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ABSTRACT

Discourse on the outsourcing of commercial aitqpedduction has taken place in the
fields of economics and labor studies, each witfeding observations. Cloud (2011) and
Greenberg et al. (2010) argue Boeing’s pervasitgsooucing, with the goal of cutting labor
costs and maximizing profits, has negatively impdddoeing’s workers and labor unions. On
the other hand, economics research suggests ocitspwill create greater productivity,
resulting in job creation and higher domestic wa@asfin, 2002; Zhao and Makoto, 2010). The
787 Dreamliner production model challenges thisiiaggion. The 787 strategy caused financial
losses for Boeing, while simultaneously weakeniall IDistrict 751 and SPEEA Local 2001.
Denning (2013), Tang and Zimmerman (2009) providence Boeing over-utilized
outsourcing, which | integrate with labor’s criteju focus on the 787 three-tier supply chain
and final assembly plant in Charleston, South @aa&ol conclude highlighting the experiences
of three local Boeing workers and one union offidi@ontend that Boeing curtailing further

outflow from the Puget Sound may benefit both Bgaand the local workforce.



INTRODUCTION

In the last twenty years Boeing has begun to nias®rs of commercial aircraft
production away from the Puget Sound. A divergdnm® previous production strategies has
been especially evident on the 787 Dreamliner.irgpannounced development of its “game
changer” in 2004.This quickly attracted market attention due tgitsmise of high fuel
efficiency and increased passenger comfort. WhgeDireamliner has been the fastest selling

plane in aviation history, it's also one of the mitswed models of productioh.

To reduce costs and development time, Boeingymedi the 787 using an
unconventional three-tier supply chain. The implatagon of which led to a substantial rise in
outsourcing. Boeing outsourced 70% of productioth@nDreamliner, a record level within the
company. Workers at Boeing perceive the rise isauwicing as one of the main threats to job

security’

Boeing’s fundamental goal was to keep manufaofuaind assembly costs low while
spreading the financial risks to global partrfeRather than assembling the thousands of
components in the Puget Sound, Boeing took theafodgstem integrator. Fifty outsourcing
partners in eleven countries assembled complateaétisections. These whole sections were

then delivered to Everett and assembled in threg slays> The production strategy led to

! “Boeing 787 Dreamliner Provides New Solutions for Airlines, Passengers,” Boeing Co., Accessed April 26,
2014, http://www.boeing.com/boeing/commercial/787family/background.page.

2 Chistopher S. Tang, and Joshua D. Zimmerman. “Managing New Product Development and Supply Chain
Risks: The Boeing 787 Case,” Supply Chain Forum: An International Journal 10, no. 2 (2009):74.

3 Lynn Lunsford, “ Outsourcing at Crux of Boeing Strike,” The Wall Street Journal, September 8, 2008,
http://online.wsj.com/news/articles/SB122083149762108451.

*lan McCarthy and Angela Anagnostou, “The Impact of Outsourcing on the Transaction Costs and the
Boundaries of Manufacturing.” International Journal of Production Economics 88 (2003): 62.

> David Pritchard and Alan McPherson, “Outsourcing US Commercial Aircraft Technology and Innovation:
Implications for the Industry’s long term design and build capability,” Canada-United States Trade Center
Occasional Paper, no. 29 (2004):2.



billions in cost overruns, years of delays, and maeécal failure$. Meanwhile, a South Carolina
supplier’s failure to meet delivery deadlines résalin Boeing’s purchase of the company. This
contributed in the company’s decision to build & fi@al assembly plant adjacent to the
facility.” For the first time in company history, a final @sbly would be located away from the
Puget Sound. Local workers, already feeling threadeby high levels of outsourcing, viewed it

as a move to decrease union jobs and force caléebtirgaining concessiofis.

The International Association of Machinists & Aspace Workers District 751 (IAM
751) and Society of Professional Engineering Emgxésyin Aerospace Local 2001 (SPEEA
2001) have both been impacted by Boeing’s shifpirggluction methods. The unions,
representing 67,000 local machinists, engineestechnical workers, blame job relocation and

outsourcing for weakening union power.

In 2011, Boeing maneuvered its way out of a Natidmbor Relations Board complaint
against Boeing for building a 787 plant in Southdliaa’ This monumental decision gave

Boeing a springboard to search out competing statbsild the 777X° The unions, wanting to

® Dominic Gates, “ Boeing Celebrates 787 Delivery as program’s cost top $32 billion,” The Seattle Times,
September 24, 2011, http://seattletimes.com/html/businesstechnology/2016310102_boeing25.html. Details the
cost overruns and missteps that brought the project over budget.

7 Boeing purchased Vought Enterprises in S.C., builder of 787 rear fuselages. Boeing, already having major
sub-assembly work done in the region, coupled with a non-unionized workforce, contributed to management
decision to build a second 787 assembly plant in Charleston, SC. The 2011 NLRB complaint details Boeing’s
rationale. Within, it cites multiple media reports with Boeing management talking about the decision.

“National Labor Relations Board Complaint and Notice of Hearing,” NLRB Region 19. April 20, 2011.
http://www.nlrb.gov/sites/default/files/attachments/basic-page/node-3310/cpt_19-ca-032431_boeing__ 4-20-
2011_complaint_and_not_hrg.pdf.

® Eric Pyne, “Boeing to fight NLRB complaint on 787 South Carolina plant,” The Seattle Times, April 20,
2011, http://seattletimes.com/html/businesstechnology/2014824566_charleston21.html. Statement made by 751
president Tom Wroblewski.

? Steve Greenhouse, “ Labor Board Drops Case Against Boeing After Union Reaches Accord,” The New York
Times, December 9, 2011. IAM 751 asked the labor drop the complaint in exchange for Boeing agreeing to build
the new 737 Max in Renton, WA.

% bominic Gates, “Machinists say yes, secure 777X for Everett,” The Seattle Times, January 3, 2014.
http://seattletimes.com/html/businesstechnology/2022593956_machinistsunionvotexml.html.



keep the project in the region, conceded workesip@is. The state government increased tax
incentives and state spending on aerospace infcaste. One union representative called it “a
corporate extortion plan by Boeing trying to makeospace a race to the bottohBbeing'’s
behavior signals a desire to move away from theeP8gund and its unionized workers.

Ironically, on the 787, the strategy has not letigher profits or more satisfied customers.

Management at Boeing has admitted that perhapd tverextend outsourcing. Boeing
Commercial Chief Executive Officer said, “We sparbt more money in trying to recover than
we ever would have spent if we'd tried to keepkbg technologies closer to home.While
acknowledging implementing a flawed model on thé, Hbeing continues moving jobs from
the Puget Sound. Vice president of engineering EBtibelaney says the company is committed
to being “a larger, more globally competitive compavith expanded production capacity and a
more geographically diverse manufacturing and exgging footprint.*® Although not
mentioned explicitly, work stoppages and machisiskes have contributed to the company’s

movement from the region.

Launched in November, 2013, the 777X is Boeing’s newest commercial aircraft. It shares similar
composite technologies to the 787 and will be the largest and most efficient twin-engine jet in the world. It boasts
the lowest operating costs per a seat, attracting buyers for long-range international flight. —“777X details and
specifications,” The Boeing Co., http://www.newairplane.com/777x/.

u Doug Cunningham, “Extremely Upset IAM District 751 Workers File NLRB Charges, Demand Re-Vote On
Boeing ‘Corporate Extortion Plan,” Workers Independent Radio, January 7, 2014,
http://laborradio.org/2014/01/extremely-upset-iam-district-751-workers-file-nlrb-charges-and-demand-re-vote-
on-boeing-corporate-extortion-plan/.

12 Stephen Denning, “Boeing’s Offshoring Woes: Seven Lessons every CEO Must Learn,” Strategy and
Leadership 41, no. 3 (2013): 29.

B Aubrey Cohen, “Boeing moving engineering work out of Washington,” The Seattle P.I., May 31, 2013,
http://www.seattlepi.com/business/boeing/article/Boeing-moving-engineering-work-out-of-Washington-
4565734.php.
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Outsourcing and Mechanical Issues

The 787s problems have persisted past developmdmiraduction stages. Most
troubling are the mechanical issues occurring aeimice aircraft. Since first delivery to All
Nippon Airways in 2011, Boeing has dealt with peshlsoftware systems, engines, wings,
hydraulics, and fuel tank leak$As shown throughout my thesis, these issues astiyrtbe
result of component production and system integnatione by suppliers, and not internal to
Boeing™ The plane’s lithium ion batteries have provenrtst costly and raised the biggest
safety concerns. January of 2013, batteries or78vs caught fire, leading the FAA to ground
the entire fleet for three month%Boeing never found the precise cause for the fydites, but
redesigned the battery system and implementedysateisures to contain future issues. Despite
the precautions, approximately a year after thst fire, a battery in a Japan Airlines airliner
caught fire and emitted gas€sThese and a plethora of similar problems haveadguh public

trust in Boeing, while raising public scrutiny alb@uality control of production.

The assembly stage of production has remainedlgguablematic. In February, 2014,
machinists at the 787 assembly plant in EveretisMvayton, reported receiving fuselages with
wiring and hydraulic lines missin§. Everett receives the fuselages from Boeing’s remilify

in North Charleston, South Carolina, where produrcproblems have persisted for several

% David Schaper,“Problems Linger for Boeing’s Flagship 787 Airliner,” NPR, February, 25, 2014,
http://www.npr.org/2014/02/25/282431939/boeings-787-dreamliner-can-t-shake-major-malfunction-issues.

> The caveat to that are the production issues on the 787 assembly line in Charleston, South Carolina.

'® Dominic Gates, “787 Grounded, but Boeing to keep building,” The Seattle Times, January 16, 2013,
http://seattletimes.com/html/businesstechnology/2020148677_787groundedxml.html.

Y Rubert Wingfield Hayes, “Boeing 787 Aircraft grounded after battery problem in Japan,” BBC, January
14, 2014, http://www.bbc.com/news/business-25737515.

¥ Dominic Gates, “ 787 assembly problems in Charleston drag on Everett,” The Seattle Times, February 3,
2014, http://seattletimes.com/html/businesstechnology/2022830424_boeingcharlestonxml.html.
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years. March, 2014, Mitsubishi Heavy Industrieskena of Boeing’s 787 carbon fiber wings,
found cracks in the wings of forty planes stiltire assembly stage of productidnContinual
global production issues coupled with a surveyastproduction models (where Boeing kept

sub-assembly in house), supports my argument thaihB pursued a flawed business model.

My analysis on the 787 model of production inclide inquiry into management
motivation for radically diverging from previousqatuction strategies, its final outcome, and
impact on Puget Sound workers. Despite effortsutacosts, all evidence shows Boeing has not
created additional valui8.In the process, it has weakened IAM 751 and SPEEN through
losses to jobs, benefits and bargaining potveBoeing adopted a high risk model on an aircraft
which won't profit until 2020 at the earlieStAlthough there is a learning curb and high up-
front costs for any new project, past project domatch the enormous cost overruns of the 787.
Analysts expected the development costs alone &5&billion. These costs ended up being
over $15 billion” Furthermore, statements made by Boeing managesuggest they knew
these decisions had a high potential of being uitplbe. This leads to a conclusion that
Boeing’s calculus was directed at weakening thegrva IAM District 751 and SPEEA Local

200124

9 jad Mouawad, “Wing Cracks Delay Boeing 787 Assembly,” March 7, 2014, New York Times.
http://www.nytimes.com/2014/03/08/business/wing-cracks-delay-boeing-787-assembly.htm|?_r=0.

% Dominic Gates, “ Boeing Celebrates 787 Delivery as costs top $32 billion,” The Seattle Times,
September 24, 2011. http://seattletimes.com/html/businesstechnology/2016310102_boeing25.html.

*! Dominic Gates, “777X vote shows bitter rift in Machinists leadership,” The Seattle Times, November 16,
2013. http://seattletimes.com/html/businesstechnology/2022276110_boeingmachinistproposalxml.html.

* Dominic Gates, “Boeing Celebrates 787 Delivery as program’s costs top $32 billion,” The Seattle Times.

2 Daniel Ferry, “Will the 787 Dreamliner Be Profitable at Last?,” The Motley Fool, October 24, 2013.
http://www.fool.com/investing/general/2013/10/24/will-the-787-dreamliner-be-profitable-at-last-for.aspx.

Y “Documents show Boeing saw Charleston as riskiest option for 787,” IAM 751, November, 2011.
http://www.iam751.org/pages/news/9262011.html. The documents, part of NLRB complaint against Boeing,
show that Boeing execs saw Charleston the highest risk option studies, it would have long-term negative impacts
on program profitability, Charleston workers would not be as productive, and two 787 lines 3,000 miles apart
would cause “skill dilution”.
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The question of Boeing’s movement from the regsoof critical importance to the Puget
Sound, as a large share of the local economy refighe Boeing and its local suppliérsThe
aerospace giant is the Unites State’s largest éxpand also Washington State’s largest
employer, totaling 72,900 jol38 Boeing has five plants in the state, all in theted Puget
Sound. Furthermore, 175 aerospace firms suppotinBowith an additional 1,175 locations for
aerospace- related businesSeBhese businesses support another 253,400 jobssatm® staté®
There are few United States corporations who caimcsuch economic benefits concentrated in

one region.

Boeing’s revenues in 2012 totaled $48.9 billiwith $7.2 billion paid in wages and $3.3
billion in tax revenue&® The median wages paid to employees is $96,68zhmpared to a
statewide median household income of $56 #4¢he high-quality jobs, rich history in the
region, and enormous economic contributions, arng Ridlget Sound residents take pride and
embrace its local presence. More than anything, ¥ha&ie its job opportunities and want to

protect the jobs for generations to come.

Rather than implicating Boeing as the sole aaeponsible for an economic shift from
the Puget Sound, | address other contextual fadkm@nomic policies have liberalized the

marketplace, allowing Boeing access to new marlkgst Asia is one of the most important

25Washington Aerospace Partnership. http://www.washington-aerospace.com/. The WAP November,
2013 report provides the most recent data quantifying Boeing’s impact to the Puget Sound(direct, indirect, and
induced benefits). The Partnership is a collaboration of industry, labor, and government “working together to
ensure Washington State continues to be a thriving global leader in aerospace excellence.” WAP develops policies
facilitating the building of new aircraft in Washington. They work to gather support of state legislators, citizens,
and union members. This 87 page report was used to urge passage of legislation awarding WA the 777X contract,
including tax incentives and aerospace training at local educational institutions.

2 “Aerospace Impact Analysis”, ii.

* Ibid.

28 253,400 supported jobs comes from indirect and induced impacts, including supply chains, vendor
sales, and additional income created and spent throughout the state economy (multiplier effects).

®Ibid. iii-iv.

** Ibid.,i.
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markets, playing a strategic role in the producbbBoeing’s commercial aircraft.
Governmental deregulation creates a climate whesag, being the “rational actor,” seeks the
lowest cost production inputs. While not fully ingalting access to global markets for the

problems at Boeing, | show this is a fundamentakedor transforming models of production.

In a free-market society, Boeing’s actions ardqutly legal. Therefore, some may
guestion if I then am critiquing the free markesteyn. | am most certainly not. I'm a proponent
of the free market, believing it has aided in Pug@ind’s prosperity. A thriving aerospace
industry is driven by fair competition. Presenteel the facts about the 787 Dreamliner case and
how Boeing over-utilized the global market in séan€ gains®* The liberalized policies were the
harbinger of change. Does that mean the policie®ad? Not necessarily, there have been great
benefits for some workers, consumers, and regammjosses for other§he issue has many
nuances, and it's still true today that Boeing doesh greater local economic good than any
harm. What | hope to articulate is that in thistamce, not only did the production decisions and
outcome do harm to the workers, it did not leadremater gains for Boeing. This is not simply
the case of one corporation; this is the interpletyveen an industry intertwined with

governments, international bodies, and other inohsst
Paper Organization

My thesis is organized in to three chapters, eaelhyaing a different facet of the
research problem. Chapter | provides a historigahaew of commercial aircraft production in

the Puget Sound. This is followed by a spotlighiAM District 751 and SPEEA Local 2001,

Ttis my position that Boeing over-utilized the market by partnering with un-tested suppliers for 787
sub-assembly, system integration, and building the second 787 assembly line to Charleston, South Carolina.
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and each of their roles in growing commercial aficproduction. | then focus on policy changes

creating a globally integrated marketplace.

Chapter Il lays out the specifics of the 787 $yppain, South Carolina 787 assembly,
and causes of production failures. The final chaghews how Puget Sound workers have been
affected by production changes, including lossgelte, benefits, and collective bargaining
agreements. | end with the narratives of three Bpwiorkers and one union official. Their
personal experiences showcase the local impacbeinB. | conclude by recapitulating my

analysis of the case study, and how this reseaeghlra used in future studies.
LITERATURE REVIEW

A significant amount of research has been devateditd unpacking the effects of
production outsourcing. | focused on the insigbta® in economics, political economy,
business management, and labor studies. Gatharogl&dge from varying epistemologies

provides me a compressive springboard to explaedbearch problem.

Economists studying international trade are oiitéerested in its aggregate effect on the
economy. They find an open market may negativelyaich a segment of the population.
However, if an economy has overall growth, an ecosbwould conclude that trade is a net

positive3? Economists studying industrial organization foonsthe behavior of an individual

*2 paul Krugman, “Increasing Returns, Monopolistic Competition, and International Trade,” Journal of
International Economics 9, no.4 (1979): 476-478. 3.2,“effects of trade”. General equilibrium model, trade opened
between two economies with zero transportation costs.

Avinash K. Dixit, and Joseph E. Stiglitz. “Monopolistic Competition and Optimum Product Diversity”.
American Economic Review 67 (1977): 297-298.
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firm. To produce goods as efficiently as possipteduction inputs must be attained at the

lowest cost. Firm outsourcing is considered optiifiacreates operational efficiency.

Paul Krugman’s work in international trade thefor “new trade theory”) aids in our
knowledge of how firms make gains from tr&déle shows that gains may occur between
countries withidenticalresources and technology. Previous research ltaddd on trade
between countries with dissimilar resources andrtelogy, based on the laws of comparative
advantagé® Gains come fronntra-industryspecialization due to scale economies internal to
firms. Applying the model to Boeing, profits hawsllto increased size and economies of scale,
and therefore decreased marginal costs. With aedfesioperational efficiency, Boeing
specializes in engineering and final assembly, evbduntries with similar endowments (e.g.

Japan, ltaly) specialize in componetits.

Holger Gorg finds outsourcing directly correlatesncreased plant productivify He
argues benefits accrue when a multinational firtsources inefficient factors of productith.
The firm purchases high-quality intermediate outd@oeing- aircraft components) and focuses
resources on its most proficient capabilities. reudes the caveat that substantial costs to

outsourcing, such as transportation, have the fiatéa cancel out any cost savinjHe

3 Holger Gorg,” Productivity effects of International Outsourcing, evidence from plant level data,”
Canadian Journal of Economics 41, no 2 (2008): 671-73. Includes a lit review of research using industry level data,
and introduces original research using plant-level data. The lit-review is an insightful discussion of outsourcing and
productivity.

** paul Krugman, “The Increasing Returns Revolution in Trade and Geography,” Nobel Prize Lecture,
Princeton University, December 8, 2008.

*> David Ricardo, On the Principles of Political Economy and Taxation (London: John Murray, 1817), see
chapter VI on Foreign Trade.

*® paul Krugman, “Increasing Returns, Monopolistic Competition, and International Trade,” Journal of
International Economics 9, no.4 (1979): 469.

7 Holger Gorg,” Productivity effects of International Outsourcing, evidence from plant level data,” 676.

z: The parts of production the firm does least efficiently, such as labor intensive low-skilled work.

Ibid., 677.
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concludes stating that in general, exporters likeiBg, already embedded in international

production networks, will face lower costs and siSk

The contribution of Ben Kitcher et al. is througtonometric analysis, specifically the
Cobb- Douglass (1922) production functi@L,K)=AL? K*.**Their research focus is on third
variable (), or total factor productivity (TFP). TFP accoufds other impacting variables
beyond capital and labor. Outsourcing performas@®ntingently dependent on how TFP

combines with labor and capital.

The researchers unpack the total factor produgto@dmponent using the Ishikawa
diagram (1990); breaking down variables influenclitdP#* Sub-variables are broken down
even further until each can be individually meadufiéhey address four pertinent situations:
customer, financial, internal business process |eawing and growtf Kitcher et al. use the
example of an aerospace company considering difemrgine component suppliers. They look
at all contingent factors (e.g. reputation, loaafibefore making a decision to outsource.
Exercising this method allows firms to more accelsatissess if outsourcing decision will be
profitable. This conveys that outsourcing is npaaacea, and doing so will not always be
beneficial. Although | cannot empirically prove Bog did not take such precautions, copious

supplier failures would suggest they did not garg such length?

“ Ibid.

*' Ben Kitcher, lan McCarthy, Sam Turner, and Keith Ridgway, “Understanding the effects of outsourcing:
unpacking the total factor productivity variable,” Production Planning and Control: The Management of Operations
no 4-5 (2013): 308. The output (y), is the quantity of goods produced, in this case aircraft, and the inputs (L,K), are
capital and labor. K is the total factor productivity, or tfp . This is an algebraic expression relating production
output to production input.

* Ibid,313.

* Ibid. 308-309.

“ Stephen Denning, “Boeing’s Offshoring Woes: Seven Lessons every CEO Must Learn,” Strategy and
Leadership, 29. Denning and others highlight the unforeseen issue with Boeing’s increase in outsourcing. Boeing
explicitly states that the 787 model was intended to speed up development, spread costs and financial risks.
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Feenstra and Hans@wcus in on outsourcings effects to the labor miarkeey find that
the United States outsourcing to dissimilar coastrsuch as Mexico, has driven up wage
inequality® U.S. corporations shift away from labor intensivanufacturing, injecting capital in
to Mexico for lower cost production inputs. Theseé then focus endogenous spending on
inputs which are intensive on skilled labor. Thétssf resources creates a drop in U.S. demand
for unskilled labor, having the effect of lowerimgges. While Mexico is not a major partner in
aerospace, Boeing’s FDI has had a similar effetis 1 demonstrated by the 787 supply chain

and decreased low skilled assembly jobs relatiyerégious projects®

Zhao and Okamura’s research looks at the wagetefbf outsourcing in the Southern
hemisphere. Their method of analysis is game thesiryg the examples of Boeing and Airlls.
They find if wages in the host country are sigrifidy high, outsourcing will benefit both the
firm and union®® However, if wages are significantly lower, outsting will drive down union
wages. They encourage strategic outsourcing aydovd8oeing to have a competitive
advantage over Airbus. Sven Arndt concurs, sayieghances a producer’s ability to deal with

foreign competitiort?

Stephen Denning, an expert in management stratdg@ises specifically on the case

study of 787 outsourcing and supply chain. He itsdBneing management for failing to

* Robert C. Feenstra, and Gordon H. Hanson, “Foreign Direct Investment and Relative Wages: Evidence
From Mexico’s Maquiladoras,” Journal of International Economics 42 (1997): 371.

*®In chapter Il | correlate the 787 supply chain/outsourcing with a decrease in low skilled jobs. | do not
outright claim this as a contribution to macro level effects of wage inequality, yet it would be reasonable to
suggest that Boeing’s practices are generally the kind that contributes.

* Lex Zhao, and Makoto Okamura, “Competing to Outsource in the South,” Review of International
Economics 18, no. 3 (2010): 427.

*® |bid., 428. In the case of FDI, the authors cite the example of high wages in China’s cost cities. They say
the competition will still benefit firm, unions, and host country. This is supported by empirical evidence on
increased plant productivity and rising domestic wages between 1997-2004. During that period, wages among low-
skilled workers rose 6.3%. They go on to say that FDI may diffuse a protectionist threat.

* Sven W Arnt, “Globalization and the Open Economy,” North American Journal of Economics and Finance
8, no. 1 (1997): 75.
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calculate the full costs of increasing outsour@nghe 787. “In analyzing offshoring, firms must
get beyond rudimentary cost calculations focusedhanmt-term profit, such as the cost of labor,
and instead consider the total cost and risk afreded supply chains®. A myriad of media

reports back up the charge that Boeing only loaktesmi small set of factors, namely capital and
labor inputs’* Denning goes on to explain that the problem isrdlusive to Boeing. “It is found
throughout the economy, devastating whole industaad hampering United States ability to
compete long term>? He suggests U.S. firms start thinking about réngmanufacturing
statesidé> Hary Mosser, founder of the Reshoring initiatielaims that while offshoring may
cost 30% less than producing goods in the U.S tataé (and often overlooked) costs may add to

more than 30%*

Christopher Tang and Joshua Zimmerman take amgreater focus on Boeing's 787
supply chain, highlighting the suppliers most resgible for production problents.They find
South Carolina’s Vought Enterprises to be a mamtrgautor. This implicates Boeing’s domestic

suppliers as much as foreign.

”

>0 Stephen Denning, “Boeing’s Offshoring Woes: Seven Lessons every CEO Must Learn,
Leadership 41, no. 3 (2013): 30.

>t Stephen Denning, “ What Went Wrong at Boeing?”, Forbes, January 13, 2013,
http://W\ng.forbes.com/sites/stevedenning/2013/01/2l/what-went—wrong—at-boeing/.

Ibid.

>3 Stephen Denning, “Boeing’s Offshoring Woes: Seven Lessons every CEO Must Learn,” 31. Although a
call to return manufacturing stateside may be at odds with past evidence on the benefits of outsourcing, using the
example of the 787, Denning argues firms like Boeing over-extended outsourcing efforts .He references the
Reshoring initiative analytic tool enabling companies to calculate the full costs and risks of outsourcing, the Total
Cost of Ownership Estimator.

** Ibid., 31.

> Chistopher S. Tang, and Joshua D. Zimmerman. “Managing New Product Development and Supply Chain
Risks: The Boeing 787 Case.” Supply Chain Forum: An International Journal 10, no. 2 (2009): 74-75.

Strategy and
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Economic geography literature addresses the-timcaf factors of production in
space.® Again, Krugman produced valuable insights, showiog a producer who servaso
markets considers locatiGhPrevious work only addressed producers serviregriat markets.
Given the example of a producer considering eitimer or two plants, considerations include
worker cost of living or transportation costd/\Ve can use Krugman'’s insights to think about
Boeing decision to open a second 787 assembly pi&@duth Carolina. Although transportation
costs exist for moving components and aircraftisastfrom Charleston to Everett, other

advantages may outweigh costs, thus contributirBpiing’s decision to mov&.

Steve Wilhelm proclaiming “the South is winningytites about Boeing’s move and
causes for growing industrial concentration. Heslbwer costs, job hungry political leaders
(enticing firms with subsidies), and a non-uniodizeorkforce as motivators for relocation to the
region®® The auto and aerospace industry also share cattigg technologies. “The synergy
between those industries has helped the South ddddnidable network of engineers and
engineering skills® This has resulted in trans-local firms such as BMB&neral Electric, and

Airbus, to take advantage of the region’s growipgcsalization.

Government relinquishing control of the aerospadestry has awarded Boeing its

ability to outsource. Outsourcing as defined by iBEHorgos is “the procurement of inputs from

*® paul Krugman, “Increasing Returns and Economic Geography,” The Journal of Political Economy 99, no.
3(1991): 483.

> paul Krugman, “The Increasing Returns Revolution in Trade and Geography”, Nobel Prize Lecture, Nobel
Prize.Org (2008):343.

*% |bid.,343. Worker cost of living dictates the wages the employer will need to pay the employee.

> Advantages for moving to S.C. may include lower capital and labor costs, being adjacent to 787 rear
fuselage assembly, and the region’s growing agglomeration of tech and manufacturing.

60 Wilhelm, Steve, “The South is Winning: Why the Puget Sound area will keep Losing Boeing Jobs.” Puget
Sound Business Journal., July 4, 2013, http://www.bizjournals.com/seattle/news/2013/07/05/the-south-is-
winning-why-the-puget.html?page=all.

*! Ibid.



20

an external supplie®® John Bowen outlines how trade liberalization geedeBoeing access to
global suppliers. Boeing in turn set up what Bowals global production networks (GPNs); a
complex linkage of firms across spacé.ower production costs from GPNs helped give Bgein
the competitive advantage over smaller aircraftipoers, turning the industry in to an even
greater oligopoly. Boeing’s trans-border relatiadpstare reliant on government institutions, and

augmented by national economic development effdrts.

Airline deregulation had a similar effect. It leved the cost of travel and brought air
carriers to new international locations. This imtdrove up demand for aircraft and increased
sales for Boeing. Hamilton and Quinlan’s empiritatlings go even further in their support of
liberalization. Using quantitative analysis, tteow commercial airliners built in the US and
EU have increasingly been sold on both sides oAtlentic, thus mutually benefitting both
economies. The authors say the data proves libat@n has created a “healthy two way
street.®® They call for even greater liberalization by allog universal cross border competition.

Boeing’s production model is directly tied to tHéeets of trade liberalization.

Dana Cloud’s research looks at how liberalizafreferred to by her as neoliberalism)
has altered Boeing’s behavior and impacted thensifoShe argues that neoliberalism, “a

global economic regime characterized by off-loadoféshoring, and lean production”, has

®2 Daniel Horgos, Labor Market Effects of International Outsourcing,” International Review of Economics
and Finance 4 (2009): 611.

® John Bowen, “Global Production Networks, the Development State and the Articulation of Asia Pacific
Economies in the Commercial Aircraft Industry,” Asia Pacific Viewpoint 48, no. 3 (2007): 313.

* |bid. Bowen addresses the state’s role in the development of East Asia’s aerospace industry, its growing
competitive advantage, production network, and relationship with Boeing 747 to the 787.

® Daniel Sheldon Hamilton and Joseph P. Quinlan, Deep Integration: How Transatlantic Markets are
Leading Globalization (Washington D.C.: John Hopkins University:205): 74.

® Dana Cloud, We Are the Union: Democratic Unionism and Dissent at Boeing,(Chicago: University of
Illinois Press, 2011).
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weakened Boeing’s unions and forced conces$iobsially implicated is union leadership, and
what she calls the “corporate unionist$These are leaders who have overly- cooperated with
Boeing management to the detriment of the rankfiéendShe highlights the stories of dissident
groups within the unions who have agitated for tgeanion democracy. Cloud argues these
groups are vital to restoring union power and timesAmerican middle-class. Despite her focus
on broader economic change and weakening unioasnsbrporates the 787 production
techniques within her critique. A division betwdeadership and the rank and file is clearly seen
in the 2014 1AM 751 contract extension. The contvagich ended pensions for new hires, is the
product of earlier concessions and legalizing Bgisimovement of production to South

Carolina

Similar to Dana Cloud, Edward Greenberg, LeonnBeug, Sara Moore, and Patricia
Sikora expose how company transition has affectselri®) workers. Results were gathered using
surveys given to 1,100 respondents from 1997-2886vell a wide cross-section of interviews.
As Boeing underwent developments such as mergausif$, outsourcing, and global partnering,
the research measured employee attitudes and npfiiBheir results show that, as Boeing
adopted lean production techniques in the mid-199@skilled or semi-skilled workers began to
feel the effects of job insecurity. Boeing launchleel787 program near the end of their study
period. At that time, the company begun to outsetnigh-skilled work like engineering and
programming. They found engineers and other knogdatiorkers began to feel the same fears

as low skilled workerg? Their core argument is that Boeing unnecessarilicted harm on its

* Ibid., 3.
* Ibid., x-xiii.
% Edward Greenberg, Leon Grunberg, Sara Moore, and Patricia Sikora, Turbulence: Boeing and the State
of Boeinngorkers and Managers, (Yale University Press, 2010), 14.
Ibid., 13.
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workforce. They contend this is emblematic of wikdtappening to other American companies

and should be a cautionary tale for business.

The economic literature finds outsourcing to beaerall positive for the economy. It
acknowledges that workers in manufacturing ard\like experience negative effects, but points
to demand growth in other sectors as increasingybkeall welfare of the population. The
business literature specifically focuses on the Fi@iness model, with a consensus that
Boeing’s pursued a flawed model of production. Timr research moves beyond critiquing a
flawed business model, focusing on the real- hfipact to the men and women of Boeing. Each

approach provides a unique way to look at Boeifi§s Dreamliner production decisions.
METHODS
Design

| approached the research problem using a mixiahttative and qualitative methods.
This reflects a multidisciplinary pursuit towarddwmledge creation, integrating diverse
perspectives for a greater breadth of understarfdinBeveloping an inclusive method is
respectful of disciplines from both the humanitesl social sciences, each with important

insight into the research problem.

Quantitatively, the research design extrapolgiten statistical data pertaining to
employment numbers, project spending, subsidigspatcing percentages, and units of
production’> The numerical data is meant as a tool for cuiil analysis, plugged into the

main body of research. This is qualitative in nataind uses word description in exploration of a

" Interdisciplinary Studies (M.A), University of Washington Tacoma, Accessed April 22, 2014,
http://www.tacoma.uw.edu/uwt/admissions/interdisciplinary-studies-ma.

72 “Aerospace Economic Impact Study,” Washington Aerospace Partnership. November, 2013.
http://www.washington-aerospace.com/Economiclmpacts.pdf.
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main theme, the economic transition at Boeing. ddse study is formatted in a chronological

narrative.

At the foundation is a historical discussiontod tnain actors involved, Boeing and the
labor unions. This is followed by a narrative ditgithe catalyst for Boeing’s development and
production of the 787. The variables | identified &nalysis are Boeing management, 787
production, geographies (Puget Sound, South CaplBoeing unions (IAM 751, SPEEA
2001), and policy. Without presenting a quantia@nalysis, | seek to identify a cause and effect

relationship between each.

Additionally, four unstructured interviews werenclucted with Boeing workers. These
give personal insight into the how management dewsmpact worker’s lives. These
interviews are informal and anecdotal in naturenétbeless, their lived experiences provide
valuable insight. Each interview revolves aroursinailar theme of personal narrative and
perception of Boeing’s production decision. | ctate the interviews with research by Edward
Greenberg et al. and Dana Cloud. Both conductedegarand interviews on Boeing engineers,
managers, machinists, and technical work&fheir research informed themes in my line of

guestioning.
Procedure

Data was collected and analyzed from equal pairsgpy and secondary sources.
Primary sources include timely news stories on pi®duction and resulting labor conflicts,
Washington Aerospace Partnership, the National L Rietations Board vs. Boeing, and

Washington State Legislature spending packagesn8acy sources came from academic

”* Edward Greenberg et al., Turbulence: Boeing and the State of Boeing Workers and Managers, 2010.
Dana Cloud, We Are the Union: Democratic Unionism and Dissent at Boeing, 2011.
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literature classified into four broad categoriese3e are labor studies, business management,
political economy, and economi&sach distinctly contributed toward a better underding of

the problem.

The labor Studies literature details the histdrthe unions, and their tumultuous
relationship with Boeing. It may also include hdwe tstructural changes at Boeing impacts
workers. The business management literature areaBaeing management decisions and
production protocol. The literature | classifiesd@olitical economy analyzes the institutions and
policies which liberalized the aerospace industhe economics literature provides a theoretical
framework for the production, transportation, andsumption of goods or services. In this
instance, that good is 787 commercial aircraft. fie®retical framework covers international
trade, economic geography, production, and firmaleh. International trade theory and
economic geography puts Boeing’s marketplace behavithe context of its effects on the
wider economy and intra-industry relationships. Teories of firm behavior and production are
a microeconomic assessment of how a firm like Bgeises “scarce resources” to maximize
profits. The economics literature aids in an un@eding of the factors leading Boeing’'s

decision to outsource component and sub-assembdiuption of commercial aircraft.

Limitations

The 787 Dreamliner project and resulting laborflcts are relatively recent, creating
several limitations. All data collected is in thebic domain, therefore the research process can
be replicated. However, certain subjectivities@esent; especially when correlating theoretical
findings without employing strict quantitative maeass. Similarly, while it's logical to correlate

trade policy with Boeing’s increased outsourcirtg, mot infallible.
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The calculus on Boeing’s 787 profits and its ictgan workers are also not static. While
| contend the Boeing’s 787 production decisionsehasulted in losses for firm and the local
workforce in the short-term, the long- term mayetif Evidence shows management decisions
have put the project billions over budget, causimg delays, and groundings due to
technological problems. Nonetheless, the strategy eventually lead to greater profits as the
benefits from reduced labor inputs exceed thedg easts. The workers’ decision to ratify the
2011 contract extension, which dropped the NLRE: @aginst Boeing, may prove to be a net
positive for the labor union with the economic bigeef the inclusion of the 737 MAX. My

conclusion is limited to the financial state of theeamliner project at the time of publication.
Workers Lived Experience

To provide a personalized perspective on Boeingtsourcing and move to South
Carolina, | conducted four conversations with med women representing each of Boeing’'s
unions. They aren’t all directly tied to the specdase study of the 787 Dreamliner, its
production problems, and the conflict resultingiirthe assembly line opening in Charleston,
South Carolina. Nonetheless, each has been affbgtBdeing’s altered production practices in
various ways. Their experience underscores thativegconsequences of Boeing’s movement

from the region.

The men and women represent workers from SPEEAILZ001 and IAM District 751,
Boeing’'s two major unions. The first is a retireddihg engineer from SPEEA Local 2001. Two
are District 751 machinists working on the 767 addg line in Everett, Washington. The final
participant is a union representative from IAM 7Bbth unions have been affected by
production movement, loss of benefits, and jobdoséy. The objective was to get their

opinions on Boeing’s changing production methollist importantly, | wanted to know their
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thoughts about the opening of the 787 Dreamlingemably plant in Charleston, South Carolina,
and what they believed it meant for the future oelBg commercial aircraft production in the

Puget Sound.
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Chapter |

Boeing Commercial Aircraft Production in the Pu§eund

Boeing’s shifting production methods are best usid®d by examining past aircraft
production. This provides context of the factorsahihaltered the company’s relationship with

the Puget Sound.

William Edward Boeing began producing aircraftl®il6. The Yale engineering graduate
formed Pacific Aero Products 1916, becoming Bod&mg years later. He recruited engineers
from the University of Washington, while also fungithe school’s aeronautics progr&harly
success came from military contracts in World Wandl World War 1l. An additional boost
resulted from passage of the Kelley Act in 1925sTermitted the federal government to
contract private carriers. Boeing went on to foroelBg Air Transport in 1927. In 1934, Boeing
Air Transport became United Airlines after antidirlegislation prevented manufacturers from
owning mail-carrying servicés Government contracts were the main source ofweventil

1950s. Today, space and defense remains an impsedarce of revenue.

Boeing gained a foothold in civil aviation withet development of the 707. It continued
growth with the 737 in the 1960s. The single-aislm-engine craft would become the best-
selling commercial plane in aviation histdfin 2014, there remains high demand for the 737.

Low-cost carriers (LCCs), who gained a share ointlagket after airline deregulation, favor the

" “The Boeing Airplane Company...First Flight,” Boeing The Beginnings, 1903-1926", Accessed April 30,
2014, http://www.boeing.com/boeing/history/narrative/n003boe.page.

> “The Boeing Co...Breaking Up,” Boeing, The Early Years: 1927-1938, Accessed May 16, 2014,
http://www.boeing.com/boeing/history/narrative/n014boe.page.,

e Jeffrey D Kienstra, “Cleared for Landing: Airbus, Boeing, and the WTO Dispute over Subsidies,”
Northwestern Journal of International Law and Business 32, no. 3 (2012):573.
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plane for regional flights. Southwest Airlines, téa States largest discount air- carrier,
exclusively flies 7374” In 2011, Puget Sound machinists won the contealotiild the new
737MAX in Renton, Washington, a big win for the Bu§ound?® Boeing had shown an interest
in building the new model out of state. Howevecitig federal litigation for illegally building a
Dreamliner assembly plant in South Carolina, Bosusgely made a trade-off with the
machinists unio? The South Carolina assembly plant is central tcamlysis. It will be

discussed at greater length in the following cheapte

In the 1960s Boeing developed the wide body 7dfin Bowen says “the jet’s bulbous
nose became an icon of the Jet Age, an easily nicaigje symbol for air travef® The aircraft
was more than double the size of any airliner pdegit. This helped lower the cost and
increase the accessibility of air travel. Compsuuietside of Boeing made financial
contributions toward development of the plane, m@ki the largest private sector enterprise of
the erd®* Pratt & Whitney had one billion dollars invesiadieveloping the jet engines. Pan
Am had twenty-five orders worth $550 million. Bogimitially projected spending to be $750

million, but total spending was closer to $2 bitlio

The Boeing 747 helps illustrate that productiotwoeks and cost overruns existed long
before the 787. Specialization and scale econoanea natural progression of any growing
company, as they help to lower costs over time.Jé&ts Bowen comments, “the stakes involved

in large commercial aircraft (LCA) development acchuge thalNew Y orkemriter John

7 “The secret of Southwest’s continued success,” The Economist, July 8, 2012,
http://www.economist.com/blogs/gulliver/2012/06/southwest-airlines.

78 « 737 MAX stays in Renton Under Boeing, union agreement,” AP and King 5 news, November 30, 2011,
http://www.king5.com/news/business/Boeing-Machinists-agreement-737-Max-134767063.html.

7 Ibid.

% John Bowen, The Economic Geography of Air Transportation: Space, Time, and the Freedom of the Sky,
(New York: Routledge, 2010), 39.

! Ibid.
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Newhouse titled a book about the indusiiige Sporty Gameé&ompanies who want to play the
game have to bet big. Boeing did and came out aeviti? The financial risks are inherent to
building commercial aircraft, which is why very fa@mpanies have been as successful as

Boeing.

In assembling its commercial aircraft, Boeingereproduced all the components, and
engines always came from outside soufé&aur and a half million components came from
suppliers across forty-eight states. Sectionsefilkelage were built in Kansas and California.
However, importantly all the sections were builthe United States, and completed in
Washington StateThe levels of production disaggregation and lagatchallenges were on a
much smaller scale. Boeing continued its dominaricke commercial market until the 1990s.
Despite having a large share of the market, there weveral other manufactures competing
with Boeing, including McDonnell Douglass and Loekdd Martin. Up until the 1990s,
production was concentrated in the central Pugeh&owith final assembly plants in Everett

and Renton, Washington.

Boeing’s use of outsourcing was minimal early lbooutsourced 2% of production in the
1960s, 30% in the 1990s, and rising to 70% in BE02%* Policy changes are one of the main
factors accounting for growth in outsourcing. Earlitsourcing was almost exclusively in the
production of components, whereas current outsogicicludes engineering, design, and sub-

assembly.

Liberalization: Policies freeing Boeing to go gldba

* Ibid.,41.

® Ibid., 40.

# David Pritchard and Alan Mcpherson, “Outsourcing US Commercial Aircraft Technology and Innovation:
Implications for the Industry’s Long Term Design and Build Capability,” Canada-U.S. Trade Center Occassional
Paper, no 3 (2004): 3.
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Liberalization in the 1970s significantly alterBdeing’s market behavior. Knowledge
of these policies is the best way to understandrigecurrent mode of operation. John Bowen,
an economic geographer specializing in aerospags,lberalization has two driving forces,
“privatization and deregulatiorf> Privatization takes government out of ownership a
deregulation removers barriers to trade. EachtgdaBoeing freedom to offshore and outsource.
Although these policies have often been beneffolaproducers and consumers, they have also

decreased low-skilled American joffs.

The 787 Dreamliner illustrates the over-indulgen€outsourcing, brought on by
governmental deregulation. International tradeagrents liberalized the aerospace industry,
allowing Boeing to externalize production of commiaraircraft. The first and most important
was 1992 Agreement on Trade in Civil Aircraft (ATEAuilt upon the 1979 GATT Tokyo
round of multilateral trade negotiations. The prblnstates the agreement should “achieve the
expansion and ever-greater liberalization of wanddle throughinter alia, the progressive
dismantling of obstacles to trade and the improvaroéthe international framework for the
conduct of free trad¥. The removal of trade obstacles, such as taiftssubsidies, included
all civil aircraft, components, and sub-assembhjisTallowed it to become possible for Boeing

to foster international relationships.

Greenberg et al. suggest governmental deregulakiares responsibility for shifting
corporate behavior. Firms increasingly felt presgorproduce short term returns in a market

dominated by investors. They go on to state tfiat Boeing merged with McDonnell Douglass

% John Bowen, The Economic Geography of Air Transportation, 92.

8 “America's jobless men. Decline of the working man .Why ever fewer low-skilled American men have
jobs,” The Economist, April 28" 2011, http://www.economist.com/node/18618613.

8 “Preamble, Agreement on Trade in Civil Aircraft,” Tokyo Round 1973, World Trade Organization, 181,
http://www.wto.org/english/docs_e/legal_e/tokyo_air_e.pdf.
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in 1997, the company shifted from a primary focasailding the highest quality planes, what
he calls the “total quality period,” to the “shaoéder value period.” This term was first
referenced by Phil Condit, CEO at Boeing duringdbmpany'’s rapid transition: “everything at
Boeing seemed to change- corporate culture anditgdousiness strategy, governing ethos and
ethics, and more® The organization transformation was designed¢aterthe greatest returns
for the least investment. It had the side effeatedatively affecting the morale of Boeing
workers. Some of the challenges Boeing is facim¢ghe Dreamliner is a direct result of these

past decisions to focus on short- term gains.

There seems to be a causal relationship betwegndwels of outsourcing on the 787
and trade liberalization. | draw this conclusioonfrits growth after the policy changeln turn,
this equates to a decrease in local manufactufing.growth in outsourcing, along with
technological efficiency, leads to a decline in dewhfor low-skilled workers in Puget Soutfd.

In the past, layoffs at Boeing were due to a desgréathe demand for airliners and fluctuations
in the business cycle. In the case of the 787radirdemand continues to increase while jobs do
not. Yet efficiency created by outsourcing haspgbeential to create local economic growth,

thus increasing jobs in related sectors.

The trajectory of commercial aircraft productioasafurther transformed by The Airline

Deregulation Act (ADA) of 1978. Signed into law Bynmy Carter, the bill effectively ended

88 Greenberg et al., Turbulence, 13. Phil Condit was Boeing’s CEO from 1996-2003.

89Kyle Peterson, “ Outsourcing at Boeing: How the Aerospace Giant Looks Abroad for Key Suppliers in
Dreamliner,” Reuters, January 20, 2011, http://www.huffingtonpost.com/2011/01/20/a-wing-and-a-prayer-
outso_n_811498.html.

% Steve Wilhelm, “ Boeing to lay off 800 workers due to increased 787 line efficiency,” Puget Sound
Business Journal, March 22,2013, http://www.bizjournals.com/seattle/news/2013/03/22/boeing-to-lay-off-800-
workers-from-787.html?page=all.
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the Civil Aeronautics Board (CAB), who had reguthtie airline industry since 1938.CAB
controlled routes air carriers could travel, fligichedules, and rates customers could be charged.
Passage of the ADA opened barriers to the airhidestry and resulted in increased price
competition for passenger air travel. As airfarespged, more passengers began to travel.
Boeing saw dynamic growth as air carriers demamaec airplanes. Boeing in turn demanded
more workers. Despite increased demand for Bodieggét in the latter half of the J0century,

relative demand for Puget Sound unskilled and sitied workers did not increaseé.

To be fair, decreased worker demand in the Pugienis not solely due to free trade.
By the 1990s, Boeing had made many changes tothelex process of manufacturing planes.
Computers and information communication technol@yplutionized the workplace. Word
processing, digital design, desktop publishing, wabed tools, and e-mail all made the process
of developing and producing aircraft much morecigfit® Introduced in 1994, the Boeing 777,
a wide-body long range commercial aircraft, bec#imedirst aircraft completely designed using
computer- based virtual design. Revolutionary fetime, it was designed on a single system

using three-dimensional representation. This bygzh#se need to construct a full-scale mddel.

Computer design and engineering also helpedrfgkibal partnering. With ease,
Boeing had the ability to collaborate with techrgpt@lly advanced East Asian economies. In
turn, the relationship developed is a factor inafatcounting for a significant percentage of

Boeing’s commercial orders. Japan leverages ofdergew aircraft through aircraft component

°! John Bowen, The Economic Geography of Air Transportation, 95.

92 u Aerospace Economic Impact Study,” Washington Aerospace Partnership. November, 2013,

http://www.washington-aerospace.com/Economiclmpacts.pdf ,v. Data shows company growth at a
higher rate than jobs.

% Greenberg et al., Turbulence, 26.

* Ibid.,27.
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contracts”’ John Bowen says “Japanese manufacturers haveegttanparalleled importance on
the newest Boeing jet, the 787, and technologixpégise is a key reasofi®In particular,

Japan has been at the forefront of composite naddetevelopment, a key technology in the 787.

Assembly worker duties were also transformedhey1t990s. Large scale inflexible tools
were replaced with mobile, flexible multi-use tadisVorkers now had preassembled parts and
tool kits, easy to see visual displays on the lare] were given the ability to stop or start tine i
to fix problems’™ The DCAC/RM computer system streamlined the pmoégroducing
aircraft, and electronically tracked and orderedspan the supply chaifi. These and countless

other measures cut waste, costs, and unfortuniaetgany workers, jobs.

Peter Edelman addresses the phenomena of Amenabastrial job loss and decreased
union strength. He contributes the convergencemiléitude of factors. A main contributor he

finds is weakened union power as a result of

“employer opposition and weaker laws, structuranges in the economy
toward white-collar work and largely decentralizsivices away from
sectors where unions where traditionally strongl, muore product and

labor market competition around the worfd>

Not only is it an integrated word economy and a entmward service work that has hurt the
unions, Edelman goes further in suggesting uniogi®\a victim of their own success. They

were not prepared for the aggressive posture catipas would increasingly take in the 1970s.

% John Bowen, “Global Production Networks, the Development State and the Articulation of Asia Pacific
Economies in the Commercial Aircraft Industry.” Asia Pacific Viewpoint 48, no. 3 (2007): 315.

*® |bid.,317.

7 Greenberg et al., Turbulence, 28.

98 .

Ibid.
** Ibid., 29.
100 peter Edelmen, So Rich So Poor (New York: The NY Press, 2012):51.
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All the while, National Labor Relations Board bedarhave members stacked in favor of

corporations.

Jacob Hacker and Paul Pierson also analyze thmsgo transition of the 1970s,
including Ronald Reagan'’s actions of firing of 1)Gstriking air- traffic controls in 1981. The
following years, union strikes plummet&. In the past, Boeing was always dependent on
workforce stability, never making serious attentptsid the company of unions. A stride toward
weakening unions didn’t come until the 1990s, witd implementation of lean production

techniques coupled with increasing market pressane Airbus.

Aerospace liberalization has many proponents, &ing among them. Boeing co-
sponsored a quantitative study in 2005 called ‘Deérvice Liberalization*** To borrow a term
from economists (who tend to favor economic libegedion), one may consider this study “rent
seeking behavior”. That is to say, its publicati®meant to manipulate political institutions into
policy decisions which provide favorable tax indee$ and subsidies for aerospace. Washington
State, South Carolina, and the U.S. Federal Govennall rely on revenue from Boeing.
Therefore they are coerced easily by the aerosgiacé In a similar regard, John Richards finds
domestic politicians create international instdas, such as the World Trade Organization,
primarily for domestic political end$®He contends policy creation like the Agreement on

Trade in Civil Aircraft, is not for economic effency, but for” potential domestic political

%% Jacob S. Hacker, and Paul Pierson, Winner-Take-All Politics (New York: Simon& Schuster, 2010):58.

102 “An Economic Impact Of Air Service Liberalization,” The Boeing Company, 2005.
http://www.boeing.com/boeing/commercial/liberalization/index.page

1% john E Richards, “Towards a Positive Theory of International Institutions: Regulating International
Aviation Markets,” International Organization Cambridge Journals 53, no. 1 (1999): 2.
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gains.® In summary, it would be naive to assume free tpadieies are for the sole purpose of

economic growth.
IAM DISTRICT 751 AND SPEEA LOCAL 2001

As Boeing CEO Frank Shrontz stated in 1986: “tsuee our continued success, we
support our most important resource, the peopkoeing....At Boeing, we inspire and
recognize individual talent, provide job securigsbd on performance, and foster a team spirit

and the feeling of personal satisfaction that cofre@a a job well done®®®

This address reflects a bygone era at Boeingné twhere workers felt valued and
reciprocity created a “family atmospheré®In the decade to follow, Boeing would transform as
a result of altered management strategies, bradzhbpartnerships, lean production techniques,
technological changes, outsourcing, and massivafialf’ The 787 Dreamliner project reflects
the very height of those changes. The followingvtes an introduction to Boeing’s workers

and unions, each playing a pivotal role in the canys success.
SPEEA Local 2001

Formed by engineers in 1944, eciety of Professional Engineering Employees in
Aerospace (SPEEA) represents 22,000 Puget Soumgkeeng) and technical workers. During its
post-war growth, Boeing had fostered an enginearamiric culture. In response to pressure
from Airbus, a European manufacturer and Boeingisiner one competitor, Boeing merged

with McDonnell Douglass in 1997. This led to a dgmc shift between management and

104 .
Ibid., 3.
105 “The Challenges of Being Ethical and Competitive,” AW Pages Society, Accessed May 18, 2014,
http://www.awpagesociety.com/wp-content/uploads/2011/09/Boeingcase.pdf.
106
Greenberg et al, Turbulence, 41.
7 Ibid., 2.
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engineers. The engineers perceived their statupaydeclining compared to the machinists in
IAM. 1% Two years after the McDonnell Douglass merger, S®R&ffiliated with the
International Federation of Professional and Tewdiritngineers (IFPTE) and American
Federation of Labor- Congress of Industrial Orgatian (AFL-CIO). The historically amenable
union had a new found militancy. SPEEA rejectediBgis contract proposal in1999, only the
second strike in the union’s history. This slowedduction, halted projects, and forced Boeing

into meeting the union’s demants.

Not until the 787 did engineers face the challsrtgeir machinist counterparts had faced
for decades. Outsourcing of component productia@hrhastly led to a decreased demand for
labor. The strategy of the 787 had global parttekmg over the engineering of whole systems.
Boeing has also begun to move engineering jobsfWtashingtor’'® Boeing'’s vice president
of operations says this strategy allows the marnufacto “become a larger, more globally
competitive company with expanded production cdpasd a more geographically diverse
manufacturing and engineering footprint:“Currently, Boeing is moving engineering work to

places like South Carolina, California, and a gassiacility in Kiev, Ukraine*?

Greenberg et al.’s longitudinal research on Bo&ingkers found that in 1997, engineers

were far less worried about threats to job sectiniéy hourly production workef$® By 2003,

1% Woodruff Imberman, “Why Engineers Strike: The Boeing Story.” Business Horizons 44, no. 6

(2001):37.

' Ibid.

1o Aubrey Cohen, “ Boeing moving engineering work out of Washington,” Seattle pi, May 21, 2013,
http://www.seattlepi.com/business/boeing/article/Boeing-moving-engineering-work-out-of-Washington-
4565734.php.

" bid.

"2 pominic Gates, “Boeing moving 1,000 more engineering jobs to California,” The Seattle Times, April 10,
2014, http://seattletimes.com/html/businesstechnology/2023341837_boeingcasengineeringxml.html.

13 Greenberg et al., Turbulence, 11.
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the year the Dreamliner was announced, the levebotern was similar. In section 4, we will

return to the 787s impact on Boeing engineers.
IAM District 751

IAM District 751, representing 27,000 machinistsl assembly workers, has a long
tradition of militancy. During the 1940s, mass protion workers galvanized to form democratic
industrial unions. Most of these industrial uniogsis¢ch as the United Auto Workers, became
affiliated with the Congress of Industrial Organiaas. The IAM was one of the few exceptions,
and affiliated with the more traditional Americaaderation of Labor. Local 751 signed its first

contract with Boeing in 1936

Compared to other industries, Boeing had a redBtirelaxed attitude toward
unionization. The economic realities of aircraftrmatacturing demanded a regularization of the
workforce. In the 1970s, rampant union busting géaehe growth in offshoring, outsourcing, and
subcontracting led to a decline in IAMs power. Bgemade significant concessions to the union
during its 2005 and 2008 strikes, both costing Bgéiundreds of millions. The 2008 eight week
strike marked a huge boost to the labor movemetiteasollective bargaining agreement

protected local assembly jobs, prevented some ogisy, and preserve health benefits.

Boeing can attribute some of its financial logsethe late 2000s to production workers
militancy against outsourcing. Ironically, thosengastrikes were part and parcel of Boeing'’s
decision to move 787 productions to South Carollitnee contract extension of 2011 and 2014

continues a pattern of machinist wins and losse201L1, machinists lost work to Boeing’s new

% John McCann, Blood in the Water: A History of District Lodge 751 of the International Association of

Machinists and Aerospace Workers, (Seattle: District Lodge 751 of the IAM & AW, 1989), 23.

1> karen West, “Labor Movement gets boost from Boeing strike,” NBC News, November 11, 2008,
http://www.nbcnews.com/id/27478691/ns/business-us_business/t/labor-movement-gets-boost-boeing-
strike/#.U3mHj7VOXIU.
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787 assembly plant in South Carolina, but simubbasé/ won the rights to build the 737MAX.

In 2014, machinists lost worker pensions, but wendontract to build the 777%°.

Workers willingness to compromise has allowed P&geind to retain production of
Boeing’s two newest commercial aircrafts, bringgrgat economic benefits to the region. At the
same time, concessions are having negative impathse lives of workers. It would be unfair to
second guess any of these democratically made waeicisions. Boeing might also say it unfair
for me as an outsider to second guess the compa@iesons. Nonetheless, from an ethical
standpoint, | believe Boeing must refrain from fogcfurther benefit losses under threat of
continual movement from the region. In chapterifchinist trade-offs associated with the 787

will be discussed in further detail.

Chapter lI

787 Dreamliner Production and Supply Chain

The Dreamliner model of production can be tracesttuctural changes at Boeing in the
1990s. After purchase of McDonnell Douglass in 13dking began to diversify and put focus
on profits and stock price. Reflecting this divication, and wanting to be in a location with

greater global accessibility, Boeing moved its hygemiters to Chicago in 2001. Although this

8 Dominic Gates, Machinists say yes, secure 777X for Everett,” The Seattle Times, January 3, 2014.

http://seattletimes.com/html/businesstechnology/2022593956_machinistsunionvotexml.html.
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provided Boeing greater international access, Sostieve it also reflected the company’s desire

to separate itself from local labb¥.

Prior to the 787, Boeing solely outsourced compbpewsduction, with parts from
suppliers delivered to Everett and Renton for afbem® This model had a high demand for
low and medium skilled unionized workers in the &ugound. Management, engineers, and
machinists worked closely together ensuring a aatehigh quality product. Greenberg et al.
found during this time workers and managers hekitppe attitudes toward Boeing and had faith

in their job security®

Boeing’s loss of market share to Airbus in t880s led the decision to create the 787
Dreamliner*?® Formed in 1970, Airbus started as a consortiufBubpean firms meant to rival
Boeing Commercial®! By the 1990s, Airbus had formed a full line of coercial aircraft, each
competing with Boeing’s aircraft? Airbus’s A320 competes with Boeing’s 737, A330774

A330-767, A340 777 and the A350 the 787 Dreamlifer.

Airbus’s success came largely thanks to generousrgment subsidies by member

nations'** Airbus received financing for development of eaalraft. Airbus went from 15%

7 John Bowen, the Economic Geography of Air Transportation, 61.

Christopher S. Tang and Joshua D. Zimmerman,” Managing New Product Development and Supply
Chain Risks: The Boeing 787 Case,” Supply Chain Forum 10, no. 2 (2009):77.

"9 Edward S. Greenberg et al. Turbulence: Boeing and the state of American Workers and Managers, 11.
Tang and Zimmerman, “Supply Chain Risks: The Boeing Case,” 74.
Jeffrey Kienstra, “Cleared for Landing: Airbus, Boeing, and the WTO Dispute over Subsidies,”
Northwestern Journal of International Law and Business 32, no. 3 (2012):575.

2 |bid., 576.
Ibid.,576-578.
Ibid., 575. Boeing also receives generous state and federal subsidies, especially true in the case of
Boeing Space& Defense. The duopoly’s subsidy dispute through the World Trade Organization is a contributing
factor in both firms behavior and deserves much consideration. Unfortunately, this thesis must limit its focus to
Boeing’s behavior.
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market share in 1987, to 29% in 1996, to over 5@¢avertaking Boeing in 1998° In 2003,
during the develop stages of the 787 (then called’E7) Airbus delivered more commercial
aircraft than Boeing for the first time. Since theach company has taken turns dominating the

market. Boeing’s strategy since the 1990s has awagn with Airbus in mind.

To attract attention from buyers and away fromrbAs, Boeing developed the mid-sized
twin aisle aircraft using fifty percent lightweigb&rbon-composite materiaf€ The lightweight
composites allowed for increased humidity and pnesto be maintained in the passenger cabin,
offering an improved flight experience. The airtrages 30% less fuel than its counterparts,

127

allowing for non-stop international flights at loineost.“’ Due to the value provided to airlines

and customers, the 787 became the fastest seiftrgfain aviation history?®

The Boeing Dreamliner model was meant to optirpizeluction, while cutting costs
from $10 to $6 billion*® The outcome has been the opposite. To date, tgggmn’s cost has
topped $32 billion. Recurrent mechanical and texddrproblems are still adding to this price tag
in 2014. As Greenberg et al. notes, companies tdaswal try such drastic measures unless they
have no other choice. “Large scale modificatioressamply too expensive, time consuming,
disruptive, and risky to tackle when things arengaivell.”*° Boeing had the belief that unless
they created a revolutionary product, Airbus wachove all ability to compete. The onus was

on Boeing management to produce a jetliner to motilbminance.

23 1bid., 577

2 |bid.
127 Greenberg et al., Turbulence, 37.
Ibid., 75.
Chistopher S. Tang, and Joshua D. Zimmerman. “Supply Chain Risks: The Boeing 787 Case.” Supply
Chain Forum: An International Journal 10, no. 2 (2009): 75.
130 Greenberg et al., Turbulence, 22.

128
129
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Supply chain management specialists Chrisopheg &ad Joshua Zimmerman provide a
clear picture of the 787 supply chain and how\viedjed from previous modeld! The chain has
three tiers of suppliers, each responsible foffardint stage of production. Rather than
Boeing's traditional role of assembling the thowdsaaf components in Everett, Washington,
global partners were tasked to integrate the compisrbefore final assembly in Everett. Tier
three partners supplied the aircraft componenésséme as all previous projects. Tier two
partners integrated the components from tier tpegtners into systems and structures. Tier one
partners (fifty firms in eleven countries), fabtied complete plane sections from the systems
built by tier two partners. This model removed motlthe labor intensive work in Everett.
Everett final assembly was cut from thirty dayshiee. Japan is one of most important of these
tier one system integrators. Three prominent fiamesresponsible for aircraft sections such as
forward fuselage, wings and gear wells: Kawasalistbishi, and Fujt*? Initially Boeing'’s
workers were thrilled about the 787 and prospedairiing an advantage over Airbus, not ye

aware of the full implication&*®

Boeing borrowed its three-tier model from Toyatatested in the aerospace industry.
Toyota had maintained tight control over design angineering, whereas Boeing outsourced the
design and engineering of subassembly processalidg.** Toyota had successfully

outsourced to a small group of trusted firms. THeees had already established a proven track

B Tang, and Zimmerman. “Supply Chain Risks: The Boeing Case,”77. See page 81 for a chart that |

modeled using theirs.

132 Ibid.,78. For a closer look into East Asia’s role in Boeing production see John Bowen, “Global
Production Networks, the Development State and the Articulation of Asia Pacific Economies in the Commercial
Aircraft Industry.” Asia Pacific Viewpoint 48, no. 3 (2007): 312-329.

3 The implications being the 787 assembly plant in South Carolina, job loss, weakened union contacts,
and increased work load repairing faulty fabrication. See footnotes 9-22. Also see Greenberg et al., Turblence, 13.
The study documents shifting worker feelings during study period, based upon where Boeing in the Business cycle.

134 Stephen Denning, “What Went Wrong at Boeing?” Forbes Magazine, January 21, 2013. Denning is a
premiere author on radical management, leadership, innovation, and business narrative. He wrote several stories
on Boeing’s 787 issues for Forbes and published an article in Strategy& Leadership under the same name.
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record for their ability to deliver product witheliequired timeliness, quality, and cbSt.
Boeing fostered new partnerships with a large gfiguppliers who were unproven at aircraft
system integration. Boeing was overly optimistiout its ability to replicate the results from

an entirely different industry.

The rise in outsourcing compared to past projiscsriking. Boeing’s best-selling
aircraft, the 737, outsources 30% of productionneas the 787 program outsources 76%.
The suppliers, who traditionally had been sub-amwttrs, now shared in the project’s financial
risk. American, European, and Asian firms all plaigh upfront dollar amounts. Each
contributed to design, engineered the tooling aadufacturing process, and built factory space
for assembly>’ Suppliers in Italy, Korea, Australia, France, &yland are all integral partners
in the subassembly process. In the United Statgmritant suppliers exist in Ohio, California,
Kansas, and South Carolina (before Boeing purcla$&he only section of the aircraft

fabricated in Puget Sound is the Tail fin, outsafl@acoma in Fredrickson, Washington.

The supply chain decreased local demand for uadkib medium skilled labor. This is
reflected in a comparison to the 777, Boeing’s hagjor project. Jobs statewide for the 777 were
56, 900, compared to 42,800 for the 787. Whiledlage several reasons for this, such as
technological sophistication, we can deduct thetrdwect reason to be outsourcing. In Nisw
York Timegolumn, Paul Krugman discusses outsourcing’s effettriving down labor
demand and wages. “Fears that low-wage compeigidnving down U.S. wages have a real

basis in both theory and fact. When we import labtgnsive manufactured goods from the third

135 .
Ibid.
136 Christopher S. Tang and Joshua D. Zimmerman,” Managing New Product Development and Supply
Chain Risks: The Boeing 787 Case,” Supply Chain Forum 10, no. 2 (2009):77.
137
Greenberg et al., Turbulence, 50.

138 Tang and Zimmerman, “Supply Chain Risks: The Boeing Case,” 78.
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world instead of making them here, the result (sioed demand for less-educated American
workers, which leads in turn to lower wages foisthevorkers. And no, cheap consumer goods at
Wal-Mart aren’t adequate compensatidft.” Krugman does not believe U.S. protectionism and
cutting off trade to be the answer. He notes tlgatiee implications this would have on the
global economy if other wealthy nations followedt sHowever he does believe domestic

policy, such as progressive taxation, may amekoriatng income inequality.

CEO Jim McNerney and company strategists beli@aging’'s cost sharing strategy
would be enough to keep the 787 project on scheahdewithin budget. They demonstrated
inadequate foresight into the logistical challengesngineering and fabrication being spread
globally. The first 787 was delivered to Japan’pin Airliners, September 26, 2011,
approximately three years after projections. Anotheee years later, a myriad of production
problems persist. At an annual investor’s confeeeicNerney sounded off. “I'm sounding like
Darth Vader here. We have a no fly list acrossctirapany. If a certain group is not working
with us ...they’ll be on the no fly list. They'll ndte allowed to bid on new programs with

Boeing.”™° The comments reflect frustration with the supgliBoeing had put such faith ift:

Production rates since the first plane came @fassembly line have fluctuated due to
mechanical problems and supplier issues. To méiwedgequotas, they are being produced at

the rate of 10 a month, the highest rate ever faimaisle commercial aircraft? Due to the

3% paul Krugman, “Divided Over Trade.” The New York Times (New York: NY), May 14, 2007.

Dominic Gates, “McNerney: Boeing will squeeze suppliers and cut jobs,” The Seattle Times, May 22,
2013, http://seattletimes.com/html/businesstechnology/2021037931_boeingmcnerneyxml.html.
141 .
Ibid.
2 Dominic Gates, “assembly problems drag on Everett”, The Seattle Times, February 3, 2014,
http://seattletimes.com/html/businesstechnology/2022830424_hoeingcharlestonxml.html.
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planes three years of delays and operational isseesral major air carriers cancelled ordéts.
However this loss is being offset by dynamic growtinternational air travel. The Middle East
and Asia markets are placing the largest ordersir§oprojects the Asia Pacific will account for
one-third of deliveries worldwide. Randy Tinseticevpresident of Marketing for Boeing
Commercial Airplane says “this demand is driverthmy/fact that Asia Pacific will account for

44 percent of travel in 20 years’ time, up fromward 34 percent today*
Organizational Change

Pressure to increase outsourcing also came frasideumnanagement consulting firms.
Boeing’s consultants saw that other corporationssuecess with this strategy, but failed to
recognize the key differences of producing a tetdgical marvel like a Dreamliner. Boeing
specialist Jonathan Baskins explains the missigig.l6While this idea might make sense for
sourcing coffee makers, it was a nonsense apptoaessembling perhaps the most complicated
and potentially dangerous machines shy of nucksstors.**® There are few products as

complex as an aircraft, so one supplier's mistad®devastating consequences.

Several of Boeing’s partners subcontracted wotkaut Boeing’s knowledge. South
Carolina’s Vought Enterprises, makers of the reaelages, was a main offender. Vought
outsourced work to Advanced Integration Technolagysing delays. Boeing was unaware of
issues, setting off a chain reaction of furtheagel To fix the mistake, Boeing spent one billion

buying out Vought's share. Boeing eventually dedi@ would be efficient to build a final

3 Ben Mutzaboaugh, “Boeing hit by biggest-ever order cancellation,” USA Today, August 24, 2012.

Qantas cancelled orders for 35 787 Dreamliners.

v News Releases/ Statements, Boeing Update: Asia Pacific to Account for One-Third of Airplane
Deliveries Over Next 20 Years, The Boeing Co., March 7, 2011,
http://boeing.mediaroom.com/index.php?s=20295&item=1650. Boeing has 1,030 total orders from 60 customers
worldwide. To date, only 115 have been delivered.

s Stephen Denning, “What went wrong at Boeing: Seven Lessons every CEO most learn,” 30-31.
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assembly plant onsif&® This action sent shock waves through Boeing’s &vgilant, raising
machinists concerns over job security. A year afimught’s purchase, IAM 751 went on strike.
In 2013, Boeing spent another one billion dollarexpand South Carolina production

capabilities**’

The problems that have occurred due productiohlenas have doubled Boeing’s 2004
projections of $16 billion to $32 billion. Includéx this total was a payment of $1.9 billion in
advances to global suppliers. Not included howeasgdhe penalty payments to suppliers and

customers for three years of delays, a number htwdpiantify.

In July of 2009, Boeing bought Vought’'s North @katon operations for $580
million.**® In December, 2009, Boeing bought out Alenia’s eeljg mid-fuselage assembly plant
for an undisclosed amount, bringing what analyst&be the total costs to be $1 billion. In
October of the same year, not coincidentally, Bgaielected North Charleston to be the site of
the second 787 assembly Iifé While the site selection was a function of supghgin issues,
the opportunity to construct planes with a non-aiaed workforce was another large draw. At
the time, Connie Kelliher, IAM representative sdite South Carolina workforce could not
match the skill of the Puget Sound workforce. “Rugeund has the highest productivity and the

least amount of risk of any potential site wher@ig could build airplanes’®°

% |bid.

%7 Bruce Smith, “Boeing plans $1 billion expansion in S.C,” USA Today, April 9, 2013,
http://www.usatoday.com/story/money/business/2013/04/09/boeing-expansion-south-carolina/2066469/.

8D ominic Gates, “Boeing's tab for the 787: $32 billion and counting,” The Seattle Times, September 24,
2011, http://seattletimes.com/html/businesstechnology/2016310096_787factbox25.html.

1494 Boeing South Carolina,” The Boeing Co., Accessed May 5,2014,
http://www.boeing.com/boeing/commercial/charleston/index.page?.

% pominic Gates, “Boeing Exec: Charleston 787 plant could match Everett someday,” The Seattle Times,
June 8, 2011, http://seattletimes.com/html/businesstechnology/2015331150_airshowside19.html.



46

The 787 model of production removes Puget Soupdtgffrom Boeing’'s production
function. Evidence is found when comparing the @Bthe 777, Boeing‘s last major project.
Jobs statewide for the 777 were 56,900, while Biehas 42,808>* While there may be several
reasons for this, | deduct a direct cause is dirsextions assembled out of state and a final
production plant in South Carolina. Tier one aed two partners become component

integrators, removing the amount of labor-intensivek necessary for assemBf.

Despite a percentage of worker jobs being displa@aeophisticated counterfactual
analysis of outcomes would be necessary to qudoBges to the region. We may hypothesize
that units of labor put into SC assembly plant widag allocated in to the Puget Sound economy,
yet a Puget Sound economy of scale would lower faeguivalent ratio of workers, as the
marginal product curve decrease$Nonetheless, a surplus supply of low to mediurtieski
workers, coupled with the proliferation of lower geaworkers creating production issues in
South Carolina, 787 production methods likely diadnaximize economic gains for the Puget

Sound economy. An even greater effect has begoréoedent it sets for the labor force.

At the very least, there is a consensus that8FenTodel of production was flawed.
Development time went much longer than projectedipus parts and systems were sub-
standard, and customers were dissatisfied whensodelld not be fulfilled. Yet it's hard to

guantify the true economic impact from the dataiBgenakes public.

Bt “Aerospace Impact Analysis”, Washington Aerospace Partnership, November, 2013:iv

2 Dominic Gates, “Boeing will squeeze suppliers, cut jobs,” The Seattle Times, May 22, 2013.

Adding labor input, marginal product will increase only up to a certain point, after which there will be
decreasing returns. This is why | believe if S.C. units were brought to Washington, Boeing wouldn’t need an
equivalent number of workers.
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Stock prices declined in the fourth quarter of204ith the announcement profits would
grow less than analysts expectdNonetheless, Boeing is still profiting, with 1.2@#ibn in the
fourth quarter of 201%° Diversification and offsetting of costs throug dtther programs allow
Boeing to continue profiting. Critical mistakes whicreate billions in cost overruns, removing
local factors of production are not enough of @uésto face public scrutiny as long as

shareholders are receiving their dividend checks.

Journal articles, news reports, and Boeing siedisind statements, provide
ungquestionable evidence that pervasive outsougsidgmplementation of a three tier supply
chain did more harm than good. For Boeing, qualifans to this assessment may be made in
several years. Financially, Boeing may recover fthenfailed strategy, perhaps even reaping
greater profits. Public perception on the otherdhamay take longer to recover. In the past,
Boeing Commercial had been known for a stellartgafrord. The multitude of mechanical
issues to in service 787s has increased publitisgrirears have become heightened with news
of issues like batteries catching on fire mid-flighhe 787 model’s greatest implications are for
Puget Sound workers. The global partnerships forged the South Carolina facility, have
likely led to a permanent movement of some parth®fproduction process away from the
region. In effect this has weakened local uniomasjryg the trickle-down effect of decreased
employment opportunities, benefit packages, argingicosts of attaining future production

contracts°®

% Joshua Freed,” Boeing Outlook sinks despite solid 4Q profit,” AP Seattle Times, January 24, 2014,

http://seattletimes.com/html/boeingaerospace/2022778412 apxearnsboeing.html.
155 .
Ibid.
156 Although wages are lower for engineers and machinists in South Carolina, having Boeing in the region
is overall a huge benefit for the workers.
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Chapter llI

Impact on Boeing’s Unions and Workers

The Puget Sound region and its workers have hdipddoeing’s success for
generations. In turn, our local economy has becoereasingly reliant on the economic benefits

it brings to the region. Boeing is Washington Stal@rgest employer, with 85,000 employees
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and a total of 172,000 employees across the n&tidrhis does not account for the thousands
more employed at the 2,042 local suppliers and&&S0space related firmi& Although the
region clearly is still the undisputed center abhust aerospace industry, there is a steady
outflow as disaggregation becomes a normative kasipractice. At Boeing, this pivot can first
be traced to management’s decision to move Boetwjsorate headquarters to Chicago in
2001. Currently, the fragmentation of production ba observed as a majority of the labor
intensive work on the 787 is globally sourced, and of two final assembly lines for the 787 is

in South Carolind>®

These decisions, as articulated by Boeing, arglgnbeing done as a means to cut labor
costs, diversify, and stay competitive. States 8keith Carolina have right to work laws,
providing access to workers at a lower cost. Acicgydo the Bureau of Labor Statistics, a South
Carolina engineer makes 86% of what his or her \igsbn counterpart makes. For machinists,
that number is even less. Yet a lower cost of §vimeans these workers have an equivalent

purchasing powet°

To be clear, Local IAM 751 worker numbers havediminished since Boeing launched
the 787, but they haven’t grown at the rate themmnay have liked® Boeing workers haven't
been impacted by extreme layoffs which have takaoephistorically, such as when the

aerospace industry suffered a decline after theé ®@4gedy, or in the 1970-71 downturn, when a

7 Erin Bronkhorst, “Washington state employers: Who's biggest, and who’s missing?” Puget Sound

Business Journal, June 29, 2013, http://www.bizjournals.com/seattle/news/2013/07/26/washington-states-
largest-employers.html?page=all.

158 u Aerospace Economic Impact Study.” Washington Aerospace Partnership. November, 2013.
http://www.washington-aerospace.com/Economiclmpacts.pdf.

% John Bowen, The Economic Geography of Air Transportation, 33.

180 «cost of Living Calculator,” Bankrate.com, accessed June 5, 2014,
http://www.bankrate.com/calculators/savings/moving-cost-of-living-calculator.aspx.

161 Greenberg et al., Turbulence, 13. After the 787 project was announced, workers were excited about
the orders flooding in. As the problems and job relocation continued, that positivity declined.
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local billboard read “ will the last person leaviSgattle turn out the lights®* Nonetheless,
harder to measure losses have put the labor upiotise defensive. Jobs being increasingly

offshored has correlated to workers benefit lossebrising feelings of job insecurity.

A recent tactic taken up by Boeing was to haagestcompete against each other for the
contract to build the 777X, Boeing newest highlgifafficient LCA®® This gave twenty-two
states the opportunity to bring tens of thousarigsls and billions of dollars in economic
activity. States like California, South Carolina&xgs, and Utah had legislatures scrambling to
pass spending packaged, with Boeing waiting toadeewould offer the most generous tax
incentives. As Missouri Governor Jay Nixon saiduilBing this next-generation commercial
aircraft in Missouri would create thousands of jalososs our state and secure our position as a
hub for advanced aerospace manufacturing — an@ tivaty | am committed to competing for
and winning this project'®* With state governments so hungry to bring econamiivity to
their region, and Washington wanting to hold oniBgeassembly jobs, IAM 751 workers were

forced into concessions during collective bargajnin

In 2013, Governor Jay Inslee signed a spendioiguge to ensure 777X jobs remained

local®® Senate bill 5952 extended corporate tax breakthwnearly $9 billion. Senate bill 5953

162 “The Boeing Company, Dealing with Change,” Boeing History Higher, Faster, Farther, 1970-1976,
Accessed May, 2014, http://www.boeing.com/boeing/history/narrative/n070boe.page.

183 Brian M. Rosenthal, “ States salivating for 777x feast,” The Seattle Times, November 19, 2013,
http://seattletimes.com/html/localnews/2022293812_boeingotherstatesxml.html.

%% Reid Wilson, “States competing for Boeing 777X jobs project,” The Washington Post, November 30,
2013, http://www.washingtonpost.com/politics/states-competing-for-boeing-777x-jobs-
project/2013/11/30/6359a252-59dd-11e3-ba82-16ed03681809_story.html.

65 u Aerospace Economic Impact Study.” Washington Aerospace Partnership. November, 2013.
http://www.washington-aerospace.com/Economiclmpacts.pdf.

“The Washington Aerospace Industry Strategy.” Governor’s Office of Aerospace. May 2013.
http://www.governor.wa.gov/issues/economy/aerospace/Industry_Strategy.pdf.

The WAP is a collaboration between local business, labor, and government, each with an interest in
keeping aerospace in the region. The group has the support of Governor Jay Inslee, who has been an advocate on
behalf of the aerospace industry. He spook at Local IAM 751’s annual conference last spring. Also is responsible
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provided an additional eight million in general fumoney to increase enrollment in aerospace
programs at local technical and community colle§®4.ocal government has been willing to
provide generous subsidies, yet workers aren’trfgekciprocation in the form of wages and

benefits from Boeing.

Boeing’s earlier action of building an assemblgntlin South Carolina left Puget Sound
workers feeling their labor rights were violatédiM District 751 filed a complaint with the
National Labor Relations Board in 2010. They altttfee move was retaliation for past strikes, a
violation of the National Labor Relations A%.Evidence in the complaint included statements
to Seattle media made by CEO Jim McNerney and Bo€wmmmercial CEO James Albaugh. In
a March 201(5eattle Timemterview, Albaugh stated the company neededrtsutie stability
and read stability as getting away from the freqsénikes we were havind® In response,

Boeing denied the statements were even m#de.

Boeing’s CEO Jim McNerney is noted in section @&fahe NLRB complaint as saying

the move of 787 Dreamliner work to South Carolires\Wdue to strikes happening every three to

for developing the Aerospace Industry Strategy. The AlS is designed to help keep a robust industry, through
funding and planning in infrastructure, education, R&D, FDI, etc. This includes incentivizing our local 1,250
aerospace related firms.

166 «sB 5952, SB 5953 2013-2014,” Washington State Legislature, May 15, 2014,
http://apps.leg.wa.gov/billinfo/summary.aspx?bill=5953&year=2014.

187 “National Labor Relations Act”, National Labor Relations Board, Accessed May 2014,
http://www.nlrb.gov/national-labor-relations-act.

1%% |AM Leaders, “NLRB v. Boeing”, YouTube, May 27, 2011,
http://W\;\g\;v.youtube.com/watch?v=RjSthcKOoQ.

Ibid.
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four years in Puget Sound’™ McNerney’s statements back IAM’s claim that pasking is the

fundamental cause for the moVeé.

Sections 6(b) and 6(c) of the NLRB complaint gisavide evidence that the move to
South Carolina was retaliation for past IAM strik8gction 6(b) contains a memorandum in
which Boeing informed employees that its decisi@swnade “in order to reduce Respondent’s
172

vulnerability to delivery disruptions caused by watoppages.”“ Work stoppages came from

IAM 751 strikes in 2005 and 200&

Section 6c of the complaint refers to an artinl¢hePuget Sound Business Journal
where Boeing management says “dual sourcing (adgdimé in Everett, line in South Carolina)
as a way to “maintain production stability and brelé@ble supplier to our customers*These
statements display the primary cause for Boeingigerthe actions by IAM 751 protected under

the National Labor Relations Act.

The complaint reached acting general counseleofNibRB, Lafe Solomon, on April,
2011. This brought the conflict in to the natiospbtlight. Solomon stated Boeing violated
sections 7, 8, and 13 of the National Labor Refetidct.This includes the right to bargain
collectively, not interfering or discriminating the exercise of that right, and not interfering or

impeding the right to strik¥>

170 “Official NLRB Complaint, Boeing and IAM&AW 751,” National Labor Relations Board, April 20, 2011,
http://www.iam751.org/artwork/2011_04_20%20Complaint%20&%20Notice%200f%20Hearing.pdf.

1 1AM Leaders, “NLRB v. Boeing,” YouTube, May 27, 2011,
http://W\i\é\zN.youtube.com/watch?v=RjSthcKOoQ.

Ibid.

> Dominic Gates, “Simmering Boeing strike scorching both sides,” The Seattle Times, September 29,
2008, http://seattletimes.com/html/boeingaerospace/2008212140 boeing29.html.

% |AM Leaders, “NLRB v. Boeing,” YouTube, May 27, 2011,
http://www.youtube.com/watch?v=RjSGvhcKOoQ.

17 Official NLRB Complaint, April 20, 2011.
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While labor experts believed the NLRB would wie ttase, the preferred outcome for
both parties was that IAM and Boeing reach a saetl@. In December 2011, IAM ratified a four
year contract extension, with 73% of the union merslvoting in favor’® The trade-off for
machinists dropping the complaint was a signingusopreserved pension for new hires, and 2%
wage increase annuafty’ Most importantly to winning approval was the j@esrity in securing

the building of the 737 MAX in Renton, Washington.

The NLRB counsel was satisfied with the outcometilg General Lafe Solomon said,
“I have worked with the parties to encourage settlet in the hope of avoiding costly
litigation.”*"® Governor Inslee, who was a keynote speaker &8 International Association
of Machinists & Aerospace Workers’ conference iatBe, thanked the IAM for securing the
contract. “The agreement you negotiated means #malssof aerospace jobs here in my state,
every aerospace job is a win for every family in sigte.*’® There was a lot of pressure for an

agreement to be secured. | believe this legitimthednovement of jobs due to strikes.

| asked Connie Kelliher Local IAM 751 communicaisoand media representative if
contract approval meant they were in effect disingsallegations leveled against Boeing. |
raised this question as | saw a wealth of criticiemard Boeing by IAM officials, then
immediate silence following the ratification. Kélér told me they still maintain Dreamliner

production in South Carolina was illegal. Howeubeir number one priority is jobs. They had

78«Machinists Approve Four Year Contract extension,” NorthwestLaborPress, Dec 11, 2011,
http://nwlaborpress.org/2011/12/iam-4/.

7 Although the 2011 agreement was able to preserve pensions, the subsequent 2014 agreement would
end them for IAM 751 new hires..

178 Stephen Greenhouse,“Labor Board Drops Case Against Boeing After Union Reaches Accord,” New
York Times, Dec 9, 2011. http://www.nytimes.com/2011/12/10/business/labor-board-drops-case-against-
boeing.html?_r=0.

179 Bryan Corliss “Inslee thanks IAM for 737 MAX, vows to land 777-X,” Machinist News, April 16, 2013,
http://iam751.wordpress.com/2013/04/16/inslee-thanks-iam-for-737-max-deal-vows-to-land-777-x/.
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the option of possibly waiting years for a resauotand risk losing more jobs, or concede the

new plant opening and secure jobs for years to ¢8fe

The relationship between IAM 751 and Boeing hasaieed contentious. There is strong
rationale for IAM 751 reaching a resolution withddog, yet it's another troubling example of
corporate actions in a deregulated economy. WhddAM may have secured jobs in the
immediate future, it's important to look at the gedent being set. It weakened the NLRA and

made it much easier for corporations to continugdtate labor laws.

| interviewed my friend Amanda Eckerson, IAM 75iian member and employee of
Boeing on the 767 line in Everett. | also conducdatief interview with Anthony, a union
steward on the same line. Both were involved in20@8 strike and tell me the work culture at
the Everett Boeing plant is one in which rumor andertainty runs rampant. Both expressed
frustration with not being aware of managementagien. Amanda stated,” most the time | hear

things on the news first:

Dana Cloud, who completed an academic study omBeunions, implicates IAM
leadership for making concessions with Boeing. u@largues that rank and file members need
to “agitate for greater union democracy, accoutitgband militancy,” which are “crucial to the
fight to restore the power of union¥? To put her argument in context, her narrativedirg

centers on the 1995 IAM strike, a downtime in thisibess cycle and with mass layoffs at

189 connie Kelliher Interview, May 2013.

81 Amanda Eckerson and Anthony, interview on employment with Boeing and relationship with union,

May 2013.

82 bana Cloud, We Are the Union, 3.
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Boeing. Cloud tells of IAM’s militant history, witkeadership consistently making concessions

unless the rank and file put up a resistdfice.

Conservative reaction to the NLRB complaint wassteoous. After the election of
Barrack Obama, the board increased the enforceofi¢aibor law, not properly carried out for
decades. Politicians then attacked the NLRB fotihgi‘job creation.” Senator Lindsey Graham
of South Carolina said “I can't think of a more @ayimg way to hurt job creation than for this
complaint to be successfu** In 2011 twenty-five bills and amendments were introducetbin
Congress related to the NLRBtate Representative Tom Price of Georgia saidctitting the
agency “can save taxpayer dollars and help prétexrican job creators from an out-of-control
agency.*® This kind of continual rhetoric seems to be ad#ad conservative paradigm. But
when we look at history, there is a correlationnsstn GDP growth being the highest when

union membership was at its peak post World War 1.

The NLRB is an important counterweight to largepowations like Boeing. It is one of
the few federal institutions responsible for preéiteg the interests of the workers. Prior to the
New Deal in the late f8century to the 1920s, we see the high levelsexfuality existing
without its hand enforcing fair labor practicesMA’51 should have the ability to strike without
retaliation and Boeing moving jobs out of stateisTriot only adheres to the law as written in

NLRA section 8(a)3, | believe it is fundamentaktgstaining fair wages, benefits, and a robust

'* |bid., 12-14,16-20.
184 “GOP Presses NLRB to Drop Case against Boeing, as Dems Accuse Company of Flouting Law,” Fox News,
June 17, 2011, http://www.foxnews.com/politics/2011/06/17/qop-presses-nlrb-to-drop-union-complaint-against-
boeing/.
%> Melanie Trottman “NLRB Defunding Fails But Agency Remains GOP Target,” The Washington Post,
February 17, 2011, http://blogs.wsj.com/washwire/2011/02/17/nlrb-defunding-fails-but-agency-remains-gop-

target/.
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middle class. Political backlash against the NLR#Bpwed by IAM 751s forced compromise,

set a precedent for further production outflow friira Puget Sound.

Worker’s Lived Experiences

Boeing’s shifting values may best be understootbbi¢ing into the lives of actual
Boeing workers. | conducted four informal conveima with men and women representing
each of Boeing’s unions. They aren’t all directdtto the specific case study of the 787
Dreamliner, its production problems, and the cohfiesulting from the assembly line opening in
Charleston, South Carolina. Nonetheless, eachnmregorm has been affected by Boeing’s
altered production practices. While a rigorousodedtructured interviews may seem the most
appropriate way to extrapolate facts of the cagaynd this approach made potential
interviewees disinclined to participate. To getusrd this obstacle, | simply asked “do you mind
talking to me for a few minutes about your expeseeat Boeing”. This tact produced better

resultst®

The men and women represent workers from SPEEAILZ001 and IAM District 751,
Boeing’'s two major unions. The first is a retireddihg engineer from SPEEA Local 2001. Two
are District 751 machinists who work on the 767%addy line in Everett, Washington. The final
participant is a union representative from IAM 7Bbth unions have been affected by
production movement, loss of benefits, and jobdoséy. The objective was to get their
understanding of the politics of Boeing’s changmgduction methods. What are the
institutional apparatuses allowing Boeing to segkspates for un- unionized labor and lucrative

tax incentives? Most importantly, | wanted to kntheir thoughts about the opening of the 787

188 | conducted four unstructured interviews in May, 2013. | did a follow up with Walid Mseitif April, 2014.

| based my line of questioned from interviews and reasoning found in Greenberg et al., Turbulence, 2010, and
Dana Cloud, We Are the Union, 2011.
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Dreamliner assembly plant in Charleston, South IBepand what they believed it meant for
the future of Boeing commercial aircraft productiorthe Puget Sound. Their insider
perspective helps showcase the levels of unceytaiatkers are actually feeling, their faith the
unions are working in their best interest, andhf#titat the remaining jobs will stay secure. Each

conversation shined light on the research problem different angles.
Walid Mseitif

Walid Mseitif’'s narrative demonstrates how the BBgeCompany has attracted a diverse
population to the Puget Sound region. Born in 19¥8lid was raised in Beirut, Lebanon with
his mother, father, two brothers, and two sist@rewing up, he was fascinated with mechanics
and the sky. He enjoyed building rockets, carpemtngl experimenting with his chemical set. He
told me of lifelong reoccurring dreams in whichibdlying like a bird. | suppose it's no surprise
then that he came to Seattle to take part in thegss of engineering aeronautical birds. In the
summers of his teenage years, he worked with Higfat the world class Hotel St. Geotfe.

As cliché as it may sound, he grew up with thedf¢hat the United States was indeed the land
of opportunity, where he could work hard and maketer life for himself. After being issued a
student visa in 1970, he came to Seattle, Washingtstudy engineering .Walid spent the first
two years at Seattle Center Community College.Hée tvent on to the University of
Washington and earned a B.S. in Chemical Engingeaind later a B.S. and M.S. in
Aeronautical Engineering. While many of his peewmild go to other companies, Walid joined

Puget Sound’s largest employer of engineers, tre@rgoCompany.

187Edgar QO'Ballance, Civil War in Lebanon, 1975-92 (London: Palgrave Macmillan, 1998), 27-37. Hotel Saint

George was turned to ruins in the early years of the Lebanese Civil War
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Walid, was the first in his family to come to tbaited States. He came just before the
fifteen year Lebanese Civil War, which destroyeccmaf Beirut. The Hotel St. George was in
ruins, as rocket and artillery fire took place bedéw Christians, Leftist Muslims, and PLO
fighters. Eventually, all his family would follownd settle in the Puget Sound. His father and

mother were the last to come in 1981.

Walid spent his career in several differennfdaand offices, dependent on the projects
Boeing had in development. He had the opportunityark for both of Boeing’s main divisions,
Boeing Spaceé&Defense and Boeing Commercial. Hss$ filant was on Admiral Way in South
Seattle, near the site where William Boeing butfirst aircraft®® Other locations he worked
included Kent, Renton, and Auburn. For the majaoithis career and during the 1990s
transition to lean manufacturing techniques, he pasof a Space&Defense group in
manufacturing, research, and development (MR&D)eéRBoeing began to adopt computer
software and information technology, Walid undertmeaining which making the job more
efficient. Growing disillusioned with the layoffaking place as Boeing underwent its

organization transition, he transferred out of Bgebpace& Defense and spent his last five

years at Boeing Commercial.

While on the one hand Walid feels nostalgic far éarly days at Boeing, feeling the
effects of management’s cost cutting measureseii@90s tempered his love for the company
and the workplace environment. A cultural shiftatesl a divide between the engineers and
management. Boeing took a particularly aggresgppeaach toward cutting costs in the late

1990s as Airbus overtook Boeing in the commeraralaft market. Boeing’s market share

188 “History, The Beginnings: 1903-1926: 1903-1926", The Boeing Co., Accessed May, 2014,

http://www.boeing.com/boeing/history/narrative/n003boe.page.



59

dropped from 70% to 40% during the time peridt Meanwhile, Boeing had financially
overextended itself in the 1997 merger with McDdhDeuglass. To add further challenges, the
2001 9/11 attacks devastated the industry. In dalereet the challenges, management set
“economic profit goals**° This meant implementing more efficient lean prdifuctechniques.
Boeing significantly cut the number of engineersle/hamping up outsourcing. Implementing
lean production techniques, coupled with a desiretcover market share, were factors

culminating in the development of the 787.

Walid’s group in MR&D was directly affected by thieancial challenges Boeing faced
in the 1990s. He had seen layoffs in the pastnbtiting rivaling what occurred in 1999 and
2000. “Thirty to 40% of my group were either laiffl or fired. | had to justify any projects
moving forward.*®? Watching his coworkers whom he had worked manysyedth walk out
the door was unsettling. Fortunately for Walid,ieaty meant his chances of being let go were
minimal. The new office environment put a lot oégsure on Walid and his coworkers. He

spent the time span before his transfer to Boeimg@ercial constantly stressed.

The large cuts in Walid’'s group align with empaiiclata showing 480 million dollars in

cuts to R&D from 1997-2008° These changes effected how engineers perceiveddoe

189 Woodruff, Imberman, “Why Engineers Strike: The Boeing Story”. Business Horizons 44, no. 6 (2001):37.

Article gives SPEEAs history and militancy after affiliating with IFPTE and AFL-CIO. Details management
miscalculation of engineer’s willingness to strike and cultural shift precipitating 2001 strike.

% bid., 36.
Christopher Tang, and Joshua Zimmerman, “Supply Chain Risks: Boeing 787 Case,” 75.
Walid Mseitif Phone Interview, April 17, 2014. Was in group 4 (Metal, Composite, and Welding), of 5 in
Boeing Manufacturing, Research, and Development, Grady Way, Renton WA.

% Woodruff Imberman, “Why Engineers Strike: The Boeing Story,” Business Horizons 44, no. 6 (2002): 37,
http://www.imbdef.com/wp-content/uploads/2011/09/Article-282-Why-Engineers-Strike-The-Boeing-Story.pdf.
37. R&D funds were cut from $1.92 billion in 1997 to $ 1.44 billion in 2000.

191
192
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“Upset by management’s financial emphasis, theresgging community perceived a loss of

status, feeling that their contributions were rogeeatly valued as in the past*

SPEEA Local 2001 doesn’t have the rich traditibstokes found in IAM District 751,
but the production changes in the 1990s pivotedithen in a more militant direction In Dana
Cloud’s study on democratic unionism at Boeing, stes militant action as the only way rank
and file will keep unions thriving®° | talked with Walid about his first and only seikn 1999.
This was the same year SPEEA workers voted toA6&ilx-Cl0. Of crucial importance, was
concern over management decisions and health msewrdahe unprecedented strike lasted for

forty days, going into the year 2001.

Walid expressed satisfaction with the outcomthefstrike, and how it created a strong
cohesion with his union brothers and sisters. K wique in that it was rare for knowledge-
based workers to strike in any industry. Boeing eneahcessions after 40 days of picketing; at a

high cost to the comparty®

During the same period as the strike, Greenbeatj says Boeing was shifting from the
era of value creation to the era of shareholdare/df What had been a focus on engineering the
highest quality products possible, now centeredrmsured the greatest returns for investors.
Walid saw many of his coworkers let go during timse, while also feeling the workplace
culture move from a collective effort to highly cpatitive and cut throat. Maximization of
profits at all costs, including sacrificing the ¢jtyaof products being produced, became the

normative. SPEEA’s Executive Director says

" bid
% bana Cloud, We Are the Union, 3.
196 .
Ibid.
197 Greenberg et al., Turbulence, 13.
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Despite genuine efforts to repair and enhancediationship following SPEEA's
40-day strike, another fundamental rift emergediadathe business model for the
airplane that eventually became the 787. Manageigeated the concerns of the
engineering and technical workforce and adoptedugsourcing business model
that came close to bankrupting Boeffig).

Walid witnessed many scale large changes duringrhesat Boeing, culminating in the
development of the 787 Dreamliner. His hope aloitg all local workers is that Boeing will

curtail further outsourcing of engineering and prcitbn.
Amanda Eckerson

Amanda, a Boeing machinist on the 767 assembdy itha prime example of how
Boeing jobs benefits those from various socio-ecandackgrounds. She grew up in Kent,
Washington, with her mom and younger brother. Hemmvorked construction, and frequently

had no work.

Life was not easy for the family. Amanda’s mom wassumed with an addiction,
leaving Amanda to care for her little brother, ge3hese circumstances didn't afford her the
opportunity to go past a high school educationth&ttime, Amanda was working low wage
restaurant jobs near her home. Things became afiggough when she was in her early 20s.
Amanda lost her mom to addiction. To better heswirstances, Amanda began searching out
options for living wage employmeht Amanda was lucky to be near a company which

provided living wage employment without the neeghleir education.

198 Ray Goforth, “ Putting negotiations in perspective,” SPEEA Local 2001 Puget Sound Prof and Tech

Negotiations, Accessed April 17, 2014,
http://www.speea.org/Bargaining_Units/PS$%202012/Article_Archive/Putting_negotiations_in_perspective.html.
199 .
Amanda Eckerson Telephone Interview, May, 2013.
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Amanda went to work for Boeing Commercial in 200fe following year she took part
in the 2008 IAM 751 strike. The strike was in respe to the increase in outsourcing, concern
over losing jobs, and benefff®A central issue for the machinists was Boeing’safse
contracted work. In the past the work had been dignenionized worker$>* Amanda described
the striking as unsettling. Here concern was lessamtract workers and more on her fears (real
or imagined), the eight week strike may put heradd job. She also worried over losing her pay
during the strike. The strike eventually ended vidteing agreeing to stop outsourcing disputed
positions, preserve health benefits, and to aear pay increasg&? The workers were happy

with the resolution and considered it a win.

Several of Amanda’s extended family members viorkor had previously worked for
Boeing. This included he grandma, aunts, and dadh Bad participated in past IAM strikes.
Amanda went out on the picket lines with her Dadrduthe 2008 strike. Each member was
employed at the Boeing Everett Plant, where the 787, 777, and 787 Dreamliner are all built.

Amanda works on the 767 assembly line, of whieh#87 was developed to eventually
replace’® With much of her family working for Boeing, shedw from a young age that it
would likely be her best opportunity. Earning a di&class income with benefits, Amanda was
able to change her living circumstances. When banger brother ran in to trouble, Amanda
was able to take him in and provide him food anelteh until he could get back on his feet.
Having the United States largest exporting manufactin the region has been instrumental in

sustaining economic security for Amanda’s familg émousands of other families like hers.

2% |bid.

1 Eve Tahmincioglu, Union says Boeing strike is about contractors”, NBC News, September 9, 2008,
http://www.nbcnews.com/id/26647110/#.U3J5UbVOXIU.

22 barin Hoop, “ Boeing strike ends in Union win, The Socialist Worker, November 4, 2008,
http://socialistworker.org/2008/11/04/boeing-strike-ends-in-win.

203 “History of Boeing and the Everett site,” Boeing Commercial Airplanes”, accessed April 8, 2014,
http://www.boeing.com/boeing/commercial/facilities/index.page.
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Amanda and her coworkers on the shop floor haee b security and benefits slowly
eroding. Labor disputes between Boeing and IAM &&lcertainly nothing new, it's just the
stakes are now higher. IAM 751 is known as a mmtitanion. The 2011 contract dispute added a
new dynamic. Central to the dispute was Boeing mygea 787 assembly in South Carolina.

Boeing management said the company couldn’t atfoedfrequent IAM strikes2%*

Boeing wanted to resolve the NLRB complaint taypragainst Boeing for opening
production in non-unionized South Carolina. To dpthey offered the machinists a generous
signing bonus, pay increase, and assurances thel&AXAvould be built in Renton, WA. This
proved to be a dilemma for machinists. Each decibed its tradeoffs. If they approved the
contract, it legitimized Boeing’s movement of protian to the non-unionized South. The
collective bargaining agreement entailed IAM 75K the NLRB to drop the complaint. If the
workers didn’t approve the contract, Boeing coulthdraw bonuses, pay increase, and
assurance the 737 Max would be built locally. Omdbthat, the NLRB litigation could take

years to play out.

For Amanda, the politics of the issue were nahatforefront. It was in her self-interest
to take the deal Boeing offered. Amanda said shalie had the agency to prevent passage,
while simultaneously unclear if union officials weegicting in the workers best interest. Amanda
and her coworkers conceded the loss to South @araind in doing so, at least insured their

future at Boeing and the building of the 737 MAX.

Anthony

204 “Boeing Complaint Background,” The National Labor Relations Board, Accessed May 13, 2014,

http://www.nlrb.gov/news-outreach/fact-sheets/fact-sheet-archives/boeing-complaint-fact-sheet/boeing-
complaint.
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Anthony, a District 751 shop steward on the 7&seably line, provides further insight
into the attitudes and opinions of the machinistshe shop floof®> As a democratically elected
steward, it's his duty to act in the interest af thhink and file. He must know and articulate the
details of collective bargaining agreements, eglgamportant when the agreements are
coming up for a vote. In addition, if workers hagy grievances with Boeing, Anthony will act
as an intermediary. Given his position, he’s plubgeto management’s actions, positions taken
by union leadership, and details of the contraby.inquiry was in to his perception on
Boeing’s 787 assembly plant opening in Charlesaod, the contract extension which led the

National Labor Relations Board to drop the casenstj@oeing.

Literature on the Charleston, South Carolina agbgeplant present evidence it was a
financial mistak&é®® Other reports suggest Boeing knew it to be a rifggisior™’ Furthermore,
the NLRB complaint shows Boeing opened the planp$i as retaliation for past striké¥.|
wanted Anthony’s assessment, why did he believelétesion was made, and does he believe

the decision have negative implication for him amicoworkers?

Anthony takes the statements made by Boeing CEXMINerney, and former Boeing
Commercial CEO James Albaugh at face value. Thebpdin made statements to Seattle media

about limiting the impact of strikes. He concurshithe NLRB opinion that these statements

205 Anthony, telephone interview, May 2013. Discussed duties as shop steward, 787 assembly plant

opening in Charleston, South Carolina, and NLRB complaint .

206 Denning, Stephen, “Boeing’s Offshoring Woes: Seven Lessons every CEO Must Learn,” Strategy and
Leadership 41, no. 3 (2013): 29.

Daniel Ferry. “Will the 787 Dreamliner Be Profitable at Last?”, The Motley Fool, October 24, 2013.
http://www.fool.com/investing/general/2013/10/24/will-the-787-dreamliner-be-profitable-at-last-for.aspx.

27 «pocuments show Boeing saw Charleston as riskiest option for 787”, IAM 751. November, 2011.
http://www.iam751.org/pages/news/9262011.html.

2%8 “National Labor Relations Board Complaint and Notice of Hearing”, NLRB Region 19. April 20, 2011.
http://www.nlrb.gov/sites/default/files/attachments/basic-page/node-3310/cpt_19-ca-032431_boeing__ 4-20-
2011 _complaint_and_not_hrg.pdf. The complaint includes the direct quotes by Boeing CEO made to the Seattle
Times which led the IAM 751 to file with the NLRB.
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violated the National Labor Relations Act. In otinards, Anthony believed the move was
illegal. At the same time, he indicated making a yete on the contract which dropped the
complaint?® The contract, which provided a signing bonus, estthe 737 Max, and other
incentives. For Anthony, this held greater weigi@rt the potential for the second 787 line to be
forced back to Seattle. Anthony and Amanda bothraagreement, that while its unsettling to
see manufacturing move out of state, it was irr thest interest to secure the contract. Working
in the bustling hub of the Everett factory, it'sthdor them to envision aerospace manufacturing

completely disappearing.

Connie Kelliher

In spring of 2013 | had the opportunity to talklwConnie Kelliher, IAM 751’s
communication director and editor of the “Aero Manlt Newspaper.” She is often quoted in
the local media, addressing the interests of thenupertaining to conflicts against Boeing.
These conflicts include issues can range to collettargaining disagreements, strikes, and

Boeing’s production decisiorf&®

My objective for engaging Connie Kelliher was taderstand what led to IAM 751’s
decision to endorse the ratification of the 201dtaxt extension. With the approval of a four
year contract extension, the union agreed to watlvdallegations that Boeing built a
nonunionized assembly plant in South Carolina &siation for past strike$:* As found in the

NLRB complaint, it's clear that Lafe Solomon agreeth the machinists and the likely outcome

299 « Machinists approve four-year extension with Boeing”, Northwest Labor Press Org. December
8, 2011, http://nwlaborpress.org/2011/12/iam-4/.

219 connie Kelliher telephone interview, May 2013.

Sam Hananel,” NLRB withdraws Boeing complaint,” The Seattle Times, December 9, 2011,
http://seattletimes.com/html/businesstechnology/2016975346_nlirb10.html.

211
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would be the second assembly line would returnvier&it. The return of the assembly line to
Washington State would be an economic boost toati@n and to the union. So why did the

union’s position change?

Connie told me the union’s number one concerohs.jThe 2011 contract extension
provided assurance of the new 737 Max being assehittally. The Boeing Company has sold
more 737s than any other aircraft. They had a tfide make. The possibility of waiting years
for a resolution and risk losing more jobs, or @ the new plant opening and secure jobs for

years to come. Connie told me it was a tough datjdiut politically more practical.

Although Local 751 conceded on the opening ofcase 787 line in Charleston, Connie
stated that the move was illegal retaliation. Femtfore, she calls it an extension of the failed
policies that put the project billions over budgetl three years behind scheddfein 2011,
Boeing admitted decisions on the 787 line were élidwAt a Seattle University speech, Boeing
Commercial CEO James Albaugh said "We spent adsemmoney in trying to recover than we
ever would have spent if we'd tried to keep thetieefinologies closer to homé*® While the
machinists must feel some vindication in Mr. Albhisgacknowledgement, Boeing isn’t
curtailing further spending out of state. In 20B8ging announced an additional billion dollar

expansion to the Charleston platit.

Jim Albaugh’s statements make it appear the compatially thought its South

Carolina strategy would be successful. Howeverudemnts obtained by IAM 751 reveal Boeing

12 connie Kelliher Interview May 2011. For a quantitative example of the costs associated with move
see Dominic Gates, “Boeing celebrates 787 delivery as program's costs top $32 billion,” The Seattle Times.
September 24, 2011, http://seattletimes.com/html/businesstechnology/2016310102_boeing25.html.

1 seattle Times Business Staff, “A 'prescient' warning to Boeing on 787 trouble,” The Seattle Times,
February 5, 2011, http://seattletimes.com/html/sundaybuzz/2014125414 sundaybuzz06.html.

Y Bruce Smith, “Boeing Plans 1 Billion Dollar Expansion in South Carolina,” USA Today, April 9, 2013.
http://www.usatoday.com/story/money/business/2013/04/09/boeing-expansion-south-carolina/2066469/.
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was aware that opening a 787 plant in South Carolias a high risk option and likely to have
negative consequences for the compdnyhe report states that the Charleston plant’s abst
1.5-2 billion would be significantly more than tbest of staying in Everett. It goes on to say the
non-unionized workers would not be as productiviesal machinists, and the project would

suffer “skill dilution” from workers and managemdsging spread across two sifé$.

The documents came as no surprise to Connie. Pfogct Gemini documents prove
what we’ve suspected all along — that Boeing maee@harleston to punish our members for
exercising their union rights* Boeing’s decision to move production away from haget
Sound confirms its willingness to take initial lessn order to weaken union strength. Taking a
loss at the time of initial investment may be a ii@ythe company to reap greater profits in the
future, avoiding strikes and costs of union wadfesets a precedent: create work stoppages with

strikes and we will take production elsewhere.

The decision to open the second 787 line in @stwh reflects the current culture at
Boeing and America’s corporate culture in geneZagating shareholder value is the main
objective, while providing the workforce with jokeaurity, wages, and benefits is but a
secondary conceft® Greenberg et al. believe this is due to structiorales at work in the
economy. The only remedy is the federal governragping in to protect and sustain

workers?*®

215 “Documents show Boeing saw Charleston as riskiest option for 787”. IAM 751. November, 2011,
http://www.iam751.org/pages/news/9262011.html

1% |bid.

Y Ibid.

218 Greenberg et al., Turbulence: Boeing and the State of American Workers and Managers, 13.

2 |bid., 17.
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As of 2014, the federal government isn’t doingtatd prevent Boeing’s movement away
from unionized labor. In 2013, Boeing pitted staagainst each other for the building of the
777X. Twenty-two states submitted contracts offgmmillions in tax breaks and other
incentives’?° Governor Jay Inslee has been lobbying to keepri8deithe region, and was
instrumental in helping an 8.7 billion dollar pagkgpass through the Washington
legislature®®*Yet despite the state offering Boeing generousritices, Boeing still asked the

machinists to ratify a contract which would end giens for new hire&*?

With Governor Inslee asking the machinists to ydtile contracts, the union was once
again faced with a difficult decision. Voting yeswd have financial consequences for the next
generation of workers, while voting no opened theeptial for the 777X to be built elsewhere.
This predicament illustrates the ways in which gocate friendly free market is pressuring the
Puget Sound region and its workers. Kelliher calteding the contract on workers under threat

of moving the 777X “corporate extortioR?®

Because Boeing executives had already shown tliagmess to move commercial
aircraft production out of state on the 787 Dreasnlj the union was divided over passing the

contract. Local union leaders called for his reaigpn of IAM President Tom Wroblewski, after

220 Bachman, Justin, “Six Lessons from Boeing's Big Contract Victory,” Bloomberg Business Week, January

9, 2014, http://www.businessweek.com/articles/2014-01-09/boeings-victory-in-labor-fight-hurts-pensions-helps-
the-777x.

2 The Washington Aerospace Industry Strategy”, Governor’s Office of Aerospace, May 2013,
http://www.governor.wa.gov/issues/economy/aerospace/Industry_Strategy.pdf.

Salerno, Christina, “UPDATED: Washington Legislature approves two Boeing-related bills on third day of
special session”, The Capitol Record, November 9, 2013. http://capitolrecord.tvw.org/2013/11/washington-state-
senate-approves-two-boeing-related-bills-on-third-day-of-special-session/#.U0z07bVOXIV.

222 Bachman, Justin, “Six Lessons From Boeing's Big Contract Victory”, January 9, 2014.

Doug Cunningham, “Extremely Upset IAM District 751 Workers File NLRB Charges, Demand Re-Vote On
Boeing ‘Corporate Extortion Plan’”, Workers Independent Radio, January 7, 2014, http://laborradio.org/2014/01/ -
extortion-plan/.

223
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he urged a yes voté*The end result was a slim majority of 51% of thechiaists voting to pass
the bill. “When the result was announced insideSbattle union hall filled with militant
Machinists who opposed the contract, some men amden wiped away tears and a few cried
openly.”*Many machinists found it hard to accept its passesecially after working so hard

to preserve pensions during the 2005 and 200&strBana Cloud argues that rank and file
opposition to union leadership is crucial to restpthe power of unions, what she calls “loyal
opposition.#?® In the case of the 2014 contract, IAM leadersteifedted union democracy by
voting at a strategic time. Kelliher contested rgults, stating 25% of the members were unable
to vote due to being away on holiday vacafitmsking Connie how she felt about the

relationship between Boeing and the union, she‘saéccan’t ever let our guards dowrf?®

CONCLUSION

Issues are still unfolding with the 787 Dreamlireand so considerable time is still
needed to assess the full effects of Boeing’s prtolu decisions. History shows that production
problems and cost overruns have happened to pepi@jects, including the 747 and 777.
However none of the caliber we’'ve seen so far en/@7. Certainly no past issues equate to the

malfunctions and public danger of the 787s alraadyervice have presented.

224 Dominic Gates, “777X vote shows bitter rift in Machinists leadership”, The Seattle Times. November 16,
2013, http://seattletimes.com/html/businesstechnology/2022276110_boeingmachinistproposalxml.html.

2 Dominic Gates, “Machinists say yes, secure 777X for Everett.” The Seattle Times, January 3, 2014,
http://seattletimes.com/html/businesstechnology/2022593956_machinistsunionvotexml.html.

**® Dana Cloud, We Are the Union: Democratic Unionism and Dissent at Boeing. Chicago: University of
Illinois Press, 2011, 3.

227 Doug Cunningham, “IAM District 751 Workers File NLRB Charges, Demand Re-Vote On Boeing
‘Corporate Extortion Plan’”, Workers Independent Radio, January 7, 2014.

228 Connie Kelliher interview, May 2013.
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Despite the setbacks, cost overruns, and delagisitcraft will likely lead to significant
profits for Boeing in ten years times. The realsjion is, was it worth the costs to the Puget
Sound and its workforce? Undoubtedly, my positinod emany other locals is no. The evidence
I've presented shows that what Boeing undertook wrgsecedented, untested, and with
management fully aware of risks. This allows mdr@w the conclusion that the strategy was to
weaken reliance on Puget Sound workers and unidresunion contracts post-South Carolina
assembly backs this up, including higher healtmiuens, loss of jobs, pensions, and
legitimizing move to S.C. for striking. Whereastire past workers were guaranteed that Boeing
would manufacture its aircrafts locally, now Wagton must fight tooth and nail for every inch

of every contract.

Despite these factors, it would be wrong to makéaaket statement against Boeing.
When | set out on this research, | wanted my figgito be painted in black and white. The fact
is, it's not... Boeing and the cluster of local agase firms still provide great economic activity
for the region; jobs, multiplier effects, tax rewen and infrastructure development. Boeing
employment opportunities are some of the bestttite sas to offer, with a special focus on
hiring women and minorities. Workers like my frieAchanda, and many other friends and
acquaintances, have access to living wage jobs#masupport a family, provide a high standard

of living, all without the opportunity costs of mEeing a college education.

But it's these same reasons why when we see Boeavwing production away from the
region, we should be fighting to make sure it remadocal for generations to come. As Puget
Sound residents, we should never take what we loaadly for granted, lest we become Detroit,
Baltimore or any other great American city hit bgustry outflow and economic depression.

This is why | believe in the Washington Aerospaeéiiership, a nonprofit uniting labor,
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industry, and government. Working together is tbstlapproach toward preservation, not
conflict but compromise. Governor Jay Inslee, whdmered with the Aerospace Industry
Strategy, is also a shining example of the kinteatlership we need. He’s a true pragmatist,
willing to take losses in order to make gains aedka robust aerospace economy. Given the
nature of the global economy, technological chadgeeloping economies, and the proliferation
of information communication technology, trade-dafe a necessity in preventing Boeing’s

further outflow from region.
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