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Executive summary

Lucky Air had positioned itself as a low-cost, high-efficiency company. With the rise of the Chinese airline industry, there were many competitors entering the market. There were challenges in front of the organisation, which needed to be overcome. Therefore, the company emergent strategies assisted, where the problems occurred. The strategic planning and analysis applied in this report helped in the understanding of Lucky Air’s strategies for achieving competitive advantage. The company could follow the American Southwest Airlines example and invest in R&D it the IT sector or using the local Spring Airlines’ approach, or why not applying them both together. 


Introduction

This report is going to investigate the strategic performance of Lucky Air. It would be divided into three main parts. The first part of this assessment would provide a comprehensive overview of the company. Consequently, it would present the main competitors to help the further evaluation of the organisation’s competitive advantage. To expand on that, the second part would conduct a detailed analysis of both the internal and external environment of the firm. What is more, those findings would be used to reveal the positioning of Lucky Air in the Air business sector. The last section would evaluate the results acquired throughout this report, to gain better understanding as well as to provide real and useful perspective of the company’s performance. It would also include conclusion and recommendation for the actions available that could help enhance the future performance of Lucky Air. Furthermore, this report would give suggestions as to the future analysis of this organisation. The aim is to present full and thorough analysis using different frameworks, connected with the strategic management of this firm.

1. Company’s overview

Lucky Air was a low-cost, high-efficiency airline organisation, that had been found in 2004. Its hub was based in Kunming, the capital of Yunnan, a province located in south western China.  Yunnan was one of the main tourist locations in China, famous for its stunning scenery and multi-ethnic culture. That is the reason why, they were serving domestic routes from its hub and mainly within this province. Lucky Air had initial capitalisation of US$2.2 million. It had expanded into a US$104.3 million company for only four years, where on the third year it had managed to gain profit. While growing, the company was increasing its flight’s number, among the province, as well as outside of it. In 2008, more than 50% of the flights were on extra-provincial routes.  As the company aim was to expand itself, having examples of the already successful companies all over the world, whilst keeping its traditional Chinese traditions, they managed to obtain the best from both sides. The business industry, in which the company is operating, was strongly regulated by the Chinese government, which put the company and its parent one, Hainan Airlines, in a position, where they were concerned about their future. Another reason for them to look into new strategic structure was the expansion of the Airline industry, where by 2007, there were 11 low-cost airlines, and another 2 to come. Consequently, this report would present the firm’s competitors as well as further analysis of the Airline industry over the years in order to accumulate better understanding of Lucky Air’s positioning in the market.


2. Overview of the Chinese airline industry 

A tool that is used for gaining a better understanding of an organisation’s position benchmarked to its rivals is the industry analysis. It helps to assess the competitive situation in a business sector, which is a crucial part of a successful strategic planning.  (Jeffs, 2008) This report is going to evaluate the Airline industry in China, with examples from other countries. ‘’The airline industry is highly dependent on the economic conditions of a country.’’ (MarketLine, 2019) For the investigated period, the Chinese economy had stated significant growth, which led to the increase in people’s income. Consequently, there were a rise in the percentage of people travelling for leisure and holidays, which allowed the Airline industry in China to grow and subsequently to attract new players in the market. 



The main airlines in China were Air China, China Southern and China Eastern Airlines. They were having 83.7% of the market share. Compared to them, Lucky Air was trying to operate in the low-cost, high-efficiency market. There were 23 Airline companies in the year 2007, from which 11 were low-cost ones. With the Chinese’s government plan to invest US$20.2 billion in the building of new airports, the airline industry was becoming quite desirable. 
Airline regulations settled by the Chinese’s government were considerably high, as compared to the USA and the Europe market. The specific rules established were one of the many things that the company needed to consider whilst building its strategy. Another important part to evaluate was the e-commerce, which was not that popular in China, compared to the USA market. A deeper and more comprehensive analysis of the internal and external environment would help the development of a new expansion strategy. 


3. The strategic management process

Strategic management could be described as a process by which strategies are developed, analysed, and adopted to achieve the organisational goals. (Jeffs, 2008) Furthermore, the strategic management deals with the planned and emergent strategies implemented by general managers on behalf of shareholders, including resource's optimization, to maximize the performance of the businesses. (Culp, 2012)

The strategic management process 
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(Jeffs, 2008)
Following the information provided on the graph above, it could be said that the strategic management process is wildly presented as a mixture of elements, including differentiated framework and analysis. For the purposes of this report to accumulate the central issues, the emergent strategies, and the competitive advantage of Lucky Air, some of these models and theories would be assessed. The first one would evaluate the external macro analysis.


4. PESTEL analysis 

In this framework, the factors are combined into 6 groups, which compile its name: Political, Economic, Social, Technological, Environmental and Legal. (Srdjevic, et al., 2012) The PESTEL analysis is a tool used for a situational analysis for the purpose of the business evaluation.  What is more, it is said to be one of the main and most used frameworks for the assessment of the dynamic external business environment. (Perera, 2017) This framework would be used as to help with the better understanding of the factors that could be influential to Lucky Air.
The first factor that would be reviewed is the Political one, derived from the case study. To begin with, the airline industry had been less regulated in recent years, giving competitors the opportunity to enter the market. Another political decision made was that the airline expansion capacity should not be more than 35% per year. Furthermore, Lucky Air should pay government taxes anywhere between 2% and 10%. The Chinese government had also made plans to invest $20.2 billion in airports.
The Economic factor is of great importance and should be analyzed thoroughly. There had been a rapid economic growth in China, which subsequently led to an increase in people’s income. Also, the landing fees had been rising in the past years. The regulations mentioned above had an enormous impact on the economy of the country as the entrance into the airline industry was reported to be harder and slower than, in comparison, the one in USA and Europe. 
Following from the increase in people’s income, one of the Socio-cultural factors emerged. The Chinese population could enjoy more leisure flights, which had a direct impact on the airline industry as they would face higher demand. In addition, people had been more aware of the opportunity that e-commerce had to offer. To explore the matter further, the online penetration had been growing, although people were still wary because of the possibility of fraud and insecurity. 
The people in China had grown to understand and use more online features, leading to the discussion about Technological factors. To begin with, a technological advancement that was influencing people’s lives and was having a wider awareness in industries as well aWeb 2.0, more secure way of online payments and chat bots. What is more, the technology infrastructure has improved rapidly in recent years, allowing the development of the e-commerce. On the other hand, the trust that an individual has in credit cards and the usage of them for making online purchases was significantly low. That is represented by the fact that credit card penetration is less than 4%. Lucky Air was the first company to try and combat that by providing online credit card verification. 
The potential growth of the airline industries is seriously threatened by restrictions designed to keep the environment safe. (Wheatcroft, 1991).  The new entrants had made it easy for people to travel which had increased the demand with 16.8%. This rise in the percentage had had an enormous effect on the Environment as the planes are using fuel, which is damaging not only to the areas that they fly to, but also the environment in general. That is the reason why, there had been a pressure in the recent decades from governments, non-profit organisations, and the public to make their businesses more environmentally friendly. (Lynes & Dredge, 2006) 
The regulations that are used to protect the environment lead this analysis to the Legal factors. One of them that would be discussed is the heavily regulated airline industry. The government had decided to make a compromise and try to boost the activities in it by having less laws and regulations in recent years. However, the Chinese airline industry is still more regulated than those in the United States of America and Europe. Also, the airlines are facing strict pricing regulations.

5. Porter’s Five Forces

Michael Porter’s five forces are said to be the roots of profitability within a specific industry as well as the rules for competition. They are comprised of threat of new entry, buyers’ power, suppliers’ power, competitive rivalry, and the threat of substitution. (Dobbs, 2014) This theoretical concept would present analysis of the airline industry.  
‘’The threat of new entrants in a market depends on the strength of the industry’s barriers to entry.’’ (Ramón-Rodríguez, et al., 2011) The airline industry in China had been facing great opportunities, because of the fast growth of the market. It had been encountering strict restrictions of entry. (Xu-Xiaoli, et al., 2006) The capital requirements are higher than those in most of the other industries. For example, Lucky Air was founded with initial capitalization of US$2.2 million. Furthermore, there are many regulations as well as government restrictions and legislations, for which specific knowledge was required. However, despite the many obstacles, there were new low-cost carriers approaching this industry. The government’s plan to open new airlines attracted new participants on the market. 
The buyer’s power was comparatively high. The consumers had a sustainable ability to substitute. The focus of the Chinese airline industry had shifted from the price-cutting approach. The companies had considered the customer service and experience, to attract new potential customers. Consequently, to retain the current purchasers, the organisations had to implement the customer loyalty schemes. (Xu-Xiaoli, et al., 2006) Moreover, they were facing a challenge to create brand identity to maintain and expand its market share. Mindful of the milestones, the businesses had to take account of the price sensitivity of its customers. That is the reason why, there had been an increase both in the buyers’ volume and the demand for low-cost airlines. 
Supplier’s power was abnormally high. There was only one fuel supplier in China and small carriers needed to pay for their fuel in advance. The existence of a price difference was depending on the regions, where in Yunnan the price was higher than the average one for the country. There were many regulations and legislation, related to the fuel supply. Additionally, the small carriers had to wait longer for aircraft leasing. Therefore, the waiting time could influence the companies’ financial performance if they missed an eventual increase in the demand because of the shortage of airplanes. The landing fees in most of the airport in China were the same, besides the location and the popularity of the destination. 
Treat of substitution- In 2007 there were 11 low-cost airlines in China, which offered cheap flight tickets. In addition, some of the companies were offering tour packages, which led to offering better prices and higher customer’s satisfaction. One of those companies was Spring Airlines, whose prices were 34% lower that the industry average. Also, the customers could possibly use all other types of transport for a short-haul destination. 
The possibility of alternative services has been one of the main factors impacting the dynamics of the airline’s competitive rivalry, especially in short-haul markets. (Ramón-Rodríguez, et al., 2011)  There were 3 main airlines, which were operating on a long-haul destination. They were keeping a big piece of the market share for themselves, and the rest were divided between the remaining carriers. The industry growth was particularly high. The exit barriers for this industry were high, due to the initial investment required to start up the business.


6. SWOT analysis 

SWOT analysis is representing the evaluation of Strengths, Weaknesses, Opportunities and Threats, the first letters of which make up its name. The framework is primarily used for the identification and assessment of both internal and external factors that could have an impact on the business. (Srdjevic, et al., 2012) Furthermore, weaknesses should not be avoided but instead should be addressed, as some of them could be turned into opportunities. What is more, threats should be considered. With the right strategy, they could even become strengths. (Baines, et al., 2017)

6.1. Strength

One of Lucky Air’s main strengths was the near monopoly status in the one of the most desirable travel destinations in China- Yunnan. This allowed the firm to maintain its position on the Chinese market, regardless of its high competition. An additional strength worth considering was the decision of the company to use a single type of aircraft, in order for the maintenances to be simpler and more practical. The company’s updated website was the first in the airline industry which enabled online credit card verification. The website also provided the ability of buying and refunding tickets and allowed the customers to pay 5% to 20% less than anywhere else. The consumers could have also shared their experience. Luckyair.net was searchable by most searching engines, which allowed more potential customers to find it. 

6.2. Weaknesses 

Lucky Air had a cost advantage of only about 5% lower than the industry average, which, compared to its American and European low-cost competitors, was a relatively small percentage. The main costs of the company were fuel, landing fees, aircraft leasing and taxes. The Yunnan province had the higher fuel price in the country and following the government regulations, the company was not allowed to get it from a different province, consequently they had to pay higher price for the fuel than their competitors. Another weakness is that in China most of the airports had structured price, so regardless of its destination’s popularity, the landing fees were kept relatively high. Furthermore, the company had to pay a commission between 2% and 15% to travel agents, which could be identified to be one of the main weaknesses of the company. What is more, the company’s decision to present all of its activities only online, could be considered as a weak point in the strategy, due to the fact that the Chinese population is still in its early stage of technological development, consequently the company’s choice of not having call centre could be leading to not meeting the customer expectation, thus leading to consumer’s dissatisfaction. Additionally, in Yunnan the internet penetration was only 6.8%, which compared to Beijing, Guangzhou, and Shanghai was a fairly small percentage. 

6.3. Opportunities 

The main opportunity that the company had was to concentrate on the development of a strong e-commerce, since in China the e-commerce was still in its early stage of growth. This was the exact time for action of innovation or replicative activities. A forecast stated that the amount of internet users in China would increase rapidly, even though the internet penetration was still not that high as in USA and Europe. The organisation’s website was well –presented and with a lot of features, which could have helped to attract new potential customers and could have presented an opportunity to sell major amount of tickets via its website, rather than the travel agencies, consequently to avoid paying them fees. Another thing to be considered was the self-service options, that some organisations were applied. The company managed to obtain some of the components of the American airline- Southwest’s approach which led to rapid growth. Lucky Air had the opportunity to continuously model its strategy on the examples of the same company. The Southwest Airlines’ performance was showing that they had knowledge and understanding of the customers and the market. A large opportunity in front of the company was to maintain its approach and to replicate more of the Southwest Airlines ideas. Some of them were to upgrade its website to 2.0. Web, increase the security in the online payments (using for example well-known brands as PayPal) as well as create customer experience on its website, rather than just providing a website for buying a plane ticket. The concepts were that the one-way posting is not good enough, thus the approach of gathering feedback and acknowledge the options for customer’s reviews could be a good and innovative tool for positioning in the e-commerce market. What is more, considering the plan of the Chinese government to invest in the airline industry with opening new airports all over the county, another interesting opportunity was to work towards its growth and try to create more short-length routes, thus to prevail in the market by creating larger market share. 
6.4. Threats 

Following the growth in the airline industry in China, the competition was intensified. Some of the Lucky Air’s competitor, for example Spring Airlines, based in Shanghai, were offering tour packages. Their model was to create a whole customer journey, offering hotel accommodation and other touristic services as well. The discounted packages allowed the company to sell its services for 34% lower prices than the average market price, subsequently they managed to achieve $4.3 million net profit for only 1 year and to create a significant customer network. As mention above, the threat could be converted into opportunities, if the company is using the right strategy. Another threat in front of the company was the security measure, stating that airline capacity enlargement could not go above 35% per year. What is more, there was a long waiting time for receiving airplanes, thus the supply may not be possibly able to meet the demand, subsequently the firm could lose its potential clients. 


7. Achieving competitive advantage 

Using the competitive advantage, an organisation is intended to provide better goods or services for the customers at a specific point of view, in comparison to similar offerings from the company's competitors. (NEGULESCU, 2019)

The strategic management process
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(Barney & Hesterly, 2019)
The strategic management process is a systematic collection of analyses and decisions that can improve a firm's probability of adopting a successful strategy, therefore this is a strategy that develops competitive advantages. (Barney & Hesterly, 2019) What is more, the balanced scorecard is often used to appraise the general performance of the organisation and its progress towards objectives, therefore it could help in the process of achieving competitive advantage.  (Culp, 2012) Furthermore, it is a framework that combines financial and non-financial strategic metrics. It is differentiated from other strategic measurement models as it includes result indicators and performance outcome results, linked in cause-and-effect relationships. (Norreklit, 2000) This method is often used as a concurrent of feedback form of control. (Jeffs, 2008) 


For this balanced scorecard to be developed, examples and theories have been used and applied, based on the model of Kaplan & Norton (1992). In addition, the balanced scorecard could not be accommodated to fit the business industry in general, as it is not a template. A different scorecard should be used when an enterprise is facing diversified situations in the market, various competitive environments, and diverse product strategies. (Kaplan & Norton, 1996) To expand on this topic, the Ansoff’s matrix would be presented. 

7.1. Ansoff Matrix 

It is one of the well-acknowledged theoretical frameworks for decision making concentrated on the development strategies. (Hussain, et al., 2013) 
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(Hussain, et al., 2013)

The idea behind this matrix is that each strategy has its own level of risk, therefore moving horizontally or vertically from one strategy to another, could increase the risk for the company. (corporatefinanceinstitute.com, 2020) ‘’Market penetration is the growth strategy that utilizes core competencies of the existing value chain.’’ (Taylor, 2012) An airline corporation typically does this to boost its market share by concentrating on its current customers and service selection.  (Hussain, et al., 2013) In general, this strategy is the most secure one, with the lowest level of risk. This was Lucky Air’s approach in the beginning of its lifecycle model.
Lucky Air had moved from the strategy mentioned above, to the market development one. This strategy consists of finding new markets for existing products. It would help enhance an enterprise’s income by a significant increase in its sales. (Hussain, et al., 2013) As it grew, the company was adding flights outside of Yunnan province, where in the beginning of year 2008 these extra-provincial routes were representing 58% of the company’s total weekly flights. Another initiative of the firm towards this strategy was the online expansion, in order to increase its availability and its customer’s base. This enabled a rise in their net revenue to be noticed. 
In order to stay competitive, every organisation needs to be aware of its product or service lifecycle model. Therefore, when the current product or service is no longer desirable on the market, then the company ought to develop and offer a new one. The new product development strategy comprises of emerging new product for current markets. (Grunert & Trijp, 2014) The Lucky Air strategy could be the implementation of the Springs Airlines idea of offering tour bundles; Instead of selling only flights, the firm could think of offering holiday tour packages, and in that way reducing its cost, hence increase its revenue. 
‘’Diversification is a strategy that takes a company into new markets with new products or services.’’ (Babenko, 2014) This stage is usually considered to be the riskiest one. Lucky Air’s strategy could be the use of new customer’s targeting. The examples of the American companies were showing that when targeting a specific group of people, i.e. corporate travellers with their specific needs and expectations or students choosing leisure trips, thus offering them precisely what they want, it could be considered as new market and consequently, implementing new range of services, which could fit the new market demand and requirements. 

To sum it up, following the information and analysis conducted from the reviewed frameworks, this report would present ideas of possible ways for achieving competitive advantage. According to Porter (1985) ‘’technological change is not important for its own sake but is important if it affects competitive advantage and industry structure.’’ Therefore, the replicative activities towards Southwest Airlines for the creation of strong online presence should be considered as a crucial part of the company’s competitive advantage. In addition, the success of the companies that are able to develop competitive advantages is likely to be higher than the efficiency of those firms that cannot. (Nixon, et al., 2017) To have its shareholders satisfied with the financial results, Lucky Air needed to find a way to reduce its cost and increase its profit. Following the results conducted from Ansoff Matrix model, it could be said that a way for achieving competitive advantage could be the implementing of the ‘’product development’’ strategy. In that way, the company could go ahead of its low-cost competitors and take advantage of the Chinese airline industry’s high growth, subsequently to increase its market share. On the other hand, targeting specific groups of customers could be a bright idea, following the foreign examples, but there was still the existence of cultural differentiation, which the company needed to evaluate. Was the Chinese airline industry ready to accumulate the foreign approach?  


8. Central issues and emergent strategies 

According to Ansoff (1980) an issue is a future development, that could be found either inside or outside of an organisation, which has a great likelihood of having a crucial influence on the company’s ability to meet its objectives. Lucky Air had firstly positioned itself on the market offering low cost, high efficiency flights within the Yunnan province. The growing Chinese Airline industry was considered as an opportunity for the company. On the contrary, following the information collected from the external environmental analysis, it could be said that the newly entered low-cost competitors were also seen as an issue. That is where the emergent strategies arose. ‘’Emergent strategies can be seen as responses to unexpected opportunities and problems.’’ (Bozkurt & Kalkan, 2013) Lucky Air continued to follow its planned strategy, however, whilst responding to the changing environment, some updates emerged. They were in the interest of developing its offerings outside the Yunnan province and going into the e-commerce and following the trends that suggested the rise of the internet penetration. Additionally, the emergent strategy is a process that develops over a period of time and is said to be ongoing. In general, the objectives of this strategy are reported to be unclear at first, but they become clearer further on. (Capon, 2008) ‘’For a strategy to be perfectly emergent, there must be order-consistency in action over time – in the absence of intention about it. (No consistency means no strategy or at least unrealized strategy – intentions met.)’’ (Mintzberg & Waters, 1985) At first, the company did not have the intention of using online e-commerce, but the changes in the business sector, influenced the company to use new approaches. 
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(Mintzberg & Waters, 1985)

‘’The intended and realized strategies are classified as deliberate strategies and unintended strategies are emergent strategies.’’ (Hernández-Betancur, et al., 2017) Emerging strategy has the understanding that the uncertainty is existing and has the ability to address the organizations' present challenge.  (Alexis Downs & Carr, 2003) It could be clearly seen on the graph above that an emergent strategy, which appears whilst the company responds to the event as they arise, could became realized strategy over a period of time. 


Conclusion 

The strategic management is a complex process, which could help in the achieving of competitive advantage. The external and internal analysis, the defining of the objectives, as well as the strategic choice and implementation are the central points in the development of this theoretical concept. (Barney & Hesterly, 2019) The data collected throughout this report and the applied frameworks and analysis, suggested that Lucky Air had a great potential for a future progress. The firm had several strategies that could be explored. One of them could be an investment towards the IT development, or another option available could be the incorporation of tour packages, or why not implementing both of them at the same time. This could help in reducing the operating cost as well as getting a broader market share, consequently, boost its profit. In conclusion, the main challenge in front of the company was the achieving of competitive advantage, in order to stay ahead of its competitors.


Recommendations 

In addition to the conclusion presented above, the company needed to find a competitive advantage, which should also be sustainable, since the sustainable competitive advantage is the long-term effect of introducing a unique and innovative value-creating approach which is not applied concurrently by rivals, along with the difficulties to replicate the advantages of this strategy. (Kim, et al., 2011) Considering that Lucky Air had an approach of duplicating the ideas, formerly arose in other airline companies, it could be said that the implementation of a completely new idea on the market, would create a sustainable competitive advantage. 
Lucky Air had integrated most of its services online. This could be their way of achieving competitive advantage, but also it could be considered as a treat. If the internet penetration in China did not occur as fast as in the western countries, the company could be experiencing a big trouble. That is the reason why, the recommendation for the firm could be to create backup plan, for example, having call centre and different option for offline payment and customer support. 
Recommendation for a future research could include deeper and thorough analysis, as well as including other theoretical frameworks, models, and theories. According to Jeff (2008) there are many parts, that a company needs to go through, in order to get the wholesome understanding of the strategic management process. 
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Retaining- CRM for better understanding of the consumers + create loyal customer base 


Attracting new clients-products reviews and customer's experience available on the website


Prosper-  Getting bigger share price and higher profit  


Succeed - Trippled its operating revenue from $31.2 to $104.3 million	


Profit - Achieved profit just in the 3th year 	
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Targeting- customers who are looking for low-cost flights





Technology capability - Spend 0.15% of its net income for IT development





Service excel - Increased load factor from 74.7% to 81.4%

















Productivity - Higher amount of flights per year


Time to market - first airline company's website to allow secure payment method, modernized website 


Technology leadership - invest in e-commerce, adopt some USA successful market approaches, i.e. considering customer's feedback





Services focus - concentrate on the flight in Yunnan and in other provinces


Travel purposes in China (2004-2006) 

Business	
2004	2005	2006	0.56799999999999995	0.496	0.49199999999999999	Leisure	
2004	2005	2006	0.32500000000000001	0.38400000000000001	0.4	Family Visit	
2004	2005	2006	0.107	0.12	0.105	
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