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High Fuel Costs & The New Airline Economics

Implications For The Air Transport PMA Market
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Global Oil Consumption Is Approaching Pre-
Recession Levels, Exacerbating A Tight Supply-
Demand Balanceé
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Global Oil Production, Demand, and Prices

Source: EIA
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éAs A Result, Oil Prices Are Approaching The High 
Levels Of The 2008 Price Spikeé
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Annual Average Fuel Costs 1978 to present

(cents per gallon)

Source: Air Transport Association, IATA
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éWhich Is Changing The Economics Of Aircraft 
Operationé
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US Airlines ï2009 Fuel Costs/ASM (cents)

Winners

Winners Losers

Losers

Source: US Air Transport Association

* 2009 figures are 

based on $1.75 -

$1.95 gallon fuel
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éAnd Contributes To A Near-Record Backlogé
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Air Transport Production Backlog

1970 - 2010

Source: Airline Monitor
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Backlog (months production)

Production 

backlog near 

historical highs

High Fuel Costs Good News For ProductionéAt Least In the Short Term!
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...While Aircraft Retirements Are Surging...

7Source: Airline Monitor

Air Transport Retirements and Deliveries
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400 Retirements per 

year is the new normal

~40% of deliveries are 

now for replacement
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éAnd Limited Pricing Power Is Squeezing Airlines
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US Airline Yields And Fuel Prices

Source: Airline Monitor 

Yields on par with 1999é
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Two Major Factors Influence Aircraft MRO Activity: 
Fundamental Demand And Supply Chain Practicesé
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Simplified MRO Supply Chain

ÅPredicted airline maintenance 

spending as a result of 

aircraft demographics, 

utilization, equipment 

reliability, maintenance 

programs and regulations

ÅA good predictor of supplier 

MRO and aftermarket activity 

in normal times

1. Fundamental Demand For Aircraft MRO

ÅInventory stocking & 

destocking, use of surplus 

components, deferred and 

reduced scope maintenance

ÅAll of the above act as a 

buffer between fundamental 

demand and realized revenue 

by OEMs and MRO suppliers

ÅImportant in times of crisis

2. MRO Supply Chain Practices
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...And Fundamental Demand Indicates A Current 
Air Transport MRO Market Of $43.6 Billion...

2010 Air Transport MRO Market ($43.6B)

By 
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CAGR

Air Transport MRO Market Forecast ($M)*

Source: AeroStrategy OAG Aviation

* Constant 2009 US$

...With A Long Term Growth Rate Of 3.3%....
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MRO Supply Chain Practices Have Attenuated 
Fundamental MRO Demand Since 2009é
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Simplified MRO Supply Chain

ÅPredicted airline maintenance 

spending as a result of 

aircraft demographics, 

utilization, equipment 

reliability, maintenance 

programs and regulations

ÅA good predictor of supplier 

MRO and aftermarket activity 

in normal times

1. Fundamental Demand For Aircraft MRO

ÅInventory stocking & 

destocking, use of surplus 

components, deferred and 

reduced scope maintenance

ÅAll of the above act as a 

buffer between fundamental 

demand and realized revenue 

by OEMs and MRO suppliers

ÅImportant in times of crisis

2. MRO Supply Chain Practices
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éAnd Airlines Have Utilized Several Key MRO 
Supply Chain Levers To Conserve Cashé

Engines

ÅReduced scope of 

maintenance ïmore ñrepairò 

and less ñreplaceò

ÅDefer replacement of 

expensive life limited parts 

until they reach absolute 

cycle limits(e.g. short-stub 

engines) 

ÅGreater leverage of spare 

engines in lieu of overhauls

ÅAcquisition of surplus 

engines for mature aircraft

ÅRenegotiate MRO contracts

Components

ÅBurn down rotable 

inventory in lieu of 

component MRO repair

ÅReduced scope 

maintenance ïmore 

ñrepairò and less ñreplaceò 

ÅAcquisition of surplus 

rotables for mature aircraft

ÅRenegotiate MRO contracts

Airframe Heavy

ÅReduce utilization and rotate 

in-service aircraft to minimize 

heavy maintenance checks 

required by hour/cycle limits

ÅPark older aircraft 

approaching expensive heavy 

checks

ÅReduce discretionary 

modifications (e.g. Interior 

upgrades, painting)
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Source: AeroStrategy
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© 2011 AeroStrategy GORHAM 2011 ANNUAL CONFERENCE

éParticularly In Light Of $47 Billion Of Inventory In 
The MRO Supply Chainé
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By Segment Airlines
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2009 Total = $47B
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éWhich Resulted In An Unanticipated 15-20% 
Spending Reduction In 2009
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Air Transport MRO Market ïRealized Supplier Revenue($B) *
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* Constant 2009 US$

Fundamental MRO 

demand based on 

aircraft operation

ÅMassive destocking 

and deferred 

maintenance

Å2009 MRO demand 

down 15-20%

ÅParts impacted more 

than MRO services

Realized supplier

revenue

Å2010: 1 - 3% growth

ÅFaster recovery in modifications

ÅFew signs of airline restocking
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So much for the theory that aftermarket is steady while production is volatile!
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Now The Parting Out Of Retired Aircraft Is Gaining 
Momentum As Evidenced By The B737-300...

Historical Storage Events By Quarter 1990-2010:  Passenger 737-300s

Source: AeroStrategy analysis; Airclaims

>20 aircraft parted out in 

some quarters (in red)

Probability of return to 

service within 90 days 

once stored is just 25%!
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...And Parting Out Is Affecting Even Earlier Model 
A320s

Historical Storage Events By Quarter 1990-2010:  A320-100/200s

Source: AeroStrategy analysis; Airclaims
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~5 parted out per quarter
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As Many As 15-20 Aircraft Are Now Being Parted 
Out Each Monthé
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ÅGlobally, 15-20 aircraft per month are being ñparted 

outò

ÅEngines, avionics, and other aircraft components are 

re-circulated to the market, thereby suppressing MRO 

demand

ÅFacilitating this phenomenon is a new breed of 

surplus parts suppliers, with an impressive blend of 

financial skills, technical capability and market savvy

ÅñParting outò is not limited to mature aircraft; new 

generation aircraft are also being cannibalized 

including A320, A340, and advanced B767 models

ÅñHotò surplus parts markets include:

īAircraft: B737-3/4/500, B767, B747-400, CRJ

īEngines: CFM56-3, CFM56-5, CF34, V2500A1, 

CF6-80C2

īHigh value components: APUs, avionics, others

Source: AeroStrategy interviews
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