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The closing case details the competition between Boeing Co. and Airbus in the jumbo jet market and issues arising from Airbus’s development of the A380. Both companies have received benefits from their governments in the past. Now the WTO will need to resolve which subsidies to the firms are illegal.

Key Points

1. The Boeing 747 has been the world’s largest commercial aircraft (carrying 495 people) since its introduction in 1969.

1. Boeing’s monopoly of the jumbo jet market has given it an advantage in selling smaller planes, since they often share spare parts.

1. Airbus is introducing the 650-seat A380, hoping to break Boeing’s hold over the jumbo jet market segment. The expenses of introducing the A380 have been financed in part with low-interest loans from the German, French, and British governments.

1. Since such government loans to Airbus have before not been repaid, Boeing claims the loans are actually subsidies to their competitor. Boeing has filed a complaint with the WTO.

1. The EU has filed a counterclaim against Boeing with the WTO, claiming that Boeing has been unfairly subsidized by the U.S. government through military contracts.

1. The WTO faces a very politically tricky challenge in trying to resolve this issue.

P2-5 Why does the EU offer aid to Airbus? Why does the United States offer aid to Boeing?

The EU offers aid to Airbus so that it might better compete in international markets, thereby accruing a significant benefit to the EU. For example, a successful Airbus will provide an increase in employment. The United States offers aid to Boeing because it views the EU funding of Airbus as a form of government subsidy, thereby placing American producers at a competitive disadvantage. (LO 10.1; AACSB: Analytical thinking; Learning Outcome: Discuss arguments for and against government intervention in international business)

P2-6 Who benefits from this aid? Who loses?

Benefits of the aid include the manufacturers, and those employed in the industry. Additionally, consumers may now have access to products that might not have been produced if not for the aid provided. The losers might include those paying taxes, or those that do not have the appropriated funds available for other projects. (LO 10.1; AACSB: Analytical thinking; Learning Outcome: Discuss arguments for and against government intervention in international business)

P2-7 If the U.S. government’s aid to Boeing and the EU’s aid to Airbus just cancelled each other out, would there be any winners or losers from these aid programs?

Student answers may vary. (LO 10.1; AACSB: Analytical thinking; Learning Outcome: Discuss arguments for and against government intervention in international business)

P2-8 In 2013, Delta Airlines filed a lawsuit against the Export-Import Bank of the United States, alleging that the bank’s offering low interest rates loans to foreign companies who buy Boeing aircraft hurts Delta’s competitiveness. The Air Line Pilots Association (ALPA), a union representing 47,000 pilots at 28 U.S. airlines, supported Delta’s lawsuit. What is the logic behind Delta’s lawsuit? Do you agree with Delta and ALPA?

The logic is that the system is creating unfair competition by permitting foreign companies to obtain a financial benefit that could result in a competitive advantage. Student answers may vary with respect to agreement. (LO 10.1; AACSB: Analytical thinking; Learning Outcome: Discuss arguments for and against government intervention in international business)
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