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Titansof the Sky

TheWorld’s Two LargestAirplane Manuacturers
Battle for MarketDominarce

Revew by StefhenWolter

wide-body airplanes. But when airlinesshowel a prefer-

stand theaircraft manufacturing industry beter encefor the A300, Airbuscould nolonge beignored by

Thereprobably aren't manyjoumdists who under

thanJohnNewhoug does. Twerty-five yearsago
his book TheSporyy Gameexamied the high-stakedus-
nessenvronmentthatexistsin the marufacturingard sel-

ing of large commecial aircraft commonly
refaered to asLCAs. A quarker of acertury
later, thatbookis consderad a classic about
theairplanebusines.

Now, in Boeng VasusAirbus Newhouse
focuseson theintersecompetition beween
theworld’s two largest marufadurers of pas
senge arplanes.He saysthe businessof selk
ing LCAs is anundeady oneatbeg and that
predicting long-termwinnersin the industy
is difficult, especally whenfortunesseening-
ly changeovernight.

The Big Two Emerge

In the prologue ard first two chgptersof
Boeng \ersus Airbus, Newhouseprovides a
brief history of how the LCA industry
ewlvedover thelastthreedecales,leadingto
the currentsituation in which just two manu
facturerscompetewith eachothe.

During the 1970s and early 1980s the bus-
nessof comnercial airplanemanufacuring
was dividedamorg four companies, three of
which were locatedn the United Stetes the
Bodng Co., LockheedAircraft Corp.and

McDonrdll Doudas Corp. Of thesethreeestablisied conm-
panes, Boeing reignedasthe market-sharechampion.

At thesametime, ontheotherside of theAtlantic
Ocean,amuchsmadler andrelaive newomerto theindus
try wasstarting to makeits mark. Europan-avnedAirbus
Industie erteredthe airplanesweepsskeswith the A300,
while LockheedandMcDonnel Douglaswereinstead
de\eloping a pair of ill -conceivecandalmog identical
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thebig boys. After morethan 35 years of sucessful pro-
dudion, Airbus announaed in March 2006tha it would
gradudly phas out the A300 (aswell astheA310)final

assenbly in response to market demand for
its newer aircratt.

Airbus’ Curious Makeup

To undergandAirbusis to undergard its
unusual corporate makeup Airbus is owned
by a publicly traded corporationknown as
EADS — the EuropeanAeronautic Deferse
ard SpaceCo. Newhouseisn't shy abaut
caling EADS a“curiousand bady flawed
structure” Curiousindesd.

Initially, Airbus beganasa consortium of
four European naional aircrét corporations,
with represematon from Britain, Frarce,
GemanyandSpain. In 2000, threeof the
four patners joinedin a united commercial
erterprise andbecamepat of EADS, which
wasbasedn Paris.

Today abait 22 percert of EADS is
ownedby DaimlerChryder. The Sparish
ard Frerch governmerts also own a part of
EADS. BritishAerospace— now BAE
Sygens— is not pait of EADS, but it owns
20 pecentof Airbus.

It gets evenmore complicaed — or

flawed— considering tha althoughEADS ownsAirbus
neaty 80 percent of EADS’s revenuecomes from this one
subsidiary. And while EADS has two co-chairmen, one
French and one Geman, thar oversight of Airbusis mini-
mal. Newhousedescribes disgrunted Airbus staffers who
wonder why EADS is even neessay to theaircraft maru-
facturer, asAirbus ads mosty as an independent company.
At the start of the 1990s, Airbusheldonly 15 percentof




the market comparedto Boeing'swhopping62 percent.
But the’90swere a decadeof change,and by century’s
erd, it wasAirbus who would bethe newindustryleade.
McDonrell DouglasandLockheadwereno longe play-
ers, ard Boeing, througha numberof managemat
chargesthataffectedits corporateculture,made a seies
of mistakesthat cost the companyits spotas theworld’s
top commercial airplanemandadurer.

But Airbus’ reign asNo. 1 was short-lived. Almostas
quickly asit mack it to thetop of thehill, thecompany
faltered ard justwithin the lasttwo years,Boeng has
repostioneditself as the industry’sprimaryforce.
Newhousepredcts thatfor now; Airbus will notbeableto
compete with Boeingunlessthe Europ@anmanufaturer
shedsthe unwieldy manageriaftructurethat currently
intertwinesit with EADS.

Rivalry Stories

After theinitial two chaptersit becomesappaentthat
the booK's structure lacksa singlenarratie arc. Instead,
each individual chapteresembls a self-contained story
that addressesa particular aspecof the Boeing/Airbus
rivalry. Newhouseevenabandons linear chronology
choosng indeadto shift betweea the presat andthe pag,
depending on the topic at hand.Somerealersmayfind
this method of staytelling too jarring for ther tastes but
anyone with mare thana passingnterestin theaviation
industry shauld not be dissuadd by Newhousés decision
to forsakea straight chronologicéhistory. His book sheds

agreatdeal of lightonan
industy thatis complex risky

“Airbus’ reign and gigantic in its emnamic
impact.
asNo. 1 was Thefirstrivalry Newhouse
short-lived. describesconcensthe back
Almostas and-forth argumentthe two
. . companies haveengagedin
quickly asit over theisale of govemment
macke it to the subsdies— anargumer that
: has waxed and waned for more
top of the hill, than 15 years.Both Pregdents
thecompany  GeorgeH.W. Bushand Bill
faltered, and Clinton took up theissue of
. . substlieson Boeing's behdf in
just within the theearly 1990s.Boeirg, along
lasttwo yeas,  with thethen-sill-sohent
Boeing has McDonnél Douglas,claimed
. tha Airbusoperded with an
rep03|t|oned unfar advantegetha camein
itself asthe the guiseof hefly European
industry’s govenmentsubsdies.
: ” In 1992,a dealbetween the
primary force. United States and the

European Union was reached
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that limited Airbus’government aid to no morethan33
percent of the devdopment cods of any newairplane.
Boeing’s leadership, according to Newhouse wanteda
lower percentage, but privately accepted the agreenent
as progresstoward a level playing field.

In 2004, however, Boeing decicedto malke subsidiesan
issue agpin. Picking a fight over subddiesat this pariicuar
time puzzled mary within Boeing's maragemaet.
Newhousedescribesseveraltheaiesas to why Boeing
would want to revisit an issuethat had seemirgly been
laid to res morethana decadebefore. Onetheory is that
by having to defendits subsdies Airbus’ attertion would
be diverted from dewelopmentefforts of a planethat could
compete with Boeing's new 787, due for releag in 2008.

Anothertheoryistha BoeingbelievedAirbuswould be
severely wealenedif govemmentsubsidieswere redwced
samething Airbus couldill afford asit washeavily
involvedwith its own maja developmentproject, that of
the new A380 Sypeljumbag soon to betheworld’s lagest
passrgerairplare.

But Henri Courpron, who atthe time waspresident and
CEOof AirbusNorth America, believedthat Boeing’s
intenthad nothing to do with pasitioning for indugtry
dominarce, or with trying to gain anadvantagen the
headto-headairplanedevelogpmert prgectsthe two com
panieswereconcurertly engagedin. Rather,he sav
Boeing's move to challergeAir bus’ subddiesas politics
pure and simple. Courpron believed Boeing wasatenpt-
ing to win political sympatly asit steadilylost market
share to Airbus

Whatever thereasns Newhouse views Boeing's
attenpts to cut Airbus subsdiesasa mistake on the part
of Boeing CEO Harry Stanecipter. For onething, opering
adebate on Airbus subsidies enomuragedAirbusto make
counterclaims that Boang oftenberefited from tecindo-
gy developedby NASA. While nat paclkagedin the form
of adirectgovernmert handbut, the techrology wasnev-
erthelessa benett.

As the delate over subsdies continued, a weainess
seenedto settle in on both companies By thetime
Newhouses book went to press, subsidieshad become
anisale beween govemment bodies, with no resdution
in sight, or as Newhouse puts it, “not much washappen
ing other thantalks atout talks.” One Airbusexectuive
privately told Newhouse he hoped thatsome sort of deal
could be made betweenthe two companies,sothatthey
could just get on with the business of making airplares

Building the Planes

The two conparies manubcure producs tha are phys-
cally erormous andtechndogically conplex Newhouse
providesdetails and historiesabou the numerous planes
Boeing andAirbushawe built overtheyeass, but thankfully
his techical degriptionsof individual plaresarenever




swch asto beincomprehenible to the laypersn. Instead he
focuseson theecononic significance ead planehasonits
respective company, andwhatmarket nichethe planeis
intended tofill.

In theealy 21stcentury thetwo planestha consumed
the buk of develgpmentwerethe Boang 787 andthe
Airbus A380. It is the A380 thathasperhapgausedthe
most cortroversy in theindusty within thelastdecale—
not becaus Airbus hascreatedan inferior plane but
becauseit may haveoverestimate the marke demandor
aplare tha will cary 550 passengs.

The VLA Market

Theideaof building anew very largeairplane or VLA
astheyareknown, wasdiscusel in the early 1990shy
both cormparies Airbus,havingestablishe a strongposk
tion in the single-aide market,now considerednoving
into VLA teritory. The compary wasundertheimpres-
sion thatBoeing wasmakingits greatest profit from the
jumbo 747, Boeing's crown jewel for amost40 years.But
Newhousewritesthat Airbus waswrong,andthat in fact
the 767-300, amidsze plane,wasBoeng’s mog prof-
itable aircraft. Neverthelessplansto developa newsuper
jumbo plare atAir busadvancedand asit did, doubts
amag theindustry’s major playas grewaboutwhetheror
nottheairlinesreally neededr wantedthis plane

Mearnwhile, Boeing devotedts enelgy to thenew 787,
nicknamedthe DreamlinerRahe thantrying to improve
onits own VLA — thedurable747— Boeingdevelopé
the 787, amidsize planeintendedo fly long distancs, but
onethatwill avoid landingin hubairports. It is clearthat
NewhousebelievesBoeing'sinvestmentmay turn out to
bethe big winner.

The AirbusA380 will beableto carry twice as many
passenges asthe 787 — morethan ary planein history
— but it isdesgnedto landat hubairports where mog
passengeswill be forcedto changeplanes Newhouse
bdievesthe indugry may bereadyfor a newtype of air
travel, with ticketbuyerswelcomingthe promiseof fewer
hassles— suchasmissedconneting flights andlost lug-
gage—thatthe 787 will bring.

Still, Newhouse renindsthe realerthatlongtimeindus
try watctersremeniberwhenthe samecriticismscurrently
aimed atthe A380 — lengthyturnaoundtimes, time-con
suming loadng proceduresladk of airportsthatcanhan
dle sich alamge plane— wereadso dirededatthe 747
before it took to the skies.Yet the 747 changel modernair
travel, accading to Newhousein pat by makingit avaik
alde to more peqole andhelpirg to lower ticket prices

The A380,which recenty madeits first flight to the
United States, hasneverhelesscaugdAirbus a great
deal of worry. Lastsummer,the company announeda
six- to seven-monttdelay in the ddivery schealule for
the plane the seconddelay in as many years.Airbus has

had to pay tens of millions of dollars in penaltiesfor
thes ddays but it still contends thatthe market will
supportits new supeajumbo.

Leadership Ups and Downs

Although Newhouse does notidentify adominant figure
for either company — no Jack Welch, Lee lacoccaor Bill
Gakes— he devotes alot of ink to creating portraits of the
leackrs of the two airplane manufadurers and showing
how they aff ect their corporae cultures. Throughoutthe
resgedive histories of Boeing and Airbus,Newhousdinds
themindsés at both companies swinging back and forth
like a perdulum: both Boeing andAirbusalternatebetween
aggressiveness ard conmplacency, caution and arrogance.

Much of one chaper is dewtedto thetale of how
Boeing absabedits formerrival McDomell Douglasin
1997, whenBoeing wasreelingfrom production prob-
lems. As Newhouse writes, Boeirg lost money in 1997
eventhough it wasa peakyear for its airplanesalesard as
it was winning the battlefor market sharewith Airbus.

At Boeing's helm during this time were CEOPhlip
Condit andPresdentRon Woodad, both of whom
assunedtheir leacerahip rolesin the 1990s. Although
the® two executivesmay have beenascompetert asary
senor marages in Boeirg's history, accading to
Newhouse, bath catsedthe
compary the mos damagein

part through the decigon to “T hroughout
purste a mergerwith i
McDonrell Douglas th? res_pedlve
Tha merger was viewed as histories of
adisaster by mary within Boeing and
Boeing’s commercia division Airbus

who feared an unhedthy
influencefrom the new
acquisition. And sure enough,
Boeing peopk were alienaid
amog immediately after the
deal was conpleted, thanks
to Harry Stonecipher the
McDonndl Douglas CEO

Newhousefinds
the mindsds at
bath companies
swinging back
and forth like a

during the merger (and later, pendUIum'
the Boeing CEO who both Boeng
reneved the subsdies bétle i
with Airbus).McDonndl SElllre s
Douglas had manufectured altemate
the undervhelming DC-10 bewween aggres-
Wldebod_y, among other sveness and
commerdal produds, but was
mainly known for its work on complacency,
military aircraft. caution and
Accading to Newhous, in arrogance"

his new role asa Boeing exec
utive, Stonecipher was viewed
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by longime Boeing emplo/eesassoneone‘who made
no distinction betweenCoca-la or sog andBoeing’s
breadand-butter product.” Thatbread-and-butterprodud,
of course,was the comnercialjet airliner, but
Stanecipher, blunt and impatient, triedto changethe cor-
poration’s culture by shifting the company toward mili-
tary aircraft produdion.

The whole story of the megerandits resulting revolv-
ing-doorleadersip makesup the portion of the bodk
that mostresemblesa corporatesod opera.Stonecipher,
who retiredin 2002,wasbroughtbad< 15 monthslater
asCEO to guide the companyafter Conditwasfired.
But in ealy 2005, Stonecipler himsdf wasforced out
becaise of an“i mproperrelationship”with a Boeing
femde executve. Although Newhouseputs Stonecipher
in the categoryof a JackWelch—in termsof manage
ment style — it appearsis laging notorietywill belim-
ited to the airplaneindustry.

As for Airbus its leadersassumeanoreof afacelesrole
in Newhause’s narrative. Yes, there arekey figuressuchas
Jea Pierson whoretiredasAirbus CEO in 1998after13
yeas of leadng the companyand who remaindegendary
in the busines. But for the mostpart the Airbusexecutives
take second hill ing to the conmpanyas awhole, with its
strange corporatestructureandthe planest manufctures.
TheA380, the planethatwill deerminesomuchof
Airbus’ future turns out to bea more dominantcharagerin
the story thanmost of the peopek.

What's mostintriguingin Newhouse'sdesaiption of the
leadership at Boeing andAirbusis how ead company’s
attitude etbsand flowswith its respedive fortune.

“Ar rogarce haschangedcams now” Piersontells
Newhouse.The formerAirbus CEO is referring to how his
compary took its newfoundleadeshipin the early 21st
century for granied.And Courpronechoesthesesentt
ments whenhe says “We failed to managebeingNo. 17

Regading the Boeing leadershipof today, oneanony
mous exectiive working for a Boeing suppliertells
Newhouse,“T hey don’'t know wha they don’'t know. And
there’s no passon. Theywould bejust asmud athome

The author: JohnNewhoug is the authorof eightprevious
books,including Cold Dawn andEuropeAdrift. His mog
recentbook, Impeial Ameria: TheBushAssaulton the
World Order, waspublishedin 2003.During the 1980sand
early 1990s,he wrote aboutforeign policy for TheNew

with Procter & Gamble making soap”

No matter who's on top of this ever-changng, always
interse compettion, it's almog certaintha the leacership
of thesetwo companieswill be secord-guesed criticized
despsedard occasionally even praised. Both Boeing ard
Airbus are smply too enomousto escapefrom the strong
opinions of theindugry watcters And with businesesas
big asthese two, everyoneis watching

The Continuing Competition

Newhouse’s book is not without its flaws.As men
tioned eatier, his decision to leg backard forth
betveen the present ard the pag canbe disconceting.
You may find yoursdf flipping to previously readpages
in aneffort to keeptrack of who's who at the two com-
panies.And an early chaper devoted primaiily to the air-
lineindudry (asoppose to airplanemanudadurers),
thoughinteresting in itself, hasmuch lessto do with
Boeing and Airbusthanthe rest of the book does till,
there’'s no denying that Newhouse knows his stuff when
it comes to the aircraft industry, ard his book conweys a
tone of authority throughott.

As for the cortinuing conpeition betweenthetwo rivals,
Newhouse seessome potenial dargersasBoeing increases
its outsourcing of marufacuring to Asa. He wonders if
Boeing canconinueto fulfill regponsbilitiesto its cus-
tomessif it losestouch,over apetiod of yeas, with the
methodsandproceduesthatgo into making anairplane.

As for Airbus, Newhousebelievesits coreproblem goes
beyond wheterit will be ableto competewith Boeng'’s
787, or whethe the A380 will flop, and hingeson whether
or not the compary will beableto breakfree of its con-
fusing comporate structure, with too mary figuresin
authority in too mary differentplacesl|f it can Newhouse
predcts Airbuswill oneday recover fromits currernt
downturn, proving aworthy oppanentfor Boeing. And
this, Newhouse writes will serve only to help airlines
ergine makers supdiers and pasengers all of whom
bendfit whenthes two companiesarestrong ard
competitive. m

Yaker. Newhousehassened asassistantdirectorof the
U.S.Arms Control andDisamamentAgency,andlater
servedassenor policy advisorfor EuropeanAffairsin the
U.S. State Depatment during the secondhalf of the Clinton
adninistration. Newhous lives in WashingtonD.C.
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