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DEFENSE MANUFACTURING BRIEF

The Workforce Fragility
in the Defense Industrial Base

Why Capital Tools Alone Will Not Secure
the Defense Supply Chain

The defense industrial base is fragile in two ways, and we fund only one of them. Recent
analysis correctly identifies a capital problem: thousands of small, thinly capitalized
subtier suppliers cannot survive the gap between a demand signal and a contract. Those
same suppliers carry a second, unbudgeted fragility. When the cash runs short and the
crew is laid off, skilled-trades knowledge that took years to build walks out the door, and
it cannot be rehired on a delivery-order timeline. State and local officials hold most of the
levers that keep that skill resident in a region.

Background

When people picture the defense industrial base, they picture the primes: Lockheed
Martin, Northrop Grumman, Huntington Ingalls, General Dynamics, and newer entrants
such as Anduril and Saronic. None of those companies is fully vertically integrated.
Every one of them sits on top of thousands of tier two, three, four, and five suppliers
that most Americans have never heard of. A widely read May 2026 essay for the Center
for a New American Security (CNAS), “The Invisible Industrial Base” by W. Jonathan Rue,
makes the case that this foundation is shallow and fragile, and that the fragility is largely
a capital problem.

This brief accepts that diagnosis and extends it one step. The subtier base is fragile in
a second way that rarely shows up in the analysis or the budget: its workforce. Capital
fragility and workforce fragility are the same fragility, tied together, but seen from two
different desks. For state and local officials, the second one is the lever you can
actually reach.
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The Two Fragilities

THE CAPITAL FRAGILITY EVERYONE NOW SEES

Subtier suppliers tend to be privately held, thinly capitalized, and dependent on a small number
of contracts. Their margins are narrow and their access to outside financing is limited. They do
not have the cash to front their costs while waiting on appropriations, and the primes cannot
extend credit down to them. When the money is late, these firms are exposed in a way that prime
contractors are not.

The solid rocket motor (SRM) supply chain is the sharpest example. Two companies, L3Harris and
Northrop Grumman, make most SRMs, and new entrants depend on the same underlying parts. As
recently as 2020, a single domestic source was certified to make the ammonium perchlorate that

every SRM maker relies on. A second was certified in 2021, and demand still outstrips supply.

Private capital does not fill this gap. In the 2025 NatSec100, a catalog of the top 100 venture-backed
dual-use and defense technology companies, only about two were primarily suppliers. The federal
response is real but small: the Industrial Base Analysis and Sustainment (IBAS) program has spent
roughly $2.6 billion since its creation in 2014, on the order of $200 million a year. Rue argues the
need is an order of magnitude larger.

THE WORKFORCE FRAGILITY WEDO NOT FUND

Now extend the analogy. When an appropriations gap forces a thinly capitalized shop to lay off

its crew, the loss is not only payroll. It is the machinist, the welder, the toolmaker, and the quality
inspector, and it is the tacit knowledge those people spent years building. When the contract finally
lands, the shop cannot ramp, because the people are gone, and skill cannot be rehired on the
timeline of a delivery order.

This is what makes the two fragilities one problem. Capital tools that help a supplier survive a gap
do not, by themselves, keep its people. A better-financed shop with no crew still cannot run the
machines.

The scale is not subtle. More than 400,000 manufacturing jobs sit unfilled today. The Navy says
shipbuilders need to hire roughly 250,000 workers over the next decade, and McKinsey estimates
a maritime shortfall of 200,000 to 250,000. About 27% of shipbuilders are 55 or older, so the
retirements are coming whether or not the work does. Deloitte and the Manufacturing Institute
project that manufacturing will need as many as 3.8 million workers by 2033, with up to 1.9 million
of those jobs going unfilled. The hardest roles to fill are precisely the defense-critical trades:
machinists, welders, electricians, pipefitters, and fabricators.

WHY AUTOMATION DOES NOT CLOSE THE GAP

The common rejoinder is that automation and artificial intelligence will absorb the shortfall.

The evidence cuts the other way. A June 2026 OECD analysis found that 40% of employers in
manufacturing and finance say a shortage of skills, not the technology itself, is the main barrier to
adopting Al, and that more than half report a rising need for highly educated workers. Al does not
remove the need for skilled people. It raises the bar for them.
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What This Means for Your Region

The capital levers, including IBAS, Defense Production Act authorities, payment-term reform, and
Project Vault, sit largely at the federal level. The workforce levers sit substantially with you. The state
and local job is to keep skill resident in the region through the gaps that break subtier suppliers. Three
moves matter most.

o Know your exposure. ldentify the defense-critical subtier suppliers in your region and the
trades they depend on. The Department of Defense loses visibility below tier two, and prime
contractors rarely see past their direct suppliers. Your regional knowledge is an asset the
Pentagon does not have.

» Protect the capacity you already have. Manufacturing Extension Partnership (MEP) funding
is contested: the FY2026 budget proposed eliminating it, Congress funded it, and NIST is
recompeting eight center cooperative agreements, including in West Virginia. Know your
center’s status and what backfills it if federal support drops. ACENet and its metallurgical trades
apprenticeships are a regional model worth aligning to or competing for.

o Build retention, not just pipeline. Pipeline programs fill entry roles. They do not stop a shop from
shedding experienced trades in a downturn. Incumbent-worker training funds, work-sharing and
short-time compensation, shared regional training capacity, and a dual-use base that gives a crew
commercial work between defense orders all keep skill employed and local through a gap.

The point is this: the region that holds onto its machinists through the lean months is the region that
can ramp when the contract finally lands.

Questions to Ask

Do we know which subtier defense suppliers operate in our region, and which skilled trades
they depend on?

If a local supplier lost a contract or hit an appropriations gap tomorrow, what in our system
keeps its experienced trades employed and local rather than scattered?

What is the current funding status of our state’s MEP center, and do we have a contingency
if federal support is further reduced?

Are our workforce dollars weighted toward entry-level pipeline only, or do they also fund
incumbent-worker retention and upskilling?

Do we have a dual-use strategy that gives defense-critical shops commercial work to carry
their crews between defense orders?
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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?

The 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 how to keep a defense manufacturing workforce resident in your region, we
welcome the conversation. Contact us at info@manufacturingmomentum.org.
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