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A never-ending story.

Lufthansa Technik is synonymous with innovation. 
Thanks to creative engineering work and cutting- 
edge research facilities, we constantly set new 
standards. Alongside the continuous further  
development of maintenance, repair, and overhaul 
procedures, we develop new technologies, cabin 
products, and servicing processes for aviation.  
Always striving for the highest quality and safety 
standards, we are able to guarantee technological 
excellence. 

Lufthansa Technik AG, marketing.sales@lht.dlh.de
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S
an Juan, Puerto Rico, was 
the host for the Latin 
American and Caribbean 

airline industry’s annual gather-
ing at the ALTA Airline Leaders 
Forum, on 15-17 November.

The Flightglobal and Airline 
Business team made a Caribbean 
excursion to gather all the news 
from the event, which you can 
read online or in three of our digi-
tal daily papers. 

This year’s event was attended 
by 450 Latin aviation leaders and 
senior executives from suppliers 
to airports and regulators. Key 
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SITA’S SPANISH TECHS
I

n a change to the norm, next 
year’s SITA Air Transport IT 
Summit is to be hosted in 

 Barcelona in May. 
The move from its usual loca-

tion in the Belgian countryside 
outside Brussels brings this 
renowned platform through 
which chief executives and infor-
mation officers can address the 
air-transport IT community into 
May for the first time – a change 
from its traditional June date.

Hosted in partnership with 
Airline Business, the summit will 
take place on 24-26 May at 
 Barcelona’s Hesperia Tower 
hotel. It remains the industry’s 
top IT event dedicated solely to 
technology leaders and the chal-
lenges they face.

The 2016 theme will draw on 
Barcelona’s status as a “smart 
city” and European Capital of 
 Innovation. Against this back-

drop, organisers contemplate the 
need for creative thinking along 
with more innovation to deliver 
transformation in the air trans-
port industry. The speaker lineup 
will examine how the sector can 
respond to the quickening pace 

of innovation, how to plan for it, 
how to turn ideas into realities, 
and whether it is time to rethink 
and develop a new mindset. 

For more information about 
the 2016 event, visit:
flightglobal.com/ITSummit

Getting smart: The SITA Summit moves to Barcelona in 2016

Bangkok hosts Loyalty

B
ill

i

discussion points included the 
current headwinds buffeting 
some parts of the region, financ-
ing and leasing, open skies and 
safety. As usual, discussions also 
centred on infrastructure, regula-
tion and ownership controls. 

ALTA’s 2016 forum will be 
hosted in Mexico City, and is due 
to take place on 13-15 November.

For all the news from this 
year’s ALTA Airline Leaders 
Forum, and to download the 
three Airline Business Daily digi-
tal  editions, visit: 
flightglobal.com/ALTA

LATIN LEADERS GATHER

Latin American airline chief executives had lots to talk about

2016 CONFERENCES

Next year’s aviation 

conference programme 

from Flightglobal and Airline 
Business will again examine 

an expansive range of 

topics including frequent 

flyer programmes, finance 

and distribution. 

As usual, the 2016 

schedule will launch with 

our annual Loyalty event, 

which takes in Bangkok on 

29 February-2 March at the 

Millennium Hilton. 

Chaired by Ravindra 

Bhagwanani, managing 

director of conference 

partner Global Flight, 

Loyalty returns to Asia after 

five years and will examine 

how the sector is evolving. 

The conference will include 

best practice presentations 

from the USA, Europe and 

the Asia Pacific region 

along with panel debates, 

masterclasses and 

workshops.

In April, the Mandalay Bay 

hotel in Las Vegas plays host 

to sister conference Loyalty  

@Freddies.

Meanwhile, next year’s 

Technology and Innovation 

in Airline Distribution event 

will be hosted in Hong Kong 

on 4-5 May. Our third New 

Generation of Passenger 

Service Systems 

conference will be held in 

London in September. 

If money matters are 

your thing, our Ascend 
Finance Forum events will 

take place in Singapore in 

April, London in June and 

San Francisco in November.

flightglobal.com/Loyalty16
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Read our interview with chief 
executive of Mexican LCC Volaris: 

flightglobal.com/Volaris

AIRLINE IPOs IN THE LAST 12 MONTHS

Airline Country Sector IPO date

Jeju Air South Korea Low-cost November 2015

Indigo India Low-cost October 2015

Juneyao China Network May 2015

Wizz Air Hungary Low-cost February 2015

Spring Airlines China Low-cost January 2015

Bangkok Airways Thailand Regional November 2014

Vietnam Airlines Vietnam Network November 2014

Virgin America USA Low-cost November 2014

SOURCE: Flightglobal

Timing optimum for low-cost listings
A string of IPOs indicates that now is the moment to go to the market, particularly for budget airlines in emerging sectors

GRAHAM DUNN & LAURA MUELLER LONDON
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IndiGo’s parent is latest airline business to turn to the markets

When IndiGo’s parent com-
pany, Interglobe Aviation, 

launched its long-awaited IPO in 
late October, in many ways it typ-
ified airline listings which have 
or are poised to come to market.

In keeping with recent airline 
IPOs, IndiGo is an Asian carrier 
operating in the low-cost sector 
and plans to use the proceeds in 
part to fund its fleet renewal. 

To underline the trend, South 
Korean budget carrier’s Jeju Air’s 
listing in November means that 
six of the eight airlines to list in 
the last year are from Asia and five 
operate in the low-cost sector.

TRENDING
The trend spread to Latin Amer-
ica in November when Mexican 
low-cost carrier Volaris launched 
a secondary equity offering for 
around a quarter of its shares.

The IPO of IndiGo’s parent 
closed six times oversubscribed. 
Figures from India’s BSE stock 
exchange show 30.1 million 
shares were offered and the IPO 
received 185 million bids, with a 
price band of Rs700-765 ($10.6-
11.6) per share. Since listing, the 
company has seen the share price 
rise by almost 20%.

It plans to use the proceeds to 
retire outstanding lease liabilities 
and for aircraft acquisitions.

Another airline to list this year, 
central European low-cost carrier 
Wizz Air, made its move in 
 February after dropping initial 
IPO plans in the summer of 2014, 
citing market volatility. It raised a 
net £257 million ($400 million) 
following its IPO.

Spring Airlines became the 
first privately owned Chinese car-
rier to list at the start of the year, 

and was later followed by 
another, Juneyao.

It is no surprise that low-cost 
carriers and emerging markets 
dominate recent market listings. 
Low-cost carriers are predomi-
nantly new entrants into estab-
lished markets, largely driven by 
private investors, and much of 
the growth has been in emerging 
markets, particularly in Asia and 
Latin America.

As these operations have 
matured, original investors either 
look to capitalise on their invest-
ment or seek additional capital to 

fund future expansion – in par-
ticular new aircraft.

The challenge is deciding 
when to make the move. Several 
carriers appear to have decided 
they are in the optimum stage of 
the financial cycle with markets 
showing relative strength. 

This could be an opportune 
time for a listing ahead of any 
interest-rate hike in the USA, 
which the Federal Reserve has 
hinted could come before 
yearend. Such a move could tem-
per investors’ appetites while 
they digest the impact of antici-

pated higher borrowing costs on 
the global economy.

Even airline operating lessors 
are looking to take advantage of 
this “window” with BOC 
 Aviation and ICBC Financial 
Leasing planning public listings. 
CIT Aerospace is also rumoured 
to be looking at such a move as its 
parent searches for strategic alter-
natives for the lessor.

With Cebu Pacific, Nok Air, 
Pegasus, Spirit Airlines, Spring 
Airlines, Virgin America and 
 Volaris all having listed in the 
current cycle, IndiGo’s IPO leaves 
relatively few low-cost operators 
left to turn to the markets.

SCUPPERED
Lion Air is now the only one of 
the 10 biggest low-cost carriers by 
passenger numbers not to be 
listed. The Indonesian carrier is, 
though, eyeing an IPO, poten-
tially for next year.

In the case of Brazil’s Azul, it 
has not been for a lack of trying. 
Having pulled an initial IPO in 
summer 2013 citing unfavoura-
ble macroeconomic conditions, 
in December last year it revived 
the plan with the US Securities 
and Exchange Commission, and 
disclosed its intention to list in 
Brazil. But Brazil’s mounting eco-
nomic woes appeared to have 
scuppered the move.

Mexican carrier VivaAerobus 
is another that aborted an earlier 
IPO attempt. But chief executive 
Juan Carlos Zuazua says an IPO 
remains a “desirable milestone” 
when the time is right. ■

IN ASSOCIATION WITH

Keep track of the latest developments in 
in-flight connectivity

www.flightglobal.com/connectivity
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While Latin American airline 
operating profits were 

largely intact in the third quarter, 
the impact of depreciating curren-
cies and slowing economies is 
weighing heavy as airlines 
respond by trimming capacity 
plans for next year.

Operating profits for six Latin 
American airline groups were 
slightly down, at $379 million, for 
the three months ending 30 
 September. But with the largest 
two groups, Avianca and LATAM, 
reporting in US dollars there was 
little impact on profits from falling 
local currencies.

Net results at Gol of Brazil – one 
of the hardest hit economies – 
illustrate the currency exchange 
loss. In local currency its net loss 
jumped to R2.13 billion ($570 mil-
lion) from R245 million – driven 
by losses of R1.44 billion in for-
eign exchange variations alone.

The currency impact is evident 
for Latin carriers reporting in US 
dollars in their revenues during 
the quarter. Avianca’s were down 
8%, Copa 18% and LATAM 20%  
– the latter hard hit given its expo-
sure through its TAM Airlines 
brand to a 55% depreciation of the 
Brazilian real. 

All carriers in the region cited 
the currency and weak macroeco-
nomic development during the 
recent reporting season and they 
formed the backdrop to the debate 
during the ISTAT Latin America 
and ALTA Airline Leaders forums 
in Panama City and San Juan, 
respectively. ALTA president – 
and chief executive of 
 Aeromexico – Andres Conesa 
describes the year ahead as a 

BRIEFING AMERICAS

CURRENCY HIT IN LATIN QUARTER
Airlines in Latin America scale back growth as slow macro-economic demand and a strong dollar stifle the market

GHIM-LAY YEO SAN JUAN & PANAMA CITY

Aeromexico’s Andres Conesa predicts 2016 will be a “wild card”
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Read more news from the ALTA 
Airline Leaders Forum at: 

flightglobal.com/ALTA

LATIN AMERICAN AIRLINE RESULTS JULY-SEPTEMBER 2015

Group/airline Revenue ($m) Operating result $(m) Net result ($m)
2015 change 2015 2014 2015 2014

Avianca Holdings 1,117 -8.3% 72 70 102 33

Copa Holdings 547 -17.5% 51 111 6 66 

Gol 720 1.4% 2 41 -581 -67

Grupo Aeromexico 749 11.0% 68 35 44 12

LATAM Airlines Group 2,515 -19.9% 121 118 -113 -108

Volaris 320 32.6% 65 22 69 21

TOTAL 5,968 -10.2% 379 397 -473 -42

SOURCE: Flightglobal

“wild card”. He says: “There are 
risks that remain, we won’t know 
what will happen with the cur-
rency movements. They might 
stay or they might get more pro-
nounced. So much of our costs are 
in dollars, such as training, leases 
and GDSs.” But he believes Latin 
American airlines will continue to 
be flexible in adjusting to condi-
tions. “Every airline can speak for 
themselves. I’ve seen in the region 
changes in capacity plans, net-
work. We all adjust to conditions.”

That renewed view on capacity 
is clear. Panama’s Copa Airlines 
deferred delivery of a Boeing 
 737-800 in the fourth quarter of 
2016, and another in the first quar-
ter of 2017. It will add only one in 
2016 as a result. “We are hardly 
growing next year,” says chief 
executive Pedro Heilbron. 

LATAM will defer deliveries in 
2017 and 2018. Group capacity for 
2016 is planned in the flat to 3% 

growth range. Brazil continues to 
be the weakest spot in its network. 
Domestic capacity in the market is 
estimated to be down 8% to 10% 
in the fourth quarter, and will be 
be 6-9% lower next year. TAM 
chief Claudia Sender says: “We 
made the right decision forecast-
ing that the market is not going to 
recover in the short term.”

PROBLEM MARKETS
Another Brazilian airline caught 
in the storm is Gol. It has warned 
it may post a loss this year and has 
scaled back growth over the next 
two years. It will take delivery of 
only four Boeing 737-800s in 2016 
and 2017, instead of 15, and sub-
lease a dozen aircraft in 2016 to 
foreign airlines.

It is revamping its network to 
more closely align with the travel 
patterns of a Brazilian population 
more inclined to stay home or 
travel in South America, as holi-
days to the USA become more 
expensive with a strong US dollar.

“More leisure travellers are 
choosing to fly in South America 
and within Brazil,” says Gol chief 
executive Paulo Sergio Kakinoff. 
Corporate demand has slowed in 
the recent year too, he says. 

Brazil’s Azul is undeterred by 
currency pressures, as it presses 
ahead with new US services. The 
airline believes that the US flights 
are strategic to its overall network, 

and has no plans to scale back on 
them, with chief financial officer 
John Rodgerson believing low 
ownership of its leased A330 will 
work in its favour.

But it is not just Brazilian carri-
ers feeling the heat in the market. 
Chile’s Sky Airline will end its 
service to Guarulhos in March. 
Sky’s chief executive Holger Paul-
mann says the airline has lost 
money on the route since flights 
began in March 2014. “Brazil is 
like a huge bus driving backwards 
towards the wall,” he observes.

Copa is withdrawing from 
 Viracopos-Campinas in December 
after serving the airport for only a 
year.  The other two markets trou-
bling Copa’s earnings are 
 Colombia and Venezuela. Copa 
operates a Colombian subsidiary, 
which saw yields down signifi-
cantly in the third quarter, says 
Heilbron. “This is due to the effect 
of the large Colombian peso 
depreciation and additional com-
petitive capacity,” he says.

Airlines continue to struggle to 
repatriate revenues earned in local 
currency in Venezuela. IATA esti-
mates around $3.8 billion of air-
line revenue is trapped in 
 Venezuela. “The situation has not 
been entirely dealt with,” Conesa 
says. “It is getting more difficult to 
convert bolivares to dollars.”

IATA director general Tony 
Tyler, meanwhile, is worried 
about a similar problem emerging 
in Argentina. He notes Argentina 
recently raised limits on the 
amounts companies can repatriate 
from the South American country. 
“More than half of the airlines in 
Argentina have accumulated rev-
enue there,” he says.

Tyler was unable to specify 
how much airline revenue is 
being held in Argentina, but says 
it is nowhere close to the situation 
in Venezuela. It will be rapidly 
engaging with Argentina’s new 
leadership following the country’s 
general elections. ■
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 Labour-strife hit Air France-
KLM and Lufthansa dangled 

capacity carrots and sticks as their 
battle to find cost-savings shows 
signs of entering an endgame.

Both have faced painful indus-
trial challenges stretching back 
over a year.  Lufthansa schedules 
were again wrecked by strike 
action in November, this time 
from an eight-day walkout by its 
cabin crew, while tensions 
erupted at Air France in October 
prompting angry scenes in which 
protesters ripped the shirts off the 
backs of airline managers.

But while union opposition 
and industrial action has put 
industrial heat on the airlines, 
both Air France and Lufthansa are 
looking at cuts to mainline capac-
ity as they step up the pressure on 
unions to deliver structural 
change to their cost base.

At Air France-KLM, where the 
failure to secure a productivity 
deal with Air France staff 
prompted the lowering of the 
group’s full-year unit cost-reduc-
tion target, the company ulti-
mately lost patience after its end 
of September came and went 
without a deal. It embarked on a 
restructuring “plan B” under 
which it will slash up to 2,900 
jobs and reduce long-haul fleet 
capacity 10%. That includes retir-
ing the carrier’s Airbus  A340-300 

BRIEFING EUROPE

Fresh cuts threat from labour pains
Patience wears thin as Air France-KLM and Lufthansa warn of mainline capacity reductions in absence of cost savings

GRAHAM DUNN LONDON

The German carrier has invited unions to talks in early December
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Follow all the news from the 
European airline sector at: 
flightglobal.com/dashboard

Air Baltic advances as Estonian Air halts
OLIVER CLARK LONDON

Air Baltic took a stronger grip 
in the region after securing a 

new private investor while 
 Estonian Air became its second 
nearby airline casualty this year.

Estonian Air ceased operations 
on 8 November after a European 
Commission state aid probe 
ordered it to return over €85 mil-
lion ($91 million) in funding, and 
blocked it from receiving another 
€40 million of restructuring aid.

A new state-owned company, 
Nordic Aviation Group, stepped 
in to ensure flight links to the 

country continued – with flights 
operated by BMI Regional, Trade 
Air, NextJet and Carpatair with 
Adria Airways providing the 
AOC and “commercial platform 
and ticketing system”.

The company describes the 
current situation as “transitional” 
and plans to establish a new 
“Estonian national airline”, with 
detailed plans to be unveiled in 
the summer.

But the collapse of Estonian 
Air, following the failure of 
 Lithuanian carrier Air Lituanica 

in May, strengthened Air Baltic’s 
aim to become the prime carrier 
for the region. Air Baltic chief 
executive Martin Gauss says it 
has “always [been] our idea to 
have one airline” in the Baltic.

FRESH INVESTMENT
The Latvian carrier secured fresh 
investment when German inves-
tor Ralf-Dieter Montag-Girmes 
paid €52 million for a 20% stake 
in the Riga-based carrier, while 
the Latvian national government 
will invest a further €80 million.

Montag-Girmes voiced his 
support for its “Horizon 2021” 
business plan, under which Air 
Baltic will expand in Tallinn, 
Riga and Vilnius as it pursues a 
goal of becoming the only Baltics-
based carrier by 2021.

Gauss says: “With the new 
investment, we can now focus on 
our expansion and consolidation 
in the Baltic aviation market.” ■

fleet, which it had planned to 
operate on an extended lease-
basis until 2019.

But it left the door open to miti-
gating some of these cuts if a deal 
on productivity could be reached 
and October resumed talks with 
pilot union SNPL.

STOPPAGE TIME
At Lufthansa mainline cabin crew 
held an eight-day walkout in 
November over pensions, forcing 
the carrier to cancel around 30% 
of its flights.

The airline set out its willing-
ness to resume talks and tabled an 
improved offer covering a new 
labour deal. But it too warns of 
capacity cuts if it is not able to 

restructure its cost base. “It is clear 
to us, that with this new conces-
sion, the urgent and necessary 
improvements in our cost and 
competitive position cannot be 
reached, and the gap between us 
and our relevant competitors will 
get larger,” says Lufthansa chair-
man Karl Ulrich Garnadt.

Against this backdrop the board 
decided to re-evaluate the 
planned development of 
 Lufthansa’s mainline capacity and 
routes for 2016 and to “reassess” 
them for the following years.

“In view of the as-yet-unsolved 
structural cost problems, the low-
yielding Lufthansa German 
 Airlines routes, especially to Asia, 
Africa and South America, will be 

subject to review,” the airline says.
The carrier has been dogged by 

strikes by different labour groups 
over the past 18 months. It has 
now offered three trade unions the 
opportunity to join roundtable 
talks with senior management at 
the start of December in a fresh bid 
to overcome the dispute.

Lufthansa says it is “con-
vinced” a “growth perspective” 
can be established for mainline 
operations if “competitive and 
future-proof structures” can be 
agreed “beyond [individual] 
union borders”. 

The mainline fleet size has not 
been expanded since 2011 and 
last year contracted for the first 
time in aircraft numbers, chief 
executive Carsten Spohr said this 
year. Management has directed 
growth initiatives to divisions 
such as budget arm Eurowings.

At IAG, Iberia’s announcement 
it will resume flights to San Juan 
next summer served of a reminder 
of a network carrier emerging 
from the other side. In the absence 
of sufficient labour cost savings, 
the Spanish carrier axed jobs, 
routes and capacity in early 2013. 
After ultimately securing cost-
concessions Iberia returned to 
growth and its resumption of 
Puerto Rican flights means all of 
the Americas routes it dropped 
have now been restored. ■
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over 30% in the early 2010s.
But all was not well at Tiger. 

Aggressive competition from 
large, well-capitalised rivals, 
such as Lion Air in Indonesia and 
Cebu Pacific in the Philippines, 
hammered earnings at its fran-
chisees. A harrowing period 
occurred in 2011, when the Aus-
tralia unit was suspended on 
safety concerns. Quarterly losses 
racked up.

SIA was forced to rethink the 

potential for low-cost carriers. In 
November 2011 it established 
Scoot and in December 2013, 
entered an agreement with 
 Singapore’s sovereign investment 
fund Temasek Holdings to buy a 
7.3% stake in Tigerair’s parent, 
taking its total stake to 40%.

Last year was crucial for 
 Tigerair, as it abandoned its disas-
trous overseas forays. In March 
2014, it sold its 40% stake in the 
Philippines unit to Cebu Pacific, 

SIA pulls Tigerair out of the jungle
Singapore Airlines’ offer to buy the rest of subsidiary is the final piece in the group’s ambition to build a portfolio operation

GREG WALDRON SINGAPORE

If approved, the acquisition could see the low-cost brand disappear

Tigerair appears poised to enter 
a new chapter in its history, 

following SIA’s offer to buy out the 
44.2% stake it does not own in the 
subsidiary. Assuming sharehold-
ers accept, it will set the stage for 
SIA to fully capitalise on syner-
gies between Tigerair and its own 
long-haul, low-cost unit, Scoot.

SIA could bin the Tigerair 
brand, potentially re-branding it 
under the Scoot name, which 
would reduce marketing costs and 
improve brand clarity.

COMMITTED
The offer marks SIA’s admission 
the low-cost brand is here to stay. 
When Tigerair was founded over a 
decade ago, SIA had a 49% stake. 
SIA at the time was committed to 
a pure full-service model.

As the 2000s unfolded Tigerair 
(then Tiger Airways) grew, with 
aggressive franchise expansions 
into Australia, Indonesia and the 
Philippines. The carrier reached a 
high water mark in January 2010, 
when it raised S$248 million 
($174 million) with an initial pub-
lic offering. SIA’s stake fell to just 

and in June announced Tigerair 
Mandala would close. In October, 
it offloaded its 40% stake in the 
Australian unit to Virgin Australia 
for a symbolic A$1.

But there was a glimmer of 
hope: in August 2014, the 
 Competition Commission of 
 Singapore cleared Scoot and 
 Tigerair to co-operate on schedul-
ing, pricing, sales, marketing, and 
service polices. In November 
2014, SIA committed to investing 
in a S$234 million rights issue, to 
take its Tigerair stake to 58% and 
make the loss-making unit a full 
subsidiary.

SIA’s announcement it will buy 
out Tigerair was probably never a 
question of if, but when. SIA chief 
executive Goh Choon Phong has 
made much of the airline’s portfo-
lio approach, with SIA and Silkair 
serving the premium market and 
Scoot and Tigerair the budget mar-
ket. Bringing Tigerair home is the 
final piece in the puzzle. ■

BRIEFING ASIA
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Star Alliance partners Singapore 

Airlines (SIA) and Lufthansa have 

agreed to operate routes from 

Singapore to three German cities on 

a joint venture basis.

The routes, joint ventures with 

revenue-sharing, are Singapore to 

Frankfurt and Munich. They also plan 

to add SIA’s new Dusseldorf flights 

when the service launches in July. 

The pair will co-ordinate schedules in 

Europe, Southeast Asia and Australia 

to provide better connections. SIA 

and Lufthansa will also offer joint fare 

promotions, align their corporate 

sales programmes and look at ways 

to enhance frequent flyer ties.

Some aspects of the agreement 

will be rolled out in the coming 

months, but other areas will require 

regulatory approval.

In an interview with Airline 
Business in May, SIA chief executive 

Goh Choon Phong stressed forming 

alliances with other carriers is a fun-

damental element in SIA Group’s 

strategy.

Lufthansa stars in Singapore connection
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BRIEFING MIDDLE EAST

All quiet in Dubai as airlines miss last orders

December 2015

EgyptAir’s new chief executive, 
Sherif Fathy, is reconsidering 

plans for dozens of aircraft orders 
next year after the apparent bomb-
ing of a MetroJet Airbus A321 over 
Sinai. Fathy had told Gulf News in 
October orders would be placed 
for 60-70 aircraft in 2016 – includ-
ing 15-20 widebodies – as 
EgyptAir seeks to regain ground 
after two successive revolutions in 
its home country.

Speaking to Airline Business at 
the AFRAA annual general 
assembly in Brazzaville, Fathy 
said the flag carrier is re-evaluat-
ing its 10-year plan. “The state-
ment [about 70 orders] was made 
before the shock we had, tourism-
wise,” Fathy emphasises, refer-
ring to the MetroJet Airbus crash 
of 31 October.

“We don’t know yet whether 

After the order bonanzas of pre-
vious years, November’s 

Dubai air show played out far 
more sedately with only 63 com-
mercial aircraft commitments and 
a further 53 options and purchase 
rights during the week.

Those orders, including the 
identification of Jet Airways as the 
taker 25 of previously unattrib-
uted Boeing 737 Max 8s, are 
dwarfed by 2013’s record-break-
ing sales frenzy.

There were 520 order commit-
ments – plus 164 options – 
announced during the 2013 Dubai 
air show, and another 338 order 
commitments in 2011.

The big difference was the lack 
of activity by the big Gulf carriers, 

EgyptAir fleet call waits on tourism
Star Alliance carrier could revise planned aircraft order after key tourism sector suffers further shock from MetroJet sabotage

MARTIN RIVERS BRAZZAVILLE

EgyptAir is worried about shock of Sinai bombing on tourism
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Read the news from Dubai in 
our Flight show dailies at: 
flightglobal.com/Dubai
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there is going to be a strong impact 
from this unfortunate incident.” A 
revised fleet plan will be submitted 
to the government in early Decem-
ber. October’s terrorist attack has 
already seen a Russian ban on 
EgyptAir flights and prompted sev-

eral countries to suspend flights to 
the Sinai peninsula.

Although the flag carrier has 
limited exposure to tourism traf-
fic, its charter and low-cost sub-
sidiary Air Cairo would feel the 
effects of any downturn. Air Cairo 

had been planning to expand its 
eight-strong Airbus A320 fleet to 
20 aircraft by 2020.

Pressed on the mainline unit’s 
plans, Fathy insists EgyptAir still 
wants to expand in the mid-term.

“We have to look at growth sce-
narios... We need to gain back cer-
tain market shares we have lost to 
competition in the last few years,” 
he says, predicting a focus on 
higher frequencies before target-
ing a “maximum two more points 
in the Far East”. It is not looking to 
sell aircraft, and has no plans to 
withdraw capacity through sub-
leases. Turning to the robustness 
of airport security in Egypt, Fathy 
cautions against sensationalist 
media reports. “I think there is an 
exaggeration about the looseness 
of the airport security in Sharm 
 el-Sheikh,” he says. ■

all of which had indicated they 
would not be active during the 
show having filled their order 
backlogs two years ago. At the 

2013 event, Emirates, Etihad 
 Airways and Qatar Airways com-
mitted to more than 450 aircraft – 
a mix of launch orders for the 
 Boeing 777X and deals for 787s, 
 Airbus A380s, A320s and A350s.

In 2011 Qatar Airways 
unveiled plans to acquire up to 
eight A380s and up to 80 
A320neos at Dubai, while Emir-
ates ordered 50  777-300ERs, val-
ued at $18 billion.

TIME TO ORDER  
Etihad did, though, convert 
options on two 777 Freighters at 
this year’s show. The options for 
the General Electric GE90-pow-
ered aircraft were part of its order 
commitment of two years ago.

Vietjet Air was the largest new 
commitment disclosed. It is taking 
30 Airbus narrowbodies, includ-
ing 21 A321neos as part of an 
agreement including nine base-
line A321s. The airline is still 
deciding on engines for the air-
craft, delivery of which begins 
next year and runs to 2020. Cairo 
Aviation tentatively signed for up 
to 10 Irkut MC-21s as part of a 
maintenance co-operation pact on 
the programme. The Egyptian car-
rier’s affiliate KATO Investment 
will co-operate on the twinjet pro-
ject as part of the agreement. ■
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Pressure on used Boeing 777s 
could intensify if Transaero 

-200s and -300s are placed on the 
open market after the  Russian 
carrier’s collapse in October.

The troubled carrier was 
grounded on 26 October follow-
ing an assessment of the airline’s 
operational situation by Russian 
federal aviation regulator 
 Rosaviatsia amid its deteriorat-
ing financial position. It comes 
after its proposed acquisition by 
Aeroflot fell through. 

Transaero has 14 777s on 
lease mainly from Russian les-
sors, eight from VEB-Leasing 
and three from VTB-Leasing, 
Flightglobal’s Fleets Analyzer 
database shows. These aircraft 
have build dates ranging from 
1994 to 1999 and are predomi-
nantly power ed by Rolls-Royce 
Trent 800 engines.  Two more 
777s are owned by Transaero 
itself, while ALAFCO leases a 
single 777-200ER.

The additional 777s in the 
marketplace could exacerbate an 
already-challenging widebody 
situation, with carriers such as 
Singapore Airlines, Emirates 
and Malaysia Airlines returning 
their aircraft to lessors.

In June, Aeroflot came to mar-
ket with a request for proposals 
to sell or lease 21 long-haul and 
22 short-haul aircraft.

The widebodies listed in the 
procurement include 13 

BRIEFING FINANCE

Transaero fall adds to 777 pressure
Concerns over the secondary market may increase as the fate of the failed Russian carrier’s fleet remains uncertain

LAURA MUELLER LONDON

Transaero grounding has sparked fears about glut of aircraft for sale
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Transaero currently 
has on lease
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Read more on the challenges in 
the 777 used market online at: 

flightglobal.com/dashboard

 777-300ERs, three of them to be 
delivered in March-June 2016.
Aeroflot lists the other 10 as hav-
ing been manufactured during 
2012-14 and delivered between 
February 2013 and May 2014. 
All 777-300ERs are powered by 
General Electric GE90 engines.

Aeroflot has though signed a 
memorandum of understanding 
covering the lease of at least 14 
Transaero aircraft under operat-
ing leases with Sberbank.

The planned pact would be 
likely to cover 10 737-800s and 
four 747s, but Aeroflot has not 
given any further details of the 
fleet involved.

In October Delta Air Lines 
chief executive Richard 
 Anderson warned of a “bubble” 
in the used aircraft market and 
said a glut of used widebodies is 
hitting the market, meaning a 
10-year-old 777-200 could be 
purchased for $10 million.

“We do think the aircraft mar-
ket is going to be ripe for Delta 
over the next 12 to 18 months,” 
he said on a third-quarter earn-

ings call, adding that he hoped 
the weakness in the used wide-
body market would extend to 
the narrowbody market during 
this period.

VARIANT VALUES
Rob Morris, head of Flightglobal’s 
Ascend consultancy, says the 
777-200ER is the 777 variant that 
has had the greatest value impact 
during the last 12 months.

“With 27 aircraft currently 
parked, representing over 7% of 
the fleet, which is above typical 
average, and around 40 aircraft 
available on the market immi-
nently or within the next 12 
months, availability has 
increased while demand is 
weak,” he says.

Engine values have continued 
to decrease on all three 777 
 variants, says Morris, as a result 
of the growing number of 
 part-outs. He says airframe val-
ues are also falling because 
“more used serviceable mate-
rial” is coming to market.

“As a consequence, we have 

seen significant pressure on 
 777-200ER values, and generally 
they are down by more than 
20% over the past 12 months,” 
he says.

A glut of supply in the used 
widebody market is more of a 
concern for 777s than for Airbus 
A330s, Avolon’s chief executive 
Domhnal Slattery told Airline 
Business in an interview in 
October. “The used 777 and 
A330 markets are not good, but I 
think all of the bad news is fac-
tored into the A330,” says Slat-
tery. 

“The good news is that the 
A330 production rate is down 
and, also, Airbus has solved its 
production bridge to the Neo 
with the large Chinese 
 transaction.” He adds: “Airbus 
couldn’t really sell the Neo until 
they solved the Ceo bridge, 
which they’ve done now.

“I suspect we are probably 
plateauing in the A330 market; I 
can’t see it getting much worse.”

Slattery believes the used 777 
market is very much dependent 
on what Emirates decides to do 
with its fleet.

The Dubai airline has 30 
 777-200ER/LR and 777Fs along 
with 119 777-300/300ERs vari-
ously powered by Rolls-Royce 
and General Electric engines.

Airfax lists five Emirates 
 777-200ERs as available. All of 
the aircraft are  Rolls-Royce 
Trent-powered and the aircraft 
are being remarketed by Veling. 

A 1998-build Trent-powered 
Malaysia  Airlines 777-200ER is 
also  available for sale. ■
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After a rocky start amid spiralling oil prices and strong 
opposition, David Cush has steered Virgin America onto a 
profitable trajectory and is looking at next opportunities

INTERVIEW DAVID CUSH

December 2015
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BORN IN 
THE USA

 W
ith its cabin mood-lighting 
and safety video set to a 
tune so catchy you can’t 
get it out of your head even 
after landing, Virgin Amer-

ica has taken pains to set itself apart from the 
rest of the US airline industry. The fun starts 
even before passengers get on their flight: “A 
is for awesome,” states a Virgin America gate 
agent while boarding passengers by group on 
a recent flight that Airline Business took.

But for all of its freewheeling persona, the 
birth of Virgin America was anything but 
easy. Partly owned by Richard Branson’s Vir-
gin Group, the airline’s application for certi-
fication in 2005 provoked a firestorm of pro-
test from US carriers accusing the airline of 
violating domestic citizenship requirements.

After restructuring its financial and man-
agement structures, California-based Virgin 
America finally got the green light from US 
regulators, but not without the US transporta-
tion department requiring the airline to re-
place its then-chief executive Fred Reid. Al-
though a US citizen, Reid’s hiring by Branson 
had Virgin America’s opponents crying foul.

David Cush, the former American Airlines 
executive named to succeed Reid, has led 
the eight-year-old carrier through its first 
profits and initial public offering. Looking 
back on 2007, the airline was starting on 
rocky ground even after it had attained regu-
latory approval.

“You probably couldn’t have picked a 
worse time to start an airline,” says Cush. “It 

was late 2007, right at the beginning of the 
commodities bubble when oil prices were 
going crazy… The first period of high com-
modity prices was very challenging for us, it 
really depleted our capital quite a bit.”

Virgin America’s first years proved to be 
an uphill climb – not wholly unexpected for 

a new airline in a capital-intensive industry. 
Based in Burlingame near San Francisco, 
Virgin America trudged through red ink 
quarter after quarter before finally reporting 
its first full-year profit in 2013. Along the 
way, Wall Street was quick to express scepti-
cism at the airline’s business model – a low-
cost carrier with a premium cabin, hoping to 
carve out a niche for itself amid a landscape 
dominated by legacy airlines and discount-
ers offering a single class.

“It was a little bit of a sad commentary on 
the airline industry,” says Cush. “You call it a 
niche because we are a high-quality carrier.”

Cush gives credit to Virgin America’s in-
vestors, whom he says were patient during 
the years when the airline struggled to eke 
out a profit. “We were quite circumspect in 
terms of how long it was going to take [to get] 

“The Virgin brand was the 
most important thing  

that we had going for us”
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VIRGIN AMERICA AT A GLANCE

Operating revenue $m 2014 1,490

Change $ 4.6%

Change local n/a

Operating margin 6.5%

Net margin 4.0%

Year-end 31-Dec-2014

AB 2014 financial ranking 88 

AB 2014 traffic ranking 91 

RPK growth (2014) 2.7%

ASK growth (2014) 0.0%

Load factor (2014) 82.3%

BRAND BRANSON

When Virgin America wanted two highly-

desired gates at the Southwest-dominated 

Dallas Love Field airport, it enlisted the help 

of none other than Virgin Group founder 

Richard Branson himself. Branson starred 

as himself in a cheeky YouTube video, 

wooing the support of the Dallas community 

in a make-believe love letter to the airport: 

“It’s time to let our love take flight, no 

matter how hard they try to keep us apart.”

David Cush says the involvement of 

Branson was “a little bit of us asking and a 

little bit of him volunteering. I think he loves 

to fight like that when it’s against 

entrenched, very powerful carriers… he’s 

always up for a good fight.” Bearing the Virgin 

brand was “the most important thing that we 

had going for us” in the airline’s early stages, 

says Cush. “People understand what the 

brand proposition is. The brand opens doors 

in terms of partnerships.”

this airline to profitability. Our investors 
were patient; they had capital available 
when we needed it. They are financial inves-
tors so they were very demanding, but at the 
same time they were in it for the long haul.”

Virgin America reported a full-year operat-
ing profit of $96.4 million in 2014, up by 
19.2% from 2013. In November 2014, the air-
line became publicly traded.

“We got the airline on very firm financial 
footing,” says Cush. “We have a very strong 
balance sheet, we are highly profitable right 
now, and that’s really put us in a position to 
start growing the airline again.”

 B
ack in 2012, the airline 
announced it would defer deliver-
ies of 30 Airbus A320neos and 
cancelled deliveries of 20 
A320ceos, in a bid to slow growth.

“We stopped at 53 airplanes back in 2013. 
We haven’t grown for a couple years. We now 
have got 10 airplanes coming the last half of 
this year and first half of next year, and that 
gives us the opportunity to start expanding 
the network, which we think is important 
from the revenue standpoint,” says Cush.

In November, Virgin America began  service 
to Honolulu and Kahului in Hawaii, adding a 
new US state that Cush says had been widely 
anticipated by the carrier’s  customers. “It’s a 
big opportunity for us,” he points out.

While the carrier is serving Hawaii non-
stop from only San Francisco currently, 
Cush foresees service from Los Angeles fol-
lowing in the coming years. The airline is 
also eyeing other destinations in Hawaii, 
such as Hilo.

“Our expectation is that by 2017, 2018 we 
will be serving more than two islands, and 
we will also be serving Hawaii from Los An-
geles and San Francisco.”

Calling Virgin America a pretty conserva-
tive company when it comes to growing 
routes, Cush says the airline plans to learn 
what it can about the Hawaii market with the 
San Francisco service, before launching 
flights from Los Angeles.

Away from the Aloha State, Virgin Ameri-
ca is focusing on adding key business mar-
kets to its network that it does not serve: 
Denver services will begin in March 2016 
while Houston and Phoenix are being stud-
ied. “Ultimately it’s driven by the numbers,” 
says Cush. “We tend to gravitate towards the 
highest projected margins.”

“You look at a place like Denver, or you 
look at a place like Houston or any of the big 
hubs we are not in yet, these are important 

markets for San Francisco and from Los  
Angeles. We also look at how adding a route 
can improve the rest of the network in terms 
of corporate travel. I would say we are fo-
cused on big business markets.” 

The airline succeeded in adding Dallas 
Love Field to its network in 2014, when it se-
cured two coveted gates at the gate-restricted 
airport, dominated by rival Southwest Air-
lines. Virgin America had lobbied hard for the 
gates at Love Field, which is attractive to air-
lines with its proximity to downtown Dallas. 
It subsequently relocated its Dallas flights 
from the larger Dallas/Fort Worth Internation-
al airport to Love Field as the Wright Amend-
ment was repealed. For years, that legislation 
had restricted where airlines could fly to from 
Love Field.

Another potential growth area for Virgin 
America’s network is adding intra-California 
routes, although that will be less of a priori-
ty, says Cush. Likewise, international expan-
sion is further down the to-do list for the car-
rier. Virgin America operates to only three 
Mexican destinations outside of the USA, 
and Cush indicates that it is unlikely to add 
new ones any time soon.

“As far as the leisure network goes, we are 
more focused on developing Hawaii than de-
veloping Mexico. We got a nice network to 
Mexico, and it’s profitable. We are pretty 
happy with where it is now.”

Cush points out that markets in Latin 
America and the Caribbean are also less pop-
ular for the airline’s US West Coast clientele. 
“It’s a long way,” he says. “Look at Puerto 
Rico as an example… that’s an eight-hour 
flight from Los Angeles.”

FLEET UPGAUGING
Virgin America is an Airbus A319 and A320 
operator, but it has shown an increasing inter-
est in adding the A321 to its fleet. The A321 
will allow the airline to operate to Hawaii 
from Los Angeles without weight restrictions, 
says Cush. The aircraft will also be a good fit 
for slot-restricted markets such as New York 
and Washington National, he adds.

“We’ve been talking to Airbus for a while 
about the airplane. I think up to now we 
haven’t been able to come to an economic ar-
rangement that makes sense for them and 
makes sense for us,” says Cush. “We’ve also 
been talking to lessors about A321s. We love 
the airplane, we love the operating economics 
of it, and we continue to have discussions 
with Airbus and lessors… my expectation is 
that some time in the next few years that air-
plane will be in our fleet.”
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CLEAN-SHEET APPEAL

When David Cush was named chief 

executive, he had two decades of experience 

at American Airlines. So what made him 

leave an established airline for a new carrier 

created from a blank sheet that had such a 

hard time with regulators when starting up?

“The opportunity to work with people to 

create a new airline. Those opportunities 

don’t come along very often,” says the 

55-year-old. “The other thing was working 

with the Virgin brand.”

Cush says he’s always had a healthy 

respect for Virgin Group after observing the 

competition between Virgin Atlantic and 

British Airways while based in London for 

American. The transition to Virgin America 

wasn’t as difficult as some thought it might 

be, says Cush, who believes his experience 

outside American’s headquarters at Fort 

Worth helped. Besides London, he had been 

based at Miami and Buenos Aires: Cush was 

chief operating officer at Aerolineas 

Argentinas when American held a stake in 

the Argentinian airline’s parent.

“The biggest thing when I came to Virgin 

America was you did not have the 

infrastructure American has,” says Cush. 

“But that made things slow… The good part 

about getting here was we were able to make 

decisions and implement them quickly.”

Cush visits his Shreveport, Louisiana 

home town often to visit his family. He enjoys 

fishing and is an exercise enthusiast. Unlike 

a lot of airline chiefs, he’s never caught the 

flying bug. “It never bit me. I let those guys up 

front take care of their business and I will 

take care of the stuff at the back.”

The carrier is very keen on the A321neo, 
which will complement its future A320neos. 
“The A321neo is quite a spectacular airplane 
in terms of performance and costs,” says Cush.

After deferring its Airbus deliveries, Virgin 
America expects to welcome its first A320neo 
in 2020. Cush is unconcerned that the carrier 
will add the re-engined aircraft years after 
some of its rivals take delivery of it.

“Our view back in 2013 was that it was 
more important to balance and do some 
things on the financial side than to be an early 
taker of that airplane,” he says. “The signifi-
cance of that airplane is around cost… but in 
a lower fuel [cost] environment, it’s not so 
much a concern.”

Virgin America will likely take delivery of 
all of its A320neos from Airbus’s new A320 
family final assembly line in Mobile, Alabama. 
“That assembly line will be cranked up fully 
by then and I’m guessing it would be able to 
supply all of Airbus’ needs in the USA.”

 E
ven as the A320 fleet grows, Cush 
indicates that the A319 will prob-
ably exit the fleet in the coming 
years. “It’s a high-cost airplane. 
We originally took those aircraft 

because the A320s at that time could not fly in 
particular Boston to San Francisco during the 
winter. We had very high weight restrictions.”

Phasing out the A319s eventually, he adds, 
would be a reasonable way of looking at the 
type. Virgin America’s 10 A319s have in-ser-
vice dates ranging from 2006 to 2008. “We 
will fly that airplane for 12 to 15 years. I high-
ly doubt we will order more of them. At some 
point, the math says it will leave our fleet.”

Virgin America, with its base near Silicon  
Valley, offers an on-board product that will 
keep any technology-lover happy. Passen-
gers can stay connected while in flight with 
the airline’s fleetwide wi-fi, and order food 
and drinks with a few taps on the touch-
screen in-flight entertainment system, all 
while watching a TV show or movie.

“The advantages of being a young airline 
were that we were able to start from scratch,” 
says Cush. “We were able to go in and design 
a product that is much different and go in and 
buy systems that don’t have some of the lega-
cy challenges that older airlines have.”

While proud of its in-flight product, the 
carrier plans to make it even better. “We are 
not tremendously interested in having the 
other guys catch up with us,” says Cush. The 
airline is debuting faster wi-fi on its new air-
craft and is also rolling out an upgraded ver-
sion of its IFE system, Red.

Virgin America, however, has no plans to 
change its first-class cabin, which is the only 
product currently that operates on US trans-
continental routes without lie-flat seats. New 
York-based JetBlue Airways debuted a new 
premium cabin with lie-flat seats on such 
routes in mid-2014 – a move that Cush ac-
knowledges has disrupted the transcontinen-
tal market.

“We think our first-class product is very 
competitive,” he says. “We are quite satisfied 
with our small, intimate first-class cabin with 
eight seats.” Cush also points to the cost com-
plexity of introducing a new cabin on some 
aircraft, arguing that it would create a sub-
fleet that would drive costs up. “It is simply 
not worth it for a handful of seats on one or 
two routes.”

FIGHTING TO COMPETE
While Cush touts the advantages of leading a 
young airline, he constantly speaks of the com-
petitive barriers facing smaller carriers like Vir-
gin America. Of particular concern is the domi-
nance of US legacy carriers at airports in major 
cities, which Cush believes has only increased 
after several major mergers in the country.

He cites an example in Chicago, a city that 
the airline has long wanted to grow further in. 
But it has not been able to obtain commercial-
ly-viable timings for additional flights. “United 
and American control more than 90% of the 
gates at the airport even though those gates are 
under-utilised,” says Cush.

“I think what we are going to see over the 
next few years is a pretty significant increase in 
price, very simply because you’ve got so much 
of the capacity controlled by so few.” He be-
lieves that regulators can do more to guarantee 
access for smaller airlines to key airports.

Calls by the US majors for their government 
to curtail the expansion of Gulf carriers into the 
USA has not won much support from Cush.

“I understand the argument the big three 
carriers have in terms of subsidised competi-
tion, but I think their arguments are self-serv-
ing, and at the same time we’ve got competi-
tion issues here in the USA that are probably 
more important than that. 

“My view is not only should the Middle 
Eastern carriers be allowed to do what they 
are doing, but we are for ‘cabotage’, we are for 
open access to airports, we are for competi-
tion, because we think we do best when there 
are no barriers.” ■
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As capabilities for in-flight 
monitoring of aircraft 
systems develop, so the 
requirement to focus the 
analysis of ever-more 
available data becomes 
increasingly important if 
airlines are to use this 
function to cut ground time

MAINTENANCE STRATEGY

PREDICTING 
CHANGE

REPORT
MICHAEL GUBISCH
LONDON

 B
etween aircraft generations, there 
has been an exponential increase in 
data volumes automatically trans-
mitted to the ground – be it in real 
time via radio or satellite data link, 

or via post-flight downloading at the airport 
gate. While an Airbus A320 transmits about 
15,000 parameters per flight, the figure is 
250,000 for the A380 and 400,000 for the A350.

However, Lufthansa Technik’s head of inno-
vation management and product development 
Henning Jochmann argues that the wave of data 
is useless without targeted analysis.

“You can watch the sky for hours and per-
haps see by accident a shooting star. But if you 
know when and from where to look up at a cer-
tain angle, you will see significantly more 
shooting stars,” says Jochmann.

Airlines and manufacturers expect increased 
in-flight monitoring of aircraft systems would 
see a shift from traditional, schedule-based 
maintenance to a more efficient practice of 
accurately predicting components’ service life 
and replacing equipment in time before fail-

December 2015

400,000
Number of data parameters 

typically transmitted per 
flight by an Airbus A350

ures. While conventional maintenance sched-
ules tend to be based on conservative averaging 
of when parts might fail, continuous equip-
ment monitoring can detect potential compo-
nent performance degradation at an early stage 
and thus help to avoid disruptions, optimise 
maintenance planning and allow greater 
exploitation of parts’ service life.

AVOIDING DELAYS
Airlines now use reliability-monitoring pro-
grammes to detect causes of technical disrup-
tions to find ways of reducing delays and AOG 
situations. EasyJet, for example, noticed in the 
past that windscreen cracking was a frequent 
cause for aircraft becoming unserviceable. The 
UK budget carrier then started replacing the 
cockpit windows before their mean time 
between failures, and was able to reduce the 
number of AOGs, head of maintenance opera-
tions Aidan Kearney tells Airline Business.

Maintenance costs for the windscreens have 
increased, but the overall effect has been benefi-
cial thanks to increased aircraft reliability and 
the avoidance of AOG-related expenses – be 
they incurred in transferring passengers to 
alternative flights or hotels, or in encountering 
unscheduled aircraft downtime.

Kearney says the airline’s fleet-technical 
department monitors system performance 
across all equipment categories and tweaks 

maintenance schedules to achieve an optimum 
balance between maximising part life and 
reducing technical disruptions. However, he 
stresses that the scheme is based on retrospec-
tive analysis of fleet reliability – it does not give 
insight in aircraft systems’ actual condition or 
provide prognostics for potential future failures.

Ryanair has implemented several predictive 
analysis tools, developed by US tech group Tel-
edyne, to address specific technical issues on 
its Boeing 737 fleet. Using engine performance 
data routinely transmitted to manufacturer 
General Electric, Teledyne devised algorithms 
to alert Ryanair about performance changes in 
the aircraft’s pneumatic system as some of that 
equipment had often caused disruptions, says 
the airline’s operations chief Mick Hickey.

The alerts have enabled the airline to foresee 
impending component failures and replace the 
affected parts during regular overnight stops in 
order to avoid AOGs. Hickey says the analysis 
tool has been “very successful in terms of man-
aging that [pneumatic system issues] and lim-
ited the number of unscheduled removals”.

Engines have for decades been equipped 
with sensors to transmit to the ground key 
parameters for real-time performance monitor-
ing. Parameters from different sections of the 
gas path – such as rotation speeds, tempera-
tures, pressures, vibrations and oil-contamina-
tion levels – not only convey conditions in the 
engine core but can indicate potential issues in 
associated systems.

UK manufacturer Rolls-Royce has acquired a 
bioscience company with a view to adapting 
analytical techniques developed for diagnosing 
medical issues through basic parameters – such 
as body temperature or assessment of blood 
samples – to improve monitoring of engines. 
“The analogies were so strong,” says the head of 



predictive maintenance processes, says Air 
France KLM Engineering & Maintenance direc-
tor of innovation James Kornberg. But he adds 
that the MRO provider pursues projects for 
other components and aircraft, including the 
787. “We concentrate efforts on the systems that 
cause the most technical delays or operational 
issues,” he says, noting the development of 
algorithms needs “a lot of expertise [and] time”.

Lufthansa Technik’s Jochmann agrees the 
definition and construction of data filters is the 
main challenge in developing automatic-moni-
toring systems for aircraft equipment.

“In order to correctly interpret the data com-
ing from a system or component, one has to 
completely understand its purpose and mode 
of operation,” he says. “Only then is it possible 

to define triggers in the data filters that can rec-
ognise and indicate the deterioration of param-
eters.” This is only possible with “a high degree 
of experience and deep technical know-how”, 
both in operational and technological terms.

Rolls-Royce’s Burns questions whether the 
industry now is at a tipping point, where future 
development should perhaps be less about fur-
ther data growth than about improving the 
analysis of existing information to create more 
insight. He suggests bandwidth limitations 
(much of the engine data is transmitted via VHF 
radio signals) have meant that available data 
has to be used in the most efficient manner.

DOING THE MATHS
Airbus vice-president of engineering and main-
tenance services Philippe Gourdon says the 
manufacturer is in a “unique and very privi-
leged position” to develop algorithms, as its 
role as aircraft designer provides an immediate 
view of how the equipment should function 
and what impact performance issues may have 
on the overall system. But he suggests that the 
data analysis demands may go beyond the 
capabilities of aircraft-design engineers.

Gourdon says Airbus is employing mathe-
maticians who can define complex algorithms 
that involve multitudes of different parameters 
– but who might not be experts in aircraft 
design. “For me,” he says, “the biggest chal-
lenge is to be able to bridge these two activi-
ties... capitalising on our [design] knowledge of 
the aircraft with more sophisticated analysis 
relying on larger amounts of data.”

New-generation aircraft may provide huge 
amounts of data that allow detailed analysis of 
their systems performance, but the vast major-
ity of today’s fleet does not supply such streams 
– and this will likely remain the case, as the sys-
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“We concentrate efforts 
on systems that cause the 

most delays or issues”
JAMES KORNBERG 

Director of innovation, Air France-KLM

December 2015

Rolls-Royce’s operational service desk Matt 
Burns, “that the way it is being done in that 
field [healthcare] could equally be deployed in 
the way we look after our engines”.

PERFORMANCE MONITORING
In the last decade, Rolls-Royce reduced the 
number of engine-related operational disrup-
tions by three quarters, through early detection 
of technical issues, before they became prob-
lems. The manufacturer argues the accuracy 
and insight of its diagnostics are a result of its 
role as the equipment’s designer and being able 
to monitor the fleet’s performance over time. 
That expertise, the engine-maker asserts, is cen-
tral to detecting and finding solutions for poten-
tial issues that might otherwise not be noticed.

Today, a large amount of data is available 
about airframe systems and components, too, 
especially on new-generation types such as the 
787 and Airbus A380. Air France-KLM’s engi-
neering arm has devised algorithms to alert its 
maintenance-control centre about impending 
fuel-system failures on its A380 fleet.

This was the first area to which engineers 
turned their attention for the development of 
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tems architecture of the re-engined 737 Max 
and A320neo families would not be changed 
from their predecessor models.

Individual components and subsystems may 
be monitored, as in Ryanair’s case. Lufthansa 
Technik has developed surveillance algorithms 
for certain components, such as angle-of-attack 
sensors and main landing-gear door actuators 
on A320s. Air France Industries KLM Engi-
neering & Maintenance is pursuing projects to 
employ predictive maintenance techniques on 
legacy aircraft, including 747s, says Kornberg.

More data is available on existing aircraft 
than is being used for predictive maintenance 
analyses, Gourdon asserts, and the challenge is 
to centrally access all available data. While sys-
tems of new-generation types such as the 787 
and A380 are connected via an integrated com-
puter network – with information circulating 
throughout the aircraft and available for extrac-
tion at various points – the architecture of the 
737 and A320 comprises distinct, separate sub-
systems. Airbus is working on a narrowbody 
modification aimed at collecting available data, 
Gourdon says. The equipment is derived from 
computers used to process information during 
flight tests and can drastically increase the 
amount of data that could be employed for pre-
dictive maintenance purposes, he says.

EARLY SYSTEMS
EasyJet is among the airlines co-operating with 
Airbus on this. Kearney says the aim is to 
implement a basic initial system in 2016 that 
can monitor components in certain equipment 
categories, such as flight controls, landing gear 
or the pneumatic system: “If we find gains in 
those chapters initially, then you can build on it 
and add [functionalities] to it as time goes on.”

If equipment monitoring and failure prog-
nostics were to be rolled out across other air-
craft systems, Kearney argues, it would be a 
“game-changer”. He adds: “Where we are 
now… It is very much reactive. We are waiting 
for a crew to give us a tech-log entry on an issue, 
we are waiting for a scheduled task to find a 
defect, or we are waiting for a failure.” But in 
future, he says, “we want to be able to say to an 
engineer ‘In 72 hours, we predict this compo-
nent to fail, we recommend replacement’.”

This would allow affected aircraft to be 
directed to hangar locations where mainte-
nance staff and spare parts are in place to 
resolve issues. Kornberg sees prognostic tools 
making maintenance operations much more 
efficient as tasks could be targeted to help 
resolve specific issues rather than to search 
for potential defects.

In-flight performance data would not be the 

director of fleet support Vijayant Singh foresees 
tools being customised for different operators: 
“I think every engine and every customer needs 
to have their own predictive modelling.”

This, he adds, would increase effectiveness 
of analytics and reduce the alerts triggering 
maintenance action, while equipment may still 
be serviceable for airlines in question.

For Singh, the validity and accuracy of main-
tenance prognostics depends on a “marriage” 
between a “physics-based model” of the pro-
cesses in an engine and a “statistics-based 
model” of how technical parameters translate 
into reliability and time on wing. He says devis-
ing algorithms to take into account airlines’ 
individual operating conditions will be a cru-
cial challenge in the development of predictive 
maintenance processes. “We are not there yet,” 
he says. “It will be an evolution that will be part 
of our normal operating rhythm.”

The expansion of predictive maintenance 
shows that collection and analysis of opera-
tional data is becoming central to fleet technical 
management. Manufacturers are in a privileged 
position as they have visibility on entire fleets 
of aircraft and engine types over long time peri-
ods, plus control over the equipment’s engi-
neering data. Azoulay says third-party MRO 
providers are not being disadvantaged as they 
can access customer airlines’ aircraft health-
monitoring data and use records from their 
own maintenance operations for analyses to 
improve services. She argues that staying com-
petitive in this field is about investment and 
building strategic partnerships. “We are invest-
ing in technology, we are investing in the analy-
ses, we are partnering with universities and 
third parties such as IBM that have [relevant] 
capabilities. There is nothing that prevents a 
third-party [MRO specialist] to do that as well.”

Employment of predictive maintenance and 
increased service customisation can lead to 
greater fleet technical management complexity, 
Airbus’s Gourdon acknowledges. But even if 
some airlines stick with conventional schedule-
based maintenance, others with extensive engi-
neering and IT expertise may embrace the 
increased liberty. ■

one evaluations source, says Lynn Fraga, ana-
lytics manager at Pratt & Whitney’s engine-ser-
vices division, with maintenance data being 
key. “It’s not enough that we would see data 
[showing] x percent of turbine blades [being] 
scrapped,” she says. “I want to know how 
much [margin] did those blades fail by against 
the limits, and by how much did they pass?”

That data can be used to improve compo-
nent design on future equipment. But Fraga 
says the analyses will also put into perspective 
how maintenance efforts relate to equipment 
deterioration and, ultimately, how engines per-
form on wing. That information, in turn, can be 
used to tailor maintenance service to customer 

requirements. “You can do limited workscopes 
that allow you to best run your business based 
on your operation,” says Pratt & Whitney 
engines services vice-president Eva Azoulay.

“Each airline is different. This is the key – the 
more we learn, the better are our algorithms.”

Azoulay argues engine maintenance can be 
tailored around airlines’ specific circum-
stances, such as environmental severity or par-
ticular operational requirements, such as air-
ports where pilots need to select full rather than 
de-rated thrust for take-off. “When we talk 
about analytics, it is not just about trend moni-
toring and health monitoring,” she says. “It’s 
the integration of all the various data sources.”

CUSTOMISATION
There is disagreement on whether analysis 
tools need to be customised to operators’ indi-
vidual circumstances. Some manufacturers say 
data algorithms for equipment will be standard-
ised, but conclusions and advice drawn from 
the analysis will take into account airlines’ dis-
tinct requirements. However, GE executive 

“We want to be able to say 
‘In 72 hours, we predict 
this component to fail’”

AIDAN KEARNEY
Head of maintenance operations, EasyJet

Continuous equipment monitoring can reduce maintenance-related disruptions
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E

A two-day opportunity to 
network and get new ideas

Head of Loyalty, Global Hotel Alliance

BOOK AT OUR 

EARLY BIRD RATES 

ON OR BEFORE 18TH 

DECEMBER 2015 

AND SAVE UP TO

In association with:
Official Airline Partner:

LOYALTY 2016
Millennium Hilton, Bangkok, Thailand, 29th February – 2nd March 2016

CONFIRMED SPEAKERS INCLUDE:

8TH ANNUAL

Flightglobal and Global Flight are proud to announce the 8th annual Loyalty conference, which this year will focus on 

the under explored potential of the infrequent flyer, local market differentiation, non-air partnerships plus much more.

Chaired by leading industry analyst Ravindra Bhagwanani, Founder and Managing Director of Global Flight, you can be a part 

of this valuable event! Benefit from the exceptional agenda, designed to deliver the best content to senior loyalty professionals 

through case studies, masterclasses, product workshops, panel-debates and evidence led presentations.

This conference will 

simultaneously be translated 

into Mandarin

• A keynote presentation delivered 

by the President of Thai Airways, 

Charamporn Jotikasthira
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AGENDA HIGHLIGHTS INCLUDE:

• Recognising the potential of 

the infrequent flyer – who is 

reaping the benefits of this?

• Hearing best practice 

examples of successful 

non-air partnerships

• Finding out exactly how 

to successfully develop 

a new FFP program
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The world’s expanding airliner fleet is set to boost demand for after-market spares, but 
manufacturers face challenges – particularly in the engines sector

PART
WORKS

REPORT
AARON CHONG 
SINGAPORE

December 2015

Demand for PMA parts is expected  
to grow at almost 6% a year 

MAINTENANCE STRATEGY
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T
housands of new aircraft deliveries 
appear set to drive a worldwide 
surge in demand for parts manu-
facturer approval (PMA) compo-
nents, which today play a rela-

tively small but critical role in the market.
Experts say sales of airframe and cabin 

PMA parts will help fuel the growth, even as 
demand stagnates for engine components pro-
duced under parts manufacturer approval.

“PMA punches above its weight in cost 
control,” says Richard Wysong, director of 
PwC’s transportation and logistics practice. 
“If you only have one source of buying a part 
and there is a single supplier, there is no 
upward bound on what they can charge.”

PMA parts are those made by companies 
other than OEMs. They can include parts 
found in engines, landing gear and wings, but 
are often high-volume, relatively simple parts 
such as those found in aircraft cabins.

The parts are usually reverse-engineered 
and can cost 20-60% less than comparable 
OEM components, insiders say.

Though the parts are known as PMAs, the 
acronym actually refers to an approval granted 
by the US Federal Aviation Administration 
and covers both design and production.

NICHE MARKET
In the USA, roughly 1,700 companies hold 
such approvals, although the industry’s core 
players include 100-200 companies, many of 
them very small, says Jason Dickstein, presi-
dent of the Modification and Replacement 
Parts Association (MARPA), a trade group 
representing the PMA industry.

Approvals exist for some 550,000 PMAs, 
and the FAA approves about 1,500 applica-
tions monthly, says consultancy Cavok 
Group, citing industry estimates.

Cavok puts the global PMA market value at 
$958 million in 2015, comprising $526 mil-
lion in airframe parts, $279 million in engine 
parts, $138 million in components and $15 
million in line maintenance parts.

By comparison, Cavok estimates the global 
MRO market is worth $67 billion in 2015.

But he predicts that the PMA market value 
will increase 5.7% annually for 10 years, 
reaching $1.7 billion by 2025. Sales will 
increase the most in emerging markets such as 
Latin America and the Caribbean, Africa and 
the Middle East, and Asia-Pacific, Cavok says.

Much of the growth will result from demand 
for line maintenance PMA parts; that segment’s 
value will reach $25 million by 2020, then 
surge to $373 million by 2025, Cavok says.

In particularly high demand will be cabin 

parts, such as those found in seats, tray tables, 
arm rests and overhead bin doors, says Cavok 
vice-president David Marcontell. Demand 
also remains strong for gears, seals and other 
parts in components such as air conditioning 
packs and integrated drive generators, which 
generate electricity from engines.

“These are parts that are seeing a fairly 
robust business, and that’s where the growth 
is occurring,” says Marcontell.

But broader market forces lie behind the 
predictions, the most notable being the deci-
sion by carriers worldwide to acquire thou-
sands of next-generation aircraft.

Deliveries of some, like the Boeing 787-8, 
787-9 and Airbus A350-900, have already 
begun. Others, like the A320neo, 737 Max, 
777X, Bombardier CSeries, Comac C919, 
Embraer E-Jet E2, Irkut MC-21 and Mitsubishi 
MRJ, are set to be delivered within three years.

Manufacturers will produce more than 
38,000 new jets worldwide during the next 20 
years, Boeing’s 2015 Market Outlook predicts.

Because new aircraft have warranties, early 
deliveries will minimally impact PMA 
demand, experts say. Also, many carriers con-
tract with OEMs to have aircraft maintained 
under long-term service deals, which can last 
a decade and often preclude airlines from 
using PMA parts, says Marcontell.

Roughly 10 years after entering service, air-
craft types enter a period Cavok consultants 
describe as a “sweet spot” for PMA sales. That 
period lasts roughly 10 years, after which air-
craft retirements create a glut of used parts.

The sweet spot for some new-generation air-
craft will begin around the end of this decade, 
says Cavok, which predicts PMA sales will 
climb 8.2% annually between 2020 and 2025.

Still, observers note that the PMA industry 

will remain small relative to the broader parts 
market, accounting for less than 2% of total 
global demand for commercial aircraft parts.

But PwC’s Wysong says just a bit of compe-
tition – indeed, even the threat of competition 
– provides “check and balance to the overall 
cost of parts”.

Consultants say sales of PMA engine parts 
will sag in the coming years.

“The engine PMA market is flat or declin-
ing,” says Marcontell. “The engine owners 
and aircraft owners are not willing to accept 
PMA materials in their engines on aircraft 
that are new.”

All those new aircraft have advanced engines 
designed to require less maintenance, and parts 
may be difficult to replicate, experts say.

Also, many new aircraft will be owned by 
lessors, which often prohibit operators from 
using engine PMAs – an effort to maintain air-
craft values, insiders say.

“Appraisers will knock them very hard for 
having PMAs in the engine,” says Marcontell, 
noting that lessors own 46% of the transport 
fleet and will likely own 50% before 2020.

Eric Mendelson, co-president of Hollywood, 
Florida-based PMA company Heico, agrees that 
“yes, there is a challenge in PMA parts for new 
engines”. He adds: “A lot of airlines are quite 
worried about options for new engines.” 

Heico’s response is to urge airlines to appeal 
directly to lessors. “It’s critical that airlines are 
the ones that ultimately have the choice, and 
airlines have to go to leasing companies and 
tell them what they want,” says Mendelson.

He notes that Heico’s parts have saved some 
airlines $25 million in one year, adding: “If 
they don’t use PMA parts, they are at a com-
petitive disadvantage.” Meanwhile, Heico has 
reduced its dependence on engine PMAs, 
which accounted for 90% of its PMA sales 15 
years ago but now account for less than half.

EXCLUSIVITY
OEMs emphasise that their equipment is 
designed specifically to work with their parts. 
Pratt & Whitney, for instance, sees itself as 
“best suited to produce parts for very compli-
cated gas-turbine engines”.

P&W makes the PW1000G line of geared tur-
bofans, which has been chosen to power the 
A320neo, CSeries, E-Jet E2, MC-21 and MRJ.

The engine maker declines to specify the 
value of its aftermarket sales, saying only 
that “a significant portion of our large com-
mercial engines revenue comes from the 
overhaul stream”.

However, P&W’s aftermarket finance direc-
tor Todd Johnson’s LinkedIn profile says the S
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Cabin parts will be especially in demand



Singapore Airshow 2016 will welcome France 

as the Feature Country in the fifth edition of the 

show, scheduled to take place from 16 to 21 

February 2016, at the Changi Exhibition Centre. 

The Feature Country series, which made its 

debut at the 2014 Airshow, was developed as 

a permanent feature to enable the companies 

exhibiting within the pavilion to leverage on 

the Singapore Airshow as a strategic platform; 

lending support to businesses of the Feature 

Country and enabling them to tap the opportu-

nities in the Asia Pacific region and beyond. 

The French Pavilion will be located at a 

prominent spot within the exhibition hall. Par-

ticipating exhibitors will have access to a dedi-

cated “Deminar” area – a demonstration and 

seminar area for research institutes and uni-

versities to showcase their latest technolo-

gies and innovations. In addition, business 

meetings between the French Pavilion exhibi-

tors and VIP delegations will also be specially 

facilitated. 

“Being a Feature Country at the Singapore 

Airshow 2016 gives us the unique platform to 

bring together our latest and best aviation tech-

nologies to meet the growing appetite for inno-

vation in the Asia Pacific aviation sector, trans-

lating into real business deals for our French 

companies,” said Emeric D’Arcimoles, the 

Paris Air Show Chairman and Chairman of the 

France will take the 
spotlight as “feature 
country” at Singapore 

Hosted Buyers Programme offers 
new partnership opportunities

For more information on the event,  

visit www.singaporeairshow.com   

or scan here:

Flightglobal is proud to support Singapore Airshow 2016
Find us at stand no. P103

SPONSORED UPDATE

Buyers seeking specific products and 
solutions at Singapore Airshow 2016 
can now leverage on the Hosted Buyers 
business matching programme to source 
new contacts and explore new ventures. 

Accorded with a complimentary 4-day 
Hosted Buyer Pass and exclusive hospi-
tality arrangements during the trade days, 
each eligible buyer will enjoy a hassle-free 
business meeting experience as pre-sched-
uled meetings are facilitated with exhibi-
tors that match their requirements. 

For more information about the Hosted 

Buyers Programme, please visit www.

singaporeairshow.com/hosted-buyers-

programme or contact Ms Tan Kai Li at 

kailitan@experiaevents.com or +65 6595 

6125.

International Committee of Groupement des in-

dustries françaises aéronautiques et spatiales.

The French aerospace, defence and securi-

ty industry is worth 47.9 billion Euros, and 

specifically, out of which 30.4 billion Euros is 

contributed by exports. This shows that 

France is well-placed to leverage its Feature 

Country platform to bring its latest innovations 

to the region’s top decision-makers converging 

at Singapore Airshow 2016.

This comes at an opportune time in the 

Asia Pacific aviation industry, where the com-

mercial aerospace sector is expected to set 

new records for aircraft production in 2015, 

off the back of the accelerated replacement 

cycle of obsolete aircraft and growing passen-

ger travel demand in the Asia Pacific region. 

Countries in the region are also increasing de-

fence spending to equip their militaries with 

modern defence platforms and technologies. 

Reflecting this growth is the continued ex-

pansion of reach and impact of each new edi-

tion of Singapore Airshow. The 2016 show is 

already 80 per cent committed, with special-

ised spaces like the Aerospace Emerging 

Technologies Zone, the Training and Simula-

tion Zone and the introduction of the Business 

Aviation Zone, to further spawn business de-

velopment opportunities. 

For more information about the Feature 
Country programme, please contact Ms Chong 
Kam Lin  at kamlinchong@experiaevents.com 
or +65 6595 6124.

REGISTER NOW & STAND 

TO WIN COMPLIMENTARY  

HOTEL STAY* IN 

OUR LUCKY DRAW! 

Submit your registration  

by 30 November 2015 and enjoy  

the Early Bird Rates too! 

Find out more at:

www.singaporeairshow.com/register 

*Terms and conditions apply.
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aftermarket division generated $6 billion in 
annual revenue.

General Electric, which makes the GEnx 
line of engines for the 787 and 747-8, cites 
design and certificate differences as reasons 
owners and operators should use its parts. GE 
does not release spare part financial figures, 
but its commercial aviation services division, 
under which GE accounts spare-parts sales, 
generated $8.9 billion in revenue in 2014, 
company presentations indicate.

The division generated $7 billion in revenue 
and $3 billion in operating profit – a margin of 
43% – in 2011, according to the LinkedIn pro-
file of former GE aviation services chief execu-
tive and president Thomas Gentile.

Chief consulting engineer Jeff Conner says 
GE’s engines must meet “direct” compliance 
with FAA certification standards while PMAs 
are certificated based on a “comparative” 
assessment against the OEM part.

GE believes those regulatory paths differ 
notably. For instance, to meet “direct” com-
pliance, GE engineers must complete a “fail-
ure mode and effects analysis” based on 
engine evaluation, testing and service experi-
ence, the manufacturer notes.

By comparison, GE argues, PMA assess-
ments do not require the same evaluation, 
testing or accounting for service experience.

Conner also notes that GE designs parts so 
that they work together in “highly interactive 
systems” such as the fuel system. Those systems 
can include so-called “life-limited” parts, which 
must be replaced at set intervals because failures 
can subject the aircraft to hazard, he adds.

Life-limited parts typically include disks 
and other rotating components.

LIFE LIMITS
GE engineers determine life limits by plug-
ging conditions such as load, pressure, tem-
perature and vibration into “life models”, 
Conner says in a GE video.

But other parts in the system contribute to 
those conditions, he adds. For instance, high-
pressure turbine nozzles direct cooling air 
onto life-limited parts. “Cooling flow comes 
through the part on one side, out the other 
into the cavity to cool the disk or the spool or 
the shaft,” he says. “A slight change in airflow 
can be a big change in temperature.”

Conner’s bottom line: GE bases life limits 
on OEM parts, not PMAs. “We have seen 
design features being changed that changed 
the way the cooling flow was provided to the 
next part,” he says.

But Dickstein of industry group MARPA 
does not buy Conner’s argument. “From a 

physics point of view, his argument doesn’t 
make sense,” he says.

The FAA issues PMAs only when “every 
relevant detail”, including the metallurgy, 
geometry and exact dimensions, has been 
reverse-engineered to a level known in the 
industry as “identicality”, Dickstein says.

Parts that are identical “are not going to 
operate in a different way”, he adds. He sees 
GE’s argument as conflicting with the FAA’s 
determination that PMAs are every bit as good.

“The FAA does not give anyone a free pass 
on this stuff,” Dickstein says.

Also, PMA shops sometimes have more 
modern manufacturing equipment than 
OEMs, and tolerances of PMAs can be supe-
rior, Dickstein argues. That is because PMAs 
are reverse-engineered from a relatively small 
sample of the equivalent OEM part – a sample 
that likely will not represent the OEM parts’ 
full tolerances, he says.

“The real issue between PMA parts and a 
company like GE is competition,” Dickstein 
says. “GE has always been known to be a 
fierce competitor.”

He believes GE should be more accepting of 
PMAs, and in the process better support carri-
ers. “There is room for GE to be more PMA-
friendly, and set up relationships with PMA 
companies, and in the long run be more sup-
portive of the PMA customer base,” he says.

PMA companies also face an ongoing battle 
for acceptance, Cavok’s Marcontell says. 
“Some airlines have policies that they don’t 
buy PMA material. That comes as a result of 
very, very effective marketing campaigns by 
the OEMs and aggressive pricing,” he says.

Marcontell equates the PMA parts industry 
with its “quintessential” cousin, the generic 
drug industry, which must overcome percep-
tions that brand-name drugs are better.

Anecdotal reports of PMA failures have 
been “leveraged very effectively” by OEMs as 
evidence that “hey, this stuff’s not as good”, 
Marcontell suggests.

He believes that just as many anecdotal 
examples of OEM part failures exist and that 
evidence does not show PMAs to be inferior. 
“This is all about emotion,” Marcontell says.

EVOLUTION THE SOLUTION
Many PMA companies have meanwhile 
adapted to market changes by expanding into 
other sectors, such as the MRO industry, says 
Marcontell.

“[Performing] actual repairs allows them to 
win both the maintenance work and it gives 
them an avenue to use their own PMA materi-
als,” he says.

Earlier this year, Heico expanded its operat-
ing and production “flexibility” by acquiring 
Dutch company Aeroworks International, 
which makes interior components, and Ari-
zona-based MRO shop Harter Aerospace.

PMA companies are also increasingly pro-
ducing parts directly for OEMs under licens-
ing agreements, says William Li, senior avia-
tion analyst and consultant at London-based 
market research company Visiongain.

“They come to the PMA industry and say: ‘I 
will give you the design specs and you are my 
supplier,’” says Li. “There are so many [OEM] 
parts manufactured by PMA companies.”

These PMA-made parts are the “high-mar-
ket-penetration side of the business”, Li adds. 
“This is how the PMAs will be growing.”

Licensing deals can help OEMs save 
money and get out of the business of manu-
facturing older parts, observers say.

“If they can find PMA providers that can 
help them support operators, especially [for] 
products they don’t want to keep in stock, 
that is good for everyone,” says Dickstein. ■
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PMA parts manufacturers must overcome perceptions that their products are inferior

“Airlines have to go to 
leasing companies and 

tell them what they want”
ERIC MENDELSON

Co-president, Heico
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FROM BEIJING TO FARTHER
A BETTER WAY TO FLY.



Boeing builds and delivers the most complete fleet of long-range commercial airplanes, enabling airlines to offer 

nonstop, point-to-point service to virtually anywhere in the world. What’s more, Boeing’s long-range airplanes 

are renowned for their efficiency and comfort, and consistently ranked first by frequent flyers. Going farther to 

make travel easier. That’s a better way to fly.



flightglobal.com/airlines32 | Airline Business |

MAINTENANCE ASIA

December 2015

While the growth in the Asia-Pacific airline fleet over the next two 
decades provides a huge opportunity for MRO players, challenges 
remain for third-party providers in the region to secure their share

MAINTAINING 
RELEVANCE

REPORT
AARON CHONG
SINGAPORE

Value-added services aid customer retention
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T
hird-party maintenance, repair and 
overhaul players in the Asia-
Pacific region see a number of chal-
lenges in the coming years, ranging 
from increased OEM involvement 

in the industry to more assertive customers. 
Still, they are optimistic about the opportu-

nities available to them, and are taking steps to 
create new lines of profitability. Most impor-
tantly, they are confident of their relevance as 
the world’s aircraft fleet and airlines evolve.

It is clear that the MRO market is huge, 
and can only grow. This makes it highly 
lucrative both for the OEMs and existing 
market players. A recent study carried out by 
ICF International indicates that the MRO 
market will grow from $62 billion in 2014 to 
$90 billion by 2024, with the industry repre-
senting between 10% and 15% of the total 
cost of ownership of an aircraft. It believes 
that more fuel-efficient types could also 
enjoy longer service lives, creating opportu-
nities for MRO work.

RISING DEMAND
The fleet numbers tell it all: Boeing predicts 
26,730 new aircraft will be needed globally 
over the next two decades, of which 38% will 
be needed in Asia. Airbus predicts 32,585 
new aircraft deliveries out to 2035, and says 
the Asia-Pacific will become the most impor-
tant air travel market in the world, represent-
ing 36% of the world’s RPKs by 2034.

But senior executives at Asia-Pacific MRO 
firms list three key challenges they are facing. 
Newer, more advanced aircraft will require 
fewer man-hours during heavy checks, with 
tasks previously earmarked for heavy mainte-
nance now taking place on the flight line. 

Added to this is an increased desire from the 
OEMs to provide comprehensive aftersales 
support, and finally the perennial difficulty of 
finding trained staff persists.

Norbert Marx, general manager at Guang-
zhou Aircraft Maintenance and Engineering 
Co (GAMECO), says the “significant drop” in 
man-hours can be attributed to more mainte-
nance work moving toward line maintenance 
“in a preventive and predictive manner”.

He adds: “There is irony in the situation that 
causes our business to be inversely proportion-
ate. MROs want to sell man-hours, but big data 
allows all parties involved to analyse and draw 
the right conclusions to make smarter MRO 
decisions that decrease man-hours.”

Air Works managing director Vivek Gour 
believes the fall in MRO man-hours began as 
early as 10 years ago, due to far less intensive 
work on new-generation aircraft. “We are see-
ing gaps between checks increase from 
between nine and 12 months, to 15-18 

months today. MRO activity has also been 
pushed down to A and B checks,” he says.

Gour, however, sees a silver lining. Due to 
the surge in aircraft numbers in Asia-Pacific, 
there will be ample capacity in the region to 
enable supply to cope with demand. ST Aero-
space echoes a similar sentiment. Its chief 
operating officer, Jeffrey Lam, says that MROs 
need not worry because demand for mainte-
nance needs will inevitably increase with 
global fleet size.

That said, although fleets are growing, 
OEMs and engine makers are increasingly 
signing support deals directly with airlines, 
cutting independent MRO providers out of 
the loop. In June, for example, Thai Airways 
International signed a long-term service sup-
port contract with Rolls-Royce for the Trent 
1000 engines that power its six Boeing 787-8s. 
In the same month, Rolls-Royce expanded its 
agreement with Singapore Airlines to cover 
non-routine on-wing engine maintenance to 
include aircraft-initiated line, engine change 
and staggered checks.

AFTERMARKET SUPPORT
In June, Boeing said it had revived its Gold-
Care aftermarket support product and has 
expanded its coverage to aircraft other than 
the 787. It has secured deals to service 777s 
and 747-8 Freighters, and will offer the prod-
uct to operators of the 777X and 737 Max. 
This coincides with improved sensors being 
deployed in aircraft, which can help predict 
maintenance issues with components before 
they become a problem.

ST Aero’s Lam says that as an independent 
MRO, his company acknowledges the increas-
ing threat from OEMs, but feels it must still 
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company’s key areas of focus is to groom its 
pipeline of continuity, while diversifying its 
operations to ensure capacity. “We do this by 
establishing overseas facilities, allowing us to 
grow while maintaining manpower. The best 
scenario will be to grow revenue without 
growing headcount by too much.”

Despite the changing trends in MRO work 
and competition, companies have turned to 
non-MRO work to ensure a steady stream of 
revenue that helps to augment and diversify 
their business.

For instance, GAMECO and ST Aero see 
strong potential in passenger-to-freighter con-
version capabilities.

At the Paris air show this year, ST Aero 

announced its completion of the critical 
design review for its Airbus A330 passenger-
to-freighter (P2F) conversion programme, 
and also secured EgyptAir Cargo as a launch 
customer for the -200 variant in 2016. ST 
Aero said it was targeting to convert between 
250 and 300 aircraft for the programme.

GAMECO also expects the first A321 P2F 
conversion to be completed by the end of the 

December 2015

ST Aerospace is one company looking beyond MRO work to the strong potential market for passenger-to-freighter conversions
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“It is critical for airlines 
to maintain options in  

the future”
NORBERT MARX

General manager, GAMECO

work closely with them. “Their technical data is 
very important, which is part of a larger supply 
of technology. We also want to be part of their 
network to provide services,” he says.

DICTATING PRICES
Marx adds a warning for the airlines: “It is 
critical for airlines to maintain options in the 
future. OEMs are not strong with line mainte-
nance, but when more third-party MRO busi-
nesses close, OEMs can afford to dictate 
prices since alternatives are gone. It will be 
too late then for airlines.”

Perhaps the other big challenge is the sheer 
number of technicians that need to be trained 
up in the coming years. The Boeing Pilot and 
Technician Outlook predicts that Asia-Pacific 
will need up to 238,000 new technicians from 
now until 2034, with China requiring around 
44.5% of the total. This is followed by South-
east Asia, which will need around 60,000 
technicians. The challenge for MROs will be 
to generate a constant pipeline of new people.

Gour says Air Works has kept its workforce 
of technicians familiar with older aircraft, and 
worked with local institutions to hire fresh 
trainees to work on new-generation aircraft. 
“As we receive maintenance work from air-
craft as old as 30 years and new-generation 
ones, there needs to be different groups of 
experts. The difference in maintaining differ-
ent-generation aircraft is like night and day, 
hence the required expertise on both areas.”

Over at ST Aero, Lam adds that one of the 

first quarter of 2016. The project is part of an 
investment programme which sees the pur-
chase of end-of-lease A320s that are sent for 
refurbishment and sold back into the Chinese 
and Asian markets.

Meanwhile, Garuda’s maintenance arm 
GMF AeroAsia intends to place extra focus on 
cabin refurbishment, given that cabins tend to 
have a five-year cycle. “It is a product that will 
help the airlines refresh their aircraft,” says 
chief executive Richard Budihadianto.

To stay in the game, MRO companies’ suc-
cess is dependent on three broad categories: 
quality, turnaround times, and competitive 
costs. With revenue a key cog in their busi-
ness, airlines appreciate less ground time and 
would be willing to pay more for higher qual-
ity and faster turnaround times to expedite 
their flight operations.

Despite having good infrastructure, the 
Asia-Pacific region is also blessed with cheap 
labour costs compared with Europe and the 
Americas. Low fuel costs have added an extra 
impetus for carriers to fly their aircraft to the 
region for MRO work. However, MRO firms in 
the region say they will have to work harder 
to provide more value-added services to 
remain attractive.

“Europe will still control the big data, but 
that is easily transferable even as they close 
their labour-intensive work and move [capa-
bilities] to this region,” adds GMF’s Budihadi-
anto. “They just cannot compete with us in 
terms of cost.” ■
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GOING MOBILE
This year’s Airport IT Trends Survey highlights the fashion for passenger management 
to become increasingly mobile. We examine some of the big numbers

AIRPORT IT TRENDS SURVEY

The industry benchmarking survey, now in its 

12th year, is produced by ACI World and SITA, 

and tracks IT and telecommunications 

developments and strategy across airports 

throughout the world. Download the executive 

summary of this year’s survey at:

flightglobal.com/AirportIT
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IT TRENDS AIRPORTS

90% 
INVESTING IN APPS FOR  
PASSENGER MOBILE SERVICES  
IN THE NEXT THREE YEARS
Around 49% of airports are planning major 

programmes while 41% are planning pilots.

81%
INVESTING IN SENSORS IN  
THE NEXT THREE YEARS
The top new technology investment is sensors 

(ie beacons, bluetooth, wi-fi), with 30% 

planning major initiatives and 51% looking to 

establish pilot programmes.

IT&T INVESTMENTS

72% 
INCREASED INVESTMENT IN  
NEW IT PROJECTS
Some 72% of airports are planning to increase 

their spending on new IT ventures in 2015. In 

addition to this, 69% say they will be 

increasing their spend on the replacement or 

expansion of capacity.

73%
PASSENGER PROCESSING IS THE TOP IT 
INVESTMENT PRIORITY FOR 2015
In addition, 40% of airports say that airport 

operations – such as managing schedules, 

flights and resources – are top priorities, while 

39% say the same of baggage processing and 

management.

93%
INVESTING IN SELF-SERVICE PROCESSES 
IN THE NEXT THREE YEARS
Some 61% of airports are planning major 

investments in self-service processes such as 

kiosks, bag-drop and boarding, and 32% are to 

undertake R&D work.

Passenger management trend 

is mobile and more self-service
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90%
IMPLEMENTING ASSISTED BAG  
DROP BY THE END OF 2018
Self-service baggage initiatives continue to 

move up the agenda, with 88% of airports 

expecting to offer bag-tag printing at kiosks in 

the next three years and 72% to offer fully 

self-service bag drops.

60% 
MOBILE WILL BE THE TOP SELF-SERVICE 
CHECK-IN OPTION BY THE END OF 2018
Just a handful of airports today say that mobile 

is the top self-service check-in option, but this 

is expected to rise very rapidly over the next 

three years. Check-in at kiosks is the top 

self-service option today for 51% of airports, 

but this is projected to fall to 17% of airports 

by the end of 2018.

65%
PROVIDE FLIGHT STATUS INFORMATION 
TO SMARTPHONE & TABLET APPS IN 2015
Almost two-thirds of airports now offer this 

service to passengers’ smartphone and tablet 

applications, and this is forecast to rise to 

93% in the next three years.

61%
PASSENGER SELF-SERVICE TOOLS TO  
SOLVE IROPS PROBLEMS BY THE END OF 2018
Nearly a third (30%) of airports today provide their passengers with 

self-service tools (via mobile or kiosks) to help with rebooking when 

flights are delayed or cancelled. This is expected to effectively double in 

the coming three years.

72%
REAL-TIME IROPS INFO VIA PASSENGERS’  
MOBILES BY THE END OF 2018
Some 35% of airports currently provide real-time information and 

notifications via passengers’ mobiles as part of irregular operations 

management at their airport. This is set to grow to 72% in the next three 

years, by which time real-time information and notifications via social media 

are expected to be offered by 63% of airports – up from 30% in 2015.

63%
STAFF MOBILE DEVICES TO ACCESS IROPS  
INFO BY THE END OF 2018
22% of airports currently provide their staff with mobile devices – tablets, for 

example – to access irregular operations management-related tools and 

information. However, this is set to rise to 63% in the next three years.
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Airports are pursuing technologies like biometric solutions and electronic 
baggage tracking as the next frontier in elevating the passenger experience

STATE OF 
THE FUTURE

REPORT
GILLIAN JENNER
LONDON

The new Mexico City International hub has a compact design for short walking distances

 L
ong-haul travellers arriving at a 
hub airport in 2030 should expect 
to enter a building powered by the 
latest technology. It will sell itself 
on its distinctive experience, with 

transport connections into the heart of the 
city. If you are transferring to another flight, 
your options may include enjoying time at a 
spa or taking a nap at an airside hotel.

New airports will most likely be single-ter-
minal, carefully designed to minimise the dis-
tance to the departure gate. Your smart mobile 
device will keep you informed throughout 
your journey and guide you all the way to your 
seat in the plane. Security risk assessments and 
immigration clearances will be done in 
advance, while biometric sensors will authen-
ticate your identity on arrival at the airport.

Views differ about how bags will be managed. 
But it is unlikely you will be hulking your lug-
gage through departure or “arrival” lounges. 
Improved baggage handling, reliability and con-
venience of bag delivery may bring about the 
demise of cabin luggage. Thanks to an electronic 
tag you will be able to track, via your mobile, the 
progress of your luggage on its journey to your 
destination. You will use your mobile to arrange 
when and where to be reunited with your bag – 
not necessarily the carousel.

By 2030, long-haul travellers may not 
spend as much time in the airport as they do 
today. A combination of technologies, includ-
ing electronic bag tags, beacons, biometrics, 
real-time data and data analytics, and what’s 
called the Internet of Things, are expected to 
be at the core of these changes.

Some of these technologies are likely to be 
adopted in airports much sooner – by 2018 – 
according to airport CIO technology-investment 
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Survey, produced by ACI World and SITA. In 
the next three years, 81% of airports are plan-
ning to invest in sensors such as beacons, with 
61% planning to pump money into biometric 
identity-management solutions, and 53% into 
digital tags, such as for bags and/or asset man-
agement. By 2018, 83% of airports also expect 
to be using business intelligence for passenger-
flow management.

Already, connected consumers are ena-
bling airports and their partners to develop 
better self-service options. By 2020, according 
to communications specialist Ericsson, 70% 
of the world’s population is due to be using 
smartphones and 90% will be covered by 
mobile broadband networks.

The Internet of Things is growing explo-
sively. By the end of this decade, a mind-bog-

gling number of physical and virtual objects are 
to communicate, predominantly with each 
other, to negotiate and organise themselves, 
only communicating with us to take instruc-
tions or report back. Predications range from 
tech researcher Gartner’s calculation that there 
will be 25 billion connected things in use by 
2020 to internet-networking specialist Cisco 
ISBG’s forecast of 50 billion connected devices.

Against this backdrop, the desire for air 
travel will continue unabated. IATA believes 
that passenger numbers will almost double to 
more than 6 billion by 2030. Airports will 
have to change to cope with this demand.

Former IATA director of passenger, Paul 
Behan, notes that while passenger numbers 
are growing at around 7% annually, traffic 
has shifted, and growth at some airports will 
be faster. “To build an airport to absorb 6-10% 
growth takes a lot longer than the growth. 
That is a general pressure on the industry. We 
need to be fit before 2030. If we wait till 2025 
to realise we need to process big clumps of 
passengers quickly, we will miss the boat.”

IATA is some way through its Fast Travel 
Program to ensure that by 2020, 80% of global 
passengers are offered a suite of self-service 
processes to help them from check-in, bags 
ready to go, document scanning, flight 
rebooking and self-boarding to bag recovery.

It is also working with ACI on the Smart 
Security programme to achieve what it calls 
“a continuous journey from kerb to airside, 
where passengers proceed through security 
with minimal inconvenience, where security 
resources are allocated based on risk, and 
where airport facilities can be optimised”. It is 
highly likely, therefore, that we will start to 
enjoy more seamless airport experiences well 
before 2030.

NEW LOOK
A strong indication of the 2030 experience is 
gained by looking at recent airport innovations, 
and the facilities to be offered at hubs currently 
under construction or on the drawing board.

Passengers using Dubai International air-
port’s Emirates Terminal 3 already have access 
to airside hotels, a fitness club and health spa. 
However, the organisation’s $32 billion plan to 
expand Al Maktoum International at Dubai 
World Central into the world’s largest airport 
will, it says, embed “cutting-edge passenger-
enabled technologies” within “an optimised 
airport design and simplified process”.

As much as is possible, passengers and bags 
should expect to be processed in advance. 
Departing passengers will be taken by high-
speed airport trains to their selected concourse 

node, where they will have unobstructed views 
of the gate area, intuitive wayfinding, wi-fi con-
nectivity and interactive personalised informa-
tion. Connecting passengers will have full 
access to airside retail offerings and have mini-
mal walking distances to their onward flights. 
Bags will arrive at the same time as passengers 
at their location of choice (airport, home or 
hotel), or will be delivered when they want.

Similar concepts are in evidence at Beijing 
Daxing International airport’s Terminal 1 and 
the new Mexico City International hub, both 
of which are expected to have started opera-
tions by 2020. Zaha Hadid Architects’ design 
for ADP Ingénerie’s radial concept in Beijing, 
with passenger pathways through the termi-
nal converging on a central courtyard, creates 
a multi-layered space separating domestic 
and international passengers vertically. Pas-
sengers would have everything they need 
within a short walking distance.

New Mexico City will be a single terminal 
enclosed within a lightweight shell, with 
great volumes providing a high level of flexi-
bility. Again, a compact internal design also 
ensures short walking distances and few level 
changes. “Big need not mean inhuman – eve-
rything we design is legible on a human 
scale,” say architects Foster & Partners. “Trav-
ellers will be able to see the gates, see where 
they are heading – the space will be full of 
daylight and the experience uplifting.”

As hub airports jostle for passenger busi-
ness, they will become more individual. 

“The way bags are 
currently handled  

will seem barbaric by 
2030 standards”

DEVIN LIDDELL
Principal brand strategist, Teague

December 2015
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“Our vision is that 
airline passengers 
will go from kerb to 

boarding with close to 
zero stops”

JEAN-FRANCOIS LENNON
Vice-president global business 

development and sales, Vision Box
Vi
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oxSITA’s vice-president of airport solutions, 

Matthys Serfontein, says Singapore’s new 
Changi airport Jewel Complex, which will 
have an indoor forest, walking trail and 40m 
waterfall, is redefining the airport experience. 
“The combination of development is 
designed to create a true ‘sense of place’ and 
to truly bring together the expertise of com-
mercial mall developments with efficient air-
port operations. I believe that architecture and 
terminal building design will increasingly 
become an important element of competitive 
differentiation and advantage among the hub 
airports of the world.”

INFORMATION AT YOUR FINGERS
Not all airports have the luxury of space. 
Copenhagen airport has been expanding rap-
idly in recent years, and has used sophisticated 
data analytics to optimise airport efficiency 
and minimise physical expansion. Now its 
experts are helping to evaluate designs and 
optimise the operational concept for the new 
Istanbul airport during construction and the 
first few years of operation. “Here, the most 
important question is to think about what kind 
of DNA the airport should have when opening 
in a couple of years – not only beautiful archi-
tecture, but also intelligent and efficient archi-
tecture,” says airport optimisation director 
Thomas Hoff Andersson.

He adds: “We believe that a strategic use of 

sophisticated data analytics will be an impor-
tant requirement for future airport develop-
ment. By now airports only use a small 
amount of the data available to them, so there 
should be a huge unexploited potential here.”

Real-time information will be available to 
passengers to plan their airport experience. In 

other words, there will be an app for that. Today, 
operators are coming to terms with how the 
Internet of Things will help them micromanage 
every airport process and passenger interaction.

Shopping centre company and US airport 
retailer Westfield is rethinking the entire digital 
experience. “Westfield Labs... is developing a 
seamless digital experience that helps you 
through every step of the journey, from traffic 
and transportation to the airport, parking, 
check-in, security checkpoints, dining, retail 
and your gate all the way to your destination... 
all of that information could be available to you 
before you even arrive,” says Ziba Ghassemi, 
senior director of design at Westfield Airports.

Airports and their partners are now rolling 
out beacon infrastructure in and around ter-
minal buildings to allow passengers’ mobile 
apps to interact with and navigate the airport. 
By the end of 2018, according to the Airport 
IT Trends Survey, more than half of airports 
expect to be leveraging sensors at check-in, 
bag drop, security, at dwell time and board-
ing. At which stage, 70% or more of airports 
expect to be leveraging beacons for passenger 
wayfinding within the airport, notifications to 
passengers and retail services.

Airbus Corporate Innovation is investigat-
ing how that navigation can be extended fur-
ther. “As soon as you get to the boarding gate 
things become different, knowing where your 
seat is, where your luggage can go...we are the 
only ones who can do navigation down to the 
seat,” says corporate innovator Gregor Dirks.

CHANGING TIMES
A combination of advance information and 
connectivity, so airports would know when 
passengers have arrived, may change current 
airport business models. The airport and its 
ecosystem would respond rapidly to their 
customers’ expectations, according to Dirks. 
“It may not be the same ‘be as long as you can’ 
at the airport, because you may have that pos-
itive experience in a short time.”

Today’s travellers often find their own con-
sumer electronics are more cutting edge than 
products they use at the airport. But with the 
ability to dynamically collect and react to 
information, airports could afford to be the first 
with new features. “You will have millions of 
people going through the airport, and we will 
have the right information about their needs 
and desires and can react more quickly at the 
airport than you can at home,” says Dirks.

The airport landscape will also change as 
check-in becomes redundant. “I can see a time 
when landside... is down to 25% of the physi-
cal space,” says Behan at IATA. “A design to Analysts forecast 25-50 billion connected devices by 2020 in the Internet of Things era
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build now that is a 50/50 split of landside to 
airside seems to me to be a waste of resource.”

Check-in will definitely be different. “In 
some cases it will disappear altogether, and in 
the others it will be automated without a 
human interface and perhaps using biomet-
rics, which would verify the identity of travel-
lers,” says SITA’s Serfontein. “Of course, 
those passengers that are not tech-savvy or 
who have disabilities will need to be catered 
for, but, for the most part, check-in as we 
know it today will disappear.”

BAGGAGE CONTROL
According to SITA, baggage handling will not 
change as drastically, as the huge capital-
investment costs will continue to drive a cen-
tralised approach to baggage reception and 
processing. However passengers will have 
more options to prepare their bags away from 
the airport, says Serfontein, such as “mark it 
for its journey using an e-tag, or perhaps use 
intelligent luggage with inbuilt technology 
that can communicate its itinerary to mecha-
nised or robotic baggage-handling equipment. 
And at the airport, passengers will be able to 
just drop their bag in areas without the need 
for agent intervention”.

In contrast, Devin Liddell, principal brand 
strategist for Teague, Boeing’s long-standing 
design partner, has a more radical vision: 
“The way bags are currently handled will 
seem barbaric by 2030 standards.”

He explains: “Carousels will be gone. Those 
hulking monoliths will be replaced by direct-to-
destination services for bags. Basically, bags will 
be dropped off by passengers well before the air-
port at transit stations and even more unex-
pected partner locations such as Starbucks.

“Tagged and then tracked throughout the 
journey, those bags will then largely be deliv-
ered straight to hotels, transit stations, even 
Amazon lockers. This will likely be true even 
for bags passing through international cus-
toms, as trusted traveller programmes grow 
and technologies for screening bags advance.”

Liddell also envisions roving autonomous 
luggage vehicles homing in on passengers as 
they wait at cafés, or even as they walk 
through terminals.

AVATAR ENGAGEMENT
By 2030, many of the airport devices that 
interact with passengers could feature avatars. 
Today, digital signage featuring a virtual assis-
tant are installed in a number of airports, 
transmitting safety messages and preparing 
passengers for security. Rebecca Fennell, 
EMEA marketing manager for Tensator, 

reports that its Virtual Assistant is 10 times 
more effective at influencing behavioural 
change than any other forms of digital sig-
nage, helping to dramatically speed up secu-
rity. “London Luton airport, for example, has 
successfully reduced the number of bags 
rejected by security by 12% by implementing 
the Tensator Virtual Assistant with a host of 
other security measures,” she says.

Virtual signage is likely to evolve further. 
Vision Box, which specialises in border-con-
trol identity management and security solu-
tions, is working with the Delft University of 
Technology in the Netherlands to better under-
stand how people interact with machines, with 
the aim of creating avatars that reflect the pas-
sengers’ own demographics. “You don’t need 
to adjust or adapt – we adapt to you,” says Jean-
Francois Lennon, vice-president global busi-
ness development and sales.

AT YOUR FINGERTIPS
Today we happily access our smart devices via 
fingerprint; by 2030, a single biometric token 
may be all that you need to seamlessly self-pro-
cess your way through the airport. “Our vision 
is that [passengers] will go from kerb to boarding 
with close to zero stops,” predicts Lennon.

Frequent flyers may provide their personal 
information and biometric token to a secure 
system for faster, hassle-free processing, while 
non-frequent flyers may join a scheme on a 
trip-by-trip-basis. “The more we can profile in 
advance to identify the trusted traveller, you 
could go through a system where you do not 
feel like you are being scanned, because you 
are already identified,” he says.

Passengers’ identification and the smart 
devices they carry will need to be robustly 

coupled. Thales is working on a cost-effective 
option to digitalise traveller information into 
a secure QR code integrating both biographi-
cal and biometric data. “In other words, the 
way people will hold their identity and the 
way the authority will control this will 
change, says Thales airport’s sales & market-
ing airport manager Marco Petri.

By 2030, interactions with border control and 
security staff could simply be if risk assessment 
flags up a traveller for further investigation.

The industry has taken some initial first 
steps towards this vision. In collaboration 
with Aruba QBI airport, Schiphol airport and 
KLM, plus the Aruba and Dutch govern-
ments, Vision Box has developed Happy 
Flow, a fully self-service passenger-flow sys-
tem based on biometric technology.

Passengers authorise themselves with 
Happy Flow by providing a scan of their pass-
port and their image. At Aruba airport, they 
show their passport once at check-in, then as 
they move through the airport they look into 
cameras embedded into the different self-ser-
vice passenger touch points that recognise 
their facial features while on the move.

Vision Box and its partners launched a two-
year pilot in May, with the goals of evaluating 
pre-clearance border-control processes travel-
ling from Aruba to the EU Schengen area, and 
streamlining passenger processing by sub-
stantially improving the experience. Initial 
feedback from passengers has been positive, 
reports Lennon. It has had such an impact on 
congestion that the airport wants to open up 
more touch points to the scheme.

Meanwhile, Thales has developed a biom-
etric solution to automate border control to 
dramatically cut queues, improving first 
impressions on arrival and creating stress-free 
boarding on departure. Passengers would pro-
vide documentation for authentication at self-
clearance immigration kiosks on arrival. 
These would check the passenger’s face 
against their passport photo and take an iris 
scan, used to speed up the second stage, when 
the passenger physically crosses the border. 
Use of biometrics is due to increase, says 
Petri, as it ensures “no compromise between 
security and convenience. Both are needed”.

Before the internet, when we arrived some-
where, we changed our behaviour to fit the cir-
cumstances. At some point in the future, data 
systems would micromanage events ahead of 
us. Almost everything about our journey 
would be anticipated and understood, adding 
up to a more consistent and timely flow of 
events. For you and me, that will mean a sim-
pler, less stressful trip. ■

Biometrics are automating border control
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Liberalisation has been the facilitator of more progress in the past three decades 
than the current arguments would suggest, but major obstacles still remain

FOCUS LIBERALISATION

LONG ROAD 
TO OPEN SKIES

REPORT
DAVID KNIBB
SEATTLE

December 2015

 S
een through the prism of current 
Gulf subsidy claims, one might 
be inclined to conclude that the 
pace of liberalisation has either 
stalled or is going backwards.

But a look back at the state of affairs 30 
years ago offers a better perspective. In 1985, 
there were no open-skies bilaterals, no single 
aviation markets, and no one was wondering 
aloud about airline ownership limits. In 
1985, the USA was still debating whether air-
line deregulation six years earlier had been a 
smart move. Congressmen criticised any talk 
of extending domestic deregulation to the 
international arena. It would be another 
seven years before the USA inked its first 
open-skies deal.

For sure, in 1985 awareness was growing 
that civil aviation needed to move past the 
horse-trading days of the Chicago Conven-
tion. Conditions were also making this more 
possible. As Ron Katz of LCB Consultants 
wrote at the time, privatisations were loosen-
ing the ties between airlines and govern-
ments, and the Cold War thaw had reduced 
the importance of air transport as an instru-
ment of national security.

FIRST STEPS
The first concrete moves toward liberalisa-
tion came in 1987, when the European Com-
mission took two modest steps. First, it lim-
ited the right of European Union members to 

block intra-EU fares. Second, it gave Euro-
pean airlines some flexibility to share capac-
ity. Over the next decade, the commission 
phased in more intra-EU liberalisation. The 
last major barrier fell in 1997 – 10 years after 
this process first started – when European air-
lines gained cabotage rights throughout the 
EU’s 27 member states.

Europe’s centralised structure facilitated 
these moves. Elsewhere, the formation of sin-
gle aviation markets, such as in the EU, took 

longer. In 1991, five Andean nations in South 
America granted each other open skies. 
Whether this was genuine liberalisation is 
arguable, given that their main motive was to 
mount a common defence against a feared 
invasion of US carriers. 

In other regions, moves appeared to be 
more progressive. Australia and New Zea-
land agreed to a single aviation market in 
1992. The Association of Southeast Asian 
Nations (ASEAN) started to discuss an open 
aviation market among its 10 members in the 
1990s, even though it did not adopt such an 

agreement until 2008. Implementing the 
ASEAN’s agreement remains a work in pro-
gress, as do single-aviation markets in the 
Pacific Islands and Caribbe an, Latin Ameri-
ca’s Forteleza agreement, and the Yamous-
soukro pact in Africa.

US deregulation brought new players to 
the international stage. United Airlines, 
American Airlines and Delta Air Lines, with 
their strong domestic feeds, replaced Pan 
Am, TWA, Braniff and Eastern. This in itself 
launched a new era in US aeropolitics. These 
carriers wanted to expand, and US aviation 
policy was ready to accommodate them.

One of the first US moves was the Cities 
Program in 1990, which allowed airlines 
from liberal trading partners to add extra-
bilateral routes to secondary US cities. It was 
a calculated move – giving away US rights in 
order to reward and thus encourage liberali-
sation. The North Atlantic market started to 
fragment, and US carriers started pressing for 
reciprocal access to Europe. 

The EC opposed US negotiations with 
individual EU members, arguing that such 
bilaterals were piecemeal and the USA 
should deal with Europe as an entity. Later, 
after the commission gained authority to 
negotiate for the entire EU, it won this argu-
ment in court. But in the meantime, the USA 
pushed ahead. It signed an accord with 
Greece in 1991 that granted open skies to a 
specified number of US carriers. Then the 

The first concrete moves 
toward liberalisation came 

in 1987, when Europe 
took two modest steps
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the carrot, while US open skies – required to 
gain that immunity – was the big stick. 

The fits and starts of liberalisation in that 
period set a pattern that still persists, even 
though the shoes are not always on the same 
feet. Stronger carriers and their governments 
push to expand, while the weaker, who fear 
disadvantage or domination, resist. The 
resistance is couched in terms of “level play-
ing fields” or “sovereignty”, but euphemisms 
aside, the reality is a pattern of push-resist, 
push-resist. Liberalisation is not a zero-sum 
game, but some airlines are better able than 
others to exploit it, and everyone knows it.

Some 30 years later, the USA has open-
skies bilaterals with over a hundred nations, 
including the landmark 2007 US-EU Air 
Transportation Agreement that opened skies 
between all EU member states and the USA. 
New Zealand, Singapore and Chile have also 
become open-skies leaders.

Of the 2,700-plus bilaterals in its database, 
ICAO estimates that 146 nations now have 
300-400 open-skies bilaterals. The exact 
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146
ICAO’s estimate for the 
number of nations with 

300-400 open-skies bilaterals

first unlimited open-skies bilateral came in 
1992, when the USA and The Netherlands 
signed a pact.

US expansion rankled not only the com-
mission but also some European airlines. 
Italy capped the number of US carriers 
allowed entry. France wished it had done the 
same. Within five years, six US airlines 
launched French routes. Air France com-
plained that the Americans were dumping 
capacity in order to gain market share. Ger-
many backed away from a US deal when it 
learned that Delta, with its strong loyalty pro-
gramme and domestic feed, was replacing 
Pan Am on the Frankfurt route. France and 
Germany both demanded capacity limits to 
protect their own carriers from the onslaught.

CONFLICT IN ASIA
Meanwhile, Asian airlines were upset with 
Northwest and United over their growing use 
of fifth freedoms beyond Japan into the rest of 
Asia. In protest, Thailand allowed its US 
bilateral to lapse in an impasse that dragged 
on. Japan threatened sanctions and warned 
that it might also renounce its US agreement.

None of this seemed to phase the USA, 
which was determined to expand access for 
US airlines wherever it could. With mission-
ary zeal, it negotiated 36 open-skies bilaterals 
in the 1990s. US officials denied any such 
link, but many foreign airlines saw the pros-
pect of immunity from US antitrust laws as 

number depends, ICAO explains, on the defi-
nition of open skies and whether all states 
entering such deals have filed them with 
ICAO. Even so, this is a key indicator of pro-
gress over the past 30 years.

The move towards bloc deals gained 
momentum in 2002, when the European 
Court of Justice ruled that third-country bilat-
erals with individual EU members violated 
European law. The commission undertook to 
replace those bilaterals with so-called “hori-
zontal” agreements, a process that is now 
largely complete. These extend the terms of 
previous bilaterals to all EU airlines and 
states. The commission has also negotiated 
“comprehensive” open-skies pacts with 
major trading partners. It now has such agree-
ments with Australia, Brazil, Canada, New 
Zealand and the USA, and aims to add more.

For aviation purposes, the EU is essentially 
one nation. ASEAN, by contrast, is a true 
multilateral group. It too favours bloc negoti-
ations, and inked such an agreement with 
China in 2010. Once ratified by all ASEAN 
members, it will allow unlimited third and 
fourth freedoms – not open skies – but it still 
represents a big step forward. 

It would be even bigger if ASEAN mem-
bers granted seventh freedoms to each other 
– as Europe has done with its airlines – so 
that ASEAN carriers could compete on equal 
footing with the Chinese. ASEAN hopes to 
pursue more bloc deals. Interestingly, it and 
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ers. Hong Kong’s rejection of Jetstar Hong 
Kong is the exception to this otherwise blind-
eye approach.

By contrast, bilateral or multilateral efforts 
to relax ownership limits have made little 
progress. Stage 2 of the EU-US accord, which 
was supposed to lead to a relaxation of US 
ownership caps, resembles another bridge to 
nowhere. As Willie Walsh, chief executive of 

IAG, wryly noted a year ago: “I think we 
could sit here 10 years from now and still be 
talking about ownership.”

MALIAT represents one of two multilateral 
efforts to relax ownership rules. This would 
replace the traditional ownership require-
ment with one of principle places of busi-
ness. However, as already noted, MALIAT 
has failed to gain enough support to set any 
global standard.

IATA’s Agenda for Freedom represents the 
other multilateral effort to address ownership 
limits. The Agenda, first signed in 2009, 
would allow members to waive such limits 
for airlines from other states on a reciprocal 
basis. But the Agenda obviously only applies 
in countries that sign it. 

As Alan Khee-Jin Tan, professor of avia-
tion law at the National University of Singa-
pore, explains: “While Singapore and the 
USA might allow a Singapore carrier that is 
not majority-owned by Singapore nationals 
to operate between them, this carrier would 
face problems flying to a third country such 
as China.”

FOCUS LIBERALISATION

December 2015

Europe have proposed talks on opening skies 
between the two blocs. If adopted and rati-
fied, this would embrace all members in each 
group – a total of 38 nations.

The Multilateral Agreement on the Liber-
alisation of International Air Transportation 
(MALIAT), represents an attempt to open 
skies via a treaty rather than bilateral or mul-
tilateral negotiations. An outgrowth of the 
21-nation Asia-Pacific Economic Co-opera-
tion (APEC), MALIAT was inked in 2001 by 
four of the world’s top open-skies leaders – 
the USA, Singapore, New Zealand, and Chile 
– plus Brunei. It attempts to address both 
access and airline ownership.

Law professor Brian Havel, director of 
DePaul University’s International Aviation 
Law Institute in Chicago and author of 
Beyond Open Skies: A New Regime for Inter-
national Aviation, said at the time that  
MALIAT “essentially stitched together the 
content of the individual bilateral open-skies 
agreements [between APEC members] and 
applied it multilaterally”. Without more, 
Havel predicted “the US bridge to multilater-
alism would be a bridge to nowhere”.

Judging by its lack of additional followers, 
MALIAT still represents a bridge to nowhere. 
No other major nation has signed, mainly 
because the treaty grants unlimited fifth free-
doms to all members. Thus, if Australia 
joined MALIAT, it would be obliged to allow 
Singapore Airlines flights from Australia to 
the USA. This is more freedom than most 
nations can stomach.

It is a toss-up whether open-skies bilaterals 
or multilateral bloc deals have accomplished 
the most for liberalised access over the past 
30 years, but multilateral treaties are clearly a 
distant third.

LESS PROGRESS ON OWNERSHIP
In contrast to these moves toward freer 
access, ownership and control caps are 
almost as tight today as they were three dec-
ades ago. A few nations, such as India and 
Australia, have relaxed their limits to allow 
49% foreign ownership. But other moves 
have been few and far between. Colombia 
and Australia apply a national-interest test to 
foreign ownership, at least for domestic carri-
ers. Canada has pioneered the use of variable 
voting rights so that no matter what stake for-
eign shareholders own, they can never con-
trol a Canadian airline. 

Some aviation officials in Southeast Asia 
and Latin America appear not to delve too 
deeply into who is really in control of an air-
line so long as it has local owners and offic-

Thus, no airline dares to depart from tradi-
tional ownership and control caps. The 
Agenda for Freedom, as with MALIAT, 
appears to look good on paper, but has yet to 
make any difference.

Lack of progress on ownership has pushed 
airlines toward other solutions. As IAG’s 
Walsh complained at last year’s IATA annual 
general meeting, airlines want mergers, but 
are forced by ownership caps to settle for 
joint ventures.

Innovative workarounds include cross-
border franchises, the global alliances them-
selves, and market-specific, antitrust-immu-
nised joint ventures. Judging by the lack of 
any foreseeable change in ownership limits, 
the focus will continue to be in these areas.

THE LOOK AHEAD
The best prospects for further liberalisation are 
probably through more open-skies bilaterals, 
plus the expansion or creation of more single 
aviation markets. Liberalisation in Asia could 
come next, as US airlines rely less on fifth free-
doms, China’s carriers continue to grow, and 
low-cost carriers expand their presence. 

Brazil’s open-skies accord with the USA, 
once ratified, and the new liberalised 
Mexico-US bilateral also may herald the 
opening of Latin America.

Looking ahead, the big challenge will be 
whether the rest of the world can find ways to 
accommodate the growing presence of the 
Gulf carriers so that liberalisation can con-
tinue its unsteady advance. ■

Editor’s note: Airline Business is marking its 30th 
anniversary in 2015, and David Knibb has been a 
regular freelance contributor to these pages almost 
since the beginning, tracking various subjects including 
the course of aeropolitical developments. David is now 
embarking on well-earned retirement – though we hope 
to coax him back for the occasional article – but the 
Airline Business editorial team past and present would 
like to thank David for his thought-provoking and 
engaging contributions.

US OPEN-SKIES AGREEMENTS BY YEAR

Year Deals Year Deals Year Deals

1992 1 2000 12 2008 5
1993 0 2001 5 2009 0
1994 0 2002 4 2010 7
1995 10 2003 2 2011 3
1996 1 2004 4 2012 5
1997 13 2005 7 2013 3
1998 6 2006 4 2014 2
1999 5 2007 14 2015 3

SOURCE: US Department of State, covers provisional and in-force deals 

“The US bridge to 
multilateralism would be 

a bridge to nowhere”
BRIAN HAVEL

Director of the International Aviation Law 
Institute, DePaul University
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database shows that the three mainline US 
majors –  American Airlines, Delta Air Lines 
and United Airlines – have around 475 wide-
body aircraft in service, roughly split evenly 
between them.

The three Gulf carriers have 400 widebody 
aircraft, but Emirates is by far the largest, ac-
counting for just over half of them.

The Gulf carriers are very similar is in the 
age of their widebodies – the average is very 
low, ranging between 4.3 and 6.5 years. The 
US airlines differ, with average widebody air-
craft age ranges of between 12.7 and 16 years.

OLDER AIRCRAFT
Older-generation aircraft are usually less fu-
el-ef cient and have higher direct operating 
costs per passenger than newer aircraft. Pas-
sengers also tend to prefer newer aircraft 
such as the 787 and the A380 for their more 
contemporary cabin environment. Although 
US airlines are refurbishing their aircraft 
with more up-to-date interiors, there are 
many things that cannot be improved be-
cause of the older technology.

The US airlines have started to renew their 
eets, but even in the best-case scenario – 

where they would replace their oldest air-
craft one-for-one with their new aircraft – in 
2020, the average age would still range from 
9.2 to 13.6 years. While this would be an im-
provement, the age range is still twice that of 
the Gulf carriers  eets.

There is only one widebody aircraft type 

FOCUS COMPETITION

December 2015

Henk Ombelet, a senior analyst at Flightglobal’s Ascend consultancy, 
compares product offerings and prices between feuding US and Gulf carriers

COMPETITIVE 
BENEFITS

W
ith the ongoing dispute 
between the three US 
major airlines and the 
three  ‘superconnectors’ of 
the Middle East – Emir-

ates, Etihad  Airways and Qatar Airways – we 
examine the carriers from two standpoints.

One of these is to compare the product of-
fering of the airlines and see how that might 
in uence passenger choice. The other is to 
evaluate the price offering on a competitive 
route, and analyse the potential impact on 
passenger demand.

According to Flightglobal schedules spe-
cialist Innovata, the three major Gulf carriers 
currently serve 12 US gateways between 

them: Emirates serves 10, while Etihad and 
Qatar  Airways provide service to six and 
seven airports, respectively. All but one of 
these services is at least daily, with Emirates 
providing three ights a day between Dubai 
and New York JFK.

In total, these three airlines operate almost 
200 ights a week to the USA from their re-
spective hubs.

The US airlines have very limited service 
to the Middle East – only six routes, with 
around 40 ights a week in total. Still, the 
three Gulf carriers account for only about 6% 
of all the ights crossing the North Atlantic.

In terms of eet si e on long-haul interna-
tional travel, Flightglobal s Fleets Analy er 

FARES BETWEEN NEW YORK AND DELHI

Return fare ($)

SOURCE: ITA Matrix Air Fare Search 21 October 2015, for travel in February 2016
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Evidence suggests the Gulf carriers offer a cheaper and better service than US rivals
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that all six airlines operate – the Boeing 777-
200, in ER and LR versions. 

Ea h airline has on g red the air ra t in  
ver  di erent a s, depending on the spe i -
i  prod t de nitions and ar et re ire-

ents. ll, o  o rse, have standard e ono  
and siness. he  airlines have a pre i-

-e ono  o ering, hile nited, E irates 
and Etihad have rst- lass a ins. he total 
n er o  seats ranges ro  22  on Etihad to 
2  on elta. he other o r airlines all have 
aro nd 2  seats.

n e ono  lass, the seat pit h ranges 
ro  - 2in 7 -  on the  airlines to 

- in on E irates and atar ir a s.
hat is ore genero s – t  E irates, as 

ith Etihad and eri an, s ee es in 0 
seats a reast, o pro ising the seat idth. 

o ever, the  airlines ith their e ono -
pl s o erings all provide - in pit h and 
nine-a reast. nited even has ore than hal  
its e ono  seats designated as  e ono  
pl s. ll airlines o er personal on-de and 
video in all lasses – partl  e a se these air-
ra t re e t the latest eet pgrade, and so this 
a  not e tr e a ross the eet or all airlines.
n all, l  arriers have a slightl  etter 

seat pit h, t all ex ept atar ir a s o -
pensate  red ing seat idth. he la  o  a 
pre i -e ono  prod t see s to e a ig 
opport nit  that the l  arriers are r-
rentl  issing o t on.

COMPLEX COMPARISONS
n the pre i  lasses, the o parisons get 
ore o pli ated e a se all airlines o er 

so e or  o  at- ed seat, t in di erent 
o inations and angles, and so e are 
slope  at. n the siness a in – hile 
nited anages to a o odate eight seats 

in ea h ro , and E irates seven – ost air-
lines no  have o r a ross. B t the siness 
a in is not st de ned  the hard prod t 
the seat  the so t prod t servi e, ood, 

drin s, a enit  its, video-s reen si e, ars , 
as ell as the gro nd prod t pre i  
lines, li os, lo nges , are also dged.

hoi e o ten o es do n to the personal 
pre eren e o  the traveller, as ell as the lo -
alt -progra e a liation. hile the l  
arriers traditionall  have etter siness-
lass prod ts, the  airlines are at hing 
p as the  retro t their eets.

o ever, the eas re ents don t tell the 
hole stor .  travel ons ltan  trax 

rates airlines and airports by the passenger ex-
perien e, and the l  arriers s ore better in 
this regard than the  a ors. ll three  
arriers have a three-star rating, hile 

 E irates earns o r stars and atar has ve. 
Etihad isn t rated on this s ale, b t tra s at 
the sa e level as elta. hat a t ally tallies 

ith the li ited e ono y-seat di ensions or 
Etihad, o pared ith E irates and atar.

o, a ording to the passenger opinions as 
rated by ytrax, the l  arriers o er a sig-
ni antly better travel experien e, and this 

ay ell go so e ay to ards explaining 
their s ess in the  ar et.

he nal, and o ten ost i portant, deter-
inant in airline hoi e is pri e. ost travel-

lers, espe ially the pri e- ons io s e ono y 
passenger, ill not pay h attention to 
prod t hara teristi s, b t si ply hoose 
the heapest ti et available hen boo ing.

or this, e have analysed the e  or -
elhi ro te – the one ity-pair that has o -

petition ro  the l  arriers and has a non-
stop ight operated by a  arrier. ir ndia 
and nited  irlines y daily nonstops, ho -
ever any other airlines o er a one-stop ser-
vi e. ypi ally, a nonstop international ser-
vi e has a 20- 0  pri e pre i  over the 
indirect options.

CHEAPEST FARES
he cheapest econo y ares or travel in eb-

r ary 20  on the nonstop ight ere , 22, 
both on nited  irlines and ir ndia. nter-
estingly, ello  tar lliance e bers 
 L thansa, iss and strian ere priced 
slightly higher b t all very close together, at 
bet een , 7  and ,20 .

B t not all tar e bers adhered to this 
pricing. ir hina and r ish  irlines o -
ered lo er ares at , ith several other 

airlines very close and Etihad and atar the 
lo est at . E irates as pricing bet een 

these, at , ith L  and ir rance also 
aro nd the ,000 ar , and British ir ays 
aro nd ,200.

n b siness class r ish irlines as the 
cheapest at a shade less than ,000, ith a 
li ited-availability sale. his as signi -

cantly belo  the nonstop options on ir 
ndia and nited, hich charge ,0  and 

, , respectively. he other tar carriers 
ere again st above nited, as as 

 E irates. atar ir ays and Etihad ere 
again priced ithin a e  dollars o  each 
other at , 00.

n s ary, the l  carriers price their 
econo y ares belo  the direct nited op-
tion, b t not excessively so, at aro nd 20  in 
econo y and p to 0  in b siness. his is 
also no higher than other airlines that o er 
one-stop service in co petition ith nited. 

his ill o  co rse direct a certain percentage 
o  passengers a ay ro   nited, co bined 

ith the slightly better prod ct o erings.
he co bination o  the generally lo er 

ares, the extensive net or  ith on ards 
connections to 00 or ore destinations  and 
the passenger experience as evidenced by the 

ytrax ratings, dra s passengers to the l  
carriers. hey provide a cheaper, better ser-
vice to these passengers, and no  airline is 
ever going to have a net or  to co pete. ■

Most travellers will not
pay attention to product 
characteristics, but want 

the cheapest ticket

FOCUS COMPETITION
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quarter-over-quarter PRASM 
improvement,” says United’s 
chief revenue officer Jim Comp-
ton. “We will lap many of the 
headwinds in 2015.”

Low-cost operators in the 
region saw similar profit swells 

in the third quarter, but 
appeared to be less affected by 
revenue drops than their legacy 
counterparts. JetBlue Airways, 
Southwest Airlines and Spirit 
Airlines lifted total revenues by 
more than 10%. 

EUROPEAN LIFT
European carriers also benefited 
from lower oil prices combined 
with solid summer demand, 
though likewise underlying chal-
lenges remain for several opera-
tors despite improved profits.

Europe’s big-three network 
carriers, Air France-KLM, IAG 
and Lufthansa, have all reported 
increased profits for the third 
quarter of the year.

Air France-KLM’s operating 

are keenly focused on how to 
address the deteriorating reve-
nue environment.

Delta’s chief executive Rich-
ard Anderson and company 
president Ed Bastian both 
pointed to the ongoing foreign-
exchange pressure related to the 
strong US dollar, lower fuel sur-
charges in some international 
markets and yield pressure in 
the domestic market as nega-
tively impacting on revenues 
during the quarter.

“We’re using the current envi-
ronment to evaluate and to 
improve cost across all parts of 
the business...making sure that 
we’re investing in the right parts 
of the business, and at levels we 
can sustain over time, regardless 
of fuel prices and the economic 
cycle,” says Anderson. 

That Delta is looking for cost 
savings during a period of record 
profitability suggests concerns 
about the future revenue envi-
ronment. Many of the issues 
executives cite have continued 
for a number of quarters, with 
the foreign-exchange weakness 
– particularly that seen in Japan 
– dating back to at least 2013.

Nevertheless, there was an air 
of optimism around for the 
future, with United predicting 
improvements in passenger unit 
revenues in 2016. “We expect 

profit more than trebled to 
almost €900 million ($985 mil-
lion) in the third quarter, though 
the increase is only around €300 
million on a like-for-like basis 
when the impact of September 
2014’s damaging pilot strikes are 
included. IAG and Lufthansa 
each lifted third-quarter group 
operating profit around $400 
million, to $1.35 billion and 
$1.24 billion, respectively.

Factoring in Ryanair, which 
recorded a $300 million 
improvement in its operating 
profit for the quarter ended 30 
September, there is a picture of 
much improved profits for the 
European carriers for the quarter 
covering the summer peak. 

Collective operating profits 
increased two-thirds to just over 
$6 billion, while collective net 
profits climbed to $4.5 billion.

Europe’s low-cost carriers had 
already indicated a strong sum-
mer. EasyJet, Ryanair and Wizz 
Air all raised their full-year 
profit expectations in Septem-
ber, citing summer performance.

Ryanair lifted its full-year net-
profit range a quarter to €1.175-
1.225 billion and reaffirmed this 
during by later saying it 
expected profits to be at the 
upper end of this range.

“We have enjoyed a bumper 
summer due to a very rare con-
fluence of favourable events 
including stronger sterling, 
adverse weather in northern 
Europe, reasonably flat industry 
capacity and further savings on 
our unhedged fuel,” says 
Ryanair chief Michael O’Leary.

Figures from Europe’s net-
work carriers underline the same 
strong summer environment mix 
of robust demand and lower fuel 
prices. While the oil price began 
falling more than a year ago, the 
benefit is being more widely felt 
by airlines as hedges at the pre-
vious higher rates start to 
unwind – even if the strong dol-
lar continues to take some of the 
shine off these gains.

F   
or European and North 
American carriers the third 
quarter encompassing the 

summer travel peak provided 
the chance to more fully reap the 
rewards from lower oil prices 
freed from some of the hedges 
which have capped cost savings.

For North American carriers, 
already leading the industry in 
terms of profits, the cost picture 
was particularly favourable as 
they did not face the foreign 
exchange hit many of their coun-
terparts took in the face of strong 
US dollar. This helped North 
American carriers almost double 
operating profits to just under $9 
billion and treble net profits to 
over $9 billion for the period.

American Airlines had the 
most significant fall in fuel costs 
among its peers, with its fuel bill 
cut nearly 44%. This helped the 
carrier to increase its operating 
profit by almost 59%, to just shy 
of $2 billion. This was achieved 
despite a 4% fall in revenues.

Operating profits at Delta Air 
Lines and United Airlines were 
up by more than double and 
nearly 60% respectively, again 
off slightly lower revenues.

Yet it became clear during the 
airlines’ quarterly earnings con-
ference calls that rather than 
relaxing and enjoying their 
healthy profits, managements 

ANALYSIS Q3 RESULTS

Airlines reap summer harvest
European and North American carriers made the most of lower fuel prices to drive strong profits in the 
third quarter, but are keeping the focus on cost control in the light of fresh challenges ahead

EDWARD RUSSELL WASHINGTON DC  GRAHAM DUNN LONDON

December 2015

Europe’s big-three 
network carriers all 
reported increased 

profits for Q3

US MAJOR AIRLINE GROUP FINANCIAL RESULTS JULY-SEPTEMBER QUARTER 2015

Group/airline Revenue Operating result ($m) Operating margin Net result ($m)
2015 change 2015 2014 2015 2014 2015 2014

Alaska Air Group 1,515 3.4% 433 316 28.6% 21.6% 274 198

Allegiant Travel Company 300 13.2% 77 29 25.7% 10.9% 44 14

American Airlines Group 10,706 -3.9% 1,999 1,260 18.7% 11.3% 1,693 942

Delta Air Lines 11,107 -0.6% 2,213 835 19.9% 7.5% 1,315 357

Hawaiian Holdings 632 -1.2% 155 106 24.5% 16.6% 70 36

JetBlue Airways 1,687 10.3% 351 164 20.8% 10.7% 198 79

Republic Airways Holdings 341 -2.6% 38 61 11.2% 17.4% 3 19

Skywest inc 794 -4.9% 78 59 9.9% 7.1% 36 41

Southwest Airlines 5,318 10.8% 1,225 614 23.0% 12.8% 584 329

Spirit Airlines 575 10.6% 157 100 27.3% 19.3% 97 67

United Continental 10,306 -2.4% 1,899 1,191 18.4% 11.3% 4,816 924

Virgin America 411 1.3% 74 52 18.0% 12.9% 72 42

TOTAL 43,691 0.0% 8,699 4,787 19.9% 11.0% 9,203 3,047
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the third quarter were slightly 
down at just over $1.5 billion 
compared with nearly $1.9 bil-
lion at the same stage last year. 
Again currency took a toll lead-
ing to a deeper fall in net profits.

Chinese carriers were among 
the harder hit in the region. 
China Southern’s operating profit 
was down 55%, the airline blam-
ing higher finance costs as a 
result of the slide in the Chinese 
yuan. Profits also fell at Air China 
and Hainan Airlines, though 
were stable at China Eastern  

Elsewhere there were improv-
ing fortunes at India’s Jet 
 Airways, which returned to an 
operating profit for the quarter. 
Thai Airways also made progress 
at an operating level, but its net 
loss spiralled on exchange losses.

Other notable performances 
included a strong profit increase 
at Emirates. While the Dubai car-
rier was hit by weaker revenues –
down 2% – resulting from the 
strong US dollar, Emirates lifted 
its first half operating profits 65% 
to Dh3.7 billion ($1 billion). ■

“Our third-quarter business 
performance is particularly good 
as we were able to improve a 
number of our key performance 
indicators,” says Lufthansa’s 
finance chief Simone Menne. 
The German airline group raised 
its adjusted operating profit target 
by €200 million to €1.95 billion.

At IAG, all four of the group’s 
carriers, including new recruit 
Aer Lingus, improved third-
quarter profit. British Airways, 
though, continues to drive the 
majority of this – accounting for 
€825 million out of group oper-
ating profit of €1.2 billion, 
excluding Aer Lingus.

“Our passenger unit revenue 
showed a better trend than in the 
second quarter of the year and 
our cost performance remained 

strong,” says IAG chief executive 
Willie Walsh.

Air France-KLM chief Alexan-
dre de Juniac echoes the 
improved conditions for airlines 
in the key summer quarter.

“A favourable environment, 
principally characterised by 
lower fuel prices and strong 
demand over the summer, 
resulted in an improvement of 
Air France-KLM’s results during 
the third quarter and first nine 
months of 2015,” he says.

However, labour issues – at 
Air France and Lufthansa, in 
particular – have not gone away. 
Both have been involved in long-
running battles to secure new 
labour terms. 

For Air France-KLM which 
has throughout the year been 
warning of yield and currency 
pressures outweighing the bene-
fits of lower fuel prices, the 

December 2015

€825m
BA’s proportion of 
IAG’s €1.2bn Q3 
operating profit

absence of a new productivity 
deal with Air France staff 
prompted a lowering of the full-
year unit cost-reduction target.

IMPROVEMENT
“This [summer] improvement is, 
however, not sufficient to bridge 
the competitiveness gap with 
our competitors or to generate 
the financial resources required 
to finance the group’s growth,” 
says de Juniac. 

Collective operating profits 
among Asia-Pacific carriers for 

ASIA-PACIFIC AIRLINE GROUP FINANCIAL RESULTS JULY-SEPTEMBER QUARTER 2015

Group/airline Revenue ($m) Operating result ($m) Operating margin Net result ($m)
2015 change 2015 2014 2015 2014 2015 2014

Air China 4,944 4.8% 472 591 9.5% 12.5% 374 471

Asiana Airlines 1,134 -8.2% 27 42 2.3% 3.4% -74 -3

China Airlines 1,146 -7.8% 71 52 6.2% 4.2% 68 38

China Eastern Airlines 4,378 5.7% 214 214 4.9% 5.2% 311 331

China Southern 5,066 1.2% 201 464 4.0% 9.3% 261 411

EVA Air 1,113 0.5% 96 67 8.6% 6.0% 76 10

Hainan Airlines 1,584 1.9% 185 296 11.7% 19.1% 156 233

Jet Airways 805 10.2% 25 -41 3.1% -5.6% 13 11

Korean Air 2,481 -6.0% 238 195 9.6% 7.4% -422 -88

Singapore Airlines 2,742 -1.5% 92 94 3.3% 3.4% 156 72

Thai Airways 1,241 -4.4% -78 -107 -6.3% 8.3% -277 31

TOTAL 26,633 -0.7% 1,541 1,868 5.8% 7.1% 645 1,516

ASIA-PACIFIC AIRLINE GROUP HALF-YEAR FINANCIAL RESULTS APRIL-SEPTEMBER 2015 

Group/airline Revenue ($m) Operating result ($m) Operating margin Net result ($m)
2015 change

ANA Group 7,482 6.6% 713 476 9.5% 6.8% 443 294

Japan Airlines Group 5,648 0.6% 985 762 17.4% 13.6% 849 659

Singapore Airlines 5,526 -0.1% 175 125 3.2% 2.3% 234 109

TOTAL 18,656 2.7% 1,873 1,363 10.0% 7.5% 1,526 1,062
NOTE: All figures are in US dollars exchanged at average rate for period.  
SOURCE: Flightglobal

EUROPEAN AIRLINE GROUP FINANCIAL RESULTS JULY-SEPTEMBER QUARTER 2015    

Group/airline Revenue ($m) Operating result ($m) Operating margin Net result ($m)
2015 change 2015 2014 2015 2014 2015 2014

Air Berlin 1,465 0.1% 91 83 6.2% 5.7% 63 56

Air France-KLM 8,251 10.6% 999 275 12.1% 3.7% 534 96

Finnair 713 2.2% 71 30 10.0% 4.3% 43 18

Icelandair Group 429 2.6% 127 103 29.6% 24.5% 103 86

IAG 7,519 15.2% 1,349 910 17.9% 13.9% 944 666

Lufthansa Group 9,948 5.7% 1,243 846 12.5% 9.0% 884 624

Norwegian 874 14.8% 142 64 16.2% 8.4% 100 45

Pegasus 438 11.3% 113 113 25.8% 28.8% 83 87

Ryanair 2,657 16.9% 1,082 781 40.7% 34.4% 1,292 666

Turkish Airlines 3,233 30.2% 691 399 21.4% 16.1% 462 473

TOTAL 35,527 11.4% 5,908 3,604 16.6% 11.3% 4,507 2,816

EUROPEAN AIRLINE GROUP FINANCIAL RESULTS FULL-YEAR OCTOBER 2014 – SEPTEMBER  2015

Group/airline Revenue ($m) Operating result ($m) Operating margin Net result ($m)
2015 change

EasyJet 7,219 3.5% 1,060 895 14.7% 12.8% 844 693

NOTE: All figures are in US dollars exchanged at average rate for period.  
SOURCE: Flightglobal

ANALYSIS Q3 RESULTS
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SOCIAL SERVICE

FORUM FEEDBACK

SimpliFlying chief executive Shashank Nigam argues that customer service has 
become more important to airlines than brand awareness on social media 

   December 2015

Shashank Nigam is chief executive of 
SimpliFlying, one of the largest airline marketing-
strategy firms, which has worked with 60-plus 
airlines and airports: shashank@simpliflying.com
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Next time you’re stuck 
at an airport, or have 
missed your flight, 
you’d probably be bet-

ter off tweeting to an airline than call-
ing the customer-service hotline. In 
the latest industry report published 
by SimpliFlying, customer service has 
emerged as the top social-media prior-
ity for 88.5% of airline executives. 

Now in its fifth year, the Airline 
Social Media Outlook 2016 survey 
has been conducted with 166 airline 
executives from 78 airlines world-
wide to obtain their feedback on pre-
sent and future social-media trends in 
the industry. 

The use of social media by airlines 
has matured tremendously over the 
last couple of years. In the past, driv-
ing brand awareness on social media 
was considered the primary business 
goal. However, the focus has now 
shifted towards core business goals, 
especially customer service. 

At the recent SimpliFlying Market-
ing Innovations Lab, held in Las 
Vegas, 100% of the 40 airlines in the 
room were either already offering 
24/7 customer service via social 
media, or were scaling up to do that 
by December 2015.

SERVICE IMPORTANCE
In fact, more than 76% of airline mar-
keting executives have highlighted 
customer service as the top social-
media priority for 2016. 

This demonstrates that marketing 
executives now realise that delivering 
good customer service online has a 
direct impact on how the airline 
brand is perceived. They are also 
aware that the opposite is true, and a 
customer complaint on a social-media 
platform can quickly turn into a pub-
lic relations nightmare if not handled 
well. Just ask United Airlines. The 
carrier broke a passenger’s guitar six 
years ago and the resulting viral video 

of the artist complaining is still used 
as a case study today.

The survey also sheds light on a 
disconnect between senior and mid-
dle-level airline executives regarding 
the challenges and the potential of 
social media. 

In the last couple of years, while 
the priorities of middle management 
have evolved to driving customer ser-
vice, senior executives still give brand 
engagement the top spot in their list of 
goals to be achieved from social media. 
Moreover, senior executives are still at a 
loss on how to best exploit the data 
being generated from social media, 
while those deeply involved in day-
to-day management are thinking of 
creating holistic customer profiles.

Another key finding from the study 

has been that the dedicated social-
team model shows the most success 
in achieving goals, even though the 
distributed-team model is more 
widely used. A distributed social-
media team has a few core people, 
who are supported by individuals in 
different departments. Airlines such 
as JetBlue Airways and AirAsia fol-
low this approach to resourcing. 

A dedicated team is a larger unit of 
specialists who handle end-to-end 
social-media management. KLM has 
the world’s largest dedicated team of 
more than 150 social-media staff, and 
others are following suit.

MODEL PERFORMANCES
While easier to execute, the distrib-
uted model does not perform as well 
as the dedicated-team model because 
of external dependencies. Airlines are 
often very siloed organisations, and 
this can slow down the turnaround 
times for social media fans, who 
often lack patience. A third model, 
where a core airline team is sup-
ported by an external agency, is also 
popular, and more successful than the 
distributed teams.

Budgets for social media are also on 
their way up in 2016. A total of 71% 
of the airlines surveyed plan to either 
raise the budgets or keep them the 
same. Most of the increases are for 
social media advertising spend. 

The report clearly shows that social 
media within the industry has now 
matured into a core function of the 
airlines, beyond just marketing. Cus-
tomer service is set to become a cor-
nerstone of a good social media strat-
egy, and travellers all 
over the world should 
feel the difference in 
2016 and beyond. ■

“Airline use of social 
media has matured 
tremendously over 
the last couple of 

years”
SHASHANK NIGAM

Chief executive, SimpliFlying
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ARAB AIRLINES (AACO MEMBERS): SEPTEMBER*

Passenger traffic RPK Capacity  Load factors
million change change percent change

Intra Arab world**  5,200 -5.3% 7.0% 50.3% -6.6

With Other Regions  40,683 11.6% 12.5% 69.0% -0.6

TOTAL MONTH  45,884 9.4% 11.7% 66.2% -1.4
YEAR-TO-DATE  403,575 8.8% 13.1% 66.9% -2.6
NOTES: *Estimates. **Includes domestic. SOURCE: Arab Air Carriers Organisation.

EUROPEAN MAJORS (AEA MEMBERS) TRAFFIC: SEPTEMBER

Region Pax traffic RPK Capacity Load factors Freight FTK
millions change change percent change million change

Domestic 3,583 17.6% 16.2% 76.4% 0.9 3 -2.7%

Intra-Europe 17,712 6.3% 6.3% 80.7% -0.1 60 0.2%

North Atlantic 14,179 9.0% 9.6% 87.0% -0.4 561 -0.9%

Mid Atlantic 3,022 10.0% 14.2% 84.5% -3.2 88 -2.6%

South Atlantic 3,583 5.7% 11.2% 85.9% -4.5 150 12.4%

Far East/Australia 13,787 12.9% 12.7% 85.3% 0.2 1,013 8.2%

Sub Saharan Africa 4,217 14.0% 15.3% 79.7% -0.9 170 -1.7%

N.Africa/M.East 2,970 15.0% 12.7% 76.9% 1.5 76 0.4%

TOTAL MONTH 63,068 9.9% 10.5% 83.0% -0.4 2,245 5.6%
YEAR-TO-DATE 559,573 4.7% 4.7% 81.1% 0.0 20,959 0.3%
SOURCE: Association of European Airlines
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Airline managements are cautiously entering 2016 on expectations of rising non-fuel costs and falling unit revenues 

Reading between the profit lines

A
lthough 2015 will be the 
year in which the airline 
industry will generate and 

report its highest levels of profit at 
both the operating and net level, 
we must never forget that results 
only tell us what has happened. 
Furthermore, reported profit is the 
difference between total revenues 
and total costs (not all of which 
are cash costs) and the actual out-
come is dependent on the move-
ment of a number of factors in dif-
ferent directions – many of which 
lie outside the control of individ-
ual managements.

As ever, it is both the mood 
music provided by management 
when announcing results, its in-
terpretation and the clarity in 
terms of the “causal chains” lead-
ing to financial outcomes that are 
of particular importance.

There is a very real prospect 
that the outcome for 2015 might 
be as good as it gets overall, bear-
ing in mind that the outcome is 
determined by the performance of 

JET KEROSENE SPOT PRICES

Month Fuel price Change over period
¢/US gal 1 month 1 year

Nov 232.7 -5.9% -20.3%

Dec 186.8 -19.7% -38.2%

Av.14 272.1 -8.1%
Jan 154.0 -17.6% -47.9%

Feb 178.7 16.0% -39.9%

Mar 167.5 -6.2% -42.1%

Apr 172.6 3.0% -40.6%

May 186.1 7.8% -35.8%

Jun 178.4 -4.1% -38.9%

Jul 158.8 -11.0% -44.7%

Aug 140.5 -11.5% -50.5%

Sep 142.2 1.2% -47.8%

Oct 141.1 -0.8% -43.0%

NOTES: Prices are world average = median  
of Europe/Singapore cargo and US pipeline 
spot prices in US¢/gallon. 

SOURCE: ICIS

a relatively small number of large 
airlines, but there is nothing new 
here. Indeed, it is interesting to 
look at how widespread the distri-
bution in performance remains.

As an aside, one of the most 
striking features in IATA’s latest 
business confidence survey (Oc-
tober 2015) was the sharp fall in 
the number of airlines now ex-
pecting profits to increase over 
the next year, compared with ear-
lier surveys where the focus of at-
tention was on 2016. In the April 
survey, the view of 11% of re-
spondents was that profits over 
the next year would decrease, 
with 17% expecting no change 
and 67% expecting an increase. If 
we fast forward to the latest sur-
vey, the corresponding figures are 
25% (decline), 30% (unchanged) 
and 45% (increase).

The recent results season for the 
July-September quarter has pro-
vided plenty of evidence of all of 
the above, as well as highlighting 
the nature of the time lags associ-
ated with adjustment. In many 
cases we have seen how fuel hedg-
ing has delayed the benefit of the 
fall in the oil price on unit costs. 
However it has highlighted the 
role of hedging as a means to give 
budget certainty, rather than to be 
seen as a profit centre.

RISING PRESSURE
For those airlines that, whether 
by design (a positive policy) or 
lack of financial capacity, do not 
hedge fuel, the effect of the fall in 
the fuel price has been more or 
less immediate.

In essence, a feature across the 
results of many airlines has been 
the fall in unit revenues (stated as 
revenue per ASK – RASK), re-
flecting active and passive com-
petition effects, the fall in fuel 
and the consequent fall in unit 
costs but an increase in non-fuel 
unit costs arising from higher ad-
ministered costs (i.e. airport and 
air-navigation charges), as well as 
negotiated costs, where for some 
airlines, higher labour costs are 
adding pressures.

Although for now the overall 
outcome is positive, the real issue 
is when the economics are again 
reset, which, on current trends 
for a number of airlines, may not 
be too far into the future where 
unit fuel costs are unlikely to fall 
further but other costs continue 
to rise and unit revenues fall. Fur-
thermore for a large part of the 
market, falling fares tend to result 
in a self-fulfilling outcome and a 
structural change in passenger 
expectations and behaviour, 

which the less favourable eco-
nomic outlook will reinforce.

Some airline managements 
have been very clear about the in-
teraction of the various factors, 
including the team at Wizz Air, 
although it increased the forecast 
for the current year in its pre-
close announcement in Septem-
ber (the forecast was left un-
changed when the results came 
out), it has also suggested that an-
alysts should not expect any in-
crease in earnings from the lower 
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MORE ONLINE
For more market indicators, 

including expanded traffic, 

capacity, fuel and share price 

data, download our digital 

Airline Market Outlook in 

Flightglobal Dashboard’s 

Reports section

fuel price over the medium term 
as it will in effect be passed 
through in lower fares.

The full-year guidance is that 
its fuel cost per ASK (CASK) will 
fall 6% and with the non-fuel 
CASK 1% higher, the overall 
CASK will be down by just 1.5%. 
And on the other side of the 
equation, RASK will be down by 
“low single digits”.

By definition, the fall in the 
fuel price reduces its share in 
total cost and concomitantly re-
duces the effect of any further 
falls, or indeed rises, on the total 
but also acts to increase the rela-
tive importance of non-fuel costs 
and their impact.

COUNTING COSTS 
Taking a sample of the airlines that 
have reported so far and excluding 
some of the outliers – for example 
Ryanair (where fuel in the last 
quarter represented some 42% of 
costs) – the share of fuel in the total 
cost averaged 24%, meaning that 
non-fuel costs accounted for just 
over three-quarters of the total.

On the cost side of the equation, 
a 10% fall in fuel costs will be 
needed to offset a 3.3% increase 
in non-fuel costs. While for some 
airlines in terms of fuel cost (large-
ly due to hedging policies) “the 
(near term) trend may be their 
friend”, the key issue is what hap-
pens to the oil and fuel price?  
Although this remains unclear in 

US MAJOR PASSENGER YIELD: A4A AIRFARE REPORT

Route 2015
Unit Mar Apr May Jun Jul Aug Sep

Domestic ¢/RPK 10.91 10.65 10.32 10.54 10.47 9.94 9.77

change 0.6% -1.9% -3.6% -5.5% -3.5% -6.8% -5.6%

North Atlantic¢/RPK 9.19 8.80 8.97 9.61 9.28 8.55 8.81

change 0.2% -0.3% -5.1% -6.4% -6.1% -8.5% -8.8%

ASIA-PACIFIC AIRLINES (AAPA MEMBERS) INTERNATIONAL TRAFFIC

Month Passenger traffic RPK Capacity Load factors Freight FTK
million change change percent change million change

Jul 88,918 8.6% 6.2% 80.9% 1.8 5,358 -2.2%

Aug 91,781 8.2% 5.7% 83.0% 1.9 5,291 -0.3%

Sep 81,577 7.4% 6.2% 77.2% 0.8 5,303 0.0%

YEAR-TO-DATE 746,627 8.1% 6.4% 78.6% 1.3 48,060 3.1%
SOURCE: Association of Asia Pacific Airlines.

LATIN AMERICAN AIRLINES (ALTA MEMBERS): SEPTEMBER

Pax traffic RPK Capacity Load factors Freight
Region million change change percent change million change

Total Intra-LatAm*  15,167 3.4% 2.3% 77.7% 0.9  331 -8.3%

Total Other Int’l  7,414 11.5% 14.7% 82.4% -2.4  256 -5.5%

TOTAL SYSTEM  22,581 5.9% 5.9% 79.2% 0.1  388 -6.5%
YEAR-TO-DATE  210,438 6.3% 5.7% 79.9% 0.5  3,497 -7.4%
NOTE: *Domestic and International flights. SOURCE: ALTA

US MAJORS (A4A MEMBERS) PASSENGER STATISTICS: SEPTEMBER*

Region Pax traffic RPK Capacity Load factors Freight FTK*

      million change change percent change million change

Domestic USA 65,404 7.2% 4.7% 84.5% 2.0 1,447 -2.0%

North Atlantic 17,109 1.6% 4.3% 83.0% -2.2 777 -8.5%

Latin America 8,294 7.1% 6.1% 79.1% 0.8 189 0.7%

Trans Pacific 9,639 2.9% 0.3% 81.2% 2.1 913 -7.1%

All international 35,041 3.2% 3.6% 81.5% -0.3 1,879 -6.9%

TOTAL MONTH 100,446 5.8% 4.3% 83.5% 1.2 3,325 -4.8%
YEAR-TO-DATE 943,519 3.9% 4.0% 84.1% -0.1 27,248 -0.6%
NOTE: *Freight data is August as September n/a. SOURCE: Airlines for America.
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the near term, a reasonable as-
sumption is that once the falls 
have worked through, the only 
way is likely to be up.

On the other side of the equa-
tion, 100% of any changes in unit 
revenues will fall straight 

through to the bottom line and, 
given the outlook, one can con-
clude that declines, rather than 
increases, are likely to be the 
order of the day.

In the past, the airline industry 
has been described as one that at 
best exhibits what economists 
might describe as “knife-edge in-
stability” – and in this respect, 
nothing has really changed. In-
creases in non-fuel cost pressures 
increase, the deteriorating world 
economic outlook and the risk of 
too much capacity taken together 
will reduce unit revenues, mean-
ing a painful squeeze for many 
airlines appears close at hand.

Yet again, in terms of the poten-
tial for sustainably improved per-
formance, it appears that much, if 
not all of it, will be given away and 
history will repeat itself again. ■

December 2015
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Capacity Snapshot

Focus on: Latin America

A monthly breakdown of airline capacity across the different 
regions using data from Flightglobal’s schedules specialist 
Innovata, illustrating the fastest-growing regional markets

NOTE: Data is based on one week of schedules data, December 2015 against December 2014. Figures reflect airlines operating nonstop unrestricted scheduled passenger services

December Capacity:

“155.0bn” ASKs/wk 6.7%
vs Dec 2014

Weekly capacity ASK

Region Millions Change

Intra-region 6,337 2%

North America 2,853 7%

Europe 2,536 1%

Middle East 108 5%
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USA-Mexico routes feature 

prominently in the 7% capacity 

increase between Latin and 

North America. Both Mexican 

and US carriers have played 

parts: Volaris has introduced 

services to cities such as 

Houston, Portland, Reno and 

Phoenix, and Mexico continues 

to be significant in the 

international plans of 

Southwest Airlines following its 

absorption of subsidiary AirTran 

Airways in 2014.

Airports in Brazil saw nearly 
150,000 fewer seats per week 

depart to intra-region 
destinations than in 2014. 

Despite this, capacity within 
Latin America was up year-on-
year, with countries like Mexico, 

Peru, Panama and Argentina 
between them picking up 

Brazil’s seats shortfall.

December will see Air 
New Zealand’s first 

service to South 
America when it starts 
flying from Auckland to 

Buenos Aires. Operating 
777-200ERs three times 
a week, it will join LAN 
Airlines in connecting 
New Zealand’s largest 

city to the region.



flightglobal.com/airlines | Airline Business | 51

I started working with 
the airline industry in 
2004, more than 10 
years ago. At that time, 

Google had just gone public. While 
Facebook was in its infancy, you 
could already book your tickets your-
self online. 

EasyJet and the like were growing 
fast, and airlines which were left in 
the global distribution system age 
were catching up with the new distri-
bution paradigm.

I started doing analysis for a large 
European airline around connecting 
traffic at the hub. The name of the 
game was to have the shortest con-
necting time on display on the GDS 
because it was the default sorting. He 
who had the shortest connecting time 
will be on the first page and will get 
more bookings. 

TAPED DOWN
At the time, the Holy Grail of analyt-
ics was MIDT data, covering 80% of 
the bookings worldwide. The MIDT 
acronym stands for marketing infor-
mation data tape – yes that’s tape as in 
magnetic tape. Although data can be 
downloaded nowadays, it tells you 
how old the technology is.

Fast forward 10 years, MIDT rep-
resents 50% of the market or less, 
but it is still the most complete 
source of information airlines use 
for planning. 

The industry hasn’t changed much 
while the global internet giants col-
lected unprecedented amount of data 
on individuals’ behaviour and used it 
to make incredible improvements to 
their products. 

Large technology companies reach 
a level of understanding of their cus-
tomers that airline executives can 
only dream of. Yet there is a strong 
will to move forward. 

For a very long time, airlines have 
been trying to understand their cus-
tomers and their preferences, but 

they were limited by the information 
available to them and to a large 
extent they still are.

Airline data and reporting are 
based on PNR airline locator code and 
e-tickets (and often downgraded to 
e-coupons), which have serious limi-
tations. Among others, the location 
registered for the point of sale is 
where the agent is, not the customer.

Airlines do not know much about 
their customers, and even less about 
competitors’ customers. 

They do not know what people are 
searching for until they make a deci-
sion to purchase. 

Such timing is certainly too late in 
most cases, especially since the data 
for the global market is typically avail-
able a couple of months after the pas-
senger purchases the ticket. 

In addition to increasing customer 
retention, airline loyalty systems are 
used to collect such information and 
structure the data around individuals 
and not tickets. Unfortunately, such 

systems are based on voluntary provi-
sion and are limited to people who 
are already customers. 

To deliver the right offer, airlines 
need to listen to their potential pas-
sengers earlier, a long time before the 
actual purchase. Information needs to 
be gathered upstream, on a global 
level, and it should be made available 
in a timeframe that enables corrective 
measures to be taken. 

INFORMATION GAP
Airlines need to know who their 
customers are, where their custom-
ers come from, where exactly they 
want to go and how they come to 
make a decision.

For example, every executive 
knows that price is the main driver 
but how much passengers are willing 
to pay to save an hour is widely 
unknown. How much in savings can 
push passengers to drive an addi-
tional 2h to the next airport?

The need for intent-based data – the 
valuable source of information and 
statistics that is owned in abundance 
by the Internet giants – could prove 
crucial to help airlines forward-plan 
and future-proof. Failing to tap into it 
might cost airlines badly in this data-
driven age. 

Not only could forward-planning 
data help network or route develop-
ment teams, but it could prove 
immensely valuable to carriers’ reve-
nue management, quality assurance 
and even marketing departments.  

Without this knowledge, all the mar-
keting money spent, the sales promo-
tions and the investment in product are a 
very expensive trial-
and-error exercise. If 
only results could be 
measured accurately... ■

ANALYTICS ABUNDANCE

FORUM FEEDBACK

Airlines are failing to tap on the wealth of data on consumer behaviour, says 
Skyscanner’s Faical Allou, urging for gathering of information to begin upstream 

“Airlines need to 
know who their 

customers are, and 
where exactly they 

want to go”
FAICAL ALLOU

Head of business development  
for Travel Insight, Skyscanner
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Faical Allou is head of business development 
for Travel Insight, the data and analytics tool 
offered by global travel-search provider 
Skyscanner: flightglobal.com/Skyscanner

The home of Airline 
Business on the web 

is on the Airlines 

channel of 

flightglobal.com: 

flightglobal.com/
airlines
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EUROPE
BA OPTS FOR 
CRUZ CONTROL
Vueling chief executive Alex Cruz 
will succeed Keith Williams as 
the boss of British Airways when 
Williams retires in April.

Cruz was launch chief execu-
tive of Spanish low-cost carrier 
Clickair and took the helm at 
Vueling after the merger of the 
two Barcelona-based carriers in 
2009. International Airlines 
Group (IAG) acquired Vueling in 
2013. In his new role as BA chief, 
Cruz will continue to report to 
IAG chief executive Willie Walsh.  
Cruz’s successor as Vueling chief 
has not been announced.

Williams retires after 18 years 
with BA. He has been chief exec-
utive of the carrier since IAG was 
formed in 2011.

SITA CHIEF VIOLANTE TO 
STEP DOWN NEXT YEAR
SITA chief executive Francesco 
Violante is to step down in the sec-
ond half of next year after more 
than a decade at the helm of the 
aerospace technology specialist.

Violante originally joined SITA 
in 2003, leading the group’s com-
mercial IT unit SITA Inc after a 
restructuring which split its oper-
ations into different units. He sub-
sequently took the helm of the 
reformed single entity in the sum-
mer of 2006, established by the 
combination of SITA’s communi-
cation services and information 
technology businesses.

SITA highlights its shift under 
Violante’s tenure from a pure net-

work-based company to one with 
a portfolio of IT solutions for air-
lines, airports and government 
agencies. The company says a 
global search for Violante’s suc-
cessor is under way.

AMERICAS
CARIBBEAN AIRLINES 
CEO DEPARTS
Trinidad and Tobago’s Caribbean 
Airlines has appointed its chief 
financial officer Tyrone Tang as 
acting chief executive, after the 
resignation of Michael DiLollo.

DiLollo resigned after less than 
two years, citing “personal rea-
sons”, says the carrier. Tang will 
act as chief executive while the 
airline searches for a replacement.

DiLollo’s departure comes 
shortly after the airline said it 
would phase out widebodies from 
its fleet and end flights to London 
Gatwick from January. The deci-
sion would leave the carrier oper-
ating only flights within the Carib-
bean and North America, with 
Boeing 737s and ATR 72s.

BURGER FLIPS ROLES TO 
REPLACE LIU AT GECAS
Alec Burger, the former head of 
General Electric’s real estate divi-
sion, will succeed Norm Liu as 
chief executive of GECAS on 1 
January 2016.

Liu, who has been GECAS 
chief executive for seven years, 
will remain with the aircraft leas-
ing company until late 2016 as 
chairman. In that role, he will 
assist Burger with long-term stra-
tegic planning, says the company.

Burger has worked at GE for 25 
years, including 15 years in its 
real estate division. 

UNITED NAMES HART 
AS ACTING CHIEF
United Airlines general counsel 
Brett Hart has taken over the 
duties of chief executive Oscar 
Munoz as he recovers from a 
heart attack.

The Chicago-based carrier’s 
board of directors appointed Hart, 
who joined United in 2010, as act-
ing chief on 19 October.

Munoz was hospitalised on 15 
October for a heart attack, only a 

little over a month after taking on 
the role of chief executive.

This comes at a time of manage-
ment uncertainty for United. 
Munoz replaced Jeff Smisek, who 
resigned along with two senior 
government affairs executives in 
September following a federal 
investigation into his deals with 
the Port Authority of the New York 
and New Jersey. The airline in 
August lost its chief financial 
officer John Rainey to PayPal.

MIDDLE EAST
ROYAL JORDANIAN 
NAMES INTERIM CHIEF
Middle Eastern carrier Royal Jor-
danian’s chief executive, Haitham 
Misto, has resigned.

The airline named Suleiman 
Obeidat – former head of the Jordan 
Civil Aviation Authority – as 
interim chief on 27 October, for a 
transitional period of three months.

He had previously been an air 
force pilot and was subsequently 
employed as the Amman-based 
carrier’s vice-president of opera-
tions and chief technical officer.

Royal Jordanian has not given 
a reason for Misto’s departure, 
after just over a year at the helm.

AFRICA
NEW CHIEF FOR 
AIR MADAGASCAR

Air Madagascar 
has appointed 
Gilles 
 Filiatreault as 
its new director 
general.

Filiatreault 
has previously 
held chief exec-

utive roles at a number of airlines, 
including Cayman Airways and 
Caribbean Star Airlines. His pub-
lic social media profile also states 
that he was most recently 
employed as a consultant with 
Canadian Metro Airlines.

Air Madagascar quotes Fili-
atreault as saying he will seek 
“collegial co-operation” with staff 
at the airline.

FORUM APPOINTMENTS

EXECUTIVES ON THE MOVE

Cruz: waiting in the wings
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IN BRIEF

South African Airways has 

appointed another chief 

executive, promoting the 

airline’s SAA Technical chief 

Musa Zwane to the top post. 

Previous chief Thuli Mpshe 

had been appointed in an 

acting role in August, 

succeeding Nico 

Bezuidenhout – who had only 

been in the job for about nine 

months. 

Nordic Aviation Capital’s 

finance chief Soren 

Overgaard has taken up the 

role of chief executive, 

replacing Kim Graven-

Nielsen.

SkyWest Inc has promoted 

president Chip Childs to 

chief executive. He replaces 

Jerry Atkin from 1 January 

2016. Atkin will continue to 

as chairman of the board at 

the Utah-based airline.

Virgin Australia has 

appointed Geoff Smith as the 

airline group’s chief financial 

officer. Smith has been 

acting in the role since the 

departure of previous CFO, 

Sankar Narayan, in October. 

Tigerair chief financial officer 

Vanessa Lau Man Yee has 

resigned from the carrier, 

effective from 31 December. 

Director of corporate finance, 

Davy Lee Sian Shin, will take 

over the CFO’s duties in the 

larger role of finance director 

from 1 January. 

Volaris has appointed Jose 

Luis Suarez Duran as its new 

chief operating officer. 

Sanjiv Kapoor has resigned 

from his role as chief 

operating officer at Indian 

low-cost carrier SpiceJet to 

join Vistara as chief strategy 

and commercial officer. 

Macquarie AirFinance has 

promoted Liam Kavanagh to 

chief commercial officer, 

replacing Harry Forsythe.
Browse our extensive library of 
interviews with airline leaders: 

flightglobal.com/interviews

Gilles Filiatreault
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T 
hree decades ago, Airline 
Business was one of a hand-
ful of seemingly insignifi-
cant new arrivals in the civil 
aviation world. But what an 

incredible ride it has been since our first 
issue – spun out of the industry’s oldest 
aviation weekly, Flight International – 
landed on doormats in November 1985.

The industry has transformed itself 
since then in so many ways.

The  progressive roll-out of 
 deregulation in many markets, along 
with the global impact of the internet, 
has in equal measure created opportu-
nities for entrepreneurs and challenges 
for incumbents.

Other significant  developments, like 
the rise of  terrorism – particularly 
poignant  following the recent tragedies 
in Egypt and Paris – and the opening 
up of new markets like China and Rus-
sia – have also played their part in 
redefining our industry.

Long-established names such as 
Eastern – the cover story in our first 
issue – and Pan American have 
 disappeared. And certain scenarios 
have played out in ways few could 
predict in 1985. 

At that time, Concorde was 
approaching the end of its first 10 
years in service. Now, supersonic 
travel is the preserve of the military.

 The Boeing 747 was the airliner of 
choice for long-haul travel and the 
fashion for ever-larger “jumbo jets” 
seemed set to continue unabated. That 
this has not happened is creating head-
aches in Toulouse at the moment as 
Airbus wrestles with its A380 strategy. 

While modesty prevents us from 
overstating the important contribution 
our monthly has made to airline devel-
opment in the ensuing 30 years, few 
would argue about how two fellow 
1985 arrivals have changed the game. 

Historians among you will need no 
reminding of two 1985 “newbies” that 
sparked transformations on a scale that 
few could have imagined back then. 

BACK TO THE FUTURE

COMMENT

Airline Business is celebrating its 30th anniversary, a milestone it shares with a 
couple of heavyweights that have reshaped the industry over that time. What could 
the next three decades hold in store?

When reminded of the 
size, weight and cost 

of early mobile 
phones, who could 
have imagined the 

impact this technology 
would have on 
everyday life?
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READ OUR FIRST ISSUE
To mark our 30th birthday, read an 

online version of the first edition of 

Airline Business. Published in 

November 1985, the maiden issue 

profiles Eastern boss Frank Borman 

and examines how Cathay Pacific’s 

dominance was under threat: 

flightglobal.com/AB1

The home of Airline 
Business on the web 
is on the Airlines 
Channel of 
flightglobal.com: 

flightglobal.com/
airlines

One began flying a 15-seat Embraer 
Bandeirante turboprop during the 
year between Waterford and Gatwick, 
with the intention of breaking the 
duopoly that British Airways and Aer 
Lingus held on London-Ireland flights 
at the time. 

The other took off on a mission to 
put Dubai on the airline map, just as 
our first issue was going to the printers. 
Few could have imagined what impact 
Ryanair and Emirates were going to 
have on aviation’s world order.

And when one is reminded of the 
size, not to mention weight and cost, 
of those early mobile phones that 
began circulating in the 1980s, who 

could have imagined the impact that 
these devices would have on everyday 
life? And where will it end?

As we explore in the pages of this 
issue, mobile technology is transform-
ing the passenger experience at airports. 
Futurists like Rohit Talwar are con-
vinced that it won’t be long before 
today’s “wearables” transition to tomor-
row’s “embedded”. Imagine what that 
will mean for airport security.

How long will it be before 
 computerised personal assistants like 
Apple’s Siri or Microsoft’s Cortana can 
book your entire travel itinerary, with-
out even the push of a button? Be 
assured the boffins are already work-
ing on this technology.

But in some areas progress has been 
frustratingly sluggish. As our long-run-
ning contributor David Knibb outlines in 
his excellent liberalisation article in this 
issue, this “revolution” is still a work in 
progress. It is not providing the freedom 
that would allow the airline industry to 
behave like other global industries, such 
as telecoms or automotive.

This reluctance by governments to 
truly open up the skies threatens to 
ultimately prevent aviation from 
achieving its full potential, much to 
the frustration of today’s incumbents. 
But perhaps they should be careful 
what they wish for. 

As the last 30 years has shown, no 
business has the divine right to suc-
ceed and there are plenty of opportun-
ists who would love the chance to rip  
up the rule book with no regard to the 
collateral damage it creates. ■
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Hosts of Routes Americas 2016

Connect with airline 
decision makers
Gathering the most senior decision makers 
from over 80 of the region’s leading airlines, 
Routes Americas is the ideal platform for 
serious, business-focused conversations on 
expanding your route network.

routesonline.com

Book by 31 December to take advantage of discounted 
rates. Register now at routesonline.com or contact Paul 
Hibbert at paul.hibbert@ubm.com.

up to
SAVE

$326!

Uniting the Americas in
Puerto Rico
San Juan, Puerto Rico
Wednesday 17 – Friday 19 February 2016


