Survey: Air Travel
 The sky’s the limit
Mar 8th 2001 From The Economist print edition

Airlines are making money again, but they are also making their growing number of passengers miserable. They need to find ways of doing the one without the other, says Iain Carson


CIVIL AVIATION is a tale of two contrasting trends: one is strong growth in sales and profits for the world’s airlines, the other is increasing misery and dissatisfaction for travellers, especially in America and Europe. For an industry that collectively lost $15 billion in the first few years of the 1990s, the past five years have brought a welcome change. The net profits of all scheduled airlines worldwide rose from $4.5 billion in 1995, when the boom began, to $8.5 billion two years later. Although in the past few years profits have been dented by the knock-on effects of the Asian crisis and the tripling of oil prices, they remain substantial. However, the airlines are having to work harder and harder for them. The average consumer is paying 70% less per passenger-mile in real terms than 20 years ago, and revenue per seat is declining by an average of 2% a year.
At the same time consumer dissatisfaction with air travel has reached a new peak in America after two summers of appalling disruption. Hardly a day goes by without some congressman berating the airlines for their general inefficiency, their callous disregard for passengers, and their greed in gouging business travellers with steep fare increases on popular routes. Hollywood has even started making movies that incorporate the horrors of air travel in the plot. For American consumers, airlines have taken over from HMOs (the controversial health-care companies) as public enemy number one. The announcement last May of a merger between mighty United Airlines and its smaller rival US Airways met with universal hostility. Seeing what a poor job the airlines were doing, Americans refused to believe that bigger would mean better.
Moreover, the airlines are now being attacked by environmentalists for contributing to global warming as well as causing noise pollution around airports. Although jet engines today are much quieter than they were even ten years ago, the huge rise in the number of flights makes the problem more pervasive. To cap it all, consumer groups are now lambasting airlines for squashing in too many people. Sitting still for long periods in cramped conditions, they say, can cause a condition known as deep-vein thrombosis (the formation of potentially lethal blood clots). Some carriers, including American Airlines, are taking out a few rows of seats to create more space for economy passengers to move around in. But dissatisfaction keeps rising.
Why is the industry failing to keep its customers happy? One answer is that it has been growing so fast, even in a supposedly mature market such as America, that the airlines, and the air-transport infrastructure of airports and air-traffic control, have simply not been able to keep up. Although the airlines like to say that 70% of delays are caused by the weather (ie, are not their fault), many of these delays could in fact be avoided or shortened if the system worked better. 
But consumer pressure in response to gridlocked skies is only one force for change in the air-travel industry. Equally important are the parallel trends of privatisation and liberalisation, which are proving unstoppable. In America airlines have always been private, but elsewhere one national flag carrier after another is passing from government ownership into the private sector. The 70-odd airlines in which governments still have a majority stake will gradually be sold off. In the past few years the biggest wave of privatisation has been in Europe. National carriers such as Germany’s Lufthansa, Air France and Spain’s Iberia have all been opened up to private capital, following the example of British Airways, which was sold off in 1987. Now Asian airlines may be going the same way. 
As governments are relieved of the burden of financing the investments of these often loss-making concerns, they become less anxious to protect them with rigid bilateral air-traffic agreements. This has already led to liberalisation in Europe (some 20 years after America), and is progressively opening up other international routes. Liberalisation within Asia is also proceeding rapidly. The combination of privatisation and liberalisation has created a new force for change. As Chris Tarry, transport analyst at Commerzbank in London, points out, airlines are no longer just chasing increased revenues or market share: “Shareholder value is increasingly seen as the key performance driver.” In other words, airlines have joined the rest of the business world.
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It is a puzzling paradox that an industry which has done so much to foster globalisation has itself been stuck in a regulated environment with a purely national ownership structure and protectionist trade rules. In 1945 the number of passenger journeys made by air was only 9m; last year it was over 1.6 billion. Some 40% of the world’s manufactured exports (by value) is transported by air. In order to serve businesses that operate on a global scale, the airlines are having to find ways around the constraints. Multinationals with factories and offices around the world want one-stop shopping with an airline that can send passengers to any corner of the globe. This has prompted the creation of airline alliances, which attempt to weave the operations of separate airlines into a coherent network but stop short of full mergers.
The number and shape of such alliances will be governed by another force for change—the consolidation of the industry that is now under way in America. As America scales down its Big Six list of top airlines, the world is likely to end up with three or four big alliance groupings. “The number of alliances will be as many as there are large US partners,” says Friedel Rödig, who ran the Star Alliance (dominated by United Airlines and Lufthansa) until last month. “It is vital for each alliance to have a footing in the US.” 
This may look like a worrying return to the oligarchy in the airline industry that prevailed in America before deregulation in 1978. But alongside the mainstream carriers and their alliance partners now fly the low-cost carriers, such as Southwest Airlines and Jet Blue in America, and EasyJet and Ryanair in Europe. They offer an alternative model of air traffic—short-haul, point-to-point flights—which has been so successful that it is now exerting further pressure on the mainstream carriers to shape up. Southwest and Ryanair have the highest margins and returns on assets of all the airlines.
Wonders of the web
The Internet is also beginning to reshape the industry. Already airline tickets are the biggest-selling commodity on the web. For some budget carriers, online sales now make up 90% of the total, although for mainstream airlines the share is still below 5%. One big advantage of the Internet is that it gives consumers access to better information about what is on offer. Conversely, as more people buy their tickets online, the airlines get to know more about their customers’ needs and preferences. By hooking up powerful databases to interactive websites, they can dive deeply into “customer relationship marketing”, as it is known in the jargon. The idea is to bind a customer into travelling with your airline, rather than anyone else’s, by offering tailor-made deals reflecting his known preferences. 
The Internet will also change the passenger’s experience of a flight. With online or telephone booking ever more prevalent, paper tickets are becoming redundant. Bob Crandall, a legendary boss of American Airlines (now retired), used to lament that airline passengers turned up at the airport anxious to do one thing—board the aeroplane—only to find they had to face barrier after barrier, as if the airline was trying to stop them. Now, on many airlines, passengers need nothing more than some form of identification, a code number and/or their credit card to board the aircraft. The Internet will invade the aircraft cabin itself, too, along with live television, as broadband connections start to be offered. 
Other than that, no great technological leap awaits air travellers. Ten years hence, aircraft will still be metal tubes with wings and lots of seats. But the queues might get bigger with the arrival of the new double-deck superjumbo, the Airbus 380, capable of carrying 550 passengers in its first version but perhaps up to 800 later. Boeing does have a revolutionary “blended wing body” (BWB) aircraft undergoing model-flying tests, but that is still a long way off. The concept of the “flying wing” was developed over 50 years ago, but up until now it has been used only for military aircraft such as the stealth bomber. In theory, its superior aerodynamics could cut fuel costs by up to one-third. 
Will such aircraft sell in large numbers? It depends on which way the industry goes. If today’s regulated structure prevails, then huge aircraft will have the advantage. But if globalisation and deregulation make it easier for airlines to fly direct to any destination without going through big international hubs, the giant Airbus may have less of a role. 
Opening wider
Mar 8th 2001 
From The Economist print edition

But not wide enough yet
THE die was cast for aviation in 1944, at a 52-nation conference called the Chicago Convention. The United States wanted global open skies (on its terms, of course) for the new civil-aviation industry that was bound to emerge from the technical advances of military aerospace. But, perhaps because of the wartime setting, almost all the other nations identified aviation with national security; so they went for a regime based on national ownership and a system of designated flag carriers. Their operations would be governed by bilateral air-service agreements that would regulate which airlines flew where, when, and at what fares. Technical and safety matters would be taken care of by a new body, the International Civil Aviation Organisation (ICAO), part of the United Nations.
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The result was a highly regulated industry, but at least it worked. Aircraft became more reliable and safer, especially after jet engines came into widespread use with the Boeing 707. Passengers could buy one ticket that was valid for different legs of a journey on different airlines. This “interlining” was made possible because airlines could pool revenue (with the notable exception of routes to and from America) and discuss fares so that they could agree on the value of each part of the journey.
Unfortunately this system, organised under the auspices of the International Air Transport Association (IATA), also encouraged collusion on fares, which tended to be set behind the potted palms at IATA conferences rather than by the free play of market forces. Pierre Jeanniot, IATA’s director-general and a former boss of Air Canada, recalls the early days of the IATA system. “In those days an airline was driven by operations [the practicalities of getting people from A to B on time],” he says. “With traffic growing at 15-20% a year, there was no marketing. That came only in the 1970s, once natural growth slowed down and there was competition from the likes of Freddy Laker and Max Ward [of Wardair].” But in the early 1990s the old IATA system began to crumble. Under Mr Jeanniot’s leadership, the organisation has now become a champion of market forces. It even wants to have air-traffic management run by commercial service providers.
In America in the late 1970s President Carter’s administration pushed for deregulation in the internal market, in response to the growing consumerism of the time. The airlines fought it fiercely until United Airlines broke ranks to support the plan proposed by Fred Kahn, the economist advising the White House on this matter. Hundreds of small start-up airlines rolled down the tarmac, most of them to disappear without a trace. The most significant survivor was Southwest, which had been operating only in Texas until deregulation allowed it to spread its wings.
Europe took 15 years to follow American deregulation, but given that most European airlines were still state-owned when the process began there in 1993, its progress has been remarkable. Since the mid-1990s airlines have been able to fly virtually anywhere they want to within the European Union. Airlines from one EU country, such as British Airways or KLM, are also free to set up in another—as indeed both these carriers have done. 
In the early 1990s the Americans launched a rolling programme to create “open skies” with as many countries as would agree to liberalise their traditional bilateral air treaties with the United States. The basic template was to allow any airline in each of the countries to fly between the two countries with minimal restrictions. Routes, frequencies, fares and schedules were all up to the airlines’ commercial judgment. In the open-skies deals with Germany and the Netherlands, the Americans even conferred antitrust immunity on the pooling of revenues, schedules and fares between airlines within an alliance. In all, some 40 such deals were struck around the world, and they undoubtedly prised open international aviation.
Free, up to a point
That was a laudable cause, but it is fair to say that the Americans also had another purpose in mind: to promote the interests of their own carriers. All the deals were between America, a country that accounts for over a third of the world aviation market, and one with a much smaller share and usually only one international airline. The main bone of contention is the right to pick up traffic in the destination country and either fly it on to another destination within that country (known as “cabotage”), or to a third country (“fifth freedom”). Rigas Doganis, an aviation consultant, explains the problem in an excellent new book (“The Airline Business in the 21st Century”, Routledge): 
While US carriers can fly from any airport in the United States to a wide range of airports in the EU, European airlines can only operate to the United States from their own country. Consequently they cannot exploit fully the whole EU market of 360m passengers...In addition, US carriers obtained and in many cases used extensive [fifth freedom] rights between European points which are now essentially domestic sectors within the European Union. Yet European airlines cannot enjoy the equivalent rights to serve city pairs in the United States.
In other words, the mighty United States has picked off European markets one by one while preventing foreigners from owning airlines in America and stopping them from picking up passengers at more than one American city. In the past year the European Commission has launched legal proceedings against the eight open-skies deals America has with EU countries, on the ground that they are against EU single-market rules.
But the Europeans have only themselves to blame, because their governments have refused to delegate negotiating powers for aviation to the European Commission. However, in the past 18 months the European airlines have suddenly come round to favouring a deal with America, code-named the TCAA (transatlantic common aviation area), which is now being promoted by the EU transport commissioner, Loyola de Palacio. If a TCAA ever comes about, it will liberalise air travel between the world’s two biggest regional markets. It will also encourage Asia, which plans to move swiftly towards regional free trade in aviation.
The big obstacle to a TCAA is a long-simmering row between those two champions of free trade, America and Britain. As things stand, only two American airlines—United and American—are allowed to fly into London’s Heathrow; the rest must use Gatwick or provincial airports. By contrast, British Airways can fly to two dozen American cities. This imbalance causes American airlines huge irritation. But the British will not loosen up crowded Heathrow unless America allows British airlines to own carriers there (where at present they can hold only a quarter of voting shares) or fly people around America on the way to and from Britain. 
This stand-off has been going on for nearly ten years, and has prevented an alliance between BA and AA from graduating to a virtual merger. Competition authorities on both sides of the Atlantic were concerned that the two airlines together would have a virtual monopoly on several key transatlantic routes. Now the chief executives of BA and AA, Rod Eddington and Don Carty respectively, will make another attempt to persuade the authorities to consider the competition issues in a wider context, rather than looking only at the traffic between London and New York. 
Regional free-trade areas are always second-best to free trade all round, but in the world of aviation they are a big step forward. The creation of a TCAA would be a very big deal indeed, because it would create a free-trade zone for two-thirds of the world’s air travel. But unless and until it can be achieved, the only way that airlines can hope to offer a global service is through alliances.
Huddling together
Mar 8th 2001 
From The Economist print edition

The loneliness of the long-distance carriers

MICHAEL PORTER, a Harvard management guru, once observed that alliances tended to be “transitional devices”, most often found in “industries undergoing structural change or escalating competition, where managers fear that they cannot cope”. Remember that next time someone makes fancy claims about seamless global travel with this or that airline alliance. However, the aviation industry’s excuse for resorting to alliances is better than most: the rules that forbid foreign takeovers and deny foreign airlines the freedom to operate within other countries’ domestic markets are indeed a serious obstacle to the industry’s efficient operation.
The 580 alliances, involving 220 airlines, recently counted by Airline Business, a monthly magazine, include a vast range of different arrangements. At the most basic level, an alliance may be simply a joint marketing deal known as code-sharing, in which two airlines put both their identification codes on a flight and they both sell it, even though only one operates it. This also allows the allied pair to label two flights they operate separately as if they were a through flight, automatically taking it towards the top of the computer-reservation-systems list, which always favours direct flights. Naturally the pair pledge to smooth the way for the transfer passengers, but it does not always work. 
The next step up from simple code-sharing is block-booking on each other’s flights, which means each airline has a certain number of seats to sell on its partner’s flights. After that comes joint marketing of the two airlines’ network routes and sharing of frequent-flier schemes. In the closest form of alliance, a pair of airlines, such as KLM and Northwest—the best example at present—completely integrate their business. The next step up from this would be a complete merger.
Sitting above these bilateral arrangements are the grand alliances that gather whole groups of airlines under one umbrella. The biggest of these is the Star group, which brings together United Airlines, Scandinavia’s SAS, Lufthansa, Singapore Airlines and nine smaller partners, and accounts for over 20% of world air traffic (see chart 3). Next comes the oneworld grouping around AA, BA and Hong Kong’s Cathay Pacific, with about 16% of traffic. The other two big alliances are Skyteam (Air France and Delta) and Wings, essentially the Northwest-KLM pairing.
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For Mr Eddington, the chief executive of BA, who in his previous job as boss of Australia’s Ansett Airlines spent three years in the Star grouping, the most important aspect of these alliances is the large number of bilateral code-sharing and marketing deals within such groupings. Mr Rödig, Star’s original chief executive, agrees. By ranging themselves under one banner, the individual airlines walk a tightrope between promoting the alliance brand and sustaining their customer appeal. “You could say the airline brand is compromised,” Mr Rödig admits. “But the idea of Star is to do together what one carrier cannot do.” As an example, he points to the 500 airport lounges available to passengers through membership of the frequent-flier programme of any Star member.
Equity stakes don’t count
Until a few years ago, cross equity holdings were considered an essential cement to bind alliances into a stable relationship. But that theory exploded in June 1999 when Singapore Airlines deserted its partners Delta and Swissair in the earliest global alliance to join Star, even though the original trio held small stakes in each other. For Mr Rödig, the more important binding force is a gradual integration of systems and sales. “Once you get that, you have de facto stability,” he says. Indeed, the boss of Swissair’s parent, SAir group, was fired in January after his board reversed the airline’s expensive strategy of buying stakes in a number of ailing airlines as a basis for forming a European regional alliance. 
For Mr Doganis, the key distinction is between alliances that are purely commercial and those that are more strategic: “A strategic alliance is one where the partners co-mingle their assets in order to pursue a single or joint set of business objectives.” Such assets may be terminal facilities, maintenance bases or aircraft. He points out that many of the big airlines’ franchise deals with smaller feeder carriers are strategic, despite the difference in size, whereas code-sharing, block-booking or frequent-flier-sharing deals are essentially marketing arrangements. 
All the same, these marketing arrangements are important in winning and holding on to business customers, who usually travel under corporate deals exclusive to one airline. “Alliances give you network scale, and network scale has become more important to customers as business has gone global,” says Henry Joyner, senior vice-president for planning at American Airlines in Dallas. “The business customer used to worry about you being able to fly him to the plant in Baton Rouge in the American South. Now he wants you to get him to the CIS, China or Brazil.” For Gordon Bethune, boss of Continental airlines, the big pay-off from its alliance with Northwest is “the ability to sell tickets to passengers travelling through their Tokyo hub onwards around Asia”. 
For the passengers, the benefits of alliances are the chance to earn frequent-flier benefits across a wider network; smoother transfers to a wider range of destinations; and access to premium lounges at transfer airports. In some circumstances, alliances may even bring down fares. A study by two academics (“The Price Effects of International Airline Alliances”, by Jan K. Brueckner and W. Tom Whalen, University of Illinois, 1998) claims that by using United’s Star alliance, travellers between Scandinavia and the American mid-west could save up to 28%, compared with booking through non-allied airlines. This applied to three-flight journeys which involved a leg behind the gateway airport on each side of the Atlantic. Each carrier would extract less than the maximum revenue from its leg so as to stimulate traffic and thus maximise the alliance’s overall revenue. However, for flights between gateways such as London and New York, alliances tend to raise prices by about 4% because they reduce competition.
But the idea of cheaper “interline” fares using allied rather than separate carriers makes one veteran aviation economist scoff. Adam Pilarski, now a senior vice-president with the Avitas consultancy in Washington, DC, after 17 years as head of economics and forecasting at McDonnell Douglas, wanted to fly from Washington, DC, to Oslo about 18 months ago. He asked his agent for the cheapest economy-class fare, transferring in London, and was quoted $1,500 for flying United all the way. He knew that United does not fly between London and Scandinavia, so he asked the agent to look again, and got a different quote. Flying United to London and SAS onward to Oslo, and the same in reverse on the return leg, he would be paying just over $1,000. He checked the flight times and found that he would be travelling on exactly the same flights. The only difference on the more expensive trip was that all the flights would be labelled United. 
For a long time, the worst thing about alliances was the opacity of code-sharing. Passengers would book on one airline, only to find they were flying on another. A few years ago a passenger might have bought a ticket from London via Paris to Seoul in South Korea, thinking he would be flying Air France. Instead he could have ended up on Korean Air, which at that time had a dreadful safety record, causing great embarrassment to its alliance partners. 
Most airlines are resigned to working within alliances, even though they may have trouble maintaining consistent service quality: the big ones account for nearly 60% of all travel. Only a handful of big carriers stay aloof, and then usually for good reasons: America’s Southwest Airlines, for example, needs no alliance because it runs a purely domestic network. A couple of years ago, when Singapore suddenly quit its Atlantic Excellence alliance for Star, that put an end to its former partnership and prompted the formation of Skyteam in its place. Last May KLM fell out with Alitalia, dashing its hopes of developing its Wings alliance. There is still plenty of scope for promiscuity behind the hangars before aviation becomes a mature, consolidated industry. 
The joys of oligopoly
Mar 8th 2001 
From The Economist print edition
Is consolidation in the American market a good thing?
NO SOONER had it become clear that George Bush really would be America’s next president than United Airlines, American Airlines, US Airways and TWA unveiled their latest plan for carving up the American market between them. United’s controversial proposal to take over US Airways had been under scrutiny by the previous administration since May last year. The twist added in January was American Airlines’ plan to take over TWA, which was going bust anyway, and to acquire chunks of US Airways, mitigating the blow to competition from the proposed United/US Airways merger. The rescue of TWA might also placate the antitrust authorities over the United merger, because it would make it part of a four-company rationalisation plan. Antitrust regulators tend to smile on deals that involve the acquisition of failing enterprises. A decision on the merger is expected later this month.
Why should American Airlines want to help its arch-rival? For a start, it had to do something in response to the United merger. “In a network business you cannot let your competitor get ahead with a much bigger operation,” explained one of its managers. But the plan is more devious than that, and to many old hands it looks like history repeating itself. Back in 1978—in the aftermath of deregulation in America—United and American (which along with TWA and the now-defunct Eastern Airlines made up the industry’s Big Four at the time) both decided that growing to a national size was the only way they could deal with recalcitrant labour and compete with lower-cost newcomers. United quickly positioned itself as the only carrier flying to all 50 states. American moved to spacious Dallas-Fort Worth airport as a central location from which to fan out over the whole country. But the pair never quite achieved the duopoly they sought. 
Instead, airlines such as Delta, Northwest, Continental and US Airways each built up their own hub-and-spoke networks based on regional cores: Delta in Atlanta, Northwest in Detroit, Continental in Houston and so on. Travellers in most cities could choose from about six ways to get to their destination via different hubs. Those living in a hub city would be able to fly direct to about 80 destinations. Business travellers would generally have little trouble moving around the country, and would not miss out on their frequent-flier programmes if they used two different airlines. No single airline held a dominant position with a complete national network. 
But now United and American Airlines are trying to redraw that pattern. As the opposition to the United/US Airways deal mounted, American Airlines’ boss, Don Carty, spotted his chance: by rescuing TWA from bankruptcy, he would be able to pick up parts of US Airways’ east-coast business that it might have to relinquish to satisfy the antitrust authorities. This attempt at consolidating the American industry into a tight oligopoly of national networks is unfinished business from 20 years ago.
An air of crisis
All this is happening at a time when the airlines, after a long period of losses, have at last been making good profits for the past five years or so. Yet they are more unpopular than ever. The air is thick with calls for re-regulation, as well as for a charter to enshrine passengers’ rights. The American media are full of stories about airports strewn with exhausted travellers who cannot get off the ground. For most families, the annual trek to see the folks for Thanksgiving has become an ordeal.
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Part of this can be explained by a cumulation of bad luck. There was the horrendous winter two years ago when airlines such as Northwest collapsed under two feet of snow in the mid-west, followed by two awful summers, 1999 and last year, when botched changes to air-traffic control and a work-to-rule by United pilots respectively had air travellers tearing their hair out. There were tales of pilots making unscheduled landings, leaving passengers stranded thousands of miles from their destination, or dashing off for a hamburger before take-off because they did not like the airline food. Passengers just had to suffer in silence.
But some of the problems are structural. For example, many American business travellers want to leave home early in the morning and fly up to 500 miles for a day’s work in another city, then return home the same evening. That is asking a lot of an airline system in a country where the weather can bring whole chunks of the network to a halt; yet the airlines, anxious to grab their share of this profitable business traffic, do not like to admit that they cannot deliver. 
So at a busy hub airport, all the airlines schedule their flights for, say, 8am, the most popular morning departure time, knowing full well that only about eight of the 40 flights aiming for the slot will take off within 40 minutes of that time. They have even invented a new term, “push-back time”, to provide themselves with an excuse. Passengers who complain about delays are told the aircraft pushed back from the gate on time, so the delay is the fault of air-traffic control. If a flight leaves the gate within 15 minutes of its scheduled departure time, the Department of Transportation considers that it has left on time, no matter how long it waits on the tarmac before taking off.
One way around the horrors of flying via congested hubs is to use the low-fare, no-frills services offered by carriers such as Southwest Airlines. These operate point-to-point, using secondary airports, where Southwest saves money on landing fees and passengers have a better chance of avoiding delays. Southwest’s traffic and business model is quite different from the big airlines’ hub-and-spokes system, which feeds traffic into hubs where it can be decanted into larger aircraft and flown on to other hubs, or else redirected along another spoke to a smaller destination. The passengers suffer the inconvenience of having to transfer, or waiting in the aircraft at a hub stop, but get a more comprehensive network and greater frequency of flights. The airlines also try to schedule outgoing flights to leave within a couple of hours of incoming traffic to keep down waiting times.
The point-to-point service that Southwest offers can be more expensive to operate, because connecting a given number of cities by direct flights needs more flights than if one is designated a hub. But Southwest concentrates on routes where it can sell enough seats to people going only from A to B, and it can keep the cost down by getting more flights per day out of each aircraft and its crew. Instead of sitting around at a hub, waiting for connecting traffic, the aircraft take off again 20 minutes after arrival. Thanks to low fares and slick marketing, the flights get filled; and thanks to lean staffing and the absence of frills, operating costs are low enough to overcome the disadvantage of having to have more flights than with a hub system. 
The big hub airports of the mainstream airlines have a built-in tendency to aggravate delays in several ways. One is the sheer concentration of flights and passengers coming in and going out at peak times, making it difficult to handle the volume of air traffic, especially when flights have to be spaced further apart than normal because of bad weather. Also, to minimise hanging around and to schedule overnight maintenance at a handful of centres around the country, airlines rotate their aircraft in a circuit around America over the course of several days. So an aircraft held up by snow in the mid-west in the early morning can fail to arrive in sunny Phoenix in the early afternoon and will therefore not be available to go on to blazing Tampa. Naturally, people who get held up by these knock-on effects find it hard to believe that bad weather somewhere else is responsible. They just think the airline has screwed up.
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There are ways of mitigating such effects. For example, the Chicago hub, the airport most prone to winter disruption, has been sealed off by American Airlines from the rest of the system; aircraft that run in and out of there are now confined to that part of the system and not allowed to move on elsewhere. It means their utilisation is less than optimal, but it avoids the cost of nationwide disruption for the airline when Chicago’s O’Hare airport once again disappears under a blanket of snow.
Whatever its disadvantages, the hub system does offer travellers greater frequency, more destinations and lower fares than they could expect without it. Overall fares in real terms have fallen by 20% over the past ten year, but that average covers a huge variety of different fares, from the cheapest advance-purchase rate to the last-minute walk-up one at 10-20 times as much. Consumers have been infuriated by a recent rise in flexible and business fares, and continue to be subjected to some irritating practices. As an example, Mr Pilarski of Avitas points to the Saturday-night rule. A business traveller from Washington, DC, to San Francisco pays $543 return to fly out on a Saturday and come back on, say, the Monday. But if he chooses to spend Saturday night at home and fly out on Sunday for a business meeting on Monday, the fare goes up to $2,248. If he is canny, he will buy a one-way ticket for his Sunday departure ($1,124) as well as the cheap return ticket at $543 of which he will use only the return leg, thus saving $581. Corporate discounts of up to 40% can help, but consumers are disgruntled. 
Good or bad for competition?
If the proposed consolidation goes ahead, will it make things better or worse? Apologists for consolidation reckon that it would lead to the emergence of three or four mega-carriers with national networks. Continental and Delta, which failed to merge three years ago, are thinking about trying again. They would form the third big carrier, possibly even joined by Northwest, which could hardly survive on its own. In addition, there would be Southwest with its own national no-frills network. Darryl Jenkins of the Aviation Institute at George Washington University thinks everyone underestimates the degree of competition provided by Southwest, which he considers the best antidote to consumer fears about consolidation among the mainstream airlines. He also argues that the stimulus to traffic from consolidation into powerful nationwide networks would benefit consumers as well as airlines. Consumers would be able to choose between three competing networks plus Southwest, which now covers most of the country. 
But Mr Jenkins’s theory about the benefits of the United merger for Southwest crashes and burns at Love Field airport outside Dallas. “It’s ridiculous,” says Gary Kelly, Southwest’s chief financial officer. He thinks the merger is just another attempt to stifle competition. On the other hand, he does not believe it will hurt Southwest much. “Our costs are half of theirs, and we are the most profitable airline,” he says. Southwest was still racking up a 35% increase in profits in the fourth quarter of last year, even as the big airlines’ five-year run of fat profits collapsed under the weight of fuel costs, weather disruption and labour problems.
By contrast, the Economic Strategy Institute (ESI), based in Washington, DC, is a strong advocate of the United/US Airways merger. Having studied the 197 American airports with more than one carrier, it concludes, somewhat surprisingly, that as a result of the merger competition would increase in 74% of them, stay the same in 13% and decline in only 13%. The ESI concludes that consolidation will intensify competition, increase traffic, improve access and broaden commercial opportunities. Another thumbs-up for the merger comes from Steven Morrison of Northeastern University in Boston, who estimates that although low-cost carriers such as Southwest fly only 12% of total passenger-miles in the domestic market, their influence is much wider, affecting fares across 94% of the market.
To reach this conclusion, he counts in competition on the routes themselves, competition on nearby routes and potential competition, stretching the theory of “contestable markets” to the limits. United could hardly have paid for a more ringing endorsement. But not everybody agrees. A study of both mergers’ effects by the General Accounting Office for Congress found both good and bad in them. The authors reckoned that it would reduce competition on 300 routes, affecting 10m passengers, but increase it on a few others, and would improve connections to big hubs for some travellers. 
Michael Levine, a Harvard academic and a former senior manager at TWA, sees the merger as an attempt by United and American Airlines to extract higher fares. He discounts much of the competition from Southwest, arguing that the airline’s use of secondary airports far from city centres makes it much more suitable for the tourist with time to spare than for the business traveller. Moreover, if the mergers succeed, he says, Southwest too will have more scope to raise fares. He also points to the two airlines’ poor labour relations, which often mess up whole sections of America’s air-travel system even now. Mergers seldom improve labour relations, and if the two airlines controlled half the system, the potential for chaos would increase immeasurably. 
Let fly
Mar 8th 2001 
From The Economist print edition

Much of what is wrong with American aviation could be fixed by allowing real competition
WHEN a left-leaning consumer organisation and a free-market think-tank come up with similar solutions to some of American aviation’s problems, it is time to pay attention. The Aviation Consumer Action Project (ACAP) and the Cato Institute have both come out for opening America’s skies to foreign airlines and foreign capital. “Opening US skies would inject capital and competition into the US aviation market, leading to even lower fares and improved service,” writes Kenneth Button, an academic and former head of aviation policy at the OECD, in a Cato pamphlet. A few years ago Britain’s Virgin Atlantic proposed running low-fare services from 20 American cities to feed into its international routes operating from New York and Washington, DC. But the airline could not get round the American rule that limits foreigners to owning 25% of voting shares in an American airline. The same restriction had frustrated British Airways in the early 1990s when it held shares in its alliance partner, USAir (as it was then known), and eventually the partnership was dissolved.
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For Paul Hudson, executive director of ACAP, “protectionism is driving the current consolidation.” He feels that TWA, with its well-established holiday flights to Europe and the Caribbean, might have attracted foreign capital instead of having to go bankrupt and being rescued by American Airlines. That might be wishful thinking, but it is worth noting that a minority shareholding by KLM saved Northwest Airlines from bankruptcy in 1989, and that a stake in US Air held by BA tided that airline over a difficult financial period in the early 1990s. Mr Button, for his part, is convinced that foreign competition and investment would provide “the ultimate free-market check on predatory pricing and domestic price collusion, and would negate any arguments for imposing federal price regulations and antitrust sanctions”. 
Mainstream airlines are frequently accused of dropping prices and flooding markets with capacity when a low-cost new entrant comes along. Once the newcomer has retreated, capacity drops and fares rise again. America’s Justice Department still has a case outstanding against American Airlines for doing this at Dallas to crush a start-up called Vanguard Airlines. American Airlines claims this was just normal competitive behaviour. Apologists for the big airlines say the real reason why so many start-up airlines fail is that they lack sufficient finance to stay the course. Again, people such as Mr Hudson argue that letting in foreign capital could plug this gap.
But foreigners are not only prohibited from owning airlines in America; they are not allowed to operate any services either. BA, for instance, may fly international services into 25 American airports, but it cannot pick up extra passengers at, say, Kennedy Airport, to fill up emptying seats before going on to Los Angeles. American carriers, on the other hand, are free to do this within the European Union. America’s restrictions go back to the Jones act of 1920, which limited coastal shipping to vessels built, owned and crewed by Americans. This was to promote a well-equipped and modern merchant marine for use in the nation’s defence and for promoting commerce. 
Shutting out foreigners does not just restrain competition in the American domestic market, it hands American airlines an advantage on international routes. They can feed their international services from the spoke routes running into their hubs, making it easier to fill their flights, whereas the Europeans have to rely on local traffic at the gateway city they use, usually on the east and west coasts. Mr Hudson sees this as an implicit export subsidy. He draws a parallel with Japan in the 1970s, when Japanese-made television sets would sell for $500 in the low-competition domestic market but for half that price in the highly competitive American market.
Network economics
Nor is it only foreigners who are shut out of American aviation. The networks and the airports also discriminate against new entrants, certainly at big airports, where most of the traffic is concentrated. In touting their merger proposals, the bosses of United and American Airlines like to talk about network economics. If they get their way, United/US Airways and American Airlines with TWA will have at least half the market in the United States. They say that larger, truly national networks confer benefits on consumers as well as on the companies concerned. According to this argument, known to economists as Metcalfe’s Law, consumers will pay a lot more for access to a network as it expands, because it becomes disproportionately more useful to them as it grows. Nobody will pay much for a telephone service that hooks up just two people living on opposite sides of the country. But if the service connects 200m people, everybody wants to be in on it.
Yet the defenders of the protected status quo would do well to examine what has been happening in other networked industries. In telecoms, which was deregulated later but much more thoroughly than airlines, large network operators have to give independent carriers access to their networks for a fee. Electric utilities, too, now have to allow access to independent suppliers in many countries. And in the days when America had a proper passenger rail service, the stations were shared by several rail companies. 
Mr Hudson does not see why this principle should not be applied to airlines. For instance, code-sharing amounts to two airlines selling the same sorts of seats on a flight. If the flight were regarded as part of a network, why should the reservation systems, and thus the seats, not be opened up to independent third parties to sell? After all, code-sharing and block-booking is already bringing competition into the cabin, in the sense that two airlines might quote different prices for a given seat on the same flight. But the competition is limited to only two companies. Why not many more? The instant access to information that comes with the Internet might drive the business in this direction anyway, whether the airlines like it or not.
There are also more down-to-earth ways in which access to the airline networks could be improved, if only the will were there. Part of the problem is that most American airports are owned by local authorities, which are more interested in maximising short-term revenue than in promoting competition. In fact, this is against their long-term interest, because the more competitive an airport is and the more new users it can attract, the more it can grow and so stimulate the city’s economy.
But the main block to progress is the commercial relationship between the airlines and the local authorities. Everybody in the industry agrees that America’s infrastructure has not kept pace with the growth of air travel, and that it will not be able to handle the doubling in traffic expected over the next ten years. What is less well understood is the role of the airlines in blocking expansion that would create more capacity and let in competing airlines. They are given a say as “major investors” in decisions affecting an airport’s future because they underwrite investment in developing gates and facilities. 
Mr Hudson points out that American Airlines and United, which dominate Chicago O’Hare, have consistently blocked proposals to build a third airport in the area to supplement O’Hare and the smaller Midway airport. The local authorities often collude with such obstruction because they want to keep in with the airlines. They also welcome the burgeoning retail parks that America is learning to build at big airports, copying an idea successfully pioneered by London’s Heathrow. Similarly, expansion of Hobby Airport in Houston was blocked by Houston International. The only big new airport to be built in America in the past ten years was Denver International, and even there the old airport was razed for a housing project in order to eliminate the competition.
Even more damaging, in the eyes of the consumer lobby, is the relationship between airlines and airports over gate concessions. Municipal airports grant long and exclusive leases of up to 30 years to airlines prepared to sign up and guarantee an income stream, enabling the local authority to issue bonds to cover its investment. But the airlines are not obliged to allow independent airlines to rent the gates, which often makes it difficult for the independents to run services where the demand is—at big airports. “These are monopoly contracts,” says Mr Hudson. “They are allowable only because the airports are local-government entities. A private company could not get away with it.” 
The weaknesses of America’s aviation system, then, lie in a protected market, incomplete deregulation and over-reliance on the public sector for the provision of infrastructure. There is one other big problem: air-traffic control, which causes huge trouble in Europe as well as in America. But here some progress is being made, and a solution may be just over the horizon.
Free as a bird

Mar 8th 2001 
From The Economist print edition

New technologies that allow aircraft to control their own flight could solve the problems of crowded skies
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“IMAGINE driving your car with the windshield covered and someone telling you what turns to make,” says Phil Condit, chairman and chief executive of Boeing, the world’s biggest aircraft maker. “That is the present air-traffic-control system. An alternative would be a clear windshield and ability to see traffic along a highway for pilots.” He is sketching the possibilities of a satellite-based system that could take over from conventional air-traffic control, allowing twice the number of aircraft flying in most parts of the sky at any one time. The system is known as “free flight”. Boeing is so excited about the potential $70 billion-a-year market that it is setting up a new company to provide systems for this revolutionary form of air-traffic control.
Pilots have long dreamt of flying exactly where they want. At present they are controlled by a ground-based system that obliges them to stick rigidly to prescribed routes, often not the shortest ones, dictated by the need to stay close to radio beacons or radar stations. Under the new system they would be able to choose their own route and file a flight plan that follows the most efficient and economical path. Conventional air-traffic control, which relies on radar and wireless communications, has severe limits in today’s crowded skies. Radar is accurate to only a few miles, and involves exchanging much routine information between the pilot and the controller over the airwaves. 
Pinpoint precision
Modern satellites and digital technology offer a way round this. Thousands of aircraft are already fitted with global-positioning-system (GPS) navigation aids. These are based on the American Defence Department’s satellite network, which is capable of pinpointing an aircraft’s position to within a few metres. Under conventional air-traffic-control systems, aircraft have to stay five miles apart at the same level or be separated vertically by at least 1,000 feet. Obviously, if the more precise technology now available were brought into general use, more aircraft could be packed into a given area of sky, increasing the system’s capacity.
Air traffic in America and Europe is expected to double by 2015, so something needs to be done. In America air-traffic delays already run at around 50,000 a month (one flight in four) during the peak summer season, and in Europe things are worse: one flight in three is more than 15 minutes late, mainly because of hold-ups by air-traffic control. Most people reckon that the skies are already overcrowded. With few new airports and runways being built outside Asia, attention is turning to how the present capacity can be managed more effectively. 
Both America’s Federal Aviation Administration and Eurocontrol, the Brussels-based body that co-ordinates European air traffic, are working on a phased introduction of free flight as a way of handling more flights without more runways and airports. The FAA is careful to point out that free flight is not a free-for-all at 35,000 feet, but a way of minimising air-traffic restrictions to speed things up. No one expects it to replace air-traffic control on the ground. But much of the ground controller’s job will pass to the pilot, and more of the communication between the two will be by automated digital data flow. The ground controller will monitor what is going on and be ready to intervene when something is going wrong and the pilot needs to be alerted to a danger.
Europe’s air-traffic-control system suffers from having 31 national sub-systems, which means that a lot of air time is spent handing over from one to another. For the immediate future, the Europeans are trying to break down such barriers as a way of enabling the system to handle more traffic. But beyond 2005, Eurocontrol has plans for introducing “autonomous separation”, a limited form of free flight, which the organisation thinks could add as much as 40% to airspace capacity, by having aircraft flying closer together without jeopardising safety. Beyond 2010, it plans for more extensive free flight to yield a further 40% improvement.
The FAA, too, has a two-phase plan for introducing free flight. The first, due for completion in 2002, is to open the air-traffic system to collective decision-making, giving airlines access to up-to-the-minute status reports so that they can choose how to deploy their aircraft. Another objective is to set up a “conflict probe” system that looks 20 miles ahead of an aircraft and tells the controller on the ground when he should intervene with a free-flying pilot to avoid a collision. Two free-flight trials already under way are the National Route Programme and the Central Pacific Oceanic Programme. The first allows aircraft flying above certain predetermined altitudes to choose their own flight paths. The FAA puts the savings from this at over $40m a year, because aircraft are able to take a more direct route, burn less fuel and reach their destinations more quickly.
Don’t come near me
Safety is built into free flight by having two airspace zones around an aircraft. The size of the first one, known as the protected zone, depends on the aircraft’s size and speed, and the sophistication of its communications, navigation and surveillance equipment. The protected zone must never touch the protected zone of another aircraft. The second zone, known as the alert zone, is much bigger. Two aircraft can manoeuvre freely until their alert zones touch. When that happens, a ground controller contacts the pilots and helps them decide how to maintain safe separation, or supervises them while they do it themselves. To begin with, this may still be done over the radio, but gradually more and more of it will be done through data links from the ground that will automatically tell the pilot when something needs to be done.
Not everybody is impressed. “It’s all very well organising the flow of traffic in the air better,” says Jeff Campbell of American Airlines. “The real problem is at the airports where traffic joins or leaves the system.” Yet Boeing is convinced that its new air-traffic-management business holds the answers to many of the problems of the crowded skies. Picking his words carefully, John Hayhurst, the boss of Boeing’s new business unit, explains that the technology for this four-dimensional satellite control already exists, “although developed for different purposes”. 
What he means is that military systems have long been able to plot and even control the flight of offensive as well as friendly missiles. “When you read about missiles fired defensively to hit offensive missiles before they hit their target, it is obvious that the technology to know where both are at one time is there. We can know where airborne objects are at any one time and where they will be.” The obvious example is the destruction by American Patriot missiles of some Iraqi Scud missiles during the Gulf war ten years ago. “The idea of making the technology work does not keep me awake at night,” says Mr Hayhurst. “The real challenge is getting diverse interests focused on implementing a solution quickly.”
Mr Hayhurst is not advocating a system where pilots fly where they like, relying on their knowledge of each other’s position and direction to avoid collisions. That might work on the road, though the risk of a fatal accident per mile of road travel is over 100 times higher than in the air. But aircraft go about ten times faster than cars on motorways, and when they collide, the deaths are counted in hundreds. 
The only real technical problem to be overcome before free flight allows aircraft to bunch closer together is that of the vortex of turbulence created by each aircraft. This is a particular danger for smaller aircraft following large ones. They could be thrown around so much by the swirling air currents behind something the size of a jumbo that they might crash. This “wake vortex” must be eliminated, or at least reduced, before closely spaced landings and take-offs become possible. 
Boeing says it is working on several ways of doing this, including adding on little winglets at the end of aircraft wings, using jets of steam puffed out of the wing ends, and fitting attachments to various parts of the wings so that the vortex from one is used to cancel out that from the other. Whatever the method, the experts seem confident that the problem can be solved now that free flight has come within reach. 
As the technology evolves, the business of air-traffic control is itself moving away from being a government responsibility and becoming more commercial. Canada, Australia and New Zealand have already set up commercially oriented air-traffic-control agencies, and Germany is moving the same way. Britain is intent on selling half the shares in its air-traffic-control system to the private sector, perhaps to a group of airlines or another trade investor, but trade unions and left-wing politicians complain that the plan compromises safety for the sake of profit. The controversy has put Boeing off bidding in the British privatisation, but it says in principle it is interested in public-private partnerships and in being involved in whatever way seems appropriate. Boeing’s detailed plans for its free-flight system will be unveiled later this month. Other companies, such as Honeywell, are also well advanced with their own versions. With capacity constraints now adding to the political pressure for modernisation, and privatisation promising to unlock the necessary funds, it looks as though air-traffic-control problems at last have a chance of being resolved. 
Webbed wings Mar 8th 2001  How the Internet is transforming air travel
ONE sunny afternoon last January, Continental flight 124 from Seattle to Newark was put on hold for up to five hours because of snowstorms on the east coast. The passengers disembarked and milled around the lounge, wondering what to do next. Older travellers queued to bombard harassed ground staff with questions. Not so the cool youngsters returning to college from skiing trips over the Canadian border. They were whipping out their little Palm Pilots and logging on to the web to find out if there was any other way they could get to their destination. The Internet has already made a big difference to aviation, and portable computers in particular are becoming part of the machinery of booking and buying air travel.
With the benefit of hindsight, that should have been no surprise. The Internet and aviation were made for each other: flights are a high-value, perishable commodity on which up-to-date information can be made available electronically. The buyer is hungry for such information so he can get the best deal. The airlines, for their part, depend for their profits on what they call yield-management systems, which are highly sophisticated computer models for altering the price of seats on a given flight to reflect the demand over time. This is the system that doles out cheap tickets to early bookers and ensures that last-minute travellers needing flexible tickets pay much more for the privilege. In the mainstream airlines in America the dearest ticket can cost up to 20 times as much as the cheapest on the same flight. Even with low-fare, no-frills carriers such as Southwest, the dearest fare will be twice the cheapest on any given flight. So the Internet offers advantages to both buyer and seller, because it can cope with a rapidly changing market. 
The airlines have a further motive for embracing the web: it offers them huge savings on their marketing and distribution costs, which make up about a quarter of their total operating expenses. For a start, it saves them commissions of up to 5% on ticket sales. It also eliminates the cost of printing and sending out tickets and the fees (around $11 per ticket) for the computerised reservation services that are the lifeblood of today’s distribution.
Cutting out the cumbersome process of issuing cardboard tickets and simplifying booking and check-in can also be attractive to customers. Some airlines, such as Northwest and Swissair, already offer online facilities for seat selection and checking in, as well as for booking and paying for flights. Online ticketing was put on ice for a while in 1999 because airlines were worried about the effect of the millennium bug on their computer networks, but quickly resumed after the magic date.
No wonder that travel sales on the web are already bigger than books, clothes, software, toys and sports goods put together. Air travel accounted for about $5 billion of the total of $7 billion spent on travel on the Internet in 1999, according to a marketing-strategy company called PhoCusWright. It estimates that by the end of this year ticket sales will be at nearly three times that level. And even in America, as yet only 4% of flight reservations are made online; in Europe, the figure is barely 1%.
Just looking
For the moment, it seems that air travellers are still using the Internet mainly to browse for information before booking flights by more traditional means. Travelocity (owned by Sabre, a computer reservations system which is a subsidiary of American Airlines’ parent company, AMR) said that by last summer its 20m registered members had bought only 6m tickets, which is not a commercial proposition. Sabre is having to trim jobs to cut costs.
Some airline bosses, such as Gordon Bethune of Continental, think the Internet will soon account for the majority of bookings. It already does at low-cost carriers such as Southwest, EasyJet and Ryanair, where up to 90% of tickets are bought online, helped by the fact that these airlines are selling simple point-to-point flights rather than complicated itineraries. But conservatives such as Thierry Antinori, in charge of sales at Lufthansa, think that although the share of Internet bookings will rise steadily, it will not go beyond a third of the total. 
The Internet has also thrown up a host of online agencies such as priceline.com and hotwire.com which are essentially electronic versions of the traditional “bucket shops”, agencies that buy blocks of spare seats from airlines and sell them through small ads in the newspapers. Priceline is an independent company, whereas Hotwire is partly owned by six American airlines (American, United, Northwest, Continental, US Airways and America West, along with Texas Pacific, an investment company that is the majority shareholder). Like the bucket shops, these agencies are useful for the airlines because they enable them to offload empty seats at low prices without being seen to compromise their normal fares. If they own the agency, as with Travelocity or Hotwire, they can also keep control of the prices at which seats are sold.
Yet another agency is due to start trading this summer. Called Orbitz, it is owned by American, United, Continental, Delta and Northwest, and is altogether more ambitious than its rivals. It uses a hugely powerful search engine, designed by ITA Software, a start-up company formed by scientists at Massachusetts Institute of Technology, which can process half a billion combinations within seconds to offer the traveller a large choice of flights. It will also have access to all the airlines’ Internet-only special fare deals, which at present can be found only on their own websites. 
But it will not have the market to itself. Expedia, owned by Microsoft and the Worldspan global distribution system, has also signed up to use ITA technology, setting the scene for a titanic clash between the two. These online agencies might eventually beat off any collective challenge from the airlines to take them on with agencies such as Orbitz or its European equivalent, T3. However, it is worth noting that in other industries the big, established companies, after a lag, have tended to move into e-commerce and resume their dominant position. 
E-commerce will also allow airlines to get much closer to their web-using customers, learning more about them so they can package offers tailored to their individual needs. This is what marketing people call “customer of one”, and it applies to airlines just as it does to motor cars or computers.
Stephen Brobst, chief technical officer at Teradata Solutions, part of NCR, is an expert in databases and large systems who has worked on many of the huge computerised reservations systems that the airlines started to assemble from the mid-1960s onwards. In those days such reservation systems were at the cutting edge of computer applications. He distinguishes between different levels of airline websites. The most basic are today’s “brochure sites”, which simply offer static information. The next step is to have constantly updated versions of the same. Things get a little more interesting with the third generation, which can obtain information from the customer as he logs on and build up a profile of his travel needs and preferences. It can answer requests for information, take bookings and issue e-mail confirmations of bookings. This sort of e-commerce transaction is now quite common, especially for no-frills airlines. 
The next-generation website will recognise John Smith when he logs on and know that he is a valuable customer from another airline. It will analyse his travel history, perhaps suggesting alternative itineraries that might suit him better. Funnily enough, though, whereas multi-airline sites such as Orbitz or non-airline ones such as Expedia make fares more transparent, sophisticated airline sites with their capacity to treat each customer as an individual add yet another layer of obscurity. 
Flight of fancy
Mar 8th 2001 
From The Economist print edition

Look on the bright side

THE date is March 9th 2016. Jose-Luis Romero, sales chief of a small textile company, based in eastern Los Angeles, is thinking about his business trip next week. He wants to go to New York, then on to London, Frankfurt, Singapore and Hong Kong. Any one of the three new multinational airlines formed when barriers to foreign ownership were lifted will take him to those cities. Their frequent-flier schemes, however fancy, will not influence his choice because he is a member of all of them. So should he fly Lufthansa United, American-British or Delta French? 
All three have subsidiaries with totally integrated networks operating around the world. Money is as tight as ever in textiles, so his company encourages its managers to cut the best possible fare deal. Since the global oligopoly emerged, the published fares of the three mega-airlines have been much the same; the trick is to find out which of them have overcapacity on what flights, and are selling cheap seats on the Internet. As he gets out his personal communicator (as mobile telephones are now called), he decides to give the airlines’ websites a miss. They had already e-mailed him their best offers the night before when they noticed him browsing. Instead he goes to one of the multi-airline sites, which can trawl instantly through millions of flights to display the best choices. He comes up with two attractive options.
He is torn between Delta French, with its double-deck Airbus A380, complete with gym and casino, and American British, with its futuristic new Boeing BWB. This is the most revolutionary civil aircraft ever seen, a kind of flying wing. Instead of sitting in a big fat tube, as in a conventional wide-bodied airliner, he would take his place in an amphitheatre with anything from 250 to 650 seats, with wraparound cinema screens; a great way to fly if you want a big entertainment experience. It reminds Mr Romero of his father telling him about the days when PanAm had a piano bar in the upstairs lounge of its early jumbo jets—until the airline realised pianos did not buy tickets.
In the end he decides to fly Lufthansa United, with its traditional Boeing 747 Super Xs, conventional aircraft but with a much quieter, smoother ride than earlier jumbos. He taps his reservation into the website and is given his confirmation number and seat reservation. A week later, at the airport, he simply waves his mobile phone at a sensor, gets his bag screened as he walks past security, and within minutes has arrived at the upper-deck boarding gate, without having had to queue once or talk to any member of the airline staff. It seems unthinkable that not so long ago you used to have to show those ridiculous old cardboard boarding passes every ten yards on your way to the aircraft.
The airline world is not quite ready for Mr Romero’s trip, but it is getting there. Thanks to Internet access by wireless telephone, the business of booking and checking in over the web can already be married to the portable device, which can hold electronic information needed for boarding the flight. The other innovations that could speed Mr Romero on his way may or may not happen, depending on whether the airlines think they are worth developing.
There is no doubt that the most tangible change around in aviation now is the effect of the Internet on sales and distribution. This is not simply another way of delivering the product. The information-seeking power of the web will, for the first time, provide consumers with their own weapon to wield against the airlines’ yield-management systems. “Airline fares have always been a confusing mass of smoke and mirrors,” says Mr McMullan of Aviation Economics. “The Internet will blow away those elements of obscure fare pricing.” 
This could also have wider repercussions; for example, it could affect the way the proposed mergers in America will operate. The apparently overweening power of three national airline networks could be mitigated to some extent by the transparency in fares that online agencies can bring, especially if some of them are outside the control of the airlines. But even the airlines themselves, by participating in joint sites, are opening the door on the secret world of fares and deals. The web-armed consumer will be much more aware of the burgeoning point-to-point services of low-cost carriers as well as the larger networks of the mainstream airlines. As the barriers to international mergers start to crumble and mega-carriers begin to form, this will start to apply not only to America but worldwide.
The other changes, and pressures for change, outlined in this survey are more closely linked to each other than they appear at first sight. One of the biggest obstacles to change is the extraordinary hold the trade unions have over American airlines. Mr Crandall, a famously grumpy, hardline boss when he was at American Airlines, used to comment ruefully that pilots have a squadron mentality: more loyalty to each other than to their employer. He was uncomfortably aware that a determined bunch of pilots out for a pay increase could bankrupt an airline in six weeks. It was that power which persuaded United last summer to give in to its pilots. Having tried at first to resist them, it awarded them a 40% rise over several years. Now cabin attendants, mechanics and other groups of employees are pressing for similar rises. A hand-baggage tag sported by a United cabin attendant reporting for a recent flight from Washington, DC, said it all: “Pay us or chaos”, it read. 
Now it looks as though Continental and Southwest are the only two American carriers where the management and labour force are not at war. It is not a coincidence that these are also the only two whose earnings are holding up. As for the rest of the industry, the employees are not being quite as rapacious as they might seem. They remember how they put up with poor pay and conditions to help the struggling carriers in the early 1990s. Now, after a few years of good profits, they think it is pay-back time. The employers, for their part, point to the need to stay lean and mean in a highly competitive market. With mergers looming, fear of job losses further sours the atmosphere. There is every chance that this will be an awful year for disruption triggered by labour disputes. President Bush could find himself mired in aviation troubles before the end of his first year in office.
Wheels within wheels
But there is a wider significance to the unions’ power. It is the main reason for America’s refusal to allow foreigners to operate services or own local airlines. The unions object to these things, and the politicians do not want to upset them. That is why Rodney Slater, transportation secretary under President Clinton, used to say that cabotage or ownership rights were “just not on the agenda”. So Britain refuses to allow more American airlines into Heathrow airport, which America considers a precondition for any open-skies agreement. That ten-year stand-off is now holding up a wider free-trade deal, the transatlantic common aviation area; and without that, there can be no widespread relaxation of ownership rules. So airlines are stuck with alliances instead of the mergers or takeovers they would prefer. That, in turn, holds back innovation in the airline business, because alliances are full of committees and, as Mr Eddington at BA points out, there is no single management to drive things forward. 
If those two pending mergers in America are allowed through, the trade stand-off might move closer to a resolution. The resulting groups would feel more capable of withstanding any foreign competition they might encounter. In reality, such competition may turn out less daunting than feared, because the big American airlines tend to be more efficient than the European ones. It seems, therefore, that the Americans are blocking progress in an area that is important to them for what may not be very good reasons. It may turn out that foreign competition will do little harm to either American airlines or airline jobs. As soon as the Americans begin to understand this, reform will start to look possible, and aviation will begin to join the globalised world it has done so much to create.
In addition to those quoted in the text, the author would also like to thank the many other people who helped with the preparation of this survey.
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