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2 Major airline alliances, 2008

Aer Lingus, American Airiines,
British Airways, Cathay Pacific,
Finnair, beria, Japan Airlines, LAN,
Malev, Royal Jordanian,

Air New

Star Alliance

Air Canada, Air China,

Zealand, ANA, Asian Airlines,
Austrian Airlines, BMI, LOT Polish
Airlines, Lufthansa, Scandinavian

Airlines, Shanghai Airlines,

singapore Airlines, South African

Airlines, Spanair, TAP Portugal,

Thai Airways International, United

Airlines, US Ainwvays

Sky Team

Aeroflot, Aeromexico, Air France,

Alitalia, China Southern,

Continental Airlines, CSA Czech

Airlines, Delta Airlines, KLM,
Korean Air, Northwest Airlines
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is around 5 per cent per annum.'? Both travel for
leisure and travel for business are cyclical and will
depend upon economic growth and this demand is
highly susceptible to external forces. There was a
sharp drop in air trave! after 11, September 2001, for
example (see Chapter 1), and the effects of the credit
crunch will be felt on the volume of air travel. Itis
generally pelieved that the demand for leisure travel is
price elastic: as prices g0 down travel increases
s;harply (and vice versa). It is also generally pelieved
that business travel is price inelastic, that business
travellers are less concerned about what they pay as
someone else picks up the bill (this is questionable
given the extent to which the low-cost, no-frills
airlines have expanded in the business market).

te in the numbers of

The annual growth ra
passengers carried has fallen from 12 per cent in

2004 to 5 per cent in 2007. Table 15.13 shows the
preakdown of air ravel by area and predicted growth
rates up to 2011, and it can be seen that these are
variable. There has peen faster growth in the

developing countries, especially China.
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Table 15.13 Air traffic by area

Area Percentage of Growth rate
global air traffic forecast
in 2007 2007-2011
Europe 40 +5.0
Asia/Pacific 28 +5.9
North America 17 +4.2
Middle East 7 +6.8
Latin America 4 +4.4
Africa 3 +5.6

Source: Adapted from IATA, 2008.

Another issue which might impact on the level of
demand for air travel is the environmental impact of
flying. The International Civil Aviation Organisation has
a carbon emission calculator on its website. The UK
government has announced that it will introduce a new
tax which will replace the current air-passenger duty in
2009. The new tax will be much higher than the current
tax and it is argued that it represents a more realistic
assessment of the ?nvironmental costs of air travel.

Power of suppliers

There are two main organisations which dominate the
supply of aircraft to airlines — Boeing Company (Us
based) and Airbus SAS (European based). Both
companies have full order books but are experiencing
delays in production. Airbus has delayed deliveries of
its A380 because of wiring problems and Boeing is
experiencing ongoing industrial action by employees.
Another supplier of importance is the oil industry - oil ,
represents a third of the operating costs of the
airlines. Because of rises in the oil price, the price of
jet fuel rose by 80 per cent between 2007 and 2008.

Threat of new entry

The threat of new entry is low because the airline
business carries very high fixed costs —there are the
costs of purchasing and maintaining the aeroplanes and
the cost of landing at airports. All of these are fixed
costs which do not change if an aircraft is half-empty.
Airspace was deregulated in the 1970s in the USA and in
the 1990s in Europe, such that any qualified airline can
fly anywhere in the EU without government agreement.

For iurther detalls see e.g wwwiata.org' www.icao. org; www. onewarld com;
wwwsiaralhance.com wwwskyteam com :

smaller low-cost airlines to establish themselves. The o
Open Skies agreement has also reduced barriers to
for competition by existing airlines if not by new
companies. In order to fly, airlines have to pay airport
charges and these are very high especially in the blgger
airports (this is why the low-cost airlines often operate
and from smaller, less well known airports) and this may
be prohibitive. The problems with Terminal 5 at Heathrow
in 2008 led to delays in the transfer of BA flights to the
new terminal and a backlog of airlines waiting to take |
BA's empty slots. ‘

Threat of substitutes

For international travel there is really no substantial '&_
competition to air travel; sea travel accounted for
only 10 per cent of international trips in 2007.
Domestically, the airlines are in competition with all
other sorts of travel and there is evidence from the U
that between 2003 and 2007, the fastest growing ¥
mode of transport for domestic destinations was N
railways (up from 6.2 per cent to 7.1 per cent). This
growth took place at the expense of road travel rather
than air travel, which remained static. Europe has
been opened up as a destination for railway travel
with the opening of the Channel Tunnel.

The low-cost airlines are cheaper than other
methods of travel and of course much faster. The fact
that in Europe countries are joined and the rail
network is more developed may in part explain why
the low-cost airlines do not yet have much of the
market (5 per cent) compared with the UK (20 per
cent) and the USA (22 per cent).

The Future

The airline industry is experiencing a period of rapid
structural change for a number of reasons, which
have been considered above. It is argued by many
commentators that this restructuring is necessary and
that the industry that emerges will be much stronger.

Case study questions

1 Why is there unlikely to be a price war between the
low-cost providers in the airline industry?

2 What might be ihe effect on the industry of the pro- E |
posed strategic alliance between British Airways,
American Airlines and Iberia mentioned in the text?




