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Questions for North American and West European SMEs

What is your long term cost management plan?

How do you plan to benefit from global aviation growth in the long 
term, especially in Asia? 

How do you plan to leverage technology to grow profitably? Can 
technology help you compete globally?

Does your enterprise value maximization strategy account for 
globalization?

How do you address your skill / capacity shortfall in the long run?

Do you have a global 
competitive strategy?
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Background : Outsourcing aerospace manufacturing to emerging 
countries has not been an unmitigated success……..

Conventional Wisdom Ground Reality

Source - McKinsey

Fallacy of labor arbitrage 
First mover disadvantage

• Inconsistent quality 
• Poor productivity
• Wage escalation
• Employee turnover
• Ongoing training & support
• Gaps in supply chain (e.g. special processes)
• Commodity dependence / capital intensity



…yet, manufacturing in emerging countries continues to grow 
inevitably
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Drivers
• Access to growing aviation markets
• Local aftermarket support
• Offset / mandatory requirements
• Cost reduction
• Capacity & Expertise

Country Mexico Poland Morocco India

Exports to the 
West (2017)

$7B $2B $1B $2B by 2025
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Understanding Emerging Country Dynamics for an SME strategy 

Manufacturing 
Expertise

Aircraft OEMs

Growing Air 
Traffic

India

Brazil 

Poland
Mexico
Taiwan
Morocco
Malaysia
Czech
Hungary

Russia
China

UAE
Saudi Arabia
Indonesia
Vietnam

Typical capability development path for 
emerging countries –

Training
Line checks, maintenance
Overhaul, Assembly & Dis-assembly
Repair
Small machined parts
Larger / complex machined parts
Fabrications, Composites, Harnesses 
Special processes / raw material

Notional Positioning

M
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u
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An emerging country strategy must consider maturity of eight macro 
factors 

Emerging Country 
Aerospace 

Manufacturing 

2. Policy & 
Regulation

3. Transfer of 
Technology

4. Skilled 
Workforce 

7. Cost of Labor

8. Air Transport 
Growth

6. Defense 
Spending

1. Infrastructure

5. Access to 
Capital

FDI rules
Company law 
Tax laws

Transport
Reliable Power

IP Protection
Gaps in value chain

Direct and Indirect labor
Demographics

Exchange rate
Patient Investors

Passenger growth
Airline fleet growth

Labor rate
Productivity

Offset policy
Sustainment strategy



• 30,000 employees, $2B exports
• P&W acquired WSK in Rzeszow
• Sikorsky acquired PZL Mielec
• Augusta acquired PZL Swidnik
• MTU setting up greenfield
• Goodrich, Honeywell, Moog,  GE, Eaton, BAE
• 25 SMEs

Eastern Europe benefits from long aviation history and skilled 
workforce – good opportunity for West European SMEs

Poland Czech Republic

Hungary, Slovenia, Slovakia, Georgia are other emerging, 
low cost and skilled countries
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Brazil will be an opportunity for SMEs as Embraer becomes less 
vertically integrated 
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Embraer’s historic sourcing strategy

• Expect Embraer to become less 
vertically integrated with / without Boeing

• Expect Boeing to bring its supply base
to help Embraer

• Expect new commodities to be outsourced due to 
capacity constraints.



SMEs prefer to stay at an arm’s length in China

• 20% of worldwide aircraft demand for the next 20 years
• Targeted acquisitions - FACC (2009) and Gardner Aerospace (2017) 
• Increased scrutiny of new deals, e.g. Cotesa (2017)
• Joint Ventures with Boeing, UTC, GE, Airbus & some Tier 1s
• Growth opportunity in the short term for western SMEs
• MA60, ARJ21 and C919 platforms
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Indian SMEs are aggressively pursuing western partners

North

West

South

• $16B aviation market; 10% CAGR in the last decade
• Boeing projects 20 year demand of 2100, valued at $290B
• Biggest importer of western defense aerospace
• $2B in Boeing offsets & $2B Airbus procurement target by 2020
• Growing local SME sector
• European SMEs aggressively pursuing Indian partnerships

11

Near to Medium Term 
Defense Procurement ~ $40B

Aerospace 
Clusters

Source - PwC

Two years in a row
Passenger traffic growth ~ 20% YOY
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A decade of learning & hiccups – India V2.0 now ready for rapid growth

2007 – 2010  

Peak of the hype cycle; ‘sexy’ industry; much publicity       Expectations are more realistic; more global exposure         

State agencies like HAL in the driver’s seat                             Strategic Private Partnerships, SME Entrepreneurs

Lack of appreciation of Aerospace Business Case                  ROI & breakeven better understood & realized by some

Lack of Manufacturing Talent                                                    Partnerships, expat talent & indigenous growth of skills

Lack of appreciation of Quality Requirements                        A decade of experience is starting to pay off in Quality

Unclear Offset Policy                                                                   Revised & improved offset requirements

Unreasonable Limits on FDI (26%)                                             49% FDI for Defense JVs and up to 100% for Civil JVs

Critical gaps in value chain                                                          Fuller value chain but gaps in special processes /
castings / forgings

2017 – 2020 
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Cross Border Investments at SME Level in India are increasing

SME  
Entrepreneur  

Global Strategy Product Customers

Aequs JVs – Magellan, SAAB, Auburt Duval
Acquisitions – T&K Machines, SIRA 
Group, Investment in Spartacus3D                                              

Machined Parts Fabrications
Forgings

Airbus, UTC, Boeing, 
Honeywell, Premium 
Aerotek, Safran

Dynamatics Acquisition – Oldland UK
Partnerships – Aerovironment, IAI                                                                     

Sheet metal, Aerostructures
Composites 

Airbus, Boeing, GKN, Bell, 
GE, Augusta, Spirit

SASMOS JV – Fokker Elmo (now GKN Aerospace)                                                                       Wire harnesses, Electro-
mechanicals, Panels, Boxes 

Boeing, MBDA, Honeywell, 
Meggitt

Jaivel HQ in Midlands (UK) , Manufacturing in 
India & UK, Skills training with Boeing

Aerostructures, Engine components, 
Landing gear parts

Mettis, Pilatus, Hondajet, 
Augusta, ITP
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Summary / Takeaways

• Western SMEs should develop an emerging country strategy

• A pure cost reduction play in Mexico for North American SMEs 
and in Morocco / East Europe for European SMEs makes sense

• China is a growth opportunity in the short run but will generate 
intense competitive pressure in the long term

• Brazil, especially if Boeing / Embraer deal happens, will present 
new opportunities for western SMEs

• India is a big opportunity where European & Israeli SMEs are 
already taking the lead

• Greenfield new technology ventures (e.g. Additive) in emerging 
countries can be quite attractive – labor arbitrage in high tech 
skills is more impactful
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