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An atmosphere of distrust has 
delayed integration between Air 
India and Indian Airlines nearly two 
years after they merged

850-odd mid-man-
agement employees 
in the organisation, 
citing mismatch in 
growth and career 
progression between 
the employees of Air 
India and Indian 
Airlines. 

The slow progress in integration has at-
tracted the attention of the Board for Re-
construction of Public Sector Enterprises 
(BRPSE), which suo motu decided to look 
into the matter. “Rationalisation of staff is 
important. There is no evidence of seri-
ous will to integrate,” says Nitish Sengupta, 
Chairman, BRPSE. However, despite re-
peated reminders, he is yet to hear from 
either the Ministry or the airline.

Mutual Distrust
Many of these problems stem from the 
different work cultures of the two carriers. 
“The integration process is caught in a turf 

battle between the employees of Indian 
Airlines and Air India,” claims JB Kadian, 
General Secretary, Air Corporation Em-
ployees’ Union. At the time of the merger, 
Air India and Indian Airlines had 15,000 
and 18,500 people on their rolls, respec-
tively. The headcount has now come down 
to 31,500, largely through retirements. No 
voluntary retirement scheme has been ex-
tended to employees thus far. Morale is at 
an all-time low, say many employees.

The distrust between the two sides is al-
most palpable. For sure, many jobs will be-
come redundant when functions are unified. 
Many of those appointed are from Indian 
Airlines, fuelling resentment among Air 
India employees. Integration has become 
a tightrope walk for the management. 

Menon concedes that people issues will 
always be challenging and it will take time 
to integrate a workforce of such magnitude. 
But he insists things are still on schedule. 
“The overall merger process was expected 
to take two to three years,” he claims. 

disarray at India’s national airline. Aware 
that he was working on this story, more 
than 50 employees sent him similar grouse-
laden emails.

Their words highlight the problems Raghu 
Menon faces in integrating national carri-
ers Air India and Indian Airlines following 
their merger. Menon is the Chairman and 
Managing Director of National Aviation 
Company of India Limited (NACIL), the 
holding company that manages the merged 
entity. He had been handpicked in March 
2008 to oversee the merger process, includ-
ing the ticklish job of integrating the two 
airlines’ combined workforce of 33,500 em-

ployees. The new CMD said at least 60-70% 
of the merger process would be completed 
in a year’s time. 

A year on, the Maharaja, Air India’s mas-
cot, wears a confused look. Integration has 
been too slow. The creation of a common 
passenger reservation system was supposed 
to be one of the key synergies of the merger. 
But 20 months on, the two still operate sep-
arate reservation systems for international 
and domestic routes. The unified system, 
which has been in the works for more than 
a year, is now expected to be ready only 
in the first quarter of 2010. The delay has 
also forced Air India to postpone its entry 

into the Star Alliance, a global club of 21 
airlines, to the middle of next year. It was 
earlier supposed to join the alliance in the 
second half of 2009. Air India estimates it 
will add $118 million to revenues through 
code share arrangements by joining it, so 
the common system is critical. 

Even the formation of a common man-
agement team for the two airlines, as envis-
aged by government-appointed consultant 
Accenture, has been proceeding at a snail’s 
pace. Currently, the process of combining 
the functions of 150 executives at the top 
level is on. That will take some time. Already, 
there are murmurs of dissent among the 
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ExPERIENCE PASSED ovER. UNEqUAL CA-
reer progression between Air India and Indian 
Airlines employees. Demoralised workforce. Ad-
verse impact of all the above on business. These 
were some of the complaints sent to the top man-
agement of Air India by a group of 800 officers. 

That email, shared with this reporter by a disgruntled em-
ployee of the airline, pretty much sums up the mood and the 

The Fallout
The flux at the top has led to delays in de-
cision-making at a time when demand for 
air travel has dropped around 8-10% over 
the last year and competition has heated up 
in the sector. The national carrier’s domes-
tic market share has been under pressure 
ever since budget carriers and new private 
airlines took wing. Air India’s domestic 
market share dropped from 19.8% in Au-
gust 2007, when the merger took place, 
to 13.9% in January 2008 before rising to 
17.2% in February 2009 (See graphic: That 
Sinking Feeling). 

Losses too have mounted, from around 
Rs 700 crore in FY07 to Rs 2,226 crore in 
FY08. They are expected to cross the Rs 
3,000 crore mark in FY09. Fuel expenses, 
interest and depreciation payouts and wage 
costs together account for around 70% of 
the airline’s total expenses.

Air India is also taking delivery of 111 new 
aircraft over the next three years. That will 
bring down the average age of Air India’s 
fleet from around 10 years to five. In the 
good times, that would have been a posi-
tive. However, globally, most airlines are 
optimising their network size and capac-
ity by grounding aircraft or leasing them 
out. Air India is finding it hard to fill its 
new planes. At the same time, it had to buy 
them, since most of its aircraft were relics 
and needed to be replaced. 

“The success of the merger depends on 
how it is implemented, how fast it is im-
plemented and how comprehensively it is 
implemented. Also, on how far the people in 
the two organisations understand the merg-
er and work for its success,” says v Thulasi-
das, former CMD, Air India, who was one 
of the key architects of the merger.

There have been some positives. Ac-
centure’s estimates put the benefits of the 
merger at around Rs 600 crore per annum. 
Menon says that, as per internal estimates, 
the benefits could touch Rs 900 crore in 
FY10. “In the first year of the merger alone, 
we have achieved close to Rs 490 crore,” he 
claims. The bulk of these savings have come 
through lower insurance premium payouts, 
common procurement of fuel, merging of 
offices and route rationalisation. 

The fact remains, as CMD Raghu Menon 
points out, “that this merger is one of the 
biggest of its kind.” Post-elections, it will 
be up to the new government to speed up 
the integration process, something that will 
require strong political will. <
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That Sinking Feeling
Air India’s domestic market share has declined sharply in the last three years.

Figures in percentage source: Directorate General of Civil aviation
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