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Or the past few years, long haul markets have been a relative haven for the legacy or hub carriers, especially those from Europe. Faced with intense competition from Low Cost Carriers (LCCs) in short haul markets, with attendant pressure on yields, the hub carriers have sought to emphasise their advantages in long haul markets, which have not been subject to such intense competitive pressure. There has been rather little change over the past decade or so in long haul markets, especially since the 1980s when competition from Asian carriers emerged, and was responded to. This period of calm is going to end, and end fairly soon.

There are several sources of increased competition emerging in long haul markets. These include:
· The rapid growth of competitive Mid Eastern carriers;

· The successful development of long haul LCCs, and, possibly

· Stronger competition from resurgent Asian carriers, including those from India, Vietnam and China.

The Mid Eastern carriers, such as Emirates, Etihad, Qatar and others, have been making their presence felt in long haul markets. They have been growing very rapidly, and have aggressive expansion plans. They have been targeting the high quality/moderate price market- that is, the same market that the legacy or hub carriers primarily target. Their growth is likely to have a particular impact on Europe - Asia/Pacific markets, and on Europe - Africa. They are even beginning to compete successfully in Europe – North America markets. Thier ability to compete naturally depends on their ability to obtain route rights. In some countries, such as Australia, their expansion has been held up by regulatory problems, though they are gradually overcoming these.

Why are they so successful? Most are new carriers, and they have been able to be very cost efficient, with new aircraft and uncongested hubs. Tax systems in their home countries may also help. They are brilliant at marketing, as anyone familiar with the 2006 World Football Cup is aware. 

One reason for their success has been their network strategies. The European legacy or hub carriers, such as Lufthansa, British Airways and Air France have relied on their hubs at Frankfurt, London and Paris, and channelled traffic from other origins, or to other destinations through these hubs. This has probably been a cost effective strategy, so far. However, the Mid Eastern carriers are seeking out secondary destinations, such as Hamburg, Glasgow and Newcastle, and offering direct services to these cities. The result is that, for many travellers, they now offer the quickest and most convenient services. Emirates, for example, now offers a one stop flight from Melbourne to Hamburg- this is quicker than any other airline’s flights, as these all make at least two stops. The location of the hubs in Mid East enables them to serve very long haul markets, such as Europe Australia, very conveniently, and they are able to offer services between secondary destinations in Europe and Asia better, or at least as conveniently, as any European or Asian carrier. Thus they are winning traffic to and from the secondary origins and destinations, such as Hamburg. Travellers prefer the direct flights, say, to New York, rather than the flights through Frankfurt or London. While creating new markets, the  Mid Eastern carriers are also winning traffic from the legacy or hub carriers. These airlines hub strategies work well until foreign airlines start offering direct flights to cities other than the main hubs. To remain competitive and not lose too much traffic, the legacy carriers may need to re-assess whether the advantages of routing traffic through the hubs is still worthwhile if it is losing them traffic to the new direct services. 
The other major source of new competition is from long haul LCCs. This could have an even greater impact than the Mid Eastern carriers, especially since LCCs can potentially operate in any long haul market. There is much scepticism about whether LCCs can succeed in long haul markets. Several profitable and efficient legacy carriers think they can, and are backing their judgement through major investments.
LCCs obtain cost advantages over legacy carriers in several ways. These include:

1 A simpler product offering;

2 Lower input prices, especially wages; and

3 Higher productivity.

It may be that the simpler LCC product is unsuitable for long haul travel. Passengers may demand more space and more services, such as catering. This said, many leisure travellers are prepared to put up with less comfort if the savings are worth it. However the second and third sources of cost advantage are applicable to long as well as short haul flights. Legacy airlines are often paying more for labour than current labour markets would indicate is necessary, and work practices are less productive. Legacy carriers may be able to reduce their costs in principle, but they may be locked into wages and work practices by contracts. LCCs are able to achieve lower costs because they can take account of current labour market conditions. The percentage reduction in fares which long haul LCCs may be able to offer may be lower than that offered by short haul LCCs, but the absolute reduction in air fares will be significant. It is estimated that Jetstar International will have costs 30-40% lower than those of its legacy parent, Qantas, which itself  is quite an efficient carrier. Travellers may be prepared to put up with some discomfort to enjoy a 30% reduction in a €1,500 fare.

There is strong evidence that long haul LCCs are serious about entering. There are some  small carriers already operating a few long haul services. However, some major operators have begun to enter. As short haul LCC markets are maturing, the LCCs are looking towards long haul for expansion. Jetstar International has commenced operations and has ambitious expansion plans. It is taking over less profitable Qantas routes. Its parent has allocated it the first of the Boeing 787s which it has on order, and it may be allocated some Airbus A380s. Air Asia, a successful Asian LCC, has announced plans to go long haul. Singapore Airlines has a short haul LCC, Tiger, and one can imagine that it is now running the numbers on long haul LCC operations. 

Another possible source of increased competition on long haul markets is from Asian carriers. In the past, a few Asian carriers have become very competitive, and some have become dominant in the markets they serve. However, there are only a few such carriers which have been able to convert their potential into reality. Some Asian carriers which have been experiencing problems may be able to resolve them and become more cost competitive. In addition, carriers from Vietnam, China and India may succeed in achieving higher productivity, and with low wages, could become cost competitive. How much of a threat to legacy carriers the carriers from low wage Asian countries is difficult to forecast.

Thus there could be substantial changes in long haul markets, especially those between Europe and the Asia/Pacific. It is possible that these changes will be constrained by regulation- these new or expanding carriers will need route rights to enter markets. The legacy carriers may be protected by their home governments, which may not allow the new carriers sufficient access to have their full potential impact. For example, the growth of LCCs in Asia has been held up significantly by problems of lack of access to international routes. Sometimes airlines can get around restrictive bilaterals. While it may be difficult to enter markets on a 3rd/4th freedom basis, it is more difficult to restrict access on a 6th freedom basis. Much competition on long haul markets comes from airlines accessing markets on a 6th freedom basis.
To respond to the new challenges, the legacy carriers are going to have to reduce costs, or contract their operations. Some might choose to seek out higher fare niche markets, and leave the mass market to the more cost competitive airlines. This would not be a very attractive option form many though.

One option for reducing costs would be to lower wages and increase productivity. This path has been taken by some legacy carriers, for example Aer Lingus. Probably most legacy carriers pay more to their workforces than current labour market conditions would indicate is needed. However reducing wages and changing work practices, especially t a extent as to match the LCCs they are competing with, is not easy, since airlines are typically locked into contracts with their employees. Even if they are not, there will be resistance from their workforces, and achieving change is difficult.

The other option is to set up LCCs themselves, and where necessary, allow the legacy carrier to be part cannibalised by the LCC. Qantas is doing this with Jetstar International, transferring less profitable routes to it.  To a significant degree, this is a way of achieving greater labour market flexibility- what cannot be achieved within an existing airline can be done within a new subsidiary of the airline. Legacy carriers have had difficulties in managing the relationship between their LCCs and their original core full service businesses, but nowadays, several successful examples do exist.
All in all, it is likely that there will be significant change in long haul markets over the next few years. Strongly competitive airlines will enter or expand their presence, and the legacy carriers will only gain limited and temporary protection through bilateral regulation. To survive as more than niche players in long haul markets, they will need to match, or nearly match, the cost advantages which the emerging carriers possess. It will be possible, though difficult, to do this.

In coming to the Hamburg Aviation Conference from Melbourne, I have used various combinations of legacy carriers. In the next few years, I shall have other options. I might fly on a one stop flight using Emirates - this will be the quickest and most convenient flight. Or I might fly thorough London on a Jetstar International Melbourne-London Airbus A380 service. Or I might be able to fly Jetstar International to Bangkok, and then change to a European LCC, such as Germanwings or Air Berlin, to fly on to Hamburg. Whatever I choose to do, I am likely to have many more options than at present. This means more competition for the legacy carriers in long haul markets, which the legacy carriers will have to respond to.
