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The first 25 years of the
European Regions Airline As-
sociation (ERA) has been a
story of “bold creativity, pro-
gressive thinking and commu-
nity service,” according to ERA
president and Aegean Airlines
COO Antonis Simigdalas. He
told the annual ERA general
assembly in Gothenburg,
Sweden, last month that the
first half of this year has
seen an almost 6 percent
growth in passenger num-
bers, a traffic increase of
more than 10 percent and
“the best passenger seat
factor ever.”

Simigdalas nevertheless
underscored the challenges
members face as the ERA
enters its second quarter-
century.  “Industry contin-
ues to be adversely affected
by regulators’ failure to
apply ‘good governance’
principles and impact as-
sessments to ensure better
regulation,” he said. The as-
sociation has also identified
a continued lack of consis-
tency and harmony in na-
tional regulatory oversight
and urges increased vigi-
lance among national avia-
tion authorities (NAAs) as
the European Joint Aviation
Authorities (JAA) prepares
to hand over responsibilities
to the new European Avia-
tion Safety Agency (EASA).

Cost-cutting Measures
Simigdalas said that

airlines, airports, OEMs
and suppliers continue to
face cost-reduction pres-
sures, although growing
traffic reflects generally in-
creased economic confi-
dence. However, he added
that steeply rising fuel prices
have “seriously limited” re-
covery from recession.

The ERA sees little oppor-
tunity for airlines to cut costs
further, as passenger taxes and
other charges often “substan-
tially” exceed average yield.
Nevertheless, growing evidence
that higher-revenue sectors of
the market appear willing to

pay for better quality service
has encouraged airlines.

ERA director-general Mike
Ambrose said additional regu-
latory burdens have aggravated
climbing oil costs despite
aviation’s contributions to en-
vironmental efforts. “Environ-
mental levies and emissions

trading schemes will add little
real value in an environment
with high fuel prices and
meager yields,” said Ambrose.
“Politicians and regulators
continue to fail to recognize
the economic value of intra-
European air services.”

Predicting some “inevitable”
clashes with the European
Commission, Ambrose said
that the “champion of deregu-

lation” in the 1980s and early
1990s must not become the 
re-regulator of the new millen-
nium. He added that he wants
to hold EC transport and en-
ergy commissioner Jacques
Barrot to a promise that the
ERA would see greater use 
of impact assessments in fu-

ture regulations.

Revenue Stream
European regional air-

lines have seen passenger
numbers grow by 5.6 per-
cent in the first six months
of this year, while revenue
passenger kilometers in-
creased by a much larger
9.9 percent as travelers flew
longer distances. But the
overall picture appears bal-
anced, as about one-fifth 
of operators reported more
than 20-percent growth in
volumes while some 30
percent have seen only
falling numbers.

Although the early 2000s’
five-year trend of roughly
5-percent annual growth
remains well below the 10-
to 15-percent levels prevail-
ing a decade ago, load fac-
tors have grown to almost
exactly 60 percent this year–
some of the highest the
ERA has ever seen.

Rising aircraft use rates–
up 6.4 percent during Janu-
ary-June against a 4.9-
percent gain in landings–re-
flect the greater distances
flown this year, up almost 
6 percent to nearly 350
miles. The ERA says that
longer trips, combined with
a higher average sector
time of 1 hour 14 minutes,
reflect the increased use 

of regional jets, which now
account for around 55 percent
of the fleet. After a decline in
fleet age between the years
1998 and 2000 as operators
acquired new aircraft (and dis-
posed of older machines), the
average age of the ERA fleet
has risen slightly in the past
five years, to about nine years
for regional jets and 12 years
for propeller-driven aircraft. o
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European regional airlines don’t
need to be told that fuel prices could
stunt their growth. But one industry
official believes that operators must
start to view high fuel costs in the
broader context of all expenses, 
and resist the temptation to blame
them for all losses. Speaking at the
ERA gathering, Professor Judith
Patterson reminded operators of
commercial aviation’s fundamental
dependence on petroleum, “unlike
other transport modes.”

Patterson warned that growth
predictions often assume no future
price or fuel constraints, despite 
the industry’s voracious appetite
compared with 40-year worldwide
trends. “Global oil consumption has
increased in linear fashion since 1965;

fuel use by aviation has increased 
[exponentially]–and is predicted to
continue [so doing],” she said.

With increasing constraints on
petroleum production, fuel will likely
become airlines’ single largest cost
item, said Patterson, who pointed 
out that the International Air Trans-
port Association acknowledges “the
seriousness of this situation” in its
fuel and environmental management
guidance to airlines.

Ratios of current oil reserves to
production rates, commonly used 
to predict future supply availability,
suggest a potential supply of 41 
years from an “ultimately recoverable
reserve” of 2,200 billion to 3,000
billion barrels of conventional oil,
which requires no upgrading before

ERA announces 2005 Airline of the Year

ERA president Antonis Simigdalas called
the first 25 years of the ERA a story of
“progressive thinking.”

Director-general Mike Ambrose says
additional regulations have exacerbated
climbing oil costs.

Fuel cost is an easy scapegoat
for Europe’s regional carriers

A complete change of approach
to its business and, not least, punc-
tual performance have helped Binter
Canarias become the European Re-
gions Airline Association airline of
the year for the third time. Formerly a
subsidiary of Spanish flag carrier
Iberia, the regional turboprop opera-
tor three years ago became the prop-
erty of private owners, who have just
ordered an eighth ATR 72-500 and
have started looking for 170-seat
equipment with which to open flights
from the Canary Islands to major 
European cities.

Binter’s current fleet of seven ATR
72-500s and seven -200s provides
service among points in the Spanish
seven-island group, which lies off
the Atlantic coast of Morocco and
the Western Sahara in northwest
Africa. It also flies a pair of Raytheon
Beech 1900Ds. With a population of
around two million people, the is-
lands each year attract some 12 mil-
lion tourists, who arrive mainly on
leisure charter flights.

Since much of its operation con-
sists of public service obligation
(PSO) routes, subsidized by the Euro-
pean Union and thus subject to
price caps, Binter sees no opportu-
nity for profits with equipment sized
between its large regional turbo-
props and 150-seat-class jetliners.
Only two or three routes don’t qual-
ify for PSO support, leaving little
room for regional jet service.

Rather, it will select up to five
aircraft from the A320/737 lines for
peak-hour island services and for its
recently opened routes to Paris and
Milan, for which it already wet leases
a Boeing 737-400. Since October last
year Binter has served Funchal on the
Portuguese island of Madeira, farther

north in the Atlantic. The airline also
plans services to mainland Spain,
other European points and Africa.

Under private ownership, Binter
has moved heavily into Internet book-
ing, to the point that about 60 percent
of its passengers use electronic tickets
and self-check-in facilities. The work-
force has doubled to about 850 peo-
ple, and annual passenger numbers
have increased from 500,000 to more
than two million, according to direc-
tor general Andreas Blass. Another
initiative has seen Binter establish its
own handling at the eight Canary air-
ports since Spain ended monopoly
ground handling.

Under recent rebranding, the air-
line has adopted new crew uniforms
and a new livery–scheduled to adorn
its older ATR 72-200s as part of a
planned refurbishment project.

Runner-up honors in the ERA re-
gional-airline awards went to last
year’s winner, Aegean Airlines of
Greece, ahead of Bronze Award win-
ner Aer Arann of Ireland. o
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Andreas Blass is director general of Binter
Canarias, ERA’s airline of the year.
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refining. The world consumes
about 84 million barrels a day.
Given that trends show declining
size and number of oil discover-
ies since 1965, the question 
arises of whether production 
is approaching the point after
which rates fall because of de-
pleted volume, said Patterson.

Steadily on the rise since 1998,
fuel prices depend upon supply
and demand, as well as geopoliti-
cal factors and the cost of explo-
ration and extraction. Patterson
noted that price has become in-
creasingly sensitive. “Anything
that might have had a minor im-
pact in the past will have a major
impact today,” she said.

“OPEC has the taps wide open
and is just meeting demand…” and
major player Royal Dutch Shell
has revised downward its reserves
estimates by 20 percent, she added.

Analysts in the 1950s pro-
jected peak production in 2000,
while much more recent predic-
tions show maximum output
occurring not much later, only into
this decade. “If we are at the peak
of production of conventional oil,
then remaining reserves will be

more costly to extract,” said the
McGill University professor.

Nor can airlines turn to 
engine technology for a remedy.
“Between 1950 and 1997 there
has been a 70-percent improve-
ment in aircraft fuel efficiency,”
said Patterson. With a five- to 
10-year gestation period for inno-
vation, technology will not offer 
a quick fix to help airlines cope
with today’s high fuel prices.

“Airports could become
intermodal transportation hubs,
integrating air and surface modes,”
she concluded. “Oil prices will
remain high. It is unlikely that
present aviation growth trends can
be sustained. Carriers will have 
to develop a new civil aviation

paradigm to survive.”
While acknowledging that 

fuel supply and demand stand 
as crucial issues, Air France head
of subsidiaries and investments
Marc Verspyck nevertheless en-
courages airline managers not to
forget other risks they must man-
age. He also does not share Pat-
terson’s rather pessimistic view of
potential technological solutions.
“Lots of long-term answers are in
the hands of the engine suppliers,
not to speak of the oil producers,”
said Verspyck.

In an attempt to put fuel costs
into perspective, the Air France
executive said that for a medium-
size European airline a 5-percent
rise in labor costs would inflict 
as much financial damage as a
13-percent increase in fuel prices,
while a 10-percent change in the
euro/dollar exchange rate could

prove five times worse.
One month’s turnover has

become the industry standard
requirement for liquidity and
cash, but reserves cover forward
demand for fuel for 54 days, 
two days longer than a year ago.
Verspyck identified myriad risks
challenging airlines apart from
fuel: high fixed costs, yield
deterioration, dependence on
airport capacity, capital require-
ments and international “events.”
He also cited operational, ac-
counting and third-party risks, as
well as environmental, insurance,
pension and credit considerations.

Accordingly, fuel prices can
make a convenient explanation
for poor financial performance,
said Verspyck, but high fixed
costs and needs for capital also
require concentrated focus and
management control.  o

Professor Judith Patterson warned that
airlines cannot rely on technology to
provide a quick fix for their fuel ills.

European regional airlines are concerned
that a regulatory void could develop as
oversight responsibilities pass to a new
authority, and they have joined with other
industry groups to seek assurance that
won’t happen. The European Aviation
Safety Agency (EASA), which has begun
to take over responsibility for operational
standards and flight-crew licensing (Ops
and FCL), will have the power to mandate
requirements, whereas the “old” Joint Avi-
ation Authorities (JAA) had “harmonized”
regulations that national aviation authori-
ties (NAAs) could adopt (or from which
they could apply for exemptions to use
their own local standards).

“There is increased urgency to establish
respective roles for the EASA and the
NAAs before [the agency’s] responsibilities
increase,” according to European Regions
Airline Association (ERA) president Anto-
nis Simigdalas. Accordingly, along with the
International Air Carriers Association (rep-
resenting charter operators) and the Associ-
ation of European Airlines (a regional
lobby group, equivalent to the U.S. Air
Transport Association), the ERA has writ-
ten to JAA chief executive Andre Auer and
EASA executive director Patrick Goudou
asking for a briefing on the expected sched-
ules for handing European aviation over-
sight to the new agency.

ERA technical-services general man-
ager Nick Mower fears a black hole might
develop during the changeover. “There is 
a possible [regulatory] void of about 18
months,” he warned. Under current sched-
ules, a “big bang” JAA closure date looms
at the end of next year, although many JAA
specialist working groups (responsible for
regulatory proposals) will have ceased work

by the middle of next year. But the ERA
doesn’t expect the EASA to have established
legal “competencies” before September
2007, some 15 months later at least.

That scenario allows the JAA only about
eight months to issue any notices of pro-
posed amendment to existing rules, consult
industry and process and publish new regu-
lations. The ERA fears that the JAA will
hand over some proposals to the EASA be-
fore it is ready to handle the work. Airlines
fear that the EASA cannot recruit sufficient
numbers of safety officials to manage Ops
and FCL activity before September 2007,
when such rules might begin to take effect.

According to ERA operations and safety
manager Steve Garrett, airlines worry that
without continued JAA oversight, individ-
ual countries might introduce new regula-
tions that do not match developments
elsewhere. “If [states] are left without a
central agency they might go off in differ-
ent directions, [which] could ruin all the
good [harmonization] work done over 
the past few years.”

Current plans call for JAA headquarters
in the Netherlands to close on December 31
next year–although the training office there
will remain–with a new liaison office to
open in Cologne to coordinate with non-
European Union (EU) states. Mower points
out that a working group charged with dis-
bandment of almost all JAA activity, funding
of remaining work and transfer to EASA
had not involved industry participation.

Some European states reportedly do not
want EASA to  administer current JAA op-
erations standards (JAR OPS) before new
EU regulations take effect because of a per-
ceived lack of agency competence and a
reluctance to surrender national authority.

Mower said this makes September 2007 
an optimistic date. The ERA wants to 
know how EASA can administer existing
JAA regulations with few JAA personnel
remaining and whether industry will have a
voice during the interim period.

Mower identifies EASA budget arrange-
ments (particularly fees and charges) as a
further “hot topic” for Europe’s regionals.
Although the sum looks lower than previ-
ously predicted, the EASA expects to finish
the year with a E1 million ($1.2 million)
deficit, which ERA officials attribute to the
outsourcing of too much work and poor
budgetary control.

They say that EASA income might in
fact turn out to be less than 30 percent of
expected values, while costs have exceeded
predictions and cash-flow problems have

proved worse than expected because EASA
assumed payment of its invoices within 30
days. “The agency appears to be using the
most expensive NAAs to do a high percent-
age of work,” says Mower. “This should all
have been budgeted for.”

The ERA says that since NAAs now
have fewer resources, the aggregate cost 
of regulation “must be seen to decrease,”
although the European Commission has so
far rejected calls for an additional subsidy
to the EASA to cover the deficit. This has
led the industry to call for a cash reserve to
smooth the new regulator’s fluctuating cash
flow. “The agency should have a long-term
strategy and a realistic and attainable busi-
ness plan, supported by a strategic budget,”
said Mower. “The EASA should not be
compromised by lack of funds.” o

Regional airline officials fear a
regulatory void as EASA takes over

ERA technical-services general manager Nick Mower expressed concern that a regulatory ‘black hole’ might
develop as the European Aviation Safety Agency (EASA) takes over regulatory authority from the JAA.
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