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I. INTRODUCTION  

Since its inception, the commercial aircraft sector has been characterized by government 

ownership and support.  Governments have used, and continue to use, resources and other 

measures to help companies engage and invest in research and technology (“R&T”); develop and 

launch aircraft programs; and further their production across the spectrum of commercial 

aircraft.  Rather than open competition where quality, innovation, and service determine winners 

and losers, the success and sustainability of aircraft programs are significantly influenced by the 

scale of government support.   

Although subsidy disciplines exist under the World Trade Organization (“WTO”), they 

have proven to be largely inefficient and ineffective in the commercial aircraft sector, including 

with respect to their enforcement through dispute settlement.  A new solution is needed.  To 

restore a level playing field to the global aircraft sector, major aircraft-producing WTO Members 

should immediately launch negotiations on an agreement to discipline aircraft manufacturing 

subsidies. 

II. THE COMMERCIAL AIRCRAFT SECTOR IS HEAVILY SUBSIDIZED 

A. Governments Provide Massive Subsidies To Aircraft Manufacturers 

To preserve and increase well-paid and highly-skilled jobs for their citizens, to bolster 

their reputations as jurisdictions with advanced manufacturing, and to realize the benefits of 

dual-use technology for other sectors, governments have provided billions in subsidies to aircraft 

manufacturers over the past several decades.  These subsidies, such as Research and Technology 

R&T) and development support, tax incentives, and “launch aid” (i.e., royalty-based financing), 

mitigate the large financial risks of launching a new aircraft program, which entails years of 

significant costs to research, develop, design, certify, produce, and sell a new aircraft.   
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These types of support, however, are only part of the spectrum of government assistance 

that aircraft manufacturers receive.  Other large subsidies – including additional forms of 

favorable and below-cost financing, equity infusions, preferential real estate deals, grants, and 

employee training and job creation assistance – similarly help a manufacturer mitigate the risks 

and reduce the substantial costs of designing and producing aircraft. 

Aircraft subsidies distort competition by creating overcapacity and by providing 

companies with resources that enable them to price aggressively so as to undercut competitors.  

The result is significant harm to the industry as a whole. 

B. The Solution To Government Subsidies Is Not More Government Subsidies 

Although governments frequently yield to the temptation to provide massive support for 

commercial aircraft production, the subsidies do not result in any “winners.”  When one 

government provides support to an aircraft manufacturer, another government will provide equal 

or greater support to its manufacturer, and other governments may provide less or no support at 

all.  This “race to the bottom” results in an uneven playing field among companies, where market 

success is driven by the scale of government support and by which government has the deepest 

pockets and largest treasury rather than by the competitive demand for the respective aircraft.  

The solution to government subsidies in the commercial aircraft sector is not more subsidies, 

which only lead to more distortion in the market and poor returns for governments and taxpayers.  

Instead, the solution is a level playing field in which manufacturers compete to serve the world’s 

passengers based on the merits of their products without distortive government support. 
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III. EXISTING WTO AGREEMENTS AND DISPUTE SETTLEMENT ARE NOT 

ENOUGH TO DISCIPLINE SUBSIDIES IN THE COMMERCIAL AIRCRAFT 

SECTOR 

A. The Nature Of The Industry And The Scale Of Government Support Are 

Complex And Unique 

The commercial aircraft sector is unique among industries subject to WTO agreements.  

The number of commercial aircraft manufacturers in the world is extremely small.  These aircraft 

manufacturers are very important to the limited number of aircraft-producing jurisdictions, 

because this production is a source of employment, high-value exports, new technology, national 

pride, reputational benefits, and dual-use technology for other sectors.  Moreover, given the large 

amount of capital required, very high technical and market risks, and long payback periods, it is 

difficult for aircraft manufacturers to fund commercial aircraft development programs solely 

with equity and debt from the commercial market.  These features turn the commercial aircraft 

sector into a prime field for government support resulting in a wide array of subsidies. 

Similarly, the subsidies at issue are distinct from the typical manufacturing or agricultural 

subsidies which the WTO agreements – including the Agreement on Subsidies and 

Countervailing Measures (“SCM Agreement”) – were created to discipline more than 25 years 

ago.  Many commercial aircraft subsidies, including equity infusions, launch aid, and favorable 

real estate transactions, have a single recipient – the aircraft manufacturer.  In addition, the value 

of a subsidy for a single aircraft producer can be massive – at times exceeding USD 1 billion – 

with terms and conditions that are highly complex and technical.  It may take many years for the 

adverse effects of subsidies to materialize to support a sufficiently strong “case” for litigation, 

undermining the efficiency and the effectiveness of a WTO dispute settlement mechanism 

designed to be prospective in nature.   
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These industry traits, as well as the strong government interests in preserving aircraft 

manufacturing companies and jobs, make aircraft manufacturing subsidies so unique and 

complex that existing WTO agreements and dispute settlement are not enough to effectively 

discipline them.   

B. The Ongoing Boeing/Airbus Disputes At The WTO Provide An Example Of 

Perpetual And Ineffective WTO Subsidy Litigation In A Highly Competitive 

Aircraft Sector 

Since 2005, the United States and the European Union have been involved in ongoing 

disputes over subsidies to The Boeing Company (“Boeing”) and Airbus SE (“Airbus”).  After 

panel reports, Appellate Body reports, compliance panel reports, more Appellate Body reports, 

and arbitrator decisions, both sides have “won” the disputes they initiated and are now imposing 

billions of dollars in retaliatory tariffs based on the other side’s lack of compliance.  These 

perpetual disputes have not disciplined the provision of subsidies or leveled the playing field 

between Boeing and Airbus.  Litigation cannot be a substitute for actual negotiations among 

governments in order to strengthen those rules. 

IV. MAJOR AIRCRAFT-PRODUCING WTO MEMBERS SHOULD NEGOTIATE 

AN AGREEMENT TO DISCIPLINE SUBSIDIES IN THE COMMERCIAL 

AIRCRAFT SECTOR 

To level the playing field among all commercial aircraft manufacturers and create more 

effective disciplines on this sector’s subsidies, the world’s major aircraft-producing WTO 

Members should negotiate an agreement on aircraft manufacturing subsidies.  To be effective, 

any agreement to discipline subsidies must include major aircraft-producing WTO Members 

without whom the issues involving subsidies will be left largely unresolved, postponing 

necessary adjustments that will demand even greater efforts in the future. 

In terms of scope, the negotiations and agreement should cover all subsidies that help 

manufacturers launch, develop, and produce aircraft, including R&T and development support, 
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launch aid and other forms of favorable financing, tax incentives, preferential real estate 

transactions, and any other form of government support for manufacturing a commercial aircraft.  

This does not include export credits for finished aircraft sales, which are covered by an existing 

plurilateral agreement that could be expanded in terms of its membership.  Without discipline on 

all aircraft manufacturing subsidies, a government may circumvent the agreement by shifting 

support from covered subsidies to other forms of support.  

Some parties may argue that, given the reluctance of market-based lenders and entities to 

invest in aircraft projects with such long payback periods and inherent risk, it is not possible to 

fund commercial aircraft development programs without at least some form of government 

support.  This has not been the case in Brazil, where Embraer has launched commercial aircraft 

without government support.  However, this should be a topic for negotiation, including whether 

an agreement among parties should impose realistic, clearly-defined limitations on support 

instead of a prohibition on any form of government assistance.  The parties should also discuss 

whether the agreement should cover aircraft parts and suppliers to close a potential 

circumvention loophole from the start. 

V. CONCLUSION  

The global commercial aircraft market has historically been distorted by government 

support for national champions, and WTO dispute settlement has failed to resolve the issue.  

Government support undermines the fundamental principles embodied in WTO rules that 

competition should be based on a level playing field, without governments unfairly tipping the 

scale in favor of their local producers.  Massive subsidies ultimately harm everyone in the sector, 

and there are no “winners.”  

Two key venues already exist for sector-specific subsidy disciplines: the Organisation for 

Economic Co-operation and Development, following the example of the Aircraft Sector 
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Understanding (ASU), and the WTO, possibly by means of plurilateral negotiations.  

Importantly, however, these are not the only venues in which the goal of leveling the playing 

field can occur.  For example, other intergovernmental or private sector bodies could provide a 

platform for negotiations and enforcement of an agreement on aircraft manufacturing subsidies.  

The pros and cons of the venue in which the agreement will be finalized should be a topic of 

negotiations among the parties.   

Regardless of the ultimate venue, negotiations on disciplines for aircraft manufacturing 

subsidies would help to restore a level playing field and lay the foundation for the future of a 

highly competitive global aircraft market.   

 


