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The Aerospace, Defense and Security sector is an enablerforeconomic and social development thanks to its specific
and unique features: high-tech and highly capital-intensive industries and economic activities, an extended value chain of
specialized SMEs along with large leading companies, a high multiplier effect on several economic sectorsand an extensive
application of its products and technologies both in civil and military domains.

ASEAN countries are experiencing continuous economic growth but, to ensure business continuity, they must guarantee
three main strategic needs: connectivity, technological dominance and safety and security. The development of local
production with intensive R&D activities and the establishment of international partnerships in the AD&S industry can
provide tailored solutions that will enable ASEAN countries to meet these needs, thus sustaining their development patterns.

Italy could be the perfect partner for ASEAN countries along the AD&S value chain, thanks to the significance of its sector
on a global level and its business model oriented to R&D, innovation, strategic networking among SMEs and Universities
and research centers, local production and international vocations.

Aerospace , Defense and Security is production and service levels, come from the AD&S

one of the most valuable high -tech
sector s on a global level

1. The Aerospace, Defense and Security
(AD&S) sector is made up of a variety of high-tech
segments in the aeronautics, space, defense and
security fields, which have extensive applicationson
day-to-day life activities of people and businesses
as well as in military domain, with the latter
representing also a tool to guarantee country's
stability and protectinvestments.

2. The impact of the AD&S industry goes well
beyond those companies directly involved in the
production of finished goods: the AD&S value chain
extends indeed across a variety of high-tech and
highly capital-intensive industries and economic
activities, involving specialized SMEs along with
multinational companies.

3. In the current age of disruptive evolution,
whereas continuing innovationis a priority for the
progress of every economic environment, on a global
level, main technology innovations, both at

' Source: Bloomberg, 2016 — latest data available.

sector: it is ranked among the top-10 on a global
level for R&D activity, with one of the highest
R&D expenditures accounting for5% of sales.!

4. AD&S is one of the biggest manufacturing
sectorsona globallevel, with a directtotal value of
US$700 billion (1% of world GDP) and with a high
multiplier effect on other economic sectors,
generating a relevant induced value (2.1% of world
GDP) and positive impacts on all economic sectors
not directly related to it, totaling up to US$ 6,800
billion.
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Figure 1 . Direct, induced and indirect values
of the AD&S sector (US$ billion), 2016.
(Source: The European House - Ambrosetti
elaboration on own calculation, 2018)
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b. All these features make the Aerospace,
Defense and Security sector an enabler for
economic and social development both in the
developed economies and in the emerging ones.

AD&S industry  can play a substantial
role in backingt he growth of ASEAN
countries

6. ASEANIs one of the world's fastest expanding
areas: it is the 3" largest economy in Asia and
the 5" largestin the world, predicted to become the
4™ largestin 2030. Total GDP for the area has grown
constantly in recent years and amounted to US$25
trillion in 2016 (+4.9% compared to 2015).2Today,
the population in the ASEAN region totals 630
million (9% of the world’s total number of
inhabitants) and this is expected to rise sharply,
becoming the world's 3 largest by2050(795 million
people), afterIndia and China 2

7. To fully exploit this notable growth, ASEAN
countries must ensure business continuity— from
an economic and industrial standpoint — by
guaranteeingthree basic strategic needs:

- Connectivity;,
- Technologicaldominance,
- Safetyand security.
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Figure 2.Three strategic needs for ensuring business
continuity within ASEAN. (Source: The European
House - Ambrosetti elaboration, 2018)

8. As the ASEAN population and economy are
expected to grow, overall connectivity (transport
system, digital and space networks, etc.) is a top
priority that the Region must tackle: better
connectivity isindeed vital to ASEAN as it facilitates
and expands trade, lowers the cost of goods and
services, makes supply chains more efficient, makes

exports more competitive andreduces digital divides.

In this context, one important initiative is the
Master Plan on ASEAN Connectivity 2025, the
updated strategic document of the 2010 Hanoi
Declaration, that addresses the goal of intra-
regional connectivity in its main components

2 Source: United Nations, 2017.

3 For more details about macroeconomic outlook of
ASEAN countries, see the Position Paper “ASEAN outlook:
challenges and broad opportunities”.

(physical, institutional, and people-to-people links)
and identifies five priority areas of investment
sustainable infrastructures, digital innovation,
seamless logistics, regulatory excellences and
people mobility *

9.  Whit regard to connectivity, the aviation
sector plays a pivotal role: today, the Asia-Pacific
region’s airlines carry 1,214 million passengers and
20 million tons of cargo, representing one-third of
world passenger traffic and two-fifths of world air
cargo traffic respectively;® air traffic is expected to
grow by 5.1% annually and more than 15,000 new
aircraft will be required by 2035. The same will go
for commercial helicopters market, where 17%
of globaldemand fornew civilhelicopters in the next
5 years will come from the Asia Pacific market®
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Figure 3. Demand of new aircraft units by region

(% share of world total and value in US$ billion ),

2016-2035. (Source: The European House - Ambrosetti
elaboration on Boeing data, 2018)

10. Along with the growth in air traffic in the
Asia-Pacific region, there is a need to effectively
manage demandand capacity, as well as the related
traffic flows. Airspace in the Asia-Pacific region,
especially in South East Asia, is characterized by
small Flight Information Region (FIR) with regional
flights of short duration. Flow management in the
regionneeds to be improved: a wider network view
could make it possible to manage demand on a
regional basis, rather than an individual one, with
betterresults in term of efficiency.

11. All these trends and needs for connectivity,
also require a more profound development of the
space industry in ASEAN countries. Major
opportunities for connectivity do also appear when
it comes to satellites services: satellites are used
for telecommunication (television, telephone, radio,
internet access) and defense and securiy
applications and they also enable connectivity in
remote and ruralareas.

4 Source: ASEAN Secretariat,

“Master Plan on ASEAN Connectivity 2025”, 2016.
5> Source: AsiaPacific Airlines (AAPA), 2016.
8 Source: Honeywell, 2017.



12. As for technology dominance, this is
anessential element in globalization  and
competitiveness at a nationwide leveland could be
a crucial tool for ensuring business continuity in
ASEAN countries in the long term. In this respect,
technological advancement refers not only to the
adoption of state-of-the-art instruments and
solutions butalso to the first use of new technology
in a domestic context: countries that are early
developers are now the ones that matter in the
international scenario.

13. In order to achieve technological dominance,
ASEAN countries’ policies and strategies must
address not only the promotion of R&D and the
creation of knowledge, but also the endogenous
innovation development. Given its reliance on
high-tech and R&D activities, the development of
local AD&S value chains in ASEAN countries can
provide a significant contribution to the achievement
of technological dominance, capable of generating
positive spillovers throughout the entire economy.

14. Finally, in order to guarantee business
continuity, ASEAN countries must effectively deal
with safety and security matters.

15. Firstly, natural disasters constantly put the
Region’s under threat: from 2004 up to now, the
ASEAN area accounted for more than 50% of the
total number of global disaster fatalities, with
economic losses exceeding US$100 billion. In this
regard, the ASEAN Agreement on Disaster
Management and Emergency Response (AADMER),
which came into effect in December 2009, laid the
foundations for regional cooperation and resource
mobilization in  disaster management and
emergency response. The issue has also been
tackled at an international level, within the Sendai
Framework, a 15-year voluntary, non-binding
agreement launched in 2015 by the United Nations
to reduce disasterrisks.

16. The space sector could play a key role in
guaranteeing safety in the Region. Geo-
information systems are capable of studying and
monitoring changes of the natural environment as
well as collecting, analyzing and applyingdata, thus
helping to prevent natural disasters. Together with
satellite  systems, command and control
technologies on land receiving signals from
satellites, allow for a rapid intervention of airbuses
and helicopters and ensure the management of
cataclysms thathave occurred.

7'In 2016, 36% of total cyber-attacks happened in ASEAN
countries, affected finance, 10% energy, 9%
telecommunication and 7% high technologies and
merchandise. Source: ITU statistics, 2016.
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Figure 4. Asia Pacific Homeland Security Market
Revenue by type, 2016 £2025 (US$ billion).
CBRN= Chemical, Biological, Radiological and Nuclear.
(Source: The European House - Ambrosetti elaboration
on Grand View Research data, 2018)

How Italy and the ASEAN countries
can build strategic partnerships
along the AD&S value chain
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