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INTRODUCTION

Defence comes at a costs, and no matter how obvious
this sounds, in today’s security and economic environ-
ment these words carry weight. While it is a national re-
sponsibility to establish a national defence system, co-
operation is now the name of the game. First, because
of waning financial resources and weak growth in Eu-
rope and, second, because of the ever-rising costs of
modern equipment.

After the years of shrinking defence budgets in most Eu-
ropean countries, the idea of defence collaboration is
widely considered a necessary tool for overcoming the
problems with meeting the capability needs of today's
armed forces. The Visegrad group is not an exception.
Defence cooperation in Visegrad was widely described
in the previous volumes of the DAV4 reports containing
manifold recommendations as well as some risk alerts.
First of all, reports have warned, that collaboration as
such is not a panacea. If not approached properly, it
may become an expensive failure. When referring to the
defence industry, the reports argued that all countries
of the group have their own conditions and environ-
ments for their defence companies. This is still a chal-
lenge, but not an obstacle to cooperation.

As the first DAV4 report, entitled “Towards a Deeper
Visegrad Defence Partnership”, stated almost three
years ago, potential cooperation in the area of de-
fence industry and procurement may, under some cir-
cumstances, generate opposition from some parts of
the region’s defence businesses. Joint procurement
means that some companies will not win an order that
they would have secured had all four countries pro-
cured individually.! Moreover, it is clear that the opening
of national procurement programmes to competitors
among the V4 may hurt some uncompetitive compa-
nies, though the case might be made that those would
suffer from shrinking budgets anyway. For those who
are more apt at competition, co-operation may present
a way to improve their chances to expand abroad and
survive. Because those competitive companies tend to
be concentrated in Poland and, to a lesser extent, the
Czech Republic, friction was very likely. The Slovaks
and the Hungarians may be tempted to insist on distrib-
uting the work among all four states as a way of prop-
ping up their companies.?
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Unfortunately, things have not changed significantly
since these words were written. Although V4 ministries
of defence cooperated regularly on a variety of defence
projects from 1991 until today, in fact only a few of them
might be considered a true success. This is even more
valid in the sphere of the defence industry. The lack of
political will to implement the political declarations is
the main reason for the negative situation. The NATO
Wales Summit commitments as well as recent commit-
ments stated in the documents adopted at the V4 level
should be a strong incentive for reversing this negative
tendency.

Although attitudes of some of the regions political rep-
resentatives are not always promising with regards to
the enhancing of regional defence cooperation, the
Visegrad group should not resign itself to this situation.
Poland, Hungary, the Czech Republic and Slovakia
should still consider V4 as the key regional dimension
of their security and defence policy. Neither in terms
of the actual record of cooperation, nor the overall as-
sessment of its importance and future prospects, can
any other regional format be as useful as the V4 for
these countries.

Despite different threat perceptions and interests vis-a-
vis Russia, NATO and the EU are the main pillars of our
defence and security policies. For the Czech Republic,
Hungary, Poland and Slovakia, developing cooperation
in the V4 format can increase their political leverage,
contribute to the development of crucial capabilities
and strengthen both organizations.

Changes in the current strategic environment produce
new requirements for maintaining and developing ap-
propriate defence capabilities. Cooperation in this
regard can, in many respects, be the most effective
method, especially when it involves nations with similar
history, strategic culture and needs. Although the fields
of defence industry and procurement are perhaps the
most complex and complicated for finding the right way
for the countries in the region to collaborate, the posi-
tive outcomes can be worth the effort invested.

Enhanced defence industrial cooperation - covering
common procurement, joint development and joint re-
search and technology projects - within the Visegrad

' Valagek, T. and Suplata, M. (eds), DAV4 Full Report. Towards a Deeper Visegrad Defence Partnership. Central European Policy Institute, Bratislava, 2012, p.8.

2 Ibid, pp. 8-9.
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Four would be a strong impulse for all other aspects
of security-related interactions among the countries of
the group. First of all, it would help to regenerate the
Visegrad's tarnished reputation and strengthen the posi-
tion of the group in the broader European security envi-
ronment. What is even more important in the long-term,
is that it would also play an important role in re-invigo-
ration of the V4's internal cohesion. This factor is espe-
cially relevant as differences in the management of ac-
tions of some states with regards to the Ukrainian crisis
caused substantial damage to the cohesion of Visegrad.

Moreover, effective cooperation in the fields of industry
and procurement could also have significant economic
benefits. For instance, joint investments and shared re-
search and development capacities would ensure not
only fulfilment of capability needs, but could also grant
top level solutions with potential of wide market suc-
cess. This could strengthen the defence industry and
contribute to the attainment of certain levels of competi-
tiveness as well as V4 independence on crucial tech-
nologies.

MAIN FINDINGS AND PRINCIPAL RECOMMENDATIONS

¢ The Russian-Ukrainian conflict revealed different threat perceptions and views on the possible consequences
of the current crisis within Visegrad. This may potentially hamper future cooperation in security and defence.
For the establishment of an appropriate environment for defence industrial cooperation in Visegrad, the mutual
tuning of the capability requirements, procurement schedules and overall force posture is a precondition.

¢ At the working level, the V4 defence cooperation is continuing, but if the political climate remains difficult,
it may not generate concrete results beyond the already agreed on projects, like the EU Battlegroup 2016.
In order to avoid the deepening of strategic disagreements within Visegrad, more commitment to mutual politi-
cal dialogue on various levels is needed.

¢ One of the main practical obstacles on the road towards a more robust V4 cooperation is the lack of agreed
long-term acquisition plans and stable financial frameworks in most of the V4 countries. For this reason a strict
implementation of financial commitments and a tighter attachment of the Visegrad cooperation to the NATO
Defence Planning Process would inject more stability, sustainability, and thereby also credibility to the com-
mon V4 projects.

¢ V4 industrial cooperation is highly supported politically, but there is no visible project in the implementation
phase today. Consequently, any large defence industrial project would require a strong top-down initiative.
A bottom-up initiative of V4 defence companies is likely to generate only limited results, mostly due to the in-
compatible defence industrial bases, divergent business interests and defence industrial policies.

* There are some concrete bilateral activities but they are not making a visible impact on the V4 defence indus-
try, let alone the European defence market. Hence, a flagship V4 defence industrial project should take the
form of either joint procurement of a state-of-the-art weapons system provided by a leading US or European
contractor and followed by V4 cooperation in its integration, deployment and maintenance, or a joint R&T pro-
gramme in a domain within which the V4 has technological and industrial capacities.

e Cooperation among individual companies in the V4 is more feasible than cooperation under the umbrella
of defence industry associations. Also, V4 national armaments directors are not equipped with comparable
decision making power and authority in the defence procurement area. Therefore, the reinforcement of the
regional institutional structures (such as regular meetings of the national associations of defence industry),
timely and early defence industry involvement in all the different stages of capability development, and open
and effective interaction between ministries of defence and defence industries, are highly recommended.

e Legal barriers represent a considerable obstacle narrowing the opportunities for collaboration from the
regional and European Union's point of view. Adjusting national legislation and defence acquisition processes
within a stable legal background, in accordance with EU standards, would facilitate the work of various indi-
genous defence industry actors.
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STRATEGIC FRAMEWORK AND EXTERNAL CONDITIONS

When considering the strategic environment for en-
hancing Visegrad industrial defence cooperation, one
should not overlook NATO and EU principles in this
area. One of the fundamentals of “NATO - Industry pol-
icy” comes from the Chicago Summit Declaration on
defence capabilities. It argues for maintaining a strong
defence industry in Europe and making the fullest
possible use of the potential of defence industrial co-
operation across the Alliance. That remains an essen-
tial condition for delivering the capabilities needed for
2020 and beyond. While NATO has no direct leverage
over industry or market regulations, it has a role to play

through the harmonization of national and multinational
capability requirements. That is the main precondition
for multinational defence industry collaboration.

Defence industries as the main provider of new de-
fence technologies have a role to play in support of the
NATO Strategic Concept. Effective and timely industry
involvement can ultimately contribute to the enhance-
ment of NATO's capability development. That means
early engagement of industry is of great importance in
saving resources and time and maintaining a strong de-
fence industry.

“It is often claimed that, if nations decide, industry will follow. | see that as a blatant underestimation of the
role of industry, and frankly as a bit of an insult. We need our defence industry to play its full part in all the dif-
ferent stages of capability development - and not least in the early stages, when we are defining our require-
ments and capability goals, where we need innovation and creativity to help clarify a sometimes uncertain,

challenging and politically sensitive way ahead.”

Within the European Union the importance of the Eu-
ropean Defence Technological and Industrial Base has
been emphasised by the European Commissions’ ac-
tivities as one of the basic components of European
defence. On 24 June 2014 the European Commission
presented a roadmap for measures to strengthen the
Single Market for defence, to promote a more competi-
tive defence industry and to foster synergies between
civil and military research. To foster cooperation and
enhance the efficiency of the sector, the Commission

Ambassador Alexander Vershbow
NATO Deputy Secretary General
at the 2013 NATO Industry Forum, Istanbul, Turkey

decided to take steps to strengthen the industry’s com-
petitiveness by supporting work to identify a new mech-
anism for developing defence technological standards
in Europe, by supporting European defence research
and SMEs, including the development of networks be-
tween defence-related regions within the EU. The im-
portance of supporting a regional networks of SMEs
and strategic clusters was highlighted also by the Euro-
pean Council of December 2013.

“The EU has the ambition to act as a security provider, in its neighbourhood and globally, both to protect its
own interests and contribute to international peace and security. To be able to do so, we need capabilities.
And to have capabilities, a sound industrial base is vital.”

Catherine Ashton

High Representative of the Union for Foreign Affairs and Security Policy
European Commission Press Release, Brussels, 24 July 2013
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POLITICAL CONDITIONS FOR COOPERATION IN VISEGRAD

Although the V4 Ministries of Defence cooperated con-
tinuously from 1991 until today in a variety of defence
projects, industrial cooperation did not lead to one
single running or successful project. A similar situation
characterizes the area of procurement, although there
was a chance to use the opportunity of parallel mod-
ernization processes in some of the V4 countries (for
instance the modernization of fighter jets fleets in the
Czech Republic, Hungary and Slovakia).

Over the last 3 years, the political conditions for mov-
ing the defence cooperation in the V4 Group to a
higher level, including genuine industrial collaboration,
seemed favourable. It resulted from the previous ef-
forts of the V4 states, mostly since the Slovak V4 Presi-
dency in 2010. Already the Joint Communique of the
Ministers of Defence of the Visegrad Group, issued in
Litomerice in May 2012, welcomed the DAV4 initiative
and signaled a possibility of “joint acquisitions”. What
followed were more intense meetings of experts - the
armaments directors of the V4 and their staff, tasked to
re-evaluate options for defence industrial cooperation.
The Joint statement of the V4 Ministers of Defence
from their meeting in Brussels in June 2013 announced
the following areas to be further explored by the group:
wheeled and tracked platforms, ammunition, person-
al equipment of soldiers, counter-IED systems, un-
manned systems and C4ISR. This, however, required
a more sustained mechanism, which would allow the
coordination of defence planning between the V4 part-
ners - a precondition for genuine military collaboration.
Such tasking - together with the point regarding the
preparation of the long term vision of the V4 defence
cooperation and strengthening collaboration in train-
ing and exercises - has been put on the Hungarian V4
presidency (July 2013-June 2014) by the heads of V4
governments, at their meeting in Budapest in October
2013.

The results, presented at the end of the Hungarian
presidency in mid-2014, consisted of the three docu-
ments: Long Term Vision (LTV), Framework for an En-
hanced Visegrad Defence Planning Cooperation and
New Opening. The first one set the strategic goals of
cooperation, the second described in more detail the
tools and mechanisms to finally allow harmonization of
procurement, training, exercises, investment etc., and
the third, a non-paper initiated by Poland, proposed
concrete projects and initiatives to fill-in the LTV and
“the Framework” with content and to inform the Ac-
tion Plan being prepared by the Slovak V4 presidency
2014/15 (with the Polish suggestion of the modular
armoured platform as one of the most promising proj-
ects). The Slovak Presidency ensured continuity in V4
procurement cooperation, put emphasis on strengthen-
ing the cooperation of defence industry enterprises in
the V4 countries, continuation of the open exchange of
information in the area of acquisition projects and iden-
tifying common areas in procurement and development
plans with the final objective of specific joint armament
projects.

The political and practical meaning of these documents
is significant. By identifying, within a single document,
the purposes and the core principles of cooperation,
the V4 got clear strategic guidance regarding the level
of ambition, scope, time horizon and rationale for coop-
eration. Despite a generally weak strategic culture in the
V4 countries, one could expect that the LTV will serve as
a point of reference for future decisions. The adoption
of the Framework for an Enhanced Visegrad Defence
Planning Cooperation serves the same purpose. Once
an administrative process is launched (meeting of the
V4 Planning Group?®, proceedings of Working Teams)*,
it should become independent to some degree of the
actual policy of the top V4 leadership. In practical terms,
however, the situation is much more complicated and
cooperation is not as smooth as one would hope.

SThe V4 Planning Group (V4 PG) is an integrated defence planning body, in charge of the expert-level work in the field of V4 defence
planning cooperation. The V4 PG explores the potential areas of cooperation with regard to capability development and provides recom-
mendations to the V4 Senior Body of State Secretaries/Defence Policy Directors/Armament Directors on these areas.

“The Working Teams are supporting the V4 PG and they are non-permanent structures established on a case-by-case basis, comprised
of the defense planning experts and the subject matter experts of the project areas.

6
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DIFFICULTIES OF INDUSTRIAL COOPERATION IN V4

Motives for industrial cooperation amongst the Viseg-
rad Four countries are manifold. One of them is the
legacy of a shared past. The V4 countries all belonged
to the Warsaw Pact until the demise of communism,
which meant that the region’s armed forces operated
similar military infrastructure. Membership in the War-
saw Pact also meant that there was a clear division of
labour where one country and its companies manufac-
tured only certain types of products, reducing and limit-
ing the defence industry actors’ production portfolio to
a considerable extent. As this was the order of the day
for decades, the regime change found these actors in
a situation with little capacity to transform their agenda
to the civil sector’'s needs, while the number of military
orders shrunk dramatically.

Soon after the fall of the communist regimes, within the
boundaries of a market liberalization narrative, Western
companies started to appear one by one. The rationale
behind their appearance was an expectation that de-
mand for state-of-the-art military hardware would soon
be blossoming in the Eastern bloc and that due to the
lack of a modern indigenous industry this demand
would remain largely unsatisfied. Thanks to this, on
the one hand, countries of the region enjoyed modern
defence industry support from the West, which gradu-
ally made their forces NATO compatible. On the other
hand, it further pushed indigenous actors into the back-
ground and isolated them further from opportunities of
modernization. This resulted in the further downscaling
of the national defence industry. What Western compa-
nies failed to consider, however, is that the Soviet in-
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frastructure and existing military hardware set specific
and clearly defined demands on the region’s defence
industry. In certain cases Western companies could not
satisfy these outdated demands entirely, as their portfo-
lio focused mostly on globalized, Western military hard-
ware, or, if they could, it came with extra costs. This fact
allowed indigenous V4 companies to survive, although
in reduced form, and maintenance and upgrades of
post-Soviet equipment allowed them to maintain some
employment and production lines operating.

The collapse of the communist regimes also had an
enormous impact on the development of the local de-
fence companiesin Visegrad. The fall in defence spend-
ing, leading to serious deficits and the loss of former ex-
port markets as a consequence of the dissolution of the
Warsaw Pact and downsizing of the armed forces, both
in manpower and military infrastructure, demanded re-
ductions of defence industry capacities, a reduction of
funding for research and development, and laying off
a considerable number of employees. The process
of privatization had a big impact too, especially in the
three smaller countries of the V4. Also, the portfolios of
companies were transformed as a consequence, start-
ing to focus on maintenance, repair and small-scale
modernization. Some enterprises became fully or partly
restructured, which led to fundamental changes in the
organization of these enterprises, as well as to the re-
duction of the number of employees. Some enterprises
were divided into smaller individual companies to facili-
tate better and easier conversion and reorganization.

With the exception of Poland, we can observe long last-
ing and continuing stagnation as much as the elimination
of defence research & technology area. It was caused
mostly by the absence of state defence industry strate-
gies and the reluctance of ministries to open effective
and concrete engagement with the defence industry.
Moreover, there are divisions between the two ap-
proaches to the armaments and procurements policies.
Poland considers the defence sector as the backbone
of the defence system of the state. That means it hard-
ly accepts market-driven logic, proposed by both the
European Union (through its regulations regarding the
European Defence Technological and Industrial Base
- EDTIB and the European Defence Equipment Market
- EDEM) and top global contractors, seeking entrance
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to the Polish weapons market, which will be worth more
than 30 billion EUR by 2022. From the Polish perspec-
tive, meeting the requirements of armed forces and the
security of supply is the top concern. The concept is
broadened to also include the ability to independently
service and modify/upgrade weapons systems used
by the Polish military. This approach results in a strict
law on off-sets, meant to force foreign contractors to
transfer technology, including source codes (or “black
boxes”), to the Polish defence businesses. It is also the
root of protectionist policy, favouring home defence
companies over foreign off-the-shelf purchases in
cases in which Polish firms are able to provide quality
weapons and weapon systems. The intention of the Eu-
ropean Commission to rapidly phase-out offsets from
the EDEM puts Poland under political pressure, but ac-
cording to EU law (article 346 of the TFEU), the use of
off-sets is not forbidden if the state proves that a given
contract is meant to safeguard crucial national security
interests. And Poland is determined to use this clause
in its top investment programmes.

The policy of the Czech Republic, Slovakia and Hunga-
ry towards their national defence industrial and techno-
logical base arguably places economic and operational
aspects first, and the security of supply only second.
Based on past investment programmes, one can make
the argument, that, in the cases of these countries,
the operational needs of the armed forces and the fi-
nal price of the purchased defence system play the key
role in deciding the scope and form of contracts. There
are limited off-set requirements and home defence
companies are favoured only in some niches, where
they have been traditional contractors. For instance,
basically none of the Hungarian companies could have
any significant role in the biggest state procurements of
the last decade, notably in the Gripen lease-to-buy pro-
gram or in the acquisition of Cougar mine resistant am-
bush protected (MRAP) vehicles (although in the case
of this latter procurement, the deal was brokered by
one of the major defence companies, Milipol Ltd). On
the other hand, the Czech Republic has been able to
profit from an “off-set agreement”, when leasing Jas 39
Gripen fighters since 2004, worth of 130% of the origi-
nal contract value. Although the same mechanism is no
longer possible due to the restrictions of EU law, there
is still the opportunity to directly involve local industries
in modernization projects. The likely Slovak contract on

leasing Gripens could become one of the examples of
such support.

The reasons for these differences are twofold: diver-
gent strategic outlooks of the V4 states and incompara-
ble defence industrial and technological bases. Poland
openly seeks autonomy in the decision to use its armed
forces, and assumes that if a crisis breaks, it might find
itself in a situation when Allied assistance comes only
with delay and the armed forces would need robust
support from industry. The Czech Republic, Slovakia
and Hungary see their armed forces more as one el-
ement of a larger allied machinery and, first and fore-
most, seem to read the trends of the Central and East-
ern European security environment more positively than
Poland does. Moreover, Poland is now quite openly de-
claring reluctance to participate in the crisis manage-
ment operations and points to the need to re-configure
its armed forces to be foremost able to defend the ter-
ritory of the state. On the contrary, among the smaller
V4 states there is still a concept of the armed forces to
be used mostly for crisis management, thus as part of a
larger coalition of forces. As a result, the defence sec-
tor in the Czech Republic, Slovakia and Hungary lacks
the strategic weight it enjoys in Poland.

The differences at the strategic level are reinforced by
the different sizes of the defence industrial and techno-
logical bases of the V4 partners. Even if the Polish de-
fence sector is far behind countries like France, Great
Britain, Germany, Italy, Spain or Sweden, it stands out
in comparison to the Czech Republic, Slovakia and
Hungary. There are almost 130 companies registered
in the Polish Chamber of National Defence Producers,
whereas a similar Czech association (AOBP) involves
around 100 companies, the Slovak association (ZOBP)
has around 30 and the Hungarian association around
25 (although not all companies are registered in asso-
ciations). The direct employment in the Polish defence
sector is estimated at around 18-20 thousand people,
in the Czech Republic around 11 thousand and in both
Slovakia and Hungary less than 3 thousand people.
The consequences of the difference in scale is the pre-
ferred model of cooperation - Poland is likely to look at
its partners from the Visegrad countries as subcontrac-
tors or vendors of components in the supply chain fully
controlled by Polish businesses.




This approach is incompatible with ambitions of the
Czech, Slovak or Hungarian companies, which in some
niches consider themselves able to play a role of prime
contractor, or at least a peer partner in a project. The
true challenge is, however, the fact that the size of the
Polish defence sector makes it relatively easy to find a
national, Polish substitution for components potentially
to be delivered from the Visegrad. In other words, in
many potential common industrial projects, Polish de-
fence businesses may not have a clear economic inter-
est in the cooperation, and if they do, acquiring a com-
plete license for a technology developed by another V4
state could be the preferred option (as in the case, for
instance, the components of the Polish artillery system
DANA).

Another characteristic of the V4 defence industry,
which complicates the cooperation, is the structure of
the sector. In Poland, the defence industry remains in
the hands of the state with the exception of aeronautics
branch, which has been almost entirely privatized. The
majority of Czech, Slovak and Hungarian companies are
privately owned with very few exceptions, such as Raba
Automotive Holding, which dominates the Hungarian
defence industrial sector with its 1500 employees (al-
though the majority of the products are for civilian use).
Publicly-owned companies are, according to some as-
sessments, more likely to engage in projects, which do
not necessarily need to be economically sound, but
vital for military/operational reasons. Privately-owned
companies, on the contrary, care mostly about their fi-
nancial condition or, simply, the value of their shares.
Consequently, they may not be interested in projects
whose sole rationale is political or operational.

In other words, whereas the Polish defence sector
should be regarded as largely centralized under the
newly established Polish Armaments Group (PGZ), with
the exception of the aeronautics branch, shipyards and
some smaller companies, active mostly in the military
electronics/sensors/communications market, private
companies in the remaining Visegrad countries are
largely independent of each other (with the exception
of subsidiaries of the top European and American con-
tractors). As a result, Poland may be inclined to involve
defence companies controlled by the state within the
PGZ in a common V4 project for purely political and
military reasons. On the other hand, the Czech, Slovak
and Hungarian companies may very well refuse such
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a proposal, if it constrains, rather than broadens, their
growth envelope.

In spite of the above, defence industries of the three
smaller Visegrad countries are still able to produce de-
sired defence products. Those products are still able
to meet current minimum military requirements in tra-
ditional branches as well as in new and emerging tech-
nologies. Moreover, the necessary brain capacity is
also at the disposal of these countries, which can serve
as a base for developing the industry and cooperating
with regional partners. The limitation, however, is that
the defence industry in these countries goes beyond
defence-related issues, first and foremost because of
dual-use products in the production of which civilian
companies play a significant role. This means that when
designing strategies for the establishment of an effec-
tive and strong defence industry, the interests of civilian
firms are also to be taken into consideration.

Until today, the fruits of cooperation are visible on a
bilateral rather than a regional level. For instance the
Slovak industrial company ZVS holding a. s. has coop-
erated since the year 2000 with some Polish defence
industry entities. Cooperation is focused on research,
development and production of 155 mm calibre ammu-
nition for artillery systems KRAB and KRYL. In 2013
the production licence was transferred to the hands of
the Polish defence industry for the further production
of the ignitions for 155 mm artillery ammunition. Joint
certification of the Slovak 155 mm artillery ammunition
is underway in Polish armed forces involving collabo-
ration between VTSU Zahorie and WITU Warsaw. No-
table examples of bilateral collaboration within the V4
framework is the Slovak and Czech cooperation in the
joint Czech and Slovak venture CZ - Slovakia in Mili-
tary Repair Plant Novaky, based on the intention to unify
both armies’ small arms inventories. There was also the
hope that the Czech-Slovak BMP-2 modernisation proj-
ect within which Military Repair Plant Tren&in and EVPU
Nova Dubnica could be the main Slovak industrial par-
ticipants. However, there is a question mark on serial
production for the Slovak and Czech Armed forces. In
addition there are some sporadic discussions between
V4 Defence Industry Associations with a clearly de-
clared will to cooperate but with no concrete projects
underway. Not only for this reason is cooperation firm to
firm more feasible than cooperation based on Defence
Industry Association platforms.
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INDISPENSABLE CONDITIONS FOR EFFECTIVE COLLABORATION

With the shared experience of communism and the dif-
ficult path towards European and transatlantic integra-
tion, similar challenges regarding the transformation of
post-Soviet armed forces, geographic proximity and
warm relations with the USA, the V4 format should re-
main cooperation format of choice for all the regional
countries. For almost the entire decade, through the
accession of V4 to NATO and the EU, the Group has
been a useful vehicle for leveraging the position of Cen-
tral and Eastern Europe in both organizations. This was
achieved mainly through the coordination of actions at
the political level.

The best proof of the success of the V4 as a “defence
cooperation brand” is the fact that in recent years the
“VIDEFCQO” has been considered one of Europe’s top
regional collaboration clusters, right next to the Franco-
British tandem and the NORDEFCO. Still, it has not de-
livered any meaningful all-V4 capability and its flagship
project, the V4 EU Battle Group, scheduled for 2016,
required unusual effort. Ambitious ideas, like joint pro-
grammes to modernize post-Soviet equipment (helicop-
ters and armoured infantry vehicles), or R&T projects
involving development of state-of-the-art technologies
(like the future soldier systems), eventually collapsed
following disagreements over specific goals (technical,
operational), money and burden sharing.

The way towards effective industrial cooperation must
be paved with a thorough demand analysis in which the
needs and requirements articulated by the individual
states are clearly assessed and evaluated. Among the
top concerns for the further development of mutual co-
ordination on the V4 level in the fields of defence and
procurement are the lack of long-term acquisition and
investment plans and sustainable financing frameworks,
which would prevent some of the Visegrad countries
from changing cooperation priorities with every change
of leadership in the defence or foreign policy area. It
was one of the reasons for the failure of previous capa-
bility and defence industrial initiatives, with the Mobile
Air Defence Radars being just the latest example. In this
context, the attachment of V4 defence cooperation to
the NATO Defence Planning Process, as declared in
the LTV, is meant to be a further safety measure and to
inject more stability and sustainability and thereby also
credibility into the common V4 capabilities projects.

Logically, the instability of modernization priorities goes
hand in hand with the recent 20-30% budget cuts in
the three smaller Visegrad countries between 2009
and 2013, which are constraining the defence sector’s
financial room for expansion. What followed was a vir-
tual halt of investments and a reduction of training ef-
forts, undermining the credibility of their armed forces.
In this regard, according to the recent announcements
of regional officials, the Ukraine crisis is going to cause
a change of approaches to the financing of defence in
Visegrad. Poland, with its defence budget already at
least 1.9% of GDP, expressed the will to increase this
number over the NATO advised threshold of 2% from
2016 on. The Czech government committed to increas-
ing military spending from approximately 1.1% to 1.4%
of GDP by 2020. According to the agreement made
by the Slovak political leadership, the defence budget
should be raised to 1.6% of GDP from 2016 to 2020,
while halting its decrease since 2015. Hungary reiterat-
ed its declaration that it would increase military expen-
ditures starting in 2016 - from the present 0.8% of GDP
up to 1.39% of GDP in 2022. The Czech, Hungarian
and Slovak commitments need to be implemented with
a far-reaching goal of moving towards the 2% guideline
within a decade as agreed to by the Allies in the Wales
declaration. Also, with personnel costs in most of the
V4 states still around 60% and consequently pushing
procurement expenses much below the recommended
20% share of the whole budget, the distribution of the
defence budgets of the V4 countries also requires a
correction in the long run.
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The mutual tweaking of the capability requirements
and military expectations is another condition which
must be met for the establishment of a more appropri-
ate environment for industrial cooperation in Visegrad.
Scenarios for usability and possible deployments of the
armed forces still do not align between V4 countries.
The divergence and inequality of the level of ambitions
on the desired defence capability inside of the V4 coun-
tries, compounded by differences in defence industry
governance, in many cases generates impassable bar-
riers for concrete regional industrial collaboration. The
position of Poland, emphasizing the role of Article 5 and
accommodating a policy of “territorial defence first”, is
in this aspect different from the positions of the rest
of the Visegrad group. Therefore, the V4 cooperation
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towards generating capabilities can be also seen as a
way of maintaining all Visegrad partners’ commitment to
defence. Besides that, through practical defence coop-
eration of the V4, the US could also be kept engaged
and interested in Central and Eastern European secu-
rity, although encouragement for it may slightly differ
among V4 states. The efficiency of any further coopera-
tion within Visegrad would also depend on the practical
response of countries to the Alliance’s effort regarding
the reassurance of the Central and Eastern European
region, not only within the Readiness Action Plan, but,
most importantly, after 2015, when the issue of sustain-
ing the beefed-up Allied presence in the CEE will be
atop NATO’s agenda.

Based on the previous arguments and considerations
of the broader strategic and regional context, the
overall conditions for moving cooperation to a new
level and launching joint defence industrial projects
seem to be unfavourable. The different reading of the
current international environment, reinforced by fail-
ures in some common procurement initiatives, have
already worsened the climate at the working level
of senior military and political decision-makers from
within the armaments directorates.

Nevertheless, in 2014 the Visegrad Group noted
significant achievements with adopting the Long-
Term Vision and the Framework for an Enhanced
Visegrad Defence Planning Cooperation which
create - for the first time in V4 history - both a
strategic concept of the goals, scope and level of
ambition in V4 defence cooperation, as well as a
mechanism for coordination of defence planning,
including acquisition issues. If properly implement-
ed, these documents could create a waterproof struc-
ture, able to uphold the cooperation despite political
differences and the occasional worsening of the cli-
mate between the partners. This should be the top
task for the group, if it wants to develop a true vehicle
for regional cooperation.

RECOMMENDATIONS - ENABLING DEEPER COOPERATION

It is likely that cooperation among the V4 in the short-
term will focus on two core deliverables: 1) the EU
Battle Group 2016, which can be developed into a
flagship military capability of the V4, offered both to
the European Union and NATO and enabling further
cooperation in training, logistics and exercises; and
2) the participation of V4 - as a cluster - in NATO’s
Readiness Action Plan, including Allied exercises
(Connected Forces Initiative), the Very High Readi-
ness Joint Task Force (the “spear”) and the Multina-
tional Corps North-East in Szczecin. At the first glance
it seems that there is little space for defence industrial
cooperation within these two deliverables. However,
in the long-term, there is still room and, more im-
portantly, both political and military reasons exist
for elevating defence industrial cooperation to a
higher level. One further area for improving the co-
operation, which could evolve into the third core de-
liverable, is the field of supersonics and air defence
modernization. It would be efficient if three out of the
four V4 countries would operate JAS Gripen multirole
fighters, with the opportunity for enhancement of re-
gional cooperation in the fields of training, logistics
and R&T. For this to become a reality would require
not only a full acknowledgement of the above de-
scribed difficulties, but also detailed analysis on how
to overcome them.
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In line with the previous arguments the specific recommendations of this paper are:

* The use of governmental V4 funds for a joint R&T project, as a market stimulation tool, which could fur-
ther evolve into a common procurement programme, is one of the possible ways forward for V4. A joint R&T
would virtually create a one off market for a consortium of V4 companies, which, if provided with adequate
financing, would be forced to do the following: 1) establish functional links between themselves, which might
not have appeared had there been no public money injected into a given niche, and 2) development of a
technology demonstrator, which should be attractive for the armed forces of the V4 states. Further, such
governmentally-sponsored R&T projects would be exempted from the EU law on defence procurement, and
could virtually exclude any non-V4 contractor. A potential area for such a project should be innovative and
emerging technologies, where the V4 can demonstrate a technological edge even without a state-of-the-art
technological and industrial base. Potentially attractive examples are light UAVs, C4ISTAR systems or any
other network enabled capabilities, which could rely on the existing defence industrial base in the V4 coun-
tries.

The establishment of the V4 fund, however, is not a completely new idea. In compliance with the previous
considerations of this option, many potential legislative problems, as well as those with the implementation
would need to be overcome. Therefore an incremental approach while implementing this idea should be con-
sidered. In other words, the option of ad-hoc individual contributions to the potential common projects
might be more appropriate in the short and medium-term.

In a broader context, for defence industry cooperation to be feasible and sustainable in the long run, a stable
and progressive financial and industrial prognosis from the government is an absolute must. This vital
element was so far missing in some of the Visegrad countries. Only this can establish a reliable environment
in which long term plans and projects can be coordinated with regional partners, harmonized and then car-
ried out safely. This is linked to providing a stable legal environment, in accordance with EU standards, which
can articulate national and regional interests effectively in order to enhance and assist the work of various
indigenous defence industry actors.

e Industrial cooperation must be in accordance with a thorough demand analysis, in which needs and re-
quirements articulated by the individual states are clearly assessed and evaluated. One of the top concerns
for the further development of mutual coordination at the V4 level in the fields of defence and procurement
are the lack of long-term acquisition and investment plans and sustainable financing frameworks, which
would prevent some of the Visegrad countries from changing priorities of cooperation with every change of
leadership in the defence or foreign policy area.

e The harmonization of policy for defence industry governance inside the V4 based on EU and NATO ap-
proaches could be supportive of concrete procurement cooperation. The cornerstone of this harmonization
could be a common V4 defence industrial strategy. This strategy might be the starting point of the V4
countries initiative to revise the European Defence Industrial and Technological Base Strategy.

Defence industries and their associations have to be treated as equal partners by their local govern-
ments. Although formal links between ministries and the defence industry were established through various
agreements and formal frameworks, there are limited examples of confirmations of the effectiveness of these
relationships.

Before any concrete industrial cooperation is financially supported by the V4 countries, they should also
develop an export strategy. Without having an idea of what market openings they aim to reach, no serious
business plan can be created. Members of the defence industry should be included in the process. Setting
up a V4 Industrial Advisory Group (IAG), with members from each V4 country coordinating positions be-
fore the NATO IAG, would be essential.
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* So far the discussions on cooperation concentrated on the first phases of life cycle management (R&D and
production and procurement), while the rest of it (operations and maintenance; upgrade and/or life exten-
sion; disposal) have some meaningful background or capacity. Having in mind the costs of the individual ele-
ments, it would be worth analysing whether it would not be more effective, if we would support the industry to
develop meaningful capabilities in the fields of operation and maintenance, upgrade and life exten-
sion or to discuss the possibility of different specialization by each country. This kind of specialization was
so far only partially the focus.

* An adequate amount of attention has to be paid to exploiting the tools and opportunities on the Europe-
an Union level. Coordination of V4 in the activities on the EU level (for instance within the European Defence
Agency) could potentially produce significant outputs in defence research and development. V4 member
states could take appropriate measures to create a V4 defence research and development cluster as a
vital base for its defence industry.

* To support the introduction of V4 defence industries into the European Defence Equipment Market,
national authorities should take appropriate common measures to enhance their experts participation in the
process of the development of defence and hybrid standards (applicable also to civilian an defence tech-
nologies) in Europe. The new opportunity for a harmonized V4 approach is a negotiation on using EU funds
and programs in the sphere of defence-related research and innovation.

* The realization of concrete industrial cooperation based on the common V4 declaration to harmonize arma-
ments plans, as well as defence procurement processes, should be guaranteed by an interstate agree-
ment. This treaty should enforce commonly agreed upon industrial activities as well as providing financial and
nonfinancial national contributions.

* \V4 countries could consider the application of innovative market approaches in the industrial area, for ex-
ample Public Private Partnership (PPP) projects. PPP principles are applicable in defence mainly for long
lasting training, infrastructure and equipment projects. The implementation of the PPP approach can afford
an opportunity to possess defence capabilities and to avoid inaccessible immediate defence expenditures
at the same time. However, it requires a healthy, competent and competitive defence industry capable to ac-
commodate reasonable risks.

* The V4 countries should harmonize their approach to their use of the EU funds and programs in dual-use
research and innovation projects and consider possible cooperation, particularly encouraging consortia
and applying for EU funding of defence and dual-use research projects. The exchange of lessons learned
could speed-up the implementation of needed processes and increase the fruitfulness of getting additional
sources. Making this happen will require active and sustained state support of research and development
domains.

* The V4 Battle Group could be a test case for interoperability improvement through joint procurement
projects. The projects based on V4 armed forces capability gaps in the context of joint V4 contributions to
multinational operations should be an engine for industrial cooperation. The V4 defence industry should be
engaged early as a main potential supplier.

* To enhance industrial cooperation, nations should remove all remaining legislative obstacles. Although
the implementation of EU legislation in defence procurement and defence market regulations (directive
2009/81/EC) should have harmonized V4 national legislation and procedures in defence acquisition, there
is still some disharmony left to be resolved.
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