COMMVINICIONS

Antonin Kazda - Benedikt Badanik - Anna Tomova - Isabelle Laplace - Nathalie Lenoir *

FUTURE AIRPORTS DEVELOPMENT STRATEGIES

Air transport was traditionally highly regulated, fragmented and protected. With European air transport market deregulation in the mid
1980s also airports could respond to new factors. Methodology developed within the FAST project analyzed evolution of airport strategies poten-
tial in the forthcoming decade in the frame of new airport typology reflecting different strategies depending on the airport size, market type

and market potential.
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1. Background

The last decade in the European air transport market was
characterized by air transport deregulation which resulted in the
appearance and growth of the low cost airlines segment which
characterizes a prominent share of intra-European market today
[1]. Another significant advancement was the change in the air-
ports management. Many airports transformed from public to
private ownership. In the new environment airports could play
a more active role in the air transport industry. They improved
their attractiveness and competitiveness [2], [3], [4]. Many of sec-
ondary airports have developed more active strategies towards
airlines and, in particular, toward low cost carriers.

Airlines’ strategies are those more explored. However, airport
strategies and their future development are one of the main drivers
of traffic evolution [5]. The airports are no passive players and
their strategies have significant impact on airline behavior and
route structure. This paper describes new trends in airport strate-
gies and how they are adopted by airports.

The paper analyzes potential progress of airport strategies and
provides some answers to questions relating to stakeholders and
clients (airlines and passengers) needs. However, there are no uni-
versal strategies feasible for any airport but it depends on the airport
characteristics. [6] This reality led us to build an innovative typol-
ogy of airports aimed at three elements: airport size, potential for
growth in capacity and potential in demand.

Long term traffic forecasts are stable and promising for the air
transport sector [6]. The principle question at the airport level is
the capability to receive increasing number of passengers in the
future, i.e. its capacity to grow. This element will characterize the
possible evolution/adaptation of recourses to a general increase of

demand. The role of the third element, airport actual size, is to
take into account the existing situation of an airport. This allows
us to reflect the past strategies of a given airport.

Based on this typology and the generic strategies defined we
outlined the future strategies available to a given airport.

This methodology was developed within the FAST project
funded by EUROCONTROL in 2008-2009. The results [7], [8],
[9] were illustrated by an application to Bordeaux airport in
France. After the end of this project, it is interesting to observe
and compare the strategy developed by the airport, with the analy-
sis made in the FAST project.

2. Methodology
2.1 Airport strategies
2.1.1 Airport customers and revenues

Airports are typical service organizations [10]. From the aero-
nautical perspective, the main airport clients are airlines of all types:
traditional airlines, low cost carriers, but also cargo/freight airlines
and integrators. Airports provide them with infrastructure (e.g.
runways, taxiways, aprons, terminals) and services (e.g. refueling
and handling). Services can be provided directly by the airport, or
subcontracted to private companies. Passengers are considered to
be especially airline clients but they are also direct clients of air-
ports as they must be processed before/after their flight. The range
of non-aeronautical services depends on the airport size and type
and they usually include shops, restaurants and bars providing ser-
vices to the passengers, visitors and employees and bringing rev-
enues to the airport. Needs and wants of airport customers can be
conflicting: for example, passengers prefer short connections times
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between flights, while shop keepers would prefer passenger long
dwell times in the terminal to increase their sales potential.

The revenues of an airport are usually split into aeronautical
revenues and non-aeronautical revenues [11]. The aeronautical
revenues are linked with the aeronautical activities of passengers
and aircraft, and the non-aeronautical revenues are all other rev-
enues. However, these can be further split into two groups: revenues
from service providers located at an airport, providing services
either to the airlines or to the passengers; and revenues from activ-
ities the airport has diversified in order to use its expertise [12].
Those could be for example consultancy or management services.
The strategies of specialization will aim at developing the aeronau-
tical revenues, whereas the strategies of diversification will have the
objective of increasing the non-aeronautical revenues.

2.1.2 Strategies of specialization

Strategies of specialization are focused to develop airport aero-
nautical activities. Some could be related to aeronautical infrastruc-
ture, while others will aim to increase service levels, or improve the
communication or marketing towards clients [13].

Concerning the airport infrastructure, examples are:

e Increase of the runway capacity by extending the existing runway
and/or building a new runway and/or other investments in the
airport movement areas (for example taxiways system comple-
tion, apron expansion).

e [nvestment in passenger terminal capacity by building a new ter-
minal, extending existing ones or processing technology improve-
ments.

e Investment in freight terminal capacity by improving technology,
building a new terminal or extending existing ones.

e [nvestment in a low-cost terminal to enable differentiation of the
airport service level quality.

Strategies of specialization centered on quality improvement can
include:

e Improvement of airport accessibility via bus shuttles, car parking,
road and/or rail infrastructure (which often requires financial
support from the region, town, etc.).

o Investment in terminal infrastructure to improve the efficiency
of aeronautical services (e.g. luggage transfer and passengers
flows).

e Development of intermodality with a high-speed rail interconnec-
tion (which requires financial support from the country, region,
town, etc.).

Finally, policies towards customer could include:

e Development of commercial policies to airlines (e.g. lower pas-
senger taxes to airline opening new lines, reaching a certain
level of traffic at the airport, lower taxes on subsidized routes
and lower taxes for transit passengers).

e [nvestment in publicity, communication and marketing towards
airlines (market research, advertisement) or towards passengers
(advertising the region’s attractiveness, ...).

2.1.3 Strategies of diversification

A diversification strategy of a company consists in developing
activities not related to the core businesses. This strategy can result
in reduction of a firm’s exposure to a risk. Indeed, if its core busi-
ness is affected by a crisis, the company can still generate profits
through different strategy. For airports, strategies of diversification
aim to develop the non-aeronautical activities. They are consid-
ered increasingly important to stabilize and balance the airport
economy.

These diversification strategies mainly aim at:

e Improving the financial results by increasing non-aeronautical
revenues with the development of commercial activities.

e Diversifying the financial risks by investing in other airports or
other economic sectors.

e Finding a way to allocate the airport’s capital elsewhere than in
the airport capacity when the potential of capacity growth of
the airport is low.

e Offices or land rental.

The most common diversification strategy is the development
of commercial activities by increasing the areas for shops, restau-
rants, car rentals, etc., at the airport. The strategy of diversification
concerns the development of services to the airport passenger inde-
pendently of the airlines (lounges, wireless internet, trip planner
websites...) [14]. The objective is to increase revenues and to
indemnify the loyalty of passengers toward airports. This type of
strategy improves revenues, but does not reduce the risk exposure,
as the revenues are still closely linked to the number of passengers
attracted by the airlines. In case of a traffic decrease, these revenues
will also be impacted. These strategies are applicable to any airport,
even small ones. Other strategies of diversification of midsize or
large airports consist in selling the airport know-how to other air-
ports by developing consultancy or management services. Airports
can also invest in other airports or other economic sectors. [15]
These last strategies of diversification however require financial
resources and are therefore generally developed only by large air-
ports.

2.2 Typology of airports

The strategies available to a particular airport depend on its
characteristics not only in terms of current traffic, but also con-
sidering the airport potential with respect to capacity and demand
[16], [17], [18]. The current situation of an airport in terms of
passenger throughput or cargo volume is not necessarily the best
indicator of what the airport could become in 10 or 20 years. Some
airports have grown massively in the past 10 years while others
have not. Analyzing the future evolutions of airport strategies there-
fore requires us to confront the information on the airport traffic
forecasts with other elements.

We are interested in identifying the characteristics of an airport
in terms of its potential: what can explain why a given airport will
develop, while another will not? We are looking at airports from
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the point of view of traffic evolution. To be able to grow, an airport
needs to have ‘good characteristics’ in terms of supply (mainly
capacity) and demand.

2.2.1 Airport capacity

For a midsize or large airport the most important parameter
is always the runway capacity which limits the traffic volume in
peaks. This should be linked with apron capacity, the passenger or
freight terminal capacity, but also airport surface access infrastruc-
ture in case of large airports. Indicators of the airport potential for
growth in capacity relate to the current runway system, apron and
terminal capacity but also to their possibility of future extension.

2.2.2 Airport demand

In order to grow, an airport should have spare capacity, to
accommodate more flights and/or more passengers or cargo, but it
would be of no benefit if there is no demand. Indicators of the
potential for growth of the airport in terms of demand are based
on passenger numbers on incoming/outgoing segments of the
market. Some airports have mostly incoming passengers, leisure or
business, because of some attractiveness of the area. Others have
mostly outgoing passengers and this has to do with different factors,
linked to population wealth in the region (depending on an ade-
quate supply of flights at the airport). Some airports are hubs and
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have an important proportion of connecting passengers for whom
the region around the airport will be unimportant. Last, cargo
demand will have different requirements. Overall indicators of the
potential for growth in demand relate mainly to intrinsic charac-
teristics of the airport region [19].

2.2.3 Airport typology

All indicators of the airport potential for growth in capacity
and demand can then be used to develop a typology of airports
that will be used as a basis for the FAST project. In addition to
the potential for growth in capacity and demand the analysis of
the possible strategies takes into consideration the airport size
according to the ACI airport size typology:

e Small size for airports with no more than 5 million passengers
a year.

e Medium size for airports with more than 5 million passengers
a year and fewer than 10 million passengers a year.

® Large size for airports with more than 10 million passengers
a year.

Our typology of airports is therefore based on three parameters:
the airport size determined by number of passengers, the level of
potential for growth in capacity and the level of potential for
growth in demand. Both levels of potential for growth are decom-
posed into low, medium and high potential levels. Fig. 1 illustrates
this three dimensional typology with examples of airports.
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Fig. [ Illustration of the three dimensional airport typology
Source: FAST project, EUROCONTROL CARE INO project, March 2009
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3. Strategic alternatives and future network
3.1 Method of identification of strategic alternatives

To identify the strategic alternatives for a particular airport
and to make predictions about its future route network evolution
can be broken down as follows:

e Analyses of the past strategies of the considered airport.

e [dentification of the future strategic alternatives of the analyzed
airport according to its position in our typology of airports.

e Identification of a reference airport which has developed past
strategies similar to the future strategies of the considered airport.

e Analysis of the past route network evolution of the reference
airport following the strategy it developed.

e Use of this past route network evolution of the reference airport
to make predictions about the future route network evolution of
the analyzed airport.

3.1.1 Past strategies

The future strategic alternatives of an airport are closely related
to the strategies it developed in the past. These past strategies were
influenced by the airport characteristics and environment. It is
therefore essential to analyze the past strategies of an airport before
being able to identify its future strategic options.
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3.1.2 Future strategies by airport type

The future strategies that can be developed by an airport will
first be significantly dependent on its type. As an example, a medium
sized airport with spare capacity will not behave in the same way
as a large airport with runway capacity constraints [20]. The situ-
ation in terms of demand will also condition the type of passengers
the airport plans to attract (local or foreign? business or tourists?)
but also airline type (traditional or low cost) (see Fig. 2) [21], [22],
[23]. Besides the type of the airport the degree of development of
these strategies will be strongly linked to the level of competition
with other airports, the level of congestion of the airport but also
to the airport ownership and management and the limits of regu-
lation of the airport [24], [4], [25].

Our method of identification of the possible strategies of an
airport therefore comprises three steps: We first identify all the
possible strategies of specialization for particular type of airport,
then all the possible strategies of diversification. Finally, we refine
these strategic options (specialization and diversification strategies)
with other factors: capacity constraints, competition level, regula-
tion type, airport status. As a result, we identify the airport objec-
tives and strategic options at a five to eight year time horizons.

CAPACITY

MEDIUM LOW

- Accessibility improvement

- Commercial policies to
airlines (incentive fees to
use large aircraft)

- Investments in
communication and
marketing

- Investment in passenger
and/or freight terminal
capacity

- Accessibility
improvement

- Investment in a low-cost
terminal

- Commercial

pEMED - Accessibility improvement

fees on hub traffic)
marketing

MEDIUM

terminal capacity

- Commercial policies to airlines (reduc

- Investments in communication and

- Investment in passenger and/or freight

- Investment in a low-cost terminal

- Investment in runway capacity

policies to airlines
(incentive fees to
use large aircraft)

- Accessibility improvement

- Commercial policies to
airlines (reduced fees on
traffic volume)

- Investments in
ommunication and
arketing

- Investment in passenger
and/or freight terminal
capacity

- Investment in a low-cost
terminal

paas————
- Accessibility improvement

- Commerecial policies to airlines (reduced fees on traffic volume)

- Investments in communication and marketing

Fig. 2 Strategies of specialization by airport type
Source: FAST project, EUROCONTROL CARE INO project, March 2009
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4. Conclusion

Airports are essential actors in the air transport market with
a growing role, market stabilizing effect and independence in strate-
gic decision-making. Analyzing the impact of future airport strate-
gies on the evolution of the airport route structure is significant
and could give important clues as to the direction of future devel-
opment of the industry.

This paper describes some aspects of the FAST project, which
developed a new methodology for identification of the future airport
strategies that can be applied to any European airport. In particu-
lar, we demonstrated that while strategies of diversification are
often considered the preserve of large firms, they have been suc-
cessfully applied by (and should be considered by) rather small
airports to stabilize their economy in the years of crises.

The future airport strategies should also put more stress on
avoiding so called ‘curb-to-curb’ approach. Airports should be viewed
as integral part of the regional, national or international transport
infrastructure rather than being perceived as an isolated transporta-
tion system. Quality of airport ground access/egress and level of
airport integration into ground transport network significantly influ-
ences its competitiveness, operations and capacity.

The study researched few airports only. The methodology could
be extended and refined by including more detailed parameters
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and could be extended to all airport types. Airports in the new
European member states could give us different strategic options,
but also to airports with overlapping catchment areas as well as to
the competing hubs, low cost ‘pseudo hubs’ or complementary air-
ports in case of multi-airport systems and/or complementarity
between hub and secondary airports could be researched.

The relevance of the results of our methodology was confirmed
by the Bordeaux airport strategy. In June 2009, three months after
the end of the FAST project, Bordeaux Merignac airport decided
to build a low-cost terminal of 4,000m? which opened in May 2010.
This strategy was fully in line with the results we obtained for Bor-
deaux airport: attracting additional low-cost and securing the loyalty
of passengers in expectation of strong future competition with the
high-speed train in 2016.

Three years after the opening of the Billi, the low-cost termi-
nal, this strategy reveals successful since the airport traffic already
increased by 1 million passengers since 2010, while the impact of
the high-speed train competition in 2016 is expected to reduce the
airport traffic by 800,000 passengers.

To reach the final objective of getting one additional million
passengers by 2016, the airport plan to enlarge by 2,000m?2 the
Billi terminal from 2013.
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