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1. INTRODUCTION

1.1 Purpose of the Study

The purpose of this report is to study the development of the air
transport sector in the ESCWA region. This includes an assessment of the
present situation, identification of major problems, projection of future
trends and prospects and formulation of conclusions and recommendations.

The significance of this study stems from the fact that it comes at a
time when various States and airlines in the region are reviewing their
performance and revising their future plans in the 1light of the changing
circumstances. It is hoped that this study will provide the States and
airlines with an overall review of air transport developments and trends in
the region to help them in the process of formulating their future plans and
policies.

1.2 Scope of Study

This study concerns itself with the development of international air
transport in the ESCWA region, which encompasses 13 States: Bahrain, Egypt,
Iraq, Jordan, Kuwait, Lebanon, Oman, Qatar, Saudi Arabia, the Syrian Arab
Republic, the United Arab Emirates, Yemen Arab Republic and Democratic Yemen.
It will discuss in sufficient detail the various aspects of the air transport
industry including commercial international airlines, international airports,
characteristics of passenger and cargo traffic flows, economics of operation
and air transport regional co-operation. It will also review future trends
and prospects with particular reference to the possibility of implementing
certain projects and policy measures pertaining to the future development of
air transport in the region. The study will be confined to international
operations due to their predominance in the region's air transport system and
to the regional nature of the study.

1.3 Study methodology

The study involves, in the initial stages, the collection of a wide data
base on the development of air transport operations in the ESCWA region,
together with supporting information on economic, demographic indicators and
world air transport statistics. Statistical data pertaining to air transport
operations were obtained either directly from the airlines or airport
authorities or through the statistical digests of the International Civil
Aviation Organization (ICAO), International Air Transport Association (IATA)
and Arab Air Carriers Organization (AACO). Economic and demographic data were
obtained from the publications of regional organizations including ESCWA and
the Arab League as well as the Statistical Yearbooks of various States.

Missing information was estimated whenever possible; in some cases the
complete absence of data, as in the case of airport financial data, confined
the analysis of conceptual issues. Restrictions on the release of detailed
information on the economics of airline operations also limited the carriers
representation in the financial analysis and the amount of data used. 1In



2
addition, field trips were made to certain countries in the region in order to
obtain the maximum information and to closely observe the actual problems and

developments in various aspects.

1.4 Duration of Study

This study was carried out during the period February to June 1987.
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2. GENERAL BACKGROUND ON AIR TRANSPORT IN WESTERN ASIA

2.1 Geographical and strategic position

The important geographical position of Western Asia at the crossroads of
three continents has always given this region a special strategic
significance. Since the early years of air travel, the airlines of major
colonial powers used certain points in the region as convenient intermediate
stops for their flights which linked their home countries with their overseas
colonies for economic, military and political reasons. This activity helped
to develop air transport infrastructure in the region long before the
establishment of most West Asian airlines. The possibilities of developing
commercial air services in the region were also improved by the religious
importance of Western Asia as the place of origin of Islam, Christianity and
Judaism. The numerous historical and religious sites attracted large numbers
of worshippers, archaeologists and other tourists from all over the world.

The important position of Western Asia was further enhanced by the
discovery of o0il, which changed the concentration of economic activity in the
region. Vast o0il revenues had a great impact on the economic development and
consequently on air traffic growth in the region. The development projects
attracted hundreds of thousands of migrant workers to the region and led to a
large increase in imported goods which favourably influenced the movement of
passenger and cargo by air.

2.2 Demographic features of the region

The ESCWA region encompasses 13 States as enumerated in section 1.2
above. It covers an area of about 4.7 million square kilometres or 3.6 per
cent of the world's total land area. The respective areas of various States
vary significantly and range from less than 1,000 square kilometres as in the
case of Bahrain to more than 2 million square kilometres as in the case of
Saudi Arabia (table 2.1).

The population of the region amounted to almost 108 million inhabitants
in 1985 or some 2.1 per cent of the world's population. As shown in table
2.1, the size of the population in most countries is relatively modest and
eight States have a population of less than 4 million inhabitants each. The
smallest in population is Qatar with only 301,000 inhabitants while Egypt has
the largest count with more than 47 million inhabitants, accounting for almost
45 per cent of the region's population, followed by Iraq, Saudi Arabia and the
Syrian Arab Republic. Average rate of pgrowth of the region's population is
3 per cent, which is almost double the world's average.

Population density per square kilometre also varies significantly among
the region's States with Bahrain as the most densely populated country
followed by Lebanon. The region's average population density 1is 23
inhabitants per square kilometre compared to the world's average of 38
inhabitants.
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Table 2.1. Major demographic indicators for Western Asian countries, 1985

STATE AREA POPULATION DENSITY POPULATION

(000)5GKM (000) PER/SQKM GROWTH %
BAHRAIN 1 431 624 2.7
EGYPT P25 47191 47 2.6
IRAQR 438 15676 36 3.4
JORDAN 98 3509 36 3.7
KUWAIT 18 1786 ?9 3.3
LEBANON 10 2668 267 2.0
OMAN 21e 1228 6 3.1
FATAR 11 301 27 2.5
S.ARABIA 2150 13222 6 3.1
SYRIA 184 10581 38 3.9
U.A.E 78 1312 17 2.3
YEMEN (N) 195 7603 39 2.7
YEMEN (8) 333 2124 6 2.9
TOTAL 4723 107632 23 3.0
WORLD 131000 4918558 38 1.6

SOURCES :(1) ARAB LEAGUE , ALTARGREER ALIKTISADI
ALARABI ALMUWAHAD, 1983
(ARAB ECONOMIC UNIFIED REPORT)
(2) STATISTICAL YEARBOOKS OF VARIOUS STATES
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The recent economic boom in the region has attracted foreign labour and
influenced the demographic features of Western Asia. The execution of
ambitious development projects in oil producing States resulted in a sizeable
influx of migrant workers, mainly from other countries in the Arab world, and
an increase in their ratio to the indigenous population. The size of the
foreign labour force in major oil producing countries is large in comparison
with the size of population. It is believed that more than 4 million Arab
nationals are residing permanently, either on a long- or short-term basis, in
the Gulf States and Saudi Arabia. They include almost two million Egyptians,
one million Yemenis, and about 800,000 Palestinians, Jordanians, Syrians and
Lebanese. 1In addition to Arab workers, there is a sizeable Asian work-force
estimated at 1.3 million of which 800,000 workers come from the Indian
sub--continent (India, Pakistan and Bangladesh), while the remaining work force
includes workers from the Republic of Korea, Sri Lanka, the Philippines,
Thailand, Indonesia and China. Migrant workers constitute almost half of the
work-force in Saudi Arabia and Oman and more than two thirds of the work-force
of the Gulf States. The movement of those workers, some with families, to and
from their home countries provides a major source of air traffic in Western
Asia.

2.3 Economic features and recent trend

Air transport development in Western Asia took place amidst favourable
economic conditions. The region, considered as one of the richest regions in
the world, enjoys a wealth of oil which brought about major changes in the
pattern and pace of economic development in both o0il producing and non-oil
producing countries of the region. The development efforts concentrated on
building up economic and social infrastructure and improved the standard of
living.

The wealth is unevenly distributed among West Asian countries. As shown
in table 2.2, the per capita income varies greatly among States and ranges
between $378 per annum for Yemen to as high as $21,063 in the case of the
United Arab Emirates. However, the region in general enjoys a relatively high
per capita average when compared with other developing countries. 1In terms of
international trade, the region remains a net exporter with an average
export/import ratio of 1.07, down from 2.50 achieved in 1980. But as in the
case of the per capita income the export/import ratio varies significantly
among various countries with an obvious advantage for major oil exporting
countries. The contribution of the transport and communication sector to the
GDP of the ESCWA region averaged 6.5 per cent in 1985 and varied among member
States.

For major economic indicators, a distinction can be made between three
groups of countries in the region:

(a) Gulf Co-operation Council (GCC) member States (Bahrain, Kuwait,
Oman, Qatar, Saudi Arabia and the United Arab Emirates). This group of
countries has the highest per capita income. Although its population forms
only 15 per cent of the population of the ESCWA region, its share of the
region's GDP amounted to as much as 58 per cent in 1985. States included in
this group are enjoying a favourable export/import ratios ranging between 1.1
for Bahrain and 2.95 for Qatar. The importance of oil revenue is manifested
by the relatively high share of the mining sector in GDP as shown in table 2.2.
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(b) Countries with diversified economics including Egypt, Iraq, Jordan,
Lebanon and the Syrian Arab Republic: This group of States has a lower level
of per capita income than the previous group but has more diversified economic
structure. Industry and agriculture form a significant part of GDP while the
share of the mining sector is much smaller than that of the GCC countries.
Although most of the countries included in this group are producers of oil,
they managed to develop a diversified output. However, they have, with the
exception of Iraq, an unfavourable export/import ratio. These countries are
the most populated and more developed in terms of human resources and
infrastructure which enables them to export their skilled and unskilled labour
to GCC countries and, to a lesser extent, to the least developed countries.

(c) The least developed countries: This group includes two States: the
Yemen Arab Republic and Democratic Yemen. These two States have the lowest
level of per capita income in the ESCWA region and rely heavily on foreign aid
and the remittances of their migrant workers.

The three groups are closely linked through the flow of financial and
human resources within the region which helps to develop the economies of
various countries.

The wealth of the region came under tremendous pressure during the past
four years following at first fluctuations in oil prices which eventually
turned into significant drops in o0il production and prices. The situation was
further aggravated in 1986 by a sharp decline in oil prices, the greatest
since 1973. During the period January to December 1986 the US dollar price of
crude declined by almost 54 per cent and by more than 62 per cent in terms of
deutsche marks and Japanese Yens.l/ This has adversely influenced o0il
revenues and consequently the GDP of o0il producers in the ESCWA region. A
recent survey by ESCWA2/ revealed that GCC countries have recorded negative
growth rates in their GDP in 1986, including those who have previously
recorded steady growth. As shown in table 2.3 below, the sharpest GDP decline
was recorded by GCC countries but other countries were also adversely affected.

Table 2.3. GDP growth rates in the ESCWA region

At current prices At 1980 constant prices
Country group 1985 1986 1985 1986
GCC countries -7.50 -10.67 -6.36 -8.36
Diversified economies 7.68 -0.42 3.79 0.67
Least developed countries 10.18 -0.1 3.88 2.85
Total ESCWA countries -1.50 -6.25 -3.99 -6.03

Source: Economic and Social Commission for Western Asia, Survey of Economic
and Social Development in the ESCWA region, 1986.

Note: Above figures based on preliminary data and ESCWA estimates.

1/ Economic and Social Commission for Western Asia, Survey of Economic
and Social Development in the ESCWA region, 1986.

2/ 1Ibid.
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The decline in GDP was a direct result of a drop in the mining sector
whose share of GDP declined from 28.1 per cent in 1985 to 22.6 per cent in
1986. The drop in the mining sector has also influenced the non-oil producers
through a decline in financial aid and job opportunities for migrant workers
in major oil producing countries. Apart from the decline in o0il revenue, the
region was also affected by the Gulf war and the persistent military and
political disturbances in Lebanon. Both events have serious consequences on
the economy of the region and led to a continuous depletion of human and
material resources.

The air transport sector, which previously enjoyed periods of remarkable
prosperity, was adversely influenced by the unfavourable economic and
political conditions. The slackening of economic growth, and eventually the
drop in GDP reduced the movement of various types of traffic including
businessmen, migrant workers and tourists which together form the bulk of the
region's air traffic movement.

2.4 Availability of other modes of transport

The rapid economic development in the ESCWA region was accompanied by an
equally rapid development in the transportation infrastructure and
institutions. The expansion of the transport sector was considered as an
important prerequisite for industrial development which was strongly
emphasized by the development plans of various States in the region. The
strategic location of the region has also helped to promote the development of
various transport modes.

2.4.1. Road transport

The development of international highways has received high
priority in the ESCWA region during the past decade. The pace of development
in this sector is among the highest in the world reflecting the importance of
road transport to the economies of the region. The present road network
provides the ESCWA members with extensive links within the region and
facilitates the link-up with European highway networks. According to table
2.4, the length of the region's road network in 1985 amounted to 177,207 km of
which 55.1 per cent were paved. Major highways across the region are used by
international traffic which grew significantly in recent years. The
establishment of road traffic streams between the region and European
countries has also helped to develop road haulage fleets. According to ESCWA
conservative estimates, the increase in road vehicles and equipment during the
past decade was up to 266 per cent.l/

The dependance on road transport increased during recent years and some
countries set up joint ventures in land transport. The Iraqi/Jordanian and
Syrian/Jordanian land transport companies are two examples of co-operation in
land transport business within the region.

1/ Economic and Social Commission for Western Asia, Survey of Economic
and Social Development in the ESCWA Region, 1986, p. 167.
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The region's co-operation in surface transport was also extended to
include the establishment of strategically important new links between the
countries of the region. Access to Egypt from the main body of the ESCWA
region was made easier through co-operation between Egypt and Jordan in the
operation of a direct ferry service between the ports of Aqaba and Nuweiba on
both sides of the Gulf of Aqaba. The other important link is the 25 kilometre
causeway linking Saudi Arabia and Bahrain at a cost of almost 1 billion
dollars. The link which was opened to traffic in November 1986 has integrated
Bahrain's transport network with the road networks of the ESCWA region and
through international highways to other ports of the world.

2.4.2 Railways

Railway networks in the ESCWA region are relatively limited in length
and cover six member countries (Egypt, Iraq, Jordan, Lebanon, Saudi Arabia and
the Syrian Arab Republic). With the exception of Saudi Arabia, all networks
in the region were built by foreign powers before or at the turn of the
century to secure their communication lines. The development of railway
networks during the past decade was not as rapid as that of other modes of
transport.

This is believed to be primarily due to the high capital cost involved
and the rapid development of road networks which have more appealing
characteristics. As shown in table 2.4, railway network lengths vary among
countries with the largest network in Egypt and the smallest in Lebanon.
Total railway network lengths of the ESCWA member States amounted to 9,761
kilometres in 1985.

However, some countries in the region have developed their railway
networks in recent years on an individual basis in the absence of regional
co-ordination. They have also planned future projects involving new
construction, track doubling and the purchase of rolling stock. For example
Saudi Arabia is planning to start a series of ambitious projects which could
see the construction of 3,878 km by the year 2000. They include rail
connections to Makkah and Madinah and a line along the Red Sea coast from
Jeddah to Tabuk which could eventually be incorporated into a revived Hidjaz
link to Jordan and the Syrian Arab Republic.l/

2.4.3 Maritime transportation

Sea transport has always been an important mode in the ESCWA
region due to its unique location on four major sea fronts; the Mediterranean,
the Arab Gulf, the Red Sea and the Gulf of Aden, and the Arabian sea in the
Indian Ocean. All member States have their own national sea outlets and none
is land-locked. The number of ports in the region is 79 with 32 ports
handling regular international traffic. These ports are used as major
export/import outlets for the region and have been developed extensively
during the past two decades.

1/ Arab Transport and Shipping 1986, p. 139.
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The region's merchant fleet also grew remarkably during the past decade
following the o0il boom. The total tonnage of this fleet amounted in 1985 to
13,757 thousand deadweight tons (DWT) representing 2.3 per cent of the world's
total fleet. As shown in table 2.4, Saudi Arabia is dominating the region's
fleet capacity followed by Kuwait and the fleets of the two countries account
for more than 60 per cent of the region's fleets.

The recent reduction in o0il output together with the recession in world
shipping adversely affected some countries in the region which had to sell or
break-up a part of their fleet particularly tankers. As a result the United
Arab Emirates decreased their fleet in 1985 by 24 per cent, Jordan by 18 per
cent and Saudi Arabia by 3 per cent.

2.4.4 Effect on air transport

The development of other modes of transport had a limited
competitive effect on air traffic growth. Despite the construction of
extensive road networks, passenger air traffic continued to grow at impressive
rates owing to the advantages of time saving and convenience. As for cargo
traffic, air transport maintained its comparative advantage in the carriage of
urgent consignments, small parcels, valuable commodities and perishable
goods. There was some competition to air transport in the carriage of
perishable products coming from the refrigerated transport known as '"reefer
containers"™. Combined transport of cargo by air and sea was developed in the
region during the past few years and helped to enhance the status of air
freight. Improvement in aircraft characteristics and capacity and the
operation of all cargo aircraft improved the competitive advantage of air
freight. The aircraft became more capable of accommodating different types of
goods especially with the introduction of containerization and palletization.

2.5 Role of air transport in the region

Air transport has played an important role in the economic, social and
cultural development of the ESCWA region. Since the early days of the
economic boom of the 1970s, air transport was found to be the most appropriate
mode for rapid development which requires speedy transportation of goods and
expertise. The availability of air transport resulted in an increase in
business activities, and technical communication became speedier and easier.
It was also found that the time involved in bringing a new air transport
system into operation is much less than the time needed to develop other modes
of transport such as roads and railways.

Air transport also encouraged the movement of people within the region
and within the same country in cases of scattered urban centres and rural
areas, as in the case of Saudi Arabia, where time saving is sufficient to
justify a trade-off against higher cost. Even in cases where distances are
relatively short, people prefer to travel by air because of the inconveniences
of travelling by surface modes in desert terrain and severe weather
conditions. The time saving and convenience of air transport, induced many
people to travel by air rather than not travelling at all.

The development of air services helped to achieve a timely movement of
workers employed in various development projects. 1t also provided unlimited
tourism opportunities for the region's high-income groups and encouraged
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foreign tourists to visit West Asian countries that are rich in tourist
attractions.

The development of regular and frequent air services induced business
travel and contributed to the improvement of the general circulation of
persons and goods which resulted in an increase in productive efficiency. It
also facilitated the transportation of perishable goods, such as agricultural
products to/from and within the region.

Oon the other hand, the establishment of a flag carrier enhances economic,
cultural and political relations among various countries. Although national
carriers in the ESCWA region, and in most other parts of the world, are
considered as symbols of national prestige, they have in many cases a positive
influence on their respective countries balance of payments. Some airlines in
the region also contribute positively to their country's trade by accepting
low-rated cargo, such as agricultural products, in order to strengthen the
exporting power of their country.
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3. COMMERCIAL AIRLINES OF WESTERN ASIA

3.1 Introduction

The first commercial airline in the ESCWA region was founded as Misr
Airwork in May 1932 by the Misr Bank of Egypt and Airwork Limited of the
United Kingdom. The bank held 85 per cent of the shares and Airwork 10 per
cent while 5 per cent were held by private individuals. The airline started
domestic operations in July 1933 with a route extending from Cairo to the port
of Mersa Matruh via Alexandria.l/ The first international service was
operated in 1934 to Lydda and Haifa in Palestine and services to Cyprus and
Baghdad were added two years later.

In 1934, an airline was established in Palestine which operated its
services to major traffic centres in the region including Cairo and Beirut.
New destinations were added while some services were suspended after a short
time due to insufficient traffic or shortage of flight equipment.

Shortly after the Second World War, Misrair intensified its operations
within the region and started operating interregional scheduled services to
Iran, Greece, Turkey and Switzerland. At the same time, new airlines were
established in Lebanon, Iraq, the Syrian Arab Republic, Jordan and Saudi
Arabia. The then infant airlines operated short- and medium-haul regional
routes before attempting to expand to interregional routes.

In the early 1950s Lebanon rose quickly to become a major commercial
centre in the region. At that time, three airlines were based in Lebanon
operating complex routes extending to various Middle East destinations as well
as to Paris, Brussels and West Africa. Meanwhile, the route networks of other
West Asia carriers were expanded throughout the region with interregional
services operated to major west European destinations such as London,
Frankfurt, Rome, Paris, Athens and Geneva as well as to India and Pakistan.

The discovery of o0il and the successive increase in production and prices
changed the concentration of economic activity in the region and enhanced the
importance of the new major traffic centres such as Bahrain, Kuwait, Dubai and
Abu Dhabi. Traffic growth was accelerated by the economic prosperity brought
about by the growth of o0il revenues. The route systems of the region's
airlines were rapidly expanded in order to satisfy the growing demand and to
take care of the fast developing relations with the rest of the world.

3.2 Establishment and ownership

Apart from Egypt Air, previously known as Misrair, most of the present
scheduled West Asian airlines were established shortly after the Second World
War. The remaining airlines were formed between 1962 and 1974 either to take
over services previously operated by privately owned airlines (Royal Jordanian

1/ R.G. Davis, A History of the World Airlines, Oxford University Press,
London 1964, p. 61.




~14-

and Gulf Air) or to establish for the first time national air services (Yemen
Airway and Alyemda). As shown in table 3.1 the latest scheduled airline to be
established in the region 1is Emirates Airlines which took to the air on
October 25, 1985 with commercial flights from Dubai to Karachi and Bombay.

Nine out of the twelve scheduled international airlines based in the
region are totally owned by governments. The two Lebanese airlines are
privately owned while the Government of the Yemen Arab Republic owns 51 per
cent of the share of Yemen Airways and the remaining shares are owned by Saudi
Arabia. Gulf Air is jointly owned by the States of Bahrain, Oman, Qatar and
the United Arab Emirates.

3.3 Fleets

At the end of 1985, the twelve scheduled airlines of the ESCWA region
operated a total of 221 aircraft representing 5 per cent of the world fleet.
This compares favourably with 169 aircraft in 1980 forming only 4.1 per cent
of the world fleet. As shown in table 3.2, fleet sizes vary considerably
among different airlines ranging from only two aircraft as in the case of the
newly formed Emirates Airlines to as much as 72 aircraft for Saudia,
representing almost 33 per cent of the region's fleet.

Nine airlines operate a total of 102 wide-body aircraft representing 47
per cent of the total fleet. Meanwhile Boeing aircraft of various models
appear to be dominating the region's fleet with a total of 143 aircraft
forming 65 per cent of the fleet. The five most commonly operated aircraft
types are: Boeing 737 with 39 aircraft operated by six airlines, Boeing 707
with 38 aircraft operated by eight airlines, Lockheed L1011 with 36 aircraft
operated by three airlines and the Boeing 747 with 34 aircraft operated by
eight airlines and finally the Airbus with 29 aircraft operated by four
airlines. Saudia owns the largest fleet of Boeing 737 (19), Boeing 747 (17),
Lockheed L1011 (17) and Airbus (11).

The operation of a relatively large number of wide-body aircraft
indicates a positive development in operational requirement and an increase in
traffic density. The wide-body equipment enabled a large number of the
region's airlines to introduce a three-class service on an increasing number
of routes to cater for the needs of different types of traffic and face the
competition from more developed carriers.

The composition of the region's fleet as described above indicates that
the West Asian airlines have succeeded in their efforts to modernize their
fleets. This effort seems to be a continuous process as the airlines have now
to look for suitable replacement of the relatively older equipment such as
Boeing 707, Boeing 720 and DC-8 aircraft which, effective January 1988, will
no longer be cleared to fly over Europe because of enforcing new noise

regulations. This will force the airlines to phase out these types of
aircraft or alternatively install a "hush kit" for the engines at an estimated
cost of $2.5 million per aircraft. It is believed that the airlines will

choose to phase out a large proportion of these older types because of the
high cost of operation and maintenance.
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International scheduled airlines of Western Asian
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A recent study conducted by the Arab Air Carriers Organization (AACO)
indicates that during the period 1987-1995, some 51 jet aircraft are expected
to be added to the fleets of Arab carriers with the exception of Egypt air and
Air Algerie.l/ The ESCWA region airlines requirements amounts to 37
aircraft representing 72 per cent of the total fleet requirement of Arab
carriers.

3.4 Manpower

In 1985, the scheduled international airlines of the region employed a
total of 70,483 persons representing 7.5 per cent of the total employment of
IATA member airlines. As shown in table 3.3 below the number of employees
increased by 19 per cent during the period 1980-1985 in comparison with an
increase of only 3.5 per cent in the total personnel of IATA members.

Table 3.3. Employees of Western Asian airlines, 1980, 1985

Total Personnel t Per cent
Airline 1985 1980 change 1985/1980
Saudia 25,546 18,775 +36.1
Egypt Air 11,599 9,682 +19.8
Kuwait Airways 6,240 5,920 +5.4
Iraqi Airways 5,055 5,316 -5.0
Gulf Air 4,924 3,786 +30.0
MEA 4,841 5,553 -12.8
Royal Jordanian 4,581 3,893 +17.7
Syrian Arab Airlines 3,335 2,841 +17.4
Yemen Airways 1,843 610 +202
TMA 1,381 1,887 -26.8
Alyemda 1,138 . 985 +15.5
Region total 70,483 59,248 +19.0
IATA total 939,000 907,156 +3.5

Source: International Air Transport Association, World Air Transport, 1980,
1985.

The above table also indicates that while the number of employees of most
carriers increased at varying degrees during the period in question, three
airlines reduced their total personnel. One of them, Iraqi Airways cut its
employment by 5 per cent while the other two carriers, MEA and TMA, reduced
their manpower by about 13 per cent and 27 per cent respectively due to
unstable political conditions and their adverse effect on the traffic movement
and size of operation.

1/ Arab Air Carriers Organization, Arab Commercial Airline Strategy,
1987-1995, (in Arabic), pp. 30-31.
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The productivity of the labour force of West Asian airlines could be
determined by establishing a relationship between the labour force as an input
factor and the level of total output produced. Table 3.4 1lists labour
productivity figures expressed in terms of available tonne/kilometre per
employee. The list is not confined to the airlines of the ESCWA region but
also includes for comparative reasons selected international scheduled
airlines of similar size and broadly similar operating conditions.

The table indicates great variations in productivity figures achieved by
various carriers. Some West Asian airlines rank highly, with Gulf Air and
Royal Jordanian topping the list. Cyprus Airways comes third followed by
Kuwait Airways and Philippine Airlines.

3.5 Type of services and degree of specialization

The scheduled international airlines based in the ESCWA region comprise
of eleven carriers operating mixed passenger and cargo services and one
all-cargo operator (TMA). Three carriers operate limited all-cargo flights
alongside their mixed services. As shown in table 3.5, scheduled services
dominate the operation of the region's carriers, with 95 per cent or more of
their capacity produced on scheduled flights. The only exception is Egypt Air
with almost 9 per cent of its capacity produced on unscheduled services.

Domestic services are limited in the region and are confined to seven
airlines; Saudia, Egypt Air, Alyemda, 1Iraqi Airways, Syrian Air, Royal
Jordanian and Yemen Airways. Only the services of the first three airlines
are of some significance while the capacity produced on domestic routes of the
remaining carriers constitutes less than 3 per cent of their deployed
capacity. International services dominate the operations of all airlines.
Four airlines operate international services only, while the percentage share
of international capacity of the remaining airlines ranges from 72 per cent in
the case of Saudia to 99.5 per cent in the case of Royal Jordanian (see table
3.5). Specialized services are sometimes operated by subsidiary air transport
companies owned by some of the region's airlines. For example, Royal
Jordanian owns 64 per cent of the shares of Arab Wings, an executive jet
charter company which was founded in 1975 to meet the needs of booming
economic activity and to facilitate the travel of businessmen and government
officials. Royal Jordanian and Iraqi Airways jointly own Arab Air Cargo which
is an all-cargo charter company operating unscheduled services between Amman,
Baghdad and various points in Europe and the Middle East.

3.6 Type of networks

The shape of the route network usually indicates the pattern of services
operated by individual airlines. In some cases routes radiate from the
airline's base to various destinations forming an enclosed circle, while other
routes elongate in one or two directions or radiate from more than one centre.

The route networks of West Asian airlines could be best identified with
reference to the geographical distribution of destinations served by each
airline. Table 3.6 indicates that the services of West Asian airlines are
extended to various regions of the world. The ESCWA and west Europe regions
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Table 3.4. Employee productivity of Western Asian and selected
international airlines, 1985
AIRLINE I TOTAL + ATKs # ATKs/EMPL.
IPERSONNEL  (000) (000)
GULF AIR* i 4924 1092873 221.9
ROYAL JORDANIAN¥* | 4581 232351 203.5
CYPRUS AIRWAYS | 1460 266529 182.6
KUWAIT * | 6240 1120590 179.6
PHILIPPIEN ! Q622 1666425 173.2
SAUDIA* | 29546 4169394 163.2
ROYAL AIR MAROC | 4103 586770 143.0
OLYMPIC | 12102 1596413 131.9
AIR MALTA | 1140 143500 125.9
ETHIOPIAN A/L [ 3285 347464 105.8
AIR INDIA | 17582 1852299 105.4
EGYPT AIR% | 11599 10592023 ?1.3
IRARI * | 50535 441000 87.2
THY TURKISH | 7243 626161 86.5
P.I.A | 19436 1626928 83.7
KENYA AIRWAYS | 2753 225212 81.8
AIR ALGERIE | 7060 550854 78.0
YEMEN AIRWAYSH* | 1843 135562 73.6
ALYEMDA* | 1138 75482 66.3
LOT | 6246 414133 66.3
MALEV l 4066 243967 60.0
SYRIAN* | 3335 193877 58.1
M.E.A * | 4841 274112 S56.6
L.IBYAN | 4880 276304 S56.6
|

+ AT 31/12/1985

# AVAILABLE TONNE KILOMETRES
* AIRLINES BASED IN ESCWA REGION

SOURCE : 1ATA |,

AIR

TRANSPORT WORLD
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Table 3.5. Type of services operated by Western Asian airlines
percentage share of international and
scheduled capacity*, 1985

AIRLINE | SCHEDULED INTERNATIONAL ALL CARGO
1ATKs (%) CAPACITY (%) CAPACITY (%)
ALYEMDA | 96.0 85.0 -
EGYPT AIR | 1.1 3.2 -
EMIRATES | 100.0 100.0 -
GULF AIR [ 100.0 100.0 -
IRARI AIRWAYS + | ?7.0 97.5 -
KUWAIT AIRWAYS | 99.6 100.0 6.1
M.E.A | 52.0 100.0 -
ROYAL JORDANIAN | 98.5 ?9.5 5.0
SAUDIA | 95.5 72.0 12.2
SYRIAN AIR | 96.5 9.1 -
YEMEN AIRWAYS | 9.4 98.4 -
WORLD ¢ IATA ) | Q6.6 64.0 -

#* CAPACITY EXPRESSED INTERMS OF AVAILABLE TONNE -KILOMETRES
+ ESTIMATED
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stand out from the rest as the most important in terms of numbers of
destinations served followed by the Asian region. The geographical
distribution of destinations served also indicates great variations in stages
flown within each route network. Airlines seem to be operating a set of
short- and medium-haul routes 1linking their home bases with various
destinations within the region, and another set of intercontinental routes of
longer stage lengths.

Such route structure requires aircraft of different ranges to cater for
variations in stage lengths, and thus may prevent the airlines from achieving
the economics of fleet standardization. But this structure on the other hand
fulfills the airlines national obligations and gives them the chance to
develop feeder services between their regional and intercontinental networks.

According to table 3.6 the most extensive international route network in
terms of destinations served appears to be that of Kuwait Airways followed by
Egypt Air. Alyemda serves only 14 destinations of which nine are in the ESCWA
region.

3.7 Airline traffic development

The scheduled international airlines based in the ESCWA region carried in
1985 more than 12.3 million passengers and 407,416 tonnes of cargo. Their
share of world international traffic amounted to 6.5 per cent of total
passengei's and up to 7.1 per cent of cargo traffic.

Table 3.7 comprises of major indicators of international traffic and
capacity of the ESCWA airlines which are ranked in descending order according
to total capacity (expressed in terms of available tonne/kilometres) produced
by each carrier. The table shows that traffic and capacity are unevenly
distributed among the region's airlines. It indicates that Saudia 1is the
largest airline in terms of capacity, accounting for almost one third of
available tonne/kilometres produced by all airlines. Next in relative size of
capacity is Kuwait Airways, followed by Gulf Air, Royal Jordanian and Egypt

Air. The above five airlines produce as much as 80 per cent of total
capacity, 84 per cent of passengers carried, 71 per cent of total freight and
80 per cent of total revenue tonne/kilometres. The smallest airline 1is

Alyemda which produced less than 1 per cent of the total capacity and carried
117,755 passengers and 1,521 tonnes of cargo in 1985.

The capacity and traffic of the airlines based in the ESCWA region have
grown remarkably during the past fifteen years at rates well above the
industry average. 1In 1970 capacity (ATKs) produced by the region's airlines
represented only 2.5 per cent of the world's total against 6.1 per cent in
1985. The number of passengers and freight tonnes carried by the airlines of
the ESCWA region formed respectively 3.4 per cent and 3.7 per cent of the 1970
world totals in contrast to 6.5 per cent and 7.1 per cent in 1985,

Table 3.8 compares the development of traffic and capacity of the airlines
in the ESCWA region with the world's (IATA) airlines during the period
1970-198S5. The table indicates that during the period 1970-1975 traffic
(RTKs) and capacity (ATKs) grew at an average growth rate of 22.9 per cent and
21.6 per cent per annum compared with the world's average of 11.9 per cent and
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Table 3.7. Western Asian airlines scheduled international services
traffic and capacity performance 1985
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11.3 per cent respectively. Double-digit average growth rates continued
during the period of 1975-1980 in contrast to much lower growth rates achieved
by the industry as a whole. During the period 1980-1985, the average growth
rates of the region's airlines were some 2 to 3 points below the world average
rates reflecting the harsh effects of the economic recession experienced in
recent years in the ESCWA region.

The magnitude of traffic and capacity growth varied considerably among
the region's carriers. Annex A contains detailed information of the
development of traffic and capacity of individual airlines in the ESCWA region
during the period 1970-1985 and average growth rates achieved. It indicates
that the most impressive growth rates achieved in terms of total traffic and
capacity were those of Saudia followed by Royal Jordanian. The capacity of
the former increased by more than 30-fold and traffic by 50-fold while the
capacity and traffic of the latter increased by almost 20-fold and 25-fold
respectively. Other airlines with exceptionally impressive growth records
include Gulf Air, Iraqi Airways, Yemen Airways, Alyemda and Kuwait Airways.
Both MEA and TMA suffered major setbacks during the period 1975-1985 because
of the harmful effects of the Lebanese Civil War.

The scheduled airlines of the region, with the exception of TMA are
multi-product airlines carrying both passengers and freight. Revenue
tonne/kilometres (RTKs) performed by the region's carriers amounted to 4,209
billion in 1985 of which cargo accounted for 35 per cent. Even when TMA
traffic is excluded, the share of cargo traffic remains significant at 29 per
cent of the total.

The comparative analysis of the performance of the carriers in the ESCWA
region and IATA also reveals that average seat and load factors achieved by
the region's airlines are in general well below the industry performance. For
example, the average seat factor of the airlines in the ESCWA region was 56.6
per cent and average load factor was 49.5 against the industry average of 64.8
per cent and 61 per cent respectively. This discrepancy appears to be an
inherent feature of the region's airline industry caused by a combination of
factors including:

(a) Sharp seasonal variations in traffic flow and directional imbalances
on many routes causing seat and load factors to remain at relatively low
levels.

(b) Low traffic density on many routes due to limited traffic potentials
on the one hand and the operation of parallel services by the region's
airlines on the other.

The above two factors will be discussed in more detail later in the study.

3.8 Regulatory framework

The airline industry in the ESCWA region is governed by international
government bilateral and inter-airline agreements. On the international
level, safety regulation and navigational rules regulate the technical side of
the airline industry while fares and rates applied on various routes are
regulated through the Traffic Conferences of the International Air Transport
Association (IATA). International rules and regulations are usually enforced
by governments, including fares and rates agreed upon within IATA which were
made subject to government approval.
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The governments have also a major role to play in the regulation of the
air transport industry through Bilateral Air Services Agreements. These are
agreements between governments which set the basis for air services, designate
the airlines and grant the necessary traffic rights.

The bilateral air agreements are broadly of two types:

(a) The Bermuda type, which is fairly liberal and usually has no, or
very limited, restrictions upon the frequency of service or the capacity
offered.

(b) The predetermination type which usually contains restrictive clauses
determining the capacity offered (in terms of seats and cargo tonne capacity
offered) and the frequency of services and possible commercial arrangements
between the designated airlines. Most restrictive agreements result in a
division of capacity between the designated carriers either equally or
according to an agreed formula.

The governments of the ESCWA member States tend, in general, to adopt the
predeterminist type of agreements. The only documented information on the
restrictive nature of the bilateral agreements concluded by the region's
governments could be found in a study published by the International Civil
Aviation Organization (ICAO) in 1977.Y  The study is based on responses to
an ICAO questionnaire which was distributed to various civil aviation
authorities around the world. Among the respondents were five of the ESCWA
member States who gave information on the nature of their bilateral air
services agreements. As shown in table 3.9 below, most bilateral agreements
signed by the five States include capacity clauses.

Table 3.9. Bilateral air services agreements with and without
capacity clauses, 1977

No. of bilateral agreements

Country With capacity clauses Without capacity clauses Total
Iraq 37 5 42
Jordan 33 7 40
Lebanon 30 - 30
Saudi Arabia 26 - 26
Syria Arab Republic 14 - 14
Total 140 12 152

Source: International Civil Aviation Organization, Regulation of Capacity in
International Air Transport Services, circular 137-AT/43, Montreal, 1977,
Appendix 3.

1/ 1International Civil Aviation Organization, Regulation of Capacity in
International Air Transport Services, circular 137-AT/43, ICAO, Montreal, 1977.
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There is no evidence to suggest that the restrictive nature of the
region's bilateral agreements has changed in recent years. 1In fact, both the
States and the airlines of West Asia have maintained their attitude and have
become more restrictive recently following the decline in traffic growth rates.

In addition to intergovernment bilateral agreements, inter-airline
pooling agreements are often used to regulate capacity. They are usually
employed in accordance with the bilateral agreements when clauses concerning
the capacity offered are left to the airlines concerned to finalize among
themselves. Pooling agreements usually include a formula for sharing the
revenue or the cost and revenue of the pooled services.

Detailed information on existing pooling agreements is not available, but
there are indications that there is a tendency towards pooling arrangements as
a successful means to control capacity, and eliminate competition. It is
worth noting that this restrictive atmosphere which prevails in the ESCWA
region is contrary to the liberal deregulated policy adopted by the United
States Civil Aviation Board (CAB) since 1977. According to this liberal
policy, Government restrictions and interference in Civil Aviation is
minimized and limited to safety and technical matters, while all other
commercial competitive issues, particularly the capacity and tariffs, are left
free to the market forces. A recent liberal attitude has been witnessed in
EEC countries which may gradually affect the ESCWA countries. This will be
discussed in more detail later in chapter 9.

3.9 Airline associations

The airlines of the ESCWA region participate in two airline associations:

(a) International Air Transport Association (TIATA): IATA 1is the
scheduled airlines trade association which was founded in 1945 to help meet
the problems anticipated in the expansion of civil air services following the

Second World War. IATAs main activities include various aspects such as
technical, medical, legal, facilitation, finance, industry research and
security. International fares and rates are negotiated at the Traffic

Conferences and active members are now able to decide whether to participate
in fares and rate negotiations, known as Tariff Co-ordination.

In addition to 24 associate members, IATA has 120 active members
including FESCWA region airlines of which nine participate in Trade
Associations and Tariff Co-ordination activities. The three remaining
carriers; Gulf Air, Alyemda and Emirates Airlines participate only in Trade
Association activities. TIATA has also 22 associate members.

(b) Arab Air Carriers Organization (AACO): AACO was established by the
Arab League in 1964 to improve commercial, economic and technical co-operation
among Arab carriers, promote joint projects and foster the development of an
air transport industry in the Arab World. Membership of the organization is
open to all airlines, holding the nationality of an Arab State member of the
Arab League. All airlines based in the ESCWA region are members of AACO along
with other Arab international scheduled airlines.
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4. AIRPORTS OF WESTERN ASIA

4.1 Airport traffic

There are eighteen international airports in the ESCWA region in which
more than 27.6 million international passengers were handled in 1985. The
relative importance of individual airports is reflected by the volume of
passenger traffic which varies greatly among airports. Figure 4.1 indicates
that Cairo Airport is the most important international junction in the region
with more than five million passengers handled in 1985. Next in relative
importance is Jeddah (3.5 million), Kuwait (2.6 million) and Dubai (2.2
million). The predominance of the airports of the Gulf Co--operation Council
member States, which between them handle 65 per cent of the total
international passenger traffic of the region is noted.

Airport traffic in Western Asia grew significantly during the past
decade. Table 4.2 gives information on passenger traffic growth between 1976
and 1985 for ten major international airports of which comparative data is
available.

The table indicates that international passenger traffic at the ten
airports almost doubled during the period in question. The highest growth
rate was achieved by Muscat airport (195 per cent) followed by Dubai (147 per
cent) and Amman (140 per cent), while the traffic of three other airports
(Baghdad, Abu Dhabi and Doha) more than doubled during the same period.

Table 4.2. Development of international scheduled passenger
traffic at major Western Asian airports

No. of international passenger (000) +
Airport 1985 1976 - change 1985/76
Cairo 5,135 2,959 73.5
Jeddah 3,455 1,932 78.8
Kuwait 2,570 1,350 90.4
Dubai 2,229 902 147.1
Bahrain 1,755 882 99.0
Amman 1,721 718 140.0
Baghdad 1,356 615 120.5
Abu Dhabi 1,099 480 129.0
Doha 880 435 102.3
Muscat 850 288 195.1
Total 21,050 10,651 99.3
Source: (1) International Civil Aviation Organization, Airport Traffic,

1976, Digest of statistics No. 220, ICAO, Montreal, 1977.

(2) Statistics of individual airports.
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International passenger traffic of Western As

Figure 4.1.
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4.2 Existing facilities and infrastructure

The rapid air traffic growth in Western Asia put tremendous pressure on
airport facilities and infrastructure especially at the initial period of
growth. As a result major airports development projects were carried out
throughout the region with the aim of updating the available facilities to
cater for sharp growth rates and changes in traffic types and direction. The
executed projects included expanding and modernizing the existing facilities
as well as constructing new major airports.

The existing facilities and infrastructure throughout the region are
impressive and well-developed. The six GCC countries have among them twelve
international airports and twice as many domestic airports. Most of these
airports have been either established or renewed during the past 10 to 15
years.

In Saudi Arabia two of the regions most important air projects: King
Abdulaziz Airport at Jeddah and King Khaled Airport at Riyadh, were
commissioned in 1981 and 1983 respectively. King Abdulaziz Airport is
considered as one of the most prestigious airports in the world covering an
area of 105 square kilometres and is located some 20 kilometres north of
Jeddah. The airport whose total cost topped $5 billion, replaced Jeddah
Airport located at the heart of the city. It has three runways, spacious
apron areas, two commercial terminals, a Tristar maintenance hanger, air cargo
terminal, a Royal Pavillion and other operational buildings. The airport has
also a remarkable tent-like Haj terminal occupying an area of 1.5 square
kilometres and is capable of handling more than one million pilgrims during
the Haj season. The terminal is also capable of handling ten B-747 aircraft
at the gates with remote parking positions for a further 24 aircraft on each
apron.

Riyadh's King Khaled International Airport has also been constructed to
replace the city's old airport. It is located about 35 kilometres to the
north of Riyadh and occupies an area of 235 square kilometres. It is designed
to be capable of handling as many as 20 million passengers a year, and has two
domestic and two international terminals connected by three linked bridges.
The $3.2 billion airport has two parallel runways and over 500,000 square
metres of apron area in front of the passenger and cargo terminals.

Airport development projects in Saudi Arabia were not confined to the
international airport but also included domestic and local airports where over
$14 million were invested in recent years to expand and update airport
facilities throughout the Kingdom.

Kuwait International Airport's new terminal building, opened in 1979 is
capable of handling four million passengers a year. Following a decision of
shelf plans to construct a new airport, further away from the city, a second
runway was constructed and the old passenger terminal was renovated at a cost
of KD 1.3 million.

A new cargo terminal was recently completed at Bahrain International
Airport. The airport is to underge a major expansion programme which includes
the construction of a new terminal building and the venewal of the existing
terminal. Work at this project is expected to start later in 1987.
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In the United Arab Emirates, the new Abu Dhabi International Airport
(NADIA) was commissioned in January 1982. It was reported in February 1987
that the Abu Dhabi Public Works Department is planning to build six satellite
lounges at the new airport which will be reached from the main building by
covered walkways. Each lounge will measure 45 by 17 metres and, when
completed, they will double to twelve the number of aircraft that can be
handled by the terminal.

A new arrival terminal was opened in 1986 at Dubai International Airport
providing a 10,000 square metre terminal area, central services complex and
car park. The $30 million project raised the traffic throughput capacity of
the airport to 5.2 million passengers per annum. Also a fully computerized
radar system became operational at Dubai International Airport in January
1987. The system guides the aircraft from a distance of up to 80 nautical
miles and enables Dubai to feed Sharjah International Airport with needed
information.

The arrival halls at Sharjah Airport were recently expanded to
accommodate 450 passengers each. The airport, which was the first of the
United Arab Emirates's completely new airports, began operation in 1977 and
has a capacity of two million passengers a year.

In Oman, a major project was implemented at Seeb International Airport
involving the provision of a new arrivals hall, expansion of the departure
hall, the construction of a new transit hall, a new domestic terminal, VIP
building, public concourse and car park. The two-phase project was completed
in early 1986 at a cost of $26 million.

Plans to build a new airport in Qatar were postponed and the existing
Doha International Airport, which has one of the world's longest civil
runways, was alternatively modernized. Improvements included the construction
of a new cargo centre, a new transit lounge, and resurfacing of the airport's
runway, taxiways and aprons.

Other countries in the region also implemented ambitious airport
development projects including the construction of three new international
airports in Baghdad, Damascus and Amman. The three airports were commissioned
one after the other within a period of seven months. Baghdad's Saddam
International Airport, which was opened in November 1982, has a 4,000 metre
runway and a terminal complex that will be capable of handling ten million
passengers a year when all stages of the project are completed.

The new Damascus International Airport was opened in December 1982 and is
capable of handling 2.5 million passengers a year.

Queen Alia International Airport, 35 kilometres south of Amman, was
opened in May 1983 to replace the city's old airport. It has two parallel
runways and two identical passenger terminals; the south terminal serving
Royal Jordanian and the north terminal serving other international airlines.
Passenger facilities were designed for three million passengers per annum with
possibilities for expansion to cope with 6-8 million passengers annually. The
$250 million project includes a cargo terminal, catering facilities,
maintenance hanger, Royal Pavillion and various support facilities.
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A new $170 million terminal was recently opened at Cairo International
Airport. It is designed along the lines of Charles de Gaulle Airport in Paris
and is capable of handling five million passengers a year. The cargo handling
capacity at the airport is planned to be doubled to 100,000 tonnes annually
under a programme which includes a new 4,800 square metre cargo terminal and
cold stores for the export of perishables.

Airport facilities of the least developed countries of the region were
also improved during the past few years. A major $30 million expansion
project was implemented at Sana'a Airport to handle wide-bodied jets and
included apron area, cargo terminal, runway lighting and improvement of
electricity network. The project, competed in 1984, was financed by Saudi
Arabia and implemented by a Chinese company. Two major projects were recently
implemented at Aden Airport involving the building of a new terminal building
and upgrading of the runway, taxiways and apron. A French consortium built
the terminal with French finance while Soviet specialists upgraded the runway
capabilities, installed a new lighting system and built two electricity
generating power plants.

4.3 Management and maintenance of airports

Airports in the ESCWA region are constructed and managed by specialized
government agencies. In most countries, the civil aviation administration is
responsible for the management, operation and maintenance of all civil
airports.

The rapid development of airport facilities and infrastructure and the
introduction of highly sophisticated equipment preceeded the development of
local expertise to manage, operate and maintain the new facilities.
Therefore, intensive training programmes were organized by civil aviation
administrations, sometimes with the help of the International Civil Aviation
organization (ICAO) technical assistance programme, to train the newly
appointed personnel and update the knowledge of existing staff. A large
number of expatriates are also recruited, especially at the airports of GCC
member States, to maintain orderly operations and train national staff.

In some airports, certain functions are carried out by specialized
foreign companies, for example, International Aeradio Limited (IAL) entered
into a contractual arrangement with the Jordanian Civil Aviation Authority to
supervise the electro-mechanical maintenance works at Queen Alia International
Airport shortly after the opening of the airport in 1983. The same company
also had an earlier agreement with Bahrain Airport where it operates air
traffic control and technical services. Similar arrangements with different
companies also exist in Qatar, Kuwait and in some airports in the United Arab
Emirates and in Saudi Arabia for the provision of technical services or
certain operational functions.

4.4 Airport finances

The cost of constructing, developing and renewing civil airports in the
ESCWA region is born by national governments either directly or through its
civil aviation administration. In o0il producing countries the funds needed
for airport development projects were readily made available from government
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budgets which for many years enjoyed a large surplus. In other countries,
financing was arranged through soft loans and grants from oil producing
countries or through international agencies such as the World Bank.

The financial performance of the region's airports can not be thoroughly
assessed due to the lack of information. 1In fact most airports in the region
do not enjoy financial autonomy or have independent accounts. Airports are
considered as public utilities and operating costs and revenues are rarely
related to each other.

Airport revenues are generated from two major sources; aeronautical
charges (landing, lighting, parking, overflying, passenger services fees) and
non aeronautical sources such as the rental of shops and space, car parks and
other concessions. Airports in the industrialized world generate an
increasing proportion of their revenues from space rental and concession not
from landing and other operating charges. Airports in the ESCWA region depend
mostly on aeronautical charges and have not sufficiently developed their
revenues from other sources. According to an ICAO study, it is also noted
that with few exceptions aeronautical charges in the Middle East are
relatively low, being estimated at levels close to half the world average.
The study concluded that this may be related to the fact that there are a
relatively large number of international airports in the region in close
proximity to one another, particularly in the Gulf area, with a possible
consequent reluctance for competitive reasons to increase charges as costs
escalate.l’/

Revenues generated from various sources are sometimes sufficient to cover
a major part of the operating cost, the cost of land and capital is seldom
accounted for by the airport authority, but is wusually absorbed by the
government.

4.5 Airport development in the ESCWA region

Airport development programmes in the ESCWA region have been rapid and
very ambitious by world standards. The Financial Times conducted a survey in
1983 of world airport development programmes in which the Middle East stood
out from the rest.2/ The survey included a 1list of the world's major
airports programmes, either under way or planned for the immediate future.
The projects included were each valued at $3 million and collectively
accounted for almost $24 billion.

As shown in table 4.3 below the total investment in Middle East airport
development programmes topped the list with $7,623 million accounting for some
32 per cent of total world investment.

(1) International Civil Aviation Organization, International Air
Passenger and Freight Transport, Middle East, Circular 167-AT/62, Montreal,
1982, p. 27.

(2) Financial Times, Airport Planning Supplement, 12 October 1983.
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Table 4.3. World airport development programmes by region

Region Estimated cost $M Percentage share
Middle East 7,623 31.9
Europe 3,946 16.5
Far East 3,790 15.9
United States of America 3,204 13.4
Africa 1,780 7.5
Latin America 1,671 7.0
Australia 1,067 4.5
Others 787 3.3
Total 23,868 100.0

Source: Financial Times, 12 October 1983, Airport Planning Supplement.

Most of the airport development funds of the ESCWA region were made
available during the economic boom years, enabling various countries to
complete the major part of the development programmes before the recent
slackening in economic growth in the region resulted in scarcity of funds and
a sharp decline in traffic growth.

Some of the planned projects were postponed while the scale of others was
vastly reduced. Among the postponed projects are a new international airport
for Kuwait and a new cargo terminal at Dubai airport.

At the present time, there is a limited number of airport development
projects being implemented in the ESCWA region. The largest of them is the
$2.1 billion project to construct a new airport in the eastern province of
Saudi Arabia. The new airport, named King Fahd International, is designed to
replace the existing Dhahran Airport and should be operational by 1990. The
first phase of the project will include a multi-level terminal complex located
at the centre of the airport with 24 gates served by air-bridges and 16 moving
walkways on its five levels. The other important project is the $330 million
Al Ain Airport in the United Arab Emirates which is due to open in 1988. The
new airport is envisaged to be handling 350,000 passenger a year by 1990 and
serving as a tourist gateway to the area.
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5. PASSENGER TRAFFIC OF WESTERN ASIA

5.1 Total passenger traffic

International airports in the ESCWA region are connected with a complex
of routes running between the different countries of the region and to various
parts of the world. As indicated in chapter 4, more than 27.6 million
international passengers were handled at the region's airports in 1985. When
double-counted traffic moving within the region is excluded, the number of
international passengers amounts to 21.1 million. :

The distribution of the traffic by airport was shown in graph 4.1 and
indicated that Cairo and Jeddah have the busiest international traffic
movement among the region's airports. On country-by-country basis, Saudi
Arabia, with its three major international airports, stands out from the rest
in terms of the number of passengers handled. As shown in figure 5.1, Saudi
Arabia's airports handled more than seven million international passengers in
1985 accounting for one quarter of the region's traffic. Next is Egypt with
five million passengers (18.6 per cent) followed by the United Arab Emirates
(12.9 per cent), Kuwait (9.3 per cent), Bahrain (6.4 per cent) and Jordan (6.2
per cent). Passengers handled at the airports of the above six countries form
78.8 per cent of the total international traffic of the region. Most of these
countries are major oil exporting States, while two of them, Egypt and Jordan,
are major providers of migrant a labour force.

5.2 Regional distribution

Major passenger traffic-flows of the ESCWA region could be best described
by referring to the movement of international passengers between the airports
of the region, and between these airports and other international airports
around the world. This information is given in annex B which also provides a
regional traffic-flows summary as shown in figure 5.2 and table 5.3.1/

Figure 5.2 indicates that traffic moving within the ESCWA region
represents as much as 31.1 per cent of total international traffic of the
region. Next in relative importance is the traffic of west Europe (25.9 per
cent) followed by Asia (22.4 per cent). The combined traffic of the three
regions form almost 80 per cent of total traffic of the ESCWA airports. The
graph also indicates that traffic moves in limited volumes to the United
States of America, but it should be noted that the reported figures are
related to direct services only and do not include the United States of
America traffic moving via intermediate points in west Asia or west Europe.

1/ Passenger traffic flow data used in this chapter are based on
statistics of individual airports in the ESCWA region pertaining to the number
of passengers handled at these airports by point . of embarkation and
disembarkation, which may not necessarily reflect the true origin and the
final destination of traffic. Nevertheless, this data could be safely used as
a good approximation of traffic flows in the absence of true
origin-destination statistics which are not made available by any airport in
the region.
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International passenger air traffic of
Western Asian countries, 1985
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Figure 5.2. Western Asian city-pair passenger traffic by region
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5.3 Traffic flow within the ESCWA region

Table 5.3 gives information on the regional distribution of passenger
traffic of the eighteen international airports in the ESCWA region. The table
indicates that traffic moving within the region forms the most important
source of business for all airports with the only exception of Beirut
airport. The table also indicates that Cairo Airport has the highest regional
traffic volume with almost 2.8 million passengers handled in 1985.

According to annex B, traffic flow between Cairo and various destinations
in the region is unevenly distributed. The busiest route in the region is
that between Cairo and Jeddah with more than 768,000 passengers, or an average
of more than 1,000 passenger per day each way. High traffic density could
also be observed on routes between Cairo and Baghdad, Kuwait, Riyadh and
Amman. The heavy regional traffic movement at Cairo Airport chiefly comprises
of Egyptian expatriates working in various countries of the region, Arab
tourists visiting Egypt, Egyptian religious traffic (Haj and Umra) to Saudi
Arabia, Arab students studying in Egypt and limited business traffic.

Next in relative importance are the airports of Jeddah and Kuwait with
about 1.4 million regional passengers each. The regional traffic of the two
airports is largely concentrated on routes connecting them with other GCC
States, as well as with labour-exporting countries. It is important to note
that labour movement within the ESCWA region is a major contributor to the
flow of regional traffic. As noted in chapter 2 (section 2.2), the vast
economic and social development programmes of major oil-exporting countries
generated a flow of regional traffic mainly from Egypt, Jordan, the Syrian
Arab Republic and Lebanon to Saudi Arabia and the Gulf States comprising of a
work force of teachers, doctors, technicians, labourers, etc... As shown in
annex A, traffic moving between the above mentioned countries forms the
backbone of the traffic flow within the ESCWA region.

At the same time, the high standard of living enjoyed by the nationals of
oil-exporting countries generated a flow of holiday travellers from those
countries escaping the tropical heat of the desert to cooler weather in Egypt,
the Syrian Arab Republic, Jordan and, until 1975, Lebanon. Many of those
tourists prefer to spend their holidays in the region where they can enjoy
better weather conditions and have mno problems with food, language or
traditions of the host countries.

Traffic also moves in high volumes between GCC member States reflecting
long-standing business, social and cultural ties among them. An interesting
feature of the air services operated between those States is the generally
short-haul nature of operations where most of the operated sectors are less
than 500 kilometres long. The development of such high-density flows is due
to the unfavourable climatic conditions and, in few cases, to difficult
terrain. A good example for the latter case is the extremely short and dense
route between the Island of Bahrain and Dhahran which are only 45 kilometres
apart. 1In the absence of other modes of transport, apart from the traditional
dhow, almost all traffic between the two cities was by air reaching in 1985
more than 350,000 passengers representing one fifth of Bahrain Airport
traffic. However, the opening in November 1986 of the causeway linking
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International passenger traffic flow by region, 1985
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Bahrain and Saudi Arabia is likely to adversely influence air traffic on the
said route. Statistical information is not yet available on the number of
passengers currently using the air services, but it is observed that flight
frequencies between the two cities were cut by almost 20 per cent during the
past few months.

The importance of regional passenger traffic to, and out of Amman should
also be noted as it represents 58 per cent of total airport traffic. Traffic
moves in particularly high volumes between Jordan and Egypt, Saudi Arabia,
Kuwait and the United Arab Emirates. Traffic between Amman and Cairo is
dominated by the movement of Egyptian labourers working in Jordan (estimated
at about 120,000 in 1985). At the same time, almost one third of the
Jordanian work-force (250,000 persons) are employed outside Jordan primarily
in Saudi Arabia and the Gulf States. Many of them are highly skilled and
travel almost every year to spend their holidays with their relatives at home.

5.4 Interregional traffic flows

The strategic location of the ESCWA region and its wealth of oil and
tourist attractions gave the region a unique position in world air transport.
The concentration of interregional traffic among the region's airports is
influenced by each country's traffic potentialities as well as the airport's
location. Some points on the region's periphery (e.g. Cairo, Jeddah, Dubai,
Bahrain) were found by foreign airlines to be convenient intermediate stops
for traffic moving between Europe on the one hand and Africa and the Far East
on the other which added to the importance of these points.

As shown in figure 5.2 and table 5.3, traffic flows between the ESCWA
region and different regions of the world vary considerably. But the most
important regions in terms of traffic volumes appear to be west Europe, Asia
and the Far East.

5.4.1 West Europe

West European traffic flow is the most important among the
interregional traffic flows of the ESCWA region. According to table 5.3 Cairo
recorded the highest volume of west European passenger traffic (1.65 million)
followed by Jeddah (0.52 million) and Amman (0.43 million). The volume of
traffic moving between the ESCWA region and west Europe amounted to about 5.5
million passengers or almost 15,000 passengers per day travelling in both
directions. Traffic flow between west Europe and the ESCWA region comprises
mainly of Arab tourist spending their holidays or visiting friends and
relatives in west Europe, passengers travelling for medical treatment,
students, businessmen and European expatriates working in major oil-producing
countries. It also includes a substantial European tourist movement to
countries rich of touristic attractions such as Egypt, Jordan and the Holy
Land, the Syrian Arab Republic and the Yemen Arab Republic. Development of
some European tourist traffic to the Gulf States during the winter months was
also observed in recent years but remained fairly limited. Traffic flow
between the two regions also includes the movement of passengers travelling
beyond Europe to points in the United States, Canada, South America and the
Carribean, especially in cases where direct services from the ESCWA region are
not available.
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Annex B gives information on the flow of traffic between the airports of
the ESCWA region and west European cities which are listed in descending order
to the volume of traffic. It indicates that London tops the list as the most
popular destination in west Europe with more than 1.25 million passengers.
Next 1is Paris with 0.552 million passengers followed by Athens, Frankfurt,
Rome and Istanbul. Traffic flow between the region and Spain, Belgium and
Scandinavian countries is fairly limited.

5.4.2 Asia

Next in relative importance is the Asian traffic flow which has
developed rapidly in recent years due to the large increase in the number of
nigrant workers from Asia employed in the region (see chapter 2). Traffic
moves 1in particularly high volumes between Asian cities and major oil
exporting countries. As shown in table 5.3, Dubai is the main junction for
Asian traffic in the region with 1.1 million passengers followed by Jeddah,
Kuwait, Muscat and Dhahran with around 500,000 passengers each. Traffic
movement between Asia and non oil-producing countries in the region is fairly
limited when compared to traffic volumes moving to and from major oil
producing countries. As indicated in annex B the most important Asian
junctions are Bombay and Karachi, together accounting for two thirds of the
traffic flow. Next in relative importance is traffic potentials of Tehran,
New Delhi, Colombo and Dacca. It is observed that direct air services with
Peking are not developed sufficiently despite the increased activities of
Chinese companies in some ESCWA countries. Most of the Chinese expatriates
working in the region travel wvia intermediate points in the 1Indian
sub-continent and South East Asia.

5.4.3 The Far East

The Far East traffic flow comprises of two major types of traffic;
labourers and tourists. Labour movement originates from various Far East
countries and is destined primarily to major oil-exporting countries. As
shown in table 5.3, the busiest flow of Far East traffic is to Saudi Arabia
where the three Saudi international airports, included in the table, handled
as much as 847,795 passengers travelling to/from the Far East, accounting for
almost 60 per cent of total traffic flow. As shown in annex B, Bangkok, is
the most important traffic junction in the Far East, followed by Manila,
Singapore and Seoul which are all located in major manpower exporting
countries. There is also a sizable tourist traffic movement from the ESCWA
countries to the Far East while tourist movement from the Far East to the West
Asian region is growing rather slowly. The latter movement is currently
confined to Japanese tourists travelling to Cairo and to some religious
traffic to Saudi Arabia and Jordan.

5.4.4 Africa

African traffic flow is next in relative density with almost one
million passengers. As shown in annex B more than half of this traffic is
accounted for in the region's connections with Khartoum. It is believed that
religious traffic forms a large proportion of the African traffic flow as more
than 42 per cent of the total traffic is to/from Jeddah. Next in importance
is Cairo, which accounts for 25 per cent of the traffic flow, followed by Abu
Dhabi, Baghdad, Riyadh, Dubai and Bahrain. There 1is also a significant
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proportion of worker traffic, especially from Sudan, travelling to various
oil-producing countries. the importance of Cairo in the African traffic flow
stems from the traditionally strong ties between Egypt and the African States
and the position of Cairo as a key service hub in Africa offering air
connections to the Middle East as well as to various parts of the world.

5.4.5 North Africa

Traffic flow to North Africa comprises mainly tourist traffic from
the ESCWA region to Tunis and Casablanca, diplomatic traffic to the Arab
League in Tunis, workers movement to Tripoli and Haj and Umra traffic to
Jeddah. It is observed that Jeddah's share of the North African traffic flow
amounts to 35 per cent. It is also observed that passenger traffic volumes to
North Africa are relatively modest despite language and religious ties with
the ESCWA region. This is due to the fact that North African countries had
traditionally established closer trade and cultural ties with countries in
southern Europe (France, Italy and Spain) while their ties with ESCWA member
States were developed to a lesser extent.

5.4.6 East Europe

Traffic flow between the ESCWA region and East Europe is fairly
limited and amounts to less that 0.5 million passengers. Traffic moves in
relatively high volumes to Baghdad, Damascus and Cairo, and moderately to
Kuwait, Amman, Aden and Sana'a, while East European traffic is completely
absent from other ESCWA airports. This regional traffic flow is composed
mainly of East European technicians, Arab students, tourists and businessmen.

S.4.7 The United States of America

The United States traffic flow, as reported in annex A, is
confined to passengers carried on direct services between the ESCWA region and
the United States and does not include traffic travelling via European
gateways. As indicated in annex B, New York is the main destination in the
United States and Amman Airport has the highest passenger count of United
States traffic among the region's airports. Amman is also the only airport in
the region with direct connections to three United States destinations.

5.4.8 Australia

As there are no direct services to Australia from the ESCWA
region, the traffic flow to this continent appears to be very slim. However,
it is believed that there is a tangible traffic potential to Australia mainly
comprising ethnic traffic of Arabs residing in Australia and their relatives.
This traffic is currently using indirect routing via various points in Asia
and the Far East.

5.5 Characteristics of passenger air traffic

The foregoing analysis pointed to a number of features that are peculiar
to the development of passenger air traffic in the ESCWA region.
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(a) The rapid growth in economic activity, the expansion in trade
relations, and increase in employment opportunities for expatriate workers,
have resulted in the achievement of exceptionally high traffic growth rates
and rapid expansion of route networks. As indicated in the preceeding
analysis of interregional traffic flow, there is a substantial number of
direct connections between the airports of the ESCWA region and the major
commercial centres of the world.

(b) Interregional traffic flows have a relatively large number of
shallow routes, some with exceptionally low density. For example, the
analysis of traffic flows between ESCWA region and west Europe (see annex B)
indicates that there are about 165 city-pairs of which only 17 have an average
of more that 100 passengers per day each way, while 119 city-pairs have an
average of less than 50 passengers per day each way. This is primarily due to
limited traffic potentialities to some destinations, and the operation of
parallel services from adjacent airports especially in the Gulf region.

(¢) The rapid expansion of route networks was accompanied by an increase
in the average distance flown by passengers. As shown in table 5.4 below,
average passenger distance of the ESCWA airlines increased by 62 per cent from
1,518 kilometres in 1970 to 2,463 kilometres in 1985.

Table 5.4. Average passenger distance in kilometres

Average passenger distance (km)

Year ESCWA region IATA
1970 1,518 2,316
1975 1,670 2,496
1980 2,026 2,981
1985 2,463 3,148

Source: Annex A.

In contrast, the average passenger distance of TIATA member airlines
increased during the same period by 36 per cent from 2,316 kilometres to 3,148
kilometres,

(d) The traffic density within the ESCWA region is substantially higher
than that observed on interregional routes. Almost half of the ESCWA region
city-pairs included in annex B have an average of more than 50 passengers per
day each way. Intensive operation within the region and the generally low
frequency of service on long-haul services is an important reason behind the
relatively low average passenger distance of the ESCWA region airlines when
compared to IATA members average shown in table 5.4.

(e) Passenger traffic is dominated by two major types; labour and
holiday traffic. The nature of these two types create problems of sharp
seasonal variations and traffic directionality. The movement of labour
traffic is intensified during holiday periods, coinciding with the travel of
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holiday-makers. This creates a sharp peak during the holiday periods
continuing throughout the summer months. At the same time there are typical
cases of heavy traffic movement in one direction at the beginning of the
holiday season followed a few weeks later by a similar movement in the
opposite direction thus creating operational imbalances.

Information gathered from some airlines indicates the presence of sharp
seasonal variations in both regional and interregional traffic flows of the
ESCWA region.

Traffic carried during the peak month on some routes may be as much as
three times higher than that carried during the trough month. Since airlines
usually plan their facilities according to the peak requirement, such sharp
variations result in a situation where the airline's staff, equipment and
facilities will remain underutilized for a major part of the year. At the
same time the presence of traffic directionality creates imbalances in traffic
flow and reduces the passenger load factor which may consequently hamper the
profitability of operations.

(f) The passenger air traffic of the ESCWA region is by nature sensitive
to economic depression, employment policies and political instability.
Changes in one or more of these factors would significantly affect the
direction as well as the density of traffic flows.
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6. CARGO OPERATIONS

6.1 Total cargo traffic

The scheduled international airlines based in the ESCWA region carried on
their scheduled services 407,416 tonnes of cargo in 1985. At the same time
international airports based in the ESCWA region handled 808,876 tonnes of
incoming and outgoing cargo carried by various carriers on their scheduled and
unscheduled flights.

The distribution of total cargo traffic by airport is shown in table 6.1
and figure 6.2 which indicate that, as in the case of passenger traffic, Cairo
and Jeddah are the largest airports in terms of cargo tonnage, with more than
100,000 tonnes each, accounting together for 30.6 per cent of the total
traffic of West Asian airports. Next is Dubai Airport (11.6 per cent)
followed by Kuwait (9.2 per cent) and Amman (7.8 per cent). Figure 6.3 gives
information on cargo traffic distribution by country and shows that the three
main Saudi Arabian airports together handled close to 216,000 tonnes of
international cargo, accounting for almost 27 per cent of the region's cargo
traffic. The four airports of the United Arab Emirates processed about
135,000 tonnes, and the Gulf States (the United Arab Emirates, Kuwait, Oman,
Qatar and Bahrain) handled together 269,456 tonnes. This clearly indicates
the predominant position of Saudi Arabia and the Gulf States which together
account for 63 per cent of the region's total cargo traffic.

6.2 Flows of cargo traffic

Available information on international cargo traffic flows for various
city-pairs are limited to twelve of the region's eighteen international
airports. Cargo traffic information of the remaining airports was either not
available altogether or reported only by airline and not on city-pair basis.
The following analysis of cargo traffic flows will therefore be confined to
the airports of Aden, Amman, Damascus, Dhahran, Dubai, Jeddah, Kuwait, Muscat,
Ras-Alkhaimah, Riyadh, Sana'a and Sharjah. Cargo traffic handled at those
airports accounts for some 60 per cent of total traffic processed through the
region's airports. Detailed city-pair traffic flow information for those
airports are given in annex C and are summarized by region (see table 6.5).

Figure 6.4 indicates that the region's cargo traffic moves in high
volumes within the region and to only two other regions; west Europe and
Asia. The combined traffic flows of the three regions form as much as 78 per
cent of the total traffic of the twelve airports included in this analysis.
Traffic flows of the other five regions are relatively low with a percentage
share revolving around 1-7 per cent of total traffic. The most important
traffic flow appears to be that of west Europe (35.8 per cent) followed by the
ESCWA region (21.2 per cent) and then Asia (21 per cent). Far East and east
Europe traffic flows are next in relative importance with shares of 7 per cent
and 4.2 per cent respectively.
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Table 6.1. Cargo traffic of Western Asian airports, 1985

CITY TOTAL % CITY TOTAL %
cniro 1aacor  17.8 1 eBU DHeBI 20199 3.7
JEDDAH 103683 12.8 : DOHA 28038 3.5
DUBAI 24006 11.6 : MUSCUT 26148 3.2
KUWAIT 74472 9.2 : BAGHDAD * 21034 2.6
AMMAN 62738 7.8 : SHARJAH 9767 1.2
DHAHRAN 57001 7.0 : SANAA 2138 1.1
RIYADH 55216 6.8 : ADEN 6576 0.8
BEIRUT % 48000 5.9 : DAMASCUS 5033 0.6
BAHRIAN 33000 4.1 : RAS ALKHAIMAH 826 0.1
|
e mmm——————=—o========r===SS====== | S==SSS=S=SSS=SSSSSSSSSSSSSSSSsSsSEssSS
| TOTAL 808876 100.0
!
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Figure 6.2. International cargo traffic of Western Asian
airports, 1985
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Figure 6.3. International cargo air traffic of Western Asian
countries, 1985
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6.2.1 West Europe

As shown in table 6.5, west European cargo traffic flow passes
through all airports included in the analysis with the only exception of
Ras-Alkhaimah. The dense traffic flow reflects the region's longstanding
trade relations with west Europe which were further strengthened in the wake
of the economic boom in the region. The table also indicates that Dubai is
the most important junction for west European traffic, followed by Jeddah,
Kuwait, Riyadh and Amman. On the other hand, annex C shows that London and
Frankfurt top the list as the most important cargo traffic junctions in west
Europe followed by Paris and Amsterdam. Cargo loads moving between those four
traffic centres and various destinations in the ESCWA region form about 73 per
cent of west European traffic flow. The remaining 27 per cent is unevenly
distributed among fifteen other west European airports.

6.2.2 ESCWA

Cargo traffic flow within the ESCWA region is fairly limited.
Regional traffic handled at the twelve airports included in table 6.5 amounted
to 102,391 tonnes or about 280 tonnes per day. Jeddah had the largest cargo
movement within the region followed by Kuwait, Amman and Riyadh. However, it
is worth noting that cargo traffic appears to be moving in relatively high
volumes between the countries of diversified economics (Egypt, Lebanon and
Jordan) to the major oil-exporting countries. As shown in annex C more than
half of the cargo traffic moving within the ESCWA region is handled at Cairo
Airport. Regional traffic processed at Cairo, Beirut and Amman accounted for
73 per cent of total traffic.

6.2.3 Asia and Far East

Cargo traffic of Asia is mostly incoming comprising mostly of
textiles, clothing, foodstuffs and some consumer goods. As in the case of
west Europe traffic flow, Dubai Airport accounts for some 36 per cent of the
Asian traffic emphasizing the importance of Dubai as a major transit
junction. As shown in table 6.5, the three Saudi airports account for 38 per
cent of the traffic and Kuwait for about 15 per cent which indicates that
almost 90 per cent of the Asian traffic is handled at the airports of Saudi
Arabia, Dubai and Kuwait. On the other hand, about 88 per cent of the traffic
is handled at the airports of India, Pakistan and Iran (annex C).

Cargo traffic moves in relatively smaller volumes between various Far
East commercial centres on the one hand and some countries in the ESCWA region
on the other. As in the case of other interregional traffic flows, this is
mostly incoming traffic originating mainly from Bangkok, Singapore, Manila,
Seoul and Hong Kong. As much as 87 per cent of the ESCWA-Far East traffic
flow is handled at those airports.

6.2.4 Other regions

Other cargo traffic flows to/from the ESCWA region include those
of eastern Europe, Africa, the United States of America, North Africa and
Australia. Eastern European traffic flow is generally shallow with the
exception of traffic moving to Amman from Bucharest, Belgrade and Varna. This
traffic accounts for some 85 per cent of east European traffic flow and
consists of fresh meat transported daily to Jordan.
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International cargo traffic flow by region

Table 6.5.
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6.3 Types of commodities

Commodities carried by air on various regional and interregional routes
could be divided into five major categories:

(a) Perishable goods such as fruits, vegetables, plants, flowers, meat,

seafood and dairy products. Demand for such commodities increased
substantially in the region following the vast improvement in per capita
incomes and consequent changes in shopping habits. The growing needs of

hotels and the expatriate population also added to the demand for such
products. Fruits and vegetables are chiefly imported by the Gulf States and
Saudi Arabia from other ESCWA countries, especially Egypt, Jordan, the Syrian
Arab Republic and Lebanon and to a lesser extend from Asia and the Far East.
Fruits and vegetables are also exported to western Europe especially from

Egypt.

(b) Goods needed for expediting the completion of development projects
such as machinery, construction materials, chemical products, spare parts,
etc. The flow of these commodities to the region is primarily from Europe and
the United States.

(c) Consumer goods including a wide range of items such as textiles,
clothes, leather goods, shoes, knitwear, handicrafts and perfumes. They also
include electrical and electronic appliances, musical instruments, plastic
products, pharmaceuticals, glass products, etc. These goods and many other
items are imported from west and east Europe, Asia, the Far East and the
United States of America.

(d) Small parcels and high value goods including medical instruments,
precision instruments, etc.

(e) Commodities requiring speedy transportation such as printed matter
(periodicals), ship spare-parts and personal effects of expatriates employed
in the region.

It is very difficult to accurately identify the relative importance of
each of the above categories due to lack of information on air cargo loads by
type of commodity. But it is believed that perishable and consumer goods form
the largest part of incoming cargo while the outbound traffic comprises mainly
of handicrafts, fruits and vegetables and personal effects.

6.4 Characteristics of cargo operations

The main characteristics of air cargo traffic of the ESCWA region could
be summarized as follows:

(a) The most important feature of cargo traffic flow in the region is
the directional imbalance of demand. The movement of freight is mainly one
way, unlike the passenger who in most cases ultimately returns home. The
ESCWA region relies heavily on imported goods and has a very limited cargo
generating ability. Therefore, cargo traffic flow is mostly inbound, and it
is estimated that outbound cargo hardly represents 25 to 30 per cent of total
traffic. This imbalance has adverse effects on the economics of freight
operations especially in cases of all cargo services. Directional imbalances
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also have serious implications for scheduling of freighter services especially
from Europe where such flights have to continue through to points beyond in
the Indian sub-continent to pick up backloads to Europe.

(b) Seasonal variations in cargo traffic are generally mild and not as
sharp as those of the passenger traffic. There are some fluctuations in
demand during the year, especially for particular perishable products such as
fruits and vegetables, which may slightly disturb the consistency of cargo
traffic of the region.

(c) As in the case of passenger traffic, the strategic location of the
ESCWA region enabled some airports on the region's periphery to perform the
role of a transit traffic terminal. As indicated by the foregoing traffic
flow analysis, Dubai has become one of the most important cargo traffic
junctions in the region. With the rapid and important development of the
concept of sea/air combined transportation, Dubai introduced itself as a major
sea/air trans-shipment port. It was recently reported that the container
terminal at Port Rashid, Dubai, is currently handling in excess of 1,000
tonnes per month of this traffic. This is likely to increase the total air
cargo potential, especially on the outbound routes and thus helping to reduce
directional imbalances.

(d) The major part of the region's air traffic cargo is carried in the
holds of passenger aircraft. All cargo services, including those of TMA,
account for 38 per cent of total cargo traffic indicating the limited role of
freighters. The development of freighter services is discouraged by three
major factors:

(i) Competition from passenger aircraft. Airlines often consider
freight as a by-product and therefore require the revenue to
cover only the incremental costs of freight carriage such as
handling and marketing costs, while the aircraft direct
operating cost is chiefly covered from passenger revenue. This
philosophy enabled the airlines to introduce very low cargo
rates which are not feasible for all-cargo services.

(ii) Sharp directional imbalances which result in the achievement of
fairly low load factors that could hamper the profitability of
operations.

(iii) Low traffic density on many routes confines the operation of
freighters to a small number of routes which may result in
fairly low aircraft utilization rates. Airlines are also
sometimes forced to operate multi-sector routes, which are more
expensive to operate, in order to improve the load factor
performance and maximize the total revenue.

(e) The demand for air cargo services is a derived one, and is generally
dependant on the demand for imported goods and the exporting abilities of the
region's States. Changes in those two factors are likely to leave a tangible
effect on the future development of air cargo traffic of the ESCWA region.
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7. ECONOMICS OF OPERATIONS

7.1 Recent traffic performance

The foregoing analysis indicated that airlines based in the ESCWA region
operated for many years in a favourable economic environment. The rapid
economic and social development in the region resulted in generating a
remarkable movement of persons and goods to/from and within the region. As
shown in annex A, traffic carried and capacity offered by most airlines grew
at an annual average rate of more than 25 per cent per annum during the period
1970-1975. Fairly high growth rates were also maintained during the period
1975-1980 despite a slowdown in traffic growth between 1978 and 1980.

The rapid growth brought about drastic changes in airline's equipment,
staff and route network which seem to have been taking place almost every
year. While such changes meant an increase in the cost of operation, rapid
traffic growth rates also generated additional revenues to cover the cost.
Governments' unstinting support to the airlines also helped them in their
endeavour to increase the scale of their operation in order to meet the
rapidly growing demand.

The effect of the exceptionally favourable environmental conditions
started to wane during the past few years and traffic growth rates showed a
declining trend following a series of economic and political shocks noted in
chapter 2. As a result, the airlines found themselves at the beginning of a
new era where part of their capacity is underutilized because of negative
shifts in traffic demand. They also found that growth rates achieved are now
fairly modest and fall below the industry average. 1In fact, the results
available so far for 1986 indicate that the traffic and capacity of some
airlines has dropped for the first time in many years.

The decline in the average seat factor of the region's airlines during
the period 1980-1985 is another clear sign of recession. This drop has
widened the gap between the airlines of the ESCWA region average seat factor
and the world (IATA members) average which now shows that the former is more
than eight points lower than the latter (table 3.8). But despite this gap and
even a larger gap in load factor, profitability of operation was maintained on
many routes due, inter Alia, to the relatively high level of fares and rates.

7.2 Level of fares and rates

A comprehensive survey undertaken by the International Civil Aviation
Organization (1cA0)Y/ studied the level of passenger air fares and cargo

rates on international city-pairs with direct through-plane service. it
analysed the level of normal economy fares for a total of 8,449 international
city-pairs and the level of general cargo rates for 6091 city-pairs. The

survey reveals that fares and rates may differ merely because of the
geographical area to which they are applied. By relating the normal economy
fare and general cargo rates to route distances, the survey estimated the
average economy fare per passenger/kilometre and the average cargo rates per
tonne/kilometre at various route distances.

1/ International Civil Aviation Organization, Survey of International
Air Transport Fares and Rates, September 1985, Circular 198-AT/76, Montreal,
1986.
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by route group and by distance, 1985

Comparison of average economy fares per passen
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The main findings of the survey concerning the level of passenger normal
economy fares on the world route groups are reproduced in table 7.1. The
table shows that at various route distances, the level of average normal
economy fare charged on local Middle East routes is one of the highest in the
world. Among the local routes, the estimated unit fare on Middle East routes
is surpassed only by that estimated for European routes. At the same time, it
is observed that the unit fares charged on Europe-Middle East route areas are
higher on average than those charged on local Middle East routes which may
indicate the presence of a cross—subsidization element in Middle East fare
structure.

According to the table, a comparison between the average unit fares on
local Middle East routes and the estimated world average indicates that the
local fare is higher than the world average by 10.8 per cent at 250
kilometres. This difference declines gradually at the longer route distances
to reach only 2 per cent to 2000 kilometres. Meanwhile, the estimated average
fare on routes between Europe and the Middle East is higher than the world's
average by 19 to 23 per cent at various route distances.

The survey's findings on cargo rates are produced in table 7.2. The
table includes a comparison of average general cargo rates per tonne/kilometre
for shipments of less than 45 kilometres by route group and by distance. It
indicates that average unit rates estimated for local Middle East routes are
significantly higher than the world's average rate at 250 and 500 kilometres.
It is 3 per cent higher and 6 per cent lower than the world average at 1000
kilometres and 2000 kilometres respectively. In contrast, unit rates
estimated for Europe-Middle East route areas are higher than the world average
rate at distances of 2000 kilometres or more.

7.3 Average yield

The average yield per unit of traffic is a more accurate measure of the
actual revenue performance of various route areas. It is obtained for all
services by dividing the total operating revenuesl/ by the tonne-kilometres
performed and for passenger services by dividing their revenue by the
passenger-kilometres performed.

Table 7.3 lists the average yields per revenue tonne-kilometre (RTK) and
per revenue passenger-kilometres (RPK) for thirteen major route areas. The
table indicates that the yield per RTK achieved on local European routes is
the highest among the listed route areas followed by that of the local Middle
East. Next are the average Yyields of Africa-Middle East and Europe-Middle
East route areas, indicating the generally high level of average revenue
yields achieved on the regional and interregional routes of the Middle East
which are far above the world's average. The same applies to the yield per
RPK achieved on passenger operations. This time however, local Middle East
route areas top the list with the highest average yield followed by local
Europe, Europe-Middle East and Africa-Middle East route areas respectively.

1/ Total operating revenues include the airline's earnings from the
transportation of passengers, excess baggage, mail and cargo. They also
include revenue earned from passengers paying less than 25 per cent of the
normal fare, surface transportation, no-show and cancellation fees, capacity
equalization payments arising from pooling services, etc.
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Comparison of average general cargo rates per tonne/kilometre

Table 7.2.

for shipments of less than 45 kilograms

by route group and by distance, 1985
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Table 7.3. Average yvield achieved on IATA schedu

led services, 1985

(In US cents)

ROUTE AREARA YIELD/RTK
WITHIN EUROPE 133.1
WITHIN MIDDLE EAST 124.2
AFRICA-MIDDLE EAST 83.1
EUROPE-MIDDLE EAST 78.7
EUROPE-WEST AFRICA 65.8
WITHIN FAR EAST 59.1

SOUTH ATLANTIC 53.3
EUROPE-EAST AFRICA 50.4
EUROPE/AFRICA/

MIDDLE EAST-FAR EAST 49.6
FAR EAST-SOUTHWEST PACIFIC 48.4
MID ATLANTIC 46.3
NORTH ATLANTIC 42.3
EUROPE-SOUTH AFRICA 41.2

|
|
|
|
|
|
|
|
l
WORLD TOTAL | 59.1
|
!
|
|
!
|
!
|
|
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Table 7.4. Unit operating cost* incurred on IATA scheduled services, 1985

(In US cents)

WITHIN EUROPE
WITHIN MIDDLE EAST
AFRICA-MIDDLE EAST
EUROPE-MIDDLE EAST
WITHIN FAR EAST
WORLD TOTAL
EUROPE-WEST AFRICA
SOUTH ATLANTIC
EUROPE-EAST AFRICA
EUROPE/AFRICA/

MIDDLE EAST-FAR EAST

MID ATLANTIC
EUROPE-SOUTH AFRIC

FAR EAST-SOUTHWEST PACIFIC

NORTH ATLANTIC

A

|

| COST/ATK COST/ASK
| e e e e e
| 70.8 7.46

| 56.3 6.78

| 42.5 5.61

| 42.0 5.24

I 36.4 4.18

| 35.7 4.61

| 35.6 4.71

[ 33.8 4.58

| 33.4 4.40

|

! 31.3 4.30

] 30.9 3.73

| 27.9 3.72

| 27.4 3.16

! 27.0 3.69

I

% INCLUDING INTERE

SOURCE : IATA ,
1984 -

ST

AIRLINE ECONOMIC RESULTES AND PROSPECTS

1988

b

ROUTE ANALYSES AND TOTALS
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The high level of average yield achieved on the Middle East route areas
is due to several reasons which include, inter Alia, the high proportion of
high-yield traffic such as business and labour traffic, the relatively modest
tourist traffic and limited competition.

7.4 The cost of operations

Table 7.4 includes information on the unit operating costs incurred on
various route areas.l/ The table indicates that the cost per available
tonne-kilometre, which is a measure of the cost on all services, vary
significantly among the route areas. One can immediately observe that The
Middle East regional and interregional routes have a fairly high unit
operating cost which is only surpassed by that incurred on local European
routes. The same applies to the wunit cost of passenger services per
seat-kilometre.

The unit cost performance of the three Middle East route areas included
in table 7.4, (within Middle East, Europe-Middle East and Africa-Middle East)
gives a good indication of unit costs incurred by airlines serving the ESCWA
region, as traffic moving on these route areas represents more than 60 per
cent of the total ESCWA region traffic flows.

Information on the unit cost performance of the airlines based in the
ESCWA region is available for only six carriers. As shown in table 7.5 below,
the unit cost of operation of different airlines varies significantly ranging
from 32.9 cents for Royal Jordanian to 56.6 cents for Alyemda.

Table 7.5. Unit cost of operations of selected
Western Asian airlines, 1985

Airline Unit cost US cents/ATK
Royal Jordanian 32.7
MEA 32.9
Kuwait Airways 40.1
Saudia 48.6
Yemen Airways 53.8
Alyemda 56.6

As discussed below, the level of unit operating cost 1is largely
determined by the operational and environmental conditions of various airlines
and route areas.

1/ Operating costs include the direct costs incurred in relation to
flying the aircraft (flight operations, maintenance and overhaul, depreciation
and amortization of flight and ground equipment) and indirect operating costs
incurred in relation to the airline's support and administrative operations
(ground and station, passenger services, ticketing, sales and promotion,
general and administrative and other operating expenses).




-61-

7.5 Factors_influencing the cost of operation

The unit cost of operation in the airline industry is influenced by a
large number of operational and external factors. Several studies were
conducted in order to explain the observed variation in unit cost including a
comprehensive study on the development of Middle East airlines.l’/ With the
help of multiple regression analysis, the study identified a number of
operating variables that were found to be conducive to low cost attainment in
exploring possible ways of influencing these variables.

It was noted that Middle East airlines, in comparison with other small
international airlines of developing countries, were producing their services
at significant cost disadvantages. The high cost of operation was found to be
primarily due to sharp seasonal variations in capacity offered throughout the
year, sub-optional utilization of one fleet, medium and short-haul operation
and relatively high cost of labour input of the airlines of oil exporting
countries,gf other significant factors included small fleet size per type,
which deprives the airlines from the economics of fleet standardization, and
labour productivity. The generally small size of output also puts the
airlines at a comparative disadvantage to large carriers which are able to
achieve economies of scale in certain areas of operations.

7.6 Economic viability

The relatively high unit cost of operation and the low seat load factors
achieved negate the favourable effects of high revenue yield and may
eventually jeopardize the economic viability of operations. According to a
recent report published by the IATA Cost Committee,3/ only one of the three
Middle East route areas examined reported profits after interest.

The report noted that profits have been achieved in both 1984 and 1985 on
local Middle East route areas but traffic growth was reported almost
stagnant. Weight load factor declined from 56.4 per cent in 1984 to 53.9 per
cent in 1985, but remained well above the break-even load factor4’/ which was
estimated at 45.3 per cent in 1985.

1/ Sabri M.A., An__Alternative Development Strategy for Small
International Airlines (with particular reference to Middle East airlines).
Ph.D. Thesis, Polytechnic of Central London, London, March 1980.

2/ 1Ibid, p. 170.

3/ International Air Transport Association, Airline Economic Results and
Prospects, 1984-1988, July 1986.

4/ The break even load factor represents the percentage of available
capacity which must be sold so that the operating revenue just equals the
operating cost. Thus, the airline would be realizing a zero profit level.
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Oon the Europe-Middle East route area, a small profit after interest was
achieved in 1984 (about 1 per cent of total revenue), but the situation
deteriorated afterwards and turned into a negative result. As shown in table
7.6 below the weight load factor achieved in 1985 was 1.4 points below the
break-even load factor which indicates incurring a loss.

Table 7.6. Financial performance of selected route areas, 1985

US cents Weight Break-even
Route area Yield/RTK Cost/ATK load factor load factor
Within Middle East 124.2 56.3 53.9 45.3
Europe-Middle East 78.1 42.0 51.9 53.3
Africa-Middle East 83.1 42.5 44 .4 51.2
Total (World) Route Areas 59.1 35.7 62.1 60.4

Source: International Air Transport Association, Airline Economic Results and
Prospects, 1984-1988, Route Analyses and Total, pp. 51, 57, 87.

The report also noted that only seven out of the nineteen reporting
airlines achieved profits after interest on Europe-Middle East route area in
1985 and only two of them were able to surpass their profit target. On
Africa-Middle East route area significant losses were reported amounting to
more than 15 per cent of the total revenue earned. The loss is clearly
indicated in table 7.6 by the substantial difference between the weight load
factor and the break-even point.

The table also shows that the achievement of a relatively low break-even
load factor on the Middle East route areas, despite the high unit operating
cost, is due to a fairly high average revenue yield. At the same time, the
load factor achieved on routes within the Middle East is the highest among the
three route areas but more than eight points lower than the world average.

Restoring profitability and maintaining it across the route areas
operated by the airlines based in the ESCWA region is not an easy task to
achieve. It would involve increasing the total revenue without adversely
affecting the total cost which could be achieved by improving seat and load
factors or improving average yield or by a combination of the two measures.
The profitability situation could also be improved by influencing the
operational conditions of the region's airlines in such a way that is
conducive to low cost attainment.
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8. AIR TRANSPORT REGIONAL CO-OPERATION

The air transport co-operation in the ESCWA region takes many forms
ranging from the exchange of information and co-ordination of policies to the
establishment of joint projects. Co-operative arrangements, in their various
forms, aim in general at maximizing the utilization of available resources,
co-ordinating administrative, financial and technical matters within a
regional or a multilateral context, alleviating the problems of small size of
operation and reducing the level of unit operating cost.

Some co-operative arrangements in West Asia are set up under the auspices
of regional organizations, while others are established by a number of
airlines or civil aviation administrations. The following analysis will
discuss the two types of arrangements and will describe existing co-operation
within the ESCWA region in various fields of air transport industry.

8.1 Co-operation through regional organizations

There are two air transport regional organizations based in the ESCWA
region; Arab Civil Aviation Council (ACAC) and Arab Air Carriers Organization
(AACO). The two organizations have been particularly active in promoting the
regional co-operation in the air transport field.

8.1.1. Arab Civil Aviation Council (ACAC)

The Arab Civil Aviation Council (ACAC), formally known as the
Civil Aviation Council for Arab States (CACAS), is a specialized organization
of the Arab League with a membership comprising of all Arab Civil Aviation
Administrations. The agreement which provided for the establishment of the
regional body was signed in 1961 but the Council began operation in 1967. The
objectives of ACAC include the following:

(a) To co-operate with the Arab League, international organizations and
particularly with International Civil Aviation Organization (ICAO) for the
achievement of the common objectives of progress and welfare of civil aviation.

(b) To examine international civil aviation agreements and recommend to
member States the adherence to those which are considered to be of benefit to
then.

(c) To aim at the unification of civil aviation procedures, legislation
and terminology in the Arab countries.

(d) To settle the differences and disputes that may arise among member
States in the field of civil aviation.

(e) To conduct research on the various aspects of civil aviation and air
navigation and facilitate the exchange of information among various countries.

(f) To consider situations that impede the progress of air navigation in
the Arab countries.
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The activities of ACAC so far has covered a wide range of areas of which
regional co-operation is the prominent theme. 1In 1972, ACAC issued a model
Arab Civil Aviation Law which was circulated among Arab States in an endeavour
to unify aviation laws in the region within the framework of ICAO
regulations. Many Arab countries benefited from the draft law when they
amended their old legislation. Shortly afterwards, ACAC issued the civil
aviation lexicon, which contained civil aviation terms translated into Arabic,
and the navigation maps of Arab countries showing airports and navigational
aids.

In its twelfth session in Marrakech in 1974, ACAC unanimously adopted the
“Marrakech Declaration" which emphasized the need for the liberalization of
traffic rights between the Arab countries. The Declaration called for
"liberalization" of the Five Freedoms of the Airl/ within the Arab countries
for the international scheduled Arab airlines on a reciprocal basis as follows:

(a) Exercising First and Second Freedom.

(b) Exercising Third and Fourth Freedom in accordance with the air
transport requirements between the contracting States.

(¢) Exercising the Fifth Freedom to facilitate connections within the
Arab world in order to attain the main objectives of the declaration.

Subsequent sessions of the Council reaffirmed this declaration and called
on Arab States to amend their existing bilateral air services agreements and
to conclude agreements with those Arab countries with which agreements are not
yet concluded, in order to ensure the implementation of the principles laid
down in the declaration.

1/ The Five Freedoms of the Air are negotiated in bilateral air services
agreements:

First Freedom: The right to fly over another country without landing.

Second Freedom: The right to make a landing for technical reasons (eg.
for refuelling in another country without picking up/setting down revenue
traffic.

Third Freedom: The right of an airline from country (A) to carry revenue
traffic from his own country (A) to country (B).

Fourth Freedom: The right of an airline from country (A) to carry
revenue traffic from country (B) to his own country (A).

Fifth Freedom: The right of an airline from country (A) to carry revenue
traffic between country (B) and other countries such as (C) or (D). This
freedom can only be exercised if countries (C) and (D) also agree.
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ACAC also issued general statements of policy regarding the regulation of
capacity, scheduled and non-scheduled international services, and concluded an
agreement on non-scheduled services.

The Council was also active in many areas of regional co-operation
including co-ordinating the calibration of navigational aids in Arab States,
manpower training including the allocation of technical training assistance
budget, search and rescue, agricultural aviation, translation, etc. It also
performs a major role in co-ordinating and unifying the stand of Arab civil
aviation authorities in ICAO meetings.

In its twenty-ninth session which was held in Casablanca in January 1987,
the Council approved its 1987 programme which included; the formation of a
strategy for the Arab civil aviation industry, the issuance of a model guide
for air traffic control services in the Arab world, conducting a seminar on
flight safety and updating the Arab translation of ICAO Annexes. The Council
also agreed to conduct a study on the state of civil aviation industry in the
Arab world and its role in fulfilling the development needs.

8.1.2 Arab Air Carriers Organization (AACO)

As mentioned in chapter 3, AACO was established by the Arab League
in 1964 primarily to promote commercial, technical and economic co-operation
among Arab Carriers. Various activities of the organization are co-ordinated
by a secretariat and performed by a number of committees covering various
aspects of airline activity such as commercial, flight operations, catering,
air cargo, air mail, airport services, engineering, public relations, planning
finance and training. Most of these committees are fairly active and meet at
least once a year.

Co-operation within the AACO framework includes several activities
pertaining to the exchange of information, co-ordination of policies,
establishment of common stands among its members in IATA meetings, agreements
on fares and rates, co-operation in training and other related activities. A
number of joint projects have also been proposed to member airlines with the
aim of improving the efficiency of operation and reducing the operating
costs. Most of them however did not materialise despite their obvious
cost-saving advantages. For example, a joint computer reservation system was
proposed by AACO and a feasibility study was completed in 1978 including
preliminary design and functional specifications. Ten Arab carriers expressed
their interest in the $30 million project which was scheduled for completion
by the end of 1981. The project was later cancelled and individual airlines
concluded bilateral agreements to subscribe to international reservation
systems.

The AACO also sponsored several projects for the establishment of joint
maintenance facilities to offset the cost disadvantage of small fleet size.
One of those projects, which included airframe overhaul facilities and engine
overhaul workshops, was agreed upon initially by five airlines (Royal
Jordanian, MEA, Kuwait Airways, Syrian Air and Gulf Air) but did not
materialize.
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A few years ago, four AACO member airlines negotiated collectively a
joint insurance policy through one broker. Although each of them pay a
different fee according to its standing, they have all reduced their premiums
by as much as 50 per cent.

The preparation of a commercial strategy for Arab carriers for the period
1987-1991 was one of the most important tasks completed by AACO in recent
years.

The strategy document introduced, for the first time, collective traffic
and fleet forecasts for the airlines of the Arab world and proposed marketing
and pricing strategies to be implemented during the next five years.

AACO maintains strong relations with international and regional
organizations particularly IATA and ACAC. Co-operation between AACO and ACAC
was enhanced in recent years with the formation of an air transport joint
committee with the objective of "improving the co-ordination between the two
organizations to fulfill the common objective of developing air transport
sectors in the Arab world". The Committee meets at least once a Yyear and
whenever the need arises, to discuss subjects of mutual interest pertaining to
pricing, traffic rights and airport navigational facilities. The Committee
also deals with air transport strategic issues which aim at safeguarding the
interest of passengers as well as that of Arab air carriers.

8.2 Co-operation among airlines

Co-operative arrangements among the ESCWA airlines included the operation
of joint services, which has so far met with very limited success, and the

establishment, or the use, of joint facilities. The operation of joint
services include cost/revenue pooling agreements which are concluded on
bilateral basis. One interesting example to such agreements is when the

service is operated by one airline on behalf of the pool partners with the aim
of consolidating traffic on the pooled route to minimize the cost of
operation. In 1978, Gulf Air concluded three separate agreements of this kind
with MEA, Royal Jordanian and Cyprus Airways. Each of the three airlines
operated air services between its home country and points in the Gulf Air
territories, the cost incurred and the revenue earned on these services were
shared between each operating airline and Gulf Air on a previously agreed
basis. These agreements were concluded because of Gulf Air's shortage of
equipment and were later terminated when the airline received more aircraft.

A unique arrangement was concluded in 1977 between Alia (Royal Jordanian)
and Syrian Air concerning the operation of North American routes. The
Governments of Jordan and the Syrian Arab Republic negotiated jointly with the
United States Government for traffic rights between Amman/Damascus and New
York. The idea was that the route would be operated alternatively by Alia and
Syrian Air, but is was agreed later that Alia would operate the service on
behalf of the two airlines. The initial success of the joint venture
attracted the attention of other airlines in the region. 1In June 1978, it was
reported that six airlines (Alia, Syrian Air, Gulf Air, Kuwait Airways, MEA
and Saudia) agreed in principle to form a consortium which would hire member
airlines' aircraft and operate under separate livery two scheduled B-747
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services per day across the Atlantic. This project was not implemented, and
each of the above carriers (with the exception of Syrian Air and Gulf Air)
operates independent services across the Atlantic.

Apart from joint operations projects, there were some proposals to
establish joint facilities in various areas such as passenger handling,
aircraft maintenance and training. Some of these proposals did not
materialize while a number of co-operative arrangements were successfully
implemented in the region especially those concluded on bilateral basis. For
example the training centres of some airlines (e.g. Royal Jordanian, Saudia,
etc.) offer training courses to other carriers in various fields ranging from
flight simulator training to commercial and management courses. A recent
co-operative arrangement involved the leasing of one Tristar L-1011-500 Royal
Jordanian aircraft to Sudan Airways to operate the latter's European routes.
The arrangement also involved co-operation in various fields including
personnel and aircraft maintenance.

Calls for airline mergers have not been taken seriously so far despite
the wvast economic and operational benefits of mergers. In 1975,
intergovernmental agreement was reached in principle to rationalize the Gulf
transport system including the possible merger of Gulf Air and Kuwait
Airways. The merger plan was later dropped, but a government statement
pointed out that this decision should not obscure the prospects of
investigating longer-term forms of collaboration including possible future
mergers.

Ten years later, Gulf Air called for the merger of the GCC's three
carriers (Saudia, Kuwait Airways and Gulf Air) to improve the efficiency and
profitability of the airlines. The proposal, put forward in 1985, called for
the merger of the three airlines into one carrier with four separate divisions
covering domestic, air taxi, air cargo and international flights.
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9. FUTURE TRENDS AND DEVELOPMENT PROSPECTS

9.1 Future traffic trends

The foregoing analysis of traffic development in the ESCWA region
indicated that air traffic witnessed contrasting changes in growth rates
reflecting the rapid and contradictory changes in the region's economic and
political conditions. But it is now evident that, given the present
circumstances, the exceptionally high traffic growth figures achieved
previously are unlikely to be attained in the near future.

The Arab Air Carriers Organization (AACO) recently collected from member
airlines information on their expected passenger and cargo traffic until the
year 1995. The results of the collected data were included in AACO strategic
plan which was prepared during the year 1986 and presented to AACO members in
March 1987.1/ 1Information pertaining to the airlines based in the ESCWA
region are reproduced in tables 9.1 and 9.3 and figures 9.2 and 9.4.

Table 9.1 shows that the region's airlines expect their international
passenger traffic to increase by almost 50 per cent during the period
1987-1995 from about 12.6 million passengers to almost 18.9 million with an
average annual growth rate of 4.6 per cent. This is in contrast with an
increase in passenger traffic of more than 150 per cent and an average annual
growth rate of almost 10 per cent achieved during the preceding period of
1975-1985 (Annex A). The table also indicates that airlines based in the
ESCWA region were conservative in forecasting an overall average annual growth
rate of 4.6 per cent during the period in question which is close to the
average growth rate predicted for total world traffic.

The traffic growth rate predicted for 1987 is fairly modest (2.9 per
cent) but a slight recovery in growth magnitude is foreseen during the period
1988-1990 after which growth rates will range between 4-4.5 per cent while
double-digit growth rates have been predicted for some regions during some
years (e.g. Africa and America), growth rates of total traffic will remain
throughout the period below 6 per cent. The lowest growth rates were
predicted for traffic moving within the Arab world with an average annual
growth rate of 2.9 per cent.

The relative importance of various regions changed slightly during the
period under study but Arab world traffic maintained a high share of 47 per
cent in 1995 down from 51 per cent in 1986. This slight drop was due to
relatively higher growth rates achieved by other regions such as west Europe,
the United States and Africa.

1/ Arab Air Carriers Organization, Arab Commercial Airline Strategy,
1987-1995, (in Arabic).
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International passenger traffic forecast and average growth

Table 9.1.

rates 1986-1995 of ESCWA region scheduled international
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International passenger traffic forecast of ESCWA region

airlines 1986-1995
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International cargo traffic forecast and average growth rates

Table 9.3.
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Figure 9.4.
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International cargo traffic forecast of ESCWA

region airlines 1986-1995
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Fleet forecast of Western Asian scheduled

Table 9.5.
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Freight traffic showed a similar trend (figure 9.4) with slightly higher
average annual growth rates. As shown in table 9.3, the airlines of the ESCWA
region (excluding TMA) predicted that their cargo traffic will grow from
275,470 tonnes in 1986 to 506,258 tonnes in 1995 or by almost 84 per cent at
an annual growth rate of 7 per cent. This forecast is considerably below the
increase of 156 per cent and the average annual growth rate of 10 per cent
achieved during the period 1975-1985. As in the case of passenger traffic,
the lowest growth rate is predicted for the year 1987 which appears to be
followed by a period of relative recovery extending from 1988 to 1990.

The above forecasts indicate that the region's airlines are expecting
traffic growth rates to be close to those predicted for the total industry.
Their predictions are fully justified by the very recent air traffic
performance as well as by the prevailing economic and political
circumstances. Unpredicatable changes in these circumstances, such as a
significant increase in oil prices or an end to the Gulf war would entail
drastic changes in the direction and magnitude of air traffic growth. Until
such development takes place, the airlines as well as the airport authorities
of the region accept the relatively modest growth rates as a fact of life and
draw their future plans accordingly.

9.2 Fleet forecast

Future traffic growth on various routes areas is expected to affect the
size and composition of the fleet of the region's airlines. According to
AACOs strategic plan, West Asian airlines (excluding Egypt Air and Emirates
Airlines) are expected to add 37 aircraft to their fleet during the period
1987-1995. As shown in table 9.5 the plan envisages the addition of sixteen
long-range aircraft, seventeen short/medium-range, two short-range and two
other aircraft. The short- and short/medium-range equipment will continue to
dominate the fleet with a total count of 142 aircraft in 1995, representing 59
per cent of the total fleet, which reflects the importance of regional and
Asian traffic flows. The insignificant addition of only two aircraft to the
purely short-range fleet indicates a limited scope for the use of such types.
The same applies to smaller types classified under the "others" category.

The above expected additions to the fleet are in net terms and do not
reflect aircraft purchases arising from replacement of existing types. 1In
fact a significant proportion of the airlines fleet will be fully depreciated
before the year 1995. This includes most of the region's narrow-body aircraft
fleet which amounted to 120 aircraft in 1985 (table 3.2) as well as some
wide-body aircraft. Some aircraft may be replaced earlier due to the
technological factors. West Asian airlines own 58 aircraft which, effective
from January 1988, will be banned from using any West European airspace for
violating noise regulations. Although most of those aircraft could be brought
in line with the noise regulations by installing a "hush kit", airlines will
be reluctant to keep those aircraft in the long run due to their relatively
high operating and maintenance cost.

9.3 Expected changes in regulatory and competitive conditions

Apart from the declining traffic growth, there are clear signs of radical
changes in environmental conditions that are about to take place.
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9.3.1 Changes in regulatory environment

The airlines of the ESCWA region have for a long time enjoyed a
competitive advantage under an umbrella of government restrictions and
protectionist measures. During the past ten years, the world air transport
industry has witnessed successive moves towards deregulation of air services.
The implementation of this policy started in the United States in 1977 and
involved removal of government controls on commercial aspects of the United
States air transport industry including air fares, entry of new carriers,
capacity, frequency and route operating rights.

The new winds of change soon crept into Europe where regulatory controls
are being gradually loosened through bilateral and regional actions. In 1983,
the European Commission issued a directive calling for the deregulation of
interregional air services between regional airports of the member States of
the European Community. Further action was taken in 1986 by both the
Commission and the European Court against price fixing and commercial
agreements between European airlines on the basis of violating the competition
articles of the Rome Treaty.

There are clear indications that the deregulation mode will soon prevail
within Europe and will later reach other parts of the world including the
ESCWA region. This would lead to major changes in the present air transport
regulatory system of the region and the level of air fares which would
consequently affect the competitive position of the region's airlines.

9.3.2 Increased competition and reduced fares

The slackening of traffic growth had led most airlines to embark
on a new pricing strategy aimed at stimulating traffic or maximizing market
shares through significant reductions in air fares. At the same time, foreign
carriers who have incurred losses or lost market shares in the deregulated
markets increased their reliance on the relatively high yield markets of the
region and offered promotional fares to attract traffic to their services.
Some of those airlines operate multi-sector routes extending beyond West Asia
and enjoy fifth freedom traffic rights to and from the region which gives them
a comparative advantage. Those airlines, by the virtue of their size and
route structure, can offer extremely low prices at intermediate points to
attract "fill up" traffic. They also enjoy a competitive advantage through
their high priority listing in the international automated reservation
systems, such as Sabre, Apollo, etc., especially in major markets. This has
always presented a serious problem for small carriers, including airlines in
the ESCWA region, which are mostly left with low yield traffic in highly

competitive markets.
A recent survey conducted by the Arab Air Carriers Organization (AACO)

indicates that cut-price ticketing has become a common practice on most route
areas.l/ Large discounts are offered to passengers travelling on
interregional routes which could be, in some cases, as much as 65 per cent of
the normal economy fare. According to the survey, the largest discounts are
given on Asian, West European and North Atlantic routes ranging between 20 and
60 per cent of normal fares while discounts on travel within the Arab world
which were previously minimal increased significantly in many markets.

1/ Arab Air Carriers Organization, Arab Commercial Airline Stratepy,
1987--1995, (in Arabic).
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Increased discounting will put tremendous pressure on the relatively high
yield which has so far concealed the disadvantages of high unit operating
costs incurred by most airlines in the ESCWA region. The drop in yield
together with the decline in seat and load factors further complicates the
problems of the region's airlines and seriously hampers their profitability.
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10. PROPOSED THRUST AREAS FOR REGIONAL ACTION

It is evident that certain measures have to be taken in order to improve
the operating and environmental conditions of the air carriers in the ESCWA
region. The improvement should aim at reducing operating cost level and
creating a more flexible regulatory framework in order to enable the airlines
to compete successfully and survive financially in the long run.

The ability of individual carriers to unilaterally affect the needed
changes is very limited. What is required is a joint action through the
execution of certain policy measures on a regional basis.

10.1 Co-operation in ground facilities

The establishment of joint ventures among the region's carriers in
certain areas such as passenger handling, maintenance, reservation system and
personnel training can offset to a great extent the small-scale disadvantages
and may lead to significant cost savings. This project should aim at
eliminating duplication of expensive facilities wherever possible and maximize
the utilization of staff and equipment in various fields.

There are numerous areas in which significant cost reductions could be
achieved. 1In aircraft maintenance for example, the airlines of the regions
may agree to form a joint company to establish maintenance workshops at major
out-stations to provide routine maintenance work at a reasonable cost. They
can alternatively enter into joint contracts with specialized agencies to
provide this service. The airlines can also establish joint heavy maintenance
and overhaul facilities and pool the maintenance work among themselves in
order to maximize the productivity of maintenance equipment and personnel.
This will also reduce the maintenance cost and provide the airlines with a
much better alternative than sub-contracting heavy maintenance work to other
airlines at a considerably higher cost.

10.2 Regional training institute

The Civil Aviation Safety Centre in Beirut which used to train as many as
1700 students annually has been inoperative for a long time, and it 1is
questionable whether it can be fully restored to its previous position. At
the same time, the Civil Aviation Training Centre in Cairo has not been able
to fulfill the region's training needs because of financial and political
reasons.

It is evident that there is an urgent need for the establishment of a
regional civil aviation training institute to serve the airlines and the civil
aviation administrations of the region. The institute should form the central
core of a system of education and training with the following objectives:

(a) To promote basic and advanced training in the following major areas:

(i) Airline commercial and management training.
(ii) Pilot training.
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(iii) Airport management and finance.
(iv) Maintenance and engineering.
(v) Air traffic control and radar training.
(vi) Cabin attendants training.
(vii) Food and passenger services.
(viii) Aeronautics management (maintenance management, flight
safety, flight operations management, etc.)

(b) Set criteria for selection for aviation training.
(c) Define scope and curricula.
(d) Establish common standards for certificates and licences.

(e) Conduct fundamental and recurrent training for airline and civil
aviation personnel.

The establishment of such an institute would create a common source of
standards and controls to be introduced to aviation training throughout the
region. It will also reduce the cost of establishing duplicated facilities
and will maximize the utilization of the central facilities and thus reduce
the training cost per hour. Meanwhile, the airlines will continue to do their
own training tailored to local needs in close co-ordination with the regional
institute.

It is believed that the institute should be established as soon as
possible with the financial and professional participation of airlines and
civil aviation administrations in the region, ICAO, UNDP, ACAC and Arab Air
Carriers Organization.

The institute could be based in Amman where the government has already
devoted land at Amman Airport for the establishment of a regional air
academy. Present facilities and capabilities of training in Jordan constitute
a satisfactory foundation for the proposed institute. The facilities include
Royal Jordanian Air Academy, offering flight training for the commercial pilot
certificate, Royal Jordanian Training Center, offering airline commercial
management, engineering, operations and pilot training and Queen Noor Civil
Aviation Training College which covers the training needs of the Jordanian
Civil Aviation Authority.

10.3 Airline joint operations

The analysis of passenger and cargo traffic flows indicated the low
density of operations on a large number of routes. This results in a low
frequency of service and the achievement of a relatively low seat and load
factor which puts pressure on the economics of operation. The operation of
joint services, especially on long-haul routes would consolidate the region's
traffic on those routes and allow for an economical operation. A revival of
the region's proposed consortium for the operation of the Trans-Atlantic
services is worth considering (chapter 8). Giant airlines currently operating
across the Atlantic are operating in favourable conditions and producing their
services at a low level of operating cost. The airlines of the region
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operating in the North Atlantic find themselves handicapped in competing with
those airlines. Joint operations appear to be the only alternative which
would enable the West Asian carriers to compete successfully with large
airlines and achieve a reasonably high market share.

At the same time, the joint operation of new long-haul services (e.g. to
Australia and South America) would be far more economical than a unilateral
operation. The latter would result in a shallow traffic flow, low frequency
of service, poor seat and load factors, high operating cost and consequently
loss of profitability.

10.4 Airline mergers

An airline merger is an effective way of improving the economics of
operations. If two or more of the region's airlines were merged, they would
be able to consolidate traffic on various routes and improve the utilization
of their aircraft and ground facilities. There would also be real scope for
achieving economies of scale through the amalgamation of common functions such
as engineering, catering, traffic handling and sales. The merger would bring
about an improvement in the airlines' bargaining power and marketing strength.

The above advantages of mergers were recognized by the American airline

industry which witnessed a wave of mergers in the past few years. As a
result, the largest five airlines now control as much as seventy per cent of
the market. There are signs that further mergers are being considered
elsewhere in the world. In Europe, Sabena and SAS are studying the
possibility of a merger, or alternatively pooling resources on long-haul
routes. Other European airlines such as Lufthansa, 1Iberia and British

Caledonian held bilateral talks at different times during 1986 to consider
possible joint ventures. 1In the Far East, it was recently reported that a
committee of the Thai Parliament has proposed a merger of Thai Airway
International (THAI) and Thai Airways Company (TAC) on the grounds of
increased efficiency and elimination of losses. In the ESCWA region, a
proposal for the merger of the GCC member States airlines has been called for
by Gulf Air also on grounds of improved efficiency (see chapter 8).

The airlines of the ESCWA region could be merged to form three or four
large airlines, each carrying the flags of its shareholding States. The
grouping of airlines of adjacent countries could be ‘successful especially if
there is a similarity in operational, financial and regulatory conditions of
the region's airlines.

10.5 Need for policy changes

The future development of the air transport industry in the ESCWA region
along the above mentioned guidelines requires major changes in air transport
policy. The most important of these proposed changes include the following:

(a) Governments should take a more liberal attitude towards granting
traffic rights to the region's airlines to enable them to consolidate traffic
on various routes and intensify the utilization of the region's route system.
This however should be co-ordinated within a regional plan which would ensure
fair and equal opportunity for all carriers.
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(b) A flexible fare-fixing system is urgently needed for the region to
put an end to illegal price-cutting practices and bring about healthier
competitive conditions. The proposed pricing system should also aim at
generating more traffic and at introducing cheap fares during off-peak periods
to stimulate traffic and enable the airlines to distribute their capacity more
evenly throughout the year.

(c) Governments should 1look more positively into the issue of
alleviating visa restrictions to promote, particularly, traffic moving for
touristic purposes or for visiting friends and relatives.

(d) Airlines should review their capacity deployment policy in order to
cut their capacity to meet the demand adequately and eliminate excess
capacity. Joint operations with other carriers can help reduce the capacity
and at the same time improve seat and load factors.

Finally, it is important to emphasize the need for a drastic change of
policy towards all types of co-operative arrangements within the region. The
economic advantages brought about by such arrangements are numerous and would
help both the airlines and governments overcome the present problems and face
future challenges.
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11. CONCLUSIONS

1. The development of air transport in the ESCWA region took place under
generally favourable environmental conditions. The rapid growth in the
economies of the region's States promoted an intensive movement of persons and
goods to, from and within the region and enabled the governments and airlines
to expand and vastly improve air transport facilities. However, recent
declines in oil revenues and consequently in economic activity together with
the Gulf war have adversely influenced the region's air traffic. Traffic is
expected to grow during the next few years at relatively modest rates close to
the industry average.

2. Airport development programmes in the ESCWA region have been rapid and
very ambitious by world standards, accounting for 32 per cent of total world
airport investment in recent years. Limited airport development projects are
envisaged in the near future, but efforts should be concentrated on the fields
of manpower training and airport management and finances.

3. The airlines of the regions have grown very rapidly during the 1970s at
rates well above the industry average. The rapid growth is clearly indicated
in the development of passenger and cargo traffic, route network and fleet.
The airlines have always concentrated their efforts on scheduled services and

they all perform the role of multi-product carriers with the exception of one
airline, (TMA), which specializes in all-cargo services.

4. Passenger traffic is largely dominated by labour and holiday traffic
which creates problems of seasonal variations and directional imbalances. the
harmful effects of this problem on the utilization of capacity could be
alleviated by the introduction of promotional cheap fares during off-peak
periods to improve seat factor performance and distribute traffic more evenly
throughout the year.

5. The traffic moves in high volumes within the ESCWA region, and between
the region on the one hand and west Europe and Asia on the other. However,
the operation of a large number of shallow routes has been observed, some with
exceptionally low traffic density. This is primarily a result of the rapid
expansion of route networks and the operation of parallel services by
individual airlines from adjacent airport, which is partly responsible for the
achievement of low seat and load factors. The airlines of the region should
recognize the interdependence of their route networks and agree on a formula
to rationalize the existing route system to consolidate traffic on various
routes.

6. Cargo operations suffer from serious directional imbalances on imported
goods and its limited exporting capabilities. All cargo services are limited
to a small number of routes and are influenced by competition from passenger
aircraft.

7. The airlines of the ESCWA region are operating in a highly restricted
regulatory environment. The restrictive policies in granting traffic rights,
increasing frequency or capacity and in fare fixing are aimed at protecting
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the national carriers from competition. Such policies do not enable the
airlines to consolidate traffic on thin routes or reduce fares to generate
additional traffic or to schedule for higher frequency to adequately meet the
demand.

8. The airlines of the ESCWA region are providing their services at a
relatively high unit operating cost. This problem has so far been concealed
by the high average revenue yield achieved by the airlines. However,

deteriorating yields, seat and load factors have put tremendous pressure on
the economies of operation and hamper the airlines'’ profitability.

9. The disadvantages of small scale operations and low traffic density could
be alleviated within a regional context through the establishment of joint
ground services and the joint operation of long-haul routes. Traffic

consolidation on the region's route system would improve seat and load factors
and reduce the operating costs of the region's airlines. Mergers should be
considered more seriously as an effective means to improve the competitive
position and the economics of operation.

10. Radical policy changes are required for a healthier development of the
air transport industry including a more liberal attitude towards traffic
rights, a flexible fare-fixing system and increased regional co-operation.
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Annex C.1. (Continued)
BETWEEN | RAS ! !
-------- t ADEN  AMMAN DAMASCUS [HAHRAN  DUBAT  JEDDAH  KUWAIT  MUSCAT ALKHAIMA RIYADH GANAA  SHARJAH i ToTaL |
2ND | | |
.- ] |
AFRICA I f
CREEEEEEEREEE | |
KHARTOUN 35 5 7076 135 21 409 98¢ 30 | 9749 |
ADDIS ABAPA 2001 78 1420 : 190 24 | T
NATRDB! 89 428 1428 12 | 1937 |
ENTEBIE 958 kH i 993 |
RBMLILE 8¢5 ! 8¢ |
T31B0UTL 41 { 498 42 | 73 |
LABOS 757 | 797 |
(AR ESALAY 17 88 51 | 0 1
$O3ADISHU 2 4 136 | 160 i
NCUAXCHOTT 137 | 137 |
NIAMEY 121 | {21 |
DRKAR 106 i 106 |
B1JUMBURA 101 1 101 |
KI3eLl 9 | 79 1
MAURITIUS 42 | 42 |
REUNTON 40 | 40 1
TOTAL 2131 0 0 39 1700 12849 135 109 9 409 1285 241 | 18834 |
.5.A I i
CHEEERRREERED | |
NEW YORK 3338 3 1314 180 1921 3110 1941 | 11805 |
L35 ANGELES 402 | 402 |
CHICAED 289 [ 280 |
sss=zZIsssooSIS=SsSIISSISSESSSSISSISSTSSSSSSSSSSISSISIZIISI=SES : |
18780 0 4018 3 1314 180 1521 2110 ] 0 1941 0 0 | 12487 i
ssssssssssssssssssssmzsszoscsssssossssssSSSTSSSIISIoITSISSIIIIIIIIIISCITSISSIEISIIEICIISIEIIISSIISIIISIIIEIIIIEIISSSSISIIIIsIIRSEIssIIsssissssas |
AUSTRALIA | |
BEEERPRREREEE | |
¥ELBJURKE 2461 482 | 2943 |
CEDNEY 869 340 | 1209 ¢
PERTH 2 18 | 20 |
=== |
1] 0 1] 3332 0 849 0 0 0 0 | 4172 |
"""" = |
[ 0 3347 0 5459 7 1 23 2362 0 4 | 11469 I
= = H SE=s===ZISZSS2IS=ISIES i
52738 5033 37001 94006 103583 74472 256148 826  SSEts 9138 9747 | 482411 #1

# Total excludes double counting of traffic moving within ESCWA region.
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