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ABSTRACT

Many nations worldwide have been influenced by the experience of the USA in airline
deregulation and have begun to consider the reform of their own governmental
regulations. However, airline deregulation has both advantages and disadvantages for

consumers, individual airlines, shareholders, the airline industry and governments.

Western Europe has been under pressure to relax its regulations and introduce a
liberalisation process. This pressure came partly from the outside as a result of the
USA experience and the challenge from low cost Asian carriers. However, pressure also

came from the inside from the European Commission and consumer organisations.

In May 1981, the Gulf Cooperation Council (GCC) was established between Saudia
Arabia, Qatar, U.A.E., Kuwait, Bahrain and Oman. One of the ways to achieve the
GCC’s goal of confederation is through economic integration, which means the
establishment of a Gulf Common Market.

The main objective of this thesis is to research the feasibility of airline liberalisation in
the GCC, taking into consideration the US experience and the European expectation in
this particular field.

To accomplish that objective, this thesis is divided into three parts. The first part
analyses and studies the GCC air transport market, the development and impact of the
US Airline Deregulation Act and the European liberalisation process.

The second part develops a feasibility model for air transport liberalisation in the GCC.
This model involves modelling demand for domestic GCC scheduled air services, fleet
planning and aircraft selection, financial analysis and the possibility of a new GCC

network.

Finally, the third part sets out the conclusions from this theoretically based feasibility
study of air transport liberalisation in the GCC, the main findings of the thesis and
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lessons that were learned from the USA and Europe.

Its principal conclusion that liberalisation is both feasible and desirable is backed up
with an outline of a possible first step that could be adopted for introducing an airline
liberalisation process to the GCC market. This process starts by liberating intra-GCC

services using aircraft of less than 70 seats capacity.

On a practical level, the thesis also reconimends that the Air Transport Section of the
GCC Department of Transportation should co-ordinate changes to GCC institutions and
infrastructure and should propose further changes to regulation as the liberalisation
process moves ahead. It recommends that the Air Transport Section should use
developments of this model to evaluate additional changes to the framework of

regulation.
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CHAPTER ONE

INTRODUCTION

The framework for the regulation of domestic air transport varies from one country to
another depending on many contributing factors such as paolitical ideology, economic
strategy and commercial philosophy.

The US Airline Deregulation Act which was passed in 1978 has changed airline strategies
and has had an impact on efficiency, structure and services. This initial movement
towards airline reform has encouraged many regions to adopt new philosophies
including the European Community, Canada and Australia.

In 1986, the European Community agreed to move towards the creation of a single
European market by adapting the Single European Act. The single market was defined
as “an area without internal frontiers in which the freedom of movement of goods,
persons, services and capital is ensured®.! |

The aim of establishing the Gulf Cooperation Council (GCC) is to create a
confederation. It is recognised that one way to achieve that aim is by economic
integration which means the establishment of a Gulf Common Market which includes
“the right of nationals to move freely with the same duties and privileges as those
provided to nationals of the receiving Member State. Economic integration also means
the removal of barriers, custom tariffs and the emergence of one unified tariff on
imported commodities".?

1.1 SCOPE

This thesis sets out to research and analyse the GCC air transport market and the
experience of the USA and Europe in deregulation and liberalisation. In addition, it
proposes a feasibility model that examines the possibility of liberalisation in the GCC.
However, this thesis will also attempt to answer the following questions:
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1. What is the current GCC air transport market in relation to GCC concepts,
airline operations and ownership, airports and regulatory environment? In
addition, what are the objectives of the GCC airline liberalisation plan?

2. What can be learned for the GCC liberalisation plan from the development and
impact of both the USA and European liberalisation processes?

3. By developing a feasibility model for air transport liberalisation in the GCC it
attempts to examine and answer the following questions:

L Is the domestic passenger demand large enough for a liberalised market?

- Which types of aircraft could serve the GCC market taking account of
total costs and quality of service?

= Are there new potential routes?

n Are the new routes commercially attractive to new carriers to operate
them?

n What is the form of an operational network?

4. If the model establishes that liberalisation in the GCC is feasible, then what plan
could be adopted to provide for an airline liberalisation process in the GCC?

1.2 METHODOLOGY

The objectives of this thesis are accomplished through analysis and research. Di;ta were
gathered and collected from different books, journals, theses, reports, papers,
discussions and interviews. However, some data relating to GCC air transport,
especially airlines and airport activities, were hard or impossible to obtain because they
are unavailable or unclassified as to whether the data is confidential, restricted or for
the general public.

This thesis discusses and analyses the feasibility of airline liberalisation in the GCC,
taking into account the USA and European experiences and expectations in that specific

field.

It is for the purpose of this thesis that a feasibility model is developed which is based
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on a fundamental theory, justifiable assumptions and is statistically valid. In addition,
to accomplish the objectives of the thesis, this study is divided into three parts as
illustrated in Figure 1.1.

The first part of this study covers the background and the experiences of other nations
of deregulation and liberalisation. This part provides a review of the current GCC air
transport industry, and it discusses and analyses the development and impact of US
deregulation and European liberalisation..Suchananalys'smisw many policy questions
and lessons for the GCC. This part consists of five chapters, and it starts with Chapter
Two.

The second part is the feasibility model of air transport liberalisation in the GCC. This
part models and researches the GCC domestic market through traffic demand, new
routes, fleet planning and aircraft selection, financial analysis and scheduling on a
possible new network. This part provides the main answer to the question of the
feasibility of liberalisation in the GCC from an airline operation perspective. It consists
of five chapters which start with Chapter Seven.

The third part is the conclusion (Chapter Twelve). This part provides a clear answer
about the possibility and feasibility of air transport liberalisation in the GCC. It
outlines a proposal for a liberalisation plan that could be adopted and a summary of

findings and recommendations.



TANLONALS SISHHL “T°T NI

SNOISNTONOD ¢ Ldvd

MHJOMLAIN V aANVHad
d0 NOLLOJTIS ) INITTIAO ONILSVOJY0d

JJ0 dHL NI NOILILVSITVYHdIl
dIV 40 ALITIFISVAd

NOILON




1.3 THESIS OBJECTIVES

The objective of this thesis is to develop a feasibility model that can examine the
possibility of successful liberalisation in the GCC. This air transport feasibility model
should be capable of simulating the prospects for carriers’ operations as in a real
situation. In addition, this quantitative feasibility model should as noted above be based
on a fundamental theory, justifiable assumptions and be statistical validity.

Studying and analysing the development and impact of the US deregulation and
European liberalisation allows lessons to be drawn from these experiences and
expectations. This should avoid their mistakes. It allows the thesis to propose a
liberalisation plan for the GCC.

Finally, the thesis can draw conclusions about whether liberalisation is feasible or not
in the GCC.

1.4 OBJECTIVES OF THE CHAPTERS

CHAPTER TWO - The GCC Air Transport Market

The main objective of this chapter is to study the GCC air transport market through
the GCC’s concepts, objectives and structure. In addition, it analyses the international
and domestic airports, airline operations and ownership, and the regulatory
environment in the GCC. Finally, the objectives of liberalisation in the GCC are
covered in this chapter.

CHAPTER THREE - US Airline Deregulation.

The objective of this chaptervis to review the history of regulation and deregulation. It
discusses and analyses the development of the US Airline Deregulation Act, and finally
draws lessons for the GCC.

CHAPTER FOUR - The Impact of the US Airline Deregulation Act.

This chapter’s objective is to study the impact of the US Airline Deregulation Act on the
airlines, consumers, sharcholders, aviation industry and governments. In addition, this
study of the USA’s experience of deregulation leads to a discussion of what might form
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the basis for a liberalisation policy that would be applied in the GCC.

CHAPTER FIVE - The Development of European Liberalisation.
The objective of this chapter is to review the development of liberalisation within the
European Community air transport market and draw lessons for the GCC market.

CHAPTER SIX - The Impact of Europecan Liberalisation

The objective of this chapter is to study the EC air transport market, types of European
carriers, infrastructure, congestion, mergers and consolidation, CRS and code sharing,
hub concentration and airline strategies.

CHAPTER SEVEN - Forecasting Demand

The objective of this chapter is to explain the main problems of forecasting in a real
situation and identifies those techniques most appropriate for use in examining traffic
flows in the GCC. In addition, it gives the basis for selecting a forecasting model that
could be used to predict and forecast passenger demand on domestic GCC routes.

CHAPTER EIGHT - Modelling Air Traffic Demand for Domestic GCC Scheduled Air
Services.

A gravity model was selected in the previous chapter to examine traffic demand in the
GCC. However, the objective of this chapter is to model the scheduled air traffic
demand in the GCC especially for new routes taking into consideration distance, fares
and quality of service.

CHAPTER NINE - Fleet Planning and Aircraft Selection.

The main objective of this chapter is to review and study different aircraft for domestic
air service. The candidate aircraft should be commercially attractive with regard to the
assessment of operating costs and quality of service. To accomplish this objective, fleet
planning and aircraft selection are studied and analysed in detail.

CHAPTER TEN - Estimating the Costs and Revenues of New Routes.
The objective of this chapter is to estimate the level of profitability of new routes
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operated by candidate aircraft. Therefore, this chapter complements the theory and
results outlined in the preceding chapters and explains in more detail the concept of

route planning.

CHAPTER ELEVEN - Scheduling on a Possible New GCC Network

Using all the data from the previous chapters, the objective of this chapter is to propose
a possible new network in the GCC. However, an analysis and discussion of airline
scheduling such as its concepts, methodoiogy and profitability are part of the process
of exploring new opportunities in the GCC.

CHAPTER TWELVE - Conclusion

The objective of this chapter is to conclude whether air transport liberalisation is
feasible or mot in the GCC. It proposes a plan for liberalisation in the GCC with
recommendations for its implementétion. It also proposes further developments of the
model.
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CHAPTER TWO
THE GCC AIR TRANSPORT MARKET

2.1 INTRODUCTION

The main objective of this chapter is to study the GCC air transport market through
the GCC’s concepts, objectives and structure. In addition, it analyses the status of
international and domestic airports, airline operations and ownership, and the
regulatory environment in the GCC. Finally, the objectives of liberalisation in the GCC
will be covered in this chapter.

Air transportation has contributed to the development and advancement of the economic
prosperity and social life of all countries worldwide. The GCC countries have benefitted
from their strategic geographical location where they are in the main air transit routes
from Asia to Europe, Africa and the Pacific. Large numbers of transit passengers stop
in many of its airports, especially in UAE, Qatar and Bahrain. However, a decrease
in this type of transit passenger is possible due to advanced technology aircraft allowing
direct flights to be flown from the West to the East, and vice versa, without stopping.

Since the GCC. countries are very rich in oil, it is now a focal point for business.
Moreover, although the GCC population is eighteen million, which is relatively small
compared to the world’s population, the average GNP per head of the GCC countries
is one of the highest in the world. Table 2.1 illustrates selected economic indicators for
the GCC states which were published by ICAO Bulletin in 1989.' In addition, the
distance travelled by GCC passengers and cargo per flight is similar to those of
Europeans and higher than the world’s average.?

2.2 THE GULF COOPERATION COUNCIL

The concept for the creation of the GCC was initiated in 1979 during a Summit
Conference held in Amman, Jordan when H.H. the Amire of Kuwait contacted the
Majesties and Highnesses of the GCC countries and briefed them on the philosophy of
establishing unity between the six Gulf states which include Saudia Arabia, Qatar,
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UAE, Kuwait, Bahrain and Oman. However, in 1980, an official debate took place in
Riyadh between the leaders of the GCC countries.®

In February 1981, the Foreign Ministers met in Riyadh. In April of the same year they
met again in Muscat, Oman and proposed a paper which forms the basis of the Charter.
Finally, the Gulf State leaders met officially in Abu-Dhabi on May 25, 1981 and signed
the basic Charter for the creation and establishment of the GCC.*

The goal of the GCC is confederation, however the following are steps on the way to
achieving this goal:®

1. Political coordination

2. Economic integration (Gulf Common Market).
3. Defence cooperation

4. Security complementarity

S. Social, cultural and educational approximation.

2.2.1 The GCC Objectives
The basic objectives of the GCC as indicated in Article Four are as follows:

*"1. To effect coordination, integration and interconnection between Member States
in all fields in order to achieve unity between them.
2, To deepen and strengthen relations, links and areas of cooperation now
prevailing between their peoples in various fields.
3. To formulate similar regulations in various fields including the following:
a. Economic and financial affairs.
b. Commerce, customs and communications.
c. Education and culture.
d. Social and health affairs.
e. Information and tourism.
f. Legislative and administrative affairs.
4. To stimulate scientific and technological progress in the fields of industry,
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mining, agriculture, water and animal resources; to establish scientific research;
to establish joint ventures and encourage cooperation by the private sector for
the good of their peoples."®

2.2.2 The GCC Organisations
The main organisations of the GCC are as follows:’

1. The Supreme Council which is thé highest authority of the Cooperation Council
and formed of Heads of member states. The Supreme Council holds one regular
session every year.

2, The Ministerial Council is formed of the Foreign Ministers of the member states
or other delegated Ministers, and they regularly convene every three months.

3. The Secretariat-General is composed of a Secretary-General who is appointed by
the Supreme Council. The Secretary-General nominates the Assistant
Secretaries-General, and he appoints the Secretariat-General’s staff. In addition,
he is directly responsible for the work of the Secretariat-General.

In addition, each of the top organisations may establish sub-agencies as may be
necessary.

2.3 REGULATORY ENVIRONMENT

The regulatory system for air transportation in the GCC countries is based on the
international rules and laws (i.e. ICAOQ) which regulate civil aviation and air
transportation services. Therefore, airline operation between the GCC states is basically
through a bilateral agreement which is mainly negotiated by the civil aviation authorities
of each state.

One of the main objectives of civil aviation authorities when negotiating bilaterals is the
protection of national carriers. The GCC national airlines are well protected by the
 bilateral agreements especially in their domestic markets. For example, Gulf Air is the
only carrier which provides air services between four states which are Qatar, Bahrain,
Oman and UAE (except Dubai). In addition, Saudia Airline has full monopoly in air
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services inside Saudia Arabia.

However, the rules and laws which regulate the movement of passengers and cargo in

the GCC airports are as follows:*

1.

2.

3.

Rules and laws of air navigation which are the international regulations for air
safety and meteorology which have been accepted by the international
organisations and agencies. |

Rules and laws for air transport which regulate the GCC national airlines and
foreign carriers. This is accomplished through bilaterals between the GCC
governments themselves and foreign governments.

Rules, regulations and procedures for passenger and cargo movements. This is
regulated through the administrative regulation which is mostly through customs,
immigration and health.

2.3.1 Air Transport and the GCC Secretariat General
The air transport activities in the GCC are coordinated through permanent committees,

subcommittees and Department of Transportation, Air Transport Section.

23.1.1 The Permanent Committees
The permanent committees include the following:’

1.

The Ministers Committee which includes ministers who are responsible for civil

aviation matters. This committee would be in charge of and make

recommendations on the following:

L Reviewing the air transport rights which are given now for the protection
of the national carriers.

u The necessity of establishing bilateral agreements to organise the air
transport services between the GCC members.

u Flight co-ordination between the GCC capitals.

n Studying the possibility of establishing an airline that would serve the
GCC domestic market.
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L A company in London has already been established for ground air services
for the GCC countries.

2. The Operational Committee which consists of the GCC airline chairmen and the
directors of civil aviation departments. The following are some examples of the
work and recommendations of this committee:

u Discussion of air transport rights which are given to foreign airlines.

L Discussion of bilateral agreements to organise the air transport services
between the GCC countries.

l Studying the proposal from GCC carriers to exclude them from over-
flying charges within the GCC countries, and to reduce fuel prices for
them at GCC airports.

2.3.1.2 The Subcommittees
The subcommittees are specialists in studying subjects which are related to civil air
transport. The subcommittees have taken many decisions such as the following:'®

1. The decision to co-ordinate flights between the GCC capitals.
2. The decision not to establish a cargo airline between the GCC countries.
3. Reduction by 35% in cargo fares for national products.

2.3.13 Department of Communications - Air Transport Section

The Air Transport Section in the Department of Transportation is responsible for
monitoring the decisions and recommendations of the committees. However, the
monitoring is only done through operational practices without interfering with the field
practices or related matters.

2.4 AIRPORTS

There are 12 international airports in the GCC which all have runways of at least 3000
meters. Nevertheless, AFFujera is the smallest. In addition, there are two more
international airports under construction, one in Saudia Arabia and the other in Abu
Dhabi. These airports have been designed and built with the latest technology such as
navigation equipment, lighting systems, transportation and communication facilities.
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In 1986, the total passengers using GCC international airports reached 26 million. In
addition, there were 6 million transit passengers. However, the total transported cargo
was 670,000 tons and aircraft movements were 385,000. Table 2.2 illustrates the air
transport movements between GCC airports.™

It is important to mention that air cargo transportation in the GCC has increased at a
faster rate than passengers. This increase in cargo is due to the sea-air transport
method where products are shipped to some GCC axrpons by sea from Asia, especially
from the Far East and then transported by air to other countries especially to Europe.

However, it is very important to consider that most of the international GCC airports
have significant spare capacity. Table 2.2 shows the actual passengers received in 1986
compared with the estimated airport capacities. From Table 2.3 a conclusion could be
made that in 1985-86 most of the international GCC airports received only 46% of their
estimated capacity. This high level of capacity includes buildings, runways, terminals
and ground handling facilities.

Nevertheless, the GCC published a study in 1987 of air transport. An estimation was
made of an annual increase in passenger movements in the GCC international airports
of 2.5-5% per year between 1990-2000. However, other forecasts indicate 4-6% increase
especially from mid to late 1990s. Table 2.4 illustrates traffic forecasts and estimated
saturation traffic year for the GCC airports.”

In addition to the 12 international airports, there are 21 domestic airports in Saudia
Arabia and one domestic airport in Oman giving an overall total of 33 airports. Two
more international airports are under construction. Figure 2.1 shows all the GCC

airports.

2.5 AIRLINES

There are four major airlines in the GCC: Kuwait Airways, Saudia Airlines, Gulf Air
and Emirates. These carriers play an important role in both domestic and international
air transport services. However, with regard to GCC airlines:
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1. Table 2.5 shows the GCC airlines fleet.
2. Table 2.6 illustrates the GCC airlines operations.
3. Table 2.7 highlights the GCC airlines net profit or loss.

2.5.1 Kuwait Airways
It was formed by a number of businessmen in 1954 under the name of National Kuwait

Airline Limited. They operated two DC-3s. In 1958, the Kuwait government bought
half of the ownership and in 1962 it became fully state owned.”

During the Gulf War all the airlines Airbus aircraft, two Boeing 767s, one 727, two
Gulfstream G111s and two BAe 125s, were seized by Iraq. However, the carrier’s
London insurers paid out $300million to cover the carrier’s loss.'

Kuwait Airways serves 10 GCC airports and 33 other worldwide international airports.
In general the daily aircraft utilisation is low especially when comparing the usage of
Kuwait aircraft with other international airlines. Kuwait Airways also lease their own
aircraft to other carriers such as leasing them to Egypt Air and Emirates.

Between 1982 and 1986, Kuwait Airways was faced with operating losses, however, in
1986 additional investments covered the operation losses. Neverthel&, Kuwait Airways
received many subsidies from the Kuwaiti government such as $58 million in 1985 and
$83 million in 1986."

2.5.2 Saudia Airlines

It was formed during 1945 by the Kingdom of Saudia Arabia with a fleet of DC-3s. At
the present time, Saudia Airline is the biggest airline in the Arab world and provides
a wide range of domestic and international air services. Saudia Airlines links domestic
services in its 24 international and domestic airports. On the other hand, international
service is provided to 44 cities in the Middle East, North Africa, Southern and Eastern
Asia, the USA, East and West Africa and Europe.'

















































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































