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Business model of lowBusiness model of low--cost carriers (cost carriers (LCCsLCCs))

Keep planes in the air: aircraft utilizationKeep planes in the air: aircraft utilization
““PointPoint--toto--pointpoint”” rather than rather than ““hubhub--andand--
spokespoke””: fast turnaround time at airport : fast turnaround time at airport 
(about 20(about 20--30 minutes)30 minutes)
ShortShort--distance routesdistance routes
Same aircraft type (e.g. B737, A320)Same aircraft type (e.g. B737, A320)
Secondary airportsSecondary airports
Direct sales via InternetDirect sales via Internet
““No frillsNo frills”” servicesservices

(C)Prof. Anming Zhang, Institute for Transport Policy Studies, 2009
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LCCs targetLCCs target
Customers sensitive to price (vs. service Customers sensitive to price (vs. service 
quality): e.g. students, budgetquality): e.g. students, budget--
conscious travelersconscious travelers
‘‘

““First timersFirst timers””: e.g. people switched from : e.g. people switched from 
other transport modesother transport modes

Business travelers who like frequency Business travelers who like frequency 
and travel short distanceand travel short distance

(C)Prof. Anming Zhang, Institute for Transport Policy Studies, 2009
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LCC model in North America and LCC model in North America and 
EuropeEurope
•• Pioneered by Southwest Airlines in Pioneered by Southwest Airlines in 

1970s, and evolved in US since the 1970s, and evolved in US since the 
deregulationderegulation

•• In Canada, In Canada, WestJetWestJet began flying in began flying in 
1996 and grew at 50% per year1996 and grew at 50% per year in in 
early 2000searly 2000s

•• Repeated in Europe since midRepeated in Europe since mid--1990s 1990s 
(after EU liberalization): (after EU liberalization): RyanairRyanair, etc., etc.

(C)Prof. Anming Zhang, Institute for Transport Policy Studies, 2009
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•• LCCs:LCCs: 25% of air passenger market 25% of air passenger market 
in North America (US, Canada), and in North America (US, Canada), and 
over 20% in Europe over 20% in Europe 

•• Southwest: largest domestic carrier Southwest: largest domestic carrier 
in US since 2004 (carried nearly 100 in US since 2004 (carried nearly 100 
million passengers in 2006) million passengers in 2006) 

•• RyanairRyanair: largest intra: largest intra--European European 
carriercarrier

(C)Prof. Anming Zhang, Institute for Transport Policy Studies, 2009
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““Southwest EffectSouthwest Effect”” becomes widely knownbecomes widely known
•• A rapid increase in traffic and a simultaneous fall in A rapid increase in traffic and a simultaneous fall in 

fares on routes where, or close to where, Southwest fares on routes where, or close to where, Southwest 
operatesoperates

•• Europe also has a similar Europe also has a similar ““RyanairRyanair EffectEffect””

Southwest, Southwest, RyanairRyanair and several other and several other LCCsLCCs had had 
been very profitablebeen very profitable

LCC operations represent a LCC operations represent a new business new business 
modelmodel

Impact of Impact of LCCsLCCs

(C)Prof. Anming Zhang, Institute for Transport Policy Studies, 2009
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LCC model: Process InnovationLCC model: Process Innovation
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(C)Prof. Anming Zhang, Institute for Transport Policy Studies, 2009
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•• LCCs have imposed significant competitive LCCs have imposed significant competitive 
pressures on the large network carriers pressures on the large network carriers ((““full full 
service airlines,service airlines,”” or or FSAsFSAs)), especially on the , especially on the 
lowerlower--end of the fare spectrumend of the fare spectrum

•• FSAsFSAs set up their own LCC offshoots, or set up their own LCC offshoots, or 
modify the FSA business model to be more modify the FSA business model to be more 
LCCLCC--likelike

Impact of Impact of LCCsLCCs (cont.)(cont.)

(C)Prof. Anming Zhang, Institute for Transport Policy Studies, 2009
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LCCs in LCCs in Southeast AsiaSoutheast Asia

AirAsiaAirAsia (Malaysia), 2001(Malaysia), 2001
•• Leading LCC in AsiaLeading LCC in Asia

•• It follows the Southwest LCC modelIt follows the Southwest LCC model

•• JointJoint--ventures (JVs): Thai ventures (JVs): Thai AirAsiaAirAsia; ; 
Indonesia Indonesia AirAsiaAirAsia

•• AirAsiaAirAsia XX

(C)Prof. Anming Zhang, Institute for Transport Policy Studies, 2009



1010

OneOne--TwoTwo--Go: first LCC in Thailand Go: first LCC in Thailand 
(2003)(2003)

NokNok Air: Air: a jointa joint--venture LCC set by venture LCC set by 
Thai International (2004)Thai International (2004)

Tiger Airways: an LCC offshoot of Tiger Airways: an LCC offshoot of 
Singapore Airlines (2004)Singapore Airlines (2004)

JetstarJetstar: : established by Qantas (2004)established by Qantas (2004)

Lion Air, Indonesia (2000)Lion Air, Indonesia (2000)

Cebu Pacific, Cebu Pacific, PhilippinesPhilippines (1996)(1996)

(C)Prof. Anming Zhang, Institute for Transport Policy Studies, 2009
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Major LCCs in Southeast AsiaMajor LCCs in Southeast Asia

(C)Prof. Anming Zhang, Institute for Transport Policy Studies, 2009
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““LCCsLCCs”” ((““Low fareLow fare”” carriers?) in carriers?) in 
Northeast AsiaNortheast Asia

A more recent phenomenonA more recent phenomenon

Japan: Japan: SkymarkSkymark Airlines and Air DoAirlines and Air Do in in 
19981998

HansungHansung Airlines (2005) andAirlines (2005) and JejuJeju Air Air 
(2006) in South Korea(2006) in South Korea

OKayOKay (2004) and Spring Airlines (2005)(2004) and Spring Airlines (2005) in in 
Mainland ChinaMainland China

Oasis Hong Kong (2006); Viva Macau Oasis Hong Kong (2006); Viva Macau 
(2006)(2006)

(C)Prof. Anming Zhang, Institute for Transport Policy Studies, 2009
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LCCsLCCs in Northeast Asiain Northeast Asia

(C)Prof. Anming Zhang, Institute for Transport Policy Studies, 2009
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Performance of Asian Performance of Asian LCCsLCCs

AirAsiaAirAsia
•• More cost efficient than More cost efficient than Singapore Airlines, Singapore Airlines, 

Thai Airways and Malaysia Airlines Thai Airways and Malaysia Airlines –– three three 
FSAsFSAs

•• HHas the highest return on fixed assets among as the highest return on fixed assets among 
the four airlinesthe four airlines

•• CCost per ASK (available seat km) the lowest ost per ASK (available seat km) the lowest 
among worldamong world’’s LCCss LCCs

(C)Prof. Anming Zhang, Institute for Transport Policy Studies, 2009
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Costs per ASK (in US cents, 2002)Costs per ASK (in US cents, 2002)

FSAsFSAs
•• American Airlines: 11.3American Airlines: 11.3
•• British Airways: 12.7British Airways: 12.7
•• JAL: 14.3JAL: 14.3
•• Cathay Pacific: 9.1Cathay Pacific: 9.1
•• Singapore Airlines: 8.2Singapore Airlines: 8.2

LCCsLCCs
•• Southwest: 7.3Southwest: 7.3
•• RyanairRyanair: 7.1: 7.1
•• AirAsiaAirAsia: 6.1: 6.1

On average, On average, LCCsLCCs’’ unit cost is 30% below that of unit cost is 30% below that of FSAsFSAs

(C)Prof. Anming Zhang, Institute for Transport Policy Studies, 2009
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Spring AirlinesSpring Airlines
•• HHighest load factor and aircraft utilization ighest load factor and aircraft utilization 

rate in Chinarate in China

•• OOperational cost 18% lower than domestic perational cost 18% lower than domestic 
industry averageindustry average

•• In 2007, highest profit per aircraft in the In 2007, highest profit per aircraft in the 
domestic marketdomestic market

•• AAchievements due largely to its travel chievements due largely to its travel 
agency backgroundagency background

(C)Prof. Anming Zhang, Institute for Transport Policy Studies, 2009
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Spring AirlinesSpring Airlines’’ Cost and Performance (in million RMB)Cost and Performance (in million RMB)

--6767Profit (2005+2006)Profit (2005+2006)

--7070Profit (2007)Profit (2007)

--1 2301 230Revenue (2007)Revenue (2007)

--2 350 0002 350 000No. of passengers (2007)No. of passengers (2007)

--14 20614 206No. of flights operated (2007)No. of flights operated (2007)

--36% lower36% lowerAirfare vs. Airfare vs. FSAsFSAs

70%70%95%95%Load factorLoad factor

--3030Annual fuel savingsAnnual fuel savings

--5050Annual savingsAnnual savings

--6060Security investment (2006)Security investment (2006)

2525--30%30%40%40%Fuel cost as % of total costFuel cost as % of total cost

12%12%Landing/taking off feeLanding/taking off fee

1515--20%20%1010--20%20%Airport charge as % of total costAirport charge as % of total cost

Domestic industry averageDomestic industry averageSpring AirlinesSpring Airlines

(C)Prof. Anming Zhang, Institute for Transport Policy Studies, 2009
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However, many Asian LCCs have not been very However, many Asian LCCs have not been very 
successful so farsuccessful so far

Japan: Air Do and Japan: Air Do and SkynetSkynet Asia operated at a loss Asia operated at a loss 
while while SkymarkSkymark made a profit only in 2004 made a profit only in 2004 
(Murakami, 2008)(Murakami, 2008)

South Korea: South Korea: HansungHansung AirlinesAirlines and and JejuJeju Air Air 
operated at a loss (Lee, 2008); operated at a loss (Lee, 2008); HansungHansung exited in exited in 
Oct 2008Oct 2008

China: very small LCC sector; Bankruptcy of China: very small LCC sector; Bankruptcy of 
EastEast--star airlinestar airline

““Low fareLow fare”” carriers, rather than carriers, rather than LCCsLCCs

(C)Prof. Anming Zhang, Institute for Transport Policy Studies, 2009
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Prospects of Asian Prospects of Asian LCCsLCCs

Depend on:Depend on:

1) Further domestic regulatory reforms1) Further domestic regulatory reforms

2) 2) Regional regulatory environment and Regional regulatory environment and 
liberalizationliberalization

3) Secondary airports and low3) Secondary airports and low--cost cost 
terminalterminalss

4) Continued economic growth4) Continued economic growth

(C)Prof. Anming Zhang, Institute for Transport Policy Studies, 2009
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1) Further d1) Further domestic regulatory reformsomestic regulatory reforms

In Southeast Asia, eIn Southeast Asia, entry of ntry of LCCsLCCs was facilitated was facilitated 
by by domestic deregulationsdomestic deregulations

A major motivation is to boost tourism and A major motivation is to boost tourism and 
business travel after the Asian financial crisisbusiness travel after the Asian financial crisis

E.g. in Thailand: domestic E.g. in Thailand: domestic deregulatderegulation started in ion started in 
early 2000searly 2000s
•• Thai Thai AirAsiaAirAsia, , NokNok Air, and OneAir, and One--TwoTwo--Go started domestic Go started domestic 

operation as operation as LCCsLCCs
•• Immediate reduction in airfaresImmediate reduction in airfares

•• …… and and dramatic increase in market share by dramatic increase in market share by LCCsLCCs

(C)Prof. Anming Zhang, Institute for Transport Policy Studies, 2009



2121

China
Chinese civil aviation has growChinese civil aviation has grown at n at 17% annual17% annuallyly

TThe market is dominated by he market is dominated by ““Big ThreeBig Three””: Air China, China : Air China, China 
Southern, China EasternSouthern, China Eastern

Significant regulatory Significant regulatory barriers for barriers for LCCLCC startstart--upupss
•• Aircraft purchase and fleet buildupAircraft purchase and fleet buildup
•• Pilot recruitmentPilot recruitment
•• Fuel purchaseFuel purchase
•• Airport chargesAirport charges
•• Route entryRoute entry
•• PricingPricing

Problem: competitors (state airlines) are also the regulatorProblem: competitors (state airlines) are also the regulator
distort the leveldistort the level--playingplaying--fieldfield

(C)Prof. Anming Zhang, Institute for Transport Policy Studies, 2009
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China (cont.)

A return to:A return to:

state ownership?state ownership?

•• e.g. United Eagle Airline acquired e.g. United Eagle Airline acquired 
SiSi--Chuan AirlinesChuan Airlines

consolidation?consolidation?
•• e.g. pending merger of China e.g. pending merger of China 
Eastern + Shanghai AirlinesEastern + Shanghai Airlines

regulation? regulation? 

(C)Prof. Anming Zhang, Institute for Transport Policy Studies, 2009
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South Korea: Reducing entry barrier South Korea: Reducing entry barrier ––
LicenseLicense

Scheduled service Scheduled service →→ ““largelarge licenselicense””

Capital: 20 Capital: 20 →→ 55 million US$million US$

Aircraft: 5 Aircraft: 5 →→ 1 (double engine & more 1 (double engine & more 

than 20 seats)than 20 seats)

International routesInternational routes

Require 2 years & 20,000 flights in Require 2 years & 20,000 flights in 

domestic operation domestic operation change to 1 year & change to 1 year & 

10,000 flights10,000 flights

2323

(C)Prof. Anming Zhang, Institute for Transport Policy Studies, 2009
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LCC Boom in South Korea (June 2009 data)?LCC Boom in South Korea (June 2009 data)?
•• Market share on the Market share on the GimpoGimpo--JejuJeju routeroute

Korean Air: 41%Korean Air: 41%

AsianaAsiana Airlines: 30%Airlines: 30%

LCCsLCCs: 29%: 29%

-- JIN Air (13%); JIN Air (13%); JejuJeju Air (9%); Air (9%); EastarEastar Jet (7%)Jet (7%)

•• Market share in the domestic marketMarket share in the domestic market

Korean Air: 48%Korean Air: 48%

AsianaAsiana Airlines: 27%Airlines: 27%

LCCsLCCs: 25%: 25%

-- JIN Air (8%); JIN Air (8%); JejuJeju Air (7%); Air Air (7%); Air BusanBusan (7%); (7%); 
EastarEastar Jet (3%)Jet (3%)

2424

(C)Prof. Anming Zhang, Institute for Transport Policy Studies, 2009
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2) Regional regulatory environment and 2) Regional regulatory environment and 
liberalizationliberalization

One disadvantage of Asian One disadvantage of Asian LCCsLCCs is the is the 
smaller geographic areas of economiessmaller geographic areas of economies

LCCsLCCs confront the regulatory constraints confront the regulatory constraints 
applying in international (regional) applying in international (regional) 
markets: markets: 

Asia Asia has a much more restrictive has a much more restrictive 
international regulatory regime than North international regulatory regime than North 
America or EuropeAmerica or Europe

A liberal aviation market will be critical for A liberal aviation market will be critical for 
the survival and success of Asian LCCsthe survival and success of Asian LCCs

(C)Prof. Anming Zhang, Institute for Transport Policy Studies, 2009
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E.g., Impact of regional openE.g., Impact of regional open--skies on airline skies on airline 
networks:networks:

Restrictive intraRestrictive intra--Asia aviation regime Asia aviation regime 
results in suboptimal networks for results in suboptimal networks for LCCsLCCs

LCCs in Asia could enter a new regional LCCs in Asia could enter a new regional 
market only through JV arrangements or market only through JV arrangements or 
alliancesalliances

Regional liberalization: Opening up Regional liberalization: Opening up 
numerous secondary citynumerous secondary city--pair markets, and pair markets, and 
forming more efficient networksforming more efficient networks

(C)Prof. Anming Zhang, Institute for Transport Policy Studies, 2009
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Recent policy developments:Recent policy developments:

UUnlimited flights between capital cities in ASEANnlimited flights between capital cities in ASEAN

ASEAN will fully liberalize ASEAN will fully liberalize air transport servicesair transport services by by 
20152015

CCreation of reation of ““ASEAN+3ASEAN+3”” (China, Japan, South (China, Japan, South 
Korea) as a formula for regional integrationKorea) as a formula for regional integration

South KoreaSouth Korea’’s s ““open skiesopen skies”” agreement with agreement with 
ChinaChina’’ss Shandong and Hainan provinces in June Shandong and Hainan provinces in June 
20062006, and an MOU , and an MOU with with ““open skiesopen skies”” extendextendeded to to 
all regions of China by 2010all regions of China by 2010

JapanJapan--South South KoreaKorea ““open skiesopen skies”” agreement in Aug agreement in Aug 
20072007

(C)Prof. Anming Zhang, Institute for Transport Policy Studies, 2009
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OneOne--way Fare Comparison Before and After LCC Entry, way Fare Comparison Before and After LCC Entry, 
SingaporeSingapore--Kuala Lumpur (in S$)Kuala Lumpur (in S$)

www.singaporeair.comwww.singaporeair.com156.00156.00220.00220.00Singapore AirlinesSingapore Airlines

www.tigerairways.comwww.tigerairways.com42.00**42.00**--Tiger AirwaysTiger Airways

www.malaysiaairlines.comwww.malaysiaairlines.com26.0026.00220.00220.00Malaysian AirlinesMalaysian Airlines

www.airasia.comwww.airasia.com18.93**18.93**--AirAsiaAirAsia

Fare Fare 
after entry*after entry*

Fare Fare 
before entrybefore entryAirlineAirline

Notes: * Average fare of 3Q08, before tax and fees (around S$80)
** AirAsia and Tiger Airways even offer limited free seats (before tax and fees)

(C)Prof. Anming Zhang, Institute for Transport Policy Studies, 2009



2929

3) Secondary airports and low3) Secondary airports and low--cost terminalscost terminals
An important source of cost savings for An important source of cost savings for 
LCCs is from the use of uncongested LCCs is from the use of uncongested 
secondary airportssecondary airports

As compared to North America and Europe, As compared to North America and Europe, 
Asia has much less secondary airports Asia has much less secondary airports in in 
metro areas that are available for metro areas that are available for LCCsLCCs

Asian LCCs rely mainly on primary airports Asian LCCs rely mainly on primary airports 
for their base operationfor their base operation

Primary airports may invest in Primary airports may invest in ““low cost low cost 
terminalsterminals””

(C)Prof. Anming Zhang, Institute for Transport Policy Studies, 2009
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Example: In JapanExample: In Japan

1) Scarcity of secondary airports in metro areas:1) Scarcity of secondary airports in metro areas:
E.g., on both TokyoE.g., on both Tokyo--Fukuoka and TokyoFukuoka and Tokyo--
Sapporo routes,Sapporo routes, LCCsLCCs pay the same amount pay the same amount 
of landing and slotof landing and slot--rental fees as rental fees as FSAsFSAs, and , and 
engage in headengage in head--toto--head competition with head competition with 
FSAsFSAs

2) One consequence of using major airports is 2) One consequence of using major airports is 
that slots are limited, resulting in that slots are limited, resulting in LCCsLCCs’’
insufficient departure frequency:insufficient departure frequency:

E.g., on TokyoE.g., on Tokyo--Sapporo route, AirSapporo route, Air--Do has Do has 
limited departure frequency (< 10%)limited departure frequency (< 10%)

(C)Prof. Anming Zhang, Institute for Transport Policy Studies, 2009
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LowLow--cost terminals in Asiacost terminals in Asia
Major ones:Major ones:
-- LowLow--Cost Carrier Terminal (LCCT) in KL Cost Carrier Terminal (LCCT) in KL –– opened in March opened in March 
2006;2006;
-- Budget Terminal (BT) in SingaporeBudget Terminal (BT) in Singapore

LowLow--cost can attract LCCs and produce a strong, positive cost can attract LCCs and produce a strong, positive 
impact on traffic volume for its airportimpact on traffic volume for its airport

On the other hand, On the other hand, airport charges are usually heavily airport charges are usually heavily 
discounted and airport revenue may go downdiscounted and airport revenue may go down

In terms of runway capacity: LowIn terms of runway capacity: Low--cost terminals maycost terminals may
improve runway efficiency before the primary airport reaches improve runway efficiency before the primary airport reaches 
its capacity for airport movementsits capacity for airport movements

…… however, lowhowever, low--cost terminals maycost terminals may not be a net contributor not be a net contributor 
to the airportto the airport’’s financial performance when the airport s financial performance when the airport 
reaches its capacityreaches its capacity

Since lowSince low--cost terminals have operated for only one or two cost terminals have operated for only one or two 
years in Asia, their impact on LCCs is difficult to assessyears in Asia, their impact on LCCs is difficult to assess

(C)Prof. Anming Zhang, Institute for Transport Policy Studies, 2009
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LCC Terminals in Southeast AsiaLCC Terminals in Southeast Asia

Tiger Airways;Tiger Airways;
Cebu PacificCebu Pacific

Office rent; Office rent; 
Counter; Counter; 
Passenger Passenger 

serviceservice

1.4 million 1.4 million 
(2006);(2006);

2.0 million2.0 million
(2007)(2007)

2.7 million 2.7 million 
passengers;passengers;
(Expansion (Expansion 

to 7.0 to 7.0 
million million 

passengers passengers 
in 2009)in 2009)

5 minutes by 5 minutes by 
bus (Free bus (Free 
shuttle)shuttle)

25,00025,000Singapore Singapore ChangiChangi
International International 

Airport (SCIA)Airport (SCIA)

Budget Terminal Budget Terminal 
(BT)(BT)

AirAsiaAirAsia;;
Cebu Pacific;Cebu Pacific;
Tiger AirwaysTiger Airways

Parking; Parking; 
Office rent; Office rent; 

Counter; Counter; 
Passenger Passenger 

serviceservice

4.7 million 4.7 million 
(2006);(2006);

7.4 million 7.4 million 
(2007)(2007)

10.0 10.0 
million million 

passengers; passengers; 
(Expansion (Expansion 

to 15.0 to 15.0 
million million 

passengers passengers 
in March in March 

2009)2009)

30 minutes by 30 minutes by 
bus (Charge)bus (Charge)

35,29035,290Kuala Lumpur Kuala Lumpur 
International International 

AirportAirport (KLIA)(KLIA)

LowLow--cost Carriers cost Carriers 
Terminal (LCCT)Terminal (LCCT)

Carriers Carriers 
ServedServed

Discounted Discounted 
Airport Airport 
ChargesCharges

PassengerPassenger
ThroughputThroughput

Capacity Capacity Accessibility Accessibility 
to/from Main to/from Main 

TerminalTerminal

Size Size 
(square (square 
meter)meter)

AirportAirport

(C)Prof. Anming Zhang, Institute for Transport Policy Studies, 2009
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Operational and Financial Statistics of Operational and Financial Statistics of AirAsiaAirAsia (Malaysia)(Malaysia)

38%38%6%6%17%17%40%40%34%34%39%39%--3% point3% pointChangeChange

33332.912.913.523.523 2153 2152 4612 4612 1602 16077%77%JanJan--Mar 2007Mar 2007

24242.742.743.023.022 2962 2961 8331 8331 5601 56080%80%JanJan--Mar 2006Mar 2006

39%39%--1%1%11%11%52%52%64%64%69%69%6% point6% pointChangeChange

32322.662.663.623.622 5052 5053 0603 0602 2732 27382%82%OctOct--Dec 2006Dec 2006

23232.692.693.273.272 0092 0091 5321 5321 3441 34476%76%OctOct--Dec 2005Dec 2005

43%43%--9%9%--15%15%39%39%59%59%63%63%9% point9% pointChangeChange

30302.202.203.083.082 7132 7132 1522 1521 9451 94579%79%JulJul--Sep 2006Sep 2006

21212.412.413.613.611 9531 9531 3581 3581 1931 19370%70%JulJul--Sep 2005Sep 2005

37%37%--3%3%--8%8%25%25%37%37%35%35%7% point7% pointChangeChange

26262.32 2.32 3.353.352 3882 3881 9791 9791 6231 62383%83%AprApr--Jun 2006Jun 2006

19192.40 2.40 3.633.631 9031 9031 4471 4471 2031 20376%76%AprApr--Jun 2005Jun 2005

AircraftAircraftCost/ASKCost/ASK
(US cents)(US cents)

Revenue/RPKRevenue/RPK
(US cents)(US cents)

ASKASK
(million)(million)

RPKRPK
(million)(million)

PassengersPassengers
(thousand)(thousand)

Average Average 
LLoadoad
FFactoractor

(C)Prof. Anming Zhang, Institute for Transport Policy Studies, 2009
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4) 4) Continued economic growthContinued economic growth
While the development of Asian While the development of Asian LCCsLCCs lags lags 
behind that of their counterparts in North behind that of their counterparts in North 
America and Europe, overall air America and Europe, overall air 
transportation has been growing faster for transportation has been growing faster for 
the last two decades, owing largely to the the last two decades, owing largely to the 
faster economic growthfaster economic growth

Continued economic growth will be critical Continued economic growth will be critical 
for the growth of for the growth of LCCsLCCs in the regionin the region

(C)Prof. Anming Zhang, Institute for Transport Policy Studies, 2009
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Major Cities in the World (million passengers)Major Cities in the World (million passengers)

87.187.171.071.05%5%60.460.445.345.3OrlyOrly & Charles De & Charles De 
GaulleGaulle

ParisParis

123.4123.4105.6105.66%6%85.185.159.359.3Heathrow, Gatwick Heathrow, Gatwick 
& & StanstedStansted

LondonLondon

90.090.075.975.910%10%68.268.237.937.9HartsfieldHartsfieldAtlantaAtlanta

88.288.283.083.03%3%70.470.459.959.9OO’’Hare & MidwayHare & MidwayChicagoChicago

44.244.236.536.512%12%36.836.818.518.5GimpoGimpo & & IncheonIncheonSeoulSeoul

100.3100.384.184.13%3%75.075.062.762.7Narita & Narita & HanedaHanedaTokyoTokyo

47.147.132.032.07%7%28.328.319.219.2HKIAHKIAHong KongHong Kong

21.421.47.87.8138%138%4.44.40.020.02ShenzhenShenzhenShenzhenShenzhen

33.433.413.813.89%9%12.512.57.47.4GuangzhouGuangzhouGuangzhouGuangzhou

51.151.120.720.718%18%13.313.34.94.9HongqiaoHongqiao & & 
PudongPudong

ShanghaiShanghai

60.660.625.125.118%18%17.717.76.56.5Beijing & TianjinBeijing & TianjinBeijingBeijing

2008200820012001Ann. Ann. 
growth growth 

(1991(1991--97)97)

1997199719911991AirportAirportCityCity

(C)Prof. Anming Zhang, Institute for Transport Policy Studies, 2009
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ChinaChina’’s domestic markets domestic market

11stst half of 2009: 20% growthhalf of 2009: 20% growth

In August 2009, growth rates: In August 2009, growth rates: 
Air China: 42%Air China: 42%
China Eastern: 52%China Eastern: 52%
China Eastern: 34%China Eastern: 34%

(C)Prof. Anming Zhang, Institute for Transport Policy Studies, 2009
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ConclusionConclusion
In Asia, there are LCCs (or LowIn Asia, there are LCCs (or Low--fare carriers) in, fare carriers) in, 
among others, Japan, South Korea, China, among others, Japan, South Korea, China, 
Malaysia, Thailand, the Philippines, Indonesia and Malaysia, Thailand, the Philippines, Indonesia and 
SingaporeSingapore

AirAsiaAirAsia and Spring Airlines among the success and Spring Airlines among the success 
stories, and there has been dramatic recent LCC stories, and there has been dramatic recent LCC 
expansion in South Koreaexpansion in South Korea

AsianAsian LCCs face LCCs face smaller geographic areas of smaller geographic areas of 
domestic marketsdomestic markets, and v, and various domestic and arious domestic and 
international international regulatory barriers make their entry regulatory barriers make their entry 
and growth difficultand growth difficult

Lack of secondary airports, while effect of lowLack of secondary airports, while effect of low--
cost terminals have yet been fully seencost terminals have yet been fully seen

(C)Prof. Anming Zhang, Institute for Transport Policy Studies, 2009
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In Japan and South KoreaIn Japan and South Korea::
Insufficient departure frequency is caused also by Insufficient departure frequency is caused also by strong strong 

surface competitionsurface competition

E.g., though lands are separated by sea, E.g., though lands are separated by sea, ShinkansenShinkansen
express and highwayexpress and highway--bus are strong competitors with bus are strong competitors with 
airlines, in almost all domestic cityairlines, in almost all domestic city--pair markets. pair markets. Note: Note: 
Tokyo is almost at the centre of the countryTokyo is almost at the centre of the country

When surface competition is absent (due to sea), When surface competition is absent (due to sea), 
aviation markets are usually too small with few business aviation markets are usually too small with few business 
travelerstravelers

In South Korea: High speed train (KTX) began service in In South Korea: High speed train (KTX) began service in 
2004, and improvement in highway infrastructure2004, and improvement in highway infrastructure

(C)Prof. Anming Zhang, Institute for Transport Policy Studies, 2009
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Here, a liberal Northeast Asia (NEA) market will Here, a liberal Northeast Asia (NEA) market will 
definitely helpdefinitely help

1) The 41) The 4thth runway at runway at HanedaHaneda –– even better, a secondary even better, a secondary 
airport in Tokyo airport in Tokyo –– will definitely helpwill definitely help

2) But, a liberal NEA market will open up numerous 2) But, a liberal NEA market will open up numerous 
secondary citysecondary city--pair markets in China, South Korea and pair markets in China, South Korea and 
Japan. These are the markets where Japan. These are the markets where FSAsFSAs tend not to tend not to 
operate, but operate, but LCCsLCCs can thrive with their business model can thrive with their business model 
(regional jets, one fare(regional jets, one fare--class, noclass, no--frills, etc.)frills, etc.)

3) 3) LCCsLCCs are to stay and provide a welcome stimulus in are to stay and provide a welcome stimulus in 
domestic & regional markets while also helping more domestic & regional markets while also helping more 
and more people with access to air transportand more people with access to air transport

Thank youThank you

(C)Prof. Anming Zhang, Institute for Transport Policy Studies, 2009
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Major cost components

30%

10%

28%

12%

20%

30%: Aircraft Fuel

20%: Operations & Maintenance

12%: Wages

28%: Overhead Expenses

10%: Other

Source: Kim (2007)

(C)Prof. Anming Zhang, Institute for Transport Policy Studies, 2009


