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Competition in the Wide Body Aircraft Market
Birth of a new market: In 1965, PanAm signed an agreement with Boeing to acquire a new large aircraft fleet, the 747. American Airlines followed by wanting to order aircrafts that were bigger than the existing ones but smaller than 747’s. Since Boeing was busy, this left McDonnell Douglas and Lockheed as potential contenders. First serious credible signal for commitment came in September 1967, when specific design proposals were sent to the airlines. Difference: McDonnell Douglas prepared the first draft in 6 months as opposed to 9 for Lockheed. 
The Market and the Players: McDonnell Douglas Corporation’s DC-10 was designed to fill the market hole between the 727 and the new 747. Despite their illustrious past, they were overtaken by Boeing. 

Lockheed developed the L-1011 for the same market. By undertaking this project it was stretching its financial resources as a shortfall of sales below the desired level would prove disastrous for Lockheed. 

Different market segmentations can be considered on the basis of range, no. of engines, passenger capacity size etc. Although DC-10 and L-1011 were close substitutes, 747 could be a market on its own. In practice, however, the above designs were viewed as close substitutes in the long haul, high capacity aircraft market.
Market size and break even level: Market size was estimated between 1000-1300 units worldwide in the ensuing 5 years, with one third of the demand coming from the airlines outside the US.
Break-even was influenced by many factors: capital expenditure outlays, slope of learning curve and intensity of price competition.  Selling price was estimated at $15-$17 million. Average variable costs were $100 million for the first unit, falling 23% by doubling cumulative output, which would result in $15.5 million for the 150th unit. 
How to sell an airplane: The first stage involves salespeople and engineers meet with the airline to discuss the aircraft technical details and the financial and contractual matters. When this approached completion, a senior figure takes over granting concessions over price or financing. Airlines have bargaining power and often ask for extraordinary privileges, called “green stamps”.  Due to high level of government involvement, often bribes are paid. Each deal is tailor made and accompanied by last minute concessions. 
The learning curve:  Learning in the aircraft industry takes place through rationalization in production. This is partially offset by organizational forgetting. This implies loss of expertise and experience by employees moving internally or leaving the company. Volatility and turnover is very high. After a period of high turnover, productivity can fall below previous levels attained through accumulation of experience. A temporary slip can throw the competitor out of the game as leading manufacturer moves down the learning curve, becomes more competitive and can now price more aggressively.
Games begin: 

· First bids were submitted in February 1968 and were within $200,000 of each other.
· American Airlines placed its first order with McDonnell Douglas
· Lockheed, by aggressive marketing, secured the next 3 large orders. Thus, pressure was on McDonnell to leave the market when it could. 
· In 1968, United placed an order with McDonnell, thus cementing the market in a triopoly.  

Engine trouble: Rolls Royce
· Development costs for RB.211 were very high. There was uncertainty over breaking even as Lockheed projects were not coming steadily. 

· Rolls Royce was under financial strain and the burden to save RB.211 program was placed on Lockheed, which renegotiated the contract in Rolls Royce favor.
Forgetting curve: 

· Lockheed’s production rates had to be cut down causing backward movement along the learning curve and increase in production cost.

· Low cumulative orders implied long term survival uncertainty, which drove away potential demand. 

· Airbus entry in 1971 made Lockheed’s long term survival uncertain.  

McDonnell Douglas:
· A DC-10 crash in 1974 killed more than 300 people and public confidence in DC-10 dropped
· A safer version of the plane, MD-11, was introduced but sales never took off.
How the war was won: Boeing

· Throughout 1970’s, Boeing benefited from McDonnell’s and  Lockheed’s trouble and 747 eventually emerged as winner

· Learning curve dynamics transformed a series of temporary advantages into a permanent one

· More Boeing got ahead in the race, it got more efficient in production, and competitive in future sales.   
