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Developments in the Aviation Industry in 2008

� Some airports operating at their capacity limit
� Environmental considerations (emissions and noise)
� Open Skies agreement became effective 30th March
� …

Spotlight on Two Major Developments of 2008 !

Drastic oil price increase (Q1&2)
� Cost cutting programs
� US airlines under chapter 11
� Consolidation in the airline industry

Financial crisis (Q3)
� Economic effects around the globe 
� Fear of worldwide recession
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Increased Oil Price: Jet Fuel Even More Expensive
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Implication of Drastic Oil Price Increase

Fuel accounts for ~1/3 of operating costs and incre ased by ~350%
1st Quarter 2008
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Consequences of Increased Fuel Price for Airlines

� Some US airlines filed for Chapter 11
� Airlines faced problems to cut costs

Famous advice

� Unnecessary investments: Over-capacity is a problem
� “The industry added 1,000 new planes in 2007 and will add 1,200 more this year, 
while passenger numbers are expected to rise this year by 5 percent after 11 percent while passenger numbers are expected to rise this year by 5 percent after 11 percent 
last year” (IATA, Apr ‘08)

– Alarming statement BUT reinvestments need to be taken into account

� “There are just too many airlines.” (IATA, Apr ‘08)   

���� Call for consolidation
– Fuel prices forced over 25 airlines out of business, e.g. Oasis Hong Kong 
– Dynamic atmosphere in the industry: talks between various players
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Consolidation: Size alone is not helping

Consolidation can help to improve efficiency and pr ofitability
BUT this is not going to come through scale alone

Airline revenues vs. operating profit margin
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Source: IATA Economic Briefing, Airline Profitability 2006, June 2007
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Financial Crisis

Major Development in Q3&4 2008

� Stock markets crashing
� Fear of worldwide recession

� Demand reductions expected
� Oil price decrease
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Strong changes on the revenue and on the cost side.
What are the consequences?
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Economic Crises Affect Passenger Traffic
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Indicator for Air Traffic Demand: GDP

Generally, 
changes in GDP 
and passengers 
carried run 5%
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Situation in the Aviation Industry

Profit in the aviation industry is known to be cycl ic

Reasons (Jiang/Hansman, 2006)

1. Lag in capacity response (delay between aircraft orders and deliveries; 
aggressiveness of ordering)

2. Lag in cost adjustment

In millions Airlines’ Financial Results17500
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Profitability of Different Players in Aviation

Estimated profitability along the aviation value ch ain (ROIC in %)
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Airlines’ Situation: Struggling for Investor Return s

Rule of thumb for healthy business

ROIC (return on invested capital) >   WACC (weighted average cost of capital) 
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Source: IATA, Brian Pearce, Outlook for the airline industry, 2008Q3 update
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IATA forecast for 
2008/2009, 
given Sept 2008

2009E

Sources: IATA Economic Briefings September 2008. Hochtief, Dr Kalenda. IATA in Reuters Interview 19 Apr 08.

Profit of only $5.6 bn 
with sales of over $480 bn 
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Expected Net Loss for Airlines: What is happening? 

Demand reaction is stronger than fuel cost relief

� IATA retains its forecast for a USD 4.1 billion combined industry loss in 2009, 
stating that although fuel prices are now at half the recent peak, economies have 
“weakened sharply over the summer months” 

� “[The  airline industry is going through] a deeper, more protracted, more fundamental 
crisis than 9/11, the Gulf War or any of the previous shocks that have beset the 
industry since the age of mass air transport began in the 1970s.” 
(Willie Walsh, BA Chief Executive)

What is the demand reaction?

� In August, for the first time since SARS in 2003, there was a decline in the number of 
passengers travelling on both premium and economy tickets (-1.5% and -0.1% in 
Aug’08)

� Passengers travelling on premium tickets worldwide shrank at an accelerating rate 
for the third month in a row in Aug-08

� Slump in business travel

Eva Cronrath 16

Source: CAPA Crisis Briefing - 20-Oct-08

Source: CAPA - 22-Sept-08
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Demand Reaction to Financial Crisis

IATA premium traffic growth by region (% change yea r-on-year): Aug-08
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� All premium travel markets linked to the Asia Pacific region weakened significantly
� The transatlantic premium market is the USA’s only growing premium market
� Inner-European premium travel is comparably strongly affected: -8.5%
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Results of the Combined Effect: Demand �  + Cost �

Low Cost Carriers gaining market shares

� “ We’re clearly winning market share from our competitors… in a world where all you 
can see in the papers today is about credit crunch and cutbacks” 
(Andrew Harrison, easyJet CEO) 

� LCC will benefit from the current crisis as travellers are becoming more price 
sensitive

� LCC expand capacity while network airlines are shri nking/slowing

� Example BA: Stating “some risk” now surrounds its full year revenue forecast. 
– 4.8% reduction in passenger numbers in Sep-08, 
– including 8.6% in premium traffic (first decline in premium traffic since Sep-04)

Eva Cronrath 18

Source: CAPA, CAPA DATA “Winter comes early”

Due to recent developments the capacity divide grow s between 
network (reducing) airlines and LCCs (expanding)
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Full Service vs Low Cost Carriers (1)
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Full Service vs Low Cost Carriers (2)

Within Europe
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Who Are the Expanding and Shrinking Airlines?

Change in departed scheduled seat capacity wordwide  Q4-07 vs Q4-08

Ranking by Capacity Decline of Published Carriers abs olute � relative �

1 AA American Airlines - 4 220 100 -11%
2 UA United Airlines - 3 376 049 -11%
3 DL Delta Air Lines - 3 056 412 -9%

10 BA British Airways - 1 369 634 -10%
14 IB Iberia - 1 132 051 -11%
22 JK Spanair - 811 167 -23%
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22 JK Spanair - 811 167 -23%
24 SK SAS Scandinavian Airlines - 686 963 -7%
75 AF Air France - 199 744 -1%
92 AB Air Berlin - 129 680 -2%

(56) 753 KL KLM-Royal Dutch Airlines 203 778 3%
(30) 779 LH Lufthansa German Airlines 401 780 2%
(13) 796 EK Emirates Airlines 782 549 11%
(10) 799 U2 easyJet Airline 834 982 8%
(8) 801 DJ Virgin Blue 1 035 954 23%
(1) 808 FR Ryanair 2 451 897 16% D
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Airlines with low cost base are able to expand capa cities!
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What Is Scheduled for Q4?

OAG sees worldwide decline
� 5.2% decline in capacity, 6.1% in number of flights: 46.3 million fewer seats offered 

for October, November and December 2008, and 451,000 fewer flights

� The US domestic market will account for 21.4 million of the cutback in available 
seats, or 46% of the global decline, and 59% of the global drop in frequencies with 
265,000 fewer flights

� Figures for intra-Europe flights are 5% lower than for Q4 2007, and seat capacity is 
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What Is Scheduled for Q4?

Situation at regional level strongly impacts interc ontinental air service 

� Due to the developments in Europe and the US, traff ic on transatlantic and 
transpacific routes switches from growth to 3% drop

– In August, OAG figures showed that both were showing some growth

– Capacity reduction of 2.9% for transatlantic capacity (Earlier analysis: +2%)

Drop of 3.1% transpacific– Drop of 3.1% on transpacific routes compared with the previous nominal rise of 
0.2% year on year

� “This is all the more remarkable when you consider that airlines have a tendency to 
deploy their assets from domestic services to long-haul international markets in an 
economic downturn .” (Steve Casley, Chief Operating Officer of OAG)
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Source: OAG: revised 4thQ analysis (Oct8th)
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What Is Scheduled for Q4?

Situation at regional level strongly impacts interc ontinental air service 
� “We are seeing an interesting regional balance emerging” in the sense that clear 

regional differences are observed. (Steve Casley, Chief Operating Officer of OAG)

– European travellers facing double the number of capacity cuts identified in the 
August analysis

– Asian travellers with half as many now that all carriers have filed their winter 
schedules

���� Crisis hits harder/faster in Europe

� Number of Airports Losing Air Service Altogether Still Above 200

– 219 of the world’s airports are losing scheduled air service altogether

– Of these, 33 are in the US (15% of the global total); 94 (43%) are in the Asia 
Pacific region; and 45 (21%) are in Europe .

• Only very small airports, e.g. St Tropez (LTT), Odense (ODE)

���� These regions’ connectivity deteriorates majorly
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Source: OAG: revised 4thQ analysis (Oct8th)
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Which Airports Lose Most?

Change in departed scheduled seat capacity from Eur ope in Q4-07 vs Q4-08

Ranking European Airports rel. � abs. �

1 BCN Barcelona Spain -15.1% - 843 070
2 MAD Madrid Spain -9.4% - 837 244
3 MXP Milan (Malpensa) Italy -21.9% - 831 880
4 LGW London (Gatwick) UK -12.2% - 561 890
5 MAN Manchester UK -13.1% - 362 996
6 VIE Vienna Austria -8.7% - 324 692

~ 70% Iberia and Spanair

BA  -360‘ seats, easyJet +300‘
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7 ORY Paris (Orly) France -6.6% - 294 688
8 WAW Warsaw Poland -17.1% - 258 780
9 PRG Prague Czech Rep. -10.8% - 246 550

10 STN London (Stansted) UK -7.0% - 243 654
11 LTN London (Luton) UK -14.3% - 212 805
12 AGP Malaga Spain -10.2% - 182 284
13 LHR London (Heathrow) UK -1.6% - 181 816
14 VLC Valencia Spain -16.9% - 176 005
15 CTA Catania Italy -17.5% - 174 942
16 DTM Dortmund Germany -44.3% - 168 083
17 TFS Tenerife Canary Is. -20.6% - 167 918
18 BTS Bratislava Slovakia -31.9% - 153 174
19 BUD Budapest Hungary -10.0% - 139 622
20 HAM Hamburg Germany -6.1% - 139 261

easyJet -100‘ seats, Ryanair +42‘ 

easyJet -65‘ seats, Wizzair -48‘

germanwings -65‘ seats, LH -33‘

AF -127‘ seats
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Which Airports Lose Most?

Change in departed scheduled seat capacity Q4-07 vs  Q4-08

Ranking European Airports rel. � abs. �

1 BCN Barcelona Spain -15.1% -843070
2 MAD Madrid Spain -9.4% -837244
3 MXP Milan (Malpensa) Italy -21.9% -831880
4 LGW London (Gatwick) UK -12.2% -561890
5 MAN Manchester UK -13.1% -362996

Europe Worldwide
Ranking Global Airports rel. � abs. �

1 LAX Los Angeles(Intl) CA USA -12% -1250698
2 ORD Chicago(O'Hare) IL USA -10% -1192886
3 CGK Jakarta(Intl) Indonesia -19% -1084373
4 LAS Las Vegas(Intl) NV USA -14% -1040370
5 BCN Barcelona Spain -15% -843070
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5 MAN Manchester UK -13.1% -362996
6 VIE Vienna Austria -8.7% -324692
7 ORY Paris (Orly) France -6.6% -294688
8 WAW Warsaw Poland -17.1% -258780
9 PRG Prague Czech Rep. -10.8% -246550

10 STN London (Stansted) UK -7.0% -243654
11 LTN London (Luton) UK -14.3% -212805
12 AGP Malaga Spain -10.2% -182284
13 LHR London (Heathrow) UK -1.6% -181816
14 VLC Valencia Spain -16.9% -176005
15 CTA Catania Italy -17.5% -174942
16 DTM Dortmund Germany -44.3% -168083
17 TFS Tenerife Canary Is. -20.6% -167918
18 BTS Bratislava Slovakia -31.9% -153174
19 BUD Budapest Hungary -10.0% -139622
20 HAM Hamburg Germany -6.1% -139261

5 BCN Barcelona Spain -15% -843070
6 MAD Madrid Spain -9% -837244
7 MXP Milan (Malpensa) Italy -22% -831880
8 PHX Phoenix(Intl) AZ USA -11% -805960
9 MCO Orlando(Intl) FL USA -12% -696572

10 OAK Oakland CA USA -26% -689289
11 CVG Cincinnati(Intl) OH USA -22% -572695
12 DFW Dallas/Ft. Worth TX USA -6% -571591
13 MSP Minneapolis MN USA -10% -568538
14 LGW London(Gatwick) UK -12% -561890
15 HNL Honolulu Oahu HI USA -17% -527011
16 MDW Chicago(Midway) IL USA -15% -525029
17 IAH Houston TX USA -7% -483076
18 MCI Kansas City(Intl) MO USA -21% -473241
19 SJU San Juan(Intl) Puerto Rico -28% -469879
20 TSA Taipei Chinese Taipei -49% -462740 D
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Summing Up (1)

Aim: Spotlight two major developments in the aviati on industry in 2008

Q1&2: Drastic fuel price increase

� Fuel accounts for ~1/3 of airlines’ operating costs and increased by ~525% (‘00-Q2’08)

� The industry’s solutions: 1. Avoid over-capacity,  2. Consolidation (though scale along 
does not boost efficiency and profitability)

Q3: Financial CrisisQ3: Financial Crisis

� Two Effects : 1. Demand reductions,  2. Fuel price decrease

� Situation before Q3

– Economic crises have always strongly affected air travel

– GDP growth as an indicator for air traffic demand is forecasted to slow

– Airlines’ profitability is cyclic and varies widely along the aviation value chain; 
network carriers are generally least profitable

– Now: Expected net loss for airlines in 2008 and 2009

(contd.)
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Summing Up (2)

Q3: Financial Crisis (contd.) 

� What has happened in Q3?
– Demand reaction is stronger that fuel cost relief
– Demand cutbacks in premium segments, but also in leisure travel
– Crisis is a “sweet spot” for LCCs: lower costs and more price sensitive demand
– LCCs generally expand while network airlines cut back

� What is scheduled for Q4?
– LCCs gain market shares
– Worldwide traffic decline, especially strong in the US market, Europe in the 

middle range
– Transatlantic and transpacific markets are shrinking though airlines in crises 

usually tend to focus on intercontinental services
– Some airports lose air service altogether, deteriorating their regions’ connectivity
– Situation at regional level strongly impacts intercontinental air service

Eva Cronrath 28

What can be done? Is there advice?
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Can System Partnership Be a Solution?

Intercont air service is strongly impacted by regio nal level performance

� Airport, airline an ATC can each strengthen their position by committing to active 
collaboration!

System Partnership

WHY ?
� Future perspectives of all players are 

interdependent 

Eva Cronrath 29

ATC

Airport Airline

� Sustainable growth of system partners in 
global competition only together

� Competition between locations and business 
models, not single companies

� If wanted or not system partners at a location 
faced direct global competition by other 
systems

Active collaboration is mutually 
beneficial! It can majorly brighten 
future perspectives!
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Thank you very much for your attention!

Eva CronrathEva Cronrath
Consultant
+49 6151 3605-424
eva.cronrath@ecad-aviation.de

Lise-Meitner-Str.10, 64293 Darmstadt, Germany


