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Abstract

Purpose: The purpose of the article is to show that the budgetary development of aviation in the market of domestic
flights in Ukraine will not only increase the use of the aircraft by the end user, but also maximize the profits for the
domestic airlines. Methods: We used economic analysis methods to assess the costs for air travel. The necessity of the
use of passengers load factor was justified, indicators of the efficiency of the airline were calculated. The advantages of
the air transport compared to the rail transport were shown on the basis of a comparative analysis. Results: We
considered the relationship between the volume of air traffic and the revenue of the potential clients. The feasibility of
reducing prices on air tickets to the level of railway tariffs was proved. The concept of low cost airlines was defined, the
factors to decrease the air travel prices were identified. Maximisation of the airline profits can be achieved with an
affordable price, which will increase passenger traffic. Discussion: In Ukraine there is an urgent need for new
solutions that would help airlines to successfully conduct its business and meet the needs of passengers on domestic
routes. There is no doubt that in times of economic crisis, inflation has a significant impact on the real incomes of
consumers, and this study proves the feasibility of establishing a low-budget domestic aviation and its use on domestic

routes during the economic crisis.
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Modern Ukraine is characterized by relatively high
economic development and active implementation of
new technologies and innovative strategies in
various sectors. On the one hand, these factors
favorably affect the living standards of the
population, demand and form new, more complex
needs. On the other hand, representatives of the
business and service sectors must be prepared to
respond to changing market requirements, prepare to
overcome the difficulties of the economic crisis.

An important and integral part of developing
economies are air transportation. Despite the
positive growth (15.5% in 2012-2014) in domestic
flights of Ukraine today there are complex of system
problems. The feature of the air transportation
market is that model which is now used by national
airline is not entirely relevant for both domestic and
foreign markets for air travel.

The end consumer is not willing or is unable to
pay such a high price for a ticket, which now offer
airline. This is explained by the fact that in times of
economic crisis, inflation significantly affects the
income of consumers. Profit maximization airlines
must be achieved at the expense of affordable
pricing on the flights, which will increase passenger
traffic.

The problems of air transport enterprises engaged
Ukrainian scientists such as N. Antoschyshyna, D.
Buhayko, G. Grigoriev, G Gurin, K. Kalda,
Y. Kulayev, S. Pereverzev, N. Poljanskaya,
J. Kozlyuk, M. Semeryahina and others [1-3].
Scientists in multi direction were uncovered
activities of air transport enterprises and defined
perspective directions of development. However, the
theoretical and methodological level is formulated
business model of low-cost airlines and the
estimation of the prospects of the airline market in
Ukraine.

The purpose of this article - to prove that the
development of low-cost aviation in Ukraine for
domestic air transportation will not only increase the
aircraft utilization for the end consumer but also
maximize profits ADE airlines.

In the years 2014-2015 there has been a
significant reduction in key indicators of enterprises
of aviation industry of Ukraine (Fig.).

Among the main factors that led to a decline in
demand for air travel - current military-political
situation in the country, the annexation of Crimea,
the recommendations of the safety of a number of
international organizations and EU agencies avoid
alternative routes airspace of Ukraine and the

Copyright © 2016 National Aviation University
http://www.nau.edu.ua


mailto:nat_kas@ukr.net

N. Kasianova, K. Suvorova. Prospects of Ukraine Low-Cost Aviation 115

associated deterioration in overall total the state of have significantly reduced route network, a number
the current economic situation. During the year of general areas were minimized.
some domestic airports didn’t work, many airlines

9000 81063
7504.8 )

8000 : 8110.4

6106,5 6475,2
7000 6181 '
6000 H3L1 63985 6820.9 6900.3
2000 4934.8 ’ 3828,6
4000 : 51443
3000 41359
2000 1246,2 995.2 962.2 1176,3 1285.4 1210,1
1000 - : ——_046.6

0
2008 2009 2010 2011 2012 2013 2014
total international inside

Fig. Dynamics of air transportation in Ukraine, thou people [4]

Passenger and cargo traffic performed by 35
domestic airlines, according to statistical data -
6,475.2 thousand passengers and 78.7 thousand tons
of cargo and mail (2014 reduction was 20.2% and
20.7% respectively).

In the market of passenger traffic during 2014
worked 25 domestic airlines, the major passenger
airlines are "Ukraine International Airlines"
(reduction of transportation by 14.6% compared
with 2013), "Wizz Air Ukraine" (reduction by
19.4%), "UTair-Ukraine" (reduction by 24.1%),

Airlines" (increase of 33.9%) and "Dniproavia"
(increase of 20.7%) [1]. The increase in airline
companies "Kharkiv Airlines" and "Dniproavia"
was due to the redistribution of passenger traffic
due to the closure of the airport in Donetsk.

The volume of passenger traffic is directly
related to the level of income. The correlation
coefficient between the volume of air transportation
and wages is 0.988 ($) and 0.948 (UAN.). Unlike
air traffic volume of passenger traffic on the
railroad does not depend on income.

"Wind Rose" (reduction by 11.9%), "Kharkiv

Table 1. The dynamics of passenger traffic and income Ukraine [5]

Year Airfreight Rail transport Average monthly salary
thou people m. pass. km thou people m. pass. km UAH $

2001 1289,9 1745 467825 49655 311 57,91
2002 1767,5 2400 464810 50400 376 70,54
2003 2374,7 3300 476742 52200 462 86,68
2004 3228,5 5300 452226 51800 590 110,90
2005 3813,1 6100 445553 52400 806 157,42
2006 4350,9 8600 448422 53400 1041 206,14
2007 4928,6 9500 447094 53400 1351 267,52
2008 6181 10776,8 445466 53225,4 1806 331,38
2009 5131,2 9020,5 425975 48274 1906 244,67
2010 6106,5 10968,8 427241 50038,4 2239 281,99
2011 7504,8 13761 429785 50837,4 2633 331,19
2012 8106,3 14406 429115 494439 3041 380,60
2013 8107,2 12568,2 425217 49098,3 3282 410,76
2014 6473,3 11583,7 389306 35623,5 3480 292,68
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The results suggest that the volume of air
transportation and airline revenue connected with
income prospects. The concept of low-cost traffic is
that if the price is comparable with railway fares,
the consumer is able to save significant time to
optimize your personal schedule by offering high
frequency of flights at different times of day. And
that control the price of tickets is one of the main
tools of the aviation industry in Ukraine.

Low cost airlines (or discounters airlines) have
built an entirely new business model, which is
based on high productivity and low costs.

Today is the following popular low-cost
companies as: Air Berlin, Vueling Airlines,
Norwegian, Niki, Pegasus Airlines, Wizz Air and
Air Arabia. Flights are now carried out not only in
Europe, but also in Asia, Australia and America.
Adopting experience Easy Jet, other low cost
airlines have begun to develop their own strategies
to minimize the cost of the flight [6].

The most important factor in the low-cost
airlines is the efficiency of doing business is higher
than traditional carriers. They provide tickets at
very low prices, thereby increasing passenger
traffic. This allows airlines to get more aircraft
hours, more profit on the number of employees and
lower costs for each passenger seat.

The main factors to achieve this effect, the use
of modern and young fleet (new aircraft consume
less fuel and less likely to break), the exclusion of
costs for optional items such | have food on board,
using fewer staff, ticket sales via the Internet (at
cost traditional airline commission agents or
maintenance of city ticket offices are about 10% of
the ticket price).

So book your ticket and pay only on the airline's
website, thus avoiding additional costs for services
agency for booking flights. To free luggage hand
luggage is allowed only specified size and weight.
And almost everywhere there is no business class
cabin. If necessary, you can order any service, but it
is paid extra. Value-added services based on the
company's carrier start from 10 euros. And yet, low-
cost aircraft companies differ increased comfort and
service on board at a very high level.

One of its distinctive features is the low
profitability —of operating carriers. Modern,
traditional airlines faced with such uncontrollable
external factors such as rising prices for aviation
fuel (up to 50% of costs), political barriers,
infrastructural constraints, low load on separate
tracks [7]. A large amount of money spent on the

purchase of new equipment, maintenance of diverse
fleet and training.

Another feature air transportation market in
Ukraine is that the traditional model of air
transportation is not always effective on domestic
routes. The efficiency of the airline depends on end
users, i.e. passengers. After all, they determine how
and where airlines fly that route to develop and
which are not. Modern passengers a much greater
degree differentiated by their needs, compared with
the passengers last century.

Differences in age, income level, the purpose of
travel, form different perceptions of factors such as
price, service quality, schedule and so on. However,
trying to meet a variety of consumer requests in
adverse environments, air carriers, after all, offer a
very similar set of services, sometimes of poor
quality, which does not speak of the existence of
competitive advantage.

As a result, the profitability of many airlines is
sometimes reduced to zero and during the global
economic downturn, when the impact of external
factors on the business becomes stronger and almost
not subject to management and control, many
industry players are forced to leave the market,
leaving a multimillion-dollar debt. In terms of
passenger demand, it causes a dissatisfaction and
transfer part of its wvolume of alternative
transportation options, such as rail or road.

Thus, in Ukraine there is an urgent need for new
solutions that could help airlines operating on
domestic routes, successfully conduct its business
and meet the needs of passengers. One of these
solutions is the so-called low-cost operating model,
the expediency of which is confirmed by several
market research.

Currently in Ukraine there is no "real" airline
low-cost. Thus, the airline "WizzAir Ukraine",
which entered the Ukrainian market in 2008, took
his base in Ukraine as a result of the difficult
economic situation and the continuing problems in
the airline market. The new company entered the
maker in September 2015 - Turkish Atlasjet
Airlines, which plans to combine domestic flights
Kiev and Odessa to Lviv. But Atlasjet is a purely
Turkish company based in Istanbul.

Flights from Ukraine are populated by low-cost
airlines that take routes of traditional airlines and
also try to give our customers competitive rates for
at least some of their seats.

For example, a situation we can see in the
common European destinations the largest national
carrier MAU and "Wizz Air".
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Today, in times of economic crisis, desires and
needs of modern man include not only an efficient use
of their money, but also an efficient use of the time.

During the period from September 2014 to
September 2015, prices were rapidly changing due
to various factors. One such factor is that each plane
flies in different directions. That is, the higher the
cost of the aircraft and its maintenance cost (takeoff
/ landing, aviation safety, towing, fuel, etc.) - the
higher the price per ticket. So it should be noted,
that low-cost companies should develop in the
domestic market of air transportation.

A low-cost segment in Ukraine will grow rapidly
only in conjunction with the welfare of citizens, as
well as simplification of visa regime with the
European Union. At the same time lowering ticket
prices and expanding routes carries big risks. In
fact, in Ukraine demand for air transport is not
elastic. For example, in Europe at lower prices an
increase in passenger traffic, which amounts to
cover financial losses as a result of lower prices.

Foreign airlines do not risk to open in Ukraine
new routes, given that connections to major
European cities are already established, and
passenger traffic is formed.

Constraining factors in the development of the
European area are difficulties with a Schengen visa.
Wealthy Ukrainians who fly often, are easier to
obtain a Schengen visa, but this category of citizens
often uses traditional airlines. A low-cost prefers
mostly middle class, and many of its representatives
cannot fly due to lack of visas.

The development of low-cost airlines is an
important and relevant aspect of the domestic air
transportation market of Ukraine. Unfortunately,
not every modern person can afford to spend a
significant amount of funds for the ticket. The
method provides a low-cost maximum reduction in
ticket prices, and is designed for people with low
and middle income countries.

Given the fact that in times of economic crisis,
inflation greatly influences the real income of
consumers, this study allows to prove the feasibility
of establishing a low-budget domestic aviation and
its use on domestic routes.

We have analyzed the feasibility of using an
aircraft for domestic low-cost method for domestic
flights and short distances. Baselines taken the route
Kyiv-Lviv, whose length is 497 km airspace. The
time spent on overcoming distance plane - 60
minutes. For comparison, calculate the net profit
from the implementation flight Boeing 737-100

aircraft and the AN-148-100 for 12 months, taking
into account seasonal load aircraft [8].

Passenger aircraft, Boeing 737-100 takes 103
persons, fuel consumption - 2000kg / h (at a price of
11,000 UAH / 1000kg), salary crew (2 + 3 pilot
flight attendant) is an average of 1100 UAH per
day, the cost of operating the aircraft - 185888.88
UAH per day.

Passenger aircraft AN-148-100 is 80 persons,
fuel consumption - 1550kh / h (at 9,000 UAH /
1,000 kg), salary crew (2 + 2 pilot flight attendant)
is 732 UAH per day, the cost of operating the
aircraft - 35407.41 UAH per day.

It should be noted that when calculating the cost
of servicing the aircraft, changing only the cost of
fuel while the cost of the daily service (amortization
of aircraft, the costs for wages, maintenance "Daily
Check", parking etc.) remain constant.

Also note that the cost of a first class ticket on
the train "Intercity” in the direction Kyiv-Lviv is
510 USD., Distance to the ground is 564 km and the
time spent to overcome this distance takes 5 hours
20 minutes. Reduced ticket prices to the level of rail
traffic will increase demand and allow for 4 flights
(go / back) per day.

Unfortunately, in the aviation practice
practically no route has a hundred percent of the
passenger load per month or per year. Typically, the
load factor passenger load is calculated by key
analysts in a month, to predict future demand for
tickets to this or that direction, as well as for
forecasting passenger for the future. Often, airlines
use factor 0.7 (load factor passenger seats), which
means that the incomplete utilization of the aircraft
70% of tickets will be sold, and 30% of the seats
remain empty.

So, calculate profit from the executing morning
and evening flight and two flights of intermediate
(at 70% load) in the direction Kyiv-Lviv aircraft
AN-148-100 and present it to the table 2.

Thus, lowering the cost of a ticket to the ticket
price for first class train "Intercity"”, the airline is
able to profit in the amount of 943,777.1 per day.
Subject to completion of the four flights (morning,
evening and two intermediate) in both directions.
Thus, the airline will receive 28 million USD profit
directly from one airline in the domestic market for
the month. In addition, a 2.5 times increase the
number of passengers.

Currently, it is extremely important for a person
who is committed to the rational use of their time,
can save nearly 4 hours and 20 minutes of their time
to overcome the distance Kyiv-Lviv.
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Table 2. Profit from the implementation of air traffic in the direction Kyiv-Lviv

Boeing 737-100 (fact) AH-148-100A (forecast)
The number of The number of
. passengers per . passengers per .
Period day (1 flight TS;T:S‘ Profit, UAH | day (4 flights TS;T:S' Profit, UAH
back / back), back / back),
persons persons

October 2014 196 2 700,00 670611,12 408 510 52 340,59
November 2014 176 4 600,00 1018611,12 408 510 52 340,59
December 2014 200 7 100,00 1249011,12 544 510 121 700,59
January 2015 200 7 400,00 1289011,12 408 510 52 340,59
February 2015 190 7 600,00 1365011,12 408 510 52 340,59
March 2015 156 8 400,00 1112795,12 544 510 121 700,59
April 2015 174 8 614,00 1126211,12 544 510 121 700,59
May 2015 200 7 800,00 1569011,12 517 510 107 930,59
June 2015 176 9 000,00 877811,12 374 510 35 000,59
July 2015 160 6 300,00 1289 011,12 367 510 31430,59
August 2015 148 9 500,00 1219455,52 524 510 111 500,59
September 2015 166 9 800,30 1047211,12 469 83 450,59

py 2142 13833761,8 5515 943777,1

From the calculations, we can conclude the
feasibility of companies, based on a low-cost
method for domestic air transport. Significant
discounts for air travel achieved through the
following tasks:

1. Denial of traditional types of service on the
board. These include lack of nutrition, interior
division into classes, greater passenger capacity of
the aircraft, allowing you to take on more
passengers.

2. Optimize routing schemas. One way to do
business for airlines that refused traditional
services, and needs to be cost-effective and
profitable is to maximize the use of the existing
fleet and reduce downtime. In other words, effective
economies of scale - the larger the deposit, the
lower the total cost. Low-cost companies are mainly
oriented to short and medium distances
(approximately 2000 km.) [9]. The long duration of
the flight makes unattractive for the buyer and the
lack of food on board, and high density loading of
the aircraft3. Unification fleet of the airline. This
condition reduces the cost of training of flight
personnel, purchase of training equipment, the cost
of spare parts and maintenance of aircraft.

4. The use of secondary airports. As the
traditional ticket price includes airport taxes and
sometimes quite high, the use of secondary airports

can reduce these costs.

5. On-line ticket sales, thereby reducing the cost
of maintaining their own offices and use of global
distribution systems.

Thus, in Ukraine there is an urgent need for new
solutions that could help airlines operating on
domestic routes, successfully conduct its business
and meet the needs of passengers. One of these
solutions is the so-called low-cost operating model,
the expediency of which is confirmed by a number
of market research [10]. The concept of low-cost
traffic is that if the price is comparable with railway
tariffs, the consumer is able to save significant time
to optimize their personal schedule by offering high
frequency of flights at different times of day.
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Mera: Merta cTaTTi — IOBECTH, IO PO3BUTOK OIOKETHOI aBiamii Ha PUHKY BHYTPIIIHIX aBialiepeBe3eHb YKpaiHU
JI03BOJIUTh HE TUIbKM 301JIbLIMTH BUKOPUCTAHHS JITAKiB KIHIEBUM CIIOKMBAa4eM, a M MaKCHUMI3yBaTH MPHOYTOK
BITUM3HIHUX aBiakommaHii. Meroam: Byino BHKOpPHCTaHO METOAM E€KOHOMIYHOTO aHali3y [yl OL[IHKM BHUTpaT Ha
aBianepeBe3eHHs. OOIPYHTOBAaHO HEOOXIIHICTh BHKOPUCTAHHS KOE(illi€HTa 3aBaHTAKEHHsS MaCaXKMPCHKUX MiCLb,
PO3paxoBaHO MOKa3HUKK ¢(PEeKTHBHOCTI poOOTH aBiakommaHii. Ha OCHOBI MOPIBHSUIBHOTO aHAIi3y MOKA3aHO MEpeBaru
MOBITPSIHOTO TPAHCIIOPTY B MOPIBHSIHHI 3 3aJII3HUYHUMU TIepeBe3cHHAMU. Pe3yabTaTn: Po3risHyTO B3a€MO3B'SI30K MiXkK
00csATOM aBiarnepeBe3eHb 1 JOXOJaMH MOTCHIIHHUX KII€HTIB, TOBEJCHO AOIUIGHICTh 3HWKCHHS IiH Ha aBiaKBUTKH 10
piBHA 3ami3HUYHUX TapudiB. OOIpyHTOBaHO KOHIICIIII0 HH3BKOi BapTOCTI aBiallepeBe3eHb, BH3HAYCHO (pakTOph
3[ICIICBICHHS aBianepensoTiB. MakcuMizamis npuOyTKY aBiakoMIIaHii ITOBUHHA OyTH AOCATHYTA 332 PaXyHOK JOCTYITHOT
LiHY, 0 JO3BOJHTH 301IpIIUTH MacaxxuponoTik. O6roBopenns: B YkpaiHi icHye rocTpa morpeda B HOBUX PIIICHHSX,
SKi MOTIIH O JOTIOMOTTH aBiaKOMIIAHISIM YCIIIOTHO BECTH CBili Oi3HeC 1 3aOBONBHATH MOTPEeOM MacakupiB Ha
BHYTPIIIHIX MOBITPSHUX JTiHisIX. He BUKIMKae CyMHIBY TO# (hakT, O 3a YaciB €KOHOMIUHOI KPH3H, iH(IIALISA iICTOTHO
BIUIMBA€ Ha peasibHi JOXOIM CIIOXKMBAuiB, a 1€ JOCITI/DKEHHS JI03BOJISIE OOrPYHTYBAaTH [OLUIBHICT CTBOPEHHS
MaJIOOIOJKETHO BITUM3HSHOT aBialii Ta Tl BUKOPUCTaHHS Ha BHYTPILIHIX JIHISAX B YMOBaX €KOHOMIYHOI KPU3H.
KoarouoBi ciioBa: aBiakommnaHis; aBianepeBe3eHHs; MaloO0KeTHA aBiallis; IpUOyTOK; I[IHOBA MOJITHKA.
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Heasn: Ilexs craten — K0Ka3aTh, YTO pPa3BUTHE OIOKETHON aBHAITNM HA PhIHKE BHYTPEHHHX aBHAIEPEBO30K Y KpaMHbI
MO3BOJIUT HE TOJBKO YBEIWYUTH HCIIONB30BAaHHE CamojieTa KOHEYHBIM NOTpeOHTeneM, HO W MaKCHMHM3HPOBATh
NpUOBUTL OTEUECTBEHHBIX aBUaKOMIaHWil. MeToabl: BpuM KCMONB30BamM METOJBl SKOHOMHUYECKOTO aHalu3a Jyis
OLIEHKH pacxoJ0B Ha aBuanepeBo3kn. OOOCHOBaHAa HEOOXOAMMOCTb HCIOJIB30BaHUS KOA(QQUIMEHTa 3arpy3Ku
MMACCAKUPCKUX MECT, PACCUUTAHBI MMoKa3arenu 3(pQeKTuBHOCTH paboTH aBHakoMmaHuA. Ha OCHOBe CpaBHUTEIHHOTO
aHaJIM3a MOKa3aHbl MPEUMMYLIECTBa BO3AYIIHOTO TPAHCIOPTAa MO CPABHEHUIO C JKEJIE3HOIOPOKHBIMHU IEPEBO3KAMHU.
PesyabsTaThi: PaccMoTpeHa B3aMMOCBSI3b MEXIy 0OBEMOM aBHATICPEBO30K M TOXOJAMH MOTCHIIMAIBHBIX KIHECHTOB,
JIOKa3aHa IIeNIecO00pa3sHOCTh CHIDKCHHS IICH Ha aBHAOWIICTHI JO YPOBHS JKEIE3HOMOPOKHBIX TapupoB. OOOCHOBaHA
KOHLETIUS HU3KOH CTOMMOCTH aBUaIrepeBO30K, ONpeeIeHbl (PaKTOPHI yICIIEBICHNS aBUanepeneToB. MakcuMu3amms
NpUOBUIM aBHAKOMIIAHMM JOJDKHA OBITh JOCTUTHYTA 3a CYET JOCTYIIHOW IEHBI, YTO IO3BOJHUT YBEIUYUTH
naccaxuponotok. Oocy:xnenue: B YkpanHe cymecTByeT ocTpas MOTPEOHOCTh B HOBBIX PEIIEHUSIX, KOTOPHIE MOTJIH
OBl TOMOYb aBHAKOMIIAHUSAM YCIIEIIHO BECTH CBOM OM3HEC M YAOBJIETBOPATH MOTPEOHOCTH MMACCaXXHUPOB HA BHYTPEHHUX
BO3IYIIHBIX JIMHUSAX. He BBI3BIBaeT COMHEHHS TOT (DakT, YTO BO BpPEMEHa HKOHOMHYECKOTO KpH3HCa, HH(IAIHSL
CYIIECTBEHHO BIHSIET Ha peaJbHBIE JOXOAbI IOTpedWTeNei, a MaHHOE WCCIIEeOBaHUE II03BOJIIET OOOCHOBATh
11eJ1ecO00Pa3HOCTh CO3AaHUSI MAJIOOIOKETHON 0TeYeCTBEHHON aBHAIINH M €€ MCIIOJIb30BAHMS HA BHYTPEHHHX JIMHHUAX B
YCIIOBHAX 3KOHOMHYECKOIO KpU3HCa.
KiroueBble cji0Ba: aBHaKOMITAHUS; aBHATICPEBO3KH; MAOOIOPKETHAS aBUAIIHST; IPUOBLUTE; IICHOBAs ITOJIUTHKA.
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