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1
Summary/ Abstract

This report gives as detailed an account as possible regarding the strategic event included in the case study “Airbus uses commercial route to battle Boeing” by Peter Spiegel in the Financial Times, November 18 2003.  Using thorough secondary research and application of existing theory pertaining to corporate strategy, the environment and organisation have been examined.  The strategic event has been identified as the movement of EADS into the military air unit production, this movement occurred due to the need for further innovation in military air lifts and tankers as dictated by a consortium of European governments.  The market and environment are attractive for EADS as shown by a PEST analysis linked with Porter’s 5 forces competitive analysis.  The Critical success factors for the market match the core competencies of the organisation allowing a good chance of success at a time when government support afforded EADS very few barriers to the entry of the market.
2
Introduction
The strategic event to be analysed is the decision by the European Aeronautic Defence and Space Company (EADS) to move its Airbus frame into the military defence side of the aviation market.  We can also primarily identify Airbus as two Strategic Business Units, the Airbus commercial brand and Airbus Military.  By using the strategy clock we can see that EADS competes in terms of focused differentiation whereby their perceived added value in a relatively closed market affords differentiation from few competitors to a specific group, i.e. airlines and armies.  Using strategic models one can uncover the critical success factors of the Airbus brand and EADS systems to decipher how the strategic event will add value to the Airbus brand.  
3
External Analysis

Using the PEST model to make an environmental analysis gives an insight into which factors in the “bigger picture” will have an effect on the competitive environment in which Airbus operates.
3.1.1
Political

Firstly, the Organisation for Joint Armament Cooperation (OCCAR) is one of the foremost political influences on manufacturers in the European military aircraft market.  By coming together in terms of defence spending, the members created the requirement for Airbus Military which they still subsidise heavily (Anon, [online] http://www.cnn.com/SPECIALS/2000/us.president/stories/oakley.04 [accessed 12/01/04]).  This agreement shows the favouritism often demonstrated in the air manufacturing market, these subsidies come in the form of above the line credits as well as lucrative defence contracts (Anon, [online] http://www.globalpolicy.org/globaliz/special/milglob.htm [accessed 12/01/04]).  The environment also holds legislative concerns; EADS is registered in the Netherlands so the Netherlands Securities Market Supervision Act 1995 monitors the market in terms of financial statement submission and other business related activities.  The final salient factor is the commercial airline market; Government’s worldwide are imposing stricter security guidelines for air travel, e.g. the American Sky Marshals.  We can also see from the German Air industry (http://www.barig.org/er980924.htm [accessed 25/01/04]) that re-regulation of the industry is necessary meaning manufacturer need to prepare for changes in legislation.
3.1.2
Economic

The first and perhaps widest reaching factor is the steady rise of oil prices, (http://healthandenergy.com/rising_oil_prices.htm [accessed 22/01/04]).  This places a strain on the aircraft specifically as there is no alternative fuel available as yet.  The air market is breaking into more, easily recognisable segments:
· Budget

· Commercial

· Transport

· Military

· Premium

These all depend on separate economic factors and the fuel for these aircraft is a $50bn industry (www.qinetiq.com/docs/afc/annex_f.pdf [accessed 25/01/04]).  The health of the overall national economies will affect the extent to which air transport is used.  The currency exchanges throughout the world also affect EADS; the relative strength of the Euro will affect the propensity of the USA to source aircraft from Europe due to higher costs, this could affect unskilled labour decisions as the current tendency is to move these industries to countries with lower wage costs i.e. UK call centre staff moved to India. Commercially, there has been a general downturn in the global economy meaning fewer travellers in general (http://money.cnn.com/2003/10/30/markets [accessed 25/01/04]).  Also, the budget airline market is growing, meaning more passenger planes are needed.
3.1.3
Sociocultural/ Environmental
Most importantly, social factors affecting manufacturers translate directly from commercial air travel working on the assumption that air travel use is directly proportionate to aircraft consumption.  There are also fewer travellers following September 11th as there is less confidence in safety on aircraft, specifically airbus following widespread documentation of a 2001 crash (http://www.guardian.co.uk/a300crash/story/0,11165,621122,00.html [accessed 15/01/04]).  The global downturn/ fewer travellers could lead to a drop in tourists as they decide to remain in their home country.  Also, social attitudes to warfare in general exert pressure on military arms producer to keep a general low profile.  Environmental concerns affect the public’s image of airlines, primarily due to the effects of pollution:
· Ozone Hole

· Acid Rain

· Global Warming

· Noise pollution

In general, these effects are being combated through the technological advances of cleaner combustion technology to cut emissions and advanced aerodynamics to combat noise pollution.

3.1.4
Technological

Advances in aviation technology, specifically geared toward fuel efficiency and pollution will benefit the industry twofold.  By showing action concerning environmental impact, social attitudes will change and also, greater efficiency means less fuel, more economic running costs and ultimately differentiation for the manufacturer of the technology.  Currently though, military airlift technology is not fulfilling the requirements of armed forces (http://www.airbusmilitary.com/fleetrequirements.html [accessed 01/12/03]). Also important is the development of the internet as the primary vehicle for booking air travel, this has arguably led to the mushrooming of low cost carriers with low infrastructure requirements.  Supplier technology affects costs due to efficiency and quality possibly passing savings on to the manufacturer of the finished product.  This is not such a large concern as the suppliers in the market serve most of the manufacturers, their use of technology however, still adds to the value chain of the buyer.
3.2
Competitive analysis

Porters 5 forces model can combine with the PEST analysis to give a clear indication of the competitive environment in which EADS resides and how the environment shapes it.

3.2.1
Potential Entrants

Entrance into the aircraft manufacturing industry in terms of large scale defence or commercial contracts is very difficult:

· The initial capital outlay is vast to match scale of existing leaders

· Countries hold alliances with specific companies

· Research and development of aircraft requires much time

It could be argues that the only realistic method of joining this industry is to start as a niche server to ensure hostilities are avoided by the larger companies.  The social attitude toward air travel and global economic downturn will also discourage new entrants.

3.2.2
Substitutes

The substitute count is very low; however, there is the alternative and somewhat cheaper method of shipping for commercial movement of goods and people.  In terms of long range and flexible military operations, the aeroplane has no equal.  This pertains to the political climates and technological capabilities of western governments.  Simply put, to keep up with competition in warfare, military needs aeroplanes.
3.2.3
Power of Buyer/Suppliers
The requirements of the military buyer are paramount in this area.  Current technology in the market needs to be superseded in order to obtain future competitive advantage.  The buyers are also important due to their financial and legislative power with regards to the industry, an example being OCCAR as they are the governments of the countries in which airbus military will be operating.  On the other side of the coin is the low power of the commercial airline consumer.  With so few major players in the market, the buyer needs aeroplanes so must purchase from one of the manufacturers that can deliver.
On one hand the suppliers in the commercial and military sectors are equally weak in that airbus alone distributes €14Bn amongst 1500 contractors.  These suppliers however, are split whereby some suppliers produce technical innovation and others simply produce raw manufacturing materials.  An indication of the higher strength of suppliers though, pertains to the strict conditions under which they must operate.  These strict guidelines implicitly acknowledge the importance of the supplier to the manufacturers’ value chain through inbound logistics.  We can therefore conclude that, due to the inherent value of technological innovation in the market, suppliers hold a position of relative power.
3.2.4
Competitive Rivalry

These forces, combined with the degree to which technological innovation is rewarded in the market leads to an identification of fierce competitive rivalry amongst the market leaders.  This is a direct result of the environmental conditions analysed using PEST.  If members of the market cannot sustain a competitive advantage to gain new customers, either by differentiating technologically, streamlining procurement processes or opening channels to new markets in which they can compete competently, they will not survive.  
3.3
Drivers of Change

From this external analysis we can identify the market as complex and static.  This allows the recognition of the following drivers of change for EADS:

· The complex static environment promoted historical knowledge as a key talent of the organisations, this did not allow sufficient anticipation of future needs
· Low cost airlines increasingly created a cost-based commercial market with little room for differentiated carriers

· Economic conditions and social attitudes did not deem a lift in the market likely, so diversification was a key to further growth

· OCCAR’s requirement for future military equipment and subsidies placed the military market in a favourable light for EADS when considered in terms of the GE Matrix plotting attractiveness against organisational competence

4
Organisational Culture
The Organisation’s values are explicitly communicated as; innovation, creativity and free-thinking.

Taking into account that EADS is likely to view strategy by ideas, in spite of their complex static environment, we can examine the cultural beliefs of the organisation in terms of the cultural webs most applicable elements:

· Power is regionalised in terms of General manager per country, creating a recognisable structure of hierarchy
· Airbus champions stories of the diversity of Toulose centre

· Focus on innovation sits as belief and assumption

From the beliefs and values presented by the company, we can see that airbus places particular emphasis on innovation.  An amalgamation of the cultural web factors leads us to believe that the paradigm is to stay fresh ideologically and creatively and strive for the next market-breaking innovation.
5
EADS Stakeholders

The identification of EADS stakeholders takes 3 divisions:

· Internal

· BAE Systems - part owner of Airbus brand

· Employees of the company

· Airbus, Flabel and TAI - owners of Airbus Military

· External

· OCCAR

· Respective governments and population of member countries

· Environmental pollution activists - i.e. Greenpeace

· Marketplace (competitors)

· The Boeing Company
· Lockheed Martin

· Bombardier Inc.

· Embraer-Empresa Brasileira de Aeronáutica S.A.

Mapping these stakeholders on the power/Interest matrix show the degree of influence they hold over strategic goings on in Airbus.  This mapping (Appendix 1) identifies the following key players;

· OCCAR
· Governments

· Boeing and Lockheed

All of these factors affect the internal workings of the company, the following section addresses this.

6
Internal Analysis

Value chain analysis and an identification of EADS core competencies will show how EADS adds value in terms of the strategic event.  The majority of this analysis draws heavily on information from three websites:
· http://www.airbus.com
· http://www.airbusmilitary.com
· http://www.eads.com
6.1.1
Value Chain - Primary Activities

One of the most important parts of the value chain primary activities for EADS is their inbound logistics.  Their complex network of suppliers use the same SCM software to ensure uniformity and that minimal resource is wasted on data conversion and incompatible systems.  This is a major strength of the Airbus facet of EADS which transfers well to the military sector.
EADS also adds value through the airbus operational element.  By regionalising the centres for manufacture in several countries, they are afforded knowledge of local markets through actual exposure rather than secondary research.  
The second salient element in Airbus’ value chain is their commitment to customer service through outbound logistics both during and after sales.  Both these elements of the chain are rigorously tailored to the customers’ requirements.  This adds value to the brand in terms of differentiation from competitors in the market.  This brand is also heavily marketed to reflect the quality of the product but perhaps more importantly in the airline production market, the quality of the after sales service.  With governments supporting Airbus, the product is relatively price inelastic.
6.1.2
Support activities

The support activities of Airbus combine to add value in two respects:  firstly, the efficiency of the support activities leads to smoother running of the primary activities meaning that valuable human and financial resource is protected.  Also, in their own right, the support activities add value.

Airbus has a massive web of manufacturing and service sites in terms of existing infrastructure.  This means that expansion is a relatively easy and common occurrence.  In the event of extra orders, the manufacturing element, subsidised by OCCAR could easily cope with the extended demand.  This of course, also translates into the human resource capabilities of the organisation whereby they continually train technicians in the manufacturing side.
Technology advancement and procurement is such a specific focus of the organisation that it could almost be considered a primary activity.  The organisational culture and indeed the entire competitive environment are geared toward innovation leading to the reward of greater market share and organisational growth.  

Another specific value centre, linked with inbound logistics system is the actual procurement process of Airbus.  They employ a vast collective of suppliers all over the globe, the specific case of adding value again is the diversity of suppliers leading to high competition for Airbus contracts, thereby increasing the quality of service to Airbus through increased competition.  This quality increase comes in the form of favourable delivery/ lead times.
Another factor to consider is that the technology, outbound logistics and service elements of Airbus suppliers’ value chains play a crucial role in the success of Airbus’ value chain.  The diversity of Airbus’ suppliers is the main factor ensuring this

6.2
Identification of Core Competencies

By identifying the core competencies of EADS/ Airbus we can look at the Critical success factors Airbus holds in terms of the military air market.  According to the analysis of the value chain we can conclude that the following competencies of Airbus allow them strategic fit in the military market:
· The supply chain is one of the strongest competencies
· The after sales service

· Tailored Logistic support

· 50 years knowledge of the market combined with innovation

These competencies allow Airbus to sustain a competitive advantage through focused differentiation of an incredibly strong brand.  By coupling these with the perceived critical success factors of the military market we can see the reason for EADS decision to move into the market.  The critical success factor can be seen as:
· Ability to respond to orders more quickly than competitors

· A well known, trustworthy brand of high perceived quality

· Innovation beyond that of the existing competition

We can see that EADS matches these factors through value added in the various stages of the value chain.  This explains their reasons for moving into the military market as they can achieve strategic fit in it according to Internal and external influences.

7
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