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ABSTRACT 

 

Aviation industry is a vital segment of the fast growing Indian economy because 

of its catalytic role in stimulating growth across all other sectors of the economy. In 

tandem with fast growth of Indian economy and its continuing liberalization, the 

industry has witnessed rapid growth and expansion in the past decade. Against this 

backdrop, the present study endeavours to analyse TFP, labour productivity and unit 

cost of Indian aviation industry for the period 1999-00 to 2011-12. To that end, Caves, 

Christensen and Diewert (CCD) multilateral index procedure has been used. The latter 

half of the study period is marked with intense competition and turbulence which is 

subjected to a deeper investigation by estimating technical and scale efficiency of 

Indian airlines by using data envelopment analysis (DEA). Furthermore, Malmquist 

productivity index has been used for estimating productivity change and its 

components. The global competitiveness of Indian airlines has been assessed by 

comparing their efficiency and productivity with select US airlines for the period 2006-

07 to 2011-12.  

The findings suggest that the industry has witnessed significant growth in TFP, 

labour productivity and decline in unit cost for the period 1999-00 to 2011-12 which 

clearly shows the positive effect of liberalization and deregulation. The industry TFP 

has grown at about 3% per annum during the period. In line with TFP growth, industry 

unit costs also witnessed an annual decline of 2.7%. Due to decline in productivity of 

public airlines, the rate of TFP growth was moderate in the latter half of the study 

period. In contrast, most of the fall in unit cost is noted during the second half only. 

Despite productivity growth and continuously declining unit costs, the industry 

profitability declined due to decline in yield.  

After 2006-07, despite rise in VRS technical efficiency, technical efficiency 

growth of the industry has remained stagnant due to decline in scale efficiency. 

Nonetheless, private airlines show significant improvement in technical efficiency as 

against substantial decline witnessed by public airlines which is noted entirely on 

account of inappropriate choice of scale rather than poor managerial performance. All 

categories of airlines show improvement in VRS technical efficiency (managerial 

efficiency) suggesting competition has positively contributed towards improvement in 
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managerial performance. However, decline in scale efficiency indicates that the airlines 

did not manage their scale properly. Malmquist productivity analysis suggests that 

industry TFP growth after 2006-07 was almost entirely driven by technological 

progress. Furthermore, our analysis shows evidence of technological catching-up in the 

industry.  

After 2005-06, in the face of stiff competition public airlines have seen steady 

decline in their productivity and technical efficiency, and rise in unit cost. Nonetheless, 

TFP and efficiency levels of those are still found comparable to majority of the private 

airlines. The low cost carriers are noticed to have higher productivity, lower unit costs 

and better managerial efficiency than all other categories. However, TFP, labour 

productivity, unit costs and yields of all categories of airlines have sharply converged 

towards the end of study period.  

The study does not indicate any significant difference in technical efficiency of 

Indian and US airlines for the period 2006-07 to 2011-12. However, Indian airlines are 

found to enjoy higher scale efficiency but relatively lower managerial efficiency than 

US airlines. TFP growth rate of Indian airlines is noted to be nearly 30% higher than 

US airlines. Furthermore, while TFP growth of Indian airlines was mainly driven by 

technical progress that of US airlines was largely on account of improvement in 

technical efficiency.  

The findings suggest load factor and stage-length to be the main drivers of 

industry productivity in India while scale is noticed to have only moderate influence on 

productivity. Furthermore, aircraft size, traffic density and proportion of international 

traffic are noted to have significant positive influence on efficiency of airlines. The 

dominance of increasing return-to-scale and low industry-wide load factor points 

towards the need of consolidation in the industry.  
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