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Aerospace and Defense 
Commercial aerospace is reeling; defense is resilient for now  

What’s changed post-COVID? 
Large commercial passenger aircraft production rates have been slashed. The 
pandemic-related decline in global air travel (likely down more than 50% in 2020) 
has resulted in airlines trying to negotiate deferred delivery or cancel orders for new 
aircraft. Airbus has materially cut production, particularly for wide-body aircraft, 
weighing on already-strained suppliers and resulting in lower earnings and cash 
flow. This has resulted in numerous downgrades and outlook changes. 

Commercial aerospace suppliers are adjusting to lower demand until at least 
2023. Engine makers and tier 1 producers with high exposure to wide-body 
platforms have been particularly affected. We expect there may be material one-off 
costs, write-downs, and impairments in many issuers’ fiscal 2020 and possibly 
fiscal 2021 results, as a result of measures taken to scale down production. 

COVID-19 has had a limited impact on defense, with likely rising pressures. 
Despite some cross-border supply chain disruption in the EMEA defense industry, 
the pandemic’s effect on large defense primes has been limited so far (as most are 
afforded “essential” status by their respective governments). However, smaller 
defense players with highly leveraged capital structures and limited financial 
flexibility could see pressure on their credit quality as budgets come under scrutiny.  

What is the likely path to recovery? 
Aircraft supply chain right sizing, then gradual recovery. Aircraft production is 
likely to stay at reduced levels through at least 2021 and may not return to 2019 
levels until at least 2023. As domestic air travel is likely to recover before long-haul 
international travel, narrow-body aircraft deliveries are likely to increase before 
wide-body aircraft, which could stay low for an extended period. Improvements in 
earnings will depend on both increasing volumes and rationalizing cost structures.  

Defense budgets may be constrained. Defense spending is unlikely to be 
materially affected in the near term, but we expect defense budgets could come 
under pressure in the medium to long term due to higher sovereign debt levels. 

What are the key risks around the baseline? 
A second wave of COVID-19. Particularly if it is accompanied by further large-scale 
lockdowns, a second wave could further undermine air travel prospects, resulting in 
potential airline bankruptcies and even-lower-than-expected original equipment 
manufacturer production rates of large commercial passenger aircraft.  

Further supply chain disruptions. Parts of the global aerospace supply chain had 
already been suffering due to the prolonged grounding of the Boeing 737 MAX. The 
lower volumes now on other programs could cause some companies, especially very 
small companies, to fail or exit the market, interrupting aircraft production.  

Pressure on cash flows and liquidity of smaller issuers. Weaker profitability and 
cash flows, the cash cost of right sizing and restructuring businesses, and retooling 
for new opportunities could weigh on liquidity. Many issuers have fully drawn their 
revolving credit facilities and bolstered liquidity where they can, but risks remain. 

Latest Related Research 

– Rolls-Royce PLC Downgraded To ‘BB’; Outlook Negative, May 28, 2020 

– Six European Airlines Downgraded As COVID-19 Impact Erodes Credit Metrics, 
May 20, 2020 
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Ratings Statistics (YTD)  

 IG SG All 
Ratings 4 7 11 

Downgrades 1 2 3 

Upgrades 0 0 0 
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Defense Contractors 
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