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Those who have studied the history of the airline business in the United States or have heard my speeches on the trends of the aviation industry know intuitively how important concrete can be to the profitability, or lack of profitability of any airline. Increased congestion, particularly at the hub airports, has continued to increase costs to the tune of billions of dollars annually. The very businesses that are again facing bankruptcy in the near future are bringing about their own demise by their fleet choices and route systems. This continued congestion has brought about the concept of “Demand Management” pricing and the threats of further slot controls in the New York City airport systems by the Bush Administration.

Concrete, in the form of additional runways or ramp space is the obvious solution to this problem, yet airline management continues to ignore the politics and economics involved regarding the issue of additional concrete to solve the congestion problem. Almost no one wants new runways or airports in their backyards and most politicians are too short sighted to realize the economic value that a major airport has on a regional economy.  With the current softening economic conditions the likelihood of any additional significant runway or ramp expansion projects happening within the US airport network is virtually zero. Furthermore, politicians are almost never going to fix an industries problem. The inevitable increased government regulation will destroy far more productivity than it will enhance. 

The failure of frequency Many of the airlines’ senior management members have bought into the concept that frequency is what the business customer demands. That argument might have been true during the 1990’s until 2001, but it has been a ridiculous idea ever since. The post 9-11 environment has seen transformation of two major portions of the air travel industry. The first has been the market share growth of the corporate aviation and the fractional ownership of business jets and second, the abysmal performance of the newly created Transportation Security Agency (TSA) in its handling of airport security and passenger screening. The primary marketing argument for frequency is that a business customer demands that their flights leave every hour is no longer economically viable. That same customer has been repeatedly delayed and frustrated at the screening checkpoint or with long departure taxi delays; in many cases that passenger now drives or utilizes fractional or corporate aviation assets to complete their travels. The air carriers can no longer provide high frequency type of schedule availability to every city pair based on old revenue models. The meteoric rise of the corporate aviation and fractional jet business with nearly 41% premium airline market penetration claimed in a recent report by Stanford Transportation Group[footnoteRef:2] should clearly show senior management that the premium pricing power of the Legacy Carriers may be gone for the foreseeable future[footnoteRef:3]. Four to five reliable flights per day with properly gauged airplanes made money for the legacy carriers until the introduction of the Small Jet[footnoteRef:4] (SJ), and could again; there is no need to provide seven to twelve flights per day to every city pair. [2:  See the studies summary here; http://www.businesswire.com/portal/site/google/?ndmViewId=news_view&newsId=20080616005501&newsLang=en]  [3:  Although Douglas Steenland, President and CEO of Northwest Airlines has made this argument for years, he has used it only as a lever to attempt to drive down labor cost, not as an effective reason to transform his airlines fleet and route system.]  [4:  The Small Jet, also known as the Regional Jet was initially a product of Bombardier of Canada. It was envisioned as a suitably fast alternative to the B-737 & DC-9 series of airplanes as a way to service long, thin routes in Canada. Comair began to utilize it within the United States and it rapidly replaced more efficient and cost effective Turboprop airframes. It was never envisioned that it would replace the 100 seat airframes being produced by Boeing and Airbus.] 


Fuel efficiency’s impact on airlines bottom line has never been more apparent. The industry standard small jet, the Canadair CRJ-50 has a fuel cost-fuel burn per available seat mile on par with the DC-9-30, clearly not an aircraft with which to build your business’s future profitability with widely varying fuel prices and oil fluctuating between $60-150 per barrel just in the last eighteen months. Despite the claims that passengers love the SJ, they only prefer it to a turboprop, not a full size airliner; Southwest Airlines has repeatedly hammered the Legacy Carriers in its television ads comparing the SJ and all its size issues with their Boeing 737 fleet.

The true cost of staff and its availability to operate this current system, now and in the future is seldom considered by air carrier’s upper management in its business plans. Donald Nyrop, former CEO of Northwest Airlines understood that people cost money and anything a business can do, it must do to minimize its headcount. The addition of every SJ to the system requires approximately six Captains, five First Officers and six and twelve flight attendants to staff each aircraft. Long term pilot availability trends within the US and world markets show an increasing demand with a rapidly shrinking pool of pilots. The cost of entry as a professional pilot is becoming prohibitive for an individual candidate, with most entry level pilot jobs paying approximately $25,000.00 per year and education and flight training prices exceeding $125,000.00 and still rising, the potential return on educational investment for a prospective entrant is blocking a high percentage of possible candidates from entering the industry. The continued downward pressure on pilot wages within the US is forcing many senior pilots to seek offshore employment, further accelerating this trend.  Offshore airlines have had to maintain in-house very expensive ab-initio pilot training programs for years. The US airline business model will not be able to absorb the cost of training from scratch every flight deck crew member it needs. 

Not considered by most airline analysts in the evaluation of a carrier’s financial performance is the additional cost per airframe of staff required for training, ground handling, regulatory compliance, fueling and bag handling, including the extra staff required to gate check outsized carryon baggage for the SJ passengers. Additionally the Air Traffic Control (ATC) system is woefully short staffed of full performance air traffic control specialists and the FAA has shown no leadership or innovation in its attempt to manage through its staffing crisis. According to National Air Traffic Controllers Association data, nearly every ATC facility in the United States is understaffed to the point of being unable to properly train replacement air traffic controllers[footnoteRef:5]. The FAA is literally eating its own seed corn by imposing draconian work rules causing many of its most experienced controllers retiring early at record rates. The additional strain on the (ATC) System and available concrete is going to preclude any expansion of the current airport capacity.   [5:  NATCA 2007 Staffing Press Release can be viewed here; http://www.natca.org/mediacenter/FY2007Staffing.msp] 


The solution for these problems is the rapid elimination of the SJ and also possibly the turboprop feeder aircraft from the Legacy Carriers systems. Regional airlines that operate on a per-departure or a cost-plus basis that are unable to stand alone profitably as an independent business should no longer be subsidized by their code share partners. On this count, Robert Crandall of American Airlines was wrong; you can lose money with smaller airplanes. The subcontracting cost associated with regional airline services does not justify the increase in passenger traffic that they bring to the Legacy Carriers. The change of gauge back to larger airframes will not impact the total available seats in many markets; it will instead provide more schedule sanity with an economically viable business model.

Not unlike the turbine engine’s enormous impact on the reliability of the airlines starting in the 1950’s, it is time for airline management to stop operating the Legacy Carriers like a reciprocating engine, with rapid out and back movements like a piston engine but instead, start flying their routes in a circle, like a turbine. Northwest Airlines, instead of flying two small jets from Detroit to the Iowa cities of Cedar Rapids and Des Moines three times a day, should fly one Airbus A319 or A320 on the same route with intermediate stops at one of the cities. A similar route flown by USAir from Charlotte, North Carolina to the Virginia cities to Richmond and Charlottesville with a Boeing 737 and a Bombardier DHC-8 could easily be flown by USAir’s A320’s far more efficiently. That would provide the carriers with several immediate benefits including increased utilization of the main line’s airframes, reduction in staff with the elimination of the SJ or turboprop aircraft, saved capital cost for the eliminated SJ airframe and type specific required ground equipment, reduced maintenance and logistical costs and the unseen benefits of excess licensed mechanics’ and pilots being furloughed into the system. 

Further, the major airlines would enjoy reduced total landing fees at the hub airports with one aircraft serving two “spoke” cities and not two arrivals and departures for every set of cities and the immediate effect of reduced ground delays and the related costs of such delays (Estimated to be $8.1 Billion in 2007 just within the US airspace system[footnoteRef:6]). Not all cities can profitably be provided air service by the free market, sometimes it’s best to serve a city like Toledo, Ohio from Detroit, Michigan or Eau Clair, Wisconsin to Minneapolis, Minnesota with a sign on the side of the highway, directing the potential customer to the hub airport, less than sixty miles away. The strain on the ATC system and hub airport and the related delay expenses do not justify the increased head count and airframe costs at the regional carriers, not to mention the enormous amount of capital required to equip, staff and operate those businesses. [6:  ATA’s 2007 delay cost estimate; http://www.airlines.org/economics/specialtopics/ATC+Delay+Cost.htm] 


In 1998, shortly after he retired from American Airlines, Robert Crandall spoke on several news shows; he mentioned in those interviews that there was only one thing the traveling public is willing to pay for. Don Nyrop of Northwest Airlines also told me the exact same thing several years before when I met him for the first time in Minneapolis at a cocktail partly when I asked him what was the secret to his success as NWA’s head for so many years. Surprisingly, John Dasberg, when he was the head of Northwest Airlines paid a consultant a large amount of money to learn this “secret”. Dasburg told my Captain Leadership School class this “secret” on the same day that Robert Crandall, who had recently retired and was interviewed by PBS,[footnoteRef:7] was speaking about the supposed NWA “secret” publicly. Dasburg claimed that this “secret” was proprietary and that NWA had a significant competitive advantage because he paid a consultant a huge sum of money for that information that none of the other carriers knew. That simple thing was this, people will only pay for reliable on time transportation, and everything else is fluff, a waste of time and capital.  [7:  Read a transcript here of one of the many interviews Crandall gave that week; http://www.pbs.org/newshour/bb/transportation/jan-june98/crandall_5-20.html] 


With that one fact in hand, every Legacy Carrier should look at its route system and fleet and immediately do two things: stop subcontracting for feeder services utilizing Small Jets and where possible, attempt to serve two cities with every hub airport departure utilizing a main line airframe. Herb Kelleher; one of the founders of SouthWest Airlines, is arguably the father of the successful Low Cost Carrier business model, the Legacy Carrier CEO who makes his airline complete this transformation first will see the entire industry follow his lead and will be remembered as the CEO, who like Kelleher, transformed the Legacy Carriers back into profitable businesses again.

For further information about this subject or to speak with the author, contact Laird & Associates at; www.lairdassoc.com
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