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Aviation has been an early casualty of the UK's vote to leave the European Union
(EU). And no wonder. Air travel is highly influenced by economic headwinds,
currency fluctuations, and an uncertain climate for business. The Brexit vote
brought the prospect of the full trifecta, while the currency reaction increased
dollar-denominated costs for UK carriers and reduced sterling earnings for
non-UK carriers.

One of the greatest uncertainties now facing the aviation community
and its investors is regulatory. The UK is not only a major part of Europe's
aviation—28% of seats flying within the EU operate to, from, or within the
UK—it is also interlocked in Europe's aviation agreements. The two most
crucial are membership of the European Common Aviation Area (ECAA)
and participation in the EU-US "Open Skies" agreement.

Pragmatically, there are plenty of interests at play both in the UK and in the rest
of the ECAA which should want the UK to stay within the Common Aviation Area.
Irish, Hungarian, and Norwegian carriers have significant operations between the
UK and the rest of the ECAA, which potentially become disallowed if the UK is not
inside the club. Airline consolidation, still proceeding more slowly in Europe than
in the United States, would be hindered by having the UK on the outside. After

all, one of Europe's largest existing consolidations, IAG, is anchored by British
Airways, a UK carrier.

There are also strong interests in keeping the UK within the EU-US aviation
agreement. If the UK is not part of that agreement, a result could be regulatory

icf.com ©Copyright 2017 ICF

1


http://icf.com
http://icf.com

UK Aviation And Brexit: Pragmatism vs Politics

White Paper

headaches for the transatlantic joint ventures which include the largest network
carriers on both sides of the ocean. UK not being part of the agreement would
also disrupt the rights of EU carriers to fly between the UK and the US and UK
carriers to fly between EU points and the US, even if they are only sparingly used.

So, there is a good chance that the UK will want to maintain its positions in the
Common Aviation Area and within the EU-US agreement, alongside Norway and
Iceland. However, palitics will also play a part in what actually happens. Aviation
is just one area where the UK has to negotiate with the EU.

There are also other negotiating ambitions at play. Within aviation, there are
guestions such as the European Commission's interest in removing ownership
and control rules between the EU and the US, while many in the US have called
to restrict access for foreign carriers on grounds of their labour arrangements or
alleged unfair competition. The new Trump administration may be more ready to
hear these siren calls. These factors could complicate and prolong negotiations
and definitely add to regulatory risk.

The pragmatic outcome is therefore not a foregone conclusion. Airlines which

are exposed to potential risk from changes in the UK's regulatory position in
European aviation are already looking for new ways to serve their markets. That is
likely to mean setting up new entities in EU countries (for UK carriers) or in the UK
(for carriers from outside the UK). It is no surprise that easylet is doing just that,
making the most of the opportunity to look for the most favourable country to
use as a base.

And meanwhile, the airline sector will suffer from continuing uncertainty all round.
Nimble adjustment of capacity and cost will be watchwords for some time until
the outlook is clearer.
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