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uropean air travel has witnessed a tremendous evolution since the late 1990s following the

liberalisation process, with many new entrants to the market. Several of these new entrants are low-

cost carriers (LCCs), offering lower fares and thereby making air transport accessible to a larger number
of people. This broader access and increased connectivity have the potential to bring people and regions
closer together in Europe.

Against this background, the objective of the current report is to understand to what extent, and through
which channels, LCCs have contributed and can contribute to European integration. Relying on a mixed set
of approaches including desk research and data analysis based on quantitative and qualitative data sources,
the study initially sets out the evolution of the air travel market in terms of the regulatory framework and
economic principles. It then moves on to a mapping exercise showing the sharp increase in the number of air
passengers carried over the last few decades and the large, yet still uneven, increases in seat capacity across
Europe. The network of routes, thanks to point-to-point connections as the main focus of LCCs, has also
expanded over time. Overall, the evidence from the literature and data analysis points to the enhancement
of connectivity resulting from the entry of LCCs into the market.

As regards the channels through which LCCs can foster European integration, the study examines the
significant increase in labour mobility, business travel, international student mobility and leisure tourism and
their close links with corresponding developments in air travel and affordable fares in an expanded network
of routes throughout Europe.

Qualitative data analysis based on LCC passenger interviews also reveals interesting travel patterns, reflecting
a combination of personal preferences, family circumstances and career decisions. These results largely
confirm the quantitative analysis and findings from the literature highlighting the contribution of LCCs to
European integration through various channels, e.g. labour mobility, business commuting, international
student commuting and leisure/tourism travel, as identified and analysed in the study.






Table of Contents

=T o U AV ZSINY U o Vo' =1 PPNt i
Chapter 1 INErOQUCTION ..cineiiiie et ettt e rbt e e e e e st e e s baeebte e sabeesabeesabaesbaeenseennseenns 1
Chapter 2 The regulatory framework: Levers and bDarriers .........cooveveeeeeeiecieee et 4
2.1 AT SBIVICES it 4
2.11 YN T =T oV ol YT o I o Y= 30 =L USSP 4
2.1.2 INTEIrNATIONAL @IF SEIVICES ..vvveiieiieeeeiiee ettt et e e e st ee e e e s e e e s et ee e e s ateeeesaraeeeenssaeeesssnees 5

2.2 PaSSENEEN FIZNTS . ettt ettt ettt et e st e e st e e e be e e eate e s ab e e s beeebeeebeeente e abeesbeeentes 6
2.2.1 Denied boarding, cancellation, long delays and upgrading/downgrading.......cc..ccocveeevveeeverennn.. 6
2.2.2 (0] 4 V=T g T oT=T ot £ PP PUUPPPRRTPRP 7

2.3 AITPOIES 1o 7
231 ATTPOIT CNAIEES ...ttt ettt ettt e shte e s be e s abe e st aesbteeabeesabeesbaesbaeennteenateanns 8
2.3.2 1] Lo} £ S 8
2.3.3 (G oI aTe I ¥ T e | T g Y=Y = AV F SRR 9

2.4 COMIPETITION .ttt et e e e e e e e e e e e s bbbt e e e e e e e s s nnbbneeeeeeessannnbnaeeeesensannnes 10
2.5 EU Aviation policy: the Way fOrward...........oooiei e 11
2.6 Summary of Main 1eVers and DArTiers........c.ioiiiiiieee e e re e s e e 13
Chapter 3 Mapping and evolution of the low-cost airline sector and its alternatives.........ccccceevcveveviieenens 14
3.1 APPEArANCE OFf LCCS IN EUMOPE ..eeiuvieiiieeiieeeiee ettt ettt esiteesteesteeesateesateesbeesteessseesssseesssaesnsaesnsseesnsanans 14
3.2 ECONOMIC PriNCIPIES OFf LCCS..ccuutiiiiiiiiie ittt ettt et ste et e st e s teessateesateessbeesbaesseeesssessarensns 14
3.3 Mapping of LCCs in air transport market in EUFOPE .....cccvueiieiciier e e e 16
3.3.1 EVOIULIONS iN SEAT CAPACITY ..veerriiiiii ittt et st a e e saee et e e s sbeeeneee 16
332 EVOlUtiONS iN rOULE NETWOIK .....eiiiieee e e e ee e e e e e 22

34 AQr CONNECLIVILY INAEX IN EUFOPE c.uviiiiieeiieeeiee ettt ettt ettt e sate e ste e s te e s ta e esateesateesbaestaesnsneesabaeans 23
3.5 ARLErnatives t0 @ir trANSPOIT ......eii et e e e e s e e et ee e e et e e e s nteeeesnsaeeeennsaeeeennrneens 24
3.5.1 BN LT o) all o)V = | RS UPTRS 24
3.5.2 BN 1a 1 o) all o)V olo Y= o IR RPN 25
3.5.3 I 1157 0o al ¢ 1V < o -} S 26

3.6 Conclusions from the mapping and evolution of the LCC SeCtOr.......vieviiieiiiiiiee e, 26
Chapter4 How low-cost airlines can foster mobility and integration: Channels and impacts ...........ccc....... 27
4.1 (12T oo 101l 4 Vo] o] | 11 2SR 27
4.2 BUSINESS TrAVEI ...eeeeiieieee et e et e e e e e e s e e e et e e e esante e e e aeaeeeenteeeesnteeeeannaeeeennees 30
4.3 o [ or=Ta ToT o T I o Vo] o] 1 1 AV 0SS 31
4.4 TR U = (o TN ] o PP PO PP PP PO OPPPRPI 33
4.5 Visiting friends and relatiVeS.......cocuiii i e s e e e e ae e e e neeee s 35
4.6 Local economy and regional developmMENT.........oiiciiiiiiiiee et rae e e 35
4.7 Conclusions on the channels through which LCCs foster mobility and integration in Europe.......... 36
Chapter 5 Case studies Of LCC COMMIULEIS .....c.uuieeiiieeeeeireeeeciteeeeeetteeeesetteeeesaaeeeesasaeeeensraeessssesessnssesesssraneennns 38
5.1 Methodology for data COlECLION ........evi e e ee e e e ennes 38
5.2 Motivations for travel and commuting Strategies .......ccccviieiciii e 39
53 Benefits of commuUEing and @lterNatiVES.......ccccuveiieiiiee ettt e e e e tbe e e raee e e nnrees 40
5.4 Bl T U oY o T=T- =T Y= (S 41
5.5 Conclusions from the qualitative apProach ... 42

(0 0 F=T o1 =T ol ST 0o Yo Vol 61 T 13 SRS 44
2] {1 €= o Tl YRS URURRRPRI 46
Yo o<1 o T LRSS 49
List Of LCCS USEA iN the fIGUIES .....eeee ettt e et e et e e et e e e s nte e e e nte e e e enraeeeanneneeas 49

Additional maps for routes NETWOIK DY LCCS .......eiieciiee ettt ettt e et e e e tree e e srae e e e abaeeeenbeeeeennreeens 49



List of Figures and Tables

Figure 1. Evolution of air passenger travel in Europe, 2008-2016 .........ccccceeeirciierieiiiieeeeniieeeerieee e esreee e 1
Figure 2. Economic model Of [OW-COSE CAITIEIS ....ccciiuiiiiieiiie ettt e sre e e eaae e e e saaeee e 15
Figure 3. Weekly seats (in thousands) by carrier types, 2004-2012 ........cccoeeveeeiieeeceeeniee e e e eee e 16
Figure 4. International seat capacity by carrier type in Europe (2002 and 2017 - at different scales)...... 18
Figure 5. Domestic seat capacity by carrier type in Europe (2005 and 2017).....cccceevvvveeeiiveeeecirieeeeeineeens 19
Figure 6. Most important air routes in EUrope in 2015....cccoiiiiiiiiiiieeeeeee et e e 22
Figure 7. Intra-EU Connectivity — Reachable Population (%) (2017, 15 quarter) .....c.cceeeeeeeeveeveeceeeveennen. 23
Figure 8. International train connections in Western EUFOPE.......ccccvvieeeciieeeeiiieeeecieeeeectreeeeevaeeeesvveeeeas 25
Figure 9. Ryanair Erasmus student mobility partnership ..o e 32
Figure 10. Network of routes served by LCCs (Intra-Region 1) ......ccccueeeeiiieiieiiiiieeciiieeeecrree e e evaee e 49
Figure 11. Network of routes served by LCCs (Region 1- REZION 2) ...cccueevieeiiieeeiiieeieeeciee e eeee e 50
Figure 12. Network of routes served by LCCs (INtra-Region 2) ......ccceeecueeeviieiiie ettt 51
Table 1. International seat capacity (2002-2017) and LCC Shares .......cceeccuveeeeciieeeeiiieeeecireeeecreee e cvaeee 20
Table 2. Domestic seat capacity growth (2002-2017) and LCC Shares........cceeecvveeeeciieeeecieeeeecveeeeecveeeens 21
Table 3. Passenger Traffic by Major LCCs in Europe (in millions)........ccceevcieiciieciie e 21
Table 4. Commencement years of Ryanair and Wizz Air flights in selected airports in CEE....................... 28
Table 5. Domestic seat capacity by LCCs in the largest European countries ........ccocccvvveeeeeeeeeeciivveeeeeeeennne 29
Table 6. International tourist arrivals by region (in Millions) .........ccceeciiiiiie e, 33
Table 7. Passenger sample CharaCteriStiCs ...uiiuuiiiiiiiiie et ettt e e ctre e e e tae e e e ar e e e e abaeeeesasaeeeean 39

List of Abbreviations

CEE
EEA
EU
HSR
LCC
SME
TFEU

Central and Eastern Europe

European Economic Area

European Union

High speed rail

Low-cost carrier

Small and medium enterprises

Treaty on the Functioning of the European Union



Executive Summary

or a long time, travelling by plane was considered a luxury that was accessible to individuals with

relatively more affluent socioeconomic backgrounds. However, this picture has changed as the

European air transport industry has been rapidly evolving ever since the liberalisation process of the
1990s. In fact, one of the main results of this evolution is the subsequent increase in the number of
passengers carried by air travel. In this regard, the availability of low fares in air travel, especially in the last
two decades with the appearance of low-cost carriers, has generated a radical shift by making air
transportation accessible to a wider public. According to the European Commission, air transport can
contribute to the European economy in connecting people and regions and play a vital role in the integration
of Europe.

Against this background, this report asks whether low-cost airlines are bringing Europe closer together. In
particular, the objective of this report is to understand to what extent low-cost airlines have contributed as
well as can contribute to European integration. The research question at the heart of this report is a relevant
one, especially if one considers the challenges that the European Union has been facing over recent years in
terms of integration, the smooth functioning of the European Single Market and the sense of a European
identity, to name a few. The report relies on a mixed method research approach, comprised of desk research
covering academic and policy literature as well as quantitative and qualitative data analysis based on primary
and secondary sources.

Initially describing the state-of-play in the current aviation industry, the report lays the ground for the
regulatory framework by considering the levers and barriers that airlines experience, with a focus on low-
cost airlines. Highlighting relevant and pending issues from the regulatory and competition perspectives, the
report also overviews the economic principles behind the low-cost model such as partial reliance on
secondary or regional airports with relatively low airport charges, unbundled pricing, a homogenous and
young fleet to decrease maintenance costs, to name a few. However, evidence suggests that the
characteristics of the low-cost model vary from airline to airline and the industry is in dynamic evolution.

Using various data sources, the report next provides an extensive mapping of air passenger transport by
distinguishing legacy carriers and low-cost carriers (LCCs), showing the shifts in market shares from the
former to the latter. The mapping exercise considers two main dimensions including seat capacity (both
international and domestic) and route network. Regarding the former, empirical analysis suggests sharp
increases in seat capacity across Europe from the early 2000s until 2017, albeit there are variations across
different regions. The market share of LCCs is expanding, but it also shows variation across countries in
Europe. This significant expansion in LCC market share also suggests that they are essential players in the
airline transport market. In terms of route network, by focusing not only on secondary airports but more
recently also on main airports, LCCs increase regional connectivity by linking remote areas to larger cities.
The focus on point-to-point flights illustrates the strong presence of LCCs in connecting remote areas with
each other as well as with the major hubs. Measured by the share of reachable populations, the evidence
shows the important contribution made by LCCs at the disaggregated regional level to the air connectivity
index developed by the European Commission and Eurocontrol.

Alternative modes of transport, such as train and coach, are also considered, but research and evidence from
LCC commuter interviews suggest that travel time by other transport modes are not sufficiently competitive
in terms of travel time vis-a-vis LCCs. On the cost aspect, while coaches can compete with LCCs in terms of
fares, train fares are generally less affordable than those offered by LCCs.
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To assess the extent of the contribution of LCCs to European integration, the report considers a number of
channels, such as labour and student mobility, business travel and leisure tourism. Mobility of individuals is
generally increasing in Europe and this seems to coincide with the expansion of the LCCs in the last decades.
In particular, LCCs decrease migration costs and thereby facilitate the mobility of people. Several other
factors, such as the economic and financial downturn of 2008 and Eastern Enlargement of the European
Union in the mid-2000s, also foster mobility of labour as economic opportunities vary across different
member states. Mobility patterns are evolving, and temporary or repeated migration is increasing. For
example, data analysis from secondary sources as well as interviews with LCC commuters suggest that
availability of lower airfares fosters domestic and international commuting. Post-migration travel to visit
family and friends is rising, in which LCCs appear to play an important role. International student mobility is
also increasing and seems responsive to the expansion of low-cost airlines in Europe, as students are usually
constrained in their budgets and therefore responsive to lower airfares.

Business travel is expanding, notably among employees of SMEs, who tend to use LCCs. Research suggests
that a more connected business world is likely to generate investment and employment opportunities.
Interregional linkages are also developing, albeit at an uneven pace across Europe, but the presence of LCCs
appears to play a role, not only in creating employment opportunities in the airports where they operate,
but also in attracting passengers to diverse routes in popular destinations as well as in previously less
travelled regions.

Furthermore, leisure tourism is expanding and taking different forms such as vacation, second-home
ownership or short-term city breaks with cultural tours. Overall, it seems that low fares are helping create a
new and growing market for people who would have never travelled before. As they are now travelling, this
is connecting and integrating Europe.

In terms of the local economy, there are a number of positive impacts from increased passenger flows with
the expansion of LCCs, such as employment opportunities at airports and increased tourism expenditure,
which overall can lead to transformational economic impacts for the areas concerned. At the same time,
given the dependency of regional airports on airlines, the ease of relocation by LCCs can create certain
challenges for local economies, which without LCCs would not be served by legacy carriers.

All in all, the qualitative data analysis collected from passenger interviews largely confirms the quantitative
analysis and suggests that LCCs help people to be more mobile. For example, the findings from analysing the
interviews confirm the increasing variety of mobility — for example, more temporary, circular or repeated
nature of movements — in Europe and how this closely relates to the availability of low fares. At the same
time, it could also be that these people are more open to travel in the first place and the availability of LCCs
creates a further positive loop.



Chapter 1  Introduction

any years ago (in 2005 to be precise), one of the authors read a column in The Economist that

later became an inspiration for this report. The column, by the magazine’s Charlemagne

columnist, was called “Low-cost founding fathers” and it began: “Brussels is full of monuments to
the “builders of Europe”. There is the Schuman district, the Monnet circle, the Spinelli building. It may now
be time for a Stelios Square or a Boulevard O'Leary. For in recent years, Stelios Haji-loannou and Michael
O'Leary, the two pioneers of Europe's low-cost airlines, have done more to integrate Europe than any
numbers of diplomats and ministers. They have helped to create a new generation for whom travelling to
another European country is no longer exotic or expensive, but utterly commonplace.”? This idea — that LCCs
could play an important role in bringing Europe closer together — stuck in our minds until an opportunity
presented itself to test this thesis using hard data. The result is this report.

In 2016, about 970 million passengers travelled by air from European airports, which corresponds to a nearly
25% increase from 2008 (see Figure 1). The majority of passengers travelled within domestic borders (17%)
or to other European countries (47%).2 All these numbers highlight the size and importance of the European
aviation industry, which could drive economic growth, create jobs, facilitate trade and allow people to travel.
For a long time, travelling by plane was seen as a luxury good generally not accessible to people of less
affluent socioeconomic backgrounds. The availability of low fares in air travel, especially in the last two
decades, has radically shifted this picture by making air transportation accessible for a wider public. The
aviation industry is in this way making a vital contribution to the connectivity of the EU and its citizens
(European Commission, 2017e).

Figure 1. Evolution of air passenger travel in Europe, 2008-2016

EU-28 air passengers
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Note: The numbers include arrivals and departures.
Source: Eurostat.

1 See the Economist article here: https://www.economist.com/node/3598896 (27 January 2005).
2 These numbers are taken from Eurostat: http://ec.europa.eu/eurostat/statistics-explained/index.php/Air transport_statistics
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As recognised in numerous communications by the European Commission, “air transport contributes
significantly to the European economy and plays a vital role in the integration and competitiveness of Europe”
(European Commission, 2014). However, before reaching the current levels of connectivity and diversity of
routes provided by a large set of alternative airlines (see Chapter 3), the air transport market witnessed a
series of regulatory developments over previous decades. Air transport in the EU had been a highly regulated
industry, characterised mainly by — mostly national — legacy carriers and state-owned airports (European
Commission, 2013). The liberalisation of the aviation industry in Europe in the early 1990s completely
changed the picture (see Chapter 2) by allowing new entrants into the market. The cabotage rights given to
new airlines meant that an airline company is allowed to operate within the domestic borders of another
country and in the case of the European Union, all member states now grant cabotage rights to each other
(European Commission, 2001).

With the entry of new airlines into the industry, competition increased and prices decreased, especially on
the most popular routes, while new routes, airports and different airlines became available. In particular,
since the early 2000s, the entry and rapid growth of LCCs has redistributed market shares among the major
airline actors. Based on different business models to traditional legacy carriers, LCCs are known variously as
low fare airlines, no frills airlines, etc. In this report, we use the low-cost carrier terminology to refer to the
overall group, even though it is acknowledged that different LCCs might have diverse business models and
there is no one single low-cost model as such.

Various analyses of the aviation sector suggest important developments in the evolution of market shares of
different air carrier types since the late 1990s. In particular, LCCs increased their market share from 5% in
1998 to 30% in 2008, while the market share of legacy carriers declined from 78% to 60% over the same
decade (Reichmuth et al., 2008). The remaining market share was attributed to regional carriers or charters.
In fact, as of 2012, the market share of LCCs (44.8%) exceeded that of legacy carriers (42.4%) and this trend
seems set to continue (European Commission, 2013): LCCs represented 48% of the seat capacity in 2015
(European Parliament, 2017).

Against this background of an increasing presence of LCCs as a major actor in air services in recent years, the
current report aims to answer the following research question: are low-cost airlines bringing the European
Union closer together? If so, what are the main channels and impacts of LCCs in contributing to European
integration? The research question at the heart of this report is a relevant one, especially considering the
challenges that the European Union has been facing in recent years in terms of integration, the smooth
functioning of the European Single Market and establishing a European identity, to name a few.3 Our goal is
to understand and illustrate with various research techniques the contribution of the LCCs to the European
integration and regional cohesion using quantitative data as well as qualitative data based on LCC passenger
perspectives.

By considering a number of channels, such as labour and student mobility, business travel, leisure tourism,
etc., the report finds interesting results in terms of European connectivity and integration related to air
transport in general and LCCs in particular. It appears that low fares have helped the creation of a new and
growing market, as people who would have never travelled before are now travelling and this is connecting
and integrating Europe.

Mobility of individuals is generally increasing in Europe and this seems to coincide with the expansion of LCCs
in recent decades. Several factors, such as the economic downturn or the Eastern European enlargement,

3 We note that one could also claim a reverse causality in the sense that perhaps LCCs flourished because of an
integrated Europe rather than Europe being integrated as a result of LCCs. While such reverse causality does not seem
likely given the empirical evidence as reviewed and illustrated in this report, to estimate econometrically and properly
identify the direction of causality is not what we pursue in this report, but it could be the subject of future research with
access to more granular data over time.
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appear to have encouraged mobility and people who would not have been able to travel by air can now fly
by relying on LCCs. Moreover, mobility patterns have been changing, with an increase in temporary and
circular migration. Domestic and cross-border commuting is also becoming more common with cheaper fares
and LCCs appearing to play an important role in serving this segment of the market.

Student mobility is also rising thanks to subsidised exchange programmes at the European level and a
significant part of the transport demand appears to be captured by LCCs, as this group of passengers are
more price sensitive. Leisure tourism is also expanding in different forms such as vacations, second home
ownership or short-term city breaks with cultural tours. In parallel, visits to friends and families is becoming
another important passenger category. Mostly offered by LCCs, the availability of diverse routes, which
include niche tourism areas and remote cities, boost regional connectivity and increase cultural interaction
in Europe.

Business travel is expanding among a wider range of people including employees of SMEs, who tend to use
LCCs. Research suggests that a more connected business world is likely to draw investment and create
employment opportunities. Interregional linkages are also developing, albeit at an uneven pace across
Europe, but the presence of LCCs appears to play a role, not only in creating employment opportunities in
secondary airports where they operate, but also in attracting passengers to diverse routes in popular
destinations as well as previously less travelled regions. However, given the dependency of regional airports
on airlines, the ease of relocation by LCCs can create certain challenges for local economies.

Methodologically, this study of LCCs and their potential role in the integration of Europe relies on a mixed
approach, consisting of desk research incorporating findings from academic contributions as well as policy
and legislative documents complemented with supplementary data analysis composed of quantitative and
gualitative parts. The quantitative data analysis is implemented based on secondary sources as well as raw
data received from Ryanair to illustrate the evolution of connectivity and the channels through which LCCs
can contribute to it. The qualitative analysis is based on the views of LCC passengers, who were interviewed
by phone during February 2018.

Collaboration with Ryanair is what made this report possible — through financial support, provision of
guantitative data and access to LCC passengers for interviews. As to whether this corporate collaboration
gives rise to any bias in the work, we address this as follows: First, the contributions of Ryanair are fully
transparent, including where/how data provided by Ryanair are used. Second, CEPS has been fully
independent not just in drafting the report, but also in selecting data sources, devising questionnaires for
interviews, overseeing interviews and other key aspects. Third, the report is focused on the theme of how
LCCs are helping to bring Europe closer together rather than on commercial issues. Finally, the reader is
invited to keep in mind the collaboration behind the report.

The plan of the report is as follows: Chapter 2 provides an overview of the policy framework by considering
the levers and barriers in the aviation sector in Europe with a focus on these issues for LCCs. Chapter 3
overviews the underlying economic model and principles behind the low-cost model and illustrates the
developments of the LCC sector together with its alternatives over time and across the European geography.
Chapter 4 provides further analysis on the different channels through which LCCs can contribute to
integration and connectivity in Europe alongside the challenges faced. Chapter 5 introduces the qualitative
case study based on passenger perspectives gathered through phone interviews. The last section provides
some concluding remarks on the role of LCCs in bringing Europe closer together, by highlighting not only
future prospects, but also the challenges ahead.



Chapter 2 The regulatory framework: Levers and barriers

his chapter presents the pros and cons of the rules and policies shaping air transport in Europe. This

allows a better understanding of the role played by EU legislation in fostering air connectivity as well

as identification of remaining barriers and areas for improvement. More specifically, the chapter
summarises the regulatory framework affecting EU and international air services; examines air passenger
rights; details EU legislation regulating the functioning of airports (airport charges, slots and ground handling
services); provides an overview of the role played by competition law in the air transport market; and, finally,
touches upon forward-looking EU policies aiming to tackle some of the unresolved issues in air transport.

As a result of the Chicago Convention of 1944,* regulation has played a crucial role in the development of
civil aviation for many years. Air transport services were controlled by national authorities. In many countries,
both airlines and airports were usually state-owned monopolies, service fares and capacities used to be
regulated, and inter-state air traffic was mainly based on bilateral air service agreements. In the US, this
situation was ended by the 1978 Airline Deregulation Act.” In recent decades, the liberalisation of many
domestic aviation markets and the gradual evolution toward ‘open skies’ agreements (setting rules for
international traffic) deeply changed the industry worldwide.

Learning from the US lesson, in the late 1980s the EU began a liberalisation process primarily aimed to create
the internal market for air services and break down any national barrier. The process started with the first
(1987) and second (1990) air transport ‘packages’ and was completed in 1992 by the third ‘package’, which
established the Single European Aviation Market and removed all commercial restrictions for European
airlines in serving the entire EU market. The Single European Aviation Market was then extended to Iceland,
Norway and Switzerland. In a nutshell, an EU-owned (and licensed) air carrier is now able to access any intra-
EU route and set its own airfares for both passengers and cargo. This liberalisation progressively led to the
appearance of new business models (especially LCCs), which brought about a sharp decrease in prices as well
as a wider choice for passengers travelling in the EU.

The third air transport package is now replaced by Regulation (EC) 1008/2008,° which recasts and
consolidates the package and sets out the fundamental rules for the provision of air services in the EU and
EEA. To carry air passengers for remuneration in the EU, any company that is majority-owned and effectively
controlled by nationals of a member state’ can request an operating license from the national civil aviation
authority of the country where its principal place of business is located. The competent authority must grant
the operating license to any applicants who have the professional ability and organisation to ensure the
safety of air transport operations and comply with the financial conditions, insurance requirements and good
repute criteria spelt out in Chapter Il of Regulation 1008/2008.2 The licensed air carrier is then allowed to
operate air services anywhere in the EU, with autonomy in terms of business decisions about capacity and
fares. The only exception is represented by routes serving peripheral or under-served regions that are subject

4 Convention on International Civil Aviation (also known as Chicago Convention) (https://www.icao.int/publications/
pages/doc7300.aspx).

5 Public Law 95-504, 24 October 1978 (https://www.gpo.gov/fdsys/pkg/STATUTE-92/pdf/STATUTE-92-Pg1705.pdf).

6 Regulation (EC) No 1008/2008 of the European Parliament and of the Council of 24 September 2008 on common rules
for the operation of air services in the Community (Recast), OJ L293.

7 Rules on ownership and control, which are a common feature in the international aviation sector, are further clarified
by ad hoc interpretative guidelines issued by the Commission (European Commission, 2017a).

8 Additional insurance requirements are established by Regulation 785/2004 (Regulation (EC) No 785/2004 of the
European Parliament and of the Council of 21 April 2004 on insurance requirements for air carriers and aircraft
operators, OJ L138).
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to public service obligations.® Other constraints to air carrier freedom may stem from operational rules
limiting traffic distribution between airports and exercise of traffic rights in relation to safety, security, the
protection of the environment and the allocation of airport slots. Regulation 1008/2008 was deemed ‘fit for
purpose’ by the 2013 Commission Fitness Check on the Internal Aviation Market (hereinafter, the ‘Fitness
Check’; European Commission, 2013); however, the Fitness Check focused only on a limited number of
provisions. For instance, the relevance and effectiveness of the financial requirements spelt out in Chapter Il
was not assessed. On the one hand, approaches of national authorities to assess the financial stability of
airlines are largely heterogeneous and may generate some ‘red-tape’ (Simonelli and Caroli, 2013); on the
other hand, the large number of airline defaults (and therefore stranded passengers) shows that in many
cases the operating license for the airline has been maintained up to insolvency, irrespective of deteriorating
financial conditions.

The EU also started to play a progressively more central role in the creation of a global aviation market as of
November 2002 when the Court of Justice of the European Union requested member states act in close
cooperation and coordination with the European Commission when negotiating bilateral agreements with
non-EU countries.' In fact, each member state used to have in place its own bilateral agreements with a
number of third countries, granting international traffic rights only to selected, national air carriers. These
provisions tend to favour legacy carriers (incumbents) over LCCs (new entrants). Following the so-called
‘open skies’ judgment, in order to restore legal certainty, while existing bilateral agreements have been
progressively amended to allow for attributing international traffic rights in a transparent and non-
discriminatory manner to all EU carriers, new bilateral agreements have to follow procedural rules set out at
the EU-level.!! In this context, the EU formulated its external aviation policy for the first time in the 2005
Roadmap (European Commission, 2005), which entitled the EU to negotiate both: i) horizontal agreements,
to bring all existing bilateral air services agreements between EU member states and a given third country in
line with EU law; and ii) comprehensive agreements (upon Council authorisation), to replace existing bilateral
agreements and integrate the EU aviation market with those of its key international trading partners. The
Roadmap also aimed to create a Common Aviation Area with neighbouring countries, which represents an
interesting opportunity for European LCCs.

So far more than 1,000 bilateral agreements have been amended to comply with EU law either directly or via
horizontal agreements; comprehensive agreements have been signed with USA, Canada and Brazil (under
renegotiation); agreements to build the Common Aviation Area have been concluded with the Western
Balkans, Georgia, Israel, Jordan, Moldova and Morocco. More needs to be done, however, to enable the EU
to become a leading player in the global aviation market, as international traffic is still dominated by national
fragmentation and subject to national interests. This is particularly true if one considers that global
connectivity is key to competitiveness. Against this background, the 2012 Communication on the EU External
Aviation Policy (European Commission, 2012), endorsed by the Council (European Council, 2012), sets out
two main objectives. First, ensuring that open markets are accompanied by fair and open competition; in this
respect, Regulation (EC) 868/2004,2 which was intended to protect EU airline against subsidisation and unfair

9 Rules on public service obligations are clarified by ad hoc interpretative guidelines issued by the Commission (European
Commission, 2017 b).

10 Judgments in Cases C-466/98, C-467/98, C-468/98, C-469/98, C-471/98, C-472/98, C-475/98 and C-476/98,
Commission v United Kingdom, Denmark, Sweden, Finland, Belgium, Luxembourg, Austria, Germany.

11 Regulation (EC) No 847/2004 of the European Parliament and of the Council of 29 April 2004 on the negotiation and
implementation of air service agreements between Member States and third countries, OJ L157.

12 Regulation (EC) No 868/2004 of the European Parliament and of the Council of 21 April 2004 concerning protection
against subsidisation and unfair pricing practices causing injury to Community air carriers in the supply of air services
from countries not members of the European Community, OJ L 162.



6 | AKGUG, BEBLAVY & SIMONELLI

pricing practices from non-EU airlines, is viewed by some to have proven ineffective (in 14 years it has never
been applied) and is now in the process of being revised. Second, completing the Common Aviation Area,
entering new comprehensive agreements and reviewing the existing ones to allow the European industry to
grow in new markets while promoting and defending EU interests through regulatory cooperation and
convergence; in this context, one of the main obstacles to overcome is the current ownership and control
rules, which artificially fragment the international aviation industry.

EU rules aim to set minimum standards for air passenger protection, irrespective of the travel class and air
carrier they choose. More specifically, Regulation (EC) No 261/20043 set common rules on compensation
and assistance for passengers (in case of denied boarding, cancellation, long delays!* and
upgrading/downgrading). The Regulation indicates the minimum amount to be compensated, thus increasing
legal certainty and, in turn, reducing litigation costs. Air carriers are obliged to inform passengers about their
rights (which cannot be limited or waived) and are subject to sanctions for infringements of the Regulation.

In 2010, Regulation 261/2004 was subjected to a detailed evaluation, which highlighted areas of
improvement to ensure that passenger rights are adequately protected (Steer Davies Gleave, 2010a). This
evaluation indicated that some carriers (irrespective of the relevant business model) were still not complying
with the Regulation. Ineffective enforcement, especially in terms of inadequate mechanisms for complaint
handling (by national enforcement bodies) and limited sanctions for non-compliance, was still harming the
effectiveness of EU rules and distorting competition between airlines.’® In fact, non-compliant carriers face
lower costs than compliant ones.

This evaluation was followed by a Commission Communication in 2011 (European Commission, 2011a) and
an exploratory study on possible revision of Regulation 261/2004 in 2012 (hereinafter ‘the exploratory study’;
Steer Davies Gleave, 2012a). Interestingly, both documents acknowledge that the Regulation generates
considerable economic burden on airlines. These costs are relatively more burdensome for LCCs, as some
expenses are fixed and independent from the distance travelled; in addition, LCCs may have more difficulties
in providing options for re-routing as well as assistance in regional airports. Reportedly, the average claim
value for LCCs is a multiple of their average fare. At the same time, it was confirmed that non-compliance (by
all types of airlines) is a significant issue® and that enforcement is largely inadequate!’. More specifically, the
2011 Communication identified four main shortcomings: i) lack of uniform interpretation of the Regulation;
ii) lack of uniform enforcement across the EU; iii) lack of harmonised and easily accessible complaint handling
procedures and means of redress; and iv) lack of information provided to passengers. Against this
background, the exploratory study tested several options to revise the regulation ranging from a purely

13 Regulation (EC) No 261/2004 of the European Parliament and of the Council of 11 February 2004 establishing common
rules on compensation and assistance to passengers in the event of denied boarding and of cancellation or long delay
of flights, and repealing Regulation (EEC) No 295/91, OJ L46.

14 See also relevant court cases (Joined Case C-402/07 and C-432/07).

15 Similar problems were identified in the 2007 Communication (European Commission, 2007).

16 The exploratory study reported that “provision of information on disruption and the rights of passengers under the
Regulation is poor, and in a large proportion of cases airlines are failing to offer disrupted passengers the assistance
required under the Regulation” (p.171). Stakeholders interviewed for the same study emphasised the failure of some
airlines to pay compensation and provide assistance in case of delay (p.171).

17 The exploratory study explains that sanctions to non-compliant airlines are seldom imposed; in addition, several
national enforcement bodies do not assist passengers with their claims and have limited power to oblige carriers to pay
for compensation in individual cases. However, there is now increasing recourse to Online Dispute Resolution (ODR)
and Alternative Dispute Resolution (ADR) mechanisms, which have been established in EU legislation.
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market-based approach relying on private insurance to an increase in air passenger protection compared to
the status quo. Eventually, the study suggested improving the clarity of the Regulation and reinforcing
airlines’ obligations to provide care and assistance while reducing the level and scope of monetary
compensation’®. The study was followed by a Proposal for amending Regulation 261/2004, which has yet to
make it through the legislative procedure as it was put on hold by the Council.

In 2016, the Commission issued interpretative guidelines on the topic (European Commission, 2016), which
contribute to clarifying most of the grey areas and gaps in the current text. As a result, the airline industry
has moved on considerably with regards to the application of Regulation 261/2004. The guidelines, however,
did not contribute to reducing the economic burden on airlines.

Disabled air passengers and passengers with reduced mobility benefit from additional rights set out in
Regulation (EC) No 1107/2006% to protect them from discrimination and ensure they receive assistance. In
a nutshell, with few exceptions, these passengers have the right to make a reservation for and subsequently
board any flight, irrespective of their disabilities or reduced mobility. They also have a right to assistance at
airports: the managing body of the airport is responsible for providing such assistance, in compliance with
quality standards and without additional charges. However, a specific (reasonable, cost-related and
transparent) charge can be levied on all airport users to fund this assistance. Air carriers are in charge of
assistance in the cabin and the transport of mobility equipment. In 2010, the evaluation of Regulation
1107/2006 (Steer Davies Gleave, 2010b) concluded that most EU airports and airlines had implemented the
relevant requirements. The variation in the quality of services provided by both airports and airlines was,
however, large. Little was done by member state authorities to ensure a better implementation of the
Regulation; and in some member states the new charge levied on airport users for funding this assistance
was not cost-related, thus potentially inflating airport charges and, in turn, airfares (see section 2.3.1 for
further details on airport charges).

Finally, air passengers’ protection is completed by rules on price transparency. In fact, Regulation 1008/2008
sets out, inter alia, provisions ensuring the transparency of airfares offered to the public which have to
indicate the final price to be paid, including any tax, charge, surcharge or fee applied on top of the airfare. A
clear distinction between airfares and other costs has to be made. In addition, any optional price supplements
should be communicated in a clear, transparent and unambiguous way and their acceptance by the
passenger should be on an ‘opt-in’ basis. In this respect, the 2013 Fitness Check (European Commission, 2013)
concluded that only 22% of airlines fully comply with airfare transparency rules and that enforcement of such
provision was still poor in some Member States. Ineffective enforcement may distort competition between
compliant and non-compliant airlines. Interestingly LCCs appeared to perform better than legacy carriers
when it comes to the presentation of the final price and the application of the same airfares irrespective of
the consumer’s place of residence (Steer Davies Gleave, 2012b). While more recent empirical evidence on
the topic is missing, compliance with price transparency provisions has reportedly improved for all types of
airlines in the recent past.

Airports play a central role in the air transport sector, as they link airlines with their passengers. In the 2011
Communication on Airport Policy in the European Union (hereinafter, the ‘EU Airport Policy’; European
Commission, 2011b), the Commission identified key challenges for EU airports that should be addressed to

18 Either by extending the time threshold (in hours) for compensation in case of delay or extending the nhumber of
exceptions covered by the notion of ‘extraordinary circumstances’.

19 Regulation (EC) No 1107/2006 of the European Parliament and of the Council of 5 July 2006 concerning the rights of
disabled persons and persons with reduced mobility when travelling by air, OJ L204
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ensure growth, connectivity and sustainable mobility and allow the European aviation sector to maintain its
global leadership. First, a growing gap between available capacity and demand in many EU airports is
foreseen, which will harm air traffic growth and increase barriers to entry for new airlines in congested
airports. Second, the quality of services offered at airports, which is a determinant of the passenger and
airline experience (especially for those air carriers such as LCCs that rely on third-party ground handling
services), needs improvement. Finally, the EU Airport Policy also acknowledged the need to enhance
transparency and cost-relatedness of airport and security charges to avoid the final price paid by consumers
being inflated.

Airport charges are paid by airlines to use airport facilities. Their impact is relatively more pronounced on
low-cost tickets, as airfares applied by LCCs before charges are generally lower than airfares of legacy carriers.
Airport charges are very often regulated, as many airports are characterised by monopolistic market power,
especially when they serve large cities and there is no other (independent) airport in the same catchment
area.

In this context, the EU intervened with Directive 2009/12/EC,?° which seeks to establish common principles
for setting airport charges. The Directive applies to EU airports with more than five million passengers per
year (irrespective of their market presence) and, at any rate, to the largest airport in each member state. It
aims to increase transparency for the costs covered by airport charges and to remove any discrimination
across air carriers, thus ensuring that airlines receiving the same service pay the same charge. To achieve
these objectives, the Directive introduces a system of consultation between the airport managing body and
airlines that is expected to lead to an agreement on the airport charging system as well as on the level of
service to which users are entitled in return for airport charges. Airport users should also be consulted on
plans for new infrastructure projects, to avoid charges rising to cover unnecessary investments.

The Directive so far appears to fall short of improving airport charging systems and delivers little benefits
compared to the previous national rules, especially when it comes to restraining airport market power. Both
the 2013 mid-term evaluation (Steer Davies Gleave, 2013) and the 2017 ex-post evaluation (Steer Davies
Gleave, 2017) pointed out that the Directive focuses on the process (i.e. how airports and airlines should
interact) rather than on specific targets (i.e. the expected outcome of the interaction). Whereas consultation
systems are now formally in place, airports and airlines are often far from agreement on airport charging
systems, let alone on investment plans. Administrative costs linked to the consultation process are even
considered higher than the actual benefits stemming from changes (if any) in airport charges. Some forms of
discrimination are still in place such as the application of transfer passenger discounts or the increasing
preference for passenger-related charges rather than aircraft-related ones, which usually penalise LCCs as
they fly point-to-point and have a higher load factor. The Directive does not necessarily lead to cost-related
airport charges: for instance, it explicitly allows for cross-subsidisation between airports belonging to the
same network, which appears to be at odds with cost-relatedness. Finally, large differences persist across
member states in terms of economic regulation still applied to airport charges, options for pre-financing new
investments, the role and effectiveness of independent supervisory authorities (which in principle should
ensure that airports operate efficiently without abusing their market power) and availability and costs of
appeals mechanisms. In a nutshell, both the mid-term and ex-post evaluations conclude that a major revision
of the Directive is needed.

Slots are permissions to use the full-range of airport infrastructure necessary to land or take-off at a specific
time. Slots are key assets for operating flights in a given airport and their availability represents a major

20 Directive 2009/12/EC of the European Parliament and of the Council of 11 March 2009 on airport charges, OJ L70.
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barrier to entry at congested airports. The allocation of slots at EU congested airports currently follows the
rules established by Council Regulation (ECC) No 95/93?! (hereinafter, the ‘Slot Regulation’).?? The Slot
Regulation was introduced to ensure an efficient use of airport capacity and that slots are allotted on the
basis of principles of neutrality, transparency and non-discrimination. In fact, slots are now allocated by a
national independent coordinator, twice per year (summer/winter), taking into account the available airport
capacity and expected air traffic. Based on the so-called ‘grandfather rights’, an airline that has operated its
slots for at least 80% of the time during the summer/winter scheduling period is entitled to the same slots in
the equivalent period of the following year. By contrast, based on the ‘use it or lose it’ rule, airlines that have
used slots for less than 80% of the time risk losing them, as such slots are included in the ‘pool’ of slots to be
allocated (without grandfather rights) by the coordinator in the next period. In specific circumstances (e.g.
airlines belonging to the same group, partial or total takeover, one-for-one exchange), slots may be
exchanged or transferred between airlines. Interestingly, 50% of the slots included in the ‘pool' have to be
distributed among new entrants.

The Slot Regulation has several weaknesses, which were identified by the 2007 Communication on the
application of Regulation (EC) 793/2004,% the 2008 Communication on the application of the Slot Regulation
(European Commission, 2008a) and the study published by the Commission in 2011 to revise the Slot
Regulation (Steer Davies Gleave, 2011). For instance, the provision favouring new entrants may also limit the
capacity of such new entrants to consolidate their position in a certain airport and compete with established
carriers. In fact, over the years, many new entrants have been able to obtain a small number of slots each,
thus resulting in the fragmentation of slots among many small operators and preserving the competitive
advantage of incumbent carriers (usually legacy carriers) at hub airports. In the same vein, grandfather rights
and the ‘use it or lose it’ rule do not appear to stimulate the efficient use of airport capacity, as incumbent
carriers have little incentive to give up slots in favour of new entrants. In addition, many slots are used by a
high proportion of small aircraft or by aircraft with low load factors, thus limiting the number of passengers
transported. In this respect, the efficient use of airport capacity would benefit from, for example, an increase
in the slot usage rate to grant grandfather rights or market-based slot allocation schemes. Concerns still exist
regarding the neutrality of national coordinators, transparency of slot data and the way slot coordination
systems are operated. The current system prevents optimal use of airport capacity and creates barriers to
entry for new airlines in congested airports. These weaknesses become even more critical when coupled with
growing demand for air transport and increasing shortage of airport capacity. Against this background, a
proposal to reform the Slot Regulation was filed by the Commission in 2011. It was suggested, inter alia, to
introduce market-based mechanisms for secondary trade in slots, to broaden the definition of new entrant,
to modify the system for grandfather rights (e.g. going from 80% to 85% usage rate) and to increase
transparency of the slot allocation process and independence of slot coordinators (with an option to create
a European coordinator). The proposal, however, did not make it through the legislative procedure, as it was
blocked by the Council.

Ground handling services involve a wide range of support activities necessary for airlines to operate their
flights, including passenger handling, baggage handling, freight and mail handling, ramp handling, fuel and
oil handling, aircraft services and maintenance and transport within the airport. Traditionally, these services

21 Council Regulation (EEC) No 95/93 of 18 January 1993 on common rules for the allocation of slots at Community
airports, OJ L14.

22 This Regulation was amended by Regulation (EC) No 894/2002, Regulation (EC) No 1554/2003, Regulation (EC) No
793/2004 and Regulation (EC) No 545/2009.

23 Regulation (EC) No 793/2004 of the European Parliament and of the Council of 21 April 2004 amending Council
Regulation (EEC) No 95/93 on common rules for the allocation of slots at Community airports, OJ L138.
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were provided by a monopoly supplier in most EU airports. Directive 96/67/EC* opened up the market for
ground handling services in EU airports above a certain air traffic threshold. Some caveats, however, apply.
For instance, the number of competitors may be limited (not fewer than two and at least one independent
from the managing body of the airport or large airport users) in some specific segments (baggage, ramp, fuel
and oil, freight and mail). Self-handling is allowed but may be limited to a maximum of two users in the
abovementioned specific segments. Exemptions (limited in time) may apply when certain constraints make
it impossible to open up the market or allow for self-handling. The management of the centralised
infrastructures required to provide handling services may be reserved to one single entity, and access is
provided to ground handlers in exchange for a fee.

Several studies have identified a number of shortcomings in the current legal framework. For instance, a
study published by the Commission in 2002 (SH&E, 2002) identified delays in implementing the Directive,
weakness in tender process and selection criteria for new ground handling providers, problems with access
fees and fees for the use of centralised infrastructure, and deterioration in safety and security. A subsequent
study published by the Commission in 2009 (Airport Research Center, 2009), confirmed differences between
member states in terms of conditions for market access and slower implementation in new member states;
in addition, while identifying positive impacts in terms of greater competition (especially in airports with
legacy handling monopolies), it stressed that centralised infrastructures are often congested, generate major
costs for third-party ground handlers and represent a barrier to effective competition. Finally, a study
published by the Commission in 2010 explored options for a possible revision of Directive 96/67/EC and
identified the following problems to be addressed: i) remaining barriers to entry into the ground handling
market, limiting competition in some airports and inflating prices paid by airlines; ii) negative impact of
increased competition on quality of service and staff conditions; iii) regulatory and litigation costs stemming
from the enforcement of the Directive. Such shortcomings are particularly burdensome for LCCs as they
mostly rely on third-party ground handling services.

Air transport market players (e.g. airlines, managing bodies of airports, providers of ground handling services,
etc.) are subject to EU (and national) competition law, as is any other business operating in the EU. In a
nutshell, Article 101 TFEU? prohibits cartels and any other agreement between companies that prevent,
restrict or distort competition in the Internal Market. Article 102 TFEU prevents companies which hold a
dominant position in the Internal Market or in a substantial part of it from abusing that position. Article 107
TFEU prohibits, with some exceptions, aid granted by member states (or through state resources) that
distorts or threatens competition by favouring certain companies over others. Finally, Council Regulation (EC)
No 139/20042¢ established a procedure to control concentrations with a Community dimension (identified
by measuring the annual turnover of the combined businesses, at the EU and global level) to prevent mergers
and acquisitions reducing competition in the Internal Market.

In this context, some special rules apply to air transport. For instance, with regard to agreements, Council
Regulation (EC) No 487/2009% allows the Commission to exempt (by granting so-called ‘block exemptions’)
certain categories of agreements in the air transport sector from the application of Article 101. No block
exemption in the air transport sector, however, is currently into force.

24 Council Directive 96/67/EC of 15 October 1996 on access to the ground handling market at Community airports, OJ
L272.

25 Consolidated version of the Treaty on the Functioning of the European Union, OJ C326.

26 Council Regulation (EC) No 139/2004 of 20 January 2004 on the control of concentrations between undertakings (the
EC Merger Regulation), OJ L24.

27 Council Regulation (EC) No 487/2009 of 25 May 2009 on the application of Article 81(3) of the Treaty to certain
categories of agreements and concerted practices in the air transport sector (Codified version), OJ L148.
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The case for state aid is more interesting, as member state support for airports and airlines is quite frequent.?®
In 2014, the Commission issued new Guidelines on state aid to airports and airlines?® (hereinafter, the ‘state
aid guidelines’) to ensure uniform conditions for the granting of state aid to air transport market players (DG
COMP, 2014). Operating aid (aimed to cover the positive difference between operating costs and revenues)
can now be granted only to small airports (up to 3 million passengers) for a limited timeframe (10 years) and
amount (between 50% and 80% of the gap between costs and revenues).?® In the same vein, investment aid
can be granted only where: i) there is a clear transport need (so no duplication of existing capacity); ii) positive
effects in terms e.g. improved accessibility, regional development and less traffic congestion are apparent;
and iii) investment would not be undertaken without state aid (the so-called ‘additionality’). Also, for
investment aid, the state aid guidelines set a maximum amount (between 25% and 75% of the total
investment costs, based on airport size).3! Start-up aid covering up to 50% of airport charges can be granted
for a limited period (3 years) to airlines in order to operate new destinations or new schedules with increased
flight frequencies from regional airports (key for increasing connectivity in peripheral regions).3? Start-up aid
are pivotal to increase connectivity in peripheral regions. As most of the regional airports are publicly owned
and rely on public support to fund their operations, state aid rules apply also to arrangements concluded
between airlines and airports. Such agreements are deemed free of aid if they are profitable for airports,
taking into account all sources of airport revenues (airport charges as well non-aeronautical revenues
stemming e.g. from shops and parking); otherwise, they are covered by provisions applying to start-up aid
for airlines.

The central role played by transport in the EU economy and society is officially acknowledged by the 2011
Roadmap to a Single European Transport Area (hereinafter, the ‘Roadmap’; European Commission 2011c),
which puts forward a 10-year strategy to transform the European transport system via a combination of
initiatives for all transport modes. Besides representing by itself a significant portion of the EU economy, the
transport sector enables economic growth and job creation. In addition, by allowing all EU regions to remain
connected not only within Europe, but also to the world economy, it is key to ensuring future prosperity and
territorial cohesion, as corroborated later in this study. Against this background, the Roadmap emphasises
that much more needs to be done to complete the internal market for transport (the so-called Single
European Transport Area). In this respect, the Roadmap calls for an EU transport policy which is forward-
looking and provides enough clarity to foster investment and allow for planning, building and equipping
transport infrastructures fit for future needs.

Air transport is expected to play a key role and contribute to the consolidation of large numbers of passengers
for transfers over long distances, thus reducing the overall environmental footprint of transport in the EU.
To achieve this result, besides ensuring the completion of the Single European Sky,*? the efficiency of aircraft
and traffic management operations needs to be improved. This requires, inter alia, the expansion and more
efficient use of airport capacity (to cope with the increasing demand for air transport). Special attention is
finally paid to passenger security, safety and rights to ensure the quality, accessibility and reliability of

28 The 2005 guidelines on aviation state aid (Communication from the Commission — Community guidelines on financing
of airports and start-up aid to airlines departing from regional airports, OJ C312) were applied in almost 100 decisions
over eight years.

2% Communication from the Commission — Guidelines on State aid to airports and airlines, OJ C99. These guidelines
replaced similar guidelines dating from 2005 (see above).

30 small airports based in e.g. isolated, remote or peripheral regions, however, may receive compensation for their
operating costs also after the 10-year limit.

31 Again, small airports based in remote or peripheral regions may benefit from investment aid of larger size.

32 Rules are more flexible for airlines connecting airports in remote regions.

33 For further details see: https://ec.europa.eu/transport/modes/air/single european sky en
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transport services, which will gain in importance in coming years, especially in light of the ageing of the EU
population.

The Roadmap is complemented by the 2015 Aviation Strategy for Europe (hereinafter, the ‘Aviation Strategy’;
European Commission, 2015a), and the 2017 Communication on Aviation: Open and Connected Europe
(hereinafter, the ‘Open and Connected Europe Communication’; European Commission, 2017d), which
acknowledge aviation as a strong driver for growth, jobs, trade and mobility in the EU, and define the way
forward to safeguard the global competitiveness of the European aviation sector while maintaining high
standards of safety and security and reducing the environmental footprint of the sector. The Aviation
Strategy and the Open and Connected Europe Communication aim to achieve the same targets and principles
of the Single European Aviation Market but on a global scale, thus promoting consumer interests, reducing
barriers to trade, maintaining a level playing field for aviation players, fostering innovation and ensuring the
safety and security of the international air service market. In this context, the Commission has identified
three key priorities:

e Improving services and access to growing markets. After completing the EU Single Aviation Market,
the EU is aiming at an ambitious external aviation policy to target markets where significant growth
opportunities are expected in coming years. This will require, inter alia, negotiating EU-level
comprehensive aviation agreements with third countries. At the same time, the EU needs to
ascertain that market access is based on a regulatory framework ensuring fair and sustainable
competition and protecting EU players against subsidisation and unfair pricing practices. The
Commission will also consider the relaxation of ownership and control rules to facilitate foreign
investment in EU aviation companies, if reciprocated through bilateral/multilateral air service and
trade agreements.

e Tackling limits to growth both in the air and on the ground. This priority aims to remove the capacity
and efficiency constraints that limit the European aviation sector’s ability to grow and are generating
congestion and delays. First, it requires the completion of the Single European Sky, where
fragmentation costs about €5 billion a year and impinges on the environmental performance of the
EU aviation sector, and the promotion of cooperative arrangements with extra-EU air traffic
networks (European Commission, 2015b). Second, it requires addressing capacity shortages
expected to affect several European airports in the near future by ensuring the best use of existing
capacity (e.g. via better management of slots) and planning capacity expansions well in advance
(European Commission, 2015b). Third, it requires improving the quality and efficiency of airport
services by ensuring: i) that airport charges are not inflated by airport market power; ii) effective
competition in ground handling services; and iii) the development of multimodal connections. Finally,
it requires fostering air connectivity both within the EU and worldwide by ensuring an acceptable
level of air transport services to all EU regions, especially the most remote.

e Maintaining high EU safety and security standards. This entails maintaining current high safety
standards alongside growing air traffic, while making room for new business models and
technologies, such as electric engines and drones, and reducing ‘red-tape’. As for security, the
Commission aims, inter alia, to alleviate the burden of security checks on passengers and to address
cyber risks.

Against this background, it is worth mentioning that Brexit is expected to have a major impact on the EU air
transport market. More than 53 million passengers travel by air between the UK and other EU member states.
The highly unlikely scenario of air transport being completely interrupted between the EU and the UK (i.e.
with the UK leaving the Single European Aviation market in a ‘hard Brexit’) has been estimated as possibly
costing up to €210 billion, with over 3.1 million jobs lost (Frontier Economics, 2016). However, no doubt a
comprehensive agreement (or multiple bilateral agreements) to allow airlines to transport passengers
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between the EU and the UK will be achieved, though its form will depend on the outcome of the Brexit
negotiations (IATA, 2016). In any case, such an agreement may limit available capacity and reduce the current
levels of air connectivity on the EU-UK route. In the same vein, rules on ownership and control will have an
impact on the ability of air carriers which are majority-owned by UK nationals to operate intra-EU flights. To
limit disruption of air traffic and avoid major economic and social damages, ‘transitional’ measures should
be introduced in time.

The liberalisation of the EU air transport market allowed new business models and, more specifically, LCCs
to flourish. In the same vein, the progressive integration of the EU aviation market with those of key
international partners and especially neighbouring countries may create new opportunities for LCCs to serve
international routes, which would boost connectivity beyond Europe.

While airlines’ compliance with Regulation 261/2004 on passenger rights has progressively improved, the
Regulation still generates considerable costs for airlines and such costs tend to be relatively more
burdensome for LCCs. In the same vein, Directive 2009/12/EC fell short of improving airport charging systems
and ensuring that airport charges (including charges for passengers with reduced mobility) are cost-related,
thus inflating the final price paid by air passengers (with relatively more pronounced impact on low-cost
tickets). With regards to airports, current rules affecting slot allocation in congested airports appear to
preserve the competitive advantage of incumbents (which are usually legacy carriers), do not stimulate the
efficient use of available capacity and often create barriers to entry for new airlines. In addition, barriers to
entry are still in place in the ground handling market as well, which implies increasing prices paid by airlines
and reducing quality of service. Again, these shortcomings of the current legal framework are more
burdensome for LCCs, as they mostly rely on third-party ground handling services. Addressing all the issues
mentioned above is critical for ensuring an adequate growth of the European aviation sector.

Progress has also been made regarding state aid rules, with the 2014 Commission Guidelines setting clearer
rules for agreements between airports and airlines. Last but not least, Brexit represents the main and most
impactful regulatory issue for the EU aviation sector in the near future.



Chapter 3 Mapping and evolution of the low-cost airline sector and its
alternatives

The low-cost airline model first appeared in the US slightly before the deregulation of the aviation market in
the late 1970s, which opened a new era of airline services (Uittenbogaard, 2009). During the deregulation
process, airlines reorganised their management structures to become more competitive. The first company,
Southwest Airlines, had pioneered the LCC concept in the US since 1960s. The main idea, a strategy that is
the basis for low-cost airlines nowadays (Uittenbogaard, 2009), is to provide fewer services to offer the flight
at a cheaper fare and this is achieved through a variety of operational processes that provide cost advantages
to a LCC as opposed to full service carriers (Schlumberger & Weisskopf, 2014). The evolution of the aviation
market in Europe took at least a decade longer than in the US: LCCs only came into the picture in the
aftermath of the liberalisation process, which happened in several stages starting in late 1980s until the mid-
1990s. Ireland-based Ryanair became the first European LCC, completely changing its business model from
operating as a regional carrier to adopt the Southwest low-cost model from the US (Dobruszkes, 2006;
Reichmuth et al., 2008). It was followed by UK-based easylet, a new entrant. Hungary-based LCC Wizz Air
was founded in 2003 and mainly serves to connect CEE to the rest of Europe. Overall, as the European aviation
market evolved together with the economic and political expansion of the European Union, more airlines
have appeared as LCCs over the last two decades. While, as mentioned earlier, it is not straightforward to
define one unique low-cost model for airlines, carriers such as Ryanair, easyJet, Vueling, Wizz Air are regarded
as LCCs for the purposes of this report.3*

Before mapping or analysing the low-cost airline sector and its alternatives, it is worth understanding its
underlying economic model. The airlines generally optimise their revenues by offering different segments or
different booking classes such as economy, business, and first class (European Parliament, 2007).
Correspondingly different fares apply, depending on various factors such as unit costs, and naturally target
different customer types. A simple model by Franke (2004) considers two market segments consisting of two
prices, Tariff A and Tariff B, where the lower tariff is defined based on the unit cost and potential competition
from other airlines, while the higher tariff is based on the willingness to pay of the customers, illustrated in
Figure 2. Assuming a downward sloping demand curve, this basic economic model of LCCs distinguishes two
types of scenarios: aviation industry before the liberalisation took place named as “old games (1990s)” and
the new scenario after the entry of lost-cost carriers as well as the modified demand curve named as “new
game (today)”. The idea is that an important part of the demand corresponds to individuals for whom even
the lowest tariff of the network carriers is higher than their willingness to pay and hence these individuals
are mostly excluded from air travel in the old scenario of 1990s. When LCCs enter the market offering lower
fares — which also increases the air service supply modifying the demand curve as seen on the right hand side
of the figure, they target and capture a particular part of the customer segment. For example, the upper right
corner of the darker (red) rectangle corresponds to a demand of customers with lower willingness to pay,
which is considerably below the lowest tariff of the network carriers. In the absence of low-cost airlines, such
customers would be economically excluded from air travel (European Parliament, 2007). Therefore, allowing
economically constrained individuals to travel by air is one of the most important contributions of low-cost
airlines to the mobility of people, which, in turn, contributes to connectivity between geographical areas.

34 See the table in the Appendix for a list of LCCs included in the quantitative data used in several figures in the report.
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Figure 2. Economic model of low-cost carriers
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On top of the underlying economic model, there are certain characteristics shared by LCCs, if not common
to all, in order to be able to offer an appealingly low fare in passenger air transport. However, as the business
models of airlines are in constant evolution, not all of these characteristics are present simultaneously in or
relevant to all LCCs. These characteristics include (i) simple service offering without frills (such as free
baggage, on-board meals or drinks); (ii) short-haul and point-to-point routes instead of the hub-and-spoke
model of legacy carriers; (iii) using mainly secondary airports with lower airport charges; (iv) higher aircraft
utilisation with shorter turnaround times; (v) homogeneity of the fleet to minimise maintenance costs and
boost flexibility through being able to transfer cabin crews across similar aircraft models; (vi) more recent
and fuel-efficient fleet to reduce fuel costs; (vii) high-density seating with a single class to maximise aircraft
capacity; (viii) direct ticket selling through online website without passing through travel agencies; (ix) high
labour utilisation through higher passenger-per-employee ratios; (x) lower salary for flight crews compared
to legacy carriers (Campisi, Costa, & Mancuso, 2010; Olischer & Dorrenbéacher, 2013; Reichmuth et al., 2008;
Schlumberger & Weisskopf, 2014). This list of characteristics varies between different LCCs in Europe. There
is also a deviation from these characteristics over time as the markets mature and business strategies are
adapted accordingly: for instance, while there seems to have been a tendency to focus on secondary or
regional airports initially, more and more LCCs have started establishing themselves in major airports in
Europe (Dobruszkes, Givoni, & Vowles, 2017). Last but not least, hybrid models are being developed, whereby
LCC practices have been mainstreamed throughout the industry: for instance, more carriers started charging
for checked luggage or offering paid in-flight services.

Related to the price differentials between legacy carriers and LCCs, a European Flight Index? study conducted
by Kelkoo, which is a travel and shopping comparison website, collected information on 5,000 airfares from
20 different airlines at 192 airports. The study finds that LCCs offer, on average, 33% lower fares as opposed

35 For an online version of the summary of the findings from the Kelkoo European Flight Index study, see
http://www.breakingtravelnews.com/news/article/low-cost-airlines-add-up-to-44-in-extras-to-price-of-a-ticket/
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to full service carriers, without taking into account additional charges. If the latter are taken into account as
well, the average price differential can exceed 50%. Moreover, the differences in ticket fares of LCC and
legacy carriers are also higher when tickets are purchased very much in advance. Additionally, the price
differential between low cost and legacy carrier fares shows important variations for domestic and
international fares. For example, LCC fares are found to be about 40% cheaper on international flights
compared to 20% cheaper on domestic flights. This means people from relatively lower income backgrounds,
who would not otherwise be able to travel by air, now have the chance and not only domestically, but also
internationally. Significantly lower airfares are therefore one of the main contributions of LCCs towards
connecting people and places.

3.3 Mapping of LCCs in air transport market in Europe

3.3.1 Evolutions in seat capacity

In addition to the fare differences between LCCs and legacy carriers, which can constitute one of the most
important factors why the former are preferred over full service carriers by an increasing number of
passengers, the evolution of the market share of the LCCs is also worth noting. Figure 3 shows the weekly
available seats of legacy carriers (incumbents), LCCs and others, which include charter and regional carriers,
from 2004 to 2012. The evolution of the available seats offered by different carriers shows the sharp increase
— especially from 2004 to 2008 followed by a relatively less steep slope from 2008 to 2012 — in the supply
provided by LCCs in Europe. In fact, as of 2011, the weekly seats supplied by LCC surpassed those of
incumbent airlines, which displays a relatively flat, sometimes decreasing, trend over this period.

Figure 3. Weekly seats (in thousands) by carrier types, 2004-2012
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Notes: The data cover EU27 countries. The category ‘others’ covers independent carriers, regional carriers
and charter carriers.

Source: The figure is taken from the Internal Aviation Market Fitness Check report of European Commission
(2013) based on data from OAG summer schedules.

As regards the relative market shares of different carriers, the airline industry fitness report by the European
Commission (2013) suggests that while the majority of passenger seats (65.6%) belonged to incumbent
carriers in 1992 in contrast to a 1.5% share to low-cost carriers, there has been a major shift in market share
over time. In particular, low-cost airlines exceeded the market share of incumbent air carriers for the first
time in 2011 and the upward trend has continued, with 44.8% of market share belonging to LCCs as opposed
to 42.4% for incumbent carriers in 2012.
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Seat capacity offered by the different types of carriers developed both over time and geographically: Figure
4 and Figure 5 show the evolution of seat capacity provided by different airline types broken down by
domestic — with origin and destination cities being in the same country — and international flights within
Europe over the period from 2002 to 2017.3%%” These figures cover a more recent period until 2017 and add
several additional dimensions, such as market share variations between countries and the
domestic/international air transport breakdown, compared to the relative market shares from the previous
Figure 3. Looking at the disaggregated data by air travel type (domestic versus international) gives an
impression of how different carriers have seen their respective market shares in domestic and international
flight sectors evolve over time across countries.

Figure 4 displays interesting developments in seat capacity in international (within Europe) flights offered by
airlines from 2002 to 2017. We use dark and shaded colours to distinguish between legacy carriers and LCCs,
respectively. First, there is a general expansion in international air travel in Europe across all countries with
379 million more in seat capacity (corresponding to a 113% increase), but expansion patterns are not
homogenous across Europe.3® The air transport market in terms of seat capacity is clearly more developed in
Western Europe compared to Central and Eastern Europe (CEE), even though large expansion patterns have
also been observed in the CEE region in recent years. Poland, for instance, has seen a 460% increase in
capacity and Romania has increased by 399% compared to 54% in France. The corresponding figures are
shown in Table 1.

Second, the legacy carriers, indicated by darker slices of the circles in the maps, were the largest providers
of seat capacity in all European countries in 2002. This dominance has shifted as new LCC entrants started
capturing important segments of the market. Of the 379 million increase in seat capacity, 269 million came
from LCCs, which highlights that it is this sector of the airline industry that is driving inter-European
connectivity. For example, in countries such as the UK, Ireland, Spain, Italy, Hungary and Poland, the number
of seats offered by LCCs is higher than those of legacy carriers in 2017. Third, though closely connected to
the second point, the LCC market has been relatively more developed in the UK, where the LCC share is higher
than for other large EU countries such as France, Germany and Spain. Related to this, Reichmuth et al. (2008)
suggest that the largest LCC capacity increase is observed in the UK as opposed to the other countries during
the early 2000s.

Finally, the recent expansion of air transport in CEE is closely related to the accession of the countries from
that region to the European Union, which led to more travel between east and west using LCCs. For example,
when Poland joined the European Union in 2004, the seat capacity in international flights was 4.6 million, of
which 9% came from LCCs. As of 2017, the capacity offered by LCCs in international flights grew to more than
10 million seats and accounted for 59% of capacity. This suggests that the availability of LCCs has likely
generated new travel demand in Europe.

3¢ The yearly capacity data (sourced from Cap-Stat), broken down by domestic and international flights offered by
different carriers is provided by Ryanair.

37 The different carrier types are LCCs, Ryanair and other carriers, where the latter is not classified as LCCs and mainly
consist of legacy carriers or charter carriers.

38 At this stage, this is hard to see visually from the figures because of the different scales used in the graphs. Keeping
the same scales, we would observe how the circles get larger from 2002 to 2017 across countries, for example.
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Figure 4. International seat capacity by carrier type in Europe (2002 and 2017 - at different scales).
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Figure 5. Domestic seat capacity by carrier type in Europe (2005 and 2017)
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Table 1. International seat capacity (2002-2017) and LCC shares

Capacity growth 2002-2017 Growth coming from LCCs LCC share
Country Seats % Seats % of capacity 2002 (%) 2017 (%) % point
growth increase
UK 53,259,970 98 48,300,710 91 23 57 33
Spain 52,181,790 165 43,904,467 84 9 56 47
Germany 38,864,946 74 27,252,008 70 3 32 28
Italy 30,834,874 121 28,220,064 92 10 55 45
Turkey 20,170,012 336 5,001,263 25 0 19 19
France 16,606,367 54 19,145,867 115 7 45 38
Netherlands 15,231,702 91 9,344,112 61 16 37 22
Poland 14,490,821 460 10,344,525 71 0 59 59
Portugal 13,620,805 193 9,802,672 72 5 49 44
Switzerland 11,487,513 71 7,933,063 69 8 33 26
Greece 9,972,654 127 5,231,977 52 3 31 28
Ireland 8,749,536 99 5,967,638 68 35 52 16
Romania 7,895,606 399 4,778,238 61 0 48 48
Sweden 7,738,477 85 3,450,513 45 5 23 18
Norway 7,418,417 126 2,709,299 37 4 22 18
Austria 6,996,736 78 2,918,852 42 3 20 17
Denmark 6,132,410 55 4,837,215 79 2 29 27
Belgium 6,028,337 57 5,061,651 84 9 36 27
Czech Republic 3,821,667 97 2,228,388 58 5 31 26
Finland 3,472,135 70 1,054,003 30 0 12 12
Grand Total 379,350,992 113 268,555,272 71 10 42 33

Source: Seat capacity data are provided by Ryanair (2017), based on Cap-Stat.

Figure 5 displays the parallel evolution of seat capacity for domestic flights from 2005 to 2017.3° While the
air transport market since liberalisation has witnessed large expansions in cross-border air travel, an
expansion, yet at a much lower scale, has also been observed for domestic air travel. As in international air
travel, the domestic air travel market is more developed in countries in Western Europe. This could be related
to presence of major hubs in Western European capitals as well as the larger population sizes of the countries
and their physical size. Regarding market share developments between legacy carriers and LCCs, in countries
such as France, Germany, ltaly, Spain, Portugal and the UK, the LCCs became major providers of domestic air
travel capacity from 2005 to 2017, even though the capacity distribution between different carriers shows
variation by country. For example, in the UK, more than 60% of domestic flights are offered by LCCs,
compared to slightly less than 50% in Spain and Italy and less than 20% in Greece (see Table 2).

Looking at both Figure 4 and Figure 5, one observes that a lot of the expansion of cross-border travel by LCCs
is attributed to Ryanair (displayed by the medium shaded slices of the circles in the maps), which is the largest
LCC in Europe. This pattern is observed in countries like Belgium, Ireland, Italy, Poland, Portugal and Spain,
where Ryanair is the largest operating LCC in terms of seat capacity and routes in international flights within
Europe. As regards LCCs operating on domestic routes in Europe, Ryanair again constitutes the majority of
the LCC market share, for example, in Italy, Portugal and Greece. For domestic flights, easylet is the largest
LCC in the UK; while Vueling and Wizz Air are the largest LCCs on domestic routes in Spain and Hungary
respectively (Dobruszkes, 2013; PwC, 2014). Table 3 gives an idea of the size of the passenger traffic carried
by major LCCs in Europe.

39 please note that as in Figure 4, the scales in Figure 5 are slightly different in years 2005 and 2017.
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Table 2. Domestic seat capacity growth (2002-2017) and LCC shares

Capacity growth 2002-2017 LCC share
Country Seats % 2002 2017 % point increase
UK -4,307,114 -13 35 66 31
Germany 1,798,933 5 3 25 21
Spain 3,166,342 8 0 48 48
Italy 3,175,913 9 0 47 47
France -4,177,113 -12 1 19 19
Norway 2,369,915 11 0 0 0
Sweden 1,380 0 0 0 0
Netherlands -411,570 -100 0 - -
Switzerland -659,190 -33 0 0 0
Greece 2,978,767 40 0 16 16
Portugal 1,664,094 34 0 26 26
Denmark 482,279 19 0 20 20
Ireland -1,371,537 -91 0 0 0
Belgium 748 0 0 0 0
Austria -227,856 -20 0 0 0
Poland 1,459,018 101 0 29 29
Finland 4,302,124 0 0 16 16
Romania 1,415,010 225 0 21 21
Czech Republic -51,566 -48 0 0 0
Hungary 0 0 0 - -
Grand Total 13,136,729 6% 6% 32% 26%

Source: Seat capacity data are provided by Ryanair (2017) based on Cap-Stat.

Table 3. Passenger traffic by major LCCs in Europe (in millions)

2016 2017
Ryanair 106.4 120.0
easylet 75.2 80.8
Vueling 27.8 -
Wizz Air 22.8 28.3

Source: Authors’ own elaboration of data based on information on
passenger traffic obtained from respective LCC company websites
or other secondary sources (accessed in April 2018).40

Finally, these maps lead to another interesting observation regarding the domestic travel sector: in some of
the relatively smaller countries such as Austria, Czech Republic, the Netherlands and Slovakia, domestic
airline seat capacity has actually decreased over time.** This finding could be related to the intermodal
substitution as a result of the development and expansion of other modes of transport, such as railways or
coach, in these countries. We turn to such alternative modes of transport in section 3.5.

40 For Ryanair, see https://investor.ryanair.com/traffic/

For Easylet, see http://corporate.easyjet.com/investors/traffic-statistics/2017/english

For Vueling, see https://en.wikipedia.org/wiki/Vueling#fcite note-2016 report-36

For Wizz Air, see http://corporate.wizzair.com/en-GB/investor relations/traffic statistics

41 While this might not be visible in the graphs due to small sizes, we analysed the raw data to confirm these figures.
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3.3.2 Evolutions in the route network

To illustrate the status of the route network via air transport, Figure 6 maps the most important flight routes
in Europe in 2015 and several observations can be made. First, the most important and busiest routes are
operated on the north-south axis. Second, domestic flights are among the busiest in relatively larger (e.g.
Germany, France and Spain) or spread out countries (e.g. Italy and Greece). Third, among the busiest
international routes, UK has the lead and is well connected to other countries such as Ireland, France, Spain

and Netherlands. Finally, the presence of LCCs among the busiest routes is greater in countries such as the
UK, France, Germany, Italy and Norway.

Figure 6. Most important air routes in Europe in 2015
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Source: Own elaboration on the basis of Eurostat and a report entitled “Market Segments in
European Air Traffic 2015” prepared by Eurocontrol (2016).

For more visualisation on the route network served by LCCs, we created separate maps for several regions
covering the major axes in Europe. These maps are shown in the Appendix. Using web scraping methods to
generate the routes data (not weighted by volume), the maps show significant and dense route network
along the north-south axes in Western Europe compared to the rest. The diverse route networks also suggest
the connectivity provided by LCCs by linking remote areas to the major cities (e.g. many Greek islands or
Canary Islands are connected to continental Europe through LCCs).
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3.4 Air connectivity index in Europe

Connectivity is a key theme in the European Commission’s 2015 Aviation Strategy. The European Commission
and Eurocontrol have collaborated to develop an (air) connectivity index that has been published since the
end of 2017.%> Composed of several indicators including reachable population, travel time in hours (including
ground access), flight choices and the number of carriers, it aims to identify connectivity gaps more precisely
and benchmark different levels or air services between EU regions (European Commission, 2017d).

The following Figure 7 displays the share of reachable population by air services provided by LCCs at the
disaggregated region level (NUTS3). It shows a large variation across European regions in terms of the
population reached through air services. While regions surrounding the capital cities have higher shares of
reachable population (displayed by the darkest shades) by LCCs according to the connectivity index, the
peripheral regions also have important shares of population reached through LCC services. For example,
certain regions of Spain (e.g. Andalusia, Catalonia), Italy (e.g. Sicily, Lombardy), northern parts of Germany,
eastern parts of Poland and most of the UK have relatively high shares (around 60% or more) of population
reached through air services provided by LCCs. Given the recent appearance and rapid expansion of LCCs in
the last two decades in Europe, this illustrates the important contribution made by LCCs to air connectivity
in Europe.

Figure 7. Intra-EU Connectivity — Reachable Population (%) (2017, 1°t quarter)

Indicator value

06 . s

Turkey

Source: Intra-EU connectivity indicator displaying the share (%) of reachable population at NUTS3 level including only LCCs in the
first quarter of 2017, part of the Air Connectivity Index published by the European Commission’s DG MOVE. Retrieved from
https://public.tableau.com/profile/connectivity#!/vizhome/EUConnect-TEST/IntraE UAverage (accessed in April 2018).

42 The interactive air connectivity dashboard can be accessed from https://public.tableau.com/profile/connectivity#!/
vizhome/EUConnect-TEST/IntraEUAverage
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In this section we briefly review alternative modes of collective passenger transport compared to (low-cost)
air travel and discuss their pros and cons.®

In the European context, one of the main alternatives to air travel is rail transport. Rail is one of the most
heavily subsidised industries around the world and Europe is not an exception. Many national or regional
authorities subsidise the rail industry as well as rail infrastructure, especially in cases of services that are not
commercially viable in remote communities (Air Transport Action Group, 2012). Western European countries
have also heavily invested in high-speed rail (HSR), which is a particularly relevant alternative to air travel.

Regarding the comparative evolution of supply in rail and air transport (measured in kilometre-passengers)
in Europe, Dobruszkes (2011) notes that while air transport has undergone a very dynamic development with
a steady growth path since 1990s, except for slight slowdowns in early 2000s and following the crisis in 2008,
the trend in rail transport services has been relatively flat and sometimes even slightly downward over recent
decades. HSR, the main alternative to LCCs in Europe, has been steadily increasing in kilometre-passenger
terms, but this does not impact the overall trend as air travel is five-times greater in kilometre-passenger
terms than rail.**

Figure 8 shows international train connections in west Europe, where they are largely concentrated,
especially in neighbouring countries such as France, Germany, Belgium, the Netherlands, Switzerland and
Italy. Especially countries like France have very advanced train connections, as they are the pioneers of HSR,
also known as TGV, in Europe. The London-Brussels-Paris train, operated by Eurostar, is one of the main and
most frequently used routes, connecting three countries (France, Belgium, and UK) within less than four
hours. Similarly, the Thalys train operates (partly as a HSR) over the Paris-Brussels-Amsterdam or Paris-
Brussels-Cologne/Essen routes.

One of the main advantages of rail transport is city-centre to city-centre connections as opposed to air travel,
which brings passengers to airports usually located at the outskirts of a city. Dobruszkes et al. (2017) argues
that the reason why LCCs are expanding operations to major airports closer to city centres rather than in
secondary or regional airports could be related to the tougher competition with HSR, which also provides
more city-centre to city-centre connections than in secondary or regional airports.

Moreover, the hassle of arriving at the airport several hours before travel takes place is not an issue for
travellers by train, as security checks are not as prevalent and long as for air travel. However, for a long
distance trip, travel time is usually much longer with a train than with a plane. Even though the presence of
HSR has decreased travel times, it can still take many hours to go from Italy or Spain to England by train. As
a comparative advantage of air transport, the travel time aspect between far flung areas appears to
constitute one of the main reasons why the commuters in our passenger sample tend to prefer LCCs rather
than other modes of transport (see Chapter 5).

4 We understand that transport by car is also an important alternative in Europe, but we only consider collective
transport modes such as air, rail, coach and maritime travel in the context of this report.
4 See the figure in Dobruszkes (2011) on page 873.



LOW-COST AIRLINES: BRINGING THE EU CLOSER TOGETHER | 25

Figure 8. International train connections in Western Europe
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Source: Own elaboration of the main international train connections in Western Europe

based on data collected from the websites of the train companies (2017).
Another issue for rail transport is that it tends to be expensive (Blayac & Bougette, 2017). In particular, HSR
is even more expensive and therefore not widely used by passengers from lower income classes and is
instead used by more affluent people (Delaplace & Dobruszkes, 2015). In this respect, low airfares make LCCs
a more attractive alternative. This is probably the reason behind the recent phenomenon of low-cost rail
services (Delaplace & Dobruszkes, 2015). This has been the case in France (OUIGO) for a few years, but the
business model of this type of transport mainly targets price-sensitive car-users. More research is needed to
assess the comparative impacts on use of HSR and LCCs. All in all, it seems that travel times together with
lower prices are the main factors to be considered, if trains are to compete with LCCs.

Together with rail, coach transport constitutes another alternative to air transport. As used to be the case
for the airline sector, it has been a highly regulated industry and a market relatively closed to international
competition. However, unlike for rail and air transportation, there is not much EU level regulation, coach
transport being mainly regulated by individual member states. Nevertheless, the coach industry has been
developing over the last years and covers not only domestic but also international markets, even if the latter
is much smaller relative to the former (Steer Davis Gleave, 2016). For example, recent legislation in France
opened up the country’s long-distance coach industry to competition (Blayac & Bougette, 2017).

While coach transport is usually not competitive in terms of travel time compared to air or even rail transport
(particularly HSR), it can compete on price with LCCs. However, given the long travel time, regular long
distance commuting by coach is not an attractive option for most people despite lower prices. This is also
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confirmed by LCC passenger interviews (see Chapter 5, where we see examples of individuals who favour
using LCCs to travel regularly between Poland and Germany as taking a bus would not be feasible with work
schedules. Similarly, an individual who wants to travel from Madrid to Paris (distance between the two cities
being about 1,200 km by car) would need to spend about 17 hours in a coach compared to a 2-hour flight,
even though the fare would similar for the two modes of transport.

Even though there is — strictly speaking — no constraint in terms of road infrastructure as to how many
coaches can be on the road, except to the extent that it creates traffic congestion and a negative externality
for other road users, the passenger capacity of a coach is still much lower than a train or most planes. LCC
fares are comparable to coach fares (and sometimes even lower), even though coach companies do not pay
for the costs of intercity road networks unlike in the aviation sector, where carriers pay for infrastructure
costs through airport charges. Therefore, LCCs are able to offer faster connections for similarly affordable
fares, which is particularly relevant over longer distances.

A final alternative transport mode is boat or ferry. However, given the lack of access of many European
countries to the sea, geographical constraints prevent this transport mode from being developed to reach
the connectivity levels of other modes. Moreover, for regions where maritime transport is relevant (e.g.
between islands or neighbouring countries with a sea border), the travel times are relatively long.

This chapter provided an overview of the aviation sector with a particular focus on LCCs. It described the
rapid expansion of LCCs over recent decades following the liberalisation process of air travel in Europe. Briefly
going over the basic economic model and some common principles of the low-cost model ranging from
simple service offering with paid services on board, short-haul and point-to-point routes instead of hub-and-
spoke model to high-density seating with efficient use of aircraft utilisation and relatively higher load factor.
Nevertheless, diverse business models are observed under the low-cost model and even a sort of
mainstreaming of certain LCC principles by some legacy carriers.

The redistribution of relative market shares between legacy carriers and LCCs has evolved tremendously over
time, whereby LCCs exceeded the incumbents by capturing nearly half of the market by 2015. The seat
capacity offered by air transport has been developing rapidly with the entry of LCCs into the market, and
capacity is more developed in Western Europe compared to CEE, even though large expansion patterns have
been observed there in recent years, which appears to be linked to the expansion of the EU to CEE. Overall,
the analysis suggests that the availability of LCCs has likely generated new travel demand in Europe, both
domestically and internationally.

In terms of routes network, the most important and busiest routes lie on the north-south axis, with expanding
routes in the CEE regions. As regards air connectivity, which is measured through an index developed by the
European Commission and Eurocontrol, the share of reachable population by air services is expanding to
remote regions in addition to major hubs and LCCs are contributing to this development through point-to-
point flights and lower fares.

The report also briefly considers alternative transport modes to LCCs (mainly train and coach). The overall
analysis suggests that while trains, particularly HSR, constitute relevant alternatives to planes, the fares
remain relatively high compared to LCCs. Coach travel is more competitive in terms of price, but travel times
are longer.



Chapter4 How low-cost airlines can foster mobility and integration:
Channels and impacts

hen considering the benefits of aviation in terms of integration and connectivity, a report by the

Air Transport Action Group highlights that “increasing cross-border travel is a reflection of the

closer relationships developing between countries, both from an individual perspective and at a
country level. In the same way, eased restrictions on the movement of goods and people across borders
facilitates the development of social and economic networks that will have long-lasting effects. This increased
flow of people and goods benefits both the host and originating countries, encouraging increased social and
economic integration (Air Transport Action Group, 2012, pp. 4).” Against this background, in this section, we
focus on the main channels through which LCCs can have an impact on mobility and integration in Europe.
These range from facilitating labour and student mobility and business travel to visiting family and friends
and leisure tourism. Further potential impacts of LCCs on local economies in terms of connectivity, territorial
cohesion and regional development are also discussed, considering benefits as well as challenges
experienced by various actors in the local economy, where mainly LCCs operate.

Globalisation and technological progress influence all types of economies and can result in the growth of the
service sector, the emergence of more flexible manufacturing techniques, the reduction in trade barriers and
the creation of more complex and connected financial markets (Button & Vega, 2008). This implies that the
mobility of the fundamental factors of production, such as capital and labour, has become all the more
relevant. Considering labour, freedom of movement is one of the main rights of European citizens. With the
creation and expansion of the Single Market, labour mobility in Europe has been increasing over recent years
(Barslund & Busse, 2016; European Commission, 2018). According to European Commission (2018), there
were roughly 11.8 million mobile workers in the EU in 2016. Among those workers, the large majority lives
and works in a member state other than their country of birth (Barslund & Busse, 2016).

In this context, the expansion of the EU to CEE in the mid-2000s triggered further increases in labour mobility
within the EU.*® Economic developments also generated opportunities for mobile labour, such as the
economic downturn of 2008, where some countries were affected more than others. In this respect, the
extent to which the availability of LCCs impacts European integration by facilitating labour mobility can also
be considered as being relevant in terms of European economic integration. We consider the role of cheaper
air transport in three types of labour mobility: mobile workers who leave to live and work in another country;
cross-border commuters who work in another country and return home regularly; and domestic commuters
who work and live in different regions of the same country.

A great deal of literature on labour migration attempts to understand the determinants of the movement of
workers. A standard approach is to identify pull and push factors of labour migration at the destination and
source, respectively. While there could be a diverse set of pull and push factors influencing migration
decisions, the principle argument based on economic theory suggests that a migrant responds to economic
opportunities and maximises her or his utility subject to a budget constraint, which involves, among others,
initial endowments, financial and emotional costs of migration. Availability of lower fares in air travel thanks
to LCCs enters into the decision process mainly by affecting the transaction cost of migration. As evidenced
by Button and Vega (2008), who look at the longer-term effects of the modern air transportation system on
labour markets and labour migration, air transportation facilitates migration, makes short-term and long-
distance migration viable and allows migrants to stay in touch with their countries of origin through regular

4 The access to labour markets for citizens of ‘new’ member states was restricted in certain ‘old’ member states until
transitionary measures were gradually lifted over time.
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visits back and forth. Therefore, one could argue that the developments in the air transportation following
liberalisation are particularly relevant in the context of labour migration.

The movement of labour migrants from ‘new’ member states to ‘old’ member states subsequent to EU
enlargements in 2004 and 2007 created a new demand for air travel from east to the west. The UK is a striking
example, becoming host, thanks to its open labour market policy, to more than a half million migrants from
CEE (mainly from Poland, followed by Hungary and others) between 2004 and 2006 (Blanchflower & Lawton,
2009).%¢ As of 2015, there are nearly 1.5 million residents from CEE in the UK and work is the main reason for
migration (ONS, 2018). Not surprisingly, this development coincides largely with the commencement dates
of various LCC routes from CEE regions to the west. Ryanair has developed an extensive route network
covering a large number of cities in CEE since the early 2000s and is one of the largest LCCs in the region.
Founded in 2003 right before the country’s EU accession, a Hungary-based LCC, Wizz Air has also become
one of the largest low-cost airlines in CEE in recent years (Wizz Air, 2017). Table 4 lists the starting year of
flights offered by the two main European LCCs, Ryanair and Wizz Air, in selected airports in CEE. The
commencement years largely, if not always, reflect the EU’s expansion to CEE countries.

Table 4. Commencement years of Ryanair and Wizz Air flights in selected airports in CEE

Airport Country Commencement year
Ryanair Wizz Air

Sofia Bulgaria 2016 2007
Brno — Turany Czech Republic 2005 -
Prague — Ruzyne Czech Republic 2007 2010
Budapest Airport Hungary 2007 2003
Riga Latvia 2004 2014
Gdansk Poland 2005 2006
Krakow Balice Poland 2005 -
Poznan — Lawica Poland 2005 2008
Katowice International Poland 2007 2004
Warsaw — Frederic Chopin Poland 2007 2013

Source: Information in this table is based on network data shared by Ryanair and information retrieved from the
internet on Wizz Air.

Furthermore, the availability and affordability of air transport can influence the evolution of labour mobility
over time. Put differently, cheap air travel might not only affect the quantity of movement, but also the
nature or type of movement of workers. For example, it is one of the main facilitators in the shift from long-
term, permanent types of settlement towards more temporary migration, sequential migration, and circular
migration (Button & Vega, 2008; Constant, Nottmeyer, & Zimmermann, 2013). In other words, LCCs can
influence not only the volume of labour flows, but also their composition. Moreover, since air travel is faster
than other modes of transport, it also makes within-country as well as cross-border commuting more
convenient. Empirical evidence collected through LCC passenger interviews confirms such trends in labour
mobility (see Chapter 5). For example, many passengers highlight the possibility of being able to live and
work in different countries in Europe due to the availability of LCCs. Some individuals are able to work in a
country during the week in northern Europe and return home to southern Europe over the weekend using
LCCs, while others spend more time in their second home in southern Europe and work at a distance during
those periods. The availability and affordability of low air travel lets people adopt different work-life patterns.

6 Together with Sweden and Ireland, the UK was among the first EU countries to open up its labour market to the
citizens of ‘new’ member states, while other EU countries maintained transition periods.
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Either type of commuting is directly related to the geographical location of a country and is common in
relatively large or spread out countries, such as Germany, Italy and Spain, or island countries such as Ireland
and the UK —in the latter, the main mode in international travel is usually by air transport. This type of labour
mobility through commuting has largely benefited from and increased with the availability of LCCs, as
decreased travel costs made frequent travel more affordable. Moreover, the wider geographical network of
air transport provided thanks to the use of secondary airports offers air services to a larger market. In Italy,
for example, there are important differences in economic activity between the northern and southern
regions and, as a consequence, there is high internal mobility from the south to the north (this observation
is also justified by the availability of a large domestic seat capacity as displayed in Figure 5 of the previous
section). For example, more than one million passengers used Ryanair to go from the south of Italy (e.g. from
Bari, Cagliari, Catania, Palermo) to Milan and Rome between April and October 2017.4’

To put things in perspective, Table 5 compares the domestic seat capacity and domestic seat capacity per
inhabitant (using country population numbers) in the largest European countries such as Germany, the UK,
France, Spain, Italy and Poland.

Table 5. Domestic seat capacity by LCCs in the largest European countries

Country Domestic seat capacity Population Domestic seat capacity
by LCC by LCC per inhabitant

Spain 21,462,280 46,398,000 0.463
UK 19,894,484 65,397,000 0.304
Italy 18,097,162 59,504,000 0.304
Germany 8,635,767 81,708,000 0.106
France 6,177,722 64,457,000 0.096
Poland 841,878 38,265,000 0.022

Source: Authors’ own elaboration based on domestic seat capacity data from Cap-Stat provided by Ryanair (2017)

and country population statistics from United Nation Population Division statistics (2015). The domestic seat

capacity of Spain also includes Canary Islands.
The numbers in Table 5 point to the significant proportion of domestic air transport covered by LCCs in Spain,
Italy and the UK relative to that in the other countries in the table. Nevertheless, the effects are expected to
be similar: the presence of LCCs likely facilitates domestic or cross-border commuting to larger cities. Such
regular travel to the region or country of origin, in turn, allows migrants to broaden career opportunities
elsewhere by staying in touch with people left behind (Button & Vega, 2008). For example, in our passenger
sample, we have an example of a domestic commuter from Puglia (in the south of Italy) to Milan, which
illustrates the possibility of combining professional decisions of working far from home with personal
decisions of continuing relationships at home through regular visits between the city of work and home town.
The commuter respondent in the sample of interviewees asserts that if there were no LCCs, he would travel
less frequently, which would have a significant emotional impact on his life.

However, while labour mobility is facilitated by LCCs, which could foster European integration, the labour
market integration of the migrant workers at the destination does not always follow. Analysing the labour
market outcomes of young European workers at other European destinations using a recent representative
survey, Akglic & Beblavy (forthcoming) find that mobile workers usually end up in occupations for which they
are overqualified given their educational and sociodemographic background. A number of studies also find
significant labour market outcome gaps between native-born and foreign-born in major destination
countries, even though the gaps tend to decrease the longer migrants spend at the destination (Adsera &
Chiswick, 2007). From the perspective of subjective attitudes, looking at the labour market effects of the
eastern enlargement of the EU in the specific case of the UK and using data on attitudes of individuals,

47 This information is based on seats data on the top 50 city pairs provided by Ryanair to the authors.
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Blanchflower and Lawton (2009) show that labour migrants from eastern Europe were generally unhappy
with their lives and dissatisfied with their jobs. This means that while the affordability and ease of labour
mobility thanks to the availability of LCCs can broaden career options for mobile workers in Europe,
integration in the labour markets of the destination country is not without costs for the migrant worker and
it takes time.

Similar to labour mobility, the affordability of air travel due to lower fares and availability of routes in a
number of secondary as well as main airports offered by LCCs constitute one of the essential factors
stimulating business flows and travels. While recent developments in communication technologies, such as
video conferencing and similar tools, might reduce the need to travel for business purposes, face-to-face
meetings are still considered essential for reaching out to new clients and developing business relationships
further. As stated by Williams & Balaz (2009), flows of knowledge and interregional business travel impact
on the business environment, which can then influence investment flows and knowledge transactions. In
particular, improved connectivity with other countries thanks to LCCs can enhance an economy’s
performance by facilitating foreign direct investment (FDI) (Air Transport Action Group, 2012). In a similar
vein, a report prepared by Oxford Economic Forecasting (2006) finds a positive link between air transport
usage and connectivity as well as investment levels in the UK, while a more recent report by Frontier
Economics (2016) highlights the contribution of air connectivity to the positive loop in economic prosperity
through increased business relationships fostering trade and investment links.

While the majority of business travel is concentrated in Western Europe, the expansion of the Single Market
appeared to trigger new business travel patterns from the west to the east as well. For example, looking at
the aggregate data on core customer segments of Ryanair, most business travellers are from Italy and the
UK, making up nearly 40% of the total bookings in this category, and they usually fly to London, Milan,
Brussels, Rome and Paris, and to a lesser extent also to Budapest, Bratislava and Riga. These routes data
seem to be in line with interlinkages between business hubs within Europe. According to Dobruszkes (2009),
the opening of high-ranking international hotels in capitals such as Bratislava, Budapest, Prague and Warsaw,
which are also main cities in the CEE region where LCCs operate with relatively significant shares of capacity,
could be seen as an indication of increased business links between the west and the east. To give an idea of
the role of LCCs in the CEE region, an important part of the market share is captured by Ryanair in cities such
as Warsaw (Modlin airport) and Plovdiv (100% each), Krakow (42%), Bratislava (22%) and Budapest (14%).%

In line with the increasing presence of LCCs in the CEE region, further business links with Western Europe
have been developing. For example, Williams & Balaz (2009) assert that the existence of the Bratislava-Paris
route offered by SkyEurope, a Slovakia based LCC that operated between 2002 and 2009, possibly played an
important role in persuading PSA Peugeot Citroén to build a car assembly plant in Trnava, Slovakia, in 2003.
Similarly, the existence of a number of LCC air connections from Prague was likely a key factor in DHL's
decision to build an IT centre in the Czech Republic. While historically, business travellers from larger
companies or multinationals used to choose legacy carriers, as there are often corporate agreements with
these incumbent airline companies (Williams & Baldz, 2009), the examples from CEE business partnerships
might suggest that there could be new demand from business travellers for LCCs.

Moreover, observing the tendency of business travellers towards using LCCs, some low-cost airline
companies started offering air services somewhat similar to the business class segment of legacy carriers. For
example, Ryanair offers Flexi Plus to attract customers from the business world by giving them flexibility for
flight reservation (one day earlier or after) without additional cost as well as reserved front seats and a more
generous baggage allowance. Such a shift in customer services could attract more business travellers, who

48 Market share data by departing capacity per airport is provided by Ryanair.
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would otherwise have flown business class with legacy carriers, and this could contribute to the business
flows generated by LCCs.

Furthermore, the employees of SMEs tend to choose LCCs as the airfare constitutes a major item in their
travel budget; such travellers prioritise the essential service, the air travel, provided by the LCCs. Based on
passenger survey data collected at airports, O’Connell & Williams (2005) similarly find that LCCs are attracting
self-employed and employees of SMEs. Our empirical analysis of the passenger survey (see Chapter 5) also
suggests that small businesses mainly benefit from low cost travel through decreased client acquisition costs.
Given that the Single Market is host to more than 20 million SMEs,* facilitating business travel for this
customer group can significantly boost cross-border business in Europe. In other words, by providing easier
mobility and connectivity through cheaper airfares and diverse routes, LCCs can contribute to the smooth
functioning of the Single Market.

Enshrined in the Article 45 of TFEU as part of the freedom of movement, cross-border mobility of individuals
is one of the main channels for promoting European integration. In particular, international student mobility
is animportant element in Europe as well as globally. Not only does it relate directly to high-skilled migration,
but it also provides an early experience for mobile youth of different education systems, languages and
cultures. In the European context, international student mobility has been supported and subsidised officially
under the Erasmus Programme which has been operational since the mid-1980s.>° This EU funded student
exchange programme, which provides opportunities to study abroad within the EU for 3-12 months, involves
many of the best universities on the continent and fosters learning and understanding of the host country.>!
If planned in advance, Erasmus students can undertake a complementary traineeship abroad, which also
offers the experience of temporarily working abroad. The underlying principle of the programme promotes
a European identity by allowing early exchanges between young people from different cultures in Europe
and this diversity is an integral part of feeling European.® Since its launch, more than 9 million students have
benefited from this programme®® and various studies find that studying abroad has helped socialising with
other Europeans, even if contact with host country students remained limited (Sigalas, 2010). Using survey
data among university students at Sussex University spending a year abroad, the results of King and Ruiz-
Gelices (2003) confirm that such international study experience gave students a more European identity or
consciousness as well as a greater insight into European issues, and that such students are more likely to
pursue a subsequent career path in continental Europe.

Against this background of the importance of student mobility and its effect on European identity and cultural
integration, the expansion of low fare air travel enters into the costs calculation of mobile students, who are
likely budget constrained and hence are more likely to be sensitive to price differentials. In this vein,
Dobruszkes (2013) argues that LCCs determine the travel decisions of international students and highlights
how several European universities try to attract Erasmus students in their information documents or
webpages by pointing to the availability of LCCs in their cities. One example of such an advertising campaign
cited by Dobruszkes (2013) is of a Maltese university highlighting the connectivity of the island to major
destinations in Europe through LCCs. Looking at the main determinants of choice of travel mode —including

4 For details, see https://ec.europa.eu/growth/single-market_en.

50 Erasmus stands for European Action Scheme for the Mobility of University Students.

51 For details, see http://www.erasmusprogramme.com/the erasmus.php.

52 See the article on Erasmus programme titled “Quietly sprouting: A European Identity” from http://www.nytimes.com/
2005/04/26/world/europe/quietly-sprouting-a-european-identity.html.

531n a recent speech at the CEPS Ideas Lab in February 2018, President Jean-Claude Juncker of the European Commission
said that since its launch, about 9 million students had participated in the Erasmus programme and 1 million babies had
been born as a result of it.
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train, coach, car and distinguishing regular and low fare carriers among airlines, Grigolon, Kemperman, &
Timmermans (2012) not only find that LCCs and costs have a major influence on the decisions of international
students, but also claim that in turn, the travel needs of international students might contribute to both the
expansion and the geographical spread of air travel offered by LCCs. In the qualitative data analysis as
described in the next chapter, we also observe how international students rely on LCCs to travel for study
abroad in the first place, but once there, they are also able to make repeated trips home to attend family
occasions or see friends.

Figure 9. Ryanair Erasmus student mobility partnership
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Source: Own elaboration based on bookings data with the Erasmus Partnership received from Ryanair
(2018).

Another interesting development regarding how LCCs can foster student mobility is the recent partnership
between Ryanair and the Erasmus Student Network.>® The partnership offers discounted fares and free
checked-in bags when travelling, significant savings for Erasmus students allowing them to travel more often.
Figure 9 shows the evolution of bookings made under this partnership, which started in autumn 2017. The
figure suggests an upward linear trend in terms of student mobility, even though it is a rather short time-
series data and there seems to be seasonality in bookings, as observed by peaks in bookings around October-
November 2017, mid-January and early March 2018. These peaks seem to coincide with periods when
Erasmus grants are paid, which can suggest that students are cash-constrained and, therefore, the discount
provided under the partnership with Ryanair represents a significant benefit to them.

As regards the sociodemographic profile of student travellers flying with Ryanair, a large majority (85%) of
these travellers is aged between 19 and 25, female (55%) and they mostly come from Italy, Spain and the UK
(nearly 40%) and travel mostly alone. The main destinations are Barcelona, Brussels, Rome, Madrid, Paris,
Budapest and Porto, which suggests more geographical diversity than for migrant workers or business
travellers.>

54 For details, see https://www.ryanair.com/gb/en/plan-trip/explore/erasmus.
55 This profile information is based on customer segment data provided by Ryanair to the authors.
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Air travel in the past was a luxury good reserved for a group of relatively well-off individuals. The entry of a
number of LCCs into the air transport market has opened up air travel to a broader set of customers. In this
context, the freedom of movement in the EU together with the availability and affordability of air travel
offered by LCCs can promote further mobility via leisure tourism by facilitating travel to distant areas in
Europe. Leisure tourism can comprise several dimensions such as vacation, second or residential home
ownership and other short-term cultural/city visits.

According to recently released data from the United Nations World Tourism Organisation (UNWTO),
international tourist arrivals in Europe have shown strong growth over the last two decades as seen in Table
6. This growth in international tourist arrivals coincides with a time period, which has also witnessed an
increase in new entrants, such as the LCCs, in the air transport market in the aftermath of the liberalisation.
There seems to be a significant variation in tourist arrivals between different regions, which could be related
to various economic and political developments in Europe. For example, the relative flatness of tourist
arrivals from 2005 to 2010 in northern Europe could be related to the economic downturn of 2008, as tourism
is largely correlated with economic performance. On the other hand, a steady increase, from nearly 70 million
in 2000 to about 133 million in 2017, in international tourists in the CEE region is likely related to the
expansion of the EU to CEE countries, thereby increasing links between the west and the east, as well as the
rapid expansion of LCCs to the eastern countries, in which the LCCs could be appealing to passengers from
relatively lower income levels.

Table 6. International tourist arrivals by region (in millions)

UNWTO regions 2000 2005 2010 2015 2016 2017 Change 2000-
2017 (%)
Europe 392.9 452.7 487.5 604.9 619.3 671.1 70.8
Northern Europe 44.8 54.7 56.6 69.8 73.8 77.6 73.2
Western Europe 139.7 141.7 154.4 181.5 181.5 193.4 38.4
Central and Eastern Europe 69.6 95.3 98.5 122.2 126.9 133.3 91.5
Southern & Mediterranean Europe  139.0 161.1 178.1 2314 237.1 266.8 91.9
EU-28 336.8 367.5 382.8 478.3 500.1 537.8 59.7

Source: Tourism data are extracted from (UNWTO, 2018). Regional classifications are based on the UNWTO definitions.

The importance of air transport in the growth of tourism sector is recognised given the fact that air transport
represents more than half of all international tourist arrivals, compared to other transport modes (European
Parliament, 2017). In parallel, the rapid expansion of LCCs over the last decades increased the volume of
international tourists. Moreover, by focusing on point-to-point services, LCCs enhanced the accessibility of
not only major cities, but also secondary destinations, less travelled by tourists. For example, new routes
offered by LCCs in the eastern European regions triggered more and more tourist travel to capitals such as
Budapest, Prague, Krakow, Riga as well as other relatively smaller cities in the CEE region, which promote
their cultural heritage to tourists from Western Europe (Dobruszkes, 2009). Therefore, one of the major
contribution of LCCs to connectivity in Europe could be attributed to the fact that over recent decades they
have opened up the majority of the new routes previously not operated by any other airline (Dobruszkes,
2013).

Furthermore, by operating in niche tourism areas, LCCs helped in the creation of new tourism centres and
this supports territorial cohesion in Europe. A number of studies generally find a positive impact of LCCs on
tourism in Italy, Spain, and Portugal especially through an increase in the number of tourists, diversity of
origins, travel and consumption patterns (Alivernini, D’Ignazio, & Migliardi, 2012; Costa & Almeida, 2015;
Donzelli, 2010; Myro, Rey, & Hernandez, 2014; Rey, Myro, & Galera, 2011). At the same time, cheaper airfares
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attract a segment of passengers who possibly being more sensitive to price differentials, could also be
spending less on tourism goods at the destinations, which, in turn, can reduce the expenditure per tourist
compared to the average. Nevertheless, the overall impact of LCCs on tourism is still positive as LCCs serve
not only popular destinations, but also less travelled regions, which, in turn, are witnessing a growing number
of tourists.

Regarding the diversity of tourism travel patterns, affordability of air travel for a larger segment of the
customers also motivates some individuals to travel to relatively more distant areas for second homes.
Alivernini et al. (2012) highlights the expansion of niche tourism markets in smaller regions in the form of
residential or second-home tourism. The latter type of tourism has been an interesting phenomenon,
whereby an increasing number of pensioners from Northern or Western Europe buy a second home in the
southern regions in Europe, e.g. British and Germans owning a summer house in Spain or Portugal to spend
their retirement in a milder climate (Casado-Diaz, Kaiser, & Warnes, 2004). This is also known as international
retirement migration, which is an increasingly popular form of mobility in Europe.”® As suggested by
gualitative data based on LCC passenger interviews, this type of leisure travel of second home owners has
been fostered by and followed closely the expansion and network of LCCs in Europe. For example, one of the
interviewees in the passenger sample is a retired British citizen who lives half-time in Spain and who regularly
comes back to the UK mainly using LCCs. Because of his disability, driving very far would not be feasible for
him; however, the existence of LCCs facilitates his frequent travels to spend time in a warmer country half of
the year, which largely improves his quality of life.

Another interesting characteristic of LCCs is that they can ‘de-seasonalise’ tourism by offering flights to
remote areas in off-season periods and during the week, which can help local economies benefit from
tourism throughout the year. Similarly, the accessibility of remote areas during off-season periods can also
attract a different category of passengers, such as pensioners, who would be willing to travel to sunnier
regions in winter. Indeed, data from Ryanair passengers suggest that such individuals, who are mostly from
the UK, Germany or Ireland, generally travel to the South of Spain or Portugal during spring months or early
autumn, which are relatively less crowded but still warm periods in those destinations.

Moreover, an increasingly popular leisure tourism type is city breaks. According to passenger survey findings
of Dunne, Buckley, & Flanagan (2007), access and availability of cheap flights are one of the main stimuli of
city breaks. Customer segment data from Ryanair suggest that these city breakers are almost all young (aged
19-35) and cost-conscious and travel to cities with social attractions (e.g. nightlife) such as London, Madrid,
Budapest, Ibiza and Edinburgh. Such travel usually happens over a weekend.

Last but not least, one could argue that tourism has possibly multidimensional network effects in connecting
people: tourists can discover and learn from the local population about the culture of the destination, but
they could also meet and mingle with other tourists visiting the same destination at the same time. Finally
the local population can also discover about other cultures by interacting with visitors. All such interactions
could further boost curiosity and willingness to discover other parts of Europe. Offered by LCCs, the cheap
and large route network connecting not only major cities, but also remote areas can trigger such multicultural
interactions. All this, in turn, allows the visitors to discover new regions and countries, which can foster
European identity and integration.

56 For details, see http://ec.europa.eu/eurostat/statistics-explained/index.php/People in the EU %E2%80%93

statistics on geographic_mobility#Further Eurostat information.
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When an individual moves to another country for work or study, the connection between the migrant and
his or her friends and relatives rarely comes to a halt. While the advances in internet and communication
technology have radically shaped and offered a number of options in the way individuals can stay in touch
(e.g. mobile and smart phones, video calls etc.), face-to-face contacts and physical presence are still
important elements of personal relations. Related to this, the initial migration of an individual could trigger
a post-migration flow, which entails visiting friends and relatives either by the migrant himself or herself or
by others visiting him or her. In fact, this type of travel is highly regarded by airline companies because of the
relative reliability and predictability pattern of demand from such travellers (Button & Vega, 2008).

While traditionally the LCCs usually do not emphasise services other than the essential one, that is the flight,
some LCCs have started offering special (paid) programmes for attracting families who travel with kids.>’
Accordingly, this type of travel is among the fastest growing traveller categories in Europe and the upward
trend is boosted further with the availability of LCCs, which facilitates such travel through lower fares with a
diversity of routes.

There is also an intrinsic value or utility of the speed and connectivity thanks to air travel, which maximises
the time spent with friends and family and reduces the time spent travelling. For example, instead of
spending many hours travelling by other transport means, LCCs allow individuals to reach the destination to
meet family and friends faster and regularly in a cheaper way. Such travel patterns are also observed in the
passenger interviews, where individuals rely on LCCs (instead of taking, for example, coaches) to be able to
visit family and friends regularly in the country of origin while working in another relatively distant country.
This allows individuals to maintain their personal relations in their countries of origin, even after migration,
and improves their quality of life. For example, one of the respondents, a divorced father of two teenage
children (18 and 15) uses LCCs to travel from Barcelona to Bonn to visit them.

All the previously discussed channels by which LCCs can contribute to European integration are pillars
intertwined with local economies and thus regional development. For example, the flow of mobile workers
or business travellers increases the flow of knowledge, ideas and business relations between regions. This
can foster investment opportunities such as FDI, decrease transaction costs, attract more business to the
region and enhance economic opportunities in other sectors through positive externalities from the
improved business climate, in addition to direct employment opportunities in the aviation sector of the
region. For example, increased mobility among international students can be a precursor for high-skilled
migration flows across regions in the future. Meanwhile, growing numbers of tourists can stimulate
intercultural interactions between visitors and local population, which can then generate further connections
between European citizens and foster a greater feeling of being “united in diversity.” As Williams and Baldz
(2009) put it, the implications from the emergence of LCCs contribute to the “unfolding and increasingly
interconnected map of uneven regional development in Europe”, which is one of the most important
contributions of LCCs to territorial cohesion and connectivity in Europe.

The activities of LCCs can also contribute to regional economic development through its use of secondary
airports. To measure this impact, one can use the direct expenses of providers of airport goods and services,
expenses from direct and indirect employees (induced expenses) and passengers’ expenses in the region.
Beauvais-Tillé airport in France presents an interesting example. An audit®® by consulting agency BIPE, found

57 For example, Ryanair proposes a Family Plus package, which includes two checked bags, priority boarding and free
seats for children.
%8 See https://www.smabt.fr/impact-economique for further details.
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that the airport had created 1,235 jobs and quantified the economic benefits at 97 million euros for Beauvais
and the surrounding area. However, the Paris region (lle-de-France) is the one that benefited the most from
this airport (176.8 million euros and 3,034 jobs); passengers who fly to Beauvais do not come to visit the city
itself, but to visit Paris.

The use of secondary airports by LCCs can, therefore, contribute to regional development. However, if the
region where the airport is located is not the one which the passengers want to visit, the impacts may be
lower than expected. Nevertheless, this is not the case for most destinations in southern Europe (e.g. Italy,
Portugal, and Spain). For example, Bergamo in Italy is an interesting example. Since the expansion of LCCs at
its airport and despite its proximity to Milan, passengers travelling to Bergamo mostly choose it as a final
destination. Overall, evidence suggests a positive impact on tourism in terms volume of arrivals, expenses
per tourist, income and employment generated in the local economy (see Alivernini, D’lgnazio & Migliardi,
2012, and Donzelli, 2010, for Italy; Costa & Almeida, 2015, for Portugal, and Myro, Rey & Hernandez, 2014,
for Spain).

Besides cohesion and accessibility, as the LCCs have been largely operating using secondary or regional
airports,* there are several other impacts on local economies. On the positive side, LCCs help boost the local
economy by directly creating jobs in the airport management, ground handling and air services. For example,
an opinion paper by the Committee of the Regions suggests that air transportation can be a substantial
employer and generator of economic prosperity in a region (Committee of the Regions, 2004). A recent report
on the economic impacts of European airports also suggests more than 12 million jobs are generated by the
airport sector and a significant, if not the largest, contribution to such employment is made by LCCs
(InterVistas, 2015), thanks to their reliance on staff provided by local suppliers.

Olischer & Dorrenbéacher (2013) assert that coupled with the relative ease of executing relocations in the
airline industry, the dependency of secondary airports on individual LCCs and the availability, in some cases,
of a number of alternative secondary airports nearby, empowers the LCCs to engage in concession
bargaining. With ease of relocation also potentially creating unpredictability for regional airport
managements, they need to make efforts to attract and retain LCCs in competition with adjacent airports.

After analysing the contribution of LCCs to integration and connectivity in Europe, this chapter discusses the
channels through which LCCs can foster mobility and integration in Europe. Several channels are considered:
labour mobility, business travel, educational mobility, leisure travel, visiting friends and relatives, and local
economy impacts.

Evidence shows that by decreasing the cost of migration, LCCs play an important role in labour mobility in
Europe. While there could be other factors, the commencement years of air services by LCCs in CEE cities
suggests how LCCs expanded following EU enlargement and the subsequent mobility of individuals. The
nature of labour mobility has also evolved and become more repeated or circular, whereby domestic as well
as cross-border commuting have become more common. As a post-migration consequence, traveling to visit
friends and relatives is also increasing and lower airfares by LCCs appeal to these customer segments.

Business travel remains an essential activity for business contacts and partnerships, despite technological
advances in communication technology. Evidence highlights the contribution of air connectivity to the
positive loop in economic prosperity through increased business relationships, investment links and flows of
knowledge. More business links are being developed in line with the increasing presence of LCCs, as seen in

59 Recent evidence shows that this trend is changing though, whereby LCCs expand to major airports as well (Dobruszkes,
Givoni, & Vowles, 2017).
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the case of large Western European companies opening up plants or branches in the CEE region. Employees
of SMEs are more prone to travel with LCCs and by providing cheaper mobility to such groups, LCCs can
contribute to the smooth functioning of the Single Market.

International student mobility is considered as an important element of European identity and cultural
integration and has been subsidised under the Erasmus Programme for more than three decades. Given that
students are more sensitive to price differences, LCCs appear to influence their travel decisions.

The entry of LCCs also opened up possibilities for a wider population to partake in leisure tourism, such as
vacation, second-home ownership or short-term city breaks. The significant increase in international tourist
arrivals coincides with the expansion of LCCs in Europe. Similarly, international retirement migration appears
to have been fostered by the expansion of LCCs to niche routes in addition to popular destinations. Overall,
the cheaper and large route network offered by LCCs, connecting not only major cities, but also remote areas,
can trigger multicultural interactions through leisure tourism. Finally, LCCs can contribute to regional
economic development through the use of secondary airports by generating employment directly in the
airport or indirectly in the region.



Chapter 5 Case studies of LCC commuters

he report as a whole is generally based on quantitative data. This chapter complements the

guantitative approach by providing a more qualitative perspective. In particular, this chapter provides

a case study based on a survey of a number of air transport passengers, who used Ryanair frequently
or occasionally. As seen in an earlier section when describing the appearance of LCCs in Europe, Ryanair was
founded in 1984 in Ireland and initially operated as a regional carrier, but it changed its business model in
the mid-1990s to become the first European LCC. Since then the company has increased its route network,
initially focusing on secondary airports and later on also expanding to major hub airports. Currently, the
company operates over 1,800 routes from over 200 airports (including 87 aircraft bases) in 37 countries and
is the largest airline in Europe, carrying 130.3m passengers in the 12 months to end March 2018.

In collaboration with Ryanair, we have been able to interview a sample of “LCC commuters” — individuals
across Europe who have used Ryanair to repeatedly travel between the same destinations, but also to a lesser
degree, more ‘ad hoc’ travellers. The objective of the current chapter is two-fold:

1. To use the interviews to dig deep into the quantitative data and build a richer dataset and set of
findings for the report; in other words, to feed into the overall conclusions of our work. Interviews
allow us to investigate customer needs and motivations for those commuting and also those
engaging in ad hoc travel within Europe.

2. To provide the reader with stories of individuals that can bring to life the experience of those
commuting across Europe with LCCs more vividly and show how low cost travel has impacted the
lives of those working and living in different countries, different regions within the same country, or
those who can travel more frequently for leisure purposes.

Fifteen interviews were conducted during February 2018. Participants were identified via a screener survey
of Ryanair customers conducted by the airline. The objective of this survey was to ensure the right mix of
respondents in termsof regions and motivations for travel, with afew text questions included
to demonstrate likelihood to give in-depth answers. The interviews were conducted via ‘tele-depth
interviews’, using WebEx. All interviews were video or audio recorded for use during analysis. Interviews
lasted approximately 30 minutes and participants were incentivised to take part with a EUR 40 voucher to be
used against a future Ryanair booking. Since the research team was able to determine the appropriate
methodology for this qualitative section and a detailed topic guide for the interviews, the potential for bias
through corporate collaboration was removed. The data used in this chapter do not concern commercial
issues or comparison with other LCCs.

The interviews followed a predetermined script designed by CEPS and focused on:

e Demographics of those travelling

e Main impact of LCCs on their lives in terms of benefits

e Reasons for commuting/travelling

e Description of travel

e Alternative to not commuting

e Dependence on current carrier as well as alternative modes of travel such as other airlines, car, ferry,
bus or train

e Innovations over time which have impacted the traveller/commuter

60 Based on the 2017 Annual Report (https://investor.ryanair.com/wp-content/uploads/2017/07/Ryanair-FY2017-
Annual-Report.pdf). For the latest traffic figures, see https://investor.ryanair.com/traffic/
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e Perception of second country and cultures over time? + Perception of EU? Over time?
e Knowledge of possible impact of EU on low cost travel

The Table 7 lists all the interviewees, the selection of which was primarily based on two criteria —geographical
region and motivation to travel.

Table 7. Passenger sample characteristics

Name From To Principal reason for travel
Anna Poland Portugal Study

Ruben Portugal Spain, Germany Work + leisure
Brenda Ireland Spain Split residence

Eloy Spain Germany Family + work
Istvan Hungary Germany Work + leisure
Wojciech Norway Poland Family

Ruggiero Italy (Lombardy) Italy (Puglia) Family

Matthew N. Ireland Spain Study

Silvia Italy Portugal Study

llaria Italy Spain Study

Adam Germany Poland Family

Ken UK Spain Split residence
Kevin UK Spain Split residence
Aimee Spain UK Business commuter
Joseph UK Poland Business commuter

The immediate analysis of the qualitative data collection suggests that even the relatively small sample of
interviews demonstrates the variety of commuting strategies enabled by LCCs. There is the straightforward
commuting for work. For example, Aimee is a 35-year-old financial controller from England, currently based
in Madrid. She works for a technology company and travels to London every week to work. She flies on
Sunday or Monday night to London and comes back two days after. This enables her to live in her preferred
location, but also retain her previously obtained job.

A similar approach is to split residences: working from home as well as at a leisure destination. Brenda is a
53-year-old married female with no children based in Kildare, Ireland. She is self-employed and sells toys to
different stores, working in Ireland and mostly for Irish customers and occasionally in the UK. She has a house
in Spain near Murcia and flies between Ireland and Spain 25 to 30 times per year and stays usually around a
week, working from there as well. She has been commuting like this since 2001 when she bought the house.

Similarly, Joseph is a 28-year-old environmental consultant from the UK, works in the UK and lives in Poland
with his partner. They used to live in London until 2016, but when his fiancée became pregnant, she moved
to Poland to be close to and have the support of her family after she gave birth. As a consequence, Joseph
decided to commute between the two countries to be with his family in Poland, while earning more money
with his job in the UK. Using mainly LCCs, he is able to split his time in the UK and Poland between work and
family. For example, he stays in London to work for 3-4 days and then returns to Poland while working
remotely. He makes this trip to London every two weeks.

LCCs allow some people to not only to separate their residences, but also their employers. Istvan is a 36-year-
old Hungarian air ambulance doctor. He is married with two children and lives in Budapest, but he uses
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Ryanair for repeated travel between Budapest and Nuremberg in Germany. He works in Germany 7 days a
month, then works in Hungary for additional 6-7 days a month and takes the rest of the time off. This mix of
higher earnings in Germany and more time off affords him the opportunity to spend more time with his
family.

Another alternative is to combine commuting for family and work into a single entity — as Eloy does. He is a
56-year-old Spanish male, who works as an interpreter and translator and also owns a small translation
company. Eloy is divorced and lives in Barcelona, but he uses Ryanair and other LCCs to frequently visit his
children aged 18 and 15, who live with their mother in Bonn, Germany. He also travels twice a month on
business trips between Spain and England or Germany or (recently) Denmark, where he works as a translator
at fairs and conferences.

Even if a person moves for better employment, low-cost travel can enable them to retain close links with
home including romantic relationships. This is true internationally as well as domestically (in large countries).
An international example is of Wojciech, a 34-year-old logistics technician from Warsaw in Poland who
currently lives in Oslo, Norway. He is married with no children and uses Ryanair mainly to see his wife and
other family in Poland — about every two weeks.

A similar, but domestic story is that of Ruggiero, a 26-year-old investment analyst in Milan with no children.
His parents and girlfriend live in the south of Italy in Bari and he flies down to see them with the same
frequency as Wojciech — fortnightly. He has been doing this for one and a half years and adopted this
behaviour shortly after starting the relationship.

In addition to commuting for work and family, regular travel for study purposes also plays a significant role,
especially with growth of both international students and short-term programmes such as Erasmus. Silvia is
a 22-year-old Italian single medical student. She lives in Bologna and took part in an Erasmus programme in
Coimbra, Portugal, last year. She returned home monthly for the duration of the programme. Similar
experiences were reported by other Erasmus students in our sample — Matthew from Northern Ireland and
Anna from Poland who went to Spain and Portugal.

Last but not least, one can commute purely for a better quality of life. Ken is a 68-year-old British retiree in a
long-term relationship and with 3 adult children. He uses Ryanair to travel to Spain where the weather gives
him a much better quality of life with his disability. For the last 7 years, he has been spending 3 weeks in the
UK and 3 weeks in Spain. Ken stays at a lady’s house who provides the care he needs.

During the interviews, respondents outlined several types of benefits they saw in their ability to commute
long distances via LCCs. The foremost was the ability to combine work and family life in ways that would
otherwise be impossible, difficult or just reduced in frequency. As Adam, who travels from Germany to Poland
to visit his family stated: “Travelling time is reduced substantially compared to car or train. A 1-hour flight is
very convenient, | can go for a weekend, for example. If | wasn’t travelling with Ryanair, | wouldn’t travel at
all most likely since it is almost 1000 km. If there were no LCCs, | would use a mix of more expensive airlines
or bus/train, but the frequency of travel would definitely be reduced. There would be little impact in terms
of price, if using the bus, but the impact on my time would be the problem; it would take a lot more hours.
The other option is using more expensive airlines, which would have a much higher cost but similar journey
times.”

This trade-off was also emphasised by Ruggiero, who is returning to Bari from Milan fortnightly to see his
girlfriend and parents: “If | couldn’t commute back home... it would have a huge emotional impact on me.
But | wouldn’t consider living in the South. The most important thing for me is to have a good job that is
related to my education. | could work in London, Dublin or Paris but definitely not in Apulia.... If LCCs were
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not available, | would travel with Alitalia, but less frequently because of the higher cost. If there were no
flights, | would travel even less frequently by train.”

Several respondents stressed that the unavailability of LCCs would not affect their decision to undertake the
study or work they were planning, but it made it easier to stay in touch with friends. This is particularly true
for Erasmus students. As llaria, an Italian student in Madrid said: “Because the flights are cheap, | can still
take part in occasions back home even though | am living in a different country. | went back for winter
holidays, for a friend’s graduation, and the day after this interview | am flying to Italy for my cousin’s birthday
party... | would be OK if | wasn’t commuting like this, | am only away from home for 10 months so it wouldn’t
be such a problem, but it is nice to be able to see friends and attend a birthday party. If LCC were not available
on this route... | would have only gone home for Christmas.” For some of the interviewees, however, this
guestion was even nonsensical. Matthew, a Northern Irish law student doing his Erasmus in Madrid said: “I
just took it for granted that there would be LCCs, as everywhere in Europe is accessible by LCCs now.”

For Ken, his ability to maintain a “double” life in the UK and Spain is a crucial element in his quality of life: “It
gives me two lives as | spend almost 6 months per year in Spain. | behave differently there, go out constantly
and | can’t do that in UK. If | could not do it, | would be devastated. Without LCCs, the impact in price would
be massive, and | would have to think twice about the number of times | would fly. If there were no flights |
do not think | could do it. | have a car, but | do not think | could drive this distance.”

A similar ability for greater work-life balance motivated Aimee, who wanted to move from London to a
Spanish city. Given that her language skills would not allow her to take a job in Spain, she researched where
in Spain is best to commute into London: “I also considered Barcelona and Valencia as a destination to
commute to, but Madrid was more convenient in the end.” For her, an absence of LCCs would mean that
such a strategy would be impossible and she would have stayed in London.

Again, for others, this is not such a stark choice. As Kevin, who commutes between the UK and Spain for the
quality of life offered by Andalusia, emphasised: “Right now my wife cares for two family members so we
cannot go away to Spain for longer. Therefore, if LCCs weren’t available, we would have to rethink our plans.
An alternative method of transport would be driving. We have driven down once which is about a 1,500 mile
trip and it took us three days to get there so we would only be able to travel this way if we were to stay there
a while.”

For small businesses or the self-employed, Ruben emphasised the benefits of low cost travel in terms of
affordable client acquisition costs: “Small businesses can take advantage of these cheap flights for travelling
to see new clients, which is something | would not be able to do if the flights were not cheap because | have
a lot of initial costs. If | could not travel with Ryanair, it would be harder to meet prospects and to do business.
Also sometimes | need to meet with those that provide me the job (freelancer).”

Istvan emphasised the benefits for his personal autonomy and flexibility: “The main benefit of my commute
is that | earn more money by working in Germany and with Ryanair it is a short direct flight. | work for a kind
of company that does not exist in Hungary [mobile airborne medical crew] so being able to travel means
greater career opportunities.”

In a series of questions, participants were also asked about their views on the EU as well as EU policies
affecting LCCs. The objective was to see if and how they relate their personal experience to their views of the
European Union and its policies, particularly with regard to LCCs.
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The interviewees were mainly positive in their assessment of the European Union, although with some
reservations. The British participants all mentioned they were opposed to Brexit. The reservations were
voiced by two Polish participants, who referred to the EU “straying” from its original purpose.

Unsurprisingly, in the context of the interview, they emphasised, as principal benefits, the ability to travel,
freedom of movement in terms of work and travel-related benefits (e.g. roaming regulations that decrease
the cost of mobile calls and data abroad). In two cases, this was positively contrasted with South America,
where both flight costs and the ease of crossing borders was said to be much worse. However, there were
also broader, more ideological views: for example, several interviewees stressed that they identify
themselves as European citizens.

Since the positive assessment was universal, it is reasonable to assume that this was related to their frequent
use of LCCs as this was the only factor uniting the sample. However, it is impossible to tell in which direction
the causality runs — whether travel has made them more pro-European or whether people who are more
“internationalist” and pro-European are more likely to travel frequently. From the interviews themselves,
there appeared to be a double loop — people more interested in other parts of Europe or more open to travel
are not only more likely to travel, but the travel also makes them even more open and positive. This positive
feedback loop of travel on their views of specific countries as well as Europe was mentioned by several
participants. In their own words, several respondents saw LCCs as promoting a unified Europe.

The interviewees had virtually no knowledge of the fact that EU legislation was instrumental in spreading the
LCC model around Europe. The only exception was Matthew, the law student from Northern Ireland who
simply, but succinctly, stated: “The EU has liberalised air travel, so competition has increased, regardless of
national borders. This has helped to reduce costs.”

The absence of such knowledge did not prevent the participants from holding a wide variety of views on the
EU role regarding LCCs — both positive and negative. They mostly saw the EU role as being in terms of cost.
As Ruben stated: “If the EU wants to have the Europe unified, it is important that people have a way to travel,
an affordable way to be able to travel. Otherwise, only rich people would be able to travel... the EU should
promote the view on seeing each other as one, not different. It would be nice for them to promote visits to
other countries and foster a message of unity.”

This chapter complements the quantitative approach used in the rest of this research by allowing us to dig
deeper. In collaboration with Ryanair, we have been able to interview a sample of “LCC commuters” as well
as ad hoc travellers. This enabled us to build a richer and thicker set of findings for the report and to provide
the reader with stories of individuals that can more vividly bring to life the experience of commuting with
LCCs throughout Europe. The overall findings from quantitative and qualitative approaches appear to go hand
in hand. In particular, various travellers’ experiences from the interviews confirms the increasing variety of
mobility — for example, more temporary, circular or repeated nature of movement —in Europe and how it is
closely linked to the availability of low fares.

The interviews in the qualitative research demonstrate the variety of commuting strategies enabled by LCCs.
Firstly there is straightforward commuting for work, but also splitting residence — working from home as well
as at a leisure destination. LCCs allow some people to split not just their residence, but also employers by
working for two employers in two destinations.

The second rationale for commuting is to be with family. Even if a person moves for better employment or
other reasons, low-cost travel can enable him or her to retain close links with home. Examples include
divorced parents for whom regular visits to see their children or even romantic partners are more feasible.
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In addition to work and family commuting, commuting for study also plays a significant role, especially with
the growth of both international students and short-term programmes such as Erasmus. Finally, one can
commute purely for a better quality of life.

During the interviews, respondents outlined several types of benefits they experienced in their ability to
commute long distances via LCCs. The foremost was the ability to combine work and family life in ways that
would otherwise be impossible, difficult or just reduced in frequency. That being said, several respondents
stressed that the unavailability of LCCs would not affect their decision to undertake study or work they were
planning, but would make it more difficult and inconvenient to stay in touch with friends. For small businesses
or those who are self-employed, the main benefit of low-cost travel is more affordable client acquisition
costs, which is in line with earlier evidence found in the quantitative analysis of the report. Meanwhile,
several individuals emphasised quality of life, career progression, personal autonomy and flexibility of life as
being the main benefits of low-cost travel for them.



Chapter 6 Conclusions

his report addresses the research question of whether and how LCCs can contribute to the integration

and connectivity of Europe. To answer this question, we adopted a mixed methodological approach

based on research surveying academic and policy literature as well as quantitative and qualitative data
analysis. The overall analysis and findings from the report suggest that LCCs play a vital role in bringing Europe
closer together by fostering mobility and making air travel affordable to a wider public.

Initially overviewing the regulatory and policy framework, the report describes and discusses the levers and
barriers in the airline industry, with a special focus on LCCs, ranging from air services and passenger rights to
airports (such as airport charges, slot allocations, and ground-handling management). Without going into
much detail, the report also points to the issue of Brexit, as the UK becoming a third country vis-a-vis the EU
may have major implications for the EU air transport market. In particular, the rules on ownership and control
— as they are at the moment — would exclude from the intra-EU market those carriers no longer meeting the
50% ownership threshold (due to UK shareholders no longer counting as EU nationals). However, it is out of
scope to delve into these issues in this report and we leave them for further research.

A review of the economic principles underpinning the LCCs suggests that there is no unique low-cost model
as such in the air transport sector and the industry is in a process of dynamic development, whereby the LCCs
adopt certain economic principles to compete in price, but business models are maturing over time and
hybrid models are emerging as a combination of different business approaches of principal market players
including LCCs. In any case, the significant price advantage, which can reach 50% (or beyond), offered by
LCCs’ lower fares makes these carriers an attractive option for air travel for a broader set of people.

The report then provides a mapping exercise of LCCs in Europe illustrating their evolution over time and
across regions. The analysis shows a rapid and widespread expansion of new entrants (mostly LCCs) to the
air transport market following the liberalisation process of the 1990s as well as sharp changes in market share
distribution in seat capacity from legacy carriers towards LCCs. For example, while the legacy carriers
captured nearly two-thirds of the market as opposed to less than 2% for LCCs in the early 1990s, LCC market
share grew tremendously, reaching more than 40% by 2010 and exceeding that of incumbent (legacy carriers,
by then) as of 2011. The upward trend in the market share of LCCs is still continuing as the latter have become
essential players in the air transport market.

In terms of the route network, by focusing on point-to-point flights and secondary airports (in addition to
major ones), LCCs contribute to territorial cohesion in Europe by linking remote areas to the core. While the
densest and busiest routes lie on the north-south axis, new east-west routes have been developed in the CEE
region. According to one of the indicators of the air connectivity index, developed by the European
Commission and Eurocontrol, air services offered by LCCs reached nearly 60% of the EU’s population in 2017.

Alternative modes of transport to low-cost air transport, such as train, HSR or coach, are also considered.
Overall, our analysis of the various travel modes suggests that coupled with reduced travel time, the
affordability of LCCs compared to trains makes the former an attractive option for passengers. As regards
coach transport, while prices are more comparable to LCCs, the travel time is much longer than air travel,
especially for long distances. Evidence from the qualitative data analysis based on LCC passenger perspectives
also supports this finding. For example, some passengers assert that the absence of LCCs would sharply
decrease the frequency of their travel or make it impossible to split residence and work, despite the
availability of other transport modes.

After the mapping analysis establishing the contribution of LCCs to connectivity and integration of LCCs, the
report then turns to the channels through which LCCs contribute to bringing the EU closer together by
considering a number of aspects such as labour and student mobility, business travel, and leisure tourism.
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Based on secondary as well as primary data sources and academic contributions in existing literature, the
analysis highlights how increased mobility in Europe has coincided with the increased availability of cheaper
air travel. The patterns of mobility are also changing, whereby they become more temporary and circular or
repeated in nature, which appears to be facilitated by cheaper air transport. These trends are also confirmed
by evidence from the qualitative analysis based on the experience of LCC commuters. For example, more
people report that they are able to commute domestically or cross-border using LCCs, and interview findings
suggest that such splits of work and residence would likely not occur in the absence of LCCs or only at the
cost of not visiting family and relatives as often.

From the labour mobility perspective, LCCs decrease migration costs and thereby facilitate the mobility of
people. However, the integration of migrants into destination labour markets is not straightforward and
takes time. For example, some high-skilled migrants are over-qualified for the occupations they take up in
destination countries. Nevertheless, the possible challenges faced in destination labour markets does not
change the fact that LCCs contribute to mobility and there are also success stories in which individuals achieve
better career opportunities through migration.

Furthermore, the analysis points to diverse business linkages that are emerging as remote areas are
becoming more connected and investment is spurred to areas previously less frequented, but now reachable
with LCCs. Evidence also highlights the contribution of air connectivity to the positive loop in economic
prosperity through increased business relationships, investment links and flows of knowledge. Moreover,
SME employees are using LCCs to decrease their customer acquisition costs, which is important for the
mobility of diverse business actors to generate more business transactions as well as the smooth functioning
of the Single Market.

Student mobility under European initiatives such as the Erasmus programme is further boosted thanks to the
availability of lower fares and in general contributes to integration in Europe by allowing young Europeans
to come into contact with each other in universities and through cultural exchanges. Evidence from passenger
interviews also points to the importance of LCCs as a factor in international study decisions under the
Erasmus programme.

The expansion of LCCs appears to coincide with considerable increases in international tourist arrivals in
Europe. Leisure tourism is also developing and taking diverse forms such as second-home ownership in
southern Europe or city breaks even in off-season periods to various tourist destinations in Europe. For
example, international retirement migration is expanding to niche destinations and the expansion of LCCs
appears to follow these patterns. Passenger interviews also highlight that the possibility of cheaper airfares
with LCCs has led retirees from northern Europe to decide to spend part of their time in a second home in
southern Europe with its warmer climate.

On the local economy aspects, increased passenger flows has a number of positive impacts, such as job
opportunities at airports and increased tourism benefits for the local economy. At the same time, regional
airports that depend largely on LCC operations need to attract LCCs to benefit from increased passenger
flows and subsequent economic benefits in employment and tourism.

The qualitative analysis based on interviews with travellers with the largest LCCs in Europe complements the
guantitative analysis and sheds light on the role played by LCCs in influencing individuals’ professional and
personal travel decisions.
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Appendix

List of LCCs from Figures 4 and 5

easylet Pegasus

Easyjet Switzerland Transavia
Eurowings Transavia France
Flybe Volotea
Germanwings Vueling

Go Wizz Air

Jet2 Wizz Air Ukraine
Norwegian Air International WOW Air

The following set of maps displays the network of routes operated by LCCs in Europe in the autumn of 2017,
based on raw data collected via web scraping methods. Because a map with all routes is not easy to
distinguish regional connectivity patterns, we inspect the routes based on EU membership: Region 1 is the
‘old’ member states; Region 2 the ‘new’ member states, also including Malta and Cyprus. The routes are
categorised into ‘Intra-Region 1’, ‘Region 1-Region 2’, and ‘Intra-Region 2’. We note that these route
networks are not weighted by volume of passengers per route and are only illustrative of the density of the
connections.

Figure 10 shows the dense network of routes of LCCs in Region 1. As observed, the majority of the routes lie
on the north-south axis. Connectivity is very well developed and suggests that even very remote areas are
connected to larger cities by LCCs. For example, as seen from the intensity of lines, there are a number of
LCC flights connecting continental Europe to Greek islands and the Canary Islands, reflecting tourist
destinations.

Figure 10. Network of routes served by LCCs (Intra-Region 1)

Source: Own elaboration based on routes information retrieved from http://www.low-cost-airline-guide.com/ (2017).
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Figure 11 displays the network of routes served by LCC flights between Regions 1 and 2. The routes are much
less dense compared to those within Region 1, but there seems to have been large expansions compared to
a decade earlier.®*

Figure 11. Network of routes served by LCCs (Region 1- Region 2)

Source: Own elaboration based on routes information retrieved
from http://www.low-cost-airline-guide.com/ (2017).

61 See various LCC route network figures from Dobruszkes (2009).
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Finally, Figure 12 displays the network of LCC routes within Region 2. The map constitutes the least dense
network (again without weighting it by volume) compared to the previous two maps. It mainly consists of
north-south connections within the CEE region as well as other ‘new’ member states such as Malta and
Cyprus. The relatively lower density of the network of routes could be related to the fact that these countries
are smaller, and therefore alternative transport modes (train or coach) could be preferred over air travel.
Moreover, air transport is still a growing sector in this region, so the route network could develop further as
demand increases.

Figure 12. Network of routes served by LCCs (Intra-Region 2)

Source: Own elaboration based on routes information retrieved
from http://www.low-cost-airline-guide.com/ (2017).
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