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Aviation in China

Powered by Regional Aircraft

egional aircraft are an essential component in the

transformation of China’s aviation industry from

one that is large to one that will be surely be a
great driver of the nation’s economy. Airplanes of varying
capacities all do their part to contribute to the improvement of
the air transport system. In our previous issue, we explored
how 100-seat jets were building regional aviation. In this
issue, we analyze the success of 50-seat ERJ 145 operations
by domestic airlines and cite some basic examples of ERJ 145s
flying in overseas markets. We also discuss the role of the
ERJ 145 in helping airlines achieve their expansion objectives,
promoting local economic development and establishing China

as a true aviation powerhouse.

A vast untapped market, a sound business
model, and a win-win situation.

Earlier in the 21st century when China’s regional aviation business
was in its infancy, Chinese carriers acquired foreign-made 50-
seat regional jets, including Embraer ERJ 145s. The segment
was slow to start because of a shortage of qualified pilots and the
volatility of the price of oil made it difficult for airlines to make
a profit. As economies of the less developed areas of western

and northern China expanded, the State Council introduced



policies that encouraged the introduction of regional airlines.
Local governments spared no expense in attracting airlines to set
up business in their areas. During that formative time, Sichuan
Airlines, China Southern Airlines, Eastern Airlines Wuhan Co.,
Ltd., Eastern Airlines Jiangsu Co., Ltd., and Tianjin Airlines gained
valuable experience in the regional aviation business. The carriers
have different business models. Sichuan Airlines, Eastern Airlines
and Tianjin Airlines have used ERJ 145s to build their networks
and connect passengers to their mainline routes. China Southern
Airlines used the ERJ 145 to train its pilots to address the crew
shortage problem. All of the airlines eventually learned how to

derive the most of their 50-seat regional jets.

Sichuan Airlines was the launch customer for the ERJ 145 in Asia.
It recognized the potential in the aircraft’s smaller size, short 20-
minute ground turn around time and capability for high frequencies.
It inaugurated China’s first air shuttle between Chengdu &
Chongqing in 2004. In March 2011, the airline adopted an
aggressive network strategy. It based airplanes in Mianyang City,
Sichuan Province, and started flights to Shijiazhuang, Lanzhou,
Taiyuan, Shenyang, Guiyang Quanzhou, Nanning and Chongqing.
It established air bridges from what is often referred to as China’s
Silicon Valley West to provincial capitals and coastal cities and

created a true airline network for greater Chengdu.

China Eastern Airlines Wuhan uses its ERJ 145 to develop the
regional aviation market by better matching capacity to demand. In
order to meet the growing volume of air travel in local cities, China
Eastern used the ERJ 145’s small capacity and flexibility to provide
subsidized capacity service for the governments of Inner Mongolia
and Guangxi. In this way, China Eastern was able to increase its
market share, expand its network and help grow the economy by
making air travel more accessible. The airline also uses the ERJ
145 to supplement or replace larger aircraft on main line routes

when there are peak and seasonal variations in traffic demand.

China Eastern Airline Jiangsu Co., Ltd. uses its ERJ 145s to feed
passengers to its larger aircraft and grow local markets. The
Shanghai-Nanjing route has been a prime market for road, rail and
airline companies. In 2005, China Eastern inaugurated service with
large aircraft but discontinued the flights after only three days. In
November 2009, the carrier reintroduced service with ERJ 145s
with an emphasis on connecting traffic. It also started service

between Nanjing & Pudong so that it could offer good connections
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at Shanghai to Los Angeles and Vancouver. The new flights helped
the airline build market share, add flights and fill seats. They also
served as a source of new international passenger traffic. China
Eastern realized that it had to serve the local market as well as
offering connections to its international network. Today, the carrier
uses its ERJ 145s to develop new markets to minimize risk. Larger
aircraft replace the ERJ 145s when markets mature and there are
healthy traffic volumes to sustain the greater capacity. The most

successful example of this is the Shijiazhuang — Huhhot route.

As China’s first airline to develop the regional aviation market,
Tianjin Airlines has expanded rapidly over the past few years. The
ERJ145 was instrumental in developing its regional network and
building a hub and spoke operation. In 2008, Grand China Express,
the predecessor of Tianjin Airlines, used the ERJ 145 for shuttle
flights between Urumgqi and other cities in Xinjiang. With its fleet
and reputation for reliable, quality service, Tianjin also built a hub
and spoke network with convenient, high-frequency schedules.
The extensive regional network in Xinjiang has allowed Tianjin to
open main line service between Urumgqi and other domestic hubs.
In addition to using the ERJ 145 to develop regional markets, the
airline uses that aircraft type and its 100-seat E190s to offer flights
between Tianjin, Xi’an, Xinjiang and Huhhot and second and
third-tier cities. Today, Tianjin’s network includes more than 40

domestic and foreign cities.

In addition to building markets, expanding airline networks and
better matching capacity to demand, ERJ 145s help to train pilots
and address the critical issue of crew shortages. Since 2004, China
Southern Airlines has trained more than 300 captains and co-pilots
on the ERJ 145 and graduated them to larger aircraft. A China
Southern employee once remarked that pilots trained on the ERJ
145 have broader experience and a better understanding of flight

science and airmanship skills.

Although these airlines have different business models, each
has used the 50-seat jet to satisfy its development objectives and
strategy. We were fortunate to interview Mr. Miao Guolin, Deputy
General Manager and Party Secretary, Maintenance, at China
Eastern, who shared with us how the airline has been cooperating
with the municipal governments of Huhhot, Inner Mongolia, and
Liuzhou, Guangxi, and deploying the ERJ 145. The following
analysis shows how airlines are embracing the open skies policy

and setting strategies to provide convenient air service for the



public, stimulate regional economic development and generate win-

win results for the industry.

According to Mr. Miao, China Eastern began subsidized capacity
cooperation for Huhhot, Inner Mongolia in 2010 when the ERJ
145s were based there and connected cities such as Chifeng, Ulan
Hot, Tongliao, Wuhai, Manzhouli and Erdos. Mr. Miao said that
Inner Mongolia has unique characteristics: a sparsely-populated,
broad geographic area with low passenger volumes. In recent
years, the economy of Inner Mongolia has developed rapidly
which has placed new demands on aviation. The ERJ 145 was
well-suited for the region because of its small capacity, reliability,

accessibility to smaller airports and applicability on high-

density shuttle routes. In 2010, the airline’s Huhhot flights were

profitable and helped to drive the region’s economy through more

convenient air service for the citizens of Inner Mongolia.

A good example is the Huhhot-Xilinhot shuttle flights. The Inner
Mongolia Airport Group proposed the regional shuttle flight
schedule to provide quick air service from the region’s airports
to Huhhot using small aircraft. This was intended to be a high-
frequency, high-volume business model with Xilinhot as the pilot
city. In 2010, the Xilin Gol League Administrative Office, the
Inner Mongolia Airport Group, China Eastern and Tianjin Airlines
joined forces to offer seven daily ERJ 145 flights. In just four
months since the service started in April 2010, the Huhhot-Xilinhot
shuttle flights carried 38,000 passengers, a 170% year-over-year
growth and a 53% increase in Xilinhot Airport throughput. What
is most remarkable is that Xilinhot Airport’s traffic volume was
greater than that of all the main line routes in Inner Mongolia.
The Huhhot-Xilinhot flights also stimulated the economy of Inner
Mongolia, especially tourism. Data from the Qiankun Travel
Agency (Inner Mongolia-Xilinguole League) showed that it takes
about 11 hours to travel by rail and 8 hours by road between the
city pair. Tourists can cut the travel time dramatically with the
shuttle flights. Qiankun Travel increased its tourist volume by
70% and profit 50% year-over-year. Tourist groups accounted
for 60% of the passengers on the shuttle flights." It’s clear that the
Huhhot-Xilinhot shuttle is a proven success that has contributed to
the development of regional aviation and welfare of the travelling

public.

'.Source: “let all the people become affordable for aircraft” - “Regional Express Line”
starts the new era for aviation popularization in Inner Mongolia, Civil Aviation Management,
Issue No. 10, 2010
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China Eastern and the Government of Liuzhou, Guangxi Province,
reached an agreement in October 2011 whereby two ERJ 145s
would be based in Liuzhou to serve several routes including
Wuhan--Liuzhou—Sanya, Liuzhou—Wuhan—Wenzhou,
Liuzhou—Xiamen, Liuzhou—Chongqing, and Liuzhou—
Guangzhou. The short, high-frequency flights feature “white glove
baggage service” which is popular with passengers, especially
business travelers who value their time. On the Liuzhou—Xiamen
route for example, business travelers can depart at 8:50am and
arrive in Xiamen at 10:10am. After a productive day, they can take
a 7:00pm flight back to Liuzhou. The convenience of same-day
travel without the hassles and expense of ground or rail modes is

key for business travelers.

By cooperating with local governments though capacity subsidies
for its ERJ 145s, China Eastern Airlines effectively lowered its
operating risk. It opened new regional markets, built its network
and established its influence in Inner Mongolia, Guangxi and the
north gulf economic zone. As a result, the company’s market share

has grown.

The 50-seat ERJ 145 is specially designed to meet market
demand with its versatility, excellent performance capabilities and
comfortable cabin. China Eastern’s deployment strategy is just
one of the many successful airline business models. The dispatch
reliability and punctuality of the ERJ fleet in China is the highest
in the world. The combination of reliability and effective use of
50-seat jets can be a win-win for everyone - airlines to build their
networks, economies to grow, travelers to have greater mobility,

and civil aviation to prosper.

The 50-seat regional jet in the international
market

In Europe and North America, 50-seat jets have been the mainstay
of the hub and spoke philosophy by delivering passengers between
small and medium cities and hubs for main line connecting flights.
Today, there are more than 4,000 jet and turboprop aircraft of 50
seats and fewer in the commercial fleets of North American and
European airlines. There are over two thousand 50-seat jets alone.
From the mid 1990s to just a few years ago, 50-seat jets in North
America & Europe were continuously being added to airline fleets.
As market demand has grown, larger regional jets are replacing

smaller RJs.



In the USA, some 1,100 city pairs are served by 30 to 50-seat jets
that connect 300 communities. The RJS are an important economic
tool for many of these cities that rely on the aircraft’s frequency to

promote local commerce.

Continental Express, now flying under the United Express name
after the merger between United Airlines and Continental Airlines,
has the largest fleet of ERJs. From its hub in Houston, it flies its
ERJs to 25 cities in Mexico with daily nonstop services that give
travelers in that country access to the entire United Airlines global

network.

Delta Airlines uses 50-seat jets to capture the regional market
through its Delta Connection partners. In Grand Rapids, Michigan,
Delta uses narrow body jets on peak flights but off-peak times
of the day are flown with 50-seat jets to its hubs in Atlanta,
Cincinnati, Detroit, Minneapolis, New York, Memphis, Orlando
and Washington.

While the demand for 50-seat regional jets has peaked in North
America and Europe, there are some areas of the world that
are showing a growing interest in the aircraft. From its hub in
Dnipropetrovsk, Ukraine, Dniproavia Airlines is using the ERJ145
to build high-frequency services to key domestic business markets.

In the last ten years, the aviation industry in Russia and the CIS
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has seen 53% of its commercial airlines merge or cease flying
and many airports become obsolete. In Russia alone, traffic flow
on domestic routes has fallen by nearly 50% with many feeder
services simply vanishing. However, the airline has been carefully
building its network with more than 25 ERJ 145s and believes it
is the right size airplane to complement its fleet of B737s. The
broad geography of the Ukraine makes air links essential for the
efficient transport of people and goods. Since business travelers
prefer same-day trips, Dniproavia’s ERJ 145 deployment strategy
is to use appropriate frequency and well-timed flights scheduled
to accommodate business travelers. Seven ERJ145 cities from
Borispol airport are served with prime weekday morning and
evening departures every business day, providing travelers with

same-day round-trip flights.

Although the general social and economic conditions of
countries differ, all of them are adopting similar applications
for 50-seat jets. These include market capture, building
networks, the hub transfer of passengers between flights
serving regional cities and flights on mainline routes, and
matching capacity to demand. The mature RJ networks in
Europe and North America is a blueprint for developing

regional aviation in China.

Stronger institutional encouragement and support by the State and
local governments for developing regional aviation is creating a
favorable environment to attract airlines. This, in turn, is helping
to improve the industry in China. Carriers will use regional jets
to satisfy their business objectives in conjunction with larger
aircraft. In the near future, the combination of aircraft types
is expected to produce an efficient air transport network that

maximizes the use all available resources.

It is believed that regional aircraft will play an essential role in
making China a great civil aviation super power. Accordingly, here

are comments from several leaders from the CAAC.

“Due to overlapping market positioning and strategies of
airlines, the air transport structure in China is not reasonable
and regional aviation lacks sufficient capacity. At the end of
2010, there were 1,506 aircraft operating in China yet only
140 of these were regional aircraft with up to 100 seats.

Insufficient capacity is one of the major reasons that China’s



regional aviation industry cannot meet the needs of regional
economic and social development. The situation is critical.
The CAAC will introduce policies to eliminate this capacity
imbalance with incentives to encourage large airlines
and regional airlines to establish equity-based strategic
partnerships. This will promote greater connectivity between
regional and main line flights to form an operating pattern that
allows for a fair division of work and common development.
Airlines are fundamental in developing regional aviation. In
order to improve accessibility to small and medium-sized
cities and enhance overall standard of service in the entire
civil aviation industry, it is necessary to motivate airlines
to develop regional business.” Minister, Li Jiaxiang, CAAC.
(National Civil Aviation Planning & Airport Working Conference,
April 2011).

“Regional aviation is for the welfare of the public to a
certain extent and its social benefits are significantly more
than just economic efficiency. Regional aviation is making
great contributions in promoting the development of local
economies, social stability, national unity and national
defense construction. More than 55 new airports are
planned to be constructed during the “12th five-year plan”
period. This is critical to boost and support the development
of regional air transport in the former revolutionary base
areas, areas inhabited by minority nationalities, remote and
border areas and poverty-stricken areas.” Vice Minister, Wang
Changshun, CAAC. (National Civil Aviation Planning & Airport

Working Conference, April 2011). €
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