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Contextualizing Canadian defence spending 

By Taylor Schleich 
Prime Minister Carney announced today that the government will accelerate 
its military spending, a decision that will result in Canada meeting NATO’s 
2% of GDP defence spending target this fiscal year. While it sounds like a 
major policy shift, this announcement isn’t all that surprising (we hinted at 
this possibility months ago, here) and the marginal dollars may not be as 
significant as meets the eye.  

First some context. Canada undershot NATO’s 2% of GDP defence 
spending target in 2024, with only 5 of 32 countries spending less. This isn’t 
anything new as it’s been nearly 50 years since Ottawa allotted 2% of GDP 
to the military. Canada used to have more company below the 2% mark but 
European allies (e.g., Germany) ramped up spending in recent years. 

After the U.S. election, it became clear that the Western military order, long 
anchored (and funded) by American leadership, had fractured. President 
Trump intensified demands for NATO allies to shoulder more of the defence 
burden, an issue that even featured in Canada’s federal vote. For the 
governing Liberal Party, their election platform made an explicit pledge to 
“exceed our commitment to spend at least 2% of GDP on defence”. The 
exact timeline wasn’t specified but platform costing suggested it would be 
near the end of the four-year plan.  

Today’s announcement pulls forward that timeline, so it’s natural to wonder 
what the fiscal cost will be. For context, the PBO estimated last year that 
$41 billion would be spent on defence in 2024-25 (1.4% of GDP). To reach 
2% this fiscal year then, it would require an additional ~$20 billion. This 
sounds significant but consider the following: The federal government had 
already budgeted for a major step up in military spending with $52 billion 
earmarked for 2025-26. So before any new measures, you’re already 
halfway there. Add in the spending announced today, amounting to $9 
billion, and defence outlays become aligned with the NATO commitment. 

We don’t want to trivialize $9 billion but many of these expenditures were 
announced on the campaign trail and are now just being pulled forward. 
True, only $2 billion was originally allocated to FY25 but that still reduces 
the new red ink relative to the post-election baseline to ~$7 billion. We don’t 
think that should produce a serious bond market reaction. Of course, 
defence is one of many spending pressures Ottawa faces. This and tax cuts 
and other measures will widen the deficit. But today’s notice, on its own, 
won’t wholly recast the fiscal outlook. And examined through a wider lens, 
it could prove to be a high-ROI trade if it can secure Canada tariff relief (to 
say nothing of the multiplier effects from a Made in Canada defence plan).

Chart 1: Canadian defence spending lags NATO allies…  
Defence expenditure as a share of GDP: 2024 

 
Source: NBC, NATO | Note: Iceland is in NATO but has no armed forces; excl. from chart  

Chart 2: …failing to hit 2% of GDP for nearly 50 years 
Defence expenditure as a share of GDP: Canada, US, Germany 

 
Source: NBC, NATO, OECD | Note: NATO data after 2013, OECD data before 2014  
 

Chart 3: Defence spending was already slated to increase 
ONSAF forecast of military spending and PBO GDP outlook: 2024-25, 2025-26 

 
Source: NBC, PBO | Note: $9 bln announced today = 1.95% of GDP (2% rounded) 

Chart 4: Carney announced some spending in the election 
New defence spending and investments from Liberal Party election platform 

 
Source: NBC, Liberal Party of Canada
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"More than $30.9 billion will be 
added to defence-related 
spending through this plan 
over the next four years."
- Liberal election platform
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