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1 INTRODUCTION

1.1 Background of theresearch

The aviation sector has repeatedly been threatened by a number of events. Among them
the most visible ones seem to be September 11" 2001, the global economic slowdown
and the SARS epidemic. These difficulties have led the industry to seek for new waysto
continue its growth path. (Goh 2004) The aviation sector has surmounted those external
disruptions it has been exposed to. The impact of these shocks has lasted only a short
time, after which the sector has strongly grown. For example, after two years of stagna-
tion following 2001, air travel demand increased 14 % in 2004 and approximately 6% in
2006. (Global Market Forecast 2006, 31) The following figure shows the main shocks
the air travel industry has had to bear:

L . WTC
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Figure 1 Major crises with an impact on air travel industry (modified from Global

Market Forecast 2006, 31)

Thus one can see that there has been a strong spur to develop new kinds of opera-
tions in the aviation sector. The two big forces for change, already predating September
11", are the strengthening competitiveness of low-cost carriers (LCCs) and the increase
in trangparency of fares provided by the Internet (State of the... 2003).

These ingredients for new trends were first, roughly said, dividing the industry into
two types of airlines: LCCs and traditional network carriers. What is happening now is
that the difference between the two models is becoming harder to make, as the carriers
are learning from each other. (State of the... 2003) Cost savings have gained importance
for keeping up with the competition, where the most prominent challengers are the
LCCs. On the one hand, network carriers are imitating L CCs by using Internet bookings
for cutting distribution costs. [They Jnave adopted dynamic pricing" as well. (see Jarach
2004, 25; State of the...2003; Smyth — Pearce 2006, 27). On the other hand, L CCs copy

! Dynamic pricing: Cheap seats are sold early, raising the price starts as each flight fills up.



the network carrier model. For example, a separate business cabin is offered for a sup-
plement, and the business model based on point-to-point connections between cheaper
secondary airports is being enlarged to territories dominated by the network carriers.
(State of the... 2003)

During a long time, traditional network carriers were highly protected by govern-
ments, thus called flag carriers. This is not anymore the case due to the deregulation of
the industry, which has made the competition even fiercer. Flag carriers that based their
cost structures on oligopolistic markets face a challenge when trying to massively
change their way of acting for getting accustomed to the new environment. (Jarach
2004, 29) One spur to hypercompetitive action has been the “single European sky”
package initiated by the European Commission that came into effect in 2004. This ini-
tiative was taken in order to make optimum use of the European airspace, thus agitating
competition in the market. (see Framework for... 2004) Moreover, there has been con-
versation on contracts with the U.S. (Meeting document nr. 1 2007). Consequently, the
market is open to airlines, but only if they have resources enough to compete efficiently.

What says the customer when a low-cost carrier offers flying on a brand-new plane
with large space and serves refreshments while giving the opportunity to watch live
TV? (e.g. How to get... 2004) What does he/she say when the traditional network car-
rier does not afford offering a meal during the flight anymore? These result as surprises,
but as very different kinds of surprises indeed. To promise slightly less than is offered
in reality makes one succeed (see e.g. Adcock 1980, 131). But, promising more than is
offered can result in a disappointment. 1n the worst case, this could lead to loosing one’s
customers. The popularity of the low-cost carriers has boosted the expansion of their
operations and given an opportunity to spread like a wildfire; the growth of LCCs does
not show any sign of slowing down (e.g. How to get... 2004). This situation, in which
airlines struggle for achieving competitive advantage, lies in the heart of thisresearch.

1.2 Theresearch problem

airline industry® has shown its dynamism. Action taken to struggle on territories
and counterattacks in the field, lending each others weapons, interest the author and
offer agreat area to study. Why? The reason is that the character of the competition has
evolved. Sudies on the intertwining business models and airlines positioning have not
widely been conducted. This is a problem as there is a lack of insight to the market
situation. Therefore it is difficult for an airline’ s strategic manager to see where to focus
its airline’ s business. This matter seen from another point of view, a customer faces a
challenge when choosing an airline which exactly answers his’her needs. The range of

Y Inthisresearch, airlineindustry and air travel industry are used interchangeably



choice is wide, offering different kinds of alternatives. For assessing these alternatives
in a consistent way, a clear picture of the situation has to be processed.

Research done until now in the field of airline positioning is valuable, although not
comprehensive. Most of it has been based on case research strategy using quantitative
data. Secondary data is also prominently present. One interesting research in this field
has been conducted by Kling and Smith (1995). It handles the recognition of different
strategic groups in the U.S. airline industry using quantitative secondary data with a
mapping technique. They have categorised, according to certain cost and quality crite-
ria, nine major U.S. airlines positions on a map. Another research, conducted ten years
later by Gursoy, Chen and Kim (2005), analyses the relative positioning of ten US air-
lines. The outcome is a graphical presentation of the airlines in regard to quality ratings
based on 15 attributes monthly published by the US Department of Trangportation’s Air
Travel Consumer Report. The research visualises the areas of those airlines that need
improvement in their positioning. Furthermore, it helps airline managers to find their
closest competitors. A third research introduces the concept of combining elements
from low cost and traditional carriers (see Huettinger 2006). The case consists of Air
Baltic and SAS in the Baltic Sea region. [Table 9 in Appendix || gathers a few research
conducted in the field of airline positioning.

Thus interesting research exist, but it is not enough up-to-date. This is partly due to
the rapid changes taking place in the industry. Moreover, much attention has been paid
to the US airline industry — and not to its European counterpart. As a consequence, the
turbulence of the airline industry should result in a productive and rewarding areato be
further studied. Research done until now needs updating as well as more insights into
the airline industry. This can be understood as a lack of research in the field, within
which this study attempts to make new findings.

1.3 The purpose of theresearch

Compared to previous studies on airlines and airline positioning, the character of this
research is fairly new due to the present situation that the competition imposes to air-
lines. The author emphasises that this research does not directly concentrate on two in-
tertwining models — LCCs and network carriers — but rather takes a broad perspective
for exploring airline positioning on the market. Actually no standard business model or
definition for an LCC exists (see Smyth — Pearce 2006, 13). Therefore no primary clas-
sification on business models is being suggested in this research, either. Thus this re-
search will base on atheoretical framework that providestools allowing arelatively free
analysis. The case airlines chosen with a specific set of criteria, their positioning will be
visualised. This will reveal whether the positioning types are as ssmple as presented in



the media— is the market really divided into two positioning strategies that may blur or
are there other ways of positioning, too. Consequently:

The purpose of the research is to develop an understanding on airline position-
ing on a specific market that could serve as a tool for airline strategists to
make decisions on competitive positions.

The sub objectives give support to an outcome that is in line with the purpose of the
research. Thusthey intend to:

Explore the characteristics of the airline industry for understanding the field in
which competition takes place.

Describe the main factors affecting airline positioning in the chosen market.
Visualise the positions of a set of airlines within a distinct market.

Underlying this research is the constant need of categorising events and phenomena.
Indeed, there is a distinction between different scheduled air transport services (Mergers
and alliances... 2004, 13): For example, low-cost carriers, regional carriers or “feeder”
flights, and “traditional” or “full service” carrier flights. These will shortly be presented
in section R.3. Nevertheless, the distinctions have been made by airlines themselves,
obviously being of strategic relevance for them. Still there is alack of a common under-
standing about what exactly is meant when talking about a specific kind of airline.
(Mergers and alliances... 2004, 13)

The first sub objective seeks to explore the characteristics of the air travel industry.
This acts as the first step towards acquiring background information for a holistic un-
derstanding of the major features shaping the industry. Consequently, it is easier to un-
derstand an airline’ s strategic choices.

The outcome of the first sub objective will be used as an underlying tool for keeping
the track in the analysis of the second one. The second sub objective will discuss the
forces and underlying factors at the level of an airline. Indeed, the forces and factors
that may be crucial for an airline can be of no importance to another one. In this re-
search, it is chosen to analyse five case airlines in order to get an understanding on in-
dustry forces from different point of views. It is logical that an airlin€ s competitive
position reveals the strengths it has been able to cultivate, and the side that it has been
striving to avoid. Thus it should be possible to mirror the competitive position to the
competitive forces crucial to an airline. In the view of keeping the research controllable,
too much of data would not be in accordance with the fact that achieving the interest of
consumers has to be based on simplified communication (see section @). Thus the sec-
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ond sub objective’s outcome is also achieved laying grounds on simplified communica
tion.

Realising the third sub objective is the one that should be seen as the most relevant
for comparing the airlines' choices on competitive postions at a glance. This is a de-
manding part, as discerning the crucial positioning data, opposing to factorsthat are not,
require from the author not to base on her understandings prior to this research. It has
been suggested in the literature (e.g. Hooley — Greenley 2005, 114) that exploring the
positions occupied within a market could gain further insights into positioning research.

As a conclusion, the three sub objectives would collectively form the grounds on
which to construct the realisation of this research’s outcome: To develop an under-
standing on airline positioning on a specific market that could serve as atool for airline
strategists to make decisions on competitive positions. Ideally, the visualisation could
be of great value to airlines which want to differentiate themselves from others. This
would be reasonable considering that long-term success of a company and its products
is based on a properly done positioning in the marketplace (e.g. Brooksbank 1994, 10).
Of course, this purpose does not exclude the possibility that a single consumer may also
use the outcome of this research for choosing his/her flight. To construct thisresearch in
regard to aconsumer is still not in the focus.

One challenge in regard to this research is keeping the guideline of not having any
prior definition on the characteristics that distinguish an airline from another. The base-
line is to analyse the airlines’ activities and then make conclusions about their competi-
tive position. Of course, there exist basic definitions that aid the author to distinguish
different traits that, crucial to positioning, should be taken into account.
presents the guidance used in this research. Competitive positioning is a key marketing
resource for generating sustainable competitive advantage (e.g. Hooley and Greenley
2005, 93). Therefore it is in the focus of all the theoretical background used in this re-
search.

1.4 Thestructure of theresearch

The research will proceed as follows: First, the theoretical background is presented. It
has been chosen to divide it into two distinct parts. Chapter E introduces theory on the
formation of the competitive environment at a general level. A general understanding on
industry characteristics is important when one has to understand the facts in regard to
which a company can position itself. One talks about a company’s competitive envi-
ronment. Distinguishing between industry and market, as well as defining an airline's
business, and finally arriving to a general view of the factors that shape the industry
create a bridge towards the concept of positioning. Chapter E thus handles positioning
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through the term itself, its communication and the concept of competitive advantage.
The activity-system map deepens the understanding on the parts from which positioning
is formed. Chapter B presents the construction of the research: the research method is
selected, as well as the case airlines. It is also precised how the data is collected and
analysed. Furthermore, the research is evaluated in regard to its trustworthiness. Last;
chapterﬁ presents the outcome of the research, in which the first sub objective will be
reached separately from the second and third one. After having analysed the results, the
conclusions will be presented in chapter E Lag, for condensing this study into a few
paragraphs, the summary is presented in the summary.

An operationalisation chart visualises the balance between the theoretical and em-
pirical part of this research. Operationalising will help the author to keep focus when
gathering the data, and to link the theory logically to the outcome of the research. Ac-
cordingly, then, the author would be able to convert the data collected to theoretical
concepts. (cf. Eskola — Suoranta 2003, 75 & 77) The basics in operationalisation have
been on operationalising through measurements. In qualitative research the “measure-
ment” is translated into concepts qualifying the phenomenon studied (Eskola— Suoranta
2003, 78). Thiswill be done in this research: an understanding on competitive positions
is achieved through airlines’ communications, thus concepts.

The purpose of this research is operationalised through its sub objectives. Theories
presented in chapters @ and § have been carefully chosen for introducing themes that
serve to reach the sub objectives and handle their implications. The operationalisation
chart serves as a frame to understand the logic behind the findings of the research that
will be presented in chapter [§.
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Table1 The operationalisation chart
PURPOSE OF THE  Sub objectives of the  Theoretical frame- Research outcome
RESEARCH research work

To develop an under-
standing on airline
positioning on a spe-
cific market that could
serve as atool for
airline strategists to
make decisions on
competitive positions.

1: To explore the
characteristics of the
airline industry for
understanding the
field in which compe-
tition takes place.

Definitions:
-Industry, section
-Market, section g
-Airline and its
product, section2.3

Porter’' s five forces
framework, section

Linking industry land-
scape to competitive
strategy, section[2.5

The relevant market,

section[4.2.

The case airlines, sec-

tion4.2.2

The air travel industry
environment, section

2: To describe the Competitive The main factors af-
main factors affecting advantage, section[3.3 fecting each case air-
airline positioning in lines' competitive
the chosen market. The concept of posi-  position, sections
tioning, Sectionb 5.2.1,5.2.3,5.2.3,
5.2.4 and[5.2.%

3: Tovisualisethe
positions of a set of
arlineswithin adis-
tinct market.

Communication of the
position, section 3.3

Activity-system map-
ping, section

The activity-system
maps of each case
airline, sections|5.2.1,

52.2,[6.2.3 b.2.4 and

0. 2.5
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2 THE COMPETITIVE ENVIRONMENT

Glossary of Industrial Organisation Economics and Competition Law provided by
the Organisation for Economic Co-operaion and Development® (Khemani — Shapiro
1993, 22) defines competition as a situation in a market in which several firms or sell-
ers strive to achieve their business objective, for example, market share or profits. These
firms act independently, and in this context they are rivals to each other. The rivalry
created by two or many firms appears in relation to price, quality, service or combina-
tions of these and other elements that are important to customers. This process named
competition forces firms to become more efficient and offer a variety of products and
services at alower price. Competition contributes to economic and social benefits, as it
acts as a power for innovation and through the development of trade and development
of tourism. (Khemani — Shapiro 1993, 23; The economic... 2005, 1)

This research concentrates on airline positioning. More precisely, this research
strives to an understanding on competitive strategy. Thus what affects its formulation
has to be understood, too. Competitive strategy is the search for a favourable competi-
tive position in an industry (see Porter 1985, 1). Positioning strategy formulation — in
other words competitive strategy formulation — requires an ability to understand the
marketplace (Brooksbank 1994, 10). Therefore, first theory on competitive environment
will be handled. To get an understanding on the underlying factors that affect an air-
line's choices for acquiring competitive advantage, competition and concepts related,
such as industry, will be presented. The core of this chapter is Porter’ s five forces model
that will provide insight to the factors taken into account in this research. The author
will also take into consideration insight provided by articles that enlighten the basic
theories. The theoretical framework aims thus at building a body on which to lay a clear
research outcome. Only after having handled theories related to competitive environ-
ment, competing in that environment will be presented in chapter E

2.1 Industry definition

Anindustry is agroup of firms which produce productsthat are closely substitutable for
each other (Porter 1980, 5). Elaborating this definition, there are existing as well as po-
tential items within an industry, in addition to complementary services such as repair.
There are also existing as well as potential buyers in an industry. Firms provide the link
between products and buyers. (Porter 1985, 233)

It is a matter of degree how to draw industry boundaries. Therefore an industry
should be understood through the segments that have very strong interrelationships.

1 OECD
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(Porter 1985, 272) Industry segmentation would therefore provide an accurate definition
of an industry when one goal is to understand positioning which is closely related to
competitive strategy formulation. Products and/or buyers within an industry till differ
in ways that firms have to choose which kind of buyers match their products or services,
so that competitive advantage is gained by supplying the “right” buyers. Industry seg-
ments are formed based on the characteristics of an industry’'s products and buyers,
regardless of firms existing strategies. (Porter 1985, 234)

In this research, the airline industry is comprised of passenger air transportation.
Talking about air travel industry will therefore be understood as an industry in which
the core products are flights from point A to point B, and buyers are private persons
wanting to travel from point A to point B. Data used for reaching the research objec-
tives has been retrieved from sources that have this underlying understanding on the
definition of airline industry.

Still, the definition of an industry is not the same as the definition of where the firm
wants to compete, that is, defining its business (Porter 1980, 32). Thus the air travel
industry is a vast definition and it is not self-evident that an airline competes in this en-
tire, broadly defined industry. Clarification is provided through the concept of market.

2.2 Market definition

@deﬁne the market in which competition takes place is the starting point for a compe-
tition analysis® (Khemani — Shapiro 1993, 54). Defining the relevant market serves to
identify and define the framework of competition between firms (Commission notice...
1997). The relevance of a market is understood by a firm's business — its business, as
noted in the section pbove. Furthermore, understanding the marketplace is the basis for
formulating a competitive strategy, striving to afavourable competitive position.
Obviously it would be out of reach of the author to analyse the whole airline indus-

try. Therefore it is crucial to define the market in this research. The glossary provided
by the OECD proposes dimensions that are in line with the market definition of the
European Commission (see Commission notice... 1997). As the definition of a market
is a commonly shared view, it is used in this research, too. The market is basically de-
fined through two dimensions:

The product market; and

The geographic market.

! Competition analysis is in this research the synonym of competitive analysis, or structural analysis
discussed later in this chapter. They al define an airling's competitive field. Different authors use these
words when writing about the same matter.
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One must consider both demand and supply whilst defining a market. From the
buyer’s point of view (demand) the products that can be substitutable are taken into
account, whereas from the seller side (supply) those who can substitute or easily switch
production to substitutes must be included in the defined market. (Khemani — Shapiro
1993, 54) This has already been noted earlier. Whether travelling by plane is substitut-
able with other transport modes — i.e. rail, road, and water — depends on factors such as
the type of passengers, their needs, the distance of the journey, the relative travel time,
and the cost of the journey. Especially the distinction between time-sensitive and non
time-sensitive passengers is of importance when assessing substitutability. ﬂM ergersand
alliances... 2004, 11) Basing his definition on several sources', Adcock (2000, 72) out-
lines a market as all potential customers who have a common need.

It is aso crucial not to narrow the market too much due to the risk of excluding im-
portant competition outside the analysis (Khemani — Shapiro 1993, 54; Adcock 2000,
38). But, one should keep in mind that too vast a market definition leads to a distorted
image of the degree of competition, market share and concentration measures. The lo-
cation of demand and supply determines whether the market is local, regional, national
or international. (Khemani — Shapiro 1993, 55)

2.3 Definition of an airline’s product

From now on, the term product will be used for encompassing both services and prod-
ucts, because both apply to an output of an industry and have therefore an equivalent
meaning in structural industry analysis (see Porter 1980, 5). Structural industry analysis
will be used in this research as a tool for understanding the field of competition. Com-
petition, as already noted, is a phenomenon stemming from several firms striving to
acquire competitive advantage. Competitive advantage in turn is based on positioning.

The basic product of an airline is scheduled air transport services between a point of
origin and a point of destination, hence called O&D (Mergers and alliances... 2004, 5).
Even though this could include also cargo flights, this research focuses only on passen-
ger carriers. Traditionally, an airline has provided services during the flight, such as
catering and tax free sales, as well as ground services and lounges (e.g. Jarach 2004,
26). Thisis not anymore self-evident, and new forms of competing have emerged to the
markets, as already presented in the introduction. These answers to a fiercer environ-
ment will be next under scrutiny.

! See Ansoff, H. Igor (1965) Corporate Strategy, McGraw-Hill, New York; Hame, Gary — Prahalad C K.
(1994) Competing for the Future, Harvard Business School Press, Boston, MA; Levitt, Théodore (1960)
Marketing Myopia, Harvard Busness Review, July/Aug., pp.45-56.
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Airlines make different decisions on how to position on the market. It is commonly
understood that the “basic” airline is the so-called flag carrier. These conserve a signifi-
cant monopolistic status in their served markets, as these markets are till tightly regu-
lated. From these, national carriers have developed, as flag carriers have been forced to
redesign their strategies for being more competitive in a deregulated environment
(Jarach 2005, 14-16). The Finnish airline Finnair was a flag carrier, but as the environ-
ment became more volatile, it had to enhance its strategy and fits now to the definition
of anational carrier. [Other]airlines that fit to the categories of national and flag carriers
— and that typically operate “hub& spoke’ ! systems with an aim to international market
coverage — are for instance Air France, British Airways and Alitalia. (Jarach 2005, 16)

Regional carriers are generally small-to-medium operaors in relation to national
carriers present in the same environment (Jarach 2005, 16). They focus their operations
on a particular airport or a region, mostly using smaller aircrafts or turbo-propeller en-
gines (Mergers and alliances... 2004, 14). They also have some competitive advantage
in accordance to relatively low operational costs semming from lower salary policies
(Jarach 2005, 16). Regional carriers provide point-to-point services for local communi-
ties. In this field, they also provide hub-feeder —services. (Jarach 2005, 16) This cate-
gory under the group of regional carriersis called feeder carriers, whose flights are part
of an indirect flight. A feeder carrier isin co-operation with a national airline that serves
a hub, and it operates on flights within a hub& spoke system (Mergers and alliances...
2004, 14)

Low-cost carriers are characterised by their cost structure and “no-frills” —type of
service, as well as pricing policy, tickets type (e.g. restrictions), aircrafts used, destina-
tions and airports used (Mergers and alliances... 2004, 13-14). They cut extra-service
and place a major emphasis on cost savings. The customer sees this in very cheap and
aggressive tariff packages. For example, Southwest Airlines in the US and its copy Ry-
anair in Europe are good examples of the operating mode of an LCC. (Jarach 2005, 16)
The most dynamic market for LCCsis Asia (Jarach 2005, 17). Even though Asia could
be a very interesting area to study, the focus of this research will be drawn on Europe.
The grounds on that decision will be introduced in section . The picture given
above on the LCC business model is a much generalised one, because even within the
L CCsdifferent market positioning is found (Jarach 2005, 17).

A subcategory of LCCs is the category of low-cost subsidiaries of flag and national
carriers, which have not proven to consistently contribute to good results (Forsyth —
Gillen —Mayer — Niemeier 2005, xiv; Jarach 2005, 18).

Last, charter airlines direct customers, and generally their main shareholder, are
tour operators. This is a B2B relationship, and the operations are generally located to
sunny destinations where demand for holiday package is highest. (Jarach 2005, 18)

! That is, between smaller airports and the hub airport. (Mergers and alliances... 2004, 14)
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These are the basic distinctions between the different modes of operations in the pas-
senger air transports. Of interest is the general categorisation of traditional and low cost
carriers in [Appendix 1] These are not presented in the text due to the fact that it is
striven not to make too much of primary categorisation. Contributing to this decision is,
amongst others, the fact that actually no standard business model or definition for an
LCC exists. The term includes a variety of airlines with major differences in the type of
routes and the level of passenger service offered (see Smyth — Pearce 2006, 13). Nev-
ertheless, these basic assumptions on airlines orientations show the vast pallet along
which an airline may even further differentiate itself from its competitors.

2.4 Thelink between industry structure and competitive strategy

Understanding the current situation airlines face requires a processing of a substantial
amount of information. Structural industry analysis will be the theory on which to base
the first sub objective: to “ explore the characteristics of the airline industry for under-
standing the field in which competition takes place’ . It frames the whole industry into
distinct forces, making it easier diagnosing industry competition (see Porter 1980, 5).
This is a demanding part to carry through, but will be rewarding as an understanding
will be acquired on the field in which airlines compete.

Industry structure has a heavy impact on determining the rules between firms on how
to operate in the industry; it influences the strategies potentially available to the firm.
The core of the firm's environment is the industry in which it competes. The broader
environment, in which e.g. economic forces such as state policies are categorised, does
not belong to afirm's key environment as it comes from outside the industry and influ-
ences equally all the firms within the industry (Porter 1980, 3). It is questionable
whether Porter would apply the same thinking to an international environment (see sec-
tion ). Until recent years, state policies did not have the same impact on every air-
line in the industry. Now, competitive authorities’ actions and the advent of new agree-
ments, as well as the erasure of other ones, have strongly affected the industry — and not
in the same manner in regard to airlines with different preferential starting points. The
pallet of choice for operating has changed in different increments for different airlines.

To identify the key structural features of the air travel industry that determine the
strength of each competitive forces presented below is important for reaching this re-
search’ s first sub objective. By deducing from these key structural features the strongest
forces will serve as one tool for reaching the second sub objective; they are crucial in a
firm’'s strategy formulation (see Porter 1980, 6). Sructural analysis is the key for for-
mulating a competitive strategy. In turn, competitive strategy’ s goal isto find a position
in the industry. The ideal position is the one in which a firm can best defend itself
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against the competitive forces. (Porter 1980, 4-5) Consequently, the strongest forces
will be first assessed in a general manner, concerning the air travel industry as a whole.
Then, strongest forces in regard to each case airline will be unveiled by scrutinising
each case airline's competitive position, because competitive position has been formu-
lated against the strongest competitive forces. Thus the first and the third sub objectives
form a building block with two different points of view for reaching the second sub ob-
jective.

The five competitive forces — entry, threat of substitution, bargaining power of buy-
ers, bargaining power of suppliers, and rivalry among current competitors — are pre-

sented in the figure pelow):

Potential
entrants

Threat of New
Entrants

A4

Bargaining Power Industry  |Bargaining Power
of Suppliers Competitors of Buyers

Suppliers > U

Rivalry among
existing firms
A

A

Buyers

Threat of Substitutes
Productsor Service

Substitutes

Figure 2 Forces driving industry competition (Porter 1980, 4)

In this research, much have been and will be said about short-run factors, as Porter
(1980, 6) callsthem meaning e.g. economic fluctuations, or material shortages. Material
shortages could here be a delay in the delivering of new aircraft. Porter (1980, 6) argues
that these have only a momentary impact on business. This has been shown as the re-
vival of the air travel industry after major shocks, presented in the introduction. The
deregulation of the industry has a long-term impact on airlines’ operations and is there-
fore part of structural industry analysis. Analysis of industry structure reveals the basic
and underlying characteristics of an industry that shape the environment in which com-
petitive strategy has to be set (Porter 1980, 6). The strongest forces shape the industry,
and thus especially they are crucial for competitive strategy formulation. Consequently,
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not al the factors behind these forces that potentially affect industry competition need
to be taken into account when making a structurd analysis (Porter 1980, 33), as all of
them do not affect a firm’s business. Each force is next handled.

Threat of entry. What an incumbent may fear are the new entrants that bring new
capacity, the desire to gain market share and, often, a great amount of resources to an
industry. As a result, incumbents costs can rise because they have to defend them-
selves, or they may be obliged to decrease prices. The level of threat a possible entrant
imposes depends on the barriers to entry and the reaction from existing competitors. In
acase where barriers to entry are high and/or the incumbents strongly react, the threat of
entry islow. (Porter 1980, 7) It is crucial to understand that barriers are constructed high
for a purpose. Barriers to entry have six major sources. economies of scale, product
differentiation, capital requirements, switching costs, access to distribution channels
and government policy (Porter 1980, 7).

, economies of scale® hinder entry by forcing a newcomer to enter the industry at
large scale, thus risking strong reaction from existing firms. Alternatively, it may
choose to come in at a small scale, but then accept a cost disadvantage. Both of these
options are undesirable. (Porter 1980, 7) What could be of interest to the air travel in-
dustry, in the course of this research one should pay attention to economies of scale that
can e.g. stem from purchasing, marketing, service network, distribution and sales force
utilisation, when the scale economies stem from joint costs between two or more opera-
tions within a firm (cf. Porter 1980, 7-8). They are acquired when there is a possibility
to share costs or intangible assets (Porter 1980, 8-9).

Second, entry barriers can stem from established firms' product differentiation. The
firms already have an advantage that stems from e.g. past advertising or customer
service, thus generally having a superior basis for brand? identification and an already
existing loyal customer base. As an outcome, differentiation creates such a barrier to
entry that it forces entrants to spend heavily to gain existing customer loyalties. (Porter
1980, 9) Referring to the common distinction between LCCs and traditional, full service
carriers, indeed product differentiation is said to diminish when the business becomes
mature and the growth rates change (Porter 1998, 36). Will it be found that the airline
industry’s products will become less distinguishable? As industry growth has an effect
on this, the maturity of the air travel industry will be explored under the force of inten-
sity of rivalry.

Third, capital requirements in entering an industry may form a barrier to entry, if
there is a need to invest large financial resources in order to compete. If the entrance is

! Economies of scale = as the absolute volume per period increases, the unit costs of a product (or
operation/function directly related to a product’s production) decline (Porter 1980, 7) Economies of scale
exist when the average production costs decline with the number of units produced (Competitive Airlines
2002, 41).

2 Brand refers to a name, symbol, term, or design or a combination of these, all intended to identify or
differentiate a company’ s products or services. (Malver 1998, 199)
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risky, asin the possible case of unrecoverable advance advertising costs, the barrier may
be considered too high to surmount. (Porter 1980, 9) It is clear that capital requirements
for entering the air travel industry are high, as for operating as an airline, one needs to
invest in aircraft, among others.

Fourth, from the view of a buyer, switching costs may occur when changing from
one supplier’s product to another’s. Switching costs can also be e.g. employee retaining
costs and psychic costs. (Porter 1980, 9-10) In a Situation where switching costs are
high, new entrants must offer superior performance or offer a major improvement in
cost (Porter 1980, 10).

Fifth, access to distribution channels is a challenge to new entrants as they have to
persuade the channels to accept its product through price breaks, for instance, which
reduce profits (Porter 1980, 10).

Sixth and last, government policy may form an entry barrier, when it limits entry into
industries by controlling licensing requirements or regulates access to raw materials
(Porter 1980, 13). As already discussed, there has been strong action from the competi-
tive authorities against barriersto entry.

I ntensity of rivalry among existing competitors. Rivalry occurs because one or more
competitors either feel the pressure or see the opportunity to get a better position. Thus
the core of rivalry, that is, positioning, can be distinguished through the use of tactics
such as price competition, advertising battles or better customer service. One's moves
affect others' competitiveness and profitability. Thus firms in an industry are mutually
dependent. (Porter 1980, 17) This appearance of rivalry goes hand in hand with Khe-
mani and Shapiro’s definition, on page 8.

The urge to strive for a good position, that is, the urge for competitive advantage,
stems from several structural facts. For example, the number of firms that are present in
that industry, or the balance between competitors in regard to size and/or resources cre-
ate turbulence in competition, that is intensity in rivalry. Slow industry growth, in turn,
contributes to competition in regard to market share. (Porter 1980, 18) In a mature stage
of an industry, companies incline towards vertical integration (backward or forward).
For clarification, backward integration refers to the extent of control of the supply of
raw materials, whereas forward integration, to the control of distribution channels. A
firm with strong integration is in a better position than its rivals in a market where sup-
plier and buyer power is high. (Hooley — Saunders 1998, 199). These trends can affect
the sources of competition. (Porter 1998, 36)

High fixed or storage cods also create strong pressures for firms. (Porter 1980, 18)
What comes to product differentiation, the more products are differentiated, the more
isolated the firms are from direct competition; buyers have preferences and stay more
easily loyal to the seller. In the case of lack of differentiation, for ex. when a service is
perceived as a commodity, switching to another seller isrelatively easy. The customers’
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purchasing decisions are mainly based on price and service — and not on quality. (Porter
1980, 19) Thisform of competition is extremely volatile (Porter 1980, 19). The nature of
the functioning of an industry’s firms determines also the nature of rivalry, for example
in relation to economies of scale dictating the augmentation of capacity in large incre-
ments. When one airline adds capacity in its operations, it can result as overcapacity and
price-cutting in the industry. (see Porter 1980, 19) Also the diversity between competi-
tors strategies, origins and functioning restrains others to compare their own processes
to their competitors'. (Porter 1980, 19) When a bigger group of firms have a high stake
in that particular industry, competition is naturally fierce. The stake is high when the
operations in that particular industry contribute substantially to the overall profitability
of that company. If exit barriers are high, firms are forced to keep competing in the in-
dustry they operate. Exit barriers are economic, strategic and emotional factorsthat keep
firms competing in the business even though it is not profitable. When exit barriers are
high, excess capacity is stuck in the industry. (Porter 1980, 20) This may indeed be the
case within the air travel industry, as even companies that are unprofitable cannot leave
the game. [A Jnumber of bankruptcies have thus taken place.

Pressure from substitute products. Substitute products are those that deliver the
same function as the industry’s product. If they deliver more attractive price-perform-
ance than the industry’s products, they represent a serious challenge in regard to the
price level within the industry. (Porter 1980, 23) Rail transportation as well as maritime
transportation may challenge the air travel industry in certain routes. example, Eu-
rostar offers transportation that takes no longer than flights from Paris to London?, thus
possibly challenging airlines proposing flights between the same two cities.

Bargaining power of buyers. The buyers are hard challengers in an industry. They
force prices down, they ask for higher service quality, they make competitors compete.
According to Porter (1980, 26), a buyer group is powerful when: (1) It is concentrated
or purchases large volumes relative to seller sales, (2) The product it purchases from the
industry represent a significant amount of the buyer’s costs or purchases, thus purchas-
ing selectively as the buyer is price sensitive, (3) The products buyers buy are highly
standardised (alternatives easily found) (4) It faces few switching costs, (5) It earns low
profits, therefore creating incentives to lower purchasing costs, (6) Buyers pose a credi-
ble threat of backward integration, (7) The industry’s product does not have any effect
on the quality of the buyer’s product or services, and (8) The buyer has complete infor-
mation, thus always aware of better deals. As this research focuses on airlines that stand
in relation to their competitors and consumers, that is, those who buy and generally also
take the flight, the above points have to be understood in relation to a consumer’s mind.

' The timdine of airline bankruptcies illustrates this phenomenon concretdy: see
http://en.wikipediaorg/wiki/Timeline_of_airline_bankruptcies.
2 See Eurostar web page: www.eurostar.com.
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They are, for example, price sensitive when it comes to purchasing undifferentiated
products, expensive in relation to their incomes, or purchasing products that are not of
particular importance to them (Porter 1980, 26).

Bargaining power of suppliers. Suppliers can challenge an industry’s parties by
threatening them by an increase in prices or decrease in the quality of goods they sup-
ply. As aresult, suppliers can pose a challenge for other parties cost structures. (Porter
1980, 27) A supplier group is powerful when: (1) The group is more concentrated than
the industry it sells to, thus being able to influence in prices, quality, and terms, (2) The
industry cannot get the product elsewhere than from the supplier group, (3) The industry
is not an important customer of the supplier group, (4) The supplier’s product is crucial
to the buyer’s business especially when the product (service) is not storable, (5) The
supplier group’s product has built-in switching cogs, or is differentiated, thus dimin-
ishing the amount of alternative products, and (6) The supplier group poses a credible
threat of forward integration. Porter notes that labour is also a supplier. The bargaining
power of suppliersis often out of control of afirm, but firms can counteract by seeking
to eliminate e.g. switching costs by changing their strategy and needs (Porter 1980, 28).

does not introduce the government as a force to industry competition.
Nevertheles, competitive authorities, such as the Nordic competitive authorities, have
contributed to always strive closer to a liberalised air travel industry®. This has had an
impact on lowering entry barriers that have been prominently present during a long
time. Have theses actions been taken either on economic or political circumstances (see
Porter 1980, 28); in either way the contribution has had such effects that governments
are approaching their goal. As the government affects the industry, it is crucial to take it
into consideration in this research, through its effect on the five competitive forces (see
Porter 1980, 29).

The structure of the industry is matched by the company’ s strengths and weaknesses
to it (Porter 1980, 29). The goal isto find a position where the forces are the weakest, or
where the company has enough resources to answer to forces that are strong. Knowing
the company’s capabilities and the causes of the competitive forces will bring out the
areas where the company should confront the competition and where it should not
(Porter 1980, 30). Formulating a position therefore requires acquiring an understanding
on the strengths, weaknesses, opportunities and threats for the company in question (see
Brooksbank 1994, 11). Knowing them in this research is not central as focus is on the
competitive position — not on the stepstaken to formulate it. The result is seen in the use
of an airline's capabilities for creating a competitive position. Nevertheless, clarifying a
competitive position’s background, a strength is aresource or capacity that the company
can use to achieve its objectives (Rowe et al. 1994, 199). In turn, a weaknessis a limi-
tation that inhibits a company to achieve its objectives. An opportunity is any situation

! see e.g. Competitive Airlines 2002
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in the company’ s environment. (Rowe et al. 1994, 199) An example could be deregula-
tion offering the access to new routes. By contrast, athreat is any unfavourable situation
in the company’ s environment (Rowe et al. 1994, 199). The deregulation has obviously
posed threats to airlines already established on aroute. Finally, the second sub objective
— describe the main factors affecting airline positioning in the chosen market — will be
handled through airlines competitive positions that have been formed leaning on their
strengths and weaknesses.

Coming back to this section’s promise to link industry structure to the competitive
strategy of a firm, or vice versa, is now established. One has seen that a competitive
strategy’s goal is to create a defendable position against the five competitive forces.
This necessitates recognising strengths and weaknesses, and consequently in this frame
(1) positioning so that the competitive position forms a defence against the five forces,
(2) repositioning by influencing the balance of forces through strategic move, and (3)
anticipation (see Porter 1980, 29-30). In thisresearch, each of these three ways of func-
tioning is gathered under the concept of positioning, which will be handled in chapter E

The five forces framework, when applied to the air travel industry, will serve as a
tool for assessing the underlying causes behind the competitive forces that are important
in regard to each case airline. It is important to note, as discussed in the sections han-
dling industry and market definition, that it is the market in which a firm focuses its
business, not inthe whole industry. Therefore the market will be scrupulously framed in
chapter |_Z, As aresult, not al the factors presented above strongly impact the air travel
industry. The crucial factors will be kept in mind when answering the second sub ob-
jective in section @ in the light of each case airline — maybe the crucial factors do not
have as big a role for each airline’s strategies. It is also understood that an industry’s
central factors will not possibly be exactly the same in every airlines case. By merely
exploring the airline industry, a comprehensive industry analysis will not take place as
this is not the main focus of this study — the attention is drawn to a comprehensive un-
derstanding of the industry.

2.5 Industry landscape as an insight to position

Before moving ahead to chapter B dedicated for positioning, the author suggests to
smoothly land through industry landscape. This insight gives an idea of the difficulties
in making an offering that perfectly matches the customers requirements. The airline
industry is in a big process of change, in which airlines search for ways to differ from
competitors and at the same time to satisfy customers.

The identification of competitors' positions serves as a basis for deciding on the po-
sition of the company. The competitors of a company are those who operate in a spe-
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cific market segment that a company, too, targets. (Kotler 1983, 233-234) The funda-
mental decision — which market segment to target — is followed by a decision on the
company’s positioning strategy, that is, where to position itself in that target market
segment. Only after having decided on the positioning strategy, a suitable marketing
mix should be developed (Kotler 1983, 234) Theory on marketing mix will not be pre-
sented in this research — the centre of attention is the reflection of the positioning strat-
egy — thus understanding positioning.

We have seen that industry has a clear effect on positioning: the competitive forces
shape a company’s competitive environment according to which it has to create its
competitive strategy. understanding on strategic position' may be examined through
industry landscape. By visualising the industry, it is easier for an outsider to understand
where a strategic position of a firm emerges from. An industry may be defined as a
landscape of related markets that are isolated from each other by blockages in the ter-
rain (Mintzberg 1996, 76). These blockages are commonly known as barriers to entry
(Mintzberg 1996, 76). Those companies that have similar strategies form a strategic
group (Porter 1980, 129). example, traditional carriers targeting a large consumer
base form a strategic group, in contrast to airlines targeting a specific customer group,
such as smokers with a taste for luxury?. Strategic groups are separated by mobility
barriers (Mintzberg 1996, 76). This means that moving from one strategic group to an-
other may be difficult and demanding. (Mintzberg 1996, 76) In the following figure,
higher barriers separate the industry from others, and lower ones distinguish strategic
groups:

Entry barrier Mobility barriers Entry barrier

g Q/ \

< : »‘ < > ‘ < >
<Strateglc group 1 2 3

Industry

Figure 3 Industry landscape (Mintzberg 1987, 76)

The "rocks’ in the landscape illustrate companies offerings (products or services).
Whether they fit the landscape or are not entirely compatible defines the nature of the

! Mintzberg uses the concept of strategic position. Due to the meaning Mintzberg gives to strategic
position, it is seen to match the concept of Porter's competitive position. Generally positioning has aways
a strategic posture againg competition; when referring to Mintzberg's theory, strategic and competitive
position are used interchangeably in this research,. Nevertheless, note that Rumelt distinguishes between
strategic and competitive positioning. Their basic meaning is the same, but the focusis different.

% See: Smintair — about us
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implemented strategy and its vulnerability or strength. Markets have their needs and
wants, and it isthe precision of the fit — or the strategic position in other words — that is
a crucial consideration for lucrative operations in the market. (Mintzberg 1996, 76—77)
The fit locks out potential imitators with carefully designed activities that reinforce one
another (Porter 1996, 70). Therefore, the better the fit is, the stronger the position. Stra-
tegic position is the central concept of strategic management (Mintzberg 1996, 76-77).
Also Hooley and Greenley (2005, 93) agree that competitive position is central to mar-
ket-focused management. Competitive position comprises the choice of target market
the firm wants to operate in as well as how the firm intends to compete in that target
market.

Thus, a business' strategic positioning can be seen as adapting to its environment,
and competing with those firms who also try to adapt. (see Mintzberg 1996, 80-82;
Rumelt 1998, 94). Adapting is the basic mission of a business and conducting an analy-
Sis on strategic position is generally done by looking at the evolution of economic and
social conditions over time. In the other hand, competing can be seen in relation to
competitive position. (Rumelt 1998, 94) As an interesting point to this research, Rumelt
(1998, 94) argues that analysis of competitive position typically focuses on the differ-
ences between firms at a given time. Thus, Rumelt differentiates between strategic po-
sitioning by referring to adapting to the environment, and competitive positioning by
referring to competitive strategy thus allowing to a firm the possibility of being the first
mover and not only the one which adapts. Competitive positioning refers to performing
different activities than rivals do, or performing similar activities differently from rivals
ways of performing them. (Porter 1996, 61)

Rumelt confirms that adapting to environment is a basic, generic aspect of strategy.
In turn, the focus in competing with other firms leans on a competitive strategy.
introduces the differences between these strategies.

Table2 Generic versus competitive strategy (Rumelt 1998, 94)
Generic Srategy Competitive Strategy
Valuelssue Socid Vdue Corporate Vdue
Value Constraint Customer Vaue>Cost Price>Cost
Success|Indicator Sdes Growth Increased Corporate Growth
Bagc Strategic Task Adapting to Change Innovating, Impeding,

Imitation, Deterring Rivals
How Strategy is Expressed Product Market Definition Advantage, Position and

Palicies Supporting Them
Basc Approachto Analyss ~ Study of an Industry over Time  Comparison across Rivals

Now, afirm's goal isto achieve competitive advantage for creating a favourable po-
sition. Adaptation is only one characteristic of positioning, as being the pioneer for
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change may also be a possibility in positioning. As an aspect of generic strategy, the key
for analysing adaptation is first acquiring an understanding of basic economic grounds
that support and define the business (Rumelt 1998, 95). Only after having reached this
understanding, it is possible to study the consequences of trends and changes that are
crucial to the business (Rumelt 1998, 95). Nevertheless, a longitudinal industry analysis
is not the main goal of this research. This iswhy a closer look has been taken on com-
petitive position.

The table shows that competitive strategy may be expressed through position.
Mintzberg's (see 1996, 28) definition of strategy as a position only strengthens the
choice that this research will be conducted through the concepts within competitive
strategy. As mentioned earlier, competitive positioning is closely linked to competitive
strategy formulation, and consequently to competitive advantage. The table confirms the
view of the author that analysis on positioning should be conducted at one point of time.
In practice, this is possible by choosing e.g. a specific financial year to be under scru-
tiny. The author has chosen not to carry out this research purely as a comparison
across rivals, but by gathering data that is comparable from one case to another. This
fillsthe criteria of comparability across competitors —and competitiveness.

Now, this research leans explicitly on the concept of competitive strategy. Chapter E
focuses on developing this concept to an understanding on competitive positioning — the
central theme of thisresearch.
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3 COMPETING WITH COMMUNICATING

Asit has been presented in the preceding chapter, understanding the industry isthe basis
for competitive strategy formulation. In turn, the core of competitive strategy formula-
tion is positioning. Thus, the role of positioning has been made very clear. It isacrucial
element for a company to acquire competitive advantage. Indeed, when a company aims
at competing efficiently in the long-term, positioning its products and services in the
marketplace is crucial. Several authors share this view (see e.g. Brooksbank 1994, 10;
Hooley — Greenley 2005, 93). First, a discussion on competitive advantage is presented
because it is the thing that a company wants to acquire. Then, the core terms of this re-
search, positioning and competitive positioning, will be discussed in section @ Fi-
nally, sections3.3 and [3.4 will elucidate how the second and third sub objectives will be
reached.

3.1 Competitive advantage

Unlike generic strategy that focuses on firms' common missions, competitive strategy
focuses on firms' differences (Rumelt 1998, 95). Only when an offering to a customer
gives something of value that is unique and not available from other sources, competi-
tive advantage is created (Adcock 2000, 133).

The line between competitive advantage and competitive position isdifficult to draw,
asthey are closely linked to one another. Iiterature does not help in thistask, asthe
distinct roles of cause and effect are not consistently explained; competitive advantage
and competitive position are often used interchangeably™. though Porter later does
not distinguish clearly the term competitive advantage from competitive position?, he
argues in his earlier work that competitive advantage stems from the choice of competi-
tive strategy (Porter 1985, 1). Competitive strategy formulation is related to two under-
lying questions: industry attractiveness along with the factors that determine it, and the
relative factors behind the company’s competitive position within that industry (see
Porter 1985, 4 & 11). In turn, competitive position — the fit to the industry landscape —
creates the competitive advantage (Porter 1996, 70) as it isthe core of competitive strat-
egy. Competitive position is thus formulated in order to atract the target customers. In
regard to this research’s purposes, the author thus defines competitive advantage as the
result of a successful competitive strategy: the success is achieved thanks to a clear po-
sition

! Seee.g. Rumelt (1998) used in this research.
2 See Porter (1996)
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Competitive advantage is what the company wants to acquire — the competitive posi-
tion is the facade of the company that the public sees. It is the face that the author of this
research also perceives, as she has no access to airlines internal documents.
illustrates the sequence in achieving competitive advantage. First an understanding on
industry structure (see section @) for being able to formulate a competitive strategy is
needed. Then, positioning, being the core of competitive strategy and formulated ac-
cording to a firm's strengths and weaknesses, is the prerequisite for achieving competi-
tive advantage.

5 Forces Competitive strategy
FI — s
i Positionina
F F_H &
_'.
E W

ADVANTAGE

Figure4 The link between industry structure, competitive strategy and competitive
advantage

It is understandable that competitive position is easily used as the synonym to com-
petitive advantage, because when a company has already established its operationsto a
specific industry that it considers attractive, only the choice on competitive strategy —
and position — remains as the root for competitive advantage. For a company, acquiring
sustainable competitive advantage means having a competitive edge in regard to its
competitors, by tuning its activities and offerings to the requirements of the chosen
segment(s) (Hooley — Saunders 1993, 237). Porter (1985, 11) has introduced that there
are two generic types of competitive advantage: cost leadership and differentiation.
These are further specified in accordance to the scope of activities. As a result, com-
petitive advantage can be divided into the following types: cost leadership and cost fo-
cus, as well as differentiation and differentiation focus. (Porter 1985, 11) Nevertheless,
cost leadership does not give customers any reason to buy from the supplier, as it is
merely an internally focused competitive advantage. It is nonetheless crucial to under-
stand the role of cost efficiency in competition: it is critical for an airline's ability to
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compete and survive. This should not be the only goal for an airline to achieve, as many
competitive advantages stem from an efficiently delivered, higher product quality net-
work model. (Smyth — Pearce 2006, 44-45) In turn, differentiation is the market-based
strategy that stems from giving the customer greater value. (Hooley — Saunders 1993,
237) Therefore differentiation is seen as the root to a competitive position. Once the
offer has been differentiated according to customers preferences, only then attention is
drawn to offering it as economically as possible (Hooley — Saunders 1993, 238).

Rumelt (1998, 95) argues that competitive advantage emerges through three alterna-
tive roots: (1) Superior skills (2) superior resources, or (3) superior position. He consid-
ersthat a company has already chosen its industry and the competitive advantage can be
created only through a company’ s own operations. Of course, these operations are made
with a focus on competitors. Superior skills are the kind of advantage that is based on
“tacit knowledge”; on a company’s own history of learning-by-doing, consequently on
skills embedded in its people’s minds (Rumelt 1998, 95). As this kind of knowledge is
hard to articulate, thiskind of advantage cannot be sold to competitors. Second, superior
resources refer to assets like patents or good relationships between a firm and its suppli-
ers. These are built over time with the aid of superior skills, or are acquired by being the
first mover — or by luck. (Rumelt 1998, 95) In principle, as good relationship with sup-
pliers may contribute to making the supply chain as cost effective as possible, the low
cost strategy of an airline is possible to realise. What comes to the much-spoken price
war in the airline industry, many strategies are cost-based (Lawton 1999, 578). Lawton
also stresses that cost-base is only a means of achieving a wished output, and is not as
such a competitive advantage. To glue this view to Rumelt’s, a cost-based strategy can
be seen as a superior resources root to competitive advantage, as it releases extra re-
sources to alternative ends. Consequently, these extra resources can be used for creating
something unique and inimitable. Superior resources may thus lead to superior position
— the third root for competitive advantage. Superior position can be gained by anticipa-
tion, superior skills and/or resources, or just luck. Rumelt translates differentiation into
superior position — the possibilities to differentiation become even greater when the
operations are economically designed for having extra resources in use. Thus, achieving
a superior position generally has to be based on the first two roots.

As a conclusion, sustainable competitive advantage helps the company to achieve its
strategic goal (Rowe, Mason, Dickel, Mann & Mockler 1994, 233) — through position-
ing. The next section will clarify the concept of positioning, crucial for acquiring com-
petitive advantage.



30
3.2 Positioning

Philip Kotler (1983, 43) puts it, market positioning’ means arranging for a com-
pany’s offer a clear, distinctive, and desirable place in the market and in the minds of
target customers. Mintzberg](1987, 11) argues that one definition of strategy” is posi-
tion. Strategy as position fits the company’s internal and external contexts together; it is
the place in the environment where the company concentrates its resources (Mintzberg
1987, 15). In other words, strategy as position provides a bridge between a company
and itstarget cusomers, describing to them in which way the company is different from
the present or potential competitors (Hooley — Saunders 1993, 169). Therefore strategic
positioning has its core in choosing activities different from rivals'. is the creation of
aunique and valuable position, involving a different set of activities (Porter 1996, 67)°.
A very clear description of a firm'’s position is presented by Rumelt (1998, 96):

A firm's position consists of the products or services it provides, the

market segments it sellsto and the degree to which it isisolated from di-

rect competition.

This definition has three distinctive parts: (1) The products or services provided by a
firm, (2) The targeted market segments and (3) Competitive advantage in regard to the
firm’'srivals. It is useful to clarify that positioning — or competitive positioning as Hoo-
ley and Greenley (2005, 93) name it — is about the choice of target market the firm
wants to operate in, and how it will compete with rivals in that target for achieving
competitive advantage. Thus the first two parts of Rumelt’s (1998, 96) description con-
tribute to a certain degree of isolation from direct competition.

It is still interesting to take a look at views that have dominated strategic marketing
thinking. Over the last two decades, originating from economics, the resource-based
view of strategy has gained substantial importance in strategic management literature.
has become increasingly popular among the marketing scholars who have further devel-
oped the view”. (Hooley — Greenley 2005, 93) Alongside with the resource-based view
(RBV) of the firm, market orientation of the firm has also dominated marketing strategy
thinking in the 1990s. These have formed two relatively independent literatures. (Hoo-
ley, Broderick and Moéller 1998, 97-98) The central proposal of the RBV is that com-
petitive advantage is dependent on historically developed resource endowments (Hooley
— Greenley 2005, 93). RBV theorists conclude that the key is to possess and deploy re-

! The words position and positioning here are used interchangeably, as the literature uses them variably
both when referring to arranging and to what has been acquired. Within the context of positioning, the
two meanings are very closely linked together.

2 Plan, ploy, pattern and perspective - also definitions for strategy, the five Ps for strategy — are not in the
focus of thisresearch, thus not handled here. The definition of strategy as position can be compatible with
either or al of the preceding ones, except with perspective. (cf. Mintzberg 1998, 13-21)

3 The generic strategies remain useful to characterise strategic positions at the smplest and broadest level
(see Porter 1996, 67)

* The following on competitive position is partly based on these scholars’ discussions.
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sources that competitors cannot imitate and that customers see as unique due to the re-
sources imperfectly substitutable nature (Mahoney and Pandian, 1992, 371). In es
sence, resource-based theorists consider that for being sustainable, a strategy needs to be
embedded in the firm’s resources and capabilities (Hooley et al. 1998, 98). It is argued
that the RBV is weak in regard to turbulent environments. In turn, the market orienta-
tion view is dtatic, as it concentrates on measuring current orientation, but not its de-
ployment in regard to competitors. Competitive positioning is a perspective that draws
together these two streams. (Hooley et al. 1998, 98) The airline industry has proven to
be turbulent. At the same time, the nature of this research strives to have a static
glimpse of the industry. Therefore combining the two views seem to be of great impor-
tance for understanding how competitive advantage is acquired. The table clari-
fiesthe relation of competitive position to the views it draws together.

Table3 Strategic management views
. Market Basic source for competitive
View
character advantage
RBV Does not take A strategy is based on internal,
intoaccount—  organisational resources and
risk of myopia  capabilitiesin regard to customers and
competitors
Competitive  Turbulent Seeks to match market requirements
position environment (market orientation) and company
abilities to serve the market (RBV)
Market Static A strategy is based on external, market
orientation environment considerations

This research uses competitive strategy as a basis for positioning, as it takes into ac-
count the competition. Moreover, leaning on the advantages brought by competitive
position in regard to aturbulent environment, only the term competitive positioning will
be used in its actual sense.

In addition to what has been presented on positioning until now, Adcock (2000, 18—
19) further clarifies the concept by dividing it in even more precise aspects:

Market positioning refers to the choice of the markets to be targeted, that is,
where to compete. Thisisa choice.

Company or competitive positioning refers to the way a company competesin a
chosen market (e.g. specialist, volume producer). Thisis a choice.

Product positioning refers to the whole of the product/marketing mix for com-
petitively responding to atarget market’s demand. Thisis a choice.
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Positioning as perception refers to how the customers evaluate a company and
its offering in relation to the competition. Customer perception plays a crucial
role in a purchase situation. Thisis aresult.

Market positioning has been discussed in the previous chapter through the statement
that structural analysis is used to assess an industry’s attractiveness and further to for-
mulate a competitive strategy in accordance to the strongest competitive forces (see
section ). Company positioning — or competitive positioning — consists of the attitude
of an organisation in the chosen market. As competitors have to be taken into account,
the basis on which to compete is necessary to decide. The core idea is that a company
must offer something that represents either higher perceived value or lower costs for
customers, in regard to the competition. Focusing on specific segments reduces the dis-
tance between supplier and customer, providing a further advantage if leading to
stronger relationships. (Adcock 2000, 127-128) In regard to this research, the company
positioning is translated to understandable concepts through product positioning, as an
airline has one core product according to which it communicates its position in the mar-
ket.

Product positioning, in addition to what is mentioned above, can be closely related to
the company position as a provider of high perceived value products or low delivered
costs for cusomers. These should include a differentiating aspect in the total product
offering from competitors, in order to achieve competitive advantage. Consequently, an
expectation on the product is formed. This expectation comes directly from the con-
sumer interpretation of the product position, and whether he or she values the feature
giving differentiation. (Adcock 2000, 129) A product can be positioned according to
what a company wants to communicate about the product position. Adcock (2000, 126)
claims that differentiation alone is not enough to “energise” customers to buy the prod-
uct. The way the offering is portrayed and the way in which it energises the customers
creates a sustainable competitive position — if it is properly done. Such a position must
be in accordance to the organisation’s capabilities, that is, resources and skills, and to
any constraint that may exist (Adcock 2000, 126), for example entry barriers. Conse-
guently, competitive position will be analysed in this research according to what an air-
line describes about it.

While market, company and product positioning are ideals a company wishes to
achieve, they are measured by the perception a customer has on the company and its
products (Adcock 2000, 139). Therefore positioning as perception is a result. The per-
ception can therefore be understood as the ultimate creation of competitive advantage. It
measures whether the positioning has succeeded.

As a conclusion, even though Adcock chooses to present positioning in regard to
four aspects, the author of this research prefers to view them as a process that leads
from one step to another, in the presented order. Hence, as introduced in the beginning
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of this section, competitive position provides a bridge between the company and its tar-
get customers by describing to them in which way it is different from the present and
potential competitors. How the company describes its competitive position will be in-
troduced in the next section.

3.3 Communicating the competitive position

Positioning is communicating. Positioning is not something that is done to a product, a
company, or a service. It is what is done to the mind of the prospect. (Ries — Trout
1986, 1-2) Thus, an airline positions itself and its product in the mind of the prospect.
To cope with excess communication, a mind simplifies the information it receives.
Therefore also the communication must be simplified (Ries — Trout 1986, 7). Even
though Ries and Trout (1986, 197) argue that positioning is a cumulative concept which
stems from past and present advertising (cf. Hooley — Greenley 2005, 93), the author of
this study views that positioning is all that a company communicates about itself — and
not always in the form of pure advertising. The essence of positioning is simplicity and
tenacity: distinguishing the features of the product, market place and competitors, and
communicating it in the form of a ssimple message (Hooley — Saunders 1993, 182).
Competitive position lies at the heart of the successful implementation of marketing
(Hooley — Saunders 1993, 240). Only if the positions are built on the marketing assets
and competences of the firm, they are sustainable (Hooley et a. 1998, 106).
Competitive positioning is composed of a firm’s choice of target market and the dif-
ferential advantage it seeks to create as a means for securing that market. Insight to a
clear view of the target market and customer requirements is facilitated by market ori-
entation. The RBV, in turn, provides help in creating uniqueness that is valued by the
target. (Hooley — Greenley 2005, 94-95) In this research, the creation of uniqueness
will be scrutinised and the target will be understood through the creation of uniqueness,
as these are assumed to be consistent. Nevertheless, there is gtill debate on how the
value can be provided, that is, what assets and capabilities are required to deliver the
added value for the buyer. (Hooley — Greenley 2005, 94-95) For clarification, assets are
resource endowments that the firm has accumulated over time and now has to deploy in
the market to create competitive advantage. For instance, machinery and brand equity
are considered as assets. (Hooley et al. 1998, 99) It is not a surprise that intangible as-
sets are often the most important marketing assets (see Hooley et al. 1998, 100). Creat-
ing intangible assets such as brand image requires capabilities at the individual, group
and organisation levels. Capabilities refer thus to a firm’s capacity to deploy assets for
reaching a desired end. (Hooley et al. 1998, 100-101). Individuals can carry out specific
tasks, such as booking flights; functional groups such as marketing departments carry
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out the functional tasks assigned; and the organisational level sets the direction of the
company, manages knowledge and ensures that resources are optimally used (cf. Hoo-
ley et al. 1998, 100-102). Interesting in regard to the air travel industry, creating alli-
ances and networks with other companies makes it possible to the parties to leverage
each other’s assets and competencies. An alliance is the solution when competition and
the provision of service become too expensive to asingle carrier to take care of (Malver
1998, 19). An airline in this situation creates an alliance with carriers with similar vi-
sions and quality standards (Malver 1998, 19). Four set of resources are made available
in the case of an alliance: (1) access to new markets, (2) access to managerial compe-
tence, (3) access to technology and (4) economic benefits (Hooley et al. 1998, 102—
103). For customers, e.g. a single boarding card and more convenient connections with
FFP mileage points through partner programs are made available (Malver 1998, 21)

Leaning on the discussion above, for an airline to choose a competitive position it
will occupy means combining its choice of target market and the differential advantage
it seeks to create for securing that market. When carrying out this research, only the
differential advantage of an airline will be assessed. Differential advantage can in turn
be trandated to the markets the airline targets. It has to be spelled out that this research
does not seek to scrutinise a competitive position of a specific airline, but to understand
the chosen airlines competitive positions. Hooley et al. (1998, 105-112) propose SiX
competitive positioning dimensions for adding value to customers — that is, for acquir-
ing differential, competitive advantage. These are (1) price positioning, (2) quality posi-
tioning, (3) innovation positioning, (4) service positioning, (5) benefit positioning, and
(6) tailored positioning.

Low price < > High Price
Premium quality < > Basic Quality
Innovation < > Imitation
Superior Service < > Limited Service

Undifferentiated Features

\ 4

Differentiated Benefits <

Tailored Offering < > Standard Offering

Figure5 Underlying positioning dimensions (Hooley et al. 1998, 106)

As it was pointed out in the previous section, deciding on the basis of sustainable
competitive advantage, the core of competitive positioning is indeed differentiation, as
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it creates a market rather than only an internal financial advantage (Hooley et al. 1998,
105). The above emphases on differentiation are considered encompassing the themes
that should be assessed in the communication of each airline’s positioning. It is still
interesting that the relative combinations across these dimensions enable the creation of
a unique position (Hooley — Greenley 2005, 95). Therefore the resource underpinnings
presented in the next table are not the only truth, and while carrying out this research,
the author will keep a broad focus for finding what the communicated key resources for
an airline’s competitive position are. Consequently, as promised in the beginning of this
research, no prior assessment of any business model will be made. Nevertheless, the
following table will give some insight to which direction the author should concentrate
when assessing the case airlines’ competitive positioning. Classification is utile, but
readily generalising is futile (see Hooley et al. 1998, 113). The table pelow] will show
the classification:

Table4 Basic positioning strategies (Hooley et al. 1998, 107)
Position Customer groups Strategic focus Assets and competencies
Low price Price-sensitive Internal efficiency Cost control systems, TQM™ processes,
customers procurement and innovation systems
Superior quality Premium demanding  Superior quality and Market sensing, quality control and
customers image management assurance, brand reputation and supply
chain management
Rapid innovation  Innovatorsand early ~ First to market New product/service devel opment,
adopters R& D technical skills and creative
skills
Superior service Service-sensitive Relationship building Market sensing, customer linking,
customers service systems, skilled staff, feedback
systems and continuous monitoring
Differentiated Benefit segments Focused targeting Market sensing, new product/service
benefits development skills and creativity in

! Total Quality Management means integrated effort aiming at improving performancein all level of the organisation.
Customer satisfaction isin the constant focus through performance that includes goas of quality, cost, schedule,
service, reliability, and customer relations. These goals are interrelated. (Rowe et al. 1994, 182)

These dimensions will be used as a tool for encompassing the themes that should be
paid attention to in airline positioning. Therefore the author prefers not to generalise the
positions too much but tries to keep the mind open to what an airlines really communi-
cates. It is of importance not to keep the resources communicated for competitive ad-
vantage strictly categorised, as the purpose isto follow what the company has chosen to
communicate about itself in the light of its position. The author argues that what a com-
pany has of value, it also communicates about it.

Referring to Ries and Trout (1986, 1-2), the goal of positioning is to position a firm
in the mind of the customer. Therefore this research will utilise buyer purchase criteria
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in assessing the position of a case airline. The specific attributes with which a firm can
create actual or perceived value for the buyer are use criteria and signalling criteria. Use
criteriaare measures that create buyer value (Porter 1985, 142). Asit isassumed that an
airline will also inform about the way it performs, scrutinising the position of an airline
will be made along the signaling criteria. Signaling criteria reflect companies signals
of value that are designed to assure customers on the company’s ability to meet its use
criteria (Porter 1985, 144). Thus, amongst others, the company’s activities reflect a cer-
tain positioning decision.

This research will focus on the signalling criteria, keeping in mind the positioning
dimensions mirrored to assets and capabilities (thus strengths) behind them. Reaching
the third sub objective requires a map in regard to each case airline. They will be con-
structed in a simplified manner, as positioning is characterised by simplified communi-
cation. The best source of data is the annual report dedicated for each of its stake-
holders, as it is the source of information that a company publishes every year for care-
fully explaining the facts (activities, amongst others!) that it wants to communicate
about itself. These facts are naturally assumed to be in line with the publishing airline's
strategy — and competitive position.

3.4 Activity-system mapping

Market research uses commonly product/market mapping, which helps to identify a
product’s key features in the eyes of its customers. Using this input allows strategic
managers to make successful product differentiation and market segmentation strate-
gies. (Rowe et al. 1994, 273) There are a number of different techniques, such as cluster
analysis or multidimensional scaling. The choice on the product/market mapping tech-
nique depends on the focus of the technique — whether it is on product features or
demographic features — and on the extent of prior understanding of consumer choice.
The techniques help strategic managers to identify (1) customer or market segments, (2)
product attributes that will appeal to specific segments and (3) opportunities for new
products. (Rowe et al. 1994, 275-276) Research on positioning brings this product mul-
tidimensionality and psychology together by using techniques that extract consumer
perceptions. Computer programs are a crucial tool for various data-gathering techniques
(Hooley — Saunders 1993, 169). With these techniques, one can determine the competi-
tors' positions before understanding how the customer differentiates between them. This
is a peculiarity of many techniques used in positioning research. For determining the
competitors, an approach called similarities-based multidimensional scaling is appropri-
ate. (Hooley — Saunders 1993, 172) In general, multidimensional scaling calculations
need to be carried out with the aid of a computer due to their complex nature (see
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Kruskal — Wish 1978, 15) Nevertheless, as a purely qualitative research (see section
@), the competitors will be assessed Ieaning on concepts and determinations. Referring
to the communication of positioning, it is assumed that a company communicates about
the way it positions itself. Therefore no computerised mapping technique will be used.

As reaching the third sub objective requires an understanding on the communication
of the chosen position, a more practical way of visualising it is mapping activity-sys-
tems. [ n]his paper “Whet is Strategy”, Porter (see 1996, 71) uses the method of mapping
activity-systems to show the way a company’s competitive position® stems from key
activities that are designed to deliver the position. The more lucid the position, the more
one can await higher-order strategic themes that are identified and implemented through
groups of tightly linked activities. Therefore the research focuses first on activities that
will then, by reasoning, generate those higher-order themes leaning on positioning di-
mensions.

An activity-system map is constructed relatively inductively, and therefore it will not
be explained more comprehensively in the theory. The starting point for constructing
one isthinking the activities in terms of themes, such as a particular notion of customer
service (Porter 1996, 73). This will be realised through the use of positioning dimen-
sions. Activity-system map will be used for visualising the positioning of each case air-
line, thus reaching the third sub objective. The maps will resemble this:

Figure 6 Activities system map (see Porter 1996, 73)

In this map, the higher-order strategic themes are presented in light grey, whereasthe
activities are the smaller, white circles. As a recapitulation, the sources for competitive
advantage for a company consist of a unique position. To ensure the sustainability, a fit
across activities — tailored to the unigue competitive position — with trade-offs in regard
to competitors are required. (Porter 1996, 74). One cannot look at several directions at a
time. The fit across activities creates competitive advantage, and activity-system creates

! Porter uses strategic position, but it is understood in this research as competitive positioning due to the
fact that company activities are assumed to be tailored in regard to matching market reguirements to
company resources.
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sustainability — not activities separately. Last, obviously, these activities have to be op-
erated efficiently. (Porter 1996, 74)

These represent the ingredients valuable to keep in mind when striving for an under-
standing on airline positioning within the air travel industry. The system of activitiesis
communicated in order to explain the airline’s competitive position. As a result, if the
competitive position is valued by the customers, competitive advantage is created.

As the sources of differentiation are often not understood (Porter 1985, 119) this re-
search provides some insight to sources of competitive, or differential, advantage. This
will be strived to realize even though only a few companies are under scrutiny due to he
author’ s resource constraints.

The case airline’ s competitive
5 Forces positioning

COMPETITIVE
ADVANTAGE

Figure7 The theoretical framework

As a conclusion to chapter [3, the figure gathers the whole idea on which this
research bases its purpose. It illustrates that first, the industry’s competitive forces must
be understood for then enabling the airline to match its strengths and weaknesses with
the industry. Resulting from the awareness of its strength and weaknesses, an airline
logically creates activities tuned in accordance to its strengths. Taking into account the
difference of the competitive forces’ strength, the airline’s key activities will not be
equally directed to each of them. The activities system map is the visualisation of the
company’ s position — competitive or not — in regard to the assets and capabilities it uses
for achieving competitive advantage. The assets and capabilities are communicated to
the stakeholders, as the competitive position of an airline is in the end in the mind of its
customers.
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4 CONDUCT OF THE RESEARCH

4.1 Selection of the research method

It isdifficult to strictly assess whether a research approach is quantitative or qualitative.
For example, qualitative approach can be used as a first stage leading to quantitative
research, thus testing whether the cases to be measured are appropriate in regard to the
research. Thus they can be viewed as supplements to each other. They also may be used
simultaneously by using simple calculations for enlarging the results from concerning
only a single case. A quantitative stage in a research may also precede the qualitative
stage, for example through a survey-research laying ground for a formation of compara-
ble groups appropriate for interviewing. Furthermore, numbers characteristic to quanti-
tative approach, and meanings, characteristic to qualitative approach, depend on each
other in a sense that numbers found ground for meanings and some meanings can be
articulated through numbers. (Hirgjdrvi, Remes & Sajavaara 2000, 125-126) A founda-
tion for qualitative research is to describe real life by understanding the research subject
comprehensively (Hirgérvi, Remes & Sajavaara 2000, 152). Also, not having hypothe-
sesis characteritic to qualitative research (Eskola— Suoranta 2003, 19-20).

The author does not have any strong underlying assumptions about the results of this
research, and thus no hypotheses have been placed. Still, the author has preceding in-
formation that perhaps has guided the consideration about how to handle the subject,
thanks to being acquainted with previous research done in the field. Nonetheless, no
exact model used by previous research can be applied to this one, as the research’s au-
thor has not found similar secondary data that the previous have used. This does not
inhibit other ways for finding answers for understanding airline positioning. So, there
might be underlying assumptions, but these are acknowledged and not taken for granted
when defining the research manoeuvres. The author is more driven by the nature of the
research problem, that studies on the intertwining business models and airlines posi-
tioning have not widely been conducted — and not on the method. In order to get a com-
prehensive understanding of airline positioning, a qualitative approach to this research
would be justified (see Zalan — Lewis 2004, 510). Moreover, the author’s aim is to find
new insights and to learn about this subject, thus supporting the choice of qualitative
research approach. (see Eskola— Suoranta 2003, 19-20)

This research is qualitative; it aims at understanding and exploring the “real-life”
situation — the competitive situation — of the air travel market. There is no intention to
scrupulously measure and describe all the factors that affect an airline’s competitiveness
and positioning, which could lead to choosing a quantitative approach. This research, if
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carried out quantitatively, would not provide any clear and comprehensive understand-
ing fitting in the boundaries of this research. Instead, this research will provide adequate
information carried out qualitatively, as it clearly focuses on the character of the market
through the first sub objective, and moves that are made within the market through the
second and third sub objective. Only when research on this field will be largely avail-
able, then one should consider an up-to-date quantitative research using qualitative re-
search as background information, as they already will have proven their cases value.
But, as discussed above, qualitative does not completely exclude quantitative. This
should be kept in mind when deciding on what kind of data is useful in regard to this
topic —and what is not.

Basing one's decisions only on a qualitative approach is not sufficient for carrying
out a viable research. One should in addition decide on the research strategy. Five major
research strategies are experiments, surveys, archival analysis, histories and case studies
(Yin 1985, 16). Yin (1985, 16) proposes three steps for finding the right research strat-
egy. There are three conditions that affect the use of a particular research strategy: ()
The type of the research question, (b) the amount of control the researcher has over be-
havioural events and (c) the focus on either current or historical events. Let’s take alook
at thisresearch’ s objectives again.

The purpose of the research is to develop an understanding on airline position-
ing on a specific market that could serve as a tool for airline strategists to
make decisions on competitive positions.

The sub objectives intend to:

Explore the characteristics of the airline industry for understanding the field in
which competition takes place.

Describe the main factors affecting airline positioning in the chosen market.
Visualise the positions of a set of airlines within a distinct market.

The objectives of this research, converted to questions, are essentially based on the
research question of type “what”. The first sub objective is constructed on the question
“what”: What are the characteristics of the air travel industry? The aim here is to find
out the characteristics the airline industry has, thus leading to a basic understanding of
an airline’s competitive field. The second sub objective is also answering the question
“what”: What are the factors in the chosen market along which an airline mainly builds
its positioning strategy? The last sub objective, as well, seeks an answer to the “what” -
guestion: What are the positions of the chosen airlines on the market? Once these ques-
tions have been answered to, an understanding on how and why airlines are positioned
asthey are, has been acquired.

In this research, the “what” questions refer to an exploratory case research, as the
goal is to develop propositions to further research (cf. Yin 1985, 17; Marshall —
Rossman 1989, 78). Due to this exploratory aspect, and to the nature of the questions
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(“what” —questions), each research strategy could be appropriate to this research (see
Yin 1985, 17). This poses a challenge to the author, as it is important to choose a strat-
egy that would be convenient to carry out, as well as that would be generating accurate
research information. Clarifying thisissue, there is also a possibility to interpret the first
and second sub objectives as answering to “how” questions. How is an airline's com-
petitive environment modelled? How does an airline build its positioning strategy? This
would give reason also to an explanatory aspect, still not trying to scrupulously give
explanation to events within the airline industry (cf. Yin 1985, 17). The “how” ques-
tions are often answered to through a case research strategy (Yin 1985, 17).

The view of Marshall and Rossman (1989, 78) agree on the case study research strat-
egy. They, too, propose a guideline to choose the case research strategy that would best
contribute to finding valid answers to the research questions. They differentiate the pur-
pose of the research into an exploratory, explanatory, descriptive and predictive nature.
According to them, the purpose of this research can be converted to both exploratory
and explanatory. Following their indications, an exploratory research is to be conducted
when the study involves, for example, discovering important variables in regard to a
phenomenon. In turn, an explanatory research is to be carried through when explaining
the forces causing a phenomenon is the purpose. (Marchall — Rossman 1989, 78) With
this research, the author aims at discovering what the important variables of the air
travel industry. This contributes to the exploratory aspect of this research. Identifying
the variables effects on airline positioning will bring the explanatory aspect to this re-
search. These conclusions legitimate the choice of qualitative research as well as the
case study research strategy. As long as the results are not used to generalisations (see
Yin 1985, 21), but only to providing some guidance, the case study is the right research
strategy to be used.

Finally, only strengthening the views presented above, the case research isthe option
to be taken when there is no control over the contemporary events. This approach is
useful asit allows the parallel use of documents and interviews, for example. (Yin 1985,
20; Ghauri 2004, 109) It is quite clear that the air travel industry in Europe operates
independently from the author’s actions. The amount the author has on behavioural
events is inexistent, as the research is about exploring and understanding (thus explain-
ing to oneself) as an outsider, the contemporary air travel market and its actors com-
petitive choices on positioning (cf. Yin 1985, 20). Asthe structure of the airline industry
is on the wallpaper in this research and the goal is to understand the complexity of deci-
sion-making to find the right positioning decision, a case study as a research strategy
would allow getting a holistic understanding on the meaningful characteristics of real-
life events of the air travel market (cf. Yin 1985, 14).

Coming back to Yin's three conditions for choosing the research strategy, the fol-
lowing have been clarified:
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Thisresearch is exploratory with an explanatory aspect, too.
The author does not have control over behavioural events of the air travel
industry.
The focus is on contemporary events.
Leaning on these conditions, the chosen research strategy is the case study. Handling
the research objectives through a pallet of chosen cases seem to provide the ingredients
for developing an understanding on airline positioning in the specific market.

4.2 Case sdlection

The research objectives have been constructed to understand the issues that an airline
faces when positioning itself on the market. The subject of this research emerged from
the volatile environment in which airlines operate, and from the discussion on airline
positioning that has been on the headings of the media. When conducting a qualitative
research, one usually focuses on a small amount of cases for scrutinising them as thor-
oughly as possible (Eskola — Suoranta 2003, 18). There is no upper nor lower limit in
regard to the quantity of cases used (Ghauri 2004, 114) Therefore it is the quality — not
the quantity — of the research that makes it a scientifically good research. (Eskola —
Suoranta 2003, 18; Hooley — Saunders 1993, 170) In a case study, how to select the case
is viewed as one of the most important issues. The cases should be in line with the theo-
retical framework, and the variables that are studied. (Ghauri 2004, 112) The cheapest
and easiest — and at the same time the least reliable — way of choosing a case is to sam-
ple according to the author’s own resolution. This sampling method is called conven-
ience. This approach is used especially in the early stages of exploratory research, when
guidance on the subject studied is needed. But, the evidence that is got from the sample,
may be so all-inclusive that it is not necessary to proceed to more sophisticated sam-
pling methods. (Emory 1985, 280) Therefore, the choice on the cases to be studied will
be made according to the author’ s own, justified resolution.

In this section, the author will ultimately choose the cases investigated. It should be
kept in mind that those cases cannot be entirely generalised to other firms within the air
travel industry. The focus is merely on acquiring an understanding. But first, the rele-
vant market is defined, as this is the starting point for outlining the environment of the
Cases.

The time boundaries set for scrutinising the cases are those of each case airline’ s last
fiscal year. Thus their annual reports provide a good source of information encompass-
ing the events and directions of that year. The annual reports will limit the data collec-
tion and analysis (see Yin 1985, 33), thus contributing to comparability across the cases.
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What comes to the structural analysis, the time span is limited to the recent past years
till 2006, in accordance to the secondary sources available to the author.

4.2.1 Thereevant market

The selection of the market in this research is processed in accordance to the definition
provided in section E approved by the OECD and the European Commission. The
airline industry has been regulated during a long period of time. It has been strongly
impacted by the competition policies. Actually, competition policy is applied by the
Commission in this kind of accurately defined framework (see Commission notice...
1997). Therefore defining the market in this research leans on such authorities' defini-
tions for constructing a framework.

First, the product market is defined. The basic product of the airline industry is
scheduled air trangport services between a point of origin and a point of destination
(O&D). Thisiswhat passengers purchase. (Mergers and alliances... 2004, 5) Second, as
air transport service has inherently a geographic dimension in itself (Mergers and alli-
ances... 2004, 5) the geographic market is has to be defined and the research remains
controllable.

Product dimension

As noted in section .3, the demand side may be one of the bases on which to frame the
product market. But, as this research’s focus is on the understanding of the process of
positioning, the viewpoint of the customer thus does not serve as a crucial building
block for framing the market. Even though from a customer’ s viewpoint, charter flights
may represent possible substitutes for certain scheduled air transport services, the Euro-
pean Commission has not so far considered them sufficiently substitutable despite the
fact that the markets are closely related. Charter operations are a digtinct activity from
scheduled air transport. (Mergers and alliances... 2004, 11-13)

What comes to alternative transport modes, whether they belong to the same product
market or not can only be assessed individually on a route by route basis (Mergers and
aliances... 2004, 11). Airlines competing according to market conditions in Europe
has resulted in developing co-operation inside the airline’ s own value proposition, either
with a direct competitor or another transport operator. For keeping a competitive ad-
vantage, it has been lucrative to cooperate for instance with train operators that are
largely subsidised by their State owners. Charles de Gaulle airport in Paris is a good
example of this kind of approach to competition. (Jarach 2005, 51) Still, keeping in
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mind the simplicity that a restricted research like this one needs for generating accurate
information, the focus will be merely on pure airlines.

Selecting the relevant market, different kinds of airlines will be taken into account as
their services are at least to some extent substitutable. For example, “low cost” carriers
and traditional carriers 