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Europe's limited defense capabilities may remain so for some time. This is not a comforting 

realization, but it means funds could be flowing into the defense sector for a long time.  

A more than 500% price increase in the index1 in five years. 

Can one remain positive about European defense stocks after 

such a rally? There are price explosions that can implode just 

as fast. Think of the beneficiaries of the Covid lockdown pe-

riod, for example. The booming stocks of the artificial intelli-

gence (AI) wave, meanwhile, still show little sign of weakness 

even after three years, because  potential is seen as being 

so great. And European defense? We believe that as long as 

governments believe that the threat to Europe will persist, 

they could be more willing to invest i  

The state of the European military can be summarized in ap-

propriate staccato: Since the fall of the Iron Curtain there 

have been 30 years of underinvestment. Europe left defense 

to the Americans. The attack on Ukraine and clear signals 

from the White House that Europe must defend itself have 

changed that. Russian drones on European NATO territory 

are a further spur. A major political rethink has taken place. 

Defense budgets are rising sharply, especially in Germany, 

Northern and Eastern Europe. The budget difficulties faced 

by France, Spain, and Italy make progress slower. Further, 

military production capacities cannot be created overnight. 

And so there may be some near-term disappointment on the 

march to stronger European defense. But we are convinced 

that European rearmament represents a structural change 

that may provide the sector with a strong tailwind for many 

years to come. Investors now may wish to evaluate which 

defense stocks they buy, however. Madeleine Ronner, Senior 

One year ago 

you could buy practically anything related to defense and 

beat the market. Now, you have to be much more selective. 

And, even then, the valuations of our favorite stocks look 

quite challenging. However, given the current growth out-

look, they may be able to grow into these valuations  

The chart shows this dynamic. The defense sector has per-

formed significantly better than the overall market over the 

past five years, building since 2021 a steadily rising valuation 

premium. Measured by earnings over the past twelve 

months, it is now twice as expensive as the overall market. 

At its peak, however, in July this year, it was three times as 

expensive.  

* 

 

*  Bloomberg Europe Defense Index relative to Stoxx Europe 600 
** Price-to-earnings (P/E) ratio 
Sources: DWS Investm. GmbH; Bloomberg Finance L.P. 10/17/25. 

We think, however, that the sector

It might offer: 1. Long-term, relatively predictable, govern-

ment-financed revenues. 2. High economies of scale through 

capacity expansion with high operational leverage due to 

high fixed costs. 3. Potentially higher expected profit growth 

for several years. If the sector is valued based on assumed 

profits over the next three to five years, its valuation premium 

quickly melts away again.  

These forecasts are based on the following assumptions: Eu-

rope's defense spending will rise from the current 2% of 

gross domestic product (GDP) to 3% by 2030,2 with the pro-

spect of rising to 3-4% of GDP. At the same time, spending 

on equipment is currently falling in relation to spending on 

manpower. According to the International Institute for Stra-

tegic Studies (IISS),3 around half of the spending is expected 

to benefit European suppliers, politicians 

want to strengthen.   

As the war in Ukraine shows, warfare technology and tactics 

are changing rapidly. This calls for a selective approach, as 

not all companies are equally prepared for this challenge. It 

also requires considering the entire value chain and related 

industries, such as aircraft and cybersecurity. Nevertheless, 

we believe that the defense sector is likely to remain buoyant 

as long as Europe feel safe.  
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Footnotes 
 
1 Bloomberg Europe Defense Index 
2  but by how much? March 25, 2025. According to the European Com-

mission, Preserving Peace - October 16, 2025, to reach the new core defence spending target 

of 3.5% GDP by 2035 (not including spending for protection of critical infrastructure) would require sustained expenditure in the next dec-

ade of at least additional EUR 288 billion each year. This, in turn, is in the same ballpark of the annual investment budget for AI infrastruc-

ture of the four major hyperscalers Meta, Alphabet, Amazon, and Microsoft alone (CNBC, 

February 8, 2025). 
3 24 

 

 

 

Glossary 
Artificial intelligence is the theory and development of computer systems able to perform tasks normally requiring human intelligence 

The Bloomberg Europe Defense Index tracks the performance of European defense companies that are focusing on developing new tech-

nologies to keep pace with advancements and changing threats. The Index includes companies in Modern Global Defense ecosystem from 

Bloomberg Intelligence (BI) and Aerospace & Defense sector according to Bloomberg Industry Classification Standard 

Economies of scale are the cost advantages that enterprises obtain due to their scale of operation 

The gross domestic product (GDP) is the monetary value of all the finished goods and services produced within a country's borders in a 

specific time period. 

Hyperscalers are large cloud service providers, which can provide services such as computing and storage at enterprise scale. 

The Iron Curtain was the political and physical boundary that divided Europe from the end of World War II in 1945 until the end of the Cold 

War in 1991. 

NATO is a Western military alliance with currently 30 member states 

The Stoxx Europe 600 is an index representing the performance of 600 listed companies across 18 European countries. 

The price-to-earnings (P/E) ratio compares a company's current share price to its earnings per share. 

Valuation attempts to quantify the attractiveness of an asset, for example through looking at a firm's stock price in relation to its earnings. 

A valuation premium is the excess a buyer is willing to pay for one asset relative to other assets. 

 

 

Important information  EMEA, APAC, LATAM & MENA 
 
DWS is the brand name of DWS Group GmbH & Co. KGaA and its subsidiaries under which they do business. The DWS legal entities offering 
products or services are specified in the relevant documentation. DWS, through DWS Group GmbH & Co. KGaA, its affiliated companies and 

 
 
This document is for information/discussion purposes only and does not constitute an offer, recommendation or solicitation to conclude a 
transaction and should not be treated as investment advice. 
 
This document is intended to be a marketing communication, not a financial analysis. Accordingly, it may not comply with legal obligations 
requiring the impartiality of financial analysis or prohibiting trading prior to the publication of a financial analysis. 
 
This document contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, 
projections, opinions, models and hypothetical performance analysis. No representation or warranty is made by DWS as to the reasonable-
ness or completeness of such forward looking statements. Past performance is no guarantee of future results. 
 
The information contained in this document is obtained from sources believed to be reliable. DWS does not guarantee the accuracy, com-
pleteness or fairness of such information. All third-party data is copyrighted by and proprietary to the provider. DWS has no obligation to 
update, modify or amend this document or to otherwise notify the recipient in the event that any matter stated herein, or any opinion, 
projection, forecast or estimate set forth herein, changes or subsequently becomes inaccurate. 
 
Investments are subject to various risks. Detailed information on risks is contained in the relevant offering documents. 
 
No liability for any error or omission is accepted by DWS. Opinions and estimates may be changed without notice and involve a number of 
assumptions which may not prove valid. 
 
DWS does not give taxation or legal advice.  
 

 
 
This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in 
any locality, state, country or other jurisdiction, including the United States, where such distribution, publication, availability or use would 
be contrary to law or regulation or which would subject DWS to any registration or licensing requirement within such jurisdiction not cur-
rently met within such jurisdiction. Persons into whose possession this document may come are required to inform themselves of, and to 
observe, such restrictions. 
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© 2025 DWS Investment GmbH 
 
Issued in the UK by DWS Investments UK Limited which is authorised and regulated in the UK by the Financial Conduct Authority. 
© 2025 DWS Investments UK Limited 
 
In Hong Kong, this document is issued by DWS Investments Hong Kong Limited. The content of this document has not been reviewed by 
the Securities and Futures Commission. 
© 2025 DWS Investments Hong Kong Limited 
 
In Singapore, this document is issued by DWS Investments Singapore Limited. The content of this document has not been reviewed by the 
Monetary Authority of Singapore. 
© 2025 DWS Investments Singapore Limited 
 
In Australia, this document is issued by DWS Investments Australia Limited (ABN: 52 074 599 401) (AFSL 499640). The content of this 
document has not been reviewed by the Australian Securities and Investments Commission. 
© 2025 DWS Investments Australia Limited 
 
For institutional / professional investors in Taiwan: 
This document is distributed to professional investors only and not others. Investing involves risk. The value of an investment and the income 
from it will fluctuate and investors may not get back the principal invested. Past performance is not indicative of future performance. This is 
a marketing communication. It is for informational purposes only. This document does not constitute investment advice or a recommenda-
tion to buy, sell or hold any security and shall not be deemed an offer to sell or a solicitation of an offer to buy any security. The views and 
opinions expressed herein, which are subject to change without notice, are those of the issuer or its affiliated companies at the time of 
publication. Certain data used are derived from various sources believed to be reliable, but the accuracy or completeness of the data is not 
guaranteed and no liability is assumed for any direct or consequential losses arising from their use. The duplication, publication, extraction 
or transmission of the contents, irrespective of the form, is not permitted. 

as of 10/20/25; 107864_1 (10/2025) 
 

Important information  North America 
 
The brand DWS represents DWS Group GmbH & Co. KGaA and any of its subsidiaries, such as DWS Distributors, Inc., which offers investment 
products, or DWS Investment Management Americas Inc. and RREEF America L.L.C., which offer advisory services. 
 
Companies involved in artificial intelligence and big data face intense competition, may have limited product lines, markets, financial re-
sources and personnel. Artificial intelligence and big data companies are also subject to risks of new technologies and are heavily dependent 
on patents and intellectual property rights and the products of these companies may face obsolescence due to rapid technological develop-
ments. Any mentions of specific properties or securities are for illustrative purposes only and should not be considered a recommendation. 
 
This document has been prepared without consideration of the investment needs, objectives or financial circumstances of any investor. 
Before making an investment decision, investors need to consider, with or without the assistance of an investment adviser, whether the 
investments and strategies described or provided by DWS, are appropriate, in light of their particular investment needs, objectives and 
financial circumstances. Furthermore, this document is for information/discussion purposes only and does not and is not intended to con-
stitute an offer, recommendation or solicitation to conclude a transaction or the basis for any contract to purchase or sell any security, or 
other instrument, or for DWS to enter into or arrange any type of transaction as a consequence of any information contained herein and 
should not be treated as giving investment advice. DWS, including its subsidiaries and affiliates, does not provide legal, tax or accounting 
advice. This communication was prepared solely in connection with the promotion or marketing, to the extent permitted by applicable law, 
of the transaction or matter addressed herein, and was not intended or written to be used, and cannot be relied upon, by any taxpayer for 
the purposes of avoiding any U.S. federal tax penalties. The recipient of this communication should seek advice from an independent tax 
advisor regarding any tax matters addressed herein based on its particular circumstances. Investments with DWS are not guaranteed, unless 
specified. Although information in this document has been obtained from sources believed to be reliable, we do not guarantee its accuracy, 
completeness or fairness, and it should not be relied upon as such. All opinions and estimates herein, including forecast returns, reflect our 
judgment on the date of this report, are subject to change without notice and involve a number of assumptions which may not prove valid. 
 
Investments are subject to various risks, including market fluctuations, regulatory change, counterparty risk, possible delays in repayment 
and loss of income and principal invested. The value of investments can fall as well as rise and you may not recover the amount originally 
invested at any point in time. Further-more, substantial fluctuations of the value of the investment are possible even over short periods of 
time. Further, investment in international markets can be affected by a host of factors, including political or social conditions, diplomatic 
relations, limitations or removal of funds or assets or imposition of (or change in) exchange control or tax regulations in such markets. 
Additionally, investments denominated in an alternative currency will be subject to currency risk, changes in exchange rates which may have 
an adverse effect on the value, price or income of the investment. This document does not identify all the risks (direct and indirect) or other 
considerations which might be material to you when entering into a transaction. The terms of an investment may be exclusively subject to 
the detailed provisions, including risk considerations, contained in the Offering Documents. When making an investment decision, you should 
rely on the final documentation relating to the investment and not the summary contained in this document. 
 
This publication contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, 
projections, opinions, models and hypothetical performance analysis. The forward looking statements expressed constitut
judgment as of the date of this mate-rial. Forward looking statements involve significant elements of subjective judgments and analyses and 
changes thereto and/or consideration of different or additional factors could have a material impact on the results indicated. Therefore, 
actual results may vary, perhaps materially, from the results contained herein. No representation or warranty is made by DWS as to the 
reasonableness or completeness of such forward looking statements or to any other financial information contained herein. We assume no 
responsibility to advise the recipients of this document with regard to changes in our views. 
 
No assurance can be given that any investment described herein would yield favorable investment results or that the investment objectives 
will be achieved. Opinions expressed herein may differ from the opinions expressed by departments or other divisions or affiliates of DWS. 
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This document may not be reproduced or circulated without our written authority. The manner of circulation and distribution of this docu-
ment may be restricted by law or regulation in certain countries. This document is not directed to, or intended for distribution to or use by, 
any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, including the United States, 
where such distribution, publication, availability or use would be contrary to law or regulation or which would subject DWS to any registration 
or licensing requirement within such jurisdiction not currently met within such jurisdiction. Persons into whose possession this document 
may come are required to inform themselves of, and to observe, such restrictions. 
 
Past performance is no guarantee of future results; nothing contained herein shall constitute any representation or warranty as to future 

berg) are copyrighted 
by and proprietary to the provider. 
 
For Investors in Canada: No securities commission or similar authority in Canada has reviewed or in any way passed upon this document or 
the merits of the securities described herein and any representation to the contrary is an offence. This document is intended for discussion 
purposes only and does not create any legally binding obligations on the part of DWS Group. Without limitation, this document does not 
constitute an offer, an invitation to offer or a recommendation to enter into any transaction. When making an investment decision, you 
should rely solely on the final documentation relating to the transaction you are considering, and not the information contained herein. DWS 
Group is not acting as your financial adviser or in any other fiduciary capacity with respect to any transaction presented to you. Any trans-
action(s) or products(s) mentioned herein may not be appropriate for all investors and before entering into any transaction you should take 
steps to ensure that you fully understand such transaction(s) and have made an independent assessment of the appropriateness of the 
transaction(s) in the light of your own objectives and circumstances, including the possible risks and benefits of entering into such transac-
tion. You should also consider seeking advice from your own advisers in making this assessment. If you decide to enter into a transaction 
with DWS Group you do so in reliance on your own judgment. The information contained in this document is based on material we believe 
to be reliable; however, we do not represent that it is accurate, current, complete, or error free. Assumptions, estimates and opinions con-
tained in this document constitute our judgment as of the date of the document and are subject to change without notice. Any projections 
are based on a number of assumptions as to market conditions and there can be no guarantee that any projected results will be achieved. 
Past performance is not a guarantee of future results. The distribution of this document and availability of these products and services in 
certain jurisdictions may be restricted by law. You may not distribute this document, in whole or in part, without our express written permis-
sion. 
 
For investors in Bermuda: This is not an offering of securities or interests in any product. Such securities may be offered or sold in Bermuda 
only in compliance with the provisions of the Investment Business Act of 2003 of Bermuda which regulates the sale of securities in Bermuda. 
Additionally, non-Bermudian persons (including companies) may not carry on or engage in any trade or business in Bermuda unless such 
persons are permitted to do so under applicable Bermuda legislation.    
 
© 2025 DWS Investment GmbH, Mainzer Landstraße 11-17, 60329 Frankfurt am Main, Germany.  
All rights reserved. 
 

as of 10/20/25; 107865_1 (10/2025) 
 


