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Good morning and thank you for giving me the opportunity to testify on Ohio Aerospace Day before this distinguished panel.  
The U.S. aerospace industry is a true economic engine for the United States. It provides the foundation for this country’s economic and national security and drives the technological innovation that keeps the United States competitive. 

Ohio is a vital contributor to this industry. Aerospace is one of the most important manufacturing industries in Ohio, producing world-class products and services and providing thousands of Ohioans with highly-skilled, well paying jobs in a wide range of fields, most on the cutting-edge of technology.

Over the past two years, despite what many economists have called The Great Recession, U.S. aerospace has returned solid results, leading all manufacturers in trade surplus. The aerospace and defense industry is a true economic engine for the U.S. economy. It supports more than two million middle-class jobs and 30,000 suppliers from all 50 states. Total aerospace sales in 2010 rose to $216 billion, a new record for the seventh straight year. The economic benefits from aerospace include a $53 billion positive trade balance fueled by $81 billion in exports.
Looking forward, total aerospace sales are forecast to improve again in 2011, reaching nearly $220 billion.  This is good news for Ohio, as aerospace has a solid base in – and a strong relationship with – the state.  The aerospace industry rewards Ohio’s workforce with highly competitive wages and fulfilling careers.  Wages paid to Ohio aerospace manufacturing workers are 65 percent higher than the average wage paid to all manufacturing workers across Ohio - $76,600 versus $46,300
. As expected, Ohio is eager to bring more aerospace manufacturing to the state.
Ohio is home to many aerospace companies – large and small –  involved in both the civil and military sides of the industry.  A number of AIA members are headquartered or have significant presence in Ohio including General Electric, Eaton, Belcan, Boeing, TechniGraphics, Timken, Parker Aerospace, L-3, and Goodrich. More than a dozen Associate Members, who represent the top tier of the supply chain also call Ohio their home.
I would like to now give a brief summary of AIA’s analysis the industry’s sectors and  where we see things heading.  

Generally, the performance of the civil aerospace sector is highly correlated to that of the overall national and global economies.  When the global financial crisis struck in 2008, all civil aerospace sectors were affected, albeit at varying stages and severities.  The business jet market was hit first and most severely, followed by the regional jet market, which suffered less of a downturn.  The large commercial aircraft market is the most resistant to fluctuations in the overall economy, but as it represents the largest share of the civil industry as measured by value, slight changes can have a significant effect on overall civil sales.  Recovery within the civil industry is expected to be in reverse order of downturn; e.g., the large commercial aircraft market will recover first, followed by regional and then business jets. 
The civil aircraft market was rather rocky in 2010. Over the year, sales dropped nearly six percent to $48.2 billion.  A rebound is expected in 2011, but will hinge on several factors, including the economy, the price of jet fuel, availability and terms of aircraft financing, and environmental regulations.
To some degree, the military side of aerospace is also affected by prevailing economic conditions, as is evident by the current downward pressure on the defense budget due to the soaring national debt and from competing budget priorities.  However, historically, military aerospace spending levels are driven primarily by the needs of national security and defense.  Consequently, as military operations in Iraq and Afghanistan wind down, military aerospace budget authorizations and outlays are also likely to decline.
While some cyclical movement in the military budget is expected and inevitable, AIA believes that allowing military spending to fall too fast and too far will produce numerous long- and short-term negative results.  The most obvious is a weakened national security capability.  As procurement levels drop/fall, the U.S. industrial base will also deteriorate as manufacturers shift away from products and services no longer supported.  A real concern is that valuable skills and experience may be permanently lost from the industry.  Given the extremely sophisticated technology associated with today’s aerospace industry, expecting to reconstitute such a highly skilled workforce on an “as needed” basis would be problematic, if not impossible.
In 2010, sales of military aircraft continued to improve in 2010, reaching $64.5 billion, an 8 percent increase over 2009.  Military aircraft sales have nearly doubled since 2000, but this pace is likely to ease considerably in the coming years.  According to Department of Defense (DOD) officials, the Pentagon’s 2011 base budget will – at best – be limited to about 1 percent real growth or less.  Further, because of rapidly increasing personnel and operations costs, even a nominal top line increase would result in a decrease to the procurement account.

Space sector sales are projected to be relatively flat in 2010, totaling approximately $45.5 billion.  Beyond fiscal year 2011, NASA’s year-to-year budget is projected to average 2.5 percent growth through fiscal year 2015.  Much of this growth will come from continued investments in the burgeoning commercial space sector.

The aerospace industry recorded $195.7 billion in orders in 2010, a 16.4 percent increase over 2009.  The projected end-of-year backlog for 2010 is $421.5 billion, a slight improvement from the previous year.  While growth has flattened, the backlog remains more than double the level recorded at the end of 2004, providing the aerospace industry with a comfortable cushion on which to ride out the challenging business environment.

In 2010, exports are expected to reach more than $80.5 billion, off slightly from the previous year.  A drop in civil aircraft exports is responsible for the overall decrease, although the drop was partially negated by an increase in U.S. exports of military aerospace products. However, the aerospace industry continues to post the largest positive trade balance of any manufacturing, reaching $56 billion in 2010.
In conclusion, the aerospace industry booked its seventh year of record sales in 2010 and prospects are good for another positive year in 2011.  Looming discussions over how to trim the nation’s deficit are ominous clouds over a large portion of the industry’s federal sales activity.  However, on balance, as the economy recovers, the civil-side of the industry will benefit as the pent-up demand for new, fuel efficient aircraft is fulfilled.
Ohio and the aerospace industry have a mutually beneficial relationship that is expected to strengthen over time.  As the national and state economies recover, aerospace employment in Ohio is expected to rebound and surpass pre-recessionary levels.  
However, the future economic growth of the U.S. aerospace industry along with Ohio’s depends on the successful number of policy issues including:
· Modernizing the export control system - By making the U.S. export control system more predictable, efficient and transparent, the U.S. government can help sustain and grow the defense industrial base through exports and lower unit costs for defense acquisitions. AIA welcomes the administration’s initiatives to develop a single licensing agency, a single technology control list, a single enforcement fusion center and a single IT infrastructure for export licenses. In the process, attention must be paid to restructuring the U.S. Munitions List and the Commerce Control List, development of a program license approach supporting the U.S. military’s most critical systems, reforming the Defense Department’s Technology Security and Foreign Disclosure system and differentiating treatment of Unmanned Aircraft Systems on the Missile Technology Control Regime.
· Developing an efficient acquisition system - Fair acquisition policies are needed 
to maintain a competitive defense acquisition environment and a healthy defense and aerospace industrial base. These policies should encourage and reward good performance, promote fairness and stability, incentivize cost savings and establish balanced and equitable risk-reward financial relationships. 
· Establishing an industrial base policy – As World War II ended and America emerged as the leading economic and military power, a large industrial base developed that used 

competition and innovation to design and build the wide range of weapons that defined American military capability for more than 50 years. But that industrial base no longer exists primarily because of industry consolidation and the reduction of the numbers of weapons systems that are being produced and spaced further apart. In its 2010 Industrial Base report, DOD expressed concern about the risk of atrophy and the potential loss of key design and development capability. This outcome could be closer than many think. For the first time in 100 years there is no manned military or civilian aircraft in design in the United States.  We believe that the industry may not be able to respond to future aerospace and defense needs in a timely and effective manner unless policies are adopted to preserve a minimum effective capability to design, build and support militarily unique weapons.
· Encouraging the development of the next generation of aerospace workers – A major long-term threat to our preeminence in aerospace comes from our own demographics. The generation of talent that won the space race and the Cold War is reaching retirement age and America is not producing the number and quality of scientists, engineers and technicians that is necessary to replenish those ranks. The numbers are stark: almost 60 percent of the aerospace workforce was 45 years or older in 2007. Twenty-seven percent of the aerospace engineering workforce was eligible for retirement in 2008. Several of our companies report that within 10 years half their workforce will become retirement eligible.
· Promoting competitiveness through tax policy – Adapting a tax code that adheres to the principles of efficiency, innovation, competitiveness and simplicity will pay dividends for U.S. business. Companies will have more business, there will be more jobs for Americans and the nation will experience more economic growth. Congressional action on repealing the three percent withholding tax, making the research and development tax credit permanent and lowering corporate tax rates would be excellent first steps forward.
· Maintaining America’s leadership in space - U.S. space efforts – civil, 
commercial and national security – drive our nation’s competitiveness, economic growth and innovation. Our space industrial base designs, develops, produces and supports our spacecraft, satellites, launch systems and supporting infrastructure. Given the growing U.S. dependence on these systems and their contribution to the global economy, our nation cannot afford to lose its preeminence in space. We need to maintain – and in some cases restore – the vitality of our space programs to prevent irreparable harm to our national economic and security interests.
· Developing the Next Generation Air Transportation System – Replacing our World 
War II-era radar air traffic navigation system with a satellite-based system will enable planes to safely fly closer together, providing pilots a complete, real-time picture of all air traffic will transform our National Airspace. The economic and environmental benefits forecast to the civil aviation industry once NextGen is fully implemented are impressive. Routing and delay-reducing efficiencies will save billions of dollars annually and save more than a billion gallons of fuel. Those conservative estimates will provide an economic return on government investment in less than three years and will be the environmental equivalent of removing 22 million cars off the road. The FAA has already invested over $3 billion in the Next Generation Air Transportation System and plans to spend up to $20 billion more. 

.
However, one of the largest challenges to our industry and the nation is reducing the federal debt. It’s important that as Congress debates spending levels and programs that it not make ill-considered cuts to an industry that is vital to our economy, prosperity and national security.

In closing, I’d like to congratulate the organizers of Ohio Aerospace Day for undertaking this event. As we’ve heard from today’s panel, Ohio is a critical part of the contribution the U.S. aerospace industry makes to our nation, which is a true economic engine for the U.S. economy. As we work to solve our fiscal problems, important to remember that aerospace generates positive economic activity for our nation in addition to being a bed rock of our national security. Finally, I hope that everyone today will participate in National Aerospace Week, organized by the Aerospace Industries Association, and scheduled for Sept. 11-18, 2011.

Thank you and I would be pleased to answer any questions.
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