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Abstract 

This paper investigates the potential use of a pairs trade strategy between Boeing and Airbus, 

two companies in the aerospace sector. I conducted a comprehensive analysis of the industry 

and each company separately, aiming to gain a deeper understanding of their individual stories 

and market positioning. Subsequently, I performed a Discounted Cash Flow (DCF) assessment 

to determine the intrinsic value of the share price for both Boeing and Airbus. The results of 

the DCF analysis indicated that Boeing was overvalued, while Airbus was undervalued. 

Following this, I performed a fundamental analysis on the pair, exploring whether the strategy 

would remain viable under different assumptions.  
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1. Introduction 

The simultaneous purchase of one stock and the simultaneous short sale of another highly 

correlated asset constitutes pairs trading, a market-neutral trading strategy. Profiting from brief 

divergences in the prices of two related assets that are anticipated to eventually return to their 

historical mean relationship is the essence of pairs trading. The objective of this approach is to 

capitalize on the relative mispricing of the two assets in order to profit from their convergence, 

independent of the market's overall trend.  

Pairs trading gained popularity in the late 1980s and was thoroughly studied and refined within 

Morgan Stanley by a group of quantitative analysts. Traders usually begin by choosing two 

assets that have a high historical correlation before putting their pairs trading technique into 

practice. These assets share comparable underlying qualities and are frequently from the same 

sector or industry. Here, I have selected the aircraft industry and its two principal players, 

Boeing and Airbus. Not only do they adhere to all the requirements necessary for the strategy's 

execution, but they also work in the exciting and quickly developing aerospace sector.  

Recently, Boeing has been plagued by numerous issues, stemming from its cost-cutting strategy 

and recent scandals related to the quality and safety guarantees in its aircraft, while Airbus 

appears to be thriving, with a continuous growth spanning decades and its significant 

contribution to sustainability. It might seem logical to short Boeing and go long Airbus, but it 

is unclear how much of Boeing's negative news and Airbus's positive news have already been 

factored into their stock prices. To address this uncertainty, I conducted an in-depth DCF 

valuation to determine each company's intrinsic value, after conducting comprehensive research 

on the Aerospace and Defence sector and gaining insight into the business models of the two 

participating organizations. The fourth step involved conducting a fundamental analysis to 
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determine if the strategy could still be applied with variations in the growth rate and the 

Weighted Average Cost of Capital. 

2. Industry Analysis  

The Aerospace and Defence (A&D) industry significantly contributes to GDP in the US and 

EU and wields considerable influence. However, during the COVID-19 pandemic, it faced 

substantial challenges, being among the most affected sectors. The industry is on its way to 

reach the pre-pandemic levels and trying to improve constantly starting from there. Growth is 

anticipated in both the commercial and space and defence sectors in the coming years.  

Talent acquisition emerges as a significant challenge within this sector, attributed to perceived 

inadequate salaries and associated job risks. Another critical concern is the complexity of the 

supply chain, which must comply with stringent safety, maintenance checks, and regulations. 

This complexity often leads to production delays, extended aircraft delivery times, and 

increased costs for raw materials and individual components. However, it is noteworthy that 

delivery times have improved, decreasing from an average of 100 days in July 2022 to 87 days 

in August 2023 (Deloitte 2024 A&D outlook), although they have not yet returned to pre-

pandemic levels.  

The demand for sustainability continues to grow, especially considering past scandals in the 

sector and the fact that aviation is one of the main contributor to greenhouse gas emissions, the 

sector is responsible for around 2-3% of global CO2 emissions, and this contribution is expected 

to increase as air travel continues to grow. Environmentally friendly airplanes are increasingly 

sought after by consumers and airlines. Over the next few years, the challenge lies in producing 

efficient and safe aircraft that can also meet the requirement of reducing emissions. It is also 

crucial to consider the goal of achieving net-zero CO2 emissions by 2050 and gradually 

reducing emissions to reach this target.  
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On the defence spending front, increases are expected, particularly due to geopolitical issues 

such as the Russian and Israeli matters, the US in particular spent $916bn dollars on national 

defence in 2023, more that the next 9 countries (The Foundation Blog, April 2024).  

From a commercial perspective, an increase is also anticipated as we continue to recover from 

the pandemic. The objective is to invest in safer and more efficient technologies, in fact, in 

terms of security, there have been several scandals, recently at the beginning of 2024 with the 

Alaska Air scandal, but also in 2019 related to Boeing 737MAX model. Being a high-risk and 

continuously evolving industry, new technologies proposed often fail to be 100% secure and 

this is partly because the tests required do not always fully meet the safety standards. 

The two main protagonists in this industry are the two companies that will be analysed within 

this paper: Boeing, which primarily serves the American market, and Airbus, which operates in 

the European market, but is also more global-centered. In terms of the commercial side, Boeing 

focuses more on the wide-body jets market, while Airbus focuses on the narrow-body jets 

market. In recent years, demand for wide-body jets has significantly declined due to reduced 

travel amid the pandemic, leading to narrow-body jets being perceived as more efficient and in 

higher demand.  

Boeing's business model is characterized by its older and more financially centered approach, 

which emphasizes cost-cutting measures, significant dividend payments, and an aggressive 

share buyback policy. In contrast, Airbus prioritizes sustainability and fuel efficiency, garnering 

a better reputation and attracting less media attention compared to Boeing. 

In a general sense, the industry's future outlook appears optimistic, driven by fundamental 

factors such as economic expansion, a growing inclination to travel because of enhanced trade, 

globalization, and improved airline offerings. 
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3. Company Presentation 

3.1 Boeing  

Boeing, founded in 1916 by William Boeing as "Pacific Aero Products Co." has been a 

trailblazer in commercial aviation, revolutionizing the industry with its innovative aircraft 

designs. Boeing, which is well-known for its unrelenting dedication to quality, adopted the 

motto "If it ain't Boeing, I'm not going" in 1994 to represent the strong faith that customers have 

in the company's offerings. 

In a strategic move in 1997, Boeing acquired McDonnell Douglas, a company known for its 

combat aircraft. This acquisition positioned Boeing as the world's leading producer of 

commercial aircraft, surpassing Airbus, and expanded its presence in the Defence sector. 

However, the merger also brought together two companies with distinct cultures regarding 

controls and safety: Boeing's culture was more organized and established, with a centenary 

story, while McDonnell Douglas had a younger and dynamic approach.  

This merger caused several issues for what was once one of the most stable American 

companies with a solid global reputation. Post-merger, a cost-cutting strategy emerged, starting 

the declining of the company and prioritizing stock price growth in order to satisfy Wall Street 

at the expense of product quality. Managers were given monthly targets that had to be met at 

any cost. Previously, employees' quality concerns were addressed, but after the merger, there 

was a reduction in quality managers, and a shift occurred where employee feedback was 

disregarded when quality issues arose. 

Anyway, over the years, Boeing has maintained its leadership in producing wide-body aircraft 

capable of long-haul operations. With a primary focus on the American market, Boeing serves 

major airlines and defense organizations through its diverse product portfolio, which includes 

commercial aircraft, military planes, and aerospace technologies. Operating across several key 
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divisions such as Commercial Airplanes, Defense, Space and Security, as well as Global 

Services, Boeing offers a comprehensive range of solutions to meet diverse aviation needs. 

Boeing's product range includes a mix of commercial aircraft, such as the Boeing 737, 747, 

777, and 787 Dreamliner series, as well as military aircraft like the F/A-18 Super Hornet and 

KC-46 tanker. The Boeing 777 stands out as one of its best-selling models, known for its 

operational efficiency and versatility. Additionally, the 787 Dreamliner was designed to offer 

advanced fuel efficiency and passenger comfort, further solidifying Boeing's reputation for 

innovation. 

Despite its longstanding success, Boeing has faced challenges that have drawn media attention 

and public scrutiny. In recent years, technical issues with its aircraft have led to significant 

incidents that have impacted its reputation. The Boeing 737 MAX has been at the center of 

controversy following two fatal crashes in 2018 and 2019. These tragedies prompted a global 

grounding of the aircraft and led to a comprehensive review of its MCAS (Maneuvering 

Characteristics Augmentation System) and changes in certification and pilot training processes. 

The main reason behind this scandal is attributed to Airbus' introduction of the A320 NEO 

model, a large aircraft with unprecedented fuel efficiency, meeting all sustainability goals. On 

the other hand, Boeing did not have a ready aircraft and did not want to invest time and money 

in creating a new model, so they installed larger and more sustainable engines on the 730-model 

produced in the 1960s. However, these engines caused several quality issues that led to two 

fatal incidents. 

In early 2024, another incident involving Alaska Airlines, where a door detached shortly after 

takeoff, once again thrust Boeing into the media spotlight. These incidents have led to increased 

scrutiny from regulatory bodies, particularly the FAA, and have put pressure on Boeing to 

prioritize safety and regain consumer trust. Looking ahead, Boeing is poised to navigate these 

challenges under new leadership, as the company's CEO has announced his resignation at the 
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end of the year. The incoming management is expected to focus on strengthening safety controls 

and restoring Boeing's reputation as a trusted leader in the aviation industry. With over a century 

of experience in aircraft engineering and manufacturing, Boeing has established itself as a 

recognized brand in the sky. Despite the recent setbacks, Boeing's ambition to excel and 

maintain its leadership position remains unwavering, reflecting its enduring commitment to 

innovation, quality, and safety. 

3.2 Airbus  

Airbus was established in the early 1970s in France with the objective of challenging industry 

giants such as Boeing and McDonnell Douglas. Despite the formidable dominance of Boeing 

in the market until then, Airbus quickly emerged as a significant competitor, solidifying its 

position as the largest aeronautics and space company in Europe and a global leader. The 

company's core business revolves around the design and manufacturing of Commercial 

Aircraft, complemented by divisions dedicated to Space and Defence, as well as Helicopters. 

Throughout the 1980s and 1990s, Airbus showcased its prowess in innovation and design by 

introducing groundbreaking aircraft models such as the A320, A330, and A340. These aircraft 

offered customers modern and efficient alternatives to Boeing's offerings, enabling Airbus to 

capture a considerable market share. In subsequent years, Airbus continued its trajectory of 

innovation with the introduction of iconic aircraft models like the A380, a double-decker 

aircraft, and the A350, a long-range aircraft featuring a composite fuselage. These 

developments further solidified Airbus's position as a leader in the commercial aircraft market. 

A key element of Airbus' brand strategy lies in its strong customer-centric approach. The 

company always prioritizes customer, listening to their needs and preferences, by actively 

engaging clients and taking them into account while developing aircraft. Airbus fosters a sense 

of partnership and cultivates enduring relationships. Additionally, Airbus's brand strategy 
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highlights its dedication to remaining at the top of aviation innovation, which includes 

introducing aircraft that are fuel-efficient and investigating cutting-edge technologies like 

electric and hydrogen propulsion. This dedication to innovation reinforces Airbus's position as 

an industry leader and contributes to its competitive advantage, Airbus's A320 NEO, for 

example, has been a significant success, offering customers a highly efficient and competitive 

option in the single-aisle market. 

Having said that, even if the companies’ competitiveness in the big jet airliner industry is 

described as a duopoly, Airbus's capacity to "steal" customers from Boeing is not an easy task, 

with both companies operating in a highly competitive environment. It is in fact unlikely that 

Airbus will be able to "steal" customers from Boeing in a structural way, as the industry is 

characterized by a high degree of loyalty among airlines. Airlines often have long-term 

contracts with manufacturers and have invested heavily in specific aircraft types. Changing 

manufacturers requires significant crew training, which can be a costly and time-consuming 

process. This means that even if Airbus gains market share during a safety crisis or regulatory 

challenges, it is unlikely that customers will switch to Airbus permanently, instead, they will 

likely return to Boeing once the safety issues are resolved. 

In summary, Airbus has evolved from a European consortium into one of the world's premier 

aircraft manufacturers. With a diversified product portfolio and a steadfast commitment to 

innovation and sustainability, Airbus continues to play a pivotal role in shaping the global 

aviation market. 

4. Comparison Boeing and Airbus  

4.1 General Differences  

The differences between Boeing and Airbus are numerous, encompassing business models, 

offered products, and geographical exposure, as previously mentioned. Even though Boeing 
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was the market leader for commercial airplanes at first, the gaps in commercial aircraft 

deliveries and market share between Airbus and Boeing decreased over time. This may also be 

attributed to technological differences since Airbus aircraft, with their fly-by-wire technology, 

feature cleaner instrument layouts and rely more heavily on automated systems, such as 

autopilot. In contrast, Boeing aircraft often feature more complex instrument panels that require 

greater manual inputs. These distinctions are reflected in the branding and marketing strategies 

of both companies: Boeing emphasizes engineering excellence and leadership, focusing on 

technicality, human input, and mechanical detail while Airbus, on the other hand, highlights the 

enjoyable and automated flying experience for both pilots and passengers, emphasizing speed, 

lightness, and comfort. 

The development of competitive strategies based on divergent industry expectations has been a 

key element of the competitive dynamic between Boeing and Airbus, in addition to 

technological competition. The two organizations' overall operational strategies differ greatly 

as a result of their employment of various operating models: hub-and-spoke and direct point-

to-point. In particular, the Boeing direct point-to-point operational model involves airlines 

flying directly between destinations without stopping at a central hub. This model is often 

associated with low-cost carriers and is favoured for short-haul flights where efficiency and 

time savings are fundamental. In contrast, Hub and spoke is a system used by Airbus where an 

airline uses a central airport as a hub and routes passengers to their final destinations through 

connecting flights. This model enables airlines to optimize their aircraft utilization, reduce 

operating costs and consolidate passenger traffic, for this reason the model is common among 

full-service carriers and are well-suited for long-haul flights with multiple destinations. 

On a manufacturing model side, we also have crucial differences, Boeing traditionally follows 

a more decentralized manufacturing approach, with production facilities spread across various 

locations in the United States, allowing to leverage local expertise and resources. Airbus instead 
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follows a more centralized approach, with primary production facilities located in several key 

European countries, including France, Germany, Spain, and the United Kingdom. This strategy 

allows Airbus to achieve economies of scale, streamline logistics, and maintain stringent quality 

control standards across its manufacturing operations. 

4.2 Revenues 

Before comparing financial data, it is important to note that Boeing's financial statements are 

reported in USD, while Airbus's are in EUR.  

Analysing the income statements of both Boeing and Airbus over the past five years, from 2019 

to 2023, we observe significant revenue decreases for both companies in 2020, dropping by 

24% and 29%, respectively (Figure 1 and Figure 2). These declines were attributed to the 

COVID-19 pandemic and the subsequent halt in flights during that year. Also, it is worth noting 

that during this period, many aircraft were grounded due to reduced demand and stop of the 

supply chain. From 2020 to 2023, both companies have shown signs of recovery with increasing 

growth rates: while Boeing has managed to return to pre-pandemic revenue levels and even 

slightly exceed them, Airbus has not yet reached those levels. This difference in recovery could 

also be due to the fact that Boeing experienced an incident with a 737MAX aircraft in 2019, 

which led to the grounding of all Boeing-produced models, so the 2019 Revenues data are not 

representative of a full capacity level of pre-pandemic values. Also, even if Airbus delivered 

more aircraft than Boeing in 2023, specifically 735 against 528, the challenge remains the tense 

supply chain situation given the shortage of spare parts, but Airbus CEO Guillaume Faury said: 

“The company is aware of the supply-chain challenges, but ramping up narrow-body aircraft 

production is at the heart of our priorities”.  
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4.3 Margins 

Discussing margins, starting with the Gross Margin, we observe a trend similar to the revenue 

pattern, with a decline in 2020 followed by growth in subsequent years.  

For Airbus, the company returned to pre-pandemic levels in 2022 but saw a decrease in 2023 

due to higher cost of sales, attributed to ongoing supply chain challenges. In contrast, Boeing 

has significantly lower gross margins compared to its competitor, peaking in a negative value 

in 2020, indicating that it costs the company more to produce or acquire the goods it sells than 

the revenue it generates from selling those goods, and this situation is not sustainable in the 

long run. However, the company showed signs of recovery in 2023 (Figure 1). The main drivers 

contributing to this negative margin are high level of Research and Development expenses and 

General and Administrative expenses, which have been on an upward trend for five years and 

led to reporters accusing Boeing of overpaying their top executives ($817 million in 2023).  

Regarding the Operating margin of Airbus, identified here as Profit before financial result and 

income taxes, has been positive in the past years, except for 2020. We can observe in Figure 2 

that the recovery has been swift, with results significantly higher in the past three years, mainly 

due to much lower administrative expenses. This is mainly due to the fact that, in 2019, Airbus 

paid two fines totalling around 4 billion dollars in a corruption case, for violating anti-bribery 

laws and export controls. Airbus concluded an agreement with the French, British, and 

American judicial authorities to avoid criminal proceedings related to corruption in contracts, 

and this fine also resulted in a negative outcome in that year. 

Airbus's Operating result and Gross Margin are significantly higher than Boeing's, as can be 

observed. This reflects Airbus's better operational structure with specific cost structures and 

corporate governance. Additionally, Airbus has a significant presence in various regions 

worldwide, providing geographical diversification that can help mitigate the negative impacts 
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of economic events or crises specific to a region while, Boeing may be more exposed to specific 

market risks in the American market. Anyway worth mentioning that Boeing is more 

concentrated on a product diversification, while Airbus on a geographical one.  

Finally, Boeing has faced various challenges in recent years, particularly related to the Boeing 

737 MAX incident as explained above, which had a significant impact on its finances and the 

company's reputation. 

4.4 Share Prices 

The Boeing company is quoted on the New York Stock Exchange with the ticker NYSE:BA 

and Airbus Group is quoted on the Euronext stock market with the ticker ENXTPA:AIR. 

In Figure 3, the variation in share prices of Boeing and Airbus from 01/01/2019 until the end of 

March 2024 in USD is showed. As observed, Boeing's share price has consistently been higher 

than Airbus’ throughout the observation period, culminating in a recent rapprochement.  

Before the onset of the pandemic, Boeing's share price was significantly higher than that of its 

main competitor, partly due to its stock policy. Boeing has paid out about $22 billion in 

dividends to its shareholders and over $40 billion on stock buybacks over the past ten years. 

Boeing's dividend payouts to shareholders reached a peak in 2019 of $4.6 billion, and the 

company's repurchase allocation reached a record high of $9.3 billion in 2017. In particular, 

writers for Yahoo Finance dubbed Boeing a "true dividend rockstar" in the years after the 

company merged with McDonnell Douglas. Boeing's stock buybacks artificially inflated the 

business's short-term worth for shareholders by repurchasing company shares with cash on 

hand. It is evident that Airbus's share price has increasingly closer to Boeing's, this is primarily 

attributed to recent news questioning the safety of Boeing airplanes due to recent incidents, 

additionally, Airbus's better-structured and efficient business model has contributed to this shift. 
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5. Boeing vs Airbus Valuation   

5.1 Methodology  

To evaluate Airbus and Boeing, I have decided to use the Discounted Cash Flow (DCF) method 

in order to find the intrinsic value of the share price of the two companies according to my 

valuation. Subsequently, I will compare this value with the current market price to be able to 

recognize which company is overvalued and which is undervalued in the market.  

As a first step, I reviewed the financial statements for the past five years, from 2019 to 2023, to 

understand the recent performance of both companies. Then, I reformulated the financial 

statements into core, non-core, and financials to obtain a predefined view of the activities. 

(Figure 5, 6, 7 and 8).  

I also investigated the breakdown of taxes, while analysing the Income Statements, with 

corporate tax rates being 21% in the USA and 25.8% in the Netherlands, I divided the other 

components of taxes by Core and Non-core in order to allocate them under the right part of the 

financial statement as Adjustments of taxes (Figure 9 and Figure 10). 

Next, I analysed the breakdown of Sales, Costs, and Invested Capital (Figure 11 and 12). For 

sales, I segmented them based on business areas, general breakdown, and geographical area. In 

Boeing's case, the general breakdown consists of Sales of Products and Sales of Services, with 

the former averaging 83.6% over the past 5 years. In Airbus, in addition to the simple division 

of products and services, there is a third category of Products sold over time, averaging 7% of 

total sales, while Products sold at a point in time account for 77%.  

Regarding business areas, Boeing's segments are Commercial, Space & Defence, and Global 

Services, while Airbus includes 'Airbus' covering Commercial, Space and Defence, and 

Helicopters. For Boeing, the year 2020 significantly boosted the Space and Defence sector, 

compensating for the Commercial sector's slowdown, this resulted in the segment becoming the 
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business area with the highest average revenue percentage at 37.7%, compared to 37% on the 

commercial side. On the Airbus side, the dominance of the commercial sector is much clearer, 

accounting for 71% of total revenues. Analyzing the geographical breakdown, it is evident that 

Boeing's revenues primarily come from the US, while Airbus is more diversified with 

significant shares, other than in Europe, in Asia and the Middle East, accounting for 33% and 

20%, respectively, compared to Boeing's 60% of revenues solely from the US. This 

segmentation confirms the different diversification focus of the two companies, more 

geographical for Airbus and more under a business area perspective for Boeing.  

Regarding costs, Boeing divides them into service costs and product costs, while Airbus 

combines them under the unified category of sales costs without providing a detailed 

breakdown in the financial report. Boeing's product costs, as expected, represent 86% of total 

costs and expenses and 83% of revenues. 

As for the Invested Capital (IC) breakdown, I linked each income of Core and Non-core 

categories to a single variable, such as Revenues, PP&E, and Cost of Products. In the case of 

PP&E, the financial report of both companies provided a breakdown into Land, Buildings and 

Land Improvement, Machinery and Equipment, and Construction in Progress, with 

Depreciation calculated based on the Gross PP&E (Figure 13).  

 All Non-core items were linked to Revenues, and most Core items were as well, being it the 

main driver, except for Accounts Payable and Accrued Liabilities, which were linked to the 

Cost of Products. The only hard-coded value is the Operating Cash, estimated as a percentage 

of revenues. Specifically, 1% of Revenues was classified as Operating Cash, while the 

remaining cash was allocated to the Excess Cash category for both companies. 

These steps were fundamental in initiating the construction of the forecasted financial 

statements. To apply the DCF method effectively, it is now necessary to formulate assumptions 
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regarding the future performance of the companies. These assumptions will be derived from a 

thorough analysis of the companies' historical financial data, industry trends, and competitive 

positioning. 

5.2 Assumptions 

Before discussing the construction of the forecasted statement, it's crucial to highlight that a 7-

years forecasting period has been chosen due to the high volatility of financial statement values 

and five years were deemed insufficient under my consideration. Additionally, 2030 is 

considered a steady state year in many other analyses, leading me to proceed with this approach 

for the DCF valuation. 

5.2.1 Income Statement 

The first step is to start with the forecast of the Income Statement, enabling the linking of 

movements of individual items to the Balance Sheet, as done for the observed five years. For 

this evaluation, I decided to divide the Revenues by Business Department and estimate them 

first, then summing them to obtain the total Revenues for each year due to the higher accuracy 

of this approach and the different trends for each department.  

It is crucial to emphasize that after the heavy impact of Covid, the growth rates in recent years 

were exceptionally high, so it's generally expected to ease down towards a steady growth rate 

in the upcoming years.  

Regarding Boeing (Figure 14), a decrease in revenue growth rates is expected, both due to the 

return to normality after the pandemic-induced downturn as said and concerns regarding aircraft 

safety and decreased consumer confidence due to recent incidents and scandals that have put 

Boeing in the media spotlight. Specifically, Commercial Revenues are expected to grow by 

only 3% in 2024, compared to 30% in 2023, recovering in subsequent years and stabilizing 

around a 2.5% long-term growth rate. It is also important to note that, according to my 
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estimates, Revenues will not decrease compared to 2019 since, as previously mentioned, 2019 

is not a fully representative year of pre-Covid full capacity, given the two serious incidents 

related to the 737MAX model that led to order cancellations by airlines and consequently lower 

Revenues. On the other hand, the Global Services and Space & Security sectors should not be 

affected by the commercial airplane safety dynamics, having a different consumer base, starting 

with a growth rate of 5% and stabilizing at 2% in both cases. Regarding Unallocated items, 

forecasts are based on the moving average of the last five years, as this item has been more 

stable over the years compared to the previous ones. 

On the Airbus side (Figure 15), within the Annual Financial Report 2023, long-term estimates 

were already provided, which I found useful to use since in the Aerospace field forecasting are 

quite accurate given the gap of years between the order placement and its delivery, averaging 

around 10 years.  

The long-term estimates are respectively 2% for the Commercial department and 1% for both 

Space and Defence and Helicopters. In this case, the Commercial side remains the main driver 

of Revenues, as in previous years, and according to estimates, its growth will peak to 5% in 

2024, lower than the 27% in 2023, but still not enough to reach pre-Covid levels. Subsequently, 

the percentages will begin to gradually decrease, but by 2026 a return to full capacity is 

expected, and from there, growth will continue due to increased transportation and globalization 

or a probable market share increase, reaching a steady state of 2%.  

A different trend is observed for the other two departments, which had already reached pre-

pandemic levels in 2023. Consequently, the growth will be more moderate, at 3% for 

Helicopters and 5% for Space and Defence, gradually decreasing to reach a steady state of 1% 

by 2030 in both cases.  
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As it’s easy to notice, the growth rate of General Revenues for Both Airbus and Boeing is equal 

to 2% in the steady state, since the two company operates in the same sector and are highly 

correlated, I assumed that in the long term they both will reach the same level of growth.  

When it comes to costs, estimating future values was more challenging due to the numerous 

variables to consider, and there were no existing estimates, however, costs have been more 

stable over the years analysed compared to revenues. For Boeing, the breakdown of cost of 

products and cost of services remained more or less consistent as a percentage of total costs, 

averaging at 85% and 15%, respectively. In contrast, relative to revenues, which I decided to 

link costs to, the Cost of Sales naturally increases in absolute terms as revenues grow, even if 

the cost percentages in relation to revenues decrease over the years due to increasing supply 

chain efficiency in the next years. This leads to the Cost of Sales stabilizing at -67% and the 

Cost of Services at -8% for Boeing and around -76% for Airbus. 

For both companies, regarding General and Administrative expenses and R&D costs, 

calculations were based on annual growth rates since they are not directly linked to revenue 

trends. General expenditures have slightly increased but remained fairly stable since 2023, as 

salaries remained unchanged, and the increase was solely due to future inflation. The same goes 

for R&D expenditures, which have increased slightly but remain tied to pre-pandemic values. 

Then, calculations on corporate taxes were made on the core values using fixed rates (21% for 

the US and 25.8% for the Netherlands) and adjusted the value using an average of previous 

years. 

Regarding the non-core and financing side, given its lesser significance, a five-year moving 

average was applied for Boeing's gain on dispositions, maintaining stability over the years. 

Adjustments were made to the average for other income to reflect its stability and significance. 

For Airbus, a similar adjustment to the five-year average was made, except for “Other 
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Expenses”, where a notable value was set due to a particularly low value in 2020. The tax 

calculations followed the same procedure used for the core part.  

These procedures facilitated the estimation of income/loss for Boeing and Airbus up to 2030, 

considered as the steady state. Based on the forecasting, it's evident that the future outlook is 

positive for both Boeing and Airbus, with notable improvements in the core areas of the 

companies. Boeing is expected to return to positive results in 2025, partly due to a change in 

management anticipated by the end of 2024, following the departure of the current CEO, Dave 

Calhoun. 

5.2.2 Balance Sheet 

I then moved on to consider the Balance Sheet, linking estimates to Income Statement variables 

as mentioned. In particular for the part related to Core invested capital, I used the previously 

done breakdown of invested capital, linking individual items to Revenues, Cost of Products, or 

PP&E. To calculate future forecasts, I again used a five-year moving average as the percentages 

were all reasonably stable. The same method was used for the Financing part for the same 

reasons.  

Analysing the results, it's evident that (Figure 16 and 17) the core invested capital gradually 

increases over the years. However, the non-core invested capital is expected to remain in 

negative territory for Airbus, even if showing improvement, while it becomes slightly positive 

for Boeing. On the financing side, values are expected to stay at an average level and, 

specifically for Boeing, there are expectations that a change in management and a recent 

positive income result will lead to positive equity values starting from 2026. 

5.2.3 Free Cash Flow Statement 

As a final statement, I compiled the Free Cash Flow Statement (Figure 18 and 19), within which 

I calculated the Core Free Cash Flow, that is  the Free Cash Flow generated from core business 
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operations excluding one-time items or non-recurring expenses, as the difference between the 

Core result and the Change in core invested capital. I then used the same procedure for the Non-

Core part, representing Free Cash Flow generated from non-core business activities or one-time 

events, subsequently summing both the Core and Non-core FCF values to obtain the Total FCF.  

Total cash flows exhibit significant volatility for Boeing, only turning positive in 2026, whereas 

for Airbus, they remain positive throughout the entire period under consideration. 

For the financial part, the formula used is Financial Result - Change in Financial Asset = Net 

Debt Cash Flow. This value represents the cash flow associated with changes in net debt, 

encompassing debt repayments, issuances, and interest payments. It's notably volatile for both 

companies, with Boeing experiencing more negative values. 

Moving forward, the Change in Equity subtracted from the comprehensive income yields the 

Equity cash flow, representing the cash flow linked to changes in equity, including dividends 

paid to shareholders and alterations in retained earnings. When added to the Net Debt Cash 

Flow, it provides the Financing Cash Flow, which is expected to be negative for both companies 

in the long run, as Comprehensive Income is growing more rapidly than the change in Equity 

for both. As a final check, the Financing Cash Flow should mirror the total FCF but with the 

opposite sign and throughout all the years, this check appears positive. 

5.2.4 Discount Rate  

For the calculation of the Weighted Average Cost of Capital (WACC) (Figure 20), which will 

be used later as the discount rate of cash flows, I used the following formula: 

In the initial step, the market capitalization of Airbus and Boeing as of March 31, 2024 is used 

as Equity Value and it was equal €137,74 billion and $118.33 billion, respectively. 
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Subsequently, the debt values were calculated by summing the short-term and long-term 

borrowings for 2023, with Boeing's debt value being significantly higher than Airbus’, 

specifically equal to $52.3 million and €13,59 million. 

The equity and debt percentages of the total value were calculated using the formulas E/(E+D) 

and D/(E+D). Boeing had more balanced equity and debt percentages of 69% and 31%, 

respectively, while Airbus had a significantly higher equity value compared to its debt, with 

percentages of 91% and 9%, respectively. 

The cost of equity was then calculated using the Capital Asset Pricing Model (CAPM): 

Cost of equity = Risk-free rate + Beta × Equity risk premium 

Boeing's beta was estimated to be between 1.09 and 1.48, with a selected value of 1.29. On the 

other hand, Airbus's beta was estimated to be between 0.8 and 1.2, with a selected value of 1.0. 

The risk-free rate was assumed to be 4.62%, which is the 30-year treasury rate used for both 

companies. 

The Market Risk Premium (MRP), that measures the additional return investors require for 

investing in the stock market compared to a risk-free investment,  was estimated equal to the 

Country Risk Premium of 4.6%, which is the same for both the Netherlands (Airbus) and the 

United States (Boeing). The cost of equity was calculated as 4.62% + 1.29 × 4.57% = 11.00% 

for Boeing, and 4.62% + 1.0 × 4.57% = 9.19% for Airbus. 

The cost of debt is the interest rate each company pays on its debt, adjusted for the tax benefit 

of debt financing, and it is calculated as the interest rates paid on total debt for each company, 

with Airbus's cost of debt being 5.54% and Boeing's being 4.7%. The country tax percentages 

were 21% for the US (Boeing) and 25% for the Netherlands (Airbus). 
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The WACC was finally calculated as: 

For Boeing, WACC = 0.69 × 11.00% + 0.31 × 4.7% × (1 - 0.21) = 8.77%. 

For Airbus, WACC = 0.91 × 9.19% + 0.09 × 5.54% × (1 - 0.25) = 8.73%. 

5.3 Valuation 

Now that all the necessary elements are available to complete the valuation of Boeing and 

Airbus, a Discounted Cash Flow Analysis is conducted. The objective is to discount future cash 

flows at the Weighted Average Cost of Capital (WACC) to obtain a final intrinsic share price 

and determine if the company is overvalued or undervalued compared to the market price. 

The Core Free Cash Flows obtained from the FCF statement are discounted with the previously 

calculated WACC, resulting in a Sum of Discounted Cash Flows of $9,537 million for Boeing 

and €36.417 million for Airbus. Additionally, the terminal value needs to be added, calculated 

with the formula Core FCF of 2030 * (1+2%) / (WACC – 2%), where 2% represents the 

assumed long-term growth rate of revenues in a steady-state scenario for both companies. 

The terminal value accounts for the value of the business beyond the explicit forecast period, 

factoring in ongoing operations and cash generation capacity in the long run. It is then 

discounted for 7 years to bring it to present value. After discounting it for the WACC, it is added 

to the Sum of Discounted Cash Flows to obtain the Core Business Value, which is $116,102 

million for Boeing and €142.450 million for Airbus. Moving on to the non-core part, the same 

procedure is followed, discounting the Non-Core Free Cash Flows for the WACC. Non-core 

activities may include non-operating assets or business segments not part of the core operations 

of the companies. 

The Core and Non-Core Business values are then summed to derive the Enterprise Value, 

representing the total value of the business, including both core and non-core operations. By 
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subtracting the Net Debt from the Enterprise Value, the Equity Value is obtained. Net Debt 

represents the total debt of the company net of cash and cash equivalents, while Equity Value 

represents the value of the company's equity or ownership interest. 

Finally, dividing the Equity Value by the number of shares outstanding provides the share price. 

This valuation method offers investors insight into the fair value of the company's shares, aiding 

in making informed investment decisions. Following these calculations, the final valuation 

predicts a value per share of €183,91 for Airbus and $138,23 for Boeing (Figure 21 and Figure 

22). As of the 28h of March 2024, the last available share price in March, Airbus's price target 

is above the market price which is €170,72, indicating the company is undervalued, while 

Boeing's price target is below the market price of $192, indicating the company is overvalued.  

6. Pairs Trade Strategy  

In addition to the valuation conducted using the DCF model, which helped understand the 

overvaluation and undervaluation of the companies in the market, a sensitivity analysis was 

performed to conduct a deeper fundamental analysis. This analysis illustrated how changes in 

the Weighted Average Cost of Capital (WACC) and revenue growth rates impact the companies' 

share prices. The results are depicted in Figure 23 and Figure 24. 

As observed in the figure, an increase in the growth rate would lead to a corresponding increase 

in the share prices of both companies. Notably, for a growth rate of 3%, all else being equal, 

Airbus's price target would remain higher than the market price, while Boeing's price target 

would be lower. However, a growth rate lower than 2% would result in Airbus's target price 

decreasing to €162,73, making it overvalued compared to the market. This scenario is highly 

unlikely as the 2% growth rate estimates are already conservative, and even lower revenue 

growth estimates are improbable. 
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Regarding variations in the Cost of Capital, with a higher estimated WACC which can be due 

to an higher Market Risk Premium or an higher Beta, for example, at 9% for both companies, 

Airbus's price target would be €178,43, indicating undervaluation, while Boeing's price target 

would be $137.62, suggesting overvaluation. The same applies for a cost of capital of 8%. 

Therefore, variations in the cost of capital within a range of 0.5% up or down would not alter 

the validity of the strategy.  

7. Conclusion  

The aerospace sector is highly volatile and was one of the industries most affected by the 

COVID-19 pandemic in 2020. In addition, Boeing, one of the two companies in the aerospace 

duopoly scenario, has often been, and especially recently, at the center of media attention due 

to safety-related scandals. This recent scandal of the main competitor, together with robust and 

sustainable growth, has allowed Airbus to make inroads into the aerospace scenario. 

In fact, Airbus not only has a stronger market positioning but also benefits from greater strength 

in terms of revenues, profitability, and liquidity. Moreover, Airbus appears to be undervalued 

by the market, while Boeing is likely overvalued. The market seems to be underestimating 

Airbus's ability to profit from its market positioning and strong presence in the sustainability 

battle. Of course, Boeing remains a globally recognized company, but its stock buyback policies 

and high dividends paid over the past decade have allowed it to gain favour on Wall Street 

despite complaints about the quality of its products. 

Since it appears likely that Airbus will continue to outperform Boeing in the long run, there is 

currently a chance that Boeing and Airbus may engage in a Pairs Trade investment plan. To 

obtain a hedged position, this approach entails purchasing Airbus, the outperforming company, 

and short selling Boeing, the underperforming company. I anticipate that Airbus's share price 

will rise in the near future as the analysis indicates. Thus, purchasing an undervalues stock 



25 
 

(Airbus) that would appreciate in value over time and selling an overvalued stock (Boeing) 

would benefit an investor in the long term. Also, the investor shouldn't be worried about a slight 

upgrade in the growth rate of the industry or changes in the WACC assumptions, as the Pairs 

Trading strategy will still be effective as shown in the fundamental analysis. 
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Appendix  

Figure 1 - The Boeing Company and Subsidiaries Consolidated Statements of Operations. 

 

 

Figure 2 - Airbus SE – IFRS Consolidated Income Statement. 

 

 

Figure 3 - Airbus SE and The Boeing Company share prices in absolute terms (USD) in the last 

5 years. (31/03/2024) 
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Figure 4 - Airbus SE and The Boeing Company share prices change % in the last 5 years. 

(31/03/2024) 

 

 

Figure 5 – The Boeing Company Reformulated Balance sheet. 
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Figure 6 - Airbus SE Reformulated Balance sheet. 

 

 

Figure 7 – The Boeing Company Reformulated Income Statement. 
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Figure 8 - Airbus SE Reformulated Income Statement. 

 

 

Figure 9 – The Boeing Company Tax breakdown. 

  

Figure 10 - Airbus SE Tax Breakdown. 
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Figure 11 – The Boeing Company Revenues and Cost Breakdown. 
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Figure 12 - Airbus SE Revenues Breakdown. 
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Figure 13 – The Boeing Company and Airbus SE Invested Capital Breakdown. 

  

 

Figure 14 – The Boeing Company Forecasted Income Statement. 
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Figure 15 – Airbus SE Forecasted Income Statement. 

 

Figure 16 – The Boeing Company Forecasted Balance Sheet. 
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Figure 17 – Airbus SE Forecasted Balance Sheet. 

 

 

Figure 18 – The Boeing Company Free Cash Flow Statement. 
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Figure 19 - Airbus SE Free Cash Flow Statement. 

 

 

Figure 20 – The Boeing Company and Airbus SE WACC calculation. 

  

 

Figure 21 – The Boeing Company Valuation. 
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Figure 22 - Airbus SE Valuation. 

 

 

Figure 23 - Sensitivity analysis The Boeing Company. 

 

 

Figure 24 - Sensitivity Analysis Airbus SE. 

 

 

 

 

 

 


