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In 2015, Europe became the second largest destinédr Israeli arms exports as the
scope of European defense deals with Israel m@e doubled—from $724 million in
2014 to $1.6 billion in 2015. This trend continuad?2016, as Israel’'s defense exports to
European countries reached $1.8 billion, far exicepids transactions with the countries
of North America ($1.265 billion), Latin America 830 million), and Africa ($275
million) but still less than its defense exportghie countries of Asia ($2.6 billion).

This surge in Israeli arms procurement is linkedat@general growth in the defense
budgets of European countries, which increased pgr8ent on average between 2015
and 2016. The rise in terrorist incidents and ttablems created by the flood of refugees
were two factors that contributed to Israel's iasesl presence in European defense
deals. Israel supplied European countries with reldgical solutions for monitoring
illegal entries, fighting terrorism, and protectimgainst cyber threats, a component
which has become increasingly significant in theeanl of Israeli defense companies.
The most significant elements of the overall expgrteements signed by the Israeli arms
industry in 2016 have been the enhancement of plamel air systems (20 percent),
observation and optics (18 percent), missiles ainddefense systems (15 percent),
ammunition and weapons positions (13 percent), rragahnology (12 percent),
intelligence, information, and cyber systems (&pgt), and UAVs (7 percent).

The most significant development has occurred irstdfe Europe, where countries are
changing from weapons suppliers into major impsrtdihis trend is well underway in
Germany, largely as a result of having cooled etations with the two most important
security providers of the European continent ower past two decades: Britain and the
United States. The UK's decision to leave the EemopUnion, coupled with rising
doubts regarding the US security guarantees to NATEDber states following President
Trump’s statement that each NATO member shouldess® its defense budget to 2
percent of its GDP, have helped set the stage &mm@n Chancellor Merkel to declare
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that Europe must now “fend for itself.” Accordinglgermany is currently discussing
options to increase the military independence o tBuropean Union, a policy
championed by German Defense Minister Ursula Gertran der Leyen. Moreover, in
recent months the German press and parliament nisrhiage called on the German
government to develop nuclear capabilities aimetk&trring Russia.

Of all EU members, only Britain, Poland, Greeced &stonia have thus far met the 2
percent GDP target set by President Trump. In 2@GEmany announced its desire to
reach this goal as part of its newly forming sagupolicy. At the same time, Germany
and France have declared their intention to inerelefense cooperation, including the
joint development of Airbus Tiger attack helicogt@nd surface-to-air missiles, and the
joint purchase of tanks and artillery. In additidhe two countries have also examined
the possibility of cooperating in the developmehtimew fighter plane that will make
the purchase of American F-35s unnecessary. Thesdapments open a door for Israel
to increase its defense exports to these key deantmainly through cooperative
Research & Development efforts that are alreadywmaly, including in UAVS, missiles,
and aeronautics technologies.

A significant increase in defense expenditures &las occurred in Eastern Europe,
against a backdrop of fears of Russian aggres$ioa.crisis in Ukraine in 2014 and the
weak American and European response to these esenhwdf a warning light among
some of the states of Eastern Europe, causing tbersalize that they need to take
responsibility for their own security. The rise mdtionalist right parties in Poland and
Hungary has contributed to this trend, and it r#flea desire within these countries to
decrease their dependence on the European Uniomtergify their sense of national
pride by strengthening their own military forcemang other ways. As a result, we can
expect to see an increase in defense procuremesgafastern European countries in
the years to come, both in terms of heavy weapplasiés, tanks, armored vehicles, and
missiles) and of methods to protect themselves feghberattacks, which have emerged
as Russia’s weapon of choice. Security and intsllbg cooperation has also recently
been announced between Estonia and Finland, bottich share borders with Russia.
Russian aggressiveness has also been a factorlyimglethe defense cooperation
between the Baltic states of Estonia, Latvia, atkduania.

Broad-scale armament is currently underway in Rbl&omania, Estonia, Finland, and
Hungary, and Israel is benefiting from it. Polaras halready invested more than $14
billion in military expenditures in recent yearstmthe clear aim of arming itself against
Russia. In this framework, the Polish governmeghed a deal with Elbit to supply

“David’s Sling” rocket and short-range missile defe systems (also known as “Magic
Wand”) at an estimated price of $1 billion. At teeme time, at the beginning of the year,
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the Orban government in Hungary announced its fitiento double its defense
expenditures by 2026. Israel may take part in i@ endeavor, perhaps as a result of
Prime Minister Binyamin Netanyahu’s official vigt Budapest last July. Lithuania has
also been party to this Israeli armament trendredected in Rafael's sale to the
Lithuanian military of advanced weapons positiamse total of $100 million.

The challenges facing the countries of Europe—imatign, terrorism, and doubts
regarding the reliability of American guaranteesiagt Russian aggression—are all
indicators that Europe will continue its trend effehse armament in the years to come.
Israel can take advantage of this opportunity tengjthen its bilateral relations with the
countries of Europe, particularly in the eastermt pf the continent. Netanyahu’s
meetings with the leaders of Eastern European desnast July may serve as a basis for
strengthening these defense ties. Still, if Isiagénds on increasing its position as a
critical supplier of arms to Europe, it must folloav cautious policy of authorizing
defense exports. The mounting tension between &assl the Eastern Europe countries,
which continue to arm themselves, could also hawvargact on Israel’s relations with
Moscow, and could therefore ultimately have direegative security implications for
Israel in light of Russia’s ongoing presence ini&yAt the same time, a suitable amount
of discretion is also necessary in Israel's defetsalings with the states of Western
Europe, given Israel’s low public standing in thesantries.



