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PREDICAMENTS AND CHALLENGES: A STUDY OF INDIAN AIRLINE INDUSTRY

RAIS AHMAD KHAN
Ph.D. RESEARCH SCHOLAR
DEPARTMENT OF COMMERCE
ANNAMALAI UNIVERSITY
ANNAMALAI NAGAR

Dr. K.GOVINDARAJAN
PROFESSOR & HEAD
COMMERCE WING - DDE
ANNAMALAI UNIVERSITY
ANNAMALAI NAGAR

ABSTRACT

Due to the ever-increasing costs, airline industry is facing the difficulty. India's airline sector stands up to the crisis and races against its fastest growing global
competitors. Enhancement in affordability and connectivity add to the expected improvement in both passengers and cargo traffic. Large public and private invest-
ments which are supported by government initiatives in air travel infrastructure are expected to pour in the airline industry. The restrictions on foreign ownership
and labor laws have kept the industry away from innovating. So instead of protective measures like, survival fund, bailouts, airlines need to work with government
to tackle longer-term problems. Missions like bringing low cost carrier for an average Indian who dreams to travel by air once in life and secondly building more
runways, running airports more efficiently, and reining in labor costs. At present, India is the ninth largest civil airline market with a size of around USS 16 billion.
The growth of the airline industry is also expected to boost other sectors from manufacturers, ground handling services, tourism boards, shippers. Aircraft move-
ment as of July 2016 at Indian airports was 168,400, which was a 14.3 percent increase over that observed during the same period last year. The global aircraft
movement was also increased by 8.2 percent, compared to last year. The Centre for Asia Pacific Airline (CAPA) states that domestic air traffic is expected to cross
100 million passengers by financial year 2017, compared to 81 million passengers in 2015. The present Study will focus on Challenges and Predicaments of Indian
Airline Industry.

KEYWORDS

enhancement, predicaments, challenges, modernizations and Indian airlines.

JEL CODE
L93

INTRODUCTION

istorically, the Indian airline sector has been a foot-dragger relative to its growth potential due to unnecessary, government ownership and regulations of
%airlines and resulting high cost of air travel. However, this has changed rapidly over the last decade with the sector showing explosive growth supported by

structural reforms, airport modernizations, entry of private airlines, adoption of low fare - no frills models and improvement in service standards. Like
elsewhere in the world, air travel is being transformed into a mode of mass transportation and is gradually shedding its elitist image. Indian Airline Industry
promises huge growth potential due to large and growing middle class population, favourable demographics, rapid economic growth, higher disposable incomes,
rising aspirations of the middle class, and overall low penetration levels. The Indian Airline Industry has been going through a chaotic phase over the past several
years facing multiple headwinds — high oil prices and limited pricing power contributed by industry wide over capacity and periods of subdued demand growth.
Over the near term the challenges facing the airline operators are related to high debt burden and liquidity constraints — most operators need significant equity
infusion to effect a meaningful improvement in balance sheet. Improved financial profile would also allow these players to focus on steps to improve long term
viability and brand building through differentiated customer service. Over the long term the operators need to focus on improving cost structure, through ration-
alization at all levels including mix of fleet and routes, aimed at cost efficiency. The first commercial flight in India took-off in, 1911, when a French pilot Monsei-
gneur Piguet flew airmails from Allahabad to Naini, covering a distance of about 10 km in as many minutes. Tata Services became Tata Airlines and then Air-India
and spread its wings as Air-India International. The domestic airline scene, however, was chaotic. When the American Tenth Air Force in India disposed of its planes
at throwaway prices, 11 domestic airlines sprang up, scrambling for traffic that could sustain only two or three. In 1953, the government nationalized the airlines,
merged them, and created Indian Airlines. For the next 25 years JRD Tata remained the chairman of Air-India and a director on the board of Indian Airlines. After
JRD left, voracious unions mushroomed, spawned on the pork barrel jobs created by politicians. In 1999, A-l had 700 employees per plane; today it has 474 whereas
other airlines have 350.

CONSEQUENCE OF ENVIRONMENTAL FACTORS ON AIRLINE INDUSTRY

There are various significant atmospheric factors that have serious air disasters as well as frequent flight schedule disruptions. The major atmospheric hazards are
thunderstorms, lightning, hail, icing, wind shear, heavy precipitation, heavy rain, low cloud etc. The cause of large number of accident and incident is thunderstorm.
Weather is one of the major cause and explicit factor of airline accidents and incidents. Airline is highly weather dependent. Weather factor contribute to accident
to occur and enhance the probability and effects of other factors such as heavy weather and poor visibility may increase the possibility of pilot errors and collision
with terrain or with other aircraft. Natural disasters have bad impact on aircraft flights and airport infrastructure. Volcanic eruptions and earthquake are natural
calamities that affect the airplanes. Earthquakes are the most destructive disasters for airports, airline facilities. The aerodynamic performance is correlated with
the altitude. The air density increases at lower altitude, decrease in altitude increases the aircraft performance and air density decreases at higher altitude, increase
in altitude decrease the aircraft performance, hence density of air and altitude have profound effect on engine and aircraft performance. Aircraft require long
runways to take off at higher elevation airports because the rate of climb of aircraft is lesser than its approach and true air speed is higher than the indicated air
speed as a result landing roll will be longer. As aircraft move towards the higher altitude temperature as well as air density decreases. Atmospheric temperature
also affects the aircraft performance. Aircraft will require long runway to take off, poor rate of climb and faster approach when temperature of atmosphere is very
high as a result landing roll will be longer. When high temperature and high elevation combines a situation arises that aerodynamically reduces the performance
of the airplane. Sometimes humidity also became a factor that deteriorates the performance of aircraft. Humidity refers to the maximum amount of water content
in the atmosphere. When humidity is higher water content in atmosphere will more that will affect the engine power which leads to loss of aircraft performance.
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ACHIEVEMENTS OF FARE SEGMENTATION FOR AIRLINE INDUSTRY

Fare segmentation is possible because each consumer has a different purpose and perceived value of an airline trip Deregulation and the resulting segmentation
of fares have benefited consumers on both ends of the spectrum. Business and other ‘service oriented’ passengers are able to purchase tickets and travel at the
last minute and leisure or ‘price driven’ passengers are able to find fares that allow them to bring their families, take multiple trips or stay at their destination
longer afford higher-end accommodations. During the period immediately following deregulation airlines struggled to find ways to compete in an open market. In
addition to competing with other airlines, airlines compete with a number of alternatives available to the travelling public, the family minivan, the corporate jet
and the telephone to name a few. Although the utility for particular product features varies along a spectrum of possibilities, air passengers can roughly be
categorized into those which are highly ‘service oriented’ and those which are “price driven”. An airline’s ability to tailor product features and fares to the desires
of these different classifications allows the airline to increase the output of products available to both types of passengers and has made it possible to increase
load factors dramatically since deregulation. The higher end of the fare segmentation graph also has benefits for the ‘price driven’ consumer. In addition to “saving
seats” for the “service oriented” consumer, higher priced seats have made it possible for the airlines to offer deeply discounted fares to consumers who are more
prices sensitive. In total, all full fare passengers purchased 10.7 per cent of the tickets sold in our example leaving 89.3 per cent of the tickets purchased at a
discount. In terms of revenue generated discount fares accounted for 72 per cent of the revenue and full fare tickets accounted for 28 per cent. A move to re-
regulation of the airline industry would allow the service oriented passenger to fly for less but unnecessarily penalize the “price driven” passenger through fare
increases. Airlines would no longer be able to balance-out the deeply discounted fares with the higher fares paid by “service oriented” passengers. Rather than
having 40-45 per cent of the passengers purchasing tickets at 25-49 per cent of the full fare, we would have more passengers paying closer to full price. To
understand the roots of chaotic pricing in the airline industry, it is necessary to know the unique nature of competition that exists in the industry. In order to
develop the most coherent model for airline pricing determination, the industry is modelled in terms of monopolistic competition. As a whole, the airline industry
follows the monopolistic competition model quite well. The barriers to starting an airline are actually relatively small when compared to many industries. Initial
start-up costs of an airline are expensive, but sufficient financing has always been readily available to fund these costs. Also, airlines often do not own their
airplanes, favouring instead to take advantage of the lower initial costs of leasing aircraft for short periods.

HOW AIRLINE INDUSTRY DEVELOP THE PRICE STRUCTURE

Essentially finding alternatives to air travel will causes airlines to lose out on their most critical customers for producing revenue. As the information technology
revolution continues, it may become more conceivable for business to be conducted through teleconferencing rather than in-person. As a result, the airlines will
have to stop discriminating against business travellers in order to keep them flying. This will signify a major change in the strategy that airlines use to price. Other
technological advances such as the growth of internet travel bookings signify that the airlines must upgrade their pricing methods into the 21st century. Never-
theless, market segmentation and price discrimination tactics have played a significant role in assuring the continued dominance of major airlines. Although airfares
seem to change so chaotically, the system itself can be seen quite simply as evolving from the major airlines need to segment each customer based 29 on their
willingness to pay for travel. Once this is determined from computer reservation systems, the airline simply follows through by discriminatorily pricing to steal
consumer surplus. Airline pricing was drastically changed by the influx of low-cost airlines brought by deregulation and the creation of computer reservation
systems. The revolutionary concept of varied pricing according to demand is one of the sole reasons that the major airlines were able to fend off the low-cost
airlines and increase their dominance of the nation’s air transportation needs. Deregulation has made air travel affordable for a much larger portion of the popu-
lation.

CHALLENGES FACED BY AIRLINE INDUSTRY

Following an era of radical development, Indian Airlines are engrossed with the challenges that impact the industry across the globe, including High Airline Turbine

Fuel, Huge Capacity, Huge Debt Burden, Rising Labour Costs, Lack of Technical Manpower and Safety and Security.

1.  High Airline Turbine Fuel (ATF) Prices: The Total Operating Costs of Airline Industry for ATF price is around 80 per cent. ATF prices have almost doubled over
the last year and across the world it continues to be plagued with high ATF prices which have demonstrated the inverse relationship between airline stock
prices and fuel prices. All Indian carriers are feeling the heat and are desperately resorting to measures like cutting routes, increasing fuel surcharge, pro-
moting the use of e-tickets and charging for food items to reduce their losses. Increasing air fares have worked against the logic of increasing profits, as it
has resulted in decreased air traffic. Besides focusing on designing fuel efficient engines, aircraft manufacturers are developing sustainable bio-fuels which
will give them some relief from the vulnerability of profits due to consistently rising fuel prices.

2. Huge Capacity: Driven by the drastically increasing passenger traffic over the last 3 years, almost all Indian airlines build their capacity assuming the growth
would continue over the next few years. Several new aircrafts were bought within a short span of time which resulted in excess capacity of around 15 % to
20 %. According to industry experts, around 17 per cent of the current fleets are scheduled for delivery during the next 3 years. Even though the industry
grew above 40 %, almost half of the growth was primarily stimulated due to low fares. Maintaining such low levels of fares will be difficult due to excess
capacity, especially during the ongoing global slowdown. Consolidation therefore seems to be the next logical step to get rid of this excess capacity problem.

3.  Huge Debt Burden: Efficient profits and increasing passenger traffic saw airlines raising significant amount of capital from Financial Institutions and Banks to
fund their aggressive expansion plans. Banks also were liberal in lending airlines. Restructuring this huge amount of leverage will be a challenge as resorting
to equity capital will also be equally difficult during economic slowdown.

4. Rising Labour Costs: As fuel prices have plunged, employee pay and benefits have been returned as airlines’ biggest expense item. Because the industry —
which not too long ago was mired in red ink —appears to be minting money now, its pilots, flight attendants and mechanics. Labour Costs are largely fixed in
the short-term. Labour accounts for 35 per cent of the total of airlines’ operating cost which accounts for 75 per cent of all non-fixed costs. During downturns,
management looks to cut labour costs by laying off workers or reducing their pay or benefits.

5. Lack of Technical Manpower: The Civil Airline Sector is facing acute manpower shortage, especially in the technical cadre. As per estimates of the Sub-Group
on Human Resource Development for the Civil Airline Sector, India would need 5,400 pilots by the end of the 2012.Similarly the demand for Aircraft Mainte-
nance Engineers and Air Traffic Controllers would rise with the increasing number of flights and the new airports. Pilots and airline pilots in particular, need
to be trained as older ones retire. However, for training the pilots, there is an acute shortage of qualified Flying Instructors.

6. Safety and Security: There is a need for surveillance, surprise checks, safety oversight audits, and enhanced accident prevention activity system. Given the
high intensity serial bombings witnessed across several parts of the country in the past few years, there is a need to review and upgrade the nature of security
and safety measures provided at the country’s airports to mitigate against any drastic measures planned against Indian airline sector by any form of terrorism.

MARKET SIZE

It has been reported that the air traffic in India has increased over the last five years both in terms of aircraft movement and passenger traffic. The compound
annual growth rate (CAGR) of total aircraft movements was 3.3% and of passengers 5.6% during FY11 to FY16. In the next five years too, in terms of the aircraft
movements, passengers and freights, the airline sector is expected to grow, according to the Airports Authority of India (AAl). The job market in this sector is also
expected to improve in 2017 with a number of new airlines coming up. Globally, it stands ninth in the civil airline market. It ranks fourth in domestic passenger
volume. It has been reported that by 2020 the civil airline market in the country will become the world’s third largest and is expected to be the largest by 2030
and this sounds really good.
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WHAT LIES AHEAD?

The launching of the new airlines can be an airline boom in the country as it will lead to an increase in the number of flights, lower prices, more demand for ground
staff and trained crew, including a rise in finance and leasing activities. However, the real challenge of the Indian airline industry is to manage the unprecedented
growth of air traffic with safety. The increase in air traffic has raised the demand for aircrafts. But at the same time, it has also posed a problem of modernising
the airport and air navigation infrastructure so that safe, efficient and orderly operations are ensured. There is an urgent need to study the causes of the issues
and address them so as not to obstruct the growth path of the airline sector. And we should remember that even today, access to airline is still a distant dream
for the poor and the lower middle class sections of its vast population. So there is a large untapped potential for growth in the industry as well. It is necessary for
the stakeholders to engage and collaborate with the policy-makers to implement efficient and rational decisions that will shape the future of the airline industry.

TAKE AWAYS

India’s airline market is still untapped with ample growth opportunities. Flying is still considered expensive for the majority of the population, out of which around
40 percent is in the upwardly mobile middle class. While the new civil airline policy is in the right direction, more can be done to further grow the sector. Airport
charges, landing fees, and airline fuel in India remain some of the highest in the world. If, the government addresses these concerns with the right policies and
focus on quality, cost, and passenger interest, India can easily become a larger and much more successful airline market. The airlines sector is one of the most
challenging sectors of the economy. The government must take progressive stand, rationalize the tax structure, and play supportive role to strengthen the com-
petitiveness of the private players. The monopoly of public sector oil companies should be curtailed and private players should be allowed to supply fuel to airlines.
Attracting foreign investment and alternative ways to infuse equity should be explored. The management efficiency and talent is one of the most important aspects
of the airline sector. Indigo has shown that financial discipline and a dedicated team can turn out profits in challenging operating environment. Airline Industry
cannot always blame government for all the problems, the management should introspect and set its house in order.

CONCLUSION

While the Indian airline market is extremely competitive, airlines operating in the country are expected to record operating profits of USS$ 1.29 billion in 2016. The
air transport sector supports 8 million jobs and contributes around USS$ 72 billion to the GDP. Foreign investment in the sector from April 2000 to March 2016 was
valued at US$ 931.05 billion. India’s airline market is still untapped with ample growth opportunities. Flying is still considered expensive for the majority of the
population, out of which around 40 percent is in the upwardly mobile middle class. While the new civil airline policy is in the right direction, more can be done to
further grow the sector. Airport charges, landing fees, and airline fuel in India remain some of the highest in the world. If the government addresses these concerns
with the right policies, and focus on quality, cost, and passenger interest — India can easily become a larger and much more successful airline market. In airline
industry’s, the rise in the number of alliances will help in promote the growth of airline sector in India. Indian Airline Industry is looking forward to more consoli-
dations. By 2025 passenger boarding expected to double and by the same time aircraft operations are expected to triple, the number of passengers travelling by
air is on rise. Airfares are fully transparent to the public and travellers are choosing the lowest price option because of the Internet and round the clock search
facility. Even business travellers, who have been less price sensitive, are resisting fare increases. Travellers are not giving preference to brand but the only premiums
they are willing to pay for are time of —day and direct flights. Great threats are being posed by the low cost carriers to legacy carriers, as a result of which they are
reshuffle, their pricing policies. Apart from this, they are also facing competition from overseas players. Airline Turbine Fuel prices have been increased by 3.5 per
cent, in line with the rise in international oil prices. Because of this there is a marginal increase in airfares. Private airlines are famous to hire foreign pilots, get
expatriates or retired personnel from the Air Force or PSU airlines, in senior management positions.
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