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The Curse and Blessing of Commercial Aviation
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GOVERNMENT AND THE
AIRLINE INDUSTRY
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THE SIZE AND SCOPE OF AIR
TRANSPORTATION

At the dawn of the 21st century, more than 1,000 scheduled airlines
operate more than 15,000 aircraft. The commercial airline industry

carries 1.6 billion passengers and 22 million tons of cargo annually,
about 40% of the world’s manufacturing exports based upon value.

Worldwide, civil aviation employs 28 million people, directly, indirectly
or induced.

By 2000, the commercial airline industry accounted for more than a
_tnOI||0n gollars a year in economic activity, directly, indirectly, and
Inaucead.

If the industry were a nation, it would rank seventh in the world in
economic production, just ahead of Canada.

Alir transportation is an integral part of the tourism and travel industry,
arguably the world’s largest single industry.

The tour and travel industry employs one out of every 15 workers. It
accounts for 12.9% of consumer spending and provides 7.2% of
worldwide capital investment.”
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—Whnerz will ing airline be ai ing end of ing plannirg

—Which are the rmost prorising alternatives building on the
airlineg’s strenging and/or shoring up its weaiknesses? This requires an evaluation of such)
faciors as c,.ls orner requirernents, dernzarnd fc ere;asts, E r,om,)eii'rbn, conirollaole
versus unconirollable cosis, Jov~=rnrn—=nrreg.lla1 , Infrasiruciure capacity, flest
cornposit _)fl financing, and rnarket ideniity,
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orornising? Whnicn produces ine nignesi levals of nat revenus?
—The different options snould be assessad using pessimisiic

necessary, o irnprove its perforrnarice.



THE PLANNING PROCESS

Define corporate objectives;

Perform a situation analysis of the strengths
and weaknesses of the airline and its
competitors, and environmental
opportunities and threats;

Forecast future events:

Evaluate various alternatives, and their
risk/reward probabilities;

Establish broad strategies to satisfy
corporate objectives;

Formulate specific tactical plans to
Implement strategies and integrating plans
through all departments;

Execute plans effectively;
Appraise results; and
Modify plans as experience dictates



corporaiions, the government, iravel agenis, tour
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rnorale); ancd

environrent (demograoric, social, 2conornic, regulaiory).



High Cost/High Revenue Network
Carriers



Versus Low Cost/Low Revenue
Point-to-Point Carriers
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-pairs will the carrier operaig?

Will it serve corineciirig iraffic, or insigad focus or)
origin- -
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Which aircrafi types will it fly, and in whnat inierior
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At whnat orice will it offer its product, and with what
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Low Fare, rligh Service Neiwork Carriers—T hese carriers which offer
widespread connecting service disiriputed via CRS. An example is
Coniingnial, whnich under Frani Lorerizo nad dsgensrawd into 2 low fare,
low service neiwork carrier, bui posi-Loranzo, nas much imgroved jis
service, — T These are carrigrs which)
offer widespraad conneciing service generally distrivuted ouiside CRS and
iravel agenis. Exarnples include Jeislue,
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seaiing, and gourmet rmeals, ai relaiivaly
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arnbracead a forrnula of spacious
nigh prices.,

-to- — T These are carrizgrs whic
offer good service (arnple l2g roorn, rmeals) in city-
and fravel agenis, If nign fraquerncies and low consurner cornplainis were
added to the service analysis, one might add Southwest Airlines to this list,
though iis seat configurailon is tigni, and its inflight armeniities are nil.

-to- —These are carrizgrs whicr
offer bare bones in-flight amenities with direct product distrivution. Exarnples
include ine Europe's 2azyjel, or Asia’s Tiger Alrways. Thoughn Soutnwest
rainics Nign in cusiorner sat tisfaction, it orovides iis cliznizlz "oare vonzs” in-
flignt servic e



Revenue and Inventory
Management



Price Elasticity of Demand
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Passenger
Market
Segmentation

Business Traveler Leisure Traveler

Large Corporation Small Business Emergency Visit Leisure Visit The Wealthy The Not So Wealthy







The Relationship Between
Price and Cost
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Vinod ¢ put it, yield managernent is, "selling the rignt
seat, (o ife rlgh‘t custorrier, at ine rignt price, ai ine
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sernsitive passengars can ve encouraged to shni
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In detarrnining wheiner to discourni ine price for iravel

, :
-pair mariet, ing yield manager must assess ihe impact of ihe discount in)
(the nurnber of new passengers stimulated by the low fare,

usuzlly measured in terms of higner load faciors), and or
lost by giving a lower fare o passengars who would nawve flowr aryway ati ineg nigher
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Pricing Transparency



The Customer

Airline Phone
Travel Agents Reservation Airline Web Sites

E-commerce

Travel Distributors
Centers




Direct Bookings
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Pegasus Travel Sites &00,000+ Travel Agencles 1400+ Travel Sites
-
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Ultra-switch: Next Generation two way seamless interface
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