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1. introduction 

After 66 years of existence, the Hungarian state carrier 
MALEV had to cease operations in 2012 because of its 
financial situation. The sudden market exit of one of 
the oldest airlines worldwide affected more than half 
of the traffic at Budapest’s Liszt Ferenc Airport (BUD). 
Soon after, low-cost carriers not only took over the va-
cant market shares but also restructured the passenger 
market. This article summarises a case study conducted 
for BUD. The paper is organised as follows. Section 2 
recounts the transitions in the airline market structure, 
putting emphasis on strategic alliances as a strategy to 
withstand competition. Section 3 analyses the struggle of 
flag carriers, a specific developments in Europe. The em-
pirical results for BUD are compiled in section 4, taking 
note of the post-exit situation of incoming tourism. The 
preceding information is the basis for further analysis 
and discussion in the concluding section 5. 

2. transitions of the airline market structures

Aviation was traditionally a strictly regulated industry, 
dominated by national flag carriers and state-owned 
airports. The global deregulation and liberalisation of 
air transport, which began in the USA at the end of the 
1970s, triggered a path of development. The numer-
ous changes include the introduction of hub and spoke 
networks and the evolution of price-competition and 
low-cost business models, resulting in the rise in load 
factors, but also a scarcity of airports (Mirosavljević  
et al. 2011).

Governments liberalised controls over route entry, 
capacity and pricing and began to relax restrictions on 
foreign ownership. At the same time, airlines were seek-
ing to break free from the constraints that the bilateral 
system of air service agreements imposed upon their 
networks and upon the markets they could serve. The 
experience of deregulation in the USA (and elsewhere) 
demonstrated the critical importance of large airline 
size and the economies of scale that go with it, especially 
in the field of marketing. Consequently, the long-term 
outcome of deregulation is increased market concentra-
tion, such as can be observed in the US domestic mar-
ket. Airlines expected that the liberalisation of inter-
national routes would have much the same effect, and 
to achieve the benefits of large size, airlines teamed up 
with each other, forming various kinds of strategic al-
liances. In one of the most comprehensive surveys, air-

line executives stated that they felt a growing sense of 
urgency to get their consortia together before the best 
partners were taken. Most partnerships tended to be 
between just one airline and another, but the emergence 
of several major groupings, or ‘galaxies’, became rather 
noticeable. Airlines may cooperate below the threshold 
of a merger in various ways: through equity stakes, code 
sharing, technical assistance, or marketing agreements. 
To some extent, the proliferation of code sharing and 
other marketing agreements was a partial substitute for 
multilateral collaboration through IATA. What funda-
mentally accounts for the proliferation of alliances, both 
generally in business and in airlines in particular? This 
is an interesting question in its own right. It is also cent-
ral to the formulation of business strategy. It happened 
because the potential for sustainable advantage to be 
achieved through inter-firm collaboration depended 
on the nature and strength of the underlying forces that 
serve as motivation for alliances. The actual contract 
design can vary from industry to industry and from case 
to case. However, it is widely expected that the growing 
number of alliances, possibly followed by some outright 
mergers, will accelerate the concentration processes in 
the airline industry. As stated earlier, the forecasts of how 
many airlines will survive and of how far the industry 
will be dominated by some very large carriers can vary 
(Burton, Hanlon 1994).

3. flag carriers versus lcc in Europe

Observers of the European airline industry have long 
believed that the flag carrier system, though affirming 
national pride, has created too many airlines and led 
to inefficient excess capacity. The suggested remedy is 
consolidation of the European industry via cross-border 
mergers, an avenue that is now open as a result of EU 
deregulation. The first major consolidation event was 
the merger of Air France and KLM. Most major inter-
national carriers belong to one of the global alliances 
(Brueckner, Pels 2005).

Increased traffic and revenues can be generated 
by the merged airlines through the better alignment of 
schedules, routes, and well-coordinated product and 
pricing strategies (Tseytlina et al. 2013). Seamless con-
nections can be offered and market share gained from 
competitors. As a result of increasing market power, 
fares (yields) and revenues might also be increased in 
certain markets where the two airlines had previously 
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been competing (hence network overlap of the merging 
airlines is important). However, competition authorit-
ies might attach conditions to a merger that reduces the 
likelihood of these benefits being realised. It should be 
added that a sizeable proportion of this category of mer-
ger benefits might be achieved through an immunised 
strategic alliance. The merger between British Airways 
(BA) and Iberia is an example of this: most of its repor-
ted merger benefits were on the cost side, since the rev-
enues will already have been boosted by the granting of 
antitrust immunity to the alliance between BA, Iberia 
and American Airlines (Merkert, Morreli 2012).

In the airline industry, a distinction is often made 
between an ‘FSNC model’ (full-service network carrier) 
and an ‘LCC model’ (low-cost carrier) (Tretheway 2004). 
LCCs and FSNCs are frequently seen to embody distinct 
spatial models (i.e. LCCs are often claimed to be char-
acterised by point-to-point network structures, whilst 
FSCs operate spatially concentrated networks organised 
around hubs). These world cities have become hubs in 
the global networks of air transportation (Smith, Tim-
berlake 1998). On the other hand, globalisation and 
space adjusting technologies have resulted in a global 
convergence of time-space (Stankūnas, Kondroška 
2012). This means that peripheral areas have converged 
at a more rapid rate in time-space than core areas have 
(Janelle  2004). This increasing integration into global 
networks has allowed airlines to establish direct linkages 
between non-hub cities, leading many commentators 
to suggest that the old ‘hub-and-spoke’ network system 
characterised by spatially concentrated networks is be-
coming less relevant (O’Connor 2003). Such changes, and 
the liberalisation of the airline industry more generally, 
have resulted in a number of mixed and powerful effects 
(Doganis  2001; Pickrell  2004). Many well established 
and formerly stated-owned airlines in North America, 
Asia, and Europe are not financially stable in the liber-
alised systems in which they now, for the most part, op-
erate (Vowles 2000; Nolan et al. 2004). Liberalisation on 
all three continents has, for a number of reasons, allowed 
LCCs to gain significant market shares (Jarach  2004). 
The growth of these carriers has been surprising; they 
carry 20% of all European passengers (Sparaco  2004). 
The success of LCCs cannot be described better than 
stating that Ryanair is one of the most profitable airlines 
in the world (Graham 2009).

Since the 1980s, two important aviation trends 
have dominated air transport research: airline mar-
ket consolidation and the growth of low-cost carri-
ers. However, very little research has considered the 
merger and acquisition activity of low-cost airlines 
(Bilotkach et  al. 2012). The liberalisation of the in-
tra-EU air services market provided the legislative 
framework in which low-cost carriers (LCCs) could 

develop. The ‘Third Package’ of aviation measures came 
into force in January 1993, with full cabotage follow-
ing in 1997. This market liberalisation allowed air-
lines to operate between any points in the European 
Union (EU). These new regulations have had a similar 
effect to the deregulation of the US domestic market 
around twenty years earlier. US deregulation saw the 
establishment and growth of Southwest Airlines, the 
archetypal low-cost carrier. Ryanair was the first EU 
airline to take advantage of the new European regulat-
ory environment. The company based its strategy on 
the successful Southwest model, which quickly proved 
to work perfectly well in Europe. Soon after, start-ups 
like easyJet and Debonair also launched low-cost ser-
vices. Many legacy carriers reacted to the threat of 
low-fare airlines by establishing their own LCC subsi-
diaries (including BA’s Go and KLM’s Buzz), yet most 
did not succeed (Francis et al. 2006). After a few years, 
the market went through an initial wave of consolida-
tion. Market leaders Ryanair and easyJet both acquired 
smaller competitors, Buzz and Go respectively, whilst 
many other small carriers collapsed (Danklefsen 2007). 
By 2011, one hundred and ten low-cost carriers had 
entered the EU market but only thirty-two survived 
(Mason  et  al.  2013). The rest went out of business, 
were acquired, or merged with a competitor. (Lenar-
towicz et al. 2013). According to the European Cockpit 
Association (European … 2002), in 2000 the European 
LCCs transported 20.7 million people (8.6% of the 
market), and these figures have continued to strongly 
increase since then. The two main airlines, Ryanair and 
easyJet, have indeed reached a European scope, exceed-
ing that of small- or medium-sized full-service network 
carriers (FSNC): in 2004 they transported 26.4 and 24.3 
millions passengers respectively. Furthermore, Ryanair 
and easyJet ordered 125 and 120 new aeroplanes in 
2002 with another option of 125 and 120 for 2003. This 
gives an idea of their ambitions (considering, of course, 
that some of those planes are intended to replace older 
ones). Many academic papers have recently been pub-
lished on LCCs (Dobruszkes 2006). M. Franke (2004) 
and M.  Tretheway (2004) discuss the competition 
between traditional airlines and LCCs, and so does 
W. Morrison (2004), who also looks into the role of the 
authorities controlling the competition. D. Gillen and 
A.  Lall (2004), G. Francis  et  al.  (2003) and S. Barrett 
(2004a) analyse the relations between LCCs and air-
ports, while G. Williams (2001) deals with competition 
between charter carriers and ‘no-frills’ airlines. 

The internal market has eliminated all commer-
cial restrictions for airlines flying within the European 
Union. Constraints on routes, number of flights, tar-
iff policies, etc. have been removed. EU airlines are 
permitted to provide air services on any route within 
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the EU. As a result, prices have fallen dramatically, 
especially on the most popular routes (Mueller et al. 
2012). European aviation now operates with over 130 
scheduled airlines, a network of over 450 airports, and 
60 air navigation service providers. The aviation sector 
employs more than 3 million people in the European 
Union. Airlines and airports contribute more than 120 
billion EUR to the European gross domestic product. 
According to European figures, the airports in Europe 
have spent 7.5 billion EUR annually on capital expendit-
ures over the past five years. As for the future, there are 
plans to spend 8.1 billion EUR annually between 2006 
and 2010 and 8.5 billion EUR annually between 2011 
and 2015, resulting an 8% and 13% increase respect-
ively (Kővári, Török 2010).

Transportation, and within this air transport, has 
a positive effect on national economic processes, con-
sumption and the circle of consumers is increasing, mo-
bility is growing, and overall, due to this, the standard of 
living is increasing. Investments in the infrastructure of 
air transport may appear as a positive effect, since new 
businesses will operate and the value of the real estate 
that can be found there may grow. Air transport has 
countless industrial and commercial relations and in this 
way contributes to GDP. Air transport also reduces travel 
time significantly (Legeza 2001).

Contemporary transport analyses are based on 
safety and economic equilibrium. The air transport 
sector recognises the 2P dilemma as the crucial de-
cision-making tool. This means that all interested parties 
in aviation are balancing between productivity and prof-
itability limits (Cavka, Cokorilo 2012). 

But perhaps the most important economies of 
scope come from the greater ability of large airlines 
to configure networks in hub-and-spoke patterns and 
through this secure some gains in route traffic dens-
ity. It is well known that the economies of route traffic 
density can be quite significant (Bailey  et  al.  1985). 
These economies arise when greater density enables the 
airline to use larger, more efficient aircraft with lower 
costs per seat-mile and/or to operate at higher ser-
vice frequencies and consequently at higher seat-load 
factors, leading to lower costs per passenger mile. An 
increase in density may also permit more intensive util-
isation of aircraft and crews, operating more flights per 
day (Legeza et al. 2010). For all these reasons, average 
costs fall as traffic density increases, and hubbing has 
a major effect in increasing density. Hubbing increases 
density by enabling the airline to consolidate traffic 
from many different origin-destination markets onto a 
much smaller number of links in the network. It makes 
it possible for the airline to carry, on a single spoke, 
passengers with different origins but the same destin-
ation (or passengers with different destinations but the 

same origin). In this way, hubbing reduces the number 
of round trips necessary to transport a given number of 
passengers over a given set of itineraries. Total passen-
ger miles may or may not increase, depending on the 
extent of which passengers fly ‘dog legs’, but the main 
effects in reducing average cost come from a reduction 
in sectors flown, an increase in aircraft size and/or a 
rise in service frequency, and the load factor. Alliances 
encourage interline hubbing by facilitating cooperation 
between domestic and international services where re-
strictions on cabotage prevent the international carrier 
from serving domestic routes and where, under exist-
ing bilateral air service agreements, the domestic car-
rier has no traffic rights on the relevant international 
routes (e.g. BA/USAir at Pittsburgh, British Midland/
SAS at London Heathrow, Lufthansa/Lauds Air in Vi-
enna). They also encourage closer links between the 
services of two international carriers (e.g. Northwest/
KLM, Lufthansa/United, Iberia/Aerolineas Argenti-
nas). It is possible through forming alliances to make 
good fits between the networks of the partners and to 
provide swift connections at the hub airports that are 
served by each partner. This, of course, was a main ob-
jective behind the establishment of the global Excel-
lence Network formed by Delta, Swissair and SIA (Bur-
ton, Hanlon 1994).

Within Europe, there has been significant growth 
in the number of low-cost carriers (LCCs) operating. 
One feature of the low-cost model is the use of second-
ary or regional airports. These airports compete with 
each other to secure the services of LCCs, a situation 
exploited by the airlines to reduce their costs as much 
as possible. Given airport charges can represent around 
12% of LCCs’ costs (Doganis 2001), this focus is under-
standable. The airport choice, however, reflects more 
than just the cost factor. It is therefore important for air-
port management to understand the relative importance 
of these factors to offer the service required by the airline 
(Warnock, Andrew 2005).

Our hypothesis is that the carrier market (supply 
side) has influence on touristic demand (demand side). 

4. case study for Budapest airport 

The authors have investigated the situation just before 
and after the bankruptcy of the national flag carrier in 
Hungary. On 1 February 2012, the Hungarian national 
carrier MALEV ceased operating its intra-European net-
work. The European destinations in 2011 are depicted 
in figure 1.

Due to the market exit, the capacity and mainten-
ance needs of a fleet of six Boeing 737-600, seven Boeing 
737-700, five Boeing 737-800, four Bombardier Dash 8 
Q400 became obsolete. BUD lost about one-quarter of 
its flights (Fig. 2). 
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fig. 1. European destinations of MALEV (Source: MALEV)

fig. 2. Passengers at Liszt Ferenc Airport (BUD) (Source: own 
edition based on Hungaro Control Data)

Transit flow will not be analysed, because the bank-
ruptcy of MALEV has no effect on it. Only the effect of 
the economic crisis can be observed, and the forecasted 
increasing tendency has been halted (Fig. 3).

fig.  3. Yearly overflight movements (Source: own edition 
based on Hungaro Control Data)

There has been significant change in arrivals and 
departures beginning in 2012 due to the bankruptcy of 
national flag carrier MALEV. One can see a significant 
decrease in February of every year investigated (Fig. 4).

fig. 4. Arrivals and departures (Source: own edition based on 
Hungaro Control Data)

Further investigation is necessary based not only 
on movements but also on the number of passengers. As 
can be seen (Fig. 5), the number of passengers has not 
decreased significantly following the collapse of MALEV.

fig. 5. Demand changes 2012 vs. 2011 at BUD (Source: own 
edition based on Hungaro Control Data)

Low-cost carriers that are working with higher oc-
cupancy (Fig. 6) filled the market space immediately.

fig.  6. Average occupancy (Source: own edition based on 
Hungaro Control Data)
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To understand the situation better, the market 
shares based on number of passengers need to be invest-
igated. As can be seen (Fig.  7), MALEV was continu-
ously losing its market share before it went bankrupt.

fig. 7. Market share of carriers at Liszt Ferenc Airport (BUD) 
(Source: own edition based on Hungaro Control Data)

After having seen that the LCCs have significantly 
raised their market share at Liszt Ferenc Airport (BUD), 
the authors investigated the LCC-related planes and pas-
sengers (Fig. 8).

fig.  8. Market share of LCCs by passengers (Source: own 
edition based on Hungaro Control Data)

As the leading LCC in the Hungarian market, 
WizzAir has benefitted the most from the bankruptcy of 
MALEV. New destinations have been established (Fig. 9).

fig. 9. Route network of WizzAir (Source: WizzAir)

There is a large amount of literature that analyses 
and justifies the role that airports and air traffic play in 
the economic activity of towns and cities in their sur-
roundings (Brueckner 2003; Button et al. 1999; Green 
2007). Thus, airports are recognised as being dynamic 
motors of social and economic development in these 
regions (Echevarne 2008), supporting local economic 
activity and driving new investments in their areas 
while at the same time helping to attract the headquar-
ters of large firms to their corresponding urban areas 
(Bel, Fageda 2008). For J. A. W. Robertson  (1995), 
airports could turn into the largest single employer 
in a region, which would favour administrative and 
auxiliary employment (Debbage 1999; Debbage, Delk 
2001), high-technology jobs (Button  et  al.  1999), or 
possibly create job opportunities for less skilled work-
ers or for local unemployed people (Robertson 1995). 
J. K. Brueckner (2003) goes further still and quanti-
fies a 10% increase on tourism in a metropolitan area 
as leading to an approximate 1% increase in employ-
ment in service-related industries. In general terms, 
the emergence of LCCs has contributed to an increase 
in the tourist and leisure market at many destinations. 
It has created business opportunities while at the same 
time it has stirred up heated debate in the tourist sector 
in the surroundings of many regional airports. Con-
clusions drawn from this debate in each of these en-
vironments usually influence local and regional gov-
ernments’ policies for promoting tourism, including 
possible subsidies or aid for the introduction of LCCs. 
For this reason, when they make their decisions, these 
governments need to be aware of the view held by the 
sector itself of the ever more costly demands of the 
LCCs. There is, however, a lack of work analysing the 
effects that the introduction of LCCs at underutilised 
regional airports is having on economic agents and 
their behavioural responses (Castillo-Manzano et al. 
2009). In this respect, and unlike earlier papers that 
search for correlations between time series, the aim of 
this paper is to take an in-depth look at the view that 
is held of the LCC phenomenon and the effects that 
LCCs have on the various tourism segments of the 
tourist sector in the towns and cities in the surround-
ings of the aforementioned regional airports.

As can be seen in figure 10, the share of 1-day trips 
is nearly constant, the share of 1–3-night stays has de-
creased, and the share of 4-or-more–night stays has in-
creased.
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fig. 10. Share of tourists by how long they stayed in Budapest 
(Data Source: WizzAir, 2013)

5. further analysis and discussion

According to a report of Budapest Airport in 2012, 
8.5  million passengers were served, while in 2011 the 
total was about 8.9 million passengers. In 2011 MALEV 
brought 1.5 million transit passengers to Budapest. Com-
pared to Vienna or Bratislava, Budapest has behaved as 
a minihub, although Budapest had the opportunity to 
grow more to be a Central European hub (Fig. 9)

fig. 11. Different development paths in the Central European 
region (Source: own edition based on Hungaro Control Data)

If in January 2012 only 100,000 transit passengers 
are considered, then one can easily calculate that in 2011 
there were 7.4 million passengers and in 2012 there were 
8.4 million passengers who stayed in Budapest. Thus it 
can be concluded that the bankruptcy of MALEV gave 
rise to a million tourists arriving in Budapest. According 
to a report of the Hungarian Statistical Office (2013), the 
number of foreign guests in Hungarian hotels increased 
by 8.5% in 2012. The number of foreign-guest nights has 
also increased significantly, 14% in 2012. This increase 
can be assigned to the MALEV bankruptcy and the be-
nefits can only be connected to Budapest.

Airline business models are not a static phe-
nomenon; rather, they repeatedly undergo changes in re-
sponse to the basic problem of route density in air trans-
port; i.e. how many people you can book on an airplane 
at the same time, to the same destination, at a combin-
ation of fares that will ultimately cover the total cost of 
operating the flight. Full-service carriers for example use 
the hub and spoke system to create ‘factories to manu-
facture route density’ (Levine  2009). In the context of 

the route density problem, a particular hub’s viability 
can only be defined within upper and lower boundar-
ies. At the lower boundary, the hub O&D market’s min-
imum size and prosperity is required to guarantee the 
relatively high yield from direct air services at the hub 
as compensation for the lower yield from the indirect air 
services provided to transfer passengers. At the upper 
boundary, hubbing comes with a growing average cost if 
the intensity of the connection waves starts to increase. 
The hub’s upper limits are clearly illustrated by the op-
erational complexity and vulnerability of a megahub in 
terms of costly baggage handling systems, long aircraft 
turnaround times, rapid increases in costly no-connec-
tion rates in bad weather conditions, high airline labour 
costs at the hub, and additional peak capacity costs. Low-
cost carriers emerged following deregulation of the US 
domestic market and liberalisation of the European mar-
ket. First in the United States, later in Europe, and then 
finally all over the world, LCCs eliminated these hubbing 
costs by serving a point-to-point system, often operated 
from secondary airports at low fares. The increasing use 
of low-cost carrier services reflects customer preferences 
for low fares and point-to-point travel and a dislike of 
the congestion, confusion, and long walking and wait-
ing times at hub airports. S. Barrett (2004b) states that 
the full-service carriers themselves have accommodated 
the rise of the LCCs by concentrating their operations 
on hub airports, which enabled LCCs to bypass the hubs 
and avoid constraining connections. Regarding the rapid 
growth of the low-cost airline business model, it can be 
observed that LCCs have been able to cope with route 
density problems by generating new demand, as well as 
by attracting passengers from other transport modes and 
from full-service carriers by offering lower fares. Actually, 
the low fares resulting from the cost structure of LCCs 
(Dennis 2007) have enabled them to provide scheduled 
services to many more low density routes than one could 
ever expect from FSCs. Yet owing to the tremendous 
growth of LCC networks, an end to this network expan-
sion may become visible, even if costs are rigorously kept 
down. LCCs are seemingly once again confronted by in-
creasing route density problems (Levine 2009). LCCs are 
attempting to solve this problem by using specific airport 
categories, adjusting route frequency, selecting city pair 
markets with less price sensitive demand, and generating 
ancillary revenues (Dobruszkes 2006). 

Route density in European O&D markets will ulti-
mately limit the growth prospects for LCCs in Europe. 
The growth figures for Europe’s LCC sector are never-
theless impressive. CAPA (2010a, b) for example reports 
that LCCs occupy a 36% share of total seat capacity 
within the European Union. Route density constraints 
will likely lead to a slowdown in organic LCC growth 
over the next few years, forcing LCCs to (partly) adopt 
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other business strategies for future growth. Examples of 
new business strategies to assure future growth include: 
shifting to primary airports, starting hubbing activities 
that enable passengers to transfer from one flight to an-
other, signing codeshare agreements, entering alliances, 
and acquiring other airlines.
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