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In Brief 

	§ Rising geopolitical tensions and a renewed focus on national security have redirected capital toward tangible 
defense capabilities, particularly those powered by emerging technologies like drones and advanced propulsion 
systems.

	§ Defense stocks have historically been resilient, underpinned by long-term contracts and stable, government-
backed cash flows. Increasingly, the sector is also being shaped by broader themes such as climate policy and 
industrial innovation. While many investors have traditionally excluded defense, a more nuanced approach is 
gaining traction—one that balances ethical considerations with the sector’s evolving strategic role and governments’ 
increased defense spending. Engagement, rather than exclusion, may offer a more constructive path forward.

	§ As with any capital cycle, this shift will create both opportunities and risks. We explore these dynamics in the pages 
that follow.
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A Shifting Defense Paradigm in Europe 
Europe is undergoing a structural shift in its defense posture. The evolving transatlantic relationship 

and rising geopolitical uncertainty have prompted a reassessment of strategic priorities. What was once 

a region characterized by restrained military spending is now entering a new phase — one defined by 

urgency, investment and rearmament.

For decades, European defense budgets declined as a share of GDP, with many countries falling short 

of NATO’s 2% target [Appendix 1]. That baseline has now shifted significantly. Member states have 

agreed to a new framework that includes 3.5% of GDP in core defense spending, supplemented by up 

to 1.5% in broader security-related investments. This is not a temporary adjustment, but a structural 

recalibration of what sovereignty requires in an increasingly fragmented global order. This trajectory was 

further solidified at the June 2025 NATO summit in The Hague, where leaders committed to raising total 

defense spending to 5% of GDP by 2035. Described as a historic agreement, the decision reflects a shared 

recognition of the enduring threat landscape and the need for sustained investment in both military 

capabilities and supporting infrastructure. This shift is not just about spending more, it’s about spending 

differently. Capital is being redirected toward tangible capabilities, particularly in the land domain, where 

underinvestment has been most pronounced. Non-personnel expenditures, including equipment 

and modernization, are expected to rise materially, with Eastern European nations likely to lead the 

acceleration1. These developments mark the early stages of a new capital cycle in European defense — one 

that may reshape both the industrial and investment landscape for years to come. 

Defense as Resilience
Aerospace and defense companies have historically provided a measure of resilience in portfolios, 

particularly during periods of heightened volatility and geopolitical uncertainty. This resilience is 

underpinned by long-term government contracts and stable, sovereign-backed cash flows, which 

help smooth earnings and reduce cyclicality. As a result, many institutional managers have traditionally 

included the sector as a strategic allocation within diversified portfolios.

Performance data supports this view. Over the past 14 years, the MSCI Europe Aerospace & Defense Index 

has outperformed the broader MSCI Europe Index in 11 of those years [Appendix 2]. The global picture is 

similar: the MSCI World Aerospace & Defense Index outperformed the MSCI World Index in 10 of the last 

14 years.2 On a longer horizon, the MSCI Europe Aerospace & Defense Index has delivered an annualized 

return of 8.61% over the past 30 years, nearly double the 4.41% return of the MSCI Europe Index over the 

same period.3

Despite this track record, investor interest in the sector has been surprisingly limited in recent years. One 

[Morgan Stanley] poll found that 68% of global long-only funds and 62% of European funds had zero 

exposure to European defense equities.4 This is partly explained by the sector’s modest growth profile 

in Europe prior to the Russian invasion of Ukraine in 2022, especially when compared to the US defense 

sector’s expansion over the past two decades.

Another key factor has been regulatory and ESG-related exclusions. Many institutional investors have 

historically applied blanket restrictions to defense exposure, ranging from outright bans on companies 

involved in controversial weapons to revenue-based thresholds that exclude firms with significant defense 

operations. This has led to a paradox wherein one of the sectors most directly tied to national sovereignty 

and global stability has been sidelined by some of the world’s largest asset owners.
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Morgan Stanley. (2025, March 28). European Defense Investor Survey Results [Research report]. Morgan Stanley Research. Data is based on 
Morgan Stanley Research estimates using fund holdings sourced from MSCI, Datastream, and FactSet. The analysis reflects the percentage 
of Global and European long-only funds with zero exposure to the European Defence sector as of December 2024. The sample group of 
funds varies month-to-month, though there is approximately 90% overlap across periods. December data for European funds is preliminary

However, this dynamic is beginning to shift. As Europe prioritizes territorial integrity and strategic 

autonomy, the investment case for defense is being re-evaluated, not just on performance grounds, but as 

a matter of policy alignment and long-term, real-world resilience.

Engagement Over Exclusion: A Strategic Reframing
We recognize the importance many investors place on ensuring their portfolios do no significant harm, 

avoid reputational risk, and align with their personal or institutional values. Where clients have provided 

clear guidelines—such as exclusions related to controversial weapons or specific revenue thresholds—we 

are fully committed to honoring those preferences.

At the same time, MFS’ preferred approach is grounded in engagement rather than blanket exclusions. We 

believe the defense sector, given its dual strategic importance to national sovereignty and global stability, 

warrants a more nuanced lens. As active owners, we aim to develop a deep understanding of each issuer: 

its business model, governance practices, and broader societal impact. Through ongoing dialogue and 

engagement, we believe we can help shape the practices and direction of companies operating in this 

space. In today’s environment of heightened geopolitical uncertainty, this approach allows us to support 

our clients’ long-term investment goals while aligning with their values as responsible stewards of capital.

Navigating the Next Phase of the Defense Capital Cycle
As capital flows back into defense, particularly across Europe, the sector’s projected growth trajectory 

is not without its complexities. While the renewed investment underscores the strategic importance of 

aerospace and defense (A&D) firms, it also brings to the fore a set of structural and operational risks that 

investors must navigate with care.

A&D companies tend to be labor-intensive, employing a relatively high proportion of skilled workers. 

This, combined with the presence of strong unions, introduces a layer of rigidity in cost structures and 

operations. Moreover, product segments with elevated safety risks—such as advanced propulsion 

systems or unmanned aerial vehicles—carry the potential for costly recalls and warranty liabilities, which 

can materially impact earnings.

Another dimension of risk stems from the sector’s strategic significance. High levels of state 

ownership—31% of A&D firms compared to 18% in the broader MSCI ACWI Index5 —can lead to 

government intervention, particularly in times of geopolitical stress. Control-enhancing structures, often 

embedded in these ownership models, may dilute the influence of minority shareholders and raise 

governance concerns, including susceptibility to corruption or political interference.

Global long only 
funds 
WITH ZERO EXPOSURE TO 

EUROPEAN DEFENSE SECTOR

European  
funds 
WITH ZERO EXPOSURE TO 

EUROPEAN DEFENSE SECTOR

International  
funds 
WITH ZERO EXPOSURE TO 

EUROPEAN DEFENSE SECTOR

68% 62% 43%
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At the same time, the sector is under increasing pressure to align with broader industrial decarbonization 

goals. Clean technology innovation, particularly in propulsion systems, is emerging as a strategic 

imperative. As of mid-2024, 42% of A&D firms had identified clean-tech development as a core strategic 

objective.6 The financial implications of this shift, ranging from increased capital expenditure to long-

duration R&D cycles, will be a critical area of focus in the coming quarters.

In short, the defense sector is entering a new capital cycle—one shaped not only by geopolitical necessity 

but also by environmental accountability and evolving ownership dynamics. For investors, this means 

moving beyond binary exclusion frameworks and toward a more engaged, risk-aware approach. Investors 

who can identify firms that balance innovation with operational discipline, and who engage constructively 

on governance and sustainability, may be best positioned to capture the potential upside of this evolving 

capital cycle.

Case Study: Howmet Aerospace – Strategic Resilience, Governance Depth, 
and Climate Transition in Action
Howmet Aerospace is a global leader in advanced components for the aerospace and transportation 

industries. Its mission-critical products, ranging from engine parts to fasteners and structural systems, are 

essential to both commercial and defense platforms, placing the company at the intersection of national 

security and industrial innovation.

Howmet has demonstrated accelerating earnings growth, disciplined capital allocation, and exposure 

to structurally advantaged aerospace platforms. It exemplifies the type of defense-aligned industrial 

business that benefits from both long-term tailwinds and active stewardship. The company continues  

to deliver strong financial performance, with EBITDA margins expanding from 21.4% in 2019 to a  

projected 28% in 2025, and buybacks expected to contribute 2%-3% to EPS growth over 2025 – 2026.7  

As commercial aerospace recovers and next-generation engine programs scale, we believe Howmet is 

well-positioned to benefit from both volume leverage and pricing power.

Beyond financials, our engagement with the company has spanned multiple dimensions, including board 

and executive succession, climate strategy, and product quality. Succession planning is a board-wide 

responsibility, with internal candidates undergoing rotations across business units, a structure that reflects 

the company’s commitment to developing leaders from within.

On climate, Howmet has committed to a 33.6% reduction in Scope 1 and 2 emissions by 2027, backed 

by over $30 million of investments in energy efficiency and renewable procurement.8 While Scope 3 

emissions remain a challenge, primarily from purchased metals, the company is engaging suppliers 

and scaling recycling initiatives. Though it does not yet label its products as “transition-enabling,” many, 

such as lightweight aluminum wheels and advanced engine components, clearly support downstream 

emissions reduction. The company is also exploring low carbon manufacturing technologies, including 

heat pumps and hydrogen furnaces, though its three-year capex cycle limits medium-term target setting.

This combination of financial strength, governance maturity, and climate responsiveness reinforces 

Howmet’s role as a strategically relevant and actively engaged holding in the evolving defense  

capital cycle.
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Appendix 1: Defense Expenditures as a % of Gross Domestic Product
■ Germany ■ France ■ Italy ■ Spain ■ Poland ■ UK  ■ US
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Source: NATO - Financial and economic data relating to defence 1990 -2024.

Appendix 2: Annual Performance (%)

Year MSCI Europe Aerospace and Defense MSCI Europe

2024 26.4 -0.87

2023 41.69 16.68

2022 3.46 -17.28

2021 2.26 13.75

2020 -20.07 3.14

2019 30.4 20.03

2018 -3.18 -17.27

2017 30.41 22.13

2016 0.04 -3.39

2015 1.46 -5.32

2014 -20.78 -8.59

2013 56.82 21.68

2012 24.13 15.15

2011 -1.61 -13.82

Past performance is no guarantee of future results. It is not possible to invest in an index.



page 6 of 7FOR INVESTMENT PROFESSIONAL AND INSTITUTIONAL USE ONLY.

Third Quarter 2025

Sustainability in Action

Endnotes
1 MFS Sector Analyst Notes.
2 �MSCI World Aerospace and Defense Index Data (2025). 
3 The MSCI Europe Aerospace and Defense Index is composed of large and mid cap stocks across 15 Developed Markets (DM) 
countries in Europe*. All securities in the index are classified in the Aerospace and Defense industry group (within the Industrials 
sector) according to the Global Industry Classification Standard (GICS®).
4 �Morgan Stanley. (2025, March 28). European Defense Investor Survey Results [Research report]. Morgan Stanley Research. 

Data is based on Morgan Stanley Research estimates using fund holdings sourced from MSCI, Datastream, and FactSet. The 
analysis reflects the percentage of Global and European long-only funds with zero exposure to the European Defence sector as of 
December 2024. The sample group of funds varies month-to-month, though there is approximately 90% overlap across periods. 
December data for European funds is preliminary

5 �MSCI Industry Report Aerospace & Defense 2024 June.
6 �MFS Sector Analyst Notes.
7 Howmet ESG report 2024, MFS Investment Research Notes.
8 MFS Sector Analyst Notes
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The views expressed are those of the author(s) and are subject to change at any time. These views are for informational purposes only and should not be relied upon as a recommendation to 
purchase any security or as a solicitation or investment advice. No forecasts can be guaranteed. Past performance is no guarantee of future results.

Diversifi cation does not guarantee a profi t or protect against a loss. Past performance is no guarantee of future results.

GLOBAL DISCLOSURE

Unless otherwise indicated, logos and product and service names are trademarks of MFS® and its affi liates and may be registered in certain countries.

Distributed by:

U.S. – MFS Institutional Advisors, Inc. (“MFSI”), MFS Investment Management and MFS Fund Distributors, Inc., Member SIPC; Latin America – MFS International Ltd.; Canada – MFS 
Investment Management Canada Limited.; Note to UK and Switzerland readers: Issued in the UK and Switzerland by MFS International (U.K.) Limited (“MIL UK”), a private limited 
company registered in England and Wales with the company number 03062718, and authorised and regulated in the conduct of investment business by the UK Financial Conduct 
Authority. MIL UK, an indirect subsidiary of MFS®, has its registered offi ce at One Carter Lane, London, EC4V 5ER.; Note to Europe (ex UK and Switzerland) readers: Issued in Europe 
by MFS Investment Management (Lux) S.à r.l. (MFS Lux) – authorized under Luxembourg law as a management company for Funds domiciled in Luxembourg and which both provide 
products and investment services to institutional investors and is registered offi ce is at S.a r.l. 4 Rue Albert Borschette, Luxembourg L-1246. Tel: 352 2826 12800. This material shall not be 
circulated or distributed to any person other than to professional investors (as permitted by local regulations) and should not be relied upon or distributed to persons where such reliance 
or distribution would be contrary to local regulation; Singapore – MFS International Singapore Pte. Ltd. (CRN 201228809M); Australia/New Zealand – MFS International Australia Pty Ltd 
(“MFS Australia”) (ABN 68 607 579 537) holds an Australian fi nancial services licence number 485343. MFS Australia is regulated by the Australian Securities and Investments Commission.; 
Hong Kong – MFS International (Hong Kong) Limited (“MIL HK”), a private limited company licensed and regulated by the Hong Kong Securities and Futures Commission (the “SFC”). 
MIL HK is approved to engage in dealing in securities and asset management regulated activities and may provide certain investment services to “professional investors” as defi ned in the 
Securities and Futures Ordinance (“SFO”).; For Professional Investors in China – MFS Financial Management Consulting (Shanghai) Co., Ltd. 2801-12, 28th Floor, 100 Century Avenue, 
Shanghai World Financial Center, Shanghai Pilot Free Trade Zone, 200120, China, a Chinese limited liability company registered to provide fi nancial management consulting services.; 
Japan – MFS Investment Management K.K., is registered as a Financial Instruments Business Operator, Kanto Local Finance Bureau (FIBO) No.312, a member of the Investment Trust 
Association, Japan and the Japan Investment Advisers Association. As fees to be borne by investors vary depending upon circumstances such as products, services, investment period 
and market conditions, the total amount nor the calculation methods cannot be disclosed in advance. All investments involve risks, including market fl uctuation and investors may lose 
the principal amount invested. Investors should obtain and read the prospectus and/or document set forth in Article 37-3 of Financial Instruments and Exchange Act carefully before 
making the investments. For readers in Saudi Arabia, Kuwait, Oman, and UAE (excluding the DIFC and ADGM). In Qatar strictly for sophisticated investors and high net worth 
individuals only. In Bahrain, for sophisticated institutions only: The information contained in this document is intended strictly for professional investors. The information contained 
in this document, does not constitute and should not be construed as an offer of, invitation or proposal to make an offer for, recommendation to apply for or an opinion or guidance on a 
fi nancial product, service and/or strategy. Whilst great care has been taken to ensure that the information contained in this document is accurate, no responsibility can be accepted for any 
errors, mistakes or omissions or for any action taken in reliance thereon. You may only reproduce, circulate and use this document (or any part of it) with the consent of MFS international 
U.K. Ltd (“MIL UK”). The information contained in this document is for information purposes only. It is not intended for and should not be distributed to, or relied upon by, members of the 
public. The information contained in this document, may contain statements that are not purely historical in nature but are “forward-looking statements”. These include, amongst other 
things, projections, forecasts or estimates of income. These forward-looking statements are based upon certain assumptions, some of which are described in other relevant documents 
or materials. If you do not understand the contents of this document, you should consult an authorised fi nancial adviser. Please note that any materials sent by the issuer (MIL UK) have 
been sent electronically from offshore. South Africa – This document, and the information contained is not intended and does not constitute, a public offer of securities in South Africa 
and accordingly should not be construed as such. This document is not for general circulation to the public in South Africa. This document has not been approved by the Financial Sector 
Conduct Authority and neither MFS International (U.K.) Limited nor its funds are registered for public sale in South Africa.

The views expressed are those of the author(s) and are subject to change at any time. These views are for informational purposes only and should not be relied upon as a recommendation 
to purchase any security or as a solicitation or investment advice. No forecasts can be guaranteed. 

MFS may incorporate environmental, social, or governance (ESG) factors into its investment decision making, fundamental investment analysis and engagement activities when 
communicating with issuers. The statements or examples provided above illustrate certain ways that MFS has historically incorporated ESG factors when analyzing or engaging with certain 
issuers but they are not intended to imply that favorable investment, ESG outcomes or engagement outcomes are guaranteed in all situations or in any individual situation. When engaging 
with companies, including engagements on ESG topics, MFS’ focus is discussing, gathering information about, and seeking appropriate transparency on matters that could be material 
to the long-term economic valuation of the company so that MFS may make an informed investment decision that advances MFS clients’ long-term economic interests. MFS does not 
engage for the purpose of trying to change or influence control of a company. Engagements often consist of ongoing communications with an issuer. Engagement with an issuer may not 
result in any direct changes to any issuer’s ESG-related practices. Favorable investment or engagement outcomes, including those described above, may be unrelated to MFS analysis or 
activities. The degree to which MFS incorporates ESG factors into its investment decision making, investment analysis and/or engagement activities will vary by strategy, product, and asset 
class, and may also vary over time, and will generally be determined based on MFS’ opinion of the relevance and materiality of the specific ESG factors (which may differ from judgements 
or opinions of third-parties, including investors). Any examples above may not be representative of ESG factors used in the management of any investor’s portfolio. Any ESG assessments 
or incorporation of ESG factors by MFS may be reliant on data received from third-parties (including investee companies and ESG data vendors), which may be inaccurate, incomplete, 
inconsistent, out-of-date or estimated, or only consider certain ESG aspects (rather than looking at the entire sustainability profile and actions of an investment or its value chain), and as 
such, may adversely impact MFS’ analysis of the ESG factors relevant to an investment. The information included above, as well as individual companies and/or securities mentioned, should 
not be construed as investment advice, a recommendation to buy or sell or an indication of trading intent.


