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Rationale

The aim of this article is to provide an overview of public spending on security (which includes defence
and public order and safety), in the European Union (EU) and in Spain and to discuss proposals on the
joint and coordinated provision and funding of this European public good.

Takeaways

¢ The current environment of global geopolitical tension is behind the strengthening of the EU’s security
policy, encouraging greater strategic autonomy. Meeting demands for greater security spending
places further strain on public finances at a time when government deficit and debt levels are high.

e The level of public security expenditure in the EU and Spain, which stood at 3% of GDP in 2022 in both
cases, is lower than spending by other global powers. Relatively more of that amount in the EU and
Spain goes to staff costs, with less going to research and development (R&D).

¢ Redirecting spending towards R&D could generate economic efficiency gains. Moreover, given that
security is considered to be a European public good, joint, coordinated provision and funding could
yield additional benefits.
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Introduction

The current context of global geopolitical tension highlights the challenges and risks related to
national security. In particular, with the threats to national security (such as cyber security,
terrorism and organised crime) taking on a whole new scale, the boundaries between internal and
external security are becoming increasingly blurred. European institutions already explicitly
recognise the need to think about the two together when planning a coordinated response among
member countries to address this challenge, as can be seen from the 2020 EU Security Union
Strategy.’

Elsewhere, Russia’s invasion of Ukraine has also precipitated a paradigm shift in EU security and
defence policy, leading to the approval of the Strategic Compass? in 2022. This initiative seeks to
narrow the capability gaps between the EU and other powers and bolster EU cooperation and
strategic autonomy by 2030. Concrete objectives include spending more and better on defence,
reducing the shortfalls identified in investment volume and defence systems quality, as well as
bolstering the productive capacity and technological foundations of the European security
industry, which operates in a fragmented market where firms have deep ties to national
governments and there is a dependence on external critical resources and equipment.®

Implementing this strategy has led EU countries, as well as the European Commission, to place
more emphasis on defence spending,* which is, for North Atlantic Treaty Organisation (NATO)
Allies, in line with the political commitment that body’s members agreed to in 2014: that national
defence budgets reach at least 2% of GDP by 2024.° Furthermore, surveys suggest that the
public is increasingly open to closer European defence cooperation, including on military
equipment purchases and production capacity, and higher defence spending.®

However, implementing these initiatives and commitments further squeezes public finances in
EU Member States at a time when government deficit and debt levels are higher than before the

1 In 2020, the EU adopted a new EU Security Union Strategy for the period 2020-25, which recognises that security is a multifaceted
issue with cross-cutting impacts on both internal and external security questions.

Council of the European Union (2022).

European Commission (2022).

European Defence Agency (2023).

NATO estimates that 16 countries (from the EU) will meet this commitment by 2024, compared with eight that were above the
threshold in 2021, since when defence spending-to-GDP has risen by an average of 0.3 percentage points (pp). Spain, which
increased defence spending by 2 pp over that period, will still fall around 0.7 pp short of the 2% threshold in 2024. This commitment
seeks to correct the effects of the “peace dividend” enjoyed in the wake of the breakup of the Soviet Union (the phrase appeared in
the literature to refer to the opportunity cost of maintaining high military budgets during the Cold War) and the 2008 financial crisis,
which led to widespread cuts in defence spending in Western countries, making way for other expenditure items deemed to have
higher priority. The commitment also includes earmarking 20% of the budget for the development and innovation of military
equipment and the acquisition of capabilities that are considered critical. For more information, see Ministry of Defence (2014) (only
available in Spanish) and North Atlantic Treaty Organization (2024).

6 European Union (2023, 2024).
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pandemic.” Simply complying with NATO commitments would entail an increase in defence
spending of nearly 0.7 pp of GDP across the EU above levels recorded over the last decade (a
rise of approximately 0.9 pp in the case of Spain). In addition, the entry into force of the new
European fiscal rules will mean that the most indebted countries will have to implement fiscal
consolidation processes, which may limit the room for manoeuvre for addressing these new
spending needs.

Moreover, many studies and analysts have identified the EU’s defence and security gaps.® These
are partly the result of a lack of cooperation at European level, including joint financing of public
goods that go beyond the domestic horizon — for which a thorough debate is needed on the
rationale, reasonableness, efficiency and effectiveness, not only of their funding, but also of their
coordinated provision at European level, among other issues.

Against this background, this article has three aims. First, to provide an overview of the level and
composition of public spending on defence and public order and safety in the European Union
and Spain, including a comparison with the key international players. Second, to present the
perspectives and challenges for security spending in the EU in the context of the various European
strategies to spend more and better on security. Lastly, some proposals are discussed regarding
the need, efficiency and effectiveness in the joint provision and funding of this European public
good, including the potential impact that a reallocation of resources across expenditure items
could have on improving their efficiency.

Analysis of public spending on security

In the context of this article, government security expenditure is defined as aggregate government
spending on defence and public order and safety according to a country’s national accounts. We
analyse public security expenditure using the classification of the functions of government
database (COFOG),® in which the latest data correspond to 2022 and which is the only source that
allows for a harmonised and differentiated classification of spending on defence (Division 02) and
public order and safety (Division 03). It should be noted that there is a positive correlation between
these two items at the global level, i.e. countries that devote more resources (as a percentage of
GDP) to defence also tend to spend more on internal security (see Chart 1.a). This may reflect,
among other factors, the increasingly blurred boundary between the internal and external
dimensions of national security. Moreover, in 2022 these two divisions accounted for approximately
6% of aggregate government expenditure in the EU, equivalent to 3% of GDP (see Chart 1.b),

7 The implementation of this strategy also poses a challenge to the ability of the European defence and security industry to respond
to the sharp increase expected in demand, in terms of both physical and human capital.

8 See, for example, International Relations Committee Work stream on Open Strategic Autonomy (2023), European Commission
(2022), Bergmann, Morcos, Wall and Monaghan (2022) and Scazzieri (2023).

9 The classification of the functions of government was developed in accordance with the United Nations methodology. The database
contains data on government expenditure, classified according to the national accounts criteria (System of National Accounts 2008),
into ten categories, depending on its economic purpose. It is important to note that in the case of defence spending, numerous
studies use other databases, such as that of the Stockholm International Peace Research Institute, whose methodology differs from
COFOG, which may give rise to discrepancies in estimates of defence spending.
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Chart 1
Overview of security spending in Europe

1.a Correlation between spending on defence and on public order and safety in Europe (2022)
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although there is a great degree of cross-country heterogeneity. Spain’s spending on this category
is similar to the European average.

By component, defence spending amounted to 2.6% of total government expenditure in the EU
in 2022 (see Chart 2.a), accounting for 1.3% of GDP. Among the main EU countries, Spain and
Germany are at the lower end, with values close to 1% of GDP, compared with 1.8% in France.
Relative to other powers, the average European level of spending is much lower than that of the
United States (3.3% of GDP), the United Kingdom (2.1%) and Russia (2.0%), and is more in line
with expenditure in China and Japan.

Spending on public order and safety in the EU is slightly higher than on defence (see Chart 2.b),
amounting to 3.4% of total public spending or 1.7% of GDP (1.9% of GDP in Spain), with less
cross-country disparity than in the case of defence. Turning to other countries, public order and
safety spending stands at around 2% in the United Kingdom and the United States, while it
reaches 2.3% in Russia. China and Japan both allocate it around 1.2% of GDP.
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Chart 2
Spending on security, by component
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a The latest data for Russia and the United States date from 2020 and 2021, respectively.

By function, the main item of defence spending in Spain and in the EU as a whole is military
expenditure (see Chart 3.a), which accounts for 1% and 1.2% of GDP, respectively. In addition,
several EU countries, such as Greece and the Baltic States, spend well above average on their
militaries. It is noteworthy that spending on defence R&D is virtually zero in most EU countries,
with the exception of France, where it amounts to 0.1% of GDP - itself well below the 0.4% of GDP
seen in the United States.'

Spending on public order and safety (see Chart 3.b) is mainly allocated to the police (0.9% of
GDP in the EU and 1.2% in Spain), followed by the law courts (0.3% of GDP in the EU and 0.4%
in Spain), while R&D receives nothing.

10 There are certain limitations on the publication of defence R&D spending internationally, which makes comparisons between
countries difficult. In this area, the most up-to-date data available are for Organisation for Economic Co-operation and Development
(OECD) countries.
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Chart 3
Spending on security, by function

3.a Breakdown of defence spending in the EU (2022)
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3.b Breakdown of spending on public order and safety (2022)
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percentage of GDP, on defence and safety, respectively.

Based on a breakdown by category of expenditure, for both defence and public order and safety,
the bulk of EU resources go to employee compensation, especially in the case of public order and
safety spending, followed by intermediate government consumption and investment, especially
in the case of defence spending (see Chart 4). Patterns of spending in Spain are similar to those
in the wider EU. Comparatively speaking, the United Kingdom spends the least on staff costs,
spending more on intermediate consumption and investment, both in defence and public order
and safety.

Finally, it is important to place defence spending within the context of a country’s military capability.
Military capacity is a multifaceted concept'' related, in part, to the composition of military spending,
the ability to fund such spending and strategic autonomy. In particular, it includes elements such
as troop numbers, military equipment, availability of raw materials and infrastructure, local
armament industry capacity, as well as geographical and financial factors. The level of defence
spending in the EU — and in certain European countries, such as Spain — is roughly comparable, in

11 The most used indicator to measure this is that developed by the Global Fire Power military statistics website.
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Chart 4
Classification of spending on security by category of expenditure

4.a Government spending on defence, by type (a)
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terms of GDP, with levels in China and Japan, although military capacity differs significantly (see
Chart 5, where a lower value on the vertical axis indicates greater military capacity). The scale of
military spending in the United States is noteworthy since, while it does appear to have the primary
military operational capacity in the world, that capacity is only slightly ahead of Russia and China.
This relative gap between spending and military capacity could, at least partly, reflect some of the
shortcomings highlighted in the European Strategic Compass (in terms of operational capacity,
levels of investment and industrial productive and technological capacity) and could point to the
need to improve not only the composition and efficiency of defence spending, but also to strengthen
coordination and cooperation between EU countries."?

As noted above, in the current geopolitical context, Europe’s governments and citizens have been
leaning increasingly towards strengthening the EU’s strategic autonomy in terms of security and
defence. This trend has gathered pace since the approval of the new European strategies in this

12 International Relations Committee Work stream on Open Strategic Autonomy (2023).
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Chart 5
Military capacity and spending on defence and military personnel (a)
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large European economies appear in the top 20 of the global ranking. The remaining EU countries have less military capacity.
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area. In the specific case of defence, recent years have already seen a rise in spending across the
EU as a whole. Despite this, some of the EU’s main countries (including Italy, Germany and Spain)
still appear to be falling short of the 2% spending commitment agreed on with NATO, and they
may therefore be expected to make up ground going forward. Even were this target to be met in
2024, by international standards the EU as a whole would still lag behind other NATO countries
such as the United States or the United Kingdom (see Chart 6).

The gaps identified in security and defence when designing the new European strategies, together
with the delay on the part of some European countries in meeting their defence spending policy
commitments, may, at least in part, reveal the limitations of national initiatives in this area, which
could prove insufficient to meet the common target of enhancing and strengthening European
security as a public good.”® With this in mind, the EU institutions stress the need to take a
coordinated, collective Europe-wide approach, avoiding national solutions that might limit the
potential of the available military equipment, while also deepening the fragmentation of the
European defence sector and intensifying its external dependencies." Indeed, despite the
growing trend towards cooperation within the bloc in the form of the initiatives and programmes
rolled out under the Common Foreign and Security Policy and the Common Security and Defence

13 In 2017 the European Council also agreed on a successive medium-term increase in investment expenditure to 20% of total
defence spending in order to fill strategic capability gaps. As things stand, the average in the main European countries stands at
25%, in line with other economic powers. Lastly, there is also a commitment to increase the share of defence spending on R&D to
2%, although the European countries are currently well short of this target.

14 European Commission (2022).

DE ESPANA 8 ECONOMIC BULLETIN 2024/Q3, 05 PUBLIC SPENDING ON DEFENCE, PUBLIC ORDER AND SAFETY IN SPAIN AND THE EUROPEAN UNION


http://www.bde.es/f/webbe/SES/Secciones/Publicaciones/InformesBoletinesRevistas/BoletinEconomico/24/T3/Graficos/Files/AB243TR_GastoPublico_05_Ing.xlsx

Chart 6
Defence spending according to NATO (2024) (a)

6.a Comparison of COFOG and NATO data
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a The NATO figures for 2024 are estimates. The COFOG figures for the United States are from 2021.

Policy, military spending in the EU is currently decided at national level.”® As far as spending on
public order and safety is concerned, the EU’s 2020 Security Union Strategy also envisages the
need to develop joint instruments and measures which, while remaining coherent with and
complementary to external action in the field of defence, guarantee the physical and digital safety
of EU citizens.

The need for joint action in the field of security and defence

The characterisation of security and defence as a public good finds broad consensus in the
literature and is key to defining a joint, coordinated Europe-wide strategy, which may call for a
new institutional framework.'® In particular, the literature notes that the economic, institutional
and political features of these areas of spending transcend any purely national perspective.
Indeed, the provision of these types of public goods at a national level may lead to distortions in
volume and composition based on domestic (as opposed to common and shared) needs, to
fragmentation (including as a result of the different budgetary capacities of each EU member
state), to greater external dependency in the procurement of equipment, and to inefficiency from
both a strategic and an economic standpoint. Conversely, coordinated EU-wide provision could
yield lower costs and greater synergies in areas such as the production and management of the
overall stock of defence equipment, public procurement processes, the level of R&D investment

15 See International Relations Committee Work stream on Open Strategic Autonomy (2023) for a description of the numerous
initiatives rolled out in recent years in the above area, including: the Permanent Structured Cooperation to enhance capacities and
develop joint investment programmes; the creation, within the European Commission, of the Directorate General for Defence
Industry and Space (DG DEFIS) to boost defence R&D; and the approval of the EU Strategic Compass, a roadmap for the
development of the EU's strategic autonomy goals, including defence goals.

16 Fontana and Vannuccini (2024).
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Chart 7
Budgeted government spending on defence R&D

7.a International comparison of budgeted spending on defence R&D
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and funding capacity.”” This is precisely the thinking that lies behind the European initiatives
referred to above, which seek to foster greater cooperation among member countries in order to
take action in the fields of cybersecurity, terrorism, organised crime, military missions and
security and defence investment projects, all of which call for ever greater resources and require
considerable coordination to enhance their operating capacity. Meanwhile, ramping up European
production and provision of military equipment could help to reduce the sizeable import
component of EU military expenditure, thereby boosting its multiplier effect on economic
growth.”®

Indeed, greater cooperation (which limits home country bias) would help more efficiently reallocate
the EU’s total security expenditure across its different components, enabling greater resources
to be assigned to investment and R&D activities, which could have a positive knock-on effect on
both operating capacities and the economic efficiency of spending in terms of its impact on
growth.” On this point, the literature notes that R&D is among the goods that most clearly qualify
as a European public good, and should therefore be provided and funded, at least in part, at a
supranational level.?® Here, the gap between the United States and other economic powers
(including the EU member countries) is a sizeable one, which could strengthen the argument
made above (see Chart 7).

17 International Relations Committee Work stream on Open Strategic Autonomy (2023).

18 Maulny (2023) notes that external suppliers (mainly the United States) accounted for 78% of the total defence acquisitions
announced by EU governments between the outbreak of war in Ukraine and June 2023.

19 The effects of military expenditure on economic growth has been debated in the academic literature, which, while not conclusive
when analysed at aggregate level, points to the importance of the composition of such expenditure, revealing a positive impact on
growth in the case of military spending on R&D (see, e.g. Dupor and Guerrero, 2016; Alptekin and Levine, 2012; Barro and Redlick,
2011; International Relations Committee Work stream on Open Strategic Autonomy, 2023).

20 Wyplosz (2024).
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With all of these considerations in mind, the implementation of a central fiscal capacity at
European level to support and complement national budgets in the funding of spending on
security and defence appears preferable to a piecemeal approach. Under current EU legislation,
Community budget items cannot be explicitly earmarked for spending on defence.?' Nonetheless,
new funding facilities have recently been set in place, such as the European Defence Fund
(EDF)?2, forming part of the European Commission’s 2021-27 multiannual budget, the Instrument
for the Reinforcement of the European Defence Industry through Common Procurement
(EDIRPA)?3, or the various European Investment Bank financing facilities in support of firms in the
defence sector.?*

Along these lines, some authors?® have proposed creating a European public goods fund, which
could be endowed with €750 billion and which would take the place of NextGenerationEU (NGEU)
when it expires in 2026. The fund would be financed with supranational bonds issued by the EU
and by national contributions. Its aim would be to support cross-border projects (such as strategic
autonomy initiatives), while also constituting a lever with which to strengthen compliance with
European fiscal rules, as eligibility would be subject to compliance with certain fiscal conditions.

Conclusions

The analysis set out in this article shows the current state of government spending on security
(encompassing spending on defence and on public order and safety), while also comparing such
expenditure with that in other representative geographical regions. This highlights the existing
disparity in the level, composition and purpose of such spending across not only the EU
countries, but also the different geographic regions considered. By placing these figures within
the context of the EU’s security and defence strategies — as well as the political commitments
taken on within NATO - to increase and enhance such spending with a view to boosting its
autonomy and strategic capacity, the scale of the fiscal challenge posed by the need to strengthen
the EU Member Countries’ defence and security budgets also becomes clear. The current
provision and funding of defence and public order services at national level in the EU point to
some of the shortcomings identified in the EU’s strategies in this area (which are particularly
stark in the case of defence). With all of this in mind, this article posits the need for an exhaustive
debate, from a strategic and economic standpoint, on the joint, coordinated provision and funding
of this public good at European level.

21 See Article 41(2) of the Treaty on European Union.

22 Created in 2021, the EDF is managed by the DG DEFIS with the aim of funding defence R&D projects. It has a budget of €8 billion,
of which €2.7 billion comes from the EU budget and €5.3 billion is co-financed by the national governments.

23 In October 2023, the European Council adopted a Regulation (European Defence Industry Reinforcement through common
Procurement Act, or EDIRPA) establishing an instrument with the aim of encouraging Member States to make joint acquisitions of
defence products. Under this instrument, a partial reimbursement from the EU budget will be available to Member States where
joint purchases involve a consortium of at least three Member States and at least 65% of the end products’ components originate
in the EU or an associated country. It has a budget of €300 million.

24 Notable examples include the Strategic European Security Initiative, for which €8 billion has been earmarked, and the €175 million
Defence Equity Facility, implemented within the framework of InvestEU in conjunction with the European Defence Fund.

25 Buti, Bakker and Beetsma (2024).
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