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A Brief Introduction to the European Airlines Business 
 

Background 
Airlines were historically highly regulated, with national airlines or regulated airlines 
competing in a limited fashion only. However, during the 1980s, the industry began to 
be opened up for competition, for example in the US – a process which destroyed 
many previous leaders such as PanAm. 
 
Over time, a set of traditional, but more competitive airlines emerged. These airlines 
typically had one or more hubs where they were particularly strong. Passengers would 
fly into these hubs to change planes for their route home. In Europe this “hub and 
spoke” system was largely the consequence of national regulations preventing airlines 
setting up in other countries, but in the US it developed independently – for example, 
American had a  major hub in Dallas-Fort Worth, despite this not being at the time a 
major destination. This kept utilisation high and resulted in strong regional market 
shares. The staff and management of these airlines increased their competitiveness 
through modifications to older working practices. 
 
However, this traditional, if updated, model has been challenged by the development 
of new, point to point airlines with lower cost structures – notably SouthWest airlines 
in the US and Ryanair in Europe. By starting without the legacy of the existing ways 
of doing business, these LCCs (Low Cost Carriers) were able to achieve radically 
lower cost and high levels of customer satisfaction. To do this they used a mix of self-
reinforcing strategies including: 
 

• Limited number of aircraft models 
• Higher seat densities (from packing seats closer and shrinking the size of 

galley required) 
• Short to medium flight distances 
• Point to point (no hubs) 
• Frequent, reliable departures 
• High aircraft utilization from rapid turnaround (e.g., no seat allocation, earlier 

start, later finish). LCCs may operate an airplane 12 hours a day versus 8 for 
traditional airlines 

• Higher staff flexibility and different selection, training and working practices 
• Limited passenger service/ no frills 
• Very low ticket prices – but dependent on when the customer buys and 

whether it is a peak or off peak time to fly. This provides higher utilization of 
the aircraft 

• Charging for anything extra e.g., food, hold luggage 
• Web-based ticketing 
• Use of new, lower cost airports (for some) 

 
These differences allow LCCs to enjoy significantly lower costs/ and or incremental 
revenues for major cost elements including on board catering and services, crew, 
marketing and sales, ground handling, maintenance and, depending on the 
destinations included in the network, airport charges. Asset utilization is also higher. 
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LCC variable costs are in the region of 50% of traditional airlines, and their asset 
utilisation is higher. 
 
While it is quite easy to start up a new airline (they are always popping up, flying on 
attractive routes), there are some benefits to scale. For example, all else being equal, 
an airline with a high share of departures will tend to have a higher share of 
customers. Similarly, an airline with, say, 1 out of a total of 20 daily departures on a 
particular route, will tend to have less than 5% market share of customers. Some of 
this may be due to the ability of an airline with a large share to negotiate with the 
airport the best departure times and gates. 
 
LCCs vary – some are very focused on the lowest price (e.g., Ryan Air), others have a 
higher cost base to provide a more attractive service (e.g., Easy Jet which services 
more convenient airports) and others target business customers – although this has not 
yet developed in Europe to any significant extent. 
 
As a result of these changes, customers have a wide choice of ways to fly – with no 
frills seats for tourists selling at a few Euros (plus taxes) while a first class seat might 
cost several thousand Euros. LCCs’ market share varies – but can be in excess of 50% 
on the European routes on which they compete. There is still room for growth within 
Europe as in 2003 there were still about 50% of routes (by number of customers) 
where there was no LCC alternative. 
 

Overall Market Conditions 
Market growth has, overall, been strong – but with notable setbacks caused by factors 
such as SARs and the terrorist attacks on the World Trade Centre. However, market 
environments vary according to a number of factors, including underlying economic 
growth, regulation, the intensity of free market competition and historical factors. For 
example: 
 

• Many US airlines are in bankruptcy (except for Southwest and similar, low 
cost airlines). Chapter 11 affords an unusual haven for high cost airlines who 
are unable to meet their debt obligations 

• European airlines are restructuring in response to have been or (variable) 
speed of deregulation and entry by low cost airlines. Some are effectvely 
bankrupt e.g., SwissAir, Alitalia 

 
European markets can be segmented – for example between domestic, European and 
Inter-continental markets.  
 

• The domestic markets are typically lower growth or in decline due to 
development of rail networks and the relatively high population density in 
Europe.  

• European markets are growing partly as a result of the entry of the LCCs, who 
are gaining significant share.  

• Intercontinental travel has a generally healthy long term growth rate, although 
interrupted by 9/11 and SARS – they are typically served by traditional 
airlines on a hub and spoke system. In Europe the major hubs are Frankfort, 
London, Amsterdam and Paris. 
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Another way of segmenting the market would be by business versus tourist markets – 
average prices for business customers are 3-4 times that of tourist customers in 
Europe. 
 

Strategy Alternatives 
Differences in competitive positioning for airlines are based on several factors 
including the hubs they operate from, their market share at those hubs, their cost 
position and customer service levels. The main choices for airlines include: 
 

• Network strategy 
- Point to point versus hub system  
- Domestic, regional or inter-continental mix 
- Which hubs to focus on 
- Schedule design e.g., frequency/ convenience of departures 

 
• Positioning/branding strategy 

- Target cost structure and price positioning 
- Reliability/ on time departures 
- Business/ tourist mix 
- Product design e.g.,  

 include/ don’t include catering, lounges, on-board 
entertainment, free luggage 

 seat configuration and design 
 check in 

- Loyalty program 
- Customer service levels, overall customer experience and CRM 
- Advertising and promotions 
- Channel strategy 
- Airplane purchases 

 
• Alliances 

- With government (i.e., is it an independent airline or a branch of social 
policy) 

- With other airlines (e.g., the Star and One World alliance groupings) 
 

• Aircraft mix 
 

• Outsourcing e.g., catering, baggage handling, maintenance, cargo, frequent 
flyer program 

 
• Systems development e.g., network optimisation and pricing 

 
• Development of other businesses e.g., insourcing, freight. 

 
To simplify this somewhat, a number of different types of competitor can be 
observed: 
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• One model is to focus on profitable, intercontinental point to point business. 
This is particularly attractive for companies with a strong domestic market 
and where they have a high market share of somewhat brand loyal customers. 
For example, BA (British Airways) operates out of one of the most attractive 
business markets in the world. It has chosen to focus on Heathrow (which is 
very attractive to international travellers), point to point services (it is cutting 
back on its unprofitable spoke system), business customers and a relatively 
high service levels. Cost cutting has been aggressive but many costly features 
have been retained to attract the business customer – such as access to its 
range of business lounges. It’s One World alliance seeks to provide further 
benefits to its frequent flyers and provides a spoke system for its Heathrow 
hub, but without the costs. It has largely outsourced non-core businesses. 
Virgin Atlantic also has this strategy. 

 
• An alternative model is to have large-scale hub and spoke systems – such as 

BA used to have. Competitors such as Lufthansa, Air France/KLM are 
examples. This allows these competitors to increase utilization on their main 
routes, by feeding passengers in from other markets. However, the cost of 
doing this is high as the feeder flights have often to be given away for free, 
and it increases the complexity of running the hub and the risk of late 
departures on the major routes. 

• A third model is a more national based model, with primarily European and 
domestic point to point services and intercontinental traffic serving primarily 
local markets – Iberia and Alitalia being examples. 

Financial Performance 
Financial performance of the airlines business has generally been poor. For example, 
the cumulative profits of the US airlines are negative – largely due to the precipitous 
collapse after 9/11. Several European airlines are unprofitable or have had weak 
profitability, either because of intense competition (e.g., BA) or because of state 
ownership and meddling (e.g., Alitalia).  
 
Profitability varies widely according to the specific conditions on a route (load factor, 
mix of business and tourist and intensity of competition being the primary drivers). 
Some general points: 

• Although intercontinental flights tend to be less competitive and thus 
profitable, this may not be the case if the costs of flying in passengers to the 
hub is included. The price charged for these “feeder” flights are typically low, 
and therefore so are the margins. Some routes which are unprofitable are only 
sustained to maintain inter-continental volumes. For this reason, airlines often 
“code share” on such flights – e.g., a BA flight may actually be an Iberia flight 
carrying a mix of BA and Iberia customers (similarly, an Iberia flight could be 
a BA flight carrying a mix of BA and Iberia customers). 

• Business customers are generally higher margin. However, to fill the plane, a 
mix of business and tourist passengers are typically required. 
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