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Following the Boeing/
McDonnell Douglas 
Merger: Is the Air Getting 
Thinner for Airbus?

On 23 July 1997 the European Union Commissioner

on Competition, Karel van Miert, announced to the press

that the European Commission no longer had any objec-

tions to the merger between Boeing and McDonnell

Douglas. The threat of a trade war between the USA

and Europe was averted following a concession by Boe-

ing _ that it would not impose exclusive contracts that

would have tied the three major American airlines

exclusively to the American producers over the longer

term _ and assurances that no attempt would be made to

take advantage for civil aerospace from the construction

of military planes. Even so, this fusion poses questions

pertaining not only to the development chances of the

European aerospace industry, but also to the economic

policy concept the USA intends to pursue in high-tech

fields such as aerospace or the semi-conductor industry.

This will have an impact on competition and technology

policy in Europe and on trade with the USA.

The attempt by Boeing to reinforce its market posi-

tion by acquiring McDonnell Douglas is not new. The

merger was announced on 16 December 1996 after two

hostile takeover attempts had failed. Although the

American anti-trust authorities had some reservations

about the exclusive contracts signed with the airlines, in

the event they gave the merger the green light. From a

European perspective two central questions emerge

from this merger. The first concerns the orientation of

US competition policy in the future and the controls on

mergers in the high-tech sector; the second relates to the

chances for the European civilian aircraft industry to

stand up to international competition.

USA: a change in the concept 
underlying competition policy?

Following the merger between Boeing and McDon-

nell Douglas there remain only two concerns producing

large civilian aircraft in the world, with substantial dif-

ferences in size and market volume. Including the mar-

ket share of McDonnell Douglas, the most recent figure

for which was 4%, Boeing accounts for 70% of the

world market for passenger aircraft. The merger does

not merely mean that another competitor has been

forced out of the market: Boeing's position has been

strengthened markedly by the addition of the military

sphere. With an estimated turnover for 1997 of around

US-$ 37 billion and 164 000 employees, it is by far the

largest producer of civilian and military aircraft in the

world. Compared with Boeing, the only remaining com-

petitor, Airbus Industrie,1 with a market share of 30%

and because of its restriction to the civilian aircraft mar-

ket, is relatively small. According to figures provided by

the company itself, 1997 turnover is expected to amount

to around US-$ 9 billion; the workforce totals 45 000

employees.

In spite of the fact that, from the point of view of

competition policy, the market structure was problem-

atic even prior to the merger, the Federal Trade Com-

mission (FTC), the body responsible for monopolies and

mergers in the USA, approved the merger uncondition-

ally. Since as long ago as the mid-1970s a rethinking of

US policy on mergers is to be observed: since that time

the US merger authorities, dominated by adherents of

the so-called Chicago School, have approved a series of

large-scale fusions, all of which would previously have

stood no chance of acceptance. Moreover, the specific

details of the Boeing/McDonnell Douglas merger reveal

that a new concept of competition policy has gained pre-

dominance in the USA with respect to high-tech areas,

one that can now scarcely be distinguished from strate-

gic industrial policy.2

– The approved acquisition of McDonnell Douglas'

military activities enables Boeing to cross-subsidise

its civil operations with regard to certain R&D

projects; besides, the high profits that can usually be

earned in the military sphere can be used for strate-

gic improvements in position on the civilian passen-

ger aircraft market. This opens the gates to

1  Airbus Industrie G.I.E. (Groupement d'Interet Economique) was

founded in 1970 as a company under French corporate law. In the fol-

lowing _ where confusion is certain not to occur _ "Airbus" will be

used to refer to both the company and to the type of aircraft.

2  The FTC has, though, rejected such speculation: "The national

champion argument does not explain today's decision. Our task as

enforcers, conferred in clear terms by Congress in enacting the anti-

trust statutes, is to ensure the vitality of the free market by preventing

private actions that may substantially lessen competition or tend to

create a monopoly. In the Boeing-McDonnell Douglas matter, the Com-

mission's task was to review a merger between two direct competitors.

We do not have the discretion to authorize anticompetitive but

'good' mergers because they may be thought to advance the United

States' trade interests. If that were thought to be a wise approach, only

Congress could implement it. In any event, the 'national champion'

argument is almost certainly a delusion. In reality, the best way to

boost the United States' exports, address concerns about the balance of

trade, and create jobs is to require United States' firms to compete vig-

orously at home and abroad" (see the majority vote of the FTC, File

No. 971-0051).
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industrial policy ambitions. Thus the assurance

given that no advantages for the civilian segment

will be taken from military aircraft construction can-

not be adequately monitored.

– Boeing's aim of bolstering its market position by

excluding competitors from the market is clearly

evinced by its plans to sign exclusive contracts with

Delta Airlines, American Airlines and Continental

Airlines.

If such a merger passes the American approval bod-

ies with the explicit endorsement of the government, it is

clear that the US is seeking to exploit each and every

opportunity that promises advantages for its own econ-

omy. It is obviously willing to sacrifice market struc-

tures conducive to effective competition to such prag-

matic considerations. Theoretical insights from indus-

trial economics suggest that concentrations can be toler-

ated if their risks are more than offset by efficiency

gains;3 to some extent the Boeing merger was consid-

ered justified on these grounds.4 Yet such mergers

become problematic when they lead to market struc-

tures that prevent effective competition. Two behav-

ioural patterns are conceivable for the future:

– Adaptive behaviour by the smaller firm _ in this

case Airbus _ in view of the fact that both firms

would suffer losses from cut-throat competition with

one another. In practice this would mean that Boeing

sets the price and leaves Airbus a share of the mar-

ket that is just large enough to ensure its survival.

At the very last the antitrust authorities would be

called upon to act when, following the exit of one

firm, a monopoly was about to be created. Particu-

larly hard-hit would be airlines deploying large num-

bers of (or exclusively) aircraft produced by the firm

forced out of the market.

– The smaller firm behaves as an aggressive competi-

tor. Yet this strategy only has a chance of success if

the firm is convinced of the superiority of its prod-

ucts and it can ensure that it gains market shares in

this "game", has the financial means to withstand

the phase of cut-throat competition and that the reve-

nue losses it is forced to incur during the price war

will be more than offset by its subsequently

3  Cf. O.E. Williamson, Economies as an Antitrust Defense: The Wel-

fare Tradeoffs, American Economic Review, 58 (1968), pp. 18-36.

4  In addition the FTC took the view that, with reference to the poor

prospects for McDonnell Douglas as an independent competitor, the

merger almost qualified as a "failing company defense": "(1) McDon-

nell Douglas, looking to the future, no longer constitutes a meaningful

competitive force in the commercial aircraft market and (2) there is no

economically plausible strategy that McDonnell Douglas could follow,

either as a stand-alone concern or as a part of another concern, that

would change that grim prospect" (see the majority vote of the FTC,

op. cit.).

Figure 1

Innovations by Airbus Industrie
1974

A300 – Twin-engine wide-body configuration

– Triplex control systems

– Automatic thrust control over the entire
flight envelope

1977

A300 – Automatic landing system

– Category III A

1982

A300FF – Digital flight guidance system

– Two crew-member cockpit

1983

A310 – Supercritical airfoil

– High aspect-ratio transsonic wing

– Advanced CRT cockpit displays enabling 
unique centralised aircraft monitoring
and electric signalling for secondary
flight controls

1984

A300–600 – New turbofan engine (CF6-80 C2)

1985

A310–300 – New aluminium alloys

– CFRP in primary structure 
(vertical stabiliser)

– Trim tank / active centre 
of gravity control system

1988

A320 – Sidestick

– Digital flight control

– Fly-by-wire active control system

– CFRP horizontal stabiliser

1991/92

A330

A340 – New advanced-technology wing

– Enhanced application of A300, A310
and A320 technologies in the production
of Cross Crew Qualification for the
A319/A320/A321 family

Source: DASA
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improved position. In order to be in a position credi-

bly to pursue this (potential) strategy, Airbus must

be able to count on the support of the European part-

ner countries. This is not easy given fiscal con-

straints and the expected lack of willingness on the

part of their populations, particularly in Germany, to

accept heavy subsidisation, not to mention the dan-

ger of a general trade war.

Problems of competition policy

Brussels made clear its reservations about the

merger and demonstrated its determination to take

counter measures. In the event the European Commis-

sion was successful in forcing Boeing to refrain from

imposing the exclusive contracts that were to tie the

three leading American airlines to Boeing for twenty

years; this would have excluded Airbus from around

11% of the world market. Apparently the aim of the

agreements was to ensure that Airbus would be unable

to gain a foothold with these companies in the area of

medium-range passenger aircraft. This would also have

effectively disqualified these airlines as customers for

the A3XX planned to be developed by Airbus, a wide-

bodied jet with 550 seats conceived as a competitor to

the Jumbo.

For an individual firm, a long-term tie to a producer

company only makes sense if it is offered attractive con-

ditions. Despite the contractual tie Boeing would have

been obliged to react flexibly to corresponding offers by

competitors and to adjust its special conditions to pre-

vailing market trends. To this extent a competitive situ-

ation would have remained, albeit an indirect one: as

long as Boeing reacts in this way, a certain area of the

market remains closed to the competition. Not least for

this reason, it is difficult to understate the psychological

impact of these contracts. They could be one element in

a strategy by Boeing to drive Airbus out of the market.

To this extent, the fact that Boeing relinquished its

insistence on the contracts must be seen as a success for

the European Commission.5

More a political than a genuine concession is the

commitment to refrain from cross-subsidising from the

military to the civilian field. Experience has shown that

there are sufficient ways and means to provide such

support, without this being clearly identifiable. If the

Figure 2

Expected Market Potential for Jet Passenger Aircraft, 1997 to 2016 

Source: DASA.
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USA is genuinely interested in fair competition in the

area of civilian large-aircraft construction, it should

clearly manifest this in its behaviour: one way of doing

this would be to incorporate this field in the WTO or to

place it under the auspices of a regulatory body.

The implications for Airbus

Competition enters a new phase

It is by no means coincidental that the conflicts

between the USA and the EU _ involving the threat of a

trade war _ have often had their origin in the aircraft

industry. This area is a good example revealing the

problems facing the EU in specialising in highly technol-

ogy-intensive industries whose development is subject

to government influence and which are dependent on

large markets.

Europe decided to embark on producing the Airbus

because it wanted to participate in this lucrative market,

had at its disposal experience in aircraft construction

and did not want to leave this high-tech segment to the

USA alone. The government support provided was justi-

fied by the infant-industry argument. Without this initi-

ative _ which initially came primarily from France _

Europe would no longer be represented in the civilian

aircraft industry. It remains a matter for speculation

whether, had this occurred, technological potential

would have been lost and European industry as a whole

would have suffered growth losses. The target set at the

time of achieving a market share of 30% _ roughly in

line with Europe's share of global output _ has already

been more or less reached; to this extent the strategy can

be seen as a success. Airbus which has assumed the

technological pole position in a number of areas, now

5  The FTC, too, saw these agreements as not entirely unproblematic in

terms of competition: "They represent a sizable portion of airlines that

can serve as 'launch' customers for aircraft manufacturers, that is, air-

lines that can place orders large enough and have sufficient market

prestige to serve as the first customer for a new airplane. We intend to

monitor the potential anticompetitive effects of these, and any future,

long term exclusive contracts" (see the majority vote of the FTC, op.

cit.).

Figure 3

Civilian Air Transport for Regional, Medium- and Long-range, 1985 to 2016 

Source: DASA.

Annual growth rate 1997 to 2016: North America: 3.7%
Europe: 4.5%
Asia/Pacific: 7.0%
Rest of world: 4.0%
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has a virtually complete range of products and has

developed into a competitor for American industry that

the latter takes seriously. In some cases Airbus has

forced Boeing to adopt certain of its innovations: exam-

ples that can be mentioned include the introduction of

new technologies, such as "fly by wire", the deployment

of new materials, such as high-performance compound

materials, or the development of twin-engine wide-bod-

ied jets for transatlantic and long-distance flights.

Boeing retains its competitive edge primarily in the

market segment for long-distance, wide-bodied jets with

more than 400 seats. With the Boeing 747 (Jumbo), the

company has a monopoly position. The fact that the

development costs have already been written off and the

large number of planes produced since 1969 _ around

1 250 at a current price of around US-$ 150 million per

plane _ imply substantial economies of scale and learn-

ing-curve effects, offering the American company com-

petitive advantages in this segment of the market to

which Airbus currently has no response. It is the

declared aim of Airbus to break open this market posi-

tion with a pincer movement: from below with the

already developed and introduced smaller long-distance

aircraft A330 and A340; from above with the planned

construction of a two-deck, wide-bodied jet with 550 or

more seats. This plane, designed under the project name

A3XX is to be marketed in 2003 or 2004, and at some

point is to hold up to 950 passengers. The operating

costs per passenger seat of this Airbus model are sup-

posed to be up to 15% lower than those of Boeing's

Jumbo. With this aircraft Airbus would not only have a

complete family of planes, but would probably have a

slight advantage in terms both of the coverage of the

market segments and regarding the modernity of its

overall fleet.

However, uncertainty remains as to the financing of

the A3XX. In principle, under the agreement reached

within the framework of the GATT, one third of the

development costs _ which are put at DM 10 billion _

can be financed from public sources in the form of a loan

to be repaid if the project is successful. Under the cur-

rent plans 60% of the development costs are to be

financed by the Airbus partner firms and the remaining

two fifths by new, still-to-be-attracted partners. This

would imply that Germany would have to foot the bill

for development costs of almost DM 2.5 billion, one third

of which would have to be financed by the federal gov-

ernment. The federal minister of the economy has, how-

ever, made a financial participation by German govern-

ment conditional on the conversion of Airbus Industrie

G.I.E. into a private company. 

Initially Boeing reacted to Airbus' plans to enter a

new market segment with the A3XX with plans to

develop the Boeing 747 into a 550-seat Super Jumbo.

Figure 4

Leading Aircraft 
Construction Companies, 1996

1) MDC: McDonnell Douglas. — 2) AI: Airbus Industrie. — 3) In terms of number of
aircrafts sold during the second half of 1996 and the first half of 1997.
Sources: DASA.
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Once these ideas had been abandoned, the company

announced that there was no market for such a plane.

Doubts have been raised in expert circles, too, as to

whether the market is large enough to enable two firms

to earn enough to recoup the development costs

involved. If Boeing was to prevent the realisation of the

A3XX, the company had to develop a defensive strat-

egy. This is where the exclusive contracts came in.

A strengthening of the unwelcome competition from

Europe was inevitably a thorn in the flesh of American

industry, all the more so as it was developed with gov-

ernment assistance. After all, the aerospace industry is

not only the number 1 high-tech branch in the USA, it is

one of the few industries in which it earns high trade

surpluses. In 1994, a year characterised by relatively

subdued demand for large civilian passenger planes, the

US aerospace industry exported goods worth US-$ 35

billion; it thus accounted for 7.4% of total US exports.

The export record was set in 1992 at more than US-$ 42

billion, corresponding to more than 10% of US exports.

The scope for rationalisation must be exploited

Clearly, with the merger American industry has

embarked on the next round of the competitive struggle

and has come up against a vulnerable competitor. Air-

bus has not been able yet to create an efficient organisa-

tional structure to follow up its technological and finan-

cial successes. The concern is run under the legal form

of a consortium as specified in French law, under which

the national interests of the partner countries and/or

firms may well come into conflict with economic aims

that, from the perspective of the concern as a whole,

should be pursued. The quota system under which the

project partners perform the construction of individual

components and sub-systems for Airbus aircraft in

accordance with the size of their financial stake does not

make business sense.6 Within such a model it is impos-

sible either to exploit the scope for rationalisation or the

advantages of an international division of labour.

Instead the partners effectively "buy their way into" a

share of the production; negotiations go on until the

development work and the production tasks are distrib-

uted among the partners. This is done on the basis of

accounting prices under which each producer conceals

its actual costs and attempts via rationalisation to

derive advantages for itself. Given that the accounting

prices, once set, remain constant, i.e. no account is taken

of the varying degree of success in rationalisation, this

approach functions on the beggar-my-neighbour princi-

ple, and means that even insiders can only roughly esti-

mate what it costs to produce an Airbus and what scope

for rationalisation still exists. Yet if the consortium, due

to its very conception, is unable to make structural

adjustments and cannot fully exploit possible efficiency

and rationalisation advantages resulting from the

project as a whole, it clearly has serious competitive dis-

advantages, and these are of its own making. The "sec-

ond level" incentives for rationalisation for each partner

are insufficient. Seen against the background of the

sales figures achieved in recent years, the inefficiency of

the corporate structure seems completely paradoxical.

To date, the plan _ which has existed for many years

now _ to convert this outdated structure into a private

company has been blocked by primarily French opposi-

tion;7 unsolved problems also remain, such as the issue

of how the conversion is to take place and where the

various production locations are to be based. It cannot

be precluded that in the course of this restructuring

process the regions concerned will enter into a "subsidi-

sation race" for the most attractive elements of produc-

tion; here, interest is focused on the location of corporate

headquarters and of final assembly.

In France the aerospace industry remains largely

publicly owned, whereby government uses its influence

in pursuit of industrial policy goals. It is not known

whether, and if so to what extent, the French govern-

ment subsidises its national Airbus activities. The same

applies to the Spanish partner (which is substantially

smaller, however), which is also in public ownership.

This construction not only makes it difficult to push

through reforms within Airbus itself, it makes the con-

sortium prone to attack, as the close links between busi-

ness and government lead to suspicion that illegal gov-

ernment support is being provided. It may be that the

feeling that Airbus, as a whole, is weaker in terms of

profitability than Boeing, together with its inability to

develop efficient production structures and the declining

willingness and/or ability of European governments to

commit resources to this sector induced American

industry to consciously put pressure on Airbus at pre-

cisely this moment by announcing the merger. Airbus

will only be able to meet this challenge if the necessary

steps to achieve efficient production structures are taken

as quickly as possible. In this it has the following factors

in its favour:

– its technological potential,

– the current strength of the US dollar, and

6  The national shares in the development costs of Airbus industrie are

distributed as follows: Aerospatiale (F): 37.9%, Deutsche Airbus (D):

37.9%; British Aerospace (GB): 20%; Construcciones Aeronauticas

S.A. (E): 4.2%.

7  Yet it seems that Paris is now no longer opposed to Airbus being

converted into a joint-stock company. According to press reports, the

French government has opened up the prospect of negotiations on

restructuring the consortium for October.
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– the clear interest of the airlines not to be at the mercy

of a monopolist.

It is only once Airbus has been converted into a pri-

vately owned company able to withstand international

competition that it can finally be considered an indus-

trial-policy success story. Europe could demonstrate

that it is willing and able to not only take up, but also

meet the American challenge, and to do so by fair

means. An economic success achieved in this way

would force the USA into a defensive position with

regard to industry policy. This could improve once more

the chances of Europe and the USA achieving a fair

trading relationship on the basis of a consensual compe-

tition policy. It would be a pity if this chance were to be

missed and the combatants were to enter a new round of

the subsidisation battle.

Good market prospects
in civilian aircraft construction

In the medium to long term the market for large

civilian aircraft is expected to expand significantly. Evi-

dence for this comes in the form of the persistent

increase in the international exchange of goods, tourism,

which has far from reached its limits, and regional

developments within the world economy, for instance in

China. In the light of this, the declining demand at the

start of the 1990s should not be allowed to obscure the

fact that civilian aircraft construction constitutes, over

the longer term, an expanding industry, one which both

creates high-skill employment opportunities and exerts

a stimulating effect on other sectors. For example this

growth trend also involves the construction and elec-

tronic modernisation of airports. In view of this, Europe

has good reason to have a keen interest in being well

represented in this field.

The industry forecasts a doubling of air travel over

the next 15 years and with a market potential for 12 900

new planes by the year 2016. Calculated at today's

prices, this implies a total turnover during this period of

around US-$ 900 billion.

Conclusion: efficient structures are the 
best survival strategy in the longer term

From the very outset, political and technological

interests have played a central role in the Airbus story.

The consortium still suffers from the failure to take the

necessary steps to raise economic efficiency. In order to

make way for efficient solutions at the microeconomic

level, the national interests of the partner countries must

take a back seat. This is a necessary condition if reforms

at Airbus are to have a chance of success. If Airbus fails

to meet the American challenge quickly enough and to

make the change to a privately owned company, Europe

is in danger of once more losing hard-won ground in the

field of civilian passenger aircraft construction. A firm

whose existence depends on the goodwill of govern-

ments and/or taxpayers and is not even in a position to

exploit existing competitive potential faces a permanent,

albeit latent, threat. A privately owned company of this

order of magnitude simply cannot afford to delay effi-

ciency-raising structural measures for so long. In other

words what is needed is an unequivocal privatisation of

entrepreneurial risk.8

On the other hand, the resolution of this problem

cannot be left to industry alone. The privately owned

partner firms DASA and British Aerospace cannot force

through the required structural reforms against state-

owned partner companies pursuing different goals.

Thus government action remains necessary, not least in

setting an appropriate framework of conditions, for

instance by enacting a European company law.

Plans to establish a large-scale European aerospace

concern on the American model have been circulated, i.e.

bringing the military and civilian segments under one

roof; they must be considered extremely problematic.

The difficulties of achieving reform in the far smaller

Airbus Industrie G.I.E. must serve as a deterrent and

point to the difficulties of realising such a concern. It is

highly probable that such a company, simply by virtue

of its size, will seek to offset inefficiency by calling for

subsidies. Nor can synergy effects _ if, indeed, they are

to be expected at all9 _ justify such a construction. From

a macroeconomic perspective it must be doubted

whether the USA has done itself a favour by approving

this merger. While it offers Boeing competitive advan-

tages, it could prove costly to the American taxpayer, as

the expected inefficiencies will largely be financed by

government via military procurement. For this reason,

Airbus should resolutely take the path leading to effi-

cient microeconomic structures. The same applies to the

military segment of European aircraft construction and

to spacecraft construction. Here, too, separate structures

are to be preferred to an all-under-one-roof vision. In

principle terms, the criterion of economic efficiency must

8  The merger between Daimler-Benz and MBB was intended to be a

first step in this direction.
9  These can be expected only when _ as in the case of the B747 Jumbo
_ the military fields of application are largely in line with those for

civilian air transport. Generally speaking the results of military

research are of limited value for the civilian segment, as was con-

cluded by the German Monopolies Commission in the context of the

Daimler-Benz/MBB merger.
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take precedence over size in all these structural changes

if they are to prove successful. National governments

should take this to heart and support this process.

The Boeing/McDonnell Douglas merger may be

grist to the mill of those who want Europe to place

greater emphasis on industrial policy. Instead of raising

the stakes in terms of industrial policy, however, the

European Commission should in advance seek competi-

tion-promoting solutions for those areas in which mar-

ket power threatens to replace competition. Experience

has shown that in the longer term competition generates

better economic results. Yet Europe will only be success-

ful in pursuing such a strategy if it puts forward its

position on competition policy credibly while at the

same time having at its disposal a potential threat with

which, should it be necessary, it can react with indus-

trial policy measures.

Alfred Haid and Kurt Hornschild


