BIRD’S EYE VIEW

SWOT Analysis of Low Cost Carrier Industry

SWOT TEAM

Air Scoop launches a new range of articles called ‘SWOT Team'. Each month, we will publish a SWOT analysis of an
European low-cost carrier. In this issue, we start with a global SWOT of the market.

Air travel in the 21st century is becoming an economic
necessity and not a luxury. It has been predicted that by
2010, business and leisure passengers will increase to 2.3
billion worldwide (from 1.6 billion today) of which a ma-
jor share will be enjoyed by the Low Cost Carriers. LCCs
had a share of 17% of the total number of scheduled seats
on offer worldwide in 2006. It was 24% within Europe.

The low-cost model, based on Southwest Airlines succes-
sful formula in the US, has been adopted by leading LCC
players in Europe. The key components of their model
are ticket-less travel, Internet booking, usage of secondary
airports, no commission for travel agents, no seat alloca-
tion or connecting flights, and «no frills» such as in-flight
catering (customers pay extra for what they require), no
business class and lounges. The most profitable routes for
LCCs are less than two hours in duration, allowing maxi-
mum utilization of aircrafts. They started by flying city-
to-city routes but are now increasingly targeting resorts,
although many tend to ignore routes of three hours or lon-
ger. They often out perform the legacy airlines in operating
performance.

Overview of the European LCC market:

Growth: Demand for low cost air services was up 9% in
the last quarter of 2006 and the number of LCC flights in-
creased by 18%. In a single decade, low-cost carriers (LCCs)
have transformed the European aviation scene beyond re-
cognition. The UK is the largest and most mature market
for low cost carriers in Europe, followed by Germany and
Spain, which is now seeing the fastest growth.

The enlargement of the EU to include more nations has
given LCCs renewed impetus, with many new services
starting in Central and Eastern Europe as a result of the
deregulation that EU membership brings. Central and Eas-
tern Europe is a key growth area.

Impact: LCCs have opened up direct services between EU
cities that were not available through the legacy airlines

and popularized regional airports by breathing life into the
otherwise under utilized airports.

They have forced established airlines and tour operators to
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change their business models. The most significant achieve-
ment for the LCCs, especially in the EU, is that they have
brought air travel within easy reach of everyone across Eu-
rope and changed people’s leisure and travel habits.

Issues: But the story has not been of continued success.
Some LCCs suffer from low employee morale. This in
turn leads to poor customer service. LCCs are often ac-
cused of misleading advertisements, resulting in low cre-
dibility & image.

The distinction between LCC and charter services is also
becoming blurred. Some of them have copied the low
cost airlines by making accommodation, car hire and other
ground services available online through their website, and
effectively unpackaging their own product.

SWOT Analysis:

The SWOT analysis given below will help LCCs to achie-
ve their goals by capitalizing on potential opportunities
using their strengths and eliminating their weaknesses &
threats.

The goals of a low cost airline can be:

L] Expansion and diversification

[ Long-term growth planning

L] Competitive combats

L] Development of the most suited business model

Target audiences for this analysis are members of the avia-
tion industry, such as:

L] boards of airlines

L] airports

L] aviation suppliers

] air navigation providers

[] investment companies, and
[] government agencies
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STRENGTHS:

Overall cost leadership model (using differential
priced fares)

WEAKENESSES:

1.

Long-term sustenance of low price leadership in a
dynamic market.

13.

immigrant travel.

Withdrawal of some full-carriers from shorter
routes to focus on more profitable longer
routes

2. First mover advantage in relation to brand image 2. Brand building is expensive.
and brand recall. 3. Minimum focus on customer retention.
3. Strong bargaining power in airport contracts for 4. Cost competitive value creation and efficiency in
first movers. operations will reach their natural saturation
4. High efficiency in operations. limits beyond which differentiation is difficult.
5. High aircraft capacity utilization (with high 5. Decline in easy availability of airports/ runway
turnarounds). slots for rapid turnarounds.
6. Lower labor and operating costs. 6. Employee retention rates may be low.
7. High operating margins. 7. RASK (revenue per available-seat-kilometer)
8. Outsourcing of service and maintenance jobs. premiums are lower for LCCs.
9. Lower training, supervisory and management 8. Power of buyers is high as customers shop for
expenses. best fare bargains online.
10. E-tailing (e-retailing) eliminating agents and ticket | 9. Dependence on two or less aircraft suppliers is a
counters. risky proposition in face of supply uncertainty.
11. Higher market capitalization. 10. Lack of certain conveniences on flights would
12. Protection from business cycles.(customers will deter business travelers.
seek cheaper travel mode in difficult times) 11. High level of innovation needed to succeed.
13. No labor strife due to non-unionized labor force
14. Strong bargaining position with aircraft suppliers.
15. Aggressive fuel hedging
16. Unbundling of all ancillary charges
OPPORTUNITIES: THREATS:
Immense growth of business and leisure 1. Blurring of the definition of 'Low cost carriers' as
passengers predicted in the next 5 years. other segment players imitate some major
Upward mobility expected in the mode of characteristics.
travel (from bus, car & train to low cost 2. Definite consolidation of players in all segments
flights). of the aviation market
Expansion of European Union resulting in new 3. Change over to the LCC business model by some
markets. traditional players would affect market share.
Deregulation of aviation industry in most 4. Direct competition between LCC rivals on same
European markets. routes.
Industry consolidation could offset pressure on 5. Promotion of new routes by an LCC might affect
prices and cost and reduce competitive threats. their own established routes.
Room for expanding the networks, by 6. Legislation for environment protection and
operating new flight routes not served by customer compensation would increase aviation
traditional airlines taxes.
Innovation in new sources of revenue like 7. Increase in demand for slots in secondary
advertising and selling on flights, offering paid airports can increase the bargaining power of
leisure entertainment on board, rental services airport authorities.
online. 8. Gradual saturation in demand for airline travel in
Offering a few additional customer services at European markets expected over a long period.
a reasonable price could attract small & 9.  When LCC expands into medium and long haul
medium business travelers. routes outside Europe, it will face stiff
Low cost fares would encourage people to competition from traditional players.
travel in lieu of other leisure activities. 10. Technology advancement in the conduct of
10. Vertical and horizontal integration as an business meetings like video-conferencing can
opportunity for expansion/diversification. hinder business travel.
11. Long-term supplier, maintenance and airport 11. During times of war tensions and strife,
slot contracts could be entered into by LCA to companies cut down on business trips due to
offset increasing prices. apprehensions about security..
12. War in the Middle-East could increase 12. Threat of war in the Middle-East could affect oil

prices and reduce air travel.
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Some of the factors mentioned above may not be applica-
ble to all members of the LCC industry. The relevance of
these factors will depend on the business models and goals
of the players.

Recommendations for Low Cost Carriers:

1. Some innovative schemes should be adopted to attract
the increasing number of small & medium business trave-
lers. This would definitely enhance the market share and
build brand image.

2. The LCCs should expand into medium haul routes, with
the same “no-frills” formula, thus adopting an offensive
strategy rather than a defensive one. This will keep the
traditional players busy protecting their turf and restrict
their encroachment into the LCC market.

3. The European markets are expected to saturate after

a decade, as it has happened in the US & UK. Hence, the
LCC players should plan to enter the fast growing markets
of Middle-East and Asia, at the earliest.

4. High employee morale is key to customer retention.
The business philosophy of LCCs should be ‘smile, charge
and serve’. Employee satisfaction and customer loyalty are
invaluable for any business to succeed in the long term.

5. Cost cutting may be further achieved by applying lean
operating techniques and standardized processes.

It seems inevitable that the growth rates of recent years
will slow down, except in Central and Eastern Europe
where there is still untapped potential. The larger LCCs
have an opportunity to expand into new markets and eat
into the market share of legacy airlines and tour operators.
Some consolidation is likely to happen in the LCC market,
at the expense of smaller operators.

How to Get to Go from Edinburgh Now?

When BA Connect is finally disconnected from BA and
is acquired by FlyBe fellow, Scots are really puzzled with
the future of air travel in their home town, Edinburgh. So
are the townsfolk of Glasgow, Manchester, Birmingham,
and Bristol.

The acquisition project was announced first in Novem-
ber 2006 but due to certain legal difficulties and prepara-
tion and legalization of all documentation needed it was
completed in the beginning of March this year. Difficulties
meant not only legal process and money issue but future
of personnel affected as well as passengers. Thats why the
final date for the acquisition was moved several times.

Initiated as a measure of cutting losses on regional routes,
BA Connect appeared to be a greater loss itself. BA re-
ported to lose approximately £100,000 a day. Offloading
the subsidiary to FlyBe has both positive and negative im-
pact on BA. Undoubtedly, such a deal is just a weight off
BA’s mind and pocket. On the other hand, BA is now wi-
thdrawn from regional market and is likely to evolve into a
pure business/first-class long-haul airline. Though expres-
sing aggressive expansion strategy, FlyBe decided not re-
open some of the routes to smaller UK airports cancelled
by BA Connect which means not only passengers affected
by also huge job losses, especially amongst managers and
ground handling personnel. Staff members are offered re-
employment with BA or FlyBe but there is no guarantee
that everyone will get a job. The merge affected about
700 positions which found a critical respond from Trade
Unions. There is a real threat of strike during the Easter.

Passengers on the cancelled flights were offered alterna-
tive flights (some of which will take much longer now)
or full refund. Anyhow there will be certain destinations
affected a lot, like Birmingham — Barcelona or Manchester
— Madrid, as well as some domestic flights such as from/to
Edinburgh, for example.

BA had cancelled more than 1000 flights before the ac-
tual acquisition was completed to reduce severe losses as
soon as possible. However, FlyBe estimates the economic
capacity of the newly merged airline rather high looking
forward to taking over the regional market in two years.
With the acquisition FlyBe got in toto 152 routes which
brings the airline on the top of the list of European regio-
nal airlines. The future would be really bright save for two
things: Ryanair and easylJet. Those are the biggest and
triumphant LCCs operating in the region that serve about
200 destinations all over Europe. Needless to say it makes
really hard for FlyBe to be “original” in this case and open
a competitive route for a competitive price.

BA Connect is not the first regional project that was ter-
minated. GO once shared the same fate and was sold off
by BA to 3i company in June 2001.

Y

flybe.com

BA CONNECT >
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