Managerial Practices
in Tourism-2

24

UNIT 28 AIRLINES

Structure

28.0 Objectives
28.1 Introduction
282 Planning

283 Organisation

284 Financia Structuring

28.5 Schedulingand Operations

286 Marketingand Sdes

28.7 Contemporary Challenges

288 LeUsSumUp

289 Answersto Check Y our ProgressExercises

280 OBJECTIVES

After reading this Unit, you should be able to:

‘understand theimportanced planning and organisation in airlines management,

°
o know about financid structuring,schedulingand operations,
e appreciatetherole d marketing, and

°

identify the current chalenges beforetheairlines.

A1 | NTRCDUCTI ON

Predi ctablegrowthin tourismmarket toalargeextent dependson theservicesof air transport
system. Withincreasing passenger and freighttraffic, air transport isexpected to remainone
of the growing sectorsin world economy. For Asia/Pacific region, it is predicted that the
traffic growth would exceed the expegted worldwide growth of an average5 per cent per
annum. Airlines have to face unprecedented challengesresulting from such traffic growth.
New technologies, changing commercial and regulatory framework, growing financia
requirement, competitivemarket, etc. demand for the development o systemic managerid
approach in running the airlines. This Unit introduces you to the organisational and
functional structured airlines, financial challenges and the need for strategic planning and
marketing. Contemporary challengesbeforethe airlines management have also been dedlt
with.-Not everyonegetsa jobin airiines. But it 1s essential for tourism professionasto have
an understanding about airlinesoperationsasthey havea bearingon their own business(tour
operator, travel agency etc.).

B2 PLANNING

To' copewith thenew demandsand requirements, the development of new technologiesand
the changesin government policies, it isimperative for the airlinesto adopt appropriate
planning. Planningshoul d beflexibleand indicatedirectionsfor devel opment and expansion.
Essentiallyplanninginvolvesmakingadvancedeci sionsrel atingto thecourse,of actionswhich
an airlines management will take in future. Planning was previoudy concentrated on
determining the facilitiesand financingwhich was necessary to meet anticipated growthin
the airlines existing product line. Now, planners considerthe primary question to be that
concerning the markets which the airlines should serve. This shift is because of the
vulnerability of existing products.

Consequently,themainaim of planning now seemstobetheidentificationd attractive areas, |,
o new opportunitiesand the formulation of programmes for developing these areas and
opportunities. Thefacilities, finances and resqurces required to carry out this development
arenowconsi deredsecondary tothebasi cidentificationd theopportunities. Planningshould



include thefollowinge ements:

e adefinition d goasand objectives,

e adeterminationd wherethe airlinestands (that is, a position audit, including strengths
and weaknesses, opportunitiesand threats),

e anassessment o the resources (physical, financial and human) availabletc put the plan
into action,

an assessment o operationsi.e. fleet Size, maintenance, grounding facilities, etc.
an assessmentof alternativecoursesd action and options available,
derisionsregardingavenueslikdy to be subsequently pursued,

provisonfor contingency plans.

Thereisatendency in theairlineindustry to shorten planning horizons, because of increase
in competitionand the processd deregulation. Thesefactors a so requireflexibility so that
planscan be rapidly adjusted to meet changesin the environment.

Many companiesargue against formal planning preferring to adopt a more casual approach.
However, there are certain benefitsto be gained from formal planningin airlines business.
They are asfollows

e Planning encouragesthe management to think ahead systematically,

It leadsto better coordination of airlineseffortsin the areas o operations, marketing
€tc.,

e It helpsin setting performance standardsfor monitoring and control — something very
essentid in airlines operations,
It helps theairlinesin assessing its resource requirements,
It preparesthe airlines management to meet sudden devel opmentsor crisis, and

It helpsin planning the routes network, scheduling of flightsand increasing productivity.

Alongwith planning control and evaluation mechanism also should be propérly devisedin
order to review the execution of the plan. Control monitorstheeffectivenesof the plan. The
information provided by control proceduresforms the basisfor the next plan. If theairline
does not conduct an evaluation o its plan, the plan would be little more than an expensve
wadeof timeand paper. If the airlinesfeelsthat the plan is failing to help in achieving its
overall objectives, correctiveaction must be taken.

283 ORGANISATION

Execution d the plan becomes the responsbility of the organisation. Hexibility in shaping
the organisation is very important because external and internal environments o an
organisation do not remain static. Organisationd a service industry like an airline should
consider thefollowing pointsat thetimedf preparingits plan:

identification of customersand their needs,
market environment,

availability of technical and financial resources,
internal strengths and weaknessesof the organisation.

After analysing these factorsthe organisation should formulate the specific gods and the
broad strategy for achieving its goals. Organisation’s Strategy may demand changes in
structure o the organisation. So it is the strategy which should shape the structure o an
organisation and not thevice-versa. The success o an organisation dependslargely on how
much it changesaccordingto thedemandsd the market forces. If the organisation does not
take care of itsinternal and externa environmentsit is bound to face problems. Why isit
necessary for an organisationto keep track o the changing environment ? We can explain
this by giving an examplefrom Indian Airlines. It isknown te-all d usthat accordingto the
provisond the Air CorporationsAct, 1953, privateairlines wete not alowed to operate. But
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following economicliberalisation and the Government of India's decisionto openthesky for
privateairlines, things have definitely changed. Now if thelndian Airlines managementdoes
not respond to this change and accordingly adopts appropriate strategy, it may run into
adverse condition. So an organisation's strategy, structure and system depends on
contemporary forces like inflation, changing demographics, increased competition,
government regulation, changing social behaviour and values, new technologies, etc.
Generaly arline's management structures have reflected a functional approach in dividing
up responsibilitiesand linesof authority. Usually these include operations, administration,
engineering, finance, personnel, storesand purchase, marketingetc. (See Unit-29, TS 2 for
organisational structure of Air-India).

The management should be responsiveto the customers needs.It should be adoptiveto the
environmental changesand should be market-oriented.

It isessential that each operating divisonhasaclear view o customer needsand knowsthat
the customer is supreme. Thisview must beinternalised by the staff in these divisonsand
must be reflected in the service which they provide. It is necessary to have flexibility in
information sharing within the airline. The spans o control must be clearly defined and
information must flow freely between the different operating divisions. Information
communicated by onedivision may becritical to the operation of another and may affect the
actionwhich will betaken by that division. Communication must exist all theway up fromthe
bottomlevel totop management. Thissort o flexibilitywill dlow theairlinetoserveindividua
customer needswho in turn will perceivethe airlinesto be a caring organisation.

Check Your Progress-1

1) What arethebenefitsdf planningin airlinebusiness?

..............................................
.................................................
.................................................
.................................................
.................................................

................................................

284 FINANCIAL STRUCTURING

The commercial viability of the airling's operations, its financial soundness and infact its
survival depend on its ability to operate profitably. Profitability in turn dependson pricing
on the one hand and cost control on the other. Successadf an airlinedepends entirely on the
management's ability to generate profits by maximum exploitation of revenue generating
opportunities.|tisessentia for asuccessful manager to understandtheairlinescost structure
and ensure that total airlines costsare covered by the generated revenues.



Airlinecost structureis divided into three parts:

e Direct OperatingCodts,
e Indirect OperatingCosts, and
e Overheads.

Direct Operating Costs occur only when a flight isactualy operated. There are two typesd
Direct OperatingCodts:

a) Aircraft Related, and
b) Traffic Related

Aircraft Related Direct Operating Costs:

Fuel and Qil,
Maintenance,

Landing Fees,
Enroute/Navigation Fees,
Handling Fees, and

Crew Expensss.
Traffic Related Direct Operating Costs:

Passenger and Cargo Commission,
Airport Load Fees,

Inflight Catering, and

General Passenger Related Costs.

Indirect Operating Costsinclude:

Aircraft standing charges,

Hight crew pay,

Cabin crew pay,

MaintenanceL abour, and

Handling Costsat Base Stations (hub).

Overheads includethe following:

Sdescodts,
Adminigtration,

Accounts,

General Management, and

Employment/personnel department.

Likeany transportundertakingin airlinestoothefixed costsare rd atively high. Theseinclude
depreciation, engineeringoverheads,ground costs, insuranceandflying crewadministration.
Thisisthe prime reason tolook for ahigh utilizationrate o thefleet. Thefud, landingfees,
passenger meals, overheadsetc. arevariablecosts. An understandingof aircraft cost structure
and of cost comparison parametersisessential for profitability andysis. Profitability can be
examined on different levels depending on the timescaleinvolved and the level o costs
actually incurred. An airling's profitability target must include provision for full overhead
recovery.

In view d the situation that availability of investment funds from governmental sourcesis
gradually squeezingairlineshaveto look for own resources. Airline's mgor sourced revenue
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istheearningsfrom passenger and freight charges. So the management hasto takeextracare
in deciding the pricing which should be very competitiveto attract passengers.

285 SCHEDULING AND OPERATIONS

Theairline's scheduleisconstructed by the schedules planner. Hisor her functionisto plan
theflightsand operating patternsd the company's aircraft o that:.

demandsd the customer are satisfied,

airline mekesa profit,

arlinegainscomptitive advantages (slots/preventing competitors, etc.), and

arcraft and crew are usad to optimum efficiency.

SchedulingObjectivesindude

i) sidfythecustomer,

i)  productivity d humen resources,
iii) higharcraft utilisation,

iv) -high load factors,

V)  highfrequency,

vi) maximisation df connections,and
vil) condstent timing.

It is of great importance that the schedules plan satisfies the requirement d the various
market ssgmentswhich theairline targets. In order todothis, theschedulesplanner requires
information about the customers. This can e obtained from a number o sources. For
example, historic data, informationfrom saes and reservation agentsand from the airline's
market research department. The schedules planner must make use o suchinformationin
order to accommodatepassenger preferences. needsand wants

The schedules planner must work towards the levdling out of manpower numbersso that
daff are not under-utilised. This gppliesto many areas within the airline like cabin crew,
cockpit crew, maintenanceand engineering and so on.

With regard to aircraft utilisation, one of the mogt important things to remember is that
arcraft can only make a profit whilethey areflying. Thenatured an arling's route network
hasamgor influence onitsaircraft utilisation. If an airling's route network isdominated by
long-haul routes, it will have vary high utilisation per aircraft unit. Thisisdueto thefact that
short sector lengthsresult in a high proportion o ground timeto artime.

Another vay important objective which the schedules planner mugt try to achieve is to
optimise passenger connectionsat both ends of a given route. The schedule planner dso,
should try to create and maintain a balance between high load factorsand high frequency.

Find objectiveisthat o cons stent timing. The schedule planner must attempt to maintaina
consigtent 'shape’ in the schedules from season to season, usng the same departuretime d
day for a particular sarvice. Consistency hel psto create familiarity and loydty to theairline.

Theschedulesplanning processis animportant and integral part o the successful operation
d anairline. It does nat stand alone — it affectsand isitsdf affected by other considerations
and departmentswithinthe company. Theairline'sschedulesared great significanceasthey
formthefoundations onwhichitsshort-termactivitiesarebased. Becaused thissignificance,
it is not wisefor the schedules planning department  to wark in isolation. On the contrary,
amost every department within the airline should be involved in the schedules planning
process, by way d discussonand exchenged information.

Fndly, one should be avared condtraintsthat may come up in planning the schedule. The
constraintscan be grouped in two categories?i.e. interna and externd.



External Constraints include:

dot problems,

night curfews,

industry regulation,

pool agreementsand joint-ventureagreements,
peak surcharges,and

infrastructural facilities.

e o O o o o

Internal Constraintsinclude:

® maintenance requirements,
e standby arrangements, and

e genera operational requirements.
(SeeUnit 29, TS2, for acasestudy o Air-India)

286 MARKETING AND SALES

In thisSection, we will introduceyou to the need of marketingin airlinesmanagement. You
are aready familiar with the concept of marketing. So here our focuswill be to understand
itsimportancein the context of airlines management. Y ou know that marketing matchesthe
organisation’s product and the consumer's need in such away that both benefit, oneinterms
d profit and the other in terms of need satisfaction. Airlinesproduct isa serviceconsisting
badcdly of an experiencefor the passenger. An airline's market consistsof various market
segments with different service expectations, different price senstivities, different travel
motivations, etc. Itisvitd for anairlinestooptimiseitsyie dsand revenuefromvariousmarket
segmentshy positioningitsaf correctly in the marketplace.

Marketing activities start with the identification of the type of 'product’ or service to be
offered. Theproduct or serviceisaimed at satisfyingthe needsdf agroupof customers,known
ascustomer segment or segments. Next stepis to devel op appropriate marketing mix which
includes product, price, promotion and distribution process.

Airlinegs overdl strategicplan should study the total market and then segment it into those
sectionswhichitfee spotentially themost profitabletoenter. Oncethisisdone, it must decide
what positions it wants to occupy in these segments. This process is known as market
positioning. Market positioning involves the effective communication o the airling's
corporate image to the customers identified as key contributorsto market devel opment.
Market positioningshould contributeto the airline's achievement of itsoverall objectiveshy

I highlightingthe most appropriateareasdf investment and identifying those market segments
whichwill yidd the highest return on investment (For further detailson AirlinesMarketing
seeUnit-29, TS-6).

Airlines have to spend a heavy amount on advertisingand promotions. An example d this
you can see in the newspaper advertisements. Smilarly, public relationsform an important
link in airlines marketing. The relations between an airlines and travel agencies/tour
operatorsare crucia for marketingasthe bulk of airlinesbusinessis handled through them.
Commissionsandincentivesplay amajor rolein these businessrel ationsal ongwith discounts
and freeticketsfor familiarisationtours.

28.7 CONTEMPORARY CHALLENGES

In this Section we mention somed the challengesfaced by airlinesmanagement :

1) Immediate chalenges before the airlines management today are the issues of
liberalisation, privatisationand globalisation. The need for liberalisation, privatisation
and globaisationis primarily felt because dof growing competitionin the market, lack of
necessary financial support,from the government, disseatisfaction with the performance
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| ATA (International
Alr Transport
Association) sets
guldelines for air
safety and
coordination among
different airlines and

organisations.
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6)

of the public sector and thesysem d adminigtrativecontrols. Both thedomesticand the
internationa carriersare under pressureasthey confront competition from the private
sector and foreigncarriers. Liberalisation literaly meansremova o different regulatory
measures imposed by government. In the case d India, as the state confronted a
successond economiccrises, it responded with economi cliberalisation. Dynamicsd a
liberalised market are quitedifferent from thedynamicsd aregulated market. In order
tosurvive in theliberalised market greater economicefficdency aswel asfasterand more
flexible decison meking processesare required. Liberdisation dso leads to cut-throat
competition and needs a competitive market.. The Government is not in a position to
providenecessary financid support so airlinesmey have to opt for privatisationto megt
financial requirements.

Alongwith liberdisation and privatisation, thereis a move towardsglobalisation. In the
caxe d arlines, move towards globdisation has resulted in the emergence of mega
carriers, particularly in the devel oped countries. These mega carriersare endeavouring
to dominate the world aviation market and in the process, threatening the viahiity of
Third World Countries.

Airlinesfacea mgor issuein theform d non-availability o capital whichis needed for
replacing the exigingfleet or to expand thefleet. Aircrafts are not going to be cheagper
hence, the chdlengefaced by the airlinesis to reduce costs and increese profitabiity.
Any capita borrowing hasto be ultimatdy mg through profitsonly.

Alan Wheder, with his experienced the British Airways while commenting an the
crucid aread distribution processin an arlings attivity has observed that : "In this
arenabattl es for market dominancewill occur asthe system developsthe abilitytouse
the latest dectronic technology, and to structureitself for efficlency and customer
service." Inthi s regard, thethreedrawingforcesare:

i)  need toreducethecos d making sales,

ii) toavod asgtuation where they become dominated by the retailers, lose their
identity and become mere providersd seating cgpacity, and

iii) tostopbeing subject to the whims Of adistribution Sysem they haveto share.
Thiscalls for establishingastrong brand image among the consumers.

Technology is playing a mgor rolein arlines busness Advanced reservation systems
have been devel oped with the hdp o computersand networkingison. The brochureis
being replaced by videofilra and information is available*on C D Roms. Hence, the
management has to decide on appropriatetechnology to be adopted.

Inthefaceof these chdlenges, another aread concern for managementistheinterests
d the passengersas the consumer is becoming more demanding. For thesaked profit
and commeradisaion the interests o passengers should not be overlooked because
competitionin the busnessprovideshimor her awider choice. In thisdirection, priority
should begiventoimplementationand supervisond proper safety norms. Thesenorms
which are regulated by Chicago Conventionare asfollows.

e issuessuch as communicationssysgemsand air navigation aids, induding ground
marking, characteristicsd airports and landing aress,

e ar trafficcontrol rules,
air worthinessd aircraft,
regigrationand identificationd aircraft, etc.

Besides providing friendly service from the cabin crew, check in staff and reservation
staff, effective and less time coasuming baggage handling, and better standards o
cateringwill teke care of cusomers demands.

Teking 'care of employeesneedsisthe key to providequality serviceto the consumerin .
sarviceindudry (see Unit 13 on Human ResourceManagement). Ddta Airlinesin the
USis cited as an example in thi s regard with emphasis on workers participation in
decision naki ng and maintaining afamily feding.



Check Your Progress-2

1) Wha arethe direct and ‘indirect operating costs?
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.................................................
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288 LET US suM UP

Inthegrowthd tourism, air transport sysemhasapivotd roleto play. Growingtrend towards
liberalisation, privatisationand globalisation hasthrown new chdlengestotheairlines. Inthe
light o the present situation, we have discussed in this Unit the important areas in airlines
managemeant. Needsd proper planning, what should beyour organisational structure, how
one should manage finance and operations and importance d marketing are some of the
areas which demand serious attention d the airlines management. We end this Unit with
Alan Wheder'swords

"The messagefor airline management is quite clear : the successful airlinein the future
contrals its costs and reacts more quickly and more sensitively to the market than its
competitors,for if it failsit will quickly becomeunpr ofitable.”

31



in Tourism-2 289 ANSWERSTO CHECK YOUR PROGRESSEXERCISES

Check Your Progress-1

1) SeeSec.282

2) Organisation takes care of various challenges before the company through proper
utihisation of variousr esour cesand helpstheconparny toachieveitstar get. SeeSec. 28.3.

Check Your Progress-2

1) SeeSec.284.
2) SeeSec.B5
3) SeeSec.287.





