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Although it was initially established as a domestic carrier, it has since spread its wings to the 
international arena, with its first international inaugural flight to Bangkok (Table 6). With the 
rapid expansion of domestic and international routes, the number of passengers traveling by 
Air Asia has grown strongly from 5.1 million in 2006 to 7.7 million to 2007 (Ministry of 
Transport 2007 unpublished data). It has received several awards since its establishment, 
notably Asia’s Best Budget Airline under the Best in Travel Poll 2007 by SmartTravel 
Asia.com and the Best Low Cost Airlines in Asia in 2007 by SkyTrax.7

Firefly, a wholly owned subsidiary of MAS, was established in 2007 as a community airline8

to compete with Air Asia and to develop additional business streams to increase profit. With 
hubs in Penang and Subang, this airline flies to a few destinations in Malaysia, Indonesia, 
and Thailand. The carrier is targeted to complement MAS by flying to destinations that are 
not financially viable for MAS so that both operations can match the needs of full service 
passenger and budget travelers.  

Table 6: Summary of the Developments of Air Asia 
2001 Air Asia sold to Tony Fernandes for the purpose of establishing a low-cost 

carrier based in Malaysia 
2003 Established a second hub at Senai Airport in Johor Baru, near Singapore; 

Established Thai Air Asia as a joint venture with Shin Corporation; 
Launched its first international flight to Bangkok 

2004 Acquired Awair, and Indonesian airline 
2005 Rebranded Awair as Indonesia Air Asia 
2006 As part of MAS route rationalization program, 96 non-trunk routes, in 

addition to 19 domestic trunk routes, were transferred to Air Asia 
2007 Long-haul services from Kuala Lumpur to Australia and People’s Republic of 

China using Airbus A330 offered by Air Asia X 
2008 Vina Air Asia, to operate out of Hanoi, Viet Nam 

Source: Compiled by author. 

3. Increasing Competition between MAS and Air Asia 
As in the case of other countries, the introduction of second tier airlines such as SilkAir, Eva 
Airways, Japan Asia Airways, All Nippon Airways, Asiana, Sempati and DragonAir has 
injected competition for established national carriers, some of which have long operated as a 
monopoly in their home countries (Chin 1997). Although Air Asia started out as an LCC in 
the domestic sector, it has since ventured beyond Malaysian shores and has started to 
include long-haul services from 2007 onwards. Since then, competition has heightened 
between the full service carrier (FSC) and the low cost carrier (LCC). First, in February 2008, 
the virtual monopoly of MAS and SIA on the Kuala Lumpur–Singapore route was ended with 
entry of three budget carriers on this route. This lucrative route was served by 180 flights a 
week by MAS and SIA and 14 flights by Japan Airlines under Fifth Freedom rights prior to 
2008. Air Asia from Malaysia, and Tiger Airways9 and Jetstar Asia from Singapore have 
been allowed limited flights on this route. MAS and Singapore Airlines (SIA) will terminate 
the 30-year-old Shuttle Agreement10 (which lets MAS and SIA fix fares) as of June 2008 
(NST Biz News Saturday 17 May 2008). This route may be underserved considering the 
                                                
7 Skytrax is a United Kingdom-based consultancy that carries out international traveler surveys to determine the 

best airlines and other air travel related matters.  
8 Community airlines differentiate themselves from LCCS as they operate routes that are not served by LCCS or 

full-service airlines and they utilize turboprops instead of jets. Although Firefly also flies to Penang, the airline 
uses Subang instead of KLIA while the LCCT is located at KLIA.  

9 Tiger Airways, established in 2003, is jointly owned by SIA (49%), Indigo Partners LLC (24%), Irelandia 
Investments Ltd. (16%) and Temasek Holdings (11%), while Jetstar Asia, established in 2004, is a joint venture 
company by Australian airline company, Qantas which holds a 49% equity, Temasek Holdings (19%) and a 
group of Singaporean businessmen (32%) (Bernama 30 January 2008, Singapore).  

10 Under the Shuttle Agreement, the carriers agree on a common fare to charge customers who turn up at the 
airport on standby for the next flight. 


