LOW COST AIRLINES, AIRPORTS AND TOURISM.
THE CASE OF FARO AIRPORT
Claudia Ribeiro de Almeida

CIEO (Centro de Investigacao sobre o Espaco e as OrganizacGes)
Universidade do Algarve, ESGHT | calmeida@ualg.pt

ABSTRACT

Airport infrastructures play an important role in the heart of the regions in which they
are located, as well as in certain sectors of activity, such as tourism. In recent years,
their positioning has been altered from a passive attitude to an active attitude due to new
market demands and new trends which have arisen in associated sectors, such as the air

transport sector.

The 1997 deregulation of air transport in Europe led to major changes on the way
people travel, with the inception of low cost and an increase in destinations in European
air services. One of the most interesting results of deregulation, was caused by the fact
that the low cost airlines appeared on the market with a business model distinct from the
traditional scheduled and charter airlines, allowing for the opening up of new airports
and new tourist destinations. Those airlines are also responsible for some of the main

changes in the airports operations and market positioning.

The increase in routes and frequencies offered by these airlines enabled the emergence
of new tourist destinations in Europe that spread, later on, to other places all over the
world. The ease of purchasing an airline ticket online, and the availability of attractive
routes at affordable prices has allowed the development of new market segments, such
as second home tourism. One of the main impacts of low cost operations has been the
changing of airport's structures, mainly to the ones that traditionally received charter
flights. Faro airport is an excellent example of this. During the last decades Faro's main
operations depended on charter flights, operating on a seasonal basis and few
frequencies a week. In 1996 charter passengers represented about 85,3% of Faro
airport's users but in 2010 this came down to represent less than 20%. In contrast, low
cost passengers represented in 1996 about 1,2% of Faro airport's users and almost 70%
in 2010.
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INTRODUCTION

During recent years airports have been changing their strategies and positioning in order

to go forward to meet new market challenges, increasingly demanding and competitive.

The market entry of low cost airlines resulted in changes in the structure of air traffic
from various European airports, particularly those associated with an operation dictated

by seasonal charter flights, in many cases in tourist destinations.

Faro Airport is one such example, showing until mid-1990 a seasonal operation
essentially based on charter flights (more than 80% of passengers). Since the entry of
low cost airlines and due to the rapid rise in demand from passengers, the airport has
seen a dramatic change in their traffic structure, with about 75% of passengers handled
in 2010 by the low cost airlines.

In this article we present some actual data that demonstrate this changes in traffic
structure and discuss the implications that it had in the operations that led to a redesign

in the airport which will allow it to receive up to 8 million passengers in 2013.

1. EVOLUTION OF CONCEPT AND THE AIRPORT BUSINESS

An airport can be defined as a system that serves a variety of needs related to the
movement of goods and passengers, representing an essential component of the air
transport system. Betancor (1999) and Graham (2003) point out that an airport is
composed of infrastructures to support the processing of aircraft, passengers and cargo,
such as one or more runways, aircraft parking apron areas, roads, passenger terminal

and cargo terminal, and a control tower, among others.

Each of these components serves different purposes which, when combined, allow an
interchange between overland and airborne means of transport (Betancor, 1999; TRL,
2006 in European Parliament, 2007).

The concept of an airport has evolved in recent decades. It is no longer seen only as a
physical infrastructure which gives a modal transfer (of passengers and cargo) between

ground and air (Ashford, 1985). Today it is an intermodal transportation centre geared



towards development, a platform for various commercial activities and a partner for

economic development (ACI, 2006).

Activities that may exist in an airport are classified by Betancor (1999) and Graham

(2003) as: (i) Operational services; (ii) Handling services; (iii) Commercial activities

(Figure 1).
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Figure 1 — Classification of Aviation and Non-Aviation Services

Source: Adapted from Betancor (1999) and Graham (2003)

Pertaining to demand, an airport does not have a direct demand, but one that is derived

from the fact that it is related to socio-economic activities of the population, and

indirect, as is it generated by airlines, a situation which restricts the entire airport

business.

2. THE NEW POSITIONING OF AIRPORTS

In the last two decades, the airport sector has been affected by issues of a social,

political, legal, economic, technological and environmental nature that have led to

changes in its positioning and business model (Figure 2).
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Figure 2 — Airports new business model
Source: Adapted from Almeida (2010)

The deregulation of air transport, issues related to safety and the environment,
competition between destinations, between airports and between modes of transport,
regional pressure, alliances between airlines, and the new profile of demand and
globalisation have led to profound alterations and changes to the structures and business
models of airports, which, when combined with concepts of strategy, innovation and
quality, create a new strategic positioning with direct implications on the development
of the regions under their influence (ARC, 2003).

The evolution and maturity of the sector have increased the need for commercial

management and financial practices giving priority to the "marketing" of airports.

This type of airport "marketing™ model is distinguished, according to Pita (2008), in

different forms:

(i) Greater distance from the State, which gives it greater commercial and operational
freedom, maximising the development of new businesses, partnerships and private

investment;

(i) Creation of airport companies with a more professional management model which

focuses on commercial and financial components;
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(iii) Importance of airport revenue, namely those from non-aviation activities which

allow for the development of the business;

(iv) Development of airport marketing, which has created a proactive attitude in the
development of air traffic, an improvement in external interfaces with clients, partners

and other interested parties, and also the suitability of the quality of the service.

An airport is no longer just an infrastructure to support air transport. Today, it is seen as
a centre for regional and national development which, together with other stakeholders,
participates in the development strategies of the region, both in the tourism sector
(regional and international) and other sectors of activity, allowing the destination to
become more attractive and therefore more sought after by domestic and foreign
investors. Its positioning allows it to delineate strategies of optimisation and
maximisation of resources with a view to obtaining the best possible results and a fast
and sustained return on investment (Graham, 2003). According to Suau (2007), airport
planning is not a simple task because its business is influenced by different variables,
with a global and uncontrollable character, together with other areas which exert

pressure when it is time to decide and define strategies.

The development of non-aviation commercial activities, supported by the business
component quickly became a source of revenue. Today, airports are now innovative
and diversified commercial spaces in terms of the commercial brands, activities and
services offered, allowing them to meet the new demand trends and to monitor the

increasingly competitive and global market.

To address these new trends several airports are turning to private management models,
which arise due to budgetary constraints inherent in the public sector, the need to
expand infrastructures to keep up with growing demand and to introduce processes that
are more innovative and suited to new market trends (Freathy, 1998). The pro-active
position that airports have today allows them to meet demand and establish a closer and
more dynamic relationship with the airlines in the development of routes and in the
devising of strategies for joint promotions. Focusing on the client is one of the premises
of the activity of airports, supported by measuring mechanisms for its performance
through the implementation of service quality management systems which allow the
constant monitoring of the various operating areas, and the updating and improvement

of processes (Humphreys, 2002).



Regarding internal operational policies, there are the issues of quality, the environment
and safety, important pillars for the sustainable development of these infrastructures and
the entire surrounding region (Graham, 2003).

An airport competes with other airports, located in competing destinations and which
present themselves to the market in an attractive manner and sometimes with similar
products to its own. The changes associated with this type of competition give rise to a
growing need for information pertaining to the market in which the airport operates,
both in terms of the supply (the region's infrastructure, services, complementary supply,
among others), and the tourism demand in the region (analysis of the behaviour, needs,

profile, etc.).

This will allow each airport to tailor its strategies to market trends and act with other
public and private participants within its area of operation, whether in attracting new
flows of demand to the region, new contacts with airlines, the development of new
routes, increased frequencies, or new investments and the consequent sustained and
integrated development of the destination. The role of an airport is therefore more and
more dynamic and is based on an integrated management of knowledge, shared and
sustained with a view to achieving more and better deals for the entire area of action,
reasons that enhance an increasing approximation of those infrastructures to public and
private entities, namely research centres and universities, with a view to developing new

platforms for the sharing and publishing of this information.

3. EVOLUTION OF AIRPORT RELATIONSHIPS WITH AIRLINES

The relationship between airport operators and airlines is critical to the success of any
airport, so internal strategies and procedures that enable an easier and more effective

negotiation have been developed so that they can work together.

In recent years the air transport industry has experienced less positive times, a
consequence of adverse factors such as the incidents of the 11th of September 2001 in
New York, the war in Iraq and the SARS epidemic in 2003 which led to a widespread
economic recession with direct implications in several countries (Almeida, 2005 and

2006). The above mentioned incidents weakened both the air transport sector and the



airport sector and delayed planned investments or the achieving of strategic

partnerships, due to the risk involved (Graham, 2003).

The entry of low cost airlines into the market has led to new challenges for airports in
order to be able to respond to their demands and needs, namely those relating to airport
charges or other support services in the terminal and apron (handling). Airports
compete against each other, so each has to provide better benefits and services to

airlines, as well as indexes of high safety and environmental care (Graham, 2003).

According to Pitt (2001), the positioning of airports to satisfy the different types of
airline (traditional scheduled, charter and low cost) has given rise to operational changes
in requirements relating to the desired services and in the way the airports negotiate

with these same airlines (see Table 1).

LOw COST AIRLINE COMPANY STRATEGY

FULL SERVICE COMPANY STRATEGY

ProbucT

ProbuCT

Low rates in a high percentage of seats, with simple fare
structures

Complex fares and a Yield Management system

No Frequent Flyer Programmes

Frequent Flyer Programmes (essential to maintain customer
loyalty)

Simple Product (no assigned seats or on-board meals)

Differentiated product with added value

SERVICE

SERVICE

Use of secondary airports with excess capacity (lower taxes,
fees and charges and less traffic, allowing airlines greater
punctuality of flights and quicker turnaround of aircraft)

Use of primary airports (focusing on business and first class
segment clients who need direct flights to population
centres)

Does not participate in alliances (code share and transfer of
luggage reduces the punctuality of flights and the rate of use
of aircraft increases handling costs)

Participates in alliances

"Point-to-point" flights, meaning direct

Integration of services (maximisation of connection
possibilities and frequency)

OPERATIONS

OPERATIONS

Standard fleet (lower training and maintenance costs)

Various types of aircraft in the fleet (due to the different
segments with which they work and different routes that
they operate. Many of these airlines buy various types and
sizes of aircraft from the same company, Boeing or Airbus)

Maximisation of the use of aircraft (faster turnaround time in
airports with less traffic)

Use of several types of aircraft, operation to busier airports
and code share with other airlines in the same alliance.

Reduction of customer services (subcontracting of
companies, as is the case of the handling of aircraft)

Priority in customer services (these are viewed as an
essential part of the service offered by the company and its
brand image)

STRATEGY

STRATEGY

Focus on leisure passengers and those visiting friends and
relatives (VFR)

Business travellers, first class

Tries to eliminate its costs to the maximum extent possible

Cost is only one of the elements within the complex
service/product mix

Reduced personnel costs

High personnel costs

DISTRIBUTION

DISTRIBUTION

Very low or no commissions to travel agencies (internet or
telephone reservations preferred)

Travel agents are viewed as an important retailer even
though many airlines have their own internet site where
clients can make their reservations.

Table 1 — Differences between the strategies of low cost airlines and traditional scheduled airlines
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Pitt (2001) also says that in addition to the airlines, passengers have different needs and

expectations pertaining to the services at an airport, a new challenge for these

infrastructures which has resulted in changes to processes and the services provided

(See Table 2).

INFRASTRUCTURE NEEDS FOR LOW COST AIRLINES

INFRASTRUCTURE NEEDS FOR TRADITIONAL
SCHEDULED AIRLINES

AcCCESss

AcCCESss

Location is a secondary factor. Good road and train
connections are not essential, but are preferable

Location is essential for the service, especially for business
and first class segments

TERMINAL

TERMINAL

Small area for the sale of tickets (majority of sales
made on the internet)

Desks in terminals that reflect the corporate image of the
airline

Fast Check-in

Personalised check-in desks for the different segments

Terminal services are a secondary issue

Commercial services at the terminal need to meet the
passengers’ purchasing requirements

Terminal infrastructures are not important

The terminal must have a sophisticated image with good
infrastructures

BOARDING GATES

BOARDING GATES

Gates using little technology (steps for access to the
aircraft)

High technology boarding gates (telescopic bridges)

Speed in the boarding and disembarking of passengers
to avoid delays

Telescopic bridges are essential to the image of the airline
and must be used whenever possible

Use of common waiting rooms

Use of special lounges for 1st class passengers, business
travellers and frequent flyers

Speed in the boarding and disembarking process to
avoid delays

Slow boarding and disembarking processes to allow the
passenger to board and exit the aircraft hassle free

GENERAL

GENERAL

Minimum catering services

Catering services necessary

Cleaning staff not normally
infrastructures not often requested

requested. Support

Cleaning staff

Do not use the aircraft parking area during the day

Use the aircraft parking area during the day

Fast processes for the loading and unloading of
luggage in the aircraft

Efficient processes for the unloading and placing luggage
on the conveyor belts

Table 2 — Infrastructures needed in an airport for low cost airlines and traditional scheduled airlines

Source: Pitt and Brown, 2000 in Pitt (2001)

4. CASE STUDY: FARO AIRPORT (ALGARVE, PORTUGAL)

The National Airport System is comprised of various infrastructures, including airports,

airfields, helipads and military bases (MOPTC, 2006). The existing airports in the

mainland are located in Lisbon, Porto and Faro, as well as in the Madeira Islands

(Madeira and Porto Santo) and the Azores (Ponta Delgada, Santa Maria, Horta and

Flores). The company ANA Airports of Portugal, SA manages airports in the mainland
and the Azores, while ANAM manages the island of Madeira (See Map 1) (ANA,

2008).
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Map 1 — Portuguese airports’s location
Source: ANA, (2008)

Our study focuses on the Faro Airport, which has as its main vocation international
tourism traffic. According to Fonseca (2007) this airport has a catchment area of
approximately 395,000 people within 60 minutes, so if you add the area of Huelva

(Spain) it amounts to 535,000 people. A distance up to 180 minutes this figure may
reach 1,286,360 people (See Map 2).
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Map 2 — Faro Airport’s catchement area
Source: ANA (2008)



The Huelva region is important for Faro Airport because it is a natural extension of its
catchment area, creating incoming and outgoing traffic, which might be justified by the
fact that the nearest Spanish airport is Seville (Fonseca, 2007).

Faro Airport has presented over the four and half decades of operation, an increase in
the number of passengers handled, accompanied by changes in its infrastructure in the
early seventies, in the late eighties and in two thousand and one. These recent changes
have allowed the increase of this airport capacity to six million passengers per year (see
Chart 1).
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Chart 1 — Evolution of passengers at Faro Airport (1966-2010)
Source: ANA (2010)

All changes that have occurred in the terminal and other infrastructure allowed the
airport to ensure a better level of service to airlines, passengers and other customers,

enabling the development of traffic flow and consequently the tourism in the Algarve .

Since its opening, Faro Airport is mainly a tourism airport, with a charter and seasonal
operation from the countries of Central and Northern Europe. From the mid nineties,
and after completed the deregulation of air transport in Europe, the traffic structure has
changed due to start-up of low cost airlines, which represented the end of 2010, over
75% of handled passengers (See Chart 2).
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Chart 2 — Evolution of handled passengers at Faro Airport (1990-2010)
Source: Adapted from ANA (2010)

During the first decade of the 21st century Faro Airport has witnessed a complete
change in the predominant transport model, with a decline in charter operations and the
emergence of the low cost sector. This change took place on the supply side, i.e.
essentially, airlines did little more than adapt the low cost model quickly and efficiently
to the intrinsic structural characteristics of tourism in the Algarve in response to
consumer demands (greater flexibility) and hence this did not result in a significant leap
in the overall volume of visitors using this airport. Consequently, a more accelerated
and sustained growth will fundamentally take place by stimulating an increase in
demand, based on a diversification of markets as well as on innovation and
differentiation and by promoting the tourism products that the region and its economic
agents have to offer. The inauguration in March 2010 of the first operational base at
Faro Airport by the largest and most aggressive European carrier in the low cost
segment — Ryanair is now a enormous challenge for the mobilising capacity of regional

economic agents.

By the end of 2010 Ryanair reach the first position in passengers handled at Faro
Airport with a growth of 123,5% compared to the previous year (1.392.702 passengers).
By the same period Easyjet, the first one in the last years dropped for the second place,
with less 1,9% passengers than in the previous year (1.148.730 passengers) (Chart 3).
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Chart 3 — Airlines operation at Faro Airport — Easyjet and Ryanair (2010)
Source: ANA (2010)

The operation of low cost airlines at Faro Airport led to the provision of new routes and
flights to new regions of Europe throughout the year, allowing a significant
improvement in the accessibility and development of new tourism market segments, as
for example the residential tourism. This market segment is associated with people that
travel abroad all over the year to stay in their second home. These clients appreciate the

accessibility to the destination provided mainly by low cost airlines.

Europe was one of the regions that felt the impact of the economic crisis the most over
the course of 2009 and 2010, especially in the tourism sector, where the United
Kingdom is positioned as the largest market within the European Union supplying
traffic to the Algarve. The United Kingdom, the dominant historical leader accounting
for almost 54% of traffic to the Algarve dropped below the figure of 3 million
passengers transported in 2010 with a decline of 3,4% of passengers transported (ANA,
2010).

Amongst the main markets, Germany was one of the least affected, with a positive
variation of 12,9% passengers handled compared to 2009. The Dutch market also grown
for about 13% compared with 2009 as a result of more connections to Faro. The Irish
market saw a little drop of 0,4% which can be explained by the economic scenario in

the country during the last years. Finally, the domestic market also recorded a growth
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during the past year (+5.3%). Two factors contributed essentially towards this
exceptional situation: the consolidation of TAP traffic in Lisbon hub and, on the other
hand, the effect of the direct Ryanair’s Porto-Faro connection, which was inaugurated in
October 2009 (ANA 2009 and 2010).

Keeping in mind the significant decline in airport activity, the traffic structure continued
the trend observed in recent years, with the growth of the scheduled segment, which
comprised 78% of traffic in 2009 and 85% in 2010, in the overall structure of passenger
traffic according to the type of operation. This increase in the percentage of the
scheduled segment was due to the growth in low cost operations as compared to the
charter segment, which declined by 788.932 passengers transported (97.000 fewer
passengers than in the previous year) and, on the other hand, to the scheduled operations
of FSC (Full Service Carrier) airlines, with a 5,4% reduction compared to 2009. The
low cost operations, which represent almost 90% of the scheduled segment, saw
passenger numbers rise for about 21,6%, for a total of 4.020.214 passengers transported
(ANA, 2009 and 2010).

In a year that witnessed a global slowdown in the international economy, where tourism
was one of the most penalized activities, low cost airline companies proved to be the air
transport segment that contributed the most towards a traffic growth of 21,6%. In
contrast, as has been mentioned, traffic in the charter segment declined for the fifth
consecutive year, recording some 788.932 passengers in 2010, which explains an annual
average reduction of 15,3% over the course of this period. With a less pronounced
decline, the scheduled FSC segment (FSC — Full Service Carrier) recorded about
421.364 passengers, about -5,4% than in the previous year (ANA, 2009).

With a view to suitably upgrading the infrastructure to be able to handle this new
reality, ANA SA has already implemented a plan to develop Faro Airport, with a
volume of investments of about 130 million Euros. This plan will focus on remodelling
the facilities and increasing capacity to enable the airport to handle 8 million passengers
by 2013.



CONCLUSIONS

This article assumes that airports now have a new positioning, resulting from factors
that contributed to this infrastructure moving from a passive attitude to a more
proactive one, with new approaches to the airlines, stakeholders and even in how they
analyse the supply and demand of the various segments of the tourism market. These
changes led to the need for updated information, important for devising strategies,
proper negotiation with clients and a timely knowledge of market trends, supply and
demand, competitors, and other factors.

This new positioning has raised the demand for specific data on certain segments of the
tourism market, particularly those with implications on the structure of traffic and
whose timely knowledge may change the way an airport structures the negotiation of

routes with certain airlines.

An airport’s role is distinct from that of the other participants in the region in which it is
located as it does not have direct demand, meaning that the client’s reason for going
there is not to visit the airport, but because there is a particular underlying interest at the

destination.

We can say that its current positioning involves a greater approximation to the market

and a greater focus on factors that influence flows of demand throughout the year.

By being closer to the stakeholders of the destination and the airlines, an airport can
work towards improved levels of service and the adoption of better strategies for

attracting traffic.

At a time when the vulnerability of international markets is visible and has effects on
tourism demand worldwide, it is essential that an airport looks out for social, political,
economic, legal and even environmental signs because these may lead either to changes

in internal processes or in traffic flows with direct implications for the airport business.

Knowledge is thus a powerful and very valuable weapon in this sense, as it can predict
or anticipate changes in the demand or needs of specific market segments, allowing the

most appropriate strategies to be taken in response to new challenges.

The case study presented reveals a great change in a Faro airport traffic structure, a

tourism airport that has been changing all over the years to deal with the new tourism
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market trends and needs. From the mid nineties until today Faro airport knew a dramatic

change in the traffic structure related to the entry of low cost airlines.

New challenges and strategies have been adopted to deal with this new airlines and
passengers, i.e. in the operational point of view and in new investments in increasing

capacity to handle 8 million passengers by 2013.
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