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INTRODUCTION:

Airbus is a French German consortium founded in 1985. It was aiming at challenging American domination of the skies. Airbus then merged with the Spanish and British Aerospace companies.  Airbus with headquarters in Toulouse, France, produces a wide range of aircrafts and employs 57,000 people all over the world and has 16 manufacturing sites in France, Germany, Spain and the UK. The company controls all the aspects of the manufacturing process.

AIRBUS has also sales and customer support centers in Japan and China, centers for engineering design, sales and support in North America; Furthermore, Airbus has stroked a joint venture for an engineering centre in Russia with Kaskol.

Since 2006, EADS owns 80% of the assets and BAE Systems owns 20%. However, following the sales of BAE systems' shares, Airbus became an EADS company. The German Thomas Enders has succeeded to Louis Gallois as the Chief Executive Officer this year (August). Therefore, Louis Gallois is becoming sole CEO of EADS, breaking the bicephalic governance of EADS up.

37 years later, Airbus is one of the world's leading aircraft manufacturers which has to face globalization due to its firm's structure and its firm's market.

That's why we are analyzing this European trust facing globalization.

I. General presentation


A. External analysis


a. Airbus activity


Airbus is one of the two majors companies of the Aeronautic industry for the civil and the military market. Airbus provides aircrafts that meet the market's needs and produces these aircrafts with the highest quality of service: the company designs, develops, manufactures, sells and ensures an after-sale technical support for its aircrafts.

As for the manufacturing components, Airbus contracts offshore through lots of subcontractors all over the world.

For instance, Airbus is said to have negotiated trade agreements with China throughout a technology transfer.



b. The aeronautic industry

This industry is a very competitive. Airbus and Boeing constitute a duopoly. One particularity of the industry is the huge amount of public subsidies granted by the United States for Boeing and the European Union for Airbus.

The competitiveness of the industry implies reactivity regarding delay, process, technology update, etc…

For instance, the delay announced by Airbus last year for the manufacturing of the Airbus A380 has generated the cancellation of many orders.


Besides, the Aeronautic industry is a very strategic one. The stakes are high:


- Expectation of a growing market for commercial planes (for instance the petrol-dollars countries)


- A workforce industry: though decreasing in workforce employment for 20 years, the Aeronautic industry is still a direct and indirect workforce industry.


- The industry generates external commercial cash surplus.


- A high technology industry that needs huge investments: technology is a source of competitive advantage. As for the civil market, the firm is seeking economies of scale. But technology might be critical regarding the defence interest.


Third, the Aeronautic industry can be seen as the epitome of the globalization.
- Lots of suppliers in its supply chain are part of the industry game all other the world. 

- Lots of new customers have appeared in the market over the past 20 years.

- This industry epitomizes the competition between the USA and EU (that raises the issue of political power)

- This industry reflects also the emergence of new players (for instance, technology transfer in China)


The high cost of development is a source of risks.

Considering the technological aspect of the Aeronautic activity, the Aeronautic industry is seen as cutting-edge.

The R&D is a key success factor in the global competition between competitors' industry.




c. The industry segmentation

The market of more than one hundred aircrafts is dominated by two companies: Airbus and Boeing.

Two main characteristics are:


-The number of places

-The range. 
Three segments:


=> Medium bodied jet airliners: this is the segment where the B737 and the A320 compete. 


=> Large size jet airliner:  B787, B777 (for Boeing) and the A340, A330 and A350 (for Airbus). The margins are bigger than those of the medium boded segment.


=> Very large boded jet airliner: this segment is a cash cow when the B747 was the only aircraft on this market, is seen as the most profitable one.


The strategic group chosen by Airbus is the second one.

This segment is the one where Airbus has a special "know how" concerning the building of such aircrafts. Furthermore, this is a segment with a growing expected market. That's why, even if Airbus has launched the A380 (large boded aircrafts), the firm is developing the A350, to compete with the Dreamliner of Boeing Company.

Besides, Airbus has a good overlook of the market. The firm will keep having a large range of aircrafts in order to satisfy any demand and achieve a competitive advantage.

B. Internal presentation


a. The mission and strategic intention of Airbus

Airbus primary statement is to meet airlines demands and market needs. Building, creating, and selling safe aircrafts with the highest quality is the main mission of Airbus.

Thus, the three Airbus mottos are safety, quality and performance.

To meet the market needs, Airbus has created a new aircraft, the A380. Airports are indeed flooded by passenger, and transporting between 400 and 800 passengers a flight, this new plane is supposed to fulfil passengers' need.

However, at the same time, Boeing has developed the Boeing 787 Dreamliner, a super-efficient airplane for long travel (fuel efficiency). That's why Airbus has launched the A350 to face with Boeing competition and to respond to the market needs, regarding environmental issue. 

The environmental aspect must be taken into account. According to the Airbus marketing vice-president Colin Stuart, developing environment friendly technology is the key point for sustainable growth.

Although Airbus has a development policy, keeping an eye on its rival, the A350 and the Boeing’s Dreamliner belong to the same range of products.

Airbus tries to create and to tap new market shares. Thus it is looking for new efficient aircrafts. At the same time its goal is to deter Boeing from gaining shares.



b. Organisational resources of Airbus
· Company Structure


In 2001 Airbus became a single fully integrated company incorporated under French law as a simplified joint stock company or S.A.S. (Société par Actions Simplifiée).
Airbus France, Airbus Deutschland and Airbus Espana have merged the European Aeronautic Defence and Space Company (EADS) with 80% shares and BAE Systems with 20%. In 2006, following the sales of BAE Systems' shares, Airbus became then an EADS company.
Manufacturing, production and sub-assembly of parts for Airbus aircraft are localised in 16 sites in Europe, with assembly lines in Toulouse and Hamburg. 

 AIRBUS is present in North America as for the centres for engineering design, sales and support; And in Japan and China as for sales and customer support. 
Airbus has set up an engineering joint venture in Russia Kaskol. 


Around the world Airbus disposes of, 120 field sites and three fully-fledged training centres -- in Toulouse, Miami and Beijing. Airbus stroke an agreement with CAE to provide Airbus-approved training courses in many more sites around the world.
Airbus framed   a global network of more than 1,500 suppliers in over 30 countries.
The company fosters links with industry in all the countries where it is represented, aiming at having suppliers close to its customers.

· Facilities resources and blueprint of the airbus enterprise 


The Airbus Industry joint venture coordinates collaborative activities between European aeronautic manufacturers to built and market Airbus aircrafts. Airbus is a joint venture between four partners: 

Aerospatiale (France)


DASA (Daimler-Benz Aerospace, Germany)


British Aerospace (UK) 


CASA (Construcciones Aeronauticas SA, Spain). 

Research, development and production department have been split among the partners, in order to foster efficiency. Aerospatiale is responsible for developing and producing the cockpit of the aircraft. 
DASA role is to develop and manufacture the fuselage, British Aerospace the wings and CASA the tail unit. Final assembly is done in Toulouse (France) by Aerospatiale. 

Unlike production, commercial and decisional activities have not been split between partners. All strategy, marketing, sales and after-sales operations are taken by the Airbus Industry joint venture. This entity is in direct contact with external stakeholders such as customers.
To buy an Airbus, or to maintain their fleet, customer airlines could not approach one or other of the partner firms directly, but has to deal with Airbus Industry. Airbus Industry, which is a real manufacturing company, decides on the alliance’s product policy and defines the specifications of each new model of aircraft to be launched. Airbus defends the interests of the joint venture as a whole, even against the partner enterprises themselves when the particular goals of the latter conflict with the organisational goals of the alliance.

· Organisation efficiency

  The organization of the Airbus Industry joint venture uses the Information System called the strategic dependency model. There are two main tasks within AIRBUS: Airbus Industry and Airbus Joint Venture. 
Airbus Industry deals with the demands from customers, Customers depend on it to receive Airbus aircrafts or customer support services. 
The Airbus Joint Venture is the interface of the four partners (CASA, Aerospatiale, British Aerospace and DASA) with Airbus Industry.

But Solving management conflicts between the partners, and most of all defending the interests of the whole alliance are also part of the entity’s mission. 


c. Corporate governance analysis.

Airbus industry top management is recovering from 2006 which has been a tough year with the announcement of successive delays for the A 380 delivery. The stock price of airbus has suffered from these announcement (airbus share price has lost 33 % of its stock value within a few months). 


The Clearstream political scandal besmirched a member of the board of directors.  The former CEO of EADS (main shareholder of Airbus industry) is alleged to have taken advantage of his top position in an insider financial scandal. 

The market had to be reassured by Airbus industry which was coping with inside problems and outside problems. Noël Forgeard has been replaced at the head of EADS following the insider and Clearstream scandal. Christian Streiff, a German has been appointed as CEO of airbus after the resignation of Mr Dreyffus.    

The bicephalic (a French and a German CEO) hierarchical scheme, in order to foster efficiency in the decision making process, is no longer at work. But further delays in the A 380 delivery and the complaints have put into risk top management credibility. Christian Streiff has been considered as responsible for this situation and has been fired.

Louis Gallois, the former CEO of SNCF has been named as the CEO. He is an ENA alumnus, the French political school. And he was seen as a good specialist in the transportation industry. But SNCF is a state owned monopoly. Louis Gallois might have been inexperienced as for competition is considered. Thomas Enders, on August the 27th, is the new man of the house.
Airbus has to cope with the market’s lack of confidence and develop a renewed marketing and sales campaign. He must be conscious of the pattern issues with the Chinese transfer of technology. But most of all, he must put a lot of attention on the ongoing scandal of the insider financial scandal. 

Airbus has to keep a competitive edge if the company is willing to survive within globalization.   

As for its image, the group is still suffering from public headlines events. For some years now, Airbus has been running through troubles. Its image in the eyes of clients, stakeholders and competitors is endangered. 
The main problem is that the lack of transparency in its strategy with a blurred organizational frame, especially for its top management as stated in the report of the French economic commission issued in June 2007

C. Airbus financial aspects 


a. General overview of the year 2006

Despite important success, the 2006 year was not easy to go through for the Group. Particularly, the problems encountered in the building of the A380 delayed the forecasted delivery schedules. The first A380 should be delivered in October 2007, one year later. As a consequence, Fedex and UPS cancelled the A380 Super jumbo planes they bought two years before. The additional costs related to these delays roughly impact EADS earnings and all the financial ratios. This situation puts more pressure on EADS top management to kill costs in order to face the dollar fall against the euro and the increasing R&D costs linked to the future projects. To face these issues, EADS chiefs announced a restructuring plan, Power 8, aiming to reduce costs, improving the cash flow statement and developing new products faster. Airbus is in the midst of a massive restructuring of its European operations that foresees the loss of as many as 10,000 jobs and the sale of as many as seven factories. But these measures should save €2 Billion from 2010 and €5 Billion more in cash and cash equivalents.
· Year end 2006

[image: image5.emf]
  


EADS is the first aerospace and defence company in Europe with a €39,4 billion consolidated income for 2006. In terms of market share, 75% (77% in 2005) of the revenues are providing by the public/civil sector and 25% ( 23% in 2005) by the defence sector. The EBIT decreases by 2 453 M€ to 399 M€ because of the delays on the delivery of the A 380 and the cancellation A 380F for UPS and Fedex. 


Furthermore, an important part of the Group income is in USD (90% of Airbus revenues are in USD). The US Dollar, that loses more than 40% in value till the beginning of the A380 process, weakens EADS compared to its competitors as Boeing that consolidates USD 

The cash position decreased by 1 260 M€, to 4 229 M€ for the 2006 year end. It has worsened principally because of the A 380 electric problems that cause delivery delays even if the cash provided by the activity balanced the loss on the A 380.
Consolidated and audited income statement divided into Strategic Business Units for the periods ended December 31, 2006 and December 31, 2005

[image: image2]
The Airbus consolidated income increased by 13,6% in 2006 compared to  2005, from €22,6 Billion to €25,2 Billion. It mainly reflects the increase in the number of planes delivered ( 434 in 2006 compared to 378 in 2005). Airbus principally sells A319/A320/A321, 50 more in 2006. The weak euro/USD rate impacted negatively Airbus revenue in 2006 to 720 M€.
· First semester 2007 significant financial statement items: the EBIT ongoing decrease   

EADS Group
[image: image3.emf]
Split by SBU
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The revenues of 18,493 M € decreased by 3% mainly due to Military Transport Aircraft (no milestone recognition achieved in the A400M program in the first half-year of 2007 as compared to the first half-year 2006). This was partly compensated by positive developments at Eurocopter and Astrium. The decrease of the gross margin by -1,113 M € to 2,515 M € compared to 3,628 M € in the first half year 2006. This decrease mainly results from Airbus (in particular due to the negative impact resulting from accrued “Power 8” restructuring charges, A350 XWB launch charges and the impact of A380 program) whereas Astrium and Defence & Security record slightly increased levels of gross margins.

Share of profit from associates under the equity method and other income from investments of 143 M € (first half-year 2006: 69 M €) is mainly influenced by the result of Dassault Aviation of 77 M € (first half-year 2006: 48 M €). The result in the first half-year 2007 of Dassault Aviation includes positive 2006 IFRS catch up adjustments amounting to +19 M €.
Additionally in the first half of 2007, the sale of EADS’ interest in Embraer resulted in a nonrecurring gain of 46 M €.



b. Governance issues
· Shareholders of EADS on March 31, 2007
[image: image4.emf]
The structure of the division of EADS shares is one of the main stakes for the Group. In this group, since its creation, French and German investors always had an equal repartition of the shares. It was a common project, bolstered by the two main countries of the EU.  The French State has still shares in EADS. That implies that EADS governance cannot be independent towards the French government.

EADS bought on October 13, 2006, 20% of Airbus shares to BAE Systems for €2,75 Billion. After this operation, EADS owns all Airbus SAS shares and has an overall control on management activities.

· [image: image7.emf]Organization


Since July 16, 2007 Rudiger Grube is now the only president of the Board and Louis Gallois is the only chief executive. There is no more French –German co direction for EADS. 

· EADS stocks and the Financial Markets Authorities report

Last weak, the French stock market regulator confirmed it had sent a report to prosecutors on alleged insider trading by shareholders and executives on a "massive" scale at EADS. This presumably financial scandal strikes the Group at a time when the share market is decreasing for months and the new CEO, Louis Gallois, is on the way to decide the key strategic issues of the restructuring. .

The alleged insider trading is said to have taken place between November 2005 and March 2006 - long before the technical problems involving the A380 and their financial impact were made public in June 2006, which led to a 26% decrease in the shares. AMF had initially uncovered 1,200 insiders who had sold 10 000 shares between May 2005 and June 2006, making a profit of 90 M€. But the AMF had concentrated on 21 top insiders - senior executives and leading figures in the two main shareholder groups, DaimlerChrysler and Lagardère. The executives named by Le Figaro (the newspaper that reveals the wrongdoings)- owned by Serge Dassault, a close friend of President Nicolas Sarkozy - are said to have sold off their shares in two stages: between November 9 and 29 2005 and March 8 and 24 2006. This was before Daimler and Lagardère said they would reduce their holdings of, respectively, 30% and 15%. The French state retains a further 15%. In addition, the French government is one of the main shareholders of EADS and did not say any word about Airbus delays. However, when a state has participations in a company, it should inform the other shareholders about the possible future troubles for the company. What really happened at the head of the French State? The French President said, on October 10, 2007, he wanted to know the truth about the alleged insider trading possible collusion with the former French Government, which can become an “affair of state”
II. EADS: Symbol of European cooperation?


For many politicians throughout Europe, EADS is one of the greatest successes of the collaboration between the countries who form the European Union. In this part we are going to look at where this great industrial endeavour takes its origins, its structure and its undeniable commercial success. But we are also going to raise the question of the limits of the system. Is EADS in a crisis state? Is nationalism the weakest link of the EADS structure? Finally we will look at how this institution can move out of the crisis it’s enduring to truly become a symbol of European cooperation.

A. Origins: European industrial cooperation


a. Management

Formed on July 10 2000 by the merger of Aérospatiale-Matra (France), Construcciones Aeronáuticas (Spain), and DaimlerChrysler Aerospace (Germany), the European Aeronautic Defence and Space Company has been a large European aerospace corporation for the past 8 years. This corporation was born from the willing of European leaders to have a strong global company to compete with the already powerful BOEING corp. But how is governed a corporation composed of 3 major European companies? The structure to be adopted has necessarily to be difficult to put in place. 

At the creation of the company the management that was put in place was composed of two CEOS, one French and one German. The structure of the chairman positions and board directors was based on the French/German duality as well. From this point on this duality would be the essence of the company.

A complete list of the Management structure is available in the appendix.


b. French and German Dualism

The French and German Dualism is the core of EADS. This structure was done in order to reflect the international dimension of the company. The whole management is represented by a parity between French and German leaders. One can ask why Spain isn’t represented in the management since Construcciones Aeronáuticas is also part of the corporation. An element of answer could be that a company lead by three different leaders with different interest would be too hard to manage.


c. Industrial and Commercial Success

EADS has become, especially through airbus, a symbol of European cooperation and success. Indeed the plane maker has been taking market shares to its competition for the past 20 years. In 2006 it became the leader of its market in front of Boeing with more than half of the market. The French and German and more broadly European cooperation has permitted to regroup huge resources on many international markets. Competences and industrial knowledge has been shared in one of the greatest international industrial endeavour. Each partner has had to invest colossal amounts that have been solved on bigger markets. The result is more than anything anyone could have expected. EADS is strong corporation that creates wealth and development throughout Europe. Regions such as Toulouse have benefited from the large project of the corporation such as the jumbo jet the A380.

B. Crisis: Limits of the system

EADS is going through a crisis. Its most important project the A380 has taken 2 years of delays which will cost billions. The A350 hasn’t found a segment yet on a market that represents 40% of the world market. This crisis finds its origins in the system of European cooperation which is not based on industrial efficiency but on political constraints and national interest.


a. Rivalry over national interest

The core essence of the company is also its biggest problem. An enormous rivalry over national interest makes the company not function at its optimal pace. Indeed the logic that has been put in place by the company reflects logic of national interest rather than logic of industrial efficiency. Each party wants to retain the value in their economic zone since it represents a considerable amount of wealth. As a result EADS has more than 16 production sites throughout Europe which represents a nightmare for logistics and industrial planning. 

Such a web of production sites can create many arrays of problems. For example the factory of Hamburg refused to use for the wiring plans the same software the factory of Toulouse did which involved enormous set up difficulties. The Factory of Toulouse secretly chose a different software and did not communicate with Hamburg.



b. Politics and economy collides

The actual crisis is a good example of how political and economical interests diverge. National interest keeps ravaging industrial efficiency but what are the two principal interested parties doing? Angela Merkel has always insisted that EADS has to be a competitive but that efforts have to be distributed equally between France and Germany. Nicolas Sarkozy on his first visit to Germany pointed out that EADS has to be restructured.

The national policies have a great influence on the management of EADS and Airbus. By observing the distribution of the actions, it seems that the weight politics is increasing. The two private shareholders wish to partially withdraw themselves: Arnaud Lagardère privileges one in wants to go in the media field and Daimler-Chrysler wants to concentrate on automobile engineering. This will reduce the total value of Daimler-Chrysler of 22,5% to 7,5%. This move will allow German private and public investor to enter the capital.

EADS is against same the limits of the European construction as a whole. The cooperation which gave good results for the European Union arrives has arrived to its limits. Just like the failure of the referendum for the constitution the crisis of EADS tells us its time to move on to another system

C.  Going beyond nationalism to move out of crisis


a. Simplification of the direction board to recover leadership


Louis Gallois was appointed as the French co president of EADS this summer. He last directed the activities of defence when his field of competences is essentially civil transport. The German co president is Thomas Enders, he covers the activities of Airbus when he’s essentially a specialist of defence! This fact clearly shows that co presidential system doesn’t work and needs to be simplified in order to recover leadership.

It is probable that Louis Gallois is going to an advocate of such a change.   This drastic remedy is an European reorganization that doesn’t take account of national interests.

According to Le Monde, “C Streiff wants a broad autonomy and the capacity to name leaders to remove the parallel hierarchies, which made it possible to mask the problems of wiring of the factory of Hamburg which were source of delays for the A380.”

In both cases one of the co presidents is going to have to step down. But who? 


b. Industrial efficiency over national interest

The Management of EADS came up with a plan to take the company out of crisis. This plan called the Power8 aims at rectifying the trajectory of the company without attacking the national interests: a hazardous task.  Louis Gallois announced on February 28 at Toulouse that the Power 8 program will induce 10 000 suppression of positions, the majority of them in France: 4300 in France and 3700 in Germany. Most notably 3 factories (Saint-Nazaire, Laupheim and Varel) are being considered for sale. The reduction of the work force will be done over 4 years thanks to voluntary departures and ordinary fluctuation. The goal of all these measure is to decrease the cycle of development from 7 to 6 years and increase the productivity at the same time by 16% by 2010.

In order to achieve these goals industrial efficiency will prevail over national interest. More pressure will be put on subcontractors and the complex production over several countries will be reorganized. This will surely mark the end of an era where the production was scattered over four countries and took an enormous time to be assembled. From now on Germany will be responsible for the construction of the fuselage and its cabins. Great Britain will get the wings and Spain the “empennage”. France will take care of the structure of the planes which belonged to Germany. In compensation Germany got the assembly of the A320 while France got the A350. 

This still shows that it’s still difficult for EADS management to appease national rivalry between France and Germany. Negotiations to obtain this compromise were difficult because they involved the black sheeps of EADS and Europe as a whole: national competitiveness and national interests. In other words EADS weakest link is politics. 

D. Conclusion:

EADS is not a simple company among the panorama of multination corporations. It was born from the willing of European government to unite their strengths and knowledge in order to be more competitive on the market of aeronautics. In this aspect it has been a large success and a symbol of European cooperation and dynamism for years. Until recently the model of European cooperation has been a success but the rivalry over national interest has led the company into a crisis. In order for the company to become competitive again it must endure a difficult reorganization. This will inevitably lead to party to loose a piece of the cake but things can not stay the way they are in the long run. The success of EADS and the European Union will strongly be based on appeasing national interest in order for the common interest to prevail.

III. AIRBUS VS. BOEING

A. Embarking in different paths
Airbus and Boeing have a long fascinating history of rivalry. Both companies form the duopoly of an industry with very high barriers to entry. The two rivals have close to a 50:50 market share; however they have different forecasting of what lies ahead for the aircraft market. Airbus projects that the average size of commercial aircraft is going to decrease because airlines will continue to fly smaller airplanes for shorter routes into large main hubs in where a much larger plane will take off. This prediction is based on the assumption that passengers will put up with the hassles of changing planes in order to experience flying on a jet-powered aircraft, hence the A380. The A380 is a super jumbo plane that can carry up to 800 passengers and it offers amenities such as sleeping cabins, a bar and a gym. 

In the other hand, Boeing recognizes that the average size of demanded airplanes is declining, yet passengers prefer more frequent direct flights on smaller planes. Marty Bentrott, a representative for Boeing sales, marketing and in-service support for the 787, declares that “our strategy has been to design and build an airplane that will take passengers where they want to go, when they want to go, without intermediate stops; do it efficiently while providing the utmost comfort to passengers; and make it simple and cost-effective for airlines to operate” (Babej and Pollak). Based on these objectives the 787 Dreamliner was designed to offer comfort for all passengers regardless of placement with features such as higher humidity, more standing headroom, and larger windows and bathrooms. Seating up to 290 passengers, the 787 took over a decade of research and the first one is to be delivered in 2008. 

While both companies have successfully achieved functional product differentiation, they continue to battle each other. To compete directly with the A380, Boeing's 747-8 uses fuel efficient engines to carry 450 passengers. To counter the 787, Airbus came up with the A350, which has been highly criticized forcing it to costly redesigns.


B. Who was right?
It is too soon to determine which projection was more accurate. What we do know is that “with 471 orders and commitments for 787s, at up to $180 million apiece, the plane -- made largely of a light (fuel-saving) carbon composite material -- already is a huge success.” (Will). As of May 2007, carriers have ordered 159 A380s, less than half of the orders for 787s. 


Experts on the subject claim that there is room for growth in the aircraft industry for the next three decades thanks to globalization. The September 11th attacks devastated commercial airlines, yet globalization gave a jump start to the aircraft industry. Boeing was forced to lay off 40,000 employees and cut jet production in half, yet it has currently created a total of 13,000 new jobs and its stock price has gone up from a low $25 to $88 per share. Boeing’s revival can be mainly attributed to the rapid economic growth of emerging countries, especially India and China, and the increasing trend/need of flying either for business or touristic purposes. The fast growing air travel industry in the Asia -Pacific region has given birth to new market opportunities. In the last four years, nearly 20 % of the orders placed to Boeing were made by China. “Boeing projects that over the next 20 years, in addition to the 367 orders yet to be delivered to the two countries, China will need 2,900 new passenger and freight aircraft costing $280 billion, and India will need 856, worth $72 billion.” (Will). 


C. Supply Chain Management 

Airbus and Boeing manage similarly their supply chain. They both use major suppliers participating in early design and development. The relationships with key suppliers are intended to be long term, reliable and mutually beneficial. In addition, both companies have increased their global outsourcing to Japan, China, the Middle East, India, and Eastern Europe. The old model of sourcing locally to export to other regions does not work anymore in airplane construction. “Boeing says 70% of the 787 has been outsourced; rival Airbus is relying on subcontractors for about 50% of its A350 plane, now in development”. (Minahan).  Boeing has a strong presence in China and it dominates in the Japanese market. Japanese suppliers account for 35% of the 787 work share. In China, Boeing has presence in the form of subcontracting, joint ventures, and technical training. Boeing’s Chinese suppliers’ activities are valued at $1.6 billion. Airbus however, is a relative newcomer to these countries. Some contracted work exists with Japanese suppliers and the first final assembly plant outside Europe is going to be in Tianjin, China. Airbus is committed to double collaboration of Chinese suppliers to $120 million a year by 2010. In order to achieve this, a radical restructuring was announced on March of this year in where there will be 4,300 job cuts in France out of 10,000 planned across Europe over the next four years. This is part of the effort to become local players, since for instance 20% of Airbus sales come from Asia, hence to gain market access and capital access, and for cost reduction. 


D. The WTO War 


The WTO Airbus-Boeing case began officially in July of 2005. The case opened up to investigate the government aid provided by both the United States government and the European Union. The support, claimed by both aircraft manufacturers to be unfair, has been the cause of nearly a year of intense tensions between both nations. The U.S. government was the first to file a complaint, followed by a similar one of the E.U. Negotiations took place, however a settlement was not reached and both parties moved on to file a second complaint. The WTO faces a tough challenge in deciding what exactly constitutes aid and who is getting the most of it. The U.S. argues that the billions of dollars of support given to Boeing by NASA and the Department of Defence (DOD) complies with WTO rules and are for research and development purposes. While the aid given to Airbus prevents fair competition since it is in the form of low cost, non-commercial loans. The E.U.’s counter argument is that the U.S. gives aid to Boeing through military sales, tax breaks at the national and state level, among other means. Airbus finances their development costs with refundable aid from France, Germany and Britain. Thanks to this aid, the U.S. blames Airbus for capturing the civil aviation market, forcing Boeing to cut commercial production by almost two thirds in the past five years and to lay off 40,000 employees. A case like this could take 18 months to resolve. Avoiding litigation could have save a lot time and money for both parties, yet the U.S. is not willing to settle the case harmoniously since the E.U. has been very clear in that they are willing to reduce the subsidies but not end them. The first hearing for the defence side took place on March and for the offensive side was on September of this year.


E. Airbus’ Political Issues

Airbus operated as a group of aerospace companies in France, Germany, Britain, and Spain since the 1970s. But over the past five years, the company has been infested with management problems due to the difficult public-private collaboration. As a result, Airbus decided to transform itself into an integrated corporation, a Pan-European business. This decision coincided with the beginning of the development of the A380, which was subsidized by nine countries. The construction of the A380 has encountered years of delays accompanied by technical and management failures. In early October, another remarkable decision was taken by the company, since the dual-management structure had to be modified. Previously, the parent company EADS had two chief executives and two chairmen from France and Germany. Now, Tom Enders is to be Airbus CEO, while Louis Gallois gets the top job at EADS. 

Despite the restructuring, Airbus may not be able to have a revival in the near future. The French and German governments still control 22.5 percent of EADS shares, and that limits the company’s choices especially when these governments are highly protective of national jobs and technology. “Airbus is handicapped because its main shareholders have a political agenda, making it very difficult for the company to undertake any kind of radical restructuring”.(Rothman). A clear example of this issue is how political interests are leading Airbus to sell to domestic buyers instead of those buyers with more stable financial condition. After reporting losses for last year and this year as well, Airbus is not in the right place to do business with buyers such as “Latecoere, a French aerospace company whose net debt of €321 million exceeds its market value of €180 million.” (Rothman). The intervention of government will hurt Airbus’ competitiveness. In the end, if Airbus fails the E.U. will be harmed, so there should not be political pressure but rather political support. 

IV. The China Issue


A. The Aviation Market in China

For many years now China has been a partner and customer to the European company Airbus and the United States’ company, Boeing.  China is one of the largest airplane purchasing countries in the world; and its market is only growing.  “Within the next twenty years, China is expected to become the second biggest aviation market in the world. By 2020 some 100 million Chinese tourists will be travelling internationally. Chinese airlines therefore expect to be transporting at least four times their current levels of passengers, creating a growing demand for aircraft.” With such a quick growing jetliner demand in China Boeing and Airbus are in heated competition for market sales.  

For years Boeing has been the leading supplier of aircrafts to China.  About sixty percent of the commercial aircrafts in China were manufactured by Boeing; that is, until 2006.  While Airbus still has a ways to catch up, the company has now gained as much as fifty percent of the Chinese Aircraft sales in recent years. “The futures of both aerospace giants increasingly depend on how well they can win over Chinese airlines, which are expected to spend nearly $200 billion to triple their fleets over the next two decades.”
Recently Chinese airlines have made big deals with both Boeing and Airbus.  “Airbus won a huge order…to supply 150 A320 short-haul jets to Chinese airlines engaged in the booming business of serving domestic routes in China and announced that it would open an assembly line in the country.” This deal alone will earn Airbus somewhere in the range of ten billion USD once all of the aircraft are manufactured and delivered. It is quite obvious that China is currently a valued customer to Airbus; and the future Chinese market looks very promising.  China alone accounts for the sale of 1/6th of Airbus’ aircrafts, and this number is on the rise.


B. China as a Partner
The Chinese company Xi'an Aircraft Manufacturing is a supplier for both Airbus and Boeing.  The company currently supplies the companies with parts for the aircrafts.  These parts include horizontal stabilizers, forward access doors, fuselage, maintenance tools, and many other components.  China is the only country in the world to be producing both Boeing and Airbus parts in the same factory.    

C. China as Competition
For years China has had the ambition to become more than just a subcontractor.  In the late 1970’s and early 1980’s worked on the Y-10 passenger plane.  While this project had mild success the aircraft production in China slowed down in the mid 1980’s as China opened its market to international trade.  China built airplanes for the United States aviation company McDonnell Douglas, until the company was bought-out by Boeing.  China went on to build small jets for the military and more recently produced the Xinzhou 60, a sixty-seat passenger plane.

China has bigger plans for the future. Xi'an Aircraft Manufacturing Company has been planning the production of the ARJ-21 (a 70-100 seat passenger aircraft) for a few years now.  China is also is eager to start the planning and production 200-seat passenger planes.  China’s ambition to become an aviator producer is somewhat in contradiction with their current aircraft suppliers and partners’ goals, (Airbus and Boeing). “It still seems a little bizarre that China, of all countries, should want to become an airplane-producing nation. Until now, the country has been known mainly as one of Boeing's and Airbus's best customers.”

D. Airbus’ Options
Airbus is currently in negotiation with the Chinese aircraft producer.  Airbus is in a difficult position with the Xi'an Aircraft Manufacturing Company.  If Airbus agrees to help this company build these aircrafts Airbus will be giving up valuable intellectual property.  With this technological knowledge Chinese producers could become a huge threat to Airbus and Boeings competitive stance in the world market. 

Although if Airbus does not agree to help the Chinese company produce these aircrafts the relationship between Airbus and Xi'an Aircraft Manufacturing Company may be greatly damaged.  The China Aviation Industry Corporation feels that it should at least play a larger part in the production of the aircrafts.  “If Airbus were interested in genuine friendship, AVIC manager Yan says, then it would have to allow China to participate in the design and assembly processes. He says leading Airbus managers already agree with him on this point.”


E.  Airbus and China’s Current Situation.
It seems that Airbus is beginning to come around to the persistence of AVIC and help get China prepared to become an aircraft producer. “In a recent deal, the company agreed to produce the new Airbus A320 in China from 2008 on in return for China's purchase of 150 airplanes.” The deal was largely dependent on the fact that the aircrafts would be produced in China and that Chinese engineers would help in the manufacturing process.  The final assembly line will be located in Tianjin.  Airbus will own fifty one percent of the stakes in this joint venture with the rest held by Tianjin Zhongtian Aviation Industry Investment Co.
The new final assembly line in Tianjin is projected to produce four aircrafts per month by 2011.  To keep up with the order of one hundred and fifty A320 Airbus will be manufacturing this model in other assembly lines as well.

In addition to the final assembly line in Tianjin, Airbus has built a building next to its Beijing headquarters for the sole purpose of training Chinese engineers.  The goal is to have trained two hundred Chinese engineers by 2008.

While Airbus will be giving up some of its intellectual property, management at Airbus believe that this will foster stronger ties to the growing Chinese market.  Airbus has always had a strong belief in the importance of customer service.  This deal is largely about retaining China as a customer of Airbus.  Having such a presence in China could prove very beneficial to Airbus aircraft sales.  

Airbus executives believe that China still has a long way to go to becoming an aircraft producing nation.  Buyers have to be confident in the safety and performance of the aircrafts they are buying, and China still has a ways to go on that front. 


F. Boeing’s Reaction
At the moment Boeing and Airbus are the leading passenger plane producers in the world.  China not only has the drive and resources to become a leading aircraft producing country but it also has the market.  China’s demand for passenger aircrafts is huge and it continues to grow.  If Chinese producers are able to gain production ability it is likely that they will be able to rule the Chinese market.  Boeing is concerned that with Airbus’ help the Chinese producer could become major competition for both Boeing and Airbus. “The US government would never allow Boeing to produce an entire airplane in China; the risk of losing intellectual property is too high." Airbus is playing with fire," says a Boeing engineer responsible for overseeing the work of Boeing's Chinese subcontractors.”

CONCLUSION:
In a few words, we can say that Airbus, in a global and open minded context is a big company which plays its role in the economy: in the French one and also in the global economy. 
Several characteristics are in the game too: research, development, economic situation, political and social situation of the firm… that is to say that EADS in the first sense has always to improve its products, quality, delays and especially its image all around the world and the emerging countries which are in full rise.

In a global context, even if the market is shared by two or more competitors, the way you manage your firm has great repercussions on the market in all the fields you can imagine: marketing, finance, social aspect…

Nowadays, the world market explodes and it is important to place its pawns before the others.
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