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Defense Stocks Rise Over
Tariff Uncertainty and Europe’s
Military Plans

THOUGHTS FROM THEMES | Date: April 26, 2025 Read Online 3

As President Donald J. Trump emerged victorious in the 2024 election and prepared to begin his second
term, his team informed European officials that he expects their respective countries to spend at least
5% of their Gross Domestic Product (GDP) on building military capabilities. As of 2024, it was estimated'
that virtually every country — even the U.S. - fell short of this target.
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However, it bears noting that the U.S.” spending is significantly higher than that of almost every one of
its European allies combined. Additionally, given the significant deployment of U.S. military assets over
in Europe to buttress its defense from threats, it is intuitively logical that Europe could ideally stand to be
more invested in its own defense (and an idea supported? by many a U.S. think tank as well).

In the wake of President Trump’s re-election, plans were underway within the European Union (E.U.) to
increase spending by €500 billion per year, which the European Commissioner for Defense Industry and
Space Andrius Kubilius argued was only enough to cover?® an air defence programme. Also, many of the
bloc’s nations balked at the prospect of raising the annual target from 2024’s 2% to a mere 3% (which
would cost the E.U. around €200 billion), due to economic difficulties and already-stretched balance
sheets. Poland, an already-aggressive spender owing to its proximity to the ongoing Russo-Ukrainian
conflict, suggested one of two methods* to raise the required capital: the E.U. could sell more joint bonds
backed by its own long-term budget or create a new special purpose vehicle modelled on the euro zone
bailout fund, the European Stability Mechanism, to provide loans by selling bonds backed by paid-in and
callable capital from participating countries.

The first option found few takers but the potential for non-E.U. countries such as the United Kingdom
and Norway to participate in the second option created some buzz; however, markets expect that this
“new borrower” would have pay a premium over the interest the E.U. pays for its bonds — thus adding to
the cost burden.

In light of these difficulties, President Trump’s demand for spending to go up by an ever larger margin
had found few enthusiastic takers. On the 6th of March this year, the European Commission proposed
the “ReArm Europe” plan®, which aimed to raise €650 billion over four years (i.e. an average of €175
billion each year) by allowing member nations to increase their military budgets to up to 1.5% of GDP
without being counted in their national deficits and raising €150 billion through EU-issued bonds, which
would then be lent to member states at low-interest rates and long repayment terms.
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The plan almost instantly ran into trouble®, with Italy and Spain demanding broader definition of the plan
to include anti-terrorism, satellite communication, artificial intelligence and quantum computing capabil-
ities. Both nations also expressed discomfort with the name, with Spain stating outright that southern
Europe faces threats that are altogether different from those faced by Eastern Europe. The plan’s name
was amended to “Readiness 2030".

Steering Away from U.S. Dependence?

E.U. officials proposed’ that European countries can partake in the €150 billion loan program - titled
“SAFE” (Security Action for Europe) - if the products being procured have a definitive Europe connection.
For ammunition, missiles and small drones, 65% of the costs must originate inside the E.U., European
Economic Area (EEA), European Free Trade Association (EFTA) countries or Ukraine, with the manufac-
turer being located within these blocs and not controlled by another country. For more complex systems
such as air and missile defense systems and larger drones, it must be possible to substitute components
that could be subject to restrictions imposed by other countries.

While it is possible for an E.U.-based subsidiary of a British or U.S. company, the cost origination aspect
implies that weapons manufactured in a British or American plant might not be eligible —a move that ran-
kled U.S. officials, with Secretary of State Marco Rubio reportedly warning® Europe that any exclusion of
U.S. companies would be seen negatively by Washington.

This warning has a certain logic: outside of Ukraine (which became the world’s largest importer of major
arms in the 2020-24 period), arms imports by the E.U. more than doubled® between 2015-19 and 2020-
24, with the U.S. supplying 64% of these arms.
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The importers of major arms, by region, 2020-24 and 2015-19, per cent of global share
Source: SIPRI Arms Transfers Database, as of March 2025
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With arms supplied to 107 countries in 2020-24, U.S. arms exports increased by 21% between 2015-19
and 2020-24, with its share of global arms exports growing from 35% to 43%. In effect, the U.S. is reso-
lutely the world’s largest arms exporter — with France a very distant second.
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Global share of exports of major arms by the 10 largest exporters, 2020-24
Source: SIPRI Arms Transfers Database, as of March 2025

For the first time in two decades, the largest share of U.S. arms exports in 2020-24 went to Europe (35%)
rather than the Middle East (33%), thus possibly underlining Secretary Rubio’s concerns.

Despite calls from within Europe to limit dependence on U.S. imports, European NATO members have
over 500 combat aircraft and many other complex weapons systems still on order from U.S. suppliers™.
However, with “smaller” weapons and systems, it is likely that European manufacturers might be net
beneficiaries.
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Market Impact and Possible Factors

While it is by now common knowledge that the broad market S&P 500 (SPX) has been under significant
pressure and volatility in the lead-up to President Trump’s “Liberation Day” tariff announcement, defense
stocks have shown a widely varying trajectory as driven by investor convictions:
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Source: Themes analysis, as of April 13, 2025

Despite both being European companies that are potentially beneficiaries of the E.U.’s largesse for arms
buying, German arms manufacturer Rheinmetall substantially outperforms relative to France’s engine
manufacturer Safran. Despite being in the same industry as Safran (i.e. aviation systems) while potential-
ly impacted by E.U. limitations, U.S. aviation technology majors Northrop Grumman and Lockheed Martin
have been somewhat resurgent.

A growing spearhead of NATO'’s air forces has been Lockheed Martin’s F-35, a fifth-generation combat
jet whose center fuselage and various electronics suites are produced by Northrop Grumman. The F-35
has a decidedly checkered history: as per the nonpartisan nonprofit government watchdog group Proj-
ect on Government Oversight (POGO)11, which analyzed the reports made available by the U.S. military
and manufacturers on the U.S.-based fleet, the F-35 has a fleet-wide Full Mission Capable (FMC) Rate
- which measures what proportion of jets are capable of executing all assigned missions — of only 30%.
The average fleet-wide monthly availability rate — defined as the percentage of time individual aircraft
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are “available” to perform at least one designated mission — was calculated at 51%, with an average repair
time of 141 days to return an aircraft to duty. Despite this, the broad spectrum of missions it is designed
to complete has resulted in up to 615 orders either completed or planned across the European Union,
the United Kingdom and Switzerland alone™. Alenia Aermacchi’s Cameri facility in Italy (jointly operated
with Lockheed Martin) is one of three global F-35 assembly lines13 and serves as Europe’s hub for F-35
production and maintenance. Northrop Grumman is also partnered with Rheinmetall to establish a second
production line for the center fuselages in Weeze, Germany™.

Perhaps the strongest factor for its continuing service in Europe is that there is no fifth-generation equiv-
alent currently among European manufacturers. The nearest possible competitor is the Future Combat
Air System (FCAS) under development by Dassault Aviation, Airbus and Spain’s Indra Sistemas — with a
first test flight expected around 2027 and entry into service around 2040™. Switching out of American
aviation will be a very expensive proposition for European militaries; therefore, they're likely to continue
to hold on and run out the sunk cost over the decades-long shelf life of the systems. This is one likely
factor buoying Rheinmetall, Northrop Grumman and Lockheed Martin together, who also outperform the
broad market by a comfortable margin.

On the other hand, the acquisition of the likes of “smaller-ticket” items — drones, munitions, artillery, ar-
moured vehicles, etc. — will potentially have little room to spare for U.S. manufacturers, who might instead
be involved with the inevitable European-origin awardees of these contracts by way of technical consult-
ing, guidance on manufacturing, etc. (as they have been for decades now). Rheinmetall is expected to be
a wide-ranging beneficiary from increases in E.U.’s expenditure on projectile weapon systems and muni-
tions while historical “big-ticket” buy-ins of aviation systems such as the F-35 are unlikely to be substi-
tuted out before said systems’ end of life. Also, given the performance characteristics of these systems,
it's unlikely that European militaries would be willing to settle for less or not be receptive to next-genera-
tion products by geographically-diversified/connected U.S. manufacturers such as Lockheed Martin and
Northrop Grumman. This creates some bottlenecks for the likes of Safran as they’re found predominantly
in French/European-produced aircraft.

Thus, while “Readiness 2030” might vigorously moot a “European” character to military spending, U.S.
manufacturing expertise can be expected to be well-represented, regardless.

A “Balanced” Investing Style?

The Themes Transatlantic Defense ETF (U.S. ticker: NATO) - which includes Rheinmetall, Lockheed
Martin, Northrop Grumman and Safran along many other manufacturers — pulls at nearly 10% outperfor-
mance** on a net basis relative to the S&P 500 as measured from the end of February till the 11th of April.
After a period of decline, the “NATO” ETF is now drawing flat relative to the end of February and has a
slight bullish momentum being imputed.

In terms of holdings, the “NATO” ETF is both balanced and “international”:
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Top 10 Holdings by Weight Weight Country of Origin
Rheinmetall 6.6% EU
BAE Systems 6.0% EU
RTX (or "Raytheon") 5.4% us
Rolls-Royce Holdings 5.4% UK
Lockheed Martin 4.9% us
Safran 4.9% EU
Northrop Grumman 4.8% us
Airbus Group 4.7% EU
Howmet Aerospace 4.4% us
TransDigm Group 4.3% us

Total Weight 51.2%

us 221%

EU 23.8%

Source: Themes analysis, as of April 13, 2025

While the Top 10 holdings by weight have a near-even balance between U.S. and E.U. tickers, U.S. tickers
do make up almost 60% of the “NATO” ETF by total weight. But with the remainder being driven by tickers
mostly from the Continent, it has quite a distinctive profile.

Weight Tickers Per-Region Average
United States 59.7% 42 1.4%
NATO/EU & Turkey 32.6% 14 2.3%
United Kingdom 6.7% 7 1.0%
Canada 0.5% 1 0.5%
Cash & Equivalents 0.5%

Source: Themes analysis, as of April 13, 2025
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An interesting feature is that the ETF assigns a slightly higher average constituent weight to European
(i.e. EU, EEA and EFTA) tickers than it does to tickers from other regions, including the U.S.

In Conclusion

The favourable representation of European tickers in the “NATO” ETF might prove to be an interesting
feature that might enable investors to capture the uptrend in European military spending. At the same
time, it is possible that European countries would not commit vast sums of capital to develop alternative
“high-ticket” weapon systems that are entirely distinct or free from U.S. suppliers.

Overall, regardless of economic conditions, it is increasingly likely that nations in the Western Hemi-
sphere remain locked into sustained and increased military spending, potentially creating ample oppor-
tunities for outperformance versus the market. The “NATO” ETF’s distribution of weights across regions
adds an interesting layer of consideration for investors looking to capitalize on spending patterns being
implied by Western governments. Investors might recognize the possible benefits of the balancing act
built into the “NATO” ETF and consider diversifying their portfolio with this relatively recent instrument.

Footnotes:

*Investors might recognize the possible benefits of the balancing act built into the “NATO” ETF and consider diversifying their portfolio with
this relatively recent instrument.

**Past performance does not guarantee future returns.
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This is not an offer, or recommendation or professional advice.
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*The Fund is not endorsed by NATO (North Atlantic Treaty Organization) and is not affiliated with or in any way related to NATO (North
Atlantic Treaty Organization).

ALPS Distributors, Inc (1290 Broadway, Suite 1000, Denver, Colorado 80203) is the distributor for the Themes ETFs Trust.

Investing involves risk, including the possible loss of principal. Concentrated investments in a particular sector tend to be more volatile than
the overall market. International investments may involve the risk of capital loss from unfavorable fluctuation in currency values, from differ-
ences in generally accepted accounting principles or from social, economic or political instability in other nations. The Themes Transatlantic
Defense ETF is neither sponsored by nor affiliated with The North Atlantic Treaty Organization. NATO is non-diversified.

Shares of ETFs are bought and sold at market price (not NAV) and are not individually redeemed from the Fund. Brokerage commissions will
reduce returns. The market price returns are based on the official closing price of an ETF share or, if the official closing price isn't available,
the midpoint between the national best bid and national best offer (“NBBO”) as of the time the ETF calculates current NAV per share, and do
not represent the returns you would receive if you traded shares at other times. NAVs are calculated using prices as of 4:00 PM Eastern Time.
Indices are unmanaged and do not include the effect of fees, expenses, or sales charges. One cannot invest directly in an index.

Carefully consider the funds’ investment objectives, risk factors, charges, and expenses before investing. This and additional information
can be found in the funds’ summary or full prospectus, which may be obtained by calling 1-866-5Themes (1-866-584-3637) or by visiting
themesetfs.com. Please read the prospectus carefully before investing.

Themes Management Company LLC serves as an adviser to the Themes ETFs Trust. The funds are distributed by ALPS Distributors, Inc (1290
Broadway, Suite 1000, Denver, Colorado 80203). Solactive and STOXX have been licensed by Solactive AG and ISS STOXX, respectively, for
use by Themes Management Company LLC. Themes ETFs are not sponsored, endorsed, issued, sold, or promoted by these entities, nor do
these entities make any representations regarding the advisability of investing in the Themes ETFs. Neither ALPS Distributors, Inc, Themes
Management Company LLC nor Themes ETFs are affiliated with these entities.
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