A 'Tropical' Way to Fly

How unsung Gol of Brazil became a discount leader, more profitable than giants like Southwest or Ryanair.
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July 18 issue - Back in late 2000, when Constantino de Oliveira Junior announced he was launching a budget airline in Brazil, the competition had a good laugh. With Wall Street's bubble bursting and the glob-al economy slowing, some of the biggest names in aviation were already flying on empty. Oliveira had cut his teeth in his father's bus company and was an amateur race-car driver, but had no experience in airborne transportation. Barely 32 years old and a college dropout, he was known to all as Junior. Lots of people told him, "It will never work."

Junior didn't listen. Since its maiden flight on Jan. 15, 2001, his company, Gol Linhas Aereas Inteligentes (Gol, the Intelligent Airlines), has turned into one of the most aggressive airlines in Brazil—or anywhere. From a fleet of six planes serving seven Brazilian airports, Gol has swelled to 34 jets and 40 destinations across Brazil and recently opened a route to Buenos Aires. With its fire-sale fares and a fleet of new Boeing 737s, the company is stealing passengers from rivals and in May became the second largest carrier in Latin America, surpassing Varig, which is nearing 80 years old and battling for its life with creditors. Last week Gol announced a joint venture to start a low-cost Mexican carrier by late 2006. Before the decade is out, if Oliveira has his way, most of South America will be under Gol's wings.

Oliveira readily acknowledges he was inspired by European and American forerunners like Ryanair and Southwest and their now familiar model of flying without frills: online sales, bucket seats, no mileage perks, peanuts instead of pasta. But he has added what he calls a "tropical" twist, adapting the model to Brazil, one of the most regulated and underexploited markets in the world. The remarkable result is that the upstart company is already set-ting industry benchmarks. By almost any of the arcane indexes of the trade—daily flying time for aircraft, cost and revenue per seat—Gol leads the pack. It brings in twice the return on investment of its closest competitor, Ryanair, and generates half again the revenue per aircraft of mighty JetBlue. Profits are expected to rise 58 percent this year, to $255 million. Since its IPO in June 2004, the company's shares have risen 36 percent in São Paulo and 73 percent in New York. "Junior has done everything right," says Robert Booth, editor of the Miami-based trade publication AvNews. "He's taken the low-cost-airline model and adapted it to one of the most challenging markets in the world. They're way ahead of the industry in general."

In Latin America, Gol has started something of a revolution. This is a continent where a shuttle flight can cost more than the monthly minimum wage. So when Gol offered $20 teaser fares on red-eye runs between key destinations like São Paulo, Brasilia and Rio de Janeiro, first-time fliers scrambled for seats. "At those prices, many new passengers didn't even care where they were going," says Daniela Bretthauer, an aviation analyst for Banco Santander. Company officials reckon that 11 to 15 percent of the company's passengers are new to flying. In Brazil, they call this the Gol effect.

Oliveira calls it "tropicalization." While most budget airlines shuttle their aircraft between pairs of cities and secondary airports, Oliveira realized that serving continent-size Brazil meant offering a complex itinerary with nationwide connections—which in turn demanded intricate routing and clockwork precision to hustle passengers and baggage from one flight to the next. All this would be impossible if the company hadn't invested in a brand-new fleet of Boeing 737s (many of them "next generation" 700s and 800s) and a sophisticated "phased maintenance" plan that has ground crews constantly tuning up aircraft between flights instead of sending them to the hangar for days of overhauling. This allows Gol to keep its planes running for 14 hours a day (three hours more than the industry standard), making much more efficient use of the company's priciest asset, the planes themselves. Little wonder that aviation experts reckon it has the highest profit margin in the business.

Serendipity helped. Gol was barely nine months old when the World Trade Center collapsed, paralyzing air travel for months afterward. Oliveira saw a niche in the gloom and snapped up idled planes from the leasing companies, doubling Gol's fleet, from 10 to 21 planes between September 2001 and January 2002. He also hired dozens of pink-slipped pilots and technicians. "We were probably one of the only airlines growing then," he says.

The timing was perfect. Brazil was just deregulating its telecommunications market, bringing cell phones and Internet access to the fingertips of millions. Instead of investing in ticket agencies, Gol invested in e-commerce. Now some 80 percent of its tickets are sold over the Internet, more than a third of them directly to passengers. Only the automobile industry does more business over the Web in Brazil. While e-booking is hardly new, Gol went further by allowing passengers to reschedule flights, choose seats and even check in online without ever having to pick up the phone.

Cheap is beautiful in the airline business these days, and Gol has taken that all-important lesson to heart. (Check out the flying piggy bank on its Web site.) While the competition nestles in steel and glass aeries, replete with talking elevators and panoramic vistas, Gol's headquarters is a squat box near São Paulo airport where the staff huffs up and down four flights of stairs. To build esprit de corps, Oliveira sponsored a series of retraining clinics and enrolled the entire staff in a profit-sharing program that last year amounted to about a four-month pay bonus per employee. Each pilot is trained not only on how to fly but on how the whole business works. "Now they know how much a five-minute delay can cost," Oliveira says.

In a country where two of the oldest carriers are in bankruptcy proceedings and a third has padlocked its hangars, that lesson may prove crucial. Gol's future growth will depend in part on Brazil, where stability and prosperity have often been clouded by turbulent politics and inclement economic policies. But that's not scaring off imitators. Now that Oliveira has shown how to lure landlubbers into the air, a half-dozen low-cost airlines have started up across Latin America. Gol may soon be facing competitors created in its own image. 
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