Jumbo Battle over Jumbo Jets
Since its initial commercial flight in 1969, the Boeing 747 benefited from its status as the world’s largest commercial aircraft. Its costs per seat mile were lower than that of any other aircraft available, largely because the 747 can seat as many as 495 people. Although its low costs were attractive to passengers and airline accountants, they were especially prized on transatlantic and transcontinental routes, where of particular importance in charter, transpacific, and freight operations. Boeing’s monopoly in the jumbo jet market gave it an advantage over Airbus in selling smaller aircraft as well. Spare parts can often be used for different models of aircraft produced by the same manufacturer, which sometimes is enough of an advantage to sway an airline to purchase a Boeing product over the comparable one manufactured by Airbus.
Airbus targeted the 747 for years. In 2000, its engineers finalized the plans for a 650-seat aircraft, the A380, which dwarfs the 747. The A380 then underwent extensive design, testing, and certification procedures. In October 2007, Singapore Airlines offered the first commercial flight of an A380, from Singapore to Sydney.
Airbus executives believe this aircraft will destroy the lucrative monopoly that the Boeing 747 held in the jumbo jet market. Airbus calculates the A380’s costs per seat mile are 17 percent less than those of the 747. However, R&D costs for the A380 were initially estimated to run between $12 billion and $16 billion. (The actual cost was significantly higher.) To help finance these up-front costs, Airbus obtained $3.5 billion in low-cost loans—called “launch aid”—from the German, French, and British governments. (Airbus’ original investors were from France, Germany, Spain, and the United Kingdom.) Boeing officials asserted these loans to Airbus were nothing more than government subsidies and should be banned under international trade law. Moreover, Boeing believed that Airbus officials vastly overestimated the size of the market. Airbus projected the market for superjumbo jets will reach 1,500 in the next 20 years, and that the A380 has a bright future. Boeing argued that the true market is only one-quarter to one-third that size and, as such, the A380 will be a financial disaster. Should Boeing be correct, it fears that the government loans to it in will never be forgiven. Worse, the A380 would then continue its production, even though the profitability of Boeing’s 747 operations.
The EU and the United States have fought over this issue for years. Lawsuits have been filed in the WTO. European loans to Airbus have been written off as worthless, thereby providing the aircraft manufacturer with illegal subsidies. For example, in early 1999 the German Finance Ministry loaned DaimlerChrysler Aerospace AG of an advance to help it repay $750 million in loans to design Airbus’s A330 aircraft and A340 jets. EU officials responded that Boeing’s commercial aircraft division has benefited from hidden subsidies from the U.S. government. EU officials believe that Boeing has been able to develop new aircraft technologies by winning U.S. Defense Department funding through its defense contracts. Boeing then can transfer the technology to its commercial aircraft operations.
A 1992 agreement between the EU and the United States led to a truce in this verbal war. That accord limited the amount of indirect subsidies the United States could grant Boeing through military contracts, while European governments were allowed to provide limited loans to Airbus for development of new aircraft. However, this agreement predates the WTO and the new obligations imposed on members of that organization (see Chapter 10’s discussion of the WTO). In 2004, U.S. officials withdrew from the 1992 accord and filed a complaint with the WTO, arguing that the A380 had indeed benefited from illegal subsidies. The EU quickly filed a counter complaint against Boeing. In 2010, the WTO ruled that the EU’s launch aid for the A380, as well as for the A300, A310, A320, A330, and A340 series of Airbus aircraft violated its rules. In total the WTO deemed a total of some $20 billion in government loans an improper export subsidy because they offered terms to Airbus unavailable in normal commercial lending markets. In 2011, the WTO ruled that Boeing received $5.3 billion in subsidies through contracts awarded by the U.S. Department of Defense and the National Aeronautics and Space Administration. Both parties have appealed the WTO’s decisions, but most expert observers believe the United States and the EU will ultimately have to negotiate a settlement because the monies involved are so large.

Case Questions
P2–5. Why does the EU offer aid to Airbus? Why does the United States offer aid to Boeing?
P2–6. Who benefits from this aid? Who loses?
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?
P2–8. In 2013, Delta Airlines filed a lawsuit against the Export-Import Bank of the United States, alleging that the bank’s financing of new Boeing aircraft hurt 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?


