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Key Takeaways
e 2026 is about execution: capacity expansion and supply-chain depth will matter as much as budgets.
e Ceasefire headlines may drive volatility, but the underlying rearmament cycle remains intact.

e IPO momentum and industrial conversion broaden the opportunity set beyond the large primes into
enablers.

e US capital-return curbs tilt relative appeal toward Europe and could reshape global sector leadership.

e Related Products WisdomTree Europe Defence UCITS ETF - EUR Acc, WisdomTree STOXX Europe
Aerospace & Defence 3x Daily Leveraged Find out more

European defence stocks went through a meaningful change in 2025. Order backlogs and budget
commitments continued to rise but the market became more selective. Performance wasn't linear. Through
2025, European defence stocks periodically softened as markets flirted with the idea of a ceasefire,
particularly into the summer and ahead of the Alaska summit. When those expectations failed to translate
into a durable shift on the ground, the sector regained support. A subsequent wave of ceasefire hopes
created another temporary pause but again proved fleeting relative to Europe’s longer-term rearmament
trajectory.

2025 recap: from rearmament narrative to delivery reality
Stepping back, three features defined European defence in 2025:

*  Geopolitics became persistent, not event driven. Even when headlines hinted at progress, investors
increasingly treated defence demand as structurally political. Europe’s security posture is being reset
across multiple fronts, and the rearmament agenda is now embedded in multi-year plans rather than
dependent on any single event.

e The bottleneck moved to capacity. Ammunition, air defence, drones, electronic warfare, spares and
maintenance all share the same issue: demand can surge faster than industrial throughput. As 2025
progressed, the market cared less about who might benefit in theory and more about who could expand
production lines, secure components and ship product contracted programmes.
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e Leadership narrowed toward the core champions. Returns were increasingly concentrated in the large
primes and scaled suppliers. Smaller more specialised names had a harder time holding investor
attention unless they could show clear order visibility and operating leverage.

Drivers of performance of European defence in 2025

To put some numbers around that concentration, it is helpful to look at the WisdomTree Europe Defence
UCITS ETF (Ticker: WDEF), which focuses on European companies that derive a meaningful share of
revenues from the defence sector.

Figure 1: Top 10 contributors in WisdomTree Europe Defence UCITS ETF

Source: FactSet, WisdomTree as of 31 December 2025. Please note: CTR is contribution to return. You
cannot invest directly in an index. Historical performance is not an indication of future performance, and
any investments may go down in value.

In 2025, performance was driven overwhelmingly by the large prime contractors and munitions suppliers.
Rheinmetall AG was the single largest contributor, benefitting from sustained demand for ammunition,
armoured vehicles and artillery systems as European countries replenished stockpiles. Leonardo SpA and
Saab AB also added strongly, supported by healthy order intake across helicopters, fighter aircraft and mis-
sile systems. Thales and BAE Systems contributed meaningfully as spending on command-and-control,
radars, communications and naval programmes remained robust. Rolls-Royce and Safran, through their
exposure to military engines and aerospace systems, added further to returns, while RENK Group, Airbus
and HENSOLDT rounded out the list of top contributors. Together, the top ten contributors represented
around 83% of average portfolio weight and delivered more than 70% of the strategy’s total return for the
year.

2026 catalysts: what could move the sector next

The 2026 setup is not just more of the same. Several catalysts can shape how investors price risk, duration
and relative winners.

Peace efforts stall again: the higher for longer case gets reinforced

A key near-term catalyst is the market's repeated reassessment of whether the Ukraine war is nearing an
endpoint. Recent commentary has highlighted stalled or derailed peace efforts, with investors again being
pushed back toward the view that elevated budgets and replenishment are multi-year rather than transitory.

Greenland and the Arctic: a new strategic focus that reinforces Europe’s
sovereignty push

Greenland is not just a political headline. US President Donald Trump said he would refrain from imposing
tariffs on goods from European nations opposing his effort to take possession of Greenland following a
“framework of a future deal” that was reachedl. While the Greenland crisis may be defused for now, the
famously mercurial president could spark tensions again in the future.
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The Greenland/Arctic angle points to incremental investment needs in Intelligence Surveillance and
Reconnaissance (ISR), air and missile defence, naval capability, secure communications and equipment
that can operate in harsh environments. More broadly, recent geopolitical events and the US administration
policies reinforce the need for Europe to take more responsibility for its own sovereignty and reduce its
security dependencies. In that context, a credible base case is that Europe continues moving toward
defence spending closer to 3% of GDP by 2030 with higher budgets feeding through into order momentum
and over time upside to earnings expectations.

Trump’s capital return crackdown: a new relative advantage for Europe

This is the catalyst that can drive relative performance, not just absolute demand. Trump has moved
beyond rhetoric and announced measures to block dividends and buybacks for US defence contractors
until weapons production accelerates, while also attacking ‘exorbitant’ CEO pay and demanding investment
in new plants. The implication is a more hostile governance and capital return environment for US primes,
potentially pressuring free cash flow visibility, payout ratios and valuation multiples. For Europe, the
read-across is second order but important: European contractors generally retain more capital allocation
flexibility, and the political tone is more constructive around rearmament and strategic autonomy.

IPOs and listings: CSG’s debut shows how strong the bid is for defence
exposure

If 2025 was about repricing defence as a structural theme, early 2026 is showing how quickly capital
markets can reinforce it. The standout example was Czechoslovak Group (CSG), the Prague based
armoured vehicle and munitions maker, which listed in Amsterdam at an issue price of €25 and an implied
€25bn market capitalisation2. The stocks surged in its debut session, trading well above the offer price,
an opening move that speaks to both scarcity of ‘pure-play’ defence equity and the urgency investors are
attaching to Europe’s rearmament cycle2.

Just as important was the depth of demand. Reports indicated order of more than US$60bn, around 14x the
deal size, with a meaningful share of investors receiving no allocation, despite heavyweight cornerstone
participation3. That matters for the broader sector because it signals that IPOs are a financing mechanism
for the industrial phase of this cycle: funding capacity, inventory, tooling, M&A and working capital to meet
multi-year order books. In practical terms, more listings should broaden the opportunity set beyond the
primes into the enabling layer (munitions, drones, sensors, secure comms, components).

Industrial conversion: Europe’s hidden advantage in scaling output

One of the most underappreciated levers for Europe is industrial conversion, using the continent’s civilian
manufacturing base to expand defence capacity faster than the primes can do alone. Renault moving
into drone production for Ukraine is one clear signal of this crossover4. The bigger point is that Europe’s
strength is industrial depth: automotive engineering and high-volume assembly, precision machining and
machine tools, advanced materials, robotics and automation, and quality control disciplines that transfer
well into defence manufacturing.
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You can see the conversion trend in several forms:
e Civilian electronics and telecom supply chains being redirected toward secure comms and sensors.

e Aerospace and automotive suppliers pivoting into propulsion components, wiring, actuators and
composites.

e Heavy industrials and specialised manufacturers scaling outputs like armour, castings and forgings.
e Chemical and materials capability being pulled into energetics and propellant-related bottlenecks.

If this accelerates, it eases constraints faster than relying purely on greenfield expansion by primes, and
it strengthens the political narrative that rearmament can be delivered domestically, which increasingly
shapes contract flow.

Conclusion

Europe’s defence equity story is maturing. The question is no longer whether budgets rise, it's how
effectively industry converts policy intent into delivered capability. The 2025 pattern of ceasefire-driven
pullbacks followed by renewed buying reinforced that this is a structurally political demand signal, not a
short-term trade. In 2026, catalysts like Arctic risk, a deeper IPO pipeline, and US pressure on contractor
capital returns should keep attention on Europe’s scaled champions, while widening the opportunity set
into enablers and adjacent industrials. For investors, the next leg is about underwriting execution: capacity
additions, supply chain resilience, and who can translate backlog into cash flow as Europe pushes toward
a more sovereign defence posture.

1 Bloomberg as of 22 January 2026

2 Euronext as of 23 January 2026

3 The Edge Singapore as of 23 January 2026
4 Financial Times as of 20 January 2026
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Important Risks Related to this Article

IMPORTANT INFORMATION

Marketing communications issued in the European Economic Area (“EEA”): This document has
been issued and approved by WisdomTree Ireland Limited, which is authorised and regulated by the
Central Bank of Ireland.

Marketing communications issued in jurisdictions outside of the EEA: This document has been
issued and approved by WisdomTree UK Limited, which is authorised and regulated by the United Kingdom
Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as “WisdomTree” (as
applicable). Our Conflicts of Interest Policy and Inventory are available on request.

This marketing communication has been prepared for professional investors, but the WisdomTree products
set out in this document may be available in some jurisdictions to any investors, subject to applicable laws
and regulations. As the product may not be authorised or its oering may be restricted in your jurisdiction, it
is the responsibility of every person or entity to satisfy themselves as to the full observance of the laws and
regulations of the relevant jurisdiction. Prior to any application investors are advised to take all necessary
legal, regulatory, tax and investment advice on the suitability and consequences of an investment in the
products. Past performance is not a reliable indicator of future performance. Any historical performance
included in this document may be based on back testing. Back testing is the process of evaluating an
investment strategy by applying it to historical data to simulate what the performance of such strategy
would have been. Back tested performance is purely hypothetical and is provided in this document solely
for informational purposes. Back tested data does not represent actual performance and should not be
interpreted as an indication of actual or future performance. The value of any investment may be aected
by exchange rate movements. Any decision to invest should be based on the information contained in the
appropriate prospectus and aer seeking independent investment, tax and legal advice. These products
may not be available in your market or suitable for you. The content of this document does not constitute
investment advice nor an oer for sale nor a solicitation of an oer to buy any product or make any investment.

An investment in exchange-traded products (“ETPs”) is dependent on the performance of the underlying
index, less costs, but it is not expected to match that performance precisely. ETPs involve numerous risks
including among others, general market risks relating to the relevant underlying index, credit risks on

the provider of index swaps utilised in the ETP, exchange rate risks, interest rate risks, inflationary risks,
liquidity risks and legal and regulatory risks.

The information contained in this document is not, and under no circumstances is to be construed as, an
advertisement or any other step in furtherance of a public oering of shares in the United States or any
province or territory thereof, where none of the issuers or their products are authorised or registered for
distribution and where no prospectus of any of the issuers has been filed with any securities commission
or regulatory authority. No document or information in this document should be taken, transmitted or
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distributed (directly or indirectly) into the United States. None of the issuers, nor any securities issued
by them, have been or will be registered under the United States Securities Act of 1933 or the Investment
Company Act of 1940 or qualified under any applicable state securities statutes.

This document may contain independent market commentary prepared by WisdomTree based on publicly
available information. Although WisdomTree endeavours to ensure the accuracy of the content in this
document, WisdomTree does not warrant or guarantee its accuracy or correctness. Any third party data
providers used to source the information in this document make no warranties or representation of any
kind relating to such data. Where WisdomTree has expressed its own opinions related to product or market
activity, these views may change. Neither WisdomTree, nor any ailiate, nor any of their respective oicers,
directors, partners, or employees accepts any liability whatsoever for any direct or consequential loss
arising from any use of this document or its contents.

This document may contain forward looking statements including statements regarding our belief or
current expectations with regards to the performance of certain assets classes and/or sectors. Forward
looking statements are subject to certain risks, uncertainties and assumptions. There can be no assurance
that such statements will be accurate and actual results could dier materially from those anticipated

in such statements. WisdomTree strongly recommends that you do not place undue reliance on these
forward-looking statements.

WisdomTree Issuer ICAV

The products discussed in this document are issued by WisdomTree Issuer ICAV (“WT Issuer”). WT Issuer
is an umbrella investment company with variable capital having segregated liability between its funds
organised under the laws of Ireland as an Irish Collective Asset-management Vehicle and authorised by
the Central Bank of Ireland (“CBI”). WT Issuer is organised as an Undertaking for Collective Investment
in Transferable Securities (“UCITS”) under the laws of Ireland and shall issue a separate class of shares
("Shares”) representing each fund.

The Fund is described in a Key Information Document (KID) or Key Investor Information Document (KIID)
for UK investors, and the prospectus of WT Issuer (“WT Prospectus”). A copy of the WT Prospectus and the
KID / KIID is available, for EEA/UK only, in English at www.wisdomtree.eu. Where required under national
rules, the KID will also be available in the local language of the relevant EEA Member State. Investors
should read the WT Prospectus before investing and should refer to the section of the WT Prospectus
entitled »Risk Factors¥ for further details of risks associated with an investment in the Shares.

The summary of investor rights associated with an investment in the fund is available in English on Wis-
domTree Europevass website. WisdomTree Management Limited may decide to terminate the arrangements
made for the marketing of its collective investment undertakings. In such circumstances, shareholders in
the aected EEA Member State will be notified of this decision and will be provided with the opportunity to
redeem their shareholding in the fund free of any charges or deductions for at least 30 working days from
the date of such natification.
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For Investors in Switzerland:
This document constitutes an advertisement of the financial product(s) mentioned herein.

The prospectus (in English only) and the key investor information documents (KID) (in German, French
and Italian) are available from WisdomTreeVas websitdittps://www.wisdomtree.eu/en-ch/resource-li-
brary/prospectus-and-regulatory-reports

For WisdomTree UCITS products only: the representative and paying agent of the ETPs in Switzerland
is Société Générale Paris, Zurich Branch, Talacker 50, PO Box 5070, 8021 Zurich, Switzerland. The
prospectus, the key investor information documents (KIID), the articles of association and the annual and
semi-annual reports of the sub-funds are available free of charge from the representative and paying agent.
As regards distribution in Switzerland, the place of jurisdiction and performance is at the registered seat
of the representative and paying agent. Some of the sub-funds referred to in this document may not have
been registered with the Swiss Financial Market Supervisory Authority (“FINMA”). In Switzerland, such
sub-funds that have not been registered with FINMA may only be available to Qualified Investors.

For Investors in France:

The information in this document is intended exclusively for professional investors (as defined under the
MiFID) investing for their own account and this material may not in any way be distributed to the public.
The distribution of the Prospectus and the oering, sale and delivery of Shares in other jurisdictions may
be restricted by law. WT Issuer is a UCITS governed by Irish legislation, and approved by the Financial
Regulatory as UCITS compliant with European regulations although may not have to comply with the
same rules as those applicable to a similar product approved in France. The Fund has been registered
for marketing in France by the Financial Markets Authority (Autorité des Marchés Financiers) and may be
distributed to investors in France. Copies of all documents (i.e. the Prospectus, the Key Investor Information
Document, any supplements or addenda thereto, the latest annual reports and the memorandum of
incorporation and articles of association) are available in France, free of charge at the French centralizing
agent, Societe Generale at 29, Boulevard Haussmann, 75009, Paris, France. Any subscription for Shares
of the Fund will be made on the basis of the terms of the prospectus and any supplements or addenda
thereto.

For Investors in Malta: This document does not constitute or form part of any oer or invitation to the public
to subscribe for or purchase shares in the Fund and shall not be construed as such and no person other
than the person to whom this document has been addressed or delivered shall be eligible to subscribe for
or purchase shares in the Fund. Shares in the

Fund will not in any event be marketed to the public in Malta without the prior authorisation of the Maltese
Financial Services Authority.
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