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USAirways, Airline Industry Are Running Out Of Time 

 
Despite a first quarter operating loss of  $435 million providing the strongest possible 
inducement, it’s uncertain USAirways’ management and labor can achieve the level of 
cooperation needed to save the airline. 
   
Recently USAirways’ pilots union endorsed an agreement allowing the airline to add 70 so-called 
“regional jets” to its fleet.  Management insists that acquiring these planes—USAirways’ 
financial ability to do so is questionable—will help turn things around by improving fuel 
efficiency and reducing the airline’s cost per Available Seat Mile (ASM). That cost, at 12.91 
cents, was actually higher in the first quarter than a year ago despite a near 30 percent drop in fuel 
prices. It was a full 13 percent above United Airlines, the next most costly operator. But 
weighting an airline’s fleet of aircraft heavily toward small regional jets alone will not reduce 
costs enough to restore profitability.  Indeed, the move makes sense only as part of a much more 
radical strategic restructuring—away from a national, toward a smaller, regional airline.   
  
What’s known thus far about the proposed “agreement” between the airline and the pilots’ union 
seems to spell trouble in the future.  The pilots sought assurances that as many as 800 furloughed 
pilot jobs will be restored, and at pay levels higher than the industry average due to seniority 
provisions.  This apparent success at tough negotiating by the pilots reduces what little incentive 
any other unions may have had to be conciliatory for the good of the airline.  USAirways’ labor 
cost per seat mile in the first quarter was the highest in the industry, and second only to American 
Airlines as a percentage of costs per ASM.  USAirways’ labor component is twice as costly per 
seat mile as that of Southwest Airlines, and more than three times that of American Trans Air 
(ATA)—Southwest and ATA were profitable in the first quarter.   
 
Captain Chris Beebe, Chairman of US Airways’ Pilots Union Master Executive Committee 
expressed concern when the airline’s new CEO David Siegel announced he was considering loan 
guarantees from the federal government—guarantees that would come only on condition of 
stringent quid pro quos, including likely wage concessions on the part of all USAirways 
employees and a reorganization of the airline.  Begrudgingly, Beebe acknowledged that 
USAirways’ costs are out of line, but he made it clear that labor feels little responsibility for the 
airline’s inefficiencies and confirmed that the pilots, at least, still believe the airline should 
“grow” its way to profitability.  Unfortunately, neither Beebe nor the pilots’ union has offered a 
constructive plan for accomplishing that. 
 
Even with a new spirit of cooperation, the outlook would remain bleak.  USAirways’ first quarter 
revenues were down 24 percent from a year ago, a drop second only to United Airlines’ 26 
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percent downturn.  Several attempts to increase airfares have failed, and industry wide revenues 
continue to trend down.  A recent survey found that businesses have grown accustomed to lower 
airfares, and expect to reduce air travel outlays in 2002 and beyond.  A recovery in business 
travel is the key to profitability for most major airlines, which failed to adjust when air travel 
peaked and then began a precipitous slump in late 2000.  Well before the events of September 11 
it was clear that business travel demand had been severely eroded, and the dramatic decline in 
leisure travel after the terrorist attacks was simply the last straw.  Demand has retreated across the 
board, and there is little prospect for any near term return to previous traffic levels and growth 
rate.  In fact, consensus holds the elimination of one or two major airlines may be needed to bring 
air travel supply in line with demand. 
  
While Southwest Airlines and other “discounters” have weathered the disastrous climate since 
September 11 and seem in little danger of failure, the “main line” airlines face Herculean cost 
cutting efforts just to survive.  The latter suffered a staggering $3.4 billion in operating losses in 
the first quarter.  The second quarter outlook is perhaps more dismal due to the fact that the 
industry is running out of cash.  The biggest airlines have engaged in creative financing, selling 
aircraft and other assets and reacquiring their use under non-cancelable “operating leases.”  
United has $24 billion of these obligations, which don’t appear on the company’s balance sheet.  
USAirways has $10 billion of these non-cancelable leases while Southwest has but $2.8 billion 
and Alaska Airlines only $2.1 billion.  Every major airline leveraged assets in order to generate 
cash in previous downturns; and those, like USAirways, that now must retire and replace a good 
portion of their fleet may find it financially impossible to do so. 
 
USAirways’ first quarter performance is proof positive that the wolf is at the door.  April 
numbers show passenger traffic was 22% lower than a year ago.  The airline’s employees, 
management and directors are out of excuses, and at the current burn rate the firm will soon be 
out of cash and out of time.  There are no miracles in store for the airline industry.  Some very 
difficult decisions must be made—and soon.  
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