a deal if Thales’ communications units were reverted to Alcatel. EADS ap-
peared to value Thales at such a low rate after low volume growth and restruc-
turing costs, following its many acquisitions. Allegedly Thales, on its part,
interpreted EADS low valuation as an attempt to destabilise Thales, plotting a
takeover at low costs.’?

6.5 Franco-French consolidation — Aérospatiale-Matra

Until 1998, the French defence aerospace industry was essentially divided into
four main business actors: Aérospatiale, Dassault, Lagardére and Thomson
CSF. A purely national consolidation took place as Aérospatiale and Matra
merged in 1999, and 33% of previously fully state-owned Aérospatiale was
sold to the family company Lagardere for EUR 180 million. The Chairman of
the Board of the new company said the intention was ‘o be a company that
shows the way...we will continue to support the Europeanisation of the de-
fence sector’ 5%

Figure 6.1: A PR publication showing the anticipated market power, ranking
Aérospatiale-Matra.’**

The synergies of the merger were estimated at some EUR 150 million, con-
sidered as grossly undervaluing the company. Also, whereas the privatisation
meant access to new financial investors, the government grip was retained
with a “golden share” to safeguard national security interests, a 47% state
holding and 3% employee-owned shares with merely 17% of the shares pub-
licly traded. The Paris stock exchange responded positively to the fusion and
shares rose 16% when trading began. Later, however, profits plummeted as

522 Tran, 2008-12-08, 2006-03-13, 2004-11-22, 2004-10-18b.

523 The joint company with 54,000 staff became the second largest in Europe and fifth in the
world in defence, a global leader covering space launchers, helicopters, civilian jets, missiles
and satellites with revenues of EUR 12.3 billion and an order book valued at EUR 35 billion
(Aérospatiale Matra, 1999-04; Sutton, 1999-07).

524 Interavia, 1999-04.
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restructuring costs, foreign currency hedging and dissimilar or diverging cor-
porate cultures required vast attention.’>> The merged Aérospatiale-Matra in
1999 thus had a net result of merely EUR 30 million but a central position in
EUs defence business relations, as shown in Figure 6.2.

Aérospatiale- Dassault

Eurocopter

37,9%

Airbus et B > IT ke GIE ATR

/

Figure 6.2: A simplification of corporate ties amongst primes before the EADS fu-
sion’?°.

Finmeccanica

As can be seen above, the deal also meant a significant share, 46%, and veto
powers over the previously domestic rival Dassault with its Mirage, Rafale
and business jets. Dassault, since long time, expressed disbelief in the concept
of consolidation for the sake of achieving economies of scale, resisting at-
tempts by the French Government to control the company. Dassault was vocal
about doubting the liberty of the company when tied to Aérospatiale and
claimed, ‘small is beautiful’, meaning that a larger economic group would
neither produce economies of scale nor more orders. Dassault’s CEO, Charles
Edelstenne, in 1999, said ‘The Government no longer owns a stake in our
company. We are again a normal private enterprise, and we retain full control
over our future’, also trying to buy back the shares held by Aérospatiale
Matra. EADS, however, stated that ‘Dassault is important for us and part of
our core business’ .5’ Aérospatiale Matra’s Chairman, Yves Michot, expressed
that whereas Dassault retains its freedom in day-to-day management, all struc-

325 Airletter, 1999-06-08, 1999-03-08, 1999-02-17a, 1999-02-03, 1999-01-26b; Aérospatiale,
1999-02-15; Air & Cosmos, 2000-04-17 , 1999-04-02, 1999-02-19; Ashbourne, 1999; Barrie
& Mackenzie, 1999; Dixon & Nicoll, 1999-01-23; Financial Times, 1999-05-12; Morocco et
al., 2000-03-27a.

526 Air & Cosmos, 1999-04-02, 1999-02-19; Lewis, 1999-02-24; Moxon & Doyle, 1999-03-17.
327 Sparaco, 2000-02-28, 1999-03-08.
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tural decisions had to be approved by the two shareholders, and that any trans-
fer of activities to subsidiaries would also need to be approved.’?® Dassault
viewed privatisation a sine qua non for merger with Aérospatiale. Instead, the
Government’s controlling share was used to block a separation of the profita-
ble civilian aviation from the military, as desired by private owner Serge Das-
sault. s

Figure 6.3 presents Aérospatiale’s own representation of the company’s
holdings:
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Figure 6.3. The complex corporate ties of Aérospatiale Matra, before the merger into
EADS (source Aérospatiale Matra)

6.6 DASA reacted by merging with CASA

Defence and aerospace were secondary business domains for DAS4, account-
ing for some 30% of its owner, Daimler’s revenues, with car manufacturing
generating the bulk of its profits. Yes, reactions to the BAE merger with GEC
were ‘anger after long talks’.>** As the BAE-GEC fusion took place and the
all British firm became twice as big, DASA felt that a merger would no longer

328 Condom & Langereux, 1999-04.
529 Lewis, 1999-07-07a.
330 Schulte, 1999-02-03.
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be ‘a marriage of equals’ and that this would ‘make balanced mergers impos-
sible’ and constitute ‘an obstacle to future integration’.> The DASA-BAE
merger collapsed perhaps also due to disagreements on leadership. Manfred
Bischoff, the CEO of DASA, said ‘The breaking point wasn 't economics. The
snag was the leadership question. Where there are two top jobs, then one of
them must go to us’.* The domination of one actor striving for dominance
and leadership was thus incompatible with a power balance of equal partner-
ship.’® Furthermore, BAE had paid GBP 7.7 billion to acquire GEC, a cost
DASA shareholders would subsidise®* in the event of a fusion with BAE.
Although initially signalling disbelief in creating a concentrated single
company, Construcciones Aeronduticas (CASA) reacted to the BAE-GEC
merger in a similar manner as DASA. The Spanish State holding company,
Sepi, said CASA considered being included in a European wide merger, whilst
also retaining some national control. DASA and CASA both considered part-
nering with Aérospatiale or Thales.*** Thales already had significant holdings
in CASA (5-10%), but again French state ties deferred a merger. CAS4 issued
a price tag of EUR 2.35 billion to, now cash stripped, BAE. The British
thought the price was too high as CASA ’s highest net profit ever recorded was
only EUR 47 million. Both Finmeccanica and BAE courted CASA for strategic
reasons, as an acquisition of the company would tilt the European corporate
power balance and influence over large transnational projects, such as Airbus
and the Eurofighter. Finmeccanica was not an Airbus partner, and here was an
opportunity to buy-in. Aérospatiale already held a share in CASA when it
merged with Matra, but then DASA purchased CASA in June 1999. This first
transnational European aerospace and defence company was called DASAC-
ASA.5 The merged company would have 43% of the Eurofighter, 42.1% of
Airbus Industrie, 38.5% of Airbus Military and 12.3% of Arianespace.’*’ Ac-
cording to Spain’s Industry Minister, the tie up was ‘Europe’s most important
transnational project, where ‘DASA-CASA complement each other perfectly,
not only in their development activities but also in their production and sales
capabilities’. The Minister also said DASA would better protect CASA’s spe-
cialisation and that ‘it’s a deal open to everyone and it favours the European

31 Airletter, 1999-02-17b, 1999-01-21, 1999-01-20a, 1999-01-19, 1999-01-18a; b; Ashborn,
1999; Aviation Week, 1999-01-25a; Barrie & Mackenzie, 1999; Financial Times, 1999-02-10;
Skapinger, 1999-01-29.

332 Airletter, 1999-01-26.

333 Airletter, 1999-02-02; Barrie & Hitchens, 1999-01-25.

334 Jasper, 1999-02-03.

335 Airletter, 1999-04-13; Jasper, 1999-02-03.

336 The new company had a turnover of EUR around 11 billion and 53, 294 staff in 28 German
and 7 Spanish factories. The Spanish share in the new company would land between 11 and
13.5%, where CASA would bring in EUR 1 billion to the deal and DASA EUR 9 billion.

37 AgustaWestland, 2014-01-13; Airletter, 1999-06-09, 1999-03-02; 1999-02-17b; Barber,
1999-01-29; Beaver, P. 1999-04-21; DASA, 1999-06-11; Industry, 1999-09-28; Finmeccanica,
1998-04-16; GKN, 2000-02-30; Hoschouer, 1999; Interavia, 1999-07; Makenzie, 1999-07-05;
Moxon, 1999-06-30, 1999-04-20; Sutton, 1999-4b; White, 1999-05-13.

170



integration project’. The Sepi Chairman stated that ‘...we are setting down
the first stone in the construction of a European aerospace group’ > although
he also sought to retain parts of CASA in Spanish hands for security reasons,
warning that merging into a single company would lead to ‘creating a mon-
ster’ and too much concentration.® The CASA President pointed at techno-
logical complementarity between the two companies and an extended market
reach with sales offices in more countries. The Spanish State would retain a
golden share with veto powers over strategic decisions.’* BAE hailed the His-
pano-German merger with ‘We re absolutely delighted to see that happen’,
referring to reform needs in the Airbus consortium.**' The technical merger
between DASA and CASA was, however, put on hold for another, even more
spectacular cross-border merger,’* as can be seen in the subsequent Chapter.

6.7 EADS emerges as Aérospatiale-Matra and DASA-
CASA merge

Despite the failure to merge with BAE, Manfred Bischoff, the CEO of DASA,
stated ‘DASA continues to see the first priority as the establishment of a com-
pany that would unite all the major aerospace capabilities of Europe’. At the
same time, seeking transatlantic partners, he also said ‘/t’s not the end of the
world if we don’t achieve our goal’>* Ties between DASA and Aérospatiale
were strong since long through the collaboration between MBB and Aérospa-
tiale in helicopters, Eurocopter from 1990, with 10% cross-holdings, and also
with long-standing collaboration regarding missiles with jointly held Eu-
romissile GIE.>** DASA hoped the French State would ultimately pull out and
assume the role of customer.>*> Eventually, DASA accepted a 15% French
State holding. As Manfred Bischoff, the CEO of DASA, put it, DASA ‘had to
swallow a stone,>* but it was relatively small and brought us a big prize’.>*
Bischoff also linked the merger to prior project collaborations, ‘Both Compa-
nies are ideal partners. DASA and Aérospatiale-Matra have been working to-
gether in a wide range of European programmes for years. We know each

338 Airletter, 1999-06-15; Ing and Kemp, 1999; White and Nicoll, 1999-06-12.

339 Airletter, 1999-04-13; 1999-03-16. Other prominent analysts also voiced similar concerns
(see Chapman, 1999-04-15).

540 Hoschouer, 1999; Mackenzie, 1999-07-05.

341 Nicoll, A, 1999-06-14a.

542 Airletter, 1998-12-02.

543 Barber, 1999-01-29.

3% Furomissile GIE and Euromissile Dynamics GIE produced Roland, Hot and Milan tactical
missiles as well as the Trigat antitank missile.

545 Airletter, 1999-10-26.

34 According to Interavia (November 1999, p. 16), Manfied Bischoff said, ‘a fiog we had to
swallow’. This article contains a description of the three-step merger plan for EADS.

347 Lewis, 1999-10-27.
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other, complement each other and have a proven track record working to-
gether’>* Immediately after the incorporation of Aérospatiale-Matra, top ex-
ecutives of the German and French companies sat down at Le Bourget, during
the Paris Air Show, to discuss a merger with their counterparts. Over the sub-
sequent months, business officials crisscrossed Europe in secret talks, were
CEOs checked into hotels under assumed names>* to make the merger come
true. The two companies would both hold 50% of the company, although the
DASA share was actually worth 40%, a price France had to pay the Germans
to accept the French Government’s presence. Yet, DASA retained the possi-
bility of withdrawing if it judged the French Government to be too interven-
tionist. Both the French and German Governments reserved veto rights for
mergers, alliances and stock offerings.’*® Hence, ‘after torturous negotia-
tions’, entailing several complex moves to value the various components of
the companies,**' dérospatiale-Matra and DASACASA merged into the Euro-
pean Aeronautical, Defence and Space Company (EADS).

:German and
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Figure 6.4: The EADS signature ceremony (Interavia, 1999-04)

The French Prime Minister, Lionel Jospin, called the merger ‘an essential step
forward in the consolidation of the European aerospace and Defence indus-
try’, evidence that Franco-German collaboration is an ‘irreplaceable engine
for the construction of Europe’ and °...Europe is no longer just a monetary
project, it is now also an industrial project’ >>* The French Finance Minister,

348 DASA, 1999-10-14.

54 Business leaders of Daimler Chrysler, Lagardére, investment firms such as Robert Fleming,
Goldman Sachs along with government counterparts such as Dominique Strauss-Kahn (Nicoll,
1999-10-15).

550 Andrews, E. 1999-10-15; Interavia, 1999-11.

331 The two corporate entities were of broadly the same size, but DASA was more profitable and
held a huge pension fund of EUR 1.7 billion and despite lower turnover, Daimler Chrysler,
extracted extra cash of EUR 2.7 billion for the deal and left the subsidiary MTU out of the
merger (Dixon, 1999-10-18; Nicoll & Skapinker, 1999-10-15).
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Dominique Straus-Khan, said the deal complemented the EURO zone.>>
There were also critics of the deal suggesting ...we are creating a mon-
ster...something so...big and complicated, it starts to seem like the most rea-
sonable thing for it is not to happen’ >** Manfired Bishop, CEO of DASA, cau-
tioned ‘We are not sellers out of German interests and for that reason, we
won't let ourselves be dominated by others’.>*® The merger was viewed as an
‘eminently political arrangement’, stretching far beyond integrating the aero-
space and defence industries, but was also considered a booster for Franco-
German projects, such as the NH-90 helicopter project or the Helios 2 military
observation satellites, then malingering due to lack of funds.”® The French
and German Governments would have to decide where to produce satellites,
where the German industry could have better possibilities to export and also
where procurement plans could be aligned.”*’ The German and French leading
actors in business and politics were thus adamant to support cross-border de-
fence business concentration. On 14 October 1999, in Strasbourg, in the pres-
ence of the Heads of State Jospin and Schréder, Aérospatiale-Matra and
DASA officially declared they would merge. Siegmar Monsdorf, German Dep-
uty Minister of Economics, commented that ‘We are looking at a 30 year en-
gagement that’s only now ending in marriage’.>® The political leaders de-
clared the: ‘global value of this industrial cooperation as a symbol of Europe’s
political will’,”> where ‘governments have been steadfast in their will to see
this through by encouraging initiatives of our industries every step of the way
towards achieving balanced European consolidation™®, and it was also stated
that ‘this grouping illustrates the irreplaceable role of Franco-German col-
laboration for the construction of Europe’ >®" A defence industry association
concluded, ‘EADS would never have been possible to build without govern-
ment support’ >

Thus, Aérospatiale-Matra, with 54,800 employees and EUR 12.3 billion
sales, merged with DASA with 45,000 employees and EUR 8.8 billion sales,
which resulted in the world's third largest aerospace company, the number two
global civilian aircraft manufacturer and the number one satellite manufac-
turer, with a product range comprising, amongst others, also helicopters,
launch vehicles and missiles. Banks and capital investment firms, such as Rob-
ert Fleming, Goldman Sachs and ABN Amro Rothschild, advised the political
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and business actors.’? As a result, 40% of its shares were floated on the stock
exchange and 60% held equally by Daimler and by shareholders comprising
Lagardere, the French Government and financial investors.’* As a conse-
quence of the EADS merger, BAE shares fell 6%.55 The new company altered
the balance of interdependencies of most large players as EADS took 37% in
MBDA, 60% in FLA and 75% in Astrium, a key stake of 80% in the Airbus
project and 45% of the Eurofighter project. BAE remarked that more than two
thirds of EADS projects were tied up in joint ventures, ‘where we have a sig-
nificant say’.>% Maintaining internal power balance was a key issue for the
new company, where it was suggested that France would initially benefit from
a superior position with more advanced technology know how, but that
DASA’s strength would later swing powers to German advantage. To secure
control, the French Defence Minister demanded veto powers for strategic de-
cisions and, in particular, strategic technologies, such as nuclear defence and
selection of future partners.’’ The division of responsibilities and sharehold-
ing in the new company was organised in parallel structures, according to the
perceived comparative advantages under a dual-hatted Franco-German lead-
ership with two CEOs, two headquarters and two chairs. Co-decision would
be exercised in mergers or strategic partnership discussion and investments
greater than EUR 500 million. The French CEO of EADS in 2002 said that
EADS was not divided along national lines, and there is no attempt to achieve
a national balance in this organisation. The German CEOQ, in contrast, said**
‘We do not intend to create a mutual culture. We are based in Germany,
France and Spain and there are cultural, historical and administrative differ-
ences’.’® Spanish CASA, with 5.5% ownership, received 4 manager posts and
assumed leadership in the military transport aircraft segment and for compo-
sites, where ties to South America were seen as a comparative advantage. The
Spanish workload was proportionally bigger, in the array of 10-13%, but Ma-
drid feared being marginalised in the Franco-German tug of war and signalled
that EADS was operating under political rather than economical premises.
France and Germany had 25 respectively 23 managers each and assumed lead-
ership over specific business units without, for long, any signs of technology
integration between divisions. The parallel structure was criticised for making
rationalisation, plant closures and job losses difficult.57
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Yet, the merger was supposed to generate savings in the order of EUR 580
million, through rationalisation of some 600 internal projects and reduction of
headquarters that separately employed 4,000 staff. The business units for fi-
nance, procurement and communication moved to Munich, where 50
Aérospatiale Matra managers relocated. Reciprocally, as the business units
for strategy, marketing and legal affairs were located to Paris, 50 DASA man-
agers relocated there. Twenty managers from CASA were placed in both coun-
tries. Also, competing projects in missiles, transport aircraft and engine man-
ufacturing would need to be aligned.””* The foreign marketing division was
viewed as a largely French operation, with a problematic situation in relation
to the French Dassault, in which EADS came to hold a big share. Dassault,
until then, largely family owned, saw a change of leadership as the CEO Serge
Dassault who insisted on the autonomy of Dassault stepped down. The new
CEO Charles Edelstenne, although stating ‘the principal change will be con-
tinuity’, also said he wanted exemplary collaboration with EADS, leaving the
door open for future fusion,’? in particular as Dassault’s Rafale combat air-
craft came under the same roof as the Eurofighter. EADS representatives
claimed this was not a problem®” as there were Chinese walls within EADS
between Typhoon activities and Rafale. The conflicts and tensions inside the
consortium were however predominantly not seen as between the technology
areas or nationalities, but between state and private interests where EADS ob-
served that balanced integration takes time.>’*

6.8 Finmeccanica ties up to all competitors

Finmeccanica, 80% state owned in 1999, sought to survive as an independent
supplier, striving for balanced (50%) sector level partnership with equal
rights: as ‘we don’t want to be under anyone else’ > In the 1999 mergers,
Finmeccanica first sought to tie up to Spanish CAS4 to get a share of the A4ir-
bus programme, but it was left outside the immediate consolidation cluster.
With a series of deals in missiles and electronics, it tied up to other companies,
but still had a war-chest of EUR 2 billion, for which it particularly looked at
the Airbus consortium. Finmeccanica, then, in spring 2000, voiced plans for
tying up to EADS, anticipating announcing a 50/50 Joint Venture company
that was to gather all EADS and Finmeccanica aerospace activities. Instead,
at the end of the year, the Furopean Military Aircraft Company (EMAC) was
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announced, which would also include Dassault in the ‘mother of all agree-
ments’, in terms of ‘its economic and industrial relevance’ in a bid that might
be seen as a move to outflank BAE,* whose only alliance partner would then
be SAAB, with the rest of the major primes in the competing setting.

Finmeccanica teams up with EADS
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Figure 6.5: Industrial leaders cheer in the light of a prospective merger of French,
German, Italian and Spanish aerospace and defence industries (Interavia, 2000-04).

However, the EMAC did not materialise due to hard negotiations with diffi-
culties in assigning appropriate corporate values, work shares and overlap in
product content between the parties. The Italian political support also vanished
as a new government was elected.>”

A parallel option was to join BAE, thus, EADS and BAE came to battle for
Finmeccanica, and the CEO of BAE was several times to draw up plans, fre-
quently at the British Embassy in Rome. Merging with the Italian firm was
however problematic as Finmeccanica meticulously sought to agree, in ad-
vance, detailed objectives for projects, workshares, plants and know how. If
Finmeccanica joined EADS, BAE would hold minority shares in several pro-
jects. On the other hand, the Italian prime teamed more with the British in
combat jet manufacturing, after already pooling the helicopter business into
Anglo-Italian Augusta Westland and the radar business into Alenia Marconi
Systems (a 50/50 JV). A fusion of the aircraft business would also have tilted
the company heavily into the British camp. The British deal at the time in-
volved one-third of the company (including its shares in S44B), where BAE
would retain two-thirds.

A 50% joint venture in the field of military electronics with Thales was also
considered, where BAE and Finmeccanica would each hold 25%. The French
Defence Ministry was positive, but Finmeccanica’s participation in the

576 Barrie, 2001-06-18; Blitz & Nicoll, 1999-10-21; Nativi & Doyle, 2000-02-08.
577 Barrie & Aguera, 2001-11-05; Nativi, 2000-12-19 Sutton, 2000-04.
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Astrium space endeavour would then mean an overly continental tilt.5”® Thus,
the Italian group, in vain, sought relations with BAE, EADS and Thales. Alt-
hough Finmeccanica concluded in 2002 that a deal was effectively dead, it
was once again reported in November 2003 that Finmeccanica and EADS re-
newed negotiations to form a military jet alliance, also merging their tactical
missiles units. Then, in mid-2005, Finmeccanica, Thales and Alcatel figured
in various constellations, with the Italian Government for the first time sup-
porting such tie-ups.>”

6.9 Continued merger discussions

Business leaders themselves’ concluded that the largest companies reached
a state of equilibrium in Europe through the mergers around 1999. Ideas of
closer cooperation or further fusions of major European defence companies,
however, float now and then since the EADC discussion, particular regarding
non-core subsidiary companies or for international connections. The mergers
also impacted other actor constellations. For instance, Swedish Celsius and
SAAB*®" merged at this time and BAE took a 35% holding in SA4B.5*> EADS
swiftly ensured UK participation in space activities, forming Astrium.
EADS was interested in forming a joint venture with BAE to combine their
fighter businesses, whilst preparing the joint venture European Military Air-
craft Company (EMAC) with Finmeccanica, but BAE then responded it was
already in discussions with other European military aircraft makers.’ Ideas
for an alliance between BAE and Finmeccanica were again floated as were
ideas on one of BAE, EADS and Thales, but there was no advance of ‘political
will or the psychology of states’, as Thales’ management said.*S On the civil-
ian front, Finmeccanica moved into the manufacturing of the Airbus A380 Su-
perjumbo, where EADS offered Italians to become a hub for the manufactur-
ing of freighters with 8,000 employees and projected revenues of EUR 1 bil-
lion by 2020. Further, SA4B was tied to the project in a EUR 1 billion contract
for wing beams. As the largely French led “economic patriotism” rose on the
agenda in 2005, the German CEO of EADS said the 1999-2000 mergers
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would have been impossible in the new political climate and as discussions
continued in 2008. A new major, group with total sales of around 40 billion
appeared on the horizon, but this new attempt by EADS to merge with Thales,
was rebuffed by the French Government.>%

Several actors discussed possible divestments and retreated out of aero-
space and defence altogether. Lagardere intended to strengthen its media ac-
tivities, but eventually maintained the 15% ownership in EADS for “psycho-
logical” reasons as Arnaud Lagardere connected it to the work of his father,
Jean Luc Lagardere. In addition, the possibility of diffusion, disintegration
and total exit of BAE from avionics and electronic warfare was addressed in
2004 by the CEO of BAE.5¥7

In September 2012, the CEO of EADS Tom Enders$® again floated the idea
of a fusion between BAE and EADS. Labelled BEADS by the press, it would
amass a turnover of EUR 96 billion, more than both Boeing and Lockheed
Martin. It was to dilute government influence by registration on the Frankfurt,
London, Madrid and Paris stock exchanges, with a 40% BAE and 60% EADS
stake. Enders saw a possibility to balance commercial and defence business
the same way as Boeing, whilst improving market access to USA and India.
For BAE, the deal was a possibility to diversify into the civilian market. As a
merger drew closer, German officials were concerned that the new company
would move the defence business to London, side-lining German defence
competencies. The German Defence Minister met Enders in closed meetings
with the Parliamentary Economic Committee. Observers’ remarked that
Enders will have to coordinate better with German politicians in the future, as
EADS is primarily attracting shareholders because of the Airbus programme,
not its defence content. As German, French and British ministers discussed
the merger in conjunction with an EU meeting in Cyprus,*® EADS was busy
sorting out the internal power balance between Germany and France, which
created friction within EADS.®'" A German objective was to dilute French
Government influence in EADS, and the Germans were ready to buy-in to
keep balanced stakes. After a meeting with the German Chancellor, the French
President said, ‘We are determined to match closely’>* and that a shareholding
of 27%, i.e. 13.5% each was sought to balance the influence. Tom Enders in-
sisted he wished to reduce state influence in a combined company, as Britain
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and the United States were wary of state involvement. EADS and BAE, in-
stead, offered the respective governments of France, Germany and Britain a
golden share that would allow them to block any future hostile takeover but
prevent any meddling in operational management.*”> Whereas the French and
British Governments signalled agreement, Angela Merkel blocked the deal®*
for reasons such as electoral anxiety, pacifist sentiments and protection of in-
dustrial national interest. Francois Hollande noted that, contrary to the British
and German Governments, France’s State shareholding in the business deal
motivated raising certain conditions, particularly regarding employment and
localisation of the headquarters. On the BAE side, Invesco Perpetual, with
some 13.3% shares vetoed the deal for strategic reasons, and because it was
considered economically unfavourable for BAE, being called “grand theft
Aero” by an investment bank that again raised the French Government in-
volvement as a hurdle. The Airbus and BAE CEOs** did not conceal their
disappointment with the failure to create a larger merged company, but not-
withstanding the failure of the potential merger, industrialists considered the
mere proposal a game changer, again putting company mergers on the table,
forcing actors to take action. Other major companies, such as Thales or
Finmeccanica, had to rethink whether to be integrated in a new structure or
seek a competitive alliance.®® In addition, the failed merger created a big im-
pact upon the shareholder structure and management within EADS. After a
review of the abandoned merger, EADS renegotiated shareholders’ control
rights and established new corporate governance. Significantly, as a result, the
free-floating shares rose from 49% to 70%, and the Management board would
no longer be staffed based on ownership.®” The CEO of BAE, in connection
with the failure of BEADS, expressed ‘You can’t buy anything in Europe on
the defence front without getting hamstrung by government restrictions...We
were trying to set up a structure with the EADS merger which reduced the
influence of governments and they clearly came back and said that’s not the
position they want to be in’. However, he concluded the relations with the
British Government had been ‘very progressive and forwards leaning. They
went above and beyond and did everything we asked of them’.>®
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6.10 Connected relations: discourse derivatives in
related markets

The discourse on the EADC, and the collaborative climate it fostered within
the EU, denoted the entire EU defence business fabric of company structures,
projects and relations. EADS called for European governments to commit to
a single Medium Altitude Long Endurance UAV project to avoid duplication,.
Yet EADS financed the Talarion, and BAE the Taranis. Dassault developed
a demonstrator under Government funding called nEUROn together with
SAAB, EADS, Leonardo, Greek Hellenic Aerospace (HAI) and Swiss RUAG
to safeguard French design capability and knowledge in the wake of the Rafale
project.®” Later, Thales, Dassault and Indra of Spain championed one drone.
In London, in November 2011, the French President and British Premier
linked BAE and Dassault by agreement, to the dismay of others. The Franco-
British move led to a German and Italian tie up in UAVs (see Chapter 4.2),
which then led to French bilateral agreements with Italy and Germany in June
2012 in UAVs, helicopters, arms procurement and missile defence. This evo-
lution took place outside EU defence bodies, despite UAVs being seen as vital
to sustain EU combat aircraft manufacturing capabilities.5%

Out of the limelight of the largest companies’ mergers, sizeable companies
also folded into others; for instance, BAE acquired Swedish armoured vehicle
manufacturer Héagglunds, and EADS acquired 26% in Patria, the Finnish de-
fence prime, where these actors together have formed Patria Hdgglunds,
which, for instance, work on the AMOS mortar system.5!

A number of possible big scale mergers reappear in the debate, involving
French naval and land defence companies DCNS, Thales, Safran, Nexter and
Dassault, dubbed France Aerospace, where Luc Vigneron, as CEO of Thales
outlined an alternative strategy of ‘consolidation by network’.%2 The French
Defence Minister, in 2012,%° said France is considering forging a naval alli-
ance with Germany, but that the issue has not advanced far. Another move,
after years of collaboration and negotiations with Spanish and Italian yards,
was for DCNS to buy SMW Gdynia and sell Scorpene submarines to Poland.®

Further transatlantic partnerships were also identified between corporate
combinations, such as BAe-Boeing, Northrop Grumman-EADS, and Thales-
Raytheon. However, it was more important to consolidate and harvest syner-
gies after the restructuring that already took place. The global ties also within
the defence sector make defence less of an exception and more just as another
markets with global links.
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The need to enhance efficient defence spending remains. For instance, a
2010 defence review in Britain identified a GBP 38 billion spending gap in
unfunded projects over the period 2010-2020.5 There is also pressure from
NATO and EU politicians to tackle declining capabilities through integrated
spending and reduced duplication. As stated by a French Defence Minister;
‘European companies would be better off defining alliance strategies rather
than competing with each other’ .

6.11 Summary

By the end of the 1990s, a policy community on a European Aerospace and
Defence Company — EADC — formed around the most important defence
primes and governments of the most significant defence producing nations of
the EU. A surprisingly one-sided discussion in favour of business consolida-
tion occurred in a situation where, for many primes, state control was not dis-
tant. The EADC discourse tended to be polemic, looking extensively at the
benefits of consolidation, omitting a critical analysis of obstacles and barriers
as “bigness” was perceived as something per se good, mostly omitting the
possible negative impacts of such extensive consolidation on competition and
innovation.’’ It was generally considered that EU procurement and common
projects would get a boost from common sales and purchases, and this created
a consolidation pressure where primes sought and received support from po-
litical actors. It proved difficult to manage the fusion of all companies in a
single direction with support alone. Diverging interests and opportunism de-
railed common objectives as the British Government did not stop an all-British
merger between BAE and GEC, paving the way for a merger between
Aérospatiale and DASA. This early move influenced and reduced the alterna-
tives and resources available for all other actors,®® due to limited resources for
further acquisitions. Although EADC “failed” to be realised, EADS (Airbus)
and other new companies emerged as world leaders in many market segments,
still viable after decades. Moreover, the EU defence primes are all networked
and have many business undertakings in common. The discussion on the
EADC is also continuing, albeit at a lower level of intensity. Whereas much
EU debate lament "European fragmentation”, it is clear that EU’s primes are
connected in a boundary spanning business network (see also figure 8.7).
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7. Arena 4: The Eurofighter project

This fourth arena within the studied case sets out to understand the evolution
of a European defence project, the Eurofighter, starting from its inception
during the Cold War through a period of crises, questioning the project’s ra-
tionale, to the sales efforts with complicated and intriguing relations to com-
peting aircraft projects.

It has been observed that ‘The international fighter market is very tough
and in most cases decided and influenced by political interests " and that
‘The sale of a warplane is a political decision’.”"" Thus, the Eurofighter pro-
Ject is inherently political and codified in multilateral agreements between
political actors. On the business side, the company, Eurofighter GmbH, re-
main a subsidiary of the primes BAE, Airbus and Leonardo.

Multilateral defence projects are unpredictable, particularly when innova-
tive, with conflicting goals, commitment and management. Also, inherent to
internationally agreed projects is inherent rigidity, with an impact on the rep-
utation of alliance and business partners.”!

7.1 Inception — early 1970s

In the early 1970s, Britain, France and Western Germany all formulated spec-
ifications for new combat aircrafts; after some discussions, they sought joint
development. At this early stage, aircraft companies sought to influence gov-
ernments’ decision-making by referring to future marketing possibilities: The
British aircraft manufacturing companies argued that the McDonnell Douglas
F/A4-18 Hornet, ahead in its development, could limit market opportunities for
future exports. As the governments redefined their requirements, MBB and
BAE, in 1979, presented a joint proposal to their respective governments for a
European Collaborative Fighter or European Combat Fighter (ECF). The
governments were, however, not willing to commit resources at this stage and
required that other nations should be involved to offset the costs. As a result,

09 Alberto Gutierez, CEO of Eurofighter Typhoon (Tran, 2015-05-25).
10 Charles Edelstenne, CEO of Dassault (Tran, 2007-06-11).
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Dassault joined the study team, known as the European Combat Aircraft
(ECA).

Dassault

Figure 7.1: Three companies teamed up in 1979 to build a European Combat Aircraft.

The ECA team aimed to produce an aircraft serving all the needs of the three
nations’ air forces. For Britain, this meant a multi-role aircraft capable of re-
placing the F-4 Phantom fighter and the Jaguar strike system around year
1987. The French Government required a small, lightweight carrier-capable
ground attack aircraft to replace the Jaguar, but only in 1991. It was also less
keen on a fighter, as it already had the Dassault Mirage and no urgent replace-
ment needs. The German Government was looking for a defensive air superi-
ority fighter to replace their F'4-Phantoms but were not so interested in strike
ability. As for the first time, the “Eurofighter” label was attached to the air-
craft, the project collapsed in 1981 under the diverging requirements of three
air forces, all with their specific doctrines and traditions. Furthermore, project
leadership contributed to the failure, as the French Government insisted on a
lead role for Dassault and a jet motor from the French engine producer Snecma
(now Safran). The three governments thus continued their own national re-
search, developing domestic designs: France on the Avion de Combat experi-
mentale, Germany on the Taktisches Kampf-flugzeug 90 and Britain of the
P.106, a single-engine "lightweight" fighter and the P.//0 twin-engine
fighter.o1?

7.2 The Agile Combat Aircraft/Experimental Aircraft
Project — 1982

In parallel to the tripartite work and national designs, Italy was also investi-
gating future fighter designs. Three nations that were already working on the

612 Boot, 1990; Buttler, 2000; EF, 2011-11-13; Flight International, 1983, 1979; Military fac-
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Panavia Multi Role Combat Aircraft, the Tornado, Britain, Germany and It-
aly, started an Agile Combat Aircraft project. When departing from this al-
ready existing project, development work started to gain more concretion:
Project and demonstrators were to be a Panavia run study, using the Tornado
project structure, under equal funding from participating governments. The
German and Italian Governments, however, soon withdrew funding. Instead,
in 1982, the British Ministry of Defence committed GBP 80 million for the
construction of a UK based demonstrator and an Experimental Aircraft Pro-
gram (EAP). The British Ministry of Defence agreed to fund 50% of the cost,
with the remaining 50% to be provided by the three companies. Thus, there
was a distinct British leadership of the project with a European consortium.
BAE, at the time still state owned, also financed development. Determined to
stay with the project, both privately owned MBB and Aeritalia also contrib-
uted to this predominantly UK Government subsidised project, very similar to
the BAE design P.110, with a cranked delta wing, canards and a twin tail.
MBB and Aeritalia signed up with the aim of producing two aircrafts, one in
England and one in Germany.*!?

In the late 1980s, as BAE was about to be privatised, the company exer-
cised substantial pressure on the British Government to ensure support for the
aircraft. BAE argued that the aircraft had to be financed at least up to the ex-
perimental stage; otherwise, the cost of the project would cause BAE to fold,
and design teams would be dispersed. BAE successfully influenced its gov-
ernment by shaping the conditions for business survival after privatisation, as
the British Defence Minister expressed strong support and released GBP 300
million for the design work to ensure jobs and company value. A construction
contract was signed in May 1983. Furthermore, a demonstrator made some
256 test flights drawing from BAE (the P.106 and P.110 designs) and MBB
(the TFK-90), examining a range of technologies, from advanced materials
(particularly composites and titanium) and digital technologies (flight control
systems), where BAE and MBB brought in their experiences from other air-
craft projects.®!*

7.3 Future European Fighter Aircraft — 1983

In 1983, Britain, France, Germany, Italy and Spain, once again sought to ini-
tiate a joint fighter project. A plan for a Future European Fighter Aircraft
project of 800 aircrafts, of which 250 German, 200 French, 150 British, 100
Italian and 100 Spanish was issued. Once again, however, diverging require-
ments threw the project into disarray. The project called for a Short Take Off
and Landing twin-engine air superiority fighter with capability beyond visual
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range, retaining a ground attack capability. France, however, put forward spe-
cific technical requirements, as they wanted a small lightweight (8 ton) system
for attack missions that could operate from its aircraft carriers. In addition,
they wanted a 50% work share and control of the project with Dassault as
prime contractor. This was just after the British Government had financed the
development costs, but Dassault was, at the time, the largest exporter of Eu-
ropean combat aircrafts with 1,300 Mirages in service and considered that this
justified a leading role, but the French terms were unacceptable, both for BAE
and MBB. In July 1984, the French Defence Minister stressed the importance
of jointly developing capacity in the aerospace domain through cooperation,
provided security interests could be safeguarded. In the project, technology
tapping was a major concern for the French, who wanted to protect their tech-
nology. Dassault regarded the project as temporary rather than a long-term
strategic alliance, but the German Defence Minister stressed that technology
transfer is expected and that in the future it would no longer suffice for Ger-
many to simply produce equipment under licence. Germany was previously
banned from producing combat aircrafts, but since the 1960s, Germany grad-
ually reinforced its capability to design combat aircrafts, as did Italy, and they
would not simply join a French or a British prototype. In a meeting by the five
defence ministers in Paris in June 1985, France reduced its workshare claim
to 46%, although the French bid was only for 25% of the total production. The
British counterbid was 25% each for France, Britain and Germany, 15% for
Italy and 10% for Spain. The French terms were unacceptable for Britain.
With the Falklands war in fresh memory, the British wanted a heavier design
of at least 10.5 ton. Also, Germany was adamant about the configuration. The
French thought going up from an 8 tonne to a 9.5 tonne design was enough as
a unilateral concession and pressed Western Germany to join Dassault in a
bilateral project, but without giving up their requirements for disproportionate
workshares, as Dassault was viewed as being strong enough to develop a de-
sign alone. Therefore, the Defence Ministers of Germany, Italy and Britain
reached an agreement and left the five nation project, forming a new project.
France, under President Mitterrand, wanted to produce a European aircraft,
but was unable to impose its political will on Dassault, which was determined
to defend its market position and competitivity and went on to design the Ra-
fale; therefore, this decision can be more attributed to Dassault’s strong posi-
tion as manufacturer and intransigence, rather than conservative French or
Gaullist defence policy.5's
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7.4 European Fighter Aircraft, EFA — 1985

France and Dassault pursued the Rafale, whilst other countries were invited
to participate in what was now called the EFA project. USA chose to abstain
and it was argued that in the context of skyrocketing defence costs and
limited industrial and budgetary resources, EFA further fractured NATO’s
already uncoordinated collective preparedness. The French Government
hoped to attract Spain and Belgium, in particular, as it hesitated to carry alone
an expected total cost of around FF 80 billion for 336 aircrafts, a unit cost
150% above Lockheed’s F-16 and SAAB’s Gripen. Despite French pressure,
Spain instead joined the EFA project in early September 1985.5'6
Specifically, the EFA built upon the collaboration and experience from the
Panavia Tornado project, partly using the same staff and institutional set up,
with two parallel development organisations: one for the businesses and one
for governments. The companies involved, MBB/Do (first incorporated in
DASA then EADS, then Airbus), BAE, AIT (incorporated in Alenia of Finmec-
canica) and CAS4 (later incorporated EADS) — in June 1986, formed the Fu-
rofighter/Jagdflugzeug GmbH in Munich. The project was located in the same
building as Panavia and benefitted from many of its facilities to save costs.

JV company
GmBH

Joint project

Figure 7.2: A joint venture company was set up for joint project management.

It is administrative practice within several defence ministries to set up man-
agement teams that mirror the prime contractor organisation. Such project
teams carry out contract negotiations, cost monitoring, and may take on im-
portant business responsibilities. The governments used the model of Tor-
nado’s management organisation also for EFA. As the Tornado and the Eu-
rofighter were in different phases of the production cycle, an International
Project Office was instead established, called the NATO European Fighter
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Management Organisation (NEFMQO). Simultaneously, the NATO Fu-
rofighter and Tornado development, Production and Logistics Management
Agency (NETMA) was co-located with the Eurofighter GmbH in Germany to
function as a contractual agency with government procurement executives that
decide under unanimity. A number of MoUs codify the collaboration, and
each nation has a national programme office responsible for ensuring national
interests, securing government approvals, national expenditure, product qual-
ity, government production facilities and working with national companies,
see Figure 7.3.

Britain

Procurement Germany

Project organisation

organisation

Figure 7.3: The customer organisation to oversee the Eurofighter.®’’

The international project organisation is responsible for day-to-day manage-
ment and monitoring of the project, negotiating payments, plans and changes
with industrial partners. Each country allocates staff and directors proportion-
ally to their country’s contribution. The multinational project offices for Tor-
nado and the Eurofighter merely had a coordinating role, whilst significant
decision-making remained national. Specialists recruited for multilateral pro-
ject management recruited on a work share quota have been seen as disadvan-
taged compared to the national project offices ‘in that they may not be real
specialists, but individuals appointed according to the defined workshare by
the nations’."® The official coordination is mainly through consensus based
meetings. This would imply that the project is not truly integrated, but rather
takes the form of bilateral agreements under continued state control. However,
at operational levels, multidisciplinary integrated product teams operate.
These teams cover the entire life cycle of the project development, from de-
sign and development through manufacture and life support, and are account-
able for their own budget. Visual charts gauge the progression of each project

%17 The international procurement organisation unfolds in the NETMA — NATO Eurofighter and
Tornado Management Agency, and the project organisation NEFMO — NATO European
Fighter Management Organisation.
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team’s part or assembly work, helping to identify problems rapidly. Commer-
cial, technical or operational matters are dealt with in committees, also chaired
by staff, as primary interfaces to the involved companies. As observed by the
British National Audit Office, a problem with this type of bureaucratic organ-
isation structure is a discrepancy between authority and responsibility, where
unanimous decisions are required, without authority. This organisation meant
slow decision-making and project performance, magnified by an unclear role
where national project offices identify both problems and solutions in parallel,
and where many central issues, such as selecting radar, is transmitted to na-
tional governments for decisions. Thus, effectively national controls override
the official collaborative project structure.s"

A parallel consortium, similar to that of Tornado, was formed for the con-
struction of the aircraft engine: Eurojet Engines GmbH, with participation
from German MTU (DASA) 30%, Italian FIAT Avio 20%, Spanish Industria
de Turbo Prupolsores (ITP) 13%, and Rolls-Royce 36%.° For sub-systems,
such as missiles and radar, similar structures emerged.

As the British considered buying American missiles, German political and
business actors exercised pressures: The CEO of DASA insisted, it was only
consistent to buy European missiles as otherwise exports would depend on US
approval. ‘We would also lose a piece of sovereignty...The decision over the
UK Eurofighter arming is a litmus test to see how serious the British Govern-
ment is about strengthening the European defence industry and exports’. The
German Government and other EU states wrote to the British Government
arguing in favour of the Meteor missile, whilst the US President Bill Clinton
and top Pentagon officials exercised pressure on the UK, proposing a missile
from Raytheon. The pro-European British Prime Minister Tony Blair recog-
nised that a US missile purchase could undermine a European defence iden-
tity, and ultimately the Meteor was acquired.®!

As the project definition started with specifications for the aircraft, a power
struggle started with the involved air forces regarding the design. The air
forces asked for better military performance than originally envisaged to fit
their doctrines. Ultimately, the Eurofighter was a compromise where neither
governments, air forces nor enterprises got exactly what they wanted. How-
ever, in 1988, the four governments agreed on a two-engine, delta wing, one
seated attack and fighter aircraft produced by their primes in collaboration to
enter service 1995-97 for a duration of 25 years. Contracts for airframe and
engines were signed in November 1988 and development began. The US Gov-
ernment instead proposed that Europeans should procure a modernised ver-
sion of the F-18, with all the requested performance at a much lower cost. The

619 Cook, 1999-06-09; NAO, 2000.
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German Defence Ministry, however, stated that the Americans compared ap-
ples and pears regarding capacity and cost, that the American aircraft was not
European, and that its purchase would significantly weaken European aero-
space companies. Thus, a European aircraft was considered necessary, not-
withstanding readily available aircrafts. The Eurofighter was also defended
on grounds of cost efficiency, industrial competitivity and operational perfor-
mance.%

In 1988, official UK estimates concluded the European Fighter Aircraft
would ‘be a major project, costing the United Kingdom about GBP 7 billion’.
German calculations in 1988 suggested a total project cost of EUR 13 billion
(a unit cost of EUR 17 million). The German Government negotiations had
reduced the costs with some 20% and the German enterprises had to pay 86%
of the research & development costs for the aircraft and 95% of the costs for
the engine. However, the project had to be pursued, as a failure would have
meant °...calamitous consequences in military, political and industrial
terms...”.*? Germany, UK and Spain, around 1990, all considered reducing the
number of aircrafts, with about 150 aircrafts in total. A reorientation in De-
cember 1992 again allowed German price reduction of 30% in view of the
reluctance to continue the project.®* A 1995 British report concluded that Re-
search & Development estimates alone were 43% above the 1984 budget with
costs for the British aircrafts to GBP 14 billion, GBP 17 billion in 1997 and
GBP 20 billion (including slippage of in-service date of 54 months) in 2003.
In 2005, publication of cost forecasts for the Typhoon stopped as this was
considered to affect the MoD’s negotiating powers. However, in 2011, the
National Audit Office estimated the UK s total project costs would reach GBP
37 billion. The German Government, in 1995, compensated the consortium
with around EUR 250 million for modifications and a decreased level of op-
erational ambition. Also, the homogeneity of the project decreased with di-
verging national specifications. The in-service date was delayed, leading to
additional costs and a unit price increase that jumped from some 45 million
EUR to almost double. By 2007, the German unit system cost (aircraft, train-
ing plus spare parts) was estimated to EUR 120 million. It was concluded that
the Ministry of Defence had been over-optimistic on costs, and that costs were
in perpetual increase.®” Indicative costs for Rafale in 2006 were EUR 113
million, for Eurofighter EUR 118.3 million, with the SA4B Gripen about half
the price of the two.9?¢ Several studies indicate similar levels. Flight cost per
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hour indicates similar proportions, with USD 16,500 per flight hour for Ra-
fale, 18,000 for the Eurofighter and 4,700 for the SA44B Gripen.®’

Unexpected by many, in 1989, the Berlin Wall came down, and public de-
bate questioned the need for advanced combat aircrafts. The reunification of
East- and West Germany placed financial burdens on the German contribution
to the Eurofighter and caused Chancellor Helmut Kohl to make an election
promise to cancel the Eurofighter. Luftwaffe was instructed to find other so-
lutions or look at cheaper versions of the Eurofighter. At this time also, the
selection of radar became a major stumbling block: Britain, Italy and Spain
supported the Ferranti Defence Systems-led ECR-90 longer range radar, while
Germany preferred the cheaper and tested MSD2000 (a collaboration between
Hughes, AEG and GEC-Marconi). An agreement was then reached after the
UK Defence Secretary assured his West German counterpart that the British
would approve the project and allow GEC to acquire Ferranti Defence Sys-
tems. This Government intervention to acquire a competing concept led to a
legal dispute with Hughes that had been involved in developing the MSD2000,
based on American radar technology (Miller, 1990). Thus, governments here
structured the businesses supply in order to maintain project cohesion, but this
was also in line with British interests, as the viability of Ferranti was at stake
with the order (Walker & Gummet, 1989). In 1991, the German Defence Min-
ister Volker Riihe sought German withdrawal from the project in favour of
using Eurofighter technology in a cheaper, lighter plane.®® Spain® and Italy
shared Germany’s concern and lack of enthusiasm and suspended Eurofighter
development in 1992. To avoid becoming the sole producer, the British Gov-
ernment exercised pressure on its partners, particularly Germany. To convince
Germany to stay in the project, the British referred to resources and money
already spent on the development and the number of jobs depending on the
project. The British Premier referred to the project as paramount to ensure the
survival of the European military aircraft industry.®® Yet, also in the United
Kingdom, the Royal Air Force questioned the need of so many combat air-
crafts. The Eurofighter consortium examined seven alternatives to keep Ger-
many within the project, but only two single engine variants were cheaper,
and none matched its performance. To keep the Germans aboard, the consor-
tium had to identify 30% cost reductions and service entry delay by two
years.®! At the end, He/mut Kohl was unable to withdraw from the Eurofighter
project due to prior commitments, and resources tied the German Government
along with pressure from its allies.
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7.5 Formation of the consortium and project start

In January 1994, the Chiefs of Air Staff of the four partner countries had agreed
on the development objectives and a prototype, with the new EJ200 engine
for 1995. In 1996, UK and Spain were ready to finance the construction phase,
but again Germany delayed its decision. However, in 1997, after some UK
pressures, the Germans not only approved but also dropped their cost-saving
requirements; thereafter, in December 1997, the Defence Ministers met in
Bonn to sign a Memorandum of Understanding for the Eurofighter produc-
tion.*> This was 10 years after the RAF originally wanted it to enter service.
In conjunction with this, the discussion on a single Furopean Aerospace and
Defence Company also gained wind (see arena 3, Chapter 6) where the Eu-
rofighter and Airbus projects were seen as instrumental for the creation of the
company: As the Managing Director of Finmeccanica said ‘We could go from
a project to company like structures’.®

An objective for the EFA was to curb the ever-spiralling costs of aircraft
acquisitions, where each aircraft generation tended to be more expensive than
the previous and with cost overruns for each project. Remedies for this were
fixed cost arrangements, production process reviews, supply chain manage-
ment and innovative production technologies. The agreed work shares were
still, as in many similar project efforts, based on anticipated orders, see Figure

BAE Systems
(Germany Cassidian)
Alenia @

(Spain Cassidian)

U.K. Germany| ltaly Spain
232 | 180 | 121 | 87 | =620
375% | 30% | 195% | 13% | ]

Figure 7.4: The initial distribution of Eurofighter workshares per business and polit-
ical actor (EADS defence for a short while took the name Cassidian before its present
name Airbus). Source, BAE.

Such work-share arrangements require government involvement and ap-
proval, as pointed out by Lundmark (2011). Sub-suppliers were organised

632 ibid.
633 Airletter, 1999-03-23.
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along the strands of a Continuous Improvement Programme based on BAE’s
Supplier Excellence Programme that focused on performance and business
relations. To achieve better performance, the project sought improved organ-
isational structure, timeliness, quality, capacity, process, capability, peo-
ple/training, financial mode, technology and project control. Procedures to re-
view internal processes were based on standards developed by the European
Foundation for Quality Management. Although trust and not coercion was the
stated driver behind the Eurofighter, contract management was tough with ter-
mination of contracts with sub suppliers failing to perform timely and to the
expected quality. In 1999, 54 companies had been allocated development re-
sponsibilities for equipment items, out of these seven suppliers representing
60% of the material supplied formed a Key supplier’s forum. Most key sup-
pliers were subsidiaries of the main contractors, and the task of the forum was
to identify and solve problems impacting on the project performance, with
goals such as increasing asset availability for the development phase.®*

Maintenance and production remained national, with national flight test
centres and assembly lines. However, single sourcing meant production of any
major component in one country only, thus cross-border manufacturing was
interdependent with components produced at different facilities under just—
in—time principles and with interchangeability from one aircraft to any other
without modification. Distribution of parts also required distribution of tech-
nical design knowledge, requiring heavy investments in manufacturing plants
and technology.®*

As the first production contract was signed in 1998 between Eurofighter
GmbH, Eurojet and the project organisation, orders were: UK 232, Germany
180, Italy 121, and Spain 87. Then work shares were also reallocated: BAE
(37.42%), DASA (29.03%), Aeritalia (19.52%) and CAS4 (14.03%). Accord-
ing to the order levels, the workshare split should have been 39/24/22/15, but
Germany was unwilling to give up such a large amount of work. BAE also
observed that actual workshare for the company was 43% due to leadership in
key systems such as cockpit and avionics, where future upgrades would also
generate more profits.36 In January 1996, after much negotiation, a compro-
mise was reached whereby Germany would purchase another 40 aircrafts.®’
An option for 90 more aircrafts was included in the contract for deliveries that
were to start in 2001. When DASA and CASA merged into EADS in 1999, the
balance of the industrial consortium changed to 43% for EADS, 37.5% for
BAE and 19.5% for Alenia. Thus, the creation of EADS tilted the balance and
meant the British company was no longer the largest partner in the consortium.
Also, Finmeccanica’s Alenia became a joker in the game, as teaming up with
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one partner or the other would definitely tilt consortia balance.®®* Moreover,
as EADS (Airbus) also consisted of Aérospatiale, the French State gained in-
fluence over the consortium. Later, orders were again revised to 160 for the
UK, Germany 143, Italy 96 and Spain 73, with early orders from Saudi Arabia
(72) and Austria (15) and assembly lines in all six countries.

The Eurofighter forerunner, the Tornado, was to a large extent hand built.
With the Eurofighter innovative CAD/CAM design, carbon fibre composites
and alloys, high-speed precision tools and plastic forming were introduced to
reduce lead-times. The aircraft performance was also modelled in computers
that helped with the relatively problem free trials. The aircrafts were prepared
for future technologies through built-in spare capacity for engine, power and
computer processing. However, there have been production misfits or exam-
ples of politically induced requirements that hampered efficiency, for in-
stance, a subcontract awarded to GEC-Marconi required four companies to
develop computers in four countries, which led to incompatibilities, errors and
delays and 1/3 higher costs compared to single sourcing. In this particular
case, the resolution was to establish a joint software team and enhanced testing
capacity.®®

Supplier connections to foreign companies on potential client markets in
advance of order underpin the marketing for future contracts. For instance, to
BAE Systems Australia (for fuel tanks and software), Kongsberg Protect in
Norway (for front wheel well covers, carbon fibre rudder and flaperons) and
companies in Greece (for external fuel tanks). Despite being European, US
companies were involved in supplying components, for instance, in cockpit
displays.®® This means that US authorities also vet EU exports. Several con-
sortia have been set up to supply other systems in the aircraft, which some-
times also supply sub-systems to other aircrafts. Thales is, for instance, in-
volved in the supply of radar to both Eurofighter and Rafale, and the EU-
ROFIRST consortium with Thales, Tecnobit and Selex Galileo develop track-
ing equipment systems for the Eurofighter. Thales also develops Eurofighter
sub-systems, such as countermeasure, optronics and simulators.®! National
opt-outs have also occurred, for instance, Germany did not participate in the
defensive aid sub-systems and infra-red search and tracking, and Britain
wanted to withdraw from the synthetic training project simulation package
developed under DASA.% Further, due to specific military doctrines, Germany
required a Mauser BK-27 cannon, whereas others rely on missiles alone.
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7.6 Project execution

The initial British plan for Eurofighter delivery was in 1987, but the project
came to be protracted, delayed, expensive and did not lead up to all anticipated
capabilities. Despite such problems emerging early on, a DASA executive de-
fended the project ‘It is difficult for four European nations working together
and pooling their expertise to develop and manufacture a single combat air-
craft. Therefore, it is difficult to accept that a single nation, by itself, can bring
forth such a combat aircraft. In the future, there will be no more Rafales, EF
2000s and Gripens beside one another. The costs render this impossible —
even nonsensical’.%® The Eurofighter project was also seen as something
larger than only a single aircraft project. ‘European programmes such as Eu-
rofighter or future transport aircraft, could form the nucleus for joint head-
quarters, training bases and maintenance and logistics...a decisive step to-
wards strengthening Europe’s defence capabilities and joint military plan-
ning’ .4

The first Eurofighter took 3 years to assemble, double the desired time and
was finished in 1999. In May 2000, the delivery for initial operational capa-
bility was projected to 2002, with full operational capability in 2005. How-
ever, there were problems in equipment deliveries, software integration, sup-
port contracts and work division after the EADS fusion. Hence, only in March
2003, the first production single seat Eurofighter, labelled PS0001, headed for
final assembly in Spain.®

Deliveries to the German and British Air Forces began in June 2003. The
aircraft reached operational status in December 2005 as the Italian Air Force
deployed ten aircrafts at Grosseto Airbase. It was declared combat ready in
the air-to-ground role only in 2008, but it had then not yet fired a missile.*
Nonetheless, the road was far from certain as British, German and Italian po-
litical actors argued the combat aircraft had become far too expensive, over-
burdening the defence budget. As thousands of jobs in the combat aircraft in-
dustry were also in the firing line, an alternative was to deliberately delay the
project. Political actors, however, changed stance depending on their power-
position: Whilst in opposition, German Defence Minister, Rudolf Sharping,
opposed the purchase, but when in Government, he defended the aircraft,
when asked to save by the Minister of Finance, Hans Eichel.*

In 2003, the German Bundesrechnungshof criticised the idea to acquire
Tranche 3 from Eurofighter, remarking that development costs had doubled
from the original estimate of EUR 3 billion and instead proposed acquisition
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of UAVs. The audit report included a letter from the Italian Defence Minister
also proposing to halt acquisition of Tranche 3, calling the progress of the
project alarming and worrisome. Moreover, the Italian Government thought
the capabilities were more advanced than required.**

Governments put much of the blame for the delays and failures to reach
targets on the industry. The Manager of the NETMA (the Government’s in-
ternational client body for the Eurofighter project) stated that the Eurofighter
supplier consortium ‘can and must do better in the future. Too often, the whole
has been less than the sum of its parts’. Thus, the participating countries were
not happy with the project execution. In early 2004, the National Armaments
Directors of the four Eurofighter countries wrote a letter to each industrial
partner complaining about project effectiveness, expressing dissatisfaction
with costs, timeliness and project management structure, asking for greater
adherence to schedules. Eurofighter GmbH responded by business restructur-
ing and as Tranche 2 (the multirole combat aircraft version) of the Eurofighter
was to replace Tranche I (the fighter role), there were also calls for a re-
vamped project management organisation. Eurofighter GmbH had primarily a
coordinating function without decision-making power, relying on national ap-
proval for all development. Considerations for a shake-up included moving
the Eurofighter supplier organisation to the role of a prime contractor. As a
prime contractor, Eurofighter GmbH could include cross-national project
teams, engineering under the direct management of contractual authority, re-
duced duplication in facilities, competitive subcontracts instead of direct
award, and improved supply chains® and flight-testing.

This concept failed due to actors’ resistance to relinquish control. Moreo-
ver, putting Eurofighter within the OCCAR frame (see Chapter 4.1) was re-
jected, > as there were also fundamental problems with coordination at the
client side. Every nation separately negotiated their price for the aircrafts with
the consortium, where the United Kingdom felt that capability did not match
intended content and price. Neither government nor business wanted to reveal
the Tranche’s actual cost. The British slowness in approving Tranche 2 jeop-
ardised the whole project, as the Germans and Italians only had a narrow time
slot to approve their funding, due to mismatches between availability of deci-
sion-making bodies and replacement schedules.®' This opened up for damag-
ing production gaps, with possible layoffs, renegotiations of prices with sub-
suppliers and jeopardised corporate ties®? in, BAE, EADS and Finmeccanica.
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Now, the German Government instead pressed the British to stick to existing
agreements.’> In December 2004, the German Parliament approved the pur-
chase of 68 Eurofighters for EUR 4.6 billion. It was not until then that the
Tranche 2 contract could be signed by all four partner nations.’* In 2006, the
British Government threatened to cut further financing if the project was not
revamped, with a reform of partner and workshare arrangements and, in par-
ticular, the ‘fotally inflexible bureaucratic nightmare called NETMA’. The
perhaps most daunting criticism was delivered by the Head of the British De-
fence Procurement Agency, suggesting the aircraft was not fit to deliver ac-
cording to its purpose, describing the project as ‘charity’.®> Furthermore, in
2006, a member of the German Parliaments Defence Committee suggested
reducing the 180 ordered aircrafts in collaboration with other governments,
due to resource needs in other defence projects. The German MoD observed,
however, that Lufiwaffe was already supposed to shrink from 746 aircrafts in
1990 to 262 by 2015, and that all the Typhoons were needed®*® However, in
2010, the British and Italian Air Forces sought to decrease the numbers pro-
cured. The Royal Air Force hoped to export the Tranche 1 aircraft, and the
Italians cut the numbers with 25 aircrafts for budgetary reasons.’’ In the Lib-
yan campaign, in spring 2011, Typhoons flew their first combat missions, but
weaponry and pilots were not yet completely ready as Tornados provided tar-
get designation, and there was a lack of trained pilots.®*® Nevertheless, in 2011,
the aircraft passed the milestone 100,000 flying hours across the entire fleet,
where any Eurofighter has an operational lifetime expectancy of around 6,000
flight hours. Then, there were already reports about a shortage of spare parts,
and protracted timescales led to “cannibalisation” of some planes to keep oth-
ers flying. A first batch of the aircraft were to retire already during 2015-2018,
leaving 107 Typhoon aircrafts in British service until 2030. In this situation of
already diminishing the number of Eurofighters in operation, much equipment
still remained to develop or procure, particularly arms.®

There is, thus, criticism that Eurofighter arrived too late, cost too much,
crowded out other projects and lacked operational capability. The Italian Air
Force Chief concluded ‘the sum of the arrangement has become less than its
parts’ .*° Whereas the aircraft’s technical quality is generally considered high,
problems have been related to the complex decision-making, resulting in de-
lays for years with agreements and implementation of key upgrades as man-
agement is ‘driven by political considerations rather than by commercial or
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military imperatives’.5' The British National Audit Office, in 2011, criticised
the project for poor management, rigid collaborative workshare requirements,
slow decision-making and lack of goal alignment, cost increases, inefficient
collaborative commercial and managerial arrangements, and complexity of
the technologies developed. In particular, NAO observed that where key deci-
sions require consensus from all partners and that ‘collaborative arrange-
ments present serious challenges if the Department is to upgrade and support
the aircraft quickly and cost-effectively’ .52 Yet, workshare arrangements were
designed for equitable share production quotas and to distribute construction
capability in several places, not for efficiency.

In 2011, pending signature of the last phase of the project, the so-called
Tranche 3B, London signalled it would withdraw due to project cost overruns.
However, contractual terms were such that withdrawal was impossible. The
involved primes said they assumed the buyers’ commitments still hold’.®® Yet,
the German Defence Minister, de Maiziere, decided to reduce the last deliver-
ies of Tranche 3B, scaling down deliveries from 180 to 143 aircrafts, but the
German MoD in 2014 then had to pay a EUR 55 million compensation to the
engine manufacturer MTU.%%

The initial requirements were excessive as the Cold War had ended, and
partner nations sought to reduce their surplus through reduced orders and
sales. The Italian and British order cuts also reflected the simultaneous collab-
oration and procurement in another multilateral project, the American led
Lockheed F-35 Joint Strike Fighter. But then, as Russia annexed Crimea, the
security policy situation of Europe changed once again, and EU arsenals ap-
peared in need of military upgrades.

7.7 Eurofighter Follow on?

The Eurofighter and Tornado have for years represented the bulk of air forces
in Germany, Italy, Spain and the UK, implying a great degree of standardi-
sation and interdependency as dozens of aircraft manufacturers and designs
have whittled down to this main design. Yet, without further orders, these
countries’ aircraft manufacturing would come to a standstill and assembly
lines shut down. In 2006, the Eurofighter represented 60% of the production
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for Finmeccanica’s subunit Alenia. Thus, without follow on orders, construc-
tion capability would be seriously jeopardised.®®® Therefore, already in 1999,
France and Britain discussed a follow on system, the Future Offensive Air
system (FOAS). Germany, at this stage, refrained from participating due to the
politically volatile discussions on the Eurofighter.5?

The consortia members early on started to look for other means to maintain
competencies with negotiations for a fifth-generation aircraft within the Eu-
ropean Technology Acquisition Programme (ETAP) in 2001, involving Das-
sault, SAAB, Leonardo and EADS:

Dassault

Future project

Figure 7.5: The ETAP consortium.

The project aimed to develop stealthy platform technologies by 2020 and was
set to start in 2000, but it started to slip already from the outset, as British
actors were sensitive about technology leakage, particularly to ETAP from the
American led JSF project.®®

A series of drone projects were launched around 2004, also linking previ-
ous competitors to sustain and develop knowledge to manufacture combat air-
crafts amongst the EU primes. The experiences from the Eurofighter provide
lessons from a managerial perspective, where a lead nation organisation has
been advocated at the expense of joint bodies and proportionate workshares,
along with greater transparency on requirements.5®

In 2013, the lack of orders started a new discussion between the BAE’s and
EADS’s CEOs on how to make the Eurofighter collaboration survive. Leo-
nardo and BAE were by then already deeply involved in the F-35 Lightning,
and other actors were looking particularly at UAVs. In July 2014, it was re-
ported that the Defence Ministers of France and UK planned to sign a MoU
for an advanced fighter project, the Future Combat Air System (FCAS) that
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would succeed the Raphale and Typhoon projects, starting around 2035. Leo-
nardo and Thales would be involved in the manufacturing of sensors and elec-
tronics systems. Both London’s and Paris’ highest political levels supported
the project, aiming to alleviate the American technology domination of the F-
35 Lightning project and intended to later open up to other countries.’”

Until 2017, 512 Eurofighters were manufactured out of a total of 599 or-
dered. Leonardo managed to maintain Eurofighter production, thanks to the
order from Kuwait for 28 aircrafts, whereas Airbus considered closure of as-
sembly lines, and BAE announced in 2017 a reduction of up to 1,400 staff
over three years as production was sinking from 20 to 11 aircrafts per year.5”!

In 2017, France and Germany again looked into a new aircraft project,
where also Britain and Sweden signalled interest to join. However, again EU
states would divide aircraft engineering resources. At the 2018 Berlin Inter-
national Air Show, the French and German defence ministers agreed on high-
level requirements for a next generation fighter to be developed jointly by
Dassault Aviation and Airbus to replace the Eurofighter Typhoon, with a pos-
sibility of Britain joining at a later stage. Britain, however, instead started its
own GBP 2 billion project called Tempest. In February 2019, the Future Air
Combat System (FCAS) was formally launched by France and Germany,
where Spain later joined. The project aims to replace the Rafale, EF 18 Hor-
net, in addition to the Eurofighter by 2035. The first demonstrator flight is
foreseen by the end of 2027. The FCAS will not only include a sixth-genera-
tion fighter jet but also swarming drones and a combat cloud, designed to en-
sure information superiority. In April 2021, an engine JV was formed by Saf-
ran and MTU Aero Engines. Thales and Airbus will develop the combat cloud,
where other European manufacturers may join the project.’2 When the com-
mitment to J35 already meant a challenge for European cohesion, the United
Kingdom defended its independence and domestic cutting-edge capacity by
developing a next generation stealth fighter jet, the Tempest, with four found-
ing companies, BAE, the UK arm of Leonardo, MBDA and Rolls-Royce. By
December 2020, Tempest was supposed to complete project analysis, includ-
ing international partnership. In the wake of Brexit, Britain accelerated the
Tempest project as a centrepiece of a defence review that will consider its dip-
lomatic and military place in the world after political changes and a GBP 15
billion shortfall defence equipment budget in the next decade. In the UK,
Tempest is to replace Typhoon, which will start to be retired from RAF around
2040, and it will also complement the F-35 stealth fighter jet and include de-
ployable drones. Sweden and Italy have joined the Tempest project. The two
EU combat aircraft projects thus divide the previous pact of the Lol nations
(see Chapter 1). Although costs suggest the projects may eventually converge,
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technological convergence may be harder. Also, the experience of the Eu-
rofighter is that too many partners multiply managerial problems, leading to
delays and high costs. The new Franco-German project has already seen ten-
sions over the leadership of the engine project, which raised concerns in the
French Parliament that the project could give rise to serious disagreements
between the French and German industrial partners.®”> Within the EU funding
bodies, France lobbied EDF to promote only the FCAS, but the EU Commis-
sion also decided to support the Tempest.*™

7.8 Selling the Eurofighter

In 1999, a company called Eurofighter International (EFI) was set up in Lon-
don for marketing and exports. Branding the fighter aircraft for an export mar-
ket, the Eurofighter consortium adopted the name Typhoon. ¢° with staff se-
conded and the same holding arrangement as Eurofighter GmbH. EFI man-
ages exports, contracting, commercial activities and industrial participation.
The primes still marketed the aircraft in #heir respective export countries, but
they had to work closely with Eurofighter GmbH, the NETMA and ministries
of defence in the four countries.®”® Under a “Partners are Customers” initia-
tive, launched to ensure that external and internal clients are treated in the
same manner, a VIP flying programme was targeting dignitaries. After a per-
sonal test flight, the UK Secretary of Defence stated, ‘the Eurofighter is an
incredible aircraft, its speed and agility in the air are outstanding...and the
performance of the aircraft exceeding all expectations’ .57

The set sales objective was 400 Eurofighters, representing 50% of the glob-
ally accessible market (i.e. excluding China, USA and Russia), for some 1,000
combat aircrafts in total, including the original four clients’ 600 combat air-
crafts. The global market was valued at EUR 100 billion over three decades.
The primes divided the international marketing, based on existing diplomatic
and defence sales ties. Thus, Finmeccanica (4/enia) took responsibility for
marketing in Brazil and Philippines; BAE for Australia, Bahrain, Canada, Ku-
wait, Malaysia, Saudi Arabia, Singapore and United Arab emirates; CASA for
Chile, South Korea, Thailand and Turkey; and DASA for Belgium, Czech Re-
public, Denmark, Greece, Hungary, Netherlands, Norway and Poland.
Amongst each other, the four partner nations have to approve any sales, but
they also signed a MoU, which says that no one nation can block the sale of
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aircrafts or transfer of technology.s”® The 1999 fusion between CASA4, DASA
and Aérospatiale-Matra meant a 43% project share for the new company
EADS, but also that French manufacturers were brought into the project. This
meant a particular complication as the main competing project came into orbit
of the consortium, through a 45.7% holding of Dassault with Rafale. The Das-
sault CEO, Charles Edelstenne, said ‘The programmes will be separated by
firewalls, and the market will decide. For EADS, this is a dreamland. They
will win each time a customer selects one of the two competitors’ and noted
that for Dassault ‘the major change will be continuity’.’” Dassault, having
opted out from common production, was now 45% owned by its primary com-
petitor. On the other hand, both Airbus and France would profit if either the
Eurofighter or Rafale won orders, which is not the case for BAE and Finmec-
canica/Leonardo.

In 2004, the Eurofighter CEO asked for greater possibilities to market the
Eurofighter beyond the partner nations, but he faced resistance as the current
arrangement of mere coordination was seen as functioning, relying on the ex-
port capacities of each firm.%°

Typhoon is, or has been, promoted in Austria, Australia, Bahrain, Brazil,
the Czech Republic, Greece, India, Kuwait, Malaysia, Norway, Serbia, Singa-
pore, South Korea, Switzerland, Turkey, Japan, Romania, Saudi Arabia,
United Arab Emirates, South Korea, Oman, Poland, and Qatar and also other
countries. Initially, the sales outlook was promising, as Greece and Austria
ordered the aircraft. Yet, over time, Typhoon often lost out to competitors.
Eurofighter lost in India to Rafale, and in Brazil, and the Czech Republic and
Switzerland to the Swedish Gripen. Although the French President Chirac
discussed, in 2006, a EUR 6 billion order of 48 Rafale aircrafts with the Saudi
King Abdullah Bin Abdulaziz Al Saoud, ultimately Saudi Arabia chose 72 Eu-
rofighters. Also, Austria has chosen the Eurofighter; furthermore, in 2017,
Kuwait bought 28 and Oman 15 aircrafts. Qatar bought 24 aircrafts for deliv-
ery in 2022. Greece, however, could not afford the 60 aircrafts it set out to
buy, and later ordered Rafale instead. However, customers may change their
minds and, for instance, the Dutch, the Canadian and Indian Governments
have been reported to revisit their previous aircraft selections.s!

In the sales campaigns, the Eurofighter was promoted via outsourcing, pro-
duction shares or even full partnerships. Greece was offered a contract to man-
ufacture 1,500 fuel tanks, and the Netherlands®® was invited to join as an equal
partner. The contract awarded to Hellenic Aerospace Industries led to a con-
troversy with the French Government, which challenged their presence in
EADS, as the Government pressed French banks to lend money to Greece to
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instead procure aircrafts from Dassault, i.e. Mirage or Rafale. This caused
friction within EADS and was later also considered to hit back on France, by
weakening French bank ratings due to the Greek default.®®

Austria became the first export customer in July 2002. Despite the 2005
resistance from the opposition party SPO, considering it to be “the most ex-
pensive mistake”, 15 aircrafts were ordered in 2007. Ten years later, the Aus-
trian Government sued Airbus and the Eurofighter consortium for EUR 1.1
billion over this EUR 2 billion deal on grounds of being misled over purchase
price, quality, offsets and operating costs. The Austrian Government®* said
the investigation suggested that Austria would not have decided to purchase
the Eurofighter without fraudulent deception. In 2017, Austria first announced
that it would replace all Typhoons by 2020, but it may need to keep the plane
longer. 683

In 2004, there was great turmoil within the Eurofighter consortium regard-
ing the supply of a Tranche 2 of the combat aircraft. Countries deadlocked
against each other over funding as each Member State had to approve further
procurements, but there was a diminishing demand for combat aircrafts. As
agreements fixed prices and quantities, one way out for governments was to
enhance the efforts to export aircrafts.®s

In a 2005 Singapore evaluation, the Typhoon won or completed all tests.
However, a number of issues worked against the Eurofighter on this market
described as a US monopoly: Singapore was already a junior member of the
JSF team, there was a perceived lack of all-weather ground attack capability,
limits to the capability package and unclarity about timely delivery. It was also
thought that the sales organisation was too complex with joint marketing,
whereas competitors only had a single sales contact. In addition, the incentives
were said to be weaker for the Eurofighter consortium of four nations/compa-
nies with a secured order book.5’

An international breakthrough was the 2006 decision by Saudi Arabia to
purchase 72 Typhoons. Later the same year, Saudi Arabia, however, threat-
ened to withdraw in favour of the Dassault Rafale because of a British fraud
investigation into the 1985 BAE GBP 43 billion Al-Yamamah deal, i.e. the
sale of Tornados and Jaguars to Saudi Arabia supported in person by the Brit-
ish Prime Minister, Margaret Thatcher.5* In December 2006, Britain's Attor-
ney General, supported by Prime Minister Tony Blair, ordered the discontin-
uation of scrutiny of BAE’s alleged bribery of Saudi officials, referring to ‘the
need to safeguard national and international security’. Saudi Arabia is a home
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market for BAE, complemented by long standing British political relations.
The Saudi Prince, concerned, categorically denied bribes from BAE and in-
sisted that the funds he received went to the Saudi Government. Allegedly, as
much as USD 20 billion were transferred to Swiss bank accounts.®® In Sep-
tember 2007, Saudi Arabia signed the GBP 4.43 billion contract for 72 air-
crafts. The first ones were delivered in 2008, and 48 aircrafts were to be as-
sembled in Saudi Arabia and delivered from 2011. In 2010, BAE Systems
started to train Saudi personnel to set up an assembly plant in Saudi Arabia.
In August 2010, Saudi Arabia also ordered 84 new F-15s. The American in-
volvement in Saudi Arabia did not only cover the sale of the F-15s, as US
Government approval was also required for the Eurofighter due to US tech-
nology content.®°

In 2007, Typhoon was reportedly Japan's favourite for a next-generation
fighter against American competitors. Again, US approval was required for
the Typhoon to be allowed license production and integration with Japanese
equipment. Yet, in July 2010, the Japanese Air Force favoured F-35 ahead of
Typhoon to fulfil its stealth requirements. Meanwhile, the British Foreign Of-
fice moved in, proposing that Japan could be a partner in the continuing de-
velopment of the Eurofighter. BAE announced in September 2011 that Eu-
rofighter partner companies, nations and their ally, the Sumitomo Corpora-
tion, had submitted an offer to the Japanese Ministry of Defence; however, in
2017, F-35 won the deal. Also, Denmark and Norway welcomed the Eu-
rofighter to submit offers, but the Eurofighter walked away from the contest
citing dissatisfaction with tendering arrangements, which ultimately led to ac-
quisitions of F-35s.%!

In 2010, Oman announced discussions to purchase Typhoons as a replace-
ment for its Jaguar aircrafts, but ultimately ordered 18 F-165,°? a deal reverted
in favour of the Eurofighter six years later. In April 2010, Serbia displayed
interest in some 20 Eurofighters to replace its MiG-21s and MiG-29s. The ac-
quisition has been linked to Belgrade's pursuit of EU membership, where a
fighter acquisition could potentially also be achieved by sourcing second-hand
aircrafts from one of the Eurofighter nations. Despite decisions to buy Amer-
ican aircrafts in Romania and Oman, Eurofighter still sought to persuade these
nations to reverse their decisions,’ and in the case of Oman, won another
order in the Middle East.

Furthermore, the Qatar Air Force evaluated the Typhoon to replace its Das-
sault Mirage 2000. The Eurofighter first seemed out of contest but reappeared
after a visit by British Foreign Secretary and Defence Procurement Minister
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in Qatar in February 2013.% Then, it was reported Typhoon ultimately lost to
the Rafale, an export that Dassault’s management explained as founded on
geopolitical factors and mobilisation of the French authorities already well
established relations with Qatar and where the President and ministers were
personally involved in the deal. However, in December 2017, a contract val-
ued at approximately GBP 5 billion was signed to supply 24 Typhoon air-
crafts.® The Qatari solution is thus to buy from several different manufac-
tures, including American F15.

In November 2011, United Arab Emirates also signalled interest in a pos-
sible deal, ¢ but instead selected Rafale in 2021.

In 2004, before the Eurofighter was export ready, the Indian Defence Min-
istry was looking into the purchase of 125 combat aircrafts, addressing Das-
sault, SAAB and Lockheed. At the time, BAE had a 36% share in SA4B and
helped with marketing the Gripen.®” In 2012, with a big order, India signalled
again a procurement requirement, and the Eurofighter and Rafale were the
runners-up for an Indian contract for 124 aircrafts. EADS invited India to join
the Eurofighter Typhoon project as a partner. To win the contract, it was pre-
pared to move jobs from Germany to India, in a campaign massively sup-
ported by the four European governments, their air forces and the three com-
panies. For instance, the British Defence Minister was in New Delhi in 2012
to promote the Eurofighter.®® The Europeans estimated that transfer of
knowledge and technology in military aircraft manufacturing could create
more than 20,000 high-skilled jobs in India, including the development of a
self-reliant indigenous defence industry. To reinforce this strategy, EADS
opened a first defence-engineering centre in India.*® The companies also
demonstrated readiness to adapt to customer requirements: the Indian Navy
required a carrier-based aircraft; a naval Typhoon version was presented alt-
hough dismissed at the design stage by other partners, largely leading to the
French exodus from the Eurofighter and their Rafale. These efforts were to no
avail, as in a EUR 11 billion decision, later challenged in the Indian Parlia-
ment, the Indian Government chose the Rafale. Already in 2000 and 2001, the
French and Indian Defence Ministers agreed on technology and arms transfers
for USD 2 billion over 3-5 years and the forging of alliances in development
and cooperation on submarines and fighter planes.” Dassault’s Indian Direc-
tor, Evic Trappier, in 2009, said he and the Head of the DGA met Indian offi-
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cials, with the French Government giving Rafale full government support, in-
cluding President Nicolas Sarkozy in person.” In conjunction with this, the
CEO of Dassault said ‘the sale of a warplane is a political decision. It was
also in the past, but it is becoming more so now. You can do all the technical
and operational tests, negotiate the sale price, etc., but when it comes to buy-
ing, it's really a political decision’.™ The British Premier, David Cameron,
said India should rethink the decision, claiming Typhoon was both cheaper
and better than the French rival. Cameron also stated in parliament that he
‘was very disappointed by what has happened in India, but Eurofighter is not
out of contest, and we need to reengage as hard as we can’. To reverse the
Indian decision, the British Minister for Defence met his Indian counterpart in
February 2012. The British Minister stated, ‘a new set of proposals were de-
veloped...” and that ‘The four nations can produce a winning financial pro-
posal, and I fully expect EADS will be doing that’.® Thus, the British Gov-
ernment actually implied pressure on a foreign company to promote common
exports. At the same time, the French Defence Minister, Jean-Yves Le Drian,
made significant sales efforts for the competing Rafale. It is illustrative that in
the deal with India, negotiations were reportedly made by government offi-
cials at the Indian MoD as company officials waited outside. This can be con-
trasted with the image that in the later phases of the project, British Govern-
ment officials claimed they were in the hands of the multinational companies,
relying on the companies’ technical and design capability to build, upgrade
and support Typhoon.”™ However, the British Defence Procurement Minister,
in 2013, stated: ‘I am actually gauging and supporting the campaigns...we
are working hard to put the best foot forward for the referred Typhoon...we
have had success with Saudi Arabia. In December, we secured orders from
Oman. We are in active discussions with supporting the company’s campaign
in a number of other countries’.’* Hence, even after the deal was sealed, com-
petitors continued to woe the Indian Government; then, in 2015, the Indian
Government made two surprising decisions. It decided, overnight, to buy 36
Rafales in fly-away conditions on a government-to-government basis, the
stated motive being capacity needs of the air force. However, the rest of the
aircraft deal was cancelled.”

A potential sale of 12—14 Typhoons to Bahrain has been linked to British
policy ambitions in the region. The Royal Navy has warships permanently
based at the Mina Salman naval base since 1971. It was agreed to extend the
base in the Arabian Gulf, reinforcing relations between the two governments,
including defence collaboration and defence equipment sales. These measures
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enabled a wider engagement also in other areas and in the region where Saudi
Arabia is a close ally. Although BAE is responsible for Typhoon exports in
the Gulf, the Italian Government and Finmeccanica led the Kuwait sales ex-
ports. First reported as failed, in April 2016, Kuwait signed a deal for 28 Eu-
rofighters, also equipped by the Euroradar consortium.”’

By the end of 2017, Eurofighter orders had reached 599 with 532 delivered
to eight customer governments. How then do these sales compare to sales ob-
jectives and that of competitors? With a sales objective of 400 aircrafts and
hitherto sales of 141, the Eurofighter consortium has reached about 35% of its
export objective. Benchmarking production to exports ratio of the three main
combat aircrafts in Europe, Eurofighter appears at a disadvantage, as can be
seen in Table 7.6.

Total orders Exportorders Export ratio Operators \
Rafale 276 224708 81% 7
Gripen 271 1257% 46% 8
Eurofighter 623710 15171 24% 9

Table 7.6: The relative production and export of the Eurofighter consortium.”!?

Contributing to their success is relatively lower costs of the S44B Gripen and
Dassault Rafale.’ Despite a ten-year delay of Rafale, the cost overrun
stopped at 4%.

The sales of Eurofighter show that its governments exert pressure during
sales on other governments.”** The sales of Eurofighter also link to other Eu-
ropean joint ventures companies, such as the MBDA in missiles, where all Eu-
rofighter partners also participate.

707 Chuter, 2014-12-15; Kington, 2016-04-11; Staff report, 2015-05-15.
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The primes also tie to their competitors: Leonardo is closely linked to Boe-
ing, which has won several tenders over Eurofighter. Yet, Leonardo has ob-
served’® that Italy’s work on the Eurofighter project allowed it to develop
technologies, such as composites used on the civilian Boeing 787 project.”'¢
This would imply technology spillover from Eurofighter to Boeing via Leo-
nardo, where Boeing is a competitor of Eurofighter in combat aircraft deals.

7.9 Summary

The Eurofighter is an illustrative case of cross-border project collaboration,
connecting national markets with significant entry barriers. To facilitate and
enhance the complex multilateral work, project management bodies were set
up on both the supplier and client side to manage complex actor relations. The
project has undergone several critical episodes where its survival was never
evident, but actors are tied by commitment over time and through experience
and path dependencies to previous collaborative projects, such as the Tornado,
Alpha Jet and Jaguar. The projects and project management are induced, for-
malised, controlled, monitored and supported by political actors, namely the
largest defence producing governments of the EU. The joint project bodies set
up do not replace other actors, although formulating operational targets and
policies, research, planning, inception, standards, development, workshare at-
tribution and negotiation, logistics, production, maintenance, and, to some ex-
tent, marketing. The Eurofighter project confirms the image of international
defence acquisition projects as generally difficult to manage, where much
competence remains national. On the one hand, the aircraft project did not
meet initial contractual objectives, time schedules, cost efficiency or profita-
bility, technology content and operational readiness. There were design dis-
putes, manufacturing problems, delays and re-prioritisations of other defence
requirements, and exports fell short of goals. On the other hand, the partici-
pating actors adapted to significant shifts in actors’ commitments and policies
at critical moments and, after all, supplied a high-performance combat aircraft,
serving as the main aircraft in five EU air forces, also supporting the viability
and competencies of the European aircraft industry. For path dependencies,
the outcome and follow on is a radical split of the manufacturers into two
competing future aircraft development teams.

Seen as an ancillary actor, also outside its formal project organisation and
although criticised for inefficiency, the project provided continuity as com-
mitment weakened during austerity, with actors considering postponing or
downgrading system’s capacities. Actors then secured project survival by
campaigning for the aircraft as the commitment weakened. They also aligned

715 Giuseppe Giordo, CEO of Alenia Aermacchi, a Finmeccanica company.
716 Kington, 2014-05-19.
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interests and mobilised senior political levels to market the Eurofighter. For
the Eurofighter, a complex sales organisation with many air forces, govern-
ments and companies sometimes confused clients. Benchmarking sales results
to the SAAB Gripen and Dassault Rafale, single sales organisations and direct
seller-buyer relations come out as stronger. However, the sales were complex
as the French Government sat on two chairs, winning if both Airbus and Das-
sault win orders, with Airbus also holding 45% of Dassault.”"” Meanwhile,
Thales is also a winner, providing sub-systems to both Rafale and Eurofighter,
where Dassault also has a significant holding in Thales. France, Airbus, Das-
sault and Thales are thus winners if either Rafale or Eurofighter wins orders.
In this complexity of bonds, also sitting on two chairs, Leonardo and BAE
both collaborate on the Eurofighter and the Lockheed JSF projects.

To the Eurofighter, associated projects are running in parallel, both sub-
systems (engine, missiles, radar) and other projects. The fabric constructed by
the various projects, clients and supplier bodies means cross-border interde-
pendency and adaptation to other’s production systems, research and techno-
logical development. This ties actors with workshares, just-in-time deliveries,
resource and production commitments and exchange relations.

717 Airbus has started to sell off its shares with a view to cancel all holdings in Dassault by
2021. In 2021, some 9.9% of the shares were still held.

208



8. Analysis

This Chapter analyses the empirical results of the longitudinal study of the
EU defence business setting in four arenas. The departure for the analysis is
Figure 1.1 (on page 15), which observes that ancillary actors operate within
a market and setting of political and business actors. It was observed that
these actors somehow interact through or with ancillary actors.

Ancillary actors are identified and empirically studied in arenas 1-4 (Chap-
ters 4-7) for the case of EU defence equipment production, as outlined in Ta-
ble 8.1.

Arena 3 Arena 4

Arena 2

Arena 1

Arena

Political Market Issue Project
Activity Setting community
Political Coercion Support Support Coercion
activities
Business Adaption Influence Influence Adaption
activities
Ancillary EU bodies Holding com- | Policy dis- Joint
actors . panies course fora venture
. . Business as-
identified .. . .
sociations Project organ- Project
isations organisation
State control .
Joint ventures
and support
functions

Table 8.1: The actor relations studied, and the types of ancillary actors identified.

The four types of a priori anticipated activities were used to categorise four
basic arenas on the studied, politically constrained market. The activity com-
binations were helpful to supported encoding of empirical data, although cer-
tain matters were not easy to encode. For instance, is a business strategy a
mean to influence or adapt, and is a political industrial strategy a mean to con-
trol or support? EU defence primes and EU Member States interact directly,
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but they also connect across borders via ancillary actors, as illustrated in Fig-
ure 8.2.
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Leonardo Thales

Figure 8.2: The empirically identified actors and four arenas (in the centre) identified
in the case.

Figure 8.2 shows a simplified model of cross-border arenas and actors within
the Europe. In addition, the case shows multiple activities that criss-cross Eu-
rope’s defence business. Also, numerous ties between companies and foreign
governments are omitted in Figure 8.2. The simplified model above illustrates
a balanced relational symmetry from 2000-2019, within the EU — with major
EU powers having links to 1) a political setting of acquisition bodies, such as
the EDA or OCCAR; 2) networked corporate relations with joint ventures
(JV); 3) issue communities, such as the discourse for EADC and 4) Collabo-
rative projects, such as the Eurofighter (EFA).

The following Chapters provide more detail regarding the activities emerg-
ing from empirical observations, still categorised according to the dichotomy
of the model of four arenas set by relational combinations.

8.1 Arena 1: The political setting of EU defence bodies,
political coercion, business adaption

Arena 1 of the case is identified through an examination of the political setting
in terms of bodies (A) for defence production within the EU and their potential
impact on the focal relation between business actors (B) and political actors
(P), as illustrated by figure 8.3, ancillary actors may ultimately seek a coer-
cive role based on legitimacy.
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Figure 8.3: European political bodies as ancillary actors (A) to the focal relation,
where the ancillary actor may draw from interdependent relations to business actors
and political actors, in pursuit of coercive powers that may directly impact (ved ar-
row) the focal relation (black arrow) between defence prime (B) and political actor

P).

Political coercion

As evidenced by the empirical observations in Chapters 4.3 and 5.3, the EU’s
defence primes operate in a setting of national political support and coercion.
At the same time, long-standing arms cooperation with like-minded political
actors has occurred for decades within a number of international bodies that
underpin political alliances, which are expected to also build further cohesion,
as seen in Chapter 4.1. Due to varying degrees of actor commitment, several
bodies of similar nature within the field of defence equipment operate at the
European level. Actor similarity and multiplicity of memberships mean that
demarcations between these bodies are sometimes unclear, even to their own
participants. Membership, roles and specialisation of these bodies are some-
times floating in to each other, with complex acronyms sometimes referred to
as an “alphabet soup”. Yet, all actors have their unique rationales and niches
vis-a-vis each other, but also bonds, manifest even in treaty links, and these
treaty links appear to continuously evolve or integrate. Chapter 4.1 describes
how the EU expanded its mandates, but the EU and NATO also developed ties
and agreed to collaborate and profit from each other’s assets across the two
bodies. Thus, increasingly, demarcations regarding the national, EU and in-
ternational are impaired in defence. The 1988 statement by industrialist Peter
Wallenberg that ‘NATO and EU have no ties, and there is no connection be-
tween economics and defence’, which was a main trigger for this thesis, can
thus be refuted.

The EU defence business setting still lacks unity, for historical, political,
economic, military and cultural differences. It is also, for merely practical rea-
sons, difficult to obtain legitimacy, to accomplish commitment and common-
ality amongst an increasing number of actors. Nicollo Machiavelli, the renais-
sance philosopher, once proposed that a control span of more than 14 states is
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impossible to manage; similarly, Winston Churchill proposed a span of 107'8
to be manageable. According to internal control framework references, control
is weakened by a span of more than 8 entities. Whereas exact numbers are
hard to establish, it is fair to assume that the more actors are involved, the
harder to exercise control and unity of direction.

There are also fundamental issues as how to perceive defence equipment
amongst EU actors founded in their history. Is it a public good or just any
commercially available product? Within defence acquisition, monopoly is ac-
cepted by actors that normally advocate free trade and competition. Moreover,
price sensitivity often stands back for product uniqueness and knowledge con-
trol, as was described in Chapter 4.3. This impacts on the content and structure
of business actors, including entry conditions, ownership, prices, profits, effi-
ciency, exports, contract content, viability and exit conditions. States still
maintain direct holdings or strategic controls to underpin security, national
economic and social objectives and to ensure control over research and tech-
nological capabilities. Defence procurement and defence equipment policy,
therefore, remain subject to much national coercion with little transfer of sov-
ereignty. As the EU gradually increased presence in the defence, building
blocks for an EU competence in defence business include, gradually evolved,
including several ancillary actors and actions such as;

e A European Security and Defence Policy (1999)
Rapid Reaction forces (1999)
The European Capability Plan ECAP (2001)
Research funding (2002)
European Defence Agency (2004)
Capability plan (2008)
European Defence Fund (2016)
Galileo GPS system (2016).
The strategic compass (2020)

As observed in this thesis and also by Ojanen (2006) and Duke (2001), polit-
ical convergence does emerge in international institutions, as evidenced by the
generation of policies, projects and physical products. Chapter 4.2 shows that
policy convergence also occurs within business associations, as these take po-
litical positions in support of collaboration. Within the generic EU integration,
actor ties evolve also within EU defence equipment, gradually increasing sup-
port and commitment to form embedded transnational ancillary actors, who
themselves, then, foster more integration. This occurs both in business and
politics, underpinned by business rationale and political legitimacy. Several
ideological traditions, e.g. Liberal, Christian-democrat or Socialist, support
this development that is sometimes challenged, for instance, by nationalist or

718 Lancaster, 2005-06-30.
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peace movements. Over the years, it seems an issue community (see, for in-
stance, Chapter 6.1) in support of integrating the EU defence business setting
through planning, procurement and production has been strong. The counter
wheeling forces”" are here more implicit and seem underestimated by the EU
issue community. The issue community seems caught in the social contexts of
EU gatherings that generate isomorph behaviours, propelling commonality.
To identify proxies for counter wheeling factors, one may, for instance, look
at the lack of transfer of coercive power to ancillary actors for defence pro-
curement and Brexit, but then friends of further EU integration in the field of
defence equipment collaboration, have had to combine, on the one hand, the
irreconcilable requirements of low profile, not to provoke, leading to EU bod-
ies, instead being labelled as “talking shops”, “window dressing”, “paper ti-
gers” or alike. On the other hand, avoiding transfer of mandates that may pro-
voke a collapse of overall cohesion. Indeed, Brexit, although multiple varia-
bles lie behind, indicates that too much supranationalism may trigger exits,
and possibly a collapse of cooperation. Thus, although EU defence equipment
convergence may appear slow and iterative, it nevertheless seems relentless,
underpinned by ancillary actors in the form of international bodies, issue com-
munities, projects and primes. EU thus gradually and slowly advanced into
the defence sector, expanding from economic policies, via security policy to
defence and then defence equipment manufacturing (see Figure 4.2). At first
viewed as taboo, the institutional debate around EU’s political bodies came
back again and again. The statement by former Commission President, Jean
Claud Junckers, to repeatedly play the same elements until eventually ac-
cepted, seems much applicable to EU integration in defence equipment pro-
duction. Thus, a discourse and ‘competence creep’ linked to this discourse
gradually made actors get accustomed first to EU defence business coopera-
tion and autonomous EU capabilities. Lundmark (2011) identifies a marked
difference between official discourse and reality in the “Transatlantic” con-
text. Whereas this transatlantic discourse has a homologue in the EU context,
it seems the European reality calls for more substance. Thus, whereas there
are many bold policy statements and ambitions, a slowly brewing integration
process also seem to be in motion. The analogy of slowly cooking a frog
springs to mind. However, discourse and project collaboration are develop-
ments not only generated within the EU. International developments and con-
flicts have also forced EU Member States, collectively and individually, to
recognise their specific defence capability shortages, particularly regarding
the costly capabilities of intervening far away, the need to respond to asym-
metric threats and to balance budgetary commitments. Consequently, EU bod-
ies, primes’ projects and issue communities have gradually earned legitimacy
to deal with EU defence, to create a business setting that at least partly opens

719 International business rationales, conservative, nationalist or leftist issue communities and
various practical difficulties organising multilateral production.
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national defence markets, coordinates research and reduces project costs in
support of cross-border business consolidation.

Whereas a fully integrated EU buyer (or seller) for defence products seems
unlikely to appear in the short-term, technology and cost developments are
likewise such that EU Member States cannot alone finance all the multiplicity
of large and expensive systems (for instance, satellites), logistics (for instance,
air transports) or sustain major long-term operations far away from Europe.
There are therefore prospects to move ahead within the EU frame with com-
mon defence equipment acquisitions within peacekeeping and remote forces’
projection. EU defence collaboration also deepens in international crisis inter-
ventions and homeland security. Thus, EU has earned a legitimate niche in
defence, besides national territorial defence (green) and collective (NATO)
defence (blue) in Figure 8.4.

Collective
defence

Asymmetric S

threats projection

National territorial
defence

Figure 8.4: EU legitimacy acquired for defence equipment resources (grey zone),
where equipment, to a degree, may also be used to cover activities in other scenarios.

In Figure 8.4, the grey circle covers the common capabilities to deploy forces
far away, with requirements for satellite navigation and expensive projection
capabilities, such as expeditionary naval vessels, airlift and reconnaissance.
The red circle covers resource requirements for surveillance and intelligence
capabilities. The figure is mainly derived from actual capability requirements
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that can be identified in EU member states and EU bodies through actual re-
source allocations since 2016, meaning that the setting for EU defence equip-
ment businesses has expanded with potential access to more funds (i.e. market
opportunities) for defence equipment companies. EDA now coordinates EU
capacity needs for power projection. It gathers virtually all EU states (except
Denmark but lacks coercive power and cannot (at least yet) be seen as a fully-
fledged procurement agency for all the EU due to its limited resources. Fur-
thermore, so far, no devolution of executive powers in defence equipment ac-
quisition from Member States to joint bodies has occurred, in terms of man-
aging large cooperative projects, obligatory tendering and contracting at the
EU level. Article 346 regarding derogation has survived numerous revisions
of the treaties, but still remains. The United Kingdom, although active in the
EDA set-up, withdrew from the agency to signal distrust even before Brexit.
On the other hand, although EDA has not succeeded in mounting any major
platform projects, it has financed a significant number of projects in subsec-
tors, as it absorbed the EUCLID CEPAs. EDA also has a role in the manage-
ment of the EDF, linking to EU Framework Programmes, the NATO forces
registers, and has also been proposed to absorb Lol and OCCAR. Common
defence acquisition within NATO has resulted in a certain level of common-
ality and standards, but no truly unified equipment acquisition within the alli-
ance, and over time, equipment has instead become more differentiated. How-
ever, EDA may risk replicating NATO’s planning and integration problems,
as the EU will draw from NATO planning with a similar lack of coercive
mechanisms. The member countries of the EDA still have limited commonal-
ity of defence procurement, due to differences in military philosophies and
political interests. On the other hand, NATO partners that are the least similar
in values compared to EU, namely USA and Turkey, are not members of EDA.

OCCAR is likely to remain outside EU after Brexit, as it will have a raison
d’etre in tying British defence equipment production to EU countries along
with its coercive powers and contractual authority, significant projects and
budgetary means. Thus, Britain is likely to drive OCCAR out of EU orbit ra-
ther than into a fusion with EDA. Still, however, OCCAR does not generate
platform projects. These are identified outside OCCAR and retroactively re-
ceive OCCAR status.

In conclusion, EU defence equipment bodies are still limited in resources
and powers compared to most national homologues, in terms of staffing,
knowledge, coercive powers, budget and results. Despite increasing resource
allocations since 2016, EU bodies do not replace national or NATO bodies,
but exist in parallel with a mandate that is increasingly clear in its contours.
Despite recent progress in the field of crisis capabilities and homeland secu-
rity, a comprehensive and truly functioning EU design for defence equipment
collaboration has yet to materialise. EU nations have been, and are likely to
remain, reluctant to a full transfer of authority in defence to the EU, with na-
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tional and alliance defence outside the remit. It, thus, seems that national se-
curity and industrial policy still have the upper hand compared to EU commit-
ment to common defence equipment, despite decades of rhetoric. Although
there has been criticism that EU capabilities have never been deployed in com-
bat, such a deployment would almost with certainty result in criticism. A failed
deployment of EU forces could jeopardise the entire EU, stalling EU integra-
tion. Yet, EU bodies do impact upon the business setting of defence compa-
nies through funding, research support and as they identify new arms technol-
ogies and capability gaps, issue standards, launch common planning and or-
ganise interaction and networks from businesses, think tanks, politics, mili-
tary, research and administrations. The collective experience of European
collaboration encompasses an ever-increasing number of people and connec-
tions in a complex web of actor relations, who better knows its partners and
learns from them. Legitimacy based on trust is a fundamental asset in this
setting, where exchange and ties have created a commonality to the extent that
one of the original ideas behind the EU can be seen as fulfilled, namely that a
military conflict amongst EU Member States presently seems unthinkable.

Yet again, in parallel with the discourse about teaming up, governments
maintain or even reinforce coercive control, as seen with regard to the dis-
course on economic patriotism (cf. pp. 108 and 177). Defence equipment pro-
duction seems to relate too much to state sovereignty to justify the surrender
of control. The state control of defence businesses appears both as overt in
public strategy documents and procurement law, but it is also surrounded by
subtle and tacit controls to ensure, amongst others, that knowledge and tech-
nical content are not tapped or bleed through.

Chapters 4.3 and 5.7 account for concrete examples of retention of state
controls by EU Member States over defence companies identified in this the-
sis. Such controls include veto rights, board member appointments, limits to
foreign ownership, direct holdings (ranging from full ownership to symbolic
golden shares), national industrial strategies and company strategies, research
subsidies or more tacitly formulated subsidies, such as extension of contract
horizons, reduced interest rates, undervaluation of assets for taxation and also
in acquisitions and favourable long-term contracts. Moreover, “strategic”
business units can be sheltered from the rest of the companies by state con-
trols; for instance, if there is a particularly important technology sector within
its business activities. There is also state sales support, ranging from official
state sales objectives to outright bribery. State measures to ensure control over
corporations also include professional or nationality requirements for board
members, powers to seize control over company operations, to issue vetoes or
demand reorganisations, including placement of headquarters. Technical re-
quirements, production permits, export restrictions, licences, certification re-
quirements and property rights, to ensure control over technologies and
knowhow, also shape business activities. Legislation also places defence con-
tracts under national intelligence services surveillance. As businesses engage
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across borders, they will need government permissions for exchange of confi-
dential information or exports, controlled — for instance — via specific project
monitoring or management organisations. In addition, there is both legislative
and financial scrutiny, as state budgets and major projects need to pass parlia-
ments, with decisions sometimes codified into law and where government
contracts are sensitive to disruption or deterioration of relations as govern-
ments may unilaterally cancel, suspend or amend contractors’ funds at short
notice. Governments can also support or constrain mergers, as potential part-
ners may hesitate to enter into business agreements where state holdings are
too precedent. Effectively, all the largest EU Member States’ governments
have managed to combine competitive tendering, direct awards and engineer-
ing of entire consortia. Thus, whereas official rhetoric hail market liberalism
and EU integration, actors simultaneously counteract control by other actors.
National control even seems on the rise again, not only as an effect of the
aforementioned economic patriotism but also judging from enhanced over-
sight even in countries where the government traditionally sought to refrain
from interfering, such as Germany and Sweden (see p. 100) and with new
protectionism in the wake of Russian and Chinese power projection in Europe
and less certain reliance on American support.

Nevertheless, after decades of muddling through, political EU ancillary ac-
tors have obtained financial impetuous with significant budget appropriations
in 2017 and also reinforced technical collaboration, after political changes,
increased insecurity and Brexit.

This leads to Empirical observation i): Half a century of political integra-
tion in EU has established legitimate bodies as actors in defence business.
This actor integration is reversible.

Business adaption

Arena I of the case shows that primes engage in layers of influential activities,
directly, via national or product specific bodies and with bodies at the EU
level, as described in Chapter 4.1. Furthermore, Chapter 4.2 shows that busi-
ness associations earn legitimacy as speaking partners to political bodies by
presenting unified positions, policies, studies, briefing papers or participate in
various working groups, whether sectorial, national, EU or NATO. The policy
orientations voiced by business associations (see Chapter 4.2) have material-
ised to a significant degree, implying that primes do not merely adapt or align
with government strategies, but they also shape their own political setting and
reinforce privileged positions as speaking partners of political actors. Access
to political actors helps to develop strategies that support technology and
knowledge development, alignment of supply chains and corporate objectives.

The supportive and coercive roles within the state apparatus may pitch min-
istries and departments against each other. These conflicts are, for instance,
visible in the dichotomy between supporting and controlling exports. In the
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most significant defence equipment deals, political leaders actively support or
replace business actors in direct marketing and negotiation. When exporting
to less like-minded states, governments may instead try to hold back exports
through coercion. The competitive stance in the north of Europe also tends to
be more oriented towards competition, openness and free trade, whereas in the
south, a more protective stance based on the military arsenal is upheld. This
situation can be interpreted as in Figure 8.5.

Openness
A Sweden
Netherlands
Britain Germany
Supportive € »  Coercive
Finland
Spain, Italy
France v
Protectionist

Figure 8.5: An interpretation of defence equipment export policies.

Although much in demand, EU level export support does not seem possible in
defence, since arms export is a politically contagious issue that would be dif-
ficult to organise in an egalitarian manner. Divergences in perceptions prevail
also between countries in the EU’s north and south’ as to whether arms exports
should be officially encouraged or not (see p. 100 ff). EU bodies can rather be
expected to work more with subtle pressures, such as benchmarking, good
examples, promoting research and facilitating interaction, although a common
EU front sometimes appears, such as in the policy support to Airbus vis-a-vis
Boeing or towards Australia in the cancellation of a large French submarine
order in 2021.

Business actors organise into the Aerospace and Defence Industries Asso-
ciation of Europe (ASD) the very same year as political actors formed the Fu-
ropean Defence Agency (EDA).”™ This can be interpreted as an attempt to or-
ganise the supply and business sides of the EU defence equipment market set-
ting. Both bodies, however, remain small and limited in terms of powers,
funds and staff compared to primes and the national procurement offices. One
could say that ASD and EDA, by putting forward policies of market access,
deregulation, cross-border transfer of goods, defence spending, acquisition

720 Both built on a legacy from predecessors (EDIG and IEPG, respectively).
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schedules and research, work towards the centre of Figure 8.5. The rhetoric
for collaboration is based on economic and political imperatives, to demon-
strate European cohesion, non-the least vis-a-vis the USA, under similar ar-
gumentation from suppliers and clients. Thus, ancillary actors address (lack
of) defence funding, the related capacity and job losses and the costs of dis-
proportionate re-investments if long-term needs are placed aside.

Primes seemingly adhere to ruling market paradigms, but they also address
the economic risks of collaboration, such as risks for knowledge tapping or
bleeding through and qualitative setbacks. Moreover, primes have sufficient
legitimacy to bypass business associations, and directly access political actors,
whether government offices or EU bodies. This may undermine other actors,
such as ASD, which at one stage seemingly lost legitimacy due to internal
turmoil (see p. 98). Also, national defence business associations may ally
across borders to use their leverage on other business associations and foreign
governments. An example of this is reactions to the UAV projects in 2010.
German and Italian business associations then put pressure on other actors as
a reaction to Franco-British collaboration. This led to a broadening of collab-
oration to include enterprises from other countries (see p. 102 ff).

8.2 Arena 2: Market relations of EU primes, political
support and influential businesses

Arena 2 of the case examines the business relations of the EU’s largest de-
fence primes in pursuit of entities seeking business influence whilst trying to
get political support. This part of the study, departing from corporate report-
ing, unveils a rich flora of corporate joint ventures and cross owned entities
for defence manufacturing. These entities are here identified as entities out-
side a company'’s focal relation.

Political support

Although in many EU states, the governments may officially signal its retreat
from operational management of defence businesses, public actors continue
to support business conditions via procurement, legislation, subsidies, fund-
ing, and research & development.

The primes’ profitability is largely determined by how sizeable markets the
political actors are willing to support via budget appropriations, procurement
decisions, and in profit margins. Although changing governments carry new
politics, which from a corporate perspective may seem erratic and unpredict-
able, they also often push through or block major acquisitions just before elec-
tions (see p. 105 and p.190). The long-term resource dependencies and com-
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plex requirements in defence contracts mean deliveries, funds, jobs, technol-
ogy and exports need to be sustained over long periods of time. Defence
primes are here supported through large contracts that last for decades, often
directly awarded without competition at fixed prices.

Political actors have supported defence business consolidation, first nation-
ally, then across borders. All EU countries have seen home market decline
after the Cold War. At the same time, value cohesion amongst EU states has
mostly increased. With cross-border market relations, procedural, technolog-
ical and experiential knowledge about others accumulate over time. Yet, both
suppliers and clients monitor control and diffusion of strategic knowledge and
technical competencies for commercial and security reasons. Political actors
also support building “war-chests” (i.e. acquisition portfolios) that enhance
their primes’ market position (see p. 109 and p. 175). Such capital accumula-
tion can be achieved through tacit means, such as devaluating public assets
before sales to the primes, asset swaps, discounts, research subsidies and di-
rect award of contracts. As governments invite primes in the formulation of
industrial and political strategies, primes also have an opportunity to shape
their own support. Defence orders in times of economic downturn can, then,
support overall corporate profitability. For instance, the studied primes weath-
ered well in the 2009 recession, as large defence orders supported other activ-
ities and overall corporate viability. The value of such continuous funding is
reflected in high goodwill values. For investors, defence stocks can thus dis-
tribute risk exposure.

Primes also receive support from the highest ranked political executives in
their international marketing and sales efforts, irrespective of government col-
our. Specifically, government support is required in exports, for instance,
when approving clients of technological goods, providing demonstrations
(e.g. to show equipment in use by national forces) and as a guarantee. Gov-
ernment support is also extensive in sales and marketing campaigns, where an
exporting government may assume the role of an ancillary sales agent in de-
fence sales, as illustrated in Figure 8.6.
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A rrrreieietintnnnnnans Exporting Government

Importing Government

Figure 8.6: An empirically founded model showing that in foreign sales, the exporting
government assumes an ancillary actor role (A) to the client government and the sup-
plier supports (blue arrow) the focal relation. The model presupposes mutual influence
(green arrow) by the company (S) of the government and support to deliver equipment
(unidirectional black arrow), in the focal relation to the client government (C).

This leads to Empirical observation iv) In defence equipment marketing, po-
litical actors may take business roles and ancillary actor roles.

The role of government is, however, dual, as a government may restrict
exports and as a prime may lose a privileged market position with a new gov-
ernment. At any rate, actor connections may be interrupted or jeopardised as
the government changes.

Business influence

The empirical study shows that the studied primes have considerable market
power and legitimacy because of their importance for security, employment,
innovation, technological knowledge and economy (see Chapters 5.1 and 5.2).
This market position gives primes a possibility to influence their market con-
text, nationally, within the EU and in foreign markets.

To access foreign markets, primes seek positions close to foreign govern-
ments by adapting to the local context. Some researchers (Morth & Britz,
2004) believe that in the defence industry, business/government interaction is
diffuse, hard to control, increasingly complex and difficult to predict. Alt-
hough the emphasis may shift over time, and primes lament lack of support,
governments tend to support primes, permitting a privileged position, as one
of a selected suppliers that is allowed to take dominant market position. The
EU defence market is marked by relatively stable power relations, with few or
single clients and relationships with other primes and multi-national bodies.
Moving into solutions marketing (see Cova, 2007) primes seek to stretch their
offer to other business segments, and also up and down the value chain, ex-
panding to service, maintenance and tailor-made solutions (see Chapter 5.1).
The primes’ market context can, thus, be characterised by strong, stable and
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lasting political ties, i.e. recurrent and dense relations to a small number of
actors with shared interests, values and preferences. The market context is also
characterised by high centralisation, cohesion, convergence and exclusivity,
giving primes legitimacy vis-a-vis other major actors. Political actors seems
to accept many of the primes’ demands for privileged positions and also a
dominant position. The empirical material show that primes are explicitly
aware of their politically networked position. Some primes make explicit use
of the network metaphor to describe their relations, when forging local part-
nerships, building strategic alliances, relating to ancillary actors and seeking
to influence political actors (see p. 158).

A number of ancillary actors connect primes and governments in the form
of joint ventures and collaborative projects (see Chapter 5.6), as illustrated by
Figure 8.7.

Fremm frigates ~ Thales Alenia Space

Leonardo EMAC Airbus

Tormado Space Alliance

Astrium

Tempest F-35 Furofighter
MBDA

Airbus

Thales

Aircaft Carrier Alliance

Telemos

Gripen

WEURon Dassault

Figure 8.7: The studied primes (ovals) connect via major joint ventures and projects
(rectangular), out of which some did not (red box) materialise and some links were
cut (red barr).”!

The relations displayed in the above image have been, broadly, static for more
than 20 years. This leads to the Empirical observation ii) EU defence business
actors’ ties were stable 1999—2021.

721 The image is simplified and omits several connections. The connections around the UAVs,
Tempest and FCAS have expanded to cover all primes.
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Ancillary actors in the form of multilateral project organisations and joint
ventures can be interpreted as having lower transaction costs and business
risks by managing transnational interdependencies. Although there is formally
no unified market, EU defence primes connect in innovation, research and
technology, none the least through common projects and joint ventures.
Primes share significant resources, activities, customers, suppliers and opera-
tions in each other’s countries. Multilateral projects, JVs and acquisitions for
defence equipment can draw a high degree of political legitimacy amongst
partners and also acquire legitimacy in foreign markets. For instance, Leo-
nardo and Thales are recognised actors in the British home market after ac-
quiring British defence firms (see Chapter 5.1) and on speaking terms with the
government in designing British defence industry strategy. Thus, cross-border
business relations increase dependencies and open up for penetration of for-
eign markets, as proposed by Keohane and Nye (2012, 1974). Due to state
involvement or control over primes in their domestic home markets, primes
may project foreign government interests into another market. Whereas this
can be seen as an exposure, meaning vulnerability, such dependencies have
rather been acknowledged to increase mutual security. The primes are, how-
ever, not only taking a business perspective but involve in policy formulation,
they also formulate political positions on how to organise national markets as
well as the entire EU defence markets. This leads to Empirical observation
iii) The primes influence actors across borders in other markets and may pro-
Ject their home governments’ influence.

This means implications for smaller actors in relation to larger ones, in that
primes from Europe can buy into or takeover foreign supply chains if these
are unprotected, backed by their market powers. For instance, government
subsidised military production may give the primes financial clout to target
civilian customers or companies in other markets. The studied primes have,
for instance, used their market powers to buy into smaller and less protected
markets, as Thales bought into the Netherlands, BAE into Sweden and Airbus
into Finland (see p. 180). Interdependencies may here enhance common action
and sourcing strategies, whereas dependencies mean aligning supply chains
and adaption to primes’ business structures. In order to enhance legitimacy,
primes may be involved in visibility and relational activities, such as confer-
ences, meetings, issue communities, academia and research, alliances or clus-
ters, governments and European bodies. In these contexts, they may be stating
various ethical commitments (combating corruption, environmental concern,
charities) and underpin legitimacy by appointing CEOs, staff and board mem-
bers with backgrounds in local contexts, such as elite schools, media, military,
politics and ministries, giving access to local or professional codes (see, for
instance, p. 155).

Furthermore, primes are big enough to sometimes challenge governments for
absent, opaque or inconsistent industrial strategy; yet, they are consulted in their
formulation and have a possibility to influence their markets (see p. 132). The
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primes are sometimes warned by governments, when interfering too much in
the political sphere or not obeying government decrees (see p. 133). Indeed, it
would seem the many internal conflicts, irregularities and indemnity claims sur-
rounding primes (see p. 129ff and p. 147ff) would undermine their legitimacy.
However, governments refrain from exercising far-reaching coercion in many
cases. It thus seems that political actors, at least to a degree, accept these types
of activities and that governments silently support such activities.

Primes’ involvement in political activities extends to the policy formulation
of foreign governments regarding their military equipment, as, for instance,
Thales and Leonardo are invited to take part in the formulation of British in-
dustry strategies. The legacy of state ownership and retained state control can
here be perceived as a potential means for projecting nationally based philos-
ophies into another nation. Actors often signal an awareness of this, as state
connections are frequently cited as deal-breakers to foreign market access in
defence deals. On the other hand, this tie to the exporting government can also
support a deal, as the backing of a military power in defence equipment deals
may also be seen as a political signal to a military adversary.

8.3 Arena 3: The Issue community for EADC, political
support and business adaption

The third arena of the case is covered through an examination of an issue
community for the creation of a single European Aerospace and Defence
Company (EADC) and the change process that this network initiated. Alt-
hough without clear demarcation, this issue community became an actor
arena in its own right, where actors addressed market power, control and
power distribution amongst the EU’s bodies and primes for defence manufac-
turing.
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Figure 8.8: A conceptual model of a policy network, depicting mutual influence be-
tween ancillary actor (4) Business actors (B) and Political actors (P).

The issue community (see Figure 8.8) discussed transformation of the EU’s
defence business in an on-going discourse that peaked around 1997-1999. An
issue community gathering several types of actors, including an elite, dis-
cussed across the EU in various meetings or through various statements, the
EU defence primes’ business profitability, market power, management, staff-
ing, decision-making, knowhow and share distribution.

Political support

By the end of the 1990s, political and business leaders explicitly called for
closer collaboration with the aim of creating a single defence and aerospace
company (see Chapter 6.1). This discourse was peculiar in that companies
were, on the one hand, treated as commercial operators but at the same time
encouraged to form what would effectively be an oligopoly or even a monop-
oly in a nationally sensitive field. One of the triggers of the discourse was the
risk of involvement in domestic defence production, or even takeover, by non-
EU actors. There was now massive support to enhance security and diminish
costs through collaboration, including the formation of a united defence com-
pany. This consolidation was advocated in a discussion that appears quite one-
sided, uncritical and polemic. The extreme consequence could be replacing a
multi-polar EU defence market with a single focal relation between a central
procurement body and a single company. “Bigness” as a main objective was
seen as per se good. Yet, some critics also warned that the single company
would mean a monopoly, with other companies having to fold into its supply
chain. As actual mergers drew closer, governments supported consolidation,
but refrained from using coercion to make companies comply with political
objectives (see Chapter 6.2). As shown also in Lundmark (2011) there was a
discrepancy between discourse and real instigation and potentially, the dis-
course could have been staged by concealed national motives, such as paving
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the way for an all-British domestic consolidation, as General Electric Com-
pany’s Marconi came to merge with BAE. This national reorganisation put an
end to ambitions by French Thales to acquire Marconi, who sought to have a
bigger presence on the British market. Instead, Thales acquired the British
firms Racal, Shorts and Pilkington Optronics, still earning it the place as the
second largest defence group in the United Kingdom (see Chapter 6.4). On the
continent, however, primes in France, Germany and Spain aligned, as the
foundation of Airbus was laid (see Chapters 6.6 and 6.7).

Business adaption

The issue community for EADC with criss-crossing of company and govern-
ment officials between European capitals seems to have fostered a sense of
value commonality and cross influence and a common willingness to draw
closer, beyond the pursuit of scale advantages. As government actors an-
nounced their policy of welcoming closer ties, in particular within the more
advanced producer nations of the six-state initiative (Lol, see p. 93ff), defence
companies adapted by following the policy line of their main clients (and
sometimes main owners). Only a couple of years earlier, such cross-border
activities to tie up with competitors might have been seen as disloyal or out-
right forbidden. The entire consolidation process took place in a setting of few
suppliers, few customers and over-capacity, where the remaining strategic op-
tions rapidly diminished, as in a game of musical chairs. As primes consoli-
dated, fewer strategic options remained available for other primes. Other ac-
tors here had to react or face the risk of being on the outside and consumed by
larger companies. The options were essentially to collaborate, fusion, diver-
sify, specialise or exit the market. Thus, relational ties in terms of acquisitions,
mergers and alliances, or the mere possibility of these, became a means of
controlling the options available for other actors.

Whereas the EU defence business setting is widely considered frag-
mented,” the EADC discourse represents an issue community connecting vir-
tually all EU defence equipment primes. It is, therefore, proposed as Empiri-
cal observation v): A networked EU defence business setting has existed for
decades.

It must be noted that this observation by no means implies that a fully func-
tional or free market is in place, rather the opposite, given the interventionist
measures implied by forging the EU defence equipment market into one. It
should also be recalled that forming of the generic civilian EU Common Mar-
ket is also considered a process and that the Common Market has not yet been
fully realised, if ever. In defence, an additional complication is that business
actors, activities and resources continue to be subject to political controls,

722 Dyke, 2001.
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which are likely to remain as long as there are still sovereign states within the
EU.

The EADC issue community changed actor relations and activities of cli-
ents and ancillary actors with significant adaption by all actors. Some actors
(Aérospatiale, Matra, and CASA) had to accept increased influence of private
ownership and tendering under competition, whereas others (DASA) had to
accept more influence by political actors and public ownership that favoured
direct procurement (see p. 172). Although EADS initially worked under strict
national distribution of powers, control changed to more of private business
rationales. This move between competitive environment and ownership can
be illustrated, as suggested in Figure 8.9.

Direct procurement
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Figure 8.9: An interpretation of how Airbus moved to more private ownership and a
more competitive market over time.

Figure 8.9 illustrates the issue community that changed the market composi-
tion, including changes in the corporate attitudes towards balancing private
and state holdings on the one hand, and between competitive tendering and
direct award on the other. Yet, subsidies and direct awards can be expected to
underpin defence equipment-producing primes’ economic viability also in the
future, with large-scale defence contracts acquired without competition and
with substantial research and development subsidies.
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8.4 Arena 4: The Eurofighter project, political coercion
and business influence

Part 4, in the case of the EU defence businesses, means an examination of the
actor relations in a large transnational EU defence project, namely the Eu-
rofighter project. The actors of the Eurofighter project operate across borders
through common project bodies. These project bodies appear as ancillary ac-
tors to the focal relation of each participating state and company. Essentially,
the cross-border bodies replicate the focal relation into one (1) customer body
and one (1) supplier body for the main project, with similar sub-groupings for
sub-systems, such as engines, radar and missiles.

As actors change positions over time, this model can be perceived as non-
static in Figure 8.10. The figure shows a situation where governments seek to
exercise coercion vis-a-vis the Eurofighter project, where the political actor(s)
seek to control the project (red arrow). Meanwhile, the project organisations,
with its suppler consortium half and its client half, would seek to support the
main focal relation, namely that for a delivery of an aircraft from a company
to the state (black unidirectional). In this context, companies would seek to
influence the consortium’s ancillary actor and make this ancillary actor, in its
turn, influence the political actors (green arrow).

Figure 8.10: An empirically based model of the Eurofighter project as an ancillary
actor (A). The dotted line represents the two roles of collective supplier (Eurofighter
GmbH) and the collective client (NETMA). Both the collective supplier and client or-
ganisations seek to support (blue arrows) the focal relation with primary supply of
combat aircrafts (black arrow). Here, a Government (P) may exercise coercion (red
arrow), where companies seek to influence (green arrows) governments via the pro-
Ject.

Political coercion

The studied defence equipment project, the Eurofighter, serves as an example
of an acquisition where political actors designed and set up the entire project
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organisation by identifying appropriate business which were contracted by di-
rect award, meaning a coercion, rather than buying an industrial good availa-
ble on a market (see Chapter 7.1). The political actors, effectively designed
consortium, regulated workshares, cost, knowledge transfer, supervision, con-
trols and project organisation. This occurred without public tendering and was
formalised in interstate agreements. The project remains under political over-
sight, not only at the government level but also under parliamentary scrutiny,
monitoring the project bodies of the customer and supplier side.

The Eurofighter project confirms the image of collaborative projects as no-
toriously hard to manage, with cost overruns and delays and sometimes fading
commitment. These difficulties can be seen to reflect an expectancy gap in trust
and control between senior business and political actors and the people respon-
sible for technical project execution. Thus, at the highest levels of politics and
business, political actors wished to manifest long-standing policy cohesion, with
the Eurofighter as a symbol of EU policy commitments, shared objectives and
values and also those of shared military and operational rationales.

On the one hand, the Eurofighter displays miscalculations and goal con-
flicts regarding timeliness, costs, quantities, capacity, knowledge and technol-
ogy transfer, procurement planning, performance and sales. Although co-pro-
duced, at critical junctures, national control and considerations often overtook
the official project structure, with resulting product deviations emerging over
time, as displayed, for instance, by the parallel development of different types
of armament and radars.

Whereas studies in industrial marketing often underline the tacit nature of
relations, the partners’ long-term commitments within the Eurofighter project,
as most equipment contracts, are underpinned by complex and specific con-
tractual agreements. These commitments prevented full withdrawal, and the
involved political actors instead sought to reduce project costs, quality and
quantities (see Chapter 7.4).

Project research tend to look at projects as ties within companies, not as
actors in their own rights. The Eurofighter shows, however, that a project is
more than the sum of its participants, as manifested by its project organisation
with an actor identity of its own. Also, the project has been more lasting than
the involved governments and companies, as political and business actors
changed more frequently than the project. The project carried commitment
from one actor to the other, as in a relay-run, where actors stepped in as one
actor crunched under the financial weight or excessive capability requirements
of the project. This ensured long-term project viability. Over time, the project
was more enduring and consistent than its participating governments or com-
panies, which all changed composition and motivation, as did the overall busi-
ness setting within the EU, when Europe transformed from Cold War to dé-
tente. The project also continued to reproduce common values and shared eco-
nomic rationales as, for exports, all actors had to demonstrate a unified com-
mitment to the project, as potential clients could otherwise question product
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capacity and capability and as it became necessary to offset development
costs, supplementary units and to reduce unit costs. The entire state and cor-
porate machineries of the largest EU Member States and their primes at their
highest executive levels were mobilised in the sales efforts (see Chapter 7.8).
Yet, the Eurofighter is no great export sales success. A handful of countries
have bought the aircraft as a complementary design. The only EU client out-
side the manufacturing nations (Austria) later started a lawsuit against the con-
sortium. In comparison to the two competing European combat aircrafts,
Gripen and Rafale, the Eurofighter does not sell better (see Table 7.6). The
Eurofighter is, however, not merely a project. It is linked to the political ob-
jective of structurally rationalising the EU defence equipment businesses, and
it was also seen as lead star for the EADC issue community, and as a template
for future collaboration. Ultimately, the project has delivered some 600 tech-
nically advanced combat aircrafts, operational in five EU Member States as
their main combat aircraft.

Business influence

The Eurofighter had a path dependency to existing relations and collaboration
between EU defence actors, building on its predecessor Tornado. Within the
Eurofighter project, primes moved from a situation of operating under a coer-
cive agreement, to adapting to military and political requirements, then to one
of influencing the project content, governments’ priorities, policies and budg-
ets, forcing reluctant political actors against their will, by reference to contrac-
tual obligations. The business influence was visible already in the definition
phase as primes thwarted the design away from known competing designs to
a niche more suitable for future exports (see Chapter 7.1). As the govern-
ments’ commitment weakened in times of decreasing military threat and in-
creased fiscal strains, primes and political actors teamed together, demanding
that hesitant governments honoured their prior commitments, refusing to scale
down the project. Consequently, business actors influenced state policies and
budgets, ensuring continuity at critical junctures and sometimes by financing
development and design out of their own pockets. As the actors changed po-
sition, the project thus provided continuity over time, bridging the coming and
going of other actors.

Although a complete and common sales organisation never materialised,
actors united in international sales efforts (see Chapter 7.8). Moreover, the
project effectively hindered some competitors from entering the primes’ home
markets. Whereas assembly lines remain national for the Eurofighter, manu-
facturing still had significant interdependencies through standardisation of
components and product specific adaptation to other actors, with components
divided as workshares that had to fit across assembly lines. Substantial invest-
ments were thus made in new integrated manufacturing technologies; single
sourcing; just-in-time deliveries; work sharing and knowledge of the others’
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production systems. These interdependencies were realised through standards,
technical specifications, production quotas and division of labour.

Further cooperation with new path dependencies can be seen in collabora-
tion for a future UAV and the next generation of combat aircrafts, although it
seems that a political and industrial rift has emerged in EU creating two major
blocks (see Chapter 7.7). Certainly, the Eurofighter helped EU primes to stay
in business and develop new knowledge and capabilities, whilst achieving
greater EU commonality.

Assessing the Eurofighter project is to a high degree a question of percep-
tion: a common advanced aircraft was produced and is in service in five EU
nations, leading to commonality of equipment; however, it was belated, ex-
pensive and suffered some shortcomings in arms. Nevertheless, it is possible
to defend the Empirical observation vi): Whereas EU defence equipment pro-
Jects may appear costly and ineffective, they also promote values, standardi-
sation and knowledge sharing.

8.5 Summary of empirical analysis

Arena 1 within the study shows that, for defence acquisition, there was for
long limited power and resource transfer to transnational bodies regarding EU
defence equipment acquisition until 2016. As the EU then started to expand
activities into security and peace-keeping missions, substantial budgetary
commitments helped to open an EU defence equipment market alongside na-
tional markets and NATO. Business associations have seconded this develop-
ment. However, despite apparent integration, national controls have also been
reinforced, where economic patriotism underpin new legislation. The division
of roles between state and companies varies in different countries and over
time, depending on cultural values, economy and policy. Defence products
may be treated as public goods in one market and commercial in another, but
in both cases, the state retains means of control.

Arena 2 within the case demonstrates that all primes remain politically con-
nected whilst seeking to move into a “normal” business setting, with equity
purchases, acquisitions, publicly traded shareholdings and board management
driven by business competencies, not politics. Primes need political support
for exports and research. Primes and governments are involved in each other’s
activities, such as strategy formulation, project development, research, inter-
national exports and control. The studied primes appear in virtually the same
work groups’ and also have many joint ventures together, which effectively
network them.. Collaboration and joint ventures are regarded as a business
risks, whereas sustained defence funding supports goodwill values.

Arena 3 within the case showed how an issue community can function as
an ancillary actor, resulting in new supplier-client relations and new business
actors. As defence primes are sizeable and also manufacture civilian products,
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their market organisation impacts the overall functioning of the Common Mar-
ket. Around 1999, discussions resulted in two new major consortia: one built
around BAE and GEC, and the other being Airbus, composed of four other
companies. At critical junctions, actors, however, refrained from a full con-
solidation into one single actor. The EU defence business setting then stabi-
lised for decades, linking activities of political bodies, joint ventures, issue
communities and projects.

Arena 4 of the case, the Eurofighter project, shows the establishment of
ancillary actor organisations: one on the supply side and one on the client’s
side. Whereas such temporal multi-party organisation is often criticised for
lack of outputs, slowness, inefficiency, poor quality or not-in-demand prod-
ucts, the studied project does supply cutting-edge products with functional in-
tegration and “just-in-time” manufacturing of single sourced components,
where actors were tied by commitment and had to adapt to each other. The
risk of knowledge leakage and power games for product shares seemed, how-
ever, to prevent project efficiency and innovativeness.

The four arenas studied within the case show seemingly isolated activities,
which, in retrospection, appear as concerted moves to propel, deepen and ex-
pand EU integration in the field of defence equipment production. The case,
thus, identifies the formation of actors and activities that induce more actor
integration, also resulting in new focal suppliers, as shown in Figure 8.11. The
long-term development of JVs such as Eurofighter and Airbus, received policy
support from both political and business actors, but also from issue communi-
ties such as that for EADC. This can be contrasted with the “fragmented issue
linkage” (Haas, 1976), which was viewed as unlikely to lead to permanent
institutions in an international organisation. Consequently, it seems possible
to defend the Empirical observation vii): Issue communities may lead to per-
manent bodies

New focal

Issue communty

supplier

v

1970 1980 1990 2000

Figure 8.11: Ancillary actors inducing more actor integration, based on the EADC
example.

The evolution of the EU defence business setting also seems to falsify the

beliefs of Keohane and Nye (2012), namely that “high” politics of military and
security policy can be too controversial to foster integration and that this is
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driven by “low” politics (e.g. policies outside “high politics”). The case of EU
defence equipment production, instead, seems to drive cohesion in various
arenas, with actors committed to building more mutuality, commonality and
trust, supported by various ancillary actors as in other collaborative fields.
Consequently, it seems possible to defend the Empirical observation viii):
Integration may well be fostered also by defence collaboration. There has,
however, been an apparent gap between commitment to the ruling paradigm
and the actual power transfer, as in the EU context, domination by any large
state or prime may represent a threat to further integration and interdependen-
cies.” Thus, any actor that seeks a leading position could instead be perceived
as undermining EU cohesion.

To summarise, the common characteristics of ancillary actors identified in this
thesis are as set out in Table 8.12:

integration has
been seen as ir-
reversible

a gradual forging of rela-
tional ties between EU de-
fence companies, but this is
paralleled by counter
wheeling factors such as
“economic patriotism”

Common Empirical observation Conclusion
perception
1) EU market For decades, there has been | New protectionism and

disintegration risk being
underestimated

ii) Relations
are considered
unpredictable

Defence business ties have
not changed fundamentally
in more than two decades

Business relations are stable
amongst defence primes

iii) Business
relations are
not subject to
strategy

EU defence primes are state
controlled to at least some
extent and undertake cross-
border activities

Primes not only formulate
strategies, these may also be
used to project influence of
states into foreign markets

iv) There is a
dichotomy be-
tween politics
and business

In defence sales govern-
ments move in, sometimes
taking marketing roles.
Primes can affect the
formulation of both defence
production strategy and
politics

The dichotomy between politi-
cal and business actors is not
clear in defence, due to their
interwoven character. This can
be expected for all markets
characterised as political

723 In 2003, Anna Lindh (Foreign Minister of Sweden 1998-2003) warned that Franco-German
defence collaboration could fracture EU (Sjogren, 2003b). Indeed, EU’s defence push, despite
British resistance, may have contributed to Brexit in 2016.
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v) Market seen
as fragmented

All defence primes are con-
nected via ancillary actors

A networked EU defence
business setting has existed for
decades

vi) Project
collaboration is
ineffective

Whereas relatively costly
and relatively ineffective,
values, standardisation and
knowledge sharing occurs

The positive advantages of
project collaboration may be
underestimated, but so are the
risks of bleeding through and
lack of innovativeness

vii) Issue com-
munities do
not lead to
permanent
institutions

The growth of several new
ancillary actors in defence
equipment has developed
out of long discourse, both
at the corporate side as new
business actors for instance
EADC that eventually un-
folded into BAE-GEC and
Airbus and as new ancillary
bodies such as EDA

Issue communities may lead to
permanent bodies

viii) Integration
cannot be fos-
tered in high
politics

Mutual commitments and
coordination have gradually
evolved at EU level, under-
pinned by increased value
cohesion and closer politi-
cal and defence ties

Integration may well be
fostered also in high politics

Table 8.12: Empirically founded common characteristics for ancillary actors.
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9. Conclusions

Ancillary actors are not well defined in industrial marketing research and
warrant both more theoretical clarifications and empirical scrutiny, as ac-
tors’ relations seem to become increasingly complex, taking new forms of or-
ganisation. Increasingly, actors and bodies appear outside the focal supplier
and customer context, still influencing business and political relations. Em-
pirically-based research on politically regulated markets, as that accounted
for in Chapter 8, can support theory generation on ancillary actors and their
activities in political settings. Based on the empirical observations, this Chap-
ter draws analytical conclusions by formulating ten propositions about how
actors behave and are construed.
Reverting to the original research questions, Chapter 1.6 asked.:

Who are ancillary actors?

Where do they come from?

What are the relations of ancillary actors?
How do ancillary actors impact focal relations?

On the basis of the empirical case of the EU defence business setting, the fol-
lowing conclusions and propositions on the characteristics and functioning of
ancillary actors are launched.

9.1 Who are ancillary actors?

Business studies recognise that companies outside focal relations can be an-
cillary actors. Chapter 1.1 observes that ancillary actors are not coherently
identified, and that already the meaning of the word “ancillary” is ambiguous.
This ambiguity is related to the perspective, as what is understood as ancillary
depends on the perspective at a given moment in time. For instance, a national
procurement body is not an ancillary actor in its national context, as it is then
part of the state, either as a client or supplier. In foreign sales, however, it will
be independent from the direct client-supplier relation between the state and
company, albeit supporting or controlling sales, and can, thus, be regarded as
an ancillary actor in that context. Hence, what is ancillary in one relationship
can be focal in another.
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An ancillary actor is an actor outside the focal business relation that still
influences the focal relation of a buyer and seller. For the case of this thesis,
the EU defence equipment business, four types of ancillary actors (A) are dis-
cerned in relation to business actors (B) and political actors (P): political bod-
ies, joint ventures, issue communities and joint or multilateral projects. These
can be illustrated as in Figure 9.1.

A A
Political body Joint venture
A

Multilateral Project

Issue community

el el

Figure 9.1: A typology of ancillary actors, where red arrows indicate coercion, green
arrows indicate influence and blue implies support.

Based on the empirical case, four types of ancillary actors are identified, as
illustrated in Figure 9.1, with both specific and common features. The speci-
ficities mainly seem to apply to ancillary actors’ organisation and authority.

Political bodies imply bureaucracies of civil servants. Political actors will
seek to coerce and business actors may seek to influence their setting. The
political body may thus derive legitimacy from a broader setting, which ena-
bles it to exercise support or coercion over the focal relation.

Joint ventures represent business relations that draw from clearly commit-
ted resources and activities to a new legal business entity. The arrows in the
figure are green, implying influence, not red, as for coercion, as coercion of a
subsidiary unit would mean it is not truly an independent ancillary unit.
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Issue communities are mainly value-based. They rely on the legitimacy de-
rived from mutually influential activities, symmetric or not, which can influ-
ence or support a focal relation. Because of their nature, the issue community
as such will not be coercive, but they can then support actors with coercive
powers.

Multilateral projects may be subject to actor coercion. The ancillary actor
may, however, in turn, be vested with powers to act coercively within the pro-
ject remit towards business actors. Business actors would here need to influ-
ence the ancillary actors who, in turn, may seek to influence political actors,
such as governments.

Ancillary actors may change position in relation to Figure 9.1, depending
on the situation. For instance, with full power transfer to, for instance, a com-
mon EU procurement body or merger authority (A), this ancillary actor may
develop coercive powers (red arrows) vis-a-vis both political actors (P) and
business actors (B), as shown in Figure 9.2.

A

Figure 9.2: Fully integrated ancillary actor (A) exercises coercion, replacing the fo-
cal relation between political actors (P) and business actors (B).

Whereas a full transfer of coercive power may be unlikely, business actors (B)
may still seek to influence an ancillary actor (A) that may have stronger bar-
gaining power to influence the focal relation. Whereas a political actor, or an-
other business actor, exercises some type of common unidirectional influence,
they may increase their collective influence on the focal relation (black arrow)
as marked by the thicker green arrow (see Figure 9.3), where, for instance, a
business lobby could serve as an example.

237



Figure 9.3: Business actors (B) may influence ancillary actors (A) to influence the
focal relation with greater bargaining power.

As long as the legitimacy of an ancillary actor is limited, political actors (P)
will not be ready to transfer coercive powers (red arrow). Instead, political
actors may limit ancillary actors to support (blue arrow), as illustrated in Fig-
ure 9.4.

Figure 9.4: Political actors (P) support ancillary actors (4) in their support to the
focal relation.

Ancillary actors may have their raison d’etre (rationale) in the capacity to in-
teract simultaneously with business and political actors, sellers and buyers,
bridging settings, as indicated in Figure 9.5. This is a finding of relevance for
business studies, as it is considered a separate political setting work in parallel
with the business setting (Hadjikhani & Thilenius, 2005a), or that there are
separate and mixed actor networks (Wales & Wilkinson, 2004; 2002), inter
business networks, government-business networks, and inter- and intra-gov-
ernment networks.
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Figure 9.5: Ancillary actors may, overlap the political and business settings. Ancil-
lary actors may also appear in other parts of the setting.

The political settings is, in the empirical case examined in this thesis, covered
by both business and political actors, because in settings that includes political
markets, the political actor may engage in business activities, such as indus-
trial manufacturing, marketing and sales, whilst the business actor may engage
in policy formulation and policy execution. This role flexibility, where politi-
cal actors may take economic roles, and business actors may take political
roles, is observed in the empirical case of this study. In addition, it is observed
that the division of actor roles is fluent, as actors may expand into, or contract
from, the public and private spheres, depending on the ruling market paradigm
and policies. For instance, political actors may in- and out-source business
activities, depending on the ruling market paradigm. This type of role flexi-
bility is implied by Hadjikhani (1996), e.g. that in a situation with dominant
political actors, ‘the political system will eventually be one with the business
system’. As major companies may also possess financial means larger than
small states, they may effectively become political actors for this reason.

Political setting is subject to departmentalism in most capitals. Thus, agen-
cies and ministries may operate under conflicting rationales, such as that of
the Treasury, Ministry of Defence, Ministry of Foreign Affairs, Ministry for
Enterprises and so forth. This results in the simultaneous pursuit of opposing
positions in different parts of the political apparatus, even if the dominant po-
litical actor seeks to implement its policies.

As political markets imply opacity in roles, industrial marketing or exports
may be inseparable from political activity, in particular, if political actors (e.g.
a government) move in and out of control. In sales of systems and solutions,
relations range from personal relations to complex judicial frameworks. The
offer can expand from products to the full range of through-life-supply, from
inception, via research and development to production, service and mainte-
nance. For very large systems and infrastructures, the product cycle may also
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span decades. This requires a continuity, which may not be possible for polit-
ical or business actors to cover alone; here, ancillary actors may bridge gaps
created by governments and businesses coming and going over time.

With versatility, endurance over time and knowledge accumulation, ancil-
lary actors can move into other roles and build actor legitimacy that permits
them to move into coercive positions.

This leads to proposition 1: Ancillary actors have a role flexibility, where
they can simultaneously act within a business and political setting, assuming
supportive, coercive, adaptive and influential roles.

Thus, Ancillary actors cover multiple tasks, seemingly operating in all in-
tersections of the activity grid in Figure 9.6.

Political Political
Coercion Support
Business adaption
Ancillary

Business influence

Figure 9.6: An ancillary actor may take on all types of activities in the intersections
of political and business activity.

9.2 Where do ancillary actors come from?

The political and business actors empirically studied in this project engage in
the formation of norms based on common interests in specific areas. A com-
mon interest would then be derived from more widely shared values (for in-
stance, culture, policy orientations or economy, efficiency and effectiveness).
Based on common interests, actors seem to move to norm formation and from
there to norm setting, and then participating in the formation of collective
strategy and procedures. Actors may here imitate and mirror the standpoints
of other actors, where activities seem to converge under normative isomor-
phism, leading to new additional norms and then rules. Thus, norm integration
drags new issues into orbit, increasing adherence to norms, where norm setting
follows suit. Collective strategy can then materialise in the formulation of ob-
jectives, for instance, in the field of production and exports. From there, reg-
ulations can take place, where agreements can establish mandates for ancillary
actors, as indicated in Figure 9.7.
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Thus, it seems ancillary actors emerge as actors move towards common val-
ues.

The ancillary actors identified in this study started off with seemingly am-
biguous mandates or roles. Without authority, combined with consensus deci-
sions, the ancillary actor poses no threat. Hadjikhani and Thilenius (2005a)
consider that ancillary actors may be less efficient and more indirect in their
activities, thus of generic nature and that their influence is not very high. Such
ancillary actors’ opacity in roles and mandates may, however, permit long-
term survivability, since a vague activity scope may reduce the risk of actor
discord and conflict. Because of a non-threatening nature and role versatility,
specialised knowledge can accumulate over time, gradually increasing legiti-
macy to expand the role and mandate. Ancillary actors may gradually carve
out a clearer mandate and more legitimacy that could permit “mutation” into
a focal actor, ultimately replacing it.

Ancillary actors will not be created out of nothing, as in a “big bang”; ra-
ther, they derive legitimacy from focal actors. Shared values grow with col-
laboration and integration amongst business and political actors. Both integra-
tion and collaboration lead to knowledge transfer and presumably capability
enhancement. In collaboration, actors struggle for control, workshares and
knowledge, which may be jeopardised by, for instance, knowledge tapping.

This leads to proposition 2: Ancillary Actors emerge from focal actors’
legitimacy and commitments.

It seems that ancillary actors, due to an independent actor identity, can mit-
igate between incoherent actors and actor positions. For instance, if a political
actor, such as a state, wishes to champion “their” activities or companies, or
advocate “their” market logic, this would lead to goal conflicts. Indeed, actors
do seek to mitigate multiple conflicting objectives, such as reinforcing domes-
tic companies and national capabilities, on the one hand, whilst on the other,
outsource, privatise, procure of the shelf, deregulate, enter into public-private
partnerships and internationalise.

This leads to proposition 3: Ancillary actors may support, organise or mit-
igate collaboration between business and political actors.

Ancillary actors here have resources that permit them to act as independent
actors with regard to a specific activity outcome.

9.3 What are the relations of ancillary actors?

Hallén and Johanson (1989) propose that industrial relations are informal
without unified control top-down, although some actors may exercise more
influence than do others. The case examined in this thesis suggests that ancil-
lary actors support or control cross-border industrial relations, where the set-
ting is fragmented. In boundary-spanning actor relations, ancillary actors sup-
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port or control technical bonds, composed of technology and specific equip-
ment; cultural bonds, based on a value commonality; social bonds of mutual
confidence and personal relations; cognitive bonds, in terms of knowledge of
other companies’ resources, organisation, strategies and relations; production
and logistics bonds, with ties to components and assembly lines, organised on
the basis of just-in-time deliveries; financial bonds, based on financing and
profits tied to the same products; and legal bonds, based on coercive powers,
ownerships and contractual arrangements.

Thus, ancillary actors can be held to organise interdependencies in boundary
spanning, multi-layered exchange relations affecting focal relations. Placing
ancillary actors at the centre as the unit of analysis, a number of theoretically
possible actor relational combinations emerge where ancillary actors can play
arole: There are three direct relationships, namely Ancillary actor to Ancillary
actor (A-A), Ancillary actor to Buiness Actor (A-B) and Ancillary to Political
actor (A-G). Then there are three indirect relations to the focal relationship,
namlely to Business to business relations (B-B), Business actor to political
actor (i.e. B-G), and Government to government relations (G-G). These rela-
tions can be illustrated as in Figure 9.8:

Company A Companv B
4 A
Ancillary « >  BG
Vad

Government 2 Government 4

Company C  pimsssss :':) S Company D

Figure 9.8: Theoretical model of ancillary actor relations, see also Figure 8.2 for
empirical foundation. The black arrows represent focal relations and the brown ar-
rows ancillary actor relations.

In regulated markets, business actors may intervene or advice political actors
on priority techniques to acquire and safeguard capabilities, and which con-

243



trols to raise or diminish. Political actors may decide on controls over busi-
nesses or even nationalise activities entirely. The legitimacy of a political ac-
tor is reinforced when attributed legitimacy by other actors. Reciprocally, by
providing legitimacy, actors may enhance their own legitimacy. This may fur-
ther policy activities that enhance policy learning, political competence build-
ing, and further engagement in policymaking. Ancillary actors may here or-
ganise demand and supply on political markets, for instance, through policies,
projects or activities across borders and with other ancillary actors that gener-
ate or support more interaction.

This leads to proposition 4: Ancillary actors create, facilitate and support
cross-border political and business ties on political and protected markets
that help to overcome market impediments.

Buy-ins through acquisitions, mergers, joint ventures or project collabora-
tion enhance business actors’ legitimacy to appear as a trusted local contractor
in foreign markets. Issue communities help to obtain such legitimacy by
demonstrating social commitments. Engaging in ethics, such as sustainability,
gender balance, foreign assistance, anti-corruption and other politically op-
portune codes or issues, generally helps to build corporate legitimacy. In
tightly structured business networks, large political firms can be expected to
have a competitive advantage over small business actors in this type of legiti-
macy building and consequently, to wage more influence over politics, alt-
hough information technology can give small actors bargaining power, equal
to the large. Actors weak in bargaining power, irrespective of size, may here
lose market power.

A strand of business research questions strategic management and consid-
ers that headquarters lack control over subsidiary units, proposing that busi-
ness activity is incremental or managed by sub-units (Andersson, 1997;
Forsgren et al., 2005; Ciabuschi, Forsgren & Martin, 2012). Pappi and Hen-
ning (1998), on the other hand, believe that policies are outcomes of deliberate
decision-making. Whereas some business activities may occur without strat-
egy or control from headquarters, the market covered by this thesis demon-
strates that business is subject to strategic considerations and that these con-
siderations may be exercised even outside companies, at government level or
by issue communities. Indeed, multiple strategies may be formulated, causing
a lack of unified action, as actors formulate and document industrial strategies,
strategies for growth, innovation strategies, sustainability strategies, security
of supply strategies and other explicit or implicit strategies. Actors may use
ancillary actors to implement such strategies. Although they may not be en-
tirely successful, actors may seek to exercise control to ensure strategy execu-
tion in all markets that may be characterised as tightly structured networks of
buyers and sellers, where interests of political actors and business actors are
presumed to be aligned. Thus, ancillary actors may address policies, laws, pro-
curement budgets, long range and short-term plans, technical priority lists,
quality standards, supply chain criteria, acquisition plans, foreign market entry
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criteria, contractual and collaborative agreements, internal control standards,
best practice, and public oversight arrangements including audit, monitoring
and evaluation, generating, in other words bureaucracy, to implement proce-
dures amongst other actors.

This leads to propoesition 5: Ancillary actors can be used to project actor
strategies into other markets and settings.

In some markets, states are the market. The state can here intervene to in-
flate or deflate the market as it sees fit, based on its assessments of risks and
available resources. Governments may also implement controls on corporate
activity, ranging from board management to technology diffusion. Asymmet-
ric implementation of such controls implies dominance, with dependency and
exploitation of those in lesser control. Business actors, with the market powers
derived from a large domestic political market, may here gain advantages over
smaller actors. They can simply buy them, unless state controls block this. Not
all governments show awareness of this, as they refer to liberal market para-
digms, whilst their business actors possess inferior market power. In this con-
text, ancillary actors can help to mitigate the risks of domination and exploi-
tation, as they may distribute workshares and knowledge under controlled
forms.

This leads to proposition 6: Ancillary actors may balance political actors’
control, transfer of knowledge and workshare distribution.

Instead of impacting negatively on business ties, as proposed by Blanken-
burg-Holm (1996), ancillary actors can enhance stability of relations. Ancil-
lary actors may carry tasks with more endurance and continuity than many
governments or enterprises. For instance, large aerospace systems may cover
product life cycles of some 40 years. Industrial evolution is such that new
technologies establish new leading companies every decade. Thus, companies
are likely to reorganise, reshape, merge and change names, and governments
will be replaced multiple times. Here, ancillary actors may outlast many com-
panies and governments. Stable and lasting, ancillary actors may develop so-
cial bonds, identity-building, consensus, norms and procedures over time.

This leads to proposition 7: Ancillary actors are often more lasting than
business actors and political actors.

Expanding a business offer from product sales to systems or solutions sales,
long-term support can extend a through-life service offer. Paradoxically, then,
ancillary actors, in the form of projects (projects being temporary), may pro-
vide support over an extended time horizon in system’s sales, including
maintenance and upgrades. Ancillary actors may also be disrupted as a conse-
quence of change or crises, leading to termination, reorganisation or evolution
at some moment in time.
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9.4 How do ancillary actors impact on focal relations?

Network research regard ancillary actors as problematic, changing and con-
straining. In the studied empirical case of this thesis, rather than being prob-
lematic and constraining, ancillary actors support cross-border focal relations,
e.g. they exist to override national and/or organisational borders and/or market
impediments. Ancillary actors can thus foster professional cross-border ties.
With increased legitimacy, being represented by an ancillary actor means
recognition, where isomorph behaviours can lead to common values and more
legitimacy. Legitimacy, in turn, can lead to more activities, as resources and
activities may evolve, meaning deepening policy expansion and power trans-
fer over time. With growing legitimacy, actor knowledge and experience, an-
cillary actors may thus gradually move into codified habits, subject to transfer
of authority, rules and coercion, as suggested by Braithwaite and Drahos
(2000). Initially, adapting to other actors, ancillary actors will thus form their
own actor identity. As time goes by, an ancillary actor will seek to influence,
and ultimately, coercive powers. The ancillary actor may also seek to enter the
focal relation.

This leads to proposition 8: Ancillary actors may seek to expand and move
into the focal relation.

Ancillary actors in the studied case are underpinned by multi-party inter-
national agreements and operating rules, such as memoranda of understand-
ing, contracts, treaty texts or even law, but also, looser agreements, plans or
strategies and practices or even habits govern activities of ancillary actors.
What they have in common is that they require transparency, even when in-
volving commercial or national secrecy. This implies that ancillary actors can-
not be expected to cover the most confidential levels of military or business
secrecy. Also, ancillary actors’ execution can be expected to be comparatively
bureaucratic and slow. Moreover, ancillary actors can maintain or develop ca-
pacities with information on other actors’ capacities. Ancillary actors may
then be useful to spy on allies and obtain self-sufficiency in technologies
where they previously depended on other actors, resulting in actor distrust.
Realising this, political and business actors may bypass ancillary actors to pro-
tect cutting-edge technologies or market knowledge.

This leads to proposition 9: Ancillary actors need to be transparent, which
risks hampering efficiency.

Related to the above is the risk of preventing bleeding through of cutting-
edge technological or market knowledge. However, this issue may not even
occur due to a paradox inherent in cutting-edge research, technology develop-
ment and business innovation, namely that even identifying the deepest core
issues and their solution is only possible for a handful of experts. Merely iden-
tifying a problem or an opportunity requires expertise so unique that an ancil-
lary actor, due to its multi-actor nature, will not have this capacity available
internally. There is thus a catch 22, a circular logic, where the ancillary actor
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can only build resources once an issue or a problem is understood and, to do
this, it will need to understand the very issue and problem. Once it has identi-
fied the issues, it will need to formulate a strategy to solve the problem, and
then acquire necessary resources, which will take time. By the time the nec-
essary resources are transferred, the problem or issue may already have been
solved. This suggests that ancillary actors will work in the backwaters of other
key actors. Realising this, political and business actors are likely to bypass
ancillary actors to obtain cutting-edge technologies or market information.
There is, therefore, an obvious risk that ancillary actors risk pooling resources
of multiple actors’ old but reliable and/or resources demanding technologies
and knowledge. This may, in turn, result in conserving ineffective manufac-
turing with overcapacity.

This leads to proposition 10: Ancillary actors risk hampering effective
manufacturing.

To summarise, the common characteristics of ancillary actors identified in
this thesis are, as proposed in table 9.9:

Proposition of Activity

characteristic

1.Flexible Ancillary actors can take Ancillary actors may assume
several actor roles influential, coercive, supportive

or adaptive roles in both politi-
cal and business settings

2.Ambiguous Shaped by focal actors, an- | Initial supportive roles, based
cillary actors may initially | on consensus without distinct
have a weak mandate and authority, may with time obtain

legitimacy legitimacy
3.Independent | Building their own actor As a neutral actor with its own
identity, they acquire an actor identity and resources, it

independence that helps to | can organise, arbitrate or miti-
mitigate actors’ conflicting | gate goal conflicts in collabora-
interests tion and competition, between
business and political actors

4.Cross-border | Ancillary actors help ac- Create and facilitate political
tors to overcome market and business ties in protected
impediments markets

5.Strategic Ancillary actors help busi- | Used by actors to convey their
ness and political actors to | strategies in other markets and
transfer strategies into settings

other markets and settings
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6.Balancing

Balance actor powers, con-
trol, stake holding, shares
and knowledge transfer,
reflecting weight and
workshares of actors

Generate, diffuse and exploit a
balanced knowledge transfer in
actor relations

7.Lasting

Bridging time as ancillary
actors are often more last-
ing than business actors
and political actors

In operation for longer time
than business actors and politi-
cal actors, execution may be
bureaucratic and slow

8.Expanding

In the long-term, a coer-
cive role may be sought

As legitimacy grows, pursuit of
an expanded mandate can be
expected

9.Transparent

Ancillary actors, being
multi-party and transpar-
ent, risk not being en-
trusted with complex
knowledge

Due to the risk of bleeding
through of technological
knowledge, political and busi-
ness actors may seek to bypass
ancillary actors to obtain and
protect cutting-edge technolo-
gies

10. Ineffective

Ancillary actors risk con-
serving inefficient or re-
dundant manufacturing,
obsolete technologies and
overcapacity

Sharing knowledge may be
counterproductive to innova-
tion, efficient production and
effective products, as ancillary
actors presuppose a common
understanding

Table 9.9: Theoretically founded propositions for characteristics of ancillary actors.
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10. Further research

This research project has been very long and time-consuming; however, in no
way is it exhaustive. Further research may shed more light on the role of an-
cillary actors as outlined in Figure 1.1 and could serve to test the propositions
launched in Chapter 9. The importance of ancillary actors can be expected to
increase as the need to simultaneously resolve business and political chal-
lenges seem to increase and neither business nor political actors can fully con-
trol the setting and seem to move into each other’s roles. Thus, in recent years,
businesses increasingly undertake political and ethical activities in sensitive
or strategic markets, whereas politics seems to increasingly engage in market
interventions.

If in markets, particularly those characterised by concentration or overpro-
duction, enterprises put ethics ahead of profit objectives, new market imper-
fections can be anticipated, it should be the task of business research to exam-
ine such behaviours.

Also, and in combination with this, it seems an accelerating capital concen-
tration is occurring to very large financial conglomerates and investment
bankers, such as Black Rock and Vanguard, this warrants academic scrutiny,
particularly if companies with great market powers start to transform these
into political activities and influence. Paralleled with this evolution, political
actors tend to revert increasingly to protectionism, widening their control over
sectors considered “strategic” to cover not only defence and security but also
critical infrastructures, including energy, data storage, water supplies, bank-
ing, access to medicines or virtually any economically significant activity.”

It is proposed in this thesis that ancillary actors have a balancing role in this
context. It therefore seems important, for objective academics, to continuously
monitor and advance the understanding of actor rationales and ancillary actors
within several settings, none the least in areas considered strategic. Here, it is
warranted to study drivers, governance, efficiency (including ties to other or-
ganisations), effectiveness, and impacts on business structures and innovation.
In particular, it seems warranted to take into account equity and balance in the
distribution of public funds to ancillary actors and from ancillary actors to
business actors and political actors and also the extent to which they give rise
to innovation and value creation and for whom. Likewise, the distribution and

724 https://www.gtlaw.com/en/insights/2021/5/italys-golden-powers-latest-legislative-develop-
ments
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control of knowledge deserves much scrutiny, as do actor connections in po-
litically sensitive markets, such as banking, space, power supply, information
technology, and large infrastructure. Again, research has a task of identifying
the actual influencers and beneficiaries of ancillary actors, as noted by
Markusen (1999) when observing the impact of less visible consultant groups
and investment bankers on political and business actors in the US.

One empirical avenue that may unearth complex interaction patterns could
be to study and map movements of business leaders and elites in and between
sensitive policy sectors and enterprises in a type of “tracing” project. Such a
project could also seek to identify ties to influential actors that have an impact
on diffusion and dilution of democratic control, power, financial resources and
wealth.

EU’s internal workings, interaction and rationales are complex to interpret,
even for those working within these structures on a daily basis. The EU en-
compasses complexities, where it more attention could be directed to the in-
stitutional structures also from a perspective of business science, where, in
particular, concealed drivers, conflicting motives and analysis of the added
value of its various policies, actions and projects deserve more attention, alt-
hough examining the complexities of the EU system require a particular en-
durance on behalf of the researcher. Specifically, business research could di-
rect attention to aspects of power and control, relating to public interventions,
concentration, domination or exploitation of actors in strategic sectors. There
are likely to be many settings involving goal conflicts between public/private,
monopoly/competition, control/dependency, and collective/national security
in need of examination. In particular, sectors defined as strategic deserve at-
tention, where the following issues should be considered:

e [f products defined as “strategic” are simultaneously seen as mar-
ketable products and public goods, how clear and consistent are ac-
tors’ policies and regulations?’> The internal workings and inter-
plays of competition authorities, along with their assessment crite-
ria and the follow-up of the impacts of their decisions, seem partic-
ularly important to examine when close to monopoly.

e (Can political actors support and subsidise business actors seeking a
monopoly position without jeopardising EU-cohesion?

e What tools do actors develop to keep strategic control over
knowledge, production, employment and facilities? Can such tools
conserve obsolete technologies, manufacturing and management?

e Who influences the setting the most in ethical and political terms?

725 In particular, management of research funds may warrant scrutiny, and as, increasingly, EU
merger authorities seem to come under political pressures (see Politico, 2018-03-23; Oliver et
al., 2020-02-13).
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e Do enterprises fully consider the negative impact of its political ac-
tivities on customer preferences?

To understand actors’ relations with suppliers and partners, business research
may also focus direct attention on interventions at a granular micro-level,
looking not only at policy level but the influence of various professional nor-
mative frameworks, such as management standards (for instance control
standards), down to the engineering and coding of management software and
ICT tools. Indeed, attention could be directed to the considerations that lie
behind standardisation of procedures and tools, which may, in turn, design or
alter business processes through pre-designed formats of organising across
borders, establishing common norms and standards without legitimate actor
control.
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