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We offer initial thoughts on the potential implications for 
Defense stocks following recent events in the Middle East
continue to believe the sector currently offers value. OW-
remains our Defense Top Pick.

Iran over the weekend launched >300 drones and missiles towards Israel, in 
response to the targeting of an Iranian consulate in Syria on April 1st (link). W
initial thoughts on implications for the defense sector below.

Expect Defense to trade higher. We expect Defense stocks to trade higher 
Defense Primes are now trading at a ~15% discount to the S&P 500 on a NT
basis, roughly in-line with the median relative discount over the past ~5 yea
Prime group has traded ~flat YTD vs. the S&P 500 up ~7.5%, after underper
the market by ~27% in 2023 (group down ~3% vs. market up ~24%). While 
Primes have narrowed their relative discount to the market post-Russia’s inv
Ukraine (now ~15% vs. ~25% prior), we continue to see the pullback since 20
overdone. We note Defense traded at ~parity with the S&P in the ~9 month
following the start of the Ukraine conflict. The market, in our view, may tod
over-discounting the ‘velocity’ of geopolitics. 

Aid package could be accelerated. We see this weekend's developments po
accelerating a supplemental  US military aid package to Israel. The current W
House supplemental defense spending proposal (~$100bn) has been held u
Congress since first proposed in October 2023. We note the majority of fun
under this ~$100bn proposal is earmarked for Ukraine, but the package also
notable funding for Israel, Taiwan, and other priorities. Speaker of the Hous
Johnson suggested that an aid package could now be revisited this week (lin
administration had previously indicated ~60% of this funding would flow to
industrial base, which – in its current form – reflects ~7% of the Defense 
Department budget. We note the precise legislative path to passage still rem
unclear. A standalone ~$17.6bn aid bill for Israel failed to pass in the House 
February (link).

US involvement may be limited for now. The Biden administration has rep
indicated that it will not take part in any offensive counter-action against Ira
and is working alongside G7 allies  to prevent wider regional escalation (link
said, US systems intercepted >70 Iranian drones and three ballistic missiles,
officials (link). At least three ballistic missiles were downed by the Aegis mi
defense system (LMT is the prime contractor), which is featured on US guid
missile destroyers. RTX is the prime contractor for the Aegis system’s intercep
family (Standard Missile). 

Israel has a relatively robust domestic defense industry. Main players includ
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companies covered in Morgan Stanley Research. A
investors should be aware that the firm may have 
interest that could affect the objectivity of Morgan
Research. Investors should consider Morgan Stan
Research as only a single factor in making their in
decision.
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For analyst certification and other important disclosures, 
refer to the Disclosure Section, located at the end of this 
report.
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Israel Aerospace Industries (IAI), Elbit (not covered) and Rafael. While we generally 
see a preference for indigenous procurements, Israel is also an importer of 
significant US defense systems. The country, for instance, has purchased 50 F-35s via 
FMF grants (~36 aircraft have delivered as of March 2023). Major recent announced 
procurements also include CH-53K Heavy Lift Helicopters (LMT) and KC-46A aerial 
refueling aircraft (BA).

The US provides dedicated funding for Israeli and joint US-Israeli missile defense 
programs. This funding is provided via annual appropriations, including for the Iron 
Dome, David’s Sling and Arrow systems. RTX is partnered with Rafael for Iron Dome 
co-production, with RTX manufacturing Iron Dome’s Tamir interceptors. RTX and 
Rafael also co-developed David’s Sling, which leverages RTX’s Stunner interceptors. 
BA collaborated with IAI on earlier versions of the Arrow missile defense system. 
LMT is also collaborating with Rafael on Iron Beam – a High Energy Laser missile 
defense system.

Northrop (NOC) remains our Top Pick in Defense. We continue to see NOC with 
the best-aligned portfolio to the most pressing Defense Department needs, 
including areas like nuclear modernization and Space. We view NOC as the Defense 
ballast to own in given its multi-year growth story, a credible margin expansion 
roadmap, and earnings visibility. PT $579. 
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CF/share 
 the scar-
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Valuation Methodology and Risks

                        Northrop Grumman Corp. (NOC.N)                    

We arrive at our price target of $579 by placing a ~26x multiple on base case 2025E F
of $22.20. We see the multiple (~30% premium to Defense peers) warranted given
city value of NOC’s portfolio position, earnings visibility, and growth outlook.

                        Risks to Upside                    

n Perceived or realized security threats increase
n Better execution extends margins
n New program wins drive revenue higher

                        Risks to Downside                    

n Perceived or realized security threats decrease
n Execution challenges of early stage development contracts impacts future 
n New entrants from commercial players
Morgan Stanley Research 3
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The information and opinions in Morgan Stanley Research were prepared by Morgan Stanley & Co. LLC, and/or Morgan Stanley C.T.V.M. S.A., and/or Morgan Stanley Mexico, Casa de Bolsa, 
S.A. de C.V., and/or Morgan Stanley Canada Limited. As used in this disclosure section, "Morgan Stanley" includes Morgan Stanley & Co. LLC, Morgan Stanley C.T.V.M. S.A., Morgan Stanley Mexico, 
Casa de Bolsa, S.A. de C.V., Morgan Stanley Canada Limited and their affiliates as necessary.
For important disclosures, stock price charts and equity rating histories regarding companies that are the subject of this report, please see the Morgan Stanley Research Disclosure Website 
at www.morganstanley.com/researchdisclosures, or contact your investment representative or Morgan Stanley Research at 1585 Broadway, (Attention: Research Management), New York, NY, 
10036 USA.
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Analyst Certification
The following analysts hereby certify that their views about the companies and their securities discussed in this report are accurately expressed and that they have not received and will not 
receive direct or indirect compensation in exchange for expressing specific recommendations or views in this report: Kristine T Liwag.
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Global Research Conflict Management Policy
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Coverage Universe Investment Banking Clients (IBC)
Other Material Investment Services 

Clients (MISC)

Stock Rating 
Category

Count % of               Total Count % of               Total IBC
% of Rating               
Category

Count
% of Total Other 

MISC

Overweight/Buy 1458 38% 319 44% 22% 639 40%

Equal-weight/Hold 1730 45% 328 46% 19% 722 45%

Not-Rated/Hold 2 0% 0 0% 0% 1 0%

Underweight/Sell 625 16% 70 10% 11% 232 15%

Total 3,815 717 1594

Data include common stock and ADRs currently assigned ratings. Investment Banking Clients are companies from whom Morgan Stanley received investment banking compensation in the 
last 12 months. Due to rounding off of decimals, the percentages provided in the "% of total" column may not add up to exactly 100 percent.

Analyst Stock Ratings
Overweight (O). The stock's total return is expected to exceed the average total return of the analyst's industry (or industry team's) coverage universe, on a risk-adjusted basis, over the next 
12-18 months.
Equal-weight (E). The stock's total return is expected to be in line with the average total return of the analyst's industry (or industry team's) coverage universe, on a risk-adjusted basis, over 
the next 12-18 months.
Not-Rated (NR). Currently the analyst does not have adequate conviction about the stock's total return relative to the average total return of the analyst's industry (or industry team's) coverage 
universe, on a risk-adjusted basis, over the next 12-18 months.
Underweight (U). The stock's total return is expected to be below the average total return of the analyst's industry (or industry team's) coverage universe, on a risk-adjusted basis, over the next 
12-18 months.
Unless otherwise specified, the time frame for price targets included in Morgan Stanley Research is 12 to 18 months.

Analyst Industry Views
Attractive (A): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be attractive vs. the relevant broad market benchmark, as indicated 
below.
In-Line (I): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be in line with the relevant broad market benchmark, as indicated below.
Cautious (C): The analyst views the performance of his or her industry coverage universe over the next 12-18 months with caution vs. the relevant broad market benchmark, as indicated below.
Benchmarks for each region are as follows: North America - S&P 500; Latin America - relevant MSCI country index or MSCI Latin America Index; Europe - MSCI Europe; Japan - TOPIX; Asia - 
relevant MSCI country index or MSCI sub-regional index or MSCI AC Asia Pacific ex Japan Index.

Stock Price, Price Target and Rating History (See Rating Definitions)
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Stanley Research products are also made available to clients through third-party vendors or redistributed to clients through alternate electronic means as a convenience. For access to all 
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who receive it. Morgan Stanley recommends that investors independently evaluate particular investments and strategies, and encourages investors to seek the advice of a financial adviser. 
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The appropriateness of an investment or strategy will depend on an investor's circumstances and objectives. The securities, instruments, or strategies discussed in Morgan Stanley Research 
may not be suitable for all investors, and certain investors may not be eligible to purchase or participate in some or all of them. Morgan Stanley Research is not an offer to buy or sell or the 
solicitation of an offer to buy or sell any security/instrument or to participate in any particular trading strategy. The value of and income from your investments may vary because of changes 
in interest rates, foreign exchange rates, default rates, prepayment rates, securities/instruments prices, market indexes, operational or financial conditions of companies or other factors. There 
may be time limitations on the exercise of options or other rights in securities/instruments transactions. Past performance is not necessarily a guide to future performance. Estimates of future 
performance are based on assumptions that may not be realized. If provided, and unless otherwise stated, the closing price on the cover page is that of the primary exchange for the subject 
company's securities/instruments.
The fixed income research analysts, strategists or economists principally responsible for the preparation of Morgan Stanley Research have received compensation based upon various factors, 
including quality, accuracy and value of research, firm profitability or revenues (which include fixed income trading and capital markets profitability or revenues), client feedback and competitive 
factors. Fixed Income Research analysts', strategists' or economists' compensation is not linked to investment banking or capital markets transactions performed by Morgan Stanley or the 
profitability or revenues of particular trading desks.
The "Important Regulatory Disclosures on Subject Companies" section in Morgan Stanley Research lists all companies mentioned where Morgan Stanley owns 1% or more of a class of common 
equity securities of the companies.  For all other companies mentioned in Morgan Stanley Research, Morgan Stanley may have an investment of less than 1% in securities/instruments or 
derivatives of securities/instruments of companies and may trade them in ways different from those discussed in Morgan Stanley Research. Employees of Morgan Stanley not involved in the 
preparation of Morgan Stanley Research may have investments in securities/instruments or derivatives of securities/instruments of companies mentioned and may trade them in ways different 
from those discussed in Morgan Stanley Research. Derivatives may be issued by Morgan Stanley or associated persons.
With the exception of information regarding Morgan Stanley, Morgan Stanley Research is based on public information. Morgan Stanley makes every effort to use reliable, comprehensive 
information, but we make no representation that it is accurate or complete.  We have no obligation to tell you when opinions or information in Morgan Stanley Research change apart from 
when we intend to discontinue equity research coverage of a subject company. Facts and views presented in Morgan Stanley Research have not been reviewed by, and may not reflect information 
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Morgan Stanley Research personnel may participate in company events such as site visits and are generally prohibited from accepting payment by the company of associated expenses unless 
pre-approved by authorized members of Research management.
Morgan Stanley may make investment decisions that are inconsistent with the recommendations or views in this report.
To our readers based in Taiwan or trading in Taiwan securities/instruments: Information on securities/instruments that trade in Taiwan is distributed by Morgan Stanley Taiwan Limited ("MSTL").  
Such information is for your reference only.  The reader should independently evaluate the investment risks and is solely responsible for their investment decisions.  Morgan Stanley Research 
may not be distributed to the public media or quoted or used by the public media without the express written consent of Morgan Stanley.  Any non-customer reader within the scope of Article 
7-1 of the Taiwan Stock Exchange Recommendation Regulations accessing and/or receiving Morgan Stanley Research is not permitted to provide Morgan Stanley Research to any third party 
(including but not limited to related parties, affiliated companies and any other third parties) or engage in any activities regarding Morgan Stanley Research which may create or give the 
appearance of creating a conflict of interest. Information on securities/instruments that do not trade in Taiwan is for informational purposes only and is not to be construed as a recommendation 
or a solicitation to trade in such securities/instruments.  MSTL may not execute transactions for clients in these securities/instruments.
Morgan Stanley is not incorporated under PRC law and the research in relation to this report is conducted outside the PRC.  Morgan Stanley Research does not constitute an offer to sell or 
the solicitation of an offer to buy any securities in the PRC.  PRC investors shall have the relevant qualifications to invest in such securities and shall be responsible for obtaining all relevant 
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sector covered, is available upon request from your sales representative.
The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (QFC Branch), regulated by the Qatar Financial Centre Regulatory Authority 
(the QFCRA), and is directed at business customers and market counterparties only and is not intended for Retail Customers as defined by the QFCRA.
As required by the Capital Markets Board of Turkey, investment information, comments and recommendations stated here, are not within the scope of investment advisory activity. Investment 
advisory service is provided exclusively to persons based on their risk and income preferences by the authorized firms. Comments and recommendations stated here are general in nature. These 
opinions may not fit to your financial status, risk and return preferences. For this reason, to make an investment decision by relying solely to this information stated here may not bring about 
outcomes that fit your expectations.
The trademarks and service marks contained in Morgan Stanley Research are the property of their respective owners. Third-party data providers make no warranties or representations relating 
to the accuracy, completeness, or timeliness of the data they provide and shall not have liability for any damages relating to such data. The Global Industry Classification Standard (GICS) was 
developed by and is the exclusive property of MSCI and S&P.
Morgan Stanley Research, or any portion thereof may not be reprinted, sold or redistributed without the written consent of Morgan Stanley.
Indicators and trackers referenced in Morgan Stanley Research may not be used as, or treated as, a benchmark under Regulation EU 2016/1011, or any other similar framework.
The issuers and/or fixed income products recommended or discussed in certain fixed income research reports may not be continuously followed. Accordingly, investors should regard those  
fixed income research reports as providing stand-alone analysis and should not expect continuing analysis or additional reports relating to such issuers and/or individual fixed income products.
Morgan Stanley may hold, from time to time, material financial and commercial interests regarding the company subject to the Research report.

Registration granted by SEBI and certification from the National Institute of Securities Markets (NISM) in no way guarantee performance 
of the intermediary or provide any assurance of returns to investors. Investment in securities market are subject to market risks. Read 
all the related documents carefully before investing.

INDUSTRY COVERAGE: Defense

Company (Ticker) Rating (As Of) Price* (04/12/2024)             

Kristine T Liwag

General Dynamics Corp. (GD.N)                 E                     (02/04/2022)                   $287.87

L3Harris Technologies Inc (LHX.N)                 O                     (12/15/2022)                   $202.62

Lockheed Martin Corp (LMT.N)                 E                     (12/15/2022)                   $450.40

MDA Ltd (MDA.TO)                 E                     (04/27/2021)                   C$14.53

Northrop Grumman Corp. (NOC.N)                 O                     (09/07/2020)                   $456.11

Textron Inc. (TXT.N)                 O                     (06/29/2021)                   $93.96

Stock Ratings are subject to change. Please see latest research for each company.
* Historical prices are not split adjusted.
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