Believe it or not, this was the

economy class seating
configuration on a Pan Am
Boeing 747 back in 1970.

Letter from Melbourne

I am a proven regional aviation expert. |
have run airlines, an airport,
government aviation strategies and,
recently | was a lead aviation advisor
for the Commonwealth across the Rex

Airlines voluntary administration.

I understand and focus on key regional
aviation issues; fewer flights, loss of
reliability, ageing aircraft, fewer
passengers, private and public sector
investment support and, forward
looking long term fleet and network
strategies that provide viability while
limiting public sector participation.
Copious investment is needed, and it

can be got from the private sector!

Contact me, my digital business card.

https://contact.affairs.com.au

Enjoy reading Letter from Melbourne's

July edition.

July 2026 Edition

The second edition of the “new” Letter from Melbourne” after
my aviation project and health induced time away from
publishing. Time to roll out a new format and a new logo for
Affairs of State. Keen to hear what you think.

Letter from Melbourne has been a long-standing monthly
briefing and public policy publication produced by the
independent Victorian government relations and corporate
advisory firm, Affairs of State. Letter from Melbourne tracked
Victorian political developments, it analysed state politics, it
has given many corporate leaders and industry groups
information to help engagement with the state government.

A change to more aviation focused content was highlighted in
last month’s edition. I won’t try and bore everyone with plane
talk, but equally we all know where Victoria is at, the state of
our roads are indication enough! We did a road trip last week,
Port Macquarie to Melbourne, with a bunch of meetings in
NSW. The Hume’s condition changes a lot at Albury!

That Victoria has a bad government with a worse opposition is
only too evident, can it change, and to what, and with who?


https://brand.contact/HansVanPelt

"The next time someone starts

listing all the reasons an idea or
or plan can't work ... ask them to

give three reasons it can.”

Not every idea needs more
criticism, sometimes it just needs
a shift in direction. Focusing on
what can work often reveals
paths that criticism and

hesitation tends to hide.

* 3
RAQ |

'/ KuwaIT i

Strait of
PERSIAN
GULF L/ Hormuz

BAHRAIN— J” pakisTan
QATAR o< J

GULF OF
OMAN

SAUDI

e/
ARABIA —

ARABIAN

OMAN ot

The Strait of Hormuz is a narrow
stretch of water located between
Iran, the UAE and Oman. The
Strait is 33 km at its narrowest
point, it connects the Gulf to the
Gulf of Oman, making it a vital

global shipping route.
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Core regional aviation feedback

When we assess current feedback on regional air services a
clear picture emerges. These aren’t people complaining because
a flight was delayed once. They’re business owners, executives,
service providers and frequent travellers describing how they’ve
changed the way they work. Many have stopped booking
regional flights unless they have no alternative. Some now
drive. Others hold meetings online. Many people say they’ve
lost productivity and had further cost increases because the

opportunity for same day regional return travel is diminishing.
PP y reg g

The reasons are consistent: high fares, unreliable regional
services and too many trips that fail to go according to plan.
For businesses, the public sector, essential travellers, this isn’t
just an airline issue. It’s time, productivity and confidence.
What interested me most was how many people,
independently of one another, arrive at the same conclusion
and made the same changes to their behaviour For regional
aviation this is the sort of feedback worth paying attention to!

Back to normal oil supply, or not?

“Oil’s Stunning Reversal”. “A Sudden Glut”. “Oil surplus”. These
are recent headlines about an oil glut after three months of
media hyping up the impact of oil shortages. First it was record
U.S. oil production (even if it can’t cover all lost Middle East
supply). Then it was record UAE exports (and never mind that
the UAE, like everyone else in the Gulf, had tonnes of oil
stored) Then it was OPEC, raising its output quotas again. We
just saw “Wave of Persian Gulf oil set to swamp Asian refiners
when ships sail through the Strait of Hormuz”, the same Asian
refiners that have been struggling to keep refineries going,
reportedly, with governments including Australia releasing oil
from storage and buying more at exorbitant premiums. We
know what the impact of that will be!

Now we seem to be back at war. In my opinion, there is a
fundamental misreading by each side of its enemy. Both believe
they can emerge from this war with the upper hand, both
believe the other will be forced by its own weaknesses to back
down first. How has the US missed the status of the Strait of
Hormuz? Iran is making it clear that control over the Strait is a
hold that neither military, economic nor diplomatic pressure
can break. Does this see another RBA interest hike in August?



I was asked recently how
inflation impacts aviation, my
response at the time was generic
and based on increased costs
across supply chains, increased
fares and the price elasticity of
travel demand. Thinking about it

further | came up with this:

Cost inflation is now a structural
eature of the aviation industry
and will shape its economics for
he foreseeable future.
Maintenance costs continue to rise
as fleets age, engine reliability
issues persist and aircraft
maintenance capabilities remain
constrained. Workforce expenses
are increasing following multi-year
age negotiations, while higher
interest rates have materially
raised cash break-even levels. At
he same time, pricing power
remains uneven across markets,
leaving many regional operators

unable to pass higher costs

hrough to customers fully.

These pressures are particularly
challenging for regional airlines
with limited scale, older fleets or
weak balance sheets. In this cycle,
margin compression is primarily
he result of a structurally higher
cost base that is unlikely to
normalise in the near term. As a
Iresult, traditional short-term cost

cutting and reduced flying is

Il'ncreasingly insufficient to restore

inancial resilience.

Inflation’s impact on Regional Aviation

Lets start here, the Australian inflation rate averaged around
8% per year throughout the 1980s. The decade was
characterised by high volatility. If you had one dollar in 1970,
with an inflation rate averaging 8% over the next 20 years, in
1991 your dollar was worth 21 cents, 80% of the purchasing
power had gone, through inflation.

The RBA is trying to get the inflation rate back to something
starting with a two, or three, which is proving a bit challenging
with energy prices and the Iran war. This lower rate inflation
rate is fundamentally important. There are a number of
necessary conditions for industry profitability and prosperity,
including a stable standard of value for the dollar. While that is
not the only thing needed, it is the RBA’s main job, to provide
that capability, keeping the financial system stable.

For inflationary impact on regional aviation all government
policy can do is to make sure the environment is as supportive
as possible. Costs keep rising, ongoing key industry challenges,
including inflation, are impacting the ability for effective fleet
and network strategies around regional Australia. We actually
need the biggest reengineering of regional aviation there's ever
been. There are prodigious sums of investment required. And it
isn't just the money. Private investment can fund quite a lot,
but it's the physical resources of skilled labour and capital to
actually execute effective plans that remains as big a risk as
ageing aircraft, supply chain bottlenecks, inflation, diminishing
passenger experience and fare parity with trunk flights.

The biggest impact of inflation on regional aviation is that it
questions even more the viability of regional airlines and
airports. Many are loss-making unable to build the cash
required for better strategic fleet and network solutions and to
cover airport infrastructure deficits.

I expect a sustained increase in demand for public sector
support, performance improvement, cost transformation and
selective restructuring work. This will be most pronounced
among smaller regional airlines with limited pricing leverage.
Their balance sheet stress is increasingly translating into a need
for deeper operational and strategic intervention, rather than
isolated efficiency initiatives. We need to realign operating
models with a cost environment that has structurally changed.
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