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Despite the serious economic pain 
that the coronavirus pandemic has 

created for some defense companies—sap-
ping their ability to undertake acquisi-
tions—all is not lost. Defense M&As are 
still an option. Historically, industry 
consolidation occurs when US defense 
spending is on the decline, and, given the 
trajectory of such spending today, the 
industry could well be on the cusp of 
another period of consolidation. 

Of course, some formidable challenges 
await companies that want to tap into the 
enormous US defense market, as well as 
for companies that hope to expand an  
established presence. A wave of consolida-
tion over the past decade has cemented  
positions, leaving a relatively small  
number of large players that would be  
logistically difficult to acquire. Any major 
deal would surely face careful regulatory 
scrutiny. With those caveats in mind, com-
panies should plan now for how they could 
seize opportunities to establish new plat-
forms and beachheads in the US defense 
market.

The Next Consolidation Wave?
US defense spending tends to go in waves, 
and we may be about to enter another 
downturn with aggressive cuts similar to 
those proposed by the Budget Control Act 
in 2011. (See Exhibit 1.) While the 
President’s FY21 defense budget requests 
an annual 2% increase, our modeling 
suggests an increase is unlikely, given the 
size of the stimulus package to counter 
COVID-19. We forecast a range of 
scenarios, with the best case being 
essentially a flat budget, and the worst 
being a steep decline. If the worst case 
occurs, it’s likely that new programs will be 
postponed, R&D cut for all but the most 
strategic efforts, and current procurements 
will slip. There could also be pressure to 
keep existing programs in service longer 
than planned—which could increase their 
sustainment costs and modernization 
requirements. 

Such downturns have historically been pe-
riods of consolidation in the industry, a 
chance for stronger companies to buy firms 
in financial distress and either establish a 
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beachhead in the US or expand their pres-
ence. (See Exhibit 2.) This presents a near-
term opportunity for companies—whether 
they are foreign firms, domestic commer-
cial aerospace companies, private equity 
investors, or existing players looking to cre-
ate new platforms.

For example, BAE Systems took advantage 
of the downturn in the 1990s to acquire the 
Sanders electronics business from Lockheed 
Martin. This put BAE on the path to build-
ing a $12 billion business in the US, account-
ing for 50% of the group’s revenue and  
making it a major prime contractor. The 
Sanders acquisition helped BAE establish a 
Special Security Agreement with the US De-
partment of Defense (DOD), which eventu-
ally regarded the company’s US business as 
a domestic company. Using this as a founda-
tion, BAE went on to acquire United De-
fense and the Bradley Fighting Vehicle fran-
chise in 2005. The company followed up this 
acquisition in 2007 with the purchase of Ar-
mor Holdings a provider of tactical vehicle 
and soldier protection equipment. The land 
vehicle acquisitions proved highly lucrative 
in the Iraq and Afghanistan wars. 

While it’s true that few companies have the 
financial resources of a BAE, or the risk ap-

petite for multibillion dollar acquisitions, we 
still see many opportunities to create custom 
plays—to assemble what a company wants 
in a few steps instead of one fell swoop—
and at a lower cost than buying a large firm 
(and with less regulatory scrutiny). 

Become a Conduit of Innovation
It’s important to understand that while the 
prime contractors (aka, “the primes”) are 
huge, their R&D budgets are relatively  
constrained—typically just 2% or so of rev-
enue. They tend to focus on winning new 
programs and developing existing pro-
grams but not pure innovation. As a result, 
their “cash cows” can sometimes get short-
changed on the R&D front. The primes still 
value these programs, but they must priori-
tize and often cannot spare the resources 
to upgrade them. 

This creates opportunities for others. A 
prime might happily divest a seemingly 
stagnant component business (in order, hy-
pothetically, to focus on system integra-
tion) but would be very interested if the 
new owner of that component business 
pursued R&D and did the necessary  
conversion work to help extend the life of 
the prime’s existing system integration 
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Exhibit 1 | Actual and Forecast US Defense Spending, 1980-2025



Boston Consulting Group  |  Building Beachheads in the US Defense Market Through M&A 3

program. In addition, the Pentagon is look-
ing to diversify its sourcing to more  
creative and flexible vendors who will as-
sume more of the financial risk of system 
modification and development. 

With that mind, we believe that ambitious 
companies should consider M&A strategies 
that help them become “conduits of innova-
tion” for the main players. The aspiring com-
pany may need to acquire several subunits 
from existing players to build a cohesive 
whole, then marry industry knowledge (such 
as where to find certain expertise or anchor 
capabilities) together with an analytical un-
derstanding of where the leading edge of the 
industry is trending. This approach requires 
a coherent vision for what a successful play-
er will look like in three to five years. (See 
the sidebar, “Six M&A Success Factors.”) 

This approach also requires that companies 
understand the core capabilities for success 
in each domain. (See Exhibit 3 for the land 
domain.) For example, while the US Army 
needs combat vehicles to fight and sustain 
multiple operations, the vehicle itself is a 
commodity. The real value is in the pay-
load/sensor package. Combining this pack-

age with real-time data analytics could be 
powerful. Another opportunity lies in the 
US Special Operations Command’s desire 
to reduce integration costs for C4ISR (com-
mand, control, communications, computers, 
intelligence, surveillance and reconnais-
sance), enhance suspension technology, 
and improve the life cycle of nonstandard 
commercial vehicles.

Also worth noting is that the DOD is put-
ting a new emphasis on innovation and 
speed. The DOD requires the Modular 
Open System Approach, or MOSA, on all 
major defense acquisition programs so 
platforms, subsystems, and components 
can share major system interfaces. As a 
technical strategy, MOSA is focused on a 
modular system design utilizing widely 
supported industry standards to keep up 
with change and evolution. As a business 
strategy, MOSA enables nontraditional 
DOD contractors to participate in major 
DOD programs. 

Think Boring, Then Get Creative  
Often the first step in an M&A strategy is 
finding some mundane corner of the indus-
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try, a business that looks stagnant or is even 
suffering a declining order book. The owner 
might be easily convinced to jettison such a 
business—perhaps even enthusiastically—
at a reasonable price. The trick at this stage 
is not to set one’s sights too high, such as 
building tanks or jet engines. Instead, bor-
ing is usually better. Maybe focus on com-
bat propulsion systems and armored struc-
tures that seem mature and without 
obvious growth potential. The goal with the 
acquisition is not to make a big splash im-
mediately, but to get a foothold in the US 
defense market, access an established cus-
tomer base, and create a platform to add 
capabilities and leverage cost synergies. 

Of course buying into a boring, stagnant 
business is not by itself a great strategy. 
The next step is to identify and acquire 
technologies that can improve the newly 
purchased company’s product. There is, in 
fact, a lot of potentially useful innovation 
going on in the commercial sector. But the 
commercial sector is generally ill prepared 
to integrate civil technology into the com-
plex defense space. This creates an oppor-
tunity for a company serving the defense 
sector to take untrusted commercial tech-

nology and use it in a “trusted” way for the 
defense sector. For example, technologies 
and innovations supporting 5G are directly 
applicable to DOD requirements for radar 
and electronic warfare. Intellectual proper-
ty is valuable in all of the defense business-
es and is key to future revenue.

Establish a New Platform
It’s not easy to put all these pieces togeth-
er, but it can be done. For example, after 
9/11 the airport security market began to 
grow significantly. That prompted L-3 Com-
munications, which had an existing unit 
that developed explosive detection systems 
for airports, to acquire PerkinElmer’s x-ray 
business unit for $100 million—a rather 
“boring” and “mature” part of the market. 
But with this complementary purchase, L-3 
could respond to requests for proposals 
from ports and airports with a full suite of 
security products, eventually adding Mac-
Donald Humfrey Automation UK for $280 
million, helping to boost revenues to $500 
million. L-3, which ultimately became 
L3Harris Technologies, sold its security de-
tection and automation business to Leidos 
for $1 billion in 2020.

Weapons
• main armament
• ammo loaders
• targeting/fire control
• secondary armament
• gunner’s station
• remote weapon sites

Sensors
• Electro-optical/infra-red
• radars
• thermal
• CBRNE (chemical, biological, radiological, 

nuclear, and explosive materials)
• acoustic/hostile fire detection range finders

Structure
• turret
• hull
• chassis/Interiors
• cooling
• fire suppression

Protection
• armor/reactive armor
• active systems
• passive systems
• camouflage
• countermeasures

Power and Electronics
• Vetronix systems
• power supplies
• distribution and monitoring
• batteries
• auxiliary power units
• computers and displays
• embedded diagnostics

Command and Control
• commander’s station
• communications
• driving controls
• driver’s vision enhancers

Propulsion
• engine
• transmission
• drive shaft
• final gearing
• suspension
• breaks
• track assemblies

Source: BCG analysis.

Exhibit 3 | Core Capabilities/Value Chain for Land Systems
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This strategy worked so well, L3Harris used 
the same approach in another corner of the 
aerospace and defense market. It had an 
established relationship with the DOD pro-
viding intelligence, surveillance, reconnais-
sance, and communications capabilities. To 
expand that relationship, L3Harris acquired 
Ocean Server and Open Water Power, posi-
tioning itself as a leader in the portable, un-
manned undersea market. The Pentagon’s 
Defense Innovation Unit recently selected 
L3Harris’s newest unmanned underwater 
vehicles (Iver4) for the US Navy to conduct 
expeditionary and undersea missions.

Was L3’s experience unique, or can others 
emulate the strategy? Based on our work 
in the industry, we have concluded that it 
is a repeatable strategy. The first step is to 
identify the precise area in the value 
chain and the level of entry. (See Exhibit 
4.)  Prime or Tier 1 businesses are more 
desirable, but command higher multiples. 
Tier 2 and 3 businesses are more accessi-

ble, but may be subscale or in less attrac-
tive segments. 

One possibility is to pursue a “chink in the 
armor” strategy, targeting a Tier 2 player in 
a specific segment and then patiently de-
veloping a stealthy strategy to expand ver-
tically up the value chain and horizontally 
into other verticals. A large foreign player 
could plan in cost synergies over time by 
harmonizing processes, streamlining man-
agement, sharing highly specialized em-
ployee skills, and bringing their own prov-
en processes and technologies to the US 
market. 

Recent developments in the US de-
fense industry has placed it on the 

cusp of the next consolidation wave. Com-
panies looking to make inroads have no 
time to waste. They need to lay their plans 
now to capitalize on opportunities. For 
most companies—those aspiring to enter 

Mission Systems Weapon Systems

• combat vehicles
• tactical vehicles
• support vehicles
• unmanned

Designs, integrates 
and delivers fully 
functional system to 
customer

Integrates 
subsystems and 
components to 
provide a fully 
functional system for 
platform integration

Builds components 
for application in 
subsystems and 
systems

C4ISR = command, control, communications, computers, intelligence, surveillance, and reconnaissance
CBRNE = chemical, biological, radiological, nuclear and explosive materials
EO/IR = electro-optical/infra-red
EW = electronic warfare

HVAC = heating, ventilation and air conditioning
USV = unmanned surface vehicle
UUV = unmanned underwater vehicle

Integrates 
components into a 
subsystem for 
further integration 
into a fully 
functional system at 
the Tier 1 level

• surface vessels
• aircraft carriers
• submarines
• unmanned (USV, 

UUV)

• tactical fighters
• rotary wing
• fixed wing support
• unmanned

• payloads
• rockets
• ground stations
• launch systems

• EW suites
• radar systems
• combat systems
• C4ISR systems
• command/control
• protection systems

• Vetronix systems
• communications 

systems
• engine/

transmissions
• brakes/Suspension
• drive train
• power systems
• interiors/HVAC
• fire suppression

• steel/armor plates
• wheels and tracks
• hydraulics
• computers/displays
• electronic 

components
• power suppliers

• metals/composites
• hull mechanical
• hull electrical
• batteries
• electronic 

components
• power supplies

• metals/composites
• electronic 

components
• computers/displays
• actuators/

hydraulics
• inceptors
• wheels and brakes

• antennas
• radiation-hardened 

electronics
• alloys/composites
• solar arrays
• propellants
• pumps and valves
• guidance/navigation

• optics/imagers
• antennas
• computers/display
• signal processors
• cables and 

connectors
• power supplies

• propellants
• energetics
• casings
• missiles airframes
• engines
• fuses
• high-gravity 

guidance/navigation

• aerostructures
• engines
• landing gear
• avionics systems
• communications 

systems
• fuel systems
• power systems

• avionics systems
• engines/boosters
• structures
• power systems
• fuel systems
• communications 

systems
• radars

• countermeasures
• EO/IR sensors
• thermal sights
• acoustic sensors
• jammers
• radars
• sonars
• CBRNE

• ammunition
• missiles
• launchers
• barrels
• turrets/mounts
• pylons
• lasers/microwaves
• ammo handlers

• superstructures
• communications 

systems
• steering systems
• navigation systems
• power and 

propulsion
• interiors/HVAC
• fire suppression
• fresh water systems

• integrated turrets
• integrated ship 

mounts
• missile launchers
• torpedo launchers
• aircraft gun systems

Definition Land Platforms Sea Platforms Air Platforms Space Platforms

Prime

Tier 1

Tier 2

Tier 3

nonplatform (standalone) systems

Prime contractors generally act as Tier 1 integrators during production.

Third parties might perform integration as part of modernization and sustainment. 

Source: BCG analysis. 
Note: Elements in each tier are examples, not intended to be exhaustive.

Exhibit 4 | The US Defense Industry Value Chain 
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the market and those looking to expand 
their presence—a multibillion dollar acqui-
sition is probably out of reach.  
 
Instead, they should consider establishing a 
new beachhead, finding an entry point, 

and creating a strategy to move up the val-
ue chain. Each company’s exact path to en-
ter or expand in the US defense market 
will be unique to their circumstances. But a 
guiding principle should be to become a 
conduit of innovation.
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 • Identify the desired vertical and 
entry position in the value chain to 
build the new platform.

 • Develop a thesis about how that 
platform could generate value based 
on a vision for where the market 
will be in five years.

 • Understand all the components 
necessary to build the platform—and 
what’s missing from the platform 
today—to seize the opportunity.

 • Quantify the thesis to ensure the costs 
are bearable. Should the company 
potentially overpay for a piece of the 
platform, if it knows it will create 
much more value in the end?

 • Ensure there are a range of acquisi-
tion candidates to build the plat-
form. If the list of viable targets is 
too short, the strategy is not viable. 

 • Move quickly when opportunities 
arise; most M&A strategies are 
defeated by a lack of courage, not 
lack of targets.
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