In-depth analysis - Analyzing the Economic and Strategic Impact of the 5% Defense Spending Mandate on NATO Member States

Economic Reallocation
Impacts

Defense Spending 5% Spendi

Target

itional Spendi
Needed

(2024)

Albania

Belgium

Bulgaria

Canada

Croatia

Denmark

Estonia

Finland

France

Germany

Greece

Hungary

Iceland

Italy

$25.4 billion $516 million

$655.7

billion $8.5 billion
$106.7 »
billion $2.3 billion

$2.23 trillion  $30.5 billion

$89.9 billion $1.6 billion

$418.6

billion $9.9 billion

$41.8 billion $1.43 billion

$302.7

billion $7.3 billion

$3.12 trillion  $59.6 billion

$4.61 trillion $97.7 billion

$249.8

billion $7.6 billion
$231.6 -
billion $4.89 billion

$32.9 billion $162 million

$2.31 trillion  $34.5 billion

$1.27 billion

$32.8 billion

$5.34 billion

$111.7 billion

$4.5 billion

$20.9 billion

$2.09 billion

$15.1 billion

$156 billion

$230.5 billion

$12.49 billion

$11.58 billion

$1.25 billion

$115.6 billion

$754 million

$24.3 billion

$3.01 billion

$81.2 billion

$2.9 billion

$11.0 billion

$657 million

$7.8 billion

$96.4 billion

$132.8 billion

$4.89 billion

$6.69 billion

$1.1 billion

$81.1 billion

Public infrastructure projects

delayed; health and education

budgets constrained

Delays in infrastructure projects
and public health investments

Delays in healthcare

modernization and education
reforms; potential cuts to

infrastructure projects

Challenges in reallocating social
program funding; Arctic security

focus requires new

infrastructure investments

Significant cuts to social welfare

and education; rural

infrastructure development likely

to slow

Increased VAT and
tariffs

Wealth tax
adjustments;
corporate taxation
reforms

VAT and corporate tax
adjustments

Potential resource
royalties and high-
income taxation

Increased VAT and
corporate tax
adjustments

Reallocations from green energy VAT increases on

subsidies and public
transportation funding

Energy grid upgrades delayed;

focus on military-grade

technology development

Delayed public health and

education reforms; prioritization

of Baltic and Arctic security

investments

Cuts to welfare, healthcare,

education; public infrastructure

risks

Major reallocations impacting
renewable energy and industrial

innovation

Potential reductions in public

pensions and social services;

increased defense-related

infrastructure spending

Education sector cuts likely;

impact on housing and urban

development

Cuts to fisheries subsidies and

public services; impact on Arctic |

science initiatives

Reductions in pension systems
and public health funding; high

political pushback

luxury goods;
adjustments in tariffs

Corporate tax
increases and VAT
adjustments

Adjustments in
corporate tax policies;
VAT increases

$25-35 billion from
tax increases;
potential protests

Corporate tax hikes;
VAT adjustments

Expanded VAT and
property taxes

Potential increases in
corporate and
consumption taxes

Increased VAT on
uxury items

Expanded taxation on
wealthier households

High debt-to-GDP
(~70%); borrowing
costly

Manageable debt-to-
GDP (~110%);
borrowing feasible

Debt-to-GDP (~30%);
borrowing is feasible

Growth in small-scale
NATO logistics hubs

Strengthening
logistics and transport
for NATO in the
Balkans

Growth in NATO-
aligned cybersecurity
and radar systems
Increased investment
in NATO-aligned
logistics and
surveillance
technologies

Stable debt-to-GDP;
borrowing options
available

Moderate debt-to-
GDP (~65%); limited
borrowing

Low debt-to-GDP
(~33%); borrowing
feasible

Low debt-to-GDP
(~18%); borrowing
room available

Manageable debt-to-
GDP (~70%);
moderate borrowing

Debt-to-GDP >100%;
$20-30 billion in
defense bonds

Debt-to-GDP
manageable at ~70%

Debt-to-GDP
(~180%); borrowing
options are limited

Debt-to-GDP (~76%);
borrowing options are
constrained

Manageable debt-to-
GDP (~35%);
borrowing feasible

Debt-to-GDP >140%;
may cause instability

Increased
development in Arctic
tech, cybersecurity,
and logistics sectors

Increased shipbuilding
and coastal defense
R&D

Investments in
maritime defense and
Arctic surveillance
infrastructure

Investments in NATO
cyber-defense hubs
and data centers

Growth in defense
manufacturing and
Arctic surveillance
systems

200,000 jobs in
aerospace,
cybersecurity, and
naval engineering

Significant benefits to
renewable energy-
tech and defense-
related industries

Expansion in naval
logistics, air defense
systems, and
advanced radar

Growth in NATO-
linked armored
vehicle production and
border security
infrastructure

Arctic-focused
investments in
surveillance and
monitoring systems

Investments in
shipbuilding,
aerospace, and
advanced avionics
industries

Enhanced NATO air
defense and regional
communications

Enhancing NATO
interoperability and
regional security
capabilities

Arctic military
infrastructure; North
American security
enhancements

Enhanced naval
operations and
integration in
Mediterranean
security

Strengthened Arctic
operations and naval
capacity

Enhanced digital
resilience and
coordination with
NATO cyber
operations

Enhancements in
border security and
NATO’s northern
interoperability

$20 billion nuclear
modernization, $15
billion naval, $10
billion cybersecurity,
$15 billion NATO ops

Expansion of Eastern
European defense,
modernization of
cyber and air systems

Strengthening NATO’s

Mediterranean

operations and border

security

Enhancing NATO’s
border security in
Eastern Europe

Arctic security
enhancement; NATO-
aligned maritime and
aerial reconnaissance

Naval fleet
modernization;
expanded NATO
contributions in the
Mediterranean

Moderate public
resistance due to
austerity

Public concern over
potential austerity
impacts

Moderate public
resistance due to
socio-economic
disparities

Moderate resistance
with regional
variations

Moderate public
resistance due to
economic pressures

High public support for
Avrctic and maritime
security priorities

High public alignment
with Baltic defense
goals

Strong public support
for defense spending
due to regional threats

High resistance to
cuts in social services

Public resistance due
to Germany's
historical anti-military
stance

Public sentiment
mixed, with support
for military spending
due to regional
tensions

Public sentiment
mixed due to
economic strain and
inflation

High public approval
for Arctic defense
investments

High public resistance
to fiscal changes

Reinforces strategic
logistics importance
within NATO

Reinforces NATO
interoperability and
regional defense
contributions

Strengthens role as a
NATO logistics and
reconnaissance hub

Enhances role as
Arctic security leader
and U.S. ally

Strengthens regional
maritime influence
and NATO cohesion

Reinforces NATO's
northern maritime and
Arctic strategy

Establishes Estonia
as NATO's digital
defense leader

Boosts role in NATO'’s
Baltic and Arctic
operations

Strengthens NATO
leadership, global
power status

Bolsters role as
NATO’s economic
leader

Bolsters NATO’s
Mediterranean and
regional deterrence
efforts

Strengthens NATO'’s
border operations and
regional capabilities

Maintains NATO'’s
leadership in Arctic
maritime security

Enhances regional
maritime security and
NATO presence



Economic Reallocation
Impacts

Current Defense Spending
(2024)

5% Spen
Target

nal Spen:

Needed Public Sentim

Industrial Growth

xation Strategies Debt Considerations

Strategic Priorities Global Standing

DP (2024)
Latvia $45.2 billion
Lithuania  $80.7 billion
Luxembour g5, 7 pilion
g9
Montenegr ¢g bilion
o
:e"‘e"a"d $1.16 trllion
North -
Macedonia $15.8 billion
Norway $482 billion
Poland $848 billion
Portugal  $299 billion
Romania $_3z_33‘g

billion
Slovakia $.1‘.12‘8
billion

Slovenia  $73.5 billion
Spain $1.66 trillion
Sweden  $626 billion
Turkey $1.09 trillion
United -
Kingdom $3.52 trillion

$1.42 billion

$2.3 billion

$785 million

$162 million

$19.9 billion

$353 million

$112.2 billion

$35 billion

$4.62 billion

$8.6 billion

$2.84 billion

$949 million

$21.3 billion

$13.4 billion

$22.8 billion

$82.1 billion

$2.26 billion

$4.04 billion

$3 billion

$401 million

$58.1 billion

$794 million

$24.1 billion

$42.4 billion

$14.95 billion

$19.2 billion

$7.14 billion

$3.7 billion

$82.9 billion

$31.3 billion

$54.5 billion

$176 billion

$836 million

$1.73 billion

$2.2 billion

$239 million

$38.2 billion

$441 million

Surplus

$7.4 billion

$10.33 billion

$10.6 billion

$4.3 billion

$2.7 billion

$61.6 billion

$17.9 billion

$31.7 billion

$93.9 billion

Public education and transport

modernization delayed; rural
digital connectivity impacted

Reduced spending on

healthcare modernization; focus
shifted to military-grade medical

infrastructure

Reallocations may impact public

pensions and financial sector

incentives

Delayed infrastructure projects

and reduced agricultural
subsidies

Cuts to public transit and

renewable energy subsidies;

healthcare reallocations

Cuts to public education and
housing programs; significant
rural development slowdown

Minimal reallocations needed;

current budget exceeds
requirement

Minimal additional reallocations;

already high defense
commitments

Delays in green energy

transition projects; reallocation

from public services

Cuts to agricultural development
and regional infrastructure

projects

Higher property taxes
and VAT adjustments

Adjustments to VAT
and higher corporate
tax levels

Progressive tax on
financial sectors

Minimal tax
adjustments due to
small economy size

VAT adjustments;
corporate tax
increases

Progressive taxation
on high-income
earners

No changes required

Limited changes
required

Higher income taxes
and VAT increases

Wealth tax increases
and VAT adjustments

Reductions in renewable energy Adjustments to

subsidies; delayed public
infrastructure upgrades

Public sector wage growth may
be curtailed; cuts to renewable

energy subsidies

Major impacts on renewable
energy programs and social

spending priorities

Cuts to public welfare programs;

investment in Baltic security

infrastructure

Reallocation of social program
funds; economic instability

challenges

Cuts to healthcare and

transportation projects; higher

borrowing costs

corporate taxes and
VAT

Higher income tax
brackets and VAT
increases

Expanded wealth
taxes; capital gains
taxation

Wealth taxes and
corporate taxation
adjustments

Increased VAT and
tariffs

Moderate tax hikes
focused on higher
incomes

Manageable debt-to-
GDP (~40%);
borrowing viable

Moderate debt-to-
GDP (~45%);
borrowing feasible

Low debt-to-GDP
(~25%); minimal
borrowing needs

Debt-to-GDP (~80%)
limits borrowing
options

Stable debt-to-GDP
~50%

High debt-to-GDP
(~65%); moderate
borrowing room

High fiscal surplus

Low debt-to-GDP;
manageable

Debt-to-GDP
(~118%); borrowing
adds fiscal risk

Debt-to-GDP (~48%);
moderate borrowing
capacity

Debt-to-GDP (~50%);
manageable
borrowing room

Manageable debt-to-
GDP (~54%);
borrowing feasible

Debt-to-GDP >120%;
increased risk of
borrowing

Low debt-to-GDP;
stable borrowing
options

High inflation limits
debt options

Debt-to-GDP >100%;
limited room for
borrowing

Growth in NATO-
linked military
electronics and radar
manufacturing

Expanded role in
drone and unmanned
systems
manufacturing

Investments in NATO-
financed cybersecurity
hubs

Investments in small
naval logistics and
reconnaissance
sectors

Expansionﬁ cyber-
defense and air-
_defense R&D

Regional defense
manufacturing for
NATO logistical
support

Continued
advancements in
Arctic and maritime
tech

Enhanced Eastern
European defense
manufacturing,
particularly in armored
vehicles

Expansion in NATO
maritime technology
and shipbuilding
industries

Development in
missile technology
and Black Sea naval
logistics industries

Growth in radar
systems and missile
technology

Growth in radar
systems and NATO
communications tech

Job creation in naval
and missile-defense
industries

Investments in
advanced naval and
cyber-defense
systems

Focus on domestic
missile systems and
regional border
security

Enhanced jobs in Al,
cyber-tech, and naval
capabilities

Bolstering Eastern
European missile
defense and Baltic
maritime surveillance

Enhanced NATO air
surveillance and
mobile rapid response
units

Advanced NATO
interoperability; focus
on digital and cyber
resilience

Maritime security
focus; enhanced
integration into NATO
operations

Advanced joint NATO
initiatives; focus on
interoperability
Strengthening NATO
supply chain and
logistical
interoperability

Arctic operations;
expanded naval
capabilities

Expanded NATO
contributions on
Eastern flank;
upgraded missile
systems

Enhanced NATO
maritime security in
the Atlantic

Strengthening NATO's
Eastern European
operations and
securing Black Sea
defense

Strengthening NATO
interoperability with a
focus on air defense

Strengthening border
security and advanced
radar installations

Expanded NATO
airspace coverage;
increased maritime
surveillance in the
Mediterranean

Reinforcement of
Baltic security;
enhanced NATO air
defense coverage

Securing NATO’s
southern flank;
strengthened air
defense systems

Increased focus on
global maritime
security and NATO air
superiority

High public support for
Baltic security focus

High public backing
for increased security
measures

Public opposition to
financial sector levies

Mixed public support
due to limited
economic resources

Mixed public opinion
due to social funding
cuts

Moderate public
resistance due to low
per capita income
levels

High public approval
for defense
investments

High public support for
increased defense
investments

Public resistance
likely due to economic
pressures

High public support for
defense investment
due to regional threats

Moderate public
support for enhanced
military readiness

Mixed support due to
environmental and
economic concerns

Public concern about
austerity measures

Public support
contingent on Baltic
security issues

Moderate public
resistance due to
inflation impact

Mixed public
sentiment given
economic pressures

Strengthens NATO'’s
deterrence capabilities’
in the Baltic

Solidifies NATO's air
and reconnaissance
network

Enhances role as
NATO’s digital
innovation and
financial center

Strengthens NATO
integration through
targeted logistics

Reinforces role as
NATO’s tech
innovation hub

Reinforces Balkan
regional NATO
integration

Maintains leadership
in Arctic security

Strengthens NATO'’s
Eastern European
deterrence

Reinforces role in
NATO's southern
maritime defense

Reinforces NATO's
Eastern European
strategic importance

Contributes to NATO’s
regional air and
missile defense
capabilities

Contributes to NATO’s
communication and
monitoring networks

Boosts NATO’s
southern maritime and
air defense
capabilities

Boosts NATO'’s
northern strategic
influence

Enhances regional
influence and NATO’s
southern security
strategy

Reinforces global
defense influence and
NATO commitments
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$28.7 trillion $967.7 billion $1.435 trillion $468.3 billion program: ° taxation; potential  (>130%); significant /" IS, > strengihened . additional defense g primary
projects; broader fiscal . and space-based nuclear and missile 4 contributor and global
corporate tax hikes fiscal pressure expenditures

States
constraints military technologies ~ defense systems security leader






