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1. Introduction
[image: ]London, England, serves as the host city for the corporate headquarters of the worldwide airline corporation known as British Airways. It is one of the most well-known airlines in the United Kingdom, and it provides service to more than 180 cities and towns worldwide. As a full-service airline, British Airways offers its clients a selection of several travel classes, including economy, premium economy, business, and first class, so that they may choose the one that best suits their needs. The principal product or service that British Airways provides is air travel and, more specifically, various kinds of assistance with passenger transportation. The airline provides service to travellers travelling for both business and pleasure, and its flights can take them inside and to destinations in other countries. British Airways has a global network of around 250 aircraft, serving destinations in North America, South America, Europe, Africa, Asia, and Australia. I chose to use British Airways as an example because it is a well-known and venerable airline firm that has been operating for a long time and has a significant presence in many countries worldwide. Because the airline sector is exciting and intricate, and such a diverse set of factors influences it, it provides an ideal case study subject. (Park & Zhang, 2000)
Air travel is the top service British Airways provides to its customers, and the interaction of several factors determines the corporation's success. These factors consist of the status of the global economy, the price of gasoline, the demand from customers, the level of competition, and the limits imposed by the government. The airline industry is notorious for its harsh competition due to the large number of companies competing for a relatively small market share. Because of this, companies like British Airways are needed to continually assess and modify their business plans in reaction to the changing conditions of the market in order to preserve their competitive edge and continued profitability. (DOERNHOEFER, 2000)
2. Demand and Market Equilibrium:
2.1 Price of Substitutes
[image: ]Travelling by rail or automobile is a choice that might be made in place of flying. A rise in the cost of travelling by rail or vehicle may increase the demand for air travel. There will be less demand for air travel if there is a reduction in the cost of travelling by rail or vehicle. The price of replacements is the cost of similar items that may replace the primary product while still accomplishing the same goals. There is a correlation between an increase in the price of replacements and an increase in demand for the primary product. When the price of substitutes rises, buyers are less inclined to switch to the more costly alternative.
Conversely, as the price of replacements lowers, demand for the primary product will likely decline since customers will be more inclined to pick the less expensive alternative. This is because customers will have more money to spend. In the context of travelling by plane, "air travel substitutes" refer to other forms of conveyance, such as trains, buses, and private automobiles. When the price of these alternatives comes down, there will likely be less demand for air travel since more customers will go for the more affordable alternative. For instance, if there is a significant drop in the price of fuel, more individuals could opt to drive instead of fly. During the COVID-19 pandemic, when travel limitations and safety concerns led to a drop in demand for air travel, this was demonstrated. As a result, a significant number of customers satisfied their requirements for travel by switching to non-air forms of transportation such as automobile or rail travel. As a direct consequence, the number of people flying reduced drastically. (Dana & Vignali, 1999)
Because of this issue, British Airways could have to revise its pricing strategy to respond appropriately and continue to compete favourably with other means of transportation. This might include offering tickets at lower costs, giving additional perks or incentives, or improving the whole travel experience to make air travel more appealing compared to other alternatives. (MacAvoy et al., 2008)
2.2 Price of Complements
Hotel stays, or rental cars might be booked with flight travel. If the cost of staying in hotels or renting cars increases, it may reduce the number of people who choose to travel by aeroplane. There may be a rise in the demand for air travel if there is a reduction in the cost of renting cars or staying in hotels. "price of complements" refers to the cost of additional products or services purchased with the primary item or activity. In the context of airline travel, "complements" can refer to things like hotel stays, vehicle rentals, vacation packages, and any other services frequently ordered in conjunction with airline tickets. There may be a rise in demand for air travel if the fuel price decreases. This is because individuals can be more likely to travel and take holidays if the entire cost of the trip (including flights and other costs associated with the trip) is cheaper. For instance, if a hotel chain provides cheaper room rates or special promotions, it may encourage more people to book holidays, which in turn might increase the demand for aeroplane tickets. In a similar vein, an increase in the price of supplements can have the effect of lowering demand for air travel. This is because increased pricing for hotels or rental vehicles might make the entire cost of the trip more expensive, which may discourage some individuals from going on vacation. For illustration's sake, during the height of the travel season, a well-known tourist site has a spike in the cost of booking a hotel room. This may result in a decline in the number of people looking to book flights to the location. (Corke, 1986)


[image: ]
(Ali-Knight & Wild, 1999)
The cost of additional items can considerably influence the number of people who book aeroplane tickets. When the price of complements goes down, there is often a corresponding increase in demand; conversely, when the price goes up, demand is typically reduced. In order to maintain their position as a competitive player in the market, it is essential for airlines such as British Airways to keep a careful eye on the costs of additional services and to adapt their marketing strategy appropriately. (Fedosova, 2016)
2.3 Consumer Income
Because customers will have more money to spend on travel if their incomes rise, so there may be increased demand for air travel if incomes rise overall. A drop in consumer income may result in a reduction in demand for air travel. The term "consumer income" refers to the amount of money accessible to individuals to spend on various types of products and services. People tend to have more discretionary income when their earnings improve, and as a result, they can spend more money on non-essential goods such as travel. On the other hand, when people's salaries are lower, they may choose to cut back on discretionary spending such as travelling. (Kaynak et al., 1994)
 Alterations in consumer income have the potential to exert a substantial influence on demand for British Airways. When customers have more discretionary spending, they are more likely to book tickets and travel more frequently, which may lead to a rise in demand for airlines like British Airways. Conversely, when there is a recession or economic uncertainty, people may be more reluctant to spend money on travel, contributing to a fall in demand for flights offered by British Airways. The global financial crisis of 2008 is a good illustration of how the income of consumers may influence the demand for air travel. As a result of the decline in consumer earnings and the fact that many individuals cut down on their travel expenses, there was a significant drop in the demand for air travel during this time. As a result, airlines such as British Airways were compelled to reduce their capacity and expenses to accommodate the reduced levels of customer demand. Similarly, when the economy is doing well and people are earning more money, airline ticket demand may increase because customers have more money in their discretionary budgets to travel.
[image: ]
2.4 Consumer Tastes & Preferences
[image: ]Consumer preferences for air travel could change due to safety concerns, environmental issues, or alternative modes of transportation. If consumer preferences change towards other modes of transportation, it could lead to a decrease in demand for air travel. Consumer tastes and preferences refer to the changes in consumer behaviour and choices based on likes, dislikes, and preferences. It is a significant factor in determining the demand for a particular product or service. In the case of air travel, changing consumer preferences for travel destinations, travel times, travel modes, and travel styles can affect the demand for air travel. (O’Leary, 2002)
 For instance, the rise of low-cost carriers in the early 2000s changed the preferences of consumers who were more price-sensitive and willing to compromise on comfort and service quality for affordability. As a result, the demand for low-cost air travel increased, and many airlines shifted their business models to cater to this segment. (Peston et al., 1976) Similarly, eco-tourism and sustainable travel have influenced consumers' preferences for eco-friendly destinations and airlines that adopt sustainable practices. Many airlines have responded to this trend by adopting sustainable practices, such as reducing carbon emissions, using biofuels, and minimizing waste.
 Moreover, the COVID-19 pandemic has also impacted consumer preferences, with many travellers now prioritizing safety and hygiene in their travel choices. Airlines have implemented new health and safety protocols to reassure customers and encourage them to return to air travel. (Mills, 1996)
2.5 Consumer Expectations of Price
If customers believe that the cost of air travel will rise shortly, they may be more inclined to make reservations for their flights or search for alternate forms of transportation. This may result in a reduction in the demand for air travel. There may be an increase in the demand for air travel if customers anticipate that the cost will fall short. The term "consumer expectations of price" refers to customers' anticipation regarding future price changes. This anticipation could affect the demand for air travel right now. For instance, if consumers believe that the cost of a flight will go up noticeably during the hot season travel, they may buy their tickets in advance in order to save money and avoid paying higher costs in the future, which might contribute to a rise in demand in the here and now. On the other hand, if customers believe that airline prices will drop in the not-too-distant future, they will delay making purchases, reducing demand in the here and now. (Kassem et al., 2023)
[image: ]
Research conducted by Expedia found that 42 per cent of passengers book their tickets at least one month in advance, while 30 per cent of travellers buy their flights less than two weeks before departure. This lends credence to the hypothesis that their pricing expectations significantly influence the timing of an individual's purchase of airline tickets. Further, to encourage early booking and boost overall demand, several airlines now provide various discounts and special deals. For instance, British Airways provides clients with lower tickets if they book their flights at least 21 days in advance. This might motivate customers to book their flights sooner, which in turn can raise demand. (Nicolini & Salini, 2006)
2.6 Demographics
Amount of Buyers/Customers - As the world's population and economy continue to rise, it is reasonable to assume that air travellers will need more aeroplane seats. However, factors like political upheaval and public health issues may generate short-term fluctuations in client volume. When discussing a population, "demographics" describes characteristics such as age, gender, income, and location. Changes in the composition of the population may have far-reaching effects on the demand for air travel. (Cottrell & Rapley, 1991)
[image: ]
For instance, the growing elderly population might lead to a surge in airline ticket sales. This is because senior citizens may have more disposable income and leisure to travel. Similarly, when the middle class grows in developing countries, more people will have disposable income to afford air travel, which might contribute to increased demand for air travel. However, a loss in population or an increase in the number of individuals relocating from urban to rural areas might lead to a decrease in demand for air travel. Demand for airline flights may also be affected by changes in consumer choices due to demographic shifts, such as an increasing interest in travel to specific regions or destinations. British Airways and other airlines would keep an eye on shifting demographics and their potential impact on consumer demand for air travel as they seek to expand their customer base. (Oum et al., 1996)
3. Price Elasticity of Demand:
3.1 Substitution Effects. Luxury vs. Necessity
From the consumers' point of view, air travel can be seen as both a luxury and a necessity, depending on the purpose of travel. If air travel is perceived as a luxury, demand could be more elastic, meaning that price changes could significantly impact demand. If air travel is perceived as necessary, demand could be more inelastic, meaning that price changes may have a lesser impact on demand. (Cottrell & Rapley, 1991)
	Factor
	Analysis
	Elasticity

	Luxury vs. Necessity
	From a consumer's point of view, air travel can be considered a necessity for certain types of travel, such as business trips, emergencies, and long-distance travel. However, leisure travel is more of a luxury.
	Elastic in the case of leisure travel, inelastic in the case of necessary travel.


(Lu, 2009)
3.2 Income Effects. Percentage of Income
The purchase of air travel could represent a large portion of a consumer's income, especially for lower-income groups. In this case, demand for air travel could be more elastic, meaning that price changes could significantly impact demand. (Cottrell & Rapley, 1991)
	Factor
	Analysis
	Elasticity

	Percentage of Income
	Air travel with British Airways represents a significant expenditure for most consumers, especially for long-haul flights. Thus, the percentage of income spent on air travel can be relatively high, making the demand for air travel with British Airways more price-sensitive.
	Elastic


(Eckel et al., 1997)
Based on the analysis, BA should employ a flexible pricing policy that considers changes in demand due to various factors. For example, if there is an increase in demand due to a decrease in the price of substitutes, BA could increase its prices to take advantage of the increased demand. On the other hand, if there is a decrease in demand due to environmental concerns or changing consumer preferences, BA could lower its prices to maintain its market share. A flexible pricing policy would allow BA to respond to changes in market conditions and maintain its competitive position. (Madar, 2015)
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