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The year 2017 marked the 50th anniversary of building an ASEAN (the Association of Southeast Asian 
Nations) community that works towards regional cooperation. In spite of its challenges, the region has 
successfully weathered both the Asian financial crisis of 1997 and the global economic crisis of 2008-
09, to making it the sixth-largest economy globally at present.  

As we move forward, full service carriers (FSCs) are met with promising opportunities with the rising 
affluence and liberalization of air traffic in the ASEAN region, igniting growth in the mid-haul routes. 
However, this comes with the rising competition from the low cost carriers (LCCs) and developments 
in high speed rails, both of which appear well-suited to address the mid-haul travel demand. How can 
full service carriers best navigate a changing landscape to ensure their relevance in the future?  

Blue skies ahead for the aviation industry  

The aviation industry in ASEAN is set to take off with the rising affluence and liberalization of air 
traffic which expands ASEAN’s role globally. Southeast Asia’s middle-income class is poised to 
increase from 29% in 2010 to 65% of the population by 2030, equating to almost half a billion people 
with the propensity to travel1.  

As each country within Southeast Asia develops and grows, it is natural to expect that air travel within 
ASEAN will increase, and in this vein it is expected that intra-ASEAN air travel will contribute to a 
third of the traffic by 2036, particularly owing to burgeoning demand between Tier Two cities. Air 
traffic between these cities is expected to grow at a CAGR of 5.7 percent, growing their share of total 
ASEAN traffic from 25 percent in 2016 to an anticipated 32.8 percent in 20362. 

The liberalization of air traffic provides a further boost to aviation growth. With the implementation of 
the ASEAN Open Skies agreement, certain key aviation barriers are gradually being removed and it 
has resulted in a planned increase in plane capacity. Furthermore a rise in intra-regional competition 
has put a downward pressure on airfare and has opened up more travel routes. 

Coupled together, it will lead to an increasing role of Southeast Asia in the global passenger traffic in 
the next two decades. 
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Notwithstanding its turbulences… 

However, it’s not always blue skies for this sector. In spite of the growing opportunities, full service 
carriers are facing fierce competition from low cost carriers, rail developments and protectionism.  

 

The heavy competition by low cost carriers and new high speed rail developments are causing 
underutilized capacity and pressures in fares for the FSCs. This in turn results in low profitability.  

In addition, certain regulations due to the protectionism stance has also restricted air freedom 
towards high growth routes. 

Air rail collaboration – strategy to ride out the turbulence 

Full service carriers can consider developing air–rail collaborations to address low utilisation arising 
from increasing market competition, and at the same time can work around protectionism. The 
former CEO of low-cost carrier Spirit Airlines, Ben Baldanza, aptly put across “Airlines sell what the 
economists call a spoilable product. Once the airplane takes off, if the seat is empty the ability to get 
revenue for that seat is lost forever.”3 Therefore, the collaboration addresses one of the most critical 
concerns for the airlines. 

How does an air rail collaboration work? 

How it is structured is that the airline uses railway services as additional 
spokes in the network of services to extend or substitute for existing 
aircraft services. The rail service complements the air service by replacing 
or adding a short- or medium-distance connection. This is done by trains 
being integrated to the code-sharing system, such that trains are assigned 
airplane codes. Its system then integrates and aligns the schedule such 
that it is sold as a single ticket for the multimodal trip.  

This kills two birds with one stone as your emerging competitors will now 
be your partners and furthermore, this strategy would work around air 
restrictions due to rail connectivity in previously restricted air routes. 
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Why consider an air rail collaboration now? 

The emergence of high speed rail in the ASEAN region provides an opportune moment for air–rail 
collaborations to address the ongoing challenges. As Yuan Huifang, the Deputy General Manager of 
Sales, Hainan Airlines noted “High-speed rail services heavily affect the business of flights less than 
500 km. But we want to find a way to cooperate with rail systems”4. A collaboration just as the high 
speed rail in Southeast Asia is about to be developed would make an emerging competition an ally and 
allow the FSC to forge an integral piece to tap on rising opportunities in the mid-haul growth in the 
region. 

Three way benefits for the air-rail collaboration 

This collaboration is a win-win for the airlines, rail operators and also the commuters.  

 

Airlines 

The airlines benefit from maintaining relevance in the growing but competitive routes by not 
competing with the high speed rail services.  

Foreign FSCs are able to better serve the region despite the air restrictions as they are now able to 
receive government support unlike inter-airline agreements.  

Connectivity is also greater for air operators without the additional investments involved with 
procuring additional aircraft. The additional connectivity points also act as feeders for international 
traffic while FSCs focus on operating the international routes. 

Finally, airlines benefit by utilizing their aircraft for more profitable routes. Using trains as a 
substitute for feeder flights could free up slots for more profitable routes. This is pertinent for airlines 
which operate in congested airports, a key concern in ASEAN, and where slots are scarce and 
expensive. 

Rail operators 

Secondly, rail operators benefit from an increase in market share as they stand to gain from the 
passengers redirected from the flights to the rail service for short- to mid-haul routes, thereby 
increasing load factor and market share if they have enough platform capacity. 

They will also have access to captive long-haul air passengers since this partnership will extend the 
distribution channels and reach air passengers who are unaware of HSR alternatives, or who have 
considered LCC or coaches for the last leg to their destination. 

Rail operators also benefit from the new BRI rail developments as connectivity will improve across the 
region. Thus, early discussion would help inform the needs of the infrastructure and connectivity 
design for an air–rail collaboration, facilitating subsequent implementation as many of these rail 
projects are currently in the planning and design phase. 
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Consumers 

Lastly, consumers gain by experiencing seamless travel. They are provided with a variety of options as 
well as a seamless transport chain by enabling travel with separate operators in just one booking. If 
implemented well this collaboration will provide an integrated customer experience across verticals 
and touch points for a differentiated solution. 

Developing an air-rail partnership 

To develop an air-rail partnership we firstly have to define the partnership strategy. We have to agree 
on the primary and secondary objectives, access the bargaining power in the partnership, define the 
critical success factors and finally prioritize customer needs to deliver customer satisfaction. 

Next, there is a need to develop a cohesive program and service architecture by defining partnership 
scope and service positioning and by the delivery of critical capabilities in terms of markets and 
operations. 

Finally, mechanisms to capture value have to be identified. These include measuring and monitoring 
performance metrics, operational indicators and accessing staff and customer feedback to evaluate the 
success of this partnership.  

 

Consider the collaboration of Singapore Airlines with Heathrow Express and First Great Western rail 
services in 2014. The partnership offered customers through-ticketing service from 11 destinations in 
Southwest England and Wales to more than 90 Singapore Airlines destinations in 30-plus countries 
under one booking to simplify the end-to-end travel process. 
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For the customers this has resulted in cost savings, ease of travelling and a ticketing service which has 
integrated several transactions into one. It has also coordinated the most efficient schedules for the 
connection transit, provides the customer with insurance and lastly allows for the rail leg would be 
included in Singapore Airlines’ integrated loyalty programme. This way they benefited by getting the 
air passenger market ahead of the rail competitor. The collaboration bagged awards and other major 
airlines also followed suit5. 

Conclusion 

ASEAN depended heavily on air transport since the 
1960s. However, both a problem and an opportunity 
are now emerging. Major ASEAN airports are 
becoming very congested. And at the same time, high 
speed rail is emerging as an alternative on key city 
pairs. Integrating air and rail will enable ASEAN to 
move short haul traffic to rail, allowing airports to 
focus on higher value long and medium haul traffic. 

By collaborating with railways to extend additional 
spokes in the network of services, airlines will be able 
to maintain a share in the growing short- to mid-haul 
routes amidst intense competition, better serve the 
region despite its air restrictions, and at the same 
time better utilise their aircraft for more profitable 
routes. By adopting collaboration across adjacent 
sectors, companies can rightly address these issues, 
capitalise on the opportunities available, and unlock 
the potential for trade and e-commerce in the ASEAN 
region. 

 

1 UOB Global Economics and Markets Research, “AEC and China the Key Drivers in Trade and Investment Into the Next Decades,” 4Q 2014 
2 Boeing, “Current Market Outlook 2017-2036,” 19 June 2017 
3 NPR, “How To Navigate Airline Bookings And Get A Good Deal,” 31 March 2016 
4 CAPA Centre for Aviation, “Chinese Airlines Start Developing Mutually Beneficial Solution through Air-Rail Codeshare Agreements,” 23 May 
2012 
5 Singapore Airlines, Press Release 'UK's First RailFly Partnership Launched', 2014 
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