Airbust?: Setbacks Bring the Airbus/Boeing Subsidy
Dispute Back Into the Spotlight
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On July 12, 2006, Gustav Humbert, the Chief Executive of Airbus, announced
his resignation.2 This announcement comes weeks after Airbus informed its clients
delivery of the A380 would be delayed by at least six months because of problems with
the installation of electrical wiring.3 Recent trouble at Airbus, however, likely put more
than a few smiles on the faces of the executives at Boeing as these two companies have
been fierce rivals for decades. Airbus, a European company, and Boeing, an American
company cannot seem to get along. Actually, it is not the companies that cannot get
along but rather their respective countries. In fact, this rivalry has spilled over into the
international arena with both the United States (“US”) and the European Communities
(“EC”) requesting consultations within the World Trade Organization (“WTO").* This
article will briefly discuss the current conflict between the US and the EC, actions taken
by both sides, and what can be done to resolve this issue. Recent developments in the
construction of the Airbus A380 have brought this issue back into the spotlight as both
counties continue to play the “blame game.” Currently, the issue is entrenched in the

WTO dispute settlement system, with a decision expected in the upcoming months.

WTO Action Taken by Both Parties
The central issue arising from this dispute is whether the US or EC has violated
the Agreement of Subsidies and Countervailing Measures (“SCM Agreement”).® The SCM
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Agreement is important because it defines what a subsidy is and distinguishes between

prohibited®, actionable’, and non-actionable subsidies®. The SCM Agreement, unlike
previous agreements, defines a subsidy as: “(i) A financial contribution (ii) by a govern-
ment or any public body within the territory of a Member (iii) which confers a benefit.”?
Using this definition, both nations have accused the other of violating the SCM Agree-
ment. The US and EC attempted to solve the dispute with bilateral trade talks but the US
left the bargaining table when Airbus applied for further aid in the development of its
A350 airplane.”® Finally, these accusations culminated by the US filing a request for
consultations'" with the WTO."? The European Communities wasted no time in replying
and filed a request for consultations the very same day.13 Consultations were held on
November 5th, 2004 and during these meetings the matter could again not be resolved. ™
The dispute has been bouncing back and forth within the WTO dispute settlement system
and culminated with the EC filing a request for the establishment of a panel on January 23,
2006."° Whatever the outcome, the new dispute settlement system offers the winning
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party some recourse if the offending party chooses not to comply with the decision.'®

U.S. Complains of Launch Aid Given to Airbus

Launch aid in its simplest form is a repayable loan made by governments to
Airbus to provide financial assistance in the development and building of new aircraft.'’
So if the government is loaning money to Airbus that is to be paid back why is the U.S.
so intent on calling this aid a subsidy? Launch aid is really a loan that may need to be
paid back, but only if the aircraft it was earmarked for is profitable. This shifts the burden
of risk from Airbus to the taxpayers.18 If Airbus is not successful and does not sell
enough planes to repay the debt, the cost is borne by the taxpayers - and not Airbus."®
The A380 is not the first aircraft in which Airbus has received this type of aid. Airbus has
used this aid to develop and introduce five products within the last ten years.20 In that
same time period Boeing has only been able to develop one new product.21 With the
recent A380 developments announced by Airbus, many airlines have threatened to
cancel their orders. Airbus received about US$ 3.7 billion (140 billion baht) to develop the
A380. It is too early to determine if the delay will have any substantial effect on the
amount of aircraft Airbus actually delivers; but if it does, they might be saved from
financial hardship by the launch aid.
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EC Complains of State Subsidies Given to Boeing

The EC counters the United States’ launch aid argument with the argument
that Boeing receives subsidies from individual states and government agencies. The
subsidies claimed by the EC include benefits derived from the State of Washington, the
State of Kansaszz, the State of lllinois (City of Chicago)za, the National Aeronautics and
Space Administration (NASA)24, and the Department of Defense.?® Boeing does not
receive what is known as launch aid in the subsidies complained of but rather tax-breaks
from local municipalities to build facilities for the construction of aircraft. The EC argues
this type of aid violates the SCM Agreement.

Boeing counters that what they receive is not subsidies but economic
development tax breaks®® and furthermore, Airbus has received the same type of
economic development in the US and Europe. %" For instance, EADS?® (Airbus’ parent
company) received more than US$8 million (302 million baht) to build a new assembly
factory in Mississippi.29 Additionally, it can be stated, without argument, that economic
development tax breaks do not provide the same protection that launch aid does.*
Launch aid shields the entity receiving it from suffering financial hardship if a product
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fails, whereas the tax breaks only allow a freezing or abatement of taxes due and do not

affect the financial outcome of the entity if a developed product fails.®" This being said,
it can be argued Airbus not only receives launch aid to allow it to develop new products
without the fear of going bankrupt if the product fails but they also receive economic
development tax breaks in the US. Airbus seems to be double dipping in the “subsidy
grab bag” and stands to lose big if the WTO rules against them. However, it is unlikely
the WTO would rule only against the EC because the US does not come to the table with
entirely clean hands. Boeing, in developing its 787 Dreamliner, entered into a risk-
sharing agreement with three Japanese firms.*? This US$1.5 billion (56 billion baht) deal
is seen as some, as amounting to the same launch aid the US complains Airbus receives
from the EC.*® The aid from Japan is designed to develop and build the wings of the
aircraft and shifts some of the burden from Boeing to the Japanese companies.34

The Future of the Trade Dispute

Airbus recently announced it was having problems installing the electrical
wiring of its planes that will ultimately delay the delivery of the A380. Early estimates
show the delay will cost Airbus about US$640 million a year (24 billion baht) “between
2008 and 2010 in lost profits. % This delay will spark interest in the already long-running
dispute, as Airbus can rest assured no one will be knocking on its door to collect the
US$3.7 billion in launch aid given to develop the A380. With any luck, this dispute will
come to an end with a final determination by the WTO and with both parties adhering
to the decision. Although it is possible either side may choose to ignore the decision,
it would be in the best interests of both parties to comply. Blatant disregard for the
decisions from the WTO does not send the right message to the other members of
the organization and may signal a weakness in the world of international trade and
diplomacy. The international community can only hope that both sides recognize that
problem and that both sides ultimately make the correct choice.
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