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Abstract

This study identifies the short term impacts of LGwast Airlines (LCAs) on Madeira
Islands. By analysing the relevant literature, thligdy describes the interdependence
between tourism and air transport, and the effeat the low-cost airline concept has on
both industries. Both generic and industry spedaifipacts are drawn from the literature,
while explaining the advantages and disadvantaf@ssoairline business model.

LCAs have experienced tremendous growth in Eurapeedts birth in the mid 1990’s
and have now reached Madeira Islands, a tourisitindéen still served mainly by
charter operations offering tour operator's packagéidays. Research made out of
airport and tourism statistics, shows evidence sifjaificant mismatch between offer and
demand in the tourism industry that could possid@dydiminished by the entry of LCAs in
the market.

Findings suggest that, as previously observedtfmeraegions, LCAs do in fact generate
significant airport passenger growth, thereforegeasing the number of tourists visiting
the islands and spending nights at the hotels. Mewethe average length of stay
decreases as more flight frequency induces flesilahd shot-break vacations.

While long term impacts are yet to be measuredyrder to achieve a balance between
tourism supply and demand, as well as higher ecandevelopment, all players in the

market must join efforts in developing strateglest will promote sustained growth.

Keywords: Low-cost Airlines, Tourism, Air Transport, Regidrizevelopment

JEL Classifications:
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Resumo

Este estudo identifica os impactos de curto praa® abmpanhias aéredsv-cost na
Regido Autbnoma da Madeira. Através da analiseitdeatura relevante, este estudo
descreve a interdependéncia entre o turismo ensgdoate aéreo, bem como o efeito que
0 conceito de companhia aétew-costtem em ambas as industrias. Impactos genéricos
e especificos foram retirados da literatura, eaplilo as principais vantagens e
desvantagens deste modelo de negocio. Tendo avesigdificativamente na Europa,
desde o seu aparecimento na década de 90, as duagpaéreasow-costchegaram
agora a Regido Auténoma da Madeira, um destinatitoi ainda maioritariamente
servido por operagOGesharter. A pesquisa efectuada com base nas estatisticas do
aeroportos e turismo, evidenciam um desiquilibnveea oferta e a procura no sector do
turismo, que pode eventualmente ser atenuado p&lada de companhias aérdaw-

costno mercado.

Os resultados obtidos sugerem que, a semelhangardizado anteriormente noutras
regides, as companhias aéré&ms-costgeram um crescimento significativo do trafego
aéreo de passageiros, consequentemente contribpamdoo aumento do numero de
turistas que visitam as ilhas e respectivas domnidaontudo, devido a maior
flexibilidade decorrente da crescente disponibjifizade voos que potencia estadias de
menor duracdo, a estada média decresce. Emborapastos de longo prazo estejam
ainda por medir, de modo a obter o equilibrio emtreferta e procura no sector do
turismo, bem como maior desenvolvimento econémiocdgs 0s agentes presentes no
mercado deverdo conciliar esforcos no sentido derd®lver estratégias que promovam

um crescimento sustentado.

Palavras-chave:Companhias aére&sn-cost Turismo, Transporte Aéreo,

Desenvolvimento regional

JEL Classifications:
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R11 - Regional Economic Activity: Growth, Developmieand Changes



Executive Summary

This study identifies the short term impacts of LGwast Airlines (LCAs) on Madeira
Islands. By analysing the relevant literature, thligdy describes the interdependence
between tourism and air transport, and the effeat the low-cost airline concept has on
both industries. Both generic and industry spedaifipacts are drawn from the literature,
while explaining the advantages and disadvantaf@ssoairline business model.

LCAs have experienced tremendous growth in Eurapeests birth in the mid 1990’s
and have now reached Madeira Islands, a tourisitindéen still served mainly by
charter operations offering tour operator's packagéidays. Research made out of
airport and tourism statistics, shows evidence sifjaificant mismatch between offer and
demand in the tourism industry that could possid@ydiminished by the entry of LCAs in

the market.

This study measures the impacts of LCAs entry i@ mmarket, namely in terms of
passenger growth, airline’s average load factomber of registered guests, nights spent

at hotels and average length of stay.

There is strong evidence that the number of passerand tourists visiting the island
grow significantly, therefore increasing the numbgnights spent at hotels. The average
load factors for the markets from where LCAs opergenerally show a tendency to
grow. This stimulation is basically supported byvrfeequencies launched by LCAs that
are offered at lower fares. However, although tmrgased frequency results in more
tourists and nights spent at hotels, the conseqguénted flexibility allows short and

weekend breaks that have a direct impact on theedse of the average length of stay.

Additionally, it is possible to identify some ofdmegative points of relying on LCAs
growth to develop a region. The excess capacitgftan that might result from increased
frequency may cause the LCA to leave to marketequaipidly. Further to this, the LCA
model is, above all, constantly focused on cosingsvso negative impacts from external

factors can result in LCAs leaving the market ali.we



Findings suggest that there is in fact a role toptsyed by LCAs in Madeira, with
regards to developing both tourism and air trartspeetors. Future perspectives drawn in
this study hold that there is still potential fo€As to increase considerably the number
of routes and frequencies offered to Madeira Aitpexpanding to other markets that are
presently served by charter air connections onhe Jtimulation that can be brought by
LCAs entering these markets is likely to resulsignificant growth for these incoming

markets to Madeira Islands.

Still, while growth can in fact be achieved, issuetated to sustainability and co-
existence with other types of airlines, have tddien into serious consideration. Long-
term impacts are yet to be measured but in ordachieve an adequate balance between
tourism supply and demand, as well as higher ecandevelopment, all players in the

market must join efforts in developing strateglest will promote sustained growth.
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The Impact of Low-Cost Airlines on Madeira Islands

1. Introduction

In less than last two decades Low-Cost AirlinesAkChave made a huge impact on the
aviation industry throughout Europe, namely in aitp and competing airlines. There is
strong evidence that LCAs stimulate demand and Idpvenarkets although the
sustainability of its business models is yet tophbé to test. Increased passenger traffic
and number of flights, together with a significagmbowth of its market shares, make it
impossible not to take into account the influendeLG&As. Regional airports have
emerged and are now competing with the main Europégports, allowing new direct
services between European city pairs that wereavailable before through established
airlines. Traditional airlines are adapting to theav market conditions and adjusting to

different business models.

Apart from the effects on the aviation industry,A<are also relevant contributors to the
way travel and tourism is changing all over theldioNot only airlines but tour operators
are being forced to change their operational festuRegions are making an effort to

adapt to this new demand, seizing all the oppaiasiio develop its tourism.

One of the most significant achievements for LC#&shie democratization of air travel,

making it available to basically everyone acrossofa. This concept keeps spreading to
different airports, cities and regions but it ispiontant to understand that not all have
necessarily the same interests. This paper intémdsnalyse LCAs and its business
models, understanding generic and industry speeifacts in order to measure the short

term impact on Madeira Islands.

The importance of understanding LCAs’ impact on Mackira Islands

Being one of the most important destinations intiyal, Madeira Islands’ tourism
industry accounts for approximately 21,3% of thgioa’s GDP and 14,3% of total
employment. The estimated total revenue from Madsiands’ tourism in 2008 is € 297

million, from which € 184 million are direct reveesifrom accommodatiohs

! Source: DREM
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For geographical reasons it is natural that thangd’ tourism industry performance
depends directly on air transport. Therefore reigvant to study the changes that might

occur in terms of the islands’ tourism industryldaling the entry of LCAs.

Table 1: Weight of registered guests on Madeira Aport passengers

Airport s d
Registered Passengers egistere
. Guests/Airport
Guests (Arrivals +
Passengers
Departures)
2004 842.210 1.684.420 2.272.512 74,1%
2005 864.870 1.729.740 2.319.753 74,5%
2006 908.095 1.816.190 2.360.857 76,9%
2007 967.134 1.934.268 2.418.489 79,9%
2008 (November) 954.634 1.909.268 2.277.890 83,8%

Source: ANAM and DREM

In order to measure these changes and descrits#pation process, variables like the
number of airport passengers, the number of teuvisiting the islands, the number of
nights spent and the consequent average lengtlapf among others, can be strong
indicators of the effect LCAs will have on suchiarportant sector for Madeira Islands

economical and social development.

In fact, this paper tries to conclude if the LCAncept applied to Madeira Islands does
bring more tourists to the region and what are ithpacts of an expected increased
number of flights on offer on the average lengthstay, for example. In theory, more
frequency and flexibility will result on a decreasethis indicator, which is very likely to

be accompanied by more tourists looking for shogaks or even weekend-breaks.
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Research and Methodology

This paper gathers information from several authamsl institutions in order to
understand the evolution of LCAs and its businesdeh Academic and industry related
studies and articles proved to be an enormous safrdata on this subject, allowing a

detailed perspective on the European market wghnds to LCASs.

Apart from the articles and studies on the low-cwmstcept and the variables associated to
it, this study includes specific data and statsstin both Madeira Islands air transport and
tourism industries, in order to measure the imp&eAs have had on the first year of
operation in the region. This data was suppliedheyairport authorities and the regional
statistics entity. Data was further analysed and processed in taimsme series,
allowing it to describe the evolution of the moslievant indicators over time. Naturally,
particular attention was drawn to markets from wheCAs had started offering air
transport services to Madeira Island over the 20008 period.

General Structure

The second chapter of this paper describes thenarfghe low-cost concept in aviation
and its evolution in Europe from late 1980’s togamat time, focusing on liberalization as
the main driver for the business model’'s expansidaurope.

Following this historical overview, chapter threwafyses the LCA concept, its sources of
cost advantage when compared to traditional asgligkescribing as well the most usual
strategies followed by this sort of airlines.

Chapter four focuses on the impacts LCAs have Ima&urope, both in generic and
industry specific terms. Generic impacts includensamuences for subjects such as
environment, consumers, regions, security and ysaétt, while the industry specific
impacts studied in this paper are related to aispairlines and tourism. The main

advantages and disadvantages of LCAs are alsoonedtat the end of this chapter.

2 ANAM and DREM
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In order to measure impacts on Madeira Islandss, éssential to primarily characterise
the region and understand the importance of toumsm air transport for the local
economy and respective development. Strategic bjededefined for Madeira Islands’
tourism industry in order to better match supplg demand, as well as the strategic role
of the airports in developing this industry areustrated on chapter five. A SWOT
analysis completes this characterisation and intres possible opportunities and threats

that may arise due to the entry of LCAs in thewagi

Using data available from the airport authority amegional tourism statistics it was
possible to measure and identify some impacts oAd. @r some of Madeira Islands
incoming tourism markets. Chapter six of this papeludes a country detailed overview
for the period between 2006 and 2008, which comedsp to three different stages: 2006
was the last year before LCAs entered the regiff72vas the first year of low-cost
operations to Madeira Airport, and 2008 was theiregg of the consolidation process
and also further growth in the number of low-costvices and routes on offer to this
airport. A comparison between markets that areegseby LCA operations and charter-
only markets is also presented. The chapter fiealiby describing some future
perspectives for Madeira Islands tourism and angport industries, in line with the
main international trends and the discussions enstistainability of the LCA model.

The last chapter of this study summarises the mamelusions and the limitations of this

work. Recommendations for future research aresied at the end of this paper.
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2. Historical Overview

2.1. Low-Cost Airlines in Europe

Having its origin in the United States, the low-gosv fares/no frills airline business
model is not a European invention. The concept easloped and implemented after
deregulation of the United States air transportketain the late 1970’s when Southwest
Airlines® launched itself as a low fares airline offeringviees from its Love Field hub, a
secondary airport in Dallas, Texas. This airline lh@en consistently profitable every
year since 1973 (Grotte, 2005).

Liberalisation — the driver for European expansion

The deregulation process of European air trandpok place between 1987 and 1997.
Prior to that, the industry was highly regulated aather inflexible in a way that there

was no real competition between national carrietd eost fares were set through

bilateral agreements between states. These aiceagreements shaped the industry in
terms of routes, fares, capacities and frequeniridact, several regions were left outside
the network of flag carriers since there was litttessibility to attract new air services and

most of them were only served by connections tariaan hub airports.

The liberalisation of European air transport wasdgal and consisted on four stages:

) Under the first package of measures in 1987, fastrictions were reduced
and airlines were given additional flexibility teoaperate within the limits of
existing air service agreements.

i) In 1990 the second package of liberalisation messallowed all European
airlines to carry passengers to and from their haowntries and other EU
member states. Flights with a stop-over in a tewdntry were allowed to a
greater extent and fares and capacity restrictiare further abolished.

iii) With the third package of measures in 1993, alinsis holding a community

license were allowed to serve any internationateowithin the European

% Services began in 1971
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Union and had almost full freedom to set fares agas no longer required to
submit fares to national authorities for approval.

iv) Later on, in 1997, all carriers holding a commurlibense were given the
right of cabotagei.e. the right to operate domestic routes withie whole of
the EU.

Earlier liberalisation took place between Irelamd &nited Kingdom in the mid 1980’s,
therefore creating the conditions for the emergeridbe first European low-cost airline,
Ryanair. In the first years, Ryanair emerged asewa Bntrant on the market between
Ireland and UK having the dominant Aer Lingus amrdigh Airways as competitors. In
1993 it started offering services between UK andtioental Europe. Its main competitor
EasyJet launched the first flights in 1995 out ohtdon’s Luton airports to the UK and to
continental Europe in 1996. These airlines are tleatwo largest LCAs in Europe and

offer over 100 million seating capacity a year begw them.

Figure 1: Number of airports served by the top 10 ICAs

o 10 20 30 40 50 60 fo ] a0 100 110 1200 130 140 150

Ryanair ] . : : = . . : . : . : ; :
GOL . I : I = I
Adr Arabia m
Virgin Blue =

Source: anna.aero, OAG Max Online (September 2008)

Ryanair and EasyJet are also among the largestesiin Europe together with German
Air Berlin, as shown in the following table. Lufthsa, Air France, Iberia, SAS, British



The Impact of Low-Cost Airlines on Madeira Islands

Airways, Alitalia and KLM are the flag carriers theomplete this top 10 list in terms of

seating capacity.

Table 2: European seat capacity by carrier (top 50)

60,809,753 57,374,327 58,064,743 61,790,248 4.8% |+
2|ryanair 31,734,793 38,166,247 48,256,137 59,883,706 24.1% |+
3|air France 52,729,680 51,664,795 51,463,365 53,009,202 2.0% |+
4leasylet 30,134,490 35,891,137 40,391,960 45,012,387 11.4% |+
slberia 41,172,069 43,112,395 42,040,444 41,111,232 (2.2%) |*
6lsas 32,020,720 41,571,984 30,763,975 30036,716  0.4% |+
7leritish airways 45,345,037 43,772,260 30,402,061 36,582,202] (7.2%) |*
slalitalia 30,282,074 31,254,649 30,214,611 30,093,860 26% |+
olair Berin 9,857,774 17,677,676 20,927,382 27,318,066 30.5% |+

10fkLM 17,128,713 17,265,355 17,314,340 18,502,490 6.9% |+

11|Spanair 10,600,910 12,287,077 13,502,133 15,007,114 11.1% |+
12[=wiss 11,903,256 11,594,420 12,012,808 13,068,317 16.3% |+
12]air One 2,554,634 9,122,625 9,469,559 12,146,925 28.3% |+
14|Hapag Liovd Express 3,480,478 4,519,074 5,421,468 11,500,105 112.1% |+
15|aer Lingus 2,159,990 0,547,697 10,616,734 11,452,574 7.9% |+
16|TAP-Air Portugal 9,736,491 9,765,217 10,358,427 11,400,785 10.1% |+
17]austrian 10,534,099 9,099,035 10,629,096 11,399,149 7.3% |+
12|FiBE 6,854,437 7,824,673 B,332 608 11,166,380 34.0% |+
19}air Europa Lineas sereas 7,643,554 9,754,409 9,630,992 11,152,460 15.8% |+
20|Finnair 6,204,602 5,655,403 10,071,210 0,618,114 (45%) |+
21[Clympic Airways 9,791,864 8,679,107 8,743,195 9,145,045 46% |+
22|Ger marwings 4,081,072 8,331,697 7,848,464 8,750,332 116% |+
23|vueling Airlines 163,332 2,716,954 5,685,190 8,522,327 50.0% |+
24|Norwegian 3,184,516 4,158,060 8,335,111 7,853,801 24.0% |+
25|brmi 10,312,591 9,909,262 8,701,752 7,660,371 (12.0%) |+
26| segean Alrlines 5,935,211 5,006,570 8,372,073 7,245,300 13.7% |+
27|5M Brussels airlines 5,034,954 4,904,040 4,853,577 7,162,501 47.7% |+
2ajcsa 5,560,745 8,612,192 8,412,145 6,607,425 4.4% |
20|meridiana 7,636,507 6,799,222 6,417,920 6,627,056  2.4% |+
30|wideroe 8,736,170 8,705,254 £,446,571 6,428,061 (0.3%) |+
21|Clickair 320,400 6,265,520 1932.5% |+
32|bmibaby 4,597,160 5,291,866 5,878,378 6215916 57% |+
33|5terling European 2,106,053 2,457,591 5,002,034 6,043,016 20.8% |+
34]3et2 1,214,192 3,281,244 3,756,548 5523626 47.0% |t
35|LOT - Palish Airlines 4,342,134 4,003,552 4,050,910 5,437,464 9.8% |+
36| Wizzair 1,102,505 2,783,520 3,842,360 4,994,304 30.0% |+
37| Thomsonfly 862,150 2,623,965 2,802,078 4,200,062 74.5% |+
38|Rinter Canarias 3,321,356 3,763,859 4,082,056 4,636,378 13.6% |+
30]skyEurope 1,063,916 2,275,467 3,295,602 4,305,468 30.7% |+
40|Malev Hungarian Airlines 3,569,664 3,739,244 4,011,933 4,011,427 (0.0%) |+
41|Transavia Airlines 3,680,540 2,835,519 3,012,230 3,862,464 (L3%) |+
42| wind et 514,272 1,886,755 2,490,120 3218040 29.3% |+
43|Taram 2,641,342 2,087,096 3,644,596 2,056,500 (18.0%) |+
44 |1y air 1,030,952 1,532,356 2,914,322 90.2% |«
45|croatia Airlines 2,537,502 2,838,202 2,663,006 2,820,419 5.7% |+
46|piluel 1,908,767 2,165,014 2,755,630 2761710 09% |
47|air Baltic 1,153,272 1,773,544 2,058,193 2,774,828 34.8% |+
4aldba 4,731,008 5,035,144 6,621,270 2,774,765 [50.1%) |+
40lair Malta 1,536,447 1,593,361 2,223,363 2,423,544 9.0% |+
s0|Cyprus Airways 2,273,539 2,053,381 2,108,559 5,330,408 133% |+

Source: RDC Aviation LtdSRS Low-Cost Monitd2008)
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Liberalisation has certainly been the driver foe tevelopment of LCAs and their
networks in Europe. Nowadays, the geography of ¢dogt networks is to a great extent

the geography of European Union air transport éibeation (Dobruszkes, 2006).

In recent years there were two important factolated to liberalisation that led to the
introduction of new routes by the LCAs. The acceptaof new EU members from
Central and Eastern Europe and secondly the adoptigU legislation by countries that

have not yet joined (Vidoviet al, 2006)

The enlargement of the EU and consequent deregulgtve LCAs renewed impetus,
allowing Central and European Union to be a keywjnoarea. In fact, from 2004 new
low-cost routes were introduced in countries likev8kia, Hungary, Poland, Slovenia,

Bulgaria, Czech Republic and more recently Tutkey

Table 3: Departing low-cost airline seat capacity ¥ country

Rank Country Name

2007

07 v 06

1 United Kingdom 28,054,433 38,059,275 44,097,895 52,772,501 58,311,061 66,351,678 13.8% |+
2 Span 5,692,198 10,265,457 14,954,713 22,648,035 28,036,505 40,680,642 45.1% |+
3 Germany 8,826,878 16,254,231 20,048,675 27,258,094 32,451,406 40,022,448] 23.3% |+
4 Ialy 10,120,980 16,937,357 20,147,974 20,792,636 25,260,202 30,780,463 218% |+
5 [Ireland 7,543,956 8,040,148 9,532,776 10,995,341 13,425,489 15,212,762 13.3% |+
& France 3,112,642 5,074,287 5,874,638 8,993,213 11,059,463 13,855,453 25.3% |+
7 Norway 838,148 3,101,939 3,814,523 4,394,372 6,460,417 7,520,250 16.4% |+
8 Netherlands 3,032,645 3,617,168 4,252,238 4,312,164 5,733,014 6,179,846 7.8% |t
9 |Poland 919,675 2,182,753 4,187,342 5,342,660 27.6% |+
10 Sweden 564,802 1,767,434 2,952,004 4,768,003 5,576,032 5,230,940 (F.0%) |*
11 |Switzerland 1,366,674 2,306,189 2,877,918 3,662,334 4,593,249 5,151,161 12.0% |+
12 Portgal 543,320 844,730 1,066,735 1,668,803 2,600,078 3850535 43.1% |+
13 |Austria 275,834 580,084 1,746,055 2,228,348 2,384,612 3,657,088 53.4% |+
14 Denmark 434,047 916,503 1,494,094 1,627,162 2,489,541 2,999,031 205% |+
15 [Gresce 492,704 542,006 1,075,543 1,602,155 1,364,253 2,386,624 74.9% |+
16 Belgum 2,542,823 3,001,329 2,825,365 2,566,175 2,958, 144 2,760,924 (20.4%) |t
17 Czech Republic 207,516 457,143 1,252,371 1,562,040 1,739,822 2,130,030 22.4% |+
18 Hungary 43,584 754,320 1,669,234 1,506,718 1618902 14% |+
19 [Romania 5,860 83,703 123,410 531,076 1,360,463 156.2% |+
20 Slovakia £0,003 134,748 319,247 506,162 1,079,337 1099500 1.9% |+
21 |Latvia 38,502 341,235 551,035 674,743 225% |+
22 Croatia 195 5,700 56,962 198,006 456,966 647,730 417% |
23 Finland 79,191 219,814 339,006 443,502 473,129 55% |+
24 Bulgaria 6,678 17,766 19,166 35,386 146,304 27,022 1233% |+
25 Lithuania 25,551 192,666 279,817 45.2% |+
26 Malta 5,195 5,550 12,240 17,665 32,264 187,344 480.7% |+
27 Cyprus 21,424 149,102 206,627 404,555 300,791 160,870] (46.5%) |+
28 Estonia 28,053 107,921 132,972 136,431 26% |+
29 [Slovenia 42,220 108,149 104,967 103,130) (L8%) |+
30 Serbia Montenegro 1575 B,132 B,436 51,400 24,382 79,343 2254% |

Source: RDC Aviation LtdSRS Low-Cost Monitd2008)

4 Not an EU member
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The United Kingdom is by far the largest LCAs mariath over 66 million seats on
offer in 2007, for which its London Luton airpomraributed with over 14 million seats,
being the largest low-cost airport in Eurdp8pain Germany and ltaly also have an offer
of more than 30 million seats each. Finally, Irelamth its home based LCAs Ryanair

and Aer Lingus had in 2007 a seat capacity of apprately 15 million.

LCAs market share in Europe

The market share of LCAs in Europe has been incrgaapidly. As shown in the figure
below, low-cost seat capacity grew 22% in 2007 laibnventional carriers’ capacity
increased only 3,2%. This continuous rapid growth_LGAs capacity in Europe has

resulted in a market share of 35% by the end 07200

Figure 2: European seat capacity growth by servict/pe
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® Source: RDC Aviation LtdSRS Low-Cost Monitof2008) and Eurocontrol,ow-Cost Carrier Market
Update(2007)
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Figure 3: European capacity share by service type
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It is estimated that LCAs will account for approxsitely 50% of the total seat capacity in
2012 of a market with 1 billion seats per annumiclwimeans that the market share will

still grow a further 15% when compared to 2007.

Figure 4: European seat capacity forecast by senectype
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2.2. Low-Cost Airlines in Portugal
Portugal is currently the ¥dargest LCAs market in Europe with a low-cost seatacity
of over 3,8 million and the number of low cost &ns has been expanding rapidly in this

country. As shown in Table 3, the LCAs seat caganifortugal grew 43,1% in 2007.
Lisbon, Oporto, Faro and Madeira are the airpa@sponsible for this global figure and
some of these airports have already a considesdialee of low-cost seats on offer. Faro

is by far the strongest example with 65,3% shaleGAs seat capacity.

Table 4: Low-cost seat capacity share for Portuguesairports (2007)

Lisbon 14,4%
Oporto 27,7%
Faro 65,3%
Madeira 10,9%

Source: RDC Aviation LtdSRS Low-Cost Monitd2008)

EasyJet is the largest LCAs operating in Portugtl & capacity share of 26%, followed
by Ryanair with a share of 18%. In terms of coastriUnited Kingdom is the largest
market with a share of 35% while Spain and Gernfafligw with shares around 22%

and 16 %, respectively.

Figure 5: Low-cost airlines and country seat capaty shares in Portugal (2007)
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Source: RDC Aviation LtdSRS Low-Cost Monitd2008)
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This market overview shows the importance of LCAghe Portuguese market and the
rapid expansion that has taken place. LCAs haveedtaperations to Madeira airport in
the last quarter of 2007 and already have a sgacdg share of 10%.

This paper analyses this concept and respectivaatepfocusing on the changes that
have occurred after this recent change in Madeaia'sansport industry.

12
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3. The Low-Cost Airline Concept

3.1. Low-Cost Airline Business Model and Sources @ost Advantage

If one were to describe in the most basic and smphy LCA’s business model this
would show a success cycle based on greater eftieis/lower costs, lower air fares,
more passengers and increased revenues. In fact b&¢e developed a business model
that allows them to be extremely competitive againaditional airlines by offering

passengers cheap fares.

LCAs typically operate modern aircrafts with singlass cabins and usually the whole
fleet has only one type of aircraft, therefore @dg maintenance and training costs.
They also offer very few in-flight frills, such &ee meals, drinks or newspapers. These
measures allow LCAs to keep their marginal costy l@v while being very flexible in
terms of yield management by varying air fares ediog to the time, day or season of
departure. Usually the lowest fares are to be fasmukral weeks or months before the

date of travel. This way, a LCA can maximize revefrom its potential customer base.

The routes operated by LCAs are usually point totgastead of being part of a network
hub as it is the case of most traditional airlin&@goiding connecting flights simplifies
scheduling procedures and luggage handling. LCfenaiperate from secondary airports
in order to keep airport fees as low as possiblest\f the routes are short-haul which
reduces the turnaround time to the minimum andaalla more intensive utilization of

the aircrafts.

In terms of distribution there are also importaatisgs, as most LCAs practically restrict
their sales to their own websites, where the cbdtomking is minimized. Using this
channel of distribution helps at the same timenrdase revenues in terms of other

services on offer on the websites such as carlsesua hotels.

13
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Additional cost savings are achieved by using bgstund facilities and paying staff
through variable compensation. This not only mdésathe staff but also reduces the

business risk in case of a downturn.
All the characteristics described before can beuged in three basic orfessimple

product, low operational costs and positioning. Tleowing table details these

characteristics.

Table 5: Characteristics of the LCA concept

Basic characteristics Detailed characteristics

A simple product e one passenger class / one cabin class
e simple fare schemes with limited product differentiation
e 1o fiills, such as catering, lounges and frequent flyer programmes, ...

® 1o ticket repayment and rebooking

Low operational cost combined with e single aircraft type reducing training and servicing costs as well as crew
high productivity and maintenance costs

e lower crew wage schedules due to low average semiority and
performance linked wage structure, personnel performing multiple tasks
(for instance flight attendants also cleaning the aircraft or working as
gate agents). efc.

e oufsouwrcing of all non-flying jobs (ie. ground handhing aircraft
mamtenance, call centres,...)

e emphasis on direct sales of tickets, especially over the Internet
(avoiding fees and commissions paid to travel agents and computer
reservations systems)

e the use of secondary airports with excellent slots, low landing fees, less
congestion, . ..

simplified routes. emphasising point-to-point transit instead of transfers
at hubs (again enhancing aircraft utilisation and ehminating disruption
due to delayed passengers or luggage missing connecting flights)

e high seat density

e  high utilisation of aircraft achieved through short flights and fast
turnaround times (1.e. more block-hours/day means lower unit cost)

e low rotation tume(*) of approximately 20 minutes

®  free seating encouraging passengers to board early and quickly

Specific positioning e aggressive marketing campaigns
e leisure travellers and price-conscious business travellers

e stronger fuel hedeing programines.
(™) The time the aircraft is parked on the ground when engines are turned off.

Source: Macariet al. (2007), based on Bieger and Agosti (2005), ELFAA (20D4)ganis (2006), Klaas
and Klein (2005) and Taneja (2004)

® As described by Jiang (2007) and MERCER Management Gioigs{2002)
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Low-cost vs. Traditional

The LCA business model brings these airlines séwtgantages when compared to
traditional carriers, usually less standardized ansdt focused. The main differences
observed are in terms of aircraft utilization, amakd frills, airport selection, fleet,

distribution/retail, networks and personnel.

Table 6: Main differences between LCAs and traditioal airlines

™ D ~ SR by
Low-Cost Carrier Classic scheduled airlines Low-Cost advantages
Utiisation  « Fast turnarounds (up to 25 « Turnaround slowed down by use of + Higher utilisation
min.) major airports with large amount of

Frils  « No Frills, extras paid for (e.g. + Entertainment programme, quick + Lower ancillary costs, less

catering, extra luggage) check in, lounges, paper tickets, complexity, additional income

i
1
1
1
!
]
|
1
|
I
1
|
traffic (approx. 45 min.) !
|
i
1
1
|
business class, catering |
]

1

1

|

1

1

Awports  » Primary and secondary airports + International airports i+ Cheaper airport charges
density (737-300: 148) swopping around of flight staff,

higher capacity utilisation

Retail  « Direct channels, use of travel + Most tickets sold via travel agencies + Lower distribution costs, lower
agencies only if extra costs and by the airline itself complexity
minimal
short routes transfers utilisation

Personnel + High variable-proportion of salary ~ « High basic salaries (variable
(up to 26 %), better capacity proportion up to 11 %), tracle union
utilisation ahilEhen: 3090909090900 0000 ibeeseeesswreaseasvresweemmsessume

1

]

1

1

1

1

1

i

|

1

]

]

]

1

1

- i
Fleet « Standardised fleet (only one Various aircraft types, low seating |+ Lower maintenance, spare parts !
aircraft type), higher seating density (737-300: 128) * and training costs, simpler :
1

1

i

]

1

i

]

|

]

1

i

+ Lower fixed personnel costs :
1

1
]
|
!
Network  * Direct flights, no transfers, « Long haul and short haul routes with i + Lower complexity, higher capacity
i
i
|

Source: ELFAA (2005)

Research by Doganis (2006) has proved evidenceltbatost per seat for a LCA is 49%
of the total cost per seat of a traditional airlimbis analysis shows the importance of the

business model in terms of gaining cost advantage.

According to the same author, the cost per seatdkrRyanair and EasyJet is 38 and 55
when compared to an index base of 100 from Brifislwvays. This research indicates
that other flag carriers have even greater costsgrt, namely Austrian (129), Lufthansa
(117), Air France (116) and SAS (104).
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Table 7: LCA’s sources of cost advantage

Cost per seat

Traditional Carrier 100%
Low-cost Carrier

Operating advantages

Higher seating density 84
Higher aircraft utilisation a2
Lower flight and cabin crew costs 79
Use cheaper secondary airports 75
Outzourcing maintenance /single aircraft type 73

Product / service features
IMinimal station costs and outsourced handling 66
No free in-flight catering. fewer passenger services 61

Differences i distribution

No agents or GDS commissions 35
Reduced sales/reservation costs 52
Other advantages
Smaller administration and fewer staff / offices 49
Low-cast Carrier compared to a traditional carrier 49%

Source: Doganis (2006)

Most of the features described above are commanadst LCAs but it is important to
notice that not all of them have the same exactataristics. For example, Air Berlin
has a hub airport in Maiorca-Spain, from whererénsfers passengers all over its

destinations across Europe.

Types of low-cost airlines
While describing the types of LCAs, one can be gseific and consider only two types
Jiang (2007): Independent airlines (e.g. Ryanaasytet) or Subsidiaries of a traditional

flag carrier (e.g. Go, Buzz, Centralwings, Clickair

16
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Franciset al. (2006) on the other hand developed a typologyhicivfive types of LCA

are distinguished:

The Southwest copycats — airlines that have beenpsas LCAs or remodelled by
private entrepreneurs. The most well- known examate Southwest and EasyJet.
Subsidiaries — airlines that were set up as sursdi by traditional carriers to re-gain
market share they had initially lost to low-costrmgeetitors. Some examples include
Snowflake by SAS, bmibaby by bmi and Go by Britflshways'.

Cost-cutters — long-established traditional aidirtbat attempt to cut operational
costs, most of the times by reducing some of titls fince offered. Aer Lingus is a
clear example in Ireland.

Diversified charter carriers — these are basiclily-cost subsidiaries of charter
airlines, for example Hapag Lloyd Express set upiapag Lloyd.

State-subsidised airlines competing on price — ¢lengh they are not true low-cost
airlines their financial funding based in Governiewnership or subsidies allow
them to compete in the market at low fares havimg@ed to cover for their long run

average costs. Alitalia, TAP and Iberia are sonargles.

3.2. Low-Cost Airline’s Strategies

There are two main strategies followed by LCAs: @oasists on operating totally new

markets creating new routes, while the other isethasn entering large, established

markets where other airlines already operate.

The first strategy is the one followed by Ryanaurrently the largest LCA in Europe.

This airline studies the regions identifying potahtinexplored markets and targeting

secondary airports. As most local airports and aitibs are eager to attract airlines,

increasing revenues and allowing greater social ezmwhomic development, Ryanair

usually gets benefits or incentives from thesetiestiMost of the targeted passengers are

price sensitive so this allows the carrier to irguaffic avoiding direct competition.

" Sold to EasyJet in 2002
® Both airlines are know part of TUIfly
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Low levels of competition also allow offering leBgquencies and focusing on leisure
markets without spending resources on matchingiéedies or schedufesThe Ryanair

model is based on cost-cutting rather than on ntarke

The second largest European LCA, EasyJet, follbmother strategy. This airline serves
primary airports, operating high frequencies andufing on both new and existing,
business and leisure, markets. It accepts conpetitom other airlines gaining market
share by offering double and triple daily flightdore frequency corresponds to higher

degree of choice, therefore attracting not onlgues but business passengers as well.
Whatever the strategy adopted, LCAs competitiveaathge comes from low fares

offered to passengers. Other LCAs try to follow onether of these strategies but most

of them lack the cost advantages of Ryanair angleas

Figure 6: Costs in US Cents per Average Stage Lernygt
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Source: Booz Allen Hamilton (2003)

° On approximately 60% of the routes Ryanair operates gdaearioet al, 2007)
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4. The Impacts of Low-Cost Airlines

This chapter analyses the main effects LCAs havesereral variables, namely on
consumer behaviour, air fares, regional econonsiegronment, safety and security, and

the coexistence with other means of transport adeosope.

Industry specific impacts on airlines and airp@ns also subject to analysis as these are
the main players in terms of both cooperation amehgetition with the LCA business
model. In addition to this, effects on the tourisrdustry are described since this activity

is closely related to air transport.

Finally, the main advantages and disadvantagesGAisLare summarized taking into

account all of the above mentioned impacts andttsife

4.1. General Impacts

4.1.1. Benefits for Consumers

After the liberalization in Europe the number oflines operating in the market has
grown considerably. LCAs have been the main coutits to this growth in terms of
adding more frequencies and new direct routesydney underserved routes to regional
airports that were not attractive to major carrigwanecting most of their traffic in their

main hubs.
In addition to the larger number of destinationsodier, low fares have been the other
main driver for this increased customer choicefalet people who travelled using other

means of transport or those who could simply nfatrdfto travel started using LCAs.

Increased competition and the growth of LCAs ledatdecrease in air fares, since the

low-cost model allowed these airlines to offer étkat much lower prices than the ones
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prior to liberalisation. Traditional airlines haa tfollow, lowering their fares and

restrictions in order to retain its market shares.

Figure 7: Lowest available restricted economy fareffom Malev Hungarian Airlines

before and after the entries of LCAs

HUF 45,000

HUF 40,000

HUF 35,000

HUF 30,000

HUF 25,000 -

HUF 20,000 T T T

Budapest - London  Budapest - Athens Budapest - Budapest - Paris
Copenhagen
OMarch 2003 OMarch 2004 ONovember 2004

Source: ELFAA (2004), based on Wizz Air's own research

Evidence shows that only 37% of LCAs’ passengerfieshfrom traditional airlines
while 59% represent new demand, meaning passetiggrotherwise would not have
travelled by air. From this last group, 71% woutit have travelled at all. This reflects a
positive direct social impact of LCAs on the EU ketr
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Figure 8: Share of new demand and breakdown of nedemand in LCASs’ traffic
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Source: NFO Infratest, Monitor Group Analysis (2002)

4.1.2. Impact on Regions

Air transport and airport activities are of greatoeomic and social importance to

regional economies. According to Macaabal. (2007), there are three main classes in

which the impact of the air transport activity @gional economies can be split:

= Direct effects, which relates to increased emplayinie activities directly related to
air transport.

» Indirect effects, which are connected to the growthterms of people flows for
tourism and business purposes, fomenting employargheconomic activity.

= Catalytic effects, by which regions are able toaattand retain incoming investment
and stimulate tourism, achieving sustainable growthterms of income and

employment.

Studies have been conducted to measure this inopaseveral European regidhsFor
example, a study on the impact of LCAs presenégoéigne Bonn Airport estimates that
taxes paid to federal and local authorities reachéatal of € 91 million in 2002, while

cost and productivity advantages for regional caomgsm were assessed at € 147,6

10 As an example: Kupfer, F. and F. Lagneaux (2009), Boanbnportance of Air Transport and Airport
Activities in Belgium,Working Paper Document Nol58ational Bank of Belgium
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million. Further to this, the average incoming @agger’'s expenditure in the region was
of € 285,42 per trif3.

This virtuous cycle for employment and economic elepment, gives regions strong
incentives to capture LCA'’s traffic as a way toucd air travel to the region. Offering
advantageous conditions to LCAs in order to achignad goal may not be the correct
strategy and these activities have already begeduio the intervention of the European
Commission as it was the case in Charleroi (BelgiuRollowing a complaint from

competing Zaventem Airport in Brussels, the Europ€ammission ordered Ryanair to
repay the local authorities around € 4 million itat were considered to be illegal

subsidies in the form of state id

Nonetheless, the free movement of persons withenBbropean Union is one of the
pillars of the EU. In this sense, LCA services kmdw European regions and major
international destinations play a decisive roletenms of regional development and
integration. By offering low air fares and new diestions LCAs have increased mobility
in the EU, contributing to promote equity, integsatand cohesion between European

regions.

4.1.3. Environmental Issues
Air transport is one of the major sources of patlatand CO2 emissions, therefore LCAs
can not be excluded from this negative contributmthe environment even though they

appear to have environmentally-friendly features.

In fact, the concerns regarding cost minimisati@ven consequently improved LCAs
ability to reduce waste and energy consumptionlsev@perating modern fleets of the
new generation reduces fuel burns and decreasss awmiissions. As most LCAs tend to

operate to/from secondary airports located in |ggsulated areas and avoid flying at

1 Die regionalen Auswirkungen des Low cost-Marktes im RE@din/Bonn (2004), Universitét zu Koin

12 Adapted from Marvel (2004)

22



The Impact of Low-Cost Airlines on Madeira Islands

night, noise impact is also reduced. Furthermarepsdary airports are less congested so

holding and turnaround times are minimised, dedngasnergy consumption as well.

The LCA model itself grants higher efficiency ase tloptimised single class seat
configuration reduces the energy consumption andsstoms per passenger. Usually
LCAs’ average load factors are also higher, theeefenhancing this fact even more.
Figure 9 shows how the same type of aircraft caommodate more passengers under
the LCA business model than on traditional cartiemsnfigurations, reducing the

emissions per passenger and increasing efficiency.

Further to this, LCAs minimise waste productioncsirthey offer “no frills” services. If
compared to traditional airlines, they do not offele meals, drinks or newspapers, so the

amount of waste generated on board is much lower.

Figure 9: Differences in aircraft configuration and load factor — Boeing 737-800
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Nevertheless, LCAs are real contributors to CO2seions and the European Union is
currently taking several initiativEsto reduce and control the greenhouse gas emissions
Currently these air transport emissions are nouded in the Kyoto Protocol limits.
Even so, only 3% of the total EU greenhouse emissare generated by the aviation

sector.

4.1.4. Security and Safety

While being regulated by the exact same safetydst@s and rules as all other European
airlines, LCAs are as safe as any other airlinehaaised to operate air services in
Europe. As mentioned before, LCAs operate youngtslend are equipped with new

generation safety technologies.

Unlike for most traditional airlines, any seriouafety incident could have a greater
impact on a LCA’s business and possibly result amkouptcy, therefore LCAs would

never be willing to jeopardise their safety levels.

Further to this, efforts have been made to chahgeiricorrect perception passengers
have with regards to safety on board of an LCAtrargy argument for LCAs to defend
their maximum concerns over safety and securithésfact that only with modern fleets

can they reduce maintenance costs and developbiinginess strategy.

4.1.5. Low-Cost Airlines vs. Other Modes of Transpa

There is evidence of competition between air trartspervices and other modes of
transport, namely in the United States after ligmtion. Other modes of transport have
to reduce prices in order to compete with LCAs,thetmain LCA competitor is the high

speed train as it is the only transport capabtmtopete in terms of travel times.

'3 European Commission Proposal COM(2006) 818 final
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A competitive advantage of the high speed traithésfact that it usually offers services
from and to city centres, while air transport offeervices from and to airports which are
usually further away from the city centres. Accaglio Givoni (2006) this advantage is
real up to distances of 1.000 km while in termgiwfe the high speed train can only
compete for travels below 3,5 hours (Esplugas, 200Be main factors allowing this
competition are speed, tariffs, frequency, sergjaality, punctuality, comfort and also

the perception of higher safety levels.

Research by Esplugas (2005) has proven evidentéhdtr® are considerable reductions
in the high speed train market share following ¢éiméry of LCAs into the market. The
estimated effect on this market share as a coneequa air fares reductions is described

in Figure 10 for several European routes.

Figure 10: Predicted rail market share correspondiig to air fares reduction

Effect of the reduction of air fares
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4.2. Industry Specific Impacts

4.2.1. Impact on Airports

The LCA concept has had a major impact on Euroegorts as it has changed the
market conditions considerably. This meant a forcleange in the way airports used to
do business. Nowadays, airports have to compete @ith other in order to capture
more air traffic and airlines opening new routesiafion marketing departments and

route development strategies are present at akewesy European airport these days.

In fact, liberalisation in the air transport sedtmt to liberalisation of the airport sector as
airports are no longer able to set price and cmrditto airlines without taking into

account its competitors. LCAs are now negotiatmgdr airport charges in exchange for
long term passenger growth and the opening of rewes. Still, there is controversy
over the subsidies airports and regions might k@ntgrg some airlines, as described

before in the Charleroi/Ryanair case.

The induced traffic growth and changes in markeddmns have had a particular impact
on the regional and secondary airports, usualherutdised and consequently free of slot
constraints. The underutilisation meant that figedts had to be beard even if there was
no significant traffic to cover for them. In thisrse, LCAs have created conditions for
airports to become more efficient, by increasingereies from both aviation and non-

aviation businesses.

Traffic growth leads to higher revenues for airpdrom traffic charges, but increased
traffic also develops revenue sources such asresgnls, banks, shops, post offices,
restaurants and bars, car parking, bus shuttlegriéglng and marketing, etc. For some

airports, air traffic charges are no longer theaimsource of income. For example, Love
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Field airport in the United States, home to Soustw&rlines, has three times more

revenue from non-aviation business than from awigti

Increased traffic growth and revenues for airpbidse enabled them to develop their
infrastructures, modernising its facilities and lBimg additional car parks and

commercial areas that can further increase the@gmees in the future.

In order to cope with this shift from the traditadnpattern in airport planning, De
Neufville (2008) proposed a flexible design stratégr airports enabling them to adjust
to the changes in the type, needs and locatiorafiicc LCAs have become a significant
factor in airport planning and their requiremenisady differ from those of traditional

airlines, therefore airports have to adapt unddéiexble model that must necessarily

recognize the forecast uncertainty, the differ¢smndards and the changeable clients.

Regional airports vs. major airports — is there trdfic diversion?

All across Europe many regional and secondary asgm@mve emerged, and compete with
major airports in terms of traffic volumes. It Hasen argued that regional and secondary
airports might be damaging financially the majorparts due to traffic diversion, yet

there is no evidence of such consequence.

One reason for this is the fact that most majopaais suffer from slot and capacity
constraints. Therefore, any traffic that might beeded to a secondary airport would be
easily replaced by some other route or airlinebabdy for international services. Further
to this, it has been shown that the developmerit@A services usually creates new
demand due to the low pricing strategy followedlg type of airlines. Finally, in many

cases, the routes launched by LCAs are totally remmnecting regions that were not

served by air transport before their entry in thekmet.

4 Source: Boston Consulting Group (2004)
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Table 8: Some major and secondary airports in Europ

City Primary airport(s) Secondary airport(s)
Amsterdam Schiphol  Rotterdam
Barcelona Aeroport del Prat  Girona, Reus
Berlin Tegel Schdnefeld
Brussels Zaventem Charlero
Copenhagen Kastrup  Malmad
Cracow Balice Katowice
Disseldorf Dosseldorf International  Cologne/Bonn, Weeze
Frankfurt Main  Hahn
Glasgow Abbotsinch  Prestwick
Hamburg Hamburg Airport  Libeck
London Heathrow, Gatwick Stansted, Luton
Milan Malpensa Bergamo
Paris Charles de Gaulle, Orly  Beauvais
Rome Fiumicino  Ciampino
Stockholm Arlanda  Skavsta, Vasteras

Vienna

Vienna International

Bratislava

Source: ELFAA (2004)

4.2.2. Impact on Airlines

Over the last thirty years there have been sewbia@tges and adaptations in terms of air
transport, as a response to several challengesatlsat in terms of offer, distribution
channels, safety, performance, environment and ghlgbthe most relevant, cost
efficiency. By taking into consideration the coteatacteristics of LCAs that have been
described earlier in this paper, it is possibleutmerstand that this concept has had a

significant effect on traditional airlines and deas airlines as well.

The LCA business model and the competitive advastéigat derive from it have created
conditions for traditional airlines to be more cosknted in terms of their operations. In
fact, having a considerably higher cost structimesé airlines have to achieve higher
average load factors than LCAs in order to reachratpnal break-even. Even so,
traditional airlines are not the only ones strugglagainst LCAs competition, as these
are now targeting resorts and eating into tour atpes’ market shares. The growing
development of routes to Spain, Greece, TurkeypEgpd Portugal, among others, is a
clear indication of LCAs impact on the traditiochlarter market.
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Stimulated by the success of LCAs and eager toineify@ lost market shares, many
traditional and airlines have started their own LCgubsidiary. Lufthansa’s
Germanwings, BMI's BMIbaby and Hapag-Lloyd’s Hapagyd Express are some

examples of this strategic decision.

At the same time, some airlines have migrated theginess models from full service
airlines to low-cost airlines or charter airlines low-cost airlines and vice-versa. For
example, Irish flag carrier Aer Lingus has transfed itself from a full service airline
into a LCA, maintaining the full service featurelyrior its transatlantic flights. Air

Berlin, on the other hand, has a mixed businesseirtbdt incorporates features from all

the airline business models: full service, low-cobkrter and regional.

Airlines business models have been changing acoprii new market challenges and
conditions, and it is likely that adaptation cono®gs over the next years.

Figure 11: Airline business models: evolution andrends
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Source: Kurth (2007) based on Mercer Management ConsulgA3)
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Is there a future for charter airlines?

Charter airlines have long been dominating the gemo travel market but now LCAs are
putting this business model to a test. More fldiipbiprovided by more weekly
frequencies are encouraging consumers to chose@hweekend breaks, travelling more
often on vacation but with less duration. Thesesaamers put together their own holiday
packages in opposition to buying the traditiona¢ am two-week packages offered by

tour operators (Buck, 2003).

Traditionally, charter airlines serve leisure reaute a weekly basis, carrying clients for
tour operators who buy most of the seats on thaepl&s package holidays are an
extremely price sensitive business, there has hemdency for vertical integration in
recent years. In fact, tour operators have beenieg not only charter airlines but also
retail travel agencies, hotels and cruise linersthot this vertical integration, most
independent charter airlines would not be ableutwige in such a competitive market
(Buyck, 2002). This way, charter airlines can tfanghe commercial risk to the tour
operator, achieving economies of scale at the danme These airlines have to rely on
strategic success factors from the associated dperator, such as: cost efficiency,
integration of operational management, product lbgweent and marketing (Bieget
al., 2002).

Studies conducted by Masenal. (2000) and Doganis (2001, 2002) have confirmed tha
the typical charter airline has lower cost per pagsr carried than its LCAs or traditional
counterparts. When operating the same route, d@echarline has 69% lower costs than a
full-service carrier and 10% less than a LCA, etf@ugh it keeps offering a full in-flight

service.

Having advantages and disadvantages when compare@As, charter airlines have

been adopting some strategies used by LCAs in dodattract passengers. Buck (2002)
describes three of these strategies. First, chanté@res are putting more flights in order
to increase frequency and flexibility. Secondlystead of lowering the price as time to

departure decreases, the new pricing and yield gegmeant strategy starts by offering
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lower prices for seats sold first. Thirdly, thesdirees are also offering direct internet

sales to consumers.

There is no doubt that charter airlines and LCA®pete in some markets, but in general
both types of carriers have different markets. Whibutes under 1.000 km of flight
sector, with mixed business and leisure, are th&t profitable ones for LCAs, the typical
charter routes are holiday destinations with a éigitage length, usually over 2.000 km.
In addition to this, LCAs are mostly oriented tmghand weekend-breaks while charter
airlines continue to offer holiday packages withitaftle accommodation at very
competitive prices. Under these conditions itkelly that both types of carrier have still

important roles to play in the European travel amdransport markets.

4.2.3. Impact on the Tourism Industry

There is a strong link between air transport amalison, and over the last twenty years a
growth trend has been evident in both industridgerd were also some downturns, for
example in 2001 when the terrorist attacks causetk@ease of 3% in worldwide
passenger numbers (Konecnik, 2002). Nevertheldss, ihterdependence between
industries is the reason why the tourism indusdrmow being influenced by LCAs fast
growth. LCAs keep offering more and more routeshtiday destinations, putting
pressure on tour operators and the traditionaldaglipackages. Continuous changes in
supply and demand create the need to adapt andbggweducts and strategies within
the tourism industry (Herzogf al, 2003).

The emergence of LCAs has revolutionised tourisnossc Europe. Travelling by air is
now being used by tourists instead of less efficeerd more time consuming modes of
transport. Regions and cities that were previoletking air services have are now part
of LCAs networks and develop its tourism sectoradigition to this, air services offered
in tourist routes are now less seasonal, allowiaotele and restaurants to charge less
when before they had to increase prices in the bagson to cover for the losses in the

off peak seasons.
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According to the ELFAA (2004) there are three mhanefits of LCAs to European
tourism. Firstly, LCAs have developed their netweikcluding secondary regions and
cities with little international recognition, théoee increasing the number of new tourist
destinations accessible by air. Their marketing gagns frequently focus on the
destinations creating brand awareness for the megi®econdly, by offering year round
flights to destinations, LCAs have distributed fiain a more even way for tourism
destinations, decreasing seasonality usually cabgetharter operations that take place
in winter or summer seasons only. This has a pesiéffect on all tourism related
businesses. Thirdly, the pricing strategy follovilgd_CAs, offering lower fares for travel
in weekdays, has developed mid-week travel, givémgincentive to price sensitive

customers to fly outside the weekend peaks.

A report by Jones Lang LaSalle Hotels (2006) amalyECAs and their impact on
European Tourism, naming three main effects thghimaffect a destination following
the launch of LCA flights: the pull effect, the pusffect and the derived effect. In the
first case, cities tend to experience a decreasengrterm tourism demand as domestic
tourists use LCAs to travel abroad. This oftenet8ghe growth of international demand,

and can be experienced by major gateway cities asidfondon or Paris.

Figure 12: London visitor demand versus airport arrivals
|
1.
T
Source: LaSalle Hotels (2006)
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The push effect, on the other hand, describes tstiye impact some destinations
experience with the boost in demand following timérye of LCAs. By offering new

routes and low fares, LCAs tend to generate stiongeases in tourism, not only in
holiday seasons but also off-peak. La Salle Hatestion Berlin, Barcelona, Budapest

and Prague as some of the cities experiencingtish effect.

Figure 13: Barcelona visitor demand versus airporarrivals
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Finally, the third effect is the derived effect. iJhakes place in areas adjacent to
secondary and regional airports, where the armfaLCAs promotes growth in bed

nights and hotel supply in the area, mainly duthédistance between the airport and the
city centre. This way, tourists are often inclitedstay a night at an airport hotel, either

before or after the flight.
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Figure 14: Stansted airport arrivals versus hotel spply
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Apart from the effects on the tourism demand désdibefore, LCA operations have
impacts on other variables. For example, therevideace that LCA passengers are
willing to spend the money saved from the flight batter hotel accommodation,

shopping, restaurants or sightseeing activities.

In addition to this, it can be argued that the himtéustry is not the only own benefiting
from the increase in tourism demand but also tle®rs® homes market. In Spain and
France, the second homes market experienced asiggmyjicant growth after the increase

of LCA flights from the United Kingdom and Germany.

15 Jones Lang LaSalle Hotels (2006)
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4.3. Advantages and Disadvantages of the Low-Costddel

The overall balance concerning low-cost airlinesrafions may seem positive at a first

glance however there are some setbacks that muskbe into consideration. Here are

listed some of the main advantages and disadvantzdghis concept:

Positive

Improves efficiency in airports

Improves the sector’s efficiency by increasing mcitvity and competitiveness
Responds rapidly to market opportunities

Increases traffic in secondary and regional aigport

Enhances economic and social development in seppregons

Promotes investment in new regions, by creating die@ct routes

Brings equality to air transport and broad accessternational tourism

Negative

Cannibalizesapproximately 36% of the existing air traffic

High flexibility when it comes to changing/abandagiroutes creates uncertainty and
instability for the region’s economic development

Too much price competition may pose a threat tesytstem’s sustainability
Frequently depends on incentives schemes to estabinew route or frequency
Ability to block new entrants
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5. Characterisation of Madeira Islands Tourism andAir Transport

Madeira and Porto Santo Islantiss well as the uninhabited Desertas and Selvagens
Islands form the Portuguese archipelago of Madgiogjtioned in the Atlantic Ocean
approximately 500 km from the African coast and@&fh from the European continent.

It is situated between latitude 32°22'20" / 33°7’'58nd longitude 16°16'30W /
17°16’38"W.

Its location determines the following average ftigimes from some major European
cities:

= 1h30m flight from Lisbon

= 3h15m flight from London

= 3h10m flight from Paris

= 5h flight from Berlin

= 2h flight from Madrid

= 5h30m flight from Stockholm

Madeira Island is the largest island of the growjth a surface area of 741 square
kilometres. Porto Santo is located 40 kilometresnfiMadeira, with a surface area of 43
square kilometres. With Madeira and Porto Santadéhe only inhabited islands, the
archipelago has a population of 246.248 inhabitGnt2007).

The islands have a mild climate because of thé#leged geographical position, with an
average temperature of 17°C in the winter and 28%6Ge summer and a moderate level
of humidity, that confer upon these islands exaati subtropical features.

Madeira has both winter November/March (UTC +0) andhmer April/October (UTC

+1) time periods. The currency unit is the EURO.

16 As Porto Santo Island represents only 6% of total $tayrihis chapter will include this island in the
overall region’s analysis.
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5.1. Madeira Islands and the Tourism Industry

Tourism represents an important tool for both eaasand social development at local,
national and international levels. Madeira Islaridsular economy is extremely open and
clearly depends on external supply and demandowisin plays a fundamental role in
this region.

For Madeira Islands’ economy, tourism creates gomodpnity to develop its economic
activity and to create new jobs, along with severtdities, such as accommodation,

gastronomy, handcraft embroidery, leisure actigiiad construction.

At present, the current dynamic in markets’ demasuhply and competition between
destinations creates strong challenges for regioteyms of their strategic positioning in
short, mid or long term. Madeira Islands are naegxion to this and those who can adapt
better to change are likely to be the ones whoeaehhigher levels of success in the

future.

Tourism Satellite Account (TSA)
The Tourism Satellite Account’s purpose is to eatduthe gross internal product which
results directly and indirectly from travel and tigm activity, showing the considerable

significance of tourism over the economy and theetp in general.

The TSA in Madeira Islands is still under implensitn, however a TSA for 2001 was
published, showing that the gross value added flmmtourism activity totalizes € 293
million which represents 10,5% of the region’s kottn terms of tourism’'s Gross
Domestic Product (GDP) contribution to the regioBBP, the € 688 million account for
21,3%. Finally, with regards to employment, the bemof jobs in the tourism industry

represents 14,3% of total employment on Madeirntid’.

17 Source; DREM
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5.1.1. Supply and Demand in the Regional Tourism bfustry

Tourism Supply

Madeira Islands represent one of the main toursgions at national level. The region’s
performance in this particular sector allowed Mealdslands to converge economically
and socially to the national and European standémd®ct, Madeira Islands potential as
far as tourism is concerned, makes it one of thetnmportant sectors of the economy,

sustaining its growth in terms of regional GDP.

This development has been supported mainly by wiggopattern of tourists searching
for a destination with the specific characteristiosl features that Madeira Islands have to
offer, brought together to make it unique and dddtifrom other European destinations,
for example: proximity and easy access to the dslsmperate and mild climate all year

round; quality infrastructures; untamed landscapéety; serenity.

During the last decade, several quality improvesémbk place in the region to meet the
growing demand, anticipating the expansion of Medénternational Airport as well.
Madeira Islands offer visitors a series of hotelksithat provide a wide range of choice
especially on higher quality segments (4 and Ssstgpology represent approximately
50% of total units). The number of units increagen 154 in 1999 to 195 in 2007,
consequently increasing the number of beds availdblsum, between 1999 and 2007,
Madeira Islands increased its bed offer from 20.@927.332, which represents a 36%
growth at an annual average growth of 3,9%. FoB82@%: number of beds is expected to
be 27.887 supplied by 199 hotel ufiits

Tourism Demand
The common tourist in Madeira Islands generally esnfrom European countries,

searching for quality hotels and leisure activitigsually the tourists are middle-aged or

18 Source; DREM
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older, with a tendency for longer stays. Only 19%4aurists travel to Madeira Islands
due to professional reasdhs

Nonetheless, the tourist profile changes accordingach season. During the winter
season the tourist is frequently from Northern perand older, while during the summer
season, especially in the peak months of July anguét, the tourist is usually from
Western Europe, namely mainland Portugal or coemttike France and Spain, and

slightly younger, travelling quite frequently innfdy.

Table 9: Registered Guests by Country of Residence

Registered Guests by Country of Residence

Rank Pax 2004 2005 2006 2007 ]2007 (Nov)]2008 (Nov)|08vsO07(Nov) | % Total
1|United Kingdom 197.486] 197.696] 178.355] 188.843 173.270] 224.166 29,37%] 23,48%
2|Portugal 225.242| 227.724] 238.153] 239.677] 221.351] 205.923 -6,97%] 21,57%
3|Germany 140.848] 147.616] 163.103] 174.023 165.468 156.181 -5,61% 16,36%
4|France 49.420 47.620 56.790 63.152 61.491) 79.421 29,16% 8,32%)
5|Spain 30.832 39.582 45.527 46.948 44,969 41.573 -7,55% 4,35%
6]Netherlands 24.807 26.188| 28.181 29.219 27.880 31.915 1447% 3,34%)
7|Finland 33.734 29.460 25.663 20.773 17.606 23.931 35,93% 2,51%
8|Belgium 18.163 19.842 20.318 21.184 20.621 22.022 6,79% 2,31%)
9|Sweden 25.060 27.542 22.106 21.926 19.441 21.953 12,92% 2,30%

10| Austria 13.878 14.264 23.303 33.807 33.140 21.000 -36,63% 2,20%)
11|Denmark 18.329 19.580 18.803 20.320 17.943 18.462 2,89% 1,93%
12]Italy 5.392 6.726 16.619 20.340 19.728 15.919 -19,31% 1,67%)
13| Switzerland 10.716 11.664 14.088 13.800 13.165 14.004 6,37% 1,47%)
14|Poland 0 0 1.029 3.526 2.622 10.437 298,05% 1,09%
15]Ireland 5.116 4,728 5.653 7.441 6.596 8.832 33,90% 0,93%)

Total Guests 842.213| 864.870[ 908.095] 967.134 904.336] 954.634 5,56%

% Top 15/Total 94,87%| 94,84%| 94,45%| 9357% 93,47% 93,83% -

Source: DREM

As show in Table 8 the main markets in terms of aetnare the United Kingdom,

Portugal and Germany. These three markets accoumver 61% of total registered

guests out of a total of approximately 1 millionth€r significant markets are France,
Spain, the Netherlands, as well as many other EamEountries. From the analysis of
this table one can notice that all top 15 markeéslacated in Europe, and altogether
represent around 93% of total registered guesidaeira Islands.

9 Source: DRTEstudo sobre o Gasto Turistico na Madei®ynovate Portugal (2003/2004)
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In terms of seasonality, Madeira Islands are noy wEependent on summer or winter
seasons, as demand is almost evenly distributethdrime year. Still, some peaks can be
observed in March and April, when events like thanler Festival take place along with

Easter holidays, and from July to September, tlad [Baimmer months.

When comparing 2008 to previous years, seasonhéi/ not experienced significant
changes but it is relevant to mention that growthhie number of registered guests was
achieved every month up to November, when the natenal financial crisis made its
first impacts. The subsequent devaluation of thésBrPound also led to a decrease in
the main incoming market, somehow explaining tr&duction in overall demand for

Madeira Islands as a tourism destinatfon

Figure 15: Seasonality of Registered Guests in Maila Islands (2006-2008)
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20 At the moment of research no data for December 2008 was dwailab

40



The Impact of Low-Cost Airlines on Madeira Islands

Mismatch between Supply and Demand

In recent years there have been several driveigeeiméing directly on indirectly Madeira
Islands tourism have changed, namely: the higheas® in the number of beds available;
the infrastructures’ development (particularly, theport's expansion and better road

accessibilities), and markets instability whileitiy to adapting to demand.

A significant number of new hotel units and beds row available in the market, which
increased the offer (3,9% annual rate in beds Eivi®99 and 2007). However, despite
this extra supply, demand did not match that grai@{8% annual rate between 1999 and
2007 in terms of hotel nights), leading to lowercweation rates. The hotel units that
suffered more from this evolution were the apartierels (2,3% growth in offer
against 0,8% growth in demand) and hotels (5,2%ffef growth to 4,1% of demarfd)

Figure 16: Registered Guests vs. Occupancy Rate
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21 Source: DREM
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However, as shown in Table 9, there has been seamwery in terms of occupancy rate
over the last five years, which is estimated to6B€% in 2008 (62,3% by November
2008). Still, the average occupancy rate was 65%989.

On the other hand, the RevPar is showing consistedtsignificant growth since 2005,
when this income indicator reached its lowest tegtil29,6). Additionally, the daily
average expenditure per tourist grew at an anratalof 2,7% between 1999 and 2007,

which in real terms reflects a decrease taking @éotwsideration the annual inflation rates.

Table 10: Tourism Indicators for Madeira Islands

Tourism Indicators

2004 2005 2006 2007 2008 (Nov.)
Registered Guests 842.213 | 864.870 | 908.095 | 967.134 954.634
Beds 26.215 26.282 27.784 25.579 28.177
Occupation Rate 53,9% 54,8% 56,4% 60,1% 62,3%
Average Length of Stay (days) 6,5 6,5 6,3 5,3 5,3
RevPar (€) 31,3 29,6 34,5 35,6 36,6

Source: DREM

5.1.2. Strategic Guidelines for Madeira Islands Toasm

The changes described previously in this chapteteniacritical for the tourism agents to
adapt their services and products in order to nth&sn more competitive. Furthermore,
instruments like the PENT and POT® were developed in order to provide strategic

guidelines for the future, by setting new boundaaad goals.

In 2007, the Portuguese Government publisREMNT a document with the purpose of
setting the main guidelines for Portuguese tounisttil 2015. This plan describes the
evolution of the tourism industry and its economgtevance, and therefore, the updated
situation with regards to Portugal and its mairfiedéntiation factors for each region.

22 PENT — Plano Estratégico Nacional de Turismo
% plano de Ordenamento Turistico da Regido Auténoma da Madeira
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PENT points out several unique features of Madaga tourism destination, based on
the following resources: Nature; Funchal city; ttiadal villages like Camacha and
Santana; Porto Santo’s beach; Madeira's indigenausissilva forest; harbours and

docks; quality hotels, Madeira wine and the Corgfesntres.

Based on this analysis, PENT indicates a seriegeafs that ought to be improved,
namely: professional qualifications; cooperatioroamthe tourism companies; ability to
act in a coordinate way when it comes to intermatictrategic issues; relations with tour
operators; use of the internet distribution chantedk of accessibilities to meet the

increasing number of short term stays.

According to the guidelines and the analysis, amasiering the general goals set for
Portugal until 2015, several goals were set for diadislands in terms of average annual
growth rates: +7,5% income; +2,7% foreign visitaf®;1% national visitors.

As a consequence of these conclusions and goastthtegic plan is to be implemented
and developed according to five main orientatidesiitory, destinations and products;
brands and markets; resource qualification; distiim and selling; innovation and

knowledge.

POT was created in August 2002 as an instrument tiegilie tourism sector in terms of
territory. This plan guides public and private istraents in order to assure sustainable

growth and balanced distribution of tourism infrastures across the region.

This plan established a series of restrictions landations for Madeira Islands up to
2012, such as:

=  Maximum of 35.000 beds available in Madeira Islé28.000 in Funchal)

= Maximum of 4.000 beds in Porto Santo;

= No more than 10% additional capacity for the prestexg unit

= Recovered historical buildings and rural housesddrinto hotels are limited to
100 beds.
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According to this specific model for Madeira, POxpects to implement 3 main strategic
guidelines:
» Consolidate the leading product — the main targegbideveloping high quality
resorts focused on 4 and 5 stars typology, alorly an increased offer in terms
of walks, gardens, shopping, historical heritaggamation, natural beauty and

landscape.

= Develop other tourism segments — creating new mtsdin order to generate

diversified offer.

= Develop complementary offer - mostly by creatingntfe-based offers in order to

attract new markets and support the existing ones.

5.1.3. The Strategic Importance of Madeira Airports

As described in chapter 4, air transport has angtreffect on regions and respective
economies, creating employment and contributingsictamably to develop the regions

tourism. If there is evidence of this for severgions, then there is no question on the
strategic importance of air transport for an areldgo located in the Atlantic Ocean with

very limited maritime passenger connections witieotregion¥'.

Being an archipelago, Madeira Islands developméattegies concerning its tourism
industry must be defined in a coordinated way iavig the air transport sector. Madeira
Islands comprise two airport infrastructures: Maadnternational Airport and Porto
Santo Airport. Almost all passenger traffic is diexl to Madeira International Airport
while Porto Santo Airport is served by domestic raxtions and some charter flights

from Portugal, Italy and United Kingdom with reddcgignificance to this study.

Passenger traffic at Madeira International Airpbes been growing at a slow yet

sustainable way over the years. However, recenti$rén the air transport industry and

4 The only regular scheduled maritime connections are betivedslands of Porto Santo and Madeira, to
the Canaries and to Algarve in mainland Portugal.
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especially the entry of LCAs have lead to changdbe regional tourism industry. These

will be further analysed on the next chapter of fper.

Table 11: Top 15 markets — Madeira International Arport

08 vs. %Total
Rank | Passengers 2004 2005 2006 2007 2008 07 AM 2008
1 | Portugal 1.128.138 | 1.118.775 | 1.124.066 | 1.057.701 | 1.068.033 0,98% 43,65%
2 | UK 448.657 450.206 446.927 503.034 587.501 | 16,79% 24,01%
3 | Germany 261.790 283.478 312.561 329.061 287.413 | -12,66% 11,75%
4 | France 59.378 56.333 53.637 61.387 64.968 5,83% 2,66%
5 | Spain 58.938 79.427 74.829 72.477 53.194 | -26,61% 2,17%
6 | Finland 66.484 57.266 53.964 43.365 50.758 | 17,05% 2,07%
7 | Netherlands 36.436 40.741 45.398 47.475 43.120 -9,17% 1,76%
8 | Austria 26.511 28.056 42.784 59.250 42.247 | -28,70% 1,73%
9 | Belgium 31.401 34.319 35.802 36.292 37.338 2,88% 1,53%
10 | Denmark 31.917 32.629 32.792 38.872 35.857 -7,76% 1,47%
11 | Sweden 45.978 50.391 37.268 34.026 35.511 4,36% 1,45%
12 | Venezuela 19.216 21.024 21.483 32.661 29.344 | -10,16% 1,20%
13 | Switzerland 6.592 9.448 14.881 21.857 29.176 | 33,49% 1,19%
14 | Poland 0 243 0 4.684 18.903 | 303,57% 0,77%
15 | Ireland 9.893 10.026 11.673 14.221 16.977 | 19,38% 0,69%
Total Pax 2.272.512 | 2.319.753 | 2.360.857 | 2.418.489 | 2.446.924 1,18% -
%Topl5/Total 98,19% 97,96% 97,76% 97,43% 98,10% - -

Source: ANAM

Table 10 clearly shows that the main markets ford&fia International Airport

correspond to the same main markets in terms abtergd guests. The reason why

Portugal is more significant to air transport tharthe tourism industry comes from the

fact that these statistics include passengers whoesidents in Madeira, as well as many

tourists that fly via TAP’s hub at Lisbon Airport.

TAP is the largest airline operating at Madeirap@nt in terms of passengers in 2008,
with a market share of 38%, followed by Sata Irdtional (9%), easyJet (9%), Air
Berlin (6%) and Thomsonfly (4%).
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The airport traffic is mainly charter and most esiaire operated once a week. This has a
direct impact on the tourist profile and the aver&mngth of stay.

Taking into consideration the correlations betwdba region and the airport, the
interdependence between Madeira Islands tourismaamttansport industries is quite
evident. Not only the tourism depends on the aivises but the airport growth itself

depends on the performance of the destination espkctive demand.

Consequently, apart from Madeira Airports own IrtsenProgram to support new routes
or increased frequencies, the airport authority aoth national and local Tourism
entities have developed specific tools to promotaléira Islands as a destination in close

cooperation with airlines and tour operafars

Air transport liberalisation between Madeira Island and mainland Portugal
Until 2008 the routes between Madeira Islands amaihiand Portugal were subject to
Public Service Obligations (PSO) which determinedimum service levels and strict

conditions to airlines interested in operatingrihgtes.

This led to a situation in which competition wad stmulated and airlines operated on
the routes between Madeira and Lisbon or Oportogiter average fares than they would
operate some intra-EU flights. One of the factstgoating to this market distortion was
the fact that the subsidy paid by the governmentotal residents in Madeira was
calculated as a fixed percentage on the ticket s was a clear incentive to airlines to

increase the fares on these domestic routes.

In April 2008, following a request from the Portege Government, the European
Commission approved the full liberalisation of maitbetween Madeira Island and
mainland Portugal. The new market conditions anel d@verage fares practised by
operating airlines until then, led to the interestother airlines in offering services on

these routes. British easyJet, which had alreadyices from Stansted, Gatwick and

% |nitiative:pt and Fundo para Investimento em Promocadsiica

46



The Impact of Low-Cost Airlines on Madeira Islands

Bristol to Madeira International Airport, enterdgetLisbon-Madeira route in late October

2008, starting the first low-cost domestic rout@ortugal.

5.2. SWOT Analysis

The following SWOT analysis on Madeira Islands preés some of the main strengths,

weaknesses, opportunities and threats to the foagabm industry:

Strengths

mild climate

safety

natural heritage

untamed landscape and water courses

reduced seasonality (mainly due to climate andosdfuropean tourist profile)
quality infrastructures

control over the construction of new hotel unitsfled to 4 and 5 stars)

Weaknesses

low budget for promotion causing limited or inadatpipromotion
perception of Madeira as a senior’s destination

only accessible by air transport

excess of available beds

timeshare’s strong position in the local tourismiustry
excessive construction in Funchal

commerce closed on Sundays

low penetration of low-cost airlines

high airport taxes

Opportunities

low-cost airlines in order to bring more passenjeusists
direct and online sales

new passenger terminal at Funchal’s harbour —eincustry
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the need to adapt the existing offer

growth of revenues beyond accommodation
new hotel or business models

new activities / enlarged offer

family vacations

co-branding campaigns

synergies between Atlantic islands

higher life expectancy

tourists look for new experiences and healthy sffiee body & mind

Threats

decrease in quality of services due to excessifez of
dependence on charter-flights

low-cost airlines claims for financial support

tendency to short-breaks as well as last minutervasons
competition over prices

tour operators leaving the market

mergers and acquisitions between airlines anddparators

current economical situation around the world

Source: PwC (2008), own work
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6. Low-Cost Airlines Impact on Madeira Islands andFuture

Perspectives

6.1. Low-Cost Airlines Market Analysis

As described in the previous chapter, Madeira tdatourism industry faces a rather
significant mismatch between supply and demandairigriow average occupancy rates
at the hotels. Additionally, the SWOT analysis peiout the poor penetration of LCAS in
the region as one of the weaknesses, thereforeidesimg LCAs an opportunity.
Nevertheless, the same analysis mentions that Lgtipressure on regions and airports,
namely in terms of financial support when startiggv air services. In the last quarter of
2007, Madeira International Airport experienced try of several LCAS. These
operations are described in the following tablevahg the airlines, routes and number

of weekly frequencies for each.

Table 12: Low-cost airline’s services to Madeira Aport

Airline Route Weekly Frequencies Start Date
Aer Lingus Dublin 2 Oct.07
Sterling Copenhagen 1 Oct.07
easyJet London Stansted 7 Oct.07
easyJet Bristol 3 Oct.07
Thomsonfly Manchester 2 Oct.07
Thomsonfly London Gatwick 2 Oct.07
FlyGlobespan Edinburg 1 Oct.07
easyJet London Gatwick 5 Mar.08
Transavia Paris Orly 2 Apr.08
easyJet Lisbon 14 Oct.08

Source: ANAM

In order to understand the short term impact ofeheew operations, this paper analyses
each market individually, both in terms of tourisndicators and air traffic statistics.
While as for Denmark, Ireland and France the losta®ervices did not reach a very
significant level, for Portugal and in particuldret United Kingdom, there are enough
weekly frequencies and routes to draw some corwissi

% Air Berlin operates to Madeira International Airport untygical charter operation therefore is not
considered to be a LCA in this context.
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6.1.1. Denmark

The route Copenhagen-Madeira operated by Sterliignés, experienced the first LCA
service between Denmark and Madeira Island. Beingnger only operation, the effects
observed in the first year are positive in termpadsenger growth and registered guests
from the Danish market. Nevertheless, the perfooman the last quarter of 2007 was
under the usual performance of charter airlinesrli8g had an average load factor of

60,5% which was quite lower than the overall copatrerage: 91,4%.

In 2008, there was significant growth for the firsibnths, following the continued
operations from Sterling during the winter seaséhe LCA load factor increased
significantly, as well as the Danish market as alehThis shows the existent additional
route potential and the stimulation effect LCAs aljuhave when entering an under-

served route.

Table 13: Denmark — Airport Statistics

Denmark — Passengers and Load Factors

2006 2007 2008
Total Country 32.792 | 38.872 | 35.857
Total LCA - 2.172 3.547
% Share LCA - 5,6% 9,9%
Load Factor Country 922% | 91,4% | 94,1%
Load Factor LCA - 60,5% | 82,0%

Source: ANAM

With regards to tourism up to November 2008, it vaoserved a 2,9% growth in
registered guests and 3,6% in nights spent at ioldle average length of stay also
decreased due to additional frequency of flightd #exibility. Still, by analysing the
airport statistics which already included Decen®@®8, one can notice the reduction in
terms of total passengers from Denmark. The masae for this was the bankruptcy of
Sterling Airline$’, following the international financial crisis, vefi prevented the winter

operation to re-start in October 2008.

%" Sterling Airlines ceased to exist at 29/10/2008
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Table 14: Denmark — Tourism Statistics

Denmark — Registered Guests, Nights and Average Len  gth of Stay

2006 2007 2007 (Nov) | 2008 (Nov) |08 vs. 07 (Nov)
Registered Guests 18.803 20.320 17.943 18.462 2,9%
Nights 131.099 | 137.712 122.939 127.358 3,6%
Average Length Stay 5,8 5,8 5,8 5,7 -

Source: DREM
Despite the fact Sterling has left the market, ltwe-cost penetration in the incoming
Danish market was 9,9% in 2008, while in 2007 isWBa6%. Further growth might have

been achieved in case LCA operations had continued.

Figure 17: LCA market share in the Danish market
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Source: ANAM

6.1.2. Ireland
In October 2007, Aer Lingus started offering seegidbetween Dublin and Madeira
Airport with two weekly frequencies. The only exst connection between Dublin and

Madeira was a charter flight from Sata Internaciaperated once a week.
The increased number of frequencies available haghasignificant impact in terms of

passengers carried, and the route has grown owéridbcomparison to 2006. In the

meanwhile, Aer Lingus performance was not so gaodriy cabin load factors of 48,1%
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in 2007 and 61,9% in 2008, impacting negatively glabal performance of the market,
despite the observed passenger growth.

Table 15: Ireland — Airport Statistics

Ireland — Passengers and Load Factors

2006 2007 2008
Total Country 11.673 | 14.221 | 16.977
Total LCA - 3.012 [ 5.604
% Share LCA - 21,2% | 33,0%
Load Factor Country 951% | 77,6% | 77,4%
Load Factor LCA - 48,1% | 61,9%

Source: ANAM

Registered guests from Ireland have grown 33,92008 and nights spent at hotels also
grew by 24,8%, so the entry of Aer Lingus on Maaekirport meant a very strong

impulse towards tourism growth. The availabilityflohts three times a week developed
flexibility in terms of travel, allowing short andeekend breaks, therefore impacting the

average length of stay which decreased from 6,6 ttag,1.

Table 16: Ireland — Tourism Statistics

Ireland — Registered Guests, Nights and Average Len  gth of Stay

2006 2007 | 2007 (Nov) | 2008 (Nov) | 08 vs. 07 (Nov)
Registered Guests 5.653 | 7.441 6.596 8.832 33,9%
Nights 45.517 | 56.604 51.537 64.313 24,8%
Average Length Stay 6,8 6,4 6,6 6,1 -

Source:DREM

LCA penetration in the Irish market reached 21,2%4he first year air services were
offered and 33% in 2008. This high penetrationxigl&ned by the fact that Aer Lingus
introduced more frequencies by itself, than thaltaumber of frequencies that existed
previously from this market. As shown above, themuisadvantage for the LCA was
the low cabin load factor achieved. This was prbpabe reason why Aer Lingus

decided not operate on the winter 2008/2009 sead@mdoning the route.
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Figure 18: LCA market share in the Irish market
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6.1.3. France

LCA air services from the French market to Maddéingort only started in 2008, when
Transavia decided to start two weekly frequenadiesifParis Orly. As observed for other
markets, the number of passengers has grown repelimost 65.000, while in 2006
there were 53.637. The average load factor of Bnaaswas 69,5%, which was still
under the average in the market: 74,1%.

Table 17: France: Airport Statistics

France — Passengers and Load Factors

2006 2007 2008
Total Country 53.637 | 61.387 | 64.968
Total LCA - - 9.389
% Share LCA - - 14,5%
Load Factor Country 62,8% | 65,6% | 74,1%
Load Factor LCA - - 69,5%
Source:ANAM

As for the tourism industry, there was a strongease in terms of registered guests and
nights spent at hotel with growths of 29,2% andL2&,respectively. The average length
of stay also decreased from 4,4 days to 4,2, asudtrof additional flexibility brought by

Transavia’s operations.
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Table 18: France — Tourism Statistics

France - Registered Guests, Nights and Average Leng th of Stay

2007 2008 08 vs. 07
2006 2007 (Nov) (Nov) (Nov)
Registered Guests 56.790 [ 63.152 61.491 79.421 29,2%
Nights 266.792 | 308.768 300.982 367.626 22,1%
Average Length Stay 4,2 4.3 4.4 42 -

Source:DREM

The entry of Transavia on the Paris Orly-Madeirateorepresented a low-cost market
share of 14,5% in 2008.

Figure 19: LCA market share in the French market
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6.1.4. United Kingdom

As described previously in this paper, the Unitedgdom is the largest LCA market in
Europe. Taking into consideration it is also thegést foreign market for inbound
tourism to Madeira Islands, it is quite naturaltth&As have had a stronger interest in
starting routes between UK and Madeira Airportfdot, in 2008 three airlines started
offering services from a total of five different UKirports: London Stansted, London

Gatwick, Bristol, Manchester and Edinburg.
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Following the launch of these routes, LCAs carrgetbtal of 74.515 passengers just in
the last quarter of 2007. In 2008, the total pagse: carried by LCAs increased to
266.160 passengers, representing a total marketiyiaf 31,4% since 2068 The LCAs

average load factors in 2008 were generally hidginen the market’s average, which has

conducted to a global load factor of 83,5% in ojpmsto the 81,1% from 2006.

Table 19: UK - Airport Statistics

United Kingdom — Passengers and Load Factors

2006 2007 2008

Total Country 446.927 | 503.034 | 587.501
Total LCA - 74.515 | 266.160
% Share LCA - 14,8% | 45,3%
Load Factor Country 81,1% 81,2% 83,5%
Load Factor EZY LGW - - 85,4%
Load Factor EZY STN - 72,4% 84,2%
Load Factor EZY BRS - 70,3% 82,6%

Load Factor TOM LGW 90,8%a) 80,4% 84,3%

Load Factor TOM MAN 86,5%a) 87,4% 90,9%

Load Factor GSM EDI - 69,0% 86,8%
a) Operating has charter in 2006

Source: ANAM

In terms of passengers’ seasonality, there is ecelehat LCA operations are less
seasonal than charter or schedules services offeoen the UK market to Madeira
Airport. The LCA have a more evenly distributed rnen of passengers carried while
deeper variations can be observed for other aglinehe market, namely in the winter

season.

8 easyJet acquired GB Airways in 2008, therefore including fie Gondon Gatwick-Madeira route on
its operations
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Figure 20: UK-Madeira passenger seasonality
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By analysing the airport statistics it is possitdiedentify not only a lower seasonality for
LCA operations in terms of passengers but als@ims$ of average load factors. When
comparing TAP’s scheduled services and easyJetsctst services, for the London

routes, it can be observed a higher occupancya®yXet in every single month of 2008.

Figure 21: London-Madeira routes load factor seasaality
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The average fares offered by easyJet on the Lofsddwick route were also lower than
TAP’s. This usual strategy of LCAs stimulates tharket and in this specific case helps
to understand the rapid growth this type of aidinead in the air transport market

between UK and Madeira Airport.

Figure 22: London Gatwick-Madeira average air fares
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Source: ANAM

This evolution has certainly had its impact on tinerism industry, where the number of
registered guests increased by 29,4%. The numhagbfs spent in hotels followed this
tendency growing 24,2% while the average lengtstay decreased to 6,2 days.

Table 20: UK — Tourism Statistics

United Kingdom - Registered Guests, Nights and Aver  age Length of Stay

2007 2008 08 vs. 07
2006 2007 (Nov) (Nov) (Nov)
Registered Guests 178.355 188.843 173.270 224.166 29,4%
Nights 1.426.822 | 1.447.683 | 1.339.589 | 1.663.788 24.2%
Average Length Stay 6,7 6,4 6,5 6,2 -

Source: DREM
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Having a significantly higher number of low-cost\dees to Madeira than other markets,
the LCAs market share with regards to UK-Madeiralisady of 45% in the second year

after their entry in the market.

Figure 23: LCA market share in the UK market
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6.1.5. Portugal

The Portuguese market is the largest market fordiladAirport in terms of passengers

and the liberalisation process described in theipos chapter of this study has created
conditions for new airlines to entry the domestiates. In October 2008, easyJet started
offering services between Lisbon and Madeira atgpowhich means that the effects

measured in this analysis only refer to a threetmperiod. Still, as shown in the airport

statistics, there was a shift in the negative tangeowards the domestic passengers
decrease, as the Portuguese market grew to adbthl068.033 passengers in 2008,

meaning an increase of 1% in comparison to 200@. auerage load factor achieved by
easyJet in the last quarter of 2008 was higher th@mverage registered in the market in
2006 and 2007. Still, the extra capacity led toeardase in the overall load factor for

2008, as other carriéron the route did not pull out frequencies.

2 TAP and Sata Internacional
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Portugal — Passengers and Load Factors

The Impact of Low-Cost Airlines on Madeira Islands

2006 2007 2008
Total Country 1.124.066 | 1.057.701 | 1.068.033
Total LCA - - 29.942
% Share LCA - - 2,8%
Load Factor Country 72,9% 74,5% 67,3%
Load Factor LCA - - 75,6%

Source: ANAM

Unlike other markets and mainly due to the fact ttf2A operations only started in the
last quarter of 2008, there was no increase indefmegistered guests, even though the
data analysed only includes data up to Novembewener, it was possible to isolate
data for this month only and there were alreadyesotteresting results as the number of
registered guests grew 2,5% when compared to Noe®07. The number of nights
spent at hotels also increased by 11,8%. The awdeagth of stay remains basically the

same at 3,2 days.

Table 22: Portugal — Tourism Statistics

Portugal - Registered Guests, Nights and Average Le

ngth of Stay

2007 2008 08 vs. 07
2006 2007 (Nov) (Nov) (Nov)
Registered Guests 238.153 | 239.677 221.351 205.923 -7,0%
Nights 818.188 | 805.825 750.837 713.513 -5,0%
Average Length Stay 3,1 3,1 3,1 3,2 -

Source: DREM

Taking into account the positive results for Novemlas well as the airport statistics that
demonstrate growth for 2008, one can expect sinmiarket behaviour in December
2008. Despite of this, it is still unlikely thatethtotal number of registered guests will
increase in 2008 as the route is used by manyertsidn Madeira Island travelling to

mainland Portugal and these obviously do not coutei to the tourism statistics.

The double daily services offered by easyJet onLiebon-Madeira route has already
contributed to a 2,8% market share for LCA traiffiche Portuguese market with regards

to Madeira Airport.
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Figure 24: LCA market share in the Portuguese marke
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6.2. Low-Cost Airline Markets vs. Charter Markets

In order to fully understand the short-term impactsLCAs on Madeira Islands it is
important to include an analysis of other markk#g tlid not experience the entry of this
type of airlines. This allows an unbiased view loé tmarkets performance and show
evidence of the main differences between marketeedeby LCAs and markets served

mainly by charter airlines.

Considering the main tourism and air transport reirfor Madeira Islands, it is possible
to identify several markets served only by chaaidines. Germany, Spain, Netherlands,
Finland, Sweden and Austria are some of these deampy studying the data available,
there is evidence that Sweden and Finland haveiymsesults but are still recovering
from significant decreases over the last yearsm@ny, Spain, the Netherlands and
Austria, on the other hand, had in most cases bgpariencing stable growth rates but
suffered decreases in 2008. Belgium is the only Topnarket that managed to grow in
terms of passengers and registered gtfests

*Tables 8 and 10 in chapter 5
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The German market
Given the fact that Germany is currently the tHagest market to Madeira Islands in
terms of tourists and passengers, a specific asalyshis market was conducted in order

to compare its performance with the one of margetsiously analysed in this chapter.

The number of passengers form Germany has sufeermabstantial reduction in 2008,
being 12,66% less than in 2007. Still, the averlage factor increased due to the fact
that there were less flights offered by operatiminas (-26,7%).

Table 23: Germany — Airport Statistics

Germany — Passengers and Load Factors

2006 2007 2008
Total Country 312.561 | 329.061 | 287.413
Load Factor Country 80,1% 82,1% 84,8%

Source: ANAM

The tourism sector was negatively influenced by teduction in terms of air passengers.
By November 2008, the number of registered gueats decreased -5,6% while the
number of nights spent on hotels went down by -9, 6k average length of stay shows

the tendency to decrease, as it went from 6,9 @620 6,6 by November 2008.

Table 24: Germany — Tourism Statistics

Germany - Registered Guests, Nights and Average Len  gth of Stay
2007 2008 08 vs. 07
2006 2007 (Nov) (Nov) (Nov)
Registered Guests 163.103 174.023 165.468 156.181 -5,6%
Nights 1.401.730 | 1.462.176 | 1.387.559 | 1.254.967 -9,6%
Average Length Stay 6,9 6,8 6,8 6,6 -

Source: DREM
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Overall results
The following table summarises the results idesdifper market by the analysis of both

tourism and airport statistics.

Table 25: Market performance indicators (2008)
Market Pax Guests  Nights ALS

Denmark

Ireland

France

United Kingdom

Portugal

- =) =) =) =)
=)| | =) =) | 2
- - )| =) =) =)
| )| | |

T
T
T
]
.
3

Germany

Source: own work

From this research and data analysis it can benodxddhat the number of passengers,
registered guests and hotel nights usually incréasenarkets with LCA operations,

while there is a tendency for a decrease in theageelength of stay. Denmark is the
exception in terms of passenger growth due toiStesl bankruptcy and consequent loss

of an LCA service from Copenhagen to Madeira Aitpor

The average load factors are strongly dependetii@napacity offered and this explains
the reduction in Ireland and Portugal, where tlvegie probably extra-capacity on offer in
the short-term. Still, most data for Portugal isanclusive with respect to the impact of
LCA entry in the market as operations only startedthe last quarter of 2008.
Nevertheless, the monthly data for November 2008adly shows evidence of the same

market behaviour as the one observed for the rengafour markets analysed.

Apart from these effects, the additional data adéd for the UK market has proven that

air fares decreased, therefore benefiting consyraasthat seasonality is not so evident
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when it comes to low-cost services. As LCAs pricstigategy usually offers lower rates
in off-peak periods, this stimulates demand andrdmrtes to a decrease in seasonality.

Finally, the German market followed the overalldency to decrease the average length
of stay but experienced significant reduction imte of passengers, guests and nights
spent at hotels. As a result of lower offer of lilig the load factor of airlines operating

this market increased.

6.3. Future Perspectives

Over the last two years Madeira Islands have e&peed the entry of LCAs on its air
transport market. This has led to considerableraffic growth for most of the markets
served by this new type of operations. Despite haf present international cyclical
downturn, IATA estimates show that air traffic volas will increase from 20%b
Additionally, the expected slowdown in LCAs growihll probably affect mainly the
mature markets, such as Ireland and the United dGng so further growth can be
expected for other markets. Considering that LCA$€urope have a market share of
approximately 35% in 2007, while Madeira Airporshanly 10% of low-cost passengers

as a percentage of the total passengers in 2080@x{tected tendency will be to grow.

Given the performance achieved by LCAs in Madestarids for the first two years of
operation, it is likely that most of these airlinedl maintain the existing routes and
possibly launch new frequencies and routes as aedhe market shifts. By looking at
currently LCA-free markets such as Germany, Spah $candinavia, it is also likely to
have new LCAs entering the Madeira air transporntketain the future, competing with
the existing charter airlines that serve these starét present.

As LCAs continue to launch new routes, one can ebjoether airport growth in terms of

passengers and consequently a substantial inciedsems of tourists visiting Madeira

31 |ATA estimates the following evolution in terms of g passenger traffic: -3%(2009), 0,9%(2010) and
5,2%(2011)
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Islands. The LCAs expected contribute to tourisrmaled might potentially increase
occupancy in hotels, therefore decreasing the nidmaetween supply and demand that

has been identified for Madeira Islands.

Sustainability of LCAs in Madeira Islands

All the above mentioned perspectives are basecherassumption that the LCAs are
sustainable in the long term and will continue ¢osliccessful over time. Several authors
have studied LCAs in order to understand its expanand future growth. For example,
Franciset al(2006) analysed the development of the LCA modelifierent countries of
the world and identified several stages of develpmvith respect to time: innovation,
proliferation, 29 phase entrants, consolidation and maturity. Rebelay Dennis (2007)
has provided evidence that LCAs routes out of Londave been more successful in
some markets than others, for instance, LCAs havéopned better on routes that did
not involve major airports and leisure routes betweorthern and southern Europe.
According to findings from these two studies itpsssible to say Madeira Airport is
currently on an innovation stage and fits this deton of successful routes for LCAs,

somehow supporting the expectation of further ghowt

Analysing sustainability of the LCA concept itsetfin be interesting as well. There is
evidence that passeng&rsespond positively to the LCA product and the wde
secondary airports, accepting also the trade-ofivéen lower fares and the loss of
services provided by traditional airlines (Barre2)04). Therefore, factors such as
product, productivity, low cost base and the cesluction corporate culture, should be
sufficient to grant LCAs sustainability. Still, thew-cost model does not account for its
externalities, namely CO2 emissions, so there tompatibility with environmental
sustainability (Graham and Shaw, 2008). This wssyes related to future environmental
restrictions and passenger rights regulations migive a severe impact on a business

model based on rapid network expansion and afrdrgifowth.

%2 Ryanair passengers
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Despite of the changes that might arise in theréjtthere must be a sustainable strategy
for Madeira Islands accommodating LCAs and creatioigditions for co-existence with
other types of airlines. As described previouslyhis paper, air transport and tourism are
two interlinked industries, so the LCAs entry in dd@ra Islands represents new
challenges for the destination, the airport, thdins and the government. The
destination, the airport and the government shiapedgulative environment of air traffic
and influence tourism, while at the same time r@édi access this information, building
their own understanding of the destination’s stpatéBieger and Wittmer, 2006).
Madeira has the POT and PENT to provide some guo@elin this process but new
challenges might pose the need for a strategisimviof these plans. For example, in the
Canary Islands, initiatives have been introducedhgyregional government in order to

develop a more sustainable model of regional tou(Bianchi, 2004).
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7. Conclusion and Recommendations

7.1. Conclusion

As described in the relevant literature, air tramss closely related to tourism and LCAs
can represent a strong push in terms of econord@aatlopment for regions and tourism
destinations. This study analysed Madeira Islamdidentified that over the last decade
the level of hotel units and beds on offer cleaigw at a faster rate than demand for the
destination. Being one of the most important sector the economical development of
Madeira Islands, the tourism industry faces this gatween offer and demand, while at

the same time the airport’s expansion has alsodotted more pressure into both sectors.

This study measured the impacts of LCAs entry ie tharket, namely in terms of
passenger growth, airline’s average load factomber of registered guests, nights spent
at hotels and average length of stay.

There is strong evidence that the number of passerand tourists visiting the island
grew significantly, therefore increasing the numbknights spent at hotels. The average
load factors for the markets from where LCAs opergénerally show a tendency to
grow. This stimulation is basically supported byvrfeequencies launched by LCAs, and
offered at lower fares as demonstrated for the bandoutes to Madeira Airport.
However, although the increased frequency resalthiare tourists and nights spent at
hotels, the consequent induced flexibility allow®r and weekend breaks that have a

direct impact on the decrease of the average lefgttay.

Additionally, it is possible to identify some ofdmegative points of relying on LCAs
growth to develop a region. The excess capacitgftar that might result from increased
frequency may cause the LCA to leave to markeeqgaipidly. The Irish market is a clear
example of this, as Aer Lingus cancelled all flggbn the Dublin-Madeira route after its
performance achieved rather low average load faatothe first months of operation.

Further to this, the LCA model is, above all, canglty focused on cost savings and

negative impacts from external factors can resuttankruptcy processes as the one faced
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by Sterling in late 2008. In the case of Madeihgs tepresented an immediate decrease
on the number of airport passengers that had giavihe previous year as a result of

Sterling’s entry in the Copenhagen-Madeira route.

Findings suggest that there is in fact a role toptzyed by LCAs in Madeira, with
regards to developing both tourism and air trartspectors. Future perspectives drawn in
this study hold that there is still potential fo€As to increase considerably the number
of routes and frequencies offered to Madeira Aitpexpanding to other markets that are
presently served by charter air connections onhe Jtimulation that can be brought by
LCAs entering these markets is likely to resulsignificant growth for these incoming

markets to Madeira Islands.

Still, while growth is in fact achieved, issuesateld to sustainability and co-existence
with other types of airlines, have to be taken istyious consideration. Long-term
impacts are yet to be measured but in order toesehan adequate balance between
tourism supply and demand, as well as higher ecandevelopment, all players in the

market must join efforts in developing strateglest will promote sustained growth.

7.2. Limitations of this Work

Since this study was mostly short-term orientettims of measuring impacts and effects
of LCAs in Madeira Islands, some data was not yatlable at the time this analysis was
conducted. For example, international air transplata collected refers usually to the
period ended in 2007. Additionally, the tourismustty statistics were only available for
November 2008, so all figures presented with regaod December 2008 results are
estimates from the entity which provided this dad#though this has no significant
impact on the conclusions described on this papiralways more logical and useful to

compare identical periods.

Another limitation of this work has to do with thact that there is very limited

information on some crucial indicators to measutenemic impacts on the tourism
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industry and the region in general, such as theageedaily expenditure per person, the
percentage of registered guests that used a LC#atel to Madeira Island, among
others. The first indicator for example, would héfpshow evidence that, as in many
other destinations, the average length of stayedses but the average daily expenditure
rises therefore allowing a greater economic impacthe region than the one it would be
experienced by a standard tour operator destination

In terms of other sources of research, it was ptesgod identify the existing lack in
updated tourism profile studies, either from pulic private entities. These studies
would allow not only a better analysis on the alcprafile but also become important

tools in order to measure the evolution of theisyamprofile along the next years.

Finally, it is relevant to make reference to thetfthat in 2008 both tourism and air
transport industries were severely affected byinternational financial crisis. In the case
of Madeira, this was particularly noticed in thetlguarter of 2008, meaning that the
demand in the market might not have been at thel lé#wvould have in case of an
economic expansion cycle. This could possibly enbaome of the effects measured in
this study, namely in terms of the positive growthiterms of passengers and registered
guests visiting Madeira Islands. Further to thisthis specific case where the United
Kingdom is the largest foreign market in termsrdddund tourism, the devaluation of the

British Pound when compared to Euro certainly hadwansize effect.

7.3. Topics for Future Research

Given the importance of tourism and air transportMadeira Islands, it would be

important to develop exhaustive and deeper studigbke following subjects:

= Sustainability and growth of LCA’s operations in Madeira Islands — with a
population of less than 250.000 inhabitants, ttends have very limited outgoing
potential. This may pose some constraints in tewhsfuture expansion.

Additionally, the destination is still mainly chartdriven so the study should
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comprise an analysis on the most adequate type thasport for the region and
its tourism industry: traditional, low-cost, chayteixed model?

LCA’s long-term effect on the Tourism Profile — as mentioned before in this
paper, one of the limitations is the inexistent atpd studies on the tourism
profile. This useful information would allow locahtities to better adapt what the
destination as to offer to market demand. On tlieerohand, it is important to
measure other tendencies and effects LCAs mighd bava particular region. For
example, some regions have experienced a boone ihdhsing market following
the arrival of more passengers willing to buy sechomes.

The economic importance of air transport for Madeira Islands — tourism
performance is strongly dependent on this sectdrih® economic importance of
air transport and its strategy has impacts on tldemwmarket. Impacts on
employment, services, economic development angdriati®n, are some examples

of this and are worth studying.
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