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Experience of development of the budgetary air carriers in the countries of the Pacific Rim (on the example of the USA)

The present stage of development of the air transport is characterized by the fast distribution of the air carriers of new type called the budgetary. More and more countries and regions of the world cover the process of creation of the budget airlines. With an increase in their share in the air transport the role which they play in the market increases. It dictates the need to pay attention to this phenomenon and to investigate it. The article represents the review of development of the budgetary air carriers in the USA. The market of air transport of the USA became some kind of cradle for the air carriers of new type. The example of the USA gives an idea what will be the possible effect from creation of the budget airlines. In this work the main problems interfering appearing of such airlines are revealed. The attention to the questions of spatial expressiveness of competition of the airlines of this type is also paid. The author believes that this foreign experience can be interesting as the problem of organization of the budgetary air transportation is actually in the Russian Federation including in the Far East of Russia.
Современный этап развития воздушного транспорта характеризуется быстрым распространением авиаперевозчиков нового типа, именуемых бюджетными. Все больше стран и регионов мира охватывает процесс создания бюджетных авиакомпаний. С увеличением их доли в воздушных перевозках возрастает роль, которую они играют на рынке. Это диктует необходимость обращать внимание на это явление и исследовать его. Статья представляет собой обзор развития бюджетных авиаперевозчиков в США. Рынок воздушных перевозок США стал своего рода колыбелью для авиаперевозчиков нового типа. Пример США дает представление, каким будет возможный эффект от создания бюджетных авиакомпаний. В работе выявлены основные проблемы, препятствующие появлению таких авиакомпаний. Так же уделено внимание вопросам пространственной выраженности конкуренции авиакомпаний данного типа. Автор полагает, что данный зарубежный опыт может быть интересен, поскольку проблема организации бюджетных авиаперевозок актуальна в Российской Федерации, в том числе и на Дальнем Востоке России.
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Domination of the market mechanisms of regulation of economic activity in the sphere of the air-transport services led to the appearing and distribution of the airlines offering cheap transportations. For these airlines the specific business model which differs from the traditional airlines is characteristic.

In 1979 the American Airline "Southwest Airlines" of the first started applying the business model "Low expenses – low prices", successfully competing with traditional airlines in the domestic market of the USA. Southwest Airlines is considered to be the first budget airline in the world. The main characteristics of the airlines applying this business model were determined only in the 1990th, and the airlines began to be called as the budget airlines (low-cost carriers (LCCs)). The earliest work devoted to the research of phenomenon of the budget airline is the R. Bennet and J. Kraun's work "The Airline Deregulation Evolution Continues: The Southwest Effect" [1]. In the report of the Department of transport of the USA "The Low Cost Airline Service Revolution" [2] of 1996 were established the first official determinations of the budget airlines. The department of transport of the USA in this report determined the main distinctive features of the budget airlines: specific expenses and the price policy. 

Southwest Airlines up to the beginning of the 1990th actually was the only budget airline not only in the USA, but also in general in the world. It and the other airlines which adopted its business model because of geographical remoteness of the USA from the main centers of the Southeast Asia are almost not presented on the trance - the Pacific routes of flights. This business model was sensitive to the range of flights. In the other countries of the Pacific Rim the budgetary air carriers for the first time appear in Australia and New Zealand, the airline of these countries (Impulse Airlines, Virgin Blue Airlines, Freedom Air) become the pioneers of development of the budgetary air transportation in the Southeast Asia.
As the prerequisite of sharp growth of the number of airlines in a segment of cheap transportations in the USA, and after them first of all the reforming of the market of the air transport which is called in foreign scientific literature as deregulation (liberalization) of the aviation market served in Europe. The purpose of the article is the research of foreign experience of development of the budgetary air carriers in the course of liberalization of the aviation market. Realization of a goal predetermined the need of solution of the following tasks:

- identifications of the main motives of liberalization of the aviation market;

- determinations of the main results of liberalization of the aviation market;

- the retrospective analysis of origin of the budgetary air transportation in the USA;

- determinations of a role of the budgetary air carriers in domestic market of air passenger traffic of the USA.
Before adoption of the act of deregulation in 1978 in the USA in the world the aviation mode called in the foreign scientific literature as "flag-carrier regime" dominated. The market of air transport was presented, generally by the traditional national carriers. Cheap transportations were possible only on those routes where application of the state subsidizing of flights was supposed. The use of this mechanism is extremely limited and it makes sense, as a rule, only on the routes of flights to the remote regions. It should be noted, that even when using the state subsidizing of flights, air transportations remain the big-budget. Exploitation of the routes to the remote regions for the airlines becomes simply unprofitable owing to a big difference of the cost of transportation with solvent demand. From the commercial point of view, at the old aviation regime (flag-carrier regime) cheap transportations weren't considered by the traditional airlines as the priority direction of development of the air transportation. That fact was the reason for that that at an old regime the structure of networks of the airlines in many respects was determined by the regulators which controlled the occurrence and leaving from the each separate route of flights. In the interests of ensuring convenient service of the population regulators encouraged extensive application of the nonstop flights that conducted to the creation of structure of the route “Point-to-Point” network where direct flights between the strong points prevailed. We will present this route network graphically. We will assume that the air carrier offers the flights to four cities designated by the letters H, A, B, and C as shown in the figure 1.
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Fig.1. Route networks «Point-to-Point» and «Hub-and-Spoke» [3, p. 4]

For the service of these cities the air carrier can use the route Point-to-Point network within which each couple of cities is connected by the carrier routes that allows do the nonstop flights to each couple of the cities. In the Point-to-Point network routes of flights of the airline in the figure 1 will consist as of continuous lines, and dashed lines, making only six routes made by the carrier.

The aviation flag-carrier mode with the route Point-to-Point network interfered the appearing of effective networks which could concentrate transportations on the rather small number of routes. This mode led to abundance of the direct routes of flights that brought to the rather low "commercial loading of chairs" that, in turn, promoted the high cost of transportation of one passenger.

This fact became the main motive of beginning of the deregulation in the USA. Airlines were granted the right freely to choose the routes of flights along which they will fly, and as a result, the aspiration to maximizing profit dictated that the routes of flights have to be reorganized in economically effective way. Since the end of 1970 in the USA the Hub-and-Spoke network which is shown in the figure 1 started succeeding the route Point-to-Point network.
In the Hub-and-Spoke network the air carrier uses the city of H as the binding center and made only three routes designated in the picture 1 by continuous lines. Passengers in the markets of couples of the cities of AH, BH and CH use the nonstop flights, passengers in the markets of couples of the cities of AB, BC and AC have to do a binding trip, make change in the city of H on the way to their final destination.

The route “Hub-and-Spoke” networks made possible appearing of the budgetary carriers as these carriers can function effectively only at the high level of density of the transportations.

An expediency of implementation of the cheap transportations, from the commercial point of view, the first was shown by the “Southwest Airlines” airline. However the other participants of the aviation market in spite of the fact that the Southwest Airlines declared annual profit didn't hurry to adopt its experience. As it was noted above, up to 1990 it was the only budget airline in the USA and the world. The situation starts changing since 1995 (tab. 1).

Table 1
Market share of the budget airlines of the USA in the domestic market of the air passenger traffic in 1995 – 2013
	Years
	In total it is transported passengers on the internal market (one thousand people)
	It is transported passengers by the budget airlines (LCCs) (one thousand people)
	In total it is transported passengers by LLCs (one thousand people)
	Market share of LCCs (%)

	
	
	Southwest
	jetBlue
	AirTran
	Frontier
	Virgin America
	
	

	1995
	470202
	50151
	-
	498
	611
	-
	51260
	11

	1996
	497374
	55491
	-
	1075
	1283
	-
	57850
	12

	1997
	510914
	51669
	-
	1085
	1278
	-
	54033
	11

	1998
	523804
	59177
	-
	4590
	1530
	-
	65297
	12

	1999
	540422
	65486
	-
	6458
	2176
	-
	74119
	14

	2000
	562329
	72710
	1128
	7547
	2893
	-
	84279
	15

	2001
	526102
	73743
	3056
	8303
	2998
	-
	88100
	17

	2002
	523794
	72516
	5673
	9660
	3738
	-
	91586
	17

	2003
	513167
	74788
	8950
	11658
	5071
	-
	100467
	20

	2004
	544381
	81150
	11732
	13178
	6438
	-
	112498
	21

	2005
	565290
	88474
	14681
	16619
	7350
	-
	127124
	22

	2006
	569923
	96349
	18507
	20047
	8934
	-
	143838
	25

	2007
	586027
	101990
	21305
	23761
	10400
	384
	157840
	27

	2008
	569051
	102042
	21824
	24619
	10641
	2565
	161691
	28

	2009
	536158
	101430
	22392
	23998
	9495
	3747
	161062
	30

	2010
	546159
	106307
	24217
	24721
	9242
	3891
	168378
	31

	2011
	558724
	110646
	26373
	24705
	10619
	5006
	177350
	32

	2012
	565162
	134070
	28967
	-
	10702
	6220
	179959
	32

	2013
	572716
	133 246
	30 459
	-
	10673
	6329
	180708
	32


Source: US DOT Form 41 via BTS, Schedule T1 [4].
Apparently from the table, in 1995 the “AirTran” and “Frontier” airlines totally transported more than one million passengers, and in 1996 already – more than two million, having become significant players in the market of the budgetary transportations of the USA in spite of the fact that all of them couldn't be compared to the indicators of the “Southwest” Airline yet.

The total amount of transportations in 2013, in comparison with 1995, increased on 22%. It is remarkable that the share of budget airlines in the domestic market of the air passenger traffic by 2013 increased to 32%, and the number of transported passengers for the same period – for 253%. It in spite of the fact that the cost of one gallon of aviation fuel in the domestic market of air transportation on the regular routes in 2013 increased, in comparison with 1995, on 265% (fig. 2).
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                          average tariff for internal air flights in the USA ($,comparable prices)
                          average cost of gallon of aviation fuel in the domestic market of the USA   (regular routes, $, comparable prices)
Fig. 2. Dynamics of the average level of tariff in the domestic market of the air passenger traffic and the average cost of gallon of aviation fuel in the domestic market of the regular air transport of the USA (in dollars, comparable prices) [5; 6; 7]
The average tariff (without the subsidized transportations, according to the methodical recommendations of the Department of transport of the USA) in the domestic market of air passenger traffic of the United States of America since 1995 decreased by 15%. For determination of the influence of activity of the budget airlines on this process the correlation analysis with the use of one-selective criterion of Kolmogorov-Smirnov and the Monte-Carlo method was carried out. With their help it was succeeded to reveal the force of correlation dependence of the average level of a tariff in the domestic market of the air passenger traffic from the change of market share of the budget airlines in the same market in 1995 – 2013. As a result of the analysis it was revealed that between an increase in the market share of the budget airlines and the average level of tariff in the domestic market of the USA there is an inversely proportional dependence (the coefficient of correlation of Pearson made:-0,825), and the narrowness of communication is strong (fig. 3).
The average level of tariff in the domestic market of the air passenger traffic of the USA
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Fig. 3. The chart of dispersion of values of the market share of the budget airlines and the average level of tariff in the domestic market (1995 - 2013) of the air passenger traffic of the USA [4; 7]
Thus, first, it is possible to draw a conclusion that essential increase of the cost of aviation fuel (by two and a half times) didn't lead to the basic changes of an average tariff in the domestic market of the air passenger traffic. Secondly, it is possible to note that throughout the studied period the budget airlines played an important role in an increase of availability of the air transport to the population of the USA. All this became possible thanks to the changes in institutional bases and regulation of the air-transport branch. They transformed the sphere of air-transport services in the USA and made possible appearing of this kind of air carriers as the budget airlines.

It is also necessary to note that competitive fight during the formation and development of the budget airlines in the USA dictated the need of appearing of separate class of the brand representing the air carriers of new type. If before the appearing of budgetary air carriers the competition on the air passenger traffic was carried out at the level of separate airlines, one more level characterizing belonging to the budgetary air carriers was added now.

The budgetary carriers occupy a third of domestic market of the air passenger traffic of the USA, however, in an economic choice of the consumer (first of all, economy class (most mass)) they play one of opposite roles. It is connected with that the Southwest Airlines offered qualitatively new level of the price competition in due time. It led to that the modern consumer in the USA faces a choice: traditional air carrier with a classical set of services for a certain cost or the budgetary air carrier with a limited set of services for the lower cost (fig. 4).

Fig.4. The generalized structure of choice of the consumer of the market of air passenger traffic of the USA
The consumer having, as a rule, decided on the type of the air carrier which is most answering to its budget starts a choice of the offer of the concrete airline. As the experience of the USA shows, it leads to the toughening of branded segmentation, i.e. the market offer in the certain markets. Thus, the competition in the market of air passenger traffic gains pronounced spatial character. On the near and medium-haul routes with a high density of transportations the budgetary air carriers because of advantage in the price competition start prevailing. All other types of transport remain a prerogative of traditional airlines. It should be noted that activity of the budgetary air carriers on the route networks made by them to some extent limits the price discrimination which is widely used by the traditional airlines. It is that the budgetary air carriers sate the market with air tickets with the competitive cost available to general population. Their possibilities of the price increase (depending on the date of acquisition of the air ticket and a day of departure) are limited to the business model applied by them (refusal of expensive comfortable air salons, limited set of services etc.).

Negative side of development of the budgetary air carriers in the USA is the market discrimination of the route networks with a low density which leads to reduction of the routes of flights and increase in a gap in availability of the air transport to the population on a geographical sign.

Summarizing all aforesaid, we will note that appearing of the budgetary air carriers became one of the main results of liberalization of the aviation market in the USA. Qualitatively new level of the price competition allowed the airlines of new type increase an essential share of the market for the last decades. Thereby they proved the viability. In our opinion, the example of the USA gives an evident idea of the importance of development of the air carriers of this type.
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