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It is a real pleasure to present information today about the regional airline industry.  The industry has been around for more than 40 years.  Then called commuter airlines, the carriers used general aviation aircraft to provide service to communities not well served by the trunk or local service carriers.  There is a great story in a book called High Flight – Beyond the Horizons about Dick Henson who, in 1962 as Chairman of the Hagerstown Chamber of Commerce, decided that the city could not possibly grow without more air service.  So he started The Hagerstown Commuter, with scheduled service between Hagerstown, Maryland and Washington, DC, to supplement the twice daily Martin 404 service by Allegheny Airlines.  The fare for this pioneering 70 mile flight was $9.00. In November 1967, the Hagerstown Commuter birthed a new and innovative concept, today called code sharing, when the airline became Allegheny Commuter Airlines, the first code sharing carrier in the United States. This is just one example of the industry’s rich history, yet many only discovered regional airlines with the advent and success of regional jets.


Obviously the industry has changed significantly since the early days, but our fundamentals remain the same.  While we now operate more modern turboprop and jet aircraft, we still bring passengers from small and medium size communities to larger cities and the hubs, using aircraft that are appropriately sized for the market. Code sharing has remained a critical factor in our success, with today’s regional airlines transporting 99 percent of their passengers on flights operated in partnership with a major or national airline. Regional service has been an essential element of the survival plans for many mainline carriers, by providing critically important feed traffic to the nation’s large connecting hubs. Over the last three years, the regional industry has provided safe, dependable service to communities across the country at a time when many mainline carriers were forced to reduce their schedules due to weak demand and high relative costs.  Air service still means economic growth and without regional aircraft, the economies of many cities would have suffered significant declines.  Providing the highest level of safety for our passengers was our fundamental tenet more than 40 years ago and remains so today.


The title of this session asks us what the state of the aviation industry is.  The answer, with respect to regional airlines, is that we are doing well.  But we face significant challenges in remaining successful.  The same problems keeping the major carriers near financial disaster also affect regional airlines.  These include excessive taxation, the increased financial and operational security burden, and labor demands, which are inconsistent with the underlying economics of our business.  Most immediately and most urgently, fuel prices.  Increases in fuel costs threaten to virtually eliminating the great strides the entire airline industry has made in recent years in order to reduce our operating costs.    


RAA estimates that one out of every six domestic passengers now travels on a regional carrier.  In 2003, more than 110 million passengers flew on a regional airline, traveling to one of the 654 destinations served by the industry in the United States.  Our aircraft account for approximately 43 percent of domestic air carrier operations and the industry serves 98 percent of the airports in the United States with commercial airline service.  Some may be surprised to learn that 72 percent of communities with scheduled air service rely exclusively on regional airlines for access to the national air transportation system.  


The FAA forecast indicates that the industry is generally profitable.  In point of fact, many regional carriers have not been fully exposed to the true brunt of the revenue shortfall in recent years.  This is because regional airlines participate in capacity purchase agreements that provide a reduced -- but still certain -- level of income.  Make no mistake.  The long term viability of regional airlines is intricately tied to the viability of their major partners.  While the industry has seen a shift in capacity from mainline flying to smaller unit regional flying, the same revenue stream is supporting this flying.  That revenue stream continues to be squeezed from increased competition from low fare carriers, perfect price information available on the internet, and modified corporate travel purchasing policies. 


In recent years, enhancements in aircraft and engine technology have allowed carriers to expand the reach of our operations.  The average stage length for the regional fleet is now more than 370 miles.  Increased deployment of RJs has obviously been a tremendous success.  Regional airlines now have more than 1300 regional jets, ranging from 30 to 100 seats, in operation.  OAG data comparing March 2004 with March 2000 indicate a 236 percent increase in scheduled regional jet flights.  Compare that with a decline of 10 percent for narrow-body and wide-body jet operations and you begin to get a picture of the importance of regional airline operations.  These jets are not only providing additional nonstop options for domestic passengers, but they have been successfully used for transborder operations.  Data from the Regional Air Service Initiative indicate that 52 cities now have service with Canada, Mexico and the Bahamas using regional jets.  


Recently, given the revenue growth of regional carriers, some labor groups have questioned whether RAA member airlines should still be called regionals, since a number of carriers have annual revenues of several hundred million dollars.  Frankly, I question the relevance of that discussion.  More importantly, I strongly believe it detracts from the issues we should be focusing on.  Our common goals ought to include expanding capacity, reducing the tax burden on airlines, enhancing the efficiency and effectiveness of aviation security and most importantly, on continuing to provide safe, and convenient air travel for passengers.  If something needs to be changed, it is the Department of Transportation’s definitions for major, national and regional airlines, as these categories have not been modified in over 12 years.  I would argue that DOT should revise their industry definitions to recognize the function performed by an airline and the size of the aircraft it operates, or the average stage length.  Annual revenues should not be the determining factor in their data categories.  


 Our airplanes - a fleet of more than 2,500 turbofan and turboprop aircraft – are the right size to continue and expand air service.  We offer more service choices and competitive prices to new markets for hundreds of cities throughout the United States.  FAA has projected impressive growth for the regional airline segment over the next few years, but our ability to achieve this growth will depend on our ability to keep our costs in check.  RAA projects that 600 regional jet aircraft will be delivered in the United States over the next three years.  However, in order to successfully integrate those aircraft and grow our operations, we must continue our safe, high quality, low cost approach.  Success will depend on keeping the cost of flying consistent with the short and long term agreements executed with the network airlines.  That will be challenging – but, let there be no doubt, it is the new reality.  Carriers who do not control their costs may not be able to keep their flying and certainly will not be able to grow.  The recent announcement of new Delta Connection flying is just one example of this new paradigm.


Achieving this goal will require the partnership of our employees, our suppliers, airports and the federal government.  Those employee groups that recognize the need for reasonable wage, work rule and benefit agreements will see enhanced opportunities for growth.  The alternative is more painful, as unfortunately we have seen in the past when carriers were forced to restructure their operations. Those suppliers and airports that take action to assist regional carriers control their costs will also benefit in the long run.  Additionally, federal regulators need to keep in mind that our industry cannot continue to grow without a reasonable regulatory climate.  New regulations and procedures increase our already high seat mile costs, making RJ flying more difficult and turboprop service in small communities almost impossible.  


Today, in many short haul markets, air service faces dramatic challenges, due to the change in the “fly versus drive” equation.  With enhanced security procedures, increases in security expenses – which are really the responsibility of federal government-, and tightened corporate travel budgets, many travelers are driving when they could be, and used to be, flying.  The January 2004 report from the Department of Transportation Inspector General noted a significant decline in the percentage of seats at non-hub airports, compared to service changes at the larger hub airports over the last three years.  The same report indicated that turboprop flights, the service in place at these small airports, have declined 41 percent from December 2000 to December 2003.  We need to take action now to recognize the unique nature of this service, to decrease the regulatory burden on small aircraft, and to reduce security and airport costs.  We also need to examine the tax burden on the entire airline industry.  


Some in Washington “get it”.  RAA is pleased that Congress, recognizing the problems faced by small communities, provided DOT funding to offer up to 40 communities a total of $19.9 million in grants under the Small Community Air Service Development Program.  But still more needs to be done to assist these communities.  And we were very discouraged by the Administration’s proposal to cut funding for the Essential Air Service Program.  In Vision 100, Congress appropriately mandated changes advocated by RAA to improve the EAS program.  We need to implement those changes and fully fund the program, to ensure that communities dependent on EAS can attract new business and expand their economies, ultimately significantly reducing, or eliminating altogether, the need for subsidy.


We also need FAA to continue their work with the airlines to operate more efficiently and to expand the U.S. air traffic system. Administrator Blakey and Secretary Mineta should be commended for their leadership and work to date on these issues.  RAA was pleased to participate in the recent “Growth Without Gridlock” conference, where important industry-government agreements were reached.  However, today’s regional jets are equipped with state of the art technology, which is still not always effectively utilized.  Together, we must also focus on enhancing our air traffic management system and on expanding capacity where appropriate.  While we have a national air transportation system, it is administered locally, with local residents often successfully delaying much needed runway expansion.  FAA predicts that system-wide air traffic will recover to pre-September 11 levels by 2006; therefore we must all work diligently now to be prepared.  Congestion pricing should not be considered.  Limiting the air service choices of passengers in small or medium sized cities is not an appropriate alternative.  Our passengers pay the same aviation taxes and fees as other travelers.  The Federal Government should not expect them to pay higher ticket prices or limit their travel options because we failed to modernize and expand the airport and airway system.

The new reality also dictates that major and regional airlines must be able to match the appropriate size aircraft to the market.  Scope clause restrictions, which some airlines have been able to revise but not eliminate, should be reevaluated in the cold, hard light of the difficult economic climate faced by the network carriers in competing with the low fare airlines.  JetBlue CEO David Neelman recently predicted that mainline pilots won’t grant management relief from restrictive scope clauses, allowing JetBlue to build market strength against the majors when JetBlue begins flying the Embraer 190 next year.  Scope is an “old school” concept that is not appropriate today. It does not serve the long-term economic interests of the regional airlines, the major airlines or the pilots that work for both operators.  

It is simplistic to only view this as a labor dispute.  It is not, as scope continues to deprive communities of competitive alternatives and increased nonstop service.  In a deregulated environment, limitations on air service should not be acceptable to Congress or federal policymakers.  Air service is the lubricant that keeps the economy running smoothly.  This is especially important for small cities, where the runway has replaced Main Street as a key driver for economic growth.  


Regional airlines have succeeded despite very difficult economic times.  Our strengths – a commitment to the highest level of safety, the right equipment, excellent employees and high quality service- play well into the new reality of the airline business.  Future success, critical to the economies of hundreds of cities throughout the United States, will require that we retain our competitive cost structure and operating efficiency.  For that, we will need the cooperation and assistance of our partners in industry, as well as the federal government.

