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Abstract - This paper offers an analysis of the existing low-cost carrier business models, describes their historical evolution and predicts their future modifications in order to stay profitable in a fast changing environment. Air traffic is growing rapidly and therefore it is necessary to consider the major factors that influence the development. Following the trend of passengers’ travel demand, it was identified that quality of services had become the paramount indicator while ticket price was progressively receding behind the scene.  

Cutting costs had become a continuous and long-term necessity for financial success in the airline industry. In spite of the fact that legacy airlines have adopted some strategies similar to low-cost carriers, they still were not able to match cost efficiencies in the same way as low-cost carriers.

This paper presents a new airline product typology. We research where airline product is moving and point to similar examples from other business sectors and history. We also assess the future trends of low-cost carriers’ business model development. 

Index Terms - Low-cost carriers, legacy airlines, business models, future trends.
Background
Development and fast growth of air transport after the WWII were controlled by strict IATA and governments regulations. International air services were regulated by enormous amount of bilateral agreements (Button, 2009) that included the control of stopovers, routes, frequencies, capacities and even on-board services like amount and quality of food and drinks. For legacy airlines, the situation has changed since deregulation which first started in the USA in 1978. Before the deregulation the legacy carriers were in a monopoly on aviation market and suddenly new competitors with different strategies have appeared. The deregulation of transport was a revolution
 with significant impacts not only on air transportation but also on society and economy. 

Low-cost airlines have become an increasingly global phenomenon that has dramatically reconfigured route patterns, processes, customer expectations and flight experience. These airlines are also known as no-frills, discount or budget carriers and concentrated themselves on lower fares, and lower level of comfort or extent of offered services compared to legacy carriers. Deregulation and liberalization processes were the first indicators that lead to the low-cost airlines’ entrance on the aviation market. 

Case studies related to the low-cost airlines have shown that the original Southwest Airlines concept has been a major inspiration to other low-cost carriers, and its business model has been repeated many times around the world (Bamber, G.J., 2009). The competitive strategy combines high level of employee and aircraft productivity with low unit costs by reducing aircraft turn around time particularly at the gate . Also, many low-cost typologies were presented, but none of them was aimed at a level of offered services, even though the low-cost airline product recently shows many improvements. Market saturation forced low-cost carriers to look at other ways of expansion as the orientation only on price-sensitive customers has become insufficient. Low-cost carriers had to offer a ‘best match product’ as a reaction to competitive environment. The new typology of airline models is based on the market evolution since the deregulation and predicts how airlines’ business model can evolve. 
Low-Cost Airline Business Models
European airline industry is highly dynamic, competitive and has gone through many changes. The term low-cost airlines is often used for carriers if they have homogeneous operations that lead to reducing operational costs as much as possible . However, there are variations of the business model, as well as significant diversities between airlines (Calder, 2002); (Gillen, Morrison, 2003). Nevertheless, the success of LCCs has not risen from market deregulation alone. Liberalisation played notable role, but it was not sufficient condition for the spreading of the LCCs. Other significant catalysts that supported the entry of low-cost airlines in the aviation market include entrepreneurship, population, airport availability, or price transparency. 

The typical LCCs profile could be described by three key components: product, market positioning and operating costs (see Table 1). 

Table 1  Low-cost airline business model components

(Source: Mrázová, M., 2016)

	Simple Product
	Positioning
	Low Operating Costs

	Product based on no free services on-board
Narrow seating due to greater capacity + free seating
No Frequent Flyer Programmes (it is not a rule)

	Focusing on non-business PAXs + leisure traffic

Point to point traffic on short haul + high frequencies and usage of secondary airports

Aggressive marketing strategies
	Lower airport fees, lower costs for maintenance because of new fleet + homogeneous fleet

Lean sales based on high percentage of online sales

Quick turnarounds (boarding processes, no air freight, no hub/spoke services…)


However, we can find differences in business models even between the ‘pure’ low cost airlines.

For example, the Southwest aimed at cutting down operating costs and allocating itself only on profitable routes (Gittell J, 2003), (Taneja N., 2014). Southwest grew by offering a simple product – low fares that were designed to compete with the prices of automobile or bus transport, rather than with other airlines. Southwest is also known for quick turnarounds to minimise time on the ground and high percentage of the load factor. It concentrated on four basic features that were expected as the core airline business, focused on reduction of delays, complaints, mishandled bags and pilot deviations. Southwest‘s success was driven by the right choice of a product – reliable low-cost travel. The product simplicity was represented just by a good service, a good fare and being in the destination on time. 

The success of Ryanair was based on stimulation of demand, particularly from fare-conscious leisure but also business travellers. Also, they set fares on the basis of the demand for particular flights. All of this is linked with the concentration of Ryanair on the lowest possible operational costs on one side, and maximum ancillary revenues on the other side. In addition, in 2014 Ryanair’s revenue model consisted of 58% core revenues, 20% subsidies and 22% ancillary revenues such as hotel reservations, baggage fees, food on-board, insurance and car rentals (Ryanair, 2014). 

The business model of AirAsia is based on three basic low-cost airlines features: simple product, product positioning and the lowest operating costs possible. Moreover, AirAsia has many competitive advantages, such as frequent, reliable schedules; use of only secondary airports; courteous but limited passenger service; simple and lean management structure.

The above examples show three different LCCs that have the same status of low-cost carrier, but each of them used different strategy For instance, Southwest Airlines offers a few destinations but with more daily frequencies, which is convenient for business travellers. Ryanair offers many destinations but with lower daily and weekly frequencies, which is convenient for holiday travellers. AirAsia combines both many destinations and frequencies, but its essential strategy is based on wide range of online services. Their webpage is very user-friendly, not ‘intricate’ as in case of Ryanair. 

As any other business, low-cost airlines must expand by increasing their market share to be able to stay competitive. Based on the recent global trends, in particular in the LCC sector, we expect that the trends from USA and Asia markets will be also reflected in Europe. Low-cost carriers don’t focus anymore just on the price sensitive customers (as they used at the beginning of the low-cost carriers’ era) but they endeavour to strengthen their market position by higher frequency of flights. This trend is apparent in the US (JetBlue) or in Asia (AirAsia) and seems to be applicable in Europe as it has a potential to gain new passengers oriented on value offered services while preserving the product definition based on the low fares.

However, no single model will match all the requirements of the market due to fast changing air transport environment. There are not just economic or demographic factors influencing the trends of air transport development. Aircraft technology, fuel availability or fuel prices also have significant impact on airline product development from the long-term point of view. There are also other factors that were not previously associated with the pure LCC business model. It includes a use of global distribution systems (GDS) and travel agents, seat allocation, Frequent Flyer Programmes, long-haul services or codeshare as typical features for Full Service Carriers (FSC).

Conversely, product changes can be noticed not only within the LCC segment. Market pressures forced many airlines to adopt hybrid models – where FSC operate services with some cost-cutting measures for financial viability, while LCCs start to offer some exclusive additional services in order to increase their market share and stay profitable. This results in convergence of business models– on one side FSC try to achieve lower costs, while LCCs are upgrading products and services. 

Passenger Expectations 

In order to identify possible directions of airline product development, we ran a passenger survey, which aimed at identifying passenger needs and wants with respect to an airline product specification, features of product customers are missing or expecting, and which low-cost airline they would like to fly and why. The survey was run in 2016 using online (SurveyMonkey) questionnaire. We addressed in total 815 respondents and received 532 answers, representing 65.3 % rate of return. 

From seven options of product features, the respondents marked as the highest-priority flight safety, flight schedule and ticket prices. These factors mostly influence customers’ decision making process in their choice of low-cost airline. Any change in flight safety can have negative impact on customer. Flight safety can be also linked with aircraft fleet, therefore new aircraft, which LLCs usually use, can decrease problem of fear of flying which could be the problem of airlines which are using older aircraft types. Flight schedule can be the attribute that can differentiate airlines from competitors if timely flights will be adhered to and flight cancellations or delays will be reduced as much as possible. The price policy is important to be able to keep loyal customers and attract new potential customers due to a strong competition from LCC carriers but also from full service carriers segment. 

From optional services we evaluated: guaranteed flight connections; frequent flyer programmes; wifi on board; flight entertainment; priority boarding; 2nd checked baggage; 2nd cabin baggage; name or flight change; seat reservation and free food. From among these options (it was possible to check more alternatives), a 2nd checked baggage was selected as the most preferred service by 72% of customers. The second preferred option was guaranteed flight connections, with the 56 % of the customers. However, this could hardly be included as an optional service by most of LCC airlines as it requires creation of hub and spoke system which results in considerable cost increase. 

According to customer satisfaction (rated from 1 to 4) we evaluated ten LCC airlines and sorted them in three groups: economy (with mean value of customer satisfaction less than two), premium (the mean value from two to three) and fancy (the mean value higher than three) (see Figure 1).
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Figure 1 Low-cost airlines classification according to level of offered services

(Source: Mrázová, M. 2016)

Scenario Writing - Low-Ccost Carriers Future Specifications

Based on the survey results as to passenger expectations, , analysis of case studies related to the low-cost airline business models and expert elucidation, possible scenarios of future LCC trends were drawn up. 

The findings confirmed that all low-cost contemporary models are mostly based on the Southwest Airlines business model concept. Southwest offered just essential product (transportation from destination A to destination B on short-medium haul flights) and oriented just on so-called price conscious customers. 
Lately, airlines started to adopt new strategies in order to improve airline product. Even the ‘pure’ LCCs were forced to modify their product. For instance, Ryanair introduced business plus travel class in August 2014. It was presented as a response to customers desire based on a flexibility and a better schedule that ensures flights to the required business destinations – e.g. Madrid or Barcelona (three or four times daily returns). Ryanair also started campaign ‘always getting better’, made changes in the quality and design of cabin crew uniforms, and tries to improve staff behaviour towards customers. However, evaluating Ryanair against best practices indicates that there is still much to be done. While part of their cultural lag is digital, it also reflects the historic lack of competitive pressures (from other low cost carriers) on many of their routes. 

The orientation on only price sensitive customers was linked with the orientation on quality-concious customers, too. Saturation of the market limited the conditions for further expansion, therefore future low-cost airline product improvements could be expected in terms of quality of passenger services and product personalisation, which will also increase income from ancillary services (see Figure 2).
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Figure 2  Future low-cost airline product development 

[Source: Mrázová, M. 2016]

Conclusion
Since the beginning of the deregulation process when the first low-cost carriers appeared, airline products have changed considerably. While the start of deregulation caused a real revolution in air transportation, subsequent transformation of ‘pure’ low cost business models are an evolution
. Expanding of the LCCs in the price sensitive sector of passengers caused that the carriers hit limits for growth and they have to explore other business opportunities to overcome market saturation. One of possible strategies is a product ‘hybridisation’, to cover as much of a market share as possible. The first representative of this market strategy is Singapore Airlines that was successfully followed by AirBerlin and other carriers, including legacy Lufthansa.

The low-cost airline product is moving towards product personalisation where the customer will precisely define what kind of services they expect and desire. Additional services that represent customers’ needs and wants will be important in the offer of low-cost carrier business model. 

Due to strong positions of LCCs the full service carriers can lose their share of market in Western and Central Europe. At the same time, network carriers might have to withdraw or downsize their operations on some routes. Therefore, stronger low-cost carriers will probably fill additional gaps in route networks that were before served by full service carriers.
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� A revolution (from the Latin revolutio, "a turn around") is a fundamental change in political power or organizational structures that takes place in a relatively short period of time when the population rises up in revolt against the current authorities. (� HYPERLINK "https://en.wikipedia.org/wiki/Revolution" �https://en.wikipedia.org/wiki/Revolution�; retrieved 9.10.2016)


� A process of slow change and development. (� HYPERLINK "http://www.merriam-webster.com/dictionary/evolution" �http://www.merriam-webster.com/dictionary/evolution�; retrieved 9.10.2016)
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