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Aerospace and Defense 
COVID-19 slams commercial aero, defense impact limited 

What’s changed post-COVID? 
Aircraft demand collapsed. With global air travel likely down more than 50% in 
2020, airlines are deferring or canceling orders for new aircraft, prompting Airbus 
SE and Boeing Co. to cut production 30%-40%. This is depressing earnings and 
cash flow for many firms, some already affected by the Boeing 737 MAX grounding, 
resulting in numerous downgrades and outlook changes. 

Aftermarket sales declined with traffic. The sale of aftermarket parts and services 
also dropped materially as airlines grounded fleets and put off discretionary 
maintenance or upgrades to conserve cash. This has a disproportionate impact on 
profitability as aftermarket parts generally have higher margins.  

Defense impact is limited. Defense spending is unlikely to change in the near term, 
but it could face pressure over time. Some firms have experienced COVID-19-
related operational disruptions, but only those with commercial aerospace 
exposure are likely to see a material impact on sales or earnings. 

What is the likely path to recovery? 
Aircraft production declines, then recovers slowly. It is not likely to increase from 
depressed levels until 2022 and may not return to 2019 levels until 2023 or later. 
Domestic air travel is likely to recover before long-haul international travel, favoring 
narrowbody deliveries over widebody. Earnings growth will depend on both higher 
volumes and rationalizing cost structures. 

Aftermarket recovers with traffic. As the number of aircraft flying increases with 
increased air travel, aftermarket demand should begin to recover. However, global 
air travel isn’t likely to return to 2019 levels until 2022 or beyond. The likely 
retirement of higher-maintenance, older aircraft could slow sales and profit growth.  

What are the key risks around the baseline? 
Slower air travel recovery than expected. If global air travel takes longer to recover 
than expected or growth thereafter does not return to historical rates, aircraft 
production may take longer to recover or be cut even further. This could result in 
additional downgrades, as 45% of outlooks in the sector are negative.  

Supply chain disruptions. The lower volumes could cause some very small firms or 
those with weak balance sheets to fail or exit the market, interrupting aircraft 
production. Also, further direct COVID-19-related disruptions are possible. 

Liquidity. Lower cash flow and earnings are tightening covenant compliance and 
constraining liquidity at some firms. Although a number of larger, mostly defense, 
firms have raised public debt to bolster liquidity and refinance upcoming 
maturities, lower-rated firms could face challenges refinancing maturities.  

Latest Related Research 

– Spirit AeroSystems Inc. Rating Lowered To ‘B+’ On Lower Boeing 737 MAX 
Deliveries, Outlook Stable, June 25, 2020 

– Raytheon Technologies Corp. Outlook Revised To Negative From Stable On 
Coronavirus Impact; Ratings Affirmed, May 8, 2020 

– Boeing Co. Downgraded To ‘BBB-/A-3’ From ‘BBB/A-2’ On Coronavirus Impact, 
Outlook Stable, April 29, 2020 
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Ratings Statistics (YTD)  

 IG SG All 
Ratings 11 45 56 

Downgrades 1 16 17 

Upgrades 0 3 3 
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