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WHAT COULD THE ARMINIUS ORDER MEAN FOR GERMAN LAND DEFENSE?

German land defense stocks, including the prime contractor Rheinmetall and one of its suppliers, Renk, reached a peak in
early October 2025. The shares since experienced several periods of decline associated with Ukraine peace discussions,
followed by partial recoveries. These included discussions surrounding a potential Budapest summit in mid-October, the
28-point peace draft in mid-November, and the Abu Dhabi trilateral talks that commenced in the final week of January
2026. Despite an initial positive price reaction, the shares came under additional pressure following the onset of the Iran
conflict in early March. In addition, Rheinmetall's shares were burdened by execution delays that surfaced in early May.

We do not believe the share declines associated with the Ukraine peace discussions were driven primarily by concerns
over a potential reduction in equipment and ammunition demand in Ukraine. Instead, we believe they reflected broader
concerns regarding commitment to the new defense spending targets laid out at the NATO summit in The Hague in
June 2025. We do not believe these concerns are justified, as European rearmament is intended for deterrence rather
than active conflict. As we explain in this note (see p.4), evidence from NATO's three largest members over the past
year suggests that defense spending is more likely to exceed than fall short of our working assumptions.

Exhibit 1 German Land Defense Share Price Trend Since October 2025

2 Oct =100
110 1
100 Iran Conflict Begins
90 - 90
70 A
Budapest
Summit 61
Discussion 59
50 28-point Peace Plan Proposal Abu Dhabi Trilateral Talks
Oct 25 Dec 25 Feb 26 Apr 26 Jun 26

——— RHM share price ———— R3NK STOXX Europe Targeted Defence Index
Sources: LSEG

The share price reactions associated with the onset of the Iran conflict did not occur uniformly across the sector. Instead,
price reactions depended on the degree of product overlap with weaponry showcased in the Iran conflict. This means that
shares with a product mix geared towards the air domain (particularly drones, missiles) and air defense fared better than
those with portfolios geared towards the land domain. As an example, German Hensoldt actually saw its shares advance
over this period. While we agree that the conflict underpinned the rising urgency of, e.g., air defense, we disagree with
the extent of derating in land defense stocks, especially in the case of a multi-domain prime contractor such as Rheinmetall.

We believe that European rearmament will feature both conventional weaponry, including land-based systems,
and more recent developments such as drones and anti-drone air defense. As we also explain in this note (see
p.5), a large portion of the envisaged equipment expenditure will be spent locally, meaning prime contractors
like Rheinmetall will naturally benefit regardless of the eventual allocation of specific program awards. That
said, we appreciate that German land defense is now a prove-it story. We therefore expect large conventional
land defense orders, including the so-called Arminius order, to act as catalysts for the shares.

Project Arminius is what the German military calls its large-scale Boxer armored vehicle program, representing
Rheinmetall's single biggest contract opportunity in the pipeline. The total potential for Rheinmetall from the
program amounts to approximately €38bn, with an initial fixed order tranche of around €12.5bn expected to be
placed in H2-26 (timeline updated in Q1), accompanied by down payments of 20-30%. The program covers a
wide range of Boxer variants, from the Schakal infantry vehicle to air-defense and surface-to-air missile
configurations, and is expected to run at least through 2035, with discussions extending as far as 2040.
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Exhibit 2 Project Arminius Overview
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While Arminius is the largest vehicle order from Germany, we also expect Rheinmetall to receive other orders including
for logistics trucks and ammunition. Overall, management guides for roughly €80bn of orders in 2026 (FY-25: €26.5bn),
lifting backlog to €135bn (Q4-25: €64bn). Of this, €67bn stems from Germany, at least another €10bn is expected from
Europe (Italy, Romania, SAFE financing), and €3bn from Ukraine. We also note recent reports indicating that Germany
has agreed to take a 40% stake in Rheinmetall peer KNDS as part of its planned IPO in summer 2026. Taken together,
we disagree with Mr. Market and consider the recent derating of German land defense stocks to be overdone.

Exhibit 3 Rheinmetall Guided Order Pipeline
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WHERE IS TOTAL EUROPEAN DEFENSE SPENDING HEADED?

European NATO members’ defense expenditure in the ten years before the invasion of Ukraine stood at around
1.5% on average as a share of GDP. At the time, NATO members were expected to allocate at least 2% of their
GDP to defense. That compares to circa 3.5% in the U.S., and 2.5% for NATO total, including the U.S. and
Canada. NATO Europe, after the invasion of Ukraine in 2022, already substantially increased defense
expenditure to about 2.0% as a share of GDP. In June of 2025, the NATO summit took place in The Hague,
Netherlands. At this event, NATO members committed to a new set of spending and capability targets.

NATO members made the commitment to invest 3.5% as a share of GDP by 2035 to resource core defense
requirements and to meet the NATO capability targets. In addition, they account for up to 1.5% as a share of
GDP for investments that are less specific, e.g. investments to protect critical infrastructure and strengthen the
defense industrial base. Overall, we estimate the European NATO members’ core defense expenditure in 2024
to be around $485bn. The three largest contributors are Germany with $95bn or around 20% of the total,
followed by the U.K. with $85bn and France with $65bn. That compares with around $935bn spent by the U.S.

Table 1 NATO Europe Core Defense Expenditure Outlook

(in $ billions) 2020-2030

Equipment expenditure 2024-30
2020 2024 2025 2026 2027 2028 2029 2030 CAGR|

Core expenditure $ 313 484 578 645 690 765 840 900 11%

Expenditure % GDP 1.7% 2.0% 2.3% 2.5% 2.6% 2.8% 2.9% 3.0%

Sources: NATO, Government Data and Gabelli Funds Estimates

We have updated our European NATO members’ core defense expenditure outlook based on statements made by
key nations since the NATO summit. We now estimate NATO Europe core expenditure to reach around 2.6% as a
share of GDP, or $690bn by 2027 and 3.0% or $900bn by 2030. Key driver of this absolute growth with around 30%
is Germany. This is explained by Germany’s firm commitment to lead NATO Europe spending and enabled by the
taking on of an unprecedented level of debt. Based on official government statements, we now expect German core
expenditure to reach 3.1% as a share of GDP by 2027 and 3.5% by 2029, i.e. 6 years ahead of the NATO targets.

Table 2 Germany Core Defense Expenditure Outlook

(in $ billions) 2020-2030

Core expenditure 2024-30
2020 2024 2025 2026 2027 2028 2029 2030 CAGR|

Germany $59 94 110 137 168 183 194 218 15%

Expenditure % GDP 1.5% 2.1% 2.4% 2.8% 3.1% 3.3% 3.5% 3.7%

Sources: NATO, Government Data and Gabelli Funds Estimates

Note, the U.S. is considering a further increase in defense spending, with the headline budget potentially rising from
roughly $1.0 trillion to $1.5 trillion. Germany, meanwhile, already increased its defense spending ambitions as recently
as May 2026 by around 17% for 2027 and 10% for 2028. As a result, it now aims to exceed NATO's core defense
spending target from 2030 onward, reaching 3.7% of GDP. The U.K. is also moving towards higher spending plans,
which currently envisage 3.0% sometime between 2029 and 2034. Taken together, developments among NATO's three
largest members suggest that total defense spending is more likely to exceed than fall short of our updated assumptions.
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HOW IS EUROPEAN TOTAL DEFENSE SPENDING BEING ALLOCATED?

Core defense expenditure can be divided into two main segments: equipment, which historically contributed around 20%
to NATO Europe total spend, and others. Others mainly includes personnel and expenses for operations and maintenance.
After the invasion of Ukraine, equipment expenditure has grown disproportionately strongly, to about 30% of the total.
This growth is best explained by a more rapid availability of equipment versus, e.g., the hiring and training of personnel.
The three largest equipment contributors are the U.K. with around $30bn, Germany with $28bn, and France with $18bn.
Overall, we estimate the total addressable European defense equipment market in 2024 to be around $155bn.

That $155bn compares to around $290bn in equipment expenditure in the U.S., which has consistently explained
close to around 30% of total U.S. defense expenditure over the past decade. While this 30% is likely a good guideline
for a NATO Europe equipment share normalization long-term, we continue to expect a higher equipment share short-
and medium-term in light of its more rapid availability. Based on conversations with industry participants, we
continue to model a 40-50% share of the incremental annual defense spend to be allocated to equipment. As a result,
we estimate NATO Europe equipment expenditure to grow at an around 15% CAGR to $340bn by 2030.

Table 3 NATO Europe Equipment Expenditure Outlook

(in $ billions) 2020-2030

Equipment expenditure 2024-30
2020 2024 2025 2026 2027 2028 2029 2030 CAGR

Core expenditure $313 484 578 645 690 765 840 900 11%

Expenditure % GDP 1.7% 2.0% 2.3% 2.5% 2.6% 2.8% 2.9% 3.0%

Expenditure increase yoy 94 68 45 75 75 60

x Equipment % increase 50% 50% 40% 40% 40% 40%

= Equipment expenditure increase yoy 45 35 20 30 30 25

Total equipment expenditure $70 155 200 235 255 285 315 340 14%

% Growth 29% 18% 9% 12% 11% 8%

% Core expenditure 22% 32% 35% 36% 37% 37% 38% 38%

Sources: NATO, Government Data and Gabelli Funds Estimates

With regard to NATO Europe’s capability targets (the details are highly classified), statements since the NATO
summit support our expectation of a growing emphasis on land-based operations, ammunition, and air defense. That
said, a key observation is that governments have consistently encouraged the participation of local industry in large
defense tenders to maximize local content and sovereignty. For example, Rheinmetall is cooperating with Leonardo
and Indra on the Italian and Spanish armored vehicle programs. This observation means that a large portion of the
envisaged equipment expenditure will be spent locally, regardless of the eventual allocation of program awards.
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AND WHO WAS ARMINIUS?

Arminius (Hermann in German), was a Germanic leader who led a coalition of Germanic tribes to victory against Rome
at the Battle of the Teutoburg Forestin 9 AD. In that engagement, three Roman legions commanded by Publius Quinctilius
Varus were annihilated in a coordinated ambush. The defeat had major long-term consequences for Roman expansion,
leading to the Empire’s strategic retreat from territories east of the Rhine and the abandonment of plans to fully incorporate
Germania. Many historians regard this battle as one of Rome’s most severe military defeats, and some consider it a
pivotal moment that shaped the course of European history by limiting Romanization in the Germanic regions.

Born into the ruling elite of the Cherusci, Arminius initially aligned himself with pro-Roman interests within
his tribe. He was educated in Latin, served in the Roman army, and was granted Roman citizenship along with
equestrian rank. During his military career, he distinguished himself in the Great Illyrian Revolt before being
assigned to assist the Roman governor Publius Quinctilius Varus in consolidating control over Germanic
territories. While acting in this role, he secretly organized resistance among Germanic tribes, ultimately
orchestrating the ambush that destroyed three Roman legions in the Teutoburg Forest.

Exhibit 4 Arminius Monument, Teutoburg Forest, Germany

Sources: ChatGPT
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FREQUENTLY ASKED QUESTIONS

Q: Why have German land defense stocks derated since October 2025?
A: The shares experienced several periods of decline associated with Ukraine peace discussions and came under
additional pressure following the onset of the Iran conflict in early March.

Q: What could the Arminius order mean for German land defense?
A: We consider the recent derating as overdone. We expect large conventional land defense orders, including the
so-called Arminius order, to act as catalysts for the shares.

Q: Will a peace in Ukraine soften the commitment to NATO spending targets?
A: We do not believe these concerns are justified, as European rearmament is intended for deterrence rather
than active conflict.

Q: Where is total European defense spending headed?
A: Evidence from NATO's three largest members over the past year suggests that defense spending is more likely to
exceed than fall short of our working assumptions.

Q: Do the Ukraine and Iran conflict mandate a shift in focus on new technologies?
A: We believe that European rearmament will feature both conventional weaponry, including land-based systems,
and more recent developments such as drones and anti-drone air defense.

Q: How is total European defense spending being allocated?

A: We expect a rising share of equipment expenditure, growing at a 2024-30 CAGR of roughly 15%. Statements since
the NATO summit support our expectation of a growing emphasis on land-based operations, ammunition, and air defense.
A large portion of the envisaged equipment expenditure will be spent locally, which means prime contractors like
Rheinmetall will naturally benefit regardless of the eventual allocation of specific program awards.

Q: Will governments enforce lower defense contractor margins?
A: European defense is a sellers’ market with a shortage of production capacity. We expect governments, in price
negotiations, to focus on equipment availability to meet capability targets.

Q: What is the Arminius program?
A: Project Arminius is what the German military calls its large-scale Boxer armored vehicle program, with a
workshare worth €38bn for Rheinmetall alone.

Q: And who was Arminius?

A: Arminius led a coalition of Germanic tribes to victory against Rome at the Battle of the Teutoburg Forest in 9
AD. Many historians regard this battle as one of Rome’s most severe military defeats, and some consider it a pivotal
moment that shaped the course of European history.



Table 4
(in $ millions)

Driver Analysis

Aerospace and Defense Valuation Drivers

2025-2030
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Market Cap Sales 2025-30 CAGR EV/ EBIT adj Margin
Today 2025 Sales EBIT 2027 2030 2030

Defense
Hensoldt $11,932 2,848 19% 22% 26.2x 12.9x 15%
Rheinmetall 64,855 11,527 34% 37% 15.2x 6.5x 21%
Saab AB 30,184 8,445 17% 21% 21.9x 14.1x 11%
Kongsberg 29,510 3,399 17% 22% 23.0x 19.9x 18%
RENK 5,688 1,585 18% 22% 16.6x 8.4x 20%
Leonardo 35,095 22,627 8% 13% 14.8x 10.5x 11%
Thales 54,883 25,687 7% 8% 15.1x 11.9x 13%
Dassault Aviation 26,273 8,620 13% 23% 13.6x 7.5x 13%
BAE Systems 80,575 41,189 8% 9% 16.2x 12.8x 12%
TKMS 5,546 2,518 13% 25% 19.3x 10.3x 8%
Average 15% 20% 18.2x 11.5x 14%
Civil Aerospace
Airbus $ 155,824 85,182 10% 14% 14.9x 10.0x 12%
Rolls-Royce 140,341 26,949 10% 14% 23.2x 15.3x 20%
Safran 138,329 36,349 9% 13% 16.8x 12.4x 19%
Melrose 8,537 4,823 8% 17% 9.8x 6.3x 24%
MTU 18,513 10,163 10% 6% 10.7x 9.0x 13%
Average 9% 13% 15.1x 10.6x 18%
Industrial Short-cycle (for comparison)
Siemens $ 243,286 91,556 4% 7% 17.7x 14.8x 16%
ABB 194,829 33,173 6% 8% 25.2x 21.3x 20%
Schneider 180,150 46,584 8% 9% 19.3x 14.3x 20%
KION 6,726 13,110 6% 11% 6.6x 5.4x 9%
Jungheinrich 2,918 6,393 7% 20% 4.2x 3.2x 9%
Average 6% 11% 14.6x 11.8x 15%
Industrial Late-cycle
OTIS $27,923 14,431 5% 7% 13.1x 10.6x 18%
KONE 31,054 13,047 6% 8% 15.9x 13.3x 13%
Schindler 34,536 13,940 4% 5% 14.7x 12.9x 14%
Average 5% 6% 14.6x 12.3x 15%
Industrials (ex Defense) average 7% 10% 14.7x 11.6x 16%
Industrials (>15% Margin) 7% 10% 16.8x 12.9x 20%

Financial Data as per LSEG methodology, Sources: LSEG and Company Data
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