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Europe’s defense needs are growing, which creates a two-word imperative for contractors in the
region: more, faster. EU ministries of defense are spending more, recent conflicts have depleted
some categories of munitions, and the nature of defense is changing, with a greater reliance on
less expensive platforms that can be manufactured faster.
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These should all be promising signs for the European defense industry, but many contractors and
suppliers in the region operate with subscale facilities. They can’t simply increase their output
overnight. Moreover, most are small businesses that are hesitant to invest in more capacity out of
their own pockets. Even though demand is strong today, they risk getting stuck with underutilized
assets if spending slows down later.

To overcome this challenge, contractors and defense ministries can take several steps to help
scale up defense production in the region.

Three Priorities for Contractors
Contractors should focus on three priorities.

Streamline production processes. A potential misperception among some contractors is that
they can only increase production by investing in bigger plants and more people. In our
experience, capacity is often limited by inefficiencies in existing facilities, which in many cases
can be resolved without new capex.

Addressing these issues requires understanding where the true chokepoints lie, such as specific
processes or time-intensive steps like design-to-production and testing. With those insights,
manufacturers can make targeted investments to improve throughput, potentially reducing steps,
streamlining processes, or investing in digital and AI to accelerate manufacturing processes.

Localize the production of key components. Currently, European contractors source some
materials and components from suppliers in other markets, like the US and Asia. But that kind of
long value chain may increase lead times, and geopolitical considerations may mean that
overseas suppliers serve their local OEMs first, before turning to European customers.
Contractors and defense ministries don’t need to localize everything, but they should determine
which components create the biggest production bottlenecks and assess whether they can ramp
up and qualify domestic suppliers to provide those products.

Build more resilient supply chains. Contractors can make supply chains more stable and
resilient through measures like dual sourcing. In situations where no alternative supplier exists,
they can develop promising small and medium-size enterprises and get them qualified for critical
components. That may even entail working with suppliers in other countries. Finding and
qualifying suppliers can be challenging (and time intensive), making this a long-term solution to
boost production. But with the right organizational commitment and resources, it can yield
dividends over time. For example, fostering supplier relationships in other countries can
potentially open up those markets as export customers for a contractor’s products and services,
creating new pockets of demand.
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Four Priorities for Defense
Ministries
European defense ministries can likewise take specific steps to increase defense production.

Collaborate to fast-track designs and pool industrial resources. Governments must determine
which capabilities to develop for their country’s own use and which to develop through alliances
with other EU nations. Collective land-based air defense, for example, will get more assets into
the field faster and avoid the interoperability issues that occur when countries buy highly
customized solutions.

Don’t chase perfection. All countries want the best defense systems they can get. But in some
cases, extra features and capabilities may not be worth the time it takes to add them. Instead,
given the urgent need for speed and volume, ministries can identify those platforms for which
“good enough” solutions are acceptable. That may mean accepting components that are made to
stock or scaling back some functionality, provided these tradeoffs don’t sacrifice operational
capabilities or readiness.

Similarly, ministries should minimize design changes once production starts. That does not mean
locking in designs permanently. In some cases, a design change may be operationally necessary,
and governments may be willing to wait for it to be implemented. But contractors can only
benefit from the experience curve when designs remain stable for reasonably long production
runs.

Provide predictable demand signals to industry. Contractors and suppliers will only invest in
new capacity if they have a clear view to future demand. Defense ministries can shift to multiyear
contracts, purchasing agreements with a minimum guaranteed volume, and rolling, five- to ten-
year commitments. In addition, they can create more demand transparency by developing and
communicating explicit, up-to-date demand pipelines. These measures give contractors and
suppliers the confidence to devote funds to capex, hiring, upskilling, and other investments.

Streamline regulations. Governments can remove some of the regulatory burden that slows down
manufacturing. For example, defense ministries can make contracting terms less complex,
reducing the burden on small players, accelerating the tender process, and potentially creating a
larger pool of suppliers.
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In production, countries can waive some regulations through short-term exemptions for projects
that are critical to national defense. For example, the Danish government recently suspended
some laws and regulations so that a foreign defense company could fast-track construction of a
new plant in the country.

One Priority for Both Groups
Contractors and governments alike should align on a joint priority: investing in talent. Many
manufacturers currently struggle to find employees. In an effort to retain their existing workforce,
they are offering upskilling and better compensation and benefits. But the defense industry has a
bigger challenge, which is that it may not be an attractive career path for European workers,
particularly younger people.

To increase the talent pool for defense, governments and contractors need to change the
messaging and the value proposition of these jobs. They can emphasize the broader purpose that
the sector serves in defending borders and the values and way of life that residents enjoy. Since
the end of the Cold War, Europe has enjoyed the peace dividend. In a time of increased
geopolitical tension, it is time to emphasize the importance of regional defense. This type of
emotional appeal can help build the growing workforce that defense contractors and suppliers
need.
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