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We believe U.S. and Israel joint action against Iran has shifted the calculus for the Defense Tech theme. While U.S. and allied 

capabilities far exceed Iran’s, the engagement dynamics are different: sustained pressure from high-volume, low-cost expendable 

systems can force defenders to burn scarce, expensive interceptors.1 

In that environment, cost curves and replenishment cycles become as important as peak capability. Layered on top of the broader 

global re-armament trend, the ongoing conflict could add urgency to defense tech procurement and modernization. 

 

The Iran Campaign: Initial Days 

On February 28, 2026, the United States and Israel launched major strikes on Iran’s leadership and military infrastructure in a 

decapitation-style campaign. Iran’s Supreme Leader, Ayatollah Ali Khamenei, was killed, along with senior Islamic Revolutionary Guard 

Corps (IRGC) and defense leadership. Over the past week, the United States has hit 3,000 targets and lost seven service members.2,3 

Since then, the conflict has broadened, destabilizing regional trade and civilian life, while shifting global geopolitical and security math. 

Global X investment strategy views extensively cover the potential political, macro, and energy implications of this ongoing campaign. 

 

The Battlefield Variable: Duration 

For defense tech investors, the key variable is the duration of this conflict. U.S. operation was well telegraphed and likely priced in, but 

Iran’s response has been sporadic and more aggressive than many expected, raising the odds that this turns into a longer, 

operationally messy campaign. That shift matters because it pressures U.S. stockpiles and pulls replenishment forward, a scenario 

likely different from the market’s base case. The administration has signaled the conflict could extend for four weeks or more.4 

Complicating matters is the unprecedented fragmentation of Iran’s leadership, which makes negotiation harder and raises the risk of 

miscalculation. Repeated, phased targeting of U.S. and allied assets across the region could be a possibility, raising odds of continued 

spillover into a broader regional conflict. Ceasefire mechanics are also still murky. These deals usually require a clear counterparty, and 

Iran’s disrupted command structure could slow negotiations even if there’s willingness on both sides. 

Iran’s battlefield playbook also loosely mimics Ukraine’s, with a less resourced actor leaning into dispersion and improvisation, seeking 

to impose costs rather than win decisively. It is not an apples-to-apples comparison, especially given Ukraine’s backing from deep-

pocketed allies, but it frames why the market can misprice this kind of conflict at the outset. 

In our view, the messy dynamic underscores the breadth of preparation, planning, and real-time resource reallocation the United States 

may need as the conflict drags on. It also puts pressure on the U.S. defense industrial base to adapt to shifting operational realities.  

 

Battlefield Economics Matter 

The cost math sits at the center of Iran’s playbook. Iran’s main tools, especially mass-produced one-way drones – like the Shahed – are 

cheap and easy to replace. Their drone supply chain is already battle-tested, given Iran’s role supplying drones to Russia during the 

Ukraine war.5 Iran is believed to have approximately 80,000 drones, with each unit costing between $20,000 to $50,000, and the ability 

to produce hundreds or even thousands per month.6,7 So far, Iran has fired more than 2,000 one-way drones since the conflict began.8   

On the other side, U.S. and Israeli defenses often rely on much more expensive interceptors and higher-end munitions. Interceptors 

can cost anywhere between $3 million and $12 million and are used to take down drones that usually cost a tiny fraction of that.9 

Therein lies the asymmetry. If this situation turns into frequent, sustained engagements, the advantage can shift from pure capability to 

cost curves and volume. That gives Iran room to keep a crude campaign going longer than people anticipate at this time. The practical 

result is inventory pressure, and a higher chance that U.S. replenishment becomes a priority over the coming months. 

Importantly, U.S. interceptor inventories were already tight. The United States reportedly used about 25% of its THAAD interceptors in 

the June 2025 Israel–Iran conflict, and replenishment can take 3–8 years.10 In our view, the most effective categories in modern, 
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volume-heavy conflict are: a) drones and counter-unmanned aircraft systems (UAS); b) interceptors and air/missile defense stacks 

(Patriot, THAAD, Standard Missiles, radars); and c) the software and command / control layer. If inventory burns are rapid, reorder 

cycles can accelerate, boosting procurement. 

 

 

 

That’s not to say that the United States cannot ramp up its industrial base to produce lower-cost drones and munitions to stabilize the 

campaign. The LUCAS drones deployed in this Iran attack, for example, reportedly went from public reveal to deployment in under eight 

months and marks the first known use of one-way drones by the United States.11 But scaling that output is unlikely to come without 

more spending. 

 

Markets Could Reprice Defense Tech 

Going back to 2000, our analysis shows that when major global conflicts unfold, defense stocks within the S&P 500 outperformed the 

overall index by roughly 7.3% over the next 12 months.12 Against today’s backdrop and positioning, that historical pattern could indicate 

a supportive setup for defense tech exposure. Defense is still largely under-owned. The Aerospace & Defense industry makes up less 

than 2.5% of the S&P 500 index.13 The ongoing rotation away from Big Tech could provide further support for the sector and the 

defense-tech theme. 
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Even before this conflict, defense demand was firm. A prolonged conflict scenario raises the probability of incremental procurement and 

accelerated deliveries. Global X estimates global defense spend to cross $3.6 trillion by 2030, up from $2.7 trillion in 2024, with strong 

chances that a replenishment cycle drives upside growth to the forecast.14  

In the United States alone, the Department of War intends to obligate $152 billion in reconciliation funding in fiscal year (FY) 2026, up 

from the previously anticipated $113 billion. Total U.S. defense expenditures are now expected to reach $1 trillion in FY2026, years 

ahead of the Congressional Budget Office’s original estimate.15 

 

Conclusion: Inventory Burn Meets New Defense Needs 

The Iran conflict marks a new chapter in global defense readiness. As refresh cycles and modernization simultaneously advance, 

defending against high-volume, low-cost, expendable systems becomes imperative. That shift strengthens the opportunity set for 

companies tied to drone production and the defensive stack around it, including counter-drone, air and missile defense, as well as 

directed-energy systems. In our view, the market has still not fully priced the durability of these procurement tailwinds. 

 

Related ETFs 

SHLD – Global X Defense Tech ETF 

Click the fund name above to view current performance and holdings. Holdings are subject to change. Current and future holdings are 

subject to risk. 
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This material represents an assessment of the market environment at a specific point in time and is not intended to be a forecast of 

future events, or a guarantee of future results. Information on funds other than the Global X Funds is provided strictly for illustrative 

purposes and should not be deemed an offer to sell or a solicitation of an offer to buy shares of any funds other than the Global X 

Funds described in this article. This information is not intended to be individual or personalized investment advice and should not be 

used for trading purposes. Please consult a financial advisor for more information regarding your situation.  

Investing involves risk, including the possible loss of principal. Concentrated investments in a particular sector tend to be more volatile 

than the overall market. International investments may involve the risk of capital loss from unfavorable fluctuation in currency values, 

from differences in generally accepted accounting principles or from social, economic or political instability in other nations. SHLD is 

non-diversified. 

Shares of ETFs are bought and sold at market price (not NAV) and are not individually redeemed from the Fund. Brokerage 

commissions will reduce returns.  

Index returns are for illustrative purposes only and do not represent actual Fund performance. Index returns do not reflect any 

management fees, transaction costs or expenses. Indexes are unmanaged and one cannot invest directly in an index. Past 

performance does not guarantee future results. 

Carefully consider the Fund’s investment objectives, risks, and charges and expenses before investing. This and other 

information can be found in the Fund’s summary or full prospectuses, which can be obtained at www.globalxetfs.com. Please 

read the prospectus carefully before investing. 

Global X Management Company LLC serves as an advisor to Global X Funds. The Global X Defense Tech Index is owned and was 

developed by Global X Management Company LLC for use by Global X Funds. The Funds are distributed by SEI Investments 

Distribution Co. (SIDCO), which is not affiliated with Global X Management Company LLC or Mirae Asset Global Investments. 
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