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"Winter is coming" for European low-cost airlines
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While Cathay Pacific

announced the acquisition

is anticipated.

Recession has been seen in the Eu-

Euro

ditions that it reported a 20 million

(approximately HK $176 mil-
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tional airlines, had resulted in an un-

controlled competition.

of Hong Kong Express ,

the news of the shutdown
of the budget airline WOW Air in Ice-
land popped up the next day, reflect-
ing the difficult situation in the mar-
ket of low-fare airlines in Asia and Eu-
rope. Such market in Europe has actu-
ally become saturated after decades of
development, so that at least 12
low-cost airlines had disappeared over
the past three years due to shutdown
or merger, including WOW Air. It is
believed that the European aviation in-

dustry has a low entry threshold

which brings about a keen competi-

tion and consequently a fierce price
war, greatly worsening the business en-
vironment of cheap flights; coupled

with external factors such as rising fu-

i) |

el prices and falling Euro, further col-

lapse of budget airlines in the region

ropean low-cost carrier industry over
the past two years, and there were clo-
sures, acquisitions or mergers of near-
ly 10 airlines last year. The situation
has not been improved so far and the
German carrier Germania, despite car-
rying over 4 million passengers a year,
had filed for bankruptcy and ceased
all operations in February; and the
WOW Air, occupying over one-third
of the market share in Iceland, also
announced its shutdown last Thurs-
day. Moreover, the British airline Flyb-
mi had also gone bust and stopped its
services in February, and another UK
airway Flybe was incorporated into
the Virgin Atlantic brand at the price
of one pence per share early this
month.

Ryanair, the largest low-cost carrier

in the region, is also under tough con-

lion) loss in the fourth quarter last
year, which was its first quarterly loss
since 2014.

According to the statistics of the In-
ternational Air Transport Association

(IATA) , the number of flights in
Europe had increased by more than
40% compared to 10 years ago,
which far exceeded the growth in the
number of passengers, leading to a vi-
cious competition by keeping prices
low. Yet, the marginal profits were get-
ting lower and lower and Ryanair's av-
erage fare per trip was even as low as
30 Euro (approximately HK $264) .
An aviation industry analyst of the
consulting firm Oliver Wyman said
the establishment of a large amount
of new airlines due to low entry
threshold, added with the set-up of

low-fare carrier subsidiaries by tradi-

In terms of expenditure, global oil
prices rebounded sharply last year
and NYMEX crude oil futures traded
to US$75 per barrel, which was about
50% higher than the previous year
and the prices remained at high levels
until end of the year; together with
the drop in Euro against US dollar,
the operating costs of the European
aviation enterprises increased signifi-
cantly. Furthermore, many European
countries have tightened their environ-
mental policies in recent years and im-
posed carbon taxes on the aviation in-
dustry, making the business environ-
ment even tougher.

The collapse of the low-cost airlines
formed a vicious circle. For example,
following the announcement of its
shutdown, WOW Air also pointed out

that the negative news in the industry
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had forced creditors to impose stricter
terms and hence put pressure on the
company's cash flow. In winter which
is considered low season for travel in
Europe, most airlines often suffer fi-
nancial difficulties due to insufficient
income. An analyst from the consult-
ing firm Ascend said airlines might
have a relatively better summer flight
sale only if they could get through the
tough wintertime.

An analyst of the German rating
firm Scope said there were already a
large number of competitors in the
aviation industry in Europe, such that
it was common for smaller airlines to
be marginalized. Such airlines were
advised to build a niche to specialize
in certain markets or develop a
huge route network in order to
compete with the large groups
such as Ryanair, Lufthansa and
British Airways.
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