


PREFACE
This report represents a snapshot of the Greater Phoenix 
region’s aerospace and defense industry for a specific period 
of time, from May through December 2012. During this time 
period, sequestration was considered more of a threat and 
less of a reality.

As such, this assessment does not include any actions taken 
by the region’s aerospace and defense companies as a result 
of sequestration or in anticipation of it – or sequestration’s 
effects on our communities.

However, with sequestration just days from being 
implemented, today it should serve as a warning to Greater 
Phoenix’s entire community about the importance of 
deliberate and collective action to support not just our 
aerospace and defense industries, but also the workforce 
talent and innovation assets they contain.
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 3.  Major Commitment to Science and Technology
   The region’s business and community leadership must 

commit to public-private collaboration and investment 
to ensure the aerospace and defense industry’s existing 
knowledge and technology assets are leveraged to 
generate new and higher-value economic growth 
opportunities, similar to the Rochester, N.Y. example 
detailed in the executive summary.

   GPEC is working with the Brookings Institute and 
Maricopa Association of Governments to develop 
a science and technology strategy that injects new 
life into our economy. This effort seeks to make our 
region a center for next-generation innovation, creating 
opportunities for our existing workforce talent while also 
attracting new, skilled workers to Greater Phoenix.

  4. Increase Regional Export Opportunities
   State and regional leaders must support opportunities 

to increase the number of export-based investments. 
Export industries are critical to safeguarding and retaining 
the aerospace and defense industry’s engineering base 
because they generally require high-skilled workers. In 
addition, export-  companies also tend to be 
capital-intensive operations that pay higher-than average 
wages and generally offer benefits like health insurance. 

 

 

  In a recent analysis, the Tax Foundation reported that “Arizona ranks 40th for the new capital-intensive manufacturing operations 
with a total effective tax rate of 16.3 percent. For labor-intensive manufacturing, Arizona ranks 39th with a TETR of 13.2 percent. 
Property taxes are, by far, the largest tax cost for these firms, a tax burden nearly twice the national average. Arizona is one of only 
a handful of states that don’t offer property tax abatements.”

 

  In addition, Arizona should look to advance export industry opportunities with investments in STEM education and an infrastructure 
program for local communities that is similar in scale to Albany, N.Y.’s nanotechnology strategy.

 

5.  Ongoing Commitment to Business Retention and Expansion

 

  As stated earlier, this report represents a pre-sequestration snapshot look at the Greater Phoenix region’s aerospace and defense 
industries. The days that follow March 1, when sequestration is scheduled to go into effect, represent a can’t-miss opportunity for the 
region’s business, community and municipal leadership to determine the short- and long-term consequences and chart a decisive 
course of action for Greater Phoenix.

 

  To that end, GPEC recommends a continued coordinated business retention and expansion (BRE) program to constantly monitor, 
assess and share relevant market intelligence with regards to sequestration’s impacts. This can be accomplished by the creation of a 
regional response team and protocols to engage industry executives with regards to workforce and asset redeployment in the event 
of a business contraction or expansion outside the market. 

 

  It’s critical to note that in order to hold on to the region’s engineering and innovation base, the aerospace and defense companies that 
participated in this analysis report must be treated as valuable and unique assets by the region’s cities and economic development 
teams, as well as local, state and federal public officials.
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“As a bipartisan delegation...
we write to show unified support 
for immediate action to avert the 
devestating impacts of sequestration...
These reductions, while harmful 
to the entire U.S. economy, will be 
particularly devastating to Virginia…
nearly [10] percent of the 2.1 million 
jobs that would be lost as a result of 
sequestration will come from Virginia.” 

Excerpt from bipartisan letter to President Barack 
Obama, Senate Majority Leader Harry Reid and 
House Speaker John Boehner from Virginia’s 
U.S. Senators and its congressional delegation, 

   Feb. 15, 2013

-

Competitor states in the Mountain West region, like Texas and Utah, have turnkey economic development programs to attract new 
export-oriented companies. While Arizona has dramatically improved its competitiveness for export-based investments with recent 
policies like HB 2001 and HB 2815, a property tax reclassification policy would increase the state’s regional competitiveness ranking 
from fourth to first.
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FINDINGS FROM MEETINGS WITH TIER 1 COMPANIES 
•   All Tier 1 companies in the region have been contacted 
 Meetings were held at one of the facilities, at least, operated by a 
Tier 1 company.

•  48% of all Tier 1 sites reported that their business is stable 
Most of the large Tier 1 companies reported that their short-term 
outlook is stable. They had already made adjustments in the last 
12 months in anticipation of the DoD budget cuts. 

•  33% of all Tier 1 sites reported they will expand in the near future 
These companies generally had a more positive outlook and 
reported expansion plans due to a strong pipeline of commercial 
contracts and a strategic direction targeting DoD growth areas 
like intelligence, surveillance and reconnaissance programs, 
cyber technology, space technologies, homeland missile defense 
capability, and counterterrorism capabilities.  

•  19% of all Tier 1 sites reported that their business was contracting 
Contractions were reported at sites that are almost exclusively 
dependent on DoD contract work. Some sites were contracting 
due to consolidation. 
 
•  Timing and uncertainty around the implementation of the DoD budget 
cuts present challenges to businesses 
With the U.S. Congress still poised to impose steep cuts to the 
DoD procurement budget, the region’s Tier 1 aerospace and 
defense companies are echoing many of the same concerns 
voiced across the country. Whether large or small, aerospace and 
defense companies do not yet know how sequestration will impact 
them. The prolonged timing and uncertainty about the allocation
of budget cuts across the programs is the most critical factor  
hindering their ability to execute business plans. 

•  Focusing on technology rather than products 
Large companies in the region, like Honeywell and Boeing, have 
become considerably less capital intensive and more diversified. 
They focus on technology rather than products and minimize 
risk by not being overly dependent on any specific platform. 
For example, Lockheed Martin in Goodyear is focusing more 
on integrated technologies. Together with engineers from two 
California operations, they developed the Lockheed Martin Mission 
Cloud. This system integrates the elements of the IS&GS NexGen 
Cyber Innovation and Technology with existing mission-specific 
IT systems. Another example of diversification is in Unmanned 
Aerial Systems. Twenty-seven of the companies interviewed 
were either currently developing or interested in developing UAS 
technologies. 

•  The sector is consolidating 
Larger technology companies and prime contractors are acquiring 
smaller companies with expertise and competencies in existing 
platforms and companies that have received SBIR funds to fill 
gaps in their current products and services and to capture new 
technology opportunities. This statement is supported by a recent 
analysis of M&A activity. For example, UTC purchased Goodrich 
Corp’s assets and merged them with Hamilton Sundstrand 
creating UTC Aerospace. 

• Businesses are seeking market diversification by expanding 
international sales 
Companies are seeking market diversification by moving into 
international markets. However, expending international markets 
sales is difficult because they have to comply with strict federal 

This issue is particularly acute for smaller companies, which lack
the necessary  resources or know-how. Companies suggested  
that the region’s defense contractors could benefit from additional
support at the  congressional level for implementing changes in
regulations that would simplify the transfer of military technologies
to commercial markets and advocating for overhauling 
International Traffic in Arms Regulations export rules.

FINDINGS FROM MEETINGS WITH TIER 2 COMPANIES 
•  About 42% of all Tier 2 sites responded to the outreach program  

•  Of these, about 55% reported they are currently stable at their site 

•  About 26% reported that business was contracting at their site 
Decline was mostly attributed to the reduction and/or suspension 
in subcontracting activities. 

•  About 19% reported that business was expanding at their site 
Similar to what Tier 1 companies have reported, the companies 
with more positive outlook and expansion plans have stronger 
pipeline of commercial contracts and are geared toward DoD 
growth areas. The weakening of the defense market is motivating 
aerospace companies to pursue contracts in the commercial 
sector, which has been rebounding since the recession. Demand 
for commercial aerospace products and services are projected to 
grow at about a 3 percent annual rate over the long term. Boeing’s 
Current Market Outlook 2011–2030 forecasts total commercial jet 
deliveries of 33,500 aircraft worldwide from 2011 to 2030, with 
an estimated total value of $4.1 trillion. Businesses are also trying 
to innovate and diversify their technology and product offerings 
by moving into adjacent sectors with commercial applications 
such as renewable energy , alternative fuels and communication 
technologies. 

•  Tier 2 companies are the most vulnerable
Several companies have stated that the damage has already 
been done. Due to uncertainty, large aerospace firms have 
slowed the pace of awarding subcontracts. Without new direct 
contracts from DoD or subcontracts from other prime contractors, 
small businesses have neither the capital to grow capacity nor 
the cash flow to wait it out. In the short term, this could force 
companies to lay off workers or cease operations, emphasizing 
the need for a science and technology strategy – as outlined in 
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regulations, bureaucratic requirements, and licenses and fees.

“We will have to make cutbacks and delays in 
virtually every investment and program in the 
department, more than 2,500 of them.”
– Under Secretary of Defense Robert Hale,
   February 20, 2013



the recommendations – that captures these assets and prevents 
them from being redeployed or finding alternative employment in 
other markets.

• Instability in Tier 2 companies could result in loss of available 
production infrastructure and disruption in the supply chain 
In particular, it was noted that at times the local supplier base is 
insufficient to satisfy longer production runs as larger companies 
take up a larger share of local manufacturing resources. Smaller 
companies are also worried about the indirect cuts. For example, 
if the Air Force reduces flying time, this will reduce demand for 
aircraft overhaul services, spare parts and other maintenance 
services.  Many local aerospace businesses providing these 
types of services depend on the operations of older aircraft platforms.

•  The supplier relationships are changing 
Small businesses primarily depend on Tier 1 and larger Tier 2 
companies for subcontracts. However, smaller Tier 2 companies 
are having difficulty securing contacts with Tier 1 companies 
because larger companies have suspended subcontracting 
activities due to uncertainty associated with the budget cuts. As 
budget cuts are implemented, Tier 1 companies will increasingly 
depend on their supply chain companies to assume more risk and 
the larger share of the R&D work. Their goal is to focus more on 
systems integration rather than manufacturing components, thus 

shifting a larger share of components design and manufacturing 
onto Tier 2 companies and fully integrating them in their own 
supply chain, and inventory management systems. However, this 
poses strains on smaller companies.

•  Tier 2 companies have been targeted by private equity groups 
Diminished federal resources and high growth in the commercial 
sector have motivated several companies to consider mergers and 
acquisitions as a way to diversify their portfolios, including private 
equity groups. The Transdigm Group recently purchased Amsafe 
and Court Square purchased Aero Design & Manufacturing from 
Platte River Ventures. 
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GPEC Member Communities:

Maricopa County
Apache Junction
Avondale
Buckeye
Casa Grande
Chandler
Fountain Hills
Gila Bend

Gilbert
Glendale
Goodyear
Maricopa
Mesa
Peoria
Phoenix

Queen Creek
Scottsdale
Surprise
Tempe
Tolleson
Wickenburg
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