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JUST HOW BAD IS BUSINESS?

The European business aviation sector is in double dip recession. 2012 is not the annus horribilis that 

the industry suffered in 2009, when the bubble burst, and deliveries, pricing and utilisation all plunged.

The fleet has expanded since then, pricing has firmed and utilisation has picked up. But in the year 

to date, almost every month has seen a year-on-year decline in activity. BY Richard Koe

EUROPEAN BUSINESS AVIATION TRAFFIC PATTERN - Europe below 2006 levels

DEPARTURES GAGR 9,6 % -17 %
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he slump was catalysed by the resumption of the Euro crisis in
September 2011. The contagion of sovereign debt crisis which
spread from Greece to Portugal, Spain, then Italy, has brought

business aviation activity to its knees in these regions. Even Europe´s
strongest markets have seen traffic levels fall consistently in 2012.

Recovery still a long way off
As a whole, it´s clear that the European market´s slow and tentative re-
covery from 2009 has run out of gas. Business aviation deliveries and
activity historically lagged the GDP cycle by 12-18 months. With the EU´s
economic issues seemingly still intractable, Eurozone GDP recovery is a
long way off. It is difficult to find a clear sky forecast for the business
aviation industry right now.
Comparing the current moribund market with its activity peaks of the
last 5 years, it´s striking how far European business aviation activity has
fallen. This perhaps says as much for the overheated pre-crisis market
as it does for the severity of the on-going recession. Within Europe, we
can now see that business aviation is amongst the worst affected indus-
try sector victims of the financial crash.
The scale and longevity of this crisis have had serious repercussions
beyond the industry. A study by Price Waterhouse Coopers of the contri-
bution of business aviation to the European economy in 2008 identified
almost ¤20bn in direct, indirect and induced value.  Taking business avia-
tion as a proxy for overall value generation, the cumulative shortfalls
since 2008 imply a loss of some €8bn.

Pattern of decline
The pattern of decline in activity in 2012 differs regionally. The ́ Club Med´
economies worst hit by the Euro crisis have predictably suffered most
declines. Even the more robust large economies have seen usage fall in
line with their stagnating growth prospects. Smaller markets in Eastern
Europe have fared comparatively better.
The stand-out slump in business aviation activity has been in Italy. Ill-
conceived and discriminatory taxes on the usage of private jets were le-

gislated at the start of the year, directly causing operators and users of
business aviation to minimize operations in Italian territory. So far this
year, more than 750 departures have been lost every month, compared
to 2011. The damaging, if unintended, result of regulatory and economic
policy will continue to add to the negative impact of economic recession
elsewhere too. France, Europe´s largest business aviation market by ac-
tivity, is bound to suffer from the emigration caused by punitively high
taxes on high earners. And at a European level, business aviation opera-
tors are decrying the burden of new levies such as Emissions Trading,
which enters force in 2014.
Turkey is the conspicuous large market to grow year on year, reflecting
its still emerging economy and importance as a trade gateway to and
from Europe. Ukraine has also posted impressive growth, with its hos-
ting of Euro 2012 providing the spike in activity. The UK industry had li-
kewise anticipated a surge in business jet usage over the summer. This
did not materialise, but the 25% lift in traffic during the Games certainly
mitigated the slowdown in activity through the other months of the year.
The varying performance of Europe´s regional business jet markets is,
by and large, reflected in the ranking of airports by business jet traffic
frequency. Important business aviation hubs in the crisis-rocked Euro
periphery have lost significant traffic.
Almost all the leading airports are handling fewer flights than in 2011.
In the first two quarters of 2012 Nice stands out as a strong leisure des-
tination (with significant incoming traffic from Moscow) and Biggin Hill
as a key business hub (mostly within Western Europe). Biggin Hill also
benefited along with other London airports from Olympic traffic in the
third quarter of 2012.
In terms of ´mission profile´, the UK Olympic traffic was split 2/3 char-
ter 1/3 private (which includes fractional and government flights).
Across the European market and year-to-date, the distribution between
private and charter flights is more even, but shifting from private to
charter. This may well indicate the willingness and even necessity for
aircraft owners to procure a commercial certificate in order to find char-
ter revenues to mitigate ownership costs.
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Hybrid fortunes
There have been discernible differences in the recession´s effect on
aircraft categories. This year, 2012, demonstrates the hybrid fortunes
of heavy and light jet sectors, with the largest executive aircraft more
successful at retaining their customers than their small-mid size
peers. This has been a consistent trend of the downturn and it un-
derlines the contrasting resources of the two broad user groups cor-
responding to large and small-mid size aircraft: high net worth
individuals and large corporations maintain the credit worthiness
and liquidity to use jets frequently, whilst the small and medium
sized enterprise and entrepreneurs have more limited ownership op-
tions and more immediate business challenges.
The wealthiest individual and larger corporate jet users have a mar-
ked preference for heavy and long range aircraft. This reflects per-
sonal preferences for prestige and comfort, and predictable business
requirements for intercontinental travel. These are the business avia-
tion needs which have bolstered the fortunes of the large executive
aircraft manufacturers – Gulfstream, Bombardier and Dassault.
The more numerous users of business jets in Europe, the SMEs and
entrepreneurs, fly privately whenever there is a strong business case
to do so. This is the core ad hoc charter market, with marked prefe-
rence for the small cabin aircraft and the best operating economics.
Flying on a case by case basis, this customer´s usage is extremely
sensitive to changing economic circumstances. Europe´s double dip
recession in 2012 has undoubtedly hit this sector hard. This explains
the negative performance of the leading small-mid size aircraft ma-
nufacturers such as Hawker Beechcraft and Cessna.
The beneficiaries of the more restrictive executive charter budget
have been the very light jets (VLJs). This sector has achieved consis-
tent quarterly growth since the market´s down cycle began. The suc-
cess of new market entrants such as the Citation Mustang and
Embraer Phenom 100 indicate that traditional light and even medium
jet users are increasingly willing to trade larger cabins for better eco-
nomics. For the typical business executive´s 1-1.5 hour flight, these
aircraft are highly effective productivity tools.

Shifting preferences
The way in which business aviation users have responded to economic
circumstances by shifting their aircraft preferences is broadly similar
in both US and European markets. In the US, the super mid-size cate-
gory, including aircraft such as the Citation X and Gulfstream 200, have
lost out whilst mid-size aircraft have gained some ground and VLJs have
achieved impressive growth.
The VLJ gain in Europe is less substantial, and the losers include heavy,
super-mid and mid-size categories, but the overall shift towards
“value” is the same. In both markets, the ultra long-range category has
sustained its traffic. As in Europe, the wealthiest individuals and largest
corporations are still flying privately.

US versus Europe
The US business aviation market is just as stagnant overall (2%-3% down
year on year, YTD), but has more depth and viability than its European
counterpart. Primarily, its supply side is more robust, with numerous ope-
rators managing dedicated fleets of 20 or 30 aircraft. Fleets of this size
enable economies of scale to rationalize operating costs, increase mar-
keting scope and compete on price.
In Europe, a fleet size exceeding 20 aircraft signifies a very large operator.
There are some 2,400 business jets and close to 1,000 operators. Besides
a handful of leading players, most operators manage fleets of 2 to 3 air-
craft. Moreover, most aircraft are managed on behalf of the owner, so can-
not be dedicated to charter. This highly fragmented European supply side
is a significant drag on the industry´s competitiveness. Without econo-
mies of scale, most operators are obliged to package high fixed costs into
each aircraft´s charter pricing. Without full control of the aircraft, they can
only offer limited availability. Without size and resources, they need to
rely on a large intermediary network of brokers to find customers.

Operator consolidation
The answer to these problems appears to be operator consolidation. With
the Eurozone crisis continuing to suppress demand for business aviation,
the pressure for this consolidation should only increase. At current levels
of fleet utilization, it´s clear that business jet charter is not a profitable
business. Yet if there were half the number of operators, costs could be
rationalized and services more effectively promoted and priced.
So far, however, little operator consolidation has taken place. This may
be because the principal shareholder of most operators is the aircraft
owner, whose appreciation of chartering is that it should offset owner-
ship costs, rather than make a profit. This model stays intact, even if,
as shown, third party usage continues to recede.
Only those operators with their own fleet are being tested on the sus-
tainability of genuine executive aircraft charter, or “air taxi” business
model. This should be the model for the healthy future of the business
aviation industry, as demonstrated by a number of operators in the US.
As yet, the story of 2012 is that European business aviation has not yet
found a way to arrest its decline. ❚
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