
fered little growth over 2005, manufac-
turers are planning a significant increase
this year based on very strong demand.
Teal Group is forecasting a strong 8.5%
compound annual growth rate (CAGR)
between 2005 and 2008.

While we are also fore-
casting an aircraft market
peak in 2008-2009, this is a
conservative outlook, based
on slowing economic growth
in the coming one to two
years and on a plateau in de-
fense spending. It is entirely
possible, however, that in-
dustry growth will continue
into 2009-2010.

Our forecast calls for the
value of new-build aircraft de-
liveries to exceed $135 bil-
lion annually by 2015, up
from just over $90 billion in
2005. This represents a respectable CAGR
of 4.7% between those years.

But these numbers represent only the
value of deliveries; they exclude R&D, and
the generally more lucrative after-market

support and upgrade businesses.
We estimate that the latter two
broad business categories, plus
finance and other related work,
are worth about 200% of the
value of new aircraft manufac-
ture annually.

Therefore, since the new
aircraft market is worth $90 
billion-$135 billion a year, we
estimate that the total aircraft in-
dustry contributes $270 billion-
$400 billion annually to the
world economy. And this figure
excludes numerous related in-
dustries, such as airlines, air
traffic control, and military air
base support services.

Breaking down these numbers by
segment, commercial jet transports play a
dominant role, at least in terms of volume.
In 2006, jetliner and regional aircraft rev-
enues accounted for over 60% of the total

The world’s aircraft industries are enjoying
great times. The market has grown rapidly
since 2003, and the expansion looks set
to continue to 2008 and possibly beyond.

This growth is broadly spread over all
major industry segments. Indeed, it is the
first simultaneous civil/military market
upturn in over 20 years. Yet this diversity
of growth is not shared by all players, im-
plying change in the industry’s structure.

Growth dynamics
About two-thirds of the aircraft industry’s
business volume is driven by civil mar-
kets. Therefore, it is not surprising that
the current boom began in 2003, as the
world’s air transport industries began re-
covering from the great market shock
brought about by the terror attacks of
September 11, 2001. This civil market re-
covery was boosted by military market
growth, which also predictably began af-
ter those attacks.

The first year of the boom—between
2003 and 2004—saw a respectable 5.7%
growth rate. This was followed by 8.3%
between 2004 and 2005. While 2006 of-

Winners and losers in the
great aircraft boom
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Sino-Swearingen delivered its first production SJ30 in November. 

Boeing 747, 757, and 767 structures are assembled at Vought’s
commercial assembly facility in Grand Prairie, Texas.

industry, and revenues from these mar-
kets will come to over $650 billion in our
2006-2015 forecast period.

As for the other markets, fighters are
a distant second, worth about one-fourth
as much as jetliners and smaller civil trans-
ports ($152.8 billion over 10 years). Busi-
ness jets are third, accounting for $160.4
billion in revenue. Rotorcraft, an 80%
military segment, is fourth, comprising
$120.8 billion in forecast revenue. The
other segments (military transports, spe-
cial mission aircraft, turboprop general
aviation aircraft, and trainers) together
provide a total of $73 billion. The piston-
powered general aviation industry, sadly
excluded by this forecast, would barely
register on our chart.

Concentration and barriers
The aircraft industry has persistent and
remarkable barriers to market entry. Just
before this article was written, Sino-Swear-



ingen succeeded in delivering its first pro-
duction SJ30 light business jet. This de-
velopment followed well over 20 years of
slow, often confounded development ef-
forts. But Sino-Swearingen’s success as a
small, independent market entrant is
quite noteworthy. Since 1960, only one
other all-new company—Embraer—has
succeeded in entering the market for jet-
powered aircraft.

There might be one or two additional
new players entering the industry in the
coming two years. The new breed of very
light jets (VLJs) offers an unusual combi-
nation of high growth rates and relatively
low capital requirements. But even if the
most optimistic VLJ projections are borne
out, the total value of these aircraft will
still be relatively small—less than 10% of
the business jet market by revenue (our
forecast calls for them to comprise 5%).
In short, any successful new VLJ players
will be minor industry actors.

The military side of the industry is
even tougher on newcomers. There have
basically been no new military aircraft
market entrants in many decades. The
unmanned aerial vehicle (UAV) market
has attracted a few new players, especially
General Atomics and its Predator series,
but our numbers exclude UAVs.

In addition to high barriers to entry,
the aircraft industry is also notably con-
centrated. The top 10 companies—Boeing,
the European Aeronautical, Defense, and
Space company (EADS), Lockheed Mar-
tin, Bombardier, BAE Systems, Finmecca-
nica, Dassault, Embraer, Textron (Cessna
and Bell Helicopter), and General Dy-
namics’ Gulfstream unit—account for over
85% of industry revenues.

There are no signs of any technolog-
ical or market game-changers that would
catapult any minor players into this elite
group. In fact, the industry has seen sev-
eral notable market exits in recent years.
Northrop Grumman, a very successful de-
fense company that provides a wide array
of defense products and services, is down
to basically one aircraft, the E-2 airborne
early warning plane. Both of Northrop
Grumman’s constituent companies were
once aircraft industry champions, building

such market-leading aircraft as the F-5, F-
14, and A-6. BAE Systems, after the sale
of its 20% Airbus holding to EADS, has
also followed a clear path away from air-
craft and towards other defense systems.

Yet this market concentration is
somewhat deceptive. Although prime con-
tractors are only increasing their domi-
nance at the top end, they are also in-
creasing their outsourcing. While 50-60%
of the value of an aircraft has always been
outsourced (engines, avionics systems, in-
teriors, and so on), primes are increasingly
seeking to partner with second-tier com-
panies on major airframe structures. The
primes are seeking to spread risk and
costs, and focusing on top-end product
integration and marketing.

As a result of this airframe outsourc-
ing trend, the industry has seen the grow-
ing power of subcontract players special-
izing in aircraft structures. This industry
too is relatively concentrated. The major
players—Vought Aircraft, Finmeccanica,
and Japan’s Mitsubishi, Kawasaki, and
Fuji Heavy Industries—have been joined
by Spirit AeroSystems, spun off by Boe-
ing. All of these increasingly important
players are in high-cost production areas,
implying barriers to entry that are just as
severe as in the prime contractor arena.

Interestingly, the second tier of air-
frame subcontractors largely comprises
current and former aircraft manufactur-
ers, who are finding themselves in a di-
minished position as prime contractors in
the industry and looking for additional

work. Stork’s Fokker unit, Saab, and Ka-
man, are the best examples of this trend.

Secular differences
The U.S. has long enjoyed an impressive
aviation industry lead against all chal-
lengers. U.S. companies are far up the air-
craft production learning curve and bene-
fit from the largest civil and military
markets in the world. They know more
about systems integration, marketing, and
financing than anyone else does. They are
also superb at globalization, in terms of
recruiting customers and selling aircraft.
The U.S. government avoids the European
mistake of providing money for capitaliza-
tion rather than technology development.
And of course, the dollar remains the most
important currency for aircraft purchases.

As a result, the U.S. share of the
world aircraft industry remains quite se-
cure. Since the U.S. is home to the most
important fighter program in the world
(Lockheed Martin’s F-35) and the two
most important widebody jetliner pro-
grams in the world (Boeing’s 777 and
787), this market dominance will increase.

But Europe remains serious about
defense and aerospace. European govern-
ments are finally funding several key de-
fense programs, most notably Eurofighter,
Dassault’s Rafale, and Airbus’s A400M
military transport. More controversially,
they have also provided technology devel-

AEROSPACE AMERICA/JANUARY 2007 21

Attempts to launch the A350 XWB are compli-
cated by the need for new investors.

The two most important widebody jetliners, in-
cluding the Boeing 777, are built in the U.S.



opment money for new civil programs,
most notably Airbus’s A380 and A340-
500/600. Their reason is simple—while
government industrial policies are gener-
ally losers, aerospace is a proven non-
loser. It may not be as efficient as private-
sector business investment decisions, but
it does create jobs, develop technology,
and enhance prestige.

Yet Europe is now going through a
difficult transition phase. While technol-
ogy development money is still flowing,
European governments are less willing to
provide equity, or to direct large banks
and politically connected corporations to
provide equity. Increasingly, companies
such as EADS are forced to look to private
sources for investment money, a process
that could stall their new product devel-
opment efforts. Attempts to launch Air-
bus’s new A350 XWB are clearly compli-
cated by this need for new investors.

Outside the U.S. and Europe, most
countries are slowly getting the message
that aviation is not an industry for dab-
blers, and that access to private capital is
more important than a government man-
date. Asia’s experience with home-grown
aircraft is driving this message home.

Traditionally, emerging aircraft-pro-
ducing countries develop indigenous air-
craft for two reasons. One is the national
security rationale; the other is the indus-
trial policy rationale. These are inadequate
(and somewhat contradictory) reasons to
develop an aircraft industry.

The national security rationale has
been obviated because indigenous fighters
are overpriced underperformers. Japan’s
F-2 (formerly FS-X) is basically an F-16
with a tripled price tag, and it faces a
truncated production run. Taiwan’s AIDC
Ching Kuo was cheaper than an F-2, but
not nearly as good as an F-16, and is now
dead. Taiwan was allowed to purchase
the Western fighters it wanted anyway, as
can any country—the weapons industry is
always going to be a buyer’s market. India’s
LCA shows little sign of technical promise.
In short, countries that really care about
national security will buy fighters built by
an established and experienced producer.

The other rationale, industrial pol-
icy, is a relic of the bad old days of ineffi-
cient parastatal industries. Spend a lot of
money, build a factory in the jungle, and
hope people buy your planes at list price.

Sell them at a loss when they do not, and
watch the money go to Western compo-
nent suppliers while your country’s private
sector is starved for capital. Brazil’s Em-
braer (before it was privatized) is the clas-
sic example. Indonesia’s IPTN, under the
leadership of B.J. Habibie, wanted to fol-
low this path, but IMF restrictions shelved
most of its programs. China’s ARJ21 pro-
gram might just go ahead, but it would
only succeed in proving why it should
not be done.

These two rationales fail to provide
an incentive to build indigenous aircraft.
They are also contradictory. To build
planes as part of an industrial policy, a
small company needs outside capital; a
single government cannot alone provide
the money needed to make it happen. Yet
selling a stake in this company to a foreign
entity weakens the national security case;
an indigenous firm making indigenous jet
fighters cannot be owned by foreigners.

The best illustration of this contra-
diction is Embraer. The Brazilian govern-
ment investigated the security implica-
tions of the sale of a share in the company
to a French consortium led by Dassault.
The sale needed to go through for Em-
braer to succeed with its ERJ 170/190 re-
gional jet family; yet the sale also compro-

mised Embraer’s status as a purely local
military supplier.

The last important state-directed
economies in the world are being forced
to convert to market capitalism, or at least
to head in that direction. As this process
continues, national pride and market
share will matter less than return on in-
vestment. And the incestuous relationship
between governments and companies is
breaking down, as in Europe.

So, we see few new entrants into the
aircraft production industry. South Korea’s
KAI has joined with Lockheed Martin to
build its A/T-50 trainer/light combat air-
craft, but its dreams of building an all-
new transport or helicopter depend on
government willingness to give it money.
Other Asian countries seeking to build re-
gional jets will find their technonational-
ist aspirations quashed by government
austerity efforts and an increasingly free-
market world economic environment.

In short, the aircraft market may be
growing. But this growth will increasingly
benefit established companies that have
experience, existing product lines, and
most of all, access to capital.
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