African Airlines: Focus on Some Challenges Affecting Profitability
By Juliet Indetie, Manager Corporate Finance and Accounts, AFRAA

Africa is the third fastest growing market in the world after the Middle East and Asia and
its traffic is forecast to grow at above global average over the next ten years. As a result
of the traffic boom, airlines from Europe and the Middle East are aggressively
penetrating the African market and securing larger market shares, taking advantage of the
ill-prepared African operators.
African Airlines are therefore operating in a highly competitive environment and many
carriers, unable to stand the competition and the high operating costs, are folding up. In
fact, the uneven playing field is putting a lot of strain on African airlines in their own
markets and threatening their survival.
Many African airlines today are plagued by lack of capital, limited frequency and
network (point-to-point operations), low application of IT, use of ageing fleet, poorly
motivated staff, lack of training, inadequate operating capital, lack of commercial
agreements/partners, inability to plan long-term (overwhelmed by day-to-day operational
challenges) and management instability. Added to these, there are a number of external
challenges that compound the difficulties of the African operator.
To return to profitability, many of the African airlines will need a clearer understanding
of the challenges confronting the industry and how to strategically maneuver out of these
seemingly insurmountable problems. The following are some of the major challenges
bedeviling the industry in Africa:
Fuel
Fuel prices globally are going up, but unlike elsewhere few African airlines have hedged
part of their fuel requirements. The result is that fuel costs in Africa represent about 30%
of total airlines operating costs compared to 15-16% some 4 years ago. Indications are
that fuel prices will continue to go up because of inadequate refinery capacity and
growing aircraft movements due to growing traffic.
It is the contention of AFRAA that, hedging is never too late – it is better late than never.
Even though the price of fuel is at its peak in the history of the industry today, there is no
indication that prices will drop any time soon. Two years ago, at the invitation of
AFRAA, World Fuel Services made a presentation to the Executive Committee and
predicted that the price of oil will hit the US$100 mark by close of 2007. The year has
not ended, but their prediction has come to pass. If airlines had yielded to the advice of
World Fuel Services two years ago and hedged part of their fuel requirements, their
financial position would have been better than it is today. African airlines may wish to
consider hedging either jointly or individually. They may also wish to pull their volumes
together and negotiate jointly with Oil Marketing Companies (OMC) at some of the
airports they operate to in order to benefit from volume/quantity discount.
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Airport taxes and Charges
High airport taxes and charges are inhibiting the growth and development of the African
air transport industry. Taxes, particularly for intra-African flights are sometimes higher
than the actual fare for the flight. With most of the African airports monopolies and State
owned it is inconceivable that airline will anytime soon benefit from competitive charges.
In terms of operating costs, airport and ATC charges represents about 10% and this cost
is continuing to grow in spite of declining yields and growing competition. While we
appreciate the high infrastructure and investment costs incurred by airports against the
low volume of traffic and low aircraft movement, it is still difficult to justify some of the
charges levied at some African airports.
Airports and ATCs should consider investments in the necessary infrastructure and
equipment needed to complement the delivery of an efficient air transport service. They
should avoid investment in sophisticated terminal buildings with exotic finishes whose
costs are passed on to airlines. Resources should be shared among airport operators to
ensure their maximum utilization. Airlines may wish to enter into reciprocal handling
agreements that will enable them to handle each other at their respective airports at cost.
Interest charges
It is common business practice that cost of debt and equity capital are paid out of the
operating profit. To do this, airlines need to realize an operating margin of 9-10% on
average. Unfortunately, African airlines have not been able to generate a sufficient return
on the capital invested even in the “upturn” period of 1996-2000. During that period,
airlines generated a return of 6% as opposed to an estimated cost of capital of 7.5%. In
the “downturn” period of 2001-2004, average return was 2%. There has not been an
improvement in the return to date. This means that it is very difficult for airlines to attract
new investments. Airlines have had to depend greatly on debt capital which has a
negative effect on their gearing causing high interest rates due to the risk factor. The
political instability in the Africa region has also not helped the risk perception of the
African airlines resulting in them being subjected to higher interest rates.
High Maintenance Costs due to Inefficiencies - (Old Aircraft)
African airlines currently operate a large and diverse fleet of aircraft typically older than
global average. Old aircraft are relatively cheap to buy but their operating and
maintenance costs tend to be high. Unfortunately the carriers do not have adequate
resources in terms of skilled labour, spare parts stock, tools and ground support
equipment to properly and regularly maintain the ageing fleet and keep them in a safe
operating condition.
Due to their high operating costs, unreliability and long ground time (for servicing), old
fleet cannot compete effectively with new generation aircraft which are fuel efficient,
reliable and require limited maintenance resources and time. New aircraft are also
environmentally friendly.
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To improve their operating costs and consequently point their businesses towards
profitability, African airlines have to invest in new and modern fleet. For countries whose
governments have ratified the Cape Town Convention and Protocol, new aircraft
acquisition will be a bid cheaper. AFRAA continues to appeal to African governments to
ratify this convention and its protocols to enable airlines modernised their fleet at
competitive costs.
Safety
The African continent in the last decade has consistently maintained safety levels which
are below global standards. Though AFRAA member airlines have consistently attained
commendable safety levels comparable to the best airlines in the world, the Africa’s
safety image remains dented by small domestic, regional and freighter airlines operating
largely in countries emerging out of war. The type of aircraft largely responsible for these
accidents are Eastern European built aircraft namely, Antonov and Illyushin aircraft.
As safety is the number one priority of the airline industry, African governments and civil
aviation authorities should make concerted efforts aimed at ensuring regulatory
compliance in the industry. Stringent licensing administration and oversight surveillance
should be given priority to reduce the accidents, restore the dented image of the industry
in Africa.
Lack of IT
IT penetration among African airlines is about the lowest globally. While in Africa labour
is comparatively cheap, recent developments in IT are proving more cost effective and
reliable than dependence on manual operations. In fact, some foreign airlines are
unwilling to enter into business relations with African carriers because of the lack of IT
infrastructure.
But the low penetration of IT in airlines can also partly be attributable to the general poor
IT infrastructure in many African countries. Many African countries have poor,
dilapidated and unreliable ICT infrastructure. Besides, the cost of accessing IT is high
and the skilled human resource scarce. Many operators have therefore depended on
manual processes. Unfortunately, the advent of online technology has made the
dependence on manual processes slow and labourious.
With the launch of the IATA StB projects 3 years ago, an opportunity was given to
airlines from the third world countries (especially Africa) to upgrade their operations by
leveraging the benefits of IT. This way, they will narrow the existing IT gap and avail
themselves the opportunities to continue to participate in the global business. African
airlines have embraced the StB projects with great enthusiasm and even though there are
some challenges, significant progress have been made.
Brain Drain
The Aviation industry is a highly specialized industry and training of key personnel
requires a lot of financial, time and material investment. Unfortunately, the recent
upsurge in traffic globally has resulted in a shortage of skilled labour in the airline
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industry. As airlines are investing in new equipment and expanding their operations, they
are scouting everywhere for experienced and knowledgeable professionals to poach.
Africa has been hardest hit. With comparatively poor remuneration, many of the
continent’s airline professionals are leaving for greener pastures in other parts of the
world. The situation is further worsening the manpower shortage on the continent and is
exposing the industry to safety risks.
While we think it is within the individual’s right to seek job satisfaction and better
remuneration where it can be found, AFRAA is urging the African governments through
the African Union to seek compensation from the beneficiary airlines and institutions of
the brain-drain to enable the losing airlines in Africa train replacements for the lost skills.
Airlines should also safeguard the fleeing of the most valuable resource by improving the
conditions of service and providing competitive remuneration. Aviation training
institutions in Africa should expand their facilities and train more people to meet the
growing demand.
Way Forward
African airlines need to work together to effectively compete and survive global
liberalization. Consolidating air travel is the most viable option for the African airlines
and the focus should be to build a successful air travel business that is efficient and
capable of being integrated into the global air transport network. Some airlines have
already entered into co-operation agreements and others are cross investing in smaller
carriers. These are laudable initiatives that are in the right direction and should be
encouraged.
Liberalisation of the African skies is one of the surest ways to unleashing the
opportunities inherent in the industry in Africa for the benefit of all operators. African
governments should stop paying lip service to the implementation of the Yamoussoukro
Decision (YD) and take pragmatic steps towards opening up the African skies to African
operators.
Hopes have again been raised among airlines with the appointment of the African Civil
Aviation Commission (AFCAC) as the Executing Agency for the YD. The necessary
institutional framework should be put in place and AFCAC resourced to enable it
discharge this new responsibility without further delay.
African airlines must work not hard but smart!
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