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BUBINESS

PRESSURE

AS AIRLINES BECOME MORE STREAMLINED AND
PROFITABLE, FLYERS FACE AN EVER TIGHTER SQUEEZE

BY BILL SAPORITO/LGA TO FLL/MIA TO LAX TO JFK




IF YOU WANT SOME INSIGHT INTO WHY

THE DEPARTMENT OF JUSTICE PUT A

GATE HOLD ON THE MERGER BETWEEN

AMERICAN AIRLINES AND US AIRWAYS,

HERE’S A NUMBER TO PONDER:

13 MILLION SEATS—GONE.

¥ alrplans
appeared over the past oved

h. ime. the |ndustry contin

fram the system by airlines as they re
duce capacity, Accarding to the website
Aviation DataMiner, these cuts have
come from across the Industry, Only
ultra low cost carriers Spirit and Alle
giant are growing.

e (and what call fees—along
with a frw other words) for everything
from checked baggage 10 so-called pre-
mium mnmy seats, priosity boarding,

restricted corparate customers with ghob
a1 alliances and frequers flyer programs
that offer better seats and upgrades. But
wwven far the top ranks of flyers, belts are
vightening—Delia announced that it
wu!dbuddhugupndln“mmmh.

“The fre ace part f a straegy to de.
i ™ air travel.

" in

fecent n omwxbr rwu
ingona and

With fewer seats
tic load factor—the percentape of seats
filled—reached a recond of B7.1% in June.
J\Hmhmhllnkam T{DITH prowth

experience” Translated, nm mﬂm you
pay to get on the plane. then keep pay
Ing wntil you reach the level of comfart

and service that matches your lifestyle or

£ prom
iscs mare cramp for mare cash.
‘That reality became painfully obvious

BI04
T Lz

Prund e b
D e it v

. George,
foe the ko cost r.l\‘rl:r [etBliae, “has ta de-
ehde what they value”

The fareandfee sirategy has re
warded the industry with plump profits.
Last year, Delta's net prodit hit sr.6 bil
lian on rising revenue and profit per
passenger; the industry's pretax profit
margln is up B percentage poleis since

wl.rle-bndy t03 vast sum 1o be cosseted
The

countey i late August, “You eant g out
with fights that aren’t filled” says Blalr
Pameray, an aviation expert with cansul
tancy Oliver Wyman. “The load factor is
up 20 points in the last two decades. They
have gotten that increase by tllmhuling
margenal flights.” Fares are rising because
airlines have stopped chasing market
share. Instead, they've tried to maximize
'|1|vrl from existing customsers by upsiz-
«r dwnslﬂng thelr equipment and
ad timetables. That means, in scme
ﬂiﬂ.m.lhng fewer trips with largerjets.
Or sometimes just the apposite: flying
smaller jets that are cheaper to operate.
This i why you are stuck on a 7o-seat
Embraer 175 for close 1o foar hours from
Pittsburgh to Denver rather th

inb majar carriers, of
course, abiotry to lock In theiskess budper.

‘THE LOAD FACTOR 1S

UP 20 POINTS IN THE.
LAST TWO DECADES..
THEY HAVE GOTTEN THAT
INCREASE BY ELIMINATING
MARGINAL FLIGHTS.

comfortable Boeing 737 or Adrbus Asao.

with Diver Wyman

2005 Mare i carriers have de
wveloped the operational discipline 10 sus
tain these profit bevels for years, a8 long
a5 fuel prices rensain martageable. “The
legacy airlines wsed to be ran like gav
ernment agencies and not hungry busi
nesses.” says Pameray. “These days are
aver” Indeed. In July, American racked
up $349 million in mnlnp ot a bad
‘ounee back from beleg breke.

How did we get here? You have 1o go
back 1o avod, when oil reached $147 2
‘barrel and jet fuel peaked a1 4385 2 gal-
Toa, The domestic airline industry lest

nearly fo billian that year. Strsggling
Northwest Ai i '3

i~

Delta, doaming Northwest's struggling
Memphis Bk for Delta, it was so loay
Cincinnatl, In saro, United wndted wit
Continental. Cleveland ks petting per
wvous abous being dumped. And US Air
ways' earlier merger with America West

ended Pittsburgh's hub dream. In >
fng. the combined twnpmln whran
their footprints—and their

Asof o2, jet fuel prices uﬂmmw,
atthe same bevel asin 2008, yet the indus-
try made showt $2.3 billion. A new age
bas dawned.

Lean, Mean and Nothing in Between

TIE MIXED GLO P TIE NEW AVIATION

age arean fu
LaGuardia pr«l.whm T walt in ol
lapgage-check in line for aSpirit Airlines
flight headed for Fort Lauderdale. Fla The
scene is chaotic as passengers lugging
shopping bags, boxes and all manmer of
comtaimers frantically attempt 1o repack
so they can avold bag c!

“The flight looks full despite 3 £50 a.m.
departure. Spirit often flies vampire hours
takeepits planes in the air as mssch a8 pos-
sbile, How about a 3o pam. Eight 1o Pla
bargh, XY, from Fort ., and
retarm at pgoam.? It flled with Canadi
ans escagiing high priced fares in Toronto.

On board, seating is tight. Spirit gets
a8 passerpers on (10 Adrbus 130e ve. 15
flor, say, fetBlae's Alrbus 3215 The gay st
ting next to me, in the middle sext, has
his knees jammed into the seat in frons
of him, Becagse 1 pmd 825 exira o gri 3
windew seat Beat ta the emergency exi,
there's ma chair in fromt of me lcan
stretch out my &6t 2in. frame. The firss
row goes for another §50, Advertising is

pasted on the amhnd compartments
mdim'uble

Spirit has hmmr today’s most profit
abe airtine by attracting passengers who
otherwise wouldnt fiy: low mngin cus
tansers the netwoek carriers no ko
glr “The stmplm way we mlh:ﬂ

rlt marked,

the tickets themselves”
Here's how Baldanza summarizes

intervening marginal hubs" 1
fior instance, that 51 Lowis, once a hub
e TWA and American, is
0 lomper & Western gateway. Al
back finding direct service to Omaha—oe
much of any service to Sioux Falls, 5.0,
Closing midsize hubs “created an indus-
try that is financially nsone stabie for the
first time kn & long, long time,” Baldanea
tells Tk, 1t's pood foe consumers in the
sense that a stable industry has value,
bt mot 30 good in that there are fevwer

i
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“THE AIRLINES THAT WERE
PERENNIALLY SUCCESSFUL
WERE REALLY AT TME
EXTREMES, WE REALTED
THEY WERE EITHER HIGH
TOUCH LIKE EMIRATES, OR
LOW COST LIKE RYANAR"
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