
Introduction
When BA announced the creation of OpenSkies,
BALPA welcomed it as an opportunity for BA pilots 
to participate in the seismic changes occurring in the
aviation industry. BALPA appreciates the industry has
been run on a set of 60-year old rules until the recent
legislative changes.The upcoming liberalisation will
bring lower prices, greater choice and improved 
service for the consumer.There will be improved
capacity utilisation, improved productivity, increased
investment, profitability and market capitalisation 
for those airlines that grasp this opportunity. BALPA
wants to participate in this exciting evolution, not be
forced to circle the wagons over London’s runways in a
desperate attempt to pretend change isn’t happening.

BALPA approached BA in the hopes of getting a 
better understanding of the original ‘Project Lauren’
so we could be proactive in our collective futures.
Despite senior BALPA officials and representatives
having signed specific ‘Project Lauren’ confidentiality
agreements, BA seemed unwilling, or unable, to
proceed with talks on pilot crewing, and refused to
discuss even the basics of the business plan. BALPA’s
sole objective was to meet the business costings of 
the OpenSkies plan, in order to share the growth
opportunity as required in the intent of our scope
agreement.The unfortunate events and lost
opportunity that unfolded from that point on are 
now well known.

This paper seeks to provide greater clarity of the
reasoning behind BA’s repeated refusal to include 
BA pilots in the globalisation of the company and to
determine whether BA’s claim that seniority would
cause financial failure of Open Skies is valid. BA has not
carried out any cost-benefit analysis of using BA pilots,

seemingly on a point of principle rather than for any
other reason.

Airlines as an investment
It was obvious to many in the industry that 9/11 merely
served to turn the cyclical downturn already underway
into a full-blown crisis requiring government bail-out.
No business can survive for long when the cost of
capital (depreciation) exceeds return on capital.
Technological productivity gains ( jet engine efficiency
and increased size/speed resulting in productivity
gains) can only mask deep structural problems in an
industry for as long as productivity gains continue.

From the International Air Transport Association (IATA),
Fact Sheet:Value chain profitability, www.iata.org

Airlines and the wider aviation industry generate
substantial value for their customers and the wider
economy. But airlines have not been able to retain enough
of that value to pay normal return to their own investors.
Returns on capital invested in the airline industry have
been depressed to unsustainable levels by government
interventions and by excessive market power in some
parts of the supply chain. Unless governments liberalise
outdated regulatory constraints over airline operational
and ownership decisions, future investment will either be
constrained or delivered inefficiently or both.

For the global airline industry, there was an average
annual shortfall of $11.7 billion between the actual return
on invested capital received between 1996 and 2004 and
the level of return expected by investors (i.e. the cost of
capital). Some individual airlines generated high returns,
but on average the sector was unable to deliver a
sufficient return for investors.“No-frills”airlines were
also, on average, unable to meet their cost of capital.
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It is interesting to note, the final comment that even
“no-frills” airlines (referred to as low-cost in Europe)
were also unable to meet the cost of capital. Surely
there is a fundamental structural issue here rather
than the usual, easy target of legacy carrier
management; labour costs? The labour cost gap
between major airlines and low cost airlines (like
EasyJet and Ryanair) is only about 0.4p per ASK.The
largest difference in unit cost is in the infrastructure
area (turnaround times and airport costs) and product
distribution, not labour; yet management spend 
more time bullying pennies out of labour (which is
under their direct control) rather than spending time
on the structural elements that would save £billions
for companies and shareholders alike.

The IATA fact sheet goes on to outline what it sees 
as the way to improve airline investor returns in order
to receive a higher share of the value created:

1. Increased Liberalisation and Deregulation.
which is finally underway with Open Skies and will
bring lower prices, greater choice and improved
service to the consumer thereby boosting overall
growth; improved capacity utilisation, improved
productivity, increased investment, profitability 
and market capitalisation to the airlines.

2. A greater sharing of risk reward within the aviation
industry.
Almost every other company in the aviation supply
chain has return on capital far greater than the cost
of capital.Why should all the economic risks be
borne by airlines?

Monopolistic pricing power exists at all European
airports. BAA (owned by Ferrovial) reported 18.8%
operating margins last year.

3. Further improvements in airline productivity and
cost efficiency.
Nobody denies airline labour still has room to
improve productivity, but it is further along this path
than airline management would like people to
believe. It shouldn’t distract them from the massive
efficiencies and savings that are needed elsewhere.

Airlines have responded to high fuel costs and severe
financial pressures since 2001 by improving their
efficiency of fuel use and by achieving large productivity
and efficiency gains in non-fuel cost items. In particular,
labour productivity (in terms of employees per available
tonne kilometre) has improved by 56% over the period.

BALPA is a progressive association that fully supports
the deregulation of industry (point 1 above) and the
efficiencies and opportunities that it will present. It
also believes management should examine how the
risks and return of capital could be better distributed
across the aviation supply chain (point 2 above).The
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Figure 1.2 The profitability of key players in the air transport chain: estimation of return on capital
employed, 1992–96

From the International Air Transport Association (IATA), Fact Sheet: Airline Fuel and Labour costs, www.iata.org:



rest of this paper will explore the last point raised
above and in particular how it relates to Open Skies.

OpenSkies
BA repeatedly claims it cannot allow OpenSkies pilots
to be placed on the BA mainline seniority list under any
circumstances because it would strangle what will at
best be a marginal operation. In addition, the added
‘complexity’ introduced would doom it to failure. BALPA
specifically asked Willie Walsh at a recent BA general
members meeting for pilots:

“If BALPA matched the costs of the OpenSkies business
plan, would you consider giving OpenSkies pilots a
seniority number on the BA master seniority list.”
Answer: NO.

BALPA fully accepts OpenSkies costs must be market
competitive for it to succeed.We agree OpenSkies
should have a separate company council (pilot union
body) and separate terms and conditions of
employment (T’s & C’s).

However, BALPA must prevent OpenSkies being used 
as a Trojan horse to drive down mainline T&Cs, and
requires access to OpenSkies (on those lower T&Cs) 
for mainline pilots.

Although BA has, until recently, refused BALPA access
to the OpenSkies business plan (despite the signed
confidentiality agreements), it is worth exploring 
how the OpenSkies operation will compare to BA with
respect to unit costs and yield.

OpenSkies unit costs
BALPA has offered to match the T&Cs BA has set for
the OpenSkies operation, our only contention being
that all OpenSkies pilots should be placed on the BA
mainline seniority list and that opportunities in
OpenSkies are available for BA pilots.

That aside, aircraft utilisation and airport costs are
arguably the key factors in determining whether a
route/airline is successful.The more an aircraft flies,
the more it pays back its capital costs and contributes
towards the fixed costs of the airline.

BA’s 757 aircraft utilisation currently runs at 7.26 avg.
hours per day, only half of that achieved by the BA 777s,
at 14.25. Easyjet’s average aircraft utilisation is nearly
8% better than BA’s. Ryanair’s (though not published) 
is believed to be about 15% better. Some of these poor
utilisation scores are as a result of BA operating out
of more convenient, but congested, larger airports,
and due to the timings required to offer a larger

Source: Compiled by author from various data sources
The Airline Business (2nd edition), Rigas Doganis, Routledge, 2006

Average annual social Increase in total 
charges per employee (US$) salary cost (%)

KLM 20,300 +52
Air France 17,500 +38
Lufthansa 16,300 +29
Swissair (1997) 15,700* +30
SAS 14,100 +27
Finnair 12,400 +32
Austrian 12,200 +24
Sabena 11,800 +31
Iberia 11,800 +25
Alitalia 11,200 +24
Olympic 7,900 +26
Air Portugal 7,700 +15
British Airways 6,400 +21
Cyprus Airways 6,400 +52
Aer Lingus 5,700 +16
Turkish 4,700 +24
Malev 3,600 +46
Czech Airlines 3,000 +39

Table 5.3 Level and impact of social charges on European airlines’ labour costs, 1998



connecting network.These factors lead to a higher
premium being received, so they do not automatically
translate into lower profits.

The 757, once transferred to OpenSkies, will move 
away from such constraints, and its utilisation will
improve dramatically as it moves from short-haul
flying to long-haul flying.The aircraft will be deployed
on similar routes to the 777 which sees average usages 
of 14.25 hrs per day.This near doubling of the 757’s
utilisation will have a significant impact on the unit
cost in depreciation terms alone.

In BA, fleets are generally depreciated over periods
ranging from 18 to 25 years (allowing for estimated
residual values).The effective annual depreciation rate
of the 757 is 4.7%. If BA doubles the usage of the 757, it
effectively halves the unit costs allocated to
depreciation alone.

Assuming other fixed costs in OpenSkies are not
greater than those in BA, it is safe to say the unit costs
of operating the 757s in OpenSkies will be considerably
less than BA. Perhaps it is on the yield side of the
equation that BA finds the BA pilot too expensive to
ensure profitability? (despite our promise to match
OpenSkies T&Cs).

As BA has not assessed the costs of operating
OpenSkies in-house and has not compared this plan 
to the separate company model, it is also unclear
whether BA understands the much higher social
security costs found in the EU countries they intend 
to base the airline. BALPA has much experience in the
area of EU employment legislation, in particular
regarding UK companies operating overseas, and it
is for this reason BA are keen to have access to the
resources of BALPA, despite not wishing to utilise the
BA pilots of that union.

OpenSkies Yield
The other key element in airline profitability is revenue
or yield management. It is worth examining the
market that OpenSkies will be entering to estimate
what kind of revenue they can expect on their routes.

Without access to commercially sensitive premium
transfer passenger info (that BA refuses to share) or
the expected demand for the OpenSkies direct service
from the EU to the US, it is impossible to ascertain
whether the 757 is the optimum aircraft to fly these
routes. It is known that BA sought finance for other
aircraft outside BA, but it was soon discovered the
subsidiary would not be granted instant ETOPS
certification if it did not use aircraft from BA’s existing
fleet.The 3 main criteria when looking at choice of
aircraft boil down to;

� Range
� Slots
� Competition

Range
Given the limited range of the 757, BA needed to
retrospectively fit winglets to provide a robust
operation to New York. Clearly the 757 is not ideal 
and even with winglets seasonal winds will cause
problems. Expansion to destinations such as Chicago
will be impossible with this aircraft.

Slots
The recent announcement that JFK slots will be
auctioned to reduce congestion creates a dilemma.
To create the growth OpenSkies requires more JFK slots
– these will be limited and therefore costly.
Alternatively larger aircraft could provide more
capacity but this doesn’t fit the OpenSkies target
audience, namely the business traveller – who
demands frequency. No doubt BA intends to achieve
this consumer desire for frequency by supplementing
OpenSkies direct flights with BA mainline services
through LHR.

Competition
BA is targeting the business traveller in the backyard 
of the networked majors operating out of those
countries.Whether the retro-fitted 757 will be able to
compete against the new and larger aircraft of the
incumbents has yet to be seen.

Aircraft choice aside, it is interesting to research 
what kind of revenue BA can hope to gain from such 
a venture. It would be more apt to say what kind of
revenue increase BA can hope to gain by operating
direct flights from these cities, as opposed to the 6th
freedom right flights they operate already.

It is well known that point to point flying is more
expensive than connecting flights. CDG-JFK is more
expensive than CDG-LHR-JFK.This undercutting is often
a result of the connecting airline offering discounts in
the overseas country to attract additional passengers
through its hub. Let’s face it; no-one in their right mind
would connect through Heathrow without being
offered a significant discount.The new legislation
allows direct access to the higher yield point to point
market.Where BA’s transfer traffic previously made a
choice based on price, BA can now target the high-yield
market based on convenience, the price based transfer
traffic should mostly be retained.

The following flight prices were taken from BA’s, AF’s,
SN Brussels and Lufthansa’s websites. All were based
on a return flight, business class, on the same dates.



LHR – JFK return business class (BA) £4590

CDG – LHR – JFK return business class (BA) £2106
CDG – JFK return business class (Air France) £4210

AMS – LHR – JFK return business class (BA) £1951
AMS – JFK return business class (KLM) £3264

BRU – LHR – JFK return business class (BA) £1916
BRU – LHR – JFK return business class (SN) £2310

FRA – LHR – JFK return business class (BA) £1952
FRA – LHR – JFK return business class (Lufthansa) £2470

Whilst corporate prices will vary, the above examples
show BA will be able to practically double the revenue
it currently achieves from CDG connecting premium
passengers if it is able to offer a direct service. It is
doubtful that the network airline majors will take such
offensives lightly, and it is likely a cost battle will ensue
and lower prices will eventually result.The strongest
supplier will be the only one that survives and the end
result will be stripping out of the excess capacity that
has haunted airline profits in the past century.This will
lead to consolidation of the remaining players.This is,
of course, why deregulation will ultimately be so good
for the economy, the consumer, and the shareholder.

OpenSkies and BA pilots
BA has stated that where market competitive prices 
can be achieved, BA resources will be used in their new
European airline – OpenSkies. Despite this, from the
outset BA has refused to consider using BA pilots. No
cost analysis has been completed and BALPA’s offer 
of market rate prices has been ignored. In the evolving,
deregulated world of aviation, BA pilots must have
access to core growth opportunities outside London.
BA and BALPA’s interests are aligned in seeing
OpenSkies as a success.

Given BA pilots have offered to meet the business costs
of the OpenSkies plan, it is difficult to see why BA is so
determined to ignore the concerns of BA pilots on
employment security and career opportunities to the
point of industrial action.We believe it is sound
business practice to examine all possible cost bases
before making a decision on how to source a critical
skilled labour supply in a time of global shortage. Not
to mention the added flexibility such a source would
provide. BALPA has yet to see evidence that the
decision to use non-BA pilots in this operation has 
any financial basis at all.We would welcome the
opportunity to explore the cost base to make
OpenSkies a success – but we haven’t been given it.

The increased utilisation of the 757 will ensure unit
costs are significantly reduced.The revenue from

routes that OpenSkies will target shows potential
yields similar to those enjoyed by BA’s mainline
Longhaul flying and a significant increase beyond
what BA currently enjoys from transfer traffic on those
routes or the current 757 operation.

Such factors make the deployment of the 757 to
OpenSkies a sound business decision.What is less
certain is why BA would risk industrial action by failing
to address its pilots’ concerns with respect to
employment security and career opportunities There
are several key aspects of the BA Board’s remit to the
OpenSkies team that could be better fulfilled with BA
pilots. It could source other aircraft at quick notice or
increase the size of the aircraft quickly should it prove 
a success and slots be constrained. It could ramp up
the operation quickly; it could preserve and expand 
the BA brand or indeed retrench should it prove
unsuccessful. One would have thought that those
involved would have at least compared the detailed
numbers of the different approaches prior to deciding
which business model proved best.

Summary
BA is breaking the intent clause in our contracts now.
Already 15 non-BA pilots have been employed by
OpenSkies – these are lost opportunities for BA pilots.

OpenSkies is outsourcing of BA Pilot opportunities.
These are BA Aircraft, in BA colours, with BA
management, riding on the back of the BA brand,
utilising BA profits in a regulatory environment that
will allow this new airline to undermine the jobs of 
BA pilots.That is why we want to update our “scope”
clause (Schedule K) but the company have stated:

“BA would not even consider making any proposed
changes to schedule K to meet the changed regulatory
environment.”

BA’s aircraft utilisation has grown 35% since 1993 
and 28% in the last 10 years, with little change in the
headcount of BA pilots. Costs have also been addressed
with many of BA’s niche regional operations spun 
off into subsidiaries with a lower cost base, as agreed
with BALPA.

BALPA also played a pivotal role in facilitating a
resolution to the pensions restructuring that took
place last year. Resolving the NAPS deficit was essential
to secure the future of BA by improving its credit
rating, enabling BA to “invest in planes, people, and
product”. BA is now telling the same pilots who can
expect a 1/3rd less pension that any aircraft “deemed
surplus” can be redirected into any BA owned
subsidiary. It will not offer any guarantee that the large
aircraft purchase announcement later this year will



involve BA mainline, nor will any of the aircraft
options already placed prior to OpenSkies creation 
be guaranteed to mainline.

BALPA is not a traditional trade union. It prides itself 
in being an Association that moves with the times.
Our expertise in EU employment law has already been
recognised by BA in their desire to grant recognition 
to OpenSkies pilots.

BALPA appreciates the return on capital to investors
has been depressed to unsustainable levels and the
industry must change or the cost of capital will rise 
to a level that will deter much needed investment to
take our industry productively into the next century.
This change requires increased liberalisation and
deregulation and a greater sharing of risk and reward
within the aviation industry.

Willie Walsh has said he has “bigger fish to fry” than
the BA pilots’ terms and conditions. BALPA agrees
entirely, but is not so sure he understands where those
bigger fish are to be found, or even what they look like.
Why is he targeting pennies when there are pounds to
be had elsewhere? He is also correct in saying that the
real threat to BA and BA pilots’ futures lies outside BA,
and not within. Again BALPA agrees wholeheartedly
with Mr.Walsh, but is dismayed to see our considered
business-like approaches regarding OpenSkies
continually rebuffed.

BALPA is communicating with you directly so you may
better understand the reasons behind the imminent
conflict.We must protect our employment security,
but it is important you understand we have no wish 
to hinder the commercial development of BA or
OpenSkies. In fact such commercial development is
vital if we are to have a promising future.The average
pilot has been employed by BA for approximately 
15 years, some for over 35 years.We are the ultimate
long-term investors in this company.We hope this
paper will spur much needed dialogue amongst those
in BA who can make a difference.The business case
should examine utilising all BA’s assets, particularly 
its pilots, in the most profitable manner – not
doing so suggests a more sinister agenda than a
straightforward cost/ benefit analysis.

For further information please visit
www.baplane-bapilot.org or 
email: openskiesdispute@balpa.org 
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