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Report: The Paradigm Shift in EU Defence Spending (Q1 
2026) 

 

Executive Summary 
As of the first quarter of 2026, the European Union’s defence landscape has transitioned from 
"emergency reaction" to "structural militarization." Driven by the prolonged conflict in 
Ukraine and a fundamental rupture in the transatlantic security architecture, collective EU 
defence spending is projected to reach €392 billion by the end of 2025/2026, representing 
approximately 2.1% of the bloc's GDP. This report details the shift from fragmented 
national procurement toward integrated European industrial readiness, the rise of the "3.5% 
Target," and the fiscal innovations—such as the SAFE loan facility—that are financing this 
rearmament. 

 

1. Macro-Trends: From 2% to 3.5% 
For over a decade, the "2% of GDP" benchmark was a political ceiling that many EU 
members struggled to reach. In Q1 2026, it is now viewed as the functional floor. Following 
the June 2025 NATO Summit, a new core defence spending target of 3.5% of GDP by 2035 
has been established, requiring an additional €288 billion in annual expenditure across the 
decade. 

Key Spending Metrics (2021–2026 Projection) 

Year Total EU Defence 
Spending 

% of GDP 
(Avg) 

Investment 
(Procurement/R&D) 

2021 €218 Billion 1.3% €52 Billion 

2024 €343 Billion 1.9% €106 Billion 

2025/26 
(Est) 

€392 Billion 2.1% €130+ Billion 

The most significant shift is not just the volume of cash, but its composition. Investment in 
new equipment and R&D now accounts for over 33% of total spending, a historic high 
compared to the personnel-heavy budgets of the 2010s. 



| SAMUEL ELLIOT CONSULTING 

 

2. Geopolitical Divergence and the "Frontline" Effect 
Spending is not uniform across the bloc; it is heavily dictated by proximity to the Russian 
Federation and available fiscal space. 

●​ The Eastern Flank: Poland remains the regional leader, with its 2026 budget 
trajectory aiming for 4.7% of GDP. Estonia and the Baltic states have similarly 
moved toward a "Total Defence" model, with Estonia targeting 5% of GDP. 

●​ The "Big Three" Reorientation: 
○​ Germany: The Sondervermögen (special fund) is nearly exhausted, leading to 

a permanent hike in the core budget to €83 billion for 2026. A historic shift in 
March 2025 now exempts defence spending beyond 1% of GDP from national 
debt limits. 

○​ France: Transitioning toward a "war economy" model, France is pushing for 
3.5% of GDP, focusing on high-end strategic enablers (nuclear modernization 
and space). 

○​ Italy: After years of stagnation, Italy is on track to double its 2022 spending 
levels by the end of 2026 to meet the 2% threshold. 

 

3. The European Defence Industry Programme (EDIP) 
Q1 2026 marks the operational launch of the European Defence Industry Programme 
(EDIP). This regulation bridges the gap between emergency measures (like ASAP and 
EDIRPA) and long-term readiness. 

Core Pillars of EDIP: 
1.​ Financial Support: A €1.5 billion budget for 2026–2027 to incentivize common 

procurement. 
2.​ The 70/35 Rule: To qualify for EU funding, projects must ensure at least 70% of 

components are sourced from the EU or associated countries, limiting foreign 
(non-EU) input to 35%. 

3.​ SEAP (Structure for European Armament Programme): A new legal framework 
to simplify joint VAT-exempt procurement for Member States. 

Note: Despite these efforts, as of early 2026, nearly 50% of equipment is still 
procured from non-EU suppliers (primarily the U.S. and South Korea), 
highlighting the ongoing struggle for "Strategic Autonomy." 

 

4. Innovative Financing: SAFE and the Stability Pact 
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To prevent a debt crisis while rearming, the EU has activated two major fiscal levers: 

●​ The SAFE Instrument (Security Action for Europe): A €150 billion loan facility. 
Similar to the pandemic-era SURE program, it provides Member States with 
low-interest, long-term loans specifically for joint ammunition and missile defense 
procurement. 

●​ The National Escape Clause: The European Commission has allowed a "derogation" 
from the Stability and Growth Pact. Member States can now run higher deficits if the 
excess is directly attributed to verified defence investments (up to 1.5% of GDP). 

 

5. Industrial Challenges and Ammunition Production 
The EU's industrial base (EDTIB) is currently "overheated." Ammunition production 
capacity has soared from 300,000 rounds per year in 2022 to over 2 million rounds by the 
start of 2026. However, bottlenecks remain in: 

●​ Nitrocellulose and Raw Materials: Supply chains for explosives remain vulnerable 
to external shocks. 

●​ Skilled Labour: The industry requires an additional 200,000 specialized workers to 
meet current production orders. 

 

6. Strategic Flagships for 2026 
Under the Defence Readiness 2030 Roadmap, EU funding is now being steered toward four 
"Flagship" projects: 

1.​ The European Sky Shield Initiative (ESSI): Integrated air and missile defence. 
2.​ Eastern Flank Watch: Advanced land-border surveillance and "smart" fortifications. 
3.​ The Space Shield: Protecting satellite constellations and orbital assets. 
4.​ Drone Defence: A unified bloc-wide anti-UAV system. 

 

Conclusion 
The shifting dynamics of Q1 2026 reveal a European Union that has finally accepted defence 
as a permanent "common good" rather than a national luxury. While the fiscal burden is 
significant—projected to impact GDP growth by 0.1 percentage points per year due to debt 
issuance—the move toward common procurement and the "3.5% Target" indicates a 
permanent realignment. The challenge for the remainder of 2026 will be ensuring that 
increased spending translates into operational readiness rather than further market 
fragmentation. 
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