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The Barrier and Solution of the Development of Low-cost Air Transportation
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Under the situation that the global economy is slumping into a low ebb and the recovery is slow, Chinese
airlines have been gradually targeting back to domestic markets and began to reckon how to make much
money from the domestic market. A common and actual status of airlines is excess aircraft capacity.
However, for a country with 1.3 billion of population, it is less than 1 time per capita to travel by air. The
whole aviation industry is puzzling over how to stimulate the consumer demand. A great number of
service-oriented airlines is trying low-cost transportation. Only in this year, West Air and Juneyao Airlines
successively turned to take a low-cost line. Due to the special external situation of China’s civil aviation
sector, the low-cost air transportation has long been developing quite slowly. Either the size of these
airlines or their market shares are quite small. What does the lost-cost lack of for its success? Next, |
would like to discuss with you about my thinking about the solution for the development barriers of low
cost air transportation in the view of an airport authority.
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The operational status of domestic low-cost air transportation
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@ The operational status of domestic low-cost air transportation

Low-cost airlines popularly pursue the business principle of using low cost and low ticket
price in exchange of bigger market and realize sustained profit by efficient management and
low-cost operations. Theoretically speaking, the joining of low cost airlines to a market is
conducive to reduce the local air ticket price level, attracting potential consumers and
benefits the growth of local airport passenger throughputs. Viewing the operational status
of the three international and domestic low-cost airlines operated at XXIA, there is still a gap
existing to the expectation of both parties.
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Firstly, they have a limited contribution to the traffic volume of the airport.

In 2012, the market share of Spring Airlines and West Air in XXIA is 1.9%, lower than 3.5% of
the market share of all low-cost airlines in China. Air Asia entered into Xi’ an in November of
2012 by opening Bangkok to Xi” an Route. Its flights and passengers’ number account for 9.6%
and 13.4% respectively of the airport international business. Generally speaking, the passenger
volume of these three airlines accounts for 3.4% of the total passenger volume of XXIA and they
play a limited role in driving passenger volume.
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Market Shares of Low-cost Airlines in 2012
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Secondly, they are not special in direct income contributed to XXIA

Pursuant to Circular of CAAC on Relevant Issues of Preference of Passenger Service Fee of Civil Airports (MINHANGFA[2008]
No. 45). Low-cost airlines can get 20% to 30% discount of airport passenger fee and security check fee. Taking A320 as an
example, under the circumstance of flying the same route, the low-cost airlines with 95% of load factor and ordinary airlines
with 72% of load factor pay the same charges to the airport. Viewing from the statistic data of XXIA, currently, the average
load factor of other airlines which operate the same routes with low-cost airlines exceeds 72%. Hence, they contribute the
same direct revenue to the airport.
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Traffic Data of Route Xi’an to Shanghai Hongqgiao in September of 2013
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Airlines Air Route ATM Ratio PAXs Ratio Cargo& Mail | Load Factor
&1tThe Total 233 1.2 35086 15 3355 91.6%
B/ PR RPE-_EisaTHR
Spring Airlines XXIA to Shanghai Honggiao >7 24.5 9749 278 17.3 9>%
R PREZRIfH-_EIBALHXXIA to 8 | 369 12463 355 96.3 92.2%
China Eastern Shanghai Honggiao
i FEZRPE-_LiSET#TXXIA to
Shanghai Airlines Shanghai Honggiao 23 29 3356 2.6 22.7 86.8%
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Juneyao Airlines Shanghai Honggiao




20 PSZEBDRERNIGIR B HIR A

XIAN XIANYANG INTERNATIONAL AIRPORT co L1’
HERASE S ar——

(2) MEAAME GRS, &G REA

KBS E SR RF, BMAAMEAILATFTEGARLRI L 2R PHRL 2%, 28
AHEEHAA, TARABRSP LRI BEAMLNL A 6

thirdly , Viewing the international experiences, low-cost airlines have advantages in short
distance transportation. In particular, it plays an irreplaceable role in the operations of spoke
airports. The information published by CAAC shows that, in 2012, there are 122 airports with
passenger volume less than 1 million among 180 navigable airports in China, and low-cost
airlines enter to operate at only 4 of them. The same situation also happens in XXIA. All air

routes operated by low-cost airlines are matured air routes, and thus, they are unable to help
XXIA to expand its air route network.
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Air Routes of Low-cost Alrllnes In XXIA
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Airlines Air Routes Number of Airlines Operating This Air Route Daily Flight Volume of This Route
WA — P4 22— p 163
FRAT Honggiao-Xi'an-Honggiao 16 flights
Spring Airlines TR FH— P22 — LR 6 1431
Shenyang-Xi’an-Shenyang 14 flights
PhER AL A HR—PHZ—HK 8 203t
West Air Chonggin-Xi’an-Chonggin 20 flights
ML PHATL A SH-HZ-FH 3 23t
Air Asia Bangkok-Xi'an-Bangkok 2 flights
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The bottlenecks of the development of low-cost air Transportation
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(1)Embarrassed for pricing control

Viewing from the existing management system, Chinese airlines have the right of independent pricing within
certain ranges. However, the airport charges are completely priced by the government, and thus, Chinese
airports have disadvantages in negotiating prices with clients

On one hand, because big airports have matured and their passenger sources and revenues are ensured, low-
cost airlines can get higher load factors with lower ticket price. In addition, they can also enjoy preferences for
airport charges. With ensured income, those airlines have passion in investing more. On the other hand,
limited slots and high pressure on airport resources in peak season are popular in big airports. Under the
same circumstances that the low-cost airlines share the same airport facilities with other common airlines,
airports still have to give discount airport charges to them. Airports wish that airlines can improve the
utilization of non-golden slots and open new air routes. This is hard to be recognized by airlines. In addition,
the increasing pressure on airport capacity during the peak season makes airports continue to expand, this
leads to capital pressures on the airports.

Due to the aforesaid reasons, the current situation is that big airports have less passion on low-cost airlines
entry to operate the existing air routes. Medium and small sized airports have passion but low-cost airlines
have no interest. The advantage of price regulation of market fails to play full role.
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2.Pain in efficiency of aviation resources

The important premises for the airlines to achieve profit are efficient use of aircrafts, air
routes with sufficient passenger sources and slot support. Nevertheless, almost all the
domestic airports with annual passenger volume over 10 million are lack of slot resources
to some extent. For the newly developing and small scaled low-cost airlines, they have
occupied limited slot resource sand their competition with large scaled backbone airlines
for golden slots is becoming much fiercer. Those airports with sufficient slot resources have
limited market support. “There are no slots for profitable air routes and no profit for non-
profitable air routes” is the reflection of the present situation, which makes it harder for
low-cost airlines to achieve high aircraft utilization ratio.

In addition, as the large-scaled hub airports have stress on airport resources, they cannot
satisfy the low-cost airlines’ requirements like exclusive security checkpoints and fixed
boarding bridges. Moreover, other factors of strict air traffic control, long taxiing time and
the like, cannot ensure a quick transit service for the low-cost airlines.
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3. Hidden danger of lack of recognition
As an exotic newly entry into China, the general public has poor knowledge about low-cost air
transportation. The people’s recognition is decreasing and lessening with the geographic
locations. For example, the people in the third-tier and fourth-tier cities have less knowledge
than the people in the first-tier and second-tier cities. Some people, who have ever taken the
flights of low-cost airlines, usually cannot recognize the different service provided.
Meanwhile, low-cost airlines mainly rely on their own internet ticketing system. It needs some
time to change the conception of the passengers who have been used to telephone booking and
paying upon door-to-door ticket delivery and the elder passengers who cannot use e-commerce
as well. The market of low-cost air transportation needs to be further expanded.
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4.Difficulties in lack of network

Compare with the matured aviation market in the world, the actual situation in China is that:
one airport serves one city except for Beijing and Shanghai cities. We seldom consider
reconstructing or building a dedicated terminal for low-cost airlines even in airports with
multiple terminal buildings. The airport categories and quantities in China do not allow
aircraft carriers like the foreign low-cost airlines to select airports with different service
charging standards based on their own business strategies. In addition, the total number of
airports is not sufficient. The density of civil airports in China is 2.5 airports per 10000 square
kilometers. However, in the Unites States and England, there are 5.9 airports per every
10000 square kilometers and 5.7 airports per 10000 square kilometers respectively. Due to

the small quantity of airports, it’s hard to get scale efficiency through network and cost
control is restrained.
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[1l.Some ideas on resolving the development puzzle of low cost airlines.
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According to the relevant research report from Cl Consulting,
passenger throughput of Chinese high-speed train and highway
is 14 billion. It is assumed that 20% of these passengers can be
transferred into 30% of low cost airlines’ passengers. There will
be 840 million potential passengers. Such a huge potential
market has caught the attention of global low cost

airlines. Previously, China’s civil aviation competent authority
has published some policies of supporting low cost

airlines’ development, airports think, there should be more
support given from the following 6 aspects:
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1. Improve the marketization progress. The government shall provide an absolutely fair
and open platform for benign development of all the business entities including airports and
airlines, relax price control, give the right of bargaining and pricing to the market, let the
market to decide survival of the fittest.
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2. Speed up the opening of airspace. At present, Chinese airspace is restricted by the
management system, air routes and release interval limitation. The flight flow decreased
massively which has a multiplier effect, and it makes the transit time unable to be reduced and
the aircraft utilization unable to be increased. Open of airspace and import of new technologies
can not only improve the operational efficiency, but also release lots of slot resources. This will
help the low cost airlines to achieve profitability by higher flight frequency.
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3. Clear strategic positioning. Under the master
plan of CAAC, low cost airlines should clarify
their development ideas, communicate with
targeting airports, strive for getting support from
local airports, try to reach common ground on
aspects like ground handling and reduction or
exemption of charges. The airports can then
arrange their follow-up constructions and fund
in order to realize the goal of constructing green
and intensive airports. Big airports can also
consider renovating the old terminals as base of
low cost airlines.
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4. Break the industrial monopoly of
computer booking system. The United
States has 9 seat booking center, but
China had only one, no more

choice. Moreover, charges of CRS
expenses are also very high because of
their relatively monopoly position. Airlines
have the right to choose building up their
own systems, but looking from a long run,
we need to release access restrictions so
as to better improve service level of the
overall civil aviation industry.
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5. Diversification of marketing and services. It is not hard to find out from the successful
experiences of low cost airlines, that the stronger of your marketing channel penetration to
the market, the stronger of your ability for ingesting passengers and cargo. The unigueness
and comfort of service products can increase not only the profit sources of low cost airlines
but also change the concept of our passengers to low cost airlines, and attract time-
sensitive passengers like business travelers as well. Channels and crossover will become a
new path for the airlines to keep in competitiveness and their profits.

START YOUR BUSINESS
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6. Policy support. The feature of low cost

airlines are low ticket price and high density of

shuttle flights, which are benefit to the

development of under developed areas and

spoke airports. The government can provide

more preferential policies to support the

operations of this kind of routes, and more

policy support on aviation right and slots to <O

these airlines for opening international routes. e &
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