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Preface

0n January 9, 1985, on itas cwn motion and in accordanece with seetion
332(b} of the Tariff Act of 1930 (U.S5.2. 1332(b)), the United States
International Trade Commission 1/ instituted investigatlon Ho. 332-204,
Competitive Assessment of the U.3. Commuter and Buginezs Alrecaft Induskries.
The study assesses the factors affecting the present internaticnal competitive
position of U.5. producers in domestic and Coreign markets, compares
structural characteristics of the U.3. industry and foreign industries, and
axanines the extent of government invelvement in the world market. :

tiotice of the investigation was given by posting coples of the notice of
investigation at the Office of the Secretary, U.5. Intarnational Traede
Commizeion, Washington, DC, and by publishing the notice in the Federal
Register (50 F.R. 3036, Jamn. 23, 1985} {(app. A}. Although no public hearing
was originally scheduled in this investigation, the Commission, on July 11,
198%, at the request of an importer of business aircvaft, scheduled a public
hearing on this matter. The hearing was held on August 27, 1985, in the
Commis=sion’s hearing room in Washington, DC.  Hotlee of the publie hearing was
given by posting copies of the notice of scheduling of a public hearing at the
0ffice of the Secretary and by publishing the notice in the Federal Regisier
(50 F.R. 30244, July 24, 1985) (app. A). Those persons whe testified at the
public heacing are identified in app. B.

In the cour=ze of this investigation, the Commizsion collected data from
questionnaires received from 9 producers, 17 importers, and 153 purchasers of
commuter and bPusiness aireraft. In addition, information was obtained from
published scurces, from questicnneire responses prepared by overseas posts of
the U.5. Department of State, from intarviews with corporate axecutives
representing producers, importers and purchasers of commuter and business
gircraft, from the Commiseion's Files, and from other sources.

The information and analysig in thiz report are for the purpose of this
report only. Hething in this report should be construed to indicate how the
Commizzgion would find in an investigation conducted under other statutory
authority covering the same or similar matter.

.Lf Commisgioner Anne E. Brunsdale was sworn in on Jan. 3, 1986, and did not
participate in this investigation.
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Executive Suvmmary

The U.S. comauter and business zipcraft industries are extremely
concerned about the decline in their competitiveness in domestic and foreign
markets in recent yezrs. During 1980-84, the walue of overall domestice
shipmeats fell, as did exports, capacity utilization, and employment. The
declines were generally attributed by industry socurces teo the U.5. recession
and strong competition from foreign menufacturars,

The purpose of this study is te assess the factors affecting the present
international competitive pogition of U.8. producers in domestic and forelgn

mackets, to compare structural characteristics of the U.3. industry and

foereign industries, and fo examine the extent of goverrmment involvement in the
world market. The majer findings of the study are summarized below.

o U.5. producers’' sales declined significantly duriog 1981-84.

In 1981, V.5, sales of commuter and business aireraft totaled
$2.1 billion, with exports aceocunting for another $765 million. The United
States, with the world's largest general aviation mapufacturing base, supplied
over three—quarters of world shipments in that year. Domestic sales, however,
decreased sharply during 1982-84, by 77 percent in quantity and 23 percent in
valua, Combined U.8. and export sales totsled only $1.9 billion in 1984,
Business aiveraft averaged 9% percent of total shipments' value in 1980-84;
the share of commuter aircraft shipments increased from 3 percent in 1981 to 9
percent. in 1984, ag average aircraft size increased and unit sales rose.
Uverall physical capaeity utilization for these industries declined from 70
percent in 1981 to 18 percent in 1984 (see pp. B and 17).

o Some evidence peints to a severe slump in demand e85 the main reason for

the decline.

Shift-share analysis 1/ of unit sales would attribute over 90 percent of
the decrease in U.5. producer sales worldwide to an overall decline in demand,
with the remainder of the decrease due to a loss of market share to foreign
competitors. This analysiz, however, was only on a unit basis, and therefore
could overstate demand effects because of the marked increase in tha unit
value of aircercaft shipments, especially in the comowter aireraft sector.
Factors in the decline in total demand for commiter and business aireraft
include the general slowdown in U.S. economic growth, aggravated by high
interecst rates, and the impact of a high dollar raising U.S. axport prices and
lowering the price of impertz. In the tUnited States, data indicate that
aireraft sales fallow changes in gross national product (GNP), but to a much
greater degree, Business alreraft purchaszes are especially vulnerable to
corporate economizing (see pp. 9 and 15).

1/ Shift-share antalysis is an economic evaluation of the change ian U.5.
producers’ market share in the domestic market (see pp. 14-17).



o Althouph U.S. computer and buginess aircraft manufacturers are
generally competitive in technology and material costs, they have
suffered a moderate decline in warket share.

U.8. producers, importers, and purchasers respending teo the Commission's
questionnaire indicate that, in most regpects, domestic producers have
remained broadly competitive with foreign producers, lncluding technology and
material costs. However, other data show 2 moderate decline in U.5.
producers' market share, especially in export markets. Resgpondente indicate
that 0.8, manufacturers face a number of competitive disadvantages
pttributable to the fact that foreign governments awh and/or support a largs
number of competiters. This relationship often gives an edge to foreign
producers in sales financing (availability and terma}, protection of home
markets, and in some cases, access to govermment subsidies. Such agsistance
Lowers the barriers to entry in the commter and business alceraft industries,
reduces fixed costs, and increases profitability. Higher profit levels may
enable foreign firms to increase research and development efforts, invest in

gtate-of-the-arct technology, and thus increase their competitiveness (see p.
80Y.

o Produet liebility cogts and competitior from used aircraft are
regponsible for some of the decrease in sales.

The sharp inerease in U.S. commuter and businesg aircraft product
liability costs, which can constitute up to 30 percent of the purchase price
of these aireraft, is another important factor in the decline in sales.
Liability insutance adds upward pressure on aircraft prices, further
discouraging ¥.3. sales. Ancther factor that reduced purchases of new
aircraft was the burgeoning uwsed aiceraft market. In terms of wnits, the
ratio of sales of used buziness alrcraft to that of new business aircraft was
only 1.3 to 1 in 1981-82 but inecreased to 4.6 to 1 in 1983-84 (gee pp. 11
and 99). '

o Trade competition has aggravated the fall in commter and business
aireraft zales.

U.5., imports of commuter airerafi accounted for an snmual avecage of 57
percent of apparent U.S, consumption, and business alreraft imports
congtituted an annual average of 33 percent during the S-ysar pericd. Exports,
which in better years accounted for ovar 40 percent of U.5. production, dropped
in 1984 to 3 percent of commuter alrcraft production and 17 peteent of business
aircraft production. Producers in the United Xingdom, Canada, France, and
Brazil were cited by guestionnaire respondents as the most important
competitors in both U.85., and third-country markets {see pp. 36 and 49).

o The production slump foreed far-reaching responses by U.5. producers.

U.5. conmuter and business aireraft manufacturers closed down 8
facilities and laid off more than 17,000 enployees during 1980-34. Some

corporate parents have also attempted to sell off ailing general aviation .
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divisions. A5 banks and sharehclders have shared in the industries' distress,
the cost of capital to the industry has risen. cCapital improvements and
expansions have been canceled, even az the producers made significant cost
reductions and labor saving efferts. Despite sharply diminished sales, the
industries invested an average of 6 percent of annual sales in plant
investnents {see pp. 6 and 22),

n Many foreign commuter and business aircraft manufacturers receive
production and financial asgistanca.

Government—owned commuter and business aireraft producers, especially
those firms that have been targeted by thelr government for development, oftan
receive both dlrect and indicect assistance. Divect assistance frequently
takes the form of production loans or actual grants. Central government
financing during the launch phase of new commuter and business aireraft is
commonn. Capital infusions during this period are extremely important, as the
inherent risks involved can determine the future success of a manufacturar.
Financial assistance is also provided for the production of commiter and
business aircraft. Thisz allows foreipgn manufacturers to go forth with
production without being fovrced to rely on acquiring capital from commercial
sources at market rates (see p. 191).

o Alrcraft size, price, and quality were cited by commuter and business
aircraft purchasers as the most importent factors in aireraft

acquizition.

In respanse to Commission questiotnalres, commter airlines
averwhelmingly noted passenger capacity, followed by price, quality, and
financing, as the most important pucchasing criteria. These wera followed
closely by factors such ag fuel efficiency, product reputation, and range of
the aircraft. Buginess aireraft purchagers noted aircraft size and pricae as

being primacy congiderations in new aircraft acquizition. Range, producer
reputation, and fuel efficiency were the most important secondary
considerations (see pp. 104-107).

o Effects on the U.8. trade balance differ greatly.

Measured in terws of gross aircraft values, commuter and husiness
aireraft trade contributed over $640 million to the deterioration of the U.8.
trade balance between 1960 and 1984, changing from 2 $130 miliion surplus to a
$510 million daficit., Data obtained by the Commission, heowever, indicate that
anywhere from 12 to 80 percent of the value of imported aircraft represent
U.5. ccmponents, with an unweighted average of roughly 48 percent. By
contrast, the wvast majority of domestic aircraft are wholly U.5. made. The
net adverse U.5. balance of payments impact is, therefore, much less than the
gross but may increase as progress in vertical integration by foreign
producers erodes dependence on U.S. perts and components {see pp. 36 and 64},

X
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o0 Prospecis for the business and énmmutar aireraft segments today appear
mixed.

No major econcmic recovery appears imminent either in the United States
er in its main markats sbroad. Industry sales ferecasts for the next 5 to 15
years vary widely, averaging between 2 and é percent annual growth. Forecasts
project that the largest growth will continue to be in large commuter
aireraft, a market niche where U.S. producers may not compete., 1/ One bright
gpot is the recent decline in the delilar's strength relative to currencies of
most foreign competitor and market nations, with the prospect for continued
international intervention to keep the dollar at or below present levels.
Ancther positive factor is the exceptionally high lewel of industry
invegtment, both in abgalute amount and as a percentage of sales. These
investment levels compare favorably with those of foreign competitorg, On the
pessimistic side, tha industry does not foresee any short-term relief from the
depressing effects of escalating product liability costs, although legislation
to limit liability has been proposed (see pp. 91 and 95).

¢ WNear-term factors affecting U.S. producer prospects in werld
competition are mixed.

Overall, factors favorable tc the competitiveness of the U.S5. industry are
the continued backing of large, diversified corporate parents, progress in
cost cutting, production technology improvements, a relatively strong level of
investment spending, and the recent decline of the dsllar. Foreign
competitors, however, are strongly favered by their government ownership and
support, and their dominant position in large-capacity commuter aireraft,
Domestic producers appear to fare well in quality and performance
characterigtics which were rated highly by prospective purchasers. However,
indications that loss of market share to imperts was a much less important
factor than the decline in overall market demand should also be encouraging,
since this suggests that the industry can expect recovery zlong with a general
economic expansion {see p. 109).

o Pricing and cogt containment considerations seem to be the most
critical teste of future cecovery.

The competitive agpect of particular importance teo the business aircraft
sector, where U.5. industry is best pusitioned to compete, snd therefore
potentially a key determinant of future sales, is price. In this raspect,
trends in interest rates and the effects of U.5. producers" efforts to held
prices agalnst the pressure of liability and other cost increases may prove to
be the most eritical tests of the future competitiveness of the U.8. business
aircraft industry. Another pivotal question is whether U.5. producers will
choose to diversify product offeringz in order to challenge foreign dominance
at the large end of the commuter aircraft market. The very limited range of
products currently offered by domestic producers in this markel segment is

1/ The Boeing Corp.'s rocent purchase of the Canadian ecommmiter aireraft
mamufacturer, deHavailland, constitutes the only U.3. entry in the large

commuter airplane market. .
¥l
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congidered to be highly detrimental with respect to the future of this
industcy. The Boeing Corp.'s recent purchase of the Canadian commuter
aircraft manufacturer, deHavilland, offers the only possibility for U.8
involvement in this wmarket segument in the near term {see p. 112).
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The U.5. Commiter and Pusiness Alreraft Tndustey

Product degcription

Commuster and business aireraft constitute the largest portion of general
aviation aireraff. 1/ Industry sources indicate that these two seements
account for almost 75 percent of all general aviationm flight hours., Although
helicopters are used by both regional airlinez and businesses, they are not
included in this study. Commiter alrceraft are defined, for the purpose of
this study, as civil airplanes for scheduled airline, charter, or aic taxi
use, powered by pisten, turboprop, turbojet, or turbofan engines and having a
seating capacity ranging froem 8 to 100 passetgers. 2/ OCurrently, there are 30
basic commuter aircraft models in operation, produced by 17 manufacturers in
14 different countries. These planes range in price from $5008,0080 to
$1% million. There are also seven models in various stapas of development and
cartification, which will ba delivered to commuter airlines during 198&-87.
The commuter aitplane models prasently in service and the planasz under
development are listed in appendix ¢,

Business aircraft, as defined in this study, are civil airplanes for
corporate, executive, business, and/or unscheduled alr taxi use, poweted by
piston, turboprop, turbojer, or turbofan angines, and having a maximum tamp
weight not to exceed 70,004 pounds. 3/ Although most small- and medium-zize
business airceraft are completed flight-ready at the production facility, many
larger Pasiness planes are putchased from the manufacturer uncompleted or
Ygrean.” &4/ A green airplane, equipped only with basic €1light instruments and
crew seats, is taken to a completion facility., Outfitfing of the interior
basically entalls the installation of cacpets, cabinetcy, and passenger
seats. Although there ate standard interior configurations offered by these
centers, industry acurces state that nost orders specify custom
configurations. The aircraft is then painted according to the customer's

1/ General aviation iz defined by the Federal Aviation Administration (FAR)
as all e¢iwvil aviation actlvity except that of certificated major and national
alr carriers. These aireraft include commiter, corporate, and racreational
private-use alrcraft. Military aiceraft are not included in general aviatiom.

2/ Commiiter zireraft, ap defined by the FAA, include only airplanes with
fewer than 60-passenger seating capacity and 18,000 pounds, or less, payload
capacity.

37 Although these two industries are consldered separately in this analysis,
it is tmportant to note there can be some overlap in usage of partiecular
aircrafk.

47 The term "preen™ dees not velate to the aiveraft's final color, but to

the primer used before paint is applied. Green is currently used to deseribe
eny uncompleted alrcraft,



specification, and avionics are installed. The cost of corporate aireraft
completlion can add f£rom 3200,000 to $1.6 nillion to the purchase price of
certain planes. 1/ Sevecal business aircraft manufacturers have attempted,
however, to ecapture a portion of the custom macket by upgrading their in-house
completion facilities., There are 4% different business aireraft model types
in use, as well as 8 planes under development, ranging in price from $112,000
to $15.0 million. These airerafts are produced by 20 companies in 9
etuntries. A listing of these airplanes can he found in appendix €.

Recently, however, 2 manufacturers of large-transport jet aircraft announced
the launching of programs to offer planes for carporations needing high-volume
transportation for thelr executives. The smallest of these new aircraft are
almost three times as large and twice asz costly as the largest business jet
.currently marketed. Thetefore, the large-transpert corporate planes do not
generally compete with the business aircraft included in this study and are
not within the scope of this study.

Yany of the producers of commuter and business aircraft now in use ar
under development are actively marketing alternate uses of their airplanes. &
number of commuter ailrveraft, 2/ although originally concelved for airline use,
are finding application in the corporate market. Alternatively, at least one
manufacturer of buginess jets haz proposed the usage of their airplanes by
scheduled airlines in an all “first-class" configuration. Still another macket
that both commuter and business aircraft producers are hoping to tap iz that
of the alr ambulsnce. A large portion of the manufacturers are offering sir
ambulance versions of their aireraft, equipped with modern medicsl equipment.

Additionally, there are military or “special mission” verslons of the
aircraft included in this study. Because of the growing trend to otilize
“off-the-shelf” airplanes, the Federal Government is purchasing (or leasing)
an inereasing number of genetal aviatiom aireraft, These planes are used for
a variety of tasks, including search and treconnalssance, maritime patrol,
training, and passenger and cargo transport. The following tabulation shows
the military versions of U.S.-preduced commuter and business avceraft. 3/

Manufacturet Civil version Hilitary version
Beach- v e e Eing Air 90—————————— U-21A {variocus models).
Beeeh————— -~ Super King Alirc B-200-- C-12 (wvarious modalg).
Cessna——-———- —=——- ~———~ Citatjop SIT---——m-— T-47A.

Gateg-~ - ———— e Learjet 354 ——r—n C-214A.
Gulfstreat-————————. ..~ e 1y 1 2RA-1
Gulfstream——---—cemmme o e do— SMA

- 1/ "Finishing With & Flair," Business and Commercial Aviation, July 1945,
p. 4.

2/ Because thic study frequently shifts discussion between commuter and
business aircraft and markets, underlining in this report is provided to help
readatrs ldentify the shift between the two topics.

3/ Data gathered from discuszions with company representatives,




Hany manufacturers are macrkebing stretched versions of their airplanes,
and cthers are considering stretched versions. There are numerous technical

and commercial reasons for stretching a plane. With few exceptions, commuster
‘and business aireraft are designed to operate at higher gross weights than
gpecified, This capability sllows producers to offer greater range or
passenger capacity with small additions to the fuselage length. Stretching
the siveraft’s wings is another way to increase the economic performance of a
basic airplane design, since it can lower the seat-mile cost of operation. 1/

Industry officials agree that the reason behind the proliferation of
alternate versions of commter and business aircraft is an attempt to extend

the production runs and add more stability to an othecwise very eycliecal
market. However, the alternate versions ere not expected to account for more
than 15 parcent of total industey zales,

Technelogy and materials

Development and incorporation of advanced technology is z2lso an important
factor In the competitiveness of an aireraft producer. Industry sources
indicate that it was industry demand, which was. influenced by economic factors,
that stimulated manufactucers to make state-of-the-art technology improvements
in commuter and business ajireraft during 1930-35. Major advances have been
made in structucal design, aercdynamic efficlency, engines, propellers, control
gystems, instrumentation, and navigation systems. Alsc, recent regulatory
constraints on noise levels in many residential areas have prompted
manufacturers te incorporate gquister engines on many new, general aviation
aireraft. :

There has been 3 growih in the use of composites in aireraft dasign to
reduce welght and improve fuel efficiency. Those materials most generally
used include glazsfibre reinforced plastics, carbon-fiber, fibrelam,
graphite-epoxy, and kevlar-aramid fibers. There has also been some recent
research done by serospace firms on aluminm-lithium alloys. Almest all
commuter and huginess aircraft currently in production use composites in some
noneritical secondary structures, ineluding rudders, ailerons, speilers, trim
tabs, fixed tralling-edge panels, and unpressurized cabin floors and beanms.
Composites on the completed alrplane currently average about ? te 15 parcent by
welght. Several manufacturers, however, were involved in certification and
marketing of all-composite airevafi during 1980-85. These include established
manufacturers such as Beech Alreraft Corp. and Gates Learjet Corp., as well as
new entrants to the market such as Leac Fan, Avtek Corp., and the 0ld Man
pirplane Co. (QMAC). 2/

1/ Bron Rek, “Turboprop Airlines Get Bigger,” Interavia, July 1985.

2/ On May 24, 1985, the Lear Fan Corp. filed for protection under chapter 11
af the U.3. Bankruptcy Code. The future production of this aireraft, which
was to be certified in 1986, is in question. The Avtek Cocp., in December
1385, began the firat low-speed wind tunnel testing on their Avtek &00
aircraft, TPlanned FAA certification is set for the last gquarter of 1987.

OMAC has frozen the final design on their Laser 300 aireraft, and is currently

flight testing a prototype at their production facilities in Georgia.
Cartification iz expected in mid-1987.



The use of composites ie still considerably mere expensive than the
steel, alumipum, and titaniim parts they are replacing. The process of
molding and testing composite parts adds significantly to their cost. The

production of composite parts is also labour intensive, and the manufacturing
process does not always yield a guaranteed level of quality in series
production. Ewven with these constraints, several manufacturers have made
significant expenditures in composites, often assisted by infusion of capitsl
from their parent corporations. Gulfstream Aevospace Corp. recently added a
70, 000-squatre-foat building for the production of advanced composite parts and
assemblies. Beech Corp. has also made numerous researsh and development and
capital expenditures in this area. Industry sources indicate that, although
the use of composites is most often assoaciated with nilitary aircraft, the
preatest increase in composite use in nonmilitary applications is expected Lo
be in business aircraft. 1/

However, many purchasers of business and commter aircraft contacted
during this study have expressed reservations about the overall economic
feasibility of a large percentage of composite materials on an mirplans. These
concerns mainly center around repairabllity, lightning protection, weathering,
and pessible degradation by chemicals or fuel. A study done by a West German
airline fourid that extensive damage to composiie materials can cost twice as
much to repair as similar dsmage to a metal structure., This iz partially due
to the fact that major damsge to a composite structure generally requires
replacement rather than repair, and composite part repair/replacement takes
twice ag long to perform. 2/

In conjunction with the use of composgites, there has been increaped use
of adhasive bonding instead of industriaml fasteners in commuter and business
aireraft. Bonding however, alzo invelves different and complex production
procedures, including surfasce preparation, adhesive selecktion, curing, and
nondestructive testing. This joining techmique does allow significant weight
savings that translate into increased fuel efficiency. HWumerous wmanufacturers
of both commuter and business aircraft are using bonding in their airplane
production.

u.8. producers

In terms of available facilities, the United States has the largest
coppiter and business aircraft manufactucing bhase in the warld., Curcently,
there are 6 U.5.-owned demestic producers of these aireraft: Beech Aireraft
Corp.; Gesona Aircraft Co.; Fairchild Aircraft Cotp.: Gates Learjet Corp.;
Gulfstream American Corp.; and Piper Airetraft Corp. Moonay Alirccaft Corp. is
the only fareign-owned domestlc producer. These companies are actively
engaged in the desipgn, assembly, marketing, and service of the actual
campleted aireraft. Also, the wajaority of these producers build other general

1/ Sam Jones, “Use of Craphite in Aireraft Growing Rapidly,"” American Metal
Market, Mar. 4, 19485.

2/ "carriers Beek Proof of Composite Maintenance, Repalr, Testiag
Techniques,” Aviation Week & Space Technolegy, Feb. 25, 1985, p. 117.



aviation aircraft, components for military aireraft, and missile=z. All of
these manufacturers are wholly ocwned subsidiaries of larger corporations. 1/

The following tabulation illustrates these relationships, 27

Subsgidiary Parent

Beech Aireraft Corp--—-——-——- BRaytheon Co.

Fairchild Aireraft Qorp---——~ Falvehlld Industries.
Gates Learjet Corp----—-——-- Gates Gorp.

Gulfgtream American Cotrp----- Chrysler Corp.

Mooney Alreraft Corp--——rr—== Mooney Holding Co. L1/
Fiper Aircrcaft Corp---——-—--——- Lear Slegler Corp.

Cessnas Alrcraft Co—--—mcmmem General Dynamics Cocp. 2/

1/ Mooney Holding Co. is 50 percent owned by Group M.S5.C. S.A., Paris,
France, and 20 percent owned by BEuralaeir 5.A., Paris France.

2/ On Jan. 8, 1986, General Dynamics apnounced that it was postponing the
plannad acquisgition of Cessna Aireraft Co. CGeneral Dynamics currently owns
aver 95 parcent of the outstanding shares of Cessna stack.

The oppertunity for product diversification, ecross-utilization of facilities,
and technical synergicm are three important reasons for recent acquisgition of
general aviation manufacturecs by large, diversified corporatlons. 37

Furthermare, a Japanese-owmed Firm {Mitsubishi Aircraft Internaticmal)
located in Texas assembled aircraft from both imported snd domestically
produced camponents duging 1980-85. Thie company was a whally owned
subsidiary of Mitsubishi Heavy Industries, Ltd., Tokyo, Japan, but was
purchased by Beech Aireraft Corp. in December 1985. There are alsc two U.5.
companies currently engaged in developing civil aireraft for business uwse.
These firms are Avtek Corp. {(Camarillo, Ga) and OMAC {Albany, Ga). In
addition to these present and potential future aireraft manufacturers,
numersus establistments in other industries build components uged to construet
.or repair these planes. The unique requivements of the civil aireraft
industry necesslitate close and continuing relationships with the manufacturers
of major speclalized systems used in commuter and/or business aircraft.

In opite of the relatively small number of domesatic producers, the
general aviation industry is highly competitive. The majority of the
manufacturers produce similar aireraft with comparabla performance measuteas
and price. The industry iz also highly concentrated, with the top three
manufacturers supplying a large percentage of domestic production during
1980-34,

1/ On Jan. &, 1986, General Dynamics announced that it was postponing its
planned acquisition of Cessna Aircraft Co. because of the U.3. Government's
suspension of conkracts to General Dynamics.

2/ Pata gathered from Commission stafF discussions with company
representatives.

3/ Speeach by David 5. Lewis, chairman, General Dynamics Corp., at the
Mational Business Aircraft Association Convention, Sept. 24, 1985.



0.5. production

U.8. production of commuter and business aircraft declined from 9,615
planes in 1981 to 2,091 planes in 1924, or by 75.3 percent (table 1). .These
figures include production for ¥.5. purchases as well as exports. The vast
majority of domestic production is devoted to business aircraft. An average
of 87 percent of V.E. production over the last 5 years consisted of
Piston—powered, business airplanes. However, in response to the depressed
market for these small planes, many domestic manufacturers have shifted
production teo larger turhoprop and jet buziness aiceraft.

Table 1.--Commuter snd business sireraft: U.5. producticn,
by types, 198C-84

(In units)

Type © 1980 | 1981 Y1982 0 1983 f 1984
Commuter aireraft-——— - : 1/ H a7 = 56 : 51 : Fi:
Business aireraft———1 11,758 : 9,548 : 4§, 794 - 2. 749 : Z,015
Total-——————————: 1/ : 9,615 : 4,850 : 2,800 ; 2,091

1/ Data are business confidential.

Source: Compiled from data submitted in response to questionnaires of the
1.2, Internatienal Trade Commission.

Thiz significant decline in U.3. production of copmuter and business
sircraft during the period is mainly attributed to the 1981-83 recession. The
market for piston-powered airplenes, generally owned and operated by
individual buginessmen, was sevecely affected by the recession. Production of
commuter alreraft recovered somewhat in 1984, but businees aircraft production
remained depressed.

These figures show that the commuter and business aiccraft industey is
very eyoelicael. In the past, the domestic producers have adjusted employment
and production accordingly, but in recent years, the prolonged, depressed

worldwide market for their planes has forced manufacturecs to take new steps.
Newly installed managers have responded te the changed market by closing

producticn facilities and/or consolidating manufacturing operations within the
past year. Table 2 shows these changes in the industry during 1980-85.



Table 2Z.-—-Cormuter and business aircraft: U.S. manufacturers' closings
and congolidations of production facilitie=, 1980-85

Producer | Facility : Action/date
PFiper—-——————-~ : BRenoro, Pa-—————— : Closed facility, production transferred
: H to Vero Baach, Fl, 1933,
Fipar-—==——=—=~-: Lock haven, Pa-----: Facllity closed, corperate head-

quarters and assembly operations

: : meved to Yera Beach, F1, 1984.
Piper--—c-—-m——- : Quehanna, Pa-~-—--—-: Clagsed facility, production traneferred
: : to Vero Beach Fl, 19B4.

Pipar--———--- ——: Senta Maria, Ca--——: Cloged facility, peoduction transferred
: : ta Vero Beach, Fl, 1985.
Beech————-—---! Liberal, Ks--——-——: Closed faeility, consolidated opecations
P : at other plants, 1985.
Cagstig——--———--! Strotherfield, : Claged facility and sold site, 1985,

: Winfisld, Es. :
CegenA——-——————: Pawnee Division and: Consolidated into 1 division, 1985.

Wallece Diviaion,:
; Wichita, Es. :
Gates Learjet——: Wichita, Kg--------: Moved some subassembly operations,
: : final assambly, and production £light
tegting of model 20 and model 30 to

: H Tucgon, Az, 19485,
fulfstream————— : Bethany, Ok—-————: Clased facility, now available for
: H sale, 1985.
Piper---—=———m= : Lakeland, Fl----—- -~: Closed facility and consolidated
H operations at Vero Beach, FLl, 1985.

Source: Data gathered from discussions with company representatives.

_ Additionally, because of the pevere contraction in the market for
racreational aircraft (which in the past has been an important product area

far many of these producers), many of the manufacturers have suspended or
discountinued certain medels. In Februacy 1986, Piper announced that
production of most of the firm"s piston-powered aircraft had heen temporvarily
suspended because of the decline in the market. 1/ Alternatively, many
producers have placed more emphasis on the production of larger, more
sophisticated alrvecraft, These planes, generally the higher priced, twin-engine
models, often have higher profit margins than other aireraft.

V.5, shipmenkts

- U.S. shipments of commuter and buginess aireraft decreased annually during
1931—34. in total from 7,152 to 1,631 units (table 3). 2/ Tn value terms,

1/ Eileen White, "Lear Siegler Inc. Stops Producing Some Piper Planez,™ Wall
Street Journal, Feb., 4, 1984,

2/ Shipment data do not include sparve parts. Industry sources mote that in
"an individual aircraft sale, parts constitute less than 1 percent of the
plane's purchase price.




shipments declinad from $2.31 billtion in 1981 to £1.3 billien in 1982 before
rising by 31 percent, to $1.7 billion, in 1984. Although piston-—powered
businesg gzircraft dominated U.S. shipmente in quantity, turboprop and jet
‘business planes constituted 67 percent of the value of shipments in 1981 and
78 percent in 1584.

Table 3.-—-Commuter and business aireraft: U.S. shipments,
by types, 1980-84

Item ' " 1980 © 1981 . 1982 . 1983 1984

Quantity (units)

Commter aircraft——cee—eeem 1/ : A5 1 44 : S8 : 72
Buginegss aircraft: : : : : :
Pigton englne——————c—————-anm : 7,016 6,260 ; 3,048 : 1,811 : 1,425
Turboprop and jet engine—--: 1,629 ; BAT 1 510 344 : 134
Subtatal ——————— 2 &,645 7,107 3,558 : 2,155 1,559
Total ——————— 1 1/ H 7,152 : 3,602 : 2,213 : 1,631
Yalue {1,000 dollars)
Commuter aireraft—- 7" ———————: 1/ : 67,825 : 58,518 : 89,901 : 147,373
Business alreraft: : H : : :
Piston engin@-—--—————wcue—: 471,282 : &37,2¥1 : 329,121 : 216,047 : 213,258
Turhoprop and jet engine—--:_ 949,090 : 1,443,614 ;1,246,746 : 969,421 :1,301,849
Subtotal —————-————:1,630 372 : 2,080,885 12,575,867 :1,1B85,468 :1,515,107
Totaleammmemmommccmm e : 1/ : 2,148,710 :1,634,385 :1,275,369 :1,662,480

1/ Data are business confidential.

Source: Compiled from data submitied in response to questionnaires of the U.
Intarnational Trade Commissiaon.

V.5, manufacturers of commuter aircraft indicated that in 1982, the
average delivery lead time quoted fer aireraft shipments varied fcom 13 to 18
weaks, By 1984, the average period had risen to 15 to 22 weeks. Regarding
business aircraft, domestic producers noted that delivery lead time decreased
during 1982-84. 1In 1982, the average lead time for small business planes
ranged from 4 to 8 weeks, and the period for larger planes was 16 to 26
weeks., By 1984, the naeceszary walting pericd for small buginess aireraft
remained at approximately the same level, while the {igure for larger planes
had fallen to an average of 12 to 20 weeks. 1/ Speclfic figures are not
available for the first half of 1985; industry sources, howsvar, indicate that
general aviation shipments, as a whole, decreased to their lowest level in
over AQ years, with large declines appearing in those preducts covetred by this
study.

B,

1/ Compiled from data submitted in respense to questionnaires of the V.S,
International Trade Commissicn.



As stated earlier in this report, the U.S. military has begun to purchase
for lease)} "off-the-shelf” commuter and business aireraft for a varlaty of

uses. Preliminacry data are available only for the most current perieds. 1In
1984 a total of 95 aircraft (valued at over ¥135 million)} were sold or leased
to the United States military; in 1985 72 of these plznes (valued at $162
million) were delivered, as shown la the following tabulation: 1/

Company 1984 1985
Beech-—————r e 52 _ o 17r.
Cegsng——--————rrm———————— ] ?
Gates————- ——— 4Q 40
Gulfstream———m—M—H—--——————— 3 _8
Total-———--mmmsmmee 95 iz

The recession of 1981-83 depressed shipmente and adversely affected both
commuter airline and corporate yields, hindering their ability te¢ purchaze new
aireraft. Industry gources indicate that shipments hawe historically hbeen
correlated with GNP growth. Figure l.illustrates that for 1980-84, changes in
the value of shipments correlated with the direction of changes in the rate of
GHP growth but were more valatile. Financial analysts have noted that the
prica increases of new planes in recent years has led purchasers to kasp their
airplanes longer or to buy used equipment.

Increased foreign competition in the domestic market has also besn cited
ag an important veason for the decline in ¥.3. shipments. Additicnally, much
of the reacson for the low level of domestic shipments in January-June 1985 was
the uncertainty regarding new U.5. tax legisiation. Under the proposed tax
schemes, the investment tax credit would be repealed, and the use of busziness
alreraft by noncorporate personnel would he conzidered faxable-in-kind income.
Pecause of these proposals, many purchaserz adopted a "walt—and-see™ attitude,
delaying, or even foregoing, new aircraft acquisitions. Agresment aon the
corporate alrcraft iszue was reached in May 1985, when Congress agreed to
support a £liding scale method for evaluating the taxable walue of nonbusiness
personnel trips. However, final rules have not vet been issued, Financial
analysts assert that there must be a stable capital recovery system in
place in order for commuter airlines to commit to long-term equipmant
acquisitions. 2/ The uncertainty reparding both the elimination of the
invesiment tax credit {ITC) and the modification of the acceleatrated cost
recovery system {ACE3R) has causged many alrlines to pastpone new aivcraft
purchases.

A Further facter in the decline in domestic producers' sales has been the
decision by U.8, producers not to enter the commuter market for airplanes
above 19 seats., Faicchild Aircraft Corp., in conjunction with Samb-Scania of

1/ General Aviation Manufacturers Association, and “1985 Shipments Off For
7th Yesr; GAMA Sees Hope From Utility Users,™ General Aviation Hews, Jan. 20,
1986, p. 1. _ . '

2/ 3peech of Braxton MeKinnen, Delta Airlines, RaA Spring Trade Mart, Apr.
24, 1985.
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Figure 1.--Trends of U,5. shipments of commter and business aircraft and

F.5. Gross Natlonal Product (GRP), 1980-84.
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V.S, International Trede Commission and official U.S. Covernment statistics.
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Sweden, was however, the only U.8. entrant in this macket. 1/ U.38. producers
lList szeveral rezsons for thelr decizion not to enter thisz markeb: (1} the
size of the market was very uncertain; (2) the selvency of the potential
purchasers was questionable; (3) sales of tusiness aircraft were buoyant and
quite profitable; 2/ and (4) a number of foreign govermment-owned
manufacturers were in or entering this market. Also several manufacturers had
committed significant respurces to other peoduct ventures in the aerospaca
industry. Additionally, the U.8. industey asseris that the U.5. Government
was partly responsible for their decision. Domestic producers indiecate that
the Civil Aeronautics Board {(CAB) conveyed a real sense of uncertainty
regarding the Bize of aircraft that would actually be permitted in commuter
opacations. 3/

The sale of used or "precwned” aircercaft have also been blamed for sluggish
gales of new commuiter and business aircraft in recent years. Despite a general
decline in the demand for all aircraft during 1981-84, industry sources note
that used airplane transactions cutpaced new sales by a considerable margin.
furrently, the useful life of an alrvcraft can approach 25 years, depending on
the utilization of the plane. Approximately 96 percent aof all of the bu=ziness
jets ever built are currently in active opecaticns. 4/ Additionally, tuslness
airplane utilization is very low compared with that for commater airlines,

This is one of the general reasons for the proportionally larger number of
used business planes, compared with commuter sireraft, offered for sale.

Although specific figures for both commuiter and business aircraft are not
available, dsta on preowned jet and turboprop business alrcraft sold
substantiste the inceeaszing importance of the used airplane market. As shown
in the following tabulation, used business plane sales totaled 2,488 during
Septembaer 1, 1983-Aupgust 31, 1984, and exceeded new sales by a 4-te-1
margin. 5/ It is estimated that used corporate aircraft sales alone totaled
$1.1 billion in 1984, 6/ Industry officials stress that over B0 percent of
thege aircraft were scld to U.S. operators.

1/ As of Hov. 1, 1985, Fairchild Aircraft Corp. bacame only a subcontractor
to 8aab Scania for the SF 340 program for the first 108 sireraft produced. At
that point Saab Scania will take vver all production responsibilities.

2f Testimony of Langhorne Bond, President, Stort Brothers (USA)Y, Inc.,
before the V.5, Intermational Trade Commission, Aug. 27, 1985.

3/ Bichard Malkin, "America’s Commuters Look Abroad,” Commuter World,
July-August 1985, pp. 34-33.

4/ Speech by T. Dewi Rolands, Execubive Vice President, British Aerospace,
Inc., hefore the Fourth Annual Used Transpott Alccraft Marketing Symposium,
Hov. 5, 1984.

5/ "Used Equipment Represents More Business Aireraft Sales," Aviation Daily,
Qet. 4, 1984, p. 183, '

6/ David Horth, “Hew Concerns Hinder Efforts to Beverse Decline In Sales,™
Aviation Week and Space Technology. Sept. 23, 1985, p. 49,
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Bumber of Humber of Ratio of wsed to
new buginess used business  new husiness
Periocd planes sold pleanes gold aireraft aold
Sept. 1, 1981-Aug. 31, 1982—— a1z - 1,081 1.3te1l
Sept. 1, 1982-Aug. 31, 1983 70 1,423 3.0 to 1
S8ept. 1, 1983-Aug. 31, 1984--- 543 2,488 4.5 to 1

Induztry sources indicate that one of the factors that triggered the
switch to used aircraft was the recession in 1981-83. A number of commuter
carriers reduced their fleets, choasing to eliminate routes that were no
longer profitabla., A large number of business planes were offerad for sale
because companies decided to reduce, or even eliminate, their in-house flight
departments. Additionally, new commuter and business aircraft that had heen
ordered in the early 1980's began to be delivered, allowing the companies to
gell thelr alder eguipmant. As a result of these factors, a wery large number
of preowned aircraft were offered for sale. Also, the market underwent a
gignificant change in the way used airplanes were perceived. With detailad,
racorded meintenance programz in place for hoth typas of aleplanes, the buyers
could accurately assess the condition and valus of thesa alireraft.

In 1983, over 500 preowned planes were available on the open market
compated with a historical level of about 200 planes. Oversupply forced price
reductiong of these planes. TIndustry sources state that it was still possible
to buy 8 precwned ajircraft at less than one-half of the price of a similar new
plane in 19H4. Availakle statisties indicate that the average 1981 alrplane
has a wsed retall value of only 45.9 percent of that of a silmllar, new 1985
replacement plane, the average 1982 plane sells for 52.2 percent, and the 19863
average was 61.6 percent of its 1985 counterpart. 1/ Prices for precwned
commuter and business aircraft have stabilized recently and are expected to
remain within 10 to 15 percent of their present levela for 3 years. 2/
Purchasers of business aireraft indicated in questionnaire responses that
there is often very little difference in performance between new airplanes and
many that are less than 5 years old. Tables 4 and 5 provide a comparison for
eeveral models of commter and business aireraft.

1/ "Aviation Intelligence.” Busginess & Commercial Aviation, October 1985, P.
3a.

2/ "Used Commuter Alreraft Pricez More Stabdle,” Jourmal of Gomuerce, Nav,
15, 1984, p. 2, and "Terrorist Actions Bnost Sales of Corporate Jets,

Aviation Week & Svace Techmology, July B, 1985, p. 28.
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Table 4.--Comwuter aircraft: Comparison of price and cruising
spead, by spoecified modalzg, 1981 and 1984

Modal S 1981 | 1984 ;ch:‘fa .1981 crulsing 1984 cruising | ch:::ge

. price . price : prige : speed . spaed : speed

1-1,000 dollars-:Percent: ————-—¥nots per hour----—— :Percent

GCegsna 402 ———mm—m—ay 334 : 509 : 52 : 174 : 174 ; -
Twin otter--——————c—- : 1,170 : 1,800 : 54 : 180 : 182 : 1
C99—————————mwe—————1 1,335 : 1,842 : 38 : _ 252 1 248 : -4
Jetstream- - ——=—=-moe—— 1 2,200 @ 2,850 : 30 : 245 1 249 : -4
Metro IILI-———~---—w—1 1,845 : 2,500 : 36 240 264 i
Bandeirante——————=—==: 1,496 : 1,943 : 30 : 220 : 229 ; -
Shorts 330-————-~—=-: Z,870 ; 3,355 : 17 : 189 : 189 -
Dagsh - re—err—————— 3 5,020 : A,000 59 : 234 224 -3
F-2y———— =t 6,350 ; 6,500 : 2 256 : 259 1

-
1

Source: TBeglonal Airline Asgociation, 1981 Annua) Beport, and 1985 Antual Beport.

Tabla 5.--Buginess aireraft: Comparison of price and perfocmpance
featurea, by specified models, 1980 and 1985

1980 : 1985% :Change in: H Change in
Model i price : price : prite _changa in range, speed

1,000 dollars : Percent : Haut1ca1.miles.tnuts per hour
Lear 354 ~—————c————u : 2,355 : 31,850 : 35 : 190 : 9
Citation I-——-——+-1 1,6%9& ;: 2,192 : 29 : 100 : 6
Citation II———~ T 2,387 : 2,960 : 24 : ~245 1 -1
Westwind I-——————: 2,765 : 3,700 : 35 57 : -
Westwind IT-———rce——- + 3,147 : 4,349 s : 119 : -
Falaoty 10—--~————w——w-; 2,950 : 4,350 : 47 : 137 . 15

Faleon S0————————:1 H,400 10 350 : 30 : 114 : _ -

Scurce: “Used Jets tu Dumlnate Hnrkat Till 1990? ™ Interavlia, August 1385,
P 26.

As a tesuli of these itncreased aireraft prices, a number of UV.8. firms
have announced programs te rebulld and/or modify older aireraft.
Modifications typically include overhauling or replacing engines and avionics,
refurbishing the interiasrs, and offering new warranty guarantees, Gessna
Aireraft Co. recently announced its plans to velmild its Citation I and
Citation II business jets. The Sabreliner Corp. of 5t. Louisz, Mo, has
recently begun delivery of “extended life" versions of the original Sabreliner
60 business jet; this firm alsc remanufactures two other Sabreliner models. 1/
The Supetr 580 Corp. is also involved in preowned aireraft modifications.
Their plane, the Buper 580 (a ramsmufactured version of Convair models

1/ “Aviation Intelligence," Buginess & Commercial Aviation, Getober 1985, p.
28, '
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340/440/550) ig being offered to commuter mirlinas at about $35,000 to $7G,000

less per seat than the new, pressurized, turboprop commuters. Tno addition, the

Aliison Gas Turbine Division iz marketing a stretched wversion of thisz alrcraft
Lo seat 72 tep 76 pamsengers. 1/ These programs are not limited to U.5.-built
products. A BAC-111 modification program is being considered by the Dee
Howard Co. in Texas te convert these airliners into corporate jets. 2/
Industry sources indicate that the proliferation of remanufactured used
alceraft for both commter and tusiness use iz an attempt te stinulate the
macket by incresasing the attractivenezs and desirabdility of older planes,

Because of the importance of wsed aiceraft of both commuter and corporate
types, many manufacturers have been foreed to accept precwned planes in trade
in order to sall new alreraft. Several U.S. firms have established used
aircraft divisions in thelr marketing departments to gell these airplanes.
Many used commuter airliners are now belng sold to existing rather than new
carriera. Reglonal airline officials note that there is now a much smaller
tunber of new startup carriers than in the past. Many existing airlines hoeve
difficulty obtaining finhancing for newer, more axpansive modals.

The iricreased sophistication of purchasers of both business and commter
alreraft has led to a greater sorutiny of the life-cyele cast of aireraft
ownership. ©One very important component ie the capital cost of acquiring the
aircraft. Operators are cften willing initially to sacrifice fuel efficlency
in order to save motey. The recent stability in fuel prices has further
enhanced the markatabllity of older airplanas.

cne of the Important advantages noted in the purchase of new aquipment has

kean the beneflit of the investment tax credit. However, sources in the uged
gireraft industcy are quick to point out that a company must be profitahble
to utilize the ITC. Analystz also indicate that since many firms had tax
logges from recession years to cacry forward, the importance of the ITC has
diminished.

Used aircraft have been an important force in the market 1o recent vears.
Their desirability and availability has given purchasers an alternative to

acquiring new aquipment. Industry analysts expect the commuter and business

“aireraft market to be greatly affected hy preowned alrplanes for several years.

U.3. producers have recently expressed concern over salesg losses to
foreign competitors in civil alreraft markets, particularly turboprop and
jet-powered business alrerafi. However, it is important to note. that total
sales worldwide in these markets have also declined during this period. An
analy=sis of the shift in the share of the U.5. merket captured by domestic
producers (referred to as shift-share analysis 3/} is shown below. It is

1/ Arnold Lewio, “COff the Block,™ Business & Commercisl Aviation-Commuter,
October 1985, p. C-16,

2/ "Aviation Intelligence,”" Business & Commercial Aviation, Octoher 1985, p.
26,

3/ Shift-share analysis first measures what total sales would have been at
the end of a period if domestic producets had waintained the same share of the
market as they had at the beginning of the perisd. The differance between
what sales would have been and actual sales is attributed to a2 losz in wmarket
- shares. The rest of the decline is attributed to a decline in demand.

14
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important to note, however, that data are limited to unlt sales, which do not
take into account changes in product mix or analyze changes in value,

Therefore, the analysis gives only 2 rough indication of the extent to which
the decline in U.8, sales over the period may be due to a loss in market share
and how much could bBe attributable to the overall decline in demand. Since
unit values increased during the study period, this measure praobably
overstates the importance of the decline Lln demand.

World shipments.--World shipments of jet—-powered business aircraft peaked
in 1981 at 555 airplanes and thern declined by roughly 50 percent by 1984 to
268 airplanes (table &), The 1.5, share of world shipments avaraged 65 ta 70
percent during 1980-81, fell to less than 50 percent in 1983, but recovered to
64 percent in 1984, Shift-share analysiz indicates that the major portion of
the decline in U.5. unit sales of business jets is attributable to a decline
in wot'ld demand; much less can be attvibuted to 3 loss in market share, as
shown in the following tabulation {(in percent):

Decline in salaz attributable to:
Losz in market shares———————————mmmmmmmmee . . 7.3
Decline in demand——— - e el 926

Inble &.——Businesc airceraft world shipmentz and the U.2. share of the world
macket for turboprop and jet-powered business aircraft, 198084 1f

Iten . 1980 | 1981 1982 ; 1983 & 1484
Jet-powered airplanecs: : : : : :
U.8. shipmentg—--—wwuu-(units)——: 326 : g9 : 259 : 139 172
Total shipments----e——- (units)——: 497 : 555 : 444 : 285 268
D.5. share of tatal H : : ' H :
shipments---———- {parcent)--: 65.6 : 0.1 : 58.3 : 4B.8 64.2
Turboprop airplanes: : : : : :
U.5. shipmentg———~————-~{unitg)--: Taa 844 : 403 275 ¢ 204
Total shipments——————— {units)——: HOE : 901 : 414 : 285 : 208
U.5. phare of total : : : : H
shippents—————-———(percent)——: 92.1 : 93.7 : 97.3 : 98.5 : SE.1

1/ This table doez not analyze piston—powsred business aircraft.

Source: General Aviation Manufacturers Associatiom.

World shipments of turboprop businesg ajircraft alsc peaked in 1981 and
declined steadily from 1982 to 1984. However, the U.5. share of total

ghipments inereased from 92 percent in 1980 to 98 percent in 1984. These data -
suggest that Y.5. producers were able to gain a larger share {(in quantity) of
a2 declining market. '

U.3. shipments.—-U.8. shipments of all types of business aircraft
declined steadily from 5,305 airplanes in 1980 to 1,244 airplanes in 1584
(table 7}. The U.5. matket shace fell from 96 to 93 percent during the same
- period. Shift-share analysis indicates that the major portion of this declina1
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iz attributable to a deeline in demand, as indicated in the following
tabulation:

Eeason ) Share
{Fercent)
Loss in market ghares--—— oo m e 1
Decline in demand-——-- — —————— e 49

Table 7.--Business airceraft shipments inte the U.5. market and the U.S.
ghare of the thir market, 19B0-84

Ttem . 1980 © 1981 | 1982 | 1983 | 1984
All business aircraft: : : : : :
U.s. shipments————————— {units}--: 5,305 : 4,530 : 2,328 : 1,559 : 1,244
Total shiprents-—-——=u- funits}--; 5,518 : 4,773 : 2,503 : 1,650 : 1,337
U.5. share of total : : : : :
ghipmentg—————~———~—— {percent)-——: 95.1 : 94.9 : 93.0 : 04.5 : 33.0
Turboprop and jet-powered : :
airplanes: . : ; s : :
U.S. shipments—— (units)——: 1,337 : 209 : 295 : 259 : 14
Tatal shipmentg-————--={units)—: 1,548 ;: 447 ; 460 : 339 : 151
D.8. phare of total . H 1 : H :
shipmentgs———————— {parcent)—-—: B6.A : A46.8 : 64,1 : 76.4 : 49.0

Source: Compiled from data submitted in response to questiotnaires of the
U.S. International Trade Commission.

Hote,--Data for a meparate snalysis of piston-powesred business aireraft are
not available,

U.5. sales of turboprop and jet-powered business aireraft declined by 94
percent, from 1,337 airplanes in 1980 to 74 aircraft in 1984. The U.S.
market share declined irregularly from 86 percent in 1980 to 49 percent in
1984. The loss in sales duting this period could be attributed to a decline
in demand, as indicated below: 1/

Reazon Share
Fercent
Loss in market shares—————-——————— e~ 4.4
Decline in demand---- ——- —————— e =re————— 95, 4

In concliusion, although the industiry hagz experienced gignificant declines
in sales in both types of aircraft, shift-shsre snalysis suggests that these

1/ Because the U.5. markef share varied considerably during this period,
shift—share analysis is more difficult to use, as the analysis depends heavily
on the base year chosen. For example, if 1981 is chosen as the base year,
then the 1.5. market share actually increased from 1931 to 1984, 18
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declines could be sttributed largely to the decline in overall demand for
business airceraft.

U.S. capacity and caﬁggéty utilization

The commuter and business aircraft industries' capacity to produce
aircraft fell from 13,795 unitz in 19581 to 11,760 units in 1984 {table H).
Industry capacity is generally based on the operation of 2 shifts, 5 days per
week, 51 weeks per year. The decline in capacity reflectz large-scala plant
clogings and consolidations, as well as many product line deletions, that have
aceurred since 1980, Overall industry utilization of plant capacity totaled
82.6 percent in 1580 and 69.7 percent in 1981. The utilization rate then
declined significantly to 39.0 percent in 1982. Purther reductions to 23.4
percent and 17.8 percent wers realized in 1983 and 1984, respectively.

Tabia 8,--Commuter and business ajreraft: V.8, producers' capacity,
production, and capacity utilization, by types, 1980-B4

Ttem T 1980 © 1981 0 19Az . 1983 | 1984

Commwter alrecaft: : H : :
Capacity—————— units—-; 1/ 75 100 135 : 155
Production—-—-do—--: 1/ 67 56 3 51 - 76

Capacity utilization s H : :
parcatt—-—: 23.3 : 89.3 : 56.0 : 37.8 : 49.0

Business aircraft: H H H : :
Capacity---—-— units——: 14,290 ; 13,726 ¢+ 12,325 : 11,840 : 11,605
Production-—————-dg--——: 1,758 : 9,548 4,794 : 2,749 : 2,015

Capacity utilization : : : :
percent.——; 8z2.3 - 15.1 : Ix.9 : 3.2 17.0

Total: H : : : :
Capacity—-—————--units——: 1/ 13,745 ¢ 12,425 : 11,975 : 11,760
Production-—————==dt————: 1/ 9,415 : 4,850 : 2,800 : 2,091

Capacity utilization H : H H
parcent-——; 82.6 : 6.7 39.0 : 23.4 : i7.8

1/ Data are business confidential.

Source: Compiled from data submitted in response to questionnaires of the
1.8, Internaticnal Trade Commission.

In contrast to the overall industey trend, commiter—airecaft-

manufzeturing capahility rese during the 5-year period, totaling 155 units in
1984. However, the rate of utilization of thesge facilities declined from 93.3
percent in 1980 to 49.0 percent in 1%84. As shown in table 8, however, the
vast majority of the industries' resources are devoted to business aireraft.
U.5. capacity to manufacture business planes decreased from 13,720 units in
1981 to 11,605 units in 1984, Capacity utilization recorded gimilar declines,
falling annuwally from 82.3 to 17.0 percent during 1980-84. In response to the
Commission questionnaives, the V.5, industry attributed the declines in hoth

17
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commuter atd busitness aireraft cspacity utilization to insufficiant demand
caused, in part, by a weakened economy and import competition.

Capacity utilization can also be sxpressed as the percentage of the
actual mumber of production workers divided by the number of workers necessary
to achieve practical capacity. The number cf workers required to achieve
Maximum practical capacity to produce commuter and business aireraft totaled
36,568 persons in 1981 {tabla 9). This figure than increased irregularly from
28,498 in 1982 to 29,513 workers in 1984. Capacity utilization, as indicated
by the ratioc of actual production workers to the preferred level of production
workers to obtain waximom practical capacity, decreased annually from B5.4
percent in 1980 to 438.7 percent in 1983. Thiz rate rose slightly to 49.4
percent in 1984, Capacity utilization in 1984 for commuter aircraft
manufacturers totaled only 53.7 pereent, and in the business aireraft
industry, the comparable figuce was 49.2 pearcent.

Teble 9.--Commuter and business aireraft: U.5. producers' capacity,
' empioyment., and capacity utilization, 1980-B4

Ttem " 1980 1981 1982z © 1983 . 1984

Commuter aircrafk:
Capacity {workers 1/} : o :
nmumber--: 2/ : 1,046 1 1,360 1 1,642 ; 1,752
Production workers : : T . '

do- - 2/ : 930 918 - 665 941
Gapacity utilization : : : :
petrcent—-: 69.8 : a8g.9 : 67.5 40.5 53.7

Business aircraft:
Capacity {warkers 1/) : : H :
numhar--: 30,108 35,522 : 27,138 : 26,386 : 27,7161
Producticn workers : : 3 : : H
do-——: 25,838 : 28,591 : 17,400 : 12,990 : 13,650

Capmcity utilization : : : :
' percent--: 5.8 : 20.5 : 64.1 : 49,2 ; 49.2
Total: : : H : H
Capacity {workers 1/) A : H :
numbear--: 2/ 3 36,568 @ 28 49R : 2B,0ZB : 29,513
Production workers : : t :
' do———-: 2/ : 29,521 : 18,318 : 13,65% : 14,591
Capacity utilization : : : :
percent——: 85.4 80.7 : 64.3 : 48.7 : 49 4

1/ Measured in employment terms.
2f Data are business confildential.

Source: Corpiled from data submitted in response to questionnajres of the
U.8. International Trade Commiszgion.

The following tabulation illustrates the two measures of capacity
utiiization:

18
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Production Erployment
capacity capacity
Year utilization utilization
980 s 82.6 85.4
1981 69.7 80.7
1982 —— o __ 39.0 64.3
1983 e 23.4 48.7
1984 e 17.8 49.4

The smployment measure shows the labor-intemzive nature of commuter and
husiness aircraft manufacturing and the lag in reducing employment even with
significant production declines. The trends of the two indicators are
comparable with the excaption of 1984, when capacity utilization in employment
tnereaged while production wtilization decreaced.

Eespondents to the Commission's questionnalre indicated that it would
take approximately 7 to 12 months to expand to full practical ecapacity,
agsuming there was sufficient demand. However, to reach this level of
manufacturing, U.5. producers indicated that it would be necassary again to
build up a timely acquisition schedule for raw materials and subcomponents, as
well as tg recruit the required lebor force. 'This latter factor is critical
te the success of the industry in perisds of increased demand, a= production
of commuter and business aircraft is relatively labor intensive. Training new
employees iz both expensive and time consuming. Industry sources note that
once a production line ceases, it is Aifficult and costiy to restart.

Exployment and wages

Employment in the commuter and business aireraft industrles tends to be
eyclical. Large fluctuations in employment are quite common a3 producers
respond ta slack demand by substantially reducing employment. During 1980-34,
the rumber of persens employed in U.S. commuter and ieiginess nireraft
establishments rose from 37,843 workers in 1980 to 41,123 workers in 1981
{table 10). Overall smployment then declined irvegularly to 23,8B3 persons in
1924 . An average of 79 percent of those employed in these establishments were
produciion workers. Production workers engaged in the manufacture of commmubter
gireraft totaled 941 in 1984 compered with 930 in 19%1. The number of
business aircraft production workers followed a decreasing trend during the
5-year period, from 27,727 employeas in 1980 to 15,435 employees in 1984. 1/
Decreased aircraft demand, resulting in plant consolidations and relocations,
and discontinuation of several product lines were cited as the reason for
reduced industry employment. Another factor noted in questionpaire responses
was the increased success of foreigon-bullt airpleanes in the U.5. market.
Shipments of off-the—shelf general aviation airscaft (mostly business
airplanes) to the nilitary heve helped stadbilize employment in the lagt 2
Years.

1/ According to their submission to the Commission of Aug. 9, 1985,
Mitsubishi Aireraft Industries, located in San Angelo, Tx, employed 316
persons in 1%84. This does not include the Lemporary or contract workers

employed during peak worklosd periods. 1
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Table 10.--Average tumber of amplovess and production and related workers
in establistments preoducing commuter and business alreraft, 1980-84

Item “ie80 ¢ 1081} 1oe2 ' 183 ¢ 108

Avarage number af all parsons:
employed in the reporting : : : :
establighmente. —~——owu : 37,843 41,123 ¢ 27,939 @ 22,473 23,883
Praduction and related : : : : :
workers enpaged in the
production of:

All products——— - ————mm——:  Z9 _4K1 : 33,519 : 21,925 : 16,837 : 19,702
Comutter airerafb-—-——aee———; 1r : Q3G : G20 - 959 : 941
Buginess mircraft-~e———eee—: 27,727 ; 32,734 : 19,898 : 15,037 : 15,435

1/ Data are business confidential.

Souree: Compiled from data submittad in response to questionnaires of the
1.8, Internetional Trade Commission.

The commuter and business aireraft industries employ all levels of
unskilled and skilled labor. Meny of the occupmtions, such as sngineers,
electricians, machinists, painters, and mechanics, are ¢cemmon to any industey
that iz engaged in the construction of large, metallic structures. Other jobs,
however, are very specific to general aviation aireraft, and often these zkills
are not applicabla to other industries. Some of these trades include aireraft
line assemblers, hydropress operators, honeycomb cutting machine workers and
preflight ingpactors. 1/

Although the cost of labor in the Unlited States has not traditionally
been cited as & commercial! hindrance to domestic manufacturers, a few
producers have recently relocated their operations to nonunionized areas. Tha
twe major organized labor groups in the commuter and business aircraft
industries are the Intermational Association of Machinists and Aerospaca
Workers (IAM) and the United Automobile, Ascespace and Agricultural Implement
Workers of America (UAW}. Offiecials of the TAM indicate that union membership
in aerozpace firms in Wichita, ¥z (the location of three major producers),
declined from 18,600 persons in 1981 to 9,114 persons in 1984. Hembearship was
estimated to total only 4,396 persons in Jume 19B5. Although comparable data
are not currently available for UAW membarship, industry analysts assert that
this organization has also suffered significant membership declines.

Industry officials note that numerous other jobs in varying sagments of
the U.53. aconomy are generated from commercial and business aireraft
production, totaling four times the actual general aviatjon industey
employment level. The General Aviation Manufacturers' Association indicates
that employment in sales and secvice support for commuter and businessz aircraft
flight operations, flight training and maintenance, as well as subcomponent
manitfacturers, is dependent upon employment in this sector of the eccnomy. 2/

1/ Data provided by Johrn Elliott, Beech Aircraft Co., June 1985.
2/ herospace Industries Association, The U.S. Private, Business and Light

Transport Aireraft Indusiry, October 1984, p. 17. 20




21

A draft study conducted by the office of Senator Howard Baker in 1984
gtated that those workers displaced in the commuter and business alreraft
industries are often unlikely to find comparable jobs, as alternate employment
generally offerz lower wages tLhan the aerospace industry. Honasrospace
companies may be teluctant to hire displaced workers with recall rights,
because they could return to the aircrafbt-manufacturing industry at any time.

Hours worked.——The standard aircraft work week consigsts of 5 B8-hour days
{in shiftsg), for an average of 51 weeks per year. Overtime is also common,
depending on the schedule requirenents of different work areas of the
production line. Data from the Commission's questionnaire indicate that
man—hours worked by production and related workers in the manufacturing of all
preducts decreased irregularly during 1980-84, as shown in the followlng
tabuletion (in thousands of hours)}. 1/

Man-hours, all Man-hours, Man-hours,
Yaar productp commuter aireraft business aircraft
1980 ———— 6l,&62 1,250 559,122
9] — 64,312 2,023 62,28%
L] R — 46,860 1,922 44,083
1983w e mnian 34,212 ' 1,406 31,972
O | 1 T TR —— 37,724 1,939 32,159

The mumber of man-hours worked by employees in the commuier aireraft industry
fluctuated during tha S-yaar period, increasing overall from 1.3 million hours
in 1980 to 1.9 million in 1984. In the buginess aircraft industry, the number
of hoursg worked declined, totaling 32.2 million hours in 1984, cempared with
59,1 million hours in 1980,

Wages.--In the majorcity of U.5, commiter and business-airccaft-—
marufacturing establishments, wages are pald on an hourly basis, Because of
the significant union component in the industcy, most of these rates of pay
are also subject {0 the bargaining procsss. Figures supplied by the General
Aviation Manufacturers Association indicate that in 1984, the average annual
salary for an employee in the production of business aircraft was $26,618. 2/
A comparakla figure for commiter airervaft is net available.

Wage rates in these industries are highet than those paid to production
workers on average in all manufacturing industries and are comparable bul
generally lese, for example, than those paild in the construetion industry.
Table 11 illustrates these hourly wages and those paid in commuter and business
aireraft firms. Data from respondents to the Commission's questiotnalres
indicate that these alteraft industry workers recelved $£9.10 per hour in
compensation in 1980 compared with $11.82 per hour in 1984, Alsq, these
employees notmally receive higher wages for working second or third shifts,
Wage rates in the U.S. comuter and btusiness aireraft industries differ
gomewhat, according to geagraphic regiom.

1/ Compiled from data submitted in response to gquestionnaires of the U.S.
Interpational Trade Commission.

2/ “Coarperate Aviation," Fortune, Sept. 16, 1985.
21
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Table 11.—Hourly wages psid to production and related workers in all
manufacturing, construction, and cormuter and buginess aireraft industries,
1920-84

All manufacturing :Constouction : Commuter and business

tear ! industries : _industrey :  aireraft industries
1980 © o $7.27 $9.94 39.10
1%8t-——— s 7.95% : 10.82 : 13,09
1982 B.49 : 11.63 : 1l.14
1983 e e ey B.84 : 11.95 : 11.23
1984 = .1 9.35 ; 12.15 : 11.82

Source: Compiled from official statistics of the U.8. Department of Labor,
Bureau of Labor Statistles, and data submitted in response to questionnaires
of the U.5. International Trade Commigszion.

Total wages paid to all production and related wotkers in U.S. aircraft
manufacturing facilities are shown in the following tabulation (in thousandsz
of dollars}. i/

Year Commuter alecratt Buginess aiveraft All products
1980-——— e 12,519 537,763 610,925
198--—— 14,659 628,596 708,084
1982~ — = 16,040 _ 491,946 553,916
1983 e 17,568 359,154 494,131
p 3 1 ;T 42,161 380,240 596,249

Wages paid Lo workers for construction of all products msnufactured in aireraft
facilities decreased from s high of $708.1 million in 1981 to $59%6.2 million
in 1984. ¥or those ewployees engaged in coammuter aircraft production, total
wages paid increased by 237 percent durlng the S-year period, from $12.5
million to $42.2 million. Compeusation paid to business aireraft preduction
employees totaled $380.2 million in 1984 compared with $537.8 million in

1580, 2/

Capital expenditures

During the 5-yest period under consideratlon in this study, the U.3,
commiter and business aircraft industries spent over $500 million for capital

1/ Compiled from data submitted in response to questionnaires of the U.S.
Internstional Trade Commission. _

2/ According to their submission to the investigation record of Aug. 3,
1985, Mitsubishi Aicceraft Industries, San Angelo, Texas, paid $10,791,683.72
in U.5, wages in 1984.
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Table 12.——Commuter and business alveraft: U.5. producers' capital
expenditures for domestic facilities, by major types, 19B80-54

Item : 1380 : 1981 : 1982 : 1083 © 1984
Commuter aircraft: : : H : H
Land or land improvements——: 11 : 45 : - 261 ¢ -
Building or leasehold : H : :
inprovements———— oo : 2,494 ; 850 : 2,117 ¢ 3,B67 : 613
Machinery, equipment, and : H : :
fixtures: : : : : :
Bew———————————————1 3.12e : 8,309 : 4,584 1,928 4,354
vgad-——-——- o — 1. -1 -1 -1 -3 -
All othepr——--—r—————— e H -3 &, 690 : 7,921 : 13,420 : 68,035
Total, commuter———--————-: 5,631 : 15,894 @ 14,822 ; 19,476 : 73,003
Business aircraft: ; ; : : :
Land or land improvements--: -3 1,772 : 929 : B8 : 110
Building or lemssehold . . . .
improvementg—-——e—vomm i 23,336 1 26,341 : 10,948 : 11,375 : 15,988
Machinery, equipmnent, and ; : : :
fixtures: _ : : : 1 :
Rew——————— - -—r 20,491 : 16,364 : 19,526 : 8,530 : 10,0493
Uged— e ——t 510 : 15,372 : 18,593 : 19,737 : 55,370
All other—w—-ww———vem—mm—e=; 15,552 3 5,289 : 12,445 : 8,343 : 56,080
Total, business———j ------ 1 59,8A9 : 65,138 : 62,441 : 48,073 : 138,541
Grand total-w-ee—wme : 65,520 ; 81,032 : 77,063 : 67,549 ; 211,544

Soucrce: Compiled from data submitted in tesponse to questionnaires of the
.8, Imtarnational Trade Commission.

improvements. As shown in table 12, capital expendituresz for domestie
facilities manufacturing commuter aitrcraft temained close to $15 million per
year during 1980-82 but then increased to $£19.5 million in 1983 and

$73.0 million in 1984, Prior to 1983, one of the largest portions of this
tndustry's capitzl expenditure was devoted to the installation of new
equlpment to inereasse overall manufacturing capability. In 1983 and 1984,
however, several manufacturers purchased important subeomporient suppliers to
increase their vertical integration and overall efficlency az shown by the
large expenditure in the "all other™ category.

Capital expenditures in the business aireraft industry decreased
irregularly during 1980-83 to #$48.1 million. In 1984, however, 1.S5. producers
spant. $138.5 million for eapital improvements. A large portion of this
expenditure was devoted te uszed production equipment. Used equipment was
purchased in order to consetve working capital, according to questionmeire
respondents, 0.5, manufacturers lndicated that they made no capital
expenditures for foreign facilities during 1980-84.

Industcy sources indicate that prior te 1983, little investment was made
in advanced technelogy equipment; rather, the main objective during that
period was to inerease manufacturing capability and upgrade existing

facllities. However, in recent years, manufacturers have restructured thairz3
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operationz to utilize more modern and efficient production nmethods and reduce
the amount of time and labor required to build an sircraft. Tmportant
advances have heen made using numerically controlled machine tools and
computer—aided design and manufacturing (CAD/CAM) equipment. Some of this
equipment has been purchased used. Significant axpenditures have also been
made in areaz involving fabricsztion and molding of composite parts. BReech
Aireraft Corp., for example, installed one of the largest autoclaves in tha
world in mid-1985 fo cure composite parts.

In general, there iz very little use of robotics in the manufacture of
commiter and business aireraft, Thie is due to the Fact that cobotics are
most efficiently utilized in aress with large preduction runs. However,
industry officials eonfirm that the use of robots is being explorad in riveting
and painting operaticns, as well as fer required tazks in hazardous work nreas.

Industry analysts comsistently emphasize that technology will play a
eritical role in the success of the commuter and business aircraft industries
in future years. Capitsl expenditures, as a percentage of total U, 3.
shipments of commuter and business aircraft increased annually during 1981-84,
az ghown in the following tabulatien:

Expenditures/shipmants

Year (in percent)
1980 — e 1/
1981 ——- - 3.8
1982 -~ 4.7
19688 —— e 5.3
1984 - 12.7

1/ Data are business confidential,

The capitai investmentis reported by manufacturers were undertaken during one
of the most depressed periods in the history of these industries. U.s,
manufacturers indicated their commitment to the installation of sophisticated
machinaery for fabrication, testing, and assembly of commuter and business
aircraft, as well as factory automation and integrated information precessing
to retain and improve their market share. 1/

Research and development

The civil aviation industry is one of the United States' most technology-
intenzive industries. Research and development expenditures for the overall
aerospace seclion represent approximately 15.4 percent of sales comparsd with
3.3 percent for all U.8. manufocturing industries. 2/ The domestic commutar
aireraft industry spent 3.7 percent of its sales in 1984 for research and
development compared with 10.9 percent in the business aireraft sector. In

1/ Hational Academy of Enginearing, The Ggmgetitiﬁe Status of the U.5. Civil
Aviation Mamufacturing Industrcy, 1985, p. 22.
2/ Ibid., p. 19.
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publie statements, officials of Ceszna Aireraft Co. indjicated that the firm
had been spending 8 to 12 percent of its sales revenues on rvesearch and
developnents. Gates Laarjet Corp.'s research budget currently provides only
1 percent, bui this company indicates that it will spend 5 percent of its
gales during 1985-87 for reseaprch. Plper Aireraft Corp. indicates that it is
spending approximately 3 percent of it sales valume for new reseatrch and
development. 1/ OCwverall, these industriez spent $170 nillion for new research
in 1984, representing an inerease of 51 percent over the comparable amount in
1980. Respondents to the Commission's questionnaire reported reseacch and
development expenditures during 1980-84, as shown in the following tabulation
(in thousands of dellsrs). 2/

Year Commiter alreraft Businegs aircreft Total

1880~ o 9,159 103,763 112,922
e e et — 17,435 111,426 128,861
1982 ——— e 15,687 115,646 131,333
1983~ == rr=mm—————— 11,7495 236,423 248,218
1984 — e 5,400 _ 154,523 170,013

Commuter sircraft research and development rose from $9.7 miliion in 1920 Lo
its" highast level at $17.4 million in 1981 befere declining annually to

$5.5 million in 1984. However, tesearch expenditures in the buziness aircraft
industry increased each year, except 1984, reaching $164.5 million.

0.3, general aviation producers indicated a strong desire to retain large
research and development expandltures, degpite the low and unstiahle demand for
their products. Thiz may be due, in part, to the fact that most manufacturers
ara owned by large conglomerates that are abla to absorb some of the financial
risks sssoclated with these investments. Research is currently being conducted
in the areas of aerodynamics, structures and materials, propulsion, and alec-
tronies. Work is being done on improved airfoils and wing and body configura-
tions in order to improve the aerodynamic efficiency and operational safaty of
business and commuter aireraft. As discussed earlier, significant research is
under way to take full advantage of advanced composite materials. 3/ In the
propulsion area, domestic producers are working in clese cooparation with
engine marmfacturers tv reduce interior and exterior noise and neecessary
powerplant maintenance. All of the industries' research and development have

the overall objective of reducing the cost of both ocwnership and operatien of
aireraft. &/

Atthough the .8, commuter and businesg aireraft industries did not
raceive any U.5. Govermment loans or grants for research and development

1/ David M. Worth, "Business Aircraft Makers Stress New Technology to Cut
Product Cegts,” Aviation Week & Space Techmology, Sept. 30, 1985, p. 1677.

2¢ Compiled from data submitted in response to questionnaires of the U.2.
Internaticnal Trade Commission.

3/ It is important to note, however, that many purchasers of business and
commuter aireraft have expressed reservations about the feasibility of
composite parts.

4/ NWaticnal Academy of Engineering, "Research and Technology Heeds in
General Aviation,™ WASA's Hole in fAeronmeutics, 1981, pp. 9-11
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durlng 1980-84, they did bensfit from several Federal Government research
programse. Thase prajects are digcussed in the "U.5. Sovernment Involvement™
gection of this report. Quéstlonnaire respondents noted benefits from
cryogenics work done for the space shuttle, wing design and regearch, and
propane testing done by the Hationzl Aercnautics and Space Administration
{HASA).

Financial experience of the U.3. industry

Bet sales for overall operations, as reported by respondentz to the
Commizsion's questlonnalre, rose from $2.9 billion in 1980 to $3.5 billion in
1981 (table 13). Sales then declined irregularly to $2.7 billion in 1984. 1In
1981, over 85 pertent of the industry's net sales were derived from commuter
and business aircraft. By 1984, this figure had fallen to 80 percent.
Producers are involved in the manifacture of gmaller, general aviztion
ajreraft, remotely pilaoted vehicles, missites, and military aicceraft.
Although separate statisties are not available, questionnaire respondents
indicated that, with the exception of recreational-type airplanes, the
ancillary areas were generally more profitable than bBusiness or comuter
aireraft production during tha S-year peticd. The profit ratio for owvarall
operations for comm:ter and business sireraft producers decreased from 7.4

Table 13.--GCommuter and business aircraft: U.5. producers' net sales and
net operating profit on their overall establishment operations and on
commiter and business aireraft operations, 19B80-8B4

‘Ttem T 1980 1981 © 1982 1583 | 1984
Overall operationa: : : : : H
Bet =ales—-——————wiltlion dollars—; 2,927 :3,549 ;2,872 2,366 : 2,658
Ket operating profit or : : : H :
{logg)————a—— million dallaps——: ny -+ 281 95 1 (58) : {78)
Ratic of net operating profit or : : : :
{loss) to net saleg--—-- poteent-—: 7.4 1 F.9 + A3 : {2.9) : (2.9)
Cotomiter alreraft operastions: : : : : :
Het sales———--———mlllion dollars—-: 1/ : 1oh 93 : 105 162
Het operating profit or : : : : H
{logg)—--————million deoliars—: 1/ ¢ (14 {9y + {(13) : 14
Ratio of net operating profit or : : : H
(loss) to net sales————-parcent-=: (1.2} :(13.2) : (9.7) :{12.4) : 8.6
Business aircraft aperations: : : : : :
Wet sales—————---million dollars——: 2,477 ;2,942 :2,338 :1,773 : 1,957
Wet operating profit or : : : : H
{logg}~vuceae——million dollars--: 189 : 353% : 142 : {23} : {63)
Ratio of net operating profit or : : : :
{loss) to net sales-———-percent—: 7.6 '+ 11.3 : 6.1 : (1.2} : (3.2)

) 1/ Datz are buslness confidential,

Source: Compiled from data submitted in response te questionnaires of tha
U.5, Internaticnal Trade Commission.
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percent in 1980 to 3.3 percent in 1982. In 1983 and 1984, the industries
realized losses of 2.5 and 2.9 percent, respectively.

U.5. producers of computer airplanes realized profits only in 1984.
Prior to that year, the industcy incurred losses ranging from $9 million te

$14 million: The opposlte situation occurred in the businesg alrcraft

industry. Manufacturers had net sales of $2.5 billion in 1980, compared with
$2.0 billion in 1984. This translated into a profitability ratioc of 7.&

parcant fn 1980 versus a loss totaling 3.2 percent in 1984,

B.5. Market

Deegcription of U.5. market

Industry sources indicate that the United States sceounts for an
estimated 70 percent of the combined world market for commuter and business
aircraft. The reasons for this lies in the structure of our air transportation
system, the trend toward decentralization of business activity, and the large,
geographic expanse of the United Statez. 1/ Sales in the 1.5, market are also
esgential for any producer, foreign or domestic, because zaleg in tha United
S8tates often establish necessary mamafacturesr and product ecredibility.

Commitet aireraft.--—Commuter and/or regional airlines are the predominant
users of commitet aircraft. These airlines are currently defined as thase
carriers that provide regularly scheduiled passenger and/or cacge service with
aireraft seating less than 60 passengers and a cargs payload capacity of
18,000 pounds or less. Thege airiines operate under Giwvil Aeronautics Board
(CAB) regulation Part 298, FAR 135, and occassionally, FAR 121. Generally,
these asirlines perform at least five round trips per week batwesan two or more
points and publish fligkt schedules which specify the times, days of the week,
and alrports between which such flights operate. Air taxis, which also use
this type of airceraft, are similar to commiter airlines in that they provide
the =sme type of air transportation; however, their operationz are not on a
scheduled basis but are “for hire” for specific trips. They generally operate
undetr CAB regulation Part 298 and FAR 135, which apply to alireraft of 12,500
pounds or less, except under special exception. 2/

The principal Eunction of the shent-haul transportation system provided
by these carriers has been to provide small and medium-size commnities with
access to the nation’s primacy air transportation system. The operators
utilize a varviety of aircraft, differing in size and capability, according to
thelr voute structure and passenger loads. These aircraft, which are operated
on trip lengthes averaging 140 to 300 miles, are generally flown at lower
altitudes tham the planes utilized by the natiomal and major airlines.

The CAP originally restricted commuter airlines to airplanes smaller than
12,500 pounds gross takeoff weight for the express purpoze of confining their
operations to service that would not compete with larpger alrlines, As it

1/ V.8, Department of Transportation, Federal Aviation Administration, FAA
Aviation Forecasts, Fiscal Years 1985-1996, February 1%85, p. 97.
2/ Ibid.

.
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became evident thai these commuter carriers were net a threat to the major
alrlines, this limitation was changed in 1972 from an alrcraft size limitation
to a maximum payload limitation--either 30 seatsz or 7,500 pounds of cargo.
Mosct commuter airlines, hewever, prefarred to continue utilizing smaller
planes for several reasonsz., First, at that time, there were no modern
aireraft available in the larger range that were speclfically tailored to the
economic and operational requirements of the commuter market. Additiomally,
the Federal Aviation Administration requires the addition of a cabin attendant
for 20 or more seats, which adds another cost element for these carriers.

Hore importantly, however, few commuter airline marketg had the ridership or
were financially able to support larger equipment in 1973. 1/ Early growth in
the comauter alrline industry was due to the conversion from small turboprap
plates to large jet aireraft by the pation's large certified air carrciers.

The cost of operating this equipment was often too great to justify secvice to
many outlying areas.

The Airline Deregulation Act iz congidered one of the single most
important events that chanpged the shape of the U.5. commuter zirline
industry. The act, passed in October 1978, formalized a number of significant
changes in Faderal policy and repulations aimed at making the air
transportation system wmore efficient. The act made the smaller carrlers
eligible for Federal losn guarantees for alreraft purchaszez and aiso axtended
subsidy qualifiecatien to them under the Civil Aeronautics Board's BEesential
Alr Service Program (EAS). The PAS, established under section 419 of the
Daregulation Aet, guarantess "essentlal air zervice™ for 10 years to all
eligible communities {(those receiving certified service on the date of
passage, or those whose authorized secvice had been suspended, a total of 555
commnities}. Under this provision, commuter carriers providing thisz service
are provided a subsidy payment from the U.2. Government in addition to the
passenger fares received. Another provision of this act parmitted regional
airlines to receive the CAR's section 401 Certificate of Publie Convenlence
and Necassity, effectively enabling these carriers Lo operate any type of
sirecraft. Regional airlines served 97 percent of the EAS communities in the
continental United States in 1984. 2/ However, Congress has recently
congidered terminating the program prior to 1988. Another key componant of
deregulation allows airlines the opportunity to enter new markets or exit from
those which are no longer econcmienl. As a result of this provisisn, the
major airlines withdrew from unprofitable markets to concentrate on longer,
higher density markets. Commuter airlines quickly moved into these abandoned
routes.

The Airline Deregulation Act, however, 4id not totally deregulate the
commier airlines. TIn some aspects, these carriers operate in a more
constrained regulatory environment than they did before 1978. For example,
they must now comply with more stringent reporting requirements and operating
regulations; pilots must hold the highest level of FAA license, and even the
smallest aircraft mwst meet much stricter safety requirsments.

1/ Impact of Advanced Air Trangpert Techhology. Office of Technology
Azgegament, Congress of the United States, 1982, p. 21.

2/ 1985 Anrwal Report of the Begional Aicrline Industry, Reglonal Airline
Association, May 1985, p. 20.

28



29

In the early years, the reglonal airline industry was highly
disaggregated. The vast majority of the carciers were small companies that
operated only 1 or 2 planes with fewer than 10 seats over a zmall number of
routes, In vecent times, however, the commuter airline industry has
gtrengthened and consclidated, increaszing their level of overall management
sophistication. Of the commter carriers currently operating in the United
States, almost 30 percent have been im business for 10 years or morce, and aver
50 percent, far 7 years or more. 1/ The industry bas alse been stretgthened
through mergers of a few of the lesding carriers. Airline industry sources
indicate that it is often more cost effective to expand through mergers and
acquisitions than to purchase new aireraft. Many operators have also expanded
thelr operations by geing public. Regleonal Alrline Assoclation statisties
show that almast 40 percent of the 50 leading reglonal air carriers are now
publicly owned.

Benkruptcies have been & factor in the elimination of weakXer airlines
from the industry. The Reglonal Airline Association indieates that
approximately 100 regicnal airlinés have gone out of business since tha
detegulation process began in 1378. Three leading carriers terminated

oparations during 1984, and an additional 3 continued operations under Chapter
11. 2/

The number of commuter airlines operating in the United States fluctuated
congiderably during 1977-84 (table 14). . There were only 163 carriers
cpecating prior to deregulation in 1977. By 1978, the industry had grown to
252 ajirlines, or by almost 55 percent. The number of airlines reached its
highest point at 277 in 1981 but declined during the next 2 years as a result
of the 0.5, recession. In 1934 there were a total of 221 commter carriers
opetrating in the United States. The number of aireraft opersted by these
airlineg rose from 1,200 (with an average seating capacity of 11.9 persons) in
1978 to 1,915 {with an average seating capacity of iE.4 persons) in 1984.

The U.S5. regional airline fleet compositieon, in terms of aireraft size, is
shown in figure 2. These aircraft were operated cut of 853 airports in the
United States in 1984, with 619 of these alrports being served exclusively by
cormmuter ajrlines. Industry sources indicate that the average stage length
{distance of trip} for these carriers iz 155 wilas.

Regional airlines transported 26.1 million persons in 1984 compared with
fewer than 1¢ million in 1977. Industey officlals note that the leading 50
regional airlines carried 84 poercent of total paszsengers enplaned in 1984,

The top 100 cartriers transported 9% percent of these passzengers in that

year. 3/ There are a number of reasons {or the capid growth of commuter airc
service ginee 1977. First, the speed and convenience of air travel are more
attractive as incomes rige, and the rising number of businesses moving to
small communities has alzo increased the demand for short-haul service.
Second, the withdrawal of the larger airlines from emallet communities in 1978

1/ U.5. Department of Transportatiom, Federal Aviation Administration, FAA
Aviation Forecasts, Fiscal Years 1985-1996, February 1985, p. 34, o

2/ Reglonal Alrline Association, 1985 Annual Report of the Regional Airline
Industry, ¥ay 1985, p. 6,

3/ Ibid., p. 8.
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Table 14.—0.3, regional airlines: Wumber of airlines, airceraft in
operation, and passengers transported, 1977-84

Iten 1977 1978 | 1979 | 1980 . 1981 _ 1982 = 1983 ~ 1984

Total carriers : : : : H H t H

operating——-————-—: 163 : 252 :; 258 : 237 : 2}7 : 245 ;: 218 ; 221
Total aircraft in : : : : : : :

gervice—\———————————— : 15 11,200 :1,450 :1,606 ;1,743 ;1,857 :1,808 : 1,915
Average seating : : : : : : : :

capacity--—————————— : L/ :11.¢ :12.5 : 13.9 : 15.1 ¢+ 15.6 ¢ 18.1 : 1B.4
Passengers carried : H 1 : : : : :

(in millions)--: 9.2 : 11.3 : 14.0 : 14.8 : 15.4 : 18.6 : 21L.8 : 26.1

1/ Mot available.

Sourece: 1985 Ammual Report of the Begpional Airline Industry, Reglonal
Airline Association, May 1985, p. 6.

resulted in a faster growkh rate for commuter airline ridership than normal
growth in demand for air service would produce., Less capital is required to
acquire or laaze the type of alrcraft suitable for commuter zervice.
Therefore, entry into the commiter airline husiness has been relatively easy.

Additionally, integration with the primary air trensportation sysiem has
been improving in recent years as the major aiclines, the longer routes of
which are customarily fed by commuter carriers, have hagun to share ticket
sounters, gate space, and baggage-handling and ceservation services, 1/ Hany
of thege trunk carrierz have, in fact, entered into interline relationships
with regional airlines, often allowing the commuter carrier to use the Lrunk
airline's two letter designator. 2/ As of December 1985, 45 regional airlines
had become dedicated to major/mational airlines. 3/ Examples of thase include
Eagtern Airline*s Eastern Metro Express, Awerican Alrline's American Eaple
carriers, and Delta Alrline's Delta Connections. These dual-dasignated
commmiter airlines carried almost 60 percent of total commuter airline
passengers in 1984. It is penerally to the advantage of the larger airlines
to subsidize the regilonal airlines' costs through sharing of facilities,
hecause the latter feed passengers that subsequently take trips with the major
carriers., Todustey analysts estimate that almost three-quarters of the
pasaengers carried by regienal alrlines connect with another airline before
concluding their air travel.

Business airerafi.--Business alveraft are utilized by both small
companies and large corporations in the United States. Although the terms

1/ Empact of Advanced Alir Transport Yechnwlogy, Office of Technology
Aspessment, Congress of the United States, 1982, p. 27.

2/ Two-letter designations (abbreviations) are uszed by the U. 5. air
transportation industry to identify major and natlonal airlines.

37 John W. Oleott, "Is Code-Sharing Fair?," B/C Commuter, Business and
Commercial Aviation, January 198&, p. C3.
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"business, curpofaﬁe.‘ and "executive”™ aireraft are used interchangesbly in
this report, there are two basic market groupings used in the industry. The
FAA defines z business aircraft az one which is uszed by individuals, not for
compensation or hire, but for transportation in the hisiness in which they are
engaged. Frequently, the owner of the business is the actual pilot of the
aireraft. Executive or corporate aireraft are defined as these used by a
corporation, company, or organization to transport its employees or property,
and not for compensation or hire. These planes are generally staffed by
professicnal flight crews.

In the 1960's, business aviation was a small community, with only a
limited number of large corporations operating flight departments. The
gireraft utilized in these operations were often reconstructed military
aireraft or piston-powered planes. 1/ In the 20 years since then, the use of
buziness-type aireraft has increased greatly for a variety of reasens. One
important factor in this growth is the inconvenience of scheduled service with
many major airlines. This is due in part to deregulation, which, as discussed
earlier in this section, allowed airlines to withdraw from unprofitable
markets, where many firms may be located, Often, scheduled airline secvice
does not provide the flexibility required by a company. Additionally, because
of overcapacity at many airporis, long delays ave somebimes experienced when
wtiliizing the natien's primary air transportation system. For businees
exacutives, the use of an aireraft for on—demand travel can maximize
efficiency. The dispersal of commercial and industrial facilities has
prompted the appearance of the corporate shuttle, which provides scheduled,
non—comnmon carrier service for coupany employees between widely geographically
separated plants. 2/ Average corporate airersaft utilization has grown from an
estimated 25¢ to 300 hours per year in 1978 to almost 800 hours per year in
198%,

The increase in hijackings and terrorist activities throughout the world
has alsc become a factor in the desirability of busziness aircraft. The
increased safety afforded to company persomnel by the utilization of its own
airplane has been cited by several industry analysts as an increasingly
important factor in a company's deciszion to purchase (or lease)} an alrplane.
Te ensute further the safety of both the personnel using the plane and the
gireraft itzelf, many corporations do mot have the company's name or logo
painted on their airplanes. 3/

Generally, smaller businesses operate zingle-engine piston or turbeprop
atrplanes; large, corporate flight departments operate a variety of airecraft
ranging from helicopters (for travel of 200 te 300 miles) to large jats capable
of crogs—country or cverseas travel. Sources in the Watiomal Business Aireraft
Association have noted tham an increasing number of companies are pooling their
flight departments and sirplanes. This pooling generally involves several
companies sharing airecraft, malntenance, and flight crews. Indusiry officials

1/ Wational Academy of Engineering, The Competitive Status of the U.S_ Civil
Aviation Industey, 1985, p. 28,

2/ Aerospace Industries Assoclation of America, The U.8. Private, Business
and Light Trangport Aireraft Industry, Qctober 1984, p. 11,

3/ "Corpovate Aircraft Security,”™ Busliness and Commercial Aviation,
Beptember 1985, p. 14,
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indicate that & desire to decreaze costs and inerease aireraft utillzatlon are
the reasons for these arrangementa. Although specific data on the number of
thege gireraft in the United States are not available, indusiry sources
estimate that there are approximately 160,000 alrcraft classifled as “business™
for purposes of Internal Revenue Service records. Tn 1984, the Fa4 found that
63,773 airplanes were ragistered to companies in the United States, with over
three—quarters of these planes classified as "business” aireraft. Industry
analysts estimate that approximately 34,000 firms operated 60,000 aircrsft in
1984. officials of the Fational Business Alreraft Association bellave,

. however, that only ahout 20,000 of these planes ave operated on a day-to-day
basis for business purposes. OFf these, almost 9,400 are turboprops and jats,
with the remeinder being small, piston ailrplanes.

¥or the nation's largest corporations, the business aireraft has become
an intergal part of their operations. Of the “"Fortune 500 Corporations™ doing
tuginess in the United States, almost 70 percent of these firms owned and
oparatad business aircraft. In 1984, these companies utilized 1,677 aircraft,
or 3 percent of the FAA's estimate of total corporate alreraft in the United
States., The aircraft coperated by these firms included 250 piston svicraft,
530 turboprop airplanes, and 897 jet-powered business aircraft., 1/

Barriers to entry

Because of the nature of commter and business aireraft manufacturing,
the new entrant to either industry faces substantlial barriers Lo entry. The
commitment to bulild an alreraft for either of these markeis involves a
cansiderable investment of ftime and capital. According to industry sources,
approximately $250 million to $500 million is required in nonrecurring costs
alone to dasign, produce, carktify, and market new models. The magnitude of
this investment varies considerably, however, depending on factors such as the
gize of the airplanes, initial production and sales, extent of product
improvements, individual program productivity, and the amount of risk assumed -
by subecontractors., The bulk of the expenditure must be made early in the
program, well before any appraisal of the eventual success of the venture can
be made.

Additionally, there iz a lengthy time period between the actual salling
of the airecaft and the point at which the manufacturers are able to recoup
their costs. Approximately 3 to 5 years are often required in order for an
established aireraft manufacturer toc perform all the necessary steps to
deliver a commter or buginesg airplane, The time period required for a new
entrant would most likely be even lomger. Industry officials state that, as a
general vule, approximately 250 to 300 aircraft must be sold by a manufacturer
in order to recover developmental costs. High interest rates, inflation, and
athar nonforseeable economic factors can often ralee this breakeven point.

The ratisnale for the long time period required to make a profit on a commuter
or business alirceraft lies in the way these products are pricad, a prineipal
commonly known as the "leamming curva.™ The learning curve concept states
that laber costs decline steadily with the number of units produced, because

1/ FPred George, “Business Aviation and the Fortunme 500," Business and
Commercial Aviation, December 1985, pp. 75-79.
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worker efficiency increases with experience. 1/ Each airc¢raft producer goes
through a learning curve analysis in order to estimate the approximate
breakeven number of airplanes. Therefore, the price of the plane is bazed on
the estimated cost of producing the sircraft several years later.
Additionally, derivatives of the initial aircraft madel, incocporating such
elements a5 improvements in fuel efficiency or increases in pPoOweET, ate
generally requirsed to maintain continuous szles. However, each derivation
requlres additional expenditures,

Aceording to industry surveys, only 5 to B percent of the value of each
alrplane sold contributes to the amortization of the firm's development
expenditures. Manufacturers will typically attempt to minimize thelr
investment tizk hy seeking a5 many launch orders as possible. However,
purchasers willing te take the risk of being launch customers often pay
favorable prices, a small downpayment, or in some cases, no cash. Therefara,
these early orders do not always infuse capital immediately into the £irm.

Anpther formidable harrier that a new industry entrant must overcome is
the lack of astablished eredibility in the market. Tn both the comomter and
business aireraft markets, performance and relisbility are of critical
concern. The manufacturer must not only have the capability to design and
produce the plane, but must reslize market acceptance.

Honetheless, if a country decides that it wishes to develop aireraft-
manufactutring capabilities, busilness andfor commuter alrplanes provide
favorable opportunities to enter the industry., The investment to commence
proeduction in the gensral aviation area is considerably less than in the large
transport industry. Licensing arcangements or joint wventures can further
reduce the cost of entry to the industry and allew the new entrant to gain
expartisza,

Factors influencing market demand

Commuter aircgaft.--—According to data received from questionnaire
regpondents in the U.S, commuter airline industry, route aypansion and
increased passenger traffic were cited as the two primary sources of market
demand. Othetr factors noted were the need to replace older, less fuel-
efficient plenes, and the desire for more comfortable aireraft. These results
parallel those found in the Commission's 1982 survey of the industey 2/ and a
study done by Forecast Associates in Hovember 1981. 1In these surveys,
operators cited expanded routes as the most significant factor in adding new
alceraft, with increased frequency of flights and the need for larger airplanes
as additieonal determinants. The foreces leading to route expanzion and higher
pagsenger leads inelude the interlining of regional carriers with majar

1/ Aerospace Industries Association of America, The Challenge of Foreign

Competition to the Jet Transpert Manufacturing Industry, December 1981, p- 31.
2/ U.5. International Trade Commission, Economic Impact of Foreign Export
Credit Subsidies on the U.S5. Commuiter Aircraft Industry: Report to the

Committes eon Finance, U.5. Senate, on Investigation Ho. 332-143 , . .. USITC
Publieation 1328, December 1932, 24
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airlines, growing metropalitan population, increasing passenger disposable
income, and urban decentrcalization.

Commuter airlines singled out Government regulations as one of the major
factors that inhibit commuter ailreraft purchases, Airport access resteictions
were consistently noted as an important concern of these carriers. The
propased changes in the 0,3, tax systen (elimination of the ITC and
modificaticn of the ACRS system) have caused considerable uncartainty in the
industry. To a lesser degree, unattractive financing packages for new
aircraft purchasers were cited as inhibitors to industry growth.

Business airccaft.--U.8, purchasers of business aircraft overwhelmingly
indicated that the need to provide prompt, on-demand travel for their company
executives was the main factor that prompted the acquisition of their
airplanes. Alse noted was the desire for more modern, fuel-efficient
airplanes. BSaveral companies mentioned the requirements of having quieter
planes, necessitated by more steingent nolse regulatlons in their area,

Business aircraft operators indicated that lack of company profits was
one of the major hindrances to purchazing sn aircraft. Often, a certain level
of company profitability is necessary in order to obtain top management
approval for new aircraft acquisitions, regardlese of any market demand
factors. Alsa, the current indebbness of a corporation appears to be an
impoctant factor in the purchase of atrcraft. In &8 study done by Data
Resources, Inc¢., it was found that the average corpotation buying a business
airplane in the late 1970's was spending only 16 percent of its discretionary
capital on all debtl service. The comparable figure for 1985 13 over 39
percent, showlng thet meney that would have been allocated to a business
aircraft is often being used ta service debt, 1/ As with commuter airlines,
cotpotrate aircraft operators z2lso indicated that Government regulations,
restrictad airport aceess, and potential tax law changes ware additional
factors in the purchasing decision for business aircraft.

Marketing

commuter and bugziness aircraft are marketed in the United States
bagically in the same faghion, regardless of manufacturer. Initial attempts

to generate interest in the product rely on articles and advertisements in
trade journals. A detailed gales campaign, including visits to potential
purchasers, also takes place. Marketing vapresentativesz of the aircraft
marufacturers collect details of the purchaser's altcraft needs and present an
analysis that shows how their airplane will fulfill the necessary
requirements. Salesmen generally remain in continuval contact with commuter
airiines or the flight departments of medium- and large-size corporations.
Additionally, some manufacturers of smaller business aiveraft sell their
planes through dealer/disiributor networks and not directly from the factory.
A detailed discussion of the marketing of commuter and business aireraft can
be found in appendix D.

1/ Gates Learjet GCorp., "0'Mara Unveils New Marketing Plan,” Jetstream,
September 1983, p. 4.
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Financing

A purchaset's commitmert to purchase a commuter or business aireraft
begins at one of three levels: a letter of intent te purchase, an option to
purchase, or a firm order. The first two ate usually nonbinding for the
purchaser, while a firm order generally entails the signing of a sales
contract and the tender of a downpayment. When a firm commitment is being
made, the issue of financing comes into play. The first decision regarding
financing is whether to purchase or lease the aireraft. This eweluation
entails a detailed financial analysis of the discounted present value of cash
flows and the azsociated tax impmacte. Qther eritical variables to be
considered include the assumed life and residual value of the aircraft, the
ability to utilize tax benefits, the ability to finance the purchase, and the
interest rate involved. - Data obtained from commuter airlinea responding ta
Comnission questionnaires indicate o strong preference for leasing their
equipment ,. but businese aircraft purchasers expressed an overwhelming desire
to purchase their planes.

Financing was noted as extremely important to commuter airlines. During
1975-81, purchasers generally obtained finaencing from private sources such as
commercial banks. 3In recent times, however, there has been o move toward
financing through shareholder equity, public debt, leasing, snd manufacturer—
sponsored programs. Industry sources note that the emergence of manufacturer—
sponsored financing is another response to the intense competition in this
macket. A detailed discusszion of the purchasing process and financing of
airceraft acquisitions is found in appendix D.

U.8. cunsumpi:i-:m

Commuter aireraft.—U.3. consumption of commuter aircraft increased from
102 airplanes, valued at $178.3 million, in 1981 ta 157 airplanes, valued at
$483.6 million, in 1984 (table 15). The growth came despite the U.5.
vacassion and its dampening effect on most domestic industriss. There has
also been a ghift in demand to larger, more expensive aircraft. Sources in
the regional airline industey indicated that incereased traffic in many areas
abandoned by major airlines after deregulation and increased public acceptance
of traveling on smaller airplanes wera the reasons for increased use of such
aireraft. 1In the last 2 years, the trend of commuier operators to interline
with major airlines has prompted new equipment acquisgitions. The ratio of
imperts to consumption fer commuter alrplanes decreased from 73.5 to 56.1
percent in quantity and from 78.4 ta 70.0 percent in walue during 1981-84.
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Table 15.——Commuter airerafi: 0.35. shipments, exports of domestic merchan-
dise, imports for consumption, and apparent U.8. consumption, 1980-84

{(Quantity in units; walue in thousands of dollars)

: : : Ratio {per-
u.5. : U.S. : U.S. Apparent

Year U.8 cent) of
shipments : exports :imports 1/ : ' .ti : imports to
H : H Consumpt Lan :consumption
Quantity
1980 —— ——————— 2/ : 2/ Bl : 2 : 27
1981 —ammemy 45 : 18 : 75 : 102 73.5
1982 - 44 13 : an ¢ 71 : 5e.3
1983 ———————: 58 : 12 : 5% 105 - 56.2
g -7 . : 72 : 3 ; 88 157 56 .1
: ¥alue
1980 —wo e 2/ : 2/ ¢ 152,941 : 2/ : 2/
1981——-——————: 67,825 20,357 : 135,785 : 178,263 : 78.4
1982— e e 58,518 : 23,231 : 91,551 126,838 : ¥2.2
1983 —cm e 849,941 : is, 745 ; 113,960 : 192,116 : 61.9
1984 ——————: 147,313 4,913 : 338,170 : 483,430 : 10.0

1/ Estimated by the staff of the U.2. International Trade Cowmisgsion on the
bagis of data received from questionnaire responaes.
2/ Data are buzinesa confidential.

Source: Compiled from data received in responge to dquestlomnaires of the
U.5. International Trade Commiseicn.

Buginess airecaft.—-1.85,. consumption of business aircraft decreased
gignificantly in gquantity during the 5-year period from 5,518 to 1,337 planes
(table 16). Inh contrast, the walue of apperent domestic consumption increased
from $1.4 billion in 1980 to $1.7 billion in 1984, The wast majority of the
U.s.—produced portion of domestic consumption during the period was smaller,
owner—operated business alrplanes. This is evident from a comparison of unit
values. During 1980-84, the averaga unit value of all imported tusiness
aireraft was $3.3 million compared with an average of $3147,000 for all
demestically built business planes. The overall level of import penetration
increazsed from 3.% to 7.0 percent iIn quantity during 1%80-84. In wvalue terms,
however, tha ratio of imports to consumption decreased from 29.2 to 25.4
parcent,
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Table 1&.——Business aircraft:' U.5. shipments, exports of domestic merchan-—
dige, imports for consumption, and apparent i.3, conisumption, 1580-34

{Quantity in unite; wvalue in thousandg of doliarg)

: Ratio (per-

Year V.5, : U.8. : U.B. : Apﬂagent cent) of

- shipments E exports i1mpurts 1/ f consumption : 1mports_to

3 : H reonsumption

Cuantity
1980 ———————— : 8,645 : 3,240 : 213 5,518 : 3.5
1981- e —rem e - 7,107 : 2,577 243 : 4,773 ¢ 5.1
1982 ————————— : 3,558 ¢ 1,230 : 175 : 2,503 ¢ 7.0
1983 —————————1 2,155 : 596 91 : 1,650 5.5
1984~ v e e i 1,359 . 315 . 93 . 1,337 7.0
‘ Value

1980—————————: 1,620,372 : 651,568 : 393,802 : 1,367,606 : 29.2
1981 —————=-—1 2,082,885 : 725,454 : 746,891 : 2,104 322 : i5.5
1982 —— e 1,575,867 © 601,263 : 712,311 : 1,686,915 : 42.2
1983 ———— H 1,185,468 : 304,717 : 378,203 : 1,258,954 : 0.0
1984 ———————— =} 1,515,107 : 253,387 : 429,240 : 1,690,960 : 25.4

1/ Estimated by the staff of the U.S. International Trade Commission on the
basis of data received from questionnairve responses.

Source: Compiled from data received in response to questionnaires of the
0.3, International Trade Commizsion.

Turboprop and jet-powered business aiceraft consumpliion followad a
gimilar trend, totaling 151 units, valued at $1.5 billion in 1984, comparad
with 1,548 units, valued at $917.4 wnillion, in 1980 (table 17). This table
illustrates the fact that although turbeprop and jet-powered business aireraft
are small in quantity, they dominate the value of consumption. The average
tnit value of U.S.-built business turboptrop and jet alrplanes was $583.000 in
1980, $2.8 million in 1983, and $9.7 million in 1984. The comparable figures
for imports were $1.9 million in 2980, £4.7 million in 1983, and $5.5 million
in 1984. Consumption has been dominated by the larger, higher value business
planes in recent years, as the market for smaller aireraft, moat often
purchased by individuals, drastiecally declined. U.S. shipments of buziness
aireraft were especially dominated by large business jets in 1984, as shown by
tha unit wvalue of these planes. As a percentage of 1.5, consumption of the
turboprop and jet-powetred segment of the business aireraft market, imports
captured 51.0 percent by quantity and 28.3 percent by walue in 1%984. U.S.
consumption of business aireraft was adversely affected by the recession in
1981-83%. Congumption, in terms of wvalue, recavered somewhat in 1984 in
response to growth in corporate profitability.
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Table 17.--Turboprop and jet—-powered business aircraft: U.5. shipments,
exporta of domestic merchandise, imports for consumption, and apparent U.5.
consumpt ion, 1980-B4 :

{Quantity in units; value in thousands of dollars)
H : : : : Ratio (per-

u.s. : Uv.5. : wu.s. . Hhpparent cent) of
Year . u.5. :
shipments : exports :imports 1/ : R : importis to
consumption T
H : H reonsumption
Quantity
(1Y E— 1,629 : 292 : 211 : 1,548 : 13.6
198 ——— 847 .. 338 ; 238 : V47 : 31.9
1982 —— e 510 : 215 : 165 60 : 35.9
1983 — e 344 85 : BO : 33g : 23.6
1984 ——— ————; 134 : 60 I? = 151 : 51.0
; Valus

1980--—— e : 949,090 ¢ 429,820 g8, 127 - 917,397 : 43.4
1981 : 1,443,614 : 549,376 : 746,111 : 1,640,349 : 45.5
1982- - wmmm e H 1,246,746 : 501,769 : 110,936 : 1,455,916 : AB .8
19831 69,421 : 251,336 ; 376,613 ¢ 1,094,698 ; 34.4
1984 —— e 1,301,849 : 232,964 ; 425,840 ; 1,504,725 ¢ 28.3

1/ Egtimated by the staff of the V.3, International Trade Commisszion on tha
bagis of data received from questiconnaire responses.

Source: Compiled from data received in response to questiomnaires of the
1.5, International Trade Commission.

U.8. Impocts
Tariffs and international agreements affaecting imporis

Commuter and business aireraft imperted into the United Stotes are
clagsified and reported under seweral tariff snd statistieal provisiens,
depending primarily on the empty weight of the airplane. The classifications,

according to the Tarlff Schedules of the United Etastes Annotated (TESUSA)

£1985) (TSUsA), are ax followa:
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TEUSA item No. - : ‘Description
Civil alrplanes, new:
694, 4143 —— e Single engine. _
; #Hultiple engines:
694 4 lAf——— e ——— Lezs than 4,400 pounds empty welght,
694, 4148 e b, A00 pounds and over, but lesgss than

19,000 pounds empiy welght.
10,000 to 33,000 pounds, inclusive,
empty welight:

69, GLO0— - e e Turbojet/turbofan.

649, 4160 er———————— Other, including turboshaft
o _ powered.

BO4 , ALBS o Over 33,000 pounds empty weight.

Ducing the Tokyo round of the Multilateral Trade Negotiations, held
during 1973-7% under the General Agreement on Tariffs and Trade {GATT), it
was recognized by member countries that increasing government interference in
the aircraft sector could lead to global pressures for restrictive trade
policies for civil alrcraft. Delegations from the United States and other
major aircraft-producing eountries mought to negotiate an apreement to deal
with the full scope of nommilitary aircraft trade policy issuwes. The
Agreement on Trade in Civil Alreraft, popularly known as the Civil Aireraft
Agreement, resulted from these negotiations. 1/ '

The agreement, which covers both commuter and business aireraft, became
effective on January 1, 1980. 2/ Original zignateries were Austria, Belgium,
Canada, Demaark, the Federal Republic of Germany, France, Ireland, Ttaly,
Japan, Luxembourg, the Betherlands, Horway, Sweden, Switzerland, the United
Kingdom, and the United States. In addition to the signing by the nine member
countries, the agreement was also slgned by the Eucopean Community. Since the
Civil Airceaft Agreement became effective in 1980, three additional countries
have become signateries: Greece, Bomania, and Eygpt. 3/ Spain also became a
signatory t¢ the agreement with its entry inte the Buropean Community in
Januacy 1986. A copy of the agresment iz included in appendix E.

The Agreement on Trade in Civil Aireraft provides a basis fer free and
fair trade in the eivil aireraft seetor, addressing both nontariff and tariff
issues. There are three main features to the agreement addressing gavernment
involvement in aircraft procurement; subsidies; and the elimination of all
customs duties and nontariff barriers. The provision regarding goverhment
involvement in aircraft procurement forbids signatory countries from requiring
or unreasonably pressucing aiclines, marufacturing companies, or other firms,

1/ U.5. Department of Commerce, International Trade Administration,
Apreement on Trade in Civil Airecvsft, June 1980.

2/ The provisions of the Agreement on Trade in Civil Aircraft were
implemented in U.S. statute by the Trade Act of 1979.

3/ Currently, the only countries that produce or have produced commuter or

business aircraft that are not signatories to the Civil Alreraft Agreement are
Brazil, Israel, Indonesia, and Australia.

40



4l

to procure civil aircraft from a particular source, Additionally, signatories
may not require offpet production or support contracts in conjunction with the
awarding of eivil aireraft procurement coabtrazets. The provision also guards
against the providing or denying of benefits designed to influence procurement
from a particular sourcsa.

The Agreement tiotes that the provisions of another agreement negotiated
during the Tokyo Round, the Agteement on Technical Barriers to Trade, apply to
trade in eivil aircvaft., The Technical Barriers agreement is designed tao
engure that product standards, ecertification methods and other technical
regulations and standards are not applied in a diseriminatory fashion nor
constitute an unmecessary barvier to international trade. Further, the Civil
dircraft agreement explicitly neotez that the Techmical Barriers agreement
covers “civil aircraft certification requirements and specifications on
operating and maintenance procedures," at least between signatories of the
Givil Aircraft agreement. 1/

In the area of subsidiesz, the Civil Alrcraft agreement notez that the
provigions of another Toyke Round agreement, the Agreement on Interpretation
and Application of Articles VI, XVI and EXIII of the General Agreement om
Tariffs and Trade {Agreement on Subsidies and Countervailing Dutiss}, also
known as the Subgidies Code, apply to trade in civil aircraft. 2/ The Ciwvil
Aireraft agreement also states that the pricing of civil aireraft should be
bazed on tveasonable expectation of recoupment of all costs, including
nenrecurring program costs, 3/

The Agreement further provides for the elimination of all customs duties
and similar charges levied on, or in conjunction with, the importation of
civil ajireraft and engines, flight simulators for civil alircraft, and most
parts and equipment of such aireraft. 4/ Offset production, which is the
practice of requiring the importer to subcontract production to a domestic
producer in exchange for an ailreraft order, is also prohibited. The Agreement
also indicates that signatoriesz are not to apply import or export quotas or
licensing requirements to restrict imports or exports of civil aircraft in a
manner inconsisent with GATT. 5/

The civil Alreraft Agreement alse egtablished a Committez on Trade in
Civil Alrevaft, composed of a representative from each signatory nation. The
committee consults on matters relating to the agreement and works to ensure
the contimvance of free trade. Additionally, an important functiom of the
Cormittes 15 Lo attempt to resolve any complaints from signatories alleging
that other signatory nations are not fullfilling their obligations under the
agreement. &/

Annther international agreement that has an impact on trade in sivil
alrcraft is an offshoot of the OECD Arrangement on Guidelines for Officially

1/ Article 3. The Agreement on Technical Barriers to Trade can be found in
GATIT, PBasic Instruments and 3elected Documents (BISD}Y, 246th Supp. at 8 (1980).
2/ Articlea 6., The Subsidies Code can be found in BIBD, 26th Supp. at 56.

a7 Article 6.
47 Article 2.
9/ Article 5,
6/ Ibid. 41
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Supported Export Credits, agreed to in April 1973 and subgequently updated
several time=s. As noted above, export credits play an important role in the
sale of commter and business alveraft. The QECD Arrangement does not apply
to trade in eivil ailrcraft because the participants in that Arcangment 1/
eould not agree on specific terms= that would apply to trade in civil aireraft;
however, the participants in that arrangement did agree in 1975 thet their
expert credit practices ghould “stand still™ as of that date, and not
thereafter be modified, pending the negotiztion of a more comprehensive
arrangement for c¢ivil aircraft export credits. This arrangement, known as the
"Btandstill"™ arrangement, does not provide guidelines for interest rates used
in export credits, but does= indicate the downpayment and maximum loan
repayment terms that countries can offer in financing export sales. These
terms are a l0-percent cash Jownpayment, a 7-year repayment peciod for
executive jets and large turboprop aircraft, and 5 years for small aireraft.
Repayment of loans iz to begin within & months after the delivery date of the
plane, This agreement applies to lease purchase arrangements as well az sales
contracts, 2/

One very important deficiency of the Standstill Agreement is that it does
not set any mwinimum interest rates, instcucting only that povernmeats “pravide
financing no softer than current practice.” 3/ U.S. Government officials,
however, have recently been engaped in negotiations to establisgh a
conprehensive financing agreement addregsing interest rates as well as
repayment terms. In January 1886 tentative agreement was reached on a szector
understanding for general aviatlon aircraft financing., This agreement
comp lements the Arrangement on Guidelines for 0fficially Bupported Export
Credits, settling out the guidelines for official povernment export financing
of the sale or lease of new ailrcraft. The terms and conditions of this
agreement are shown in the following tabulation. 4/ The agreement, which will
be implemented March 10, 1984, also prohibits tied ajd eredit for alreraft
salas or leasgas.

Aircraft type Credit tarms

Turbine-powered aircraft, 3¢
to 70 seats———————————e e ==~ 10 year term 1/ at mwatrix or
commetrclial interest reference rate.
Other turbine-powered aireraft---- 7 year term at meirix or commercial
interest reference rate.
Other aireraft—-re—emmam e 5 year term at matrix or commercial

interest reference rate.

1/ Credit tecms execeeding 8 years require prior notification to national
export banks.

1/ Australia, Austria, Canada, EEC, Finland, Japan, Wew Zealand, Worway,
Fortugal, 3psin, Sweden, Switzerland, and the United States. ODECD
Atrrangemant, Annex D. )

2/ Information gbtalned from Cffice of Aerospace, UV.S. Department of
Comperce; and the iIf.8. Department of the Treasury.

3/ Ibid, -

4/ Data provided by Bob Cassidy, U.S. Department of the Treasury, Faeb. 7,
1984, 42
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It should be noted that the Subsidies Code, though proscribing the
granting of export subsidies on cther than certalin primary products, provides
an exception from this prohiblition for export credits that are in conformity
with the provisions of an "lontecnational undertaking on official export
eredits to which at least twelve signatories to this Agreement [Subsidies
Code] are signatories as of 1 January 1979." The 0ECD Arrangement is
eenerally viewed as coming within the geope of this exeception, and thus expork
credits granted in conformity with the Arrangement 1/ would likely not be
viewed as wiolating the obligations of the Subsidies Code. 2/ Tt is possible
to construe this exceplion as applying to export credits granted in conformity
with the Standstill arrangement on the sale of c¢ivil aireraft, although as the
Standstill artvangement does not regulate export ecredit interest rates, the
exception would apparently only apply to such matters as the downpayment and
length of loan terms cowered by the Standstill arrangement.

Enforcement of these international arrangements iz generally left to
gavernment-to-government consultations or dispute settlement mechanisms
specified in the relevant international agreements. The Civil Aircraft
Agreement, the Subsidies Code, and the Technical Barriers Agreement all
contain specific procedures for resolving disputes beiween signatocies to the
agteements. 3/ While these procedures can only be inveked by governments, a
private party in the United States may request that the United States
government enforce the rights afforded the United States under trade
agreements, ineluding those listed above, by filing a petition under sections
301-306 of the Trade Act of 1974 4/ with the Office of the United States Trade
Reprazentative. 5/

1/ Hufbauer and Erb, Subsidies in International Trade 88-74 (MIT Press
1984), Hote that this exception to the proscription on export subsidies
contained in the Subsidies Code apparently applies even to nomparticipants in
the OECD Arrangment if they ere signatories to the Subsidies Code and if they
in practice apply the interest rates specified by the relevant international
undertaking, such as the OECD Arrangement. Annex, Illustrative List of Export
Subgidies (k).

2/ Proseribed subsidiez under the Subsidies Code include the export
subsidies listed in Annex A, and domestic subsidies that cause injury to the
domestic industry of another signatory, cause a nullification or impairment of
benefits under the GATT accruing directly or indirectly to another signatory,

or cause serious prejudice to the interest of another signatory. See Article
8 af the Subsidias Code.

3/ See Beview of the Effectiveness of Trade Dispute Settlement Under the
GATT and Tokyo Round Agreements, Inv. Mo, 332-212, USITC Pub. 1793 (December
1985) for a desciription of the dispute settlement procedures under the GATT
and the Tokyo Round Cedes, including those listed above. Hote, however, that
these dispute settlement procedures are only between szignatories of the
various codes. In some cafes, though, it may be posszible to bring a similar
complaint, zlleging an inconsistency with GATIT obligations, before the GATT
Counell if the parties are both members of the GATT.

A7 19 U.5.C. §% 2411-2416.

5/ See USLTC Pub. 1793 for a deseription of the section 301 petition
procedure as well as an analysls of the effectiveness of the dispute
resoluktion procedures of internmational agreements.
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Moreover, a complaint that sales of commuter or business alreraft have
been subsidized may be investigated under U.8. lsw to determine if
countervailing duties should be imposed on subsidized imports of civil
aircraft into the United States. In general, countecvailable subsidies
include export subsidies, including those subsidies listed in Annex A to the
Subgidiea Cede, 1/ and certsin domestic subsidies Lf provided or required by

3/

{a)
{b)

(e

(4]

(e)
(E}

()

{h)

(1)

ILLUSTRATIVE LIST GOF EXPORT SUBSIDIES

The prevision by governments of direct subsidies to a firm or an
industey contingent upon export performance.
Currency retention schemes or any similar practices which involve a
honue on exports,
Internal transport and freight charges on export shiprments, provided
or mandated by goverrments, on terms more faveurable than for
domestic shipments.
The dalivery by governments or thelr agencies of Lmported or
domestic products or services far uge in the production of exported
gaods, on terms or conditions more favorable than for delivery of
1ike or directly competitive produets or services for use in the
production of goods for domestic consumption, if (in the case of
products} such terms or conditions are more favorable than these
commetrcially available on world markets to their exporters.
The full or partial exemption, remission, or deferral specifically
related to exporta, of direct taxes or social welfare charges paid
or payzble by industrial or commercial enterprises.
The allowance of special deductions directly related to exports orc
export perfotmance, over and abowe those granted in respect of
production for domestic consumption, in the cgleulation of the base
on which direet tawxes are charged.
The exemption ot remission in respect of the preduction and
distribution of exported products, of indirect taxes in excass of
those levied in respect of the production and disteibution of like
products when so0ld for domezsiic consumption.
The exemption, remission or deferral of prior stage cumulakive
indirect taxes on goods or servieces used in the production of
exported products in excess of the exemption, remission or deferral
of like prior stage cumulative indirect taxes on goods or services
used in the produetion of like products when sold for domestic
consumption; provided, however, that prior stage cumulative indirect
taxes may be exempted, remitited er deferred on exported products
even when not exempted, remitited or deferred on like products when
sold for domestic consumption, if the prioc stage cumplative
indirect taxes are levied on goods that are physically incarperated
{making normal ailowance [or waste) in the exported product.
The remicsion or drawback of import charges in excesz of those
levied on imported goods that are physically incorperated (making
normal allewance for waste} in the exported product; provided,
however, that in particular cases a firm may use a quantity of home
market good egunal to, and having the same quality and
characteristicsas, the exported goods as a substitute for them in
order to benefit from this provision if the import and the
eorresponding export operations hoth occur within a reasonable time
pericd, normally not to exceed two years.

{(Footnote continued)
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government actlon to a specific enterprise or industry or group of enterprises
or industries. 1/ The Trade Agreements Aect of 1979 represents the United
States' implementetion of the agreements reached during the Tokyo Round of
trade negotiations. While the Trade Agreements Act is intended to be
consistent with the United States' understanding of itz obligations under the
Agreements, the Act is independent of the Subsidies Code. As the Senate
Finance Gommittee noted:

Our trade laws are, and long have been, subject to gdministratiuve
and judiecial review processzes. These procegsas both lead teo and
require greater precision in our law than the rather vague terms of
the agreements or implemenmting regulations of other counteies.
Furthermore, unfamiliar terms in the agreements, or terms which may

(Footnote continued)

{i) The provislon by governments (or special institutlons controlled by
governmants) of export eredit guarantee or insurance programs, of
ingutance or guaroatee programs against inereases in the costs of
axported products or of exchange risk programs, at premivm rates,
which are manifestly inadeguate to cover the long-term operating
coste and losses of the programs.

(i} The grant by governments (or special institutions controlled by
and/ot acting under the authority of govermments) of export credits
at rates below those which they actually have to pay for the funds
s0 amployed {(or would have to pay if they borrowed on internatiomal
capital markets in order to abtain funds of the same maturity and
dencminated in the same currancy as the export credit), or the
payment by them of all or part of the costs incurred by exporterz or
financial institutionsz in obtaining credits, in so far as they are
used to secure & material advantage in the field of export credit
terms. Provided, however, that if a signatory is a pacty to an
international undertaking on official export credits to which at
least twelve original signatories to this Apreement are parties as
of 1 Janwary 19479 (or a succegsor undertaking which has been adopted
by those original signatories), or if in practice a =zignatory
applies the interest rates provisions of the relevant undertaking,
an export credit practice which is= in conformity with those
provisions shall not be considered an export subzidy probhibited by
thi= Agreement.

{1) Any other charge on the public aecount comstituting an expart
subglidy ln the sense of Article XVI of the General Agreement.

Thiz Tllustrative List iz incorporated by reference into U.S. law,
19 U.5.C. R1677(5){A). However, this is not an ewhaustive lizt and cettaln
payments or arrangements not tontained in the list may be considered
countervailable export subsidies under U.5. law. Also note that the Commerce
Department, in deciding whether subsidies are countervallable under U.8. law,
has astablished its own definition of "export credit" for the purpose of the
exception contalned in pacagraph (k).

1/ The Commerce Department has interpreted this to mean that "generally
available" subsidies are nhot countervailable. This interpretation was found
to ba in arror when applied te theé facts in Cabot Corporation v, United States,
9 C.I.T., 8lip Op. B5-102 (Oct. 4, 1985}. '
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have a different meaning in United States law than in internatiomal
practice or anpther country’s lawg, need to be rendered into United
8tates law in a way that ensures maximum predictabitility and
fairmess. 1/

That is, a United States person wishing to institute a trade action against
imports of foreign aircraft allegedly benefiting from unfair subsidies must
look to the U.8. law directly rather than to the Subsidies Code or the GATT to
determine whether a particulsr subsidy is countervailable. 2/ Examples of
foreipgn domestic subsidies that may be countervailable under U.8. law are:
provision of capital, loans or lcan guarantees on terms inconsistent with
commercial consideratlions; the provision of goods or services at preferential

- rates; the grant of funds or forgiveness of debt to cover operating losses
sustained by a specific industry; or the assumptlon of any costs or expenses
of manufacture, production or distribution. 3/

Several of the foreign subsidies practices discusgsed in this report 4/
auch as govermment loan guarantees, flexible repayment term loans, tax
exemptions, government equity participatien on a non—commercial basig, and
export financing and credltsz may, uwnder certain circumstances, be countervail-
able under V.5, law.

Within the past 5 years, two statutory investigatlons were conducted by
the U.28. International Trade Commission on genheral aviation ailreraft. Both
cages involved commuier aiceraft. The first complaint was filed by Commuter
Aircraft Corp. ot May 27, 1982, and alleged that the domestic industry was
materially injured by reason of the sale of subsidized imported planes from
France and Italy {investigations Ros. 7O0L-TA-174 and 1753). The Commission
determined an July 7, 198%, that there was no reasonable indication that the
U.5. industry was materially injured or threatened with injury or that the
establishment of &n industry in the United States was materially retacded by
reagon of these imperts. 57/ On August 13, 1982, Faitvehild Alreraft Corp.
filed a countervailing duty petition alleging that the U.5. industry was
materially injured owing to the importation of Brazilian commuter aircraft.
tn September 27, 1982, the Commission determined that there waz no reasonable
indication of such injury or threat thereof. 6/ These are the only
investigations regarding commuter aircraft that have been filed with the

1/ 5. Rep, Wo. 249, 96th Cong., lst Sess., 36 (1979).

2/ A discussion of types of subsidies the Gommerce Department has viewed as
countervailable under U.5. law can be found in The Commerce Department Speaks
on Impsct Administration and Export Administration 1984, Vol. 1 (PLI 1984).

3/ 19 U.5.C. §1677(5)(B}.

4/ Bee goction on Foreign Government Involvement. Some of the restrictive
practices, such as countertrade requirements, are not explicitly covered by
any of the Codes or U.S. law and bave not been gpecifically ruled improper
under the GATT.

5/ For viewe of the Gnmmlssiun, gee pages 3-24 in Certain Commuter Airplanes
from France and Ttaly: Detecmination of the Comenissicon in Investipgations Wos.
FO1-TA-174 and 1715 (Preliminaryj. . ., USTITC Publication 1269, July 1982,

B/ For views of the Commiszion see pages 3-20 in Certain Commuter Airplanes
from Brazil: Determiaation of the Commission in Investigation No. 7(1-TA-188
(Preliminary). . ., USITC Publication 1291, September 1482,
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Comuission under U.3. trade laws from 1980 to date. Sinece both aof thase
investigations were terminated pursuant to preliminary negative determinations
by the Commieesion, the Commerce Department has not made any detecmination
under the provisions of the Trade Agreements Act of 1979 as ta the
countervallabillty of any of the aubzidies allegedly involved in the
production of thias sort of aireraft in other countries, :

Many of the subsidies used by foreign governmentz to support their eivil
aireraft industries are domestic production subsidies, as opposed to export
subsidies. Domestic subsidies are poteniially actionmable under the Subaidies
Code in certain circumstances, but are not explicitly proscribed a5 arve export
subsidies, 1}/ Signatories to the Subsidies Code have agreed to avoid causing
through the use of such domestiec subgidies: {1) injury to the domestlc
industry of another signatory; (2) nullification or impairment of the benefits
aceruing to ancther signatory under the GATT: or (3} serious prejudice to the
interasis of ancther signatocy. 2/ The first of these, injury to the
domestic industcy, refers generally to the ecuntervailability of the duties
when products are exported to the United States. These may be dealt with
under U.3, law as discussed above. 3/ With respect to the adverse effecta in
third markets or in the domestic market of the subgidizing countrey, such
domestic productlon subsldies are actionsble only under the second and third
standards, nullification and impalrment or serious prejudice.

Mullification and ingaicment or serious prejudice may arise through:

{a) the affects of the subsidized imports in the domestic market of
the importing signatory,

(b} the effects of the subsidy in displacing or iwpeding the
imports of like products into the market of the subsidizing country,
ar

{e) +the effects of the subsidized exports in displacing the exparts
of like products of ancther signatory from a third country market. 4/

These are obviously difficult standards to satisfy and complaints €iled
with respect to them under the Subszidies Code conciliation and dispute
resolution mechaniems will necessarily have a lesser chance of success thapn a
challenge to explicitly proscribed export subsidies.

As noted above, U.5. individuals or corporations may petition the
- Prasident under sections 301-306 of the Trade Act of 1974 to institute
consultationg or proceedings under the dispute resclution procedures of the

1/ Export subsidies used by developing countrieg are not necessarily
proscribed. They are only actionable if they cause “seriouz prejudice” to
another signatory's domestie industcy. Subsidies Code, Art. 14{2)-(3).

2/ Bubgidiea Code, Art. 8{(3), Art. 11(2).

3/ Under U.S. countervailing duty law, if a countervailable subsidy is
considered 2 domestic subsldy rather than an export subsidy it will generally
result in a lower ad valorum duty imposed with vespect to that subsidy and,
consaquently, less relief to the U.5, industry.

4/ 3ubsidles Gode, Art, B{4). 47
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Telavant Code or the GATT to attempt to eliminate the offending foreign
practice. 1/ When dealing with restrictlons an imports of U.5. airecraft into
foreign eountries 2/ a section 301 petition iz the only available tredrass
under U.S5. law for private persans. The distinciion between proscribed export
subsidies and potentizlly actionable bt neot necessarily prohibited domestic
subsidies ls reflected in the language of section 301. The President is
authorized to take actions against foreign trade practices that are
unjustifiable, unreasonable or disecriminatory and burden or restrict U.5.
commerce. 3/ The statute defines "“unreasonable” to mean:

.any act, policy, or practice which, while not neeessariiy in
viclation of or incemnsistent with the international legal rights of
the United #tates, is ctherwise deemed to be wnfair or
inequitahle. &/ .

In contragt, “unjustifiable” iz defined to mean:

. any act, policy, ot practice which is inwviolation of, or
inconsistent with, the international legal rights of the United
States. 5/

Thus, "unreasonable” would apply to domestic subaidies that cause
nullitication and impairment or serious prejudice, and ™unjustifiable" would
apply to proscribed export subsidies. While the statute makes this
distincetion, it providez no explicit differentiation in the burdens which must
bz met for a complaint against an unreasenable practice rather than an
unjustifiable one. &/ However, as a practical matter, a person filing a
patition complaining of an allegedly harmiul, but not explicitly proscribed
foreign practice will obvlously have more difficulty establishing its case.
This may be otie reascn why no petitions have been accapted and investigations
begun under section 301 on commuter and business airceraft.

1/ It should be neted that the President is empowared under section 301 to
take retaliatory action in an attempt ta elimingte certain foreign trade
practices regardless of whether such retaliation is authorized or explicitly
permitted by the GATT or the Codes. See S. Rep. Ro. 1298, 934 Cong. 24 Ses.
at 1646 (1974}). ;

2/ Bee sectlon on Wontariff Barriers to Export.

37 19 U.8.C. § 2411(a){1)(B)(ii}.

47 19 U.8.C § 2411¢ed (3}

5/ 19 U.S.C § 2411{e)(4).

6/ Section 301{a)(1l)(B){ii), which deals with “unjustifiahle™ and
"unreasonable" practices, does include an extra requirement that the practice
in question must be shown to "burden or restrict United States commerce.™ To
the extent that unreasonable, but not necessarily proscribed foreign practices
must come within the purview of this subparagraph, there is an extra burden
that must be met by the petitioner. However, zuch & petition ¢ould alse
arguably be filed under § 301(a)(1){A), which deals with policies or practices
that are “incomnsistent with the provisions of, or denies benefits to the
United States unider, any trade agreement.™ There iz soma overlap in the
provisions of § 301{a).
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Level and trends of I.S. imports

Tatal U.5. imports of commuter and business airecaft totaled 181 planes,
valued at $767.4 million, in 1984 compared with 294 sireraft, wvalued at
$551.7 million, in 1980 (table 18). This represzents a decreaze in quantity of
38 percent but an increase in value of 39 percent. Tmports of new aireraft,
i quantity, declined owing to the U.5. recession in 1981-83, the availability
of used aireraft, and unecertainty regarding the potential chapges in the U.S.
tax law. During 1980-84, imported alreraft consgisted primarily of larger,
more expensive iturboprops and jets. 1/

Table 18.——Commiter and bu=ziness aireraft: V.5, imports for consumption,
by types, 1980-84

Item . 1980 0 1881 | 1982 1983 . 1984
Commiter airverafi-—--- units-—: 81 : 75 : 40 59 : a8
Buginess aircraft————- do——--: 213 ; 243 : 1715 91 : 93
Total-—-—— -~~~ do———-: 294 318 : 215 : 150 : 181
Share change from pre- : ! : .
vious year————percent—-: B V. B,2 ;: -32.3% : 30,2 : 20.7
Commuter aireraft : : H :

1,000 dellars-—: 152,941 : 139,795 @ 91,551 : 118,960 : 338,170

Business airerafb—————— do-——-: 398 BOZ : 746,891 : 712.331 : 378,208 : 420,240
Total-—— e do-—-——:_551,743 : BAG, 686 : BOI BB2Z . 497,168 : T67,410
Share change from pre- : : : : H

vious year----percent——: 1/ ! &0.7 -9.3 : -38.% B0.2

1/ tot available,

Source: Compiled from data submitted in response to questionnaires of the
1.5, International Trade Commi=zalon.

The shift in demand in the import market is clearly evident by the change
in the product mix of imports of commuter airveraft. OQuestionnaire data
indicated a move to lapge, 30- to S50-seat aircraft. Imports of commubter
airplanes, in quantity, rose by only 7 aircraft, from 81 in 1980 to 8B in 1984,
However, in wvalue terms, imports rose by 121 percent during this same period.

The import penetration ratic for commuter airplanes (by value) fell fram a
high of 78.4 pereent in 1981 to 70.0 percent in 1984, 2/ The most important
foreign suppliecs of U.85. imports of these planes included Canada, Brazil, and

1/ Imports of commuter and business aircraft are not separately classified
in the TSUSA, therefore a specific product breakdown of imparts by country is
not available. Data relating to country of origin of imports were gathered
during thls investipation but are business confidential.

24 The level of import penetration deelined in 1984 due to an ineresse in
the guantity of aircraft seld by U.S. producers, not an increase in the unit
value of the aircraft sold.
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Great Britain during 1980-84, Other suppliers wetre Korthern Ireland, Spain,
and Sweden. Detailed information on these supplierz can be found in appendix F.

Imports of business aircraft totaled 213 units, valued at $398.8 million,
in 1980. By 1984, the number of aircraft imported had declined to 93, but the
value had risen- to $429.2 million., 1/ Over 83 percent of the quantity and 99
percent of the walue of these imports were turbaprop and/or jet-powered
airplanes in 1984, Increased deliveries of these medium- and large-size
business planes built in Canada, France, and Israel account for much of the
recent growth in import walua,

The trade deficit in cotmmuter aireraft totaled $122.2 million in 198D, as
shown in figure 3. This figure declined to $6B8.3 million during 1981-82. By
1984, however, imporis exceeded exports by $333.3 million. Exports exceeded
imports of business aircraft by $262.3 million in 1980. The industry recorded
a trade deficit, however, in all of the following years. The deficit totaled
$11.3 million in 1981 and $168.5 wmillion in 1984,

Several purchasers of commuter alvercaft indicated, in response to
Cormission questionnalres, that they bought foreipn-made aircraft hecsuse, in
most instances, there were no comparable U. 5. -manufactutred products available
that adequately met the performance e¢riteria required for their routes.
Companies pucchasing foreign-built business aircraft stated that they made
their purchases because these planes were generally less expensive to acquire
than comparable U.8. products.

Major Foreign Competitors

Curcrently thefe are approximately 14 foreign-based manufacturers that
are in direct competition with the U.5. industry. A few of these countries
{including Brazil and Japan) that prodiice commiter and/or bBusiness aireraft
have targeted 2/ aerospace for development. An aircraft industey can often
spur high-technology advances in ather areas, provide employment, and offer a
certain amount of world prestige. A successful general aviation industry can
also help reduce the cast of providing military industrial capacity. Ancther
benefit of an indigenous aircraft industry is the fact that the exportation of
commter and buginess aiceraft, which are relatively high-value goods,
provides forelign currency.

Genaeral aviation is especially attractive, bacausze it allows a country
to become involved in aireraft manufacture without the sizable capital
expenditure thet would be required for the production of large transport

1/ In business aircraft, there is one Japanese—owned producer, Mitsubishi
Aircraft International, which agsembles jet-powered aircraft in the Unilted
States from kits consisting of the fuszelage and empennage that are
manufactured in Japan. For purpcses of this investigation, these aireraft are
considered imports. _

2f Imdustrial targeting consists of coordinated govermment actions taken to
direct. productive resources to help domestic producersz in selected industries
to become more competitive. These government actions can be ineentives or
vostrictions. g0
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Figure 2,--1.5. exports and Imports of commeter and business

aircraft, 1580-84.
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aircraft, Cotmuter and business gircraft are often more conpatible with the
resources of individual companies and countries. 1L/ Also, as discussed
earlier in this report, an even more cost-effective way to enter these
industries ig through licensing arrangements or joint ventures. Several of
the foreign sircraft producers competing with domestic manufacturecs have
been, or are currently engaged, in these types of relationships. A few of
these producers have indicated that thelr collabarative ventures greatly
agsisted their introduction into actual aircraft manufacturing. Appendix F
includes a detailed discussion of the major manufacturing countries of
comuter and business aircraft manufecturing countries and, to the extent the
data are available, the policies of their governments that influence general
aviation manufacturing and marketing activity.

U.5. Exports

Description of forsizn markets

Export sales are very important to commuter and business aircraft
manufacturers, as the economies of scale involved with sdditional zalez can
lower a firm's unit costs significantly, improve profitability, and increase
overall competitiveness. Additional benefits of aerospace exports are often
difficult to quantify, but industry sources asgsert that an existing well-
trained labor force working in well-equipped factories are important national
assgets, 2/

In a study done in June 1932 fotr the Aerospace Industries Association of
America on the benefits of aireraft sales to the U.S. economy, Chase
Econometrices Data Croup found that for each $1 billion increase in
aircraft-related exparts, an addition of 44,700 full-time equivalent man-years
in the aircraft industry would resuit. During 1982-1%90, each $1 billion
ineresse would ultimately result in a $6.5 billion rise in the groms national
product because of the economic multiplier effect and supplier sales.

Further, a total employment increase of 148,400 full-time equivalent man-years
would occur during the B-year period, with almost 30 percent of this
eployment occurring in the aerospace sector. 3/ However, it is important to
note that this study assessed data for the entire aersspace sector, and there
atre significantly fewer [ollow—on supplier males and a smaller multiplier
effect in the commuter and business aireraft industry. Therefore, the
corresponding increases in both employment and GHP would be less. However,
these data do serve to illustrate the great importance of aircraft exports,
including general avistion, to the overall health of the U.8. econonmy.

Commuter sirctaft.--In most countries sutzide the United States, the air
transportation system is highly vegulated by the Mational or State
Governments, and, therefore, there is no developed regional airline industry
gimilar to that which exists in the United States. This regulation, even when
it alliows for the establishment of commuter operations, often dictates high

1/ Thid, :
2/ Aerospace Industries Assoclation of America, Wational Benefits ‘of

Aevospace Exports, June 1983, p. 14,
3/ Thid, N -
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fares. 1/ Additienally, .in many fereign countries, the major air carrierg are
owned by the government, and standacds effectively prohibit the existence of
amall earriers because of the fear that they could divert passengers from the
majer airlines. This is the case in Japan, where these regulations prohibit
growth of a wmacket already small., Currently, there are only seven
regicnal-type airlines operating in Japan. 2/ In Burope, the wules of the
European Economic Community permit free access to air routes only betweet:
relatively minor airports that do not serve the main areas. Also, aireraft
operating on these specified routes cannot exceed 70 passenger capacity., 3/
Only recently, the Buropean Parliament submitted advice to the full REuropean
Communiity to allow member nations to follow a “go-—slow” approach to airline
regulation in Burope, allowing nations to delay deregulation for up to 14
years. 44 As of September 1, 1985, the Civil Aviation Authority of Great
Britain liberalized domestice fares, but will not proceed with deregulation of
the air transportation system for several yeaprs. 5/ Spain has alzo deeided to
decentralize its air transportation system, allowing fare liberalization and
the {ormation of 5 new reglonal airlines. &/ The Hetherlands, Luxembours,
Belgivm, and West Germany have also demonstrated a willingness to relex their
regiilatory policies. 7/ In Canada, a form of relaxed airline regulation has
been in effect since June 1984. Recent proposals to further deregulate that
nation’s air transportation system have been met with severe criticism from
both airlines and the involved employas unions. 8/ Australia is also
sariously considering deregulation.

Many areas, Burope being the most prominent example, have modern,
efficlent, rall transportation systems that sarve many of the potential
markets that a commutar aitline might serve. Political problems concerming
routes and licensas have also slowed developmant of commutetr airline
operations. Despite these restrictions, there are commuter airlines operating
throughout Burape, Australia, and some parts of Asia. In general, regiomal
airlines in Western Eurcpe and Scandinavia operate as private and independent
firms, as & subsidiaries supporting one or more major cartviers, or as partners
to major carrier but without any investment by the carrier. 9/ There are
currently at least 18 commuter airlines operating in Europe. 10/ Worldwide
shipmente of commuter aircraft, by sources, are shown in table 19.

1/ Interviews with officials of Aer Lingus, May 1985.

2/ "Commuter Airlines In Japan, “Commuter—World, July-Aupgust 1985, pp. 12-13.

3/ "Reglonals Around the World,™ Interavia, April 1985, p. 324.

4/ "Buropeans Advise Slow Deregulation Approach," Aviation Week & Space
Technoleogy, Sept. 23, 1585, p. 349,

5/ "Commuter View," Commuter World, September-October 1985,

6/ Alisen Chambers, “Spain Liberalises," Commuter World, Hovember
19B85-January 1986, p. 23.

1/ Chris Cooper, "The Basic Commuter Airpart,” Commuter World, Wovember
1985—January 1986, pp. 42-43%.

8/ Hugh Whittington, "Deregulation: A Wise Initiature," Canadian Aviation,
Septemberc 1985, p. 2.

9/ "Beating the Barriers,” Commuter Air, Cetober 1585.

14/ 1985 European Regional Yearbook," Commuter Ailr, October 1985,
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Table 19.-—Commuter and business sirceraft: Worldwide shipments of new turbo—
prop and jet aireraff, by types, and major producing countries, 19BD-B4

{In units)
Iten . 1980 1981 1882 | 1983 1984
Commuter aireraft: : : t : :
Inited States——rcoo—— e N ¥ 63 : L 70 5
Canada———————- —_ ————— e ! 95 75 : 39 . 12 ; 25
Brazil-eemmm e 3 52 57 : 34 : 19 5
Great Britain-——— e _r 1/ 10 : 5 ; iz : 42
Northern Ireland---—-e e ——————— : g 8 14 : 33 ¢ a3
Spaln————————— —— ————————— s 25 : o 24 : O ]
Franti— s m e e e} 0 J : ac: d Q
Indonesin—— ————————— 1 o: o: 0: 0 ; 0
1T L T ———— :  HI 0 O : 0 1L
West Germany---——-——— e ————— - 2/ = 2/ 1 3516 : 3/ 27 32
Ketherlands 3/———————wo 34 : 34 26 ¢ 32 : 2B
Total —— —— o —_ — 2/ 2r - 215 : 225 1 251
Business aircraft: : H : : :

United States———-cmmme e o 975 : 1,230 : 113 47Q - 388
Canada—— -~ —— e ——————— H s 19 : 39 : 44 ; 20
Frantce-——==—=m—————————— - a4 - 19 : 26 13 : 12
Israel-——— ) 40 42 : 23 : 22 : 16
B E- T - 1 T —— : 55 44 29 : 43 15
Great Britain-——-—cmm———. . __ : 37 34 28 19 : 23
Prazil ——— ——————— ———— i g : 13 : k 3 1

Ttaly--—cmmmmme e : af ar 47 4/ 4/
Total —— e —— - i 1,186 : 1,401 : 916 : 6l : AFS
Grand total---on e 2f 1 2/ 1,131 A3% : 726

1/ Data are business confidential.

2/ Rot mvailable.

3/ Estimated on the basis of production data by the staff of the U.S.
International Trade Commission.

4/ Data are net available, but are believed to be insignificant.

Bource: Compliled from data submitted in response to questionnzires of the
U.3. International Trade Commission, and data provided by Beech Airecraft Corp.
and the General Aviation Manufacturers Association, except as noted.

Buginess aireraft.—-During the past decade, business aiccraft have played
an increasingly important role in many areas outside the United States.
Worldwlde bBuslness aireraft shipments are shown in table 19. Ac¢cording to
industry data, there were approximately 13,205 businesz jets and turboprops in
service in the free world in August 1985. This represents an increase of
4 percent from the world fleet of jet- and turboprop-powered business aliceraft
in 1984, The vast majority of these planes were in use in Horth America, as
shown in table 20. Data are not available, howsver, on the number of
piston-powered business alireraft operated worldwide.
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Tabla 20,--Jek- and turboprop-powered business aircraft: Humber of
aireraft operatad worldwide, by arsas, 1984

Business Business :
Area Total
Jets turboprops

Horth America---——————r—— : 4,466 : 5,812 : 10,278

Euraope: : : :
ited Kingdom—————— -~ — e v : 100 : 1402 202
West Getmany------—m=-=====n H 61 : 112 : 173
France-—--— _— - H 83 BE : 169
Italy-—————— e imin e : 1z 26 98
Switzerland--- - 63 : 28 : 91
Sweden————— ————— - 22 34 56
Ail other-- ———emm e e e o H 97 : 127 : 224
Total Burope-— : 498 : 515 : 1,013

South America: : : :
VYenezueli--————m—cemr— e e ! 43 166 : 209
Brazil---———————— g 72 115 187
Argenting- - —w————mmm———— et 25 T4 : 99
Colombig---————c—r 1 6 88 : 04
All other— g 17_: 39 : 56
Total South America——————: 163 : 482 6545
hpig—— e e : 218 175 : 303
Africa--—————— e : 138 : 218 : 356
Deeania— ——e-—m=—m——— m e : 53 ¢ 114 163
All other--———m————————: 1B% : 168 as?
Srand totel—————————— 1 5,725 : 7,480 : 13,205

Saurce: "World Business Aviation Flest, A Statisztical Guide,” Intaravia,

August 1985, pp. 9-11.

The Unlted Eingdom has the largest number of these business jeks and turbeoprops

in Europe, followed by West Germany and France.

and Brazil have tha largest business alrcraft fleets.

In South America, Venezuela

The leading aireraft types in use in the Westernm World in 1985 are shown

in the following tabulation: 1/

Aircraff Iype Wumber in use
Beech King Alr--—mmame e Turhoﬁrnp --------- 3,223
Cates Learjet--—w-—wooeeo— B R 1,333
Cessna Cltation———-——=wmemm B L e T 1,282
Gulfetream Commander————-—- Turbeprop-———-—— 598
Pipetr Cheyenng - -—~—-————-—- Turboprop- « —— =~ 332
Gazsault Falcop-—-mnceeea Jebe - —— e ———— 721
Mitsubighi MO-2— ——————— Turboprop-——————== 531
1/ Ibid.
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Although the United States has supplied over three-fourths of the jet and
turboprop businees aircraft used in the world, U.S. manufacturers indicated
that foreign competitors ate making Lmpoctant inroads in many of their
traditional export markets. The domestic induskrcy cites the value of the U.S.
dellar and heavy price discounting by government-owned firms a=s the reasons
for thiz inereased competition. During 1980-84, the important export markets
faor buginess airplanes included Burope and Africa, according to data received
in response Lo Commission questionnaires.

Tariffs and international sgreements affecting exports

The Multilsteral Trade Negotiations (MTN) Agreement on Technical Barriers
Lo Trade, comuonly referred te as the Standards GCode, was negotiated during
the Tokyo round of trade negotiations ending in 1979. This agtesment was
developed to discourage discriminating manipulations of product standards,
testing, and certification systems and requires countrias to use open and
nondiseriminatary procedures when they adopt product standards that can affect
international trade. In article 3 of the Agreement on Trade in Civil
Alreraft, it is explicitly stated that the disciplines of the Standards Code
apply to civil aircraft certification requirements as well as to
specifications concerning alrecaft operating and maintenance procedures. With
the exception of Israel, all of the countries that offer commuter and/or
huginess aireraft in the world market are signatories ta the Standards Code.

In Hovember 1983, the United States and Israel agreed to begin discussions
toward the establishment of a bilateral Free Trade Area (FTA)}. HNegotiations
were concluded, and on September 1, 1985, the U.S.-Igrael Free Trade Avea
Agreement was implemented. U.3. Government offieials indiecate that the
primary benefit of the arrangement will be axpansion of commerce hetween the
twe countries because of the elimination of customs dutias and nontaciff
barriers. Although the duty reduction will have to effect on comwter and
business atreraft, as imports of these products enter Israel duty free, the
agreement provides for Israel te eliminate its export subsidy program over a
ghort period of time, The FTA agreement also includes Israsel's assurance that
it will =ign the Subzidies Code, which explicitly forbids the use of export
subzidies and sets out bread guidelines on the use of domestic subsidies.
Expeort credit subsidies, provided by Israel as well as numercus otber foreign
aiteraft-producing countries, have been cited by peneral aviation
manufacturers as adversely affecting thelr competitiveness abroad.

The U.S5. Government is presently lavolved in negotiations to formulate an
intarnational understanding regarding export financing of general aviation
aireraft., A similar agreement ihvolving large transport airplanes with mare
than 70 paszengers was sdopted by the major producers on July 1, 1985.
currently, export financing for commiter and business aireraft sales are
eovered under the Standstill Agreement discussed earlier in this report.

Wontariff barriers to exports

Becausa of the impartance of exports {¢ the general aviation industry,
free and Falr access to foreign markets is critical fo their international
success. As discussed earlier in this report, the Agreement on Trade in Civil
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Aircraft provides a framework for free trade in comuter and busitess
aircraft. With respect to nontariff barriers, the agreement incorporates the
provisions of the GATT codas on subsidies and countervailing duties and on
technical barriers to trade, as they pertain te civil aireraft. 1/

Despite these multllateral disciplines, U.3. producers consistently assart
thaet numercus countriss have erected nontariff barriers, which effectively
prohibit the gale of domestically produced alcrplanes. Table 21 lists the
nontariff barriers most frequently sncountered by U.S. manufacturers in the
specifie overseas markets. Questiommalre rasponses indicate that restrictions
such as licensing requirements, quotas, import permits, and exchange controls
are most prevalent in Brazil and Mexico. #Wontarifi charges oh imports were
also noted in Argentina, Brazil, Mexico, Bolivia, and Norway. Cumbersomne
customs paperwork requiremsnts were noted in exporting airerafi to the EC. 2/

Table 21.-—Commuter and business aircraft: Wontariff barriers experienced
by U.8, producers in foreign markets, by countries, 19B0-85

Categotry Country(ies)

ar Jea ww

Quantitative restrictions and similar
gpaclfic limitations:
Licensing requirements— - ————— oo

china, Austiria, Portugsal,
Brazil, and Soviet Union.

QUOt RS —— —— e Brazill, Soviet Union,
: Indonesia, Mexico, and
- o Isvael.
Import permits————-— - = reemw ! Brazil and Pakistan.
EMDaC RO S — = mmm i m e e e e e : Brazil, Soviet Union, Columbia,
H Paraguay.
Export restraints————-—-————— et China, South Africa, Soviet
Untion.

Mexico, Brazil, Vanezuela,
Argentina, India, Soviet
Union, and Paraguay.

Exchange and other monetary of financtal
controls-————w o

DT TR T

Bontariff charges in imports:

Digeriminatory sales taxes--- o ——————————— : Argentina, Brazil, Hexico.
Prior import deposits-———H—— (- ———— * Brazil, El Salvedor, Paraguay.
Local-content requirements--wemmeew o oall ; Australiz, and China.
Countertrade/cffset requirementg—————m———u—- : Ttaly, Australla, Indenesia,

: China.
Conaular fees-—— e e m e e Bolivia, Worway.

1/ Data provided by the OFffice of the United States Trade Represantative
{UsTry. Officials at USTR indicate, however, that zects. B and © of ark.
AVILI of the GATT permit developing nations to adopt, under certain
conditions, trade-restricting measures normally inconsistent with the GATT.
The raticnale for such protectionism is usually to adjust balance-of-payments
problems cor promote an infant industry.

2/ 1hid,
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Table 21.--Commuter snd business alecraft: Hontariff barciers experienced
by U.5. producers in foreign markets, by countries, 1980-85—-Continued

Category Country(ies)

»

Gavernment partiecipatlon in trade: :

Bubsidies and ather aids——————————————— : Brazil, Indonesia, Canada.
Haalth and safety standards———cmvimicmmas—a ¢ Australia, Japan, Switzerland.
Marking requicements-———ecer—c———-————: Mustria, and West Germany.
Laws and practices that discourage imports-——-:; Brazil and Indonesia.
Customs documentation trequirements —-—coecui_o : Buropean Commumity.

1/ Bource: Compiled frem data submitted in response to questionnalres af
the 1.8, International Trade Commigsion.

Many of these barriers have been encountered in countries that have a commter
or business aircraft industry or are attempiing to develop such an industry.
one of the mmst noted examples of this ie Brazil, which imposed duties and
taxes on general aviation aiccraft, effectively prohibiting importa of
U.5.~built planes. The duty rates and taxes on Brazilian imports of commuter
and bupiness aireraft which existed prior to January 1986 are shown in the
fellowing tabulatiom: 1/

Iype ' Duty IPL tax
Propeller airplanes———-—=rererre—e—— 50 14
Turboprop airplanes, less than

7,000 kg oo 50 10
Turboprop airplanes, over 7,000 kg--—- 50 10
All other turboprop airplanes---—————— 50 10
Tuthojet airplanes, less than

T 000 R e e 7 10
Turbojet airplanes, 7,000 to

20,000 Kg- ommmmee 7 10
Turbojet airplanes, over 20,000 kg——-- 2 10
Parts of aireraft———re—rm—— 50 10

Representatives of U.5. aireraft manufacturers in Brazil indicate that duties
were normally walved for aircraft imported by air taxis, aere clubs, and
Govermment agencles, 2/ Additionally, in order to be granted an import
licensa, approval must be granted by the Civil Air Trensport Coordinating
commission of the Brazilian Government, Industry sources note that import
licenses are usually not granted {fot products that are even broadly
competitive with planes produced in Brazil. In conjunetion with the licensing
requirements, 2 branch of the Brazilian Central Bank must review the
application in ordetr to ensure that adequate levels of foreign exchange are
arailable to finance the import and that loan terms conferm to natiomal law.

1/ Data supplied by USTR.
2/ Interview with Mr. Daniel Martin, president, TAM, Saaq Paula, Brazil, Aup.
20, 1985, 53
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All non-Brazillan aireraft must be financed externally. In general, aircraft
wvalued at less than $300,000 must be financed for 3 years; the aireraft loan
term for planes valued between $300,000 and $1 willion cannot exceed 5 yvears.
For planes that cost over $1 willien, the lcan term iz 8 years. 1/

U.5. commuter and business aircreft distributors located in Brazll state
that there are also additicnal financing taxes, import permit fees, and
landing fees required for purchaszes of planes not manufactured in Brazil.

Data indicate that the final purchaser cost of a $108,000 U.5.-bullt aircraft
sold in Brazil in 1985 exceeded %$227,000. 2/ Because of this cost and the
fact that the licensing procedure is both cumbersome and tucdensome, many U.S.
producers have indicated a reluctance to apply for import permits. Between
1980 and 1984, only 61 import licenzes were granted for V.3, business and
commiter aireraft. Over one-third of these licenses were for business jets, =
product not produced in Brazil. It is important to note that these figures do
not. represent actual imports, which may in fact ke coansiderably lower because
ebtaining import licenses for the same aircraft may require applicatien
geveral times. 3/ However, during the course of the 1.3.-Brazil trade
subgroup meetings in December 1365, the Govermment of Brazil informed the
United States that Brazil would unilaterally take stepz ta lower tariffs and
liberalize livensing procedures fer general aviation imports. The Gevernment
of Brazil implemented this new pelicy in January 1986. 4/ The Brazilian
decision has met with favarable reaction from many in the United States who
have expressed the hope that it will lesd to additienal opportunities for U.5.
manufacturers to sell commuter and business aircraft in Brazil. 5/

Indonesia is another impartant market that has imposed barciers to U.5.
general aviation exports. In 1980, Indonesia enacted a law virtually
prohibiting the importation of 19 to 35 pasgenger aireraft, with the exception
of Indonésian joint ventures, from international manufacturers. ¢/ It is
expected that the Government of Indonesia will impose an import ban for
aireraft similar to the CH 235 (44 pagsengers) when the aircraft is
certified. 7/ Officials of Hurktanio, the Imdenesian producer, raticnalize
this with the infant industry argument, stating that the domestic aireraft
producer needs time and a secure market to develop.

Embargeoes and currency restrictions have also recently been encountered
in several South American countriesz facing severe international debt crises.
Requirements for cpuntertrade or offset purchases 8/ are increasingly being
indicated by domestic manufacturers as a hindrance to their sxports,

1/ 1bid.

2/ 1ibid,

3/ Data supplied by USTE.

4¢ Data provided by the Government of Brazil, January 1986,

5/ "Hews From Senator Bob Dole,” Washington, D.C., Dee, 13, 1985.

¢/ Executive Office of the Presidemt, Annual Report on Waticnal Trade
Eztimates 1985, 1985.

1/ Speech by Mr. Eric Sletten, Assistant Commercial Attache, American
Embasay, Jakarta, Indonesia, at the Aerozpace Industries Association and U.3.
Depactment of Commerce Joint Conference on the Pacific BRim Basin, Dee. 5, 1985.

8/ offset purchases consiat of industrial compensation practices vequirad as
a condition for an aireraft sale. This includes licensed preoduction,
subcontractor production, overseas investment, znd technology trancsfer
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Countries such as Italy, Australls, China, and Indonesis were noted as having
either official or unofficial requicementsz in this area. An additional
problem noted by U,5, manufacturers ig the complex or expensive certification
procedures in developed countries that have existing manufacturing
capabilities for commiier or business airplane manufacturing.

Level and trendg of U.S. exports

Expart shipments reported by producers in response in the Commission's
questionnaire totaled 2,604 units, valued at $764.9 million, in 1981, as
indicated in table 22, Total exports declined in each year during 1981-84,
falling to only 32} units, valued at $265.7 million, in 1984. U.S. exports of
commuter aireraft followed a parallzl trend, decreasing from 18 planes, valued
at $29.4 million, to 3 planes, valued at $4.5 million, during the period.
Business aireraft export shipments fell from 3,349 units, valued at $661.1
millien, in 1980 fo 318 units, valued at $260.8 million, in 1984. The unit
value of commuter aircraft exports rose from $1.6 million in 1981 to $1.8
million in 1982 bafore returning to $1.6 millien in 1984, Buslnesze alreraft
exports ware dominatad by smaller aireraft. The average unit walue of these
exports rose from $197,388 in 14980 to $820,063 in 1984.

Tabie 22.--Commuter and business aircrafkt: U.S. producers® export
shipments, by types, 1930-84

Type "1980 ¢ 1981 1 1982 ' 1983 1¢8a

Quantity (units)

Commuter airerafb-—-—- CR W 18 : 13 12 : a
Buginess aireraft--————— t__ 3,349 : 2,586 : 1,232 607 318
Total -~ : 1/ : 2,604 : 1,245 - 619 : 321
: Yalue (1,000 dallars)
Commuter airceraft-—---ma : 1/ : 29,357 -« 23,231 : 16,745 ; 4,913
Buginezg aireraft—--—-- 661,052 : 735,571 : 603,452 326,472 260,780
Total-—————— e i i/ 1 764,928 : 626,723 : 343 217 : 265,693
; Unit value
Commuter aireraft-------: 1/  :$1,630,944 :$1,787,000 :$1,395,417 :31,637,667
Business airecaft—---~—:197,388 : 284 444 489,847 : 537,845 820,863
Average——---———————— H 1/ : 293,751 : 503,392 : 554,470 : 824,589

1/ Data are business confidential.

Source: Compiled from data submitted in response to questionnaires of the
15.8. International Trade Cowmiseion.
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As -shown in the following tabulation, as a percentage of U.5. productiom,
exporta of commuter and business aireraft {by value} were 31 and 17 parcent,
regpectively, in 1984 (in parcent}: 1/

Year Commuter airceraft Buginess aireraft
1980 ———————— 1/ 41
p .| 5 PR —— A3 35
1982 —— - A0 38
1983 —— 18 28
p L] [ [ —— 3 17

1/ Not availatle,

The U.8, genaral aviation industey has historically exported 25 te 34 percent
af iis production, with & large portion of these exports being commuiter and
business airplanes. The reasons given for the decrease in exports include the
value of the U.5. dollar, tariff and nontariff barriers in many traditional
foreign markets, and increased competition from fareign producers. Other
factors responsible for this decline, noted by industry analysts, include the
high cost of aviation fuel in many countries cutside the United States and the
high cost of U.S.-built aireraft.

Although the strong dollar can often assist foreipn aiccraft
manufacturers in their penetration of the V.8, warket (through its lowering of
a plane's purchase prices), it has been noted by the U.S5. industry as being a
gsevere handicap to them in efforts to sell U.S.-built commuter and businass
alreraft abrosd. This is due to the fact that initial purchase price, spare
parts, fuel, air traffie contreller fees, and other costs are paid in 1.5,
dollars. 2/ For example, the price of a $2.5 million U.5. aircraft has
increased in U.S. dollars in line with inflation and product improvements, but
in non-U.%. currency, the price has increased almost fourfold in 7 years. 3/
Every domestic manufacturer surveyed by the Commission in the course of data
collection in this study blames the high value of the U.5. dollar vis-a-vis
other currencies as one of the wost important remsons for declining exports.
In Eurcpe, for example, the strong dollar has been indicated as & msjor factar
in the near-zero growth in corporate aircraft exports in recent years.

In response to Commission questionnaires, commuter alrcraft menufacturers
indicated that thelr most significant competitors in foreign markets come from
producers in the Great Britain, Brazil, and Canada. FProducers noated that in
recent years, Northern Iteland and West Germany have become important
competitors in the nwnpressurized commuter airplane market. Business aircraft
manufacturers stated that during L980-84, the majority of thelr third-market
competition came from Franee, Canada, Israel, and Graat Britain.

1/ Compiled from data submitted in response to questionnaires of the U.5.
International Trade Commiszsion.

2/ Michael Feazel, "Economie, Political Factors Stifle Demand ¥For ¥ew
blreraft In Europe,™ Aviation Week & Space Technolepy, Oct. 1, 1984, p. 93.
3/ David Woolley, "Reglonals Around the World,” Interavia, April 1985,

p. 324,
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Internationalization

The increasing internatlonalization 1/ of the aireraft industry during
the last deecade has also had its effects on general aviation alreraft..
Cooperative preograms, ranging from subcontracting ta complete joint
preduction, are being used to spread the risks and rising costs among world
producers of developing new commuter and business aircraft. Many of the
existing international partnecships have, in fact, been formed oput of
necesgzity for the reasons cutlined above, or to 2ell in certain foreign
markets. Several respondents to the Commission's questionmaires indleated
that they had, in fact, initially established foreign licensing agreemantsz in
anticipation of, or in respanse to, foreign-—market accesg restrictions.

Benefits through collaborative foreign ventures allow the joint—venture
companies to mutually share research and develop technology at a fraction of
the narmal cost by sharing the task. The cost and complexity of developing
new aeronautical systems have increased greatly in recent years. Changes in
environmental and safety regulations have imposed new consiraints on designs
that have led to additionsl cost burdens and a need for new technology.
Companies involved in jeint ventures combine their technologies to create
projects that, in many cases, neither firm would have attempted individually.
Also, partner companies can better manage their vesources, facilitating
personnel adjustments and chatges in capital and production where necessary.
Industry officials assert that internationalization may alsoc enable the
aircraft to be more cost compebitive because of the partners' abllity to
choose the most cost-efficient sources from a wider pocl of possible
subcontracters. 2/ Finally, the combined economic and political clout of the
participants can frequently greatly assist in enlarging or enhancing the
matrket hase for the alrplane. 3/

Another recently emerging trend is for a U.S. manufacturer to agree to
employ and rrain & certain number of foraign aeronautical graduates for
periods ranging from 1 to 3 years. Developing aircraft producers view this as
an expedient way to gain both technological and marketing expertise. U.5.
industry officlals indicate that these agreements can often lead to further
conperative ventures beiween domestic and foreign manufacturers.

Additicnally, they could be effective in increasing market access for
U.8.-hailt eivil and military planes.

There are substantial barriers to entry in this industey, and cooperative
agreements among foreign partners allow manufacturers to venture into new
product areas. Often these agreements call for licensed production of an
existing aircraft, beginning with shipments of kits consisting of the actual

1/ Internationalization is defined in the Department of Copmerce
International Trade Administration's report entitled, A Competitive Assezsment
of the U.5. Civil Aircraft Tndusgtry as transnatlional relationships among
aireraft producers that are of a producktion partnership or subcontractor basis.

2/ Speech by Anthony J. Lawler, Alcrbus Industiries of Horth America, Alr
Transpurtation Research International Forum, Indianapolis, Indiana, June 12,
1985.

3/ Speech by Wicholas Tomassettl, International Aero Engines AS., Airfinance
Journal Conference, ¥New York City, WY, Apr. 22, 1985. B2
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ajircraft pieces for assembly by the licensee. This is generally followed by a
gradual inerease in content-menufacturing responsibility, ultimately allowing
tha firm to produce most of the components and to assemble the airplane.,

However, there are also numerous problems inherent in licensing and
joint-veniure arrangements. Froblems can arise in terms of sources for parts
or requlring dual production lines. Maintaining communications between the
manufacturing centers ¢an also be difficult and costly, especially if
different languagas are involved. The decisionmaking process is often very
cumbersome becausa of the number of people and distances involved.
ddditionally, with the technoleogy transfer that ultimately occurs from &
licensing or joint-venture agreement, there is the risk of aceelerating the
technelogical development of an eventual competitor.

Thers are a number of U.5. firms currently engaged in licensing and
coaperative producticn arrangements with foreign companies. Cessna Alrcraft
Co. licenzes production of six of its models of general awviation aircraft for
the Burocpean market to Reims Aviaztion, #.A., in Beims, France. Reims has been
an agspciate of Cessna since 1960. In addition to the license of small
recreational alreraft, Reims has been working with Cessna on the Caravan II, a
utility aljreraft that could find pos=ible use in the commuter airline or cargo
macket. Piper Aircraft Corp. haz had a licensed preduction agreement with
Embraar Alrcraft Corp., San Jose doz Campos, Brazil, since 1974 for the
manufacture of 7 models of general aviation aireraft. Howewver, only 6 of
these planes are currently in production, and these models are not usgually
used in commuter or business operations. Plper also has similar licensing
arrangements with Enser 2.4, of Chile, Pezetel of Poland, and Chincul 5.A. of
Argentina. These agreements have been in existance far at least 3 years. In
addition te these astablished operations, Avtek Corp. recently anncunced that
they have signed a licensing agreement with Valmet Corp. of Finland to build a
derivative of their high-technology business aireraft to be used in
surveillance and patrol missions, 1/

Thare are two current U.%5, mamwfacturers of businese and commuter aireraft
that were engaged in joint production operations during 1980-85. Fairchild
Aircraft Corp., in June 1979, reached agreement with Saab-Scania of Sweden on
a joint feasibility study for a 30 to 40-seat zircraftk guitable for commuter
carriers. In September 1980, the final arrangements ware made, with
development, production, and marketing costs of the SF 340 to be shared
roughly 65-35 bhetween the Swedish and U.8. partners and design and pruduﬁtiun
being divided approximately equally. 2/ Fairchild was originally responsible
for the manufacture of the wings, englne nacelles (enclosure), and the
empenmage (tail section), and Saab-Scania produced the fuselage and fin and
had responsibility for final assembly. Delivery of this aireraft began in
1985. However, as of Wovember 1, 1985, Fairchild sold its share of the
partnacstilp to Saab-Scania and became a subcontractor for the 5F340 program.
Production is gradually being transferred to Saab, with Fairchild's
involvement in the program terminating after production of the 108th SF340. 3/

1/ "Aviatlon Intelligence," Business and Gommercial Aviation, May 1985, p. 26.
2/ "BAAB-Fairchild 340 . . ., Transatlantic Frontrunner,”™ Alr Intermational,
June 1983, pp. 267-269.

3/ "Fairchild Eases Out of SF340 Program," Commter Air, December 1985, p. 12.
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Gates Learjet Corp. signed an agreement with Rinalde Piaggio of Italy in
1983 for the joint development of = new, twin pusher, turboprop husinass
aireraft, originally designed the SP-180 and now called the Avanti. Under the
artvangement, Gates was to dezign, develop, and build the cockyit and cabin
gections, while Piaggio designed and developed the ather sections at its
plantz in Genos and Finale Ligure, Ttaly, and built and flight tested the
firet prototype. Gates was originally to assemble and flight test the second
and third protoiypes. However, in January 1986 Gates Learjet announced their
withdrawal frvom the GP-18¢ Avanti program. Gates has offered to act as a
subecontractor to the project, but as yet ne deciszion has been made, Piaggio
will continue t9 develop the aireraft independently or with ansther partner,
with certification expetted in the second half of 1987, 1/

There zt'e also a twmber of joint ventures net involving U.3. producers.
Aerospatiale of France is currently involved with Aeritalia of Ttaly in the
production of a 46-seat commiter aireraft. A stretehed version of this
aircraft (72 seats) is alze contemplated by the partners. CASA (Spain} has an
agreement with Hurtanio (Indonesia) to manufacture a 44-seat commubter airplane.
Additionally, numerous ficms produce subcomponents for the aircraft covered by
this study. Short Brothers PLC, of Horthertt Ireland, manufactures compenents
for the Fokker F-ZH and will 4o so0 for the FlQ0, ag well as engine nacelles
for the BAe I46. Shorts is, in fact, investing $43 million in design,
development, and productlon for the wing for the F-100. Fokker produces the
wings for Shoris 320 and 360 model commuter alitreraft. A large number of
comuter and business aireraft manufacturers also license the production of
their ailreraft to both existing aerospace manufacturers and firms beginning
alrcraft operatlions.

Ancther importent aspect of internaticnalization is the U.5. content of
foreign-built aircrcaft. Industry sources agree that the United States has the
largest, most developed asrospace component industry. These subcomponents
ceprezent an important porticn of tha final cost of imported alreraft. Major
parts, such as englines, avionles, and envirommental conmtrol systems, are
almost alweays of UB.S8. origin. Additionally, brakes, whaels, tires,
propellers, pumps, valves, and indicators are often made by American
producers. Data provided to the Commisszion indicate that V.8, content af
foreign-built commuter and business aircraft ranges from 12 to 80 percent.

The following tabulatlon glves individusal alrveraft information: 2/

1/ "Gates Leerjet Withdraws Its Support of Italian GP-180 Avantli Progtram,”
Aviation Weck & Space Techriology, Jan. 20, 1986, p. 25.

2/ Data couwplled from responses to guestiommaires of the W.S, International
Trafde Commis=ion. These percentages may vary due to individual ailrevaft
“eonfilguration.
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Industrcy officials indicate that further foreign licensing and joint
development and production programs can be expacted as development,
manufacturing, and certification costs continue to increase and as the market

for the resultant comuter and business airceraft remains uncartain.

u.5.

content of Foreign-built airpisnes, however, may decline as Foreign industries
bacome wmore vertically integrated in their commuter and buzinesz alreraft

oparations..

U.5. Government Involvement

The U.S. commuter and bugsiness aircraft industries benefit both directly
and indirectly from a variety of activities conducted by the U.S. Government.
Thege actions are sponsored by a number of agencies, ineluding the Department
of Defenge, Department of Transportation, Wational Science Foundation (NEF),
Kational Aeronautics and Space Administration (NASA), the Department of
Commerce, the Department of Labor, and the Export-Import Bank (Eximbani).
Assistance iz provided in the areas of procurement, research and development,
tax benefits, export promotion, and export Einancing,

Procuramant

Large Government military purchases often tresult in increased production
rung and lower unit costs for overall commercial production. The Department
of Defense has, during the past 3 years, become a purchaser of U.5.-bullt
comuter and business aireraft. 1/ Data reparding these purchases are found

for military purposes.

"1/ The U.S. Government has alsc purchased foreign-bullf commuter aireraft
In 1984 the 0,8. Govermment purchased 18 commuter

aircraft from Short Brothers Ltd., of Worthern Ireland, to use as carge
trangports for the U.S. Air Forece in Europe, with an option to purchase an

additional 48 planes.
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eavlier in this report under the discussion of U.S. shipments. It is
important to nobte, however, that Federal procursment of general aviation
sircraft is very small compared with other aerospace areas snd with overall
comercial production., In 1984, the U.5. Governpent purchased less than %
percent of total commuter and business aireraft shipments.

Resaarch and develcopment

The Department of Defense also has .xtensive research programs sriented
to manufacturing technology. The Manufacturing Technology (ManTech) Program
is a broad-based, production—oriented program, the goal of which iz to improve
production methods ta lower procurement costs. The ManTech program will not
buy capital equipment, but it will provide “seed money™ for projects for which
feasibility haz been demonstrated. ManTeéch results are frequently distributed
to industry through the Manufacturing Technology Journal, the Wational
Techinical Information Service, the Defense Technical Information Center, and
end-of—contract briefings. Although the ManTech programs tend generally to
concentrate on the particular needs of the individual weapon systems, some
work is done in areas that apply to general aviation and all manufacturing.
These include advanced machinery, composites, electironics, and engine repair
and maintemance. 1/ However, Department of Defense sources mote that there
was little direct benefit to individual commuiter or business aireraft from the
HanTech program Juring 1980-84

Other Sovernment agencies are involved in supporting manufacturing
research. The WSF has a number of programs that are sources of funds for
production resgearch. The Production Research Program provides funds directly
for production tesearch; the Industry/University Cooperative Besearch Program,
the Innevatlon Process Research Program, and the Small Business Inmovation
Program are primary soucces of funds For augmenting the budget of the
Production Research Program. The Sccial and Economle Sciences Programs and
the Internstional Programs are cther sources of funds. ¥WSEF's Froduction
Rasearch Program hag the objectives of providing financinl support for
ressarch, which leads to substantially higher productivity, and insuring a
sufficlent aumber of manufacturing engineers for university faculties and
industiry. HNSF's Production Research Program (1) identifies major research
neads and acquires the necessary resources to realize those needs; (2)
provides funding for research by universities and nonprofit organizations,
industry/university partnerships, and small business; and {3) works with
universities which are trying to establish manuvfacturing research programs.
Other activities are the establishment of internaticnal programs, which
include staff visits, planning conferences, and the exchange of engineers and
participation of the Production Research Program in intra-agency and
interagency activities. 2/ Table 23 depicts the WSF Production Research
Frogram for fiscal years 1980-B4. '

1/ "Potential Fund 3hift Stirs Some Concern Abcout ManTech,™ American Metal
Market, Mar. 21, 1983, p. 3A.

2/ W.M, - Spurgeon, "Producticon Research Progtam, Wational Science
Foundation,"” charts used in talk at the Tenth BSF Conference on Production
Research and Technology, Detroit, MI, March 1983, p. 33 56
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Table 23.-MWatiunal Science Foundation Production Research Program and
' Augmentation funding, fiscal years 1980-B4 1/

(Tu »illions of dollars)

1983 | 1984

Ttem © 1980 | 1981 © 1982 | :
Froduction Research Program———- - 2.3 : 2.8 : 3.1l : 3.5 : 4.6
Augmentation- -rewmme o ¥ A A S V) O ¥ :27 1.5 = 3/

- = 1 "

1/ Fiscal yea} is Oect. 1-Sept. 30.
2/ Eskimated.
3/ Not available.

Source: W.M. Sputgeon, "Production Research Program, Mational Science
Foundation,”™ Tenth #SF Conference on Production Research and Technology,
Detroit, ¥I, March 1983, p. &.

The Federal Aviation Administration also performs research in the aviation
sector., For fiscal year 1986, the agency has budgeted approximately
$196 million for researcch, engineering, and development. However, well over
one-half of these funds will be utilized to improve the air traffic control
gyshbem. Only a small portion will be devoted to airplanes--in such areas as
cabin fire safety. 1/ FAA officials indicate that little or norne of their
ragearch funding is specifically targeted to commuier or business alreraft,
but is more generic in mature. Research results are algo available through
public sources.

The Wational Aeronautics and Space Administration engages it long-tearm
regearch on a varlety aof aeromautical subjects, as well as shork-term
technologleal improvements. Very little work is being conducted specifically
for commuter or business aireraft. One program, however, that has been in
existance gince 1972 is the Emall Transport Aireraft Technology program,
geared toward improving efficiency and gafety of general aviation aireraft.
In 1979, its peak year, between ¥12 willion and $13 million was spent for
resaarch. BSince then, however, WASA officials indicate that the program has
not recelved gpeelfic budgetary authorigzation, and ag a result is conducting
vary little general aviation specifie ressarch. 2/

Langley Research Center, a& WASA reseatrch facility, has 40 wind tunnels
and 1,300 engineers and scientists. One of Langley's projects involves
improving general aviation planes by reducing the proklems of stall and spin.
Work is also being performed on natural laminar flow, compesites, and lighting
strikes. 3/ However, only 5 percent of Langley's annual aeronautical research

i/ "FAA Will Cutline Plans For Research, Development,” Avimtion Week & Space

Technology, Aug. 5, 1985, p. 31.

2/ Data provided by Roger Winblade, Hatlonal Aeronautice and Space
Administeation, June 1985.

3/ Bobart Feeler, “Langley Research Center: A Certain Flaic, “aAviation
Equipment Maintenance, August 1985, pp. 37-40.
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budget 1g allocated to general aviation. 1/ Ames Besearch Center has also
done reseatch into canerd configuration that is being used on several new
techmology businese alrcraft. 2/

U.5. Government support in research and development is provided because
of the importance of the aerospace sector and tha degree of Government
regulation in the industry. Industry scurces state that the U.S. position of
leadership in genersl aviatlon techno ogy can partially be attributed to their
ability to capitalize on Pederal tesearch. 3/ Specific improvements in
propulaion and aircraft structure and configuration were noted. Although
specific figures are not available, it isg alzo important to point out that the
vast majority of Government-sponsored reseatch and development programs either
are directed toward large transport aireraft or are very generie in neture.
The role of the U.2. Government in commuter and business ajrcraft has
diminished considerably in recent years because of severe reductions in many
of the seronsutical research programs geared toward general aviation.

Production and financial agsistiance

The U.5. Government does not provide direct production subsidies or
grants to manufacturers of comeuter and busginess ajircraft. Tax benefits,
available to all U.5. industries, provide some measure of assistance in
research and development and capital investment,

In the area of tax subsidies for private-sector development and
investment, the U,85., Government enacted the Economic Recovery Tax Act of 1981
(ERTA). The ERTA provided to businesses a tax credit of 25 percent of the
actual inerease in research and development expenditures over a 3-year base
period. Other provigions of the ERTA in the area of research and development
inelude a eorporate charitable deduction for used research and development
equipment 4/ and revised rules pertaining to research and development
deductions allocated against V.S, source incoms. 5/

Tha ERTA also provided other tax incentives to spur new inveestment in
production facllities, such as the ACRS and safe-harbor leasing rules, which
allow firma that are in a financially precarious situation to sell their
unused tax credits. Howewver, since the ERTA's enactment in 1981, the V.35,
Congress has put "new limits on the investment tax credit, repealing
increases in ACRS benefits scheduled for 1985 and 1986, halving the benefits

1/ Aviation Week & Space Technolopgy, Sept. 23, 19B5, p. 73,

2/ ibid., p. 76.

3/ James Bauchspies and William Simpson, ORI, Research & Technology Progrcam
Perspectives For Gemeral Aviation snd Commuter Alceratt, 1982, p. E3-16.

4/ 26 U.5.C.A. 170(e) (West 1978 and supp. 1983).

5 26 U0.8.C. 861 {supp, 19833,
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of safe harbor leasing, znd then abolishing it altogether as of January 1,
1984." 1/ The Tax Equity and Fiscal Responsibility Ast of 1982 reduces by 57
percent the tax benefitsz of 1981 when the 1982 tax sct affects are calculated
out to 1986. 2/ However, legislation was proposed in 1984 and 1985 to
eliminate the invesiment tax credit and significantly modify the depreciation
s¥ystem, thereby raicing the effective tax rate pald by owners of commuter and
buginess alreraft.

Additionally, the Foreign Sales Corporation {FSC) Program ig a U.S,
tax deferral systen that benefits domestile exporters. The FSC program
{which replaced @ siwmilar program called the Domestic Internmational Sales
Gorporation {DIBG) on Jan. 1, 1985} allows firms to estahlish special
subsidiaries that can exempt a portion of their export income from Federal
irzome tax. The purpose of this program, accoerding to V.5. Goverrment
officials, iz to lncrease the international competitiveness of domestically
produced articles. 3/ Although the U.5. commter and business aircraft
industries are not primary users of this arvangement, they, like all 1.85.
exporters, are eligible for benefits.

Regarding tralning of workers, the U.S. Department of Labor, under the
Federal Jeob Training Partnerghip, offers training assistance to a variety of
domestic industries. Although complete data tregarding the extent of
utilization of this program are not available, recenkt information shows that
Labor will provide $787,472 to Beech Aircraft Corp. in 1985 to train personnel
in bonding and composite Fabrication skills. 4/ '

State Governments have also recently become directly involved in
promoting high technology industries, including aircraft. Programs are Known
to exist in Virginia, Ohio, Florida, and Fansas. 1In 1984, Sedwick County, K3,
agreed to issue $100 million in industrial rvevenue bonds to help financa
capital improvements for a general aviation producer. 5/ Avitek Corp. recently
obtained a $20 million finance package (in debentures) from the State of Hew
Mexico to help develop and cartify their aircraft. &/

Export promotien and financing

Like other major industrial nations, the United States offers a variety
of export promotion programs to assist domestic businessas in selling their
products abroad. In this regard, the U.8. Department of Commerce,
Internatiecnal Trade Administration, organizes overseas commereial exhibitions

1/ Richard I. Kirkland Jr., "Taxing the Business Lebby's Layalty,” Fortune,
Gct. 18, 1982, p. las,

2/ Ibia,

3/ Edwin Bowers, “Can FISC Hold Up With DISC Gone," Irom Age, Feb. 15, 1985,
Pp. 4%-51.

4/ Business Aviation, Mac. 18, 1%B5, p. 84.

5/ Mark Twornbly, “Big Four Futures,” AOPA Pilot, March 1985, p. 33.

6/ "Aviek's Wew Home To Be Albugquerdque,™ Aviation Internaticnal Hews,
Jan. 1, 1986, p. 6. )
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of domestic products and conducts trade missions and sales seminars. This
agency alsa collects and publishes information on new business opportunities
abroad and assiste U.S. firms in competing for majeor foreign projects. L/
Werldwide, Foreign Commercial Service (FCS) personnel in U.S. embaszies work
with the Commerce Depatiment in puvsuing aerospace export opportunities for
U.8. firms. 2/ The FCS will fregquently identify products that will sell in
the international markeiplace and then encourage and assist manufacturers in
their efferts to seek overseas customers. 3/ U.8. commercial and business
aireraft manufacturers, however, indicate that information iz often received
tog late to provide any assistance in a foreign sale.

The Eximbank of the United States provides direct losns, loan guarantees,
and loan insurance to public or private foreign buyers to financa 1.5,
exports, Tables 24 and 25 illustrate Eximbank support for turboprop and small
jet aireraft ducing 1980-84. Approximately $19.7 million in leans, $35.1
million in guarantees, and $5.4 million lo insurance was extended for
turboprop alecraft during 1980-84. For amall jet aireraft, 336.1 million in
loan=z, $30.2 million in guarantees, and $28.2 wmillion in insurance was given
during 1980-84.

Other policies and agsistance

Trade Adjustment Assistance for employees and firms is authorized by
title IT, chapter 3 of the Trade Act of 1974. The Trade Adjustment Assistance
Frogram {TAA) assists emplovess in situations where increased imports af
foreign-made products have contributed importantly to their loss of jobs. &/
I¢ assure that the benefits go to such workers, the law requires tha
Department of Labor to determine whether imports contributed importantly to
jobt reductlions in a partieular company or subdivicion of a company. Labor
makes this determination in vesponse to petitlons from workers that have besn
laid off ar threatened with layoffs. If the Department of Labor decides that
imports were an important facter, it certifies the affected workers in that
firm as having group eligibility for adjustment aszsistance,

The TAA provides cash benefits called “trade readjustment allowances™
{TEA), Ltraining, job search and relocation allowances, and other services of
employment. Workers aligible for TAA may receive the following benefits: (1)
special help in finding a new jobk; {(2) traiaing in a new skill if suitable

1/ U.sS. Department of Commerce, International Trade Administration, Serving
American Business, April 1983, p. 2. These export promotional activities are
avallable not only for the U.5. genersl aviation industry, but alsc provided
te any domestic firm interested in axporting thelitc products or services.

2/ "U.5. Embassy Offers Data on Imdustry During Show, " Aviation Week &
Space_Technoclogy, Sept. 3, 19B4, p. 147,

3/ "World Expsrt Bales Patbecns Shift,” Aviation Week & Space Teclmolozy,
Sept. 3, 1984, p. 83,

A/ The TAA Program was not funded under the Congressicenal Contimuing
EResolution that became effective Dec. 20, 1985. The office of Trade
Adjustment Assistance indicates that petitions for assistance are being
accepted, although only those dated prier to Dee. 20, 1985, are being
instituted. Congress is expected to re-examine the program in March 1986.
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employment is not otherwize available {(when the Lraining facility is beyond
normal commiting distance, transportation and subsistence expenses may be
pald);: {3) job search allowance to cover expenses of looking for work outside
of commating range (workers may be pald 90 percent of thelir necessary
transportation and subsistence costs up to a maximum of $600); {4) relocation
ailowance to help workers move their families and household goods to their new
area of employment, plus a lump-zum payment not to excesad $600 to help them
get settled (workers may be paid 90 percent of their moving expenses}; and (5)
trade readjustment allowances, generally at the level of unemployment
ingurance benefits, that bacome payable when workers have exhausted their
entitlement to unemployment insuraneca, including extended benefitz, Tha
combination of unemployment insurance, extended benefits, Federal supplemental
compensation, and TRA cannot exceed 52 times the TEA weekly benefit amaunt,
except that up to 26 additional weeks may be paild to workers in approved
training. 1/

During 1980-B4, there were no inveztigations conducted by the 1.5.
Department of Lebor in response Lo petitions by workers for trade adjustment
agsistance. 2/ However, eight cases were filed in the summer of 14985 by
workers at three general aviation producers. If these cases are cartified,
asgiastance could be provided to over 5,000 workers. 3/

The Trade Adjustment Assistance Program also authorizes finanmcial
assistance for certified firms in the form of direct and guaranteed loans.
This program is administered by the Department of Commerca. In addition to
the financial as=zistance, this program provides technical assistance to firms,
inciuding: (1) guidance and preparation of certification petitions; (2}
general diagnosis of a firm's preblems and itz opportunities for recovery: (3)
assistance in preparing loen applications and adjustment proposals: ()
exaninagtion of ppecific problems recognized by a firm's management; and (5)
indepth assistance to firme in cacrying out their adjustment proposals. &/
This pragram provides technical assistance to a variety of trade-impacted
industries to help them deal on an industrywide basis with problems and
oppertunities concerning marketing, management, export promotion, production
oparation, and technological innovations. The U.3. Department of Commerce
indicatas that no commuter or business airervaft producars received agsistance
duting 1980-Ba.

Government policies viewed by the U.S. indugtries as hindcances to
international competitiveness

_ There are a8 nunber of U.8. Government policles and regulations that the
domestic industry perceives as hindering the U.5. commuter and business
ailreraft industrias' international competitivensss. Foremwst are general

1/ Commission staff interviews with officials of the U.5. Department of
Commerca, International Trade Administration, Office of Major Projects.

2/ Copmission staff telephone interview with officials of the U.5.
Department of Labor, Trade Adjustiment Assistance Program.

3/ Ibid.

4/ U.s. pepariment of Commerce, Internmational Trade Administration, Eeport

on_Adju=stment Assistance of Caiendar ¥Year 1982, Sept. 21, 1983.
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economlie policles resulting in high interest and dAollar exchange rates. Thay
also include more specific policies such as envirommental, health, and safety
regulationz, antltrust laws, and export restrictions.

According to industry sources, the U.5. Department of Labov's
Occupational Safelty and Health Administration (0SHA) has numecous regulations
that affect producers in the arveas of worker safety and health, noise, metal
fumes and dust, and other emissions. Also, the industry must comply with
environmental regulations regarding alr and water pollution iwposed by the
U.S. Environmental Protection Agency (EPAY. V.S5. companies are alsc subject
to numerous $tate repulationa, which, according to industry officials, may
exceed Federal standards. A majority of the U.5. commter. and business
aireraft firms that responded to the Comission's questionnaire eited
Government.” safety repulations as adversely affecting the competitive position
of the U.5. industry. Only a few respondents complained of the necessity of
such regulations or their enforcement. .5, £irms view such requirements as
hindering their competitivensss, becase many Foreign manufacturers do not
have to adhere to these types of regulations or bear thelr agsociated costs.

Also indicated as adversely affecting U.8. manufacturers sve U.S.
antitrust laws. The uncerteinty caused by their interpretation and
application can make collaborative ventures too complicated, time comsuming,
and expensive. 1/ However, propozals have recently been discussed to remove
unwarranted regulatory obstacles to joint ventures betwsen U.5. manufacturers
in the research and development area. 2/

_ The U.5. alreraft industry has also. exprassed coucerm that Federal

Government export license policles and restraints jeopardize their
international competitivensss. Producers complain of initial delays and .
regulatory impediments that discourage even application for export licenmses.
Antiboyeott and foreign policy export contrels make this process even more
cumbersome and complicated. The general aviatlon industcy notes the
importance of export controls to restrict the shipment of strategic goods and
technology tut strongly questions the time delay and high cost of the
process. The Export Administration Amendments Act, passed July 12, 1985, i=
propesed to improve U.S. competitivenessz by both removing the necessity of
export licenses for certain countries and decreasing the licenss-processing
paviaed. 3/ '

Foreign Government Involvement

S8ince World War II, foreign govermments have been very involved in their
aerospace ipdugiries. 1In the generzl aviation industry, however, there was
little foreign competition until the late 1970*'s=. Gurrently, there are
approximately 18 foreign-based manufacturers that are in direct compatition
with the U.2. industry. These producers offer almost 30 different commuter

1/ U.5. Depariment of Commerce, A Competitive Assessment of the W.§. Civil
piveraft Industey, March 1584, p, 97.

2/ "Justice Department Would Remove Obstacles To Joint Ventures," Aviation
Week & Space Technology, Dec. 3, 1984, p. 149,

3/ Walter Olson, “"Export Administration Amendments Act of 1985, Business
America, Sept. 2, 1985, p. 2.
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aircraft nodele and different buslnessz aiceraft. 1/ Additionally, there are
twe foreign manufacturers invelved in cooperative ventures with domestic
producars., Many of thege industries are either wholly or partizlly owned by
their respective governments. Alse, in gome countriss where the airvcraft
facilities are not government owned, the government has great influence over
the ficm's aperations. 2/

Thers are several bazic areas of foreign government lLovolvemant in
commuter and business airceaft manufacturing. TIn general, such involvement Ls
directed at reducing the very large capital expenditures requitved to develop
at aireraft program. This involvement is primarily in the form of grants,
low-interest loans, and leoan guarantees for capital expenditures and reseacch
and development. Such subsldies lowsr the bartiers to entry in the industcy,
feduce fixed costs, and inecrease profitability. Higher profit levels may
enable firms to increase research and development efforts, invest in
state—-of-the-art technolopy, and thus increase efficiency. In addition, many
government equity investments are often at betbter terms than would occur in
the private zector. All of thio assistance may hgve increased the total
supply of airecraft in the world market over the number of aireraft that would
have been supplied by the private sector alone, effectively reduclng the world
prica of aireraft. Other ferms of government involvement inelude preferential
procurement. policies and favorable export financing.

Foreign governmentz® publie investment in aireraft programs ie deemed
desirabla besause a commuter or businesz alreraft industry is a means of
earning forelgn currency and improving overall industrial developmant.
Appendix F includes & detailed discussion of the individual foreign aircraft-
manufactueing countries, and to the extent the data are available, the
policies of their respective governments that influence manufactucing and
marketing activity. Although zpaecific examples are noted here, the
information presentsd iz general in nature, addrezsing government intecvention

in total.

Ownership

The vast majority of the foreign firmas competing with 0.3, commiter and
buginess aireraft manufacturers are elther wholly or partially owned by their
regpective governments. The follewing tabulaticn shows the extent of Fedecal
or regional government ownership of these firms during 1980-B84.

1/ Data provided by U. 5. importers of commuter and business aircrafk.

2/ Hationail Academy of Englreering, The Competitive Statuz of the U.8. Ciwvil
Aviation Industry, 1585, p. 54.

74



75

Extent of
Sountry Firm : government ownership
Brazgil—— e Embraet-—————————— 51 percent.
Canada— ——+————— e Canadajic—-—--—-—~———— 100 percent.
Canada----wss-—— 0 deHavilland-~-----—-- Hone 1/
France--—-———-—w—e——————— Agrospatiale ——————— 100 percent.
Franee——————— e e Dassault-~---——-—————— 51 percent.
West Germany-—- == . __ Dornier- —omm 4 percent by a State
government .
Great Britian———————————- Pilatus Britten Hone, privately owned.
' Horman .
Great Britian———-————-—- British Aerospace-—- Heone 2/
Indonesia————mm———- - P.T. WMurtanio——————— 100 percent.
Israpl——— — ————— Iarael Aireratt 100 percent.
Industries.
Italy—mrm e o Aeritalig---—-———— 100 percent.
Italy———————--—-—- Partenavia—— === Hene, but a whally owned
subgidiary of a 100
pereent Government
awned Firm.
Italy— e Piaggio-—rre e m Rone, privately ocwned.
Japan--————————— - Mitsubishi Aircraft Kone, privately cwned.
International.
Hetherlandg—— === Fokler— e mmmmem o Hone, privately owned.
Horthern Ireland—----—---- Shart Brothers———---- 100 percent.
#orthern Ireland-——-e——uaa Lear Avia 3/-—=-—--uo 59 percent.
Spain-————— e CASA—— - mm e e 71 parcent.

1/ Dehavilland was purchased by Boeing Corp. in Decamber 1985 from the
Canadian Government. FPrior tu this date the firm was 100 percent owned by the
Government of Canada.

2/ British Aerospace was 49.3 percent owned by the British Government prioc

to April 1985,
3/ This firm is currently in bankcuptcy proceedings.

With government ocwnership of preduction facilities comes the aszociated
benefits of having the necessary fundz for capital improvements. Ome example
af this is the Government of Indanesia, which reportedly provided the funds to
build Nurtanio's production facilities at an estimated cost of $175 million. 1/
Bath Indonesia and Brazil have recently installed some of the world's most
advanced machlne togls in theit manufacturing establisiments with funds
provided by their Governments.

Procurement

Since many of the foreign manufacturers of commuter and business aireraft
are the sole general aviation producer in their countries, their governments
genarally purchase applicable aircraft from thesze firmas. Being the only

1/ James Bauchspies and William Simpson, ORI, “Government Participation In

Foreign Aeronautical Industries,” Research and Technalogy Perspectives For
General Aviatlon and Comguter Aircraft, September 1982, pp. 6-24. 75
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producer available for govermnent purchases can add an element of stability to
a8 production run, Military purchases by GASA of Spain and Hurtanio of
Indonesia have proved very significant for the C212 and the CH 235. The
Canadian, British, and Brazilian Governmenkts have also been important
customerz for theic respective commuter and business aireraft producers.
Additional data regarding individuwal countries' procurement of commter and
business airplanes by Federal entities are contained in appendix F.

Reosearch and development

Az noted earlier in this report, a continuous program of reseszrch and
development is necessary for sucecess in both comuter and business alrecraft
mamufacturcing. Govermment-owned producers ace often able to continue research
products regardlese of market sales owing to the infusion of federal Funds.
Loan guatantees are aleo offared, allowing manufacturers te obtain commercial
financing for their research ventures at reduced rates because of the

abgorption of risk by the government.

Some of the foreign manmufacturers have close tlias to their national
research agencies. The following tabulation shows some of these organizations.

Country Researeh Organization
Japan——————— ——— — Hational Aeronautical Lsboratory,

National Besearch Institute.

Pt Forschurges — v Versuchanstalts
uft — v Ravmfiahrt, Ministary of
Rezoarch & Technology.

I

West Germany-————

France—————————————————— .. §aticnal Office of Aerospace
' Research.
Brazii---————— e« . Aeronautics Technical Center,
Instituto Technologico de
Aaronautica.

Creat Britian/Horthern lIceland--—— Royal Aireraft Establishment,
Department of Irade and Industcy.

Hetherlands—-———-+--————=——————~— Hetherlands Agency for Aerospace
: Frograns.
gpain-—-——-——-——-————————~ Institute Nacional de Industria.

Public expenditures for civil aeronautics tesearch at some of these facility
are shown below {(in millions of dollars). 1/

1/ Data pravided by Gerald Bernstein, Aviation Consultant, SRI
International, and European Economic Community, European Aerpspace Industry,
1984, p. 11f. Hore recent data are not available.
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Country 1980 1982
France —— ———— 167 . 1f
GETMATLY— —— — — = e o v e 151 168
Great Britain/Horthern

Ireland—————— = 161 : 157
Ttaly-—— e mu e 12 i)
Netherlandg- -———- e - - ¥

1/ Wot awallable.

Even with these figures, the extent of assistance provided by these reseacch
agencies is unclear. In general, howsver, the studies they conduci are more
product specific rather than focused on general aeronautics. Other foreign
manufacturers may have national ressarch centers that, although multipcoduct
oriented, offer some gssistance. Additionally, research that has application
for commiter and business ajrcraft ia gometimes carrvied out through the
defense-related departments. Bumerous examples of resesarch and development
assistance provided by {orelgn governments, especially Canada, Indonesia,

Brazil, and France are discussed in the individual country sectiens aof
appendix F. : : '

Production and financial asgistance

Government-owned ficts, or those industry sectors targeted for develop-
ment, receive both direct and indirect assistance. Direct assistance often
takes the form of production Loans, or actual grants. Central govarnment
financing during the launch phasge of commuter and business aireraft is common,
Gapital infusions during this perlod are extramaly important, as the inhetent
risks invelved can determine the future success of a manufacturer. Financial
asgistance is also provided for production of comouter and business aireraft.
This allows foreign manufacturers ta go forth with productiori without being
foreed to rely on acquiring capital from commercial sources at market rates.
one of the most prowminent examples of this is the Canadiin Clallenger 600/601
business aircraft, for which the Canadian Government provided Can$3B.6 million
tn 1982 and and Can$s.2 million in 1983. - Fokker received nonrepayable
Gavernment funding of $20 million for development of the F-25 and has alcso
received loan puarantees and fiexible term repayable lLoans totaling $250
" millien for the F-50 and P-100. 1/ In February 1986 it was announced that
Fowker will receive an additional $36.8 million from the Dutch Govermment. 2/
Aderospatiate of France is alszo a large recipient of Govermment aid.

Assistance for the ATR. 42 commuter airplane totaled $134.6 willion during
1981-84. 3/ In 1985, an additjonal $11.1 million has been alloted for this
aireraft. bData regarding aid for the Falcon 900 business airplane are not

1/ Dats provided by Gerald Bernstern Aviation consultant, 5RI Tnternational.

2/ "Wews Digest,” Aviation Waeek & Space Technolopy, Feb. 10, 1986, p. 34,

3/ Dats provided by Jeff Jacksen, U.5. Department of Commerce, Office of
Aprospaca,

i
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available for 1980-83. There were no expenditures in 1984, and $21.5 million
was alloted for 1985. 1/ .

Govarnment production assistance also allows continuation of aireraft
lines whet market forces would not. One example of 8 government investment
gugtaining production was the Australian Womad commuter aireraft. Before
production ceased in 1982 only 180 planes had been sold in 18 years. Msssive
government subsidies were responsible for the extended productien period. 2/

. Indirectly, government grants and loans provided for other commercial or
military products also have splllover effects into the preduction of commuter
ar business aireraft. The upgrading or expansion of Factlities thage funds
allow benefit gll of the products manufastured. A recent example of this
involves a Spanish firm. This company, CASA, received a $22 million interest-
free loan from the Government of Spain to flnance its participation in Airbug
Industrie. 3/ Portions of these funds could potentially benefit the firm's
commuter aireraft operations. Aerospatiale and British Aerospace, with large
capital infusions to fund their participation in Aicbus Industrie, are also
Likely to benefit in the area of general aviation products,

Tax incentive programs have also been used to finance foreign commuter
and business aireraft development. Companies are sometimes exempted from
paying taxes or duties on raw materials and subcomponents used in airplane
manufacture. More inventive tax schemes have also been used to fund fitms
during 1980-84. In Brazil, for exampla, Brazilian corporations could inpwest
up to 1 percent of their Federal tax liability on Embraer shares during the
initial stages of the company's development. A/

ot t and financi

Export promotion is ancother aras of forelzn government invelvement aimad
at increasing industry sales. Promotion ‘may simply take the form of market
researth through embasszies in forelgn markets or representation of the
industry st trade shows. However, sSeveral governments have reportedly offared
inducements that only central govarmments could provide for export sales.
Inclidents of the granting of foreign aid or export licenses in unrelated
commodities, a2 well as offset and counteritrade offers, have occurrced,
Although, public documentation of these arrangements are not available,
private discussions with both government and industry officials indicate that
these practices do opccur.

With regard to financing of aireraft sales in the United States or in
third-—country markets, foreign governmment support most often takes the form of
medium- and long-term loans at interest rates specified in the general OECD

1/ Government of France, Budget Vote de 1985-Transport Fl-Aviation Civile,
1985, pp. 109-111.
2/ Hational Academy of Engineering., The Competitive Status of the U.3. Civil

Aviation Mamufacturing Industey, 198%, 1. 88.
3/ Data provided by Jeff Jackson, U.5. Depariment of Commerce, 0ffice of

Aerospace.
4/ Richard W. Moxon, Thomas W. Roehl, and J. Frederick Truiti, University of

Washington, Emerging Sources of Foreign Competition in the Commercial Aireraft
Manufacturing Industey, June 1985.
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Arrangement on Guidelines for 0fficial Export Credits. These loans and lpan
guarantees are provided by the national banks of the reapective aircraft
producing natiens. For loans, the financing terms are typically 65 to 85
percent cover with rates and repayment schedules consistent with
internationally prescribed standards, This agreement, however, does allow
nationg te subsidize their exparts through the extension of officially
supported export finaneing.

However, there have been mmerous examples of government-supportad
financing of commuter and business alreraft at rates below those normally
offaered. Preferential financing arrangements vEfered by some foreign export
agencies also inciude no or minimal downpayment, below-mwarket inkterest cates,
lengthly loan terms, and deferral of interest or principal payments for
several years. 1/ Brazil is one of tha countries that has offered Government-
sponsered financing at below-macket rates during 1980-84. Countries with
severe foreign-exchange shortages frequently also will offer axtraordinary
financing terms for aireraft in acder to gain foreign curtency. Industry
analysts note that this may be another rationale for Brazil's granting of
genarous terms. 2/ Forelgn export cradits have the effect of reducing the
initial cost of acquiring commiter and business aircraft and reducing their
operating costs. These credits can also offzet price concesszion or increases
in fuel efficiency. A Conmission study done in 1982 notad that a l-percent
difference in interest rates due to foreign export cradits can offset as much
as a d-percent advantage in price or a 2-percent improvement in fuel
efficiency. 3/

In additlon to the provision of financing for aireraft exports, formign
produters are frequently able to eoffar purchasers a wide range of support and
guarantes programs including credit risk insurance, mixed credits, and local
cozt supports. 4/ Although the latter programs are mare pronounced in the
gale of large transports, industry sources note that they are beginning to
oceur in general aviation.

Another important financing method inveolves leasing. 1.5. Covernment
aourcas hote that the 0ECD guidelites on financing do not specifically address
leaging. Leasing has recently become the preferred method of financing for
new equipment in the commuter airline industry and has allegedly been used by
gome foreign manufacturers to galn an advantage in the market. Tndustry
sources note that instances of undervalued leazes and pericds of use without
renumeration to the producer have heen alleged to have oceurred in the general
aviation industry. Publie data, however, are nok awvallable to substantiate

theze clains.

1/ Hational Academy of Engineering, The Competitive Status of the U.5. Civil
Aviation Manufacturing Industrcy, 1985, p. BB.

2/ Uu.5. Genersl Accounting Office, Emerging Issues In Export Competltion: A
Case Study of the Brazilian Mackset, Sept. 26, 1985, p. 39.

3/ U.3. International Trade Commission, Impact of Forelgn EBxpoct Credit

Subsidies on the U.5. Commuter Aireraft Industry, Rovember 1932

4/ 1. S General Accounting Offiece, op. cit.
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Hindrances

Little publiec data are available regarding foreign government policies
that hinder their commuter and business aireraft manufacturers. Howewver,
producers in many developed countries, especilally in Burope snd Canada,
indicated that they must bear the costs of industrial regulation in the areas
af environmental protection and health and safety concerns.

.Competitive Pooition of U.5. and Forelgn Commuter and
Businesa Aireraft Producers

Struetural factors of competitlon

Commuter aivcraft.--In terms of competitive advantage in the production
of zommuter aireraft, U.5. producers, in response to Commission
questionnairesz, compared themselves wlth competitors in Cansda, Brazil, Great
Britian, Spain, France, Horthern Ireland, the Hetherlands, West Germany,
Swaden, and Indonesia {(table 26}. 1In general, domestic manufacturers
indicated that they have tha same competitive position with thase countries
with respect to the availability of fuel, raw materials, and labor, the cost of
taw materials, the skill lewvel of laber, and production technolagy. The cost
of fue! was the one area that domestic producers felt that they had a clear
advantage over most fareign producers. In contrast, they judged Brazil, Spain,
France, and Tndonesia to benefit from lower labor coats. Foreign competitors
are beliewved to also have a strong advantage in the cost and availability of
capital and in agsistance from the respective governments. Government
involvement in the forms of actual production grants and axport financing were
noted with regard to Canada, Brazil, Great Britain, Spain, France, West
Germany, and Indonesiz. The Wetherlands and Sweden were indicated to benefit
only from export financing assistance. Tariff protection, nontariff barriers,
and domestic regulations that increase costs of importatlon into home markets
ware stated to exist in both Brazil and Indonesia.

Compilation of questionnaire data from V.8, importers of commuter
airceraft noted fairly similar results. Domestic and foreign industries were
judged equally competltive in raw material avallability, the cost of raw
materiale, the skill level of labor and production technology, but also in
fuel costs, which U.3. producers had indicated were in their faver (table
27). Impotrtecs also noted that all of their international competitors, except
Canada, West Germany, and Sweden, had a competitive advantage in labor costs.
With regard to government involvement, the wast majority of U.S. importers
indicated that producers in Canada, Brazil, Great Britain, France, Rortherm
Ireland, the ¥etherlands, and TIndonesla, have a competitive adventapge over
domestic producers in the U.S. market.

Business airctaft.--U.8. producers of business aircraft indicated that
both domestic and foreign manufacturacs generally enjoy a comparable position
in terms of fuel, raw materials, and labor availability, the cost of fuel and
raw materials, the skill level of workers, and production technology
{table 238}, The U.5. industry was compared with producers in Canada, France,
Great Britain, Japan, Israel, Brazil, Swedenh, Spain, and Italy. These fareign
manufacturers were noted as having the competitive advantage in capital
avallability and cost, government subgidies, and export financing. Similar
conclusions were drawn with regard to foreign markets. Government restrighions
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en imports into their home markets through tariff or nontariff measucres were
indicated by domestic producers to exist only in Japsn and Brazil.

In response to Commission questionnaires, importers of business aireraft
indicated that U.S. manufacturers have the compétitive advantage in the cost
of fuel, the availability of capital, the ability of the industry to attract
funds, the skill level of employees, and in production technology {table 29}.
These importers also noted difficuliy in selling bu=ziness aircraft in Izrael,
ag well az Japan and Brazil.

Product-related factors

Commuter aireraft.--Tn response to the Commission's questionnaire, V.5,
producers of commuter aircraft indicated that neither domestically produced
products nar imports have & clear competitive advantage in the U.S. marcket
(table 30). The one area where domestic manufacturers noted that they have a
glight competitive advantage iz in historienl supplier relationships. Foreign
products, with the exception of those from Wesi Germany and Sweden, were
indicated to have a signiflcant competitive advantage in being able to provide
faverable financing to purchasecs of their commiter azirerafi. Brazil and
Korthern Ireland were also judged to have the advantage over the United States
manufacturers in the area of price. . Similar results were indicated with
regard to foreign markets.

U.3. importers, in their vesponse to the Commission's questionmaire, did
not indicate any product-related factors in which the United States has a
oignificant competitive advantage (table 31). In all areas except financing,
the general consensus was that domestic and foreign producers were equally
competitive. The ability to provide favorable financing was noted to be an
important advantage for manufacturers in Canada, Brazil, Great Britain, Spain,
France, and Worthern Ireland.

Businegs aircraft.-—The Commisszion's survay of U.$. producers of business
alreraft indicated that domestic manufacturers have a competitive advantage in
product performance features such as superier desipgn, more dursble tactmology,
lezs required maintenance, and greater energy efficiency {table 32). In
almost all other product-tvelated areas, U.5. manufacturers noted that they
were equally competitive with producers in Canada, France, Great Britain,
Japan, Israel, Brazil, Sweden, Spain, and Italy. 1In the area of favorable
financing, &ll of the foreign competitors were judged to have a significant
compatitive advantage over their U.S. counterpacts,

In contragt, U.5. importers conzidered most imported bhusiness aireraft
fully competitive with U.S. products in most respects (table 33). Althougzh
insufficient data were available to make a judgment regarding Sweden, Spain,
and Italy, other importers noted that the only area that U.3. producers have a
competitive advantage was in the area of historieal supplier relationships,
They reported that Canada and Brazil offer their products in the U.S. market
at a lowered delivered cost, with Brazil offering more favormble financing.
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Raw materials, labor, and capital

Both U.S8. and foreign manufacturers are normally able to obtein all
necessary components for the manufacture of commuter and/or business airecaft
at competitive prices. Therefore, neither can be judged to possess a
significant campetitive advantage in this area. The availabillty of laber iEe
another factor where forelgn and domestic producers are basically equally
competitive. However, State—owned aircraft manufacturers may have the
advantage of preferential access to components and skilled labor. Because of
the public importance of an aireraft industry, governments may, at times,
become involved in the allocstion of scarce regources. This could give
favored producers an advantage over those dependent on market forces.

Regarding the cost of labor, forelgn competitors may enjoy a small
advantage in this area. Industrcy analysts note that wages pald in the U.S.
commiter and business aireraft industries are somwehat higher than those in
foreign countries. However, when productivity is considersd, it is doubtful
that nen-U.S. manufacturers hawve a clear advantage. 1/

The availability and cost of capital are two important areas where 1.5,
producers of commter and business aircraft are often at a competitive
disadvantage compared with their foreign céunterparts.  Inm most -
government—owned firms, capital iz available from public funds. Grants for
special projects may be underwritten by various e¢ivil or military government
agencies, Low-interast loans are also frequently provided by the State.
Specific instances of these government-sponsorad equity infusions are
discussed in appendix ¥. These capital requirements combine to significantly
lower the capital requirements of a large number of foreign manufacturers,
American firws, in contrast, must depend on commerical markets for their funds,

ality/technolo

Largely because of the significant extent of U.S. quality and safety
regulation in these industries, ¥.5.-manufactured commuter and business
aireraft are equal to foreign-bullt products in quality and performance.. -
Commuter airlines note that early in the production history of commuter
gireraft, the domestic products were basicdlly derivations of corporste
aireraft and not totally suited for commubter use, bhut many fordimn airplanes
were adaptations of military planes and were more rugged, This, however, has
changed considerably in the last 5 years with the emergence of aircraft
gpecifically desighed for commiter airline use. . Because the U.S. industry has
a long and celebrated history in the manufacture of busLness a1ruraft "
problems like this did not exist in this area. .

Invelved with the quality of the final product are the equipment and
techniques applied in the manufacture of the plane., In this competitive area,
sevaral foreign manufacturers have an advantage aver U.%. producers. Some
foreign manufacturers heve installed highly advanced machine tools, and others
have succeeded in significantly mechanizing their proﬁuetiun prudésses. The

1/ U.5. Department Df Comperce, A Competitive &ssessmant af the U5, Civil
Aircraft Imdusiry, Macch 1984. :
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foliowing tabulation gives a comparison of capital expenditures as a
percentage of sales for the U.5. commuter and business aireraft indugtries and
those of several foreign competitors (in percent). 1/

United
Yaar Stateg NEetherlands Spain Swedan West Germany
1980- —————— 1/ 1/ 5.4 1/ 1/
I8l — - ————— - - 3.8 4.6 8.4 16.0 1/
18— 4.7 3.0 6.4 16.1 2.2
1983 —— e 5.3 1.8 5.6 11.% 1.4
1934—————————f—m- 12.7% 3.2 10.3 9.6 1/

1/ Wot awvalilable.

In general, U.8. expenditures were comparable with those of foreign firms.
Sweden's expenditures wers higher, reflecting the construction of the facility
that allowed them to begin production of commuter and business planes. Prior
to 1983, most of the capital invectments made by foreign producers consisted
of manufacturing capacity expansion. Since then, however, significant
improvementz have been made in modernizing both production processes and
facilities. For the most parct, U.S. producers of commuter and business
atreraft still employ older machinery and more labor-intensive manufacturing
methods.

Tachnology encompasses both the reseacch and devalopment of new
technology, ag well as its incorporation in new and existing products. In the
comeuter aircraft market, only one domestic manufacturer ig involved in the
“new-generation™ aireraft area, in a partnership venture with a Swedish
producer. Although research is continuing to improve existing U.8.-built
commiter airplanes, a large part of the new teclmology market iz devoid of
U.S. products. U.S. manufacturers assert, however, that one of the primary
reasons for the lack of U.S. involvement in this market is the large extent of
foreign government assistance provided to many of their competitors.
Government-owned firms, U.S. sources note, are frequently able to undertake
mote speculative ventures than can publicly owned firms, because capital is
provided by the Etate.

It the business alrcraft market, however, U.S5. producers are at the
forafront of new technology applications. Extensive work in new airceraft
configurations, as well as in composite structures, is being performed in
domestic facilities. U.S. business airplane producerz, however, alsc notse the
benefits many of their foreign competitors have in the technolegy area because
they are government owned,

The United States, aven with the limited direct involvement of NASA in
general aviation, does have a competitive advantage in technology research.
The extensive research facilities and expertise incorporated in this U.S.
Govertment agency can provide aszistance and sdviee for domestic
manufacturers. Basic aeronautical research done at MASA can also stimlate
new techielogy that has potential bBenefits te commuter and business aircratt,

1/ Derived from data presented in app. F. g1
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It is true that most BASA Tesearch results are available to the majority of
foreign preducera. ¥.8. producers, however, are notmally involved with many
MASA programs and are aware of vegearch cotclusions before public
dissemination of the results. Althougph several foreign manufacturers do have
national aeronautical research centars, mnone are belisved to be a=
technologically advanced or have has as extensive facllitles as HAEA.

Another important factar to note in any analyzis of technological
competitiveness iz technology transfar from military to civilian products.
The importance of thiz spillover is extremely difficult, if not impossible, to
evaluate. However, there has been some transfer in the commuter airceraft
araa. Initially, a nurmber of forelgn-bulilt commuter planes wete adaptions of
military aireraft. The rugged nature of these planes made them very suitable
for commuter operaktions., Industry soucces agres, that, in general, foreign
producers have a competitive advantage over their U.S. counterparts in this
aresd.

Marketing

In general, the marketing process is the some whether a domastic or
foreign manufactarer iz attempting to sell an airplane. However, although the
marketing approach may be the zame, the offers can differ significantly.
Foreign manufscturers may be able to offer more ganerous financing terms or
price dizcounts. Induatry sources note that these items {discussed later in
this competitiveness section) are extremely important marketing factors and
provide salesmen of forelgn-built mireraft an important competitive edge.

In an attempt to offset partially foreign firms' competitive advantage in
this area, some U.S. manufacturers have effered innovative marketing schemes
involving equipment guarantees. Cessna Aireraft Co. announced a macket
campaign called the "Cesgna Challenge,™ under which the firm will guarantee
turboprop owners reduced operating costs per mile with the jet-powered
Citation S/IT aiceraft, or the firm will reinburse cwners for the difference.
This guarantee applies to miieraft purchased before yearend 1985. 1/ Company
gources lndicate that the purpose of the program is to correct the
misconception that turboprop aicplanes opetrate at lowetr costs per mile than
jets., Beach Alreraft Corp. iz cffering anothar guarantee program. This firm
iz offering a iongar than usual warcanty on the wing Life of their King Air
geries business alreratt. Additionally, an insurance program arranged by the
firm can provide 20 percent savings ot hull and liabillty insutance costs, 2/
Industry sources state that this campaign is also an attempt to stimulate
gales and cteate an economic envirorment conducive ta the purehase of business
aireraft through improved performance and equipment guarantees.

ancther marketing adveantage that government—owned manufacturers are
alleged to have involves the use of political pressure. Industry sources note
that in markets outaide the United States, especially where the purchaser is a
State-owned airline or the government is making the decision, marketing

1/ Aviation Equipment Maintenanca, May 1985, p. 65.
2/ ™19B3 Corporate Aircraft Roundup,” Dunns Business Month, August 1983, p.
A0, S . '
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assistance by foreign ¥Federal officlals or other political manuevers are

" sometimes used to influence equipment acquisition decisions. Additionally,
the firm's home government can offer petential purchasers benefits from
non-aireraft-ralatad industriea, or foreign aid to induce purchase of a
pacticular plane, It is true that this marketing problem is more proncunced
in large transport than in commuter and business aireraft, but iU.3.
manufacturers assert that they have encountered several sales campalgns where
sales wera lost due to political pressure from State-vwned manufactucers.

Price conajdarations

Purchasers of both commuter and business aircraft have consistently stated
that an important Eactor in their selection of an aicrplane is price. The
price of an aireraft generally includes the training of pilots and maintenance
perzonnel, typically two pilots and one or twe mechanies. 1/

Purchagers of computer aircraft will typiecally evaluate competing
aircraft prices on the basiz of the cost per meat. These values are shown in
the following tabulation for several different airplane models: 2/

Aireratt Producer Country of origin Price per seat
C-212 - CASA-——— e Spaift ———-—-e--—  $94,231
Twin otter——————— deHavilland——-——— Canada-—————-— 94,7317
228-200———~-——-——- Dornier----———-————- Waszt Germany-——- 9%,895
Bandeirante- -— -——- Embraer————————————— Brazil-—-—-—-- 142,263
Shorts 330--——~———~ Short Brothers——————— N. Ireland— - 111,832
Shorts 36l - —-do —_— - ——do— e 122,222
G998 - Begch-——--—c-—e e ——= United States--- 124,613
H8-T48-———-————————-— British Aerospace-———— Great Britain—— 125,000
] v —— FoKket—~—~— - —an-—~— Retherlands----- 130,000
- 1900—-- ——————=m == == B@@Ch~—~-—m—am—u-———— United States--- 149,578
Pramilia-——-——-———_ Embraer—--————————————— Bragil--——————— 157,200
Jetstream 31---———-- British Aerespace---—- Great Britain--- 158,333
Dash ¥-—————-ro—- deHavilland—- ---————- Canada---——---——- 160,000
SF-340-———————————— Sgab/Fajirchild-—-——- Sweden/United 160,000
States.
Magh f-—-~=r—mmm——— deHavilland-————-—-=- Canada ————==——-v 166,667

Buglness aireraft purchasers do not generally consider per seat costs in their
decision, since the aireraft iz not a revenue-generating piece of capital
equlpment as in the casge of commuter airitines. U.5. producers of commuter and
buginess aircraft, however, assert that foreign producers have the ability to
price their equipment at or below competing U.S5, aireraft prices. These
mamifacturers insist that performance cspabilities are not as important in the
typleal shoct-haul routes, and therefore price and operating cost often
dominate the purchasing decisien. Foreign producers are alleged to enjoy an
advantage in labor costs and government assistance for aircraft development

1/ Spare parts for individual airceaft purchases are not a significant
factor, as they aceount for less than 1 percent of the sircraft price.
2/ Data pravided by Peech Aircraft Corp.
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and financing, allowing them to underprice U.5. manufacturers. 1/ "Also, such
factors as higher capital costs and product liability insurance are cited by
U.5. manufacturers as being partly responeible for their higher prices.

In recent years, product liability has increasingly been noted by domestlc
general aviation producers as one of the key reasons for their higher airecraft
costs. TIn 1985, product liability premiums for general aviation altveraft
totaled nearly $135 million. 2/ Estimates vary, but industry sources assert
that in the United Btates, these costs alone account for betwean 10 and 30
percent of the cost of an sirplane. By comparison, in 1962, the average cost
of product liability insurance for a manufacturer was less than 1 perceént of
the aireraft's nelling price, and in 1975, thase cozsts amounted to just owver 5
parcent. 3!

Altheugh the codt of product liability asscciated with genaral aviation
aireraft has been a factor in the selling price of planes during the laet 5
yoars, much of the reason for the recent increase in overall aircraft progcam
costs lias in the fact that insurance premiums for virtually all genaral
aviation manufacturers have risan hy at least 100 percent in the last year
alone. In addition to the price of insurance, the time and cost of company
personnel to handle the numecous litigations filed has affected domestic
f£irms' overail coat structure. 4/ Piper Aireraft Corp. indicated that it
employs 20 full-time employees simply to gather daocuments necessary for
litigations. Also, the companies mist establish reserves for losses
{retentions}, or self-insurance policles, which now run into the tens of
millions of dellars per company. 5/

The vast majority of the suits filed against 0.8, manufacturers involve
products not covered by this study, namely, small, recreational-use planes.
Much of the litigation cemters around airplanes that are, on average, 10 years
old. Manufacturers state, however, that they are at risk for suits on the
210,000 aireraft in the U.5. general aviation fleet, some of which were built
evan 50 years ago. &/ - Also, domestic manufacturetrs can be sued in the United
States for accidentz that oceurred in foreign countries in order to gain
higher damage awards. 7/

Since the majority of the domestic producers of business and commuter
airplanes manufacture all types of aircraft, their inereased insurance costs
must be spread among all the units seld. Additionally, as the number of
private-use aircraft a manufactucer delivers decreases, each unit sold,
regardleas of type, must absorb a larger portion of the increasing overall

1/ U.5. Department of Commerce, International Trade Administration, A

Competitive Assessment of the U.S. Civil Aireraft Industry, March 1984, p. 136.

2/ "Our Coetly Liability Lottery, Part II,” Business and Gummercial
Aviation, August 1985, p. 11. :

3/ JF. Jeffersen Miller, "Diminishing Returns,” AOPA Pilot, April 1985, p. ao.

4/ General Aviation Manufacturers Association, Prioduct Liabilitz Thieatens
0.5. General Aviation, December 1985,

5/ Speech by Frarnk M. Adams, presldent, A1rcraft Systems Co., Bendix
Aeraspace Sector, bhefore the Hational Aviation Club, Sept. 19, 1985.

&/ "Product Liability Is Key ‘roblem for Gemeral Aviation Companies,™
Avistion Week and Space Technology, May 13, 1985, p. 74,

1/ Douglas J. Besharov and Peter Reuter, "Tort Laws Hobble U.S. Businass,™
The Wall Steeet Journal, Oct., 28, 1985, a4
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pool of insurance costs and liability risks. Offlcisls of Beech Aireraft
state that a much higher amount of their liability casts are apportioned %o
their turboprop airplanes compared with that for smaller, single-engine
mcdels, 1L/ This firm estimates that in March 1985, $70,000 was the average
cost of product lisbility for sach airceraft shipped. 27 Piper Alceraft Carp.
estimates that product lisbility mdds an average of $60,000 to $75,008 ta each
ailreraft sold. 3/ The burden of product liability was estimated to have
increased to $80,000 by February 1986. 4/

In addition to contributing to higher aireraft prices, the issue of
product liability has resulted in & withdrawal of products from the
marketplace as well as & lack of improvements in existlng products.
Manufacturers assert that there ie some reluctance to make improvements in a
product for fear that at some fubture Lime they <ould be held liable for not
making that improvement earlier. Stata-of-the-art technology can, and is
bailng, usad to eriticize sarller production methods when such technology was
net even known ta the manufacturer. 5/

Legislation regarding product liabillty for all products has heen
propased. These bills, 5.100 in the U.2. Senate and H.K. 2562 in the U.S.
House of Representatives, seek to define the raspansibilitissz of the
manufacturers and limit their responsibilities for changes in the product.

The proposed leglslatlon also limite manufacturers' responsibility to 10 years
after tha date of production and excludes the user of the product from
obtaining damages 1f the product was misused. 5.100 did not recelva approval
of the Senate Commerce, Science, and Transpertsation Committee in a vote takem
in May 1985. H.R. 2568 is currenily before the House Committee on Energy and
Commerce for approval, Industry sources indicate that this type of

legislation is necessary to help restars U.S. producets' competitiveness in
the world market.

Foreign producecrs of commuter and business aiveraft generally do not baar
the same type or amount of product liability insurance burdenz that domestic
manufacturers andure. This 1z partly due to the fact that it is very
difficult tev recover damage claims from companies located oversess. 6/ Also,
feraign industry officials state that since they chose not to preoduce and/or
gell smaller aireraft, theler firm: do not have as high a level of praduct
liahility insurance to add into the price of their airplanes.

1/ Ibid., ». 71.

2/ "Product Liability Called Prime GConcern of Busineas Aviatlon,™ Awlation
Daily, Apr. 19, 1985, p. 287.

37 "Piper Alircraft Consoclidates Manufacturing and Administration,™ Aviatiom
Week and Space Technology, Auwg. 12, 1985, p. §53.

4/ 3peech by Brian E. Barentz, Senior Vice President, Marketing, Cesmsna
Alreraft Co., at the Eleventh Annual FAA Aviation Forecast Conference, Feb.
27, 1986. _

5/ Tavid H. Secott, "Liability,”™ Sport Aviation, August 1985.

&S "0Our Costly Liahility Lottery, Part I1,"” Business and Comnacclial
Aviation, August 1985, p. 11.
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Filnancing

Although it would ba an overstatemant Lo say that financing sells the
airplane, availability of favorable financing definitely influences the choice
betwaen alccraft that arve matehed on technleal merits. 1/ Availability of a
financing package 15 especially instrmental to the success of tha
high-priced, new-generation commuter airceraft. 2/ The world has changed =zo
that ™it iz a0’ lenger enough to build a good aeroplane. To stay aliva in this
business, you've got to offer airlines a financing package which at the wery
least matches your rivals." 3/

Bata regarding typleal financing packages offered potential purchasers
wag gathered in the Commission quastlontaice. 4/ These arrangements vary
congiderably, depending on the indiwvidual situation. However, a gemeral

summary of these terms during 1920-34 1z shown in the following tabulation.

Item U.S. producars Foreign producers
Initial depasit---or—-r 10-30 parcent--————-—- 10-20 percant.
Amount financed--—-———— 70-80 percenk—--—-wew 80-90 percent,
Interest rate---—-——---——  10.4-15.0 percent———  8.5-13.25 percent.
Leoan perled--——--—mr—e—n &0 to 120 months--—— 60 Lo 144 months.

Although these responses differ only slightly, the consensus in the aircraft-
purchasing community is that financing from importers is mare advantageous
than that available from U.S. menufacturers. Oune of the reasonz for this
stems from the fact that sales outside their home market are exparts, and,
thug, forelpgn manufacturers are often able to take advantage of export credit
programs. Although V.3. importers indicate that these credits are used
sparingly, purchasers do benefit in interest savings. Tha effect of
pubsidized export credits appllied to commuter aircraft offered in the United
States were documented in a previous Commizeion study. For example, with
officlal financing assistance, intereat costs for a $1.8 million aircraft
totaled 7.7 percent of total operating costs compsred with 12.4 percent with
financing at market rates. 5/

Individual regponses to Commission questlonnaires regarding financing
terms cffered to potential purchasers cannot ba revealed, as these data are
btusiness confidential. However, information from public mources illustrate
some of the financing packages affered by U.S. and foreign general aviation
producars. '

1/ R. Sarathy, "Feast or Famine? Praspects For The New Generstion Turboprop
Alrveraft,” Trasnspertation Journal, September 1984, p. 14,

2/ Speech by Btephane Daillencourt, Sales Financing Manager, Aerospatiale
Carp. at the Airfinance Journal Conference, Wow. 14, 1984,

3/ Jeff Eandall, "Financing Packages,” Commuter World, June-July 1584, p. S54.

4/ Thiz discussion of financing relates to both commuter and business
aircraft. However, it is recognized that the issuwe of financing iz much more
important to commuter airlines then to most businéss aireraft purchasers,

5/ U.8. International Trade Commission, Econgmic Tmpsct of Foreipn Export
Credit Subsidies on the U.S. Commiter Alreraft Industroy: . . ., anamb%ﬁ
1982, p. 24.
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Cesstna Alireraft Co..——~Cassna does have an in-house financing agency to
assist purchasers. Generally, however, financing is at a rate slightly above
the prime rate. The firm has, during the past 4 years, offered innovative
gschemes in an attempt to stimilate sales in seletted product areas. In
mid-1943, tha company axtended 10.5-percent financing for the first year on
zingle- and twin-engine piston aireraft sold outside the United Statez. The
purchase would then bte financed at a €ixed interest rate of 15.0 to 15.5
parcent or a 2.5-percent-plus—prime floating rate for the remalning term (5
years for single pistons, 6 years for twin plstons). This proposal existed
+only a few months and ended Wovember 30, 1983, 1/ For 1.5, purchasers, a
gimilar financing proposal was made 1ln mld-1585 for qualified buyers of
single- or twin-engine piston airplanes. There would be no payments on the
loan until Mareh 1, 1986, with financing at 3 percent below prime for the
first year after this free pericd. A downpayment of 10 percent was required,
with the lean term ranging from 5 to € years. For one of the company’s
turboprup alveraft, the Conquest, Ceassna offered no monthly payments through
January 31, 1986, 10 percent downpayment and financing at 3 percent balow
prime for 10 years. Both of these financing schemes wersa offered during a 2-
to 3-month period ended September 30, 1985. 2/

Piper Alrcraft Corp.--Little public Information i= available regarding
Piper*s financing of commuter and business aircraft. The firm previcusly had
“an in-louse financing organization but has recently disbanded it in favor of
an agreement with Chase Manhaitan Corp. to provide "innovative finencing for
dealers and customers.™ 3F

Beech Aircraft Corp.--Some recent purchasers of thisz firm's model 1900
commuter aireraft have recelved financing (wlth assistance from the company's
financing subsidiary) at ¢ percent for the first 3 years, with an adjustable
interegst rate for the remaining 5 years of the loan. Beech has also offered

third-party leasing arcangements at competitive rates for a maximum 10-year
pericd. A/

Gates Learjet Corp.——Public data regarding financing provided by Gates
for purchasers of commercial business aireraft are not avallable. The firm

does not, however, have a financing subsidiary, and company officials indicate
that they generally do not become involved in the actual financing of their
aircraft, Gatezs 4id tecently arrange a leasing agresment at commercial rates
involving the majority of the business jets built for the U.S. Air Feorce, 5/

Culfstream Aircraft Corp.-—-Little public information is availabla
regarding Gulfstceam [inancing of business aircraft. The company does not

have an internal financing crpanization owing to the fact that the majority of
their sircraft are so0ld to corporations that dc not require seller
financing. &/

1/ "“Cessna Finances Won-U.3. Bales,” Flight International, Aug. 6, 1983, p.

2/ Various advertisements in Business and Commerclial Aviation, September
1985, pp. 97 and 143.

3/ "Aviation Intalllgances,“ Buciness & Commercisl &vzation, Saptember 1985,
p. 28.

4/ Alison Chambers and Jeff Randall, “Finaneing A High Risk Venture,™ Flipht
Internatian, -June 15, 1985, p. 12.

3f Gates Learjet Press Release, July 30, 1985, and Commission steff
discussions with company officials in June 1985, a7

6f Discussions with company officials, June 1985,
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Fairchild Ajrcraft Corp.--Publie data regarding financing of commuter and
business aircraft by Fairchild are not available. Corporate officials

indicate that they are aware of the importance of financing in the commuter
and small-medium business aircraft market. Although the ficm does not have a
specifie in-house finmncing subsidiacy, they do employ persommel dedicated
primarily to assisting purchasers obtain financing.

Mooney Aircraft Corp.--There are no data available regarding this
French-owned firm's involvement in financing purchases of thelr bhusiness
ailreraft.

Hitgubishi Aireraft International.--0Officials of Mitsubushi Aircraft
Intetnatlonal state that the ficrm does not receive any £inancial support oc
indirect subsidies from the Ministry of International Trade Institute, their

parent corpotration, or Japanese-cwned banks. The firm, which doas not have a
financing subsidiary, offers conventional third-party financing with U.8.

lending lnstitutinnn to thelr aircraft purchasers. L/ The firm haz, however,
recently offered balow-market financing at 8.5 percent interest for the first
2 years of the loan for buyers of their business jets. 2/ '

Short Brethere Aireraft (USA).--In Movember 1982, Short Brothers {of
Korthern Ireland) established an $80 miltion financing facility (compozed of

commercial banks) to support sales of U.S, aireraft. This total was fully
utilized in 1983, and the firm further incressed its financing rescurces in
1984. The company repertedly has offered 100-parcent finamcing on some
aireraft purchases, with a loan term of 10 years. 3/ Further public data are
not avallable. :

Dornler GmbH.--Thiz West German firm has, te date, had only limited sales
in the U.5. market. Currently, the company does not have a financing package
to offer prospective purchasers, but Dornier officials indicate that the
formation of & financing subsidiary, to help stimulate U.B. sales, iz being
considered. 4/

CASA/Burtanic.-—-Little public dats regarding financing packages of fered
by GASA and/or Murtanic are available. Company officials tiote that "the
Spanish-Indonesiam enterprise would engage its competitors on the issue of
Financing for the aircraft.” However, since many of the sales of this
aircraft have been Lo military customers, the firm does not plan to finalized
its financing scheme until closer to the time of aircraft certification. 5/

Saab/Fairchild, —-This firm has established its own financial corporate
with a 0.5, eredit line of %125 million (hacked by =3 syndicate of commercial
banks) to provide financing for worldwide sales of the SF 340, This
ovganization is reportedly able to provide funding in different
currencies. 6/ Data regarding interest rates or lean terms are not

1/ Submission of Mitsubishi Aircraft International, Aug. 9, 1985, p. 2.

2/ “Mitsublshi Will Give B.5% Rate to Buyers,“ HBAA Convention News,
Sept.. 24, 1585, p. 81.

3/ "Fresh Develcpments In Commuter Financing," Airfinance Journal, February
1984, p. 18.

47 Ibkid,

54 Jaff Randall, "Financing Packages,"” Commuter Werld, June-July 1984, p. 55.

Ef Fresh Developments In Commuter Financing,” Alrfinance Journal, Februaﬁg
1984, p. 18,
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svallable. However, Saab officials indicate that although financing is
available from the Swedish Central Bank, purchasers have been abhle ta find
mote advaniageamls tates from commercial banks.

Iszrael Aircraft Tnduskries.--Public data regarding financing of Ioraell
businaszs jets, either by the manufarcturer or its 7.5. distributer, are not
available,

Fokker.—-Induetry sources note that Fokker has a financing package for
the fimm's 50-—seat commuter alcplane, which is strongly supported hy the Duteh
Hederlandsche Creditverzekering Maatschappij {(NCM). This organizaticn gives
direct guarantees against airline risk to banks financing the sale of F-27
aircraft. Fokker has also been able to offer lower interest rates than many
af its internmatienal competitors by financing in Dutch guilders instead of
U.8. dollars. 1/

AerozpatiglesAeritslia.--These manufacturers are reportedly aoffering a
package known a5 "Master Lease,“ which is a 100 percent leverage lease
attanganent. for 10 to 12 yesrs., The Government export credit agencies of hboeth
France and Italy are also reportedly offering loan guaranteas for purchasers
of the ATE 42. 2/ Other financing data are business confidential.

Dassault.-—-This firm does not have a financing subsidiary for its
business aireraft. Heither Dassault nor its 0.5, distributor, Faleon Jet,
reportedly coffers financing to prospective buyar=. Thay do have apcess,
according to company officimla, to COFACE leansz, but these are rarely used. 3/

deHavilland.——Public data regarding deHavilland's involvement in
financing the sale of commiter or business aiccraft during 1980-34 are not
avallable. However, the firm recently flnanced a sale of its new commuter
airliner at extremely generous terms. The financing package given to Liat, a
Carribean alrline, consisted of twn separate compouents. The first was a
10-year loan frow the Canadian Export Developmenkt Corp. for almest 58 percent

of the teotal purchase cost. TYha remaining cost was financed by a grant from
the Canadian Govermment. The grant was in the form of a 50-year,

interest-free Loan with a l0-year moratorium on repayment. 4/

Canadaler Ltd.--Fuhlic data regarding this firm's involvement in the
financing of its business jets are not available.

~ Embraer.--This company consistently offered helow-market financing to all
potential purchasers, subzldized by the Brazilian Government, during
1980-B4. 5/ TIndustry sources note thalt Embraer offered 7.5- to B.5-percant
financing for an B- to 10-yesr term on its 15-ssat commuter airplame. &/
These loans are tied into the Brazilian export credit system. In 19385, this

1/ Jeff Randall, op. cit.

2/ Karen Floersch and Bobert Trerorrow, "Special Beport: Commuters,™
Airfinance Journal, 1985, p. 26.

3/ Testimony of Frank Wiesekal, President, Falconjet Corp. before the U.S.
International Trade Commission, Aug. 26, 1985.

4/ "Liat Dash 8 Financing Clarified,” Airfinance Journal, 1985, p. 30.

5f Jeff Randall, op cit.

6/ "Fresh Developtents In Commiter Financing, “Airfinance Journal, February
1984, p. 18. 89
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firm financed 90 percent of a $27.5 million loan for the purchsse of 5
Brazilies at a 9- percent fixed interest rate for 10 years. i/

British Aerospace.--Bublic data regarding British Aerospace financing of
buzinezs aircraft gales are not available. Tn regard to commbter aireraft,
company officials indicate that they do not have an in-house flnancing
organization because they tailor each arrangement to the individual customsv's
neads, 2/ The firm states that it does not receive export credit subsidies
from the British Government. 3/ However, data obtained from commuter airline

annual reparts indicate that the firm has offered generous financing terms for
itz Jabkstream 31 commubter aircraft. In a recent sales arrangement with Metro

Express Airlines, this carrier received a 12-month, inkterest-frea laoan, and a

7.96-patcent lnterest rate thersafter for the 132 remaining months of the
term. The airline alsc received a cash grant up front of $1 million. &/

In a similar arrangement with Jetstream Internatlonal Alrlines, a $1.2 million
grant from British Aercspace was received at the time of aircraft delivery to
"help defray the costs of introduecing the aireraft into serviece.™ 5/ With
regard tc sales ocutside the United Statss, the British Covernment recently
agreed to provide 3.8 million pounds in financing to a Carribesn ailrline
purchasing British Aerospace’s new alrceraft, the ATP. The aircrcaft are being
funded, according to Covernment officials, bacsuse "they will increasa the

links between commonwealth nationz in the Carribean and other parts of the
region.”™ &/

other financing consideratlons.--In addition to generous financing
offered, commuter and business sireraft producers often compate with politieal
presgure in the financing area. In a recent example, the BEZ refused to
provide finsncial backing for m British product, insisting that it would only
assist in financing if the French/Italiazn ATRA2 were purchased. 7/

Data compiled during the course of study Iindicate that once an aircraft
is in production, there is little room for chenges. Therefore, price and
financing terme are used to gain competitive advantage over other producers. 8/
H.8. producers, however, being privately owned, are genserally uncompetitive
and often unsuccessful in their finsmeing offerings. This iz a major reason
for their lack of competitiveness in many product arems. 9/

Exchenge-rate factors

Dats collscted in thisz study indicate that during the pericd reviewed,
one of the mozst important factors affecting the intermational competitiveness

1/ "Intalligence, "Aviation Dally, May 2, 1985, p. %.

2/ Thid.

3/ Bubmlasion of British Aerompace, Inc., Aug. 12, 1985, p. 6.
4/ Metro Airline Inc., Metre Airlines Fisesl 1984 Report, 1985,

5/ Delvihe Haslun-Seilg, Jeistream International Airlines Tne. Consolidated

Financial Statements for the Years Ended September 30, 1984 smd 1983, 1985, ¢,
B.

B/ "Liat Juggles with Makers," Flight International, Apr. 13, 1885, p. 4.

1/ “Bquawks,” Commuter World, September-October 1985, p. 58.

8/ "Fresh Developments In Commiter Financing," Airfinance Journal, February
1984, p. 21.

9/ Submission of Willlam Britt, president, Britt Airways, Feb. 5, 1385
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of the U.8. comwuter and business aireraft industries was the strength of the
U.8. dollar. The domestic industries have faced a substantial increase in the
coat of the dollar to foreign buyers, ranging as high as 130 percent during
1981-82 for exports to ¥exico (table 34). 1/ TIndustrey sources state that the
growth of the dollar has been a slgnificant hindrance to sales of husiness
aircraft in BEurope. Figure 4 illustrates the growth in European currencies
vis-a-vis that of the U.S8. dollar. Similarly, foreign filrms experienced a
‘Bain in exchange rates, allowing their aircraft to be more competltive in the
U.5. market. Tempering this disadvantage was the substantial percentage of
U.5. components incorperated in foreign aircraft.

Sovernmenk iovolvement

As stated earlier in this repott, many of the foreign producecs’ currently
competing with the U.5. commuter and business aiceraft industry are owned by.

their govermments. Hecause these firms are State owned, they enjoy several |
important competitive advantages. Saveral of thege have already bean noted,
including preferential access to materials and labor and the availability of
capital for both operations and research and development. An additional
important benefif of State owmership, discussed earlier, is the ability to

obtain purchaser financing, often at highly preferential rates or terms, by )
warking with their national banks. ) . -

The benefits of being the scle supplier of alreraft for thelr domestic.
market is often cited as ancther competitive advantage State-owned commuter,
and business aireraft produclng ficms frequently have. This guarantees these
firms a level of outpui upon which they can base future plans. In order ta
secure this, foreign governments wiil cften impose explicit embargeoes on
imported commuter and buginegs alreraft or will requiire camplicated procedures

to import a plane. 2/ These restrictions are most often imposed in the earcly
years of an industry's development, with the country citing the "infant
industry™ economic principile as its rationale. However, once in place, thesée
regulations are difficult to eliminate, State-imposed restrictive policies
not only assure a production base, but also effectively protect the industry.
from foraign competition. 3/ Both of these effects allow the manufacturer to

gain expertise and lower costs becasuse of econcomies nf saale potentially
making it more competitive internatiomally.

Howewver, ona of the most important benefits of povernment nun&rshiﬁ can .
be the elimination of the producer’s need to remain profitable to. survive.
Because of the prominence of an aitnraft lnﬂustry, many central govertupents
will subsidize financial losses for vafious pericds in order to maintain the
industry. Reasons given for this involve the international prestige, the
retention of a skilled workforce, the importance of an export industry, or
national defense. These rationales allow foreign manufacturers to sustain a

1/ The Mexican pese went through s major dévaluation in 1982 -causing the
U.8, dollar to sharply appreciate.

2/ Ravi Sarathy, “High Technology Exports from WNewly Industrializing
Countries: The Brazilian Commuter Alveraft Industry,” Galifornia Management
Feview, Winter 1985, pp. 65-66.

3/ Thid.
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marginal level of production that iz far lower than the economicz of the
industery would nhormally allew. 1/

The U.2. industry claims it i at 3 disadyantage with regard not only to
the policies of foreign governmentz, but also because of certain policles of
ite own Government that adversely affect their competitiveness. In contrast
to the United States, in countries such az Francae and Japan, Government and
industry work togsther to attmin mutual objectives. Alreraft manufacturers
cite racent tax proposals as an example of how the U.S. Govermment works
against them. One domestic producer documented the loes of 25 sales, worth
approximately $45 milllon, as a vesult of the Federal Goverrment's _
anncuncement of ita tax revision proposals in 1985. 2/ U.S. antitrust laws

ate another example. Because of these regulationgz, ¥.8. producers have baen
reluctant to even form research and development conzortiums. 3/

Other repulationz, lncluding envirommental, health end safety, and axport
control regulations are perceived by the U.8. industcy to place them at a
competitive disadvantage with many of their foreign competitarz. Forelgn
induetrie=s, for tha most part, are less encumbered by these types of
regulations. Domestic manufactursrs have voiced complaints about the
increaszing financial turden of meeting these domestic regulatory requirementsa.

Burchasing eriteria

Commater aircraft.—-In response to Commisslon questionnaires, commutec
airlines ware asked ta indicate those factors most important in their decisian
of which aircraft to purchase. Those eriteria and the results of the
operators' responses are shown in table 35. . The passenger capacity of the
aircraft was overvhelmingly noted as the mest important cciteria in airecaft
acquigition. This was confirmed in discussions with officials of regional
airlines. Price stood out ag the second important purchasing factor. Quality
of the product and fuel effliciency wore lndicated as the third and fourth
criteria. Fifth and sixth consideratione were rvange and reputation.

Financing ranked seventh among tha eriteria considered in whiech ajcveraft
Lo purchase., However, data obtained from meeting with commuter airline
executives show that price and financing ate of eritical importance to the
vast majority of purchasers. Thie is predominantly becsuse of the cash
shortage and wnstable equity peslitlon of most regionel airlines. Research did
not indlcate, howaver, that financing is the most important factor, but that
the abjility of fawvorable financing to lower the purchase price per seat-mile

and the average cost per-seat mile make it a factor that receives considerable
welght in the decision process.

1/ Fred Welzman, "Changing Puture Values of Business Aireraft.” Alefinance
Journal, September 1984, p. 30,

2/ "Does Anyone Care?"” Baticenal Alr Transportatiom Assoc1at1un. Air Trans
Hews, August 1985, p. 3.

3/ Recently, however, legislatlon has heen passed to reduce some of the
antitrust fears that have plagued manufacturers with regard to research

consortiums Dwight Davis, “R&D Consortis,™ High Technolopy, Dcetober 1985, pp.
42-43,
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Business airersft.--Import purchasing eriteria of large corporations with
professional £light crews and medium- znd smal)l tusinesses whose owners
vperate the aircraft are shown in table 36. These purchasers, in response to
the Commission's questionnaire, indicate that the size of the aireraft (i.e.,
passenger capacity) was the most important conslderation in their purchase,
followed clesely by the quality of the alreraft. Range and price were noted
as the second and third most important criteria considered. The aireraft's
reputation and fuel efficiency were also stated az leading criteria in
aiveralt acaquizition.

Tizcussions with purchasers of business aireraft in the course of this
study confirmed that the price of the plane was one of the most important
considerations. BSources in the majer subcomponent industries alse noted that
price is eritical to potential aireraft buyerz and that financing is less

important. Financing iz generslly not a critical factor, because the majority
of businesses will pay in full at the time of delivery. Respondents to the

Commission's questionnaire substantliate this, as 70 percent of the business

aireraft purchasers surveyed liszted financing az one of the last three factors
considered in their declsion.

U.8., producers’ responses to import competition in the U.5. market

In respunse to import competition in the U.8. market, 17 percent af
domestis commuter alreraft producers and 28 percent of business aircraft
marufacturers indicated that they 4did not take any specific messures, becaussa
imports have not been a significant enough factor in their market segments to
warrant any asctiens {(table 37}. These manufacturers generally compete in the
Lawer segments of both of these markets and indicated that imports have not
yet a2ffected theic operations. Other producers stated that they took little
action because they lacked the necessary funds to counter foreign competition.

Blmast all of the cvespondents to the Commission’s questioctmaire indicated
that they had implemented cost reduction efforts to improve thelr competitive
position in the V.5, market. OCost reductions were realized throupgh
consvlidation of producstion activities, elimination aof axcess manufzacturing
costs, and more efficient utilization of manpower. Cessna Alrveraft Co., for
example, will installed a computerized planning contreol system during 1986 and
reduce the number of aireraft assembly lines from 13 ta 7. Gates Learjet, on
the other hand, has held discusslons with subcomponent manufacturers in an
attempt to obtain lower prices, 1/ Approximately 50 parcent of comwuter
aircraft producers and 33 percent of business aireraft manufacturers indiecsted
that they had made strides in improving their product's quality. Several
industry memhers stated that they had also reduced their plane's price or
inproved the financing offered t¢ prospective purchasers. Gates Learjat Corp.
announced in September 1985 a 17-percent raduction in the price of its
aireraft. 2/ PFinally, 33 percent of commster airplzne manufacturers and 67
percent of businesz alrplane producers indicated that their firms reduced

productlion, Several also noted that they were forced to close production
lines in response to import compatition. '

1/ Dawvid W. Worth, “Pusiness Aircraft Makers Siress Wew Technology to Cut
Product Costs,” Aviation Week & Space Technology, Sept. 30, 1985, p. 14.

2/ "Gates Slashes Learjet Tags,” WNBAA Convention News, Sept. 24, 1985, ?ﬂ?
102,
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Table 37.--Commuter and business aireraft: U.S. producers' responses
to import competition in the U.S. market, 1980-85

(Percent}

Colrntter Business

Nature of : 4
responae aireraft : aircraft

Took no or few actions because firm: H :
Had alrveady shifted to other lines of aireraft———: -3 -
Lacked capital funds to counter foreign : :

competition———— et 50 3 33
Was not impacted by increased foreign : :

compat it ion- — - e e e e iy 17 : 28

Took the following actions: : :
Reduced or dropped plans to expand capacity—---——- : -1 -
cut hack produetion-———-—— ey 33 ; 67
Closed production lines or product manufac- :

RUCIng—- v e e 17 : 50
Modified existing aircraft— ————— oo ey —_ 33
Implemented cost reduction efforts—— e : 56 : 100
Improved quality of the product—m——o e : 50 : 33
Reduced price/improved financing tecms ofFered-———: 17 50
Imported aiccrafb——-memo o - -
Opened a plant to manufacture abtoad———— e . -t -
Engaged in joint ventures or copreduction--—-—--—: . 17 17

Source: Compiled from data submitted in response to questionnaires of the
11.5. International Trade Commission.

The general aviation industry has also responded to inecreased foreign
competition by forming the American Business Alrcraft Committee, This
organization, composed of the chief executives of =2ix domestic alreraft
manufacturers, organized & campaign to conwince potembtial purchasers of
business aircraft to buy U.S.-made products. The motives they cited included
the trade defieit in this sector, subsidized unfair import competition in the
U.8. market, restricted acceszs to foreign markets, and the need to presarve
end maintain a healthy eircraft industry. 1/

Additionally, somewhat more radical proposals have been mada by indugtcy
sources to various Government agencies. One of these includes the denying of
airworthiness certification of aireraft bulit in countries whera U.S.
producers do not have free or fair access to the market. This suggestion,
however, could be considerad not in accordance with the GATT. 2/ Hecently,
howaver, a bill was proposed by Senators John Heinz and Max Baucus in the U.S.
Senate and Representative Frank Guarini in the U.S. House of Representatives
in July 1985 to counter injuricus foreign government action to strengthan
their industries at the expense of U.S. industrial sectors {including genaral
aviation aireraft} and to prevent unfair trade practices that restrict U.s.
exports. 3/

1/ American Business Alrcrafi Committee, Foreign Challenges To V.S, Business
Mirecraft Lemdership, Washington, I, 1984, -

2/ Data provided by the Office of the U,3. Trade Representative.

3/ "Trade Bill Would Block Damage to U.S. Pirms," Avistion Week & Space
Technology, July 15, 1985, p. 95. - 108
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Future Trends in the U.3. HMarket

Hext-generation products

Worldwide there are a tmber of new comwuter and business aireraft under
development or actually in production. These planes are due to be delivered
during the next 3 years. Currently six commuter aireraft are undergoing
prodizetion testing and/soyr certification requirements. Another two aireraft
are undergoing modification (stretching) of the existing alrplanes. All of
these planes wlll seat over 30 pasgsengers. Primary manufacturers of these
new- generation regional alreraft sre lacated in Northerm Ireland, Great
Britain, the Retherlandsz, France, Tialy, 3Spain, and Indonesia. The price of
those planes are expected to range between $5.3 million and $14.9 million, It
iz important Lo note that since Fairehild Aircraft Corp. decided to dissolve
its partnership with Saab 3cania to become only a subcontractor, there are no
U.5. firms providing or developing new-generation commuier airecraft. 1/

In the buginess aircraft market, nine new aircratt are being ocffered far
delivery during 1986-88. Several of these planes incorporate state-of-the-art
technology with regard to composites, propulsion, and avlonics, This includes
airplanes produced in the United States (one from Japanese and American parts
and one from ltalian and American parts), lsrael, Great Britain, France, and
Borthern Ireland. However, the manufacturer located in Worthern Irelsnd is
currently in bankruptey proceedings, and the future of this aireraft iz in
question. The prices of these new generation-busine=s airplanes range betwaen
£750,000 and ¥15.0 million.

Future market potenkial

There is little consensus as to the size of the future world market for
commiter and business aiccraft. The highly cyelical nature of the business,
cucrency volatilities, and other potentially growth-inhibiting forces combine
to present a very uncertain future. Several industry sources, however, have
made estimates of these future sales, as shown in table 38. Porecasts for
overall commuter aircratt sales range ferom 1,500 to 5,000 units hetween 1984
and 2000, Puture business aireraft sales were estimated to he $40 billiion by
1995, )

"1/ The Boeing Corp.'s recent purchase of the Canadian conmuter aireraft
producer, deHavilland, constitubtes the only U.S. entry in the large commuter

airplane market, although the plane is actually produced in Canada. 109
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Table 38.--Commiter and business aireraft: Future world market forecasts,
19842000

Time period Estimator f Aircraft type : Quantity f Valua

Millien
Units : dollars

1984-93— v umnmnm ! Frost & : All commuter----: 1,500 : 8,000
Sullivan, : : :
1984-2000- -- -——-1: Aetospace COrp——:—— ——n do— === : 5,400 : 16,600
1984~ 2000 ——— -ww; British Aero- HE S et [ BT T H 5,500 ; 42,000
: apace, H H ' H
19B4-93 - ————- mua : . Forecast : All turboprop---: 12,457 ; 49,500
:  Assoclates. ;. : :
1984- 2000————-——: Aercspace Corp—-! 20-40 geat : 2,000 : 1/
: commuter. : . T
1884-2000————— : Stephane . 1 20-T0 seat : . 3,311 : 1/
i Diallencourt. : commuter. : :
198494~ - ! CASA-- -r = ——— i 3050 seat ; 1,800 1/
: : conmmtar . ; ;
I1984-95-——— -~ .. deHavilland i————-do—————1 1,500-2,000 : 1/
: Corp. r . ;
15B4-95- —— - wa : Aeraspatiale i—————do—————--: 2,800-3,000 : 1/
T Cotp. : H :
1984-2000—---~— : herospace Corp--: 41-60 seat : 1,200 : 1/
' H commuter. H
1984-95-- .= =r=: British Aero-— : All business : 1/ : 44,000
space. : aireraft. :

1/ Net awvailable.

Bource: Michael Days, "Small Carriers Spark Demand In Turbo-Props,™ Wall
Street Jourmal, May 11, 1984, p. 33; Aerospace Industrles Association, The
U.5. Private Pusiness and Light Trangport Alrveraft Tndustrieg, October 1984,
p. 27; Les Tuck, British Aerospace, Inc., "Open Markets," Quarterly, Wovember
1984, p. 2; William Dane, "The Market for Turbo-prop-Powered Alircraft, Thraugh
1993," Defense Weekly, Feb. 8, 1985, p. 7; Speech by Stephane Daillencourt
entitled, "Mapnufacturers and Financing Packages,” before the Air Finance
Journal Conference, Wov. 14, 1984; “DHC: Clean As A Whistle,™ Flight
Intecnational, Show Daily, June 5, 1985, p. 29; and Interviews with
Aerospatiale Corp. officlals, June 7, 1985,

There have also heen numerous estimates formulated regarding growth rates
in these industries over the next decade. Frost and Sullivan expect market
growth for overall genetral aviation aircraft (the majerity of which ig made up
of commuter and business alrplanes) to be 2 percent per annum through
19489. 1/ The FAA takes a more optimistie view, pradicting that the general
aviation piston fleet will grow by 2.4 percaent per year; the turbine fieet, at

) 1/ Michael Days, "Small Carrier:z Spark Demand In Turbo-Props,” Wall Stteat
Journal , May 11, 1984, p. 313,
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3.8 percent; znd the commuter aircraft fleet, to increase by 3.9 percent per
year through 1995. 1/ The Transportation Research Board of the Bational
Research Coumcil estimates that by 1985 the regional airline fleet will total
2,200 to 2,800 aireraft. 2/ These variations in estimates illustrate the

differing preceptions of the future commuter znd business airceraft markeat and
the uncertainty invelved in it.

These growth estimates can be affected by a number of factors. 1In the
cormuter area, it is anticipated that V.5, travel will continue to increase,
and major and nmational airlines will further interline with the =mall
carriers, stimulating the market for commuter aircrafb., In foreign markets,
the effects of airline liberalization and pactial deregulation in areas such
as Europe and Canada may further bolster this market segment. Continued
growth in the business area may hinge on further industrial decetntralization,
conktinued effects of deregulation on geheduled airline service, and the cost
effectiveness of company airplanes. 3/ Alsp, industry observers now expect
that interest rates, which in the past have preohibited general aviation
aircraft acquigition, will be more stable in the next 5 years. 4/ Industuvy
sources indicate that in developing nations, where there are few rail or
highway networks, general-aviation-type airplanes could provide instant
Lransportation systems with much smaller capital investments than land
transportation requires.

However, a number of growth- inhibiting forces could severely iimit new
commuter and business aicvcraft zales in the next decade. One common concern
of both industries is the proposed new U.8. tax revision legislation which
woild eliminate the investment tax credit and modify the depreciation system.
Another shared concern igs the growth of alrport access restrictions, which
could limit commter and business operations in the United States. Hoise
restrictions at various ailrports could also dampen expansion of opearations
for potential purchasers of genecal aviation aircraft. Flnally, some analysts

predict that new aircraft asalez may be depressed by improved teleconferencing
technology. 5/

In commuter zirecaft, the elimnination of the Essential Air Secvice (RA3S)
program 6/ could result in a temporary supply of aircraft that would have to
be rerouted, since many small carriers mipht diseontinue serving some routes

1/ U.S. Department of Transporkation, Federation Aviation Administration,
FAA Aviation Forecasts Fiscal Years 1985-1996, February 1985.

2/ Transpoctation Research Board, Mational Research Council, Transportation
Regeach Circular, February 1986, p. 3.

3/ James Bauchspies and William Simpson, GRI, Besearch and Technology
Progress Ferspectives for General Aviation and Cowmbiter Aireraft, September
1982, pp. 2-8B.

4/ "Industry Loocking Good,™ Aviation Week and Space Technolopgy, May 20,
1985, p. 7e.

g/ "Aviation Intelligence,™ Business and Commercial Aviation, July 1985, p.
3z.

&/ The FAS program, established under gec. 419 of the Deregulation Act aof
1978, guaranteed "essential air service" for 10 years to all eligible
eommunities (those receiving scheduled gervice on the date of passenge, or to
1hose whose authovizatlon service had been suspendad). Undee this provizion,
commuter carriers providing this service receive 3 subsidy payment from the
U.5. Government in addition to passenger fares. Currently, there are 111
approximately 235 tities being served under the EAS progtam.
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without government subsidization., The resale or rercuting of thelr aireraft
wouilld most likely inerease competition and perhaps reduce the demand for new
aireralft. The EAS program, although not zcheduled to cease until 1988, is not
funded under the fiscal year 1986 U.3. Department of Tranzsportation

budget. 1/ Also, the recent airline crashes invelving commuter aircraft could
undermine public confidence in thiz segment of the transportaticn industry,
limiting growth in passenget traffie. 2/

Future competitiveness for U.5. preducsrs in both the commuter and
business airceaft industcy depends on geveral factors. These include the
ability of the wmanufacturers to continue to produce high-quality aireraft at
reasonakle prices, a stzble economic enviromment for airplane acquisitions,
effactive 11.8, marketing and support organizations, and a large market base,
centered in the United States. 3/ Other important factors noted by 0.5.
producers include a stable U.5. dollar {vis-a—vio foreipn currencies), rellef
from excessive product liability insurance premiums, and a reduction in
foreign government intervention in the market.

In response to Commission questionmnaires, commuter airlines surveyed
indicate the intent to purchase 445 aircraft over the next 5 years
{table 39). The largest part of this demand will oecur in the 30- to 50-zeat
aircraft market. Airlines noted increasing traffic, expanding route systems

due to intérlining, and the need to replace oldar aircraft as the driving
forces behind future acquisitions.

Fegarding business aireraft, questionnalire respandents stated that they
anticlpate purchasing 358 alrplanes during 1985-89 (table 39)}. Factors such
ag the inconvenience of scheduled airline service and the increasing
geogpraphic dispersal of corporate activities were noted as the reasons for
anticipated acquisitions. The greatest number of future contract awards are
expected to be for tucboprop tusiness planes and medium-size business jets.

1/ "FAA Budgeted #5.1 Million, EAS Eliminated, Legislation Armounced,”
Ccommter/Regional Airline Wews, Feh, 11, 1985, p. 1.

2/ R. Barathy, "Feast or Famine? Prospects For The Kew Genecation Turboprop
Aircraft," Rortheastern Uhmiversity, College of Pusiness Administration,
September 1924, .

3/ 0.8. Department of Commerce, Intetnational Trade Administration, A

Competitive Assessment of the U.S, Civil Airveraft Industry, March 1984, p. 134
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Table 39.--Commuter and business aiccraft: U.S5. purchasers’
future contract awards, by types, 1%85-89

Ttem © 1985 © 1985 ' 1987 | 1988 T 1489
Commuter aireraft: : : : : :
8-14 geats————— - =2 pT I 8 3 : 2 : 2
15-19 geabts— -~ rmmee e e e 26 20 ; 10 10 : a
20-29 gpeatg-———-————— : B : 6 VIS 0 : O
3050 meabg- om e mim e 49 6% 54 : 30 ; 24
51-60 geats- - romre e e e e ] 5 9 9 4 &
&51-80 Beatg———— - ——— -t 11 11 : 12 : 21 ¢ 18
Total-w vr s e e e g 109 : 123 Ba : 67 : 58
Businass aireraft: : H : : :
Single engine piston--- -— -1 18 : 6 5 ; 5
Single engine piston—--————-——: T : 4 : 5 4 :
Tarboprap @nEing-— — — = e e 27 : 19 : 30 24 20
Turbojet engine: : : : i :
Maximum ramp weight 20,000 : T : : :
pounds or legg—— - ———— —————— H B : 14 12 g :
Maximum ramp weight 20,001 : H i : :
poundsz to 35,000 pounds- —- -———; 16 : 24 ¢ 24 1 iz
Maximum ramp weight 35,001 : : : ; :
pounds but not over 70,000 : : : : i
pounds—— —— — —— — e ——— 14 : 12 : 1l : 15 ¢
Total-—- ——em e e H 90 7q = 87 : 60 : 42
Source! Compiled from data submitted in response to questionnzires of the

J0.5. Imternational Trade Commission.

In conclusion, the future competitiveness of the U.8. commuter aircraft
industry will be linited to an extremely narrow and declining segment of the
market. The domestic industry does not produce any aircraft for more than 19
passengers. The one U.5. producer that was involved in joint production of a
larger cotmmuter alreraft has decided to terminate the partnership in favor of
a subcontractor role. Sinece the majority of [uture commuter aircraft
purchases are expected to be for airplanes capable of transporting 30 to 50
passengers, foreign producers will dominate future markets. 17

The .5, busineas alperaft industry, however, is expected to remain an
important farce in the world market. Domestic producers are present in all
sectors of the market and are at the forefront of many new techmology
agplications, These factors, along with their broadiy established marketing
relationships in the world market, strong corporate backing, and szizable
capital and research investments, should assist U¥.5. mamsfacturers in
remaining competitive.

1/ The Boeing Corp.'s recent purchase of the Canadian commuter aireraft
producer, deHawvilland, constitutes the only U.&, entry in this market. The
effact of this asquisition on the future competitiveness of the U.5. commuter
aireraft industry is not kmown 4t this tinme.
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APPENGTIX A

NOTICES OF IMSVITUTION OF TNVESTIGATION NG, 332-7204 AND PUBLIC HEARING
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Federal Ihzl;islm'_iII Vol. 50, Ne. 142 § Wednesday, July 24. 1985 / Nolicea  °

{332-204]

Compeiitive Asaessment of the U.5,
Commuter and Buainesa Aircraflt
Inclustries

AGENCY: International Trade
Cormimisgion.

ACTION: Scheduling of public heariog
ang postponenient of deadline for filing
wrillen submigyions.

FOR FURTHER INFOAMATICN CONTACT;
Ms. Debgrah Lakomirsk, Machinery &
Eyuipment Divislon, CHTice of Indusiries,
L1.5. International Trude Commission,
Washington, D.C. 20426 {lelephane 202-
5230171}

SUPPLEMBNTARY INFORMATSON;

Background

The Commiagion jngLituted the
invoatigallon on ita own mollog [or the
purpose of gathering Inlarmalion on the
cempetilive position of 1he U135, and
[oreign commuter and byalness aircrait
initualtrics, The siudy will wasess 1the -
imparl gl the growing caompelitiern (rom
iluparts on the UY, eommuter and
buosirese wirerafl industrias, explore the

redaled develupmenl of further
cumpelilion in overseas matkels, and
examine he steps lzken in response 1o
thig ingreased compelilion.

Puhlic Hearing

A pulilic hewrigg in connection with
investigalion Mo, 332-204 has been
acheduled lor 1008 2 m., on Augusl 27,
1985, 1t by condinued on Augus) 28, 1985,
il required, st the U5, Internulional
Trade Commission Building, 701 E
Street, NW., Washington, D.C. ALl
persons shall have Lhe right 1o appear by
counsel ar in person, to preseal
informalion, and to be heurd. Requests
to appear ut the puldic hearing should
bie filed with the Secrelary, United
Slales Inlemational Trade Comniiasion,
701 E Streel, HW., Washinglon, [D.C,,
20434, nol later than the cluze of
buginess (5:15 p.m.}, Augusl 13, 1985, All
percone desiring Lo appear al the
hearing and make oral presenlalions
shauld file prehearing briefs. The
doadline for IHling prebearing beiefs is

»

=August 13, 155, :

Written Submissiony

In lieu of oF In addilion 1o
appesrances at the peblic heesring, -
inlercated parliea are invited lo submit
writlan stutements concerniny the
investigation, Commercizl or ?inam:iﬂi
infarrmalion which a parly desires the
Commission lo iread as conflidential
musl be sulimitied on peparale sheets af
paper, vach cleerly marked
“Conltdentiol Business Informalion™ a1
the top. All submissions requesting
confidentiul realment mual conlarm
with the requirements of § 201.6 of the
Commission's Ruiles of Practice ond
Procedors (19 CFR 201.8). All written
aubmissions, except for confidenlial
Lusiness influrmation, will be made
avajlable for inspection by Inleresled -
persons. To be assured of consideralion
by Commission. wrillen stalements
should be recrived ne later than August
15, 1985. All submissions shootd be
udedressed to the Secrotary at the
Commissicn's nlfice in Washinglon, D.G.

Posthearing briefs musl ke submitled
not laler than the close of business on

Seplember 3, 1905. A signed original and

14 lrun nopica of zach submission musl
be filed with the Sucretary to he
Commistslan in accordance wilh seclion
201.8 of the Commission's Rulea [19 CFR
201.8).

Hearing-impaired persons are advised
thal information on 1lia mailer can be
oblained by conlacting ayr TDD
terminal oi [202] 72414002,

Moaliee of 1he Commission's institation
of the {nvestigation waa published jn the

Federal Regisier of Janvary 23, 1965 {50

¥.R. 2036},
Itgued: Tuly 15, uns

Bv octler of the Comnizzion.

Kannoih ®. Mason,
Secretary.

[FR Doe. BS-17570 Filed 7-23-05: B:45 am]

FLLING 0D THE-02-3
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Federal Register / Vol 50, Na. 1% /| Wednesday, Junuary 23, 1965 / Nulices

[332-204] .

Edmpatillu Assesament of e US,
Commuier and Business Alrcrait
Industrias

AGENCY; Uniled States Interoationul
Trade Commission.

ACTION: Instilulion of un invexlipulion
under section 332(b] of the Taritf Act of
1433 {19 11.5.C. 1332(b) lor the purpasze of
prosenting infarmatlon on the
compelitivanans of the 0.8, cormmuler
and busines nircrafl indusiries.

EFFECTIVE DATE: |anuury 8, 1905,

FOR FURTHER INFORMATION COMTACT:
Ma. Deborab Lademirak or Mr. Erxic
Nelson, Machinery und Equipment
Division, Office of Indusiries, 1.8,
Inizrmalional Trade Commiaslon,
Waushington, 11.C, 20438 {lelephone 202
9230131 ar 202-523-4585)

Background and Scope of lnvestigation

The Commissicn inetituted the
invenilgation on ils awn maotion for the
purpaee of galhering inlosmulion oo the
competilive pasilion of the U.5, and
[oreign commylur and businass aircraft
indusiries. The atudy will uasess the
impact of the grawing compelition Erom
impaoris on the U.S. commuter andd ..
business sircrall industries, explors the
reluled development of further
cempelition in overesas markels, and
examing Lhe steps fuken in respainse 1o
thls increased competilign,

Wrilten Submissions

Juterceled persons ara inviled io
submil wrillen sialements concerning
1he investigalion. Written stalements
should be received by the close of
husiness on luly 25, 1885, Commerclal or
finsncial informaiion which a submitler
desires Lhe Commisgian 1o treat an
confidential must be submittad on -
eeparate sheels of paper, sach clepdy
mutked “Confidenlial Business
Informatian™ at the top, All uuhmiuslam
requreling conflidentlal treslment moat
conform with the requiremenin of § 2018
ol the Commission's Rules of Froctica
anid Procedury (19 TFR 201.8). All
wrilten submigsions, excapt for

conflidentlal Lusiness information will
Le made avpilalile for iospection Ly
inleresied peraons. All sulbunlssions
should be addressed la e Sacretury,
United Siules Inlernational Trude
Commiagion, 708 E Sirect NW.,
Washingion, D.C. 20430

Tasucd: Junuary 1, 1985,
By ordet of ke Cumimission.
Kapnalk R, Masin,
Secreiory.
|FR Doc. 85-1853 i-l.lnd1-zz-na.ms um)

LG CODE TRP-O2-
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APPERNDTY B

CALENDAR OF PUBLIC HEARRING
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TENTATIVE CALENDAR OF PUBLIC HEARING

Those 1isted below appeared as witnesses at the United States
International Trade Commission's hearing:

Subject : Competitive Assessment of the U.5.
Commuter and Business Alrcraft
Industries

Inv. Mo. s 332-204

Date and time: August 27, 198% - 10:00 a.m.

Sessions were held in the Hearing Room of the United States
International Trade Commission, 701 E Street, N.W., in Washington.
DOMESTIC:
General Aviation Manufacturers Association, Washington, D.C.
_ Edward W. Stimpson, President
IMPORTERS :
Ross and Hardees--Lounse]

New York, N.Y.
on behalf of

Falcan Jet Corporation
Frank W. Wisekal, President and Chief Executive Officer
Roy Bergstrom, Senior Yice Fresident-Marketing
Jack Young, Vice President-Finance and Administration
Matthew A. Boyle, General Counsel and Corporate Secretary

Joseph S. Kapian--0F COUNSEL

- more -
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Short Brothers (USA), Inc., Ariington, Yirginia

Langhorne M. Bond, President and Chief Executive Officer
OTHER INTERESTED PARTY:

Regional Air Line Association, Washington, D.C.

Alan Stephen, Yice Presideant-Operations
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APPENDIX ©

A LISTIWG OF COMMUTER AND BUSINESS ATRCRAFT MODELS CURRENTLY
1M SERVICE IN 1985 AND NEW MODELS UNDEE DEVELOPMENT
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AFFPENDTIX O

THE MARKETING, PURCHASTHG PROCESS, AND FINANCIRG OF
COMMUTER AND BUSINESS AIRCRAFT PURCHAGES
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Markating

Commuter airceaft.——Commuter aireraft are marketed in the Uhited States
basically in the same fashion, regardless of manufacturer. Initially,
attempts to generate interest in the alrceraft are made through articles and
advertisements in trade journals. Additicnmally, a detailed sales campaign is
launched that includes soliciting new purchasers and attempting to smll
aireraft to purchasers thet have alremdy expressed interezt in the product.
When a manufacturer 12 abttempting to solicit business for a new or existing
airplane, the sales reprezentative will visit the airline and stress the
virtues of the producing company, its reputation in the industrcy, the
alrplanes it is curcently producing, and any future models. After the
presentation is mada, the salesparson attempts to collect information on the
routes served by the airline, tha frequency of these routes, and the
airlines's cost factors. The data obtained is carefully evaluated and a
detsiled aconomic analysis is done. Typically, the sales reprasentative will
then make an appointment for a followup conference to present the analysis or
will advize the prospactive client that the report will be sent as scon as it
iz prepared. The route analysic is one of the most important sales’ tools
used by commuter aircraft manufacturers. This report generally centaines
information on the direct costs of aperating the company's airveraft aver the
airline's route stecuctura., In some cagsez, the report alsce containg available
statlstics on competing aircraft. From this analysis, the salesperson
attempts ko tonvince the carrier that the company's aircraft are best suited .
to the airline’s present and future naeds.

When an airline has directly contracted the company or has expressed its
interest by f£111ing out an "interest card” in a trade publication, a similar
gales procedure iz followad, However, under theze circumstances, the
manufacturer is usually able to prepare a route and ecohomic analysis prior to
the initial sales contsct by sclicting the necessary informaticn by
talephone. Additionally, the sales representative 1= able to focus the
presentation on the specific plane in which the airline haz expressad
interest. In both the soliciting of new business and the marketing of
aireraft to interested purchasers, a direet mail program is instituted after
tha sales' prasentation is made. The potential purchasers are typically zent
brochuras, specifications, and press relesases on a weekly or biweekly basis.

Business ajireraft.--The way business airceraft sre marketed in the United
States differs somewhat according to manufacturer and type of aireraft.
Initial attempts to generate interest in the product, however, are made in the
eame way as discusged eariler for commuter airplanes, i.e., through articles
and advertisements in trade journals. Producers also have marketing offices
that maintain continulng contact with medium- and large-sized companies that
ara both past and potential purchasers of thelr aircrafk. The point of
contact, in the majority of these cases, is the aviation or flight depsriment.
When dealing with most medium- and large-sized corporations ocutside the United
States, the marketing process 1s very similar to that followed in the United
States. However, in many other areas, sspecially developing nations, the
purchase of a business aireraft 1z a personal, rather than business,
decilslon. - The sales representatives must then develop a relationship with the
potential purchaser before the actual selling process can begin, Often, it
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will take 2 years to make an ailreraft sale in those countries. Conventions
and lnhdustty trade shows also provide mamifacturers the opportunity to contact
potential purchaszers in the United States and abroad.

Beveral manpufacturers of smaller business aircraft, however, sell their
planes through desler/distributor networks and not directly from the factaory.
In recant years, many of these manufacturers have moved to restructure their
dealer sales' organizations and have, in fact, decteased the number of thelr
distributorships. 1/ Industty sources lndicate that manufacturers ace
attenpting to establish fewer, tut more financially secure, dealsrs for more
flexibility in view of the decrease in overall general aviation sales. 2/

Purchasing Process

Commuter a ft.—-In the past few years, the aquipment selection
process utilized by the commter airline industry has increased in
sophistication. This change has translated inte a more structured approach to
the purchasing of their aircraft. Initially, commter airlines often lacked
the resources and/or expstrience needed to make a methodical and analytical
buying decision. ¥Frequently, these airlines' purchazing decisions were based
on the preferences of the airline owner or the type of equipment already
- operaked. 3/ This is still the way the decisions are made in some of the
small, regional airlines. For the majority of the carriers of substantial
size and/or financial stability, the flight equipment investment decision
process has becoma a structured, complex process. Since the airplane is the
ultlmate source of revenue Ffor the airiine, the choice of equipment is
critical to the success or fallure of the carcler. Industry sources estimate
that equipment expense rapresents approximately 25 to 30 percent af the

cverall operating costs of the typical commiter airlina,

The purchasing process for a new airline, or one seeking to axpand, begins
after an exsmination of the potential fares and passenger loads on the proposed
toute., Through this analysis, the carrier will make an estimate of the size
airplane it requires. The airline has several equlpment options inciuding
uzed alreraft, new alreraft of existing wmodels, new derivatives of existing
models, and new-generaticn aircraft incorporating the wost madern technology.
in airline will than collect as much informatlon as possible on all of the
airplanes which it considers likely proszpects. In general, air carriers keep
abresst af developments in the aircraft industry and product availability.
Howevar, 1t is at this point that dats are gathered in the form of "tLype
specifications,™ which are documents prepared by the manufacturer detailing
the design and operstional performance characteristics of the plana,

Sometimes, the staff will evaluate the alccraft to verify the manufacturers®

1/ Commission staff interviews with officials of the 0.8, cummuter and
business aircraft industry.

2/ “Manufacturers Restructure Sales Organizations in Depressed Market,™
Aviatlon Week and Space Technology, Wow. 15, 1984, p. B4,

3/ Commigsion staff interviews with industry executives of the U.%. commuter
airline industry.

132



133

claims by talking tec current operators of the plane. 7The airline will receive
detailed sgales' presentations from Lhe producers, including the price,
dalivery date, and financing available for the aireraft. With this
information in hand, the elimination process beglns, and the "short list™
{list of likely airplanes) is narrowed down to one or two, with a staff
recommendation being made. In many commuter airlines, the chief executive
will then decide on the airecraft model and then negotiate final conktractual
terms. In other altvlines, beling large In =ize or puhlicly owned, the option
selectad would also have to be approved by the board of directors.

Inltial cost iz far from the only factor congsidered in the decision-
making process. Alrlines are eXamining mailntenance and fuel costs, az well as
the resale value of the plana. For examplae, a piaston aireraft is celativaly
inexpansive to purchase, but utilizes increasingly scarce and expensive
avlation gasollne and haz low resale value. A turboprop airplane is much more
expensive Lo acquire, but requires less frequent angloe ovarhsul and retains
it value better. In commuter airlines, this selection process most frequently
translatez into a comparison of the average sent-mile cost of differing
alreraft. This analysis takes into aceount the speed and fuel dburn of the
airplane, ag well as the stage lenpth and frequency of the airlines
operationg. 1/

Bugsiness ajrcraft.--During the past 10 years, the appreciation of the
company alrplane ag a necessary and productivity-raising capital investment
has ‘increazed. Industry mdvocates state that business airceraft are typically
purchased with a firm's profits in order to further enhsnce profits. Howaver,
companies often stlll must systematically document their need for the
airplane, especlally in light of worker wage concessions and lower stock
earnings. Therefore, the dacision process that a husiness engages in has
becoma, by necesslty, inereagingly sophisticated and structured.

Through an examination of the amount of travel its emplayeas undertake,
(both to and from company plants and subsidiarcies, and/or for marketing
purpoges) and factorlng in the more efficient utilization of tima and
increased security an alrplane affords, a firm will come to the realizatiom
that it doez need a business aireraft. Industiry sources indicate that many
companies regard 00 flying hours a year as the minlmum use teeded to justify
the purchape of a plane. The atquisition decision itself usually involves &
detalled analysis of startup costs, asz wall as estimated operating costs and
tax benefits. 1In larger corporatlong, thls analysie can include extensive
data gathering on both the fived and wvariable cozts of establishing a flight
department. Flixed costg include such items as aircraft acquisitlon, tax
considerations, pilots’/maintenance personnel salaries, alreraft stovage,
insurance, and operational services; wariable costs take into account those
costs associated with the airplane’s actual operatiom, such as fuél,
malttenance, snd landing fees. 2/ Traditionally, a business eonsidered only
cost/weight, cost/range, and cost/paylosd In thelr analysis. 3/ The
evaluations translated inte a gimilar “bettom line” comparison for buslness
aircraft as geat-mile cost offers regiomal airlines. In medium- and large-

1/ J.M. Bameden, "Which Commuterliner?,™ Flight International, Sapt 1,
1984, p. 411 133

2/ "Costing Business Aiceraft," Bupiness snd Commerical Aviation, Aupust
1984, pp. 4B-64.

3/ Marc Grangier, "Business Jateg in Focus,"” The World of Business Aviation -
Interavia, August 1985, pp. L4-17
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2ize corporationz, however, with existing flight depariments, the
recommendztions of the chief pllot and aviation department parsonnel are taken
into considecation by the chief executive and purchasing office in deciding on
which plane to acquire, -

The Financing of Aireraft Purchases

Once the decision has hesn mada on which aiccraft to acquire, the issue
of financing comes into play. The first decision to be made is whethar the
plane should be purchased or leased. This evaluation entails a detailed
financial analysizs of the discounted present value of projected cash flows and
the asgociated tax impacts. Other eritical variables to be considered includa
the assumed life and resldusl value of the plane, the ability to utilize tax
baneifts, the ability te finsnce the purchase, and the interest rate
involved., 1/ _

If the decision is made to purchase the aircraft, financing must often be
considered. Financing haz been cailed the most sericus prablem facing eivil
aviation today. 2/ Financing is primarily a function of the value of tha
traneaction end the creditworthiness of the purchaser. If the purchaser is =
commuter airline, the financing issue is particularly impertant. These
airlines generally 4o not have sufficient accumulated profits to devote to new
egquipment. U.5. airlines mre heavily leveraged and often unsble to take on
additional debt. The resources neaded to pay for the plane wlll be derived
from the operation of the aircraft. Interest axpenses are a very major cost
in the capital-intensive airline busziness. Business aircraft purchasers vary
from these able to pay in full for the aircraft to those requiring financing
similar to commuter airlines. Tha conditions of financing must necessarily
rafiect these differing cash flow postions. 3/ . :

As stated eavlier, financing is generally more important to computer
airlines than to business aircraft pucchasers. This section, therefore, deals
more with commuter airliner financing. During 1979-81, purchasers generally
cbtained financing from private sources, such as comimercial banks, However,
many banks were reluctant te lend money to commuter airlines and some
businezses because of peor financlal performance. High interest rates alsg
discouraged credit financing. Therefore, there waz a wove toward financing
through shareholder equity, public debt, lessing, and manufacturer-sponsored
programs. In spite of the increased usage of these differing financing
avenues, purchasers continued to rely heavily on bank financing.

Todustey soucces nobe that the emergence of manufacturer-sponsored
financlng is snother response to the intense competition in this market.
Several foreign and domestic manufacturers have set up specific flnancing
subzidiaries. Also these producers have been forced to become responsible for
remarketing and/or refurbizhing the aireraft and absorbing other risks should

1/ Stuart M. Warren, “In &equiring Wew Aircraft, Should You Buy or Leasef?,™
Commiter Air, September 1585, pp. 50-55.

2/ "Alrceraft Financing Today's Top Problem,™ Commuter Air, April 1985, p. 6.

3/ Speech by Stephanie Dailleneocurt, Sales Financing Manager, Aerospatlate
Corp., at the Air Finance Journal Conference, Nov. 14, 1984, 134
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the purchaser default on their repayment of the loan. However, az the hacklog
of U.2. manufacturers hasz increased and their cash structure tightened, the
availability of this type of financing has diminished, 1/

There are three U.5. Government programs available to agzist U.=.
purchasers of commuter sireraft. These programs agre, however, geared toward
purchagers who utilize the aircraft as a revenue-generakting product. The
firet program, the FAA Loan Guarsntee Program, began in 1978 and allowed
commuter airlines to purchase equipment with U.2. Govecrnment guaranteaes.
Under this program, the aicline must pay a downpayment {usually 10 percent),
and the FAA will then guarantea 90 percent of the remainder of the lomn for
esither domestically or foreign-built aircraft. During fizcal years 197%-81,
the number of pguarantees appioved tataled 34, valued at slightly over
$87 million. The number of approvals declined in the follewing years as the
program had several carriers default on loans. This program, however, expired
on Qctober 23, 1983. 2f

Another source of guarantees used iz the Business & Industry Lean Program
administered by the Farmers Home Administration (FRHA) of the U.5. Department
of Agriculture. Its gbjective iz Lo provide assistance to industries in
communities with less than 50,000 persons. The most common assistance is the
guarantae program, which can assure up to %0 percent of an equipment laan.
This source of guarantees, according to reglonal ailrline sources, wes used
very little during 19B0-84. Flpally, the Small Business Administration has a
guatrantesa program similar Yo the FmHA program. However, this warranty is
almost never used by purchasers of commiter ar tusiness achraft as the
maximm industrial lcan guarantee is $500,000.

There ate important benefits obtained by purchasing a commuber ot
business airplane. The most basic advantage is that the purchaser owns the
assel and continually bullds up equity. There are also signlficant tax
benefits in ownership. Further, industry sources indlcate that the initial
caeh outlay and monthly payment can be greatly lessenad because of the
attrackiva flnanclng packages offered by eguipment manufacturers. Currently,
because of the advent of new alrcraft with uwnproven technologies, many
manufacturers have been forced to make substantial concessions to induce
purchasers to c¢ommit Lo these large expenditures. 3/

Regarding leasing, industry analyste note that there are two basic types
of leases involved in the aircraft industcy——a full pay-out lease and an
operating lease, A full pay-out lease is penerally an agreement of an airline
or businezss to oparate the alrcraft for a period appreoaching the ugeful life
of the plane, allewing tha lessor to cecoup the full cost of the aircratt plus
a reasonable return on his investment. An operating lease is usually for a
shorter term and often allows the lease to be a non-balance-sheet item.
Generally, both types of leasez mandate that the aircraft's operation must be
lawful, that all taxes and operational expsnsesz be paid, and that it must be

1/ Data provided by Gerzld Bernstein, from the Third Internatlional Workshop
o the Future of Aviation, Transportation Research Board, Dect. 10, 1985,
2/ Data pravided by the Federal Aviation Administration, August 1985.

3/ YBuperprops May Liven Depressed Markeb,” High Techroleogy, Octoker 19?&5
p. B5.
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properly maintained. Hormally, leazing agreements are for 5 to B years for
turboprop airceraft or .8 to 10 years for jet alrplanes. 1/ The leaze may
specify a return condition of the airplane or include an option to purchase
the equipment. 2/

Leasing an aircraft has several significant advantages; one of the most
important being the preservation of available zapital. Typically, an opetrator
muet supply a downpayment of 10 to 25 percent of the alrveraft's prica, and ba
able to finance the remainder. In a lease arrangement, only the payment of
the menthly rental fee must be made., Leazing can aoften be more flexible,
allowing a shorter utilization period and/or longer term payments. Leasing
also has the advantage of belhg a hedge against inflation. 3/

Traditionally, the reglonal alrline industry has been purchase, vather
than lease, otlented because of the “entrepemarial spirit” of imitial
managers. However, this has chsmged in recent years owing in large part to
the high price of aireraft. Data obtained from commwter airlines responding
to the Commission's quesiionnaire confirmed thiz strong preference for lzasing
their equipment. These operators are very sensitive to their monthly cash
flow, requiring that the revenue from airline tickets more than offset the
coat of operation. 4/ Industry officlals noted that high interest ratea have
also lessenad the demirablility of purchasing airereft. Howaevar, geller
financing wae also noted as a major source of financing for the U.S5. commuter
airline lndustry. Moet foreign and domestic producers of computer aireraft
affer financing for their equipment. Toreign export credit mgencles were also
indicated as offering leans at balow-markel interest rates and loan guarantees
to reduce purchasers' ceoiaks,

Purchasers of business alreraft indicated in their response to the
Comnission's questionhaire an cverwhelming preference for purchasing, trather
than leasing, of thelr alreraft. Financial analystz in the aerospace industry
confirm this finding, attributing this to a corporate mentality of acquircing
agsets, and the fact thst the aircraft iz ancillary to their main businessz and
they do not have to show a profit on its operation. 5/

Ganerally, purchasers of businese aircraft indicated that the aircraft
were paid for with internal funds. Swmaller businessesz indicated the
importance of bank leans and seller financing. However, several questionnaire
regpondents indicated their interest in lessing businesg alreraft, citing the
flaxability leasing offered as well sz the fact that 1t does not appear on the
corperate balance shesat. Although industrywide statistics mre not available,

- it is estimated that less than 30 percent of the small, businesz jet '
pcquisitions are leased. 6/

1/ Marc Grangier, "Should You Buy ar Lease Your Alreraft,” Interavia, August
1984, p. 799,

2/ Btuart M. Warren, "In Acguiring Wew Alrcoraft, Should You Buy or Lease,”
Commuter Air, September 193%, pp. 50-55.

3/ TIhid,

4/ Paul Mann, “Analyst Fredict That Aircraft Lemsing Will Hot Supplant
ownership,” Aviation Week & Space Technolopy, Sept. 23, 1985, pp. 62-E3.

5/ Commizgeion staff discussions with industry cEficials, June 1985.

6/ Paul Mann, "Analysts Predict That Aireraft Leasing Will ®Wot Supplant 136
Ownership,” Aviation Week & Space Technology, Sept. 23, 198%, pp. 62-63.
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tnce a purchase decision iz made, the purchasers' commitment way begin at
one of three levels: 4{he letter of intent to purchase; an option to buy; ot a
firm order. A letter of intent is usually a nonbinding sgreement between the
huyetr and the seller, and as the name implies, it is nothing more than a
praliminary statement of the buyer's interest in the aircraft. The lettar of
intent ie often more important to the airplane's manufackturer than to the
purchaser if that producer must convince its finanhcial backers that a market
for the plane exists. Tn an aption to buy, the purchace agreement has not
been completely finalized and the parties are not fully committed to the
gale. The optlon may provide the buyer with a commitment from the aireraft
vendor that the plane's base price will be fixed for a certain period of
time. Often, commuber or business airplane buyers will purchase an aircraft
and recelve options Lo buy additional planes. A firm ordar is placed when the
buyer signs a purchase agreement detaillng the duties of sach party with
respect to price, delivery, and acceptance of the aireraft. A firm order
ganerally requires the purchaser to make a nonrefundable downpayment-—-usually
10 to 15 percent of tha price of the aireraft. However, sources in the
commiter and busginess aircrafh manufacturing industry suggest that, given the
current market conditiong, the downpayment requirement is not always imposed.
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APPENDIX E

THE GIVIL AIRCRAFT AGREEMENT
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AGREEMENT ON TRADE
IN CIVIL AIRCRAFT

INCLUDING THE THIRD CERTIFICATION
OF MODIFICATIONS AND RECTIFICATIONS
TO THE ANNEX TO THE AGREEMENT
OF 1 JANUARY 1985

1M



i1

1.2

2.1
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+ Recognizing the need to provide for international notification, consul-
fation, surveillance and dispute settlement procedures with a view to ensur-
ing a fair, prompt and effective enforcement of the provisions of this Agree-
ment and to maintain the balance of rights and obligations among them;

Desiring to establish an international framework governing conduct of
trade in Civil aircraft;

Hereby agree as follows:

Article |

Product Coverage

This Agreement applies to the lollowing products:
() all civil aircraft,
(&) all ¢ivil aircraft engines and their parts and components,
(cy all ather parts, components, znd sub-asserablies of civil aircraft,
(d) all ground Hight simulators and their parts and components,

whether used as original or replacement squipment in the manufacture,
repair, maintenance, rebuilding, modification or coaversion of ¢ivil aircraft.

For the purpases of this Agtesment “civil aircraft ™ means (2} all
aireraft other than military aircraft and (5) all other pmdlmts set DUt in
Acrticle 1.1 abowve,

Article 2 -

Customs Duties and Cther Charges

Signatories agree:

211 to ¢liminate by 1 January 1980, or by the date of entry into foree
of thiz Agreement, all tustoms duties and other charges * of any
kind levied on, or in cemnexion with, the importation of prad-
ucts, classified for customs purposes vnder their respectve tariff
headings listed in the Anpex, if such products are for use in a
civit aircraft and incorporation therein, in the courss of ils
manufacture, repair, maintenance, cebuilding, medification or
CONMYETsion;

* ¥ Other charges ™ shall have the samme meaning as in Arficle 1F of the GATT.

142



143

AGREEMENT ON TRADE IN CIVIL AIRCRAFT

PREAMBLE

Signatories* to the Agreement on Trede in Civil Aircraft, hereinafter
referred to as ™ this Agreement ™

Moting that Ministers on 12-14 September 1973 agreed the Tokyo Round
of Multilateral Trade Negotiations should achieve the expansion and evet-
greater liberalization of world trade through, iater alia, the progressive dis-
mantling of obstacles to trade and the improvement of the international
framework for the conduct of world trade;

Desiring to achieve maximum freedom of world trade in civil aircraft,
parts and related equipment, incloding elimination of duti¢s, and to the
fullest extent possible, the reduction or ¢limination of trade restrcting o
distorting effects;

Desiring to encourage the continred technological development of the
aeronautical industey on a world-wide basis;

Desiring to provide fair and equal competitive opportunities for their
civil aircraft activities and for their producers to participate in the #ipansion
of the world civil aircraft market;

Being mindful of the importance in the civil aircraft sector of their overall
mutual econtcmic and trade interests;

Rerognizing that many Signatories view the aireraft sector as a par-
ticularly important component of economic and industrial policy;

 Seeking to eliminate adverse effects on trade in civil aircraft resulting
from goveramental support in civil aircraft development, production, and

marketing while recognizing that such governmentat support, of itself, would

not be deemed a distertion of trade;

Desiring that their civil aircraft activities operate on a commercially
competitive bhasis, and recognizing that government-industry relationships
differ widely among them; .

Recognizing their obligations and rights ander the General Agreement
on Tariffs and Trade, hereinafier referred to as “ the GATT ”, and under
other multilateral agreements negotiated urder the auspices of the GATT;

* The term “ Signatories ™ is herminafisr used to mean Farlies 1o this Agreement.
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212, to elimicate by 1 Januvary 1980, or by the date of entry into
force of this Agreement, 2l eustoms duties and other charges ¢ of
any kind levied on repairs oo civil aircraft;

2.1.3 to incorporate in their respective GATT Schedules by 1 January
1980, or by the date of entry iato force of this Agreement,
duty-free or duty-exempt treatment for all products covered by
Article 2.1.1 above and for all repairs covered by Article 2.1.2
above, C

Each Signatory shall: (s) adopt or adapt an end-use system of customs

. administration to give effect to its obligations vnder Article 2.1 above;

(5) ensure that its end-use system provides duty-fres or duty-exempt treat-
ment that is comparable to the treatment provided by other Signatoriss
and is not an impediment to trade; and {¢) inform other Signatories of its
procedures for administering the end-use system.

Arvicle 3

Technival Barriers to Trade

Signatories note that the provisions of the Agreement on Technical
Barriers to Trade apply te trade in civil aircraft. In addition, Signatoriss
agrae that civil aircraft certification requirements and specifications on oper-
ating and maintenance procedures shall be governed, as between Signatories,
by the provisions of the Agreement on Technical Bartiers to Trade.

Article £

Government-Divected Procurement, Mandatory Sub-Contracts
and Inducements

Purchasers of civil aircraft should be free to select suppliers on the
basis of commercial and technological factors,

Signatories shall not require airlines, atccxaft manufacturers, or other
entities sagaged in the purchase of civil aircraft, nor exert unreasonable
pressure on them, to procure civil aireraft from any particular sourcs,
which would create discrimination against suppliers from any Signatory.

* ™ Diher charges ™ shall-have the same meaniog as in Article IT of the GATT,
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Signatories agree that the purchase of products coversd by this Agree-
ment should be made only on & competitive price, quality and delivery basis,
In conjunction with the approval or awarding of procurement contracts
for products covered by this Agreement a Signatory may, however, reguire
that its qualified fiems be provided with access to business opportunities
on a competitive basis and on terms no less favonrable than those available
to the qualified firms of ciher Signatories. *

Signatories agree to avoid attaching inducemenis of any kind to the
sale or purchase of civil aircraft from any particular source which would
create discrimization against suppliers from any Signaiory.

Article 5

Trade Restrictions

Signatories shall not apply quantitative restrictions (import quotas) or
import licensing requirements to restzict imports of civil aircraft in a
manner inconsistent with applicable provisicns of the GATT. This does
not preclude import moaitering or heensing systems consistent with the
GATT.

Signatories shalf not apply quantitative restrictions or export licensing
or other similar requirements to restrict, for commercial or competitive
reasons, exports of ¢ivil atrcraft to other Signatories in 2 manner inconsistent
with applicable provisions of the GATT.

Article 6

Government Support, Eiparr Credits, and Aircraft Marketing

Signatories note that the provisions of the Agreement on Interpretation
and Application of Articles ¥I, X¥I and XXIIT of the General Agreement
on Tariffs and Trade (Agresment on Subsidies and Countervailing Measures)
apply to trade ia civil aircraft. They affiem that in their participation in,
or support of, civil aircraft programmes they shall seek to avoid adverse

* Use of the phrase " acosss to busingss opportunitics . . . on terms oo less favour-
able . .. " does not mean that e amount of contracts awarded Lo the qualified firms of
oot Signatory entities the gualified S of other Signatoncs {o contracts of a similar
Amount.
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effects on trade in civil aircraft in the sense of Articles 8.3 and 2.4 of the
Agreement on Subsidies and Countervailing Measures. They also shall take
into aceount the speciai factors which apply in the aircraft secter, in par-
ticular the widespread governmental support in this area, their international
economic interests, and the desire of producers of all Signatories to partici-
pate in the expansion of the world civil aircraft market,

Signatories agree that pricing of civil aircraft should be based on a
reasonable expectation of recoupment of all costs, including non-recurring
programme costs, identifiable and pro-rated costs of military research and
development on aireraft, components, and systems that are subsequently
applied to the production of such ¢ivil aircraft, average produciion costs,
and financial costs.

Article 7

Regional and Local Governments

In addition te their other obligations under this Agreement, Signatories
agree not to require or enccurage, directly or indirectly, regional and
local govermments and authorities, non-governmental bodies, and other
bodies to take action inconsistent with provisions of this Agresment.

- Arilele 8

Surveiltance, Review, Conmsultaiion, and Dispute Settfement

There shall be established a Commiitee on Trade in Civil Aircraft
(hereinafter referred to as * the Committee ") composed of representatives
of all Signatories. The Committes shall elect its own Cheirman. It shall
meet as necessary, but not less than once a year, for the purpose of affording
Signatories the opportunity to consult on any matters relating to the oper-
ation of this Agreement, including developments in the civil aircraft indus-
try, to determtine whether amendments are required to ensure continuance
of free and vndistorted trzde, to examinge any matter for which it has not
been possible to find & satisfactory solution through bilateral consultations,
and to earry out such responsibilities as are assigned 10 it under this Apree-
ment, or by the Signatories,

The Committee shall review annually the implermentation and operation

_of this Agreement taking into account the objectives thereof The
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Committee shall annually inform the CONTRACTING PARTIES to Lhe
GATT of developments during the period coversd by such review,

Mot later than the end of the third year from the emtry into force of

this Agreement and periodically thercafier, Signatories shall undertake
further negotiations, with & view to broadening and improving this Agree-
ment on the basis of mutual reciprocity.

The Committee may establish such subsidiary bodies as may be appro-
priate to keep pnder repular review the application of this Apreement to
ensure a continuing balance of mutual advantages. [n pariicular, it shall
establish an appropriate subsidiary body in order to ensure a continuing
balance of mutual advantages, raciprocity and equivalent results with regard
to the implementation of the provisions of Article 2 above related to prod-
uct coverage, the end-use systems, customs duties and other charges.

Each Signatory shall afford sympathetic consideration to and adequate
opportunity for prompt consultation regarding represgntations made by
another Signatory with respect to any matter affecting the operation of
thizs Apreement.

Signatories recognize the desirability of consultations with other Signa-
tori¢s in the Committes in order to seek a mutually aceeptable solulicn
prior to the initiation of an investigation to detzrmine the gxistence, degree
and effect of any alleged subsidy. In those exceptignal circumstances in
which no consultations oceur before such domestic procedures are initiated,
Signatories shall notify the Commitiee immediately of initiation of such
procedures and enter into simultaneons consultaliens to seek a mutually
agreed solution that would obviate the need for countervailing measures.

Should = Signatory consider that its trade interests in civil aircraft
manufzciere, repair, maintenance, rebuilding, modification or conversion
have beer or are likely to be adversely affected by any action by another
Signatory, it may request review of the matter by the Committee. Upon
such a request, the Committee shalli convene within thirty days and shati
review the matter as guickly as possible with a view to resolving the issues
involved as promptly as possible 2nd in partienlar prior to final resolution
of these issues elsewhere. In this connexion the Commitiee may issue such
rutings or tecommendations as may be appropriate. Such review shall be
without prejudice to the rights of Signatories under the GATT or under
instruments multilaterally nepotiated wnder the avspices of the GATT, as
they affect trade in civil aikraft. For the purposes of aiding consideration
of the issues involved, under the GATT and such instruments, the Com-
mittee may provide such technical assistance as may be appropriate.

Signatories agree that, with rvespect to any dispute related to a maitsr

. covered by this Agreement, but not covered by other instruments multi-
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{aterally nepotiated under the anspices of the GATT, the provisions of
Articles XXTIT and XXIII of the General Agreement and the provisions of
the Understanding related to Motification, Consultation, Dispute Settle-
ment and Surveillance shall be applied, rrutatiz mutandis, by the Signaiories
and the Committee for the purposes of seeking seitlement of such dispuse.
These procedures shall also be applied for the settlement of any dispute
related to @ matter covered by this Agreement and by another ipstrument
multilaterally negotiated under the auspices of the (FATT, should the parties
to the dispirte s0 agree.

Article

Final Provisions

Acceptance and Accession

9.1.1 This Agreement shall be open for acceptance by signature or
otherwise by governments contracting parties to the GATT and
by the European Economic Community.

0.1.2 This Agreement shall be open for acceptance by signature or

otherwise by governments having provisionally acceded to the -

GATT, on terms related te the effective application of rights and
obligations under this Agreement, which take into account rights
and obligations in the jnstruments providing for their provisional
accession,

9.1.3 This Agreement shall be open 1o accession by any other govern-
ment on terms, related ta the effective application of rights and
obligations under this Apreement, to be agread betweea that
government and the Signatories, by the deposit with the Directot-
General to the CoNTRACTENG PARTIES 1o the GATT of an instru-
ment of accession which states the terms so agreed,

2.1.4 In regard to acceptance, the provisions of Article XXVI: )
and (&) of the General Agre¢ment would be applicable,
Reservations

0.2.1 Reservations may not be entered in respect of any of the pro-
visiona of this Apreemsnt without the comsent of the other
Signatories. .

Entry inta Foree

3.1.1 This Agreement shall enter into force on 1 Janvary 1980 for the
governments® which have accepted or acceded to it by that date.

* Fot the purpose of this Agreement, the term “ governmoent ™ is deemed 10 jnclude
the competent authorities of the European Economic Community.
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For each other government it shafl enter into force on the
thirtieth day following the’ date of xts accr:ptance Of Zecession
to this Agreement.

National Legislation

9.4.1 Each government accepting of ageeding to this Agreement shall
ensure, not later than the date of entry into force of this Agree-
ment for it, the conformity of its laws, regulations and Admin-
istrative procedures with the provisions of this Agreement.

%.4.2 Each Signatory shall inform the Committee of any chaugcs in

its laws and regulations reilevant to this ﬁ;greement ard in the
administration of such laws and regulations,

Amendments

9.51 The Signatories may amend this Agreement, having regarcd, fnter
alig, to the experience gained in its implementation. Such an
amendment, once the Signatories have concurred in accordance
with the procedures established by the Committee, shall not come
inte force for any Signatoty until it has been accepted by such
Signatory.

Withdrawal

0.8.1 Any Signatory may withdeaw from this Apréement. The with-
drawal shall take effact vpon the expiration of twelve months
from the day on which written notice of withdrawal is received
by the Director-General to the CoNTRACTING PARTIES to tha
GATT. Any Signatory may upon such notification request an
immediate meeting of the Committee.

Non-Application of this Agreement Between Particular Signatories

9.7.1 This Agreement shall not apply as between any two Signatories
if either of the Signatories, dt the time sither accepts or accedes
to this Agreement, does not consent to such application.

Annex

381 The Annex to this Agreement forms an integral part thersof.
Secreiarigt

59.1 This Agreement shatl be serviced by the GATT secretariat.
Deposit

2.10.1 This Agrasment shatl be deposited with the Director-General to
the CONTRACTING PaRTIES to the GATT who shall promptly
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furnisk to zach Signatory and each econlracting party to the
GATT a certified copy thereof and of each amendment thereto
putsuant to Article 9.5 and a notification of each acceprance
thereof or accession thereto pursvant to Article 9.1, or each
withdrawal therefrom pursuant to Atticle 9.6.

.11 Repistrotion

9111 This Agreement shall be registered in accordance with the pro-
visions of Article 102 of the Charter of the United Nations.

Done at Geneva this twellth day of April nineteen hundred and seventy-
nine in a single copy, in the English and French languages, each text being
anthentic, except as otherwise specificd with respect to the various lists in
the Annex.
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AMMEX

PRODUCT COYERAGE

Sigmatoriex agree that products classified for customs purposes gnder their
respective banifl headings Jisted below shall be accorded duty-free or diety-exempt
treatpnent, if such products are for use in a civil airgraft and incorporation therein,
in the course of i manufacture, repair, maintenance, rebuilding, medification
Of conversion.

These prisducts shall not include:
— an incompltie or unfinished preduct, unless it has the essential charae-
teristics of a complete or finished civil aircraft part, componrent, sub-
“assermniely or itemn of equipment. *
— materials in any form {e.g., shecls, plates, profile shapes, strips, bars,
pipes, tubes, or other shapes) unless they have been cut (e size or shape
or shaped For incorporation in civil aircrafi. *
~— raw materials and ¢consumable goods.

* E.g. an article which hzs a civil aireraft manufacturer's paris number.
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LIST OF ITEMS FROM THE TARTFF SCHEDULES
OF TAE UNITED STATES

The following list is. authentic cnly fc the BEnglish laoguage.

TENS

218.52

544,43

S42.22

G4t.04

&47.07

£52.11

633.41

653,98

660, 58

660,61

5460.69

660,73

EE0. B7

660,59

Depeription

Articles WSPF, of asbestos, if certified for uwse in civil
airaraft. ' :

Windshielda, 1f certified for use 1o civil sireraf:.

Strands, rnﬁts.. cables, 'aml cordage., ali the fnieg&in;. of
wire, fiited wich Fittings, or mada wup into articles, Iif
cartified for uge in civil afrerafc.

Hingas and Fittinge & smeontioge, HEFF, ooC coated or placed
with ptecious metal; all cthe foregoing of irom or steeil, or
aluminiwe, or ziws, £Ff cartifisd for yae In ¢ivil afrcrafr.

Hipgea and fittings and mouncinge, MGPP, not coatad or platad
with preclous metal, of base oetal other than irom, steel,
aluminjuw or zinc, 1f cercified for ume io civil sircrafe.

Flexfble metal hose or tubing, with fittings. 1f certifiad for
gge In civil aircrafe.

T1lwminating articles #od patte thereof, of basse matal, If
certified for vaa in civil aircrafe.

Tollat and sanitary ware, 1f certified for use in civil
sircrafit.

Internal-combuation engines, piston-typs, ather than
conpreasion-ignicicn ecgines, 1f certified for use io colvil
glrcraft.

Hou-plotea type loterpal combustion enginss, 1f cartified for
uge In civil aircraft.

Farte of plston~type engines othsar than compresgfon—ignicion
engionn, 1f cergified for use in civil alreraft.

Parts of non-pistan type engloes or compression=ignitice,
piston-type engdnes, 1f cercifled for use ia civil sivcraft.

Ror-electric engines and aotors, NSPF, if certified for uge In
eivil airoraft. ) ’

Puxpa for 1liquidm, ocperatad by apy kind of power unie, 1f
cerilfind for uvge In civil alverafc.
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o&l,08
EbL,l&

661.17
661.21
641.37

661.9%

56l.97

§62.52

664,12

676, L6

676.31
678, 48

680,561

31,01

681.18

681,24
682.08

682,42
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Fans and blowers, 1f cartified For use in cdvil aircrafe.
Compreagors, if certified for use In civil edrcrafE.

Alr pumpe and vacuum pumpx, if certified for use din pivil
alrcreft.

Alr-conditioning woechines, 1f certifled for use iIn civil
air:?aft.

Refrigeritorn and refrigerating eguipment, 1f cercified for uee
in eivil aircrafe,

Cenrrifuges, IF cartifisd for use in civil eircrafe,

Filtering acd purifying machimery and apparatus, fot liquids or
gaseg, 1f certified for usge in civil afrerafr.

Fire extingonishers, If cextified for cem in civil aircrafr.

Elavatary, hafaca, winchea, cranss, jacka, pulley tackle, belt

conveyora, and other lifting, handling, loading or unloading

machionyy apnd conveyora; all the foregoing, if certified for use
in cfvil aircrafr.

Accounting., computing aod othar dacs procegsing machines, 1f
coytified for usa in civil aircrafc.

0ffice machines, NSFF, if certified for use i{n civil afrcraft.
Flight simulating miachines and perts thersof.

Gear boxes mud obher sapmed changsrs, other than those provided
For in itsma 6580.43 and &80.44, 1f cerfifisd for use in eivil
alrcrafr.

Pulleys, shaft couplingsa, amd parts of the foregoing which ere
epecially deglgoed for Inatallatiom in civil aircraft; all the
foregoing, if certified for use In civil eircraft.

Targque CcoOvRTLRTE] and parts thereof which are specially
designed for fmatallation in civil afrerafe; all the foregoing,
1f cartified for vse in civil aircrafk.

Chain sprockets, clutchas and universal joinka, 1if certified for
vge in civil aircrafc.

Blactrical ttansformers rated ac 1 kVA or more, 1f careified for
upe In civil airerafe.

Electric matoars of 1 horsspower or more, but mnot  over
20 horssapower, Af certified for use In ciwil airerafe.
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682,46

682,61

682,62

684,26

684,31
684,42

884,51

684,72

6B5,23
585.31

685,41

685.61

GB3.72

h8E, 21
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Electric wmotors of over 280 but undey 200 horgepower, if
certiffed for use in civil eircraft.

Cemerators, MmobOr-geneYACors, couverters {ratary or satacle),
rectifiete gnd rectifying apparetus aod inductors: all the
foregoing which are elecirical goode, If cerrified for use in
civil sireraft. .

Ignition magnetos, megneco-genarators, ignition colls, startar
mators, spatk plugs, glow plugs, and other electrical starting
arnd Ignition equipment for Internal combustion engines,
aenerafors and cut—outs for uer iz comjunction cherewith; all
the foregoing, if cercified for uaa in eivil airerafe,

Hicrowave ovens, 1f cercified for use in civil siyerafe.

Cooking atovea and ranges, 1f cextified for uee ip civil
ailrevafe.

Furnaces, heaters and ovens, if cercifisd for use in civil
alrorafs.

food warwing devices, If certifipd for use in civil aircraft.

Micrephonas, loudspeakara, headphoneg, audic—frequency electric
awplifiers, electric pound awmplifier seta comprisad of the
foregoing components; all the foregoning, 1f cercified for usa in
civil afrcrafe. :

Solid state zedio recaivars, if certified for ume in civil
aircrafc.

Other radiotelegraphic and rtadiotelephonic transmission and
recepticn apparatva, If certified for uge fn civil aircrafe.

Tepe vreacordera and dicetation repording ood traoscribing
machines; asgemblias and subassemblies of such machines,
congisting of two or mors parcts or pleces fastened or joinad
together, speclally designed for inscellation in civil airerafr;
all the foregoing if certified for uaa in civil sircraft.

Badio navigatlonal aild apparatus, radar apparatus, apd radio
remote control apparatus; assenblies anpd subeweemblien of such
apparatug, cvoomelacing of two or more parta or pleces famtened or
jodined togathar, epecially deaigned for fnstellation i efvil
alrcrafy;  gll the foregofasg, if certified for use io eivil
elrerafe.

Bellg, sirens, indicator panels, burglar and fire alarms, and
other sound or visual signalling apparatus; all rhe foregoing

-which ere aléctrical, if cercifisd for uae in civil aircraft.

Automatic woltage aod voltage-currant regulatora deuvigoed for
use in a -G-wglt, l2-vaolt or Z4-volt aystem; £f certifisd for
uge in civll aircrafe.
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686,25

685, 61
5648.1¢4

680.2%
b8B.a7

694.16
694.21
694,41

694,62

T09.46

Fle.09
710,15

710.1%

Fio, il
T10.47
111.33
711.39

1.6

7l1.81
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Automatic voltage apd woltage rcurrent vegulators othear than
thoge designsted for use in a b-volt, lZ2-volt or 24-velt system,
1f certified for use in ecivil ajircrafc.

Segled-boam lawps, if cercified for usa In civil airerafe.
Ignition wiring eete, if certifisd For uwee in eivil afrcrefr.

Solid~gtats alsctronic clocke with moduley meaguripg less than
1.77 inchea in width, if certifled for use in civil airecaft,

Electrical oywehros and trapsducers, 1f cercifled for uae in
civil aireraft.

Civil balloons and airships.
Civil gliders.
Civil eirplanes {iocluding helicoptars).

Qther .parte of £i1vll pircraft, i1f certified for use in efvil
aircrafc.

Gas manks and simjlar reapivetors, 1f cercified for uvse do civil
afircraft.

Optical fnetrumente other than photug::ﬂmetricll_1ustrunnnts and
rangefinders, Af certified for use in civil airerafc.

Gyroscopic coxpassaes and parte tharwof., IF certified for use in
civil aircrafe.

Other :onpi:lls, if certifised for use in eivi] airerafe,

Automatic pilots and parts theracf, LI cartified for uss in
civil airerafs. :

Other rnavigaticnal instruments and parte therecf, 1f certified
for uee 1n civil airctafc.

Liquid-fiiled thermossters athﬁr than climical thermometera, if
certified for uee In civil eirceafe.

Gthez theroooetecs, 1f ceztifled for use ip clvil aircrafe.

Flow meterp, heat metars incorpovating liguid supply meters. and
anemsometers; all the foregodog, 1f certifisd for use in cdvil
aiycrafe.

Presocte gaogas, thérmosgtacs sod other {ostruments and apparatus
for measuring. checking, or automatically controlling che flow,
depth, pressura, aor other wvariables of liquide or gases. or for
automaticaily conirelling tempsraturs; all tha forsgeing, if
cartified for uas in civil aircraft,
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712,06

Fl2.48

r2.52

715,16

Fl.08

127.49

127.51

T37.56

112,46

rn.e?
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Speadcmacars and tachometara, 1if cartifiad For use in civil
ajircrefe.

Electrical optical  mmasuriag, checking, analyzing or
antometically=controlling ipstruments oxr apparatus, 1f carcified
for use In civil aireraft.

Elacttical sutomatic £light control ioetiuments apd appatatus,
angdl parts. tharsof; all tha foregoing, ff cartified for usa in
civil alrccrafk.

Other slactrical meagEuring, checking, analyzing er

antomatically-controlling inscruoments  and apparatuy, if
certifiad for was in ciwil airerafrc.

Clocks with watch wovements or with clock movemaots ssgsuring
legam than 1,77 inches in wideh, if certified for use in civil
aircraft.

Clock moveoents, assembled, without dials or handa, or with
dials or bands whather or not ssazesbled thereon, conetructad or
deglgned to cperate for over 47 hourm without rawinding, haviog
aver ocna jesal, 1f cercified for uee in civil aircérafr.

Furnitore or veinforced or laminatad plascica, if cartified for
usa In civil aircraft.

Furnitura of ather rubber or plastics, if certifidd for use in
civil adircraft.

Furpiture, of wmaterfals otber than unspun Eibrous vagatable
materials, wood, Esxtile materials (axcapt cottoen}, robber or
plasticy, copper, or laather, if certified for vee in civil
Elrcraft.

Poeumatic tirés, of rubber or plastics, if ceartifisd for uee in
¢ivi]l aiyeraft.

Boge, pipa ond tubing; all the [oregoing NSPF, of rubber ar
plagtica, suitable for conducting gasss or Iiquids, with
attachad fitcings, if carcifisd for ves in civil aiverafr.
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APPENDIX

COMMITTEE ON TRADE IN CIVIL AIRCRAFT
Modification and rectification to the annex to the agreement

Decision of 7 October 19821
{ATR/41)

The following procedures for the application, mutatis mutandist, of
the Procedures for Modification and Rectification of Schedulas® to the
Annex to the Aircraft Agreement have been accepted by the Committee
oit Trade in Civil Aircraft on ¥ October 1982, '

f. Changes in the authentic text of the Annex to the Agreement which
reflect modifications resultiag from negotiations under Article 8.3 or any

other relevant Article of the Aircraft Apreement, or any relevant Article -

of the General Agreement, shall be made by means of Certification. A
draft af such changes shall be communicated to the Director-General
within three months after the action is completed.

2. Changes in the authentic text of the Lists in the Annex shall be made
when amendments or rearrangements which do not alter the scope of an
item are introduced in a Stgnatory’s national customs tariff. Such
changes and other rectifications of a purely formal chamacter shall be
made by means of Centification. A draft of such changes shall be
rommunicated to the Director-CGeneral as scon as circumstances permit,
but net later than six manths after amendment or rearrangement of the
national customs tariff,

3. The dmft containing changes described above shall be circulated by
the Director-General to all Signatories and contracting parties, and shafl
become a Certification provided no objection has been raised by a
Signatory within three months on the ground that, in the case of changes
described in paragraph 1, the dmft does not correctly meflect the
modification or, in the case of changes described in paragraph 2, the
proposed rectification is not within the terms of that paragraph.

' AIRSM/Y, page 7.
1 ALIRAM/3, page 9.,
' BISD 2T5/25.
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Agreed interpretation of article 2.1.2.
of the agreemeni on (rade in civil zircraft

Adopted on 8 March ;983
fAIRALAD)

The Commiitee agreed to the Tollowing interpretation of Article
2.1.2 with the understanding that, pending process in the extension of
the Annex, the application should aim at being as broad as possible

*The Committee agrees that Article 2.1.2 of the Agreement on Trade
in Civil Aircraft, which provides for the climination of “all customs
duties and other charges of any kind levied on repairs on civil
aircraft”, applics only to repairs of comptete civil aircraft and those
civil aircraft products which are classified for customs purposes
under their respective tarff headings listed in the Annex {o the
Aircraft Agreement™. .

Common guidelines for binding of duties
on repairs, iz be inserted as a headnote
in signatories’ respecitive GATT schedules,

Agreed on 8 March 1983
{ATR/AL/10)

“Duty free or duty exempt treatment is provided for all repairs on
civil aircraft in accordance with Arnticle 2.1.2 of the Agreement on Trade
in Civil Aircraft, (the term “repairs" includes majntenance, rebuilding,
modification and conversion.)™
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United Kingdom

Industey profile

British Aerospace Public Limited Co. (BAe PLC) is the second largest
private ssrospace company ln the free world, British Aercospace, BAe PLC's
predecessor, was formed whem the British Govertment nationalized the major
independent private merospace companles under the Aircraft and Shipbuilding
Industries Act of 1977. The nationalization forced a merger beiwean British
Alrveraft Corp., Hawker Siddeley Aviation, Hawker Siddeley Dynamicz, and
Scotblsh Aviation. BAs was founded to produce a wide variety of civil and
military aireraft, missilas, satellites, and spacecraft componants.

The company was partlally denationalized in 1%80 under the British
Aevospace Act when the British Covernment announced that it would sell up to
100 million ordinary shares to the investing public. 1/ The Governmant sold
49.3 parcent of BAe's stock to the public, 1.94 percent to BAe's employees,
and retalned the remaining 49.3 percent. British Asrospace Public Limited Ca.
was formed in 1981, when BAe changed from a company under national ownership
ko a private-sector public limited company. 9n Janusey 19, 1985, the Brikish
GCovernment announced that it would completely denationalize BAe PLC by
divesting itself of the remainder of BAe's stock. 2/ This was done in
mid-1985, with the Government retaining only 1 “specinl share." This share
does not carry any votlng rights bhut does allows the Goveroment certain
controls, such as the vight to appoint the Government diractaor. 3/

BAe PLC consists of the Alceraft and Bynamics operational groups. The
alreraft group, cesponsible for the production of civil and military arierafi,
operates production facillitles in Surrey, Hertfordshire, Manchagter, Prestwick
(Scotland), and Lancashlrs., The Dynamlcs group, located in Hertfordshire,
produces a wide range of missiles and avianlies.

BAa manufactures four aircraft models for the commuiter and buziness
market. These Basic models include the BAs 146, BA= 125, BAe 748, and
Joatstresm 31. The BAa 146 is a four-engine turbofan jet aircraft designed as
a short-haul reglonal carrier cepable of seating between 80 and 11l
passengers. The plane was produced with Sovernment support az a joint venture
with Aveco Corp. (Unlted States) and Saab-Scania A.B. (Sweden). Launching
costs for the Ble 146 totaled 137 million pounds during 1980-84. 4/ BlAe iz
responsible for providing the cverall design, fuselage components, and final
assenbly. The wing boxes and engines are built by Aveo in the United States,
and the tail and moving suvfaces of the wings and tall are built in Sweden.

1/ "Another Way to Raise 350 Million,™ The Eccnomist, Jan. 19, 1985, p. 5.
2/ “3tate to Divest Ttself of Bhe And Shorts,” Commuter Air, February 1985,
p. 12.

3/ Kleinwart, RBenson Limited, and Lazard Brothers & Co., Prospectus of
British Aecospace Publie Limited Company, April 14985, p. 1i7. 161
4/ Tbid., p. 17..
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Sources in the United Xingdom assert that the wing baxes snd engines provided
by Aveco account fer approximately 44 percent of the 146's final walue. This
aircraft began service in 1983, and by mid-1985, 21 had been delivered to
customers.

The BAe 125 is a twin turbofan jet busineéss aiveraft seating between 5
and 10 passengers. The plane was developed as a private venture and made its
first flight in 1976. Since 1976, approximately 600 orders for various
verslons have been placed, and 595 planes have been delivared. The newest
varsion, the 125-800, first flew on May 2%, 1983. Launch costs for the
aircraft totaled 5.9 million pounds ($8.5 millicn) in 1983 and 4.9 million
pounds ($5.9 million) in 19B4. 1/ Over 80 percent of the BAe 125's produced
have been for export to over 30 counktries. However, nearly 60 perecent of
these exports have been for the North American market.

The BAe 748 was desligned as a short-range twin-turboprop airliner with a
seating capaclity ranging from 40 to 60 passengers. Sinee its intpoduction in
1961, there have been repested updates including several civil and militacy
versions. The BAe 748 13 also produced under license in Tudia.

The Jetsztream 31, an 18- to 19-passenger commuter aircraft derived from
the sarlier Jetstream variants, was launched intge production im 1981. Launch
casts for this airplane totaled Z.4 million pounds ($4.9 million) in 1981 and
4.8 million pounds ¢($8.4 million) in 1982. 2/ - Production levels totaled
approximately 3 aireraft par month in wid-1984 to 1985. Company sources hoted
that production increased tc 4 planes per month in late 1985,

: The firm has alse recently announced the launmching of a new commutar
alveraft program. Thiz airplane, called the Advanced Turboprop {(ATF), is a
twin turboprop angine slreraft designed to carry 64 paseengars, The projected
inzervice date iz mid-1986, with first customer deliveriez geheduled for the
third quarter of 1987.

Worldwide deliveries of British Aerospace commuter and business aircraft
ata shown in table F-1. Commuter aircraft deliveries totaled approximately 58
during 1980-84 and 23 during Janumary-September 1985. Business alrcraft
deliveries totaled 141 during the S-year period.

1/ Ibid., p. 15.
2/ Ibid.
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Table F-1.--British commuter and business alceraft: NHumber of worldwide
delivaries, 1980-84, and JanuarySeptember 1985

N : : : H : January-
Item . 1980 . 14981 . 1982 . 1983 . 1984 September 1985
Commuter alreraft: H H H :
Jetstream---~-——— H 1/ o : 2 1 8 : g ; 18
BAe-ldf-——————m-— : 1/ o 0 : 6 1: 3
48— : 1f F 2 1 7 £ = 2
Total——-—————ue ;1 7 o: § 1 21 : 1% : 23
Business aircrafi: : : : : H :
125-700/800—--—~ : 37 . 34 - 28 ; 19 : 23 1/
Total-———————— : i/ 41 : 32 40 - 39 1y

1/ Mot avallable,

Source: Data providad by British derospace Corp. and the General Aviation
ManuFacturers Association.

Total =alas of aireraft and marospace componemts at BAe PLC, asz shown in
the following tabulation, increszed irregularly from 1,423 million pounds
{$2.7 billion) in 1980 to 2,468 milllon pounds ($2.9 million) in 198A:

Sales Exports
Million British ¥illion U.S. Hilllon British Milliom ¥.8.
pounds dollars - pounds dolliars
1980—————— 1,423 2,661 789 1,475
1981--wnm—- 1,662 2,724 1,027 1,683
1982———==—n~ 2,300 2,366 1,317 1,928
1983w 2,053 2,844 1,417 1,963
1984 —————— 2,468 2,012 1,564 1,845

Military aireraft sales constituted the largest propoction of total zales,
accounting for approximately 40 percent. The Ministery of Defense is BAe PLC's
largest customer, accounting for 45 percent of total military salas and 33
percent of total sales during 1984. Civil airecraft accounted for only 23
percent of total sales in 1984. Sales during January—June 1985 totaled 1.3
billjion pounds. 1/

Since the aircraft market in the United Kingdom accounts fer only 17
percent of the world's totul, exports have become a very important contributor
to total sales. 2/ Approximately 55 percent of BAs PLC's total sales wero
accounted for by exports during 1980 and increased to 63 percent in 1984
Civil aireraft accounted for omly 25 percent of BAe PLC's total exports in
1983 and 32 percent in 1984, Company sources indicate that civil alrerafi

1/ "Industry,” Interavia, October 1985.
2/ "Open Markets,™ British Aerngpace, Inc. Quarterly, Hovember 1984, p. 3




164

export sales were affected somewhat in racent years by tha decline in the
value of the British pound compared with that of the 1.3, dollar. L1/

BAs PLC reported that before-tax profits increased irregularly from
52.8 million pounds ($98.7 million) in 1980 to 120 million poundzs ($141.6
million)} in 1984, as shown in the feollowing tabulation:

Profit or (loss} bafore taxes

Year Million British pounds Milllion U.5. dollars
1980 ———— 52.8 98.7
1981 ———— 70.6 115.7
1982 - —mnem {15.6} (22.B)
198)-———— a8z.0 113.86
1984 120.0 141.6

The 1984 figures represent record sales and profit lewvels for tha firm. The
1982 loss flgure was reportedly caured by a 100 million pound speclsl
provision that ceserved money to cover potential losses on delayed sales and
financial packages invelving civil aireraft, especially the 146 and BAe PLO's
portion of the Airbusz 310. 2/ Much of the profit recorded by Bie PLC was
directly assotlated with lncreases in sales of military eiceraft and guided
missile components. Civil aircraft chowed a profit of approximately

7-5 million pounds on sales of 572.0 million pounds in 1984 compared with a
profit of 13.6 miilion pounds on salas of 334.6 million pounds in 1983.
British aerospace announced a pretax profit of 68.3 million pounds for
January-June 1985. 3/

Az shown in the following tahulatiun..empluymﬁnt at BAe PLC decreased
annually from 79,300 in 1980 to 75,998 in 1984, or by 4.2 percent:

Year 1g t
1980 - m—m e 79,300
p1- - 3 P —— 79,180
1982 e 79,980
1983 e e e T7,980
1984 e 715,998

Bhe PLC began to cut Llts wockfarce in 1980, az work on the Alrbuz (A300 and
4310) and the Rimrod milltary aireraft neared complation. 4/ Further cute
were aloo made in order to streamline oparations, particularly in the aireraft
group. In 1934, the aircraft group employed 52,928 workers (70 parcent); the
dynamics group 22,310 workers (29 percent), end BAe PLC headquarters, 760
workers (1 percent)., Wagss and salariess paid to weorkersz at BAe PLC increazed

1/ "Britain's Aerospace Export Level Holds Steady in 1983", Aviation Week &
Spaca Tachnolopy, Mar. 12, 1984, p. 253.

2/ "Three European Firms Report Losses,™ Aviation Week & Space Techmolopy,
Apr. &, 1933, p. 23.

3/ "Industry,™ Interavia, October 1985.

4/ “British Aerospace to Cut Work Force By 850," Aviation Week & Space
Technology, Jan. 23, 1984, p. 2L.
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from 674.3 million pounds ($934.2 million) in 1983 to 719.8 million pounds
.t=ang,o million) in 1984.

Rasearch and develupmant expenditures for military aireraft are davalaped
and financed under contract with the Ministry of Defense. Compeny officials
agzert that investments in clvil alreraft are financed by Bhe TLC from
interna! sources. BhAe PLC's laveolvement in the A300, A310, A320, BAe 145,
Jetstream 31, and the BAe 125 were totally or partially funded intermally.

The British CGovernment did, however, provide 250 million pounds for launch aid
for the A320 project and will provide an additional 50 million pounds to pay
levies on A320 sales during 1990-92.

At present, the majority of BAe PLC's civil aircraft research and
daveleopment efforte are being devokted to the ATP. Company sources indieante
that the ATP was designed to satisfy the demand far a more fual-efficient
alrcraft and mg a successor to the BAe 748. The plane will incorporate new
engines plus an advanced designed propellor, and BAe PLC has devoted
approximataly $7% millicn to the ATP's initial davelopment.

The fellowing tabulation shows that fixed capital investment at BAa PLC
increased irregularly from 2.1 million pounds (£3.9 millidn} in I9B0 to
1i.4 mikllon pounds ($13.0 million) in 1984 and that launching costs decreased
by 5.3 percent during 1984 comparad with those in 1980;

Capital Copital .
investment investment Launching egsts | _Launching cosks
Hillion Million 17.5. Million British Million 1.8,
Year  British pounds dollars . pounds dellars

1980———~~ 2.1 3.9 54.4 _ 101.7
1981 —— 1.4 2.3 50.5 _ 82.8
1982—-==~ 1.8 2.6 49.2 o -T2.0
1983-ummm 2.3 3.2 42.6 - _ 59.0
1984~ -~ 11. 4 13.5 51.1 60._3

BAe PLC is Inveolved in a variety of military and zivil international
cooperative programse. The following is m lizting of the collaborstive ciwvil
aircraft programs in which BAe PLC is presently engaged. The company is
involved also in preliminary discussions with a Soviet aireraft producer
regarding license production of the ATP tramsport aircraft. 1/

Progtam Company and country
A300, ASLO0——————— Alrbus Industries (West Germany,
Franca, Spain, Netherlands, and
: Ttaly).
BAe 146--cmmme Avco Corp. {United States), Saab-
Seanisa ALE. (3weden). '
BAe 7481 - ——————Hindustan Aeronauties (India).
Boeing 757— - -—-Béeing Commercial Airplane Co.
{(United Statas). 165
ATP- -~ -Hellenic Aerospace Industrcy (Greece}

1/ "Sowviet ATP Freoduction,”™ Aviation Week & Space Technolopy, Sept. 30,
1985, p. 33,
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Government involvement

Industry sources note that the British Government places considerable
importance on encouraging advanced technology and wantz its alreraft producsars
to remain at the forefront of the world market., 1/ All British Governmenta
since 1943 have offered some form of Federal aid to their aerospace
indugtries. 2/ (me method the British Governient has used to aid its
aerospace industry is through nationalization of firmg to accelerate
rationalization. As stated earlier, the preszent structure of British
- Aerospace was the result of various Covernment-prompted mergers through
nationalization. Currently, suppert for ciwvil aircraft iz derived from the
Science and Technology Act of 1%72, the Industeial Development Act of 1982,
and the Civil Aviation Act of 1982. Industry aid is repartedly approached an
a project basis, with justification of a project dependent upon Governmant
acceptance of the plane's likely profitability and the benefits to the
industry and overall economy. 3/ British Government sources nete that, in
general, fundz are not loaned for more than 50 percent of the requested
project costz and that a return is expected on the Government's investment.

The British Government also has used tax policy to encourage investment,
amployment, reésearch and development, and industrial reorganization. The
incentives, however, apply equally to all industry or ell manufacturing; they
do not specifically favor aiccraft. &f

The major incentive for capital investment is accelerated depreciation.
Plant and equipment putchased after March 1972 can he totally depreciated in 1
year. If a company's profits are too low to allow it to take full adven-
taga of this provision, this deduction may be taken apgalnst income in any of
the 3 previous years or In a future year. This provision appllies equally to
all industriess. 5/

© The British Government also has certaln tax provizions that encoucage

research and development. 6/ Firms may fully depreciate all assets used in
B&D in 1 year, ineluding buildings and land. {all plant and equipment uszed in
marmafacturing in the United Eingdom may be fully depreciated in 1 year, but
bulldings may not be.} Firms may charge all payments to resesarch associations
Lo current axpenses. If the Department of Teade and Industry {(DTL) approves,
these research associations' profitz are tax exempt. Research associations
make Little profit, however, and the DTI requires them to put their profits

1/ "UK Aerpospace Adjusts to Thatcher Regime"™, Interavia, August 1982, p. 790.

2/ "British Study Aerospace Involvemasnt," Aviation Week & Space Techmology,
¥May 30, 1985, p. 192,

3/ Keith Hayward, Government and British Civil Asrospace: A Case Study in
Ppogt War Technolo Policy, Manchester University Press, 1983,

4/ U.3. International Trade Commission, Foreign Industrisl Tacgeting and Its

Effect on U.5. Industries, Phage I1: %The Ruropean Commmity and Mewber
States: Report to the Subcommittee on Trade, Committee on Ways and Means,

U.8. House of Representatives on Investigation ¥o. 332-163 . . ., USITC
Publication 1517, April 1984, p. 10D,

5/ GECD, International Investment and Multinaticnal Enterprises, p. 229.
6/ Ibid.
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back into research to keep their tax exemption. )/ Data are not availahle
regacding British Aerospace's utilization of these tax policies.

British Aerospsce Corp. executives malntain that, with the exception of a
4-million-pound lcan advanced by the British Government in 1973 for early work
on the aircraft that became the BAe 1446, all investments in eivil aireraft
have heen financed from internal resources., However, in April 1%35, the
firm's board of directors stated that "“the company would not embarck on any
majer new civil aireraft projects in the forseeable fubture without BM (Her
Magesty's) Govermment launch aid.™ 2/

The bulk of the research and development done in Great Britain is
repeortedly done by the industry itself, although some assigtance iz provided
by the Federal sovermment. Establishments providing the majority of research
assistance include the Royal Aircraft Establishment and the Watiomal Physical
Laboratory (WPL} under the Depactment of Trade and Tndustty. Besesarch work
conducted jointly betweet industry and govermment is guided by the Joint

Fezaarch Committee. A small amgunt of work is done by the Civil Aviation
Research and Development Program Board administered by the Clvil Aviation

Authority.

Some techhology spillover also occurs because of Aritish Aerospaca'’s
large military aireraft workload. The Ministry of Defensa is concerned with
research and davelopment for military aircraft. Ministry of Defensa
eotablishments involved in aerospace research include the Aeroplane and
Armament Experimental Establishment and the Proof and Experimental
Establishments. 3/

Financing assigtance is also available to purchaserz of Britizh ailreraft
though the Government's Export Credit's Garantee Dapartment (ECGD)}. The
Britizh aircraft industry appears to receive better terms than those generally
avallable to other industries. 4/ British Aerospace company officials state,
however, that this credit facllity iz rarely used for general aviatiom
aircraft, because preferable financing terms are available from commerical
markats. This company, however, has assisted in financing zeveral racent .35,
purchases of commiter alreraft through the awarding of grants from %1 million
to $1.2 million. Detalls of these Lransactions are discussed in the

1/ v.3. International Trade Commigslon, Foreign Industrial Tarpeting and Its
Effect on U.8. Industries, Phase II: The Burcopean Commumnity and Member
States: Report to the Subcommittee on Trade, Commitiee on Ways and Means,
U.8. House of Bepresantatives on Investigation Ho, 332162 ., . ., USITC
Publication 1517, April 1984, p. 100.

2/ Klainwart, Benson Limited, and Lazard Brothers & Co., Prospectus of
gritish Aerogpace Public Limited Company, April 1985, p. 11.

3/ Tha Society of British Aerospace Companies, Britain In Aerospace, 1984,
PpP. B6-BT.

47 U.2. International Trade Commiseion, Forelgn Industrial Tarpeting and Ttz
Effect on U.S5. Industries ase T¥: The Burcpean Cummunity and Member
giates: Report to the Subcommitee on Tirada, Committee on Ways and Means, U.S.

House of Representatives on Investigation Wo. 332-162 . . .+ USILIC Puhlica*éfn
1517, April 1984, p. 107.
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cempetitiveness section of thls repott. The Government also recentiy committed
3.8 million pounds towsard the sale of British Aerospace ATP airliner to a
Carribean alr carrier. 1/

Rorthern Iraland
Industr file

There are two civil alrecaft manufacturers located in Northern
Ireland——Short Brothers Lid. (Shorts) and Lear Avia. Shorts was founded in
1901 in Hove Sussex as an aerianl ballon manufacturer. The firm was
naticnalized in 1937 by the British Govermment and crelocated in Belfast,
¥Horthern Ireland. The British Government owns 100 percent of Short's igsuad

shareholdings.

Shorts conalsts of three cperational diwvisions (alreraft, aerostructuras,
and missileg). The mircraft dilvision designs, develope, and manufactures ito
own aireraft. The serospace structures dlvigion performs as a suhcontractor
producing parts for s mnumber of aarospace manufacturarsz. The missile divigion
produces and develops man-portable pulided weapons systems, as well as
autinireraft missile=s,

Tha £firm, however, is primarily a manufacturer aof short-haul commuter
aircraft. 2/ The company currently produces the Skyvan, Shorts 330, and
Sherts 360. The Skyvan is a short takeoff and landing (STOL), twin-engine
turboprop, high wing, square-boxed atircraft widely used as a militery transport
or fralghter. Tha Zhorts 330, a derivative of the Skyvan, which entared
service ln 1976, is used as a comwter regional airliner, capable of seating
up to 30 paspengers. The Shorts 360, a dervivative of the 330, is a high-wing,
widebody regicvnal airliner. This short-haul aircraft, powered by twin turho-
proy engines, is capable of seating up to 35 passengers. The 360, first
introduced in late 1982, was produced to perform bath as a civil and military
aircraft.

The firm'=s main manufacturing complex at Balfast consists of over
2 million square feet of production area. Company officials note that the
bagic plant has been tha same since the 1930's. However, capital investments
have been made in the last 3 years in computer-aided design machinery. Also,
equipment for composite production work in the sergstructures division has
beer installed, as well as robotic testing equipment for the composite parts,

Employment at Shorts totaled approximately 7,300 persons in 1980. The
number of workers declined to almost €,000 in 1981 in response to & decrea=e
in subcontracting work by the serostructures division. Company employment
remained falrly constant during 1981-82, and then increased to 6,265 in 1983,
In 1984, the number of workers employed at the Belfast facility was 6,127,
Employment incraaged to approximately 7,000 in 1985 in response to increased
civil snd wilitary alceraft orders. The leabor force at Shocts is fully

1/ “Squawks,” Commuter World, Septembar-October 1985, p. 58.
2/ "Betking On The Zhort Hop Market,™ Industry Week, June 13, 1983, pp.

45-48. 168
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unionized, There are 16 unions in total, but two unions represent the largest
portion of the production workers. These two unions are the Amalgamated
Engineers Union and the Transport & General Workers Union. Wages paid to
Short's employees totaled 78,2 million pounds ($62.6 million) in 1983 and 54.2
million pound=z ($49.9 milllon) in 1984. Data regarding wages for previousz
years are not available.

Speaific flgures for research and development expenditures ara not
available for 1980-82., Dezign and development ewpenditures tobaled
10.5 million pounds ($8.4 million) in 1983 and 6.8 million pounds
($6.2 million) in 1984. Research work has centered more on nacellae
development and composite technelogy rathar than on comruter aiccraft.
Company officlals lndicate that research and development for commuter
alrplanes, as B share of sales, are less than 1 percent. This is due to the
fact that the firm'e aireraft ate derivatives of existing established produckts.

Tahle F-2.--Shart Alceraft Corp's sales and profit or loss, 1980-84

Sales : Profit or (logs)
Year . : : ;

., 1,000 pounds . 1,000 dollars , 1,000 pounds . 1,000 dollars
1980-~mmmmmmm : 66,964 ; 32,538 : ' (8,260) : (4,014}
198} —mm e : 90,720 : 56,114 (8,919) : (5,517)
1982 110,955 : 78,016 : (12,951) : (9,106)
1988 —— 1 202,297 : 162,071 : (19,099) : (15,301)
1984 - : 163,020 149,959 : (2,371) (2,181)

Bourca: Gompllaed from data gathered from discussions with company officials
and from Short Brothers PLC, Report and Accounts 1984, 19B5.

Ovarall sales for Short's three divisions are shown in table F-2. Sales
increased anmually during 1980-83, from 67.0 million pounds ($32.5 million) to
202.3 miliion pounds (3162.1 milljion). TIn 1984 total sales fall to 163.0
wmillion pounds ($150.0 million). Commiter aireraft sales repoctedly
consiituted 40 percent of total =ales in 1983 and 31 percent in 1984,

Shorts reported losses in each year during the S-ysar period. The loss
totaled 8.3 million pounds ($4.0 million) in 1980 compared with 2.4 million
pounds {$2.2 million) in 1984. Sales lgssas reported in 1980¢ and 1981 were
due to heavy investment in the aerostructure divisicn. Interest casts alsa
contributed significantly to the company’'s lack of profitability. Interest
costs teotaled 26.4 million pounds during 1980-84. Losses are coverad,
however, by overdrafts from commercial! banks and by direct suppert freom the
British Excheguer. On a fiscal year basiz (for the fiscal year ended March
31}, Shorts reported its first net profit ($750,000) since 1974, L/

1/ "Short Brothers Racerds Wet Profit," Aviation Week & Space Technology,
Dee, 2, 1985, p. 19&. ) _ 168
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The vast majovity of Short's sales are outside the United Kingdom.
Although export figures for 1980-82 are not available, company afficials note
that in 1983, export sales totaled 132.7 willion pounds ($106.3 million), or
66 percent of total sales. In 1984, the comparable figure was 117.1 willion
pounds ($107.3 million}, or 72 percent of total salez. The United States was
by far the company's most important foreign macket, followed by Africa and
Burope {excluding the United Kingdom) in 1984. BRegarding only commutar
aireraft, Shorts indicates that 44 percent of its sales of the modal 330 were
to U.S. regional airlines, 19 percent to airlinez in the United Xingdom and 46
percent to the rest of the world (mainly Asia) in 1984, Sales for the model
360 ajireraft totaled 54 percent to U.5. airlines, 23 parcent to British
airlines, and 23 percent to customers in the rest of the world.

Short Brothers is invelved in a variety of international cooperative
programs in which the company functlons priwarily as a subcontractor. The
following iz a listing of the programs in which Short is currently active.

Company and countcy Project

Boeing Commercial Airplane 757, 747 nacelle components
Cao. (United Statas). and landing gear doors.

Pratt & Whitney (United 757 nacelles,
States).

BAe (United Kingdom)------ BAe 146 components.

FPo¥ker BY (Holland}-————--—~  F-28 wing design and

production.

Rolls-Royce (Umited Ho=e cowls for BB 211 jet
Kingdom). engines.

Aveo-Lycoming (United Engine nacelles for BAe 146.
States).

Lear Avia was initially founded by William Lear in the 1970's to produce
a new-technology business jet. After his death in 1978, Lear's wife continued
tha project. Plans were finalized in early 1980 with the Covermment of the
United Kingdon to establish preduction facilitiesz in Northern Treland. The
ficm contimumed 3 small amount of production in Renoe, WV. However, the primary
manufacturing facllity was established in s British Government-built factory in
Hewtonabbey. 1/ Production atrea totaled approximately 100,000 square feel. 2/

The Lear Fan 2100 is an 8- to 10-—passenger, all-composite business
aircraft. Propulsicn is accomplished by two puszher propeller engines mounted
on the aireraft's ¥-tail. The plane first flew on Jan, 1, 1981, with more
than $210 million having been invested in its development up to that point. 3/

On September 14, 1982, the Lear Avia Corp. was reotrganized as a Delaware-
registered corporation called Fan Holdings, which awned 100 percent of Lear
Avia. TInvestors in Fan Holdings were a Saudi Arabian group (85 percent), the
Lear Group {10 percent), and the British Government {5 percent). However,
almost 2 years later, owing teo severe productiom problems and capital

1/ "Jat Could Have Created 2,800 Ulter Jobs,”™ The Times, May 27, 1985, p. 2.
2/ "Lear Avia Builds Almost All-Plastic Plane,” American Metal Marcket.,
July 7, 1980, _ - 10
3/ "Learfan: WHot cut of the Wood Yet," Interavia, April 1985, p. 315.
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shortages, the firm ceased operations. On May 24, 1985, Lear Avias filed for
proetection under chapter 11 of the U.5. Bankrupty Code.

Employment £igures for Lear Avia are not available for the full S5-year

perieod. FEmployment was estsblished at 560 persons in 1981, fell to 380
persons in 1583, and amgunted to less than 30 persons in late 1984. L/

Guwvartment invoelverent

A3 noted sariler, the British Government provides financial support to
Shorct Brothers both directly and indirectly through the guarantee of bank
overdrafts. The company also has access to capital advances for new programs
under the Science and Technolpogles Act of 1972, the Industrial Development Act
of 1982, and the Civil Avlstion Act of 1982. sShort is also able to take
advantage of research and development assistance and tax incentives offered to
all companles located in the United Kingdom. 2/ Data regarding the usage of
thege programeg by Sherts, however, are not currenkly available.

Ehort Brothers did raceive, however, an interest-fres loan from the
Department of Economic Development of Northern Ireland totaling 22.7 million
pounds (almost $44 million)., According to company officials, 11 million
pounds is repayable on ov before Macch 31, 1989. The vemainder is due by
Hareh 31, 1991. Additionally, a 1l0-milllon-pound note at 9 percent interest
and several other locans (at market rates} were guaranteed by the Depactment of

Economic Development for Horthern Ireland. These loans are repayable through
1989, 3/

In contrast to Short Brothers, the British Government's financial
involvement in Lear Avia is extensive. When the firm relocated to Worthern
Ireland, the United Kingdom Government initially committed 20 million pounds
to the firm. The Government added ancther 30 millien in 1962 to finance the
Lear Fan 2100 project. Additionally, the Government guaranteed commerical
loans totaling almost 15 milllon pounds. 4/ Owverall, industry sources nocte
that prior to the firm's c¢easing operations in 1985, the British Government
had invested aid totaling $71.5 million. 5/

Cansada

Industry profile

The Ganadian serospace industry is the free world's fifth lacgest behind
the United States, the United Kingdom, France, and West Germany. &/ The two

1/ "The Final Wose-Dlve As Lear Fan's Fate Is Senled,” Belfast Telegraph,
May 27, 1985, p. 4.

2/ These programz are discussed in detail in the Great Britain section of
this appendix. :

3/ Shert Brothars PLC, Report and Account 1984, 1985,

4/ "The Flnal Wose-Dive As Leer Fan's Fate 15 Sasled,” Belfast Telegraph,
Hay 27, 1985, p. 4.

5/ "Lear Fan Project Collapses,” Businass Aviation, June 3, 1985, p. 1. 171

&/ "Canada i= Confidenk of Share of The World Aercspace MWatrket,"™ Aviation
Weelk & Space Techmology, Apr. 18, 1984, pp. 99-102.
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principal Canadian alrframe manufacturers are Canadalic Limited and deHavilland
Aireraft of Canada, Limlied. <Canadair and defavilland were whally owned by
the Canadian Govermment. In Dacember 1965, however, the Boeing Corp., a U.B.
manufacturer of large transpert aircerafi, purchesed deHavilland from tha
Canadian Government for $112 million. 1/ The remainder of Canada's aervspace
industry is made up of a variety of small components, englnes, and avionices
mshufacturars,

. In late 1982, the Canadisn Government transfered its shares of Canadair
and deHavilland to the Canadian Development Investment Corp. {(CDIC). Tha CDIC

waz created to maintain the commercial viahility of Canadslr and deHavilland.
It is responsible for the government's investments in the two firms, manages

their assets and lnvestments, and aoversess sll financial planning. The ORIC,
a Crown corporation that funetioms as a Federal holding company, also manages
other Government-owned enterprises. Canadlan Government sources indicate
that. within the CDIC, Canadair and deHevillend are allowed to operate as
sutonompus antities. Specific information on thege twe firm is pregented in
the following zectionsa.

Canadeir.—-Canadair Limited, located in Montreal, designs, builds, tests,
gervices, and markets its own aircraft. The firm was incorporated in 1944 by
Eritish-~owned Canadian Wickerz and nationalized in 14976, when it was purchased
from Generszl Dynamies for Can$46.6 million. Canadair i=s Canada's largest
airframe manufacturar snd presently produces the Challenger 604 and 601
business/executive jet, the CL-215 amphlblous watarbomber, and a variety of
unmanned surveillance wehicles, The firm also does sgubcontracting work for
several leading ¥.3. alreraft manufacturers. 2/

The Chsllenger is a twin-turbofan jet aircraft that is produced in two
versions, the 400 and the 601. The two versions are the same size and are
similar in appearance. The 600 is a transcontinental version, which is
powerad By Aveo Lycoming engines. The 60l is the intercontinental versisn
poweraed by General Electric engines, baving greater range and fuel efficiency.
The Chsllenger has been used to perform military, passenger, and catrgo
duties, Canadair officials mssert that nearly 85 percent of the Challenger’s
parts znd components, except the cabin furmichings, are produced by vandors
located in the United States. 3/

1/ Boeing paid $55 milllon in late December upon closing the sale. The
remaining $47 million will he paid in three equal installments cvar 15 years,
or can be discharged through the purchase of $234 million "in Canadian goods
and services for purposes unrelated to survent deHavilland or Boeing of Canada
projeets.”" Richard O0'Lone, “Strong Commuter Market Leads Boelng To Acquire
deMavilland,™ Aviation Week and Space Technolegy, Dec. 9, 1985, p. 28.

2/ “Canads's Long-Eange Businessz Jet and 3TOL Are Top of The Line In The
World Market,” Aviation Week & Space Teclmolopy, Apr. 18, 19483, pp. 104-106.

3/ "Canadair does For The V.8, Market,” Interavia, Febouary 1985, pp.
115176, .
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As shown in the following tabulation, smployment at Canadair increased
from &,59¢ employees in 1980 ta 6,95% in 1981, before declining to 4,315 in
1983:

Year 1o t
1IBO- —— e e e e 6,596
1981 ——-== ——— 6,959
1982 - —_— 5.534%
1983w 4,315
1984 - e e 4,519

The decline In ewmployment was caused primarily by a company decision to
downsize and reduce overhead costs by decreasing the number of indirect
workers. Additionally, a wajor restructuring of senlor management resulted in
& change in company policy which led to employment reductioms. Empleyment
totaled 4,519 in 1984,

Canadalr production of buziness alrcraft inereased from 24 in 1981 to 43
in 1982. Production then declined to 26 mircraft in 1983 and 20 aireraft in
1984, Total sales at Canadair increased annually from Can$115.4 million
{U3%$176 million} in 1980 tec Can$429 million {US$5RZ million) in 1982 before
daclining to Can$387 million (US$504 million) in 1983 (tabla F-3). Sales
totaled Can$l77.0 million (US$137 wmillion) in 1984. The decline in 1924 was
primarily due to the continued depressed state of the aireraft industry.

Table ¥-3,--Canadair: Canadair’s total sales and exports, 1980-84

Year ) Total sales f Exports
Million : Mitlion : Millian 1 Million
Canadian 0.5, : Canadian : .8,
dollars H dollars : dollars dollars
98- 115.% : 176.1 : 93.0 ; 141.7
198 e 116.2 160.4 : 231.17 - _ 3zz.5
198 —— 1 429 .4 : 5R2.4 : 371.4 1 5037
1983 - asr.1 : 504.3 ¢ 342.8 ; 46 .5
LT R ——" 127.0 : 136.7 : 1/ : 1/

1/ Hot awvailable.

Bource: Canadeir Atrual Report 1984, and report from U.S. Embassy, Ottawa,
May 19385,

Canadair is an important exporter of aireraft. Exports increased from
Can$93 miliion (US$142 milllon) in 1980 to almest Can$343 million {uUs$aaz
million} in 1983. Exports accounted for 86 percent af total sales in 1982 and
82 percent in 1983. Data are not available for 1984. However, company
officials indicated that over 50 percent of total sales were to U.S. customars.
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Canadair reported that net profits declined annually fcom Can$3.5 million
(U53$5.3 million) in 1980 to a loss of Can$334 million (US$434 million) in
1983. Company sourcees indicate that the lossee reflect the increasing
development cozta af tha Challenger program, declining sales, amd high
interest payments an money borrowed from the Canadian Government. The 1982
loss included a $1.05 billlon writeoff of davelopment casts velated to tha
Challenger aircraft. The firm reportedly posted m profit in 19BA because of a
complicated Canadlan Govarmment investwent scheme, 1/

Bet proflit or (loss) Het profit or (loas)
Million Cenadien Millign 1).5.
Year dollars dallars
1980 ——— — e 3.5 5.3
p LT (S — 3.0 4.1
1982 — e {1,415.0) €1,919.0)
1983 ———mmem - {334.2) (435.4)

De Havilland.—-The deHavilland Aircraft of Canada Limited was
incorporated in 1928 as B subridiary of the deHavilland Airccaft Co. Limited
of the United Kingdom. DeHavilland subsequently baceme pact aof the the
Britigh Hawker Siddeley Group, Ownership was transferred in 1974 from Hawker.
2iddeley to the Canadimn Government for Can$40 million. 2/ The company,
located in Downsview, ON, i primarily a manufacturer of eciwvil :
aircraft. 3/ DeHavilland designs, manufactures, tests, and mackets its own
aireraft. The company presently produces the Twin Otter, the Dash 7, tha Dash
B, the Buffalc, and the Traneporter, as well as being involved az a
subcentractor for several major internmational large aircraft manufacturers.

The Twin Otier is a high-wing, twin turboprop alreraft with short
takeoff and landing cepability, seating between 19 and 20 passengers. It iz
presently in use as a commuter/regicnal, ewecutive trangport, and
quasi-military aireraft, BSinee its entry into service in 196%, over BOO Twin
Ottar's have basn delivered to customers in over 74 countries. Company
afficlals indicate that the firm produces approximately 1 Twin Otter per
menth. Canadian content accounts for nearly 80 percent of the value of the

Twin Otter,

The bash 7 1s a short-haul, high-wing STOL passenger/ecarge, four-engine
turboprop capable of seating up to 50 passengers. Since its introductlon in
1977, 108 Dash 7's hava bean delivered Lo customers in 20 countyries, with
nearly 50 percent of all Dash 7's in operation being £lown by U.5. based
commuter/regional airlines. The breakeven point Eor the Dagh 7 is 122

1/ "“Govt. Bailout Lets Canadair Declare Profit,” The Citizen, Aup. 31, 1984,

p. 15.
2/ “Canada and Aerospace,“ Avlation Week & Space Technology, May 2, 1983,
B. 9.

3/ "Concentration on The Commuter Harket," Computer Aipr, Jenumry 1983, pp.-
32-34, 5
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airerafkt, 1/ Production has sveraged slightly less than one plane per month,
being adversaly affected since mld-1981 by U.5. air traffic restrictions; and
the sale of used Dash 7's at depressed prices by U.8. commuters in financial

difficulty, 2/

DeHavilland offieials agsert that the Dash 8 was designed to fill the
void between the 19-seat Twin Otter and the 50-seat Dash 7. The plane is a
high-wing, STOL twin turboprop capable of seating up to 36 passengers, The
initial fumding for the Dash 8 was provided hy the Government in the form of
guaranteed loans up to B ceiling of Can¥450 milllon. The Dash B wasz
manufactured primarliy to ke 20ld to commuter/regional sirlines in Worth
America, with the breakeven point at 400 aircraft. 3/ Sources at deHavilland
indicate that over 70 percent of the content of the Dash 8 is Canadian; 24
percent, American; and 4 percent, British.

The work force at deHavilland increased from 4,746 workers in 1980 to
5,415 in 1981 before falling toc 4,163 in 1982, as shown in the following
tabulation:

Year lo nkt
1980~ e - 8,746
1981-—————— - 5,415
1982 ———~—= 4,163
1983 — e 2,684
198& e 3,500

Employment further declined to 2,854 in 1983, Employment reductions came as a
rasult of decreasing demand for commiter aircraft which forced deHavilland to
reduce costs by laying off production workers, The number of employees cose
by 22 percent, to 3,500, in 1984 in response ta intreased Dash B sales. &/

Production of commiter aircraft by deHavilland decreased from 94 and 99
in 1980 and 1981, rcespectively, Lo &8 in 1982. 1In 19B3, production declined
further te 12 ajiceraft. Data vegarding the firm's 1984 production are not
avallable, but deliverles totaled 23 in that year. 5/ UeHavilland's total
gales inereased annually from Can$l72? million (US$265 million)} inm 1979 +o

Can$450 million (US%$é1ll million) in 1982 (table F-4). Data regarding sales
for 1983 are nst comparable with thase for previocus years, as these are

available on a calendar year basis, as oppesed to previous fiscal year
information. Industry sources indicate, however, that zales decreased in 1983
in response to the worldwide recession, DeHavilland sales data for 1984 are
not currently awvailable.

1/ David Godfrey, "Boelng Dashes for deHavilland,” Commiter #ir, January
1986, p. 13.

2/ "Concentration and the Commuter Market,™ Commuter Air, Jamuacy 14983,
p. 11. ) e

i/ 0p. cit., "Boeing Dashes for deHavilland."

4/ Report from U.B. Embassy, Otbkawa, May 1985,

2/ V.8, Department of 3tate Alcvgram, May 10, 1985. 175
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Exporis represent an important partion of deHavilland's total salaes,
accounting for 94 percent of totzl =ales in 1982 and 8B percent in 1983,
Exports of commuter aireraft by deHavilland were adversely affactaed by a soft
market for all aircraft and the large numher of competitive praducks available.

Table F-4.——De Havilland's aircraft deliveries, sales, and exports, fiscal
. Yeags 1980-83 1/

’ 1 : B

vene 17 ° Alccraft Sales ) rafit or (logm)
= 1 deliveries : Canad : Initad ' caneda : United
H H 3 H Etates : H Statas
P — ———— ~—~Million dollacE- v
Number

1980~ : 92 : 241.9 an.7 210.0 32%.0
19B1———-1 98 : 358.2 : 494 .4 324.7 : 4482
1982 ——: 68 : 450.5 = 61i1.0 : 425.3 1 57164.8
1983 -——-: 23 : 24 H 2 : 27 H 27

1/ Figcal years are from June 1 to May 3l,
2/ Wot available.

Sourece: De Havilland Annusl Report 1984, and Report from U.S5. Emhassy,
Ottawa, May 1985,

Data regarding research expenditures of deHavilland arve not available for
1980-82. Howewver research funding increased from $13.6 willion in 1983 to
$15.2 million in 1984. Huch of deHavilland's B&D expenditures have been
devated to the Dash 8. Total davelopmant costs for the Dash &, including the
stretched version of this aireraft, will be between Can$500 million. i/ The
Boeing Corxp. recently announced thair plants to inject Can$ll5 million into
modernizing and upgrading the deHavilland plant. 2/

DeHavilland's net profit increased irregularly from Can$l.7 millien
(US$5.7 million) in 1979 to Can$é.4 million in 1981 before falling te
cant20 million (US$2.7 million) in 1982, az shown in the following
tabulation: 3/

1/ David Godfrey, “Beeing Dashes for deHavilland,” Commuter Alr, January
1986, p. 14,

2/ Lisa Bannon,"Boeing To Upgrade deHavilland Alrcraft Plant, American Metal
Market, Dec. 9, 1985, p. 1. .

3/ Beport from U.S., Embassy, Otteawe, May 1985.
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Het profit or (loss)

Tear Millicn Canadian dellars Milliion ®.8. dollars
1980 1/—————~ 1.7 2.6
1981 L/-wmm 6.4 8.8
1982 1/wm—=— 2,0 2.7
1983 ————wwmmm 2/ {191.5)
1984-————— 2/ (3L.1)

1/ Based on a fiscal years from June 1 to May 31.
2/ Hot avalilable.

Data are not strictly comparable for 1983 and 1984 because of = change in
accounting practice. DeHavilland losses totaled $191.5 million in 1983 and
$3.1 million in 1984, In the first nine wonths of 1985, deHavilland lost
can$55.1 million. 1/ Company sources state that the decline in net profit can
be attributed to the czontinued development caogsts of the Dash B, zoft markets
for all aireraft, and high rates of interest paid on money borrowad from the
Canadian Govermment. 2/

Canada's aercspace manufacturars are involved in a varlety of
international cooperative programs. A listing of those programs follows.

Company Programs
Canadair---——-————-—- Boaing 747 8P
Boaing 767
.Lockheed

CP-140 Aurora

Lockheed P-3C, C-5B Galaxy
Mchonnell Deouglas F-15 Emgle
McDonnell Douglas FlE2A Hornet
Grummar EF-1114A

Horthrop F-5
DeHavilland-----——-—-- A320 Airbus program

Government involvement

Caradian industry officials note that the elements of Government
involvement in the commuter and Tusiness aireraft industriles include the
support of immovation through government-sponsored research and development,
and the encouragement of government procurement to ensure maximum Canadian
development and production. 3/ Rationale for government investment relates to
national security and stimulating high techneology in Cansda,

1/ David Godfrey, "Boeing Dashes for deHevilland“ Commuter &ir, January
1986, p. 13.
2/ "J.5. Te Question Canadian Support of Aero Industry,” American Metal

Market, Metalworking Bews, Oct. 8, 1984, pp. 4-14.
3/ Aerospace Industries Association of Canada, Aerospace Tndustry-A Solid

Investment In Capadsa's Fubture, September 1983. 177
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Both commuter and business aiceraft manufacturers in Canade were 100
percent owned by the Federal Government during 1980-84. As stated sarlier,
these firms have been controlled by the CDIC zince 1982. Host of the
government support (im the form of equity investment) iz directed through this
entity. The Government alsa provides research and development and export
asgsigtance,

The Ganadian Government encourages R&D investment through tax incentives
and special as=zistance programs. Tax incentives are provided through three
avenues:

-tax reduction for R&D expenditures;

—ocientific research tax credit feor investmentz in crowm
corporations applied against Federal incomse taxes;

-tax eredit at a basic rate of 20 percent for BAD expenditures.

Asajstance prograns include the Defense Industry Productivity Program (DIPP),
the Industrial and Regional Development Program, the Industrial Research
Asgsistance Program, and the Program for Industry/Labor Projecte. 1/

The TIPP has been 1n existance since 1959 and is primarily beneficial to
the Canadian aerospace industcy, with 70 to 80 perceni of its expenditures
dedicated to research in the area. The three components of this program
include research and development in defined areas, capital equipment
investments for plant modernization, and the establishment of manufacturing
sources in Canada for export markets. Also they asgsist in defense market
feasability studies. TIndustry sources note that the orginal objective of the
DIPF to sustain and develop Canada's defense industrial base has breadened,
with the current emphapis on defense technology with civil sales potential.
DIFPF annual funding for the entire aerospace sector (including commuter and
business airveraft) averaged Can$4® million during 1981-83 and was estimated to
total Can¥112 million in 1984, 2/

The remaining B&D programs, although not aerospace specifie, could
provide benefit to Canadian commuter and bhusiness airceraft producers, The
Industrial and Regional Development Program assists in developing projects to
the market stage and strives to improve the international competitiveness of
canadian firme. Financial support for this program is provided through leans
or loan guarantees, insurance on surety bonds, and grants. Annual funding for
Canadian aerospace industry projects under this program averaged
Can$20 miilion during 1981-83. 3/ Figures for 1984 are not availabla.

The Industrial Besearch Assistance Program, which originated in 1962,
currently supports appraved researeh projecte of 2 to 3-year year duration.
Financial assistance to cover employment expenses of scientists and technical
petrsonnel can cover up to 50 percent of the overall program costs. Catnadian
Government funds from this progran benefiting aesrospace-related endeavors
averaged $104 million annually during 1981-83, 4/ Data on funding in 1984 is
not available,.

1/ Margaret Keshishien, U.S. Department of Commerce, Office of Aerospace,

- Ganadian Government Suppeort for the Aercspace Industry, November 19B4.

2/ 1bid. 178
3/ Ibid.

47 Thid,
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The Program for Industry/Labor Projects provides for the transfer of
Hational Research Council research results to industrcy for development . of
commerical applications. Underwriting the project development costs is the
main area of assistance from this program. To date, however, funding under
this program has tiot been for commuter or business aircraft programs, enly for
space-related cesearch. 1/

Because of their Federal ownership, both Canadian firms have heen the
recipients of large infusions of Government aid. Since their purchase in 1974
by the Canadian government, Federal support for deHavilland totaled
Can$950 million. The comparable figure for Ganadalr since their Government
purchase in 1976 is Can$Z.l billion in loan guarantees and equity infusions. 2/
Spacific investments are detalled in table ¥-5.

Table 5.--Canadian Govermment inovestment in commuter and business
aircraft, by firmz, 1981-84

Pariod : Firm ) Investment 1/

Early 1981———— : deHavilland---w=—e== : $4%0 million in loans for
: : Dash B development underwritten.

March 1982--—--——: Cenadiar—-—--—-w-= : Loan guarantee of $1.35 bhillion.
Hovemdetr 1982 —— o e e e : $200 million equity infusion.
Hovember 1982———: deHavilland--———--- : $200 mililon equity infusion.
June 1983 -t ——————dp————=——; $460 million equity infusion.
June 1983 ——————- : Canadait--—-—m———r : £240 million equity infu=zion.
March 1984--————; deHavilland-----—~-: $240 million equity infusion.
Mid 1984 —— ——-; Canadiar——--——c——- $310 million eguity infusion.

]
* L]
- »

1/ Data are in Canadian dollars.

Source: Hargaret Keshishian, U.%. Deparitment of Commerce, Office of

Asrospace, Canadian Government Support for the Aerospace Industry, Hovember
1984,

The Export Development Corporation {EDGC) is a Government-owned entity
ostablished in 1968 to facilitate and develop export trade for Canadian
eorporations.. This organization provides export financing through loans or
guarantees, expart credit insurance, foreign investment guarantees, and surety
and performance guarantees. 3/ Data regarding specific loans ar insurance
provided to purchasers of Canadian commiter or business aireraft during
1980-84 are not avallable. However, this entity Jid recently provide 10-year
financing far 5B percent of the total purchase price of several deHavilland
cormuter aircraft. The remaindar was {inanced by a 50-yeer interest-free loan
from the Canadian Government. 4/

1/ Ihid.
2/ Ibid.
3/ 1bid.
4/ "Liat Dash 8 Finatcing Clarified,” Air Fipnance Journmal, 1985, p. 30.
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In conclusicon, government support for Canadair and defavilland averaged
Can$833.3 million annually during 198183 for all of the programs herein
described. 1/ Canadian Governmsnt soutrces indicate, however, that these
figures overstate Federal support. They also note that research and
development menies granted for civil projects are repayable in accordance wikh
the Civil Aireraft Agresment. Additionally, these officiale stake that the
leans and investments made in these two crown corporations were made with an
expectation of recoupment of the costsz., 2/ CGanadair Ltd. ofFicials note that
the capital infusions d¢ "nol constitute a subsidy - but rather a realization
by the Govermment ag the sharsholder that Canadair must be funded as a
commerical enterprise in order to function in the priwvate enterprise system
against commerical competitors wlth a capital structure featuring a normal
debt/equity ratic.™ 3/

The Canadian Government announced on October 38, 1584, thelir intant to
make private both aircraft manufacturers. The expacted sale prive was
approximately %2 billion. 4/ The =ale waz depandant upon guarantees that the
purchaser will retain the manufacturing facilities in Camada. 5/ Tn Decamber
1985 the Boeing Corp., a 1.5, manwfacturer of large transport aircrafk,
purchased deHavilland fecom the GCanadian Government for $112 willion. Boeing
agreed to "make a subsztantial investment™ in the deHavilland facility at
Downsview and to pay royaltles to the Canadian Government on future
deHavilland aircraft sales. &/ A further contingency regarding the sale of
Canadair is that Challenger program and support will continue for at least 10
years. 7/ Although interest has been shown by both U.5. and foreign companies
in Canadair, no purchase has been made to date.

France

Industry profile

At. the end of World War II, the French aeraspace industry was behind the
major werld producers in many sreas of aerospace technology. By the end of
the 19250's, however, the industry had rebounded and began to market its first
medivm-range jet airliner. During the 1960's, France began exporting military
aircraft and became inveolved in several European collaboration programs. The
next 19 years were devoted to achieving a balance between the civilian and
military sectors through heavy investments by a succession of governments.

The industry was nationalized in the late 1970's. Their domestic market
accounts for slightly more than one-third of teotal turnover for the industry.

1/ "Canada to Continue Industcy Invesiment," Aviation Week & Space
Techlmology, Sept. 3, 1984, p. 224,

2/ Letter to 5. Bath, Director of Office of Aernspace Pplicy and Analysis,
U.5. CDepartment of Commerce, by Plerre Cosselin, Minister-Counsellor, Qatnadisn
Embassy, Sapt. %, 1985,

3/ Canadair Ltd., Challenger USA, 1983,

4/ Beport from U.S5. Embasgsy, Ottawa, Nov. 1, 1984,

2/ "Canada To Sell Off State Assets," Financial Times, Oct. 31, 1984.

6/ Richard 0'Lone , "Strong Commuter Market Leads Boelng To Acquire
deHavilliland," Awiation Week & Space Technelogy, Dec. 9, 1985, p. 28.

#/ "Challenger Seminar,” Business and Commercial Aviation, September 1585, 180
p. 196,
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In order to maintain a healthy level of production and to progress, the
industry mast vely on 163 abllity to export. 1/

"The French light aviation industry congists of four manufacturers -
SOCATA, Avionz Pierre Robin, Avionz Mudry, aud Cessna associate Reimes
Aviation. However, the aircraft produced by these firms are not covered in
the scope of this study. There are also twa French producers of business
and conputer girnraft, Aviong Marcel Dassault Breguet Aviation (Dassault), and
Societe Hatiomale Industcielle Aerospatiale (Aerospatiale). In 1985, thate
wara 41,000 employees ln France's clivil aviation industry. 2/ These figures,
however, include larger aireraft not included in this repork.

Dassault.——Daseault, which is 51 percent owned by the Government,
produces business aircraft. Dassault manufactures four models of the
Mystere-Faleon, including the Falcon 20 oc 200, 50, 10 or 106, and 900. Thea
Falcon 50 ip a long-range tri-jer derivative of the Falecon 20. The ¥Falcon 100
is a successor Lo the ¥alcon 10, which is a small, twin-jet business plane.
The Falcon 200 is considered to be an updated version of tha Faleon 20, which
was first produced in 1963, 3/ The Falecom 900 is an enlacged varsion af
Dassault’'s Falcon 50 and is designed for the medium— to long-range execubliva
and business transport market, Development and production costs are expected
to total %300 milliom. This ajreraft iz scheduled for delivery in early 1987
at a price of $13.5 million. As of Decambar 1985, Dassault had signed
conkracts for 51 Falcon 900's., The production rate for the Falcon 900 is
expected o ke 3.5 alreraft per month hy June 1987, with the possibility of 4
per month if necessacy. 4/

Falcon Jet of Teterboro, MJ, iz a subsidlary of Dagsavlt and handles
2ale=z, after-sales asupport, finishing, and the madificationsz of all models of
Falcon Jet aircraft for Horth and South America, Australia, and certain Far
Eastern countries. Dassauli in France sells directly to all other geographic
areas. 3/

Dazsault’s production of businese ajircraft declined by 50 percent, from
59 units in 19B0 to 29 units, in 1964 (table F-6). Production peaked abt 82
units in 1981 and then decreased steadily.

1/ "The French Asrospace Industry: What Price Maturity?" Interavia, April
1983, p. 325,

2/ Data provided by Directorate Ganeral of Civil Avistion, May 1%85.

3/ "Under Clouded Skies™, Interavis, May 1985,

4/ "Dassault Weighs Raising Falcon 100 Production,™ Aviation Week & Space
Technology, Jan. 20, 1986, p. 100,

5/ Report from U.5. Embassy, Paris, April 1985, 181
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Table F-6.—-Dagsault's production of sirerafi, by models, 1980-82

Model . 1980 . 1981 . 1982 . 1983 , 1984
FL0/100————m o mmmm : 19 : 15 11 : 5 ; 4
Pl oo : 16 : 25 1 2 : 140 2
F50~ =—mm o 24 42 ; 49 ¢ 14 : 14
o] : i - - 3 9 . 9

Totaloommem o mm 59 B2 : 68 : 38 29

Source: Report from U.S5. Embazsy, Parls, April 1985.

Company officials indicata that the economic recession in 1983 had the
most sericus effect on the demand for the smaller, short-range products--the
Falcorn 107100 and 20/200, There was an otvder boom faor the Falcon 50 in 1980
and 1981, but by 1983, Dassault was forced to cut bsck production rates of
this aircraft considerably. 1/ Despite this reduction, industry analysts note
that the company has been able te increase its market share in the United
States. Combined orders in 1585 for Dasszsult's model 100, 20, and 50 alreraft
totaled 27. 2/ '

Dassault's net income rose by 9.6 percent, from $42.1 million in 1983 to
$46.2 million in 19B4. Data for previous years are not available. Despite
rising U.3. competition and declining orders for Europe's aviation industry,
Dassault offliclals =state that the firm was able to maintain its market share
during this peried. 3/

Aerospatiale.—-Aerospatlale is veported to be the largest aercspace
company in the Common Market, It is owned and controlled by the Government of
France. The company was formed on Januwary 1, 1970, as a result of a merger of
Sud Aviation, Mord Aviation,and 3EREB companies. In 1981, Aerospatiazle and
the Ttalian firm Aeritalia signed an agreemant for the joint preduction af the
ATR 42, a 42-seat commuter turboprop. 4/ Twe versions of the ATR &2 are haing
vffered, the series 100, which carries 42 passengers, and the saries 200, a
dg-—passenger alrceraft. Both are twin turboprop aircraft with certification
scheduled for late 1985. As of January 1986, there were firm ovders For 45
alreraft with options on 32 more. 5/ Production rates are currently 2.7 per
month but are expected to increase to 3 per month by early 1986. 6/ The ATR
72, a stretched version of the ATR 42, will seat up to 70 passengers. This

1/ “The French Asraspace Industry: What Price Maturity?", Interavia, April
1983,

2/ "Dassault Weighs Raising Faleon 100 Production,™ Awviation Week & Space
Technology, Jan. 20, 1986, p. 100.

3/ The Wall Street Journal, June 6, 1985.

4/ Jane's All the World's Aircraft, 1980-1981.

5/ "Finnair Signs First Firm Order For Five ATR7Z Transports," Aviation Week
& Bpace Techhology, Jan. 27, 1986, p. 36.

6/ Data provided by Aecospatiate officials, June 7, 1985.
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aireraft is scheduled for dellvery in January-February 1988, To date
Aercspatiale has five orders and 16 aptions for this aircraft. L1/

Aerospatiale has four preoduction plants, located in St. Wazaire, Hantes,
Meaulte, and Toulousse, France. The facility at 8t. Wazaire, with

manufacturing area of 131,801 square meters, employed 2,636 persons in 1984.
Specializing in numerically contreliled forming operations, this plant produces

the ATR 42 wing center box as well as fuselage sections for the Alrbus A300
and A310, and the Faleon 20 and 50 models. At Nantes, composite parts are
manufactured in the 133,547-zquare-meter faeility. Employing 2,400 workers in
1984, this plant produces the outer wing for the ATR 42; parts for the Faleon
20 and 50, the A300, the A310; and the Mirage 2000. At Aerospatiale's
facility at Meaulte spare parts for the Nord 262 plane, as well as structural
parts for the AJ00, A31), and Mirage were manufactured by 12,333 persons in
19B4. The manufactuting area of the Meaulte plant is 66,457 meters. The main
plant at Toulousse performs research wotk and manufacturing eperations, as
well ag finsl assembly and testing of the ATR 42, Tramsall, the A300, and the

A3lY}. Employment totsled 7,252 persons in 1984 at this facility of 39%,028
square metetrs. 27

In 1984, Aervcspatiale sources note that the firm was forced to invoke
temporary layoffs and intermittent plant shutdowns as a result of declining,
sales wolumes. Under an agreement with the Government, the company
accelerated the inktroduction of the 37-hour work week at zome of itz
Facilities. Aerospatiale was to compensate the workers for a portion of the

cutback in hours. The Government in turn agreed to provide financlal support
to the company. 3/

Aerospatiale sources note that sipnificant capital improvements have been
made at these plants during 1980-B4. Although total figures are not
available, in 1982, such investments amounted to $200 million. 4/

Improvements have been made in the areas of computer—aided design and
manufacturing, mechanization of production facllities, and in techniques to
handle advanced composite materials. Roboties, however, are currently only
utilized to make wire harnesses for aircraft applications. 5/

Cooperation in eivil as well as military aviation is firmly entrenched
within the French Government, as well as the aercspace industry. However,
French officials state that they are also determined toc preserve rasearch and
development policies that ensure the natien's independence and ecapability in
all areas. B/ Aerospatiale haz developed an extensive network of cooperative
programs and is one of the most active French firms in this area. Some
examples of joint cooperation programs that the French aerospace industry has
been involved with include the Airbus Industrie A300/4310 transpert; the

17 op. eit., Aviation Week and Space Technology, Jan. 27, 1986, p. 3§,
2f Data provide by Aerospatiale officials, June 7, 1985.

3/ "Sales Log Spurs Aerospatiale Cuts,™ Aviation Week & Space Technology,
Jan., 16, 1984, p. 20.

4/ Awistion Week & Space Technology, Aug. 5. 1985.
5/ Data provided by Aercspatizle officials, June 7, 1385.
6/ “"Natiomalization! 1Is That What You Said?", Interavia, June 1982, p. %82.
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Ariane launch vehicle; and the Euromissile line of HOT, Milan, and Roland
missiles. A major portion of these cooperative programs are with West Germany
and cover commercial aireraft satellite apd missile programz. Other programs
joln France with Great Britain, Sweden, Holland, Spaln, and other countries.
However, none of these programs fall within the scope of this study. 1/

The joint production agreement between Aeritalia and Aerospatiale for the
ATR 42 iz the only coocperative agreement involving business or commuter
aircraft. Industry sources indicate that Aerospatiale and heritalia rely on
the French and Italian Sovernments te finance their sales. However, the two
companles are planning to establish a finance subsidiary in the United States
with the participation of American partners.

Government involvement

Tha French Aetospace industry has traditionally been closely depandent an
Government funding and support from diverse Government agencies. Although the
French industry has matured, it continues to receive substantial Government
suppork, not only in the form of study contriaets and orders, but alss with
regard to support of commercial sctivities in the forelpn market. Through a
succession of Governmants, the major policy towards the aercspace sector has
been the promotion of exports. 2/ Two areas of France's aercospace industry
that have received sipgnificant Government backing are the davalopment of
tobotics and new engines, 3/

France is the only Western countey in which a gingle agency or ministry,
the Directorate General of Civil Aviation (DGAC), administers all aspects of
civil avimtion activity, including alreraft manufacturing. The Department of
Givil Aviation Program {DPAC}, a department under the DGAC, is tesponsible for
proposing and implementing Government policy with respect teo civil alrcraft,
ingluding busine=s and comouter aircraft. The DPAC defines Government action
concerning the development, production, sales, and commercial promotion of
aerconautical equipment. 1In addition, this department prepares and negotiates
international apreements that sets the framewark for international cooperation
and financing of aseronautical programs. &/

French Government involvement ls generally directed through the DGAC.
This involvement most often takes the form of Government planning and
gwnership of majer industrial secters. The Government owns important portions
of both commuter and business aircrafi manufacturers. In regard to planning,
the French system is based on consultations among all Goverument departments
and the planning Commission. Although the Government prepares the plan after
consulting with the private sector, the plans are not binding on private
business. However, the Government actlvely promotes the plan's objectives

1/ "Finance Planning More Joint Programs," Aviation Week and ESpace
Technology, HMay 30, 1983, p. B4,

2/ "Under Clouded Ekies,” Interavia, May 1985.

37 "Financial Aid in France Threatened by Economy,”™ Aviation Week and Space

Technology, Sept. &, 1983,
4/ Data provided by the Directorate General of Civil Aviation, May 1985, 184
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through administrative guidance and through the usze of credit, taxation, and
subsidies. 1/

Accelerated depreciation is one form of tax assistance given by most
developed countries, ineluding France. In France, accelerated depreciation is
aimed primarily .at increasing the general level of inwvestment. For a number
of yeary, befare the new Government assumed power in 1981, France's system of
accelerated depreciation was used primacily to promote construction, Aftar a
buiiding was cempleted, a business could depreciate 25 percent of its cost in
the first year. The remaining value of the building was depreciated over the
normal useful life of the asset.

When the new Government came into power in 1981, an invesiment tax
deduction was introduced as an incentive to raise both investment and
employment. The new law permitted a business to deduct 15 percent of its
total 1982 investment in capital goods in 1982, 10 percent in 1%83, and 5
parcent in 1984. To be eligibie for the deduction, firms with fewer than 108
employees must agree to maintain their employment level, and fiems with 100
et loyeas ot more must agree to increase their employment.

In 1983, a new accelerated depreclation lLaw was introduced. Unlike the
old accelerated depreclation law, the new one does not primatily cover
construction, but allows accelerated depreciation of the following assets:

—agzels uged for industrial operations involving the menufacture of
goods, their processing, and the transportation of such goods;
-assgets used for the hendling of goods;

-installationz for the purification of water or air;
~ingtallations to produce stesm, heat, or energy;

-gafety devices;

~installations to provide medical care:

—office furniture with the exception of typewtriters;

—asgets u=zed for scientific or technical research;

—installations used for the storing of goods with the exclusion of
building concerned: and

-hotel buildings and assets used for such buildings. 2/

The French Government also provides a special tax regime for firms to
promote mergers. If 3 merger were to take place under ordinary French tax
principles, the absorbing company would become liakle for a large, immediate
tax liability--the capital gain from revaluing the absorbed company's assets.
T¢ redute this burden and encourage mergers, a special tax system applies for
company tecrganizationg., Because the French Covernment actively enecourages
strong enterprises to take over weak ones in the hapes of saving jobs, this
tax provision is an important part of French industrial policy. Matchmaking
that leads to mergers is caerried out hy the Interministerial Committee on
Industrial Restructucing (CIRI}. CIRI or itz predecessor has been in

1/ U.S. Internztional Trade Cormission, Foreign Industrizl Targeting and its
Effect on U.8, Indusiries Phase TI: The Europesan Community and Member
States: Report to the Subcommittee on Trade, Committee on Ways and Means,
U.S. House of Representatives on Investigation He. 162, USITC, Publication 185
1517, April 1984, p. 44.

2/ Ibid., p. 56.
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existence since 1973 and is currently helping about 140 industrial companies
restructure. 1f

Equity infusions are alsc provided by the Federal Government, as well as
loang, research and development support, and development grants. 2/ The DGAC
and the Ministrcy of Transpact {MOT) are the key agenciez involved in these
assistance programs. The MOT is involwved in both basit asronautical research
and specific aireraft-related prograns. The Office NHationale D' Etudes Et De
Recherches Aerospstlale (ONERA} coordlnates French researcch. Research
facilities of the Ministry of Defense &lsc provide indirect support to
aercspace producers, 3/ However, tha level of crosg-subaidization feom
military to civil programs is extremely difficult to quantify. Members of the
MOT slso are patrt of the Board of Directors of the nationalized producers.

Approximately 93 percent of BED for France's aerospace industry is
controlled by the Government. Between 1570 and 197%, industry sources
estimate that Government aid to the aeronsutical industry excceeded $15 billion
at an average of $1.67 billion per year.

Direct support for civil airersaft programez is also provided by the French
Gavernment. Federal authorizations for the ATRAZ commuter airplane are shown

in the following tabulation (in millions of dollars): 4/

¥Year Authorization
8- ———— 4.6
1982—— - ———— - ——— 45.7
1983 —— e s 30.6
1984 o 53.7
1985 —— - e e 11.1

Avthorlzations for Dassault projects for 1980-B3 are not avallahle. However,
there were no authorizations for the Falcon 500 in 1984 and a $21.5 millionm
authorization in 1985, Exact expenditurez from theze authorizations are not
available,

The French Government also provides funding for 50 to BO percent of
development and production costs in relmbursable loans. 5/ In May 1984, the
Government approved a low-interest loan amounting to 30 percent of the
$300 million development c¢aste of the Falcon 900, &/ Officials of Dassault's
V.8, subsidiacy Falcon Jet indicate, however, that the company did not draw on
thiz loan. ?/ Asrospace industry sources contend that the existance of the

1/ Ikld.., p. 57.

2/ Data provided by Jeff Jackson, U.5, Department of GCormerce, Office of
Aerospace,

3/ Ibid,

4/ 1bid,, and Budget Vote de 1985, Government of France, IT Transport—
Avigtion Civil, 1985.
57 "French Hear Decision on Lean To Dassault For Faleon 9430, Aviation Week

& Space Technolopy, Jat. 16, 1984, o. 20,
£/ "Prench Dassault Negotiate Faleon 900 Loan,™ Aviation Week & Space
Technology, March 26, 1984, p. 23. . 186
1/ Textimony of Frank Wiesekal, president, Falcon Jet Corp., at the United
Stetes International Trade Commission hearing, Aup. 2é, 1985.
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Gavernment loan could have enabled Dassault to obtain commerical loans at
lower-than--normal commerical rates.

The French Compagnie Francaise d' Asgurance au Commerce Exterisur (COFACE}
is an export and insurance company that guarantees national exporters against
losses on their operations in foreign markets., These include insurance for
risks of political changes and credit failure. 1/ Asrospatiale is expected to
rely upon the French Covernment to provide financing assistance. 2/ However,
industrcy sources note that {COFACE) loans are no longer in ¥rench francs hut
in V.5, dellars. This makes them less desirable for purchasers of business
and commuter aircraft. 3/

Japan
Industry profile

Japan's asercspace industry emerged during the 1930's5, and by Werld
War LI, it was one of the world's leaders in the production of military
aireraft. At the end of World War II, however, all research and production of
aircraft were prohibited. Far 7 years, not a single airervaft was produced in
Japan. 1In 19534, the Japanese Defense Agency was established, creating a
demand for militacy aiceraft. During the same year, Japan enacted the
Airceraft Manufacturing Enterprises Law aimed at coordinating alcocraft
production and exempting the industry from Japan's antimonopoly law. Tn 1957,
a joint project betwean the Government and private gector was establlshed to
produce Japan's ficst commuter aireraft, the ¥Y8-11, 'a twin-engine turboprop.
Batween 1961 and 1972, Japan produced 182 of this madel aireraft.

Gurrently, commuter and business alrcraft account for only a small
portion of Japan's aireraft indusziry, with about BO pevcent of Japan's
aireraft production acegunted for by defense purchases., 4/ The growth of
Japan's aesrospace industry has been limited hecause of a constitubional
prohibition on the develgpment of a military establishment and the small size
of its domestic market., 5/ Japanese industry sources assert that they are
operating under s severe handicap compared with U.S. and Buropean producers. &/

Mitsubishi Heavy Tndusktries {MHI) is the only producer of commuter or
buzinesz aireraft in Japan. Mitsubishi Alreraft Intermational (MAT) was a

1/ U.5. International Trade Commission, Foreign Industrial Targeting and Its
Effects on U.5. Industries, Phase II: The European Community and Member
States: BReport to_the Subcommittes on Trade, Committee on Ways and Means,
V.5, House of Hepresentatives, on Tnvestigation Mo, 162, USITS, Publication
1517, April 1584.

2/ Jean-Glaude Trichet, "ATB42 Progress Repock,” Commmter World, May-June
1985, p. 13.

3/ "The Mystere Faleon Family," Interavia, May 1985, p. 486,

4/ Kozo Hirata, ed., Aerogpace Industry in Japan, 1981, p. 3.

5/ "Chance for Real *Take-0ff' Emerges With Rlzing Defense, Civilian
Production,” Industrial Review of Japan, March 1983, p. 74,

&/ Interavia, October 1983, p. 1093, 187
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subsidiary of MHI and operated an assembly plant in San Angelo, TX. 1/

Company officinls state that this arrangement allowed the company to build a
significant dollac content into the final price and to facilitate
demonstration and delivery procedures. Mitsubishi estimated that more than &0
percent of the aircraft’s parts, material, and labor are of U.S. origin.
Turboprops and jets ace built in the United States from airframes manufactured
at MHl's plant in Nagoya, Japen., 2/ In December 1985, the Diamond LI business
jet program was purchased by Beech Alvcraft Corp. Beech will apsemble the
aiveraft in kits provided by Mitsubishi Heavy Industries, and market it
outzlde Japan. MHI announced that the ficm will end production of the Diamond
I, Marquis, and Solitaire, and will discontinue all ganeral aviation
operations outside Japan by March 31, 198s5. 3/

Since the 1960's, when it began selling the MU-2 turboprops {Marquis and
Solitaire), MHL produced 7538 units of which 57 were sold domestically and the
renainder, exported to 26 countries. MHL alzo produced the MU-300 (biamond),
Japan's first corporate jet. Since 1982, MHI exported 78 unfinished units to
ils U.5. facility to be completed. Of those 63 were Diamond I's, 11 Diamond
IA's, and 4 Diamond II's. 4/

Mitsubishi's total production, capacity, and capaclty utilization for
1982 and 1983 are shown in the following tabulation: 5/

1932 1983

Production--- (units)-- _ 782 ) BOO

Capacity-----—do-— 79¢ /30
Capacity utilization

{perc¢ent)—- 88.4 96.4

In 1580, the fiem's production area totaled 106,000 square feet. &/ During
1982-83, production increased by approximately 7 percent. Data are not
currently available for other years.

As of March 1984, MHI employed 6,226 workers at its Wagoya aircraft
manufactucing plant, which produces not anly airecaft, but also space-related
accessories. 7/ Company employment in the United States was shout 300
persons in 1984, with the U.S. payroll at the facility in Texas totaling $10.8
million. B/

1/ Oorit Frenkel, "Flying High: A Case Study of Japanese Industrial Policy"
Journal of Policy Analysis and Manapement, 1984, p. 5.

2/ Report from U,.5. Enbassy, Tokyo, April, 15B5

3/ “Speculation Over, Beech Acquires Mitsubishi Bizjet,* General Aviation
Bews, Dec. %, 1985, p. 1.

4/ "Orlentsl Blz-jet with a Western Accent,™ Alc International, June 1982,
p. 268, and "Jetlese Beech, Jetless Mo More," Aviation Internatlion NHews,
Jan. 1, 1986, p. 3.

5/ Data provided by officials of Mitsublshl Alrcraft International, Inc.

6/ Thid.

3/ Report feom U.S. Ewbassy, Tokyo, April 1985. 188

8/ Production and assembly operatlions at the Texas facility stopped in
Decenber 1985 following the purchase of the Diamond II program by Beech
Aireraft Corp.
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MHL had an investment plan of $16.4 million for ajireraft production
equipmenl at its Wagoya aircraft manufacturing plant, which was completed in
June 1985, Data regarding capital investment at the Texas assembly facility
are not currently avallahle,

ln the mid-1960's, Japan's aircraft industry was tacgeted for devalopment
along with steel, autos, and sther industries, which were thought to be
esgential to Japan's economis and national security. The Government developed
g plan calling for a series of joint ventures with U.8. and Bucopean aerocspace
firmse in order to acquire technology, to improve accesgs to searce mwaterial,
and to widen their access to foreign markets., Some of the joint ventures that
Japan has entered into include the following: 1/

Yaur Type af alrcraft Fereign partner
1958--- --- - ---- .- ¥E8-11, commercial aircrafbt—— United States,
1978- o — eme FBTe o e Do.
1979 - - ———-—— RJ-500 engine for 150 Great Britain,

pagsenger aireraft,

Only one of these aircraft, the ¥8-11, was utilized for commuter airline use.

Japan is thought to lap behind foreign aircraft manufacturers in
technology for several reagsons: the 7-year period between 1945 and 1952, when
all aireraft production ceased; the pattern of building aircraft under jeint
licanze agreements instead of developing indigenous designs; and the
inadequacy of R&D facilities and capabilities. Exact figuces on industry
Ttesearch and development. expenditures are not currently available.

Horth America is overwhelwingly Japan's largest market for all models of
Mitsubishit*s buginess alirceraft, with 84 parcent of total exports being shipped
toa that area a5 of December 31, 1984 (table F-7)., FRucrope and South America
were also very important markets in this period.

1/ orit Frenkel, “Flying High: A Case Study of Japanese Industrial Policy,”
Journal of Policy Analysis and Management, 1984, pp. 8-12.
' ' ' 189
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Table F-7.--Humber of Mitsubighi'z expurts of business aircraft.hy Lypes
Ind raglong, aeg of Dee. 31, 1984

Region ; Marquige ; Solitalre : Diamond
Worth Amerieca---—-———: 2B8 ' S92 : &0
BEUrspe— - - eem ¢ 23 1 _ 12 ' ' ' 8
Asia- — -t 0 1: ]
Middle East-—r——n=== o - 1: 1
Afriega- -y £ 3 &
Central/South : : H
Americg- - crer—mee-: 3l 26 1
Ceeania--——-———————— : T : 2 : 1
Total--- -——————- : 35 : _ aiz Il

Source: Interavia, October 19583, p. 1004,

Government invalwvemant

The Ministry of International Trade and Industry, which is responsible
for getting Japanese industrial policles, hae selected aerospace as a
strategic industry for long-term economic development. 1/ The Japanese
Government views the alreraft industey ss being impartant because of the
ramifications it has for other hlgh-technology sectors. Within HITI the
Machinery and Infermation Industriss Bureau is charged with developing
strategies for promoting "knowledge-intensive industiries.” Within that
Bureau, the Alrcraft and Ordinance Division is responsibile for planning
strategy for the alreraft lndustry. Varlous consultative hodies link the
Government with the private sector. j : '

Joint preecommercial activities, such as research and testing, have been
instrumental in exploring new technologies, developing prototypes, and in
perfecting processing techniques. The Government has been involved in several
Joint commercial programs starting with the Wihon Aircraft Manufacturing Co.
in 1959 {whlch produced the ¥E-1I}, which served as a prototype for joint
public-private participation and aircraft deveiopment programs such as the
Civil Transport Development Carporation (CTDC) and the Englinesring Research
Assoclation for Aerc-Jet Engines (ERAEE). 2/

Direct Covernment financisl assiztance to the Japanese aevogpace industry
takes the form of both grants and loans or “hojokin.”™ Hojokin is translated

as “subzidy,™ but actually is zero-interest financial assistance to be repaid

once a program becomes profitable. There is also a direct ald program in
which the industry receives a cotmmission payment from a Goverrment agency for

Long- tarm RAD projects. Under this arrangement, no payback iz required,
except for a uger fee. Mo Government financing is provided ance commercial
production begins. Government assistance, however, has been concentrated in

1/ Orit Frenkel, "Flying High: A Case Study of Japanase Industrial Policy,”
Journal of Paolley fnalyeis and Management, 1984. 180
2/ 0.8, Department of Commerce, Intacnatlonal Trade Administratlon, Japanese
Industrial Policiss and the Development of High- Tachnnlngy Industrlaes:

Compukters and Ajrvcraft, Febriacy 1983, pp. 28-33,
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large transport aiveraft and engines., Data provided by the United States
Trade Representative indicate that neither production not development
subsidies for general aviation alceraft is currently provided in Japan.
Japanese industry sources conficm that “no financial support or indirect
subsidies are received from WITI or Japanese-owned banks." 1/

Export credits for aireraft are granted in the form of loans from the
Exim Bank of Japan and private bank lcans, which cover a maxiwam of 85 percent
uf the teotal export price. The Exim Bank loans account for about &0 percent
of the tolal loans, and these are repayable in 5 years at an 8.3-percent
annual intecest rate in accordance with OECDH guldelines., MEI has recelved
loans from both the Eximbank of Japan and the Japan Development Bank.
However, the loans cammol be traced sclely to business aircraft since MHL is
diversified into many areas including shiphuilding, power-generating equipment
and engineering. There is no established program for exparting complete
aireraft, zince no such demand exists at present. 2/

HITI has recently made the decision to gend a high level Govermment
working group to China to study the joint design and development of a 30-40
passenger comuler alreraft. The Government expects development costs to
total $297 million to $396 million, with approximately #00 aireraft to be
produced by production lines in both countries. The project is to be
completed by the end of 19B6. 3/

Brazil

Industry profile

Empresa Brazilia de Aercnautica §.A, {Ewbraer) is the only Brazilian
-mamafacturer of general aviatlon alrcraft. The administrative offices, as
weell as facilities for research and development, engineering, and productioan,
for Embraer's turboprep airerafi. are located at San Jose dos Cswpos, Brazidl.
Nelva 3.A., Embraer’s whally owned subsidiary, is located in Botucatu and
produces light piston general aviation aircraft for domestic use only under a
1874 induatrial cooperative agreement with Piper aircraft. 4/

Embraer has engaged In a variety of civil and militacy programs in the
past 15 years, demonstrating increasing tectmological capabilities and
achieving considerable gsucecess in the ewport warket. In particular, Embraer
dezighed an inexpensive, fuel-efficlent turboprop {(the Bandeirante) for the
commuter market, taking advantage of market opportunities for turboprops -
following the oil erisis in 1973, 5/ Although Embraer has emerged rather
rapidly as a cowmpetitor in the lnternational aircraft industcy, Brazil has a

1/ Correspondence from Mitsubishi Aireraft International, July 1985.

2/ Ibid., April 1985.

3/ "Japan, China Consider Development of Wew Commuter Transport,"” Aviaticon
Week & Space Technology, Dec. 2, 1985, p. 33,

4f Reporct from U.3, Embassy, Sac Paulo, February 1983.

5/ "Bandeirante: Embraer's Wew Commuter,”™ Flight Intermational, July 30,
1983, p. 254.
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long history of aireraft design and manufacturing. 1/ Before Embraer was
founded in 1969, several efforts wers made to create a Brazilian aeronautical
industry. Most of the series aireraft produced in Brazil during the 1938'sz
and 1950's were trainers for milltary and civil applicationz. 1In 1941,
however, the Brazilian Government established the Minlstry of Aeronautics to
agsume ragponsibility for both eivil mergnautics and the Brazilian Air

Force, 1In 1946, the Ministry of Aeronautics cremted the Aeronauticss Technical
Center (CTA} and ite associated engineering schogl, the Instituts Technologico
de Aeronautica {ITA}. OCTA worked on designs for several conventional Planes,
that were largely unsuccessful during 1ts early years. It was not until 1965

that a prototype of the Bandeirante was begun, dezigned to provide an
altarnative to the larvger jets., 2/

Enbraer currently produces three alreraft for business and commiter use,
the Bandeirante, Brazilia, and the Xingus. The basic version of the
Bandeirante is a twin—turboprop, 18-passenger commuter plane that costs
approximately $1.9 million. The Pandeirante entered into service in the
United States in 1979, 3/ Company officisls indicate that in 1985, there were
450 Bandeicrante in opervatlon in 28 countries. 4/ Embraer haz invested heavily
in developing a new 30-passenger, pressurized commuter plane, the Brazilia,
which selis for $4.7 miilion. All of the Brazilla's airfrsme is built at the
San Jose dez Campos facktary. About 40 to 45 percent of its value is made in
Brazil, and the engines, avionies, undercarrlage, hydraulics are imported.
Exbhracr hopes to capture 30 percent of the market for 30 to A0 zeats with the
Brazilia. 5/ In July 1985, when it received FAA certification, Embraer held
45 fivm grdecs and paid optlons to another 111 Brazilia alrceraft. 6/ The
alrcraft was first delivered to V.3, customers in August 1985. Tha Xingu, an
eight-passenger business turboprop, entered inte productiom in 1979. It was
Enbraerc's first ventura into the pressurized field but was not vary
successful. Only about 110 were sold and, as of April 1985, production on
Xingu had slowed considerably. The company was still willlng to aceept orders
but is contemplating closing the production line. 7/ :

Az of February 1985, more than 450 Barideirsntes had been built. The
production rvate at that time was four Bandelrante per month. 8/ Embraer
officials indicate that production has declined te 1 par month by September
1985, Accordlng to talkle F-8, total production declined by B% percent, from
71 in 1980 to 10 in 1684, Productlion of the Banderelote avcounted for 73
parcent of the Embraer’s total aireraft manufacture in 1980 and 90 percent in
1984, However, actual delivery of this aircraft fell from 52 in 1980 to 9 in

1984, as production slowed in anticipation of the startup of the new

"1/ Richard W. Moxon, Thomas W. Roehl, and J. Frederick Truitt, Univercity of
Washington, Tmecging Scucces of Forelgn Competitions in the Gommercial
Aircraft Mapufacturing TIndustry, June 1985,

2/ David Godfrey, "Embraer Sets A Course tgq Diversity," Commuter Air,
Fabruary 1985, p. 28.

3/ Richard ¥, Moxon, Thomaz W. Roehl and J. Frederick Trulttb, op. cit.

4/ Report from U.S. Embassy, Sac Peulo, April 1985.

5/ Embreer Mewg, February 1985.

6/ "Bragilia: Enbraer's New Commuter,™ Flight International, July 30, 1985,

7/ Aviation Week & Space Technology, July 15, 1985, p. 27. 192

8/ David Godfeey, "Enbraer Seks A Course te Diversity,”™ Commuter Air,
Fabhruarvy 1985,
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Brazilia production line. Production capacity for the Bandeirante is
approximately 24 units per year, but company officials lndicate that it could
be increased if demand should warvant it. 1/ During this same period,
production of the Xingu dropped from 19 alreraft in 1980 to 1 in 1984.

Table F-2.—--Ewmbraer: Production of aircraft, by types, 1/ 1580-84

Type ., 1980 "~ 1981 o 1982 © 1983 ) 1984
Bandelirante-- - ——: 52 : a7 34 19 0
Xingu-- - -----——1 19 : 13 : 10 - 3 1

Total-- ---—: 71 70 : a4 1 22 10

1/ Turing 1980-84, production from Embraer's wholly owned subsidary Weiwva,
which includes 6 linee of aireraft, totaled 469 alrcraft.,

Source: Report from U.5. Embassy, Sao Paulo, April 1885.

Data on production of the Brazilia is not currently available. Howsver,
the first production unit of the Brazilia was delivered in August 1985. The
initial production rate will be twe aircraft per month, increaszing to three
par month by mid-198&. 2/

The following tabuilation shows Embraer*s tatal workforze from 1980
through 1984. Employment troge by over 28 percent, from 5,957 in 1980 to 7,645
in 1984, as shcown inthe following tabulation:

Year Total employens
19803~ -—= 5,957
1981l————-—- 5,414
1982 - ——— 6,732
1983 -~ 6,877
19B4- - 7,645

It is estimated that approximately 50 percent of the firm's total emplayees
work in production of commuter or business aircraft and one-quarter of the

company's workEorce is employed in the engineering department. 3/ Enbraer had
" a total of 7,800 employees as of June 1985. &/

Embraer has a wholly--owned U.8,. subsidiary, Erbraer Airercaft Corp. (EAC),
in Fort Lauderdale, Fl. This faeility has a congtruction area of 9,000 square
feet, with a work force of approximately 55 persons, U.5. techniecal support
af Brazilian-built aireraft, including spare parts sales, are conducted from
this facility. Training of pilots and mechanics for U.5. operators is alszo

1/ 1bid. -

27 Data provided by Embraer officials, Aupust 1985. _ 183
3/ Report from U.S. Enbassy, Sao Paulo, April 1985,

4/ Data provided by Epmbraer officials, August 1985,
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done by BAC. Since 1980, EAC haz inveoted $2.6 million in real and personal
property in the United States, The firm is currently initiating an #$11
miilion expansion of this U.S5. facility, 1/ _ _ :

Embraer has been able Lo deaw upon a steadily expanding pool of
aeronautical experts from the ITA and the state of San Paulo, which
containa Brazil's lacrgest pool of skilled laber. 2/ Production persomnel were
eriginally acquired from the metalworking industry, but Embraer, which states
that the firm spends more on trailning than mest ailreraft mamufacturers,
tralned most of them. Approximately 1B percent of Embraer's workforee is
college educated, and the average employes 1z 34 years old., 3/

The average wages for Embraer's production workers in 1984 were approxi-
mately $210 to $240 per month; such wages are based on a AB-hour week. 4/
Although labor costs are lower for Brazil than for Europe or HMorth America,
Brazilian officials indicate that this advantage iz dlminished because of
Lower productivity and high social obligations imposed ot the industry. 5/

The fullowing tabulation indicates that Embraer's capital expenditures
for land, building, and equipment, increased by 85 percent, from ¥45 million
in 1980 to $B4 million in 1984, &/

Capital expenditures

Yoar {1,000 dollars)
1980~ o ——ommme 45,460
1981 - - - 60,590
1982 1¢,002
TAB I o e e 56,261
1984 o e B3,B20

The largest increase in capital expenditures gcecurred between 1983 and 19R4,
when they rvose by almost 50 percent. This was primarily due to construction
.of new production faecilities for Embraer's military program and the Brazilia.
Additionally, the installation of high-technology, U.S5.-built machine tools
accurred in late 1984, .

According to the following tabulation, research and development
expenditures by Embraetr increased by 220 percent, from $15 willion in 1980 to
$49 million in 1984. 7/

1/ Embraer submission, Get. 25, 1985,

2/ David Godfrey, "Ewbracer Sets a Course To Diversity." Commuter Air,
February 1985, p. 38,

3/ Embraer submiasion, OGet. 25, 1985,

4/ Exact figures for the 5-year period are not available.

5/ “Brazilia, The Capital Commuter,”™ Alr Intermational, Novembar 1983, p.
218.

6/ A separate data breakdown for cormmuter and business aireraft is not
available. Report from U.S5. Eunbassy, Sao Paulo, Aprll 1985.

7/ Embraer Annual Repart, 1984,
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Yedr Research and development
(1,000 dollars)
1980- e 15,256
1981 - —— e e 31,501
1982 - —— e 21,120
1983 oo 29,697
1984~ - e e 48,769

In 19884, research and devalopment costs for the Bandeirante totaled $9 millien,
and #16 millich was spent on the Brazilia. 1/ Totzl development costs for the
Brazilia have been close to $300 million. According to Brazilian industry
officials, Embraer ic in the procesz of aseszing new projects that weuld
requice significant investments, including an improved version of the
Bandeirante, 2/

Embraer's Lotal sales rose from %172 million in 1980 to $182 milliom in
1984, Het income for the firm totaled $1.3 wmillion ln 1982, The fivm's
profitability has declined annually since 1982, with net income falling to
$1.1 million in 1983 and #1.0 million in 1984, 3/

In August 1974, Embraer signed an agreement for industrial cooperation
with Piper Alvcraft Corp. providing for licensed manufacturing of general
aviation alreraft in Brazil. By 1976, Enbraer was producing four different
single-engine and two-englne piston-powered modals types. Embraer currently
produces aix models for general aviation use at its subsidiary, Helva, S. 4. &/
The firm is also presently involved with Short Brothers PLC, of Horthern
Ireland, in the production of a trainer aircraft to be used by the British
Boyal Air Foree. This cooperative venture began in 1984. Embraer is also
engaged in manufacturing & fighter aiccraft (AM-X Strike Fighter) with
Aerilalia of Italy.

Government involvement

The Brazilian Govetrmment has strongly supported the development of an
imdigenous airceraft for throee reasons--to achieve an independent natiomal
defense capability, to encourage the upgrading of the countroy's independent
technological capabilities, and to improve the balance of payments. Brazil
has emphazized the development of independent alccratt programsz rather than
licensing the designs of existing planes. The CTA has alszo encouraged the
local manufacture of aiceraft parts and materials. 54

The Presidential decree that established Embraer in 1%£9 bestowed several
privileges on the aircraft company. First, all apgencies divectly ar
indirectly owned by the Brazilian Govermment were to give priority to the use
of production er services offered by Embraer. Secondly, it exempted Embraer
from paying taxes and duties on imports of taw materlals, parts, components
and equipment. Thirdly, & fiscal incentive scheme was set up to attract

i/ Embraer Annual Report, 1984. 195
2/ Repcort from U.5. Embassy, S5ao Paule, April 1985.
37 1bid,

4/ General Tnformation Brazilian Aeronautical Industcy, 1984,
53/ Richard Moxon, Thomas W. Roehl, and J. Fredecick Trultt, op. cit.
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private capital te¢ the Ermbraer venture. Under this plan, Brazilian
corporations could invast up to 1 percent of the income tax they owed o the
Federal Government each year in Embraer shares. This scheme was Initally set
up for a 5-year pericd ending in 1975 but was extended until 1985. 1/ The
fiscal incentive scheme reportedly has yielded Ewbraer significant amounts of
low-cozt capltal, equaling $20 million annually. 2/ The combpany has alzo
benefitted from an over-rebate of the Industrial Product Tax. 3/

Through a divestiture scheme, the Government's tatal share of equity was
reduced from 82 percent to less than 6 percent by the end of 1984, A/ The
Government's sghare of voting stock has also decreased, from 57 percent in 1969
to 54 percent in 1984. Although private investors are rapresented on the
board of directors, the Government must approve major decisions. 5/

The Ministry of Aeronauties iz in charge of all civil and military
aviation in Brazil, controlling both the Alr Force, eivil aviation
authorities, and Government-cwned alreraft manufacturers. &/ Military sales
are impeortant to Embraer, as almost 25 percent of the ovders for the Brazilia
are for militacy customers. 7/ Defense orders allow development mnd
production costs to be spread over a greater productlon volume and allows
lower costs. The Alr Ministry also assists in aeronautical reseacch. 8/

The Government of Brazil is also involved in research and development for
the aerospace industry, and has been even bafore the founding of Embraer. In
1954 a nuwber of aerospace engineers were trained at government expense at the
the Aercapace Research Center (CTA). 8/ The Government-run CTA today is a
miltifaceted company divided into four majeor lustitutes, The Technical
Aeronautical Imstitute (ITA} is hasically an aeronautical engineering
university; the Research and Development Institute (IPD) peiforme research and
ghares itz results with both Government-owned and private companies; the
Institute for Space Activities conducts research similar to the U.3. Matlonal
Aeronautics and Space Administration: snd the Institute for Imdustrial
Coordination and Growth (IFL) works to stimulate the aerospace industry. 10/
Embraer is ¥nown to work closely with the ITA and IPD, however, theic
ralationship with the IFI is not awvailable,

1/ Bavi Rammurti, "Ewmbraer," Harwvard Business School, 19382,

2/ Beport from U.S5. Embessy, Sao Psulo, April 1985.

3/ Richard HMoxon, Thomas W. Roehl, and J. Prederick Truitt, op. cit.

4/ GCeneral Information Brazdliasn Aerensutical Tndustey, 1984,

5/ Richard W. Moxon, Thomas W. Roehl, and J. Frederick Truitt, op. cit.

6/ Ibid. '

7/ David Veluplllai, "Brazilla: Embraer’s Wew Commuter,"™ Flight
Internationsl, July 306, 1983, p. 255

8/ James Bauchspies and William E. Simpson, Research and Technology Program
Perspectives For General Aviatlon and Commmter Aircraft, September 1982.

4/ 0,5, Internatlional Trade Commiszion, Foreign Industrial Targeting and Tis
Effects on U.S. Industries, Phase I1I: Brazil, Canada, The Bepublic of Kores,
Mexico, and Taiwan, Bepart to tha Subcommittese on Trade, Committee on Ways and
Meane, U.5, House of Representaitives, . . ., Publication 1632, January 1985,

10/ John Hoyt Williams, “Aerospace Booms in Brazil," Alr Force Magagzine, June
198%, o, 117, 196
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The Brazilian Government is also involved in both export prometion and
financing. The Government of Brazil iz involwved mainly in promoting
industrial exports through the BEFIEX program. One of the main objectives of
the BEFLEX program is “to make use of the potentialities set hy the
government’s economic policies.” Export financing is conducted through the
Gentral Bank of Brazil (Banco d¢ Brazil). Through an expart-financing fund
(Finex), this organization provides 1.8, dollar financing either directly
through the Banco do Brazll or indirectly through private banks. Finex also
funde overseas promoticnal and marketing activities, including defraying some
of the costs of advertising, participation in trade fairs, and foreign-market
raseareh. 1/ The Brazilian government has provided export fineancing in the
vange of 7.5 to 10 percent for the Bandelrante; the Government alse provides
low—-cnst financing for production, grants tax credits to stockholders, as well
as for exports and foreign profits; and provides rasearch and development
funding. 2/ '

Hetherlands

Industry prefile

Fokker BV in Amsterdam is the only Dutch aireraft manufacturer. Tt is a
privately cwned company in which the Government holds no finsncial interest.
Fokker's production line of eommuter aiceraft includes the Fokker ¥-27 and the
Fokker F-28. The Fokker F-17, a 50-zeal turhboprop daiccraft, has been produced
glnce 1956 in eight different confipuratioms, including both civilian and
military versions. This aireraft is gradually being phased out of
produstlion. The Fokker F-28 has been produced since 1969. This turbofan
aircraft seats §5 to 85 passengers.

The Fokker-50, a modernized version of the F-27, haz recently been
launched with the first alroraft slated for delivery in lata 1986 or early
1987. 3/ The plane will be priced at about $7 nillion compared with $6.0
million to $6.5 million for the most advanced F-27'z. 4/ The breakeven level
for the Fokker 50 iz likely to be in the range of 125 to 250 aireraflk, mince
it ie a derivative aircraft. As of the end of August 1985, the compsny had
recelved 32 £irm orders for the wodel. 5/ The company also recently launched
the Fokker-100. This plane, heing developed as a modernized version of the
F-28, will carry 100 passenger on mediumhaul routes. Company officials
indicate that the F-100 will sell for approximately $14 million, wlth initial
deliveries beginning in mid-1987. Fokker has estimated a market for 300
F-i00's at an initial productlion rate of 36 per year. 6/ Even though the

1/ U.5. International Trade Commission, Foreign Industrial Targeting and Tis
Effectz on U.S. Indugiries, Phase YIY: Brazll, Canada, Yhe Republic of Kores,

¥Yexico, and Taiwan, Report to the Subcommittee on Trade, Committee on Ways and
Means . . ., Pub, 1632, Januacy 1985.

2/ General Information Brazilian Aeromautical Industry, 1984,

3/ Bepoert frem U.5. Buwbassy, The Hague, April 1985,

4/ "Fokker 50 and 100 Programs Entail $350 Million Development,”
Comuuter/Regional Alrline News, Jan. 30, 1984, 197

S/ Aviation Week & Space Techhology, Aug. 26, 1985,

6/ Michsal Feazel, "Fokker Improves Transport Design Based on Launch
Customer Demand,”™ Aviation Week & Space Technolopy, Sept. 1§, 1985, p. 45.
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F-100 ip B successar to the F-28, company officlals indicate that production
of the F-28 wlll continue ag long as thers ie suffleient demand. 1/

Production of civil airereft remained celatively steady during 1980-81 at
34 aireraft but dropped by 82 percent, to 28 aircraft, 1in 1984 {table ¥-9).
Although original production plans called for 16 aircraft to be manufactured,
only i1 F-2?'8 wers produced in 1984, PFroduction of the P-28 rewnlned fairly
congtant during 1980-84, excepl for a decline from 1% alreraft in 1981 to 10
in 19382, Owverall company capacity utiliration ranged from a high of 72
pereent in 1980 and 13981 o a low of 55 percent in 1982,

Table F-9.--Civil sireraft: Faokker's production and capacity utilizatlon,
by types, 1980-84

Ltem . l9se | 1981 0 1982 | 1983 D 1984

Production: : : : : :
¥ o number—: 15 : 15 : 16 1 13 11
F-28----  ----—vron do-—--—: 19 19 10 : 19 17
Total-- --——-do--—— : 14 34 26 3z : 28

Capacity: i : : i :
F-2F—- v v—mr o ———dg— -1 23 : 23 : 23 23 . 23
F-28— - do—- - - 24 : 24 : 24 : 24 : 24
Total- -l 47 : AT 47 = 47 A7

Capacity utilization: : : : S :
F-27--——— - ————percent--: 65 65 : 710 : 57 : 48
F-28 {percentage}--dp----: 56 56 AR : 79 Il
Average --————-—dtp-- -1 12 : 72 : 55 : 6B : 60

Source: Raport from U.5. Embassy, The Hague, April 19A5.

Tha total number of workergz engaged in alroraft production at Fokker
reached a pesk of 9,706 in 1981 and then declined annually to 8,000 workers in
1984 (table F-10). The nuwber of production workers for the ¥-27 climbed from
1,680 to 2,500 in 1932, or by 48 percent, before dropping to 1,500 in 1983.
Employment remained steady through 1984.

198

1/ 1Ibid.
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Takle F-10.- Fmployment by Fokker, by types of aiccraft, 1980-84

Type © 1980 1981 1982 1983 " 1984
F-2f- o weoeesor 1,680 ;0 1,900 ;2,500 : 1,500 : 1,500
W28 e 2,216 3 2,427 3 2,3B1 : 2,100 : 2,000
Tetal--- —--- = — . - -1 8,862 9,708 : a,5271 : H,398 : 8,000

Source: TReport from U.S. Embaszsy, The Hague. April 1985.

As shown in the following tabulation, total wage cosls for Fokker fell
from $202 million in 1980 to $£146 million in 1984, or by 28 percent. Company
officials attribute this decrease to the rise in the value of the dollar
compared te the value of the guilder. Hourly wages fell by 22 percent during
this perloed, as shown in the following tabulation:

1980 1881 1932 1983 1984

Total wage costs (in
millions of dollars- - 202 179 193 163 146
Hourly wages---{dollarsl-- 7.96 6.53 &£.78 6.51 5.93

Capital expenditures followed an irregular pattern between 1480 and 1984
{table ¥ 11}. Tuo 1982, capital expenditures reached a peak of approximately
$25.1 million and then dropped by 42 percent, to $9.5 million, in 1983. The
following year, such capital outlays climbed by 45 percent, to $15.7 million.

Table F-11.--Foakker's capltal expenditures, by types, 1981-B4 L/

{In thousends of dollars)

1981 | 1982 | 1983 T 1984

Land and buildings—----——-——c 1 —mrmme 9,392 ; 23,817 : 2,716 ¢ 3,669
#Machinery and equipment---- —-—--——----: 2,998 1 5,408 1,111 : 1,634
Other fixed assets-- --———-———————. §,424 : 7,343 3,632 ; 5,038
Private hougeg- - v - vmmrme s ma e 91 : i - a3
Fixed assets under construction- - - -3 2,805 : 11,757 : 2,047 : 5,287
Unused land- -~ == —r == co e cmeemo _ 205 - — N

Tebkal--—— - — o ——— ¢ 3,711t 25,101 : 9,506 ; 15,711

1/ Fiﬁﬁres for 1980 are not available.

Source: Report from 0.8, Embassy, The Hague, April 1985.

Rescarch and development expenditures totaled $24.7 willion in 1980 andlB9
£20.0 million in 1981 (table F-12). These ewpenditures then almost quadrupled
from $26 .0 million in 1982 to $94.5 million in 1984, Company afficlals
indicated that about &0 percent of Fokker's total R&D expenditures
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(Government-subsidized and nonsubsidized)} have been devoted to the Folkker 100
program since 1982, with about 20 percent being allocated to tha F-50
program. The remainder were dedicated tao other ventures in the militsry and
Space area.

Table F-12.--Fokker's research and develapment expenditures, 1980-B4

{In_thousands of dollars)
" 1980 1981 © 1es2 ' 1983 1984

Fokker R&D-- - -- —— —- -—— -3 12,557 : 9,990 : 12,922 : 13,8£8 - 12,337
Government assisted BED- --: 12,000 : 10,000 : 13,000 : 14,000 : 82,200
Total-- - e e~y 24 257 : 19,990 : 25,992 : 27,868 ; 94,537

Source: Report from U.S. Embasay, The Hague, April 1985,

Fokker's total sales were irregular between 1980 and 1984, Sales fell
elightly (5 percent) between 1980 and 1983 and theh rosge Lo a high of
£538 million in 1983, Between 1983 and 1984, hawever, tatal turnover rose by
2 percent, to $487 million. Sales under the F-27 and F-28B programs accounted
for between 82 and 85 percent of total tucnover ducing 1980-84, Data alsc
indicate that FoKkar repotrted a loss of $4 million in 1982 as a result of
interest charges on financing lacge inventories caused by delayed or canceled
aircraft orders. Fokker's finaneial status improved, however, in 1984 with &
prafit of $£7.3 million.

Fokker supplies the wings to Short Brothersg of Warthern Ireland for the
varicus Shorts 330 medels and the 360. The development costs of the Fokker
100 are in faect being covered under a rigk-sharing agreement with Short
Brothers, the Belfast-based commuter aireraft menufacturer. Shorts is
investing %43 million in designing, developing, and produeing the model 100
wing. 1/ MBB, of HWest Germany, also builds the fuselage, harcel sections,
rear fuszelage, and tail for the ¥-28. %/ Fokker iz also involved in the
Airbus consartium through the production of moving parte far the A300 and A3LO0
wings. Fokker receives funds from the Government for the development of these
components. The firm is alsc a menber of the trans-Atlantic industrial F-1la
consortium. Tt provides mldfuselages, wing part sets, maln landing gear doors
and carbon fiber tail parts for the F-16 to assembly lines in Belgium and the
United States. 3/

-_i}n;ﬁaw Fokker Airlines Get Government Green Light,” Interavia, May 1983, p-
411.

2/ U.2. International Trade Commizsion, Assessment of the Effects of Barter
and Countertrade Transactions on U.S., Industries, Publication 176¢6, October
1985,

3/ Beport from the D.S. Embassy, The Hague, April 1985. 0




201

Government involvemant

¥okker receives interest- free loans and credit guarantees from the
Govaernment under a "rotating fund” arrangement.. 1/ The rotating fund was set
up during the 1960's as part of the financing package for the F-27 and F-28.
Accarding to this scheme, Fokker countributes royalties on sales of aircraft
after the breakeven peint has been reached. The Governmment of the NHetherlands
had received no royalties on sales of the F-2B as of April 1985. During
1983 85, the Dutch Goverament hag provided about 900 million guilders (US$280
million} in development Funds fac Fokker, consizting of a credit guarantee of
$£140 million and an interest—free loan of $140 million. This will aid in
financing the development of the Fokker 50 and 10%, which together will cost
about %312 willion. 2/ 1In February 1988 it was announced that Fokker will
receive another $36.8 million to finsnce development of its Fokker 50 and 100
aircraft. 3/

The Hetherlands Agency for Aercspace Programs (HIVE) was established in
1946 to oversee Government policy for the aerospace industyy. The agency is
governed by a board of 14 members eonsisting of representative from
Government, industry, the research community, and purchasers of aeraspace
equipment. The HIVE's major responsibility is to advise the Government on the
feasibility of new praject proposals. The agency administers Government Efunds
and collects royalties on sales, a portion of which are relnvested. The NIVE
has been involwed with both the F-27 and the F-28. Recently the NIVE reviewed
proposals for the F-50 and 100 and 1z reportedly planning for new technology
programs to support these aircraft. 4/ BRegarding expoct promotion, the
Goveranment of the ¥etherlands provided subpidies for part of the company's
participation in trade shows during 1980-82. These subsidies ended in 1983,
however, after a change of Government. Like many other developed countrias,
Dutch embassies in third markets also provide marketing assistance. 5/ Public
data tregacding Duteh Government financing assistance for Fokker aircraft are
not available. The Central Bank of the Wetherlands {de Nederlandsche Bank)
reportedly provide partial financing for aireraft purchasers in dubtch guilders
rather than U.8. dollars.  Industry sources note that this allows thesze loans
to be at lower interest rates than available from commercial banks.

1/ Ibid.

2/ 1bid., and “"Making Foklker a Force to Be Reckoned With," Interavia,
gctober 1945, p. Ll163. Fokker will contribute $32 million, and MBE of West
Germany will provide 27 percent of the financing in the form of loans and
gudrantees, The 394 million dollars' worth of development costs can be
itemized as followa:

35 percent - development of the Fokker 50;
41 percent — development of the Fokker 100; and
24 percent — tooling snd producing preparation.

A/ "Rews [HMgest,™ Aviation Week & Space Technwlogy, Feb. 10, 1986, p. 34,
4/ "Promoting Aetospace in Holland,"™ Interavia, April 1984, p. 387.

5/ "Governments*® Attitudes on Exparts Vary,™ Aviation Week & Space
Technology, Sept. 3, 1984, p. 113.
201
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Spain
Industey profile

The Spanish aerospace industry is invelved in almost every aspect of
aviation, tncluding building airfrsmes, engines, equipment, and selected
spacecraft components. Spanish aviation can be gegmented into domestic and
foreign contract military maintenance programs, the design and manufacture of
Spanish aircraft, and participation in international cooperative programs,

The major producer of aircraft in Spain has historically been
Construciones Aeronautics SA (CASA). CASA, founded in 1923 as a3 licenszed
manufacturer of French and German aireraft for the Spanish Alr Foree, arrived
al a position of wvirtusl dotninanece over the Spanish aerospace industry when it
merged under Government auspices in 1972 with Hispano Aviacion and ENMASA.
Acronautica Industrial 54 (AIBA} iz the enly other aircraft manufacturer in
Spain. It doez not at present produce any aireraft, but relies instead on
subcontracis and maintenance. YThe remainder of the industrey iz divided
between equipment companies specializing in electronics and subcontractors
producing components. 1/

Approximately 71.6 percent of CASA's share ¢apital is held by the State
holding company, Instituto Nacional de Industria (INI), 2/ INL is a
quasi-Government body founded in 1941 to promote and finance the establishment
and development of Spanish industries. Spanish Government officials indicate
that INI is principally regponsible for the efficient management of the
companies in which it kolds a shace. Approximately 13 percent is held by the

V.5, aerospace manufacturer, Mortheoup, and 11 petrcent, by the West German firm
MBB. 3/

CASA is presently one of Western Europe's largest aerospace cnmpani&s..
1t most successful civilian aircraft has been the C-212 (Aviocar). The G-212

iz a high-wing twin turboprop with STOL capability, powered by two turbine
engines. This plane is a light transport designed to seat between 26 and 28
passengers. Since its intcoduction in 1971, there have been repeated updates
of the C-212 including aver 12 special mwmilitary versiens. Company soutces
state that the C-212 has been zold to 34 airlines and povernments since its
introduction in 1571, There were 34 sircraft flown by operators in mid

1985. 4/ ’

CASA operates four major production facilities, lacated in Madrid (Getafe
and Ajalvir), Seville {Tablaca, San Pablo) and Cadiz. However, aireraft
assembly takes place in only Madrid and Seville. The Cadize facility serves
as a major machine shop and parts subassenbly operation.

1/ Report from the U.S. Embassy, Madrid, May 1984,

2/ "The Spanish Aerospace Industry - A Will to Win Through Co-operation,™
Interavia, February 1983, pp. 1346-140,

3/ Anthony Vandyk, "Harket-Wise Casa Links Future to Burgeoning Commutars,™
Commter Air, June 1982.

4/ Data provided by CASA officials, June 3, 1985.
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Employment at CASA increased annually during 1980-83 (table F-13). In
1983, the number of persoms employed totaled 9,836, repcesenting a 1%-percent
increase over the 1980 figure. Wages paid increased annually from 10,015
million pesetas (US$97.5 million) in 1980 to 19,487 million pesetss (US$122.8
millien} in 1983, Data are not available regarding employment and wages paid
in 1484. :

Table F-13.- -CASA's employment and wages, 1380-83

Item : 1980 . 1681 . 1982 j 1983
Empleyment--- - - =~ — — -2 8,210 : 8,896 : 9,622 : 49,836
Wages paid : H : . :

million pegetas--: 15,015 12,574 ; 15,964 : 19,487
Wage=z paid : : : . :
million dollars---: 100.5 : 104.9 : 115.5 ¢ 122.8

Svurce; CASA Apnual Report 'B3, and International Monetary Fund,
International Financial Statistics, 1984,

CASA's Seville assembly lines are able to produce approximately a-1/2
planes per month. 1/ Production currently, however, iz less than 2 per
month. 2/ CASA's annual G212 shipments during 1980-B3 are shown in the
following tabulation:

Year froduction . Shipments Shipments to Indonesia
j LT T S — 70 27 11
1981- - -~ - 30 18 12
1982 —— —— 14) 37 . 13

1983- -— ——--— 48 A2 17

Shipments to Indonesia represent unassembled aircraft in differvent stages of
production., Licensed €-212 production in Indonesia began in 1974. In terms
of work hours, &0 percent of these aircraft are Indonesian content,

Total sales of aircraft and aerogpace components increased annually foom
11.3 billion pesetas (US$130 million) in 1980 to 39.6 billion pesetas
{Us$249.5 million) in 1983. Export sales are a very important component of
CASA's total income. Export sales acepunted for approximately 56 peccent of
tatal sales in 1979 and 70 petcent in 1983. Annual aerospace activities by
CASA during the 1979-83 are shown in the following tabulation {(data are not
currently available for 19843: 3/

1/ 1Ibid, p. 2. .
2f "CASA Plans To Win 'The Second Round'"™, Commuter Air, August 1985,

3/ CASA Annuval Beport '83, and Internmational Mometaty Fund, Internatinna%ﬂa
Financial Yearbook, 1984,
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: Domastic Domastic )
Total sales Total sales galas galas Exports Exports

hillion million billion milllen DHillion million
Yaar pesetas dollars pesetas dollars pesatas dollavs
1979-- 11.3 130.3 5.0 5.7 6.3 T2.h
198¢- . 16.8 180.0 1.2 BZ.5 9.1 97 .5
1981-- 24.5 225.1 8.9 81.8 15.6 143.3
1982--  34.0 280.3 a.7 .7 25.3 Z208.6
1982-. 39.% 249.5 11.9 76.6 211 1BO .7

herospace sales abt CASA were divided between the $-212 military and
civilian transpert, the C-101 Aviojet military jet trainer, ather aerospace
manufacturing, maintenance, and nonaeronautic activities. 1The £-21Z accounted
for 25 percent of CASA’s sales, and the ©-141 accounted for ancther 21 percent
during the S5-year period. However, other aerospace manufaciuring activities
constitute the largest percentage of CASA's =sales by products. The
manufacture of parts for companies such as Boeing, McDonnell-Douglas, Alrbus
Industrcie, Dassault-Breguet, and the Buropean Space Agentcy accounted for 42.2
percent of CASA's sales during 1%79-83,

The following tabulation shows that investments in tangible assets at
CASA increased leregularly from 1,416 million pesstas (US3$15.1 million) in
1983 to 4,069 million pesetas (US%25.6 million} in 1983:

Investments in Investment in
tangible assets tangible zssats
Y¥oar million pesatas 1,000 dollars
1980 - o e 1,416 15,171
1981 - oo 1,577 14,489
1982 - -+ o mmmmm e 1,909 15,738
1983 - =- = —m e 4,049 25,637

Industey sources indicated that investments increased during this period
primarlly bhecause of CASA"s efforts to ralze the company's general
technological level and its investments in new production facilities. 1/

A major portion of CASA's research and development efforts have been
directied towards the development of the CH-235 commster alrcraft. The CH-235
is being built as a jolnt venture with P,.T. Hutrtanle of Indonesia originaking
from 1979. Each .company provided $40 million as an. initial investment in the
project. GCASA officlals state that the CH-235 is the first major Spanish
aireraft project not to be funded by the Government.

C43A reported that befeore-tax profits incceased annually from 125 million
pesatas (US$1l.4 million) in 1979 to 910 willion pesetas (US$7.5 million) in

1/ CASA Annual Report, various years, 1%79-83.
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1982 bpefove declining to 469 million pesetas (US$3.1 willion) in 1983, as
showm in the following tabulation: 1/

: Before—tax profits Before tax profits
Year million pesetss million dollars
1979 e 125 1.4
1986 - e 310 3.3
1981 - o= m———— : 5386 4.8
g T B a1 7.5
1983 o ———— 489 3.1

Gumpanf sources note that profite declined inm 1983 principally because of
CABA's difficulty in obtaining seles because of insdequate financing and

because of the need to service outstanding forelgn debt loans,

CASA jis invelved in a variety of international cooperstive programs,
which accounted for 28.5 percent of CASA's serospace production in 1981 and
25.6 pereent in 1983. The most significant of these is CABA's relationship
with P.T, Hurtanio of Indonesia. In 1979, CASA and Hurtanio entered inta a
50-50 joint wentura known as Aircraft Technology Industries [(Alrtec), with
producticn facilities in both countries. Alrtec’s function was to design and
manufacture a lavge, multi-purpose, twin-engine tranzport capable aof
pecforming civillian and military functiong. The result was the CH-235
fixed-wing STOL alveraft powered by 2 turboprop englnes with a seating
capacity of between 34 and 39 passengevs.

Alrtes iz able to take advantage of Indonesia's lowar labor coste,
technology and expertise trangfers from Spain, shared development comts, and
captive domestlc marketz in both countries. CASA i3 responsible for supplying
the center wing box, center and forward fuselage sections, cackpit, and the
undercarriage. Wurkanio wlll supply the outer wing sections, rear fusalage,
and the stabilizers. CASA and Bucrtanio will shace the responsibilities Eor
gale using distributers in the United States, Auatralia, and Burope to zerwve
mackets outside their home areas, Howaver, the majority of males are expected
to take place within Spain's and Indonesin’'s home marketa. 2/

CASA is also inwolved in B number of other cooperative programa. The
fallowing is a listing of some of the programs in which CASA is active.

1/ Ibhid.

2/ "CASA/Hurtanio cu;zas Airecgft Waars," fAviation Weok & Space Tachmolo ;1
Mar. 28, 1983, pp. 50-53. 205




Company

Alrbus Industris-——----

Meszerschmibt--Boelkow

Blohm.

Dassault-Breguet—-----

Boeing Commercial
Airplane Co,

MeDonnell- Douglag- -———

Messier Higpann-
Bugattki.

Arimane— - — - e s

Canadalir- v eum e

Government involvement
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Product

Stabilizers, landing
hatches, pazsenger
doors,

BO-105 helicopters————

Wingsets for business
airecraft and cenktral
fuselage components
for the Micage.

Vantral staicvs, rutber
trim tabs, outer wing
flaps.

Emergency doores, landing

- gaar hatches, under-
fairing, access
hatches, auxiliarcy
fuel tanks. .

Hateh actuator——-——-—+-

Forward and intertank
structures of - the
first stage, equip-
ment boxes and POGO
ef fect corrector
valves,

Stabilizergs———————————

CH-212, CH-235%——ecmem

Country/Company

France/West Germany,
the United Kingdom.

Waat GEI’.‘MI'I.]F .
France.

United States.

._......-._._d.n. ______ .

Italy.

Europesan Space
" Agency.

Canada.

Indondsia.

Az stated earlier, the INI iz the majority owner of CASA. The Spanizh.
Government repertedly has funded the development of sll CASA's aiceraft, with
the exception of the CW 235. )}/ This Govermment organization will spend -
nearly $1 billion during 1984-B8 to increase overall industrial productiviby, -
to incerease number of products produced, and to expand axport warkets for the
stated contrelled aerospace, defense, shipbuilding, auto, mining, and
utilities industries. 2/ CASA's share of thiz investment is not available.

Compuny offlcismls note that the Spanleh Guvernment has not been inveolved

in 1U.8. commuter ajircraft sales to date,

Howaver, CASA sources indicated that

recant proposed U.5. tax changes could necessitate the utilizatlon of the
Spanish Export Credit Insurance Company (CEECE) and/or the External Bank of

Spain to finance zales,

1/ Anthony Vandyk, "Market-Wige CABA Links Puture To Burgeoning Commiters,™

Commutser Aic, June 1982,

2/ “8pein to Modernize Aerospace Industry,” Aﬂi&tlﬂﬁ.ﬂﬂﬂk & Space

Tectnolo

, Jan. 23, 1984, pp. 93-95,
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Government procurement has been an important ealement in CASA's sales
history. There have been 169 military C-212's sold, with a large portion
purchased by the Spanish Government. Most recently, the Spanish Post OFfice
purchased twe C-212's, and the Spanish Coast Guard bought one. 1/ Data on
Government procurement of the CH 235 are not avallable.

Wesat Germhny

After many years of financial constraints and commercial failures, the
HWest German aerospace industry has evolved into one of Western Europe's
largest and most dynamic. The industry currently employs 72,000 people, being
the fourth largest in the Westerm world. Since the 1970's, West Germasny has
been involved in a large number of international aervspace programs, largely
through participation in cooperative programs. TIndustry sources indicate that
it has more commitments to multinatianal ventures {most.ly REuropean) than any
country in the world.

The scle producer of commuter and business aircraft in West Germany is
the privately held company Dornier GmbH, Dornier GmbH was founded in 1922 as
a2 manufacturer of aireraft for the West German Alr Force and represents the
largest member company of the consolidated Dormier Group. ITn July 1985,
Damler-Benz, the West German automobile manufacturer, acquired 66 percent of
Dornier GmbH for approximately $126 million. The West German State of
Baden- WuerHemberg owns 4 percent of the firm with Cladius Dornier holding the
remaining 20 percent. 2/ Dornier is the second largest cverall aerospace
organization in West Germany today, behind Mescerachmitt-Boelkaw-Bohm GobH
(MBE). MEB produces primarily helicoptere and is involved military and large
commercial aircraft. There sre a mmber of other very small aerospace
companies in West Germany. These firms, however, do not produce any aicveraft
covered by this study,

1n 1979, Dornier GmbH launched the 228 praject; a light utility,. commuter
ajreresft. The Do 22B--100 zeats 15, and the Do 228200 seats 19, The Do 228
aireraft was derived from the successful Do 2802 Skyservant msltipurpose STOL
aireraft, but company officials maintain that it contains more advanced
technology. Since the eircraft’z introduction in 1981, the 228 medels have
been uparaded to the 228-101 and 228-201.

Dornier GmbH production facilites total five, located in Munich-Reusubing,
Friedrichahafen- Immenstaad, Friedrichshafen-Lownetal, OherpfafFenhofen, and
Langrnargen. The manufacturing plant at Munich-MNeuaubing is where aszsemblies
for civil 'and military aireraft are produced. At Oberpfaffenhofen, final
assembly and flight testing are performed. Subcomponent and "build-up kits™
production are conducted at the other facilities. 3/ Enmployment at both the
Dornier Group and Dornier GmbH increased slightly during 1981-83. In 1983,
tha number of perasonz employed at Dernier Group totaled 8,910, up from 8,500
in 1981. Dornier Group employment totaled 9,500 in 1984. 4/ Concerning
Dornier GmbH alone, employment totaled 4,666 in 1983, which was virtually
unchanged from 1981 and 1982 levels. Dornier GmbH absorbed more than one-half

i/ "CASA Looks Elsewhere as Home Market Lags," Commuter Air, February 1985207
2/ "Dornier Purchased by Damler-Benz," Commuter/Repional Alrline Mews,

June 3, 1985,
3/ Dornier GmbH, Dornler Post, February 1585,

4/ "West German Aerospace: Hungry For Work," Show Daily, June 3, 1%85.
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of total wages of the Dormier Groups with DM3I26.6 million (US$124.6¢ wmillion)
in 1983, up from DM307.8 million {US$117.4 million) in 1982, 1/

Dornier Group total sales (eomposed principally of airerafbt and aerospace
components) fell significantly cver the period. In 1982, sales totaled

DM1,573.7 million (US$599.6 million) but fell to DM1,255.4 in 1983 (Us$478.9
million), er by 20 percent. Dortler Group sales tatdled DM1,500 millien in
1984. For Dornier GmbH alone, sales fell by 2Z percent, from DMAlé million
{US$349.1 million) to DM711.0 million (US$271.2 million). <Concerming the
aireraft sector {eivilian and military), sales fell from DM603.8 wmillion
(Us$230 million) in 1982 to DM456.1 million (US$174 million) in 1983, or by
appraximately one-third. According to company soucces, the sharp decrease in
gales was caused mainly by the reduction in sales ond services for the Alpha
Fighter Jet. Although specifie fipures are not available, Dornier zources

indicate that sales of eivil alpevaft actually increased substantially eover
the period. 2/

Aerospace zales of Dorniler GmbH were divided betiween a variety of
activities. The 228 project represented the major project for this sector.
Oiher areas of operatlons included military aerospace manufacturing and
maintenance, as well as an acray of nonaeronavtic activities. By late August
1985, Dornier had orders for 90 228 aircraft and options for an additional
24, 3/ The firm also manufactures components for a few selected international
companies, ags well as operates & completion center for busziness aircraft.

Darnier GwbH iz able teo produce three 228 airceraft per month, mastly far
export sales. The company's antual 228 production activities are shown in the
following tabulation:

fear Eraduction
182- —— —————— 18
1983 — - ————— 27
1984 —— ——————— 29
Tetal---——- 72

The production rate is expected Lo be increased from thrae ta four aireraft
per month in 198&. 47 The company alse will supply 150 aircraft to India in
1985 for license praduction. However, these are unassembled aireraft in
different stages of manufacture, 5/

Investments in fixed tangible assets also fell significantly during 1983,
reflecting the sluggish industey cutlook, Dormier GubH capital investments
dropped from DM33.9 million {US$12.9 million) in 1982 to TM12 million (U5$6.87

1/ Dornier Anmual Report, 1983 and Report from U.S. Embasgy, Bonn, 1985.
2/ Dornler Annual Beport, 1983,

3/ "Dornier 228 Update,” Interavia, October 1985,

4/ "West German Aerospace: Hungry For Work," Show Daily, June 2, 1985,
37 Dornier Annual Report, 1983, and Report from U.8. Exmbapsy, Bonn, 1985.
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million) in 1983, or by 47 percent. Data are not currently available for
1984. Dornier GnbH's principal R&D has been directed towards upgrading the
228 in the clvil zector and on the postdevelopment of the Alpha fighter jet
and the AH-2 aircraft, according to company sources. Exact figures for R&D
expendituces are not available,

The most significant international cooperation agreement for Docnlaer was
the 1983 signing of a formal licensing agreement with the Government of Tndia
for production of the 228 by the Government—owned Hindustan Aeronautics Ltd,
(HAL). 'The aiccraft will be used mainly by Vayudoot, a domestic regional
airline. Dornier GmbH will deliver a complete set of sireraft for final
assembly by HAL at the ¥awpor plant. Company sources indicate that a
production level of two per month is planned. Dornier is alse involved in a
number of other international cooperative programs, as shown below.

C an Product Country
Airbus Industrie-—--—-- Inner flaps, flap carriage France, Uniled
hour/skin panels, and - Kingdom,
pressure bulkhead parts. West Germany,
and Spain.
Boeing Militacy Integrating operational United Siates.
Airplane Co. avionies in the
Boeing E-3A sentry aireraft.
Mebotinell Douglas-———- ——- {Compronents for Phantom
fighter. : Ca.
Filatug—--- - —-v=vc ————— Turho tralneer aireraft--. -.- Switzerland.
Dassault-Breguet - - —————— Transonle supercritieal France.

wing for Alpha Jet,

Sovernment involvement

The West German Government has encouraged the aerospace industry to
maintain technological and commercial competitiveness through
nationalizetion. However, Dornier to date has not been involved in this
process. The only Government ownership of this firm is s 4-percent share held
by the State of Baden-Wuertiemberp. The West German Goverrment does, however,
provide research and development aid in the form of “repayahble
contributions.” This assistance cannot exceed 60 percent of the project's
cost, ag the industry must fund the remainder. During 1562-83, the West
German Government provided IN1.7 willion in R&D aid for civil aireraft. 1/
Dornler's portion of this assistance is not known. However, the Government
did provide a repayable credit of 40 percent of the Darnier 228 research
costs. Dornier offlcials note that the loan has a nominal rate of interest

and that a fixed percentage of each 228 sale goes to repayment of this
Guverament aid. 2/

1/ U.8. International Trade Commission, Foreign Industrial Targeting And Its
Effectz on U.8. Industries--Phage II: The European Commnity and Ite Membef(d
States, Report to the Subcommittee on Trade, Committee on Ways and Means . .
Publication 1517, April 1984,

2/ Data provided by Dornier officials, June 2, 1585.
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Regarding export promotion, the West German Government provides some zid
to help West Gevman companies participate in trade shows. Industry sources
indicate, however, that thisz assistance is wminimal. 1/ Export financing feor
West German exports is mainly provided by the commercial baoking system at
market rates. Official export eredit insurance and guarantees are provided by
Hermes Kreditversheherungs--AG (Herwes), Dormier officials note that under
Herwes insurance arrangement, the Government carries both the political and
commercial risk. '

Israel

Industry profila

Industry sources lndicate that the biggest Eingle driving foree behind
Israel's aerospace industry is the country's need to maintain an effective
naticnal defense in an ungtable and hostile region. All of Israel's generval
aviatlon aircraft are produced by Israel Aircraft Industries, Ltd (IAI}, a 100
percent State-owned company. TAI manufactures 2 wide range of civil and
wilitary sireraft and maintains zireraft for the Israel Air Force and foreign
alrlines,

Thus, the sole producar of business aireraft in Izrael iz TAL. The
company was established in 1953 a= Bedek Alrcraft Co., which served ag a
maintenance base for the country’s military ailccraft. The charnge of name to
TAL was made in 1967. The fiem is currently composed. of several divisions,
plants, asnd subsidlary companies, The Aircraft ¥Manufacturlng Division
produces all of TATI's eivil and military aiceraft. IAT currently produces the
Westwind T and Westwind II business jetz. These aireraft are medium-size
businegs planes, geanerally configured to seat eeven passengers,

In 1983, IAI launched the Astra Program, a second-generation,
transcontinental business jet. The Astra, ¥nown originally as the 1125
Westwind, was dezigned to supplement and aventually succeed the Westwind
business mirecaft, preoduced since 1978. Although the Astra recenbles the
Westwind buslness jets, it has bean marketed as an entirely separate alreraft,
as there have been several changes in the alccraft's design. The most
important changes include an enlarged cabin snd a new super-critical wing
sceblon, Company officlals state that the lmplementation of this
technologically advanced wing will give the Astra a much larger range
capabkility, coupled with greater fuel efficiency. TAI mources assert that the
alreraft will contaln & parcent U.8, parts and have a seating capacity of
four to nine passengers.

TAI's production facilities are located at Ben Gurisn Internstional
Airport in Lydda. A Eull computer-aided design and manufsactoring system has
been in operation since early 1985. A new machine shop has also recently been
completed. 2/ FEmployment at TAY totaled approximately 20,000 in both 1983 and

1/ “"Govermnments' Attltudes on Exports Vary,” Aviation Week & Spaca
Tachnolopy, Sept. 3, 1984, p. 113,
2/ "“Iprael Aireraft Industries Modernizing Production,™ Aviation Week &

Space Technology, Mar. 25, 1985. ) 210
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1984, of which 3,500 were production workers. Data regarding the nunber of
workers lnvolved in the manufacture of Yusiness aireraft are not available, am
military and civil operations are not separated. IAI is reperted to employ
more people than any other Israell campany. 1/ The current wage rates at TAT
range between %21 and $26 par hour. 2/

IAI began production of the first Astra jets during 1984, and final
cartification and shipment of the aircraft will begin in mid-1986. TAI is
able to produce three Astra's per month and has firm orders for 10 in 1985
{all from U.3, c¢ompanies), totaling %60 million. Bale of Westwind executiwve
jets totaled 15 units in 1984, with BO percent of these zales in the United
States. Company sources indicste that 12 aireraft are expected to be sold in
1985, A total of 200 Westwindsz have been sold to date. PFuture markets far
all of TAI's business aircraft, in addition ta U.53. companies, are sexpected to
be foreign goveraments. 3/ '

In 1984, IAI grozszed $900 million, and the company expected to gross
$1 billion in 1985. Twenty percent of this (3180 million) was gensrated by
commercial operations, with 80 percent of that portion (16 parcent of total
earnings)} being made from the =male of business aircraft. The remainder was
genarated by TAIL's maintenance and aircraft components operations. Aircrafb
export salez were an lmportant contributor ta company profits, with BS percent
of civil aircraft exports shipped to the United States. 4/ Sales data '
from previous years are not available,

Sovernment involvement

IAI reportedly spant $1400 million in research and development for the
Astra Program and an additional ¥50 mlllion for new production toeling. 5/
hucording to IAI, it receives no production subsidies or export financing of
its sales through the Israeli GCovermment. It 1z important ko note, however,
that the firm i= 100 parcent cwned by the Tsraell Government. GCovernment
ownecship has allowed production to continue dagpite s lack of new orders. In
May 1585, there were reportedly 15 Westwind aiccraft unsold in storage in Tal
dviv. TAI sources note that this reprasents less than 1 year of deliveries. &/
The firm alsv takes advantage of low-interest development lcans and grants
from the Government offered to all domestic industries.

Industry sources note that the Astea and other IAL business aireraft have
benefited from militarcy work for the ILsraeli Government. At minimoem this
allows the firm's total development costs Lo be spread ocut over a variety of
projects. This assistance ie very difficult to quantify. There has been
tachnology transfer, however, regarding the Astra's wings, which are derived
from those of IAl's jet fighterz, 7/

l/ Beport from Y.S. Embassy, Tel Aviv, March E9HS.

2/ Bran Rek znd Dan Boyle, “Aerospace In Istael, Reaching For
Self-Sufficiency,”™ Interavia, June 1984, _

3/ "larael May Advance Astira Certification,™ Aviation Week & Space
Tachnelogy, Sept. 19, 1983, pp. 63-65.

47 Repor: from U.8. Epbhassy, Tel Aviv, March 1985. 511

5/ Thid., 1984,

&/ Harc Grangler, "Unleashing the Astra,” Interavim, May 1985,

1/ Gordon Gilbert, "Stabus Report:- IAl Astrs," Buslnessz and Commercial
Aviation, Cetober 1983,
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Sweden

Industry profile

Saab--Scania AR, headquartered in Linkeping, Swedsen, curtently produces
civil and military aircraft, as well as automotive products. It is & major
preducer of guided mizslles and gpace equipment. Currently, the SF-340
aiveraft, a 34-seat, twin-engine turboprop, iz the only commuter or corporate
airliner being produced in Sweden. In 1980, Saab-3cania of Sweden and
Fairchild Tndustriee in the United States signed an agreement to jointly
develop, produce, and market this alrecaft., 1/ Fairchild was responsible for
designing the wlng, nacelles, empennage, and contreol surfaces, and Saab-3cania
ig responsible for the rest of the airframe structure and aerodynamic
development. 2/ However, ns of Hovember 1, 1985, Falrehild sold its sghare of
the partnership to Zeab-Scania and became a zubcontractor for the SF 340
progtam. Produttion will be gradunlly transfecraed ta Saab, with Fairchild
involvement terminating after production of the 108th alceraft. 3/

Productlion costs were expected to be 10 to 15 percent higher Yhan if the
aircraft were bullt in only ene country. To cubt down on production costs, the
highly automated production facility at Linkoping, Sweden, employs extensive
use of bonding and chamical etching in the aicframe, These techniques reduce
the number of man-hours required te build the 340, 4/ Hoewever, as of Hovember
1985, Saab was in chatrge of all production, with Fairchild participating only
a2 a subcantractor. 5/ .

In 1984, 6,115 workers were employed by the aircraft division of
Ssab-Scania. ¢/ According to the following tabulation, employment in Sazb's
aircraft division has remained relatively steady between 1981 and 19BRa4:

- Wages Wages
Year Emplayess (million SKr) {million dollars}
1981 - ——- 6,413 3,047 602
LUBZ o — o mr e 6,241 3,309 525
1983 ———-—— —— 6,165 3,535 459
1984 ——— -~ e 6,115 4,160 501

During this pericd, employwment decreszed only 5 percent from 6,413 to 6,115, ¥/
Wages and salaries for all Saab-Scania employess increased by 37 percent, from
3,047 SKEr (US$602 million) in 1981 to 4,160 Skr (US$501 million} in 1984,

The first order for an SF-340 was secured in 1986G. As of May 1985, eight
aireraft were in service with six airlines ln EBurope snd the United States.

1/ Smab-Fairchild Annual Report.
2/ "hutomatlion Alds Wew 340 Productlon,”™ Aviation Week and Space Technolomy,

May 17, 1982, p. b2, :
3/ “Fairchild Eases Out of SF-340 Progcam,” Commiter Air, December 1985, p.
12.
47 0p. ¢lt., “"Automation Ald:s Bew 340 Produstion.™
5/ Saab—Scania AB, Ssab-Ecania Information, Dct. 16, 19B5.
6/ Pata include mititary and commercial aircraft. ' 212
74 Bapeort from U.5. Fmbassy, Linkopeng, February, 1984,
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Annual cutput was expected to reach 35 in 1985, with deliveries to exceed one
aireraft every 5 working days. In 1986, output is expected to reach 46
airerafl.. A production capacity goal of 72 aircraft per year by 1986 has been
set, depending on demand. 1/

Sales of eivil aivcraft increased from 102 million SKr (US$16.2 million)
in 1982 to 404 million SKv (US$48.7 million) in 1984, as shown in the
following tabulatlen (in wmillions of SKr): 2/

Year Saleg
1982~ v mi e 102
1083  ——— —— 135
1984 e e 404

The following tabulation shows capital expenditures for Saab-Scania’s
aireraft division from 1981 through 1984: 3/

Capital expenditures

Yoar (million SKt) {million dollars)
19BL— - m s —m e 221 43.7
1982 —m 271 _ 43.0
1983 —— - —— —— e mmme 168 21.8
1984 e 184 22,2

Botwean 1981 and 1984, capital expenditures dacreased by 17 percent, from
$221 million SKr (US$43.7 million) to 184 million SKr (US$22.2 million). The
1983 capital expenditure of 168 million SKr (US$21.8 million) included
construction of a fitting-out hangar for commercial aircrafti. 4/

Data regacding research and development expenditures for commiater and
business alecraft in Sweden are not currently availshle. However, it is kniown

that Saab-Scania iz studying the technical feasibility of producing a new
“streteh” wversion of the EF340, which would seat A2 to 44 passengers, with
moderate changes o the aircrafk.

The tabulation below shows the operating income (after depreciation) for
Sasb- Scania's aircraft division from 1982 to 1984, 5/

1/ Sagh-Fairchild Wews, May 30, 1985, p. 2.

2/ Annumal Reports of Saab-Scania, 1981-84.

3/ Data for 1981 include militacy and civil aircraft misailes, space
products, and marine electronics. Separate breakdown for civil aireraft is
not avallable.

47 Report from U.5. Embassy, Linkopeng, February 1984,
5/ Saab-Scania's Annual Reporks, 1981-84.
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Operating income

Year {million S¥Krj} {million dollars)
1982 oo o o 73 12
1983 - - e o 157 0
pL 1.7 W 70 9

In 1984, opecating prafits of Saab-Bcania's Aircraft Division after
depreciation dropped to 70 million S¥r (US$9 million} compared with 157
million SKr (US$20 million} in 1983, The drop in profits was due to
production startup costs and increased marketing costs for the 340 commuter
airliner. 1/

Other than the joint wventure with Fairchilid Aircraft Corp., Saab-Scania is
involved in only one other cellaborative venture., The firm manufactures
fuselage parts for the British BAE 146, a 4- eng1ne jet aircraft designed to
carcy 85 to 110 passengers.

Gavaernment involvement

The Swedish Government daes not have an official pelicy to promote the
development of civilian aireraft. Howewver, an incentive program has been
eskablished that allows industries (including the aerospace zector} to deduct
a cerlain percentage of investments in new production facilities from their
taxes. 3ince Saab-Scania is impartant in the production of Sweden's militavy
aireraft, the Government supportsz the expansion of Saab-Scania's ecivilian
aircraft production, ag it would strengthen the company's overall position.
Froduction of civilian aivcraft is seen as a way to preserve Swedish jobs.
Saab- Bcania also received a Government loan of approximately $30 miilion in
1980 to cover the startup costs associated with their joint venture with
Fairchild Alrcraft Corp. The [inancing was provided on favorable commercial
terms with repayment linked to sales by Saad-Fairchild, 2/

The company also has acecess to of ficial export ecredits through the Export
Credit Beacd (E¥M) and the Swedish Export Credit Corporation (SEK). The EKN
insures companies against export sales risk, and the SEK offers commercial.
expart credlt financing and officially supported refinancing. Swedish export
terne conform to OECD consensus interest rates. 3/ Baab officials note that
to date, no SF 340 purchasers have utilized Swedish Government financing, as
more
keneflcial terws are available from commerclal sources. 4/

1taly

Industry prafile

The Ttalian aerospace industry is iavolved aetoss the entire spectvum of
aerospace activitles, from civilian and military airceraft to satellitas and

1/ Interavia, April 1985, p. 308, 244

2/ "Sales Royalties to Help Finance Transport," Aviation Week & Space
Technology, Sept. 6, 1982,

3/ Reporit from U.5. Fwmbassy, Linkopeng, February 1984,

4/ Data provided by Saab Scania officials, Juna 5, 1985,
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spacecraft components. Until tecently, the Etalian industry was fragmented
into & large number of small- and medium-size private and State-owned -
companies, During 1980-82, the Italian Govermment forced a recrganization that
resulted in partial or total State ownership of most of the industry. The
reprganization was undertaken te promote greater concentration, to increase
overall industcy profitability, and to end unnecessary competition and
duplication. 1/

The State- opwned porticn of the industry was divided inte two ownership
gtructures, TRI-Finmeccania and EFIM. IRIL-Finmeccania and EFIM are
Slate-osmed holding companiez that controlled the main aicframe manufaclurer
f{Aeritaliz), the main engine producer {Fiat Aviazione), and the main
helicopter producer (Agusta). EFIM is the smallest of Italy's three State
industrial holding companies. To promote even greater centralization, Aguslka
wag transferced in 1982 from EFIM to IR1-Finmeccania, which already controalled
Arritalia and Fiat Aviarzione.

Turing the early 1980'sz, Ttaly's aecrogpace industvy passed through a
phaze of rapid expansion in which it entered numersus internatiomal
cooperative agreements and jolnt ventures for the develepment and production
of new aireraft. 2/ By the middle of 1983, sales began to decline for a
variety of reasons. The Italian aerospace industrcy was faced with a worldwide
decline in demand for airliners and the high cost of financing resulting from
a 25 percaent inflation cate within Italy., 3/

Total zales for the Ttzlian aerospace industry, as shown in the following:
tabulation, increased irreguolarly from 4.4 hillion lira in 1980 (us$l.2
bhillion) to 3,600 billion lira (US$2.1 biliion) in 1983. Data are not
currentiy availahle for 1984. Export sales are a very important component of
total =ales and accounted for 65 percent of total szlez in 1982 and 64 poccent
in T98B3, A/ '

Year Total sales Total sales Exports Exports
(billion Jira) fbillion dollars) fbillion lira) (billion dollars)

1980---- 1,412 1.2 1,500 1.3

1981-- -- 1,900 1.4 1,400 1.0

1982- - 2,500 1.6 1,500 1.3

1983 —— - 3,600 2.1 2,300 1.3

Employment in the Italian aetwespace industey alse increased irregulatly,

as shown in the following tabulatiom, feom 40,700 in 1980 to 42,000 in 1983,
an increage of 10.1 percent:
m_i} “Italy Carves Up Tts Alrcraft Industey," Interavia, September 1981,
p. B854,

2/ "Foreign Investment in South Italy,” Italisn Trade Topics, 15381, pp. 6-8.

3/ "ltaly's Aercspace Industry: Evolution, Hot BRevolution,” Interavia,
February 1983, pp. 109-110.

4/ YItaly's Aevonautics Sector Continues Steady Climbk,"” The Journal of
Commerce, June 14, 1983, p. 3A. 215
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Year Ietal employment
g 1 1 L T — 38,560
19B0—— - 40,700
pR: 1 [ 42,000
19B2- = - m - mom e e e 42,600
TOB3—r o e &2, 400

Like salez, industry employment began to decline during the second half of
1983. In response to these declines, the Italian Government announced that

the industry would face further restructucing to eliminate many of the smaller
unprofitabile companles. 1/

The following tabulation shows that investments in Italian aerospace
increaszed icrvegularly during 1980-83. In December 1984, the Ttalian
Gavernment announced that 100.5 billion lira (U3%$53 million) would he
avthorized for 1984 under "Law 46" Lo promote advances in techmology in
selected Italian industries. The aeronautieal industry was allated
28.2 billion lira (US$15.2 willion). During 1984-B9, approximately
590 billion lira (US$363 mlillion) iz expected to be invested in the aerospace
industrey,

Investmant Investment
Year fbillion lira) {billion dallars)
1988-- ---~ 163 : 137
1981~ - - -- 370 265
1982- - ——--— 270 179
1983 n - 255 147

The Aeritalia and Agusta groups dominate the Italian aercspace industry.
Reritalia, under the reorganization, is responsible for all the larpe
fived wing aivframe, military, and light transport programs. Agusta is
responsible for all civilian and military helicopter programs. Despite
effarts to extend State control over the entire industry, sevaral private
firms such as Aermacchi and STAT Marchebti continue to theive, in spite aof the
amount of state assistance provided to firms in the Aeitalis and Apusta
groups.  The majority cof the smaller airframe producers apeclalize in the
military market or perform subcontract work.

Italy's commiter and business asiceraft manufacturers are Aeritalia,
Piaggio, and Partenavia, Asritalia is Italy's largest aerospace manufacture
and chief sirframe producer. Aeritalia was formed in 1269 as a jolnt stock
company by Fiat and IRI-Finmeccania. The company combined Fiat's aerospace
activities with those of Aefer & Salmoirahi of Finmeccania. #sritsaliaz became

1/ "The 1ltalian Aerocspace Industry Faces Up to The Crisis," Interavla,

Septembar 1984, 984,
4 v 216
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operational in 1972, and in 1976, Finmeccanla purchased Fiat's share aof
Apritalia, giving it complete controle over it's stock capltal, The company
consists of seven operational groups: combat sireraft; transport aireraft;
avionics systems and equipment; space systems and altecnative energies,
overhaul, modification and maintenance; general aviation; and remotely piloted
vehicles and missiles. Aeritalia operstes production facilities in Turin,
Caselle, and Maples. The company's employment increased from 12,135 in 1981
to 13,300 in 1983, .

After years of consistant loeses, Aeritalia posted 3 successive years of
profits, as shown in the following tabulation:

: Profit or (less) Profit or {less) Balem Saleg
Year (billion lire} (million dollars) (billion lira) (million dollars)
1988 - 5.9 - {5.0) 277 233
1931--- 2.4 1.7 550 354
1982 - 9.3 6.5 Bil 537
1983~ 5.5 3.2 B&7 499

Sales at Aeritalia increased annually from 277 billion lira (US3233 million)
in 1980 to 867 billion lira (US$499 million) in 1983. Aeritalia‘'s erafits
rose to 9.8 million lira (US$6.5 million) in 1982 from a loss of 5.9 miilion
lira (US$5.0 million) in 1980. Profits totaled 5.5 million lira (US$3.2
million) in 1983, Data for 1984 are not availsble.

- heritalia is presently involved in a 50-50 joint venture with
Aerospatiale of France to produce tha ATR 42 regional transpert. The plane, a
high-wing, twin turboprop aircraft, is designed to seat hetween A0 and 60
passengers. The ATR 42 is the largest civil aircraft venture in the history
of Italian aviation. Tha French and Italian Governments shared the $100
million development cozts. The joint venture sgreement requires Aeritalia to
furnizh the entire fuselage, including the tail unit and langing gear, the
hydraulics, air-conditienlng, and pressurization system. Aerospatimle will
supply the wings, the flight deck and cabin, the power plant, alectrical
system and flight cantrols. Aeritalia will mlsc assemble and test all
military and cargo veraions of the ATR 42, and Aerospatiale will assemble and
test the civil passenger models. The ATR A2 was first delivered in October
1985. 1/

Pisggio Aeronautiche e Meccanich {Piaggic), located in Genoa, is ancther
airframe manufacturer in Italy. Plaggilo currently employs approximately 1,500
workers to produce aircraft of its own design and to produce components for
Aeritalia and other majer foreign aircraft manufacturers; it employed 1,300
such workers in 1982. The firm was founded in 1964 and presently produces
only the P166 for the civllian market. The P16 iz a turboprop light
transport designed to serve a variety of missions including executive
rransport. Over 200 Pléé's are presently in operation argund the world.

1/ "Italian Aervcspace Moves Forward," Aviation Week & Space Technolory, fﬁ;
27, 1985, pp. 62-84.
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The firm was also involved in a joint venture with an American firm to
develop and produce a business airvcraft. The GP-180 Avanti, a twin-turboprop
pusher, tandem-wing businees aireraft, ig designed to seat between 7 Lo ¢
passengers. Tha Jjoint venture agreement required Piaggio ta furnish the
wings, the empennages, and the rear unpressurized section of the fuselage.
Gatas was responsible for supplying the entire forward part {(cockpit and
passenger cabin) of the aireraft., 1/ However, in January 1986 Sates Learjet
withdrew its support of the Avanti program, but offered to act az a
subcontractor for Pisggiec., 2/ Industry sources indicatz that no decizion has
yet been made by Plaggio reparding suhcontractors or new partners for the
aircraft. Data regarding sales, profitability, research and development, and
capital expenditures for Plaggic are not available.

Partenavia Gonetrugloni Aeronautiche SPA (Partenmavia) was founded in 1957
as a general aviabtion manufacturer. Partenavia became a subsidiary of
Aeritalia in 1981l. Loeated in Waples- Casoria, the firm currentiy employs
approximately 150 workers to produce two light alreraft models, the P46 and
the F68. The P&6 (Charlie), used as a basic trainer, iz m light wmonoplans
powered by U.S.-built engines, capable of geating between 2 to 4 passenpers.
The P68 is a twin turboprop high-wing light maltl-purpose transport., The
plane is capable of seating between 6 to 7 passengers and three versions arve
prosently being produced. Over 270 P48's have been delivered to customers in
over 20 countries. 3/ However, according to industry soucces, the P66 iz not
currently usad for comutar or business purposes. The P&f has vecently been
re-engined and is called the Spartacus. This airplane is being marketad in
the United States as an cwner-operated business alrceraft.

Partenavia reportedly veceives little financial backing from its
glate- gwned parént Aeritalia, 'the firm recorded sales for all aescospace of
5.7 billion lira (U535 million) in 1981 and 1.7 billlon licas ($US1.2 milliom)
-in 1982, Deliveties of aircraft totaled 38 in 1982, with more than 20 to the
Uniled States. Partenavia profits were B million 1ira (3U37,042) in 1981 and
45 miliion lira {U3$33,284) in 1982, 4/ Data for other yearz are not
available.

ltalian aervospate ¢umpanies are participating in a numbec of
international cooperative programs. Risk sharing and licensed-production are
favoerite Italian ways of keeping down costz., 53/ The following is a listing of
the programs in which Aeitalia and Plaggic were involved in during 1980-85.
According to industry sources, Partenavia is not currently involved in any
joint ventures.

1/ "Learjet and Plaggle Work Together,” Flight Intermaticnal, Oct. 22, 1985,
p. 100B.

2/ "Gates Learjet Withdraws Its Suppert of Italian GP-180 Avantl Program,"
Aviation Weele & Space Technolopy, Jan. 20, 1936, p. 25,

3/ "Partenavia-Sutvial Gff the Beaten Path," Interawvia, Augusi 1983, pp.
A6&-867.

4f Thid,

5/ Ian Parker, “Itslian Aercspace Industey,” Flight International, June 23,
1983.
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Compaty Foreipn company and country Pradurtk
Aeritalia Embrser (Brazil)- - ——— - AM-X Strike fighter.
-——da- - Aerospatiale (France)---———- ATE-42 commuter aircraft.
SIS [ TR Boelng Commercilal Alc- Components for the Boeing.

plane Co. {United TLT, T47, 767,

States).
- -da--—- European Space Agency--———-- Space vehicle parts.
———do--- - Lockheed {tmited States)---—- F-104 higher plane.
—— g - - HelDonnell Douglas {Umited MD-80 compeonents.
- —--da- - —- States),

British Aerospace Panavia tormado fighter

({United Kingdom). plane,
emedoe - - Airbus Industrie-----wo———- A1 Alrbus components.
Piaggio Gates Learjet (Unlted GP-180 (Avanti}.

States},

Government involvemant

Aetospace is an important industrial sector for Italy. This has been
evident through the Government's orchestration of industry mergers. Industry
sources note that the Government has alse taken an important role in the ATR
42, beginning with opening negotlations with the French on coproduction. 1/
Government assistance exceeding $50 million has already been provided.
Induztry officials indicate that the Ttalian Government's investment may have,
in fact, exceeded $100 million by the end of 1985. Data reparding aszistance
by the central government for Plaggio and Partenavia are ot available. 2/

As stated earlier, the largest Italian aerospace producer, Aeritalia, is
100 percent government-owned. Partenavia is a whoelly—ocwned subsidiacy of
Aeritalia., Thus two of the three major commuter or business aircraft
producers have a high level of government involvement. Industry sources note
that state support dees exist through various programs. 37

The most prominent government assistance comes from Public Law 4%
diseussed earlier. The purpose of this legislation is to promote technological
advances. In late 1984, 26.8 billion lira (US$15.2 million) was allocated to
the Italian aerospace sectar. 4/ Recently, a law was approved to provide
flnancial support to the recospace sector for firms involwed in international
cooperation programs related to the production of aireeaft and engines. The
assistance takes three farms: loans for research and development, interest
reductions for production start-up costz, and financial aid for joint
projects, Industry sources note that thiz aid would be in addition to that
given under Public Law 46. Figures for the amount of assistance under this
legislation acve net avalilable,

1/ Marc Granger and Wark Lambert, "The Italian Aerospace Industry — A Firm
Future At Last™ Interavia, February 1982,

2/ Thid.

3/ “The Itallan Aerospace Industry Faces Up To The Crisis,” Interavia, 218
September 1984, '

4/ Beport from U.5. Embassy, Rome, December 1984,
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Indonesia
Industey profils

The lndonesian aviation industry is reported to be oue of Asia's largest
and most modern, secend only to Japan., Under the spongorship of the
Indonesian Airferce, the first Indoneslan designed plane was manufactured in
1954 as a counter insucrgency aircraft. Three additional experimental models
and several halicoptet prototypes followed. Inm 1961, the Lembaza Persiapan
Industri Penerbangon (LAPID) was created by decres 35 part of an overall
Governmental program to modernize specific importent Indonesian industries.
The TAPID increaszed funding for research and development and under a licensing
agreement with the Polish Government manufactured an all-metal, sitngle-engine
plane {P2L-104 Gelatich) capable of seating four persons.

The Advanced and Aviation Technology Division of Pertamina, and the
Tndeneasian State 011 Co., signed a series of international cooperative
agraements in 1975 with Construcicones Aderonauticas SA (CABAY of Spsin and
Messerschmitt Bolkow Blohm (MBB) of West Germany to produce alveraft under
license from imported knockdown component kits. In an affort to centralize
exlsting alveraft wanufacturing facilities, LAPID merged with Pertamina in
1976, forming P.T. Wurtanio Alpcraft Industries, Ltd. L1/

F.T. Hurtanle is owned by the Indonesian Government and is part of a
Government plan to increase Indonesla's overall technological base and to
expand its level of industralization enabling the couniry te compete
effectively with Japan, Europe, and the United States. 27 HNurtanle began
assembling CASA's $-212 Aviacar light passengec/ecmmuter transport (called the
HC 212) and MEB's BO-105 helicepter in 1976. P.T. ¥urtanio currently operates
two modern production facilitiez in Bandung, West Java. These facilltlaes,
encompassing 380,000 zgquare meters, are equipped with the most moedern machinery
availakle, including high-tech ¥.5.-built machine tools. 3/ Hurtanio is made
up of six divisilens: rotacy wing, fixed wing, flight operations, aircrafk
servicing, weapons systems, and universal maintanance canter.,

The ¥G-212 is a hilgh-wing, twin turboprop, short takeoff and landing
alrcraft powered by 2 turbing engines, designed to seat between 26 and 28
passengers. The plane performs hoth civilian (commuter) and military duties,
The percentage of local contents grew from 12 to 14 percent in 1977 to greater
than 85 percent by 1983. Presently, local content and production man-hours
account for approximately 70 percent of the value of the aircraft.

Employment at Hurtanlo, as shown in the following tabulation, has grown
fron approximately 600 workers im 1976 to over 12,000 workers by 1984,
Eoployment declined in 1985 to zlightly over 11,000. 4/ Wurtanio officials
expect employment by the year 2000 to range between 50,000 and 690,000

1/ James Holahan, “From the Sikumbang to the CW 235, Aviation Convention
Wews, Mar. 1, 1985,

2/ "Indoneslia Unveils Plans for Technological Growth,™ The Journal of
Commerce, Hov, 29, 1984, p. 3A.
3/ Mark Lambert, "Hurtanio-The Industcy with a Future,™ Interavia, October

1984, 290
4/ Op. cit., “"From the Sikumbang to the CN235."




workers. All but a small fraction of the workers employed by Wurtanio work on
the WC--212 or one of the company's threa other international cooperative
programs. The majority of Murtanie'sz employees are in their early 20"s and
have secondary school education supplemented by on-the-job training. Wages
raid to production workers ranged between 80,000 bto 33,000 rupiahs per month
(US$80-US$90) during 1984. Engineers’ salaries range from $2Z00 to ¥500 per
manth,. 1/

Year Emp lovment
1980 - 1/
1981 e o 1/
1982 o 5,200
g T S r,200
1984 - — o e 12,000

1/ Hot awailable.

Sinece 1976, P.T. Nurtanio has deliversd 657 HC-212'=, producing an
average of 18 per year. Wurtanle's Bandung production facility has a
production capacity of 4 planes per month. The company expects to increase
shipments to 24 planes per year by 1986, with the breakeven point for the
WC-212 estimated at 110 aircraft. The company expects to build another 120
NC-212's hefora it terminakes the produection line. Wurctanlo has been able to
export MC--212's te Thailand (4) and GUAM (13.

The major proportion of Wurtania's research and development efforts have
been directed towards the development of the CN-235. The jaint venture
betwoen CASA and Wurtanio required each company to contribute 340 million as
an initial investment. WNWurtanio and CASA entered inta a2 50-50 joint venkture
in 1979 forming Alveraft Technology Industries [Airtech). The joint venture
was formed to produce a larpe, multipurpose, twin-engine Lransport capable of
military and civilian duties. The result was the CH-235 fixed-wing STOL
aircraft powered by two turboprop engines. The CH-235 was designed as a
regional airliner capable of seating bhetween 34 and 39 passengera. Upder the
agreement, CASA is responsible for supplying the center wing box, center and
forward fuselage sections, cockpit, and the undercarriage. MNurtanio will
supply the outer wing section, rear fuselage, and the stabhilizers. Prototypes
have been bullt in Bpain and Indonesia. Kurtanic expects the CH-235 to be in
full production by 1987 with a production capacity of 7 units per year. The
firm is alsc working on development of a stretched version of the CHN235 to
seat 60 passengers. Company officials indicate that this aireraft, the CN2&0,
could be produced by the late 1980°s.

Although specific fipures are not avallable, industry sources note that
Rurtanio reported anmual tax losses during 1%80-82. In 1983, profits totaled
5.98 billion rupiah (US$5.62 willien), and & billion rupiah (US$5.98 milliem)
in 1984. 27

1/ Ibid, 291

2/ "Indonesia Atms CW-235 At Export Mart,” The Journal of GCommerce, Dec. 1%,
1984, p. 2A.
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