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Abstract

The modern air transport industry is highly competitive. To survive in
the market, the implementation of a successful marketing strategy is
fundamental. In particular, an effective pricing policy has become
crucial for airlines to remain profitable. Correspondingly, the different
types of airline in the market have also established very distinct pricing
policies. The present study is based on a literature review and presents
the state of the art of pricing policy in air transportation. The aim is to
compare and discuss the pricing strategies of network carriers and low-
cost airlines. Special attention is paid to Revenue Management, which
is a very important management tool used by airlines to take advantage
of the differences in willingness to pay of passengers. The pricing policy,
however, depends on the overall business strategy of the airline.
Results show many differences, resulting from the fact that these two
types of airline are characterized by very different fundamental
business models and, correspondingly, also target groups. Since
network carriers and also low-cost airlines have adjusted their pricing
strategies lately, these recent developments will be discussed as well.
This paper adds to the knowledge of this topic because it presents the
most up-to-date and complete study on pricing regarding network
carriers vs. low-cost airlines.

Keywords: Pricing policy, Revenue Management, willingness to pay,
network carriers, low-cost airlines.

1. Introduction

The continuous entry of new airlines over the last decades has
turned the air transportation sector into a highly competitive
environment (Oliveira, 2008). Therefore, the implementation of
a successful business model which best meets customer needs
became crucial for airlines (Wehner, Lépez-Bonilla & Lépez-
Bonilla, 2017). According to Porter (1985), two fundamental
strategies can be distinguished. On the one hand, a
differentiation strategy, which means offering a service at a
superior quality level. The other strategic option is cost
leadership, which is based on strict cost savings over the whole
of the value chain to be able to provide customers a service at
a very low price. Both generic strategies can be found in the air
transport sector in the form of different types of airline.
Whereas traditional airlines, also called network carriers,
normally follow a differentiation strategy (Schulz, 2009), low-
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cost airlines typically are established in the market with a strict
strategy of cost leadership (Cento, 2009).

In accordance with their overall business model, both airline
types implement a series of strategic measures (Table 1). To be
able to provide a large number of different flight connections
and destinations to their customers, network carriers offer
many connecting flights using big airports as hubs. To increase
the route network even more, network carriers also cooperate
with each other in the form of codeshare agreements and
alliances. Since this type of airline operates worldwide, the fleet
is very heterogeneous and consists of many different short-haul
as well as long-haul aircraft. In contrast, low-cost airlines only
offer direct flights and do not collaborate with other airlines,
which reduces their complexity. Another characteristic of low-
cost airlines is the fact that mainly smaller and cheaper airports
are served, in order to save costs. Furthermore, no long-haul
flights are offered, which also means that the fleet is very
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homogenous, consisting only of smaller planes and not
uncommonly only of one certain type of aircraft.

Table 1 - Characteristics of network carriers and low-cost
airlines

Network carriers Low-cost airlines

Generic strategy differentiation cost leadership

Flight plan manyfcl:izr;‘:sectmg only direct flights

Collaboration yes no

big hubs, medium-

Airports served primarily small

sized
Geographical . .
worldwide continental
coverage
Fleet heterogeneous homogeneous

Source: adapted from Baker (2013).

Not only do the general strategy of network carriers and low-
cost airlines differ, but also their target groups, as Baker (2013)
points out. Network carriers are characterized by a full market
coverage, i.e., their target groups include leisure as well as
business travellers. However, since these customer groups
show many differences in their consumer behaviour,
particularly with regard to price and time sensitivity (Doganis,
2010), a differentiated service in the form of different travel
classes is provided to each segment (Clark, 2007). To meet the
customer needs of time sensitive business travellers, a spacious
travel class which allows working during the flight is offered,
along with additional services before and after the flight to save
time, e.g., separate check-in counters and priority baggage
delivery (Pompl, 2007). The less expensive but also less
comfortable economy class of traditional airlines aims at
holidaymakers, who typically show a higher price sensitivity
than business travellers and therefore accept a certain degree
of inconvenience in order to benefit from lower airfares (Gilbert

& Wong, 2003; Mensen, 2013).

In contrast, the target group of low-cost airlines is very
homogeneous and consists of highly price sensitive leisure
travellers, who seek air transportation from one place to
another at the lowest airfares, as Domanico (2007) explains.
O’Connell and Williams (2005) revealed that especially younger
passengers less than 24 years old are attracted by low-cost
airlines. Due to the homogeneity of the target group, the
offerings are also limited, to only one very modest travel class
(Cento, 2009).

Based on the overall business model and the characteristics of
the target groups, each type of airline implements a suitable
pricing policy. One aspect with particular relevance is Revenue
Management, which is a special form of price discrimination
based on the differences in willingness to pay of customers. It
strives for maximizing the capacity utilization (Friesen &
Reinecke, 2007). The importance of Revenue Management in
the airline business results from a typical characteristic of its
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services, which is that they cannot be stored for later
consumption (Edgett & Parkinson, 1993). In other words, every
seat on a certain flight which is not sold involves lost revenues
for the airline. Since the operating costs of an aircraft are very
high (Mensen, 2013), but the incremental costs of an additional
passenger are very low, one of the main objectives of every
airline company is to achieve a high degree of capacity
utilization (Dettmer, Hausmann & Schulz, 2008; Heidig &
Tomczak, 2014).

The principal purpose of the present study is to discuss the
pricing policies of network carriers and low-cost airlines. At first,
the general pricing strategies of the two airline types will be
compared. In the following, the important but also very
complex Revenue Management of airlines will be analysed in
detail. Before discussing the established Revenue Management
of the two airline types, the general idea and mechanism of
Revenue Management in air transportation will be presented.
Since many strategy adaptations can be noticed lately among
network carriers as well as low-cost airlines, the subsequent
chapter focusses on these recent developments with regard to
pricing. At the end, some conclusions are drawn.

2. Airline types and pricing

As mentioned earlier, network carriers and low-cost airlines are
established with opposing business models in the market
which, consequently, also leads to very different pricing
policies. Since network carriers offer a high-quality service, the
general price level of their flights is also fairly high. In contrast,
low-cost airlines sacrifice service quality to a certain extent and
offer the basic service of air transportation at a very low price.
A study conducted by Lawton (2002) found that, on average,
the ticket prices of low-cost airlines are 40%—60% lower than
comparable flights of network carriers. However, beside this
fundamental characteristicc many other differences in the
pricing strategies between these two airline types can be
observed:

e One important difference between network carriers and
low-cost airlines exists with regard to their tariff systems.
Network carriers implement distinctive tariff conditions for
each travel class, which are in accordance with the needs of
the respective customer group. Therefore, the fare
conditions of business class tickets usually include the right
to change flights at little or no charge, which is an important
aspect for business travellers since changes in plan on short
notice are very frequent on business trips. In contrast,
economy class tickets are characterized by very strict fare
conditions and no changes are allowed (Pompl, 2007). Yet,
since vacations are normally planned well in advance of the
trip and changes or cancelations are uncommon, leisure
travellers are willing to give up this flexibility in return for
lower ticket prices (Gursoy & Gavcar, 2003). Furthermore,
network carriers implement certain conditions for their
discounted round trip fares in order to exclude the price-
insensitive business travellers from these cheaper flight
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tickets. Very common is the restriction of spending at least
one Saturday at the destination, since business people
usually travel on weekdays and return at the latest by Friday
(Schulz, 2009; Tretheway, 2004). In comparison, the tariff
system of low-cost carriers is very simple. Due to the fact
that these airlines only offer one travel class, the tariff
system is reduced to only one tariff, which includes very
strict conditions (Cento, 2009). Besides, the flights are
offered individually, meaning that no special tariffs for
return flights apply (Tretheway, 2004).

Furthermore, the airline types differ substantially in the
manner of offering the supplemental services and products
of a flight. The pricing of traditional airlines is based on
“bundling”, which means that additional components are
offered together with the air transportation (Gillen &
Morrison, 2003). By doing so, a reasonably high-quality
package of services and products is offered, which saves the
customer the time to combine it on their own, as explained
by Béhler and Scigliano (2005). On the other hand, low-cost
airlines offer the additional services separately, which gives
customers the flexibility to choose and combine the ones
corresponding to their personal preferences, also called “a
la carte” pricing (O’Connell, 2011; Shaw, 2011). However,
the number of additional services provided is limited to the
basic ones. Nevertheless, the vending of these additional
services, e.g., checked luggage or meals and beverages
during the flight, is of great relevance for low-cost airlines.
For some airlines it is already responsible for more than
one-quarter of total revenue and is steadily increasing, as
Sorensen (2018) emphasizes.

Another major difference can be found regarding
geographical pricing, which results from the distinct overall
business strategies of network carriers and low-cost
airlines. Network carriers typically operate at a global level
and, consequently, in countries which show many
differences with respect to economic situation, distribution
of wealth, available income of the households, as well as
currency (Narangajavana, Garrigos-Simon, Garcia & Forgas-
Coll, 2014; Perlitz, 2004). All these aspects have to be
considered in the determination of the prices of the flight
tickets. To limit the available airfares to a specific country,
network carriers implement certain conditions. Typically, in
connecting flights the omission of a flight segment results
in the expiration of the right to fly the following flight
segments. With this restriction, airlines prevent customers
from buying cheap connecting flights starting in another
country and boarding in the transit airport, as Conrady,
Fichert and Sterzenbach (2013) explain. Low-cost airlines
normally abstain from geographical pricing. Many times,
restrictive regulations exist in the operating region of these
airlines, which hinder an international price discrimination.
For example, airlines operating in the European Union are
obliged to give all EU citizens access to the same prices,
regardless of their nationality or country of residence
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(EUROPA, 2018).

e As De Boer and Gudmundsson (2012) remark, a very well-
established pricing instrument with a long history in air
transportation are customer loyalty programmes. However,
this is only among network carriers. The main idea of these
frequent flyer programmes is to retain customers by
offering the possibility to collect miles, which can be used
to buy flights or profit from other benefits such as travel
class upgrades or VIP lounge access (De Boer &
Gudmundsson, 2012; Wagner, 2005). Many studies confirm
that the participation in a frequent flyer programme can
highly influence the purchasing decision of a customer
(Chin, 2002; Dolnicar, Grabler, Griin & Kulnig, 2011; Hess,
Adler & Polak, 2007; Nako, 1992). Furthermore, the data
collected from these programmes are a cheap source of

which helps to optimize

2005).

advantages, low-cost airlines, on the other hand, do not

information about clients,

marketing activities (Wagner, Despite these
offer any kind of loyalty programme, mainly to save costs,

as Ruperti (2012) points out.
3. Revenue Management

Although being a wide-spread and important management tool
for many years, until now there has been no clear definition of
Revenue Management, and many approaches to its explanation
can be found (e.g., Cross, 1995; Donaghy, McMahon-Beattie &
McDowell, 1997; Klein, 2001). However, there is a consensus
that the main goal of Revenue Management is the maximization
of profits, achieved by influencing sales with price-based
measures (Klein & Steinhardt, 2008). The principal idea is a
simultaneous and dynamic management of price and capacity.
It can be described as a special form of price discrimination
based on the differences in willingness to pay of customer
groups (Heidig & Tomczak, 2014). As Vasigh, Fleming and Tacker
(2013) point out, the main difference between classic forms of
price discrimination and Revenue Management is that whereas
the former are characterized as being static tools, the latter one
are considered the dynamic management of prices over time.

Stuhlmann (2000) remarks that there is a heterogeneity on the
literature not only related to the definition, but also regarding
the terminology. It can be observed that especially the term
“Yield Management” is often found as a synonym for Revenue
Management (e.g., Malaval, Bénaroya & Aflalo, 2014; Pfeifer,
1989; Weatherford, 1997). Yet, in practice and particularly in
the the
Management” is well established nowadays, as Klein and
Steinhardt (2008) confirm.

air transportation context, term  “Revenue

Revenue Management is an instrument used in many services
industries, e.g. hotels or car rentals (Heidig & Tomczak, 2014;
Phillips, 2005). However, especially in the airline business,
Revenue Management plays an extraordinary role, in which it
also originated. The first Revenue Management system was
implemented by American Airlines in the mid-eighties as a
result of the intense competition it was facing by the entry of



Wehner, C., Lopez-Bonilla, J. M., Lopez-Bonilla, L. M. & Santos, J. A. C. (2018). Tourism & Management Studies, 14(3), 32-40

low-cost airlines (Cross, 1997). Nowadays, all major airlines
around the globe have established a Revenue Management
system for all their offered flights, as the study of Weatherford
(2009) reveals. On average, the use of a Revenue Management
system allows airlines to increase their profits by around 5%
(Cetiner, 2013; Luo & Peng, 2007).

In air transportation, Revenue Management is related to time,
more specifically, to the travel date as well as the purchase
date. The intention is to profit from the differences in
willingness to pay with regard to these aspects. Firstly, airlines
make use of the higher price acceptance of customers when
travelling in peak seasons compared to periods with a lower
demand for travel. Secondly, airlines aim at taking advantage of
the higher willingness to pay for flights for which the intended
flight date is closer to the purchase date (Friesen & Reinecke,
2007). During the whole selling period of the flight tickets,
which is usually a maximum of one year, airlines continuously
optimize the prices and the capacity utilization, always taking
into consideration these mentioned differences in willingness
to pay of the customers (Michel & Zellweger, 2014).

The challenge for airlines is to estimate accurately the demand
and the sales of flight tickets in order to avoid lost profits, as
Heidig and Tomczak (2014) point out. Vasigh et al. (2013)
explain that, in a simple case, this means that if there is only
one free seat left on a flight, an airline has to decide whether to
sell it now at a low price or wait for a passenger with a higher
willingness to pay close to the flight date. Therefore, the precise
prediction of demand is a fundamental aspect of successful
Revenue Management, as Vasigh et al. (2013) conclude.

An
transportation is overbooking, meaning that an airline sells
more flight tickets than available seats on the aircraft
(Amaruchkul & Sae-Lim, 2011). The reason is that there is
typically a certain percentage of passengers which does not

important aspect of Revenue Management in air

appear for a flight without prior announcement, so-called “no-
shows” (Walczak, Boyd & Cramer, 2012). This is especially the
case on flights with a high proportion of business travellers,
who usually choose tariffs which permit the change or
annulation of the flight, even after flight departure, as Conrady
et al. (2013) explain. However, the risk of overbooking is that
there are not enough seats for all passengers on a flight and
some travellers have to be rebooked on a later flight (Wirtz &
Heidig, 2014). This not only results in high costs for airlines (e.g.
in the form of compensation and paying the expenses of
accommodation), but also in high dissatisfaction of the
concerned travellers (Lindenmeier & Tscheulin, 2008; Wirtz &
Heidig, 2014). Consequently, an accurate prediction of the
number of no-shows is crucial for airlines to reduce the cases of
denied boardings to a minimum.

From a customer perspective, Revenue Management by airlines
means that flights in the off-season, which are furthermore
bought a long time in advance, usually are very cheap. In
contrast, flight tickets purchased very shortly before departure,

35

especially in a peak season, are very expensive. As Wirtz and
Heidig (2014) stress, this could lead to a perceived unfairness
among customers and therefore an adequate communication
of the price differences is of major importance for airlines to
increase the perceived justice and customer satisfaction.

As was discussed earlier, network carriers and low-cost airlines
are established with very different pricing strategies in the
market. This also applies to their implemented Revenue
Management. As Talluri and Van Ryzin (2004) point out,
whereas the central element of the Revenue Management of
network carriers is the management of capacity, for low-cost
airlines the price is the fundamental aspect. In the following,
the Revenue Management of both types of airline will be
analysed in detail.

a) Revenue Management of network carriers

The fundamental procedure of Revenue Management of
traditional airlines is to estimate the demand and the different
prices the customers are willing to pay in individual time
intervals during the sales period. Based on these estimates,
certain contingents of different ticket prices are determined for
the time interval. This is done during the whole sales period,
always taking into account the remaining free capacity in the
plane (Conrady et al., 2013; Friesen & Reinecke, 2007).

In Figure 1, an example of Revenue Management for the
economy class is illustrated. As can be seen, at the beginning
there are many tickets offered at the cheapest price. In
contrast, at the end in the last time interval, the contingents of
the higher airfares are much larger, which is in accordance with
the higher willingness to pay of customers close to the flight
date. In each time interval, when the contingent of cheaper
airfares is sold out, the higher ticket prices are offered to the
customer. Nonetheless, since in a later time interval also
cheaper price levels are available again, it is possible that a
customer purchases a flight at a lower price than a passenger
who bought his flight at an earlier time. However, this becomes
less likely over time, since the contingent of cheap airfares
permanently decreases.

Figure 1 - Revenue management of network carriers

H Price: 700 €
u Price: 500 €
 Price: 400 €

Number of available flight tickets

Sales period

Flight date

Source: adapted from Conrady et al. (2013).

Overbooking is a very important practice for network carriers,
especially on routes with a high share of business travellers and,
consequently, also a high number of no-shows. However, the
risks of overbookings are limited. If a travel class is overbooked,
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many times there is the possibility of upgrading a passenger to
a superior travel class. Yet, even in the case when the flight is
completely full and some customers have to change to a later
flight, the inconveniences often are minor because network
carriers typically provide high flight frequencies, as Lindenmeier
and Tscheulin (2008) remark. Another circumstance which is of
relevance is the fact that network carriers usually possess a
large fleet consisting of different aircraft and therefore the
capacity is not necessarily limited. In the case that the demand
for a flight is very high, airlines could switch to a bigger plane, if
available (Frank, Friedemann, Mederer & Schroeder, 2006).
However, it has to be taken into consideration that the
operating costs differ substantially between aircraft of different
sizes. Therefore, changing to a bigger plane, from an economic
point of view, is only reasonable if the number of overbookings
is considerably high (Cetiner, 2013; Wang & Meng, 2008).

The Revenue Management of network carriers is highly
complex, especially considering the fact that it has to be done
for each travel class separately (Conrady et al.,, 2013).
Furthermore, the many connecting flights which are offered by
these airlines increase the complexity. As Walczak et al. (2012)
explain, airlines have to decide whether to sell a seat on a flight
now or save it for a possible passenger who seeks a connecting
flight at a later time. Besides, another aspect which complicates
Revenue Management is the membership in an alliance, as Graf
and Kimms (2013) point out. On the one hand, this gives the
airline the possibility to increase its own capacity by offering
flights from other members. However, on the other hand, other
airlines of the alliance also have this option.

b) Revenue Management of low-cost airlines

Compared to network carriers, the Revenue Management of
low-cost airlines is much less complex, as Friesen and Reinecke
(2007) point out. This results from several basic strategic
characteristics of their business model. Firstly, low-cost airlines
only offer one travel class, which means that also the Revenue
Management is limited to only this travel class. Secondly, no
connecting flights are provided, implying that no decisions have
to be made whether or not to hold back the sale of certain
flights. Thirdly, low-cost airlines don’t participate in alliances or

make other kinds of agreements with other airlines, which
reduces the complexity. Cento (2009) explains that, in general,
their Revenue Management consists in a price change over time
for a flight, depending on the development of the demand for
the flight. Another fundamental aspect is that, due to the
increasing willingness to pay of customers as the flight date
approaches, ticket prices increase accordingly. This also
confirms the study of Malighetti, Paleari and Redondi (2009), in
which it was observed that during the sales period the airfares
of low-cost airlines increased progressively. Especially a few
days before the flight date, a rapid price increase can be seen.
The typical development of the airfares of low-cost carriers over
time is illustrated in Figure 2.

Figure 2 - Development of airfares of low-cost airlines over
time

140
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20

0

30 25 20 15 10 5 0

Days until departure

Source: adapted from Malighetti et al. (2009).

Cento (2009) points out that the Revenue Management of low-
cost airlines is based merely on the prices of the flight tickets.
The objective is the optimization of the ticket prices over the
whole sales period. This is achieved by price adaptations over
time in order to influence the demand. A price too low at the
beginning of the selling period fills up the aircraft too fast,
whereas a too high price means the airline won’t sell all
available seats. In Figure 3 the principal idea of the Revenue
Management of low-cost airlines is illustrated.

Figure 3 - Revenue management of low-cost carriers

Limit of capacity (aircraft)

Number of seats sold

Price too high
w— Target price

== == Price too low

»

Sales period

Departure date

Source: adapted from Cento (2009).
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The intention of the airline is to follow a determined sales
pattern, which is indicated by the solid black line in Figure 3. By
doing so, the aircraft fills up just before the departure date and
profits are maximized. The blue dashed line implies that the
airfare for the flight was, in general, too high over time, leaving
many seats unsold. In contrast, a sales pattern like that
represented by the grey dashed line means that the ticket price
was too low and the aircraft fills up too fast. This means that
already quite long before the departure date all seats are sold
and no tickets are left for passengers having the intention to
purchase a flight shortly before departure, which involves a
very high willingness to pay.

From a passenger’s perspective, the Revenue Management of
low-cost airlines is straightforward and very easy to
understand. Furthermore, passengers consider it logical that
airfares are cheaper when bought a long time in advance and
very expensive when purchased shortly before departure, as
Friesen and Reinecke (2007) remark. This avoids perceived
injustice and dissatisfaction of customers who paid more for

their flight than others.

Overbooking is not very common among low-cost airlines, as
Michaels and Fletcher (2009) stress. For example, the Irish low-
cost airline Ryanair does not make use of overbooking at all
(Ryanair, 2018). The reason why overbooking is not very
popular among low-cost airlines is the fact that if there is not
enough capacity for all passengers on a flight, this could cause
serious trouble for customers who were denied boarding, since
there is not always a high frequency of their flights being
offered. This not only results in high dissatisfaction of the
passenger who had to change their flight, but also in high costs
for the airline in the form of compensation (Koenigsberg, Muller
and Vilcassim, 2008; Marcus & Anderson, 2008).

4. Recent developments in pricing

Until not so long ago, network carriers and low-cost airlines
followed their marketing strategies in a very strict way.
However, the continuous market entry of new airlines, along
with other problems such as declining growth rates of demand
for air travel, has led to decreasing revenues for airline
companies. As a consequence, airlines have been forced to
optimize their business strategies, which also includes their
pricing policy (Cento, 2009; Maurer, 2006).

Concerning network carriers, several developments can be
noted recently:

One important strategic adaptation which can be observed
among traditional airlines recently is the unbundling of the
additional services. Dennis (2007) and O’Connell (2011) explain
that the main reason why network carriers started to offer
additional services separately was to be able to reduce ticket
prices and better compete against low-cost airlines. However,
as O’Connell and Warnock-Smith (2013) remind us, there are
limits for traditional airlines in this context, since passengers
were used to having these services included in the airfare. The
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study of Tuzovic, Simpson, Kuppelwieser & Finsterwalder
(2014) shows that especially the extra charges for luggage cause
high dissatisfaction of travellers of traditional airlines.

Another trend can be detected with respect to the offered
travel classes. Many network carriers started to introduce the
new so-called Premium Economy class on their long-haul
flights. This new travel class offers more comfort in the form of
legroom compared to the classic Economy class, as well as
higher quality in the services provided during the flight, e.g.
catering during the flight. The target group of this new travel
class are wealthy tourists, who accept a price premium for
somewhat more luxury, yet are not willing to pay the much
higher prices of the business class (Conrady et al., 2013).
Although the Premium Economy class helps to better meet the
needs of the individual customer groups, its implementation is
also associated with risks. Since the business class is the most
profitable travel class (Hanlon, 2007), airlines have to avoid
having too many business travellers migrate to this new
Premium Economy class. Furthermore, an additional travel
class also necessitates a more complex Revenue Management.

In the same way, also low-cost airlines have made many
strategy modifications with regard to pricing in the recent past:

One significant development in pricing of low-cost airlines is the
reduction of the immense charges for additional services, which
was necessary due to the increasing frustration among
polls the
baggage high
dissatisfaction of clients (Hegenauer, 2018). As Trentmann
(2018) states, these high fees caused the image of low-cost
airlines to decline rapidly over the last years and passengers

show that, especially,
resulted in

passengers.
extraordinarily  high

Opinion
fees

started to turn away from these airlines. Consequently,
although being a primary source of revenues, lowering these
charges and also penalty fees, e.g. when exceeding the baggage
allowance, was inevitable.

Since growth rates have been declining recently, several low-
cost airlines have started to actively attract more business
customers. To adapt to the needs of this customer group,
beside
implemented new tariffs, which are flexible and permit flight

increasing service quality, low-cost airlines also
changes and annulations (Slodczyk, 2012). These new tariffs,
however, could result in fundamental changes in the Revenue
Management system of low-cost airlines. As discussed earlier,
low-cost airlines usually do not make use of overbooking.
However, due to these new flexible tickets, especially on routes
with a high percentage of business travellers, this could lead to
many free seats, caused by many no-shows. Consequently, low-
cost airlines could be forced to rethink their strict denial of
overbooking and allow it, at least, on certain flights. Besides,
also the efforts of increasing the quality of services to better
meet the needs of time-sensitive business travellers, e.g.
serving big and easy accessible airports instead of small rural
airports, could influence the pricing of these airlines. Since
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these measures imply higher costs, airlines could be forced to
increase the general price level of their airfares.

As the analysis shows, both types of airline have made some
considerable strategic changes recently. Whereas some seem
absolutely reasonable, e.g. the fee reduction of low-cost airlines,
other measures involve uncertainties and their long-term success
is yet to be confirmed. Furthermore, as the discussion revealed,
certain strategic decisions cannot be considered independently
since they influence other instruments, more specifically, the
Revenue Management of the airline.

5. Conclusions

The implementation of an appropriate pricing policy in
accordance, on the one hand, with the business model and, on
the other hand, with the characteristics of the targeted
customer segments, is fundamental for the success of any
airline. However, this is a difficult task, since pricing in the
airline business is multifaceted and many different aspects have
to be considered.

In the present paper we analysed the pricing strategies of the two
most important types of airline in the market: traditional carriers
and low-cost airlines. The study discovered many differences,
resulting from the fact that these types are characterized by very
different fundamental business models and, correspondingly,
also target groups. Whereas network carriers offer a
differentiated service to their target groups, which are relatively
price-sensitive vacationers and also time-sensitive but price-
insensitive business travellers, low-cost airlines mainly target
extremely price-sensitive leisure travellers, offering air
transportation at the lowest prices. The analysis showed that not
only the general price level differs substantially between network
carriers and low-cost airlines, but also the tariff systems, the
manner of offering additional services, the geographical pricing
strategies, as well as the implementation of other measures, such

as loyalty programmes.

One instrument of significant importance in air transportation
to increase profits is dynamic pricing in the form of Revenue
Management. The objective is to maximize capacity usage and,
at the same time, make use of the higher willingness to pay of
customers, firstly, when traveling in peak seasons and,
secondly, when purchasing the flight shortly before departure.
Although the fundamental idea is the same, due to the many
differences regarding the overall business strategy, the
implemented Management differ
significantly between network carriers and low-cost airlines.

Revenue systems
The Revenue Management of network carriers is focused on the
management of capacity and is carried out in the way that in
individual price intervals during the selling period certain
contingents of distinct tickets prices are offered. These
contingents of each ticket price are determined and adapted
over time according to the current capacity usage of the
aircraft. The Revenue Management of network carriers is
characterized by high complexity. Since different travel classes
are provided, each of them has to be handled individually.
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Besides, the many connecting flights and the participation in
alliances complicate the Revenue Management of network
carriers as well. In contrast, low-cost carriers established a fairly
easy Revenue Management system. The ticket price is raised
continuously during the sales period and adapted when the
forecast demand does not meet the real demand. Also the
limitation to only one travel class, the offer of merely direct
flights, the avoidance of code-share agreements as well as the
abstinence from overbooking are aspects which reduce the
complexity of the Revenue Management of these airlines.

In general, also nowadays, network carriers as well as low-cost
airlines still follow their characteristic pricing strategies.
However, the market became very dynamic lately and both
airline types adapted their pricing policies, at least to a certain
extent. More specifically, network carriers took over some
promising measures from the business model of low-cost
carriers, whereas the latter implemented several corrective
actions in order to better meet customer needs. With regard to
network carriers, the change with most relevance is the
unbundling of services and offering them separately to their
customers. Yet, this is also the most controversial strategy
change, since passengers expect certain services included when
purchasing flights from these airlines. Therefore, Wittmer and
Rowley (2014) recommend that the additional services offered
separately should be limited to the ones which were not always
included free of charge in the past, e.g. access to VIP lounges.
With
dissatisfaction of their customers, this airline type had to
reduce the fees for their additional services. This, however, has

reference to low-cost airlines, due to increasing

had a great impact on their overall business model, since the
ancillary revenues generated from these charges are crucial for
the profitability of low-cost carriers. As a consequence, these
airlines could be forced to raise their airfares in the future,
which would affect their competitive advantage in the market.

The implementation of a proper pricing policy is a challenging
task for airlines. Not only do many aspects have to be considered,
but also certain tools, such as Revenue Management, can wind
up being very complex. It is important that any kind of pricing
adaptations be considered very carefully, because of possible
unfavourable side-effects. As Friesen and Reinecke (2007)
emphasize, this is especially the case with regard to tariffs and
conditions, since many of them serve to separate different
customer groups, e.g. a minimum stay restriction in the
destination in order to separate vacationers from business
travellers. Besides, neither can the needs and expectations of the
target groups be neglected when considering strategic
adaptations. For example, the study of Balcombe, Fraser and
Harris (2009) shows that customers of network carriers search for
high-quality air transportation with certain services included and
are also willing to pay for it. Consequently, there is no need for
these airlines to concentrate on lowering their ticket prices, but
rather they should focus on offering their target groups an
appropriate service of air transportation, which best meets their
needs and expectations. In contrast, low-cost carriers, which are
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currently trying to increase their attractiveness for business
travellers by focusing on service quality, should not lose sight of
their main target group. Since these are very price-sensitive
passengers who are only looking for cheap air transportation,
increased service quality accompanied by higher airfares are not
in the interest of this customer group.
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