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ICRA RATING FEATURE Reducing losses for the Indian Aviation Industry on the back of reduced jet fuel prices  

The performance of the Indian airlines has been fairly volatile over the past several years as headwinds in the form of high jet fuel prices, rupee 

depreciation and intense competition far outweighed the benefits of growth in passenger traffic. Starting FY15, the operating environment for the airline 

industry has been gradually improving on the back of steady recovery in domestic passenger traffic and sharp reduction in global crude oil prices. Jet fuel 

prices have declined by ~29% during the period March 14 to March 15, which has provided respite for airline companies in India. With fuel cost accounting 

for about 40-50% of operating expenditure for Indian airlines, the lower fuel price has resulted in ~12-13% reduction in operating cost. Considering the 

competitive intensity though, the airlines are partly passing on the benefit of reduced fuel prices to customers in order to attract passenger traffic. 

However, the benefit is typically not passed on completely and the RASK (Revenue per Available Seat Kilometer)-CASK (Cost per Available Seat Kilometer) 

spread has improved. In addition to declining fuel prices, efficiency gains through process improvements, route rationalisation and careful balancing of 

capacity with demand are other factors which have supported the improved operating performance of the Indian airlines.  
 

Although airlines continued to report weak financial performance in FY15, the extent of losses - at ~Rs. 75-85 billion for the industry – is a decline of ~35-

40% as compared to that witnessed in FY14. Apart from Indigo which has been consistently reporting net profits on the back of its focused strategy of on 

time performance, consistent on board and ground service, and high aircraft utilization by cutting turnaround time, Go Air is the only other domestic 

carrier which has been reporting net profits.  
 

Favourable jet fuel pricing environment, increasing capacities and better utilizations to further support improvement in performance of 

Indian airlines; however, increased competitive intensity is placing pressure on yields 

While we expect domestic airlines to continue to report improved performance in FY16 on account of favourable jet fuel pricing environment and  we 

expect the aggregate losses for the Indian aviation industry to further reduce to ~Rs. 50-55 billion in FY16, the Indian aviation industry is still subject to 

ongoing structural challenges apart from intense competition putting pressure on yields. With the objective of improving the passenger load factors (PLFs) 

and/ or improving the working capital position at some carriers, most of the airlines have engaged in promotional pricing that has drawn the entire industry 

into deep discounting. However, while such prolonged and intense price competition has the effect of increasing load factors, they tend to reduce yield and 

passenger revenues during the periods that they are in effect. 

 

From the perspective of airlines, possible reduction in taxes on jet fuel and lifting of the '5 Years/20 Aircraft'1 restriction will play an important role in 

addressing profitability pressures. Further, rigorous cost rationalization measures right from phasing out loss-making routes to renegotiation of 

maintenance contracts and rationalization of manpower should help in lowering the break-even load factors to some extent; ; however, the jet fuel prices  

1
 The 5/20 rule requires domestic airlines to complete five years of domestic flying and have a fleet of 20 aircraft before they can operate on international routes 
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and movement of Rupee against the US$ would play a critical role in facilitating the same. The challenge to recovery and profitability – other than an 

increase in fuel prices – is a failure to maintain pricing discipline. 

 

Overall sustainability hinges on an airlines’ ability to significantly reduce debt levels through a combination of improvement in operating 

performance and/ or by way of equity infusion 

From credit perspective, the Indian carriers have been under severe financial stress due to a combination of weak operating performance and high 

investment requirements, following which their debt levels have increased (aggregate industry debt of ~Rs. 700-750 billion as on March 2015), cash 

reserves have dwindled and raising equity capital has become difficult for some carriers. Some airlines have also struggled to re-finance their debt 

obligations or raise equity. Among airlines, full service carriers (FSCs) have been impacted the most owing to their aggressive debt-funded capacity 

expansion plans, in-organic investments and higher fixed costs.  

 

In the near term, the balance sheets of Indian carriers are expected to continue to remain stressed and the industry is expected to continue to have 

significant funding requirements until the carriers are able to significantly reduce their debt levels through a combination of improvement in operating 

performance and/ or by way of equity infusion. We believe addressing the regulatory hurdles on foreign ownership is critical for enabling Indian airlines to 

raise funds from foreign carriers. So far, Jet Airways has been the only beneficiary of the FDI policy change, with Etihad investing US$ 600 million for 24% 

stake in the carrier. More recently, SpiceJet has also seen change in its ownership with the Maran family selling its stake in the airline to its erstwhile 

promoter. In addition, Indigo is also planning to raise equity funding through an Initial Public Offer (IPO). 

 

Capacity to outpace demand in the near-term; industry-wide load factors to remain subdued 

Domestic passenger traffic has been growing at a steady rate over the last two fiscals (4.9% in FY14 and 15.5% in FY15), supported by increasing 

competitive intensity, translating into affordable air fares. Over the past couple of years, the industry has gone through a phase of consolidation post 

Kingfisher’s exit (in Oct-12), capacity reduction by other FSCs and capacity corrections (due to liquidity problems faced by SpiceJet) since Nov-14. However, 

competition is set to gain pace again in both low cost carriers (LCC) and FSC segments with entry of new airlines and also to some extent due to expected 

pick-up in SpiceJet’s capacity. Over the last two years, five new airlines (Air Asia, Air Costa, Air Pegasus, TruJet and Vistara) have made their entry in India, 

resulting in 10 scheduled domestic airlines (the other five being Air India, Jet Airways, Indigo, SpiceJet and Go Air) currently operating in India, with five 

more airlines waiting to start their operations. Addition of new players as well as capacity enhancements by the existing players have resulted in growth in 

the average monthly available seat kilometers (ASKMs) to 7,800 million in 5m FY16 from 6,300 million in FY13, even though the PLFs too grew from an 

average level of 74% to 82% during the same period because of the strong traffic growth. The revenue passenger kilometers (RPKMs) increased as a 

combination of the aforementioned factors from 4,700 million in FY13 to 6,400 million in 5m FY16, although at the expense of lower yields for the airlines. 

Going forward, the ASKMs are likely to grow at a healthy pace supported by aggressive capacity additions by the existing players as well as scaling up of 

operations by the new entrants. With new carriers expected to launch operations, the competitive intensity in the domestic aviation market is only 

expected to increase further. 
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Longer-term growth prospects remain contingent on reforms 

In the report, we have discussed the key drivers that will shape up the industry's growth prospects over the longer-term. Improving business environment, 

concerted efforts through 'Incredible India' program at national level and programs run by state governments have supported India's tourism industry. 

However, the tourism growth is still lagging some competing destinations on account of under-developed tourism infrastructure, lack of international 

connectivity at some key tourist destinations, cumbersome visa requirements, and dearth of mid-tier hotel chains in India. 

 

To address some of the challenges, the Indian Government launched “e-tourist visa” scheme in Nov 2014 which now covers 113 countries and 16 airports. 

The program is to be further expanded to 150 countries in FY16. This is already playing an important role in attracting higher tourist footfalls into India. 

Further, in the context of planned removal of 5/20 rule, it is expected to have a simpler policy regime which will allow new entrants to fly on international 

routes earlier than the current five year period. The Indian Government’s corrective actions to address the safety issues have resulted in the Federal 

Aviation Administration (FAA) restoring India’s aviation safety ranking to Category 1, which is a positive for the Indian aviation industry. 

 

Investments in the airport infrastructure space, formalizing India's regional airline policy, open skies agreement and potential reduction in taxes on jet fuel 

are some of the other key areas where the Government will need to initiate reforms. Given the importance of private sector investments in airport 

infrastructure, including in greenfield airports, there is also a need to ensure a transparent and economically viable regulatory regime.  

 

Outlook 

Increasing capacity addition by the incumbents in the industry and fleet expansion by the recent entrants is expected to increase ASKMs in FY16. Further, 

with new carriers expected to launch operations, the competitive intensity in the domestic aviation industry is only expected to increase going forward, 

and the overcapacity in India’s aviation sector is likely to aggravate in the next 12-18 months. Currently, the airlines are providing deep discounts by 

utilizing the buffer available due to lower fuel prices, and resultantly maintaining healthy PLFs in spite of capacity glut. The current scenario of 

comparatively steady yields and lower costs has given rise to some improvement in RASK-CASK spread. However, any upturn in the fuel prices would 

eradicate the pricing cushion available with the airlines and therefore sustainable improvement in the industry performance hinges on recovery in the 

underlying demand. 

 

ICRA believes that operating performance of the airlines will improve gradually over the medium term on the back of improvement in business sentiments 

as well as tourism demand and resultantly give rise to better pricing power. However, rationalizing capacity additions in order to maintain the pricing 

power remains crucial for structural viability of the industry. Further, with competition set to rise, we believe airlines are likely to revisit their strategies so 

as to maintain their market position, possibly by offering differentiated services, better connectivity and competitive pricing. 

 

Only structural reforms as discussed in the report, in addition to initiatives such as discontinuing loss making routes, sale/ sale and lease back of aircraft/ 

slots, renegotiation of major contracts including aircraft maintenance could help airlines bring down the breakeven load factor, and thus move towards 

meaningful revival. Overall, the prospects of Indian aviation industry are largely dependent on the movement in the crude oil prices and foreign exchange, 

in addition to the reform measures. However, in the near term, the balance sheets of Indian carriers are expected to continue to remain stressed. 
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