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THOUGHTS FROM THEMES | Date: March 19, 2025

The world stage is rarely static, but recent months have seen a particularly rapid and unsettling shift in 
geopolitical dynamics. From US President Donald Trump’s stance on Ukraine to the tension between Chi-
na and Taiwan, the global security landscape is undergoing a profound transformation.

As countries re-evaluate their defense postures and prioritize national security, the defense sector is 
experiencing a surge in activity and investment. This is illustrated by the performance of the Themes 
Transatlantic Defense ETF (Ticker: NATO*), which has produced strong gains in 2025 and outperformed 
the S&P 500 index by a wide margin.

In this article, we’ll delve into the specific events driving this trend and explore the resulting opportunities 
within the defense sector. Can investors afford to ignore defense stocks today in light of the elevated 
level of geopolitical instability globally?

While the world is currently grappling with an array of geopolitical challenges, the most notable – and 
alarming – event recently has been Donald Trump’s move to pause US military assistance to Ukraine. This 
move came shortly after a disastrous Oval Office meeting in which Trump and Vice President JD Vance 
tore into Ukrainian President Volodymyr Zelenskyy for what they perceived as insufficient gratitude for 
the near-$200 billion in military aid the US has provided to Ukraine since Russia’s invasion in 2022, and 
told him he was “gambling with world war three”.

In recent days, the pause – designed to pressure Ukraine to engage in peace talks with Russia – has been 
lifted. However, whether Trump will achieve his goal of peace between Russia and Ukraine remains to 
be seen.

On top of this, Trump has cast doubt on his willingness to defend North Atlantic Treaty Organization 
(NATO) allies. NATO is a 75-year-old transatlantic alliance with a mutual assistance clause in which an 
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attack on one member is considered an attack on all.

Trump has made it clear that he believes that many NATO members are not spending enough on their 
own defense and has stated that he is not prepared to defend these countries. “If they don’t pay, I’m not 
going to defend them,” he told reporters in the Oval Office in early March.  

Major Implications for Europe

European Defense Spending is Set to Soar 

Naturally, Trump’s move to pause military assistance to Ukraine and his stance on defending NATO 
allies have triggered alarm bells in Europe. The US has been the single largest provider of military aid 
to Ukraine since the war with Russia started and further pauses in assistance could create substantial 
gaps in the country’s defense capabilities, potentially leaving it vulnerable to Russian advances. Mean-
while, a weakened NATO alliance could potentially lead to further Russian aggression beyond Ukraine. 

Recently, the Danish Defense Intelligence Service (DDIS) warned that if Moscow perceives NATO to be 
weak, Russia could launch a regional war within two years and a “large-scale” war in Europe within five 
years1. “Russia is likely to be more willing to use military force in a regional war against one or more Euro-
pean NATO countries if it perceives NATO as militarily weakened or politically divided,” wrote the DDIS in 
a report. “This is particularly true if Russia assesses that the US cannot or will not support the European 
NATO countries in a war with Russia,” it continued.  

Given the growing security threat, countries across Europe are scrambling to increase their defense 
budgets. Not only do they want to enhance their national security, but they also want to demonstrate to 
Trump that Europe can defend itself. 

In the UK, prime minister Keir Starmer has announced that Britain will increase its spending on defense 
to the equivalent of 2.5% of GDP by 2027, three years earlier than planned and up from 2.3%. This rep-
resents the biggest increase in defense spending since the Cold War.  

In Germany, Friedrich Merz, who is expected to become the country’s next chancellor, has announced 
a political deal to raise a substantial amount of capital for extra spending on defense. At the heart of his 
proposals is a special €500 billion fund to repair Germany’s infrastructure and allow investment in de-
fense. 

As for the European Commission, it has announced a five-part plan to mobilize up to €800 billion in new 
defense spending over the next four years. Declaring that Europe had entered an “era of rearmament”, 
President Ursula von der Leyen presented the “ReArm Europe” package in Brussels in early March, pro-
posing more fiscal space for member state defense investments, as well as €150 billion in loans for those 
investments.
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Europe Has Underspent on Defense for Decades 

A Long-Term Investment Theme

5 European Defense Stocks That Could Benefit

It’s worth pointing out that Europe has underspent on defense for decades now. Last year, analysts at JP 
Morgan noted that since the end of the Cold War in the early 1990s, the European defense industry had 
seen more than 30 years of under-investment, and that there was a €1.8 trillion gap between what was 
spent on defense over that period and what would have been spent if the NATO target of 2% of GDP had 
been met2.

This underspending – which has left European defense inventories worryingly low – is now being ac-
knowledged. “After a long time of underinvestment, it is now of utmost importance to step up the de-
fense investment for a prolonged period of time,” said von der Leyen in March.

Analysts believe that the increase in European defense spending will be a multi-year trend. According to 
Morningstar’s Loredana Muharremi, European defense expenditure will reach 3.1% of GDP by 2029 and 
3.5% by 20323. Should Europe reach 3.5% of GDP by 2032, that would translate to an additional $300 
billion in spending per year on average, marking a 70% increase from 2024 levels.

As a result of the current geopolitical climate, defense stocks have outperformed this year. Many have 
produced double-digit percentage gains in a short space of time. However, with defense spending across 
Europe forecast to rise significantly over the next decade, experts believe that there could be further 
outperformance to come in the years ahead. “We believe that this is likely to be the beginning of a funda-
mental realignment that will shape markets for the foreseeable future,” said Nigel Green, CEO of wealth 
manager deVere Group recently. “The biggest mistake investors could perhaps make is underestimating 
the scale of change unfolding before them,” he added.

While defense contractors globally look set to benefit from higher defense spending across Europe, Eu-
ropean and UK-based suppliers could benefit disproportionately. Currently, 60-70% of suppliers to the 
region are based in the US but this is likely to change as European nations prioritize strategic autonomy.

In terms of specific companies that could benefit from Europe’s defense spending spree, some names 
include**:

• Rheinmetall – Rheinmetall specializes in tanks, armored vehicles, and ammunition, and with minimal 
exposure to US defense contracts it stands at the forefront of Europe’s defense revival.

• BAE Systems – A UK defense powerhouse, BAE Systems offers a comprehensive suite of military solu-
tions from fighter jets to submarines.  

• Leonardo – An Italian defense company, Leonardo is renowned for its helicopters, electronics, and 
combat systems. 
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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.

Footnotes: 

*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).

**Specific investments described herein do not represent all investment decisions made by Themes ETFs. The reader should not assume that 
investment decisions identified and discussed were or will be profitable. Specific investment advice references provided herein are for illustra-
tive purposes only and are not necessarily representative of investments that will be made in the future.

1Politico, Russia could start a major war in Europe within 5 years, Danish intelligence warns, as of February 11, 2025

2Proactive, European defence rearmament cycle will last a decade, says investment bank, as of March 26, 2024

3MorningStrar, Defense Stocks Soar Amid Looming Transatlantic Split, as of March 3, 2025  

• Thales – Thales offers a wide range of defense solutions, including air defense systems, communica-
tion and information systems, sensors and radar systems, and cybersecurity solutions.  

• Rolls - Royce Holdings – Rolls-Royce is a key supplier of engines for military aircraft and also provides 
nuclear propulsion systems for naval vessels, particularly submarines.  

Get Exposure to Defense Stocks with the Themes Transatlantic 
Defense ETF
Those looking to invest in defense stocks may want to take a look at the Themes Transatlantic Defense 
ETF (Ticker: NATO*). This tracks an index of aerospace and defense companies headquartered in NATO 
member countries. Top holdings currently include the likes of Rolls-Royce Holdings, BAE Systems, Sa-
fran, Rheinmetall, and Lockheed Martin. In total, the ETF provides access to around 60 companies in-
volved in defense and national security. 
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