COMMISGION OF THE EUROPEAN COMMUNITIES

A POLICY O .THE COMMUNITY
FOR THE PROMOTION OF INDUSTRY AND TECHNOLQOGY
IN THE AERONAUTICAL SECTOR

Communication from the Commission to the Council

dated 19 July 1972

COM (72) 850 final


Customer
Note
Completed set by Customer

Customer
Text Box

Customer
Note
Completed set by Customer

Customer
Note
None set by Customer

Customer
Text Box
COM (72) 850 final


Customer
Note
Completed set by Customer

User
Rectangle


- COMMUNICATION

- TMPLRVENTING TEXTS

~ ANNEXES



LIST OF CONTTNTS

Introduction

Chopter 1.

Chopter 2,

Chepter 3.

STTUATION /ND PROSPECTS

. The difficultics

The historiccl rsasons

N —
»

Compcetitivencss and the moriet

.

Size of firms

ITuternational cooperation

Covernment intervention

-1 o U S (e
-

Prcspects

LOG-T7RY ORTECTIVES MD KAYS OF ATTATVING THIM

(=Y

1. The choice of strategy

2. The conditions nceded for success

3. The oim os regords the market

4. The aim as regards the structure of
the industry

5. The ainm as regerds cction by the public
authorities

6. The dovetailing of programmes

7+ Preparations for the harmonization

of pregzrammes

PROTEGTS, OF TINERIATE CONCERN

1. Financing problems
2, The removal of the obstacles to market
penetration

(2) Customs problems
(b) The certificate of airworthiness
(¢) Loying—dowm of stendards

3, Promotion of cdvanced research

4, Statistics

IVPLEMENTATION OF THE PROPOSALS

contained in the present communication

I3
i

12
14
17
13

22

22
23
25

29

3
32

34

38

38

47
41
49
51
52
53



Introduction

Part 4 of the Memorarndum from the Commission to the Council on the
Cormunity Industrial Policy (Brussels 1970) sirecsed the special

roblems that arise in the major sectors of advanced techinology
and tried tc set out tiie pessible guidelines for a common or

concerted policy of industrial development in those sectors,

Cn this basisg, and teking due note of the information gleaned from
the discussions and consultations that have been held since the
Memorandum was submitted, the Commission carried ont a thorough
survey of the aviation . sector. This report contains the results
of its analyis and prcposals on the action it thinks should be

taken in the common interest.

Such propesals, if they are to.carry their full value, nust not
be too minutely specific. The report therefore tries to define
a general sector-wide concept and to place in that framework a
number of ovjectives and measures the implementation of which
would be calculated to improve the growth prospects of a sector

cf importance o Europe.

The analysis and proposals contained in this document are also
directly in line with the declaration written into the minutes
of the meeting of the Council of the Coumunities held on

26 Jaauary 1972, according to which:

"In regard to Protocol XVII, in annex to the agreement conberning
the establishment of List "G" in annex to the Treaty, the
Imstitutions of the Community will in 1972 undertake an examination
of the situation, in the light of acquired experience and with a
view to teling such measures as may be necessary for the growth
and competitiveness of the Turopean aviation industry, with due
regard to all the interests involved, including those of the

airlines...",.



The document is concerned with the aviation industries in the
wider sense of the term - airframes, engines, emipment - but
at the aircraft construction level; at a later date, special
reports will deal with the problems of the various branches,

notably that of engines, Similarly, the aviation industries
are considered from the angle of their activities as a whole;,
including, for instance; the activities connected with space
programmes; but this report does not tackle the problems of
the space policy, on which a special report will be prepared

in due course,

Among the activities of the aviation industries; milifary
aircraft occupy a very important position. Consequently,
wvithout going into considerations in the field of defence
policy, this report points out that in order to define a
policy valid for all sectors it is neczssary to incorporate,

as far as possible, the data concerning military contracts.
The analyses and proposals contained in the report apply to the

enlarged Community ensuing from the signing of the Treaties of

Accession,

* 3*



CHAPTZR

STTUATION_ AWD PROSPRCTS
1. The difficulties

The trying sitvation vhich the aerospace industries of the Member -
States of the Community (of Ten) have experienced since the end
of the second World War is readily illustrated by the following

observations.

At the outset of 1970, the formerly powerfﬁl Furopean manufacturers
had only a small share, 9.5% (cf which 5.77 was accounted for by
the UX) of thenﬁeétern world market, the rest being occupied by
the United States, Their deliveries on their own market are
likewise on a small scale, as regards the Six at any rate - 157% ~
whereas the Britisﬁ menufacturers gtill provide over 70% of tlie
equipmenttﬁurchased in the UK.  As %o the American varket, which
alone repfesents ngarly two-thirds of the world market, Europe's

share in it is a derisory 2.1%.

Thus, in spite of the elfforts of the manufacturers and the
governmehts, and in spite of their technical quality, FEuropean
products have in general sold badly up to now. The leading
position of American hardware on the market is partly due to the
fact tuat, apart from the VC 10, long-haul aircraft are not
manufactured in Burope (this type of aircraft has accounted for
over 50% in value of the mariet); but this fact merely serves

to highlight Europe’s inability to capture a substantial fraction

of the market for the other types of aircraft,

The samc hard *ruth is to be seen in the chief indicators of the

level of activity in the enlarged Community.



Although it is true that the aggregate turnover of the Six
countries® aerospace industry grew a good deal faster than those
of the UK and the USA between 1960 and 1903, there is still a
wide zap between the levels of activity of the Furopean and
American industries, the average turaover (Community of Ten) for
the period 196C.-68 being only 14.37 of the figure achieved by

the same industries in the USA,

As to the added value, the proportion contributed by the aerospace
industry to the value added by the manufacturing industry in

Lurope is less than a quarter of the U3 figure.

Purthermore, the Curopean aerospace industry's contreibution to
exports, and hence to the balaiice of payments, is low by
comparison with the United States., In 1968, the USA had a
Tavourable balance of %$2,60% million, whereas the Community of
Six had a deficit of #2571 nillion visua;vis noi-mcmbher couniries;
the two chief Muropean manufactiring countries (Prance and the
UK) together only achieved a surplus of 5424 million. It will
not ve forgotten that the US asrospace indusiry too has
expericiced verr serious difficulties, due in large measure to
the cuthacls in the major military and space programmes, As
a result, its turnover, which had been growing steadily since
1955, hes been on the downgrade since 1908,  Thore would,
hovever, seem tc be a revival in prospect in the fairly near
future and measures ito stimulate this process arc now being

examined,

Thus, although it has been recovering stcadily since 19060, the
aerospace industry in Burope is relatively "underdevelcoped® 1f
compored with the United States. This would not be particularly
worrying if the aerospace sector could be regarded as just one

of several; but the gravity of the situation is evident when



one remembers that this is a sector recognized by the Third
Medium~Term Economic Policy Programme as being of special
importance to economic growth and technical progress and,
furthermore, that it is essential to defence and to the Member

States' political position in the world context,

Since the end of the war Turope has launched a considerable
nunder of mejor civil programmes, whose development and
produciion involved heavy spending. Only three or four of
those prcocgrammes were commercially successful, i.e., with
sufficiently long production series to cover the expenditure
entailed, The European manufecturersc have to facc American
firms most of whose programmes have resulted in long production
series with a rapid developmenf rate. Understandably, this
situation has enabled compétitors in the USA to expand very
fast; the question is, why has a similar sitvation not come

about in ¥urope?

2. The historical reasons

The origin of the present difficulties can be traced back to
the upheavals of the Second World War. At the close of
hostilities, Europé7 which had previcusly been in the forefront,
found itself - apart from the United Kingdom -~ with a potentiai
that was largcly obsolete if not actually demolished.
Subsequently the U, with the momentum of its war effort behind
it, continued to display considerablie activity (hough wi{hout
always achieving tliec commercial resuits which its‘potential and
efforts might be said to have warranted), while the French
industry started on a long climb bacl:, Germany and Italy being

constrained to renounce any significant activity for many years.



On the other side of the Atlantic, the American industry, which
had made great strides through the war effort, found two
powerfvl stimili o conversion and expansion, namely, the rapid
growth of civil air transport and the military and space

Programmes.,

Furopean industrialists have often blamed the distortion of
competition causcd by the U3 military and space programmes.

It is quite true that these programmes brought the firams cngaged
in them substantial funds and technological advances which

enabled new aircraft to be put on the civil market.

Nevertheless, we now know that these advantages were often
followed by apprecilable drawbacks, and thot technological
innovaticn has no real cconomic effect unless, at the market
level, it responds sufficiently to explicit or underlying needs,
In any case, however real it may e, the advantage conferred on
American manufacturers is not enough to account for the laclk of

commercial success of DBuropean aircarfi.

3. Competitiveness and thc markct

The basic fact is that Durcopcan aircraft have not, as a whole,
managed to achieve an egual feoting with American aircraft on
the market, This competitive inferiority is the more noticeable
in that it finds expression even in the Muropean market; for,
if we except a few special cases where a "counter-prefercace”
may militete in favour of the American products (agreements on
the stationing of US troops in Burope, or offsetting industrial
investument with purchases - agreements which seem to have
operated mainly in regard to military hardwarz), it is hard to
see why European users should have preferred to parchase abroad
if entirely satisfactory European aircraft had been offecred to
them,



Thus we have to ask ourselves two questions:

f

Why have American aircraft succeeded in capturing the market?

Why have Iuropcan aircraft not, on the whole, had the same

succesa? . :

(a) The master card in the Americans' hand is that‘they héve a

large, dynamic home market (see Annex I for figures).

The programmes they put forward soon won a substantial number of
ofders, meking it worth wWhile to set up a large--scale producticn
line; the production series quickly reached high figures,
2llowing rapid amortization of the capital investment and giving
the firms the wherewithal to set about capturing foreign markets
with highly attractive commercidl terms (selling price, .
diversification of the basic model into a "family™ of aircraft,
after-gales service, stocks of ‘spare -parts, etc.) and to"brépare
new projectss. The size of the programmes and the production
requircments also affected the industrial structures, where
mergers enavnled standardization to be carried as far as possible,
This outline makes it clear that the US aircraft industry was
able to reap the full benefit of cconomies of scale made possible
by the big home market, without which the production of

high--technology aircraft becomes an intolerable burden.

(b) In Europe we find the very opposite of the American situation,

jo]

s regards both the market structure and the volume and dynamism

of demand.

In contrest to the United States' large single market dominated

oy competition, the Buropeon market is to'a great extent

compartmented, Admittedly the Common Market has abolished



customs duties and quota resirictions betwecen its members, but
even within the Community the trade in aircraft of ITuropean

origin is on a very small scale,

Military aircraft, which hitherto have accounted for over 507

of the market, depend on national government purchasers; even
so0, thers have bheen some bilateral (Transall, Jaguar, Alpla-Jet)
or mltilateral {Atlantic, MRCA) prograimmes. As to civil
aircraft, the demand is piecemeal, couning from a large number of
national airlines (most of which, in spite of their status of
commercial undertakings, are de jure or de facto dependent on the
public anthorities for the finsncing of aircraft purchases) and
a growing number of firms whose zctiviity is confined to

non-scheduled flights, The most salutary development in this

—

respect is the formation of the ATLAS1 and KSSU2 groups, which
enter into agreements on the {technical specifications of orders;
it dces not appear that the intergovernmenital and industrial
cooperative schemes for the production of new circraft (Concorde,
Airbus, cte.) hove themselves hed any effect on the market

pattern as yet.

Although customs duties and cuotas have been done away with, the
legal environment of air transport is still essentially national.
The work aimed at the adoption of Buropean siandards for aircraft
construction has not been complefted; nor has the work on the
adoption of a European alrworthiness code, The persistence of
technical barriers is naturally an obstacle not only to
intra-turopean trade (which is poor) but also to the setting-up
of joint construction programmes between two or more countries.
It is even less rational in view of the fact that when it comes
to lmporting aircraft of US origin, the furcpean countries have
feund no difficulty in accepting in principle the American rules
and standards,

TATIAS: Air-Frence, Alitalia, Iufthansa, Sabena, Tberia.

2KSSU: K1, SAS, Swissair, UTA.



Underlying the market "structure” there is, of course, the present
pattern of air transport in Turope. It is easy to point to tﬁe
example of the United States,lwhere, in highly competitive
conditions, air transport has expanded tremendously; but that
expansion was madc easier by two factors which do not exist to
the sawe degree in Turope - the long distances between densely
pepulated areas and the virtual absence of railway competition.

Do flurope's specific characterisiics mean that ever in the long
term she cannot look forward to & more vigorous air transport

system?

Such an assumption is by no means confirmed and seems to derive
from resignation to the structures set up by the intermational

agreements concluded after the Second Worid War,

Those structures arc based on the reservation of home traffic
entirely for the national companies, with strics bilateralisa

in the granting of tralffic rights to intemational services.

For national prestige and profit-making reasons, priority
attention has heen given to the intercontinental links where

the national compsnies are in competition, and the intra-Buropean
links (international or national) have often becn planned to fit
in with the long-haul services. The intermational intra-European
traffic is subject to the TATA rules, so that the scale of
charges is restricted by that rigid framework. £11 these factors
have done little to help the growth of the intra-European

network, which is virtually concentrated on a few major routes,

It is easy, but overwsimple, to =ay that lowering the rates and
rationalizing the network would give the intra-Luropean links a
new boost. The heavy charges borne by the national airlinés

arc well known and there is no question of blaming their
management. Under thesc conditions, however, one must ask

what is the technical, cconomic and institutional value of the
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present system, whether the present aircraft and infrastructures
are sulted to short--haul requircments, and more gencrally, what
place should be riven to air transport in a modern transport
policy. Although it is impossible at this stage to assess the
effect that more rational air transport arrangements would have
on the volume and natvre of aircraft demand; it has to be
recognized that these gquesiions have not received sufficients

study.

The excessive fregmentation of the market and the small demand
have had obvious conseguences for Luropean monufacturers &s a
whole, hey did not have the stimulus that their competitors
had; hence for most projects they were not in a position to

cubark on long production series at fast rates, and for meny

firms this was the determining factor in:

(a) their inadegquate financial capacity and productivity, and
their perhaps unduly heavy dependence on government aid (and
sometimes even purchasiig instructions given to the national

airlines);

(b) their programme policy — some programmes have been ill-reasoned
hecause of insufficient co-planning with the intended users - and
their markcting efforts, which arc generally inadecuate to win

new contracts;

(c) the maintenance of structures that are too puny to handle

increasingly large projects at the level of world competition.

The foregeing does not mean that no Duropsan aircraft were
capable of penctrating the market. A few cases have proved
the contrary; but in these cases success was only achieved

because the aircraft offered had some additional competitive
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element (unique product, technological novelty, particularly
good operating costs) which could offsct the basic handicap

mentioned ahove,

(c) We have already amply stressed the part played by the big
American “home market®,. Some people nevertheless think it is
useless to try to confer the same role on a more open, dynamic
Turopean "home @arket". In their opinion, the aviation market
has already atteined international dimeansions and Western
Burope would no longer be a sufficiently large geographical

framework,

There is some truth in this assertion, in that aircraft (apart
from special types, c.g., those intended for the developing
countries) are international products, suitable for selling all
over the world, But it would bc wrong to say that on that
account there already exists an intermmational market on which
competition operates without hindrance and where the

manufacturers mect on equal terms.

Leaving aside the dominant position acquired by the American
industry, there arz a number of government measures which make
it difficult for Europcan manufacturers to penetrate the US and

other markets,

In the first place, there is still a customs duty (59%) on
aircraft imports entering the USA, whereas the Community, putting
its users’ interests first, has volunta;ily suspended the duty
listed in the common cxternmal tariff for aircraft of over

15 tons.  Admittedly the US duty is relatively low, but its
effect is pdrticularly marked because competition has become
keener and this factor comes on top of othermmilitating against

Ruropean products, The other factors include the part played
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by the Export-Import Bank (a notewortlhy export credit insfruuent ),
the barriers forned by the technical and airworthiness standards,
and more generally thc context which impels users in the

country in question to purchase national products.

An objective study reveals that there are measures on both sides
wnich afrfect competition, Tor instance, the Ruropean countrics
were obliged to give financial aid to their industries, wiich
were "underdeveloped? in consequence of the Second World War,
a measure which the US governmeni had itself proposed for the

development of the SS8T project.

It is impessible to draw up a complete authoritative list here;
it is, however, fair to couclude that in aviation, competition
at the monufacturing level ig accompanied by a more "political"
rivalry at govermment lovel, and that "rules of the game”
giving the manufacturcrs genuinely equal opportunities couid

only be introduced through comprehensive high-level negotiation.

4, Size of firms

Both the complexity and the high and rising cost of hardware
call for increasingly big production lines, This need has been
felt more keenly in recent years as the <tendency has becon to
turm the aerospace industry into a "systens indusiry" rether than
a coaventional manufacturing industry. (It is now asked to
produce "armament systems” or "“transport systems'.) Iiven if
the company acting as project leader works with a considerable
number of subcontractors, it still has to assume the overall
industrial risk and carry thc mein development burden; hence

it is preferable for this type of firm to be of large unit size
and highly concentrated. This view is borne out by the
difficulties observed in managing prograimmes carried out Jointly

by separate firms.
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The size requirement does not, however, stom colely from the
programmes cost and the risk level. It is also directly
related to the broadening of the market. In Section 3, we
mentioned the pressure exerted on industrial struciures by the
requirements of a large marlet; 1t must now be stressed that
where the market is frogmented, costly equipment.can only be
produced if the various manufacturers combine their forces to

reducce the diversity of supply and widen the narket.

The more costly the systems to be built, the more they nced an
evtnﬂclve mariket and great skill in Ju&”lﬂ” the right time and
conditions for entering the market. Hence there is no longer
room for 1drge numbers of medium-sized firms competing

wostefully againat one another on narrow ‘markets

As can be seen in Annex IT (dea-lng with the producition se-—hp),
the Buropean aerosgpace industry is at a gﬂeat disadvantagzs as
regards size by comparison with its chief competitor. This can

be illuctrated by two points:

(1) four U3 firms each hove a turnover greater than that of the
whole Commmmity (of Six), i.e., about 2,000 million {($2,000
million in 192¢3, w? 293 million in 1970);

,

(2) the averaze size of the five leadinz firme in the Communit

k!
)

of 3ix is one-sceventh of the average size of the five leading

US firms {this ratio is 1:5.2 for the Commmity of Ten).

The need for mueh greater concentration in the aerospace sector
has been recognized by most of the Buropean manufacturing
countries, in the chicof of vhich there are now to 2ll intcnts and
purposcs only two airframe makers, But Iurope-wide concentration

ie only just beginning; it waz as late as 1969 that two agrcements
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were signed, one for VIW and Folker to sct up a holding company
in possession of all the sharcs in the founder companies, and
the other for the Dassault-Broguet and Folkker-VIW groups to hold

the bulk of the shares in SABCA's capital.

The mergers carried out within individual countries have
revealed the snags in this type of coperation. Cne can see the
economic, financizl, fiscal and hwien problems inevitably
arising out of a merger, and the result it should produce,
namely, a rationalized production system. One can also see
that these problems mey be tougher where transfronticer groups
are formed and wherc public and private undertakings are
involved, Because of this, governments and firms have tcnded
to worls through cooperative agreements, bul this can only be a

temporary staze.

5. Internaticnal cooperation

The need for this ig rccognized by the Burcpean govermments and
firms concerned. A movernment repor‘c1 states that "the
Buropean firms have no choice but to work together if they wish
to avoid shutting themsclves out of major civil aircraft
construction for good and all",., 1No clearer witness is nccded
to the existence of the Ystructural™ problems described in

1

Section 4 above.

The advantages of cooperation (see fnnex III, details of

cooperation and programmes) are uarguable:

(a) through the pooling of technical and financial resources,

morc costly, higher--risk production lines can be undortaken;

jBasic programme for the German aerospace industry 1970-74
(July 1970).



(b) there is the chancc of a wider merket (buyers in the

cooperating countries);

(¢) firms of different covntries learn how to work together,

thus layinz the basis for durable combinations;

(4) the various paorties in on advanced project achieve a higher

level of technologs
But cooperation also has epnreciable dravbacks:

(a) it genera 1y cntails extra costs and time-lags; whick may
welgh heavily on the marketing end of the programme. These

extras uayr spring from two sources:

(i) where governments arc directly 1nvclved in the cooperative
soheme7 aexpaericnce has shown that trouble can arisc from the
instability of the partiez' line of action, from their political
or budgetary indecisions, and from the "fair refum” or
job-splitting requirements arbvitrarily imposed on & management

vstem which is already intrinsically efficiency--resistant;

(ii) wherc cooperatibm is hetveen menufacturing firme, its value
will depend on the dexjree of integration of the project, i.e.,
the ability to subject it to a common authority accepted by all
the parties end {¢ achieve vnity in the devcloorent and prcduction
worl, In this respect, the best cooperative schemes are
probably thes=s run on subcontractor 1ineé, but this solution
seems 1to be effective only in coses of cooperation between
parties that are quite differont in sizc. The Jjoint subsidiaxry
method was adopted successfully in the case of the Jaguar and
the MRCA, but although it permits joint integrated management, it
is nevertheless liable to suffer from the diverging interests of

the parent companies;



(b) it hos not the same warket-penetration strength as a single
firm, The customer cannot form a lasting connection with a
supplier whose identity changes with each project; moreover,
the customer prefers to deal withh o firm which has a genuine

individuality and can answer for its own prodvcts

(c¢) the biggest drawback of coopcration is that it forms only
precarious links between the firms concerncd and does not permit

rational long-term planning of activities and investments.

To sum up, cooperation offers many advantages, more especially as
it involves a higher degrece of integration of activiiies. But
it is still only a half-easure in a movement in which the
requircment of size calls for a concentration of potential and

a widening of the market, i.c,, structural measurcs capable of

ensuring the long~term future of the industry.

Pending this restructuring, the methods of cooperation must be
improved as much as possible, and for this purposc the industrial
character of such cooperation must be accertuated. In effecting
this improvement, howcver, we must not losc sight of the real
goal, In the long run,; it is clear that cnhanced productivity
and efficicncy can only be attained by changing the indusirial

and commercial ley-out of the Turopean acrospace sector.

This change is particularly urgent because in the mcantime some
firms have becn prompted to form industrial alliances with
companies in non-member couwntrics rather than scek durable links
rith one or more Iuropean partners. There arce, of course,
certain advantages in such alliances ~ transfers of technology,
access to external markets -~ but they entail risks if the
¥uropean party is not in a strong enough position to secure a

well-balanced agrecment, and in any case they may block the way
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to optimum restructuring in Burope.  After the industry's
structure has been adjusted to the Buropean scale, that will
be the time when alliances with countries outside the Community

will prove just how beneficial they can be.

The Commission has already recommended; in the context of its
work on industrial policy and scicntific and technical research
policy, that the opening of any negotiations with non-membor
countries invelving action oy the public authorities should be
preceded by consultation within the Commwmity. This procedure,
which should lead gradually to a common policy for cooperation
with non-mcmber countrices, would be particularly appropriate

in the aocrospace sector.

G. Government intervention

In all the European manufacturing countries the State is
constrained to give substantial backing, by various methods and
in varicus degrees, to the development, production and marketing
of airecraft ond aircraft components (see Annex V). This

support was and is still vital to the recovery of an indﬁstry
that has suffered from the handiceps mentioned szbove. It is
generally accepted that public aid is necessary for the launching
of major programmes in advanced technology; in this connection,
reference was made carlier on to the project for aid for the SST

programme in the United States.

Although indispensable, this aid has so far always been cof a
nationzl character, both in the decision--making process and
from a procedural standpoint; even in the case of an
intergovernmental agreemcnt, such as for Airbus, once the mitual
compitments have been esteblished, the support given by each
government to the firms concemed has becn provided through the

national machinery.
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It cannot be sufficiently stressed that by maintaining national
aid systems we actually enccurage the persistence of fragmented

production potential and small fenced-off marlcts.

But beyond these more or less indircet effects of the
nationally-structured aid sysitems lies the plain fact that these
systems reveal the whole drift of the policy in tuis sector.

In YWestern DBurope so far there have been cases of cooperationy
but none of cormon concept or common objectives, Bach country
has defined its own policy for the sector, usuwally without
looking to see whether its aims tallied with those of its
Turopean partners. The relative incfficacy of certain programmes
is not surprising, considering that in many cases aid appears

to have heen given for social or regional reasons (maintaining
employment) or for defence (maintaining militery capecity)
rather than to ensure the commercial success of an operation or
meet an existing market or public service demand. With such
policies the Buropean countries could scarcely bLe expected to
withstand the pressure of competition from the United States.
The considerable funds and effort invested have not yielded
proportionate results; a better course would have been to
define common objectives based on a careful analysis of the
requirements, aim the programmes at these objectives and be
ready to abandon such operations as do not meet a real need or

are an unmmecessary duplication.

T. Prospects

The foregeing remarks mainly refer to the past, and it is
impossible to closc without looking briefly at the prospects

ahead of the aerospace sector.
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These prospects contain some sncouraging espects, but also soune

mwcertainties and matters for concern.

If we look at the world scene, aud assuming that the fears of 2
long economic recession can be set aside, it appears that air
transport will continue its advance in all areas, including
Furope, and that the demand for new civil aircraft, which had
fallen off owing to the prematuré renewal or introduction of
certain cquipnent, will surge again over the next few years.
However, bcth carriers and manufacturers will have to face new
éonstraints which are likely to affect the pattern of demand:
the requirements of cnvironmental pclicy, the developuent of
high-speed forms of surface transport, planning policies, etc.
None of these new conditions exist at present, but they are
currently taking shape and should be incorporated in the
trensport policy for 1985-2000.  Moreover, it would appear
that unless defence policies undergo conéidérable changes, the
market for military hardware will continue to shrink or at

lcast stagnate, as will the appropriations for space activities,

he commercial future of IMuropean in relation to American
products is clouded with wncertainty. It should be added in
this conncction that certain Soviet and Japanese products

could appear on the markets previously occupied by the Americans

and Furopcans.

The five major Turcpean programmes about to enter the market
(Concorde, Airbus, Mercure, Fokker F 28 and VFW 614) would
appear to have a reasonable chance over a fairly long period.
However, commercial success implies sales outside Burope, and

above all on the American morket.
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In this respec’t, current developments in wmonctary znd commercial
relations may call for a certain amount of reflection. The
rcalignment of exchange rates has had the effect of increasing
the conpetitiveness of US products and wmsking it more difficult
to export to that country — a situation aggravatced by the
continued imposition of customs duty on imports to the United
States, One outcome of the trade negotiations has been the
emergence of certain tendencies towards bringing about a
situation weighted in favour of products of US high technology,
whereas negotiations of this type should be aimed at
re~cstablishing true equelity of opportunity on a mutual basis -
the only valid foundation for international work-splitting which
is acceptable to all, Likewise, the implemcnting of the
measures essential for protection of the environment could lead
to the introduction of noew factors of inequality and barriers to
intemational trade. Only by agreements on reciprocity and
harmonization at an international level can fair conditions of

competition by maintained.

Th: development of aerospace activities in Burope concerns not
only industrial production potential but also employment
preospects. If the aim is to protect the future of this sector's
manpower as much as poscible while achieving the increass in
productivity neccssary in order to bolster up competitive
capacity, a highly vigilant policy for the sector will be
required at Community level, as regards not only conditions

of competition but also cooperation with outside organizations

and work~sharing among Europeans.

There would in particular be a serious risk of & substantial
expansion of production capacity - at considerable cost — in
certain llember States, while excess capacity existed in others.

There can, of course, be no question of freezing certain dymamic
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growth activities artificially and it is esseatial to contribute
towards regional devcelopment. Nevertheless, it is legitimate to
aslk whether such actiou would further harmonious development in
tiae Community if public intervention werc to render existing
cepacity unproductive, when the resources devoted to new capacity
could be hetter cmployed by allotting them to other secters in
the comnmon interest, The prollen imvolved in the creation of
new acrospace capacity is, indeed, only ons faceti of & more
general problem, i.e., the extent to which the Member States are
able to accept interdependence in the high-technology seciors,
Should there be no such interdependence onc conmot hope to sec
Turope rnake the best use of its resources and achieve econonies
of scale; both ¢f which are essential prerequisites if she is

to regain her position in the world.



- Chapter 2
TONC-TFRY CEIECTIVIS AND WAYS OF ATTAINTNG THEH

In order to give the Eu;opean aerqsbace sector a genuine shot in the arm,
it will net be sufficient to recommend é h@fchpdfch of measures, On the
odntrary, it 1s essenitial to take an overall view of things arnd define a
long-term strategy in which.structufal measures designed to bear fruit in
the medium or lung term are linked with projécts of a more immediate
nature, which are aimed at ironing out individual difficulties while

yointing towards the same goals.,
tel

T. The choice of stratesy

The firet question which arises and which certain parties do not hesitate
to raise expfessly is whether Emiope must endeavoﬁf to pufsue fhé |
producuioﬂ of large-civil aircraft and high-thrust engines, despite the
high cost, bearing in mind the important congideration of the "international

division of labour" which it is desirable to develop in the frece world,
%t would appear that a qualified answer must be given to this question.

The future outlook for the market and the relative size of the Buropean
industry do not Jjustify even the enlarged Community's attempting to
produce a complete range of large-capacity aircraft and high-thrust
engines, The Community can continue to satisfy a major part of its needs

through imports without any serbus drawbacks,

However, the successes already achieved, the very serious social and
regional problems inherent in a poliey of withdrawal and the importance
of this sector to the economy and 1o defence warrant an active presence

of the furopean aerospace industry onthe world market.

Althcugh taken at intervals, the decisions already reached and the
resultant launching of programmes entering the market (Concorde, Airbus,
Mercure, F28, VFW 614, RB 211 engine), which will be joinsd by new
projects, notably AERITALIA, BOEING and BUROPLANE- (BAC/MEB-SAAB/SCANIA),

provide a sterting-point which is far from being mediocre or negligible.
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In order to develop a healthy, dynamic and competitive industry on this
basis without excessive cost to the public authorities, the Community and
Member States will in the coming years have to crganize the mobilization
of Burope's resources in a suitable manner: i.e.,, assist thc indasiry

to consolidate its structures at a Furcpean level, ensure that the
Furopean market makes a better contribution to the development of the
Buropean industry, make programme development more sysiematic and

improve the granting of aid and other subsidies; so that as rcgards the
programmes adopted the manufacturers enjoy the fair conditions of

competition, which are essential to the achievement of commercial success.

2. The conditions needed for success

Europe certainly possesses in sufficicont measure the resources ~ human,
technical and financial ~ required to recapture part of the world market,
but this goal will only be achieved if these resources are properly
utilized., The cxperience of the last twenty yemrs (sec the analysis

in Chapter 1) shows that the following three main guidelines are to be

recommenizds

a) Against the competition from the US, and soon from the Soviet Union
and Japan, the factor of size must be exploited to the full. This
means the size of the European market, the manufacturing companies and

the States' ald policies,

b) Since the aim is competitiveness, primary consideration must be given
1o the industrial and commercial nature of the operations to be
undertalken, The major burden must devolve upon industry, which must

be liable for the risks involved and also responsible for project

organization and management,

Action by the public authorities should continuec to be in tﬁo form of a
back—-up role and diminish as the revamped industries become better able
to hold their own with their competitors, Similarly the methods
employed in such action should allow industry to exercisec the greatest
posp}hléimeasure of responsibility. The first priority must be to
dispense with protectionism and captive markets, which could have an

adverse effect on the competitiveness of the industry's products; and to
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limit public financial assistancc (reimbursable aid and guarantees) and
whatever measures may be necescery to counteract interference with
competition as a result of acticn by the public authorities in other

- geountries, In this rezpect it would be appropriate to seek intermational
agreement cn avoiding an escalation of aid and protection, On the cther
kand, in order to place the firms concerned in an “environment®
~corresponding as closely = possible to market conditions,; it would be
desirable to examino. the desirability of handing over the granting and
-management of public—sector aid to an industrial or banking organization

employing as far as pessible the methods used in the private sector.

¢) Sinc: resources are limited, a highly selective programme policy must
be pursued which is aimed towards specialization in the types of equipment
corregponding to both the copacity of the Suropean industry and the real
needs of the market, This postulates first of 21l that programme
deceisicns should not be taken until exhaustive market surveys have been
carricd out which tuke account of the needs of anc. restrictions imposed
upon the users, both Buropean and other, incorporate the requiremcnts of
other policies such as that. for the envirommont, This zlso mecns that
uselegs duplication must be avoided:; FEurope must not squander its
resources by funding too great o number of compcting programmes, Finally,
-eince the object is 1o re-cstablish a foothold on the world market, there
must be a certain propertional subdivision of the work in relation to the
main competitors., Apart from a simple "hole-~filling™ policy, collaboration
with non-member countries can be considered desirable in certain cases on
,condition that it is on a balanced basis, Such collaboratiocm could thus
be institutcd between the reshaped Buropecan industry and major concerns,
notably fmerican, Industrial ogresments could involve product
specialization and conscquently easicr access to the markets of the two
groups of partners, Cooperation could ve extended to agreements between
the authoritics of non-wember countries and those in the Community; thus
enabiling the "rules of the game® to be defined within which the ‘
industries of the various countries could work together and compcte in a

situntion offering equelity of cpportunity.

Action by the enlarged Europcan Community to implement these guidelines
involves the definition of chjectives and the setting-up of procedures,

which form the subject of the following sections,
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3. The aim as regards the market

It was seen in Chapter 1 how fragmented the market for aerospace equipment
is in Furope and this should be the main notural outlet for Turopean
manufacturers, as well as o shop window for the promotion of sczles outside

Europc.

The procurement policies of the armed forces have always been fundamentally
nationalistic to dete, but allow room for cooperation on o bi- or
multilateral basis in the case of certain costly items, The development
within a suitable framework of the closest possible Buropcan collaboration
is desirable with a view to defining and financing large-scale programmes
which meet the needs of the armed forces of Lurope and, subsidiarily, are

calculated to maintain or capture certoin external markets.

The market for large civil aircraft is assuming increasing signficance
for the manufacturers. TLurcpean companies should accordingly be able to
find in Durope not a patchwork of small orders extending over protracted
periods, but important customers capable of placing substantial orders

which could form a firm basis for the development of production.

A main step in this dircction was taken by the consortia trading under

the bonners of ATLAS1 and KSSU2. The object of these consortia is to share
the cost of maintaining equipment and to coordinate technical definition

of requirements for new equipment. However, the participating companies
remain indeperdent as regards purchasing policy, finance ard the timing

of purchases, Since collaboration within the groups in ruestion appecars

to be completely satisfactory, an attempt to extend it {o cover 2ll aspects

of equipment policy would be desirable,

1ATLAS: Air-France, Alitalia, Lufthansa, Sabena, Iberia,

2KSSU: KL, SAS, Swissair, UTA.
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Inother matter for concern'is thet of the dynamism of the European

merket, i.e., the volume of demand, There can, of course, be no question
of moking the airlines in any way subservient to the manufacturers and
priorities would be topsy-turvy if an attempt were made to modify their
structure or Tunction with the aim of putting them in a position to buy
more aircraft. However, although we are dealing here with a matter coming
more particularly undér tho head of tfansport policy, we need to examine
the conditions which shﬂpe the market, and particularly to try to '
determine what arrangements would be oppropriate for improving air
transport and also would pfévide a stimulus to the dovelopment of the

Luropecan industry.

Quite apcrt from the problem of the market for aircraft, it is undeniably

. fact that the orﬁanlzat¢on of alr transport in a Europézn context has
‘ for many yeers been tho subJoct of su¢veys and proaocts which it is not
{p0531b1u to recspitulate here,  'These varlous activities have concerncd
both thm_overull organization of air transport in the Buropean countries
and thA way in wh;oh this mode of transport is used within the geogra phloal
area of Em*opc. Moreovcr, the problems affecting air transport are a
focus of interest just now and the Transport Committee of the Fulopean
Parliament has instructed one of its members to draw up a report on the
subject. '
The present décument is not the place to adopt a fundamental sititude
to thls mattO“g it must be restricted to peinting up the priﬁcipal

proolems which deserve examinaticn:

o) Sincc the conclusion of agreements -on the subject aftor the second

world war, airspace has becn uéedion a s strictly national basis, subject

to traffic agreements on o country—to-covntry basis, and an operatlng
moncpoly of scheduled services hag been granted to one or two national
comparies known as “"flag carriers”, Having regard to the difficulties
encountered by the companies and to Furope's overall interests, thig structure
is not the best which can be achicved; its continued existence would prevent
rationalization of resources. It is possible that as Furopeen unification
progresses this situation will chenge. It is appropriate to examine in
economic ond political terms the gains which would result from the ppoling
of operating rights and company mergers, as well as the stages by which

such a stote of affairs could be brought about,
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b) The intra-Furopean routcs secm to be operated cssentizlly on the

bagis of relationships betweon individnal countries and as a genrrzl

rule link one capital with another or with ocnother mzjor tovm.  HMoreover,
the Buropean flog~carriers appear to attach less economic importonce to
intra~European routes, which wre considered, to some cxtcuv at least,; 1o
be "feeders"™ for intercontincntal traffic, There would scem to be a case
for exploring the counditions in which it would be possible to set up o
Buropecan route network on a scale taking into account tronsport
requircments in Iurope and to opcrete this network morc retionally, using

the hordware available in the various couwatrics,

It is clear that the setting—up of nsw routes would depend on the
existence of sufficient demand and that the extent to which this demand
showed itself to be a function of, among other things, the level of the
Tares and the quality of the links betwecn the airport and the city contre,
Fare levels themselves could be favourably influcnced by the introduction
of specially designed short-haul circraft and suitablecinfrastructurcs,
Whatever the difficulties, only an cxhaustive study based on reliable
traffic forecasts and using simvlation techniques will provide ciear

indications of future potential1.

1A very important first step has been talten by the French in this
respect: an interministerizl commitiee denling with regional planning
took the decision on 21 Dacember 1971 %0 oven up routes between
Strasbourg, Brussels and London and Strasbourg and Milan.  Thesec
routes will be overated by Lir France, but their forecas’t deficit will
be covered partly by the local authorities and partly by regioral
plaxming funds., The interministerial committec has also expressed
interest in opening up a rumber of other routes,; such as Lille-Brussels—
Amstordam, Grenoble-Turin, Lyons-~Brusscls, Marscilles-Barcelona, etc,
Aid from public funds on a depressive scale would be granted for up to
three years,

e
o]
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As early as the Council mecting on 4'Juhe 1970, the Commission's
representative hed stressed the need to arrive at Community-level action
in the field of air transport, and had cited improvement of the intra-
Community route network as one of the major objectives, Such action
would have to be preccded by a gencral, systeomatic study of inter-regional
traffic potential on a Comuunity scale. This line still holds good and
in this cormection the Comnission refars to the Courncil draft decision
which- 1t forwarded to the létter on 3 July 1972, The dreft toxt in
question, which relates to the fundamentals of joint action in the field
of air transport, is based on Article 84(2) of the Treaty. The
proncsal made to the, Council is that the Commission shonld be instructed
to. examine, togcther with experts appointed by each of the Member States,
the measures o be taken at Community level in the fisld of air

naviguetion to implement the messures designed to achieve:

a) improvement of the schedule services within the Communitys
b) consultation between the Member States on fares policyy
c) consultation on policy for developing services with non-member

countries,

Industrizl agreements could involve product specialization and
consequently easier access to the markets of the two grovps of partners.
Cooperation could be extended to agreements betwecn the authorities of
non-member countries and those in the Community, thus cnabling the

rules of the game” to be defined, within which the industries of the
various countries vould work together and compete in a situation offering

equality of opportunity.

Action by the enlarged European Community to implement these guidelines
involves the definitiocn of objcctives and the setting-up of procedures,

which form the subject of the following sections.
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4. The aim as regards the structure of the intustry

Chapter 1 has shown that, as compared with the industry in nen-member
countries, the Duropean industry is too restricted in size and the
results which can be expected from precarious, ad hoc cooperation

agreements are limited,

Size is not an end in itself, but in the aerospace sector the costs
involved are so great and widening of the market so essential that an
effort towards concentration in Furope is necessary on a scale larger
than what has been attained in the major countrics. Realignments are
also necessary in order to form entities capable of entering into
cooperation with the large American concerns without running the risk of

ickly being reduced to the status of subgidiaries of sub-contractors.
y g

The aim should therefore be to direct the trend of producition structures
towards the formation of a small number of large, transnaticnal companies

with sole responsibility for wmajor programmes, At first eight it would

=3

seem desirable and possible to secuwre the grouping together of two or
even three lorge alrfrome manufacturers and one large engine manufacturer,
In this respect it is certainly desirable that conditions of competition
should be maintained in Furope, but only provided magssive ccncentration
and the size of firms in the rest of the world do not transform the

maintenance of intra-Buropean competition into a position of weakuness,

It is importont to examine the nature of the competition which should
obtain between the two (or three) large groups of Furopean airframe
manufacturers, In future, as at present, it would be difficult to
Justify in economic terms the production in “urope of more than one type
of aircraft for each category of the merket for large machines, On the
other hand, competition ot the technological design and mariket research
stages will remain crucial, Consequently, the large European groups
would compete, ce.g., in design and market survey in the field of QTOL
(quiet take—off and landing)!mircraft, while only one model would be

developed and built in Europe.
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Industrial combination cperations require cautious hrndling and connot

be carried out in an outhoritarianheémiers . In order to yield maximum
benefit, they must take into cecount hikan, technical and economic. factors,
the companies! extornal links and the special problems which may arise
from differences in their status (public or private). Such combinations
mey come about through a trend in which incrcasing collaboration leads

to cmalgomation.

Althovgh caution and a certain amount of the time will be necded in order
to achieve worth~while results, no doubt must be left today as to the
course to be followed and conditionsg and procedures must be created

to encoursge and facilitate realigmments, In this connection we must
not lose sight of the fact that the State possesses considercble holdings
in certain componies end thus can do more to influence their attitude

than it cen in the case cf companices backed purely by private entorprise,

If there is a genuine desire to progress in the direction outlined above,
the Member States should declarc themselves expressly in favour of such
o movement and the Commission should, in conjunciion with the governments,
be made responsivle for keeping track of trends in the sector concernad
and for counsidering the steps the Community ond the governments could
take in orcer to promote or facilitate such mergers as the industry,

with which the initiative lics, may wish %o carryiqut.

There is scoarcely any need to point out here that while structural
mergers can currently be effected by means of techniques dnrivihg from
.national laws, thnse solutlons are far from being Lompletelv satlsfuctory.
Representatives of olrcle° in the aircraft indusiry have stressed the
importance and urgency of having adequate tools for bringing about
tronsnaticnal meorgers and cooperation, The Commission can only keep
gtressing the necessity for speeding up the process, We will restrict
ourselves herc to pointing out the various types of legal machinery
currently being developed at .Community lcvel: the Buropean Company, the
"groupement d'intéret deconomique’ and the Joint Underteking (an extension
of the concept contained in the Furatom Treaty); a draft directive
dealing with common tax treatment for mergers, the disposal and
contribution of assets as between companies in differcnt Member States,
and cther proposals for fiscal directives affectirg trans—frontier

amalganations,
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It is proposed thot the Counsil sheuld approve the ideas sct out above
by adopting the recommendaticn cortained in No. 1 of thc eppended
“implementing texts®, ]

5. The zim as regords action v the public cuthorities

oo

It was shown in Chapter 1 that, like the structure of the industry,
public support has remaincd essentially national in its esius, decision—

making processes and proccdures,

It was also emphasized thet this ald structure ercourages the maintenance

of national struciturcs es regards producticn ccpacity and morkets,

Despite the development of forms of cocperation, which are cxpedients

and net the result of a comprehensive Durcpean~scale view of the situation,
the chief sufferer from the cffccts of this state of affairs is programmes
policy, The pieccmeal nature of public support, ie., in fact of policics
themscelves, runs counter to the csscntial needy which is for Iurope

to concentrate on a few rationclily chosen programmes, thus sccuring

for itself meximuwn opportunitics os regards market outlcts,

The medium—term objective is thus to set up a Community plarming and
financing system in which joint nction can be pursued, In order to be
effective such a system will hove to include decision-making. It will
also neccd to possess its own funds in order to cover large-scile projects

concerning the development of Lurcpean © aerospace products,

Ais a first stage, ths Commission considers it to be of immecdiazte

importance to coordinate the notional policies, in particular by thoroughly
corcerted eiffort on new programmes and instruments for finoncial support
which would enable Community acticn to be set up and which, alihough
incomplete and modest, would be able to act as a catalyst and confer on future
projects a sort of recognition that they work in the public intcrest where

the Community is concerncd (sec recommendation in No, 1 of the

"Implementing texts®),
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The Commission will shor*ly propose that the Council should set up &
gysiem of "Couwaunity imrovative and indnstrial development contracts" as
an instrunent of industrial and technological policy. These contracts
would be placed in the case of innovative projcets to be carried out on a
cooperative basis, in accordance with criteria and procedures laid down
in a Council regulation and financed out of a limited amount of funds
which would be derived ennually from the Community budget. In view of
the limited volume of funds envisaged for the initicl phase, such
conisracts would, in the aerospace sectory.be particularly appropriate for
industiial projects concerning the development of components on equipment
and possibly for definition or feasibility studies fitting into the initial

‘phase of development of the programmes proper,

The funding of the development of large prototypes will, at least for the
initial phasc, continuec to be effected by means of national aids ~
applied, needless to say, Jjointly and on a coordinated basis — until it
can be done at Community level, either via ccatracts of the type menticied

+ o hY
above or by Jcint Undertakings (sce page 28;,

Despite the incomplete and limited nature of the aid which could be
granted by the Community via innovative and industrial development
controcts in the initial phase, this aid will play an increasingly
significant role as it is epplied to larger projects: it will combine
national-scale public aid with truly concerted action, stimulate mergers
between Buropean companies and facilitate the creation of a useful joint

management tool,

6. The dovetailing of programmes

Programme definition is a central factor in the European aerospace policy,

The future of the sector is bound up with soundness of choice, i.e.:

a).the quality of the programme 1afge1y determines the competitiveness

of ihe product oﬁ the markef;

b) too many competing progrommes mean a dispersal of effort and a waste

of resources; ' .

c) the programies form the basis of inter-company collaboration and a
sound choice of proérammes will be of particular value in thevpromotidn »
of rcalignments and industrial concentration, This holds equally éoéd for
the formation of Furopcan groupings and for the agrecments to be reached

between these groups and industry in non-membher countrics.



Hitherto, such programmes have been spawncd by private initiative and it

is more by fortunate accident th.n by design that the major progresmes
entering the market complement cach other,  However; as regards the latest
type of aircroft the danger that there will be too many projects compueting
in Europe under the benner of STOL (short take-off and landing) is clrcady

looming up.

The plamming of new production lines is not only of importance from the
gstandpoint of strengthening the acrospace indusitrys it should also ensure
greater conformity of the hardware produccd with the needs of scciety and
thus guorantee the qualitetive aspects in the development of civil air
transport, So far the principal concerns of the manufacturers and corriers
hove been with increased speed end lower user cosis. New requiremcnts

are emergings; a reduction of pollution, and above all noise pollution
fagter communicotions with city centres, grester security in spite of
congested eir space, etc. The satisgfaction of these needs; which gocs
beyond the purcly economic rcguirements of the alr transport system, can
only b achieved through a systematic planning process which takes into

account all thz factors influencing project design.

It is thereforc nccessary to carry out, within the framework of the
Community's institutions, a genuine alignment of thc Member States! attitudes
regarding the lsunching of new asrospace programmes and to securc coordination
and harmonization of finoncial aid on the basis of joint determinaticn of
objectives and methods, whether such aid is granted by the Member States

or by means of Community instruments (Community innovative and industrial
development contracts, Joint Undertckings, etc.). It goes without saying
that the harmonization recommended above relates only to the stance which

the publoc authorities would be called upon to adopt when cxamining future
projcects and that there is no in“ontion ot all of encroaching vpon
responsibilities which are properly those of the manufacturers, upon whom

the initiative for conceiving and lounching projects devuives in the first

place,

0L the projects engoeging their attention, the Institutions of the
Community will naturally be particularly interested in those of a trans-—

national choracter,



T. Prepars ticns Jox ,uho hurmnv1zub10n of programmes

Pr)gramme hormonization in theqsense envisaged above can only be carried
through preperly if thelﬂembér oi@ues ard Institutions of the Community
hove in their.posse sion all the nGGGSoary baokﬂ"ourd information and
data. It should be leid down thgt in order to "clear the wey" for
their work the Commission will consult 211 the interested parties and

then complle reports incorp orutlnp 51l the useful data and proposals,

These reports will be varticularly concerned with the following points:
a) Situation and future development prospects of the eserospace industry

Any study of future programmes requircs an overall view of the situation

and future of the sccter,

An analysis of the work-load and available capacity of the Zuropesn
industry calls first of all for an cxaminction of the needs and purchasing
plans of the airlincs with regard to curront production programmeso

The information supplied by the users would naturally not constituts any

obligation to purchasce on their part.

Additionall 3, realistic prospects should be plotted by using all the
studies concerning the market, production facilities, infrastrictures,
etc.,, as a basis., . Such forecasting shouldtcke account of the needs
and trends emerging from the various policices which are likely to affect
air transport and the zerospace industry (transport, the environment,
regional plonming, employment, industrial, technological and scientific
development, etc). 4 porticularly importcnt aspect is the examinetion
of futurc nseds in order to map out transport strategy for inter-city
links for the period  1935-2000., The result of the COST study (Project 33)
as regards the analysis of the future transport needs of passengers'
travelling between large population centres in Europe will be of spocial

importance, : -
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The studics carried out ot o nctional level wonld hove o be corprrad, ord
the bodies consulted would have to contribute‘by maoking avoilable the dota
in their possession, The rppresentativé professicnal 6rganizations would
be able to play o considerablc part in preparing the information, which

the competent Cepartments of the Commission could have consolidatced.

b) Types ond charactceristics nost soproprinte to the foreczst necds ond

demands.,

The reports would have to supply =211 cpproprictc infeormation on the
projects likely to find sufficient demand on the Juropean And world
markets, bearing in mind the restrictions imposed by the various policies,

These projects would be defined by their prinecipal choracteristics.

The first problem requizing examination would noturally be thosc linked
with the protcction of the enviromment - rcduction of noise and gaseduar
poliutonts —~ and airport congesiion, Mn initicd survey of these matters
would be desirable in the near future,

THe data supplied by the users would be of the greatest use in this
connection, and participation in this work would not prevent users from
maintaining their dircet contacts with the voxions manufacturers in any

way, beth ot the preliminary study and the project implementation siage.

Feedless to say, the participatioh of the airlines in the definition of
future programmes could not be construed as involving any obligation to
purchase at a stage so far removed from delivery of the final product.

The operators would only be called uvon te take up options and place théir

orders as the programme and tests progressed,

c) Funds required for the projects.

The reports would have to provids information on the finoncial, technical
and marpower capacity for encbling the projects to be carried through
within the deadlines and costs determined at the outset, Thus the
prompective work-~load for the Buropeon industry over o fairly long period

(10-15 years) would emerge,
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The iudustrial coeperation or mergers nccessary for the fulfilment of the
projects would havce to be taken into.consideration. This-ﬁurvey would
concern not only the indus%rial structures of the Community, but also

the links needing to be established with firms outside the Community and
with the govermments of their countries, Corc should be taken in this
connection to ensure that relotionships with non~-member countries do not
develop in the form of sub~contracting agreements or situations involving
dependence, but as bulanced agreements representing an equitable sharing
of research and development work and of the commercial return., This
proposal is part of the more general concept of harmonization of
industricl and technolegicel cgreements with the non~-member countries
(see¢ report cf the Working Party of Senior Officials on Industrial Policy
and the Commission's proposals under the head aimeg of and resources for

a common policy on scientific research and tcchnological development,

forwardad to the Council on 19 June 1972,

Finally, the reports could survey, in addition to indusirial funds, the
nature and extent of the financial support from public sources regquired
for the implementation of the projects, together with the most effective
forms for such support. It will be the Commission's task to organigze
the comsultations in the light of the cetivities described above and to
do so in such a woy o8 to bring about closer collaboration between the
manufacturers, opérators and responsible public authorities, The

participents in the consultations would be representatives of:

a) componics engaged in aircraftimermfacture (airfremes, engines,

equipment) in the Member States of the Community;

b) airline companigés (companices operating schcduled and charter services)

in the HMember States;

¢) the governments of these States, by virtue of the various forms of

intervention {air transport, industry, infrastructures, finance, ctc.).

The Tforegoing analysis of the tasks involved in the harmonization of
programmes has been restricted to civil requirements, I+ is, however, clear
that in order to develeop an overall strategy for the Community aviation
scetor's structure and world-load it would be necessary to take into

consideration the military needs and programmes which are a very important
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gource of octivity in this sestor, It would be desircble if the Member

Stotes wore to explore the possivility of extending narmonizution to

includé militery progrommes by oppropriate procedurcs. Such aon extensicn
would not appear tc raise any mojor obstacles, sincc the large-scale
h

produstion of military cerospace hardware is more oftcon than not the

subject of bi- or multilateral cooperation,



- 38 -

Chapter 3
PROTECTS 03] IWP“DIAT“ CONCERT

The stvrb recommended in the previous chapter relate to the "structural"
reinforcement oi the aerospace sector in the enlarged Community. However,
it would clso be useful to examine whether; in view of the problems facing
the momfacturers at the moment - and in parvticulor as reourds the
implementation of the programmes currently under development - the Community
is in a position to provide solutions likely to resolve cither wholly or’

partly‘the difficulties which have been observed,

1. Finuncing problems

{is shown above, the manufacturing nations have systems of pubiic support
with differences depending on the scops of their activities ~ for the R&D
phese up to the marketing of the aircroft = the necessity for which can be
exploined by the level of copitalization (for RZD alone the cost is 30-70

times the value of the series-production aircraft).

If exomined from the point of view of their contribution to the success of

the progrommes in progress, these ald systems raise two issues:
=3 b} y N . .

1) Are the divergences in system between the various countries prejudicial
to the sector's activitiss?
2) Are the noture of thesc systems and the underlying procedures best

suited to the furtherance of commerciall success?

a) The divergences between the systems of aid.

In general terms there is hardly any doubt that the fragmented heterogeneous
nature of the aid systems, which is accompanied by a lack of clarity,

constltute an obstacle to the expansion of the aerospece gcctor in Europe,

With regard to the nrogrammes currently unde‘ way, o distinction should be
made between those based on inter-govermmental cgreements and those

conducted by private industry.



On the whole, the programmes arising out of zgrecments between governments
ere on o clesar footing, since the'public suthorities have cntered into
spceific commitments as regerds the financicl support to be given to
industry. In genercl terms, these same agresments should also provide
gunrantees on the continucnce of the aid until {ihe programme is complcted,
but cxpericnce has ghown that thore is o risk of this being queried or
withdrasm, espccially if it cppears that the forecast costs or deadlines
are liable to be exceecded. Althoush agreoments of this type lay dom o
common funding basis, it would secm that in cericin coses thoy show
differences from country to country in proporiicin to the aid gronted. In
these instances, the porty obtaining the lecst favourable torms will tend
1o consider himgelf to be less well treated then the other party. One

cannot see from the facts how such differences in treatment are justificd

©

as regards mamufacturere becrirg o proportionally cquivalent risk in

joint operation,

The discrcpancics between aid systens are regrettable in the case of
privete agremments.  Here the manufocturcrs rcach an agrecment; each one
approaches his governuent for eid, and the governmment reects according to
habit or cs dictnated by the prevoiling concept os regards the relationskip
between state and industry. The position of the cocperating porties is
nasurally less balanced in thet cach beors a differeant proporticn of the

risk,

When the Communiiy posscsses its own machinery for finencial intervention -
as mentioned in Chapter 2 ~ the drawbacks of the anomalies descrived may

be removed, In the mecantime the programme harmonizotion procedures outlined
in Chapter 2 would have to be directed towards levelling out the differences

between the systoms,

Where programmes are in progress, it is suggestcd that the ccordination of

naticnal aid should be procecded with as required,
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b) The effzctiveress of public support.

Gencrally specking, the Member States grant specific aid in order to enafle
he airecraft menufacturers o bear the costs and risk involved in prototype
development (i.c., design studies, definition, feasibility studies, anc

the building and testing of prototypes).

The tendency in the subsecuent phases i.e,, serices production and
merketing, appcors basically to leave the manufocturers tc take care of
themselves as best they can with the funds which they are able to exiract
from the'money market and the national export-ciredit machinery, However,
it is during these pheses that the menufacturers encounter certain
problems which it ig essential to resolve if they are to enter the market:
the need to achieve a sufficiently high rate of output, to produce &
versatile type of aircraft which can be matched to the requirements of
several customers; to contain their prices'degpite abnormal price rises
and alterstions in the exchange rates, and to offer overyﬁpotenﬁial

customer credit facilities equal to those offered by their compeiitors,

The principal aim of the following remarks is not to bring about an
“increase in puﬁlic 2lcd to thc aerospabg industry; it has 5een
specifically stated in this connection that it should be possible in
future to reduce public aid to firms in this sector as they become
gtronger, Hewasver, such o future is dependent upon the reasonable
success of the programmes in progress, and it is with regord to these
that the public authorities in Furope should fully cnact their role of
“slecping partner® in the cotivities of industry (without fziling to
meet their obligation regnrding repayment in the event of commercial
success), A policy of half-measures could only have edverse éonsequences.
(1°) Series produgtion

In certoin countries the setting—up of the first series production 1ine
and the building of the protoype are both funded at the seme time,

This system of aid recognizes the difficulty cncountered by Rurcpean
mamfacturers in obtoirning adequate funds on the money morket during o
phase when the industrial and commercial risks are still comsiderable,
Although the American'manufacturers launch series production with a
large number of orders on their books, fhe Europeans gencrally reccive
their orders in small packages over a fairly long period, In addition,
the Europecan money merket would appear to be largely closed to operations

involvifig a high prcportion of “technological riskt,
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In order to cope with thesc problemg, it is clearly decirable that in
the case of aerospace programmes to be carried out on a cooperative basis
- otherwisc known ag "transnotional® progrinmmes — the govermments of the

Momber Statcs should ogree onsg

a) a common concept of the aid carmarked for RED - such aid having to
cover all expenditure, including the initial tooling-up for production,
arising out of the implementation of the programms up to the type
certificotion stage (prototypes of the veoricus veresiens, static test

airframes, ground and flight testing)s

b) the gronting of State guorantees for the loans contracted by the
menufacturers with financing bodies, (See the Commission's note concerning

the outline plan for aid in Wo. 2 of the “Implementing texts™).

Furthermore, involvement cn the part of the Iurcpean Invesiment Bank

would appear to be highly desirable; as dcmonsiratcd by a reccnt case,
there is nothing to prevent it from becoming involved in the acrospacce
sector, siﬁce one of its tosks is to fund projects of common interest to
several Member States (Art, 130(c), BEC Treaty). is part of its

activity uwnder this heading, thc Bank has talion steps to further projects
in o Europcan context based on mutual dopendence snd technical and
finencial cooperation, and aimed at the some time at increased productivity
through optimum size, It hos made o point of underwriting cctivities
which in the scme spirit arc designed to rensw industrial structures,

notably by a spoeding up 6f.the intrcduction of advanced technologies,

However, wnder its stotute; the EIB confincs its activiiy to investment
projects (c.g., plant construction, moderaization, c%c.) and never funds
a project in its entirety. Furthermore, if it participates in the
funding of projects, the Bank canmot assume any part of the risk which
these projects may involve;z it requires the borrewer to provide the
usual banking sureties, A State guarcntee in the territcry where the
loan is gronted may be demanded., Despite these understandable
rcestrictions, if the governments were disposcd towards granting the
gucrantees requested, the activitics of the EIE in the acrospace scctor
could be intensified, since recoursc to the Bank would in particular make
it poszible to prevent parallel procedures from being followed in scveral
Member States. The Commission reserves the right to make any appropriate
recommendation to the Bank regarding the intensification of the latter's

role in industrizl develommant,
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(2°) HMarketing

Finencial problems also arise at the marketing stage. These basically

concerus

1. Tre conditions attached to credits granted Yo thoe customer;

2. The clouses dealing with prices (firm or reviscblc prices),

a) With regard to exports to countries outside the Community, the
manufacturers are handicepped in relation to their competitors in non-
member couniries by the absence. of a Furopean orgunization able to provide
credit conditions which are as favourable as thosc accorded by the US or

Japancse Lximbanks.

On the othr hand, the US Eximbank (an agency which is independent of the
government but closely associated with the general economic policy of the
country) has for years practised a consistent policy with regard to the

exporting of aercspace hardware; its general directives ore as follows:

1. Five-year credits for propeller~turbinc engines,
2, Seven~ycar credits for jet engines,

3. Payment of 10% on account,

4y L 5u7% rate of intercst,

However, and notably as a result of recommendations submitted by the US
National Export IExpansion Council, certein of these directives have been
waived: funds have been a2llotted over periods of ten years, there have
been contracts without down paymenis being made, etc. Certain US
airlines have protested against-the credit conditions applied by the
Eximbenl, their view being that they.constitute a feetor of distortion
in competition hetween the US airlines and those of other countries,
Certain non~mcmber countries have followed the example of the United
Stotes and also offer their customers export credit conditions which doi

not conform with the rclevant international agrecments.,
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There are marked differences in the Member States as rezords the methéds
of financing medium- and long-torm crcdits, These diffcronces relote to
the terms of the credits,; the sums involved; the advanczss required, cnd
the rates of interest. They cre perticularly regrettable in the case

of the aircroft industry since they hampeor the export of aircraft produced

under transnationcl programnes,

On 27 October 1970, the Council ~dopted two directives concerning common
credit insurance policiles for moedium— and 1ong—tefﬁ operations by public
and private purchascrs, These two directives sct out the framework

within which the general lines of action by the Member States as regards
credit insurence must devclop., However, it became clear to the Commission
that, given the spocial problems in the aerospace scctor, specific

measures oimed at closer hormonization were neccssory. Accordingly, the
Commission is submitting %o the Council under number 4 of the “Implementing
texts® o proposed dircciive which would supplement the two directives

dated 27 Octobor 1970 with regard to ironsnctional Buropean acrospacce

Programmcs.,

Furthermore, the problem of the guarontces relating to prices guoted
arises at the marketing stage. The Furopcan industry hos drawn the
attention of the Commission tc the difficultics encountercd as a result
of the dispority between or cbsence of the guarintees offered by the
Member States against the risk of abnormcl rises in the prime cost and
fluctuations in exchaonge rates. These difficuliics are pariticularly
acute in the aerospace secltor owing to the length of the cconomic cycle
and the necd for the manufacturcrs to offer their hardwere for sale five
or six years in advance while guarcnteeing a firm pricc (with escalaticn
clauses not excecding 3-4% = year). They also make themselves felt in
the relations between componics cooperating in a programme, since the
relationships between the partics arc liable 4o be seriocusly impaired

by variations in prices or exchange rates,



Movements in econonic conditions and in particular in labeur -costs,
togothcr with wide fluciuations in exchonge raics arc factors beyond the
control of the industry and carmot be put on a par with the risks which
the firms in o scetor as precarious as aerogpace are normally cble to
bear, Under these conditions it would seem appropriate to introduce
measures likely to provide subscguently at least pﬁrt*wl compensation for

the losses suffered ln this respect by the m.nufactu ors,

On 27 July 1971, the Commission adopted and forwarded to the Council two
proposals for general directives concerning commercial export operations

with non-member countriess

1. With regord to guorantees agninst rises in costs, it is provided that
the Momber Stotes will take the ncecessary steps to bring their codes of
practice, where they rmust, into line with certain common principles,

The grenting of the guarantee would be restricted to export transactions
cerried out eitihier under a cooporation sgreecment or within certain
economic sectors, The suwn involved in the export transaction would
have to be at least 1,000,000 v.a. and the production dead~time not loss:
than 15 monthss

2, s regards cxchonge guarantees, it is provided that the Member States
will take the necessary stepé tonring their codes of practice into line
with certain common principles, The granting of the guarantec is
governed by the same conditions as for the guarantees cgainst rises in

costs

The Commissibn considers it necessary to be explicit about the gencral
proposals mentioned above concerning transnational civil acrospace
programmes. For this reason it proposes to the Council in Articles 4
and 5 of the proposad directive set out in ﬁo. 4 of the "Implementing
textst more specific measures, the adoptlon of which is an urgent
ncces51ty in order to promote sales of the hwrdwaro about to come on to
the murket
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b) Szles to purchasers established in the Community: The nced for public
214 is likewise momifest if the competiiivencss of Duropcon products is
to be safegurrded vis-A-vis cxport-nided products from non-member

countrins.

The solutiocn to this preblem carnmet be found within the common commercial
policy since expcrt subsidices can only apply to sales to non-member
"countrics and not to transactions within the common market, In
additiony a wvalid solution must of necessity conform with the provisions
of the BEC Treaty governing competiticn end not give rise to any

disparities within the Community.

Machinery for aid at Community lcvel would constitute the mest adecguate
solution since it would enable the competitive position of the Turoncen
mamufacturers to be maintained in the face of their rivals outside

the Commrunity while at the same time avoiding distortion of competiticn
among companies in differcnt lMomber Stotes. In the absence of such
Community machinery, and becoring in mind the necessity for ensuring thot
Community manufecturers are competitive on the world market, the
Commission considered it advisable to afford the HMember Stotes the
cpportunity of gronting marketing aid in the Community, provided:

ot

a) such aid would apply to sales of civil aircraft monafactured under
Furopean transnctional programmess

b) this aid would constitutc uniform, concerted supzort for the various
programncs on the port of the Govermments involved:

c) the Commission would rescrve the right to judge cach case on its

merits from the standpoint of compatibility with the Treaty rulcs.

In point III of “Implementing texts"” No, 2, the Coumission spccifies the
conditions upon which it is prepored to cxtend the benefit of merkcting
aids to transnctional programmes, on the grounds of the exception
provided for in Article 92(3)(b), which states that “aid to promotc the
exccution of an importont project of common Iuropean intercst’ may be

considered to Le compatible with the common marlket.



Such aids may ossume various formss opening of long~term credits, with

or without interest rebates, in favour of the procduser or buyer; Iinsurance
acninst commercial risks; guarantees agoinst fluctuations in exchaonge
rotes;  and oven, when circumstances regquire, gucrantecs against abnormal

and unforcscen rises in costs,

fids of this kind, which may be particulorly necessary during the period

in which the currcnt iransncoticnal progrommes find outlets on the market,

may be considered by the Commigsion to be compatible with the common
arket by rcoason of the specific nature of the problems with which the

Turopean oviction industry i1s at present confronted.

Guarantees with respect to fluctuations in exchange rates and rises in
costs arc ir principle incompatibhle with the common market. The
exception acknowledged in the light of present circumstances where the
aerospoce industry alone is concerncd is justified by the combination of the
followirg factors: +the timce wﬁich clapses between the signing of a
contract and delivery (scveral years); the size of the markets
(transactions of values ronging up to several million units of account );
and, above all, the statc of the scctor ond competition (existence of the
same conditions of competition on the intorwal merket and on external
crkets, in particular bocause of the absence of customs protection and
the dominant-position of firms . extadblished in non-member countries on

world markets),

The Commission lays special strese on the cxceptional noture which such
price and exchange gucrantees must have in the Common Market, account
being token of the trend towards econcimic @nd monetary unification and

of the necessity to pursuc a policy of stability,
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2. The remcval of the obstacles to markes penctration

(a) Customs problems

The custons duty on a complete aircraft with an unladen weight
excecding 15,000 g (fixed wnilaterally = 127, or by treaty = 57)
imposed botween 1960 and 31 Decenber 1072 is to Le suspendcd
entirely, whercas the American industry will coatinue to enjoy

5¢% tariff protection.

It will be recalled that in this connection the customs duties
relating to the "aircrafit®™ sector were fixed vie thc Agrecment

on List "G" dated 2 March 1960 togother with its Annex,

Protocol Wo. XVII; which contains special provisioning concerning
the preducts of the secteor in question, These provisions
stipulate in pariicular that the actual application of the customs
duties relaiing to aircraft excecding 15,000 kg in weight, is to

be accompanied; at whatever date it mey become operstive,; by

ck

he granting, decided upon at the tine the Protocol came into

force in 1980, of & zcro--duty Community tariff quota.

This Provocol is still in forcc and ivs application {o date

nas been in the form of a total susnension of customs duties,
extended periodically., e current moratorium expires on

31 December 1972, IT no other decision is adopted by the
Council for the period following this date, the provisions of
Protoccl Fo. XVII could be invoized by all the Member Statcs
concerncd, A summary of the contents of Protocol No. XVII and
of the current situation as regards the custoxs duties relating
to producte of the acrospace scctor (aircrafi, helicopters,

engines, components and spareg) will be found in Amnex IV.

Specific provision was made for meintaining the Protocol in force

during the entry ncgotiations (sce Article 49 (2) of the Act of

i>

Accession).
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1

However, the Couno-l hi adontcd in oonﬂoct1on wlth Article 49
mentioned above,; a decTaratloq, whlch is to bc recorded in the
minutes of its me ﬁtllg held on 37 J%naary 1972, making provision
for the Communlty Instltuulors to undert ake during 1972 an,
cxamination of the situation. in the llghu of the experience
zeguired, with a view to tak1n~ any steps appropriate to the
development end competitivencss of the Kuropean aerospace
industry, whilé_duly respecting 2ll the intcrests invelved, and

in particular those of the airlines.

It is therefore desirable to tackle the"problém‘of the tariff,
acasures which might have to be considered, bearing in mind both

the provisioﬁswourrently in force and the terms of the

declaration just referred to.

The situa{ion described above points up the‘imbalance prevailing

as regafds tariff:protection beiween the Uﬁited States and the
Commmnity - an imbalance which is very much to the disadvantage

of the Eﬁropean monufacturers, particularly in view of the size -

of the US marke%, Furthermore, the Comrunity aircraft S e
monufactursrs themselves have advonced the idea of re-introducing
the duty on aircroft - with the exception of types not competing-\
with hoerdware produced in the CommunLtJ, and components, engincs |
and equipment necdﬁd for purposes of wmanufacture or operation -- with
a view to using this as a bargaining counter as regards the
complete removel of customs duties on aerospace products at a
later date. - - J ‘

The Earo pean munufahturers rlphtly stress the dlleCultleS raised
by the tariff proteqt;on‘mentlonod.above for exports to the
American mafket, which alone accounﬁs‘for two-thirds of the world
market and in which existing Europeén prograﬁmes ﬁould have to

find a suitable niche if they are to achleve commercial success,
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Tt iz true that the 57 barrier is w0t very high and that the
potential customers probably attach more inportance to the '
opercting cost of the aircraft thon to its purchese price;
however,'sincé the competition is currcatly very fierce; the
additional sum represented by the duty could influecnce

purchascrs! decision to a considerable crtent.

It was stated carlier that in order to strengthen the Duropean
acrospace scctor effectively, it will be nccessary itoc dispense
with all protectionism and merket preferences which would
hamper the essentizl drive towards the achievement of
competitiveness. In 2ddition, a reintroduction of duties

would constitute a heavy burden for BEuropsen customers.

Priority must thercfore ve given; not to the aciual reintroduction
of duties, but to a sneedy opening of ncgotiations with the
principal outside competitors with a view to the uutual abolition
of the tariffs,. It would, however, be enomalous for the
Community to be deprived of customs prcvection in ihe future
while the competing non--member countries continued to apply

their protective measures (see Ulaplementing text® No. 4).
This problem should be in the forefront of the trade negetiations
due to take place soon between the Community and the United

- States,

(b) The certificatc of airvorthiness

In cach cowntry, every type of civil aircralt must be awarded
by government authorities a ceriificate of ~irwsorthiness issucd
on the bhasis of conformity with the airworthiness requirements

laid down by these authorities.
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The lack of uniformity between thesc regulations may have the
effect of sctiting up barriers to-the sale of aircraft manufactured
in one or more Buropean countries (whereas such barriers do not
cxist for American aircraft, siﬁcc the Buropean countrics have,
generally speaking, accepted US criteria). Purthermore, it
constitutes o complication where tronsnational European

projects are conccrmcd, The cost, delays and uncertointy

caused by this situvation have become a heavy burden on

ramifacturers and opcerators of aircraft,

Moreover, in anticipation of an international agreement which
would facilitate the penetration of the market in non.-member
countries, a harmenizing of the points of view of the interested
parties in Turope is essential to the formulation of o common
attitude towards the United States [AA rcegulations on the part

of tlie manufacturers and authorities.

Thesc are the mein reasons which have led the AICMA (Inmtemational
Association of Aerospace Squipment Ianufacturers) - an official
association of Eurcpean menufacturers -- to ﬁropose that there
should be crcated in Europe as quickly as possible a joint
airworthiness code which is acceptable to all the official
authorities concerned with civil aviation.

The -countries faking part in the work upon which the AICMA has
embarked are, both the authorities and industry being involved:
Belgium, France, Italy, the Netherlands, Swedecn, the United
Kingdom and West Germany. A Joint Steering Committee, i.e.,
both the industry and the authorities responsible for

certification being represented. was set up on 26 June 1970,

The outceme of the work of this Committee could form the basis

for further work on the part of the Commission, which recently
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propesed to the Council on extension of the genoral prozramne
for the rcemoval of barriers to trade, with special reference
to alrcraft manufecture. In this context, the Cormission
will propose to the Council as soon as possible a dircctive on
a Buropean Airworthiness code, which would be supplemented by

a BEuropean Ccrtificate,

(o) Izying-dowm of standnrds

The AICMA has drown up o number of recommendations covering
various types of aerospace hardware and is attempting to convert
these into standords after pinpointing the difficulties on a

country~by-country basis,
The procedure cavisaged in this respect is as follows:

(a) Submission of the AICMA standards to the CEN (ILuropcan

Comnittee for Coordination of Standards);

(b) Official examination, conversion of the AICTA recommendations

™

into uropcan standards by CBY procedurcs;

{¢) ¥hen the CEN has adoptod these standards, work will be
underteken under the supplementary general programme for the
removal of the technical barriers to trade as proposed by the
Commission to the Council in order to ascertain the cxtent to
which it is possible to draw up directives in this field, using
the work of the AICMA and the CEN as a basis, The method of
solving the harmonization problem by "adoption of standards”

would appear at the ouiset to be quite adequete $o the purpose.



- 52 -

3., Promotion cf ndvanced research .

The production of certain prototypes incorporating major
innovations (spced, power, paylcad, reduced noisc and
atmospheric pollution, take-oif and landing distance, etc. )

-

involves the application of the fundamental knowhow required.

During recent years, technological immovation seems to have
become more closely bound up with programme objectives than with
the results of research carrizd out in such ficlds as
aerodynamics, materials, clectronics, etec. This situation

g

is not, generally specaking, open to criticism, since the

research expenditure is directed towards specific applications.

However, we have seen the high technological risks which certain
advanced programmes must bear, and also the resultant costs.

It is therefore cleariy important; if only in the interests of

the success of the prograumes, to possess a sound foundation of
scientific skill in the principal fields determining the long-term
developments in aircraft production and operation.. This
underlying skill is thus necessary for rapid assimilation of

progress achieved outside the Community.

It should be added that expericnce has shown that major progress
at a technical level is ofteﬁ more easily achieved through
programmes cf an experimental nature than through programmes
aimed at a specific market. The latter type of programme is
carried out under more reliable and mcre economic conditions
vher based on techndlogy which is alréa@y known. It is true
that a large proporticn of the most advanced research is
prompted by military requirements but a judicious programme of
applied research into general and civil needs would bec of great

value to the Commmnity and its industries.
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For this reason the AICMA hos it in mind to preposc the joint
construction of a hypersoric wind-tunnel. This proposal would,
strictly, have to be considcred concurrently with an effort at
adequate rationalization of the use of existing wind-twmels.
fnother project which has been brought to the notice of the
Commission concerns the use of data-processing for inventory
control, Also noteworthy, although it relates to a project

of quite different dimensions, is the potential value of the
space shuttlc in the sclution of problems inherent in the use

of very high specds,

The programme alignment proposed above should bring out the needs
which will arise in future programmes. However, it is desirable
that there should be Community-level consideration of both basic
or fundanental research projects to be carried out, in order to
guarantcee the required level of competence, and nethods which

will enable uscless duplication to be avoided.

The R&D projects to be underickon and the eppropriatz action to
be employed shcould be studied in conjunction with Comrmwiity
activities relating to scientific and technological resecarch (see
document concerning aims and resources for a coumon policy on
scientific research and technolegical development, forwarded to

the Council on 19 June 1972).
4. Statistics

It would appear that this sector could benefit nore than any
other from a special effort in the field of statistics, as
recommended in generel terms in the Memorandum on Industrial

Policy.



Wo valid analysis of the problens affecting tne acrospace sector,
and in particular thc activities recommended in Chapter 2 with
regard to programme alispniment, can be performed unless it is
based on a detailed lmowladge of the situation and on as
realistic a prognosis as possible, For this purpose a fully
developed statistical tool acceptable to all parties concerned

would be nceded,

The Commission proposes to take 21l appropriate steps for the
establishment of a joint statistical bhasis for collecting and
processing data relating to the acrospace sector. It will call
upont the assistance of govemmental experis and qualified

persons repruesenting the industry and operators.,
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contained in thc presont Communication

NN e

I. TFor ihe purpose orf implementing the proposals contained in
the present document, the Commission is subnitiing to the Council,

in the appended "Implementing texts”s

1. For adoption: a draft Council recommendation on the coordination
of the developnmont policies of the Member States end on structural

aligmments in the aviation sector (text Io. 1)3

2. For information purpcoses: a Communicaiion from the Commission
16 the Member States on the Commumity outline plan for aid to
research and developuent, to investment and for sales in the
Commnon Market in respect of civil aircraft coustructed in’ the

Conmurity under transnational progrommes {text No, 2);

3. For adoption on the basis of Articlc 113 of the LBC Treaty: a
proposal for & Council directive on the adoption of common
arrangements concerning credit insurencey credit, exchange
guarontces and guarantees agoinst risces in costs in respect of
exports to third countries of civil aircraft constructed in the

Community under transnaticnal progrommcs (text Ho. 3);

4, Tor the institution of the procedure provided for in the
declaration datcd 26 January 1972%: a Communication from the
Comnission to the Council concerning the situation as regards

customs duties on aircraft and related cquipment (text Ho. 4).

bt

R R P N P

¥iintercd in the minutes of the Council neeting held on 31 January 1972.
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I1. Other proposals form the subjecct of separate docui.ents.
These ares

(a) As regards the studice to be undertaken on air transport: o
draft Council decision on the initial aspects of joint action in
the field of eir transport, forwarded to the Council on 23 July 1972
(coM 695 final);

(b) As regards the airworthiness certificate and standards: a
general programme covering the removal of technical barriers to
trade {proposal for o Council resolution supplenmenting the
Council resolution dated 23 May 1969 leying down a programme
designed to remove the tecihmnicel barriers to trade in industrial
products resulting from divergences anong the legislative,
regulatory and administrative provisions of the Member States)

(COI 296 final - 24 March 1972);

(¢) As regards research: proposals Torwarded by the Comnission
to the Council on 12 June 1972 (document concerning aims and
resources for a common policy on scientific rescarch and

technological dcvclopment - COM 700 final).



IMPLEMENTING




Text No, 1

Draft Council recommendation on

the coordination of the development policics of the Member States

and on structural alisvments of firms in the aviation sector

THE COUNCIL OF THE ILUROPEAN COMMUNITIES,

HAVING REGARD to the Trecaty establishing the European Economic

Community;

WEEREAS &t the meeting held at The Hague, thc Heads of State and
Goverrment "reaffirmed their readiness to -contimic more intensively
the activities of the Community with a view to coordinating and
promoting industrial research and development in the principal
pace-making sectors'", and in a resolution on the achievement of the
economic and monetary union reference is made to- "aciion necessary
at the siructural and regional level under a Community policy with

adecuate resources®;

HAVING REGARD to the -importance of the aircraft industries.to econonmic,
technological and social d:velopment, to externsal trade, and, in
gencral, to the maintenance of the political and economic position of
Lurope in the world, and the difficulties encountered by the European

aircraft industries in competi with producers outside BEurope:
P : oPe

WHEREAS it is recessary for a harmonious development of the aircraft
industry in the Community that the Mewber States should coordiante
their development policies in this sector, having due regard to the
guidelines comtained in the second medium~term economic policy

programnme

WHEREAS the success of the efforts undertaken bty the Community

industries will depend to a great extent on the choice of the



programmes best suited to the denand and on the pooling of resources

for implementing them;

WHEREAS the launching of programmes by the undertakings concerned
depends basically on the financial support grarted %them by the
authoritics, so that it is necessary to aligh the attitudes of the
HMember States with regard to projects for which public aid is

requested or countemplated;

WHERTAS such aligmment should be clarified by detailed situdies,
carried cut in consultaticon with the producers, users and public
services concerned, on the znalysis of requirements, the market
prospects, the indusirial resources available and, in a wider sens,
the effects of present and future polisy lines on transport, employ-—

ment, the ernvirciment and regional development;:

WHERFAS the competitive capacity of the undertaliings in the sector
uncder consideration depends not only on the size and liberclization
of the market but also on the size of such undertakings: and whereas
European undertaizings in the aviation sector cannct be said to have
attained the opltimum size, by comparison with that of undertakings

in certain third countries;

WHEREAS combinaticns in the various Duropean prcducing states have
helped to increase the sizc of undertakings, but it is now necessary
to unite the potential in Burope across national fronters so as io

secure the formation of 2 small mumber of Buropean entities;

WHEREAS only large transnational European undertakings will be able
to obtain the necessary resources for the development, production
and marketing of large civil aircraft for thce world marlket and will
in the long term be able to depend to a lesser extent on public
financial aid and to enter into the necessary cooperation with

undertakings in third countries;



1. Recommends that the Govermments of the Member States, in order to

coordinate their development policies in the aviation sector,

2) align within the Council their attitudes concerning the choice of
new prograimes on civil transport aircraft and on the engines for

such aircraft;

b) communicate to each other for this purpose all necessary information

on projects submitted to thom;

¢) carry cut this aligrment on the basis of reports to be drawn up
by the Commission after appropriate consultation of the producers,
users and public services concerned with aireraft construction

and air transport;

2. Call upon aircraft construction underiakings to submit to the
Commuinity all draft transnational programmes of common interest

from the Iuropean point of view;

3. De¢iare themselves -in favaur of strueetural realignments befiéan
the aireraft undértakings:in the various-Hember Statse of:ther..’
Qommunity, with a view to the formation of a small rumber of

European undertakings large enough to compete on a world scale;

Initiate within the Council the appropriate consultations with
a view to promoting an agreement among the governments concerned

regarding the realignments to be envisaged;

Step up their efforts to bring about the ropid adoption of
Community measures designed to create a legal framework for
such European undertakings and to reduce the obstacles to

structural regroupings,



Text No. 2

Comnission communicetion to the Menber States con

the Cormmunity ocutline plen for aid to research

ond cdevelopment, 1o investment and for sales in

the Common Market in respect of civil aircraft

constructed in the Community under transnational

programmes




1. Necessity and scope of the present neasure

1.1 The aid granted by the public authorities for European aircrafi
production is of naterial importance in neeting competition
from non-nember countries. Similarly,. programmes planned and
carried out on a cooperative basis contribute substantially to
the growth of the industry.

The need for public financial support arises from the amcunt
of capital tied up and the long lead times involved in air—
craft producticn. For research and development alone, the
costs anmount to 30-70 times the value of the series-—production
aircraft. Any large-scale development programme for civil
aircraft intended for operation by commercizl airlines costs
several hundred million dollars. A lMember State on its own
would have difficulty in devoting such capital to a particular

prograime «

" Maximua cooperation at EEC level, in various forms (such as
intergovernmental agrecments and agreenments between companies),
enzbles the participating mamufacturers to enjoy a rmunmber of

advantages:

(a) the possibility, thanks to the pooling of technical and
" financial resou“ces, of carrying out costly ard ftechnically
advanced production programmes, without which the part

pleyed by the European aircraft industry would be diminished;
() the hope of expanding the market;

(c¢) a chance to acquire experience of collaboration between
companies in different countries which could form the

basis of lasting groupings;

(d) a rise in the technological level of the various partners

in an advanced project.



1.2

To censure effective cooperation and facilitate its eipansion
the Commission considers it necessary, with rcgard to the aid
granted, to propose to the Menber States - in the context of
the tasks ailotted to it under Article 93 (1) of the ETC
Treaty - certain "appropriate measures required by the pro-
gressive developnent or by the functioning of the Conmon

Herket".

These measures are aimed at the aids granted by the Member
States to facilitate bhoth rescarch and development work on
prototypes and investment in series production as required
by the civil aircraft programmes carried out on a cooperasive

basis in the Comrmunity {i.c., transnational programmes).

By the tern "transmatiomal civil aircrait programnes carried
out in the Cormunity'" the Commission means programmes carried
out by associated or multinational companies engaged in
activity within the meaning of the preceding paragraph in
two or nore Member States and in which each of the parties
concerned underwrites a proportion of the techniczl and

commercial risks involved in the overall project.

Programmes for the construction of the engines for civil

aircraft are treatcd as aircraft construction programmes.

Disparities in tlie systems of aid or their appiication may
reduce the advantage of cooperaticn or, when such cooperation
has been decided on, even hamper the execution of the pro-
grannes which they concern. A harmonized framework for the
granting of aid may therefore help to extend ccoperation for

the purpose of implenenting projects of Community interest,
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Iﬁ the presert communication, the Commission sets out to’
deternine a mnber of conditions making it possible for
the aid granted for these projects to comply with the re-
quirement specificd above and to be regarded as conpatible
with the Common IMarket. These conditions are defined with

a view to:

(2) guiding the Member States in the planning of their

eids

(b) guiding the Commission in the asscssment of such aid.
The erumeration of these criteria is, of course, without
prejudice to the provisions of the EEC Treaty, in particular
those of Article 93 (3). It is no sort of. substitute: for the
positionswhich the Commission mey decide to adopt with
regard to ald pursuant to the powers vested in it by the
EEC Treaty.

The Commission has decided to produce this communication bhecause

of the specific features of the aircraft industry; hence the ad hoc

nature of the solution choscn, which in . no way prejudices the

Comnission's attitude with regard to aid to other sectors,

Conditicns applicable to aid granted for the execution of

trensnational civil aircraft programmes carried out in the

Comrmni ty
The aid granted to such programmes  should, in the common intercst
and for the sake of efficiency, be planned and applied in accord-

ance with the following procedures:

Research and development aid

For research and development under civil aircraft programmes,

the aid granted may consist of advances up to an amount
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equivalent to the total rescarch and developnent costs,
repayvable from the reveme obtained from the sales of air-

craft when they are placed on the merket.

Research and development costs are taken to mean a2ll the
erpenses, includirng those for tooling-up, arising from tle
execution of the progromnces un to type certification
(construction of prototypes of various vcersions and static test

airframes, ground tests and flight tests).

To heln mamfacturers to finance the jigs and tools rcguired
for series production, aid may be gramted in the form of
sureties for loans contracted by ithe meamufacturers concerncd

for the purnose of such financing.

The aid granted to promote the execution of transnoticnal
civil aircraft projccts carried out in the Community should
be such as to enable all the partuners in the cooperation
scheme to participate in it on equal terns, enjoying the

same advantages from the public authorities,

Aids to marketing within the Common IMarizet for aircraft

built in the Community under transnationsl acrosgpace

prograirmes

The Commission further notes that the mamfacturers in certain
non-nenber countries receive direct aid for the sale of their
products abroad. This aid enables funds to be made available
at rates of interest which are appreciably lcwer than the

lowest rates in the Community. Furthermore, owing above all
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to the suspension of the common external tariff auties,
namifacturers established in the Community enjoy less
favourable conditions as regarcds sales in the Common Market
than those enjoyed on their own home merkets hy certain

namifacturers in non-member ccuntries,

The Commission tims feels that when civil aircraft are

produced under national programmes within the Community, aids
to the marketing of such aircraft on the Common Market represent
a case for exeptional treatment under Article 92 (3), (B) of
the EEC Treaty, provided that: '

(2) They are aimed at placing the Community marufacturers
in as favourable a position as that enjoyed by manu-

facturers in non-member countries. .

(b) These programmes mey be considered inportant in the common
interest from the standpoint of the development of the
Iuropean acrospace industry or the Community alr transport

industry.

These marketing aids nzy consist of measures in favour of the

supplier or purchaser in the following forns:

(a) The opening of long~term credits, with or without interest

rebatesa
(b) Insurance against commercial risks,

(c) Guarantees against fluctuations in exchange rates or, when
required by circumstances, guarantees against abnormal and
unforeseeable price rises occurring during the period
elapsing between the signing of the contract and the

delivery datc,
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The application of guerantces of this type can,. howcver,
only be envisaged if the process of economic ané nonctary
union has not reached a suificiently advanced stage to enable
Comrmnity aerospace firms to operate under uniforn econcmic

and nonetary conditions,

Wherc companies engaged in transnstionzl programmes, the marieting
aide thus pguoranteed hy the Member States will have 1o be
harnonized a5 regards form and extent, so that the compenies

concerned participate on equitable conditions.

The provisions of Article 93 (3) centime to apply to the aid
which the lember Stotes plan to grant in accordance with the

terns and oprocedures outlined above, even when such aid arises
out of the implememtation of national arrangemerts already in

existencec,



Text Noe 3

Proposal fcr a Council directive on the adoption of

conmon provisions concerning credit insurance, credit,

exchange guarantees and guarantees against rises in

’costgn;n respect of exporis to third countries of

civil aircraft constructed in the Comrmnity under

transnational progranmes
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Draft proposal by the Commission for a Council directive

on the adeption of coumon arrangements concerning credit

insurance, credit, exchange guaranteecs and guarantees

against rises in costs in respect of exnorts to third

countries of civil aircraft constructed in the Comnunity

under transnational prograimes

THE COUNCIL OF THIZ TURCPEAN COMMUNITIES,

HAVING REGARD to the Treaty establishing the European Lconomic

Community, in particular Article 113 thereof;
HAVING RECARD to the proposal from the Comnissions

WHEREAS the Buropean aircraft industry should be able to offer
its preducts on the markets of third countries on terms which
are conpetitive, i.e., not less favourable than those enjoyed

by mamifacturcers in third countries;

WHEREAS the commercial success of transnatiqnal aircraft construc-—
tion programmes carried out in more than oné‘Mghbqr State is
closely linkéd ﬁithAjoint action hy the Méﬁbér‘ Sféfes,ﬁfesulting
in the taking of effeotive,measures, in accordance with uniform
principles, by ths @ublic authorities of thé Member States con-

cerned;

WHEREAS in fhe case of transnational civil aircraft progranmnes
such measures presq?pose not only the adoption of common rules
laying down a framework for:-credit insurance but also the
adontion of identical conditions to ensure that the charges
arising out of such credit insurance are proportional to the part
played in comstruction by the industries of the various Member

States concerned;
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WHERZAS the authorities should by all appronriste neasurcs
facilitate the procurement of export credit in accordance wita
uniform principles, in order to place Juropean producers in a
position not less favourablce thah that of producers in third

Stotes,

WHERELS the competitiveness of the industry requires that firn
prices be fired and maintained and Duropean producers should
accordingly be guarantced against fluctuations in exchange rates

and abnormal and unforcsecable cost increases,
HAS ADOPTZED THIS DIRECTIVH:
Article 1

The provisions of this directive are applicnble to sales
operations outside the Community involving civil transport
aircraft and engines and sub-assenblies constructed under

transnational programmcs,

Transnational programmes shall be considered to e programmes
carried out Iy associated or multinaticnal undertakings
pursuing their activity in not less than two Member Statcs

of the Comrmunity and in which each of the parties concerned
underwrites a proportion of the technical and commercial risks

involved in the overall project,

The companies referred to in the foregoing paragraph shall be
entitled to benefit from the measures provided for by this
directive in proportion to the part played by cech of them in

the production process,
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Article 2

1. The application ¢f the joint credit insurance policies
provided for by the directives adopted by the Council on:
27 Cctober 1970 (70/5C9/ERC and 70/510/EEC) to the. sales
operations referred to in Article 1 shall entail in all the

Hemoer States:
(a) the same guarantecd pro rata amount;
(b) the same term for sureties;

c) the same rate of repayment, in accordance with the
. ¥ :
principles of the Berne Union. The data.of commence-
rment of the repayment period shall be that laid down

by the Berne Union.

2. The provisions for applying the foregoing paragraph shall
be laid down in accordance with the procedure set out in
Article 113 of the Treaty. .,

Article 3

The uniform principles relating to the degree of and methods
emplcyed in the action taken by the Member States for the
purpose of financing the sales operations referred to in
Article 1 shall be determined in accordance with the procedure
set out in Article 113 of the Treaty.

Article 4
1. In order to insure mamufacturers against the risk of

fluctuations in exchange rates during the period between

the conclusion of a sale and payment of the price therefor,
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the Member States shall apply a system of exchange guarantecs

in order to compensate for any dauange suffered by:

(a) the various parties concerned in the event of a
change in the parity of the currency used in the

contract of sale;

(b) the parties in a Member State the currency of which
undergoes a change in parity in relation to the

currency used in the contract of sale.

However, the guarantee specified above shall not be applicable
to undertakings established in the country whose currency is

used in the contract of sale.

2. The arrangements specified in paragraph 1 shall be applied
in accordance with the common principles set out in a
Council directive concerning exchange guarantecs for exports
to third countries (proposed by the Coumission on 3 August
1971 ~ Doc. COM (71)260), with the proviso that they shall
be applicable to contracts of sale in wonvertible currencies

and in US dollars.

Article 5

1. In order to insure manufacturers against the risk of abneormal
and unforeseeable cost increases during the period beiween
the conclusion of an export saie and payment of the price
therefor, the Member States shall apply systems of price guar—

- . antees in order to compensate for the losses suffered,
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2+ The provisions laid down in paragraph 1 shall be applied
in accordance with the common principles set out in a
Coumcil directive concerning guarantees against cost
increases in respect of commercial export transactions

with third countries,
Article 6
The Commission mey consult the Advisory Committee on Credit
Insurance for Exports on any question concerning the applica-
tion of this directive.

Article 7

This directive is addressed to the Member States.
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Text No. 4

Commission communication to the Council on the

tariff situation as regards aircraft and related

equipment
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1. In its communication to the Council concerning measures

relating to industrial and technologicel policy to be
undertaken by the Community in the aviation sector, the
Cormission described the current situation as regards

customs duties on products in this sector, in particular:

(a) the meintenance of Protocol XVII agreed at the
accession negotiations (Article 49 (2) of the

Act of Accession;

(b) the declaration entered in the mimtes of the Council
neeting of 31 Jamary 1972 according to which '"the
Community institutions will in the course of 1972

-examine the situation, on the basis of experience
gained and with a view to adepiing measures designed
to further the development and competitiveness of the
European aircraft industry, due considcration being
given to all the interests involved, in particular

those of aircraft .operators',

The Commission proposes that the Council should undertake
the examination provided for. in this declaraticn without
further delay on the basis of the information documents

submitted to the Council by the Commission. Moreover, it

. states below its position with regard to the possible

neasures to be taken,

B
y

In 1971, the Community's aircraft companies requested "the
reintroduction of duties on aircraft with a tare weight

exceeding 15,000 kg and the amendment of the provisions

~of Protocol XVII concerning the grant of Comrunity quotas
for aircraft with a tare weight. exceeding 15,000 kg and
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for heliconters with a tarc weight exceeding 2,000 ikg".

The companies also stated that "the reintroduction of duties
on aircraft competing with those built in the Coomunity is
basically a mecans of subsequently negotiating the couplete

dismantling of custons duties on aviation equipment®,

The Commission shares this point of view as to the desirability
of negotiating the complete abolition of customs duties on
aviation equipment. It hopes, however, that it will not first
be necessary to reintroduce cduties in order to arrive at this

result,

The Commission considers that, to sirengthen the Buropean
aﬁrcraft indusiry effectively, protecticnisn and market
preferences should be avoided, since these wculd be defri-
nental to the essential competitive effort. Moreover, an
actual reintroduction of duties would impose a heavy burden
on Buropean buyers of equipment not produced by the European
industry. Priority should be given not to the actual intro-
duction of the duty but to the early opening of negotiations
with the main competitors outside the ELC with a view to the

mutual abolition of custons duties,

The main ccompeting countiies should be informed of the
Community's fundamental position on the matter, which night

be expressed as follows: recent developments in the European
aircraft industry have fundamentally changed the existing
situation and the Community considers that it is not normal

for its market to be deprived of customs protection any longer,
while the competing non-member countrics retain their cwn
protective machinery. In view of their specific nature, BEuropean
aircraft and related products should, in & systen of free compe-
tition, be competitive on the markets of non-member countries,
Just as those of non-member countries should be on the Community

market .
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ATNEX I3 THE MARVET

This Annex sets out the characteristics ofs

A, the commercial transbort aircraift market

B. the air transport market, i.e,, of air tralfic.

It is necessary to relate the evolution ¢f the demand for aercnautical

equipment to thet of the demand for air trancsport.

- .o . 1
4. The market for civil aviation aircraft

1. Alrcraft in use by the airline companies congist of jets and
turboprops., Since the value of the latter - so far as aircraft in use
in the Western World in 1970 are concerned - no 1onger representq more
than 8, 6p' the following considerations epply only to Jets . There
are two major categorles ef jets: the intercontinental long-haul
aircraft and the medium and short-haul types, and the szcond category
can be subdivided into aircraft ranging from transcontinental jets
(Lockheed 1011 or DC 10-10) to regional aircraft (VEW 614);

The distribution of aircraft between these two major categories in 1970

was as follows:

number value (9m, at current rates)
Long-haul 1478 13,5
Medium and short-haul 1995 10,937

It is notéd that SWﬁ of the wvalue of aircraft in service in 1970 was
accovnted for by long-haul aircraft, the aversge unit value of which

was 65p higher than that of the medium and short--haul types.

1 c s i . s
General aviation excepted (1a) Sources and additional information

at the end of Annex I,

2r“he importent role of the Fokker I 27 on the short and medium-haul
turboprop market should; however, be noted: 5380 F.27's sold as at
18.11.71.



The value of the aircraft in service in 1970 in the various civil air

flewts of the Western World was as follows (ﬁm, current rates):

7 %

EEC 2,523.8) 3 go1.0 10-3)qy.7 49.2
UK 1,077.2) 4.4) 21,0
Other European countries 1.524.4 6.3 2.8
Turope 5,125.4 21.0 100
United States 15,616.4 63.9

Rest of Western World _3.696.9 _A5.1

Western Yorld 24,437.08 100.0

The velus of the civil air fleet of the United States is thus
approximately fwowthiras of that of the flcet of the western world.
The value of the EIC and UK fleets exceeds two=-thirds of the Eurovsmn

total,

The origin of aircraft in scrvice in those fleets in 1970 wos as

cus: (percentage of <he valve of fleets representcd by aircraft

Yoxleet Origin cf aircraft

ERC 15.2 1.4 16,6 83.4 100
¥ - 7.9 71.2 28,1 100
E.2 + K 10,6 22.4 33,0 67.0 100
Other Buropesn countries 18,0 5.1 23,1 75,9 100
Furops 12,8 17.3 20,1 69.9 100
Unlted ftates 0.5 1.6 2,1 87.9 100
Rest of Western Worid 5.2 7.0 12.2 37.8 100
Weztern World 3.8 5.7 9.5 9¢.5 100

P

fleet



The following percentages should be emphasizeds

(2) 90.5% of the value of the Western fleets is accounted for by
aircraft_constructed in the US; 9,5% of the value of the
Western fleets is accounted for by Community and UK aircrafit
(5.7% UK aircrafi);

(b) the share of Community and UK equipment in the biggest market,

namely the US market, is insignificants

(¢} in the second largest market, that of the Community, American
aircraft predominate (83.4%)9 whereas Community aireraft represent

only 15,24% of the value of the Community fleet;

(&) in the United Kingdom, the share of British~built aircraft is

very considerable, namely T1,9%.

~The difference noted between the position occupicd on their respective
‘markets by the Community industry on the one hand and the UK indusiry
on the other, is due to the fact that the British industiry supplies
zircraft of every cabtegory, wherecas until 1971 the Community indusiry
supplied only medium and shorit-haul aircraft. Moreover, the Community
industry supplies only 37% of the mediuwn and short-haul aircraft |
required; whereas the UK industry covers more thon 92% of Dritain's

requirements in that category,

The introduction of the Concorde should improve the situation on the
long~haul markel, and that of the Airbus; the Mercure end the VFW 614
(as well as new sales of the F 28), should do the seme for the medium

and short-haul market.

Thae relation between the relative size of the various markefs and the
position occupiced in the market of the Western Werld by the products of

the various industries neceds to be emphasized:



Size of market Position occupied on the

% ] ] narket of the Western World
R - A
EEC + UK 14,7 9.5
Otner European countries 6.3 -
urope 21,0 9.5
United States 63.9 90.5
Regt of the Western World 15.1 -
Westeorn World 100.0 100,0

Turope is thus shown as a consunier rather then as a producer of
asronontical equipments the United States, on the other hand, supplies
a sunre of the merket which far exceeds its own skare in the total
demand,

2. The Gormurity Merbog
We have seen that EEC products account in valuc for only 15,2% of EEC
requiremcnts, the remsinder being imported from nca-member countries,
CFf this 15,2%7 approximately half cengists of purchases made within the
prooncer countries (Coravelle in France, T 27 and F 28 in the
Nefherlaﬂds) and the other half of purcheases of such aircraft by other

Commuaity countries,

The breakdown of orders for Rurcpsan aircraft was as follows {number of

orders as at 18.11.71):

Wational market Other Community  Ixports to Toteal
markets nen-neilver
countries
- A1 1
27 14 50 516 580
F 23 2 18 27 AT
Caravelle 63 37 179 279

o A SR e 32 29

12-30 of these were built by Fairchild in the United States



The breakdown according to type of purchaser is as follows (in

percentage of value):

National market Intra-—Community Imports from non-

dmports member countries
" Qovernment purchases 8.5 8.1 1,0
Purchases by national o
airlines 85.5 , 5C,0 20,0
Purchases by private ,
airlines 6.0 41,9 9.0

100.0 10,0 100,0

The value of intra~Community trade in airdfaft is around 200 million
dollars (1968). This level must be considered as low, since that of
trade with'countriés outside the Comﬁunity is aroﬁnd 6CO million
dollars (1968), |

It must also be pointed out that the Community morket is completely
open to free external competition, customs duty on aircraft of cver
15 tons having been suspended up to 1 Janvary 1973, whereas the United

o7

States opplies a 5% duty and the United Kingdom a 7% duty.

3. Exports to non-member countrigs

- As we hove seen;” Buropcan aireraft play o smell part in external

markets (in % of value):

FEC products U prodacts

In other Furopean countries 18,1 5,1
In the United States ' 0.5 1.6
In %he rest of the Western

World 5.2 7.0

Hewever, the level of exports from the EEC and the United Kingdom to
non~memher countries is far from negligible in relation to their
turnoverg, These exporis represented the following percentages of the

turnovers:



1960 1965 1967 1968

EEC ' 23 16 22 23
Ux 30 24 33 43

USA 11 9 10 10

These figures show the relatively greater importance of European exports
in relation to turmover, although in absclute figures Eurocpean exports
(EEC + UK) amount to only 1,000,000,000 dollars (1968), whereas United
States exports amount to 2,700,000,C00 dollars,

4, Balence of trade in aeronavtical equipment

The EEC shows a consistently negetive balance of irade in aeronautical
products (trade with countries outside the Community), the average
deficit (1964-1968) bheing 153 million dollars, owing to the difference

between the fellowing items:

in regard to the United Kingdom: - 50 - 42
in regerd to the United States: - 297 - ' - 461
in regard to the rest of the

worlds . + 194 .+ 252

- 153 - 251

However, the position c¢f the two principal European producer countries
(United Kingdom and France) is very different from that of the Community
of the Six; those countries have a positive trade balance which is
fairly small in absclute value in comparison with that of the United

States, but is considerable in relation to turcover.



Anount_of positive balance ($m, currcat rates, end IMF rate of cxchange)

France % of turnover w % of turnover USA % of turnover
1964 266 30.5 165 11,8 1,518 7.3
1965 302 30.5 291 18.4 1,459 7.0
1966 341 30,7 447 27.5 1,370 5.5
1967 315 25.0 262 16.7 1,961 7o
1968 283 22,0 141 9.0 2,661 9.1
1969 327 26,1 102 6.2 2,831 (1) 10.8
1970 434 32.4 231 15,1 3,092 12.4

In the enlarged Community, therefore, it will be necessary to toke
account of the produser and exporter status of PFrance and the United
Kingdom and of the status of the other Member States as importers and
consumers, In view, however, of the participaticn of Wect Germany,
Italy and the Benelux countries in the major civil aviation programmes

the situation will not be 2 static one,

B, The transvort ocircraft market

1. Situation in 1969

In 1969 the scheduled airline traffic of_thé 119 ICAQ member countries

(USSR excepted) amounted to 43,128 million tonne-km (passengers and
excess baggage + freight + mail), which corresponds to o 249% increase
‘over 196C, or an avorﬁgé anmual increase of 14.9% for the whole decade,
a higher increase than that recorded for the period 1950-59 (13.6% a

year) °

The itemized avercge annual growbth rates for from 1960-69 were as

follows:
tctal t-lan
beossenrers passenger-km  fonne-km freight  tonmne—km mail  performed

RERSEPAR, SOy e

+ 11,8 + 13,7 + 18.8 + 16.9 + 14,9

[ e S

(1)

See page 14.



Traffic developmert between 19€0 and 1969, broken down by major regions
(domestic and international services of ICAO countries’ airlines), was

as Tollcws:e

Average enmusl growth i, ¢ of total

(t-km pé%?%fﬁed) 1960 1969

North America ‘ + 15.1 61.5 62,1
Europe + 14.8 22,6 22.4
v Bast | + 22,2 3.5 . 6.0
Scuth fmerica + 8,1 5.4 3,1
Ozeantia o+ 11,3 3,6 2.7
Africa + 14.5 2.2 2.1
Middle Zast ' + 18,6 .20 1.6
World + 14.9 100,0  100.0

In 1969 the domestic traffiec of the airlines of ICA0 member countries
represented more than half (55.5%) the total traffic, but during the
decads there was a greater increase in tonne-km performed in the

internatisnal services (+ 16.1% against + 14,0%).

The participation of major Siates or groups of States in oir iraffic
in 1969 was as follows:
< of domestic
% of total traffic % of international traffic traffic

1SA 7.2 ' 27,1 ' 81,3
W) 1.2 22.4 0«91
UK 5,0 10.3 0.8
Others 26,6 40,2 17,0

100,0 100,0 1€0,0

1.
Figure for Irance



Total traffic Intcrnational traffic Domestic traffic

Traffic, million

t-Xam 43,128 s 19,175 23,953
% 100 - 4445 55.5

The United States airlines thus account for 57.2% of worid traffip, but

US aircraft account for 90.5% of the value of the world fleet. As
against this, the EEC and UK airlines account for 16% of world traffic,
although European aircraft account for only 9.5% of the value of the

world fleet,

It is noted, moreover, that the Furcvpean airlines hcld their position
in international traffic because they eccount (Xl + UK) for a larger

share of world traffic then the United States airiines.

lniong the major intermational air routes, the North Aflantic rua chould
be mentioned for the importance of the traffic it carries: in 1969 this
link accounted, in terms of passenger-km - assuming an average distance
of 6,000 km per passenger - for 27% of the world internatiocnal total,
or for 10.3% if all domestic and intermational servikes. are considered,
. Moreover, in 1969 the number of tonne~km of freigit carried on North
Atlantic routes represented. 42.9% of world international traffic and

25,7% of all services combined,

The great importance of the share taken by United States airlines in
world traffic is due to-the vast magnitude of United Siates domestic
- traffic (B81:3% of the world total of domestic traffic),  American

- internal trarfic represents 45.2% of the total world traffic, and it
will be recalled that Buropeen aircraft account for only 2.1% of the

value of the United States civil air flest,

Regular intra-Turopean traffic of EARB1 memper zirlines, amounting to
24127.5 million t-km performed in 1969, makes up about 5% of world

traffic (domestic and international services) and 11% of ICAC international

services alone.. Nevertheléss, its relative share has diminished, since
in 1960 it accounted for 5.5% of the total and for 13.7% of world

1European Airlines Research Bureau
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international traffic, From 1960 to 1969 the intra~European services
of the ELRB airlines developed at a slower rate than world traffic
(+ 13.4% egainst 14.9% a year), the contrast being still more marked in

relation to international services: + 13,4% against 16,1%.

2. Recent development and prospects for the future

4As regards passenger-km, the average amnual growth rate of the traffic
of the airlines of the 119 couniries belonging to ICA0 was 13.7% for
the period 1960~69; nevertheless, a reduction in the annual growth
rates has been ncticeable in recent years: 1966-67: 19%; 1967-68:
14%;s  1968-69: 13%,  Compared with 1969, the 1970 rate of 9% is
decidedly belew the average for the ten preceding years, The 1971

rate is very low, namely 3%,

For the years 1672--80, the FAA confirmed in 1971 a 1969 estimate
accoxrding to which the annual traffic growth rate would be 8%. Among
the many forecasts plotted in graph form by ICAO cnd American
constructors, the most closely packed set of curves indicates a growth
of gcheduled traffic from 386,000,000;000 passenger-km in 1970 to
approximately 1,000,000,000,000 passenger-km in 1980, which would mean
an average annual growth rate of around 10%. Despite this decline in
the growth rate of traffic in passenger-km, it must be'emphasized that
at this rate of increase the grthh of demend during tﬁe present decade
would be much greater in absolute value than that during the last:
1960t 1029,000,000,000 passenger-kms 1970z 386,000,000;000
passenger~km; 1380: 1,000,000,000,000 passengexn~km,. Under these
coritions 1t is clear thet in the longlterm the increaszed demand for
alr transport is likely to genefate substantial expansion of aircraft

production,

Additional data broken dowa by country, and sources of the deta ziven

IP fymex 1

Segotion A1, ¢ Sources SORIS

Sources: Flight, 18.11 71
Statistical Offlce of the Buropean Communltles -
inalytical table of imports and exports, 1960-568; SORIS

Segtion 4,2,




NI

.fggzgggggggé : Export pefcéhfageéfiﬂ”felatioh to turncvers
© SORTS B -
For the EEC it is = queshion solely of exports
to non-member countries; the percembage is thus
lower than that of the itén "exporis® in Talle 7,

Amnex 1T,

T, Erengh“qxpprté>(30uroe: USTAS) (#m, current rates)

1961 1962 1963 1964 1965 1966 1967 1968 1969 1970

. azamy T T eSeg oA [ S S LRSS LR e cm=s=ums

Orders .
(excl. tax) 2346 299 355 305 2387 5 341 571 384 992

14
Deliveries 202 223 251 293 337 386 398 420 435 453

The 1970 export turnover (533 million dollars) declared by the firms
exceeds the total for deliveries (453) recorded by the USIAS export
service at the beginning of 1971. ° The former includes deliveries
under the heading of cooperative ventures which are nct included in

USIAS statistics,

The share of civil orders was approximately as follows:

1967: 40%; 1968: 26%; 1969: 43%.

In 1968 the breakdown of deliveries was as follows:

civil equipment: 26%, military equipment: 74%.,  Orders received

break down as follows:

. EiC  EI'TL Franc arca: United States - Resgh of womld

1969 - 1TG1 30,0 o 4L3 : 16,2 ‘ 32.4
1970. . . 6.6 6.8 1.3 40 e

The breakdown of 1970 orders is as-.follows (%): :
‘ : _ i ‘ elec-  equip~-
air-franes and complete airoraft engines helicopters migsiles troniecs mund

57.4 14,9 10,7 8. 55 3.4



- 12 -

Only direct orders are included for equipment and electronics.  The
order figures for 1970 (992 million dollars) take no account of options.
As regards cooperative production ventures, only the French share, not
offset by the foreign share; in included. Foreign components

(engines, equipment)} included in exported aircraft are not deducted:
they represent only 26.4 million dollars, since the majority of the
orders relate to military aircraft which are almost 100% French (874

of the contracts signed in 1970 concerned military aircraft).

2. United Kingdom exportss

Three sets of statistics ($m, current rates) have to be comsidered

SBAC Official figures Cfficial figures for
(2) (b) (¢) "turnover®
1968 733 738 478
1869 732 784 607
1370 667 625 528

(2) SBAC figures, based on Customs and Excise figures rclating to
aviation products, including somc mamufacturcd by other indusiries

(acronautical instrumcnts, for air navigation, launching equipment, etc.),

(b) These are gko based on Customs and Excisc Overseas Trade Statistics,
but they exclude airborne equipment. unless it forms part of complete
eircraft, and they may ~r may nct include used aircraft (see Page 32

of "Survey of the United Kingdom icrospace industry™, Jﬁly 70, and

Air (2) 2 Statistes - SR(71/3). The above figures include ro-exports,
but exciude used aircraft (sce p.25 of document SR (71/3).

(¢) Eaports of aviation products are much higher than is shown in

the "turrover” figures; for the following reasons: used products are
included; the price of Spey engincs sent to the United States for
assenbly in Phontors intonded for the RAF are included, although
considered by the constructors as goverament sales; +the products sent
abroad within the context of collaborative construction ventures are

considered as exports, although no actual sales are involved.
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United Kihgdom exports (b figurés) since 1961 have been as follows:

1961 1962 1963 1964 1965 1966 1961 1968 1969 1919
425 339 348 317 - 449 644 596 738 784 625

The breakdown according to sector was as follows:

complete aivcraft aircraft engines  guided

new aircraft ports ~— new used parfs missiles total
1960~T0 23.9 24,0 16,9 13.4 17.9 3.9 102.0
1970 : 1%.7 3.4 13.2  §.5 211 57 100,0

The military share in aerospace exports was as follows:

new © used new " used airframe and guided
alreroft aircrofi engines engines enginc spares missiles

40 37 7 27 57 100
19 19 20 64 56 100

1969
19703

R W

Percentage of total: military exports in 1969: 40%5 1970: 44%. The

military component in aecrospace exports varies considerably from

year t6 year. Export destinaotions were as follows, in percentages:

Stcerling Horth USSR and Latin Rest of
area ., imerica EFTA IEEC Iastern Turope America wopld
1969 : 20.8 28.7 2,1 22,8 1.7 6.3 17.6

1970 19.9 24,2 3.2 34.8 1.1 5.5 1.3

This breaskdo'm veries greatly from year to year except for exports to

the EEC, which are constantly increasing,

Tote

107,
1607
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3. United States cxports (¥m) (Source: Aerospace Facts and Figures 1972/72)

1966 1061 1968 1969 1919

total 1,672.6 2,248,1 2,994.4 3,138.4 3,400.0
military total 38.1  28.6 25.6 35.4 26.2
complete aircraft 13,2 14.4 13,6 19.1 13,8
cngines 1.9 1.2 1.0 1.6 1.3
spare parts A ' 15.0 13,7 6.5 9.7 7.9
miseiles 8.0 9.3 4.5 5.0 3.2
civil botal 6.9 L4 144, 4.5 3.0
complete aircraft 33,0 35.1 46,9 39.5 45.0
engines 4,6 4.5 3.9 3.3 3.3

spare paris 24,3 21,6 23.6 21.8 25.4

In uvpward trend is noted in civil aircraft cxports from the Unitcd
Stotes, The percentage of civil exports is higher in the United States
(epproximately 70%) than in the United Kingdom (approximately 60%) and

in Fraonce (approximatcly 30%).

The value of new civil transport aircraft cxportced from the United

States was as follows (§m):

1966 - 1961 1968 1999 1919
420,38 611.4 1,200.2 946.9 1,294.7

Iximbonk credits and gucrantees amounted to:
131.1 611.2  400.9 318,17 736.4

and 401,2 million dollars for the first six monihs of 1971,

The breakdown of credits and guarantees was as follows:

Eximbenle ($m) Credits Guarcnteos
Jets others  Jets others
1965 94.4 4.9 27.9 4.9
1967 785.1 17.2 2.2 2.7
1968 336.8 - 50,0 13,6
1969 197.5 7.2 111,2 2.2
1970 598.2 38,0 79.2 21.0

6 months 1971 200.7 4.7 181.1 14.7
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4. Teble of French, British and United Stctes exports

France United Xingdom United States

[t e b= e

1968 1969 1970 1968 1269 1970 1958 1959 1970

Ixports
Civil 109 152 ' 103 443 470 350 2228 2027 2508

Military 311 283 360 205 314 275 766 111 892

420 435 463 738 784 625 2954 3138 3400
Lltogether, French and UK cxports for these three years amount on
average to 36,25 of United States exports (24.8% for civil experts,

64% for military exports).

Section A.4. Trade balance for aviation equipment at EEC level;

source:  SORIS
Section B, Source: ITA 1971/4 F.

[———

Page 6: TFronce: Positive trade halance for 1964-69:

~ These are civil and military exports.

- The imports are of eguipment intended for
French constructors for incorperation in their
products, with the exception ¢f purchases by

French air transport companies,

In 1970, French exports tctalled 452 million dollars, of whrich 1C3
miliion were accounted for by.the civil sector;. since imports
intended for constructors represented 18.4 million doilars, the
positive balance amounts to approximately 434 million dollars for a

turnover of 1,339 million dollars (Sources USIAS).



- 16 =

ANNEY ITs THE PRODUCTION LAPPIRATUS

1., Level of sctivity in the principal producer countrics

Choracteristic of the general situation in this sector in the Western
WOrld1 is the strength of tho United States industry. Turncver figures

for 1970 are as follows ($m, current rates, IMF rate of exchange):

Table 1
United States® 24,848 82,9
Sonsdes 645 2.2
Doiend 2,293 T
Uaited Kingdom’ 1,524 5.1
Other Buropcan countries3 164 0.5
Western DBurope: 3981 | 13.3
EEC + UK: 3817 o 12,8
Japan3 306 | 1.0
Isra913 100 C.3
Irdia® (1569) 87 ‘ 0.3
29,967 100.0

The aerospzce turnover of the United States, which had shown a continucus
increase since 1955, is deciining and will probably continue to do so
until 19736. The decrease in 1970, as compared with 1968, amounts to
1405,  “Hanufacturecs of large civil aircraft, together with their
supplicrs, can expect turnovers to resume their upward trend in 1975,
Manufacturers of other aircraft types and their suppliers can cxpect an
improvemeut as of 1973, In the case of spacecraft ond missile

T

mamifacturers,; no improvement is expected tefore 19727,

e L

The footnotes to each Section will be found at the cnd of the Section
connerned,




-17 -

Shert-term development prospe ects inélude the fulfilment in 1972-73 of

most of the orders for the DC 10 and a good many of those for the
Lockheed 1011,

alrecady been madeg.

Ls

regards the Boeing 747, numerous deliveries have

Table 2
Qrders Opticns Deliveries
| .
oc 10 134 95 13
Lockiced 1011 105 ‘ 49 -
Boeing T47 207 162

As far as Europe is concerned, the trend of the total turnover in the

aerospace 1ndustrv (@v1atlon, civil and military space operations)

during rccent years has been as follows ($m, current rates and IMF rate

of exchange)s

Table 3
| pl Bl 7l 1 |m EEC UK FOC + UK | USA
O) oy ¢y () [(13) | T L ad) | T 5)
1967 | 419] 49 |1265] 160 | 60 | 1953 | 1565 | 3518 27,267
1968 | 414| 42 [1281] 171 | 97 | 2005 | 1558 3563 | 28,959
1969 | 500 42 {1250| 208 [105 | 2105 | 1644 3749 | 26,126
1970 | 5671 40 [1339] 232 [115 | 2293 | 1524 3817 24,848

|
{

Taking the

average for these four years, the EEC and UK turmovers amount

respectively to 7.8 and 5.9& of that of the United States, The

turnovef of the enlarged Community islthué 13.7% of that of the United
States (over a longer period, i.6.y 1960--19683 14.3%) 'A'sl:gh+

incrcase in the

EEC

+ UK turnover 15, however, descernible in comparison

with that of the United States over th@ periods 1960~61 and 1969«70
namely 12,7% for 1960-61 and 14, 8% for 1909-70



- 18 -

These valueg can be placed alongside a comparison of certain European

and Jmerican overall economic indicators:

- in 1969 the GNP of the LEC plus that of the United Kingdom was about
57% of that of the UnifedIStates (GNP at current market prices and
rates of exchange)16;

- in 1960 and 1967 the relative share of the aerospace industry in

17

the valuc added by manufacturing industry was as follows .

Table 4

FIG '8 EEG + UK ys 9
1960 . 0.6% 3.7% BN IV 5.8%

1967 0.9% 3. 7% 1.5% 6.6%

It emerges that in 1967 the share of the Iuropean aerospace industry
in the value added by manufacturing industry, clthough on the increase
since 1960, was still only a querter of the corresponding figure for
the United States,

e

Foolnotes to Section 1:

1. The present report is concerned only with the Western merket; it
should be borne in mind, however, that the USSR has a~powefful
aviation and space industry: 590,000 employees in 19683.

o L1L - fLerospase Facts and Figures, 1971--1972.

Interavia data IND,70-4~-15 Swedish share:s 135.

Departments of the Commission, see Table 2,
. A 2 Statistios, SR (71)3.
AL - Tstimate for 1971: 23,3003 forecast for 1972: $22,500.

Locording to ATA the reduction is due to the decline in sales of

M A s W N
E-]

>

commercial aircraft and space hardware, For thu fmerican industry,
1972 is expected to merk the "nadir' of the decade.

T« US Industrial Oviloock; 1971

8. Sources: Flight, 18.XI.71 and Interavia Data IND 71-5-12; : 0 be
added for the DC 12: 3 DC 10-30's ordered in January 1972 by IBIRIA
+ 5 options,

9. BDLI: German airframe, engine and accessorics firms onlys

excluding cquipment firms,
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GEBECCHMA

URIAS

1967 ond 1968: SORIS — 1969 and 1970: Associazione Industria
Aerospazialc,

1967: SORIS; 1968, 1969, 1970: estimatcs,

Ltir (2) 2 statistics, SR(71)3 - 1970 - ¢ provisicnal,

ATL - Acrospace Facts and Figures, 1971-72; it shouid be noted
that the United States aerospace indusiry supplied non-acrospace
serviées and produéts to the following valuess 1967: $m2,579;
1968s  $m2,549; 1969 $m2,699; 1970: $m2,676.

Statistical Office of the Europeah Communitiecs, National accounts,
P2

Valne added by mamifacturing industry, Source: Departmcnfs of
the Commission, Value added by acrospace industry. Source; SORIS,
fLecording to the “Survey of United Kingdom ferospace Industry®,
July 1970, p.38, the valuc added to materials by the production
process in the Urited Kiﬁgdom aerospace industry fepresented 3% of
the corrcsponding value in 1968 for the entire manufacturing
industry (net output)

"lerospace Facts and Figures™ 1571-72, page 7; the furagver (sales)
of the United States acrospace industiry accounted: for the following
percentages of the turnover in mamufacturing induétry 28 a whole:
1967:  Shs 19683 4.8%; 1969: 4.0%  1970:  3.7%.
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2. Jnalysis of turnover

2.1 In 1968 the breakdown of the turnover by sub-sectors was as follows

. 20
in percentoges @

Table 5

Lirframes Missiles IEngines  Eguipment
Germany 7.4 8.4 14,2 (21)
Belaium 39,4 22 60.6 |
Fran0923 t 49,2 18.8 21.5 10,5
Ttoly 51.5 1.1 24.5 12.9
Netherlands 100,0 _ .
EC 57.6 14.7 19.9 7.7
i 49.7 6.0 38.6 5.7
United Stotes® 39,8 19.5 22,4 18.3

[ . = . R . R S waad

International comparisons are difficult herc owing to the lack of
walformity in the defirition of sub-sectors, Some degree of uniformity
in the delinitions, however, allows the following comparisons to be made

(percentages of the total for the scctor):

Iable 6
Fronce (23) UK (24)  United States(25)
26 .

Lircrafy 19€7 58, 47.7 43,5
1968 61.2 50.8 47.2

1959 60.1 48,4 45.1

1970 61.9 46.5 46.4

Ingines 1967 20,7 37.9 13.5
1968 20.3 37.3 12.9

1969 19.8 38.1 13.0

1970 18,2 40,2 14.3




Teble 177
= ‘
: State i
Military Other i
and space Military Civil notional ;
R&D purchases RAD  Total lelients Exports Total :
A . SR e o i
Germany 29.6 60,6 2,9  93.1 - 6.9 100"6
{Belgium . - 3444 - 34 - 65.6  100,c
Fremce 20.4 26,7 10.8 57.9| 4.0 38.1  100.C
|Italy 3.5 64.3 - 67.81 2.9 29.3  100.0
 méthorlends - 21.3 47 26.3| - 73.7  100,0
EEC 19.9 3.4 7.7 65,0 2.8 32,2 100.C
Qi , 12,1 30.8 10,7  53.6| 15.0 3.4 100,¢
United States, 26.4 44.7 0.4 1.5 7.2 11,3 100.0
o | ' *
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The "aircraft" scctor has developed to roughly the same extent in the

three countries (slightly'furthér-in<France). The "ongine® sector is

somewhat more Highly developed in the United Kingdom than in France and

the United Statces., The "misgile and space' sectcr is much more highly

developed in the United States than in Europe.

2,2 DMoreover, the final turnover of acrospace producticn is broken

down on the basis of sales to uscrs (percentages for 1568).

L comparison with the relevant data for 1960 gives rise to the following

remarkss

The State is:by far the most important client for:

military purchasess 30 to 60% of the total, according to country

. (Benelux ewnepted),

Militery and space R&D: 12 to 299 of the total, accerding o country
(Benelux exceptod), 4
Civil R&D: 2 to 11% in Burope, very low in the United States

~ Purchases by other national clients (chiefly airlincs) are very low .

~in the LEEC, but almost as considerable in the United Kingdom as in

»»»»» «

the United Stdtes.
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— Buropcan cxports cxceed 30% of the turnover, while United States

exports represent only 11% of the turnover of the US acrospace

industry (in absolute valuc, however, United States exports amounted

in 1968 to 2,995 million dollars whereas those of the EEC + UK
totalled 1,138 million dollars) (27a).

For certain countries, data are available for 1969 and 1970 (in

“percentages):

Ioble 8
R&D |Purchases | State participation| State| Other Exports
in civil R&D and rationall .
" production clicnte
United Kingdom28 }
1969 | 11.7 26,6 12.1 50.4 12.7 36.9
(prov, ) 1970 | 12.6] 27.6 12,6 52.8 12,6 | 34.6 |
France®? 1969 (1.5 57.7 2.6 | 39.7 |
1970 ( 56,7 3.5 | 9.8 |
United States30 N/S4 and other : Commercial {
covE. cgencics D,0.D. Aotivities ;
|
1969 14.2 67.3 81.5 18,5 i
1970 13.3 66,0 79.3 20.7 I
J

It will be secn that the role of the State as client is still for more

important in the United States than in the United Kingdom and France.

In Went Gormany, State expenditure on the acrospace industry was higher

in 1948 and 19<9 than the turnovers of German airframe, engine and

accessories firms (exluding equipment);

]
the brezkdowvmn was as follows3_:

————ey

1958
1969.

AN

Civil P&D

209
3.9

VMinistry of Deferce

88.3
86.9

Spag

8
9

ace
.8
2
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2.3 TFor Frence, the United Kingdom and the United States, the

documents available allow an estimate to be made of the breakdcwm

between the vorious items constituting on the one hand the "military

and space turnover® and on the other the Yeivil fturnover” {percentages

relate to the average for the years 1968-69),

Table 9
T !
Mil, and [Mil, pur-|Hil, Mil & Civil|Sales Civil|Civ. .

space R&D|cliases cxportsi space R&D  |to . ex- |turs

turnover national| portsjover

clients
it 12 29 13 54 12 | 12 20 | 46
Fronceso, 13 33 27 73 12 3 12 |27
2
United States 4 18 57 4 79 5 7 9 21

e -

The following commcnts can be made on this breakdown of the turnover:

- the most balanced distribution between "military and space turnover®

and %eivil turnover" exists in the United Kingdom

- exports play the greatest role in Frances

35,

3

- sales to national clients other than the State are relatively

highest in the United Kingdom and lowest in France,

There is, however, cne foct which seems to be of even greater

importence, notably as regords the development

civil aviations

The magnitude of govermment military purchases

such that, notwithstanding the high percentage

rreogpeoects for Buropecan

in the United States is

of the military and

space turnover in Furope {in this case France and the UK), the difference

 between thé amount of turnéver in the United States and in Burope is

“greater in the military and space sphere than in the civil spherc:



.

The average turnovers during 1968-69 were, in fact,

o8

follows

($m) s

B

f.1. ond space

Fronce + UYL

United States

aifference

surnover 1,790 19,646 17,856
Civil turnover 1,076 5,272 4,196
The percentage breakdown is gilven belows
25a
Tahle 10°7
Mil.& | Liid, Mil, |Mil.&{Civil|Sales Civil|Civil |Total
space | pur- |(Bx- {space|R&D |to ex- | turre-
Ré&D chascs|portsiturn. national |portsiover
over ciients
i - e S
United States| 18 5T 79 5 7 21 100
Hrance + UK 12 31 19 62 12 17 38 100
Turnover:
Hrancg & TK
Movers i
Tnited utates; 8 6 59 9 |24 15 i23 20 12
: | L L S

In view of the reletionship between the size of the turnovers of the

acrospace

end the United Kingdom on the other (12%), in addition to the reascn

for the

sphare

acquired by "RBureopcan® military exports

importonce of civil exports;

by the British and Fronch govermments in civil roscarch and de

.
1B

the growth of civil activitics in relatior to the whole,

evident, and this

constitutes

and, to a lesser extent, the

industry of the United States on the one ‘hand and of France

greater disparity between the furnovers in the military anti

then in the civil sphere, we note the very great imporionce

morcover, the extcnt of thoe offort made

coenfiimed by the breakdown of the civil turnover between R&D and

production {average for 68-69 — E&D in France

space

clcpment
a guarantce for the future in vicw of

This fact is

and UK, public funds only.)
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Tahle 11
!
France + UK United States
R&D 3 26
Production 69 74
100 100

Lpart from the effort made by the two govermments in the civil field,
it should be remembered that whereas major civil programmes in the
United States and the United Kingdom were in the production stage in
1968 and 1969, French civil production was then relatively low (France:
R&D = 44%, production = 56%).

In the milifary and space field, no great difference is noted in the
breakdown bectween R&ED and ??oduction in the United States on the one
hand and in France and the United Kingdom on the other; the volume of
DOD purchases in fact offsets the size of the NiSA budget. In both
cases, approximately 24% of the military and space turnover is accounted

for by R&D activities.

Footnotes to Scction 2:

20, Source: SORIS - (21) not included = (22) includes space
activities and missiles

23, USIAS Reportss the breskdown in percentages was as follows on
turncver (excl, tax), excluding electronicss

cn overall turnover (including on final turnover (excluding
transactions between companies  transactions between companies

within the field within the field

missilcs engines equipment missiles engines coquivmont
1967 58.6 20.7 20.7 66.4 23.0 10,6
1968 61,2 20,3 18,5 67.9 21.6 10.5
1969 61,0 20,0 19.0 67,8 20,8 11,4
1970 62,0 18,2 19,8 69.0 19.4 11.6

In j969, 18% of the overall turnover was accounted for by miséiles

and spacé har@wa?e and 82% by aviatién equipmenf,vwhether or not airborne,
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24, Lccording to SDAC the breakdown was as follows:

;drcraft Lero— Other Missiles
engines equipment and space

1967 a7.7 37.9 Lol 10.0
1968 5G.8 37.3 4.8 7.1
1969 48,4 38.1 4.7 8.8
1970 (prov,) 46.5 40.2 3.9 9.4

25. In Tablc 5, for the United States: Missiles + space vehicles,
Locording to AT.L (lLerospoce Facts and Figurcs, 1971-71), the
genaral treakdowm is as fellows (excluding non—-2erospace

activities)s

Space
Adreraff  Missiles  ychicles  Total
1967 60,7 17.9 21.4 100,0
16683 62,08 17.9 19.3 100.,0
1949 60.2 21.6 18.2 100.0
1970 59.7 24,2 16,1 100.0

However, ths breckdown cf the turnover of the major zerospace

Souponics is as follows:

Space Other acro-
Aircraft Engines Missiles space _activitics
1967 42.5 13.5 29.0 14.0
1968 47.2 12.9 26,4 13.5
1969 45.1 13.0 25.8 16,1
1870 46.4 14.3 24.6 14.7

26, Livframcs and missiles for France

27. Source: GSORIT; Civil R&D =. govermment funds madc avaiicble to,
and repayable by, the commercial aviation sccior

27z United States: Aderocspace Facts and Figures; IBC + UK: SCRIS

26, hir Statistics SR{71)3.

29, USTLS report, 1970-T1

30, LTL - Aerospace Facts and Figurcs, 1971-72
DD = Department of Defunce

31. Deutscher Bundesteag., Drucksache VI/1044

32+ Frem the following documaenis: Survey of UK ferospace Industry -
culy 70s LAdr Statistics SR(?1)3; information supplies by SZAC,
The item "Civil RZD® (Govermment assistonce), which amounts to
26-27% of the civil turnover, dees not include company funds, which

might themselves amouat to 5-6%,



33, From the following documents:
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USIAS Reportss

adronautique et spatiale francaise (1971)"3

L*Industrie

Vle Plan, Rapport

du Comité de L'Industrie adronautique et spaticzle

34, From AIA - fLerospace Facts and Figures, 1971572 :
35. Estimates of UK civil turnover for 1970: 46%
35a For France and the UK, the item Civil R&D includes only public funds.

2

Menpower
The total labour force of the acrospace industry in 1969 and 1970 was as

follouss
Igble 12
¥ = it ni s z =
Germany Belgium!France Italy | Nether- UK LEC US4
(36)(43a)1 (37) | (38) | (39) |lands(40) EZC ((41) + UK [(42)
1969 | 52,000 4,500 I97,000 27,000 74,000 1167,50Q 247,000} 434,500{1,354,00C
1970 | 56,000 i 4,700 103,00029,500 8,000 203,20% 237,000 438,20C 1,159,000
| !

t

oy

International comparisons of the turnover per person employed are very

difficult to give at the present stage of the statistical work, owing to

the lack of international definitions of furnover and manpower in the

aerospace industry.

Similarly, comparisons of wvalue added per person

cmployed do not appear to be relicble because of the lack of uniformity

in the definitions.

As a result, it is difficultio present comparisons

on Y"productivity" as far es the Buropeon produser countries are concerneds

compared with that of the United States, Buropean "productivity™ would

eppear to be gpproximetely holf as great.,

Although Burope comperes unfavoursbly in this respect, this disadvantage

is partly offset by lower labour costs (index for 1968)4%; .

HNGY

53

K

=]

37

United Stotes

100

Jecording to information from British sourccs within the field, the United

States/United Kingdow ratio of average annual labour costs {total employed)

was 3.

2:1 in 1963,

However, if account is taken of the difference in
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the gquantitics producecd, the United States/United Kingdom productivity
ratic, as dotermined by various indepcndent methods, is botween 1.2:1 and
1.5:1, and *this represents the truc monpower “efficicncy” ratio between
the two countries, No comparable figures on data for 1968 crc available,
but it is belicved that the situation is in gencral unchanged, It is,
howover, importent here to define what is meant by "labour costs",
36, BDLI
37, GIEDBESOMA
28. USiAS Report 1970-T1
A survey covering 80% of the labour force shows the breakdowm o be
as follows (31.12.70): deeign office: 18.2%; protoypes:s 12.9%;
production: 48,8%; gencrel services: 20,1%,

The btreakdewn by firms and by cmployment catecgories is as follows:

SNIAS and branches: 38,9% workers: 53,000
Dagsavlt-Sregucts 12.7% +technicel supcrvisory

grances: 23,500
Roims Aviations 0.4% clerical grades 13,500
Robin Aircraft: 0.2% qualified engineerss 12,000
MATRAS 455
Bouipment: 22,005 nationalized sector: 50, 5%
SNiCHL: 12.4% private sectors £9 5%
Turbomecs, 4,0%
SEP: 1.6%

7
5ol

-

Fiscellaneous:

38, lssoziazione Industria ferospazicle

40, Interavia data T0-f-1

41. 2ir{2) 2 Statistics SR(71)3
Distribution of manpower 1969 1910
- adninistrafivcg technical and office stoff 105,000 107,000

including 11,000-14,000 scientists, engineers
and technologistse

- tochnical supcrvisory grades and skilled 83,000 80,000
workers
S UDTLETS 29,000 26,000

-~ other employecs 30,000 25,000
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Distribution of manpower by scctor in 1967 and 1970

airfreme firms  engine firms  gquipment firms

production

personnel 35 32 30 27 _37 35
design office 12 14 1 13 20 23
indirect labour 53 54 59 60 43 42

42, AIA. fLerospacce Facts and Figures
1969: 93,600 engineers and scientists in aerospace activities

1970: acrospace total aircraft, of which: engines missiles & otherw

SDAce
(1000) totals 1,159 511 . 101 479 169
of which: production SR
workers: 578 282 53 212 84
others: 581 229 48 267 85

43, Source: SORIS
433, The exact manpower figures of the Germen aviation and space industry

announced on 11,2,1972 by BDLI are as follows:

1966 1967 1968 1969 1970

Total monpower: 43,745 45,373 48,182 52,076 56,206
of which: airframes 32,470 33,517 35,249 38,352 40,670
engines 4,675 5,856 6,133 6,124 6,336

equipment 6,600 6,000 6,800 7,600 9,200

4. Structure

In the United States, apart from certain mergers, takeovers or regroupings
¢.g., McDomnel-Douglas, Republic and Hiller with Fairchild; Sikorsky

and Pratt & Whitney with United Aircraft), the factor which contributed
most to the development of the enterprises wos the concentrotion of

public orders on a few firms (with considerable rccourse to sub-contractors)

and the programning of govermment orders over a number of years,

In Eﬁrope, during the past twenty years, there have been o number of
regroupings, chiefly at a national lcvel: in the Community (Of the Six)
the number of . airframe companies dropped from itwelve to three in Germany
between 1963 and 1970 and from five %o two in France between 1952 and
1970; in Italy there are still five groups, onc of which is much larger
than the others as a result of a movement towards concentration, In

the United Kingdom the number of aircraft manufacturers dropped from 16
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to four betwecen 1959 and 1961, In the enginc sector there is only cne
large firm left in Germany, two in France and threc in Italy which work
partly under licence, In the United Kingdom we have witnessed the
concentration of elmost the entire engine production potential in

Rolis-lloyce.,

Honpower end turnover (excluding taxed) of the most importaont of those
firms are as follows (turnover in $m, current ratcs, IMF rates of
exchenge) s

Table 13

Lobour, force Inrnover

1989 1919 2959 1210
S.N.I. Lérospatiaie ™ 37,420 39,170 513 600
Rolls~itoyce’” £8,000 87,000 723 645
Howlecr--Siddeley ﬂviution46 49,000 N.%, 412 496
B.£.c, 36,600 n.a, 441 n.a,
Dassault~?reguet48 11,536 12,751 258 283
Yi-ifokiert? Dissoldorf 19,409 20,300 209 258
wEE2° anq 298 18,944 19,602 230 250
SIECHAY | 13,154 16,500 229 216
| zarrraLTa”? noo. 8,500 n.e. 128
ORI ana20® 6,053 7,043 99 97

The ofher firms in the aircraft scotor are as follows:

Italys Costruzioni scronoutiche G, Lgusta, lermacchi, Picggio and SIL
Morehietti,

Brlgivm: S/BCL and Fairey,

United Kingdom: ‘iestland Lireraft and Short Bros, & Harland, the

lattor being €9% state-ownecd,

In the cnginc sector, the other principal firrs are:
Germany: MIU; Frances Turbemdeca; Ttaly: Fiat, Llfo-Romeo end Piaggios

Belgiwn: TFaobrigue Notionale 4'lLrmes,
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Moreover, the aerospace seotor includes equipment firms, missile firms
(¢egey MATRA, with a turnover in 1970 59 million dollars and an
aerospace labour force of 3,10054) and firms specializing in R&D and
the production of space hardwarc (e.g., ER¥C).  In Britain, morcover,
the industrial classification includes the fifm that produces

hovercraft55.

The turnover figures in 1969 and 1970 for the three largest firms in

the EEC, the United Kingdom and the United States respectively were as

follows:
Table 14 (see N.B., below)

o - - S . 55

Community United Kingdom United States

1969 1910 1969 1979 1969 1910
BNIAS 513 600 RR57 586 522 M,D,D, 3024 Boeing 3677
DLSSAULT-- . |
EREGUET 258 283 H.S. 412 496 Boeing 2835 Lockh. 2540 |

=

VFH-~IFOKKER 229 258 BAC 441 gg?JSN,AGR.géél N.L.R. 24171
Total: 1000 1141 1439 1459 8526 8628

Taken on the average for the years 1969~70, these totals represent the
following'shareé in the turnover of the regpective acrospace industry:
EEC: 49.1%; United Kingdom: 91.5%; United States: 33.6%.

A comparison between the turnovers of the EEC and UK firms .on.the one
hand and US firms on the other, also provides the following information
(average, for 1969-1970):

-

7.B, The above figures represent the turnover figurcs of the companies
end not their value added; their purchascs are included, and
consequently the toble cammot be compared with total turnovers
of the industry (Table 3) which contain no double accounting,
Tab;e.14 is interegting for the comparison between the- Community,
the United Kingdom and the United Statos.
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‘Table 15

LRC and UK Tirms | United Siates firms
Perceirttages of the industry's aerospace turnover
-~ 5 leading fimmss 60. 4% 52.5%
~ 6th to 10th firms:  24,7% 26.7%
- 10 leading firmes EETTE 7?,2%
Table 16

Turnover of IEC and UK firms as a pcrcentage of the turnover of United

States firmss

Entire cerospace industry: 16.55%
- 5 leading companies: 19.0%
~ 6th to 10th companicss 12;2@
~ 10 leadirg companicss: 17.7%

Concentration in the aerospace industry has thus gone further in Europe
than in the United Stdtcs, porticulerly in the group comprising the five
leading firms, It should, howevecr; be emphasized thot the average
turnover of the five leading Turopeon firms is 455 million dollars,
whereas that of the five leading United States firms is 2,392 million

dollars.

It is the relotive size of the firms rather than the degree of
concontration thot shows the limitetion of potential from which the

Europenn industry is suffering:

Table 17
ELC and UE firmg Unitod Siates firms
averogs turnover of the five
leading firms: $maBS 24392
the next five firmss 186 1,219

the ten biggest firms: 320 1,606
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The average size of the five leading firms is thus 5,2 times as high in

the United States.

The average size of the next five firms is thus 6,5 times as high in the

United States,

In the aircraft sector, the average size of the sbt]éading firms is

5.0 times as high in the United States.

In the engine sector the average size of the two leading firms is 6.1

{imes as high in the United States.,

In view of the investments necded in this scetor; a restructuring of

Buropean firms would appear to be nccessary, particularly in the case
of companies whese turnover is still below 200 million dollars a year,
Horeover, the possibilitics of balanced cooperation with United States
firms are reduced by the cxecessive disparity of size between potential

pertners, as is shown belows:

Tablc 18

(o0

. Fumber of firms in cach range of turnover (1970

TEC_and UK United States
Turnover $m  100--200 4 6
200300 4 4
300-400 - 4
400-500" 2 3
500-1000 - 2 5
10002000 - 3

2000-3000 and over - i



In the engine scctor tho potentials are:

BR = $600 (1971): SKNECMA = $m216 (1970); HTU = approximatcly $m137
(1970), together with those of other (Italian and Belgian) firms. In
view of the size of engine firms in the United States (General Electric:
$m1,660), the formation of a Buropean-scale engine corporation would

appear to be indicated.

In the aircraft sector, the firms of Dassault-Breguct, VEW-Fokker and
MBB, which arc next in importance to the three lcading companies (SWILS,
Hawker Siddeley Aviation and B.C), are definitely not large enough;

they compare in gize with United States companies which do not act as

principals in major civil projects.

Footnotes to Sechion 4

= s =

44. Repors by the Beoard of Directors to the General Mecting of
28 June 1971: NB: +turnover (excl, tax) of the Group, including
subzidiaries, for the financial year 1270: 640 million dollars;
labour force: 45,580.

45. Labour forse and turnover for 211 RR activities, including
non-aerospace activities: Interavia data IND 70-T 2; RciISmRoyoe
Ltd. Review of Letivities 1968-69; Rolls-Royee Ltd. "Fower for
Flight®, March 1970, In 1968 the turnover of the acro-engine
divisions amounicd to 626 million dollarsy in February 1970 +the
labour force in these divisions stocd ot 74,000, In 1977,
Rells~Royce (1971) Limited was formed; motor-car and diesel
activities were not resumed, The company's labour force is around
62,000 and the turnover for the first year is estimated a$ 600
miliicn dollars,

46. Labour force: estimated, Turnover: Interavia data I¥D,70-T,2

47. Lebour force: Interavia data 69.S5,2, Turnover: President's
Report 1670.

48, The TFrench aviation and space industry, USIAS 1971 and USIAS
reports,

49. 1970 imaual Report.  Labour force in fpril 1971: 21,230,

50. Labour force 1969: Interavia data 69.5.2; 197C: estimated.

wrmover:  Iateravia data 70 T I.
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51. SNECMA: 1970 labour force manpower is that of the group and not
of the aviation division, which stands at only 13,500, The turnover
is for “all activities"; the aviation turnover was 198 million
dollars in 1969 and 180 million dollars in 1970,

52. Leritalia.

53. Interavia data.

54. French aviation and space industry.  USIAS 1971, 1970 aviation
turnover: 52.2 million dollars.

55. British Hovercraft Corporation.

56. Interavia data 70-7.2. All activities,

57. Estimated aerospace tuﬁnover.

58, 1969 turnover,

59. Percentages calculated on the average for the years 1969-70., For
United States firms, where Interavia data IND 70-T-2 indicates
turnover for "total activities', the figure has been reduced by 10%

to obtain the aerospace turnover (cf. Lerospace Facts and Figures

L 1971-72). N
59a., BDLI, Table of 11 February 1972.
Turnover, &m: 19656 19617 1968 1969 1970
M.B.B, 136 174 178 212 236
VFW-Fokker (Bremen) 80 84 101 107 150
Dornier 28 73 54 85 91

5. Research and Devclopment

It Wduld:be inaccurate to say that in the field(of aviation generally,
Burope lags behind the United States technologically? the most fhat can
be said is thot cortain sectors of technology have reached a greater or
lesser degree of development on one side of the Atlaniic than on the

other,

The overall funds for acrospace R&D in 1968 were as follows:
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Table 1960
($m) EEC United Kingdom United Stotes
Military projects 559 456 3,857
Space w 247 A5 5,348
Civil " 210 225 1,253
Total 1,016 726 10,458
% of public funds 93.0 92.1 89.0

A pertion of *these overall funds is absorbed by official institutes
and by sectors of industry other than aercspace, so that the acrospace

industry's R&D cxpenditure is much lower, as is shown below (1968, $m):

7able 20"
TG Unitced Kingdom United States
Public funds 559 358 7,065
Company funds 1 51 1,148
Total 630 415 6,214
Military projecis 339 171 3,008
Space projecis 81 19 3,953
Civil projecis 210 225 15253
Total 630 .45 8,214

Tt omerges that the TEC + UK/United States porcentage, which was 16.6%
ol the overall funds, is only 12.7% of R&D expenditure in the acrospace

incdustry.

. J . ~ . -

loreover, the EEC + UK/United States percentoge of R&D expenditure in
. i . . -

the acrospace indusiry was 8,7% for military and space projects and

34.7% for civil projects,

In 1969 and 1970, R&D expenditure in the acrospacc industry in the

United Kingdom and in the United States was as follows:
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Table 21
(4m, current rates) United Kingdom™ - Unitad Statésbj
Public funds: E@Q ' "resightance” Federal funds Company funds
1969 192 199 4,52 1,277
1970 192 192 n.e. 1.2

For 1969, R&D expenditure in the asrospace industry on civil projects

can be estimated at:

Table 22 -

-

roms
($m, current rates) Germagy64 Franceé) g§02 Total United States63
Public fundss 20 173 199 392 ' 180
Private funds66: n.a, 6ba 66a 128 1,277

’ Total “ ' 520 1,457

The R&D expenditure of these European countries in the civil sector is
relatively high, namély 35.7% of the corresponding expenditure of the
United States.

For France ahd the United Kingdom, it can be estimated that in 1969

civil R&D exponditure (public and private funds) amounted to 39% of the
civil turnover; +the percentage wouvld thus be slightly higher than the
corresponding percentage for the United States, i,e., 32%hs  in

nbsolute terms, however, the French and British industries together would
have had only about 450 million dollars at their disposal as against

the United States industry's 1,457 million dollars66o.

Knowing that only some of the civil projects are carried out jointly by
the two countries, we can estimate that the resources available per

civil project in the French and British industries are greatly inferior
to those available in the United States industry (except in the casc of

Concorde),
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The importence of Stote aid to civil R&D should, however, be emphasized,

By way of example, the amounts of the project authorizations in France

shows the following trend {#m, current rates):

1266 1961 1968 1969 1910 1911 1912

Total credits 83 143 159 168 180 177 254
Collaboratie
projects 75 136 152 1854 177 173 254

Of the 254 million dollars for 1972, Concorde accounts for 155,2 million,

Mercure for 31.3 million and Airbus for 64.5 million.

In the United Kingdom, Statc aid to civil aviation construction has been

as follows ($m, current rotes):
1956 1961 1988 1969 1910 (provisioual)
92 143 168 199 192
In Germany, according tc Government estimates calculated in 19?064, the

totel anount of Federal Governmenit aid to civil aviation construction

should evolve as follows:

1963 20 1989 19710 1970 1912 1913 1974 (%=, current rates)

60,3 52 52 62 62 62

The major part of these appropriations is intcended for the lirbus: 57

millicn dollars in 1972 2nd 40 million dollars in 1973,
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‘fbotngtes to Section 5

60. Source: SORIS
61. SORIS '
Air Statistics SR (71) 3 - Nonwaercspace work and development
carried out with company funds exclnded, Acecording to SDAC,
only a very low percentage of govermment-finenced R&D is accounted
for by civil projects. ‘"Assistance® refers to development,
testing and production of transport sircraft,
63, lLerospoce Facts and Figures: it is estimated that in 1969
approximately 4% of US Federal funds went on the SST,
64, Deutscher Bundestag Drucksache VI/1044,
65, The French aviation and space industry, USIAS 1971,
66, Estimated,
66a, Can be assesscd at 40-50 million dollars both'in_France and in
the United Kingdom.
66b, It should be noted that the share of R&D in the civil turnover
of the Unitcd Stotes veries greatly from year tc years 1968: 20.8%;
1969: 32.2%; average for 1968/69 = 25,7% of Table II.

4. Production progess and production o costs

The complete sycle of aerospace activities (basic resecarch, specific

research and development, production, marketing) is exceptionally long
comuared with that cf otker industries [between 10 and 20 years). This
snows, the importance of long-~term plamming and underlines the magnitude

of the industrial risk involved in zerospace nroductlon.

3.mhe“e is little difference between the United States and Rurope as
regoards research and devolopmenb leud—tlmes for. 51m11~r uVl tlon projects
(c.g.y Trident and Boelng 727) up $o the first fllfht.

The lead-time up to the first delivery, on the other hand, is much
shorter in the United States, Thig ropresents a decisive advantage
and is all the more remarkable in that United States produotion is
usvally geared to longer runs than in Europe, and this involvcs more

extensive tooling.
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In view of the charccteristics of aircroft production, automation of

¢

azsembly lines is not as advanced as in the automobile industry, for

G final assenbly requires much special ond costly tocling and
a large and skillcd lsbows force, Under these corditions, coanstructors
are groduclly absandoning the production of parts and sub-assemblics and
are spcecislizing inereasingly in project defimition, RED werlk,
assembly and marketing of the aircrait. This division of latour

mares it possiblics

- 1o gpread BXD and preduction risks over several firmss

&

effect considerable savings on special equipmoent and products

i
o+
o

a result of specializationg

o)
[}

|
ot
o

reduce overall prcduction times,

The inecrcasing complexity of nircraft means that the aviation industry

normally cwploys botween 25 and 35% of its monpower in RE&D.

The development of militory aireraft is a very lengthy process (4 to

5 vears) end is very costlys +the total development cost of a new

combal aircradt (inciuding engine, equipment and production tooling)

usuclly amouats to 200 million dollers,

In the case of high-performence aircroft the cost may cxsced L0

-~ RN

millicn dollcers, Trhe figurcs for aliopoa”

in procoss ofF v Tono,
such as the MRCA 75, are much higher,

Havizg regord to the volume of home demand, all Iuropean counurics neod
to export military production in order to facilitate the amortization

of such sums,

The sama applics to civil trensport ailrcraft, the complexity of which

increascs with the levels of performance and safely,

Concorde holds the record for production costs, which in this czie
rcpresent 60 to 79 times the price of the productica aircrafi (31.3
million dollers x 6.1 = §2,000 million), and also for the pre-production
icad~time, which exceeds ten ycars, Evcn for technically less
ambiticus aircraft such as the dirtus, R&D costs are sbill 20 to 40
times the price of the production airecrafit, and the development times cre

around five years (similor figures opply to the DC-1C).
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In the case of cngines, the development cycles of which are also
protracted (5 to 8 years) and which call for vefy heavy investiments
(notably for test beds), the ratio, between the R&D cost and the price
of the production enginc may run into values of the order of several
hundreds, -It should be added, however, that a successful engine
normally spawns an cntire family of engines, different versions of
which are mounted in various types of aircraf , and that the turnover
in complcete spoare engines and engine components is higher than that in

cngines installed as original equipment (2bout one and o half times
higher)0T @nd 672

The evolution of launching costs in overall aircraft construction costs
is an important feeture of this activity, and the following ratios are
noted between the various costs as o funciion of the number of aircraft

produced68:

Units produced Production costs(a) Launching costs(b) Totel costs

1 9.63 200,00 209,63
30 8,35 6.66 15,01
100 8.00 2,00 10
200 7.85 1,00 8,85

(2) Direct work, raw materials, parts and components, gencral
production costs (variable and fixed), overheads,

(b) RAD jigs and tools, sales and promotion costs, “learning costs™,

It is clear that the critical factor in any aviation project is the
amortization of launching costs, The nced for sufficicentliy long

production runs to absorb these launching costs is evident,

Unfortunately, the average length of civil aircraft production runs
in Europe between 1955 and 1968 was 138 units, as ageinst 492 in the
United States?.
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Furthermore, apart from thes length of the run, only o high rote of
production can justify large—scale tooling; - failure to undertake such
tooling because it would not be profitable for a low rate of production,
entails the risk of being unsble to meet the demond at the right time
and, eventually, ploat modernization is compromised. To give an
cxample, 150 DC-9's were built during the first two yeers of prodnction,

. s . . . 0
as agoinst only about 40 Caravelles during the corresponding pcrlod7 .

Footnotes o Section 6

67. From “Rapvert du Comité de 1l'industrie adéron-utique et spaticle -
Vle plan franceis',

€7a. Lccording to certain cstimates, the total development cost of
the BB 211 will excecd 600 million dollars.

68, SORIS,

69 and 70, SORIS,
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ANNEX IITs MAJCR AVIATION PROJE CTS BASED ON EUROPEAN CO“TWR,TION*

Most of the major European aviation projects, particularly for civil
aircraft, are carried out on a basis of intermational cooperation,
Such cooperation takes various forme, and we shall ezamine the projects

according to the type of cooperation entered into,

A. Projects for entire aircraft

I, International industrial cooperation

Several firms in various countries cooperate in the implementation of a
project, sharing both construction work and financial risks, This form
of cooperation is»adopted when fhe principcl is unable to shoulder the
entire financial burden himself. The partners may obtain State .
assistonce, but the State is not directly involved in the project, nof

doeg it intervene in relations between the partners,

This is the form of cooperation entered into in the case of the Mercure,
the F 28 and the VFW 614,

1. MERCURE (short—houl alrcraft, approx1mqte seating capacity 150,
~at, fllght—testlng stage). : -

In 1966 Soc1été des Avions Marcel Dassault put in hend a study to design
the best short-haul civil transport aireraft with a seating capacity of
60 to 180, This company then formed an association with FIAT, SLBOA
(Beigium) and CASA (Spain) for this work, '

The Mercure is a short~haul aircraft seating 134 to 155; this is a.
{private~sector project which is supported by . .the French Govermment,
heritalin and SACA (Italy), SABCA (Belgium), CL4SA (Spain), the Swiss
Federal Lircraft Factory at Eamen and Canadair participate in production
and, with the exception of the Swiss firm, also share the financizl
risks in proportion to their participation in production.

=

*Footnotes are given at end of the fLnnex,




Dassault~Breguet iz entirely responsible for des1gn work, procduction

and sales,

The French share in production is 70% of the total cost, the Government
assuming 80% of this share, i. Sy 56% of the total, Dassault bears
the remaining 20%9 i.e., 14% of the total. Ttzlian participation is
16,8% of production and approximately 10% of financing; +the Spanish
share slightly exceods 10%; the Belgian share is gpproximately 6% and
the Canadian share spproximately 5%. The Swiss share in production

is included in the amount covered by SABCA

The development costs of the Mercure, including the construction of iwe

. . o 2
protoivpes and static test frames are around 200 million dollars™.

The first of the two prototypes made its first flight on 28 May 1971
and the second prototype will fly within a few months, Work on the
rroduction airsraft has started; the initial rate of production will

be three aircraft a month and may possibly be doubled,

Cortification will take place from March to September 1973 and the
first aircraft should be delivercd to AIR INTER in October 1973, The
ten airceraft ordered by [IR INTER {0 a toial value of approximately

7% miillion dollars (1972) should be delivered before the end of 1975

(27) ana (27).

A stretched version of the Mercure with seating for 180 could be
cengvirusted at minimum costy it would not, hewever, beplanncd for
production before 1978, This ncw aircraft would not be powered, as
is the present model, by Preit and Whitney jet engines (SHECHMA
porticipation approximetsly 20%), but by *he 22,000 1bs thrust CFM 56
engine develipped by SEICHA and General Electric, possibly with
Roils~Royce, Vclvo Fiygmotor and MIU partioipatlon3.
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The market for aircraft of this type is estimated at approximately
1,500 units., In addition to the LIR INTER order, it is likely that
numerous Caravelle aircraft will be replaccd by the Mercure,

particularly in the French and Spanish fleets.

The potential French market for this sircraft is estimated at 30 units,
The total market for the Mercure is estimated by its constructors at

approximately 300 aircraft.

Export credits could amount to 80-84% for a period of seven to eight

years, with a 7% interest3.

2. The F,28 Fellowship (twin-jet short-hamul zircraft, at series-
production stage) |

The Al prototype of the F,28, for which Fokker-VEW (ftmsterdam) is the
principal, made its first flight on 9 May 1967 and a type certificate
was issued on 15 November 19684. The first version, the F,28-1000,
allows 60 passengers to be carried over a distance of 2,000 kms; the
new version (1970), the F,28-2000, can carry 75 passengers over a
distance of 1,360 Y,

The F.28 project is carried out jointly with VFW-Fokker (Bremen), MBB
and the British-firm of Short Brothers & Harland. The engines are

bought from Rolls~Royce.

“The Netherlands share smounts to 67% of the development costs and
represents 40,5 million dollars, Netherlands Government financing
covers 50% of thot share, which will be repaid by Fckker-VWF from the
proceeds of the sale of the é6th to the 215th aircraft, For the
remaining 50%, Fokker-VIW had recourse to the capital market, nciably
by issuing a State-guarantecd loan, the interest on which>will be
repaid after the sale of the 126th aircraft"é.
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The F,.28 project will in principle be amortized as from the 175th aircraft5.
According to the most pessimistic market studies, the firm can be certain

of selling ot least 250 airecraft during the next ten yearsT.

In Januwery 1972, 50 orders had been placed for the F.28 and 35 aircraft

had been delivered .,

On 18 November 1971, 47 ordcrs were placcd for the F.28, the breakdown

being as followe:

- Netheriands: 2
— Other Communiby morkets: 18

~ Non—member countries: 27 (8a).

3 VW 614 (tuin~jet airverarft for regional scrvice and fecder lines,

40 scats, at flight-testing stage).

This project is cairried out on a basis of international cooporation
betwzen the follcwing firms: VFW Fokker (as principal), MBB, S.BCA

and ILIRTY 'Belgium); Rolls-Royce and SNECIL for the M 45 H jet engine,

The form of cooperation adopted for the VFW 614 project is shown bolow9;

the oreukdown of costz is based on the cost of the aircraft:

Participation by the various countries in the development costs of the

cirframe, engine and equipment; as well as in expenditure on market

sizfrome  Ingine  Iguipment  Salcs and Aftor-sales services

1003 544 169 22.1 6.9
Germony 70 100
Netherlands 16
Belgium 8
United Kingdom [ 72 35
France 26 8
United States 53
100 100 100 100

pete—e— Pt e P e
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The Governments of the participating countries bear 60 to 80% of the

amount of these R&D costs,

Development costs, including.pfoduction installations-and the mamifacture
of three prototypes, have been estimated at 165 million dollars, of which
80 million is for the airframe and systems and 85 millicn for the jet
engine, The Cerman Government is granting aids of 80% for the airframe
and systems and 50% for the jet ehgine1o. As a result of the increase
in final development costs, however, the German Government has agreed to
rcicase an additional 35,6 million dollars by 1975 and would also agree
to give o guarantece of 41.4 million dollarss; subject to approval by

the Finance Committee of the Bundestag, the German Govermnment would also
provide a sum of approximately 68 million dollars needed to Tinance the
sales of the aircraft11.

The final development oosfs of the RR—SNECMA M 45 H engine have increased
by approximdtely 33 millicen dollars and now amount to more than 109
million dollars,. The German Government would be ready to pay its share
of the additional costs provided that the constructor obitains performance
and price guarantees from the engine manufacturers and that the question
of o purchasing guarantce by VFW--Fokker for a minimum number of engines
is set‘bled”o Tc our kmowledge, this problem had not been solved by

the end of January 1972,

4s regards the serics production stoge, work on the airframe will be
apportionced as follows: Germony 64%, Netherlands 22%, Telgium 10%,
United Kingdom 4%'°.

The world market for aircraft of this type is estimated at 1200--1400
unitsy; and VIW-Fokker comsider that they can take one-third of that

marlet, The breck-even point would be around 175 aircraft12.

The first prototype made its first flight on 14 July 19713y unfortunately,
it crashed in the course of flight testing on 1 February 1972,
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II. Intergovermmentsl cooperation

Several govermments and the manufacturers are asgocinted in inter-
governmental cocperation, The govermments play the leading role: they
define and finance the projccts, select, supervisc and assist the

manufaciarers,

The two principal Turopeon projects carried out on the basis of

intergovernmental cooperation arc the Concorde and Lirbus projects.

1. Cengorde (supcrsonic long-heul aircraft, seating capacity 128 to 144)
The Concorde projsct was orgonized on a fully integrated basis, the
principles of waich were iaid dowm in an fnglo--French intergovernmental
agrecment in November 1962, Costs and revenue are to be sharcd cqually
between the two countries in respect of the entire progreomme. The
British Alrcrart Corporation and SNILS are jointly respongible for the

development and production work (SFIAS 60%; BLC 40%); the Bristol division

o}

f Rolls-Poyce and SHECHL are sharing the responsibility for the Olympus
jot engine (RR 67%; SHECML 33%). Eech firm has rospensibilitices for
systems developmont and produciion, Concorde R&D cosis are ossessed ot

eorroximately 2,000 million dollavs (1971).

In addition to the two prototypes (001 and 002, which have been flying
since 1969) and two pre-vroduction aircraft (01 is already flying), the
production of 10 units has been undertnkea and thesc are at vorious

stoges of mrmufacturce at the BAC ond Adrospatiale factories (Concorde 2

has been rolilsd out).

It is envisaged that flight testing will be completed at the end of 1973
and that certification and the first deliveries will tcke place in the
spriig of 1974, Lt the beginning of Deccmber 1971, the two prototypes

had conpleted 700 fliying hours, of which 200 were at supersonic specds,
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ficcording to present estimates, 18 sircraft will be delivered by the end
of 1974, 38 by the end of 1975, 73 by the end of 1976 and 150 by the end
of 1970, Production of three a*rcraft a month is planmed for ‘IC'(6]3

Fourteen éirlines hold a total of 74 options on Concorde, All the

options were renewed in 1971,

At the beginning of December 1971, the French and British Covernments
agreed on a price formula covering the entirce production cost and a
part of the RED costs; - the price was to be in the region of 33 million

dollars (1972).

BiC and Ldérospatiale cstimate that there is a potential market for

approximately 250 Concordes over the next ten years.

2, ATRBUS A 300 B

The L 300 B is a medium/short—haul aireraftt with scating cepacity for
250 to 300, The project is at an advenced stage of construction of the
first prototypc.

The agreement of 29 May 1969 concluded between the French and German
Governments has since been suppicmented by agreements with the

Netherlands and Spain,

Lccording to an cstimate by Deutsche Airbus (60% MBB and 40% VFW—Fokker),
development costs for the Airbus amount to 479.21 million dollars,’-

14

distributed as follows 2 -

prigin_of,funds ' E@nengggggg
West Germany -$193.80 million: 40.5% $151.84 million: 31.65%
France ~ $193.80 million: 40.5%  $199.57 million: 41,70%
Sales of prototypes % 32,39 million:, 6,8% ﬁ 10, 3% millions  2,16%
na3&lle]

GnU‘.Ll’lG
Netherlands $ 29,64 million; 6.2

$ 18431 millions  3,82%

Howker~3iddeley - % 29,58 million: 6.,2% $ 22.01 million:  4.59%



The percentages do not as yet toke account of Spanish participation,
which will amount to 2% of the financing15. L 4,2 porticipatien by
Spenish industry in the mamufacture of the L 300 B is envisagcd16. The
CASA company would then be entrusted with the production of cortain

compcnents of the aircraft.

A1l the aircraft will be equipped with two jet engines of Americon

design, the General Elcctric CF 6-50, which will develop a thrust of
botween 22 ond 23 tornnes, depending on the version. SHECHA will be
respensible for the assembly of thesc engines in France and has becn
allotted a 30% manufacturing share, while the German company ITU ho

been allocated a 10% share ' °,

On 30 October 1971, all the partners between them were cmploying

10,523 persons on work comnected with the iirbus, and approximately 300
million dollars (1972) had beon spent'®.  The first prototype is in

the final assembly stage at Toulouse ond will be rclled out in Junc 1972,
The first Tlight will be made before the end of the year. The first
delivery will take place in 1974, dccording to official estimetes,

ten aireraft will have been delivered by the end of 1974, 40 by the

end of 1975 and 73 by the end of 1976. The production rate enviceged

is boetween 6 and 10 aircraft a month15.

direraft No. 1, now in the process of assembly at Toulousc, corresponds
to the version designated 4 300 Bl, which can carry 259 passcngers over
distonces of 2,200 km, Version & 300 B2, choscn by Air France in
November 1971 (six orders and ten opiions), can carry 270 to 290
passengers over the same distance as the B 1, The B 4 version ,
cl.osen by IBERTA (4 orders and 8 options), will be capoble of carrying
270 to 230 passengors over maximum distances of 4,000 km, owing to the
use of the wing centre-section zs o fucl tank in addition to the other
four wing tanks16. The development cost of the medified versions is
estimated at 40,3 million dollars (1972)14¢
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The market for lirbus twin-jets is cstimated by various sources ﬂt 850
to 1050 units, and Airbus Industrie (the"Groupement d'Intgret
Feonomigque de droit francais® which coordinatcs the work of the
partners), hopces to sell at least 400 and pogs1b1y even 600 (70 to 80
of them to the ATLAS group)' 3,

On 21 December 1971 a loan agreemcnt was signéd in Luxembourg by the
President of the Buropcen Investment Bank und the Chaifman of
Lérospatiale, This agrscment prov1aus for e loan of 14.4 million
Uels o Tepayable within 12 years, It will be uscd for finoncing the
investnonts needed for the construction and testing of the lirbus in

the Adrospatialc factories at Toulouse, Nantes and St, Ndzaire16.

On 22 Dccember 1971, the German Goverament decided fo give o financing
guarantece for the saries production of eight aircraft ond to napprove the
flnun01ng of derived versions. ~The German share of the gucrantee for

14

the flnan01ng of sales smounts’ to 620,000 dollars (1972) por aircraft

.3.,This.Lhnex conéideréAbhly the major civil aviation projects
undertaken‘oh‘theIbaéis“of Buropedn cooperation, It does not -deal with
the characteristics of big na%idnal projecfs such’ ag the Caravellé, the
, BA9,111 or the British Trident, nor with the programmes carricd out in
‘cdbperation with’honumember countrics, ~ In this Gonnoction, however,

. it should be mentioncd thdt the Italian Govermment recently agreed 4o
th¢:c¢nstf§ction jointly by Leritalin ond Boeing of o .short take-off
aircréft:With 100 to 150 seais, fo be availoble as from 1975,

Footnotes to .ﬂncA ITI

1. Interav1a dwt(, 15 XTI 71
2. [viation week and Space Technology, 31 May 1971
2! Le Mondec, 1. February 1972 .

2%, Handelsblott, 2 February 1972

3. Interavia date, 15.XII.7i

4., Interavia Monthly, 6.1970

5¢ diir-and Cosmos, 16 Hey. :970

6. SORIS ~studies, frmex 4, p. 120

7. Interaviz, 10 1969, p.1630

b
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8. Interavia data IND T1-S8,12

8c, Flight, 18,11.1971

9. Intoravié,'3'1970

10, Aviation Weck ond Space Technology, 31 Mcy 1971
11. Interavia Alr Wews Letter, 27 September 1971
12. Interavia data, 15.XII,1971

13. Interavia data, 15.XII,1971

14. Flugrevue, 2 1972

15. Interavia data, 15.Z11.1971

16. Lérospoticle - Monthly Review, Janmuary 1972,

B. Ingine projects
To dute, international cooperation ot Furopean level has not gone ncarly

as far in the engince scctor as in that of complete aireraft,

Tho RE 211 is a Britisﬁ ﬁrojcctﬂ the new SNECM: progect for an enelnc
with o thrust of 10 tonnes, the CFM/55, will be carricd out 1n
cooperation with General Elcotric and it is etill not certain that 1t
will becomc the subject of Iuropean coopcration, This cngine is
believed to be intended primarily for o second version of the MERCURE

and possibly for STOL aircraft pfojects.

The two‘principal civil acro-engines fqr vhich IThuropean coopefgtion has
been responéibie are the Olympus 593, i.c., thc Concorde jet eﬁgino;
and the M.45 H, the jet enginé for the VI 614, Thesc two power units
are being developed by the two le ading Furopean firms in the englne

scctor, numcly Rolls~lloyec and SNECHL

Clympus 593: Rolls-Royce is responsible for two-thirds of the dewign

and development, SNECMA for the exhaust system of the:engine17.

R&D costs were estimated in Scptember 1970 at 240 million dellars for.

SWECHA (1969 value, excl, tax) and at 440 million dollars for
18
Rolls=lloyce ~,

Twenty-cight cngines have already been employed in the test flight .
progromme, The construction of o further 16 ¢nginés hes becn
cuthorized, Morcover, another 17 engines ore- being used for tests ai
sca level, altitudec tests and flight tests in the Vulcon,
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A series of 40 production engincs has been put in hand,20 of which

will be conbined with the developiient engincs for the certification qf

the two pre~pfoduction aircraft and the first three production aircraft,

The other Swenty will bc used in procduction aircroft No., 4 onwards,

From the 41st aircraft on, the Ik 621 Olyupus engine, with a thrust of

39,940 1lbs, will be available and will bring Franqurt within the reange
19

of Concordc's trensotlantic flights .

The type ccrtification of the engine is expected in 1973 after 32,000

hours of flight and bench teasts,

Rolls-Royoc and SNECML have set up a joint subsidiary, "Ccncorde
Engines Support Organization Ltd.", with the task of negotiating and
adminigtering supply controcts for instolled ore replacencent sngines

and for engine spares,

M.45 11 (Rolls-Royce/SITECMA) |

Derived from o military engine, the M.45 I is o civil engine produccd
by SURCIL. in cooperation with Rolls~lloyce, It is in the 3,500 kg
thrust category. It iz porticularly suiteble for short-haul transport
aircraft, It .will be ueed for the VEW 614, Its low noise level will

. . R . . 20
chable it to comply with the now Iif and ICLO specifications™ .,

Rells—-Royce is assuming technical responsibility for the project.
SHECM.. is responsible for the design, final development and production

of the low-pressure assembly21.

The final development cost of the engine, estimated in 1967 at 50

million dollars, amounted in 1971 to 82 million dcllarszz.

The breakdown for the development of the M.45 H engine is, in principle,

a8 follows:
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Notls-Royog SNECHA Gezmny Governmont
5 i o Srd ;
Fincnecing 257 25% . 50k
Design and
menufacture 55% 45

The smomnt envisaged for the final development includces the supply and
testing of 21 engines (6 for bench testing and 15 for flight testing,

but execlades the launching of sarics procuction,
g

Although certain sources mention the possibility of an ngreement,
discussions betwecen the CGermon authorities and Rolls-Royce regarding
the financing of the enginc's development ond incrcased costs hed not

been concluded up to the beginning of February 1972.

Izcept in the case of VF.-Fckker, collahcrative opcrations have so for
taken the form of agreements botween firms whose activitics are confined
to the execution of o project; they have not involved the setting—up

of Huropcan trensnotional structure,

Footnotes to Jfnmex ITT, Ffection B,

17. Jone's [11 the World's Lircrofi, 1267-68 and 1969-70

18. Symposium on the problems of supersonic commercizl aviation,
Toulouse, [pril 1971

19. Flight, 22 fpril 1971

20. L*industrie céronautique et spatiale francaisc

21, Interavia, 7 1971

22, Interavia, 6 1971,
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ANNEX IV

Legal provisions applicable in the aeronautical

sector and current level of duties on products in this sector

I. Protocol No. XVII annexed to the Accord on the G List

a) In the case of finished aircraft the provisions still in
force lay down the following main requirements, namely,
that:

"... the reintroduction, at whatever date in the future,
of duties on aircraft weighing more than 15,000 kg
unloaded shall be accompanied by the creation of a
non-dutiable Community quota, decided as of now. The
volume of this Community quota will correspond to the
total import requirements drawn up by the Governments of

the different Member Stated.

"All types of aircraft may be exempted from the quota
if similar aircraft fulfilling all the required
conditions of competitiveness are produced within the

Community'.

"Applications for exemption from the quota must be
submitted and justified to the Council, whose decisicn

shall be unanimous'.

The customs duty on aircraft weighing more than 15,000 kg
unloaded is completely suspended until 31 December 1972
(see B1 below).

In the event of no other decisions being taken by the
Council for the period after 31 December 1972, all
interested Member States would be entitled to invoke the

provisions of the above-mentioned Protocol.

b) Provisions similar to those referred to in point 1 above
dlso apply to helicopters weighing more than 2,000 kg

unloaded. Currently, however, no tariff measures (either
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in the form of a tariff guota or suspension of duty) are

in force.

¢) With regard to
- spare parts and components (tariff heading 88.03) for

aircraft

- engines, jet engines and gas turbines for aircraft and
their spare parts and components (tariff headings

ex 84.06 and ex 84.08),

the Protocol lays down that "the imposition of customs duties
is temrorarily suspended for articles Imported for assembly
on aircraft which have themselves been exempt from duty

or have been built in the Community".

IT. Tariff vosition as of 1 January 1972

<

A. 1) Aircraft:
In accordance witrh EEBEC Regulation No. 2780/71 of the
Council dated 20 December 197219 the independent
customs duty on powered aircraft weirhini; more than
15,000 kg unloaded (tariff heading 88.02 B II c¢) is

completely suspended for the period 1 January-%1 December 1972.

2) Certain enuivment:

In accordance with the aforesaid regulation independent
customs cduties for the products listeda below are
completely suspended for the period 1 January to

%1 December 1972:

Tariff Vo. Description of goods

ex 38.19 T Amines, of unspecified chemical comvosition, intended
for incorporation in the construction of aircraft or

;for use in aircraft maintenance or repairs;

1 . o~ - A -
Official Journal of the European Communities, No. L 287/71, pp. 22-23
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ex

ex

ex

ex

ex

ex

39.01

Lo.11

Ly, 15

62.05

73.24

89.01

89.05

C VII

Epoxy resins in the form of liquid, paste or
powder intended for use in the coanstruction of
aircraft or for use in aircraft maintenance

or repairs;

New tyres intended for aircraft maintenance use:

type of tyres - 24 . 7.7; 14 PR;

Wood panels covered on each side with aluminium

foil and intended for use on aircraft;

Evacuation ramps and passenger lifejackets for use

in aircraft;

Containers for use in the pressurization of

aircraft;

B IT a) Lifeboats for use in aircraft;

and b)

Floating rescue appliances for use in aircraft.

3) Engines, iet engines, etc.

By wvirtue of the provisions of Protocol No. XVII on

spare parts and components for airc%aft (tariff heading

88.0%) and for engines, jet engines and gas turbines

for aircraft and their spare parts and components

(tariff headings ex 84.06 and ex 84.08), the imposition

of customs duties is temporarily suspended for articles

imported for assembly in aircraft which have themselves

been exempt from duty or have been built in the Community.

B. Exenption from duties of certain products used in aircraft

maintenance, revairs or construction

¢

Other tariff measures taken by the Council provide, under

certain conditions, for the partial or total exemption from



duties of a certain number of products listed under 67
tariff headings or sub-headings. A list of those products,
compiled in a single text, can be found in Annexes I and

. 1
IA of the common customs tariff .

These Annexes contain:
1) the list of products allowed in completely free of customs
tariff duties, where these vproducts are used for the
maintenance or repair of aircraft weirnin~ more than 15,000 kg

unloaded;

2) a list of oroducts allowed in completel or partially Tree
of common customs tariff duties, wiher. Zhe. @ "voducts are

intenced for use in the construction o) a‘rzr.’t or Tor use

in t-> walntenance or repair of aircralt - he.irnopters
welaiag from 2,000 kg (excl.) to 715,000 - 0 ~l.).
These lists zive rise to the following observaiticas:
1) ~oducts used for the mainterance or revair ¢ aircraft
i “ore than 15,000 kg unlozced
50 as te toss uwccount of the possivilities o cdeveloping

Comrur.’ . industry and its ancillar: indust.o’~3, the

N

provisions laid down irnitially by Council Decision 65/7:/2EC
f

P, R .
ted 22 December 19667 cover a limited period of three
vears. For vractical reasons, however, agreement has been

reached ernzhling the comprlete suspension of these customs
duties to e tacitly renewed for successive three-vear

periods, unless one or more Member States give notice to
the Council, at least six montns before the expiry of the
initial three-year veriod, of their opposition to such a
renewal. This opposition may be directed against sll of

the products or merely against some of them.

The measures provided for in 1966 have bheen renewed for

L]

a first time so as to remain in effect until %1 December 1072,

.
Official Journal, No. L 1/72, 1 January 1972

20fficial Journal, No. 246, %1 December 1066
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Products allowed in completely or partially free of common
customs tariff duties and intended for incorporation in
the construction of aircraft weighing more than 15,000 kg

The provisions setting up a system of complete or partial
exemption, initially for a period of three years, by virtue
of Council Decisicn 68/261/BEC dated 18 June ﬁ9683, have
been tacitly renewed in accordance wiih %tha procedure

laid down 3in (1) above for an eqguivalent period expiring

on 31 Decemher 1974 The provisions apply ciniy %o
certvaln proaducte intended for incerporati in the
construction of the type of aircraft which, as on 4 July 1968,

had completesd their initial flight tests.

Siages 1 January 1971 these provisions have also applied in
the case of products intended for use in the manufacture of
spars parts or components to be emploved in the construction
of aircraft.

Products intended for use in the maintenance or re
alrcraft or helicopters weighing from 2,000 kg fex
000 kg {incl.)

=

The provisicns listing these products. iuiiially for =

pericc of three years by virtue of Council Decision 68§/267/EEC,

shall only apply to products intended for :airsraft registered
July “ Notwithstanding the

in the Community after 1 July 195
expiry of these provisions on 31 b

absence of any auilomatic renewal wvrocedure, in the case of
mest of the products the provieions heve neveriheless been
renevwed up to 31 December 1972 and macc effectivs irres

of The date of registration of the air:vaft.

Officiel Journal No. L 141, June 1968
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ANNEX V

Existing forms of asszistance to this sector in the
Member States

Several Member States grant financial assistance to the
sector in the form of organized aid, most of which is specific
in character and relates to research and development before the
industrial production stage. State involvement in this area is
motivated essentially by the need for aircraft manufacturers to
be able, while research and development are going on, to tie up
large sums of capital for periods extending over several years on
projects which, by reason of their importance and the commercial
risks attaching to them, could not be financed through normali credit

channels.

During this stage the involvement of Member States (mainly,
France, Germany and the Netherlands) which grant aid to the sector
according to the importance of its place in the national economy
takes the form either of interest-free credits repayable in the
event of the projects financed turning out to be commercially

profitable, or of outright grants (see tables attached).

In certain cases the extent of this involvement covers the
entire cost of research and development and is determined by the
public authorities upon consideration of the importance of each

project.

More recently the authorities have, by and large, been paying
particular attention to joint projects carried out at Community or

international level.

The types of involvement mentioned above, in each case of a
specific character, constitute the basic essentials of state aid
to the aircraft manufacturing industry. However, certain Member
States also come to the assistance of the sector hy enacting
regulations of a general nature. Particularly in France, and

with an eye on the foreign export market, aircraft manufacturers



enjoy protection against the risk of price increases through the
COFACZ insurance scheme. (As a rule this system is not applied
to internal trade among the Community Member States.) In West
Germany credits are allocated for civil aviation development under
various general schemes. In the case of important projects the
Federal Government and the Linder also provide guarantees covering

series production.

Finally in Belgium, where the sector enjoys no specific forms
of assistance, the public authorities implement various general
measures for the benefit of the sector. In particular, under the
Belgian laws governing expansion, assistance is provided irn the
form of advances repayable under certain conditions and intended

for the development of a civil transport aviation programme.

"In the field of c¢ivil aviation, however, the role of government
is closer to that of financier than that of customer. It has . ng
been UK Government policy to support promising civil airframe and
aero-engine prcjects which recguire funding on a scale such that
it would be unreasonable for a commercial company to lock up so
large a proportion of its available funds in a single project;
hence Government is prepared to step in and bear part of the
equity risk. Under the present system of launching aid, which
dates from 1960, the initiative lies with aircraft manufacturers
to submit a proposal for Government assistance on a particular
project. The technological factors, commercial prospects and
total costs of the project are then thoroughly appraised by the
Government and, if it is decided to support the project, the
Government normally agrees to contribute up to 5C% of the estimategd
total launching costs -~ these comprise the cost of design and 2
development, Jjigs and tools and "education', that is, the higher
labour costs which occur on early production aircraft. Government
launching aid is given within a fixed maximum which is not normally
increased if the proiject costs exceed the initial estimate, i.e.,

the company bears the risk of overruns.

[y



"In return for its conirivution, arransement:
the Government to recover its investment by ftikino
grocees Ircm szles. Tais zhare 1s acre=qd in acre

a level wnicnh will ensure that the Governrmont's con
the launching costs is repaid when a vredoterminen
aircrait are sold. 1T more than that numiber arc s
makes a proefit'; if less, the Government will rec
PDroportion ¢l Iits ocutlayv. Leunching aia is thus
vartnership; 1t is not interded to be a subsidy."
‘rom a Department of Trade and Indusiry docurent.)
Differences in the recources employed as woell
of percentages in respect of the costs covered add
glicparities exiciing between the various systems of

are mace ior
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Aid ecarmarked for the manufacture of aircraft in the IE

-~
Germany
——

Credits ontered in the national
tudzet for the cdevelovment of civil
aircraft prototyges up to the series
production stage.

subvertions Trom public funds, the
State and the Linder.

Form of aid

Interest~free loans to menufacturers or
grants to a maximum of 60% of the devel-
opmant costs. This figure may be

exceeded in the case of experimental
projects or projects carried out jointly
at international level.

Repayment
Aid is repald in proportion to sales
ZUCCEST . In the event of failure,
the loans may be converted into
outright grants.

France

- Credits entered in the national budget for the
research and developnient of civil aircraft
egquipment.

- Credits granted in accordance with the
so-called "Art.g0" procedure for the develop-
ment of certain aeronautical eguipment.

~ Under the hszadi

case of larse-s

interest in the
manufacture,
is available

Treasury loans

the event of s

ni of development and in the
nle programmes of natienal
field of civil aircraft
istance with series productioen
France in the form of
governnent guarantees in

=

State participation in the costs of research
and development on a sliding scale basis (in
some cases up to 100;5) depending on the nature
of the programme under consideration,

Revavment

Repayment of state loans takes the form of
deductions on the proceeds from sales. The
number of sales requircd for total repayment
of state loans can vary according to the
orogramme Lnder consideration.

Netherlands

- "Revolving" funds draving on
state rescurces and placecd at
the disposal of a srecialized
a~ency: '"Dutch Institute for
Aeronazutical Develovment LUIVV
(civil and military sircraft).
This agency was set up by act
of law.

Form of aid

Funds placed at the disposal of
the NIV enable this arpency to
direct and facilitate research
and the production of aircraft
and aercnautical equipment by
placing orders with industrial
firms. Frojects approved by
the NIV receive 100% financial
backing from this agency,

Revayvment

Funds committed by the NIV are
recouped, as far as possible,

o1 series production szles and
throuzh the granting of licences
on aircraft manufactured as a
resu>t of an LIV order.

—lim



Aid earmarked for the manufacture of airdraft in the XEC

Bagis in law

1, Directives of 15 July 1968 by the
Yest German Ministry of Zconomic
Affairs (Bundesanzeiger,

26 July 1968, No., 137),

Annual figures:

DM 30 million

- 1967 3
1968 : DM 54 million
"7 771969 ¢ DM 79 million
Lo = 1970..2..DM. 150. million

2, Directives off 29 May 1969 by the

.. West German Kinistry of Economic
.« :Affairs’ (Bundesanzeiger, .
v.41 June. 1969, No. 104) .

N TR M Rt 5 s

B Ry s

France

Basis in law

ngrall budgetary provisions.

Apviication orders dn the Conzoil d'Etat.
Interdovartmental application orloers.
Credits granted in accordance with
so-cuslled "Art. 90" procedure (Art. 5 of the

amended apprepriation bill No. 67%.129%
of 271 December 1963, superseded by Art. 90

- 1.,
(R
o

-of . the. appropriation bill No. 67.71k of .

21 December 1967, application order
No. 64,1123 of 12 November 1964, superseded

by order No. 70.388 of 24 April 1970).

32 million. francs earmarked for 1970,
(civil aviation). :

Overall budget for 1970 {covering, in pariicular,

the Councorde, Airbus and Mercury projeotc):

rw

s

1,000 millien authorizing the progiramrc,

Netherlands

Basis in law

Law of 24 February 1955.

Official Journal No, 107,
29 March 1955,




General or rezional aid

For the manufacture of aircraflt in the EEC

Te

Germany
Credits in the form of
loans repayable under
certain conditions

for the development

of civil aviation.

In the case of
important projects
it is intended that
the Federal Govern-
ment and the Linder
shall provide
guarantees, These
guarantees will also
cover series
production,

Belgium

Under the law of
17 July 1959 governing
expansion the aircraft
manufacturing sector
(development) received
aid amounting to

FB %0 million in the
form of a loan.

In 1970, under the

same law, aid totalling
FB 452 million was
granted in the form of
a repayable advance.

Prance

Existing regional aid
is not lumped together
with aid granted for
specific purposes.

Netherlands

The sector is not subject

to the regulations
governing general or
regional aid.

Italy

The sector is not
subject to the
regulations govern-
ing general or
regional aid,.

_’/l"-
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