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The Glohal r\irliner lrrdust:1

pronrote conrpelition in llre irrdustry. lt has (rnly been in the periocl silce thc econoruic
dcre-qLrlation ol-airlines, beginning with the United States in 1978. that cost e[[.iciencr,.

operating prol-itability, and compelitive hehavior have becorne the clorninant issues Iacing
airlinc rnanagerneirt Airline delegulation or. rrt leasl-. "liberalization" has now sprcad fhr
beyond the United States to rnost of the industrialized world, affecting both donrcstic air travel

rvilhin each country and. perhaps more iluportantly. the curtinuing evolution ol'u highly
cornpet iLi r, c i nterr tiLtiorral iLi rl inc i ndLrstry.

Toclay. the global airline industry consists rlI ovor 140(J corrnrercial airiirres r)penlting nrore

than 2-5 000 cornnre rcial aircrali and provicling service ti.) over'3ti00 uirprrrls (ATAC. 2() l4). In
l0 ll. the world's airlines llew nrore Lhan 36 nrilliorr critnrrrerciai tlights and tr'ar'lsl)orle(l

roLrghly l.l billion passet)sels (IATA, 2()1,1a). The grr.rrr,'th rr['u,orld ail tl"avel hrrs averaged

a;rprorinrately 5'h per ycar clver the past 30 1,ears. wilh su bstcrltial lrearly vrriltir)ns d ur: to bolh
changing economic condilious and ditrIer-ences in ecorti)urie growth in clilTerent regiorrs of'lhe
\\rrr1d. Historicirlly, the annual growth in air travel has l,een aboul lwice the annual -erowlh in
gross domestic product (CDP). althoLrgh this relationship has been weakening in aclvanced

ecortomjes in tecenl yeals. Even under relatively conservative assurnptions concentinr.r

economic growth ovr:r the ncxt [0--t-5 yeals.,] conliruecl ,1 -59i' urrrual gro\'\rlh in global

air travel rvill lead to rr doublirrq ol-total air tralel during this peliod.
The annual grow'th l-alcs il pussclrg,er air lral'[c. measured irr revenue passenger kiloureters

(RPKs) (sce Chliptcr I l'<lr definitiorisj. :ue slrorvrr in grea(er detiiil in }rigrrre l. [. lbr the period
198:1 201_1. The principal driver of air travel tlerlrand is econqrrnic grlrwth: clver the i:rericxl
shor.vn in Figure l.l. ttre 5 (r7c average arrnLral growttr ir air trar,ul has been f-ed bv trt ;tve Laue

l-ilt annual GDP -erowth worldivide- Huu,ever" Lherc har ltcen substantial variirtrilitl, liolrt
vear to year', as ivell as dil-l'ercnces betweeu IJS and t'ron-t,lS airlines. Worlcl |assen-rer air lraffic
grorvth has been pclsitii.e in all years shown, *,ith only three exceptions. Tlafic declined in

15./"

e US airlines
s World total

-5"/o

-1O/o

Figure 1.1 Annual RPK growth rates 1984-2013. (Dara sources: Air Transport Association; ICAO)
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Figure 1.3 Growth of air freight volumes by world region" (Data sources: ICAO, 19111005; IATA,
ztn6-2013)

In the US aidine industty, approximxe\ 7A cerlihcated passenger airlines aperate close to
l0 rnillion flight departures per year, and carry approximately one-quarter of the worlcl's total
air passengers - US airlines enplaned 743 million passengers in 2013. US airlines (both cargo
and passengetJ reported $200 billion in total operating levenues, with approximately 580 000
employees and 6700 aircraft operating over 25 000 flights per day (Airlines for America,
2014a). The economic impacts of the airline industry range from its direcl eff'ects on air-line
employment, company profitability, and net worth to the less direct but very important effects
orr the akcraft manufacturing industry, airports, and tourism, not to mention the economic
irnpact on virtually every other activity that the ability to travel by air generates,

Commercial aviation contributes 57o of the US GDP, according to recent estimates (,Airlines
forAmerica, 2014a)- Worldwide, the global economic impact ofaviation has been estimated to be
about3.47o of world GDP ormore than US$2.4 trillion in2Al2 (ATAG, 2014)"These estimatros
include direct" indirect, induced, and catalytic economic impacts, but do not include additional
economic benefiLs such as employmelt or business activity made possible by air transportation.

The economic importance of the airline industry, and, in tum, its repercussions on so many
other major industries, makes the volatility of airline profits and their dependence on good
economic conditions a serious national and international concem. As shown in Figure 1.4,lhe
total tret profits of world airlines have been cyclical and extremely variable since the start of
deregulation in 1978. After the world airline industry posted four consecutive years of losses
totaling over $22 billion from 1990 to 1993, as a result of the Gulf War and subsequent
economic recession, it returrred to record profilability in the lare 1990s. Even more dramatic
were the industry's plunges iuto record losses between 2001 and 20A5, anrt then again in
2008:2009- The string of profrtable year-s since 2010 gives the industry its first period of
sustained prolitability since the late 1990s.

1. 1 . 1 Deregulation and Liberalizcttion Worldwide

Since the deregulation of US airlines in 1978, the pressure on governments to reduce their
involvement in the economic regulation of airlines has spr-ead to most of the rest o1 the world.
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