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LONG HAUL
Punching far above its weight, airlines like Norwegian Long Haul have disrupted

the airline industry over the last three years with a successful strategy of extending
low fares to long-haul routes. Other carriers around the world have taken notice

and launched similar programs, a trend that has industry leaders concerned. What
does it mean for passengers? Will these long-haul low-cost carriers (LHLCCs)fail

like past attempts at this business model? or will these carriers stay?
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NORWEGIAN AIR SHUTTLE
(DY), which carried 25 million
passengers in 2015, is no match for
a giant like 180-million-passenger
Delta (DL). So why would Deltas
outspoken former CEO Richard
Anderson lobby so vigorously
against the Scandinavian upstart?

Punching far above its weight,
Norwegian has disrupted the
airline industry over the last three
years with a successful strategy of
extending low fares to long-haul
routes. Other carriers around
the world have taken notice and
launched similar programs, a
trend that has Anderson and other
industry leaders concerned.

What does it mean for
passengers? Will these long-haul
low-cost carriers (LHLCCs) fail
like past attempts at this business
model? Or will these carriers stay?

History may hold a clue.

LESS EXCLUSIVE, LESS EXPENSIVE

Commercial passenger aviation
began on a small and expensive
scale in 1914 with a flight carrying

a single passenger across Tampa
Bay in Florida.

Aviation expanded greatly
after this flight but, in its early
days, flying was exclusive and
expensive. Long-haul travel
required numerous stops and
many overwater flights operated
in unpressurized flying boats.
Regulation was strict among the
mostly government-owned flag
carriers and the accident rate was
high.

Over time, as airlines introduced
larger and more advanced aircraft
such as the Boeing 707 and 747,
long-haul air travel became more
democratized and accessible, but
it was still a luxury business run by
an exclusiveclub ofoperators.Even
into the 1970s, the International
Air Transport Association (LATA)
set international fares.

However, one maverick,
Loftleidir, or Icelandic Airlines
(LL), challenged this oligarchy over
the Atlantic Ocean. Icelandic, not
being a member of the IATA, was
free to set its own fares and, in the
1960s, began offering discounted

In 1977, Britain’s Laker Airways
(GR) offered a service called

Skytrain with low-priced flights
from London to New York.

transatlantic flights via its hub in
Iceland. Icelandic’s service was
popular but, after oil prices soared,
started offering fewer low-fare seats
to its passengers, and eventually
merged with Flugfelag Islands (NY)
to form Icelandair (FI) in 1973.
{Airways,September 2014)

O With an average
fleet age of just 3.6
years, Norwegian
has one of the
youngest and
greenest fleets in
the world.

In 1977, Britain’s Laker Airways
(GK) offered a service called
Skytrain with low-priced flights
from London to New York.
Skytrain was initially successful
but, under harsh competition
from existing airlines, Laker
declared bankruptcy in 1982
and the service ended. American
carrier PeopleExpress (PE) began
similar low-cost transatlantic
services from Newark, New Jersey,
beginning in 1981, but, facing
financial difficulties, merged into
Continental Airlines (CO) in
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1987. Oasis Hong Kong (08) and
Canadas Zoom Airlines (Z4) also
attempted LHLC flights in the
mid-2000s, but both failed in 2008.

Saudi carrier Flynas (XY) briefly
operated LHLC flights in 2014,
focusing on the Muslim pilgrimage
market, but, according to the
aviation analysis company Centre
for Aviation (CAPA), failed due
to an inconsistent business plan.
Charter carriers affiliated with
travel companies, such as Thomson
Airways (BY) and Condor (DE)
(Airways, April 2016), also have
relatively low-cost and long-haul
routes, but their charter nature,
where seats are typically booked
as part of a vacation package or
group, diminishes any overall
market impact.

These first-generation LHLCCs,
operating primarily on transatlantic
routes, either declared bankruptcy
or merged with other airlines. To
an airline interested in opening a
budget long-haul service, the model
looks fruitless.

But is it? With new technology
aircraft, business innovations, and
traffic growth, the viability of the
long-haul low-cost model might
have another chance.

0 Jetstar’s
Australia and New
Zealand routes
are serviced by a
fleet of Airbus A320
family aircraft.

0 In February 2015,
Scoot took delivery
of its first Boeing
787-9 Dreamliner.
Today, the carrier
operates a dozen of
the type (six 787-8s
and six 787-9S).

PIONEERING LOW-COST, LONG-HAOL

Jetstar Airways (JQ) is the
first of the current generation of
LHLCCs.

A low-cost subsidiary of
Australia’s Qantas group, Jetstar
began domestic Australian flights
in 2004 and long-haul flights to Asia
and Hawaii in 2006. On its long-
haul flights, Jetstar extended the
low-cost model by a keeping things
simple with minimal services, but
later added a Premium Economy
Class. It has since expanded its
long-haul network, with service
from Australia and New Zealand
to Indonesia, Hawaii, Japan, and
Thailand, and it has transitioned its
fleet to 11 Boeing 787 Dreamliners.
Jetstar has apparently, performed
relatively well with its long-haul
routes. Owner Qantas ,says that it
was “performing strongly” until
2015, when it reported that heavy
competition was putting pressure
on Jetstars Asian routes.

AirAsia X (D7) is the largest
LHLCC in the world with a fleet
of 29 Airbus A330s. Founded
as a long-haul sister carrier
to the Malaysian LCC
AirAsia (AK), AirAsia X
began long-haul flights
in November 2007 from

its Kuala Lumpur, Malaysia, (KUL)
hub to Gold Coast, Australia, and
grew quickly, with destinations in
Australia, China, and North Asia.
A Thai affiliate, offering similar
long-haul flights from a hub in
Bangkok, launched in 2013. So
did an Indonesian affiliate in 2015.
AirAsia X is profitable and, seeing
a bright future in its low-costs, has
fueled future expansion, including
new flights to Europe, by purchasing
55 Airbus aircraft.

In answer to AirAsia X, the
Singapore Airlines group founded
LHLCC Scoot (TZ) in 2011
(Airways, April 2015).

Following the LHLCC model of
AirAsia X and Jetstar, Scoot began
service from Singapore (SIN) to
Sydney(SYD) in June 2012with 402-
seat Boeing777s,andsoon expanded
to further destinations in Australia
and North Asia. After transitioning
to a fleet of similarly configured 787s
in 2015, Scoot reached profitability
in FY2016, and is now operating
a fleet of 11 with nine on order.
As of July 2016, it was serving 18

destinations.
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Korean Air’s (KE) LCC subsidiary
Jin Air (LJ) recently launched long-
haul flights. Service from Seoul
(ICN) to Honolulu (HNL), which
began in December 2015, has
generated growth in Korean visitors
to the islands.The carrier isplanning
a new service to Cairns, Australia,
(CNS) to start in December 2016,
but no profitability data is available
for its new long-haul operation.

Filipino LCC Cebu Pacific (5J)
also has a long-haul operation.
Previously operating short-haul
routes since 1996, Cebu began long-
haul flights from Manila to Dubai
in 2013 with 436-seat all-Economy
Class A330-300s.

Since 2013, Cebu Pacific has
added more A330s with a focus
on routes to the Middle East and
Australia, but lower than predicted
passenger numbers have made these
routes unprofitable. Cebu Pacific, as
a whole, has remained profitable,
however, and with the maturation
of existing routes and a new route to
Hawaii planned for 2016, it predicts
that its long-haul network will also
reach profitability.

Meanwhile, in Europe,
Norwegian Air Shuttle has become
one of the most ambitious long-

haul low-cost carriers. Previously
a Norwegian regional carrier,
Norwegian relaunched as an LCC
in 2002.

After several years of successful
short-haul expansion, it purchased
787s and began long-haul
flights from Scandinavia to the
United States and Bangkok in
2013. Further flights began with
additional 787s, including a long-
haul base at Londons Gatwick
Airport (LGW).

Growth has continued
and, according to Norwegian
spokesperson Anders Lindstrom,
Norwegian’s route network is
“profitable ahead of forecast” and
running with industry-leading
95% load factors. Norwegian
currently operates 10 787s, with
32 more on order, and seeks more
Dreamliners for a goal of 50 of the
type by 2021.

Besides its current long-haul
network with routes to the
United States and Thailand from
London, Paris, and Scandinavia,
Lindstrom says that the incoming
787s will fly on routes to India,
South America, and South Africa
from further European cities,
including Barcelona, Rome, and
Edinburgh.

To answer competition from
Norwegian Air Shuttle and
the Gulf Carriers, Germany’s
Lufthansa (LH) launched its own
long-haul low-cost carrier under
the Eurowings (EW) brand.

Flights began in November
2015 with A330-200s operated by
Lufthansa associate SunExpress
Deutschland (XG), flying from
Cologne-Bonn (CGN) (Airways,
June 2016) to leisure destinations in
North America, the Caribbean, and
Southeast Asia. While profitability
figures are not available yet, Karl
Ulrich Garnadt, chairman of the
board of Lufthansa was quoted as
saying, “So far, booking receipts
for long-haul flights have exceeded
our expectations.” Yet, Lufthansa
says it will not commit to a larger
fleet until Eurowings’ long-haul
network stabilizes, which suggests
that theventure is not yet profitable.

Iceland is home to WOW Air
(WW), an LCC that flies between
Europe and North America with a
stop at its base in Iceland.

Operating like Iceland’s past
Loftleidir, WW began offering
low connecting transatlantic
fares after operating flights to
Baltimore (BWI) and Boston
(BOS) in 2015, and Los Angeles
(LAX) and San Francisco (SFO) in
2016. President Skuli Mogensen
sees room for growth in the
transatlantic market. “I don’t see
why the low-cost model will not
have a 30% market share in the
next five to 10 years,” he said.

O With a total of
436 seats, Cebu
Pacific’s A330s are
the world’s most
densely configured
airplanes.

“Cebu began long-liaul flights
from Manila to Dubai in 2013

with 436-seat all-Economy Class
A330-300s”
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“Cebubegan long-liaul flights from Manila to
Dubai in 2013 with 436-seat all-Economy Class

A330-300s”

On the other side of the pond,
Westjet (WS) (Airways, January 2016),
a Canadian low-cost that began flights
in 1996, launched transatlantic flights in
2014 with a narrow-body Boeing 737-
700 from Halifax to Dublin.

Finding success with this foray
across the Atlantic, a departure from
its previous short-haul focus, Westjet
purchased four ex-Qantas (QF) Boeing
767-300s to expand its long-haul
operations. Flights began in May 2016
from several Canadian cities to London.

Seeing what Westjet was up to, Air
Canada (AC) launched a competing
flight with its low-cost division Air
Canada Rouge (RV).

Founded in 2012 to boost Air Canadas
profitability in leisure markets, Air Canada
Rouge began long-haul flights to Europe
in 2013 with Boeing 767s, in addition to
shorter leisure routes to the US and the
Caribbean. Air Canada reports that Rouge
is performing well, with costs about 23% to
30% lower than the Air Canada mainline
operation, and is expanding the subsidiary
with more transatlantic flights and even a
transpacific flight to Osaka (KIX).

Brazil’s Azul Airlines (AD) (Airways,
October 2016) commenced low-cost
flights connecting Brazilian regional
cities in 2008.

After growing quickly with a mix of
Embraer and ATR aircraft, and reaching
100 destinations, 100 aircraft, and a 17%
domestic market-share after merging
with fellow regional carrier TRIP (T4),
in 2015, Azul made a leap to become
a long-haul low-cost operator, with
an Airbus A330-200 fleet operating
to Florida. Azul has continued to
grow despite Brazil’s economic woes,
indirectly acquiring a stake in Portugal’s
TAP (TP) (Airways, December 2015),
the largest carrier operating between
Europe and Brazil.

To date, Azul continues shaking up the
Brazilian market; however, challenges
related to the recession in Brazil lie ahead.

A PROFITABLE FORMULA?

Historically, airlines have been risky
and often unprofitable investments. To
succeed with long-haul routes, modern
low-cost carriers have to focus on
lowering their operational costs to offset
lower fares, while retaining a positive
passenger experience.

Controlling costs is crucial to any airline’s
success, but many of them, such as the price
of fuel, are inflexible. Given the importance
of fuel to longer flights, long-haul low-cost
carriers have a narrower margin to compete
in fares than their short-haul peers. They
therefore must look harder to find savings
in crew, advertising, and airport costs

One of the keys to attaining long-haul
success while keeping costs to a minimum
has been the selection of suitable aircraft
to carry out these missions. Most carriers
have acquired the Airbus A330 and
the Boeing 787 Dreamliner—aircraft
that give economic benefits in different
ways. The A330 family aircraft is more
inefficient in 'terms of fuel savings than
the Dreamliner, but it is less expensive
to purchase or lease. On the other hand,
the 787’s efficiency on long, thin routes
with low demand offers low-cost carriers
a wider margin to remain competitive.
And the addition of more seats in these
aircraft, lower pay scales for employees,
and ancillary revenue such as baggage
fees and on-board food and services have
worked for carriers. To date, AirAsia X
has the lowest unit cost of any airline in
the world, followed by Singapore’s Scoot.

Connecting traffic, where passengers
make a stop before boarding an onward
flight, is necessary to sustain many
long-haul routes, as most draw too few
passengers to merit nonstop service

by themselves. These connecting
passengers, or feed, are provided by an
airline having onward routes on one or
both ends of a route either by themselves
or in an alliance with another carrier.

LHLCCs are not exempt from the need
for connecting passengers. About 40% of
AirAsia X’s passengers connect between
flights, and Norwegian and Eurowings
offer short-haul connections within
Europe from their long-haul flights.

ANGERING THE MAJORS

The controversy rages primarily over
Norwegian Air Shuttle’s plan to operate
its long-haul flights over twosubsidiaries,
Norwegian Air International (NAI)
(D8), headquartered in Ireland, and
Norwegian Air UK.

Competitors such as Delta Air Lines,
Lufthansa,SAS(SK),and their unionsclaim
that Norwegian is structuring its operation
this way as a ‘flag of convenience’ to gain
an unfair advantage by hiring foreign
crew at lower wages. To some extent, this
is true, as Norway is a high-cost country,
and Norwegian wants to minimize its costs
on its long-haul flights. Ireland has lower
taxes and fewer regulations than Norway
and, as a member of the European Union,
offers wider traffic rights and flexibility to
its airlines than does Norway. Norwegian
claims it is breaking no laws and pays
its Pilots almost the same, regardless of
where they are based. To allay opponents’
allegations, Norwegian stated it would
employ only US and European crew to the
United States, but its challengers weren’t
satisfied.

Under a “#DenyNAI” banner,
opponents petitioned the US
Department of Transportation (US
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DOT) to deny Norwegian Air
International (NAI) the right to
operate to the US. Because of this
pressure, NAI’s December 2013
application for service to the US
endured a two-year legal limbo
until it received tentative approval
from the US DOT in April 2016.

While the federal agency said it
found no reason under applicable
labor laws and the Open Skies
Air Service Agreement
between the European
Union and the US to
deny NAI’s application,
and that NAI was
operationally fit to
operate into the US, the
approval is still tentative.
A further comment
process is underway.

MORE OPERATORS OH THE WAY

Several airlines are currently
investigating the long-haul low-
cost model. Michael O’Leary,
CEO of Irish LCC Ryanair
(FR) has repeatedly discussed
long-haul plans with the aim
of offering a transatlantic one¬
way fare of around $100 USD,
but has never ventured beyond
discussions. Spain’s Vueling (VY)
and Transavia (HV), subsidiaries
of the airline groups IAG and Air
France/KLM, respectively, have
each considered launching long-
haul flights as well, but neither has
made a definitive decision.

In the US, JetBlue (B6) is
considering to venture into long-
haul flights with an order for the
long-range variant of the Airbus
A321neo, including Brazil from
Fort Lauderdale and Europe from
Boston.

“We could even make it into
Brazil with a 321LR,” said Mart)"
St. George, JetBlue’s Executive Vice
President for Commercial and
Planning. “I think it will work for a

Several more Asian LCCs are
considering long-haul service.
Japan’s Vanilla Air (JW) may launch
flights to Hawaii and Southeast
Asia with wide-body aircraft.
Chinese carrier Spring Airlines
(9C) is pondering long-haul flights
to Europe and the US with Airbus
A330s. Indonesia’s Lion Air (JT)
has suggested it may start long-haul
flights with its international affiliates
Malindo (OD) and Thai Lion Air
(SL) in 2020. Vietnam LCC Vietjet
Air (VJ) is considering a long-haul
operation, potentially targeting
overseas Vietnamese communities,
after postponing a decision in 2014
to focus on domestic growth. United
Arab Emirates’ FlyDubai (FZ)
{Airways,June2015) isalsoexploring
long-haul expansion plans, but this
has also been undecided.

THE OUTLOOK

It is an exciting time for low-
cost carriers venturing into long-

haul operations. After many past
failures, the current generation
of LHLCCs is on the brink of
proving the success of their
model; profits have finally arrived
with a new generation aircraft.
Particularly, Norwegian thinks
this generation will thrive and
plans a further adaption to the
model: smaller aircraft.

Using A321neoLR and Boeing
737 MAX aircraft on order,
Norwegian plans to open up thin
transatlantic routes that aren’t
viable with larger aircraft, such as
from Ireland, the UK, Scandinavia,
northern Germany, and France to
the northeastern US.

Smaller aircraft increase the
potential for more carriers to enter
the LHLCC space. Improved fuel
efficiency from new aircraft will
also help LHLCCs capture a slice
of the ever-growing air travel pie.
Airbus predicts 4.6% annual traffic
growth over the next two decades,
offering considerable room in the
marketplace for LHLCCs.

Cheap crossings are here,
and are likely to become more
common. Passengers certainly
hope they will stay and thrive.
Airline competitors, meanwhile,
prepare for a market shake-up. ©

0 Last July,
Norwegian
converted 30
aircraft to Airbus
-32"ieoLRs from a
-jre 2012 order for
100 A32Qnea

lot of places we don’t fly
right now, and Western
Europe is one of them.”

Meanwhile, competitor
Delta is reportedly studying
long-haul low-cost model,

using Virgin Atlantic (VS), of
which the Atlanta-based carrier
owns 49%, although it has publicly
denied such plans.
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