
Background 
The defense industry has a delivery problem. Several major weapons programs are years behind 
schedule and billions over budget, while the companies responsible for those programs have 
returned hundreds of billions of dollars to shareholders through stock buybacks and dividends. 
Between 2020 and 2024, the five largest defense contractors spent more on stock buybacks alone 
than the Department of Defense spent on shipbuilding in any single year. The administration’s 
position is that this represents a misallocation of capital that comes at the expense of production 
capacity and timely delivery.

The executive order, titled “Prioritizing the Warfighter in Defense Contracting,” establishes a three-
step process:

Within 30 days of the order (by February 6, 2026), the Secretary of Defense 
was directed to review contractors responsible for critical weapons, supplies, 
and equipment and identify those that are underperforming, not investing in 
production capacity, not prioritizing government contracts, or producing at 
insufficient speed, while simultaneously engaging in stock buybacks or dividend 
payments.
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STEP 1
Identification

On January 7, 2026, President Trump signed an executive order directing the Department of 
Defense (DoD) to identify defense contractors that are underperforming on their contracts while 
simultaneously paying dividends or buying back stock. Contractors flagged for underperformance 
face restrictions on shareholder distributions and executive compensation until they demonstrate 
improved delivery. For state and local officials, this is not a Wall Street story. If a major defense 
contractor in your region is identified as underperforming, the executive order could trigger facility 
investments, workforce expansions, or changes in how that company allocates capital locally. 
Conversely, if a contractor exits a product line rather than accept the restrictions, it could mean job 
losses. Understanding the mechanism helps you anticipate either outcome.
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Identified contractors receive formal notice describing the nature of their 
underperformance and have 15 days to submit a board-approved remediation plan. 
During this period, DoD works with the contractor to resolve the issues.

If the remediation plan is insufficient or the parties cannot reach resolution, DoD 
may take action using Defense Production Act authorities and Federal Acquisition 
Regulation enforcement mechanisms to compel improved performance.

The order also directed the Secretary, by March 8, 2026, to begin including new contract provisions 
in all future defense contracts (including renewals) that prohibit stock buybacks and corporate 
distributions during periods of underperformance, cap executive base salaries during such periods, 
and link executive compensation to performance metrics including on-time delivery and increased 
production.

Where Things Stand
The Pentagon completed its initial review of defense contractors by the February 6 deadline. 
However, as of this writing, DoD has not publicly released the names of contractors identified as 
underperforming. Pentagon spokesman Sean Parnell confirmed that the review was completed but 
indicated the department was continuing to assess contractor performance before making public 
designations. Members of Congress have pressed the Pentagon for details on which contractors have 
been flagged and whether companies have been responsive to DoD engagement under the order.

This deliberate pace is worth noting. The executive order’s language was forceful, but the 
implementation appears to be proceeding through private engagement rather than public 
confrontation. This is consistent with how DoD typically manages contractor relationships and suggests 
that the initial impact may be felt through quiet capital allocation shifts rather than dramatic public 
enforcement actions.
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STEP 2
Remediation

STEP 3
Enforcement
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What This Means for Your Region
The executive order is primarily aimed at the largest defense contractors: the companies that hold the 
major weapons system contracts where delivery delays and cost overruns have been most visible. 
But its effects will not stay confined to corporate headquarters. Defense manufacturing happens in 
communities. Lockheed Martin’s F-35 supply chain spans more than 1,500 companies in 46 states. 
When the Pentagon pressures a prime contractor to invest more capital in production capacity and 
accelerate delivery, the effects ripple outward to facilities and suppliers in regions across the country.

For state and local officials, there are two scenarios to consider.

The investment scenario. If a contractor in your region responds to the EO by redirecting capital 
from shareholder returns to production capacity, that could mean facility expansions, equipment 
upgrades, additional shifts, and hiring. This is the outcome the administration is seeking, and it creates 
an opportunity for communities that are prepared to support it with workforce, infrastructure, and 
permitting.

The contraction scenario. If a contractor decides that a product line subject to the EO’s restrictions is 
not worth the reduced return to shareholders, it could choose to exit that line of business. This is less 
likely for major weapons programs (where the exit costs are prohibitive) but more plausible for smaller 
production lines where the margins are already thin. For communities dependent on a single defense 
production line, this is a risk worth monitoring.

In either case, the executive order represents a shift in how the federal government expects defense 
contractors to allocate capital. State and local officials who track their region’s defense contractors 
should understand which programs those contractors are responsible for and whether delivery on 
those programs has been on schedule. A contractor that is performing well has little to worry about. A 
contractor that is behind schedule on a visible program is more likely to be affected.
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Questions to Ask
	▶ Which defense contractors operate manufacturing or production facilities in our region, and 

what programs are they producing for? Are any of those programs publicly known to be behind 
schedule or over budget?

	▶ Has any defense contractor in our region announced or signaled changes to capital investment 
plans, hiring, or facility expansion since January 2026? Could those changes be related to the 
executive order?

	▶ If a major contractor in our region were to expand production in response to the EO, does our 
workforce pipeline have the capacity to support additional hiring in the relevant skill areas 
(machining, welding, electronics assembly, quality assurance)?

	▶ If a contractor were to reduce or exit a product line, what would the employment and economic 
impact be on our community? Do we have a contingency awareness of that risk?
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Note: This brief reflects information available as of March 2026. The executive order’s implementation 
is ongoing, and significant developments may occur as DoD moves from review to enforcement. We will 
update this brief or publish a follow-up if material developments warrant it. 

About This Series

The Defense Manufacturing Brief Series is published by the Center for Regional Economic 
Competitiveness (CREC) through the Manufacturing Momentum initiative. Each brief translates 
federal defense manufacturing policy into actionable intelligence for state and local government 
officials. To receive future briefs, visit manufacturingmomentum.org.

Need Help Thinking This Through?
he Manufacturing Momentum initiative at CREC works with state and local officials to connect 
federal defense manufacturing policy to regional economic and workforce strategy. If you are 
working through what this executive order or other defense industrial base developments mean for 
your community, we welcome the conversation. Contact us at info@manufacturingmomentum.org.
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