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A Radiography of the EU
Defence Sector



The historical evolution of defence spending in the EU
NATO, SIPRI and Eurostat Defence Data
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Source: BBVA Research from NATO. Source: Garcia-Serrador, Sarasa-Flores and Ulloa (2025).



Cumulative Fiscal Multipliers: Panel Local Projections (LP):

Elevated short-term defence spending multipliers (1.4-1.6), which fade in the medium-term
(panel a), resulting in no lasting structural effects on output (panel b)
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Note: the estimation sample cover all EU-27 countries from 1995 to 2023 in a annual basis.
Source: Garcia-Serrador, Sarasa-Flores and Ulloa (2025).
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Historical EU Defence Spending Composition:

Over half of defence spending has gone to wages, with capital and intermediates each
comprising a quarter. Together they constitute the bulk of total defence spending, and R&D?...
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What the Money is Spent on Matters:

Disaggregating defence outlays confirms marked heterogeneity in the cumulative multiplier
profile, where capital-intensive outlays drive yield substantial short-run multipliers

CUMULATIVE DEFENCE FISCAL MULTIPLIERS: SPENDING COMPOSITION
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Source: Garcia-Serrador, Sarasa-Flores and Ulloa (2025).

p.5



Guns or Roses?: Defence vs Non-defence Outlays

Stronger short-run crowding-in effects of defence outlays, though surpassed by non-defence
spending in the medium term, due to the share defence spending allocated to wages

FISCAL MULTIPLIERS OF DEFENCE VS. REST OF SPENDING

Current spending Government purchases
Horizon (h) Defence Total excl. def. Total Defence Total excl. def. Total
(1) (2) (3) (4) (5) (6)
1 1.11* 0.33*** 0.32*** 0.68* 0.55*** 0.55***
(0.74) (0.07) (0.06) (0.37) (0.09) (0.09)
5 1.04* 0.31*** 0.30*** 0.81** 0.53*** 0.52***
(0.65) (0.06) (0.06) (0.38) (0.07) (0.07)
3 0.84* 0.27*** 0.26*** 0.44* 0.47* 0.44***
(0.54) (0.05) (0.05) (0.32) (0.06) (0.06)
4 0.44 0.23*** 0.22*** 0.06 0.38*** 0.34***
(0.45) (0.05) (0.05) (0.26) (0.06) (0.06)
5 0.08 0.20*** 0.19*** -0.14 0.32*** 0.29***
(0.37) (0.04) (0.04) (0.21) (0.05) (0.05)
6 -0.11 0.15*** 0.15*** -0.25 0.29*** 0.25***
(0.33) (0.33) (0.33) (0.18) (0.05) (0.05)
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Source: Garcia-Serrador, Sarasa-Flores and Ulloa (2025).



State-dependent LPs a la Auerbach & Gorodnichenko (2012)

Fiscal multipliers surpass unity when countries possess ample fiscal space and exhibit low

military imports dependence
State indicator: snowball effect
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Source: Garcia-Serrador, Sarasa-Flores and Ulloa (2025).

State indicator: total military imports
relative to total defence spending

CUMULATIVE DEFENCE FISCAL MULTIPLIERS:
IMPORTS RELIANCE STATE-DEFENCE
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Latest Defence Spending Data

Only Ukraine and Russia-bordering countries surpass US spending, the rest place quite far from new NATO
guideline (3.5% GDP), although most of EU countries fulfill 20% equipment-based defence spending NATO
minimum threshold.
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Far from Russia EU countries will still dedicate 30-40% of defence spending to personnel in 2025
Source: BBVA Research from NATO. 2



The historical evolution of defence spending in the EU
NATO, SIPRI and Eurostat Defence Data

DEFENCE SPENDING VS NATO GUIDELINES
(% GDP)
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Source: BBVA Research from NATO.



EU Military Equipment Systems in Service: EU market
fragmentation is high compared with the US

SELECTED MILITARY EU EQUIPMENT SYSTEMS
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Source: BBVA Research from IHS Jane’s Defence Equipment and Technology online database and The Military Balance 2023 (The International Institute for Strategic Studies).



Zoom in Spain: The new Defense Plan seeks to mobilize
0.6% of GDP in spending in 2025, thus reaching 2% GDP,
with about 70% allocated to investments

SPAIN: PLAN FOR SECURITY AND SPECIAL DEFENSE DEFENSE TENDERS (12-MONTH
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2023. Eurofighter “Programa. . I

0,7
’ 2021. Eurofighter “Programa. . | NN
2020. Vehiculos 8x8 “Dragén” IR
0,6 - mOthers (11,3%) 2019. Fragatas F-110 (clase “Bonifaz’) | IEEEE—8
2006. Buques de Accién Maritima.. R
O 5 | 2006. Fragata F-105 “Cristobal Colon™ [l
Digitalization and R&D&I 2005. Heficpteros NH30 - I
04 (25,9%) 2005. Submarinos S-60 R
’ 2004, Bugue LHD “Juan Carlos I© A
Equipment (43 5%) 2003. VCIPizarro—Fase | 1
0,3 2003. Helicopteros de ataque. . IR
2001. Airbus A400M "Atlas” NN
O 2 ®Intermediate 1998. Carro de combate Leopard 2E | R
consumptions (9,4%) 1997. Fragatas F-100 “Alvaro de.. IR — 92 — ‘0—) N 8 o K o g o & Y] g
| O S CQCcCOcOcoOcoOcocao
0.1 ] 1997. Avion de combate Eurofighter 5050505050505 0
s mCompensations of 1996. Vehiculo de Combate de.. Ji YA ACO OO, A, A
employees (9,9%) 1996. Profesionalizacion de las FFAA . .
0.0 - Py mPublic works = Services = Supply
’ o o o o o o
o o o o o
o Q9 o 9o ©
N < (o] ee) o

Source: BBVA Research from Government of Spain, Ministry of Finance and PLACSP.
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Zoom in Spain: The multiplier effects of increased defense
spending depend on the stage of the economic cycle and the
import content of the goods and services demanded

AGREEMENTS OF THE COUNCIL OF MINISTERS ON DEFENCE EXPENDITURE
(ACCORDING TO THE PLANNED BUDGET, CUMULATED MILLIONS
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Source: BBVA Research based on summaries from the Council of Ministers.



Defense firms: more leverage; large companies highly
dependent on government funding

LIABILITY STRUCTURE LARGE FIRMS LIABILITY STRUCTURE SMEs
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Note: “Banks” category includes financial leasing. Data corresponding to dic-23, NACE C30 (Manufacture of other transport equipment) for ES, FR, IT and DE.
Source: BACH database .
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Government advance payments are rising since
Ukraine war

DEBT COMPONENTS (% TOTAL ASSETS): 2019-2024 PPE & INVENTORIES OVER TOTAL ASSETS (%)
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Data from 15 European defense companies (Safran,BAE systems, Rolls Royce, Thales, Leonardo, Dassault, Rheinmetall, Saab AB, Naval Group, Navantia, Kongsberg, Indra, Hensold, Diehl, Nammo)
Contract liabilities represent advance payments from clients (i.e. governments in case of military purchases).
Source: Annual reports and BBVA Research
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Research

Disclaimer

The present document does not constitute an “Investment Recommendation”, as defined in Regulation (EU) No 596/2014 of the European Parliament and of the Council of 16 April 2014 on
market abuse (“MAR”). In particular, this document does not constitute “Investment Research” nor “Marketing Material”, for the purposes of article 36 of the Regulation (EU) 2017/565 of 25
April 2016 supplementing Directive 2014/65/EU of the European Parliament and of the Council as regards organisational requirements and operating conditions for investment firms and
defined terms for the purposes of that Directive (MIFID ).

Readers should be aware that under no circumstances should they base their investment decisions on the information contained in this document. Those persons or entities offering
investment products to these potential investors are legally required to provide the information needed for them to take an appropriate investment decision.

This document has been prepared by BBVA Research Department. It is provided for information purposes only and expresses data or opinions regarding the date of issue of the report,
prepared by BBVA or obtained from or based on sources we consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no warranty, either express
or implicit, regarding its accuracy, integrity or correctness.

This document and its contents are subject to changes without prior notice depending on variables such as the economic context or market fluctuations. BBVA is not responsible for
updating these contents or for giving notice of such changes.

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest in financial assets or instruments. Neither shall this document
nor its contents form the basis of any contract, commitment or decision of any kind.

The content of this document is protected by intellectual property laws. Reproduction, transformation, distribution, public communication, making available, extraction, reuse, forwarding or
use of any nature by any means or process is prohibited, except in cases where it is legally permitted or expressly authorised by BBVA on its website www.bbvaresearch.com.
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