


Table of Contents
Task 1: Introduction to British Airways and its Main Product	2
Task 2: British Airways Demand and Market Equilibrium	3
Task 3: British Airways Price Elasticity of Demand	7
Conclusion	9
Reference List	10




[bookmark: _Toc134496618]Task 1: Introduction to British Airways and its Main Product
British Airways (BA) is the flag carrier airline of the United Kingdom and one of the largest airlines in Europe, operating both international and domestic flights (British Airways, n.d.). Founded in 1974, BA has a rich history of pioneering aviation, such as the development of the world's first passenger jet service in 1952, and the Concorde supersonic aircraft in the 1970s (British Airways, n.d.). Over the years, BA has grown to become one of the most recognized brands in the aviation industry, renowned for its commitment to providing high-quality service and customer satisfaction (British Airways, n.d.).
BA operates in a highly competitive industry, where airlines must adapt to changing consumer preferences and market conditions to remain relevant and profitable. In recent years, BA has faced significant challenges, such as the rise of low-cost airlines and the impact of the COVID-19 pandemic on the aviation industry (BBC, 2020). Nevertheless, the company has remained resilient, implementing innovative strategies to stay ahead of the curve (BBC, 2020).
In this report, we will focus on one of BA's most important product ranges: its long-haul flights. We will analyse the factors that influence demand for these flights and the market equilibrium, including the price of substitutes and complements, consumer income, tastes and preferences, expectations of price, and demographics. Additionally, we will examine the price elasticity of demand for BA's long-haul flights and recommend pricing policies that can help the company maintain a competitive advantage. By conducting this analysis, we aim to provide insights into the challenges and opportunities that BA faces in the highly competitive aviation industry.
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Demand and market equilibrium play a crucial role in the success of any business, and the aviation industry is no exception. In this section, we will examine the factors that influence demand for British Airways' (BA) long-haul flights and the market equilibrium for these flights.
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Price of substitutes
One of the main factors that influence demand for BA's long-haul flights is the price of substitutes. In the aviation industry, substitutes refer to alternative modes of transportation that consumers can use to travel long distances, such as trains or buses (Varian, 2014). As the price of substitutes increases, the demand for BA's long-haul flights may increase, as consumers may perceive air travel as a more affordable and convenient option. Conversely, if the price of substitutes decreases, demand for BA's long-haul flights may decrease, as consumers may opt for cheaper modes of transportation (Varian, 2014).
Price of complements
Another factor that affects demand for BA's long-haul flights is the price of complements. Complements are products or services that are typically consumed together with the primary product, such as hotel accommodations or car rentals (Varian, 2014). As the price of complements increases, the demand for BA's long-haul flights may decrease, as consumers may find the total cost of travel too high. On the other hand, if the price of complements decreases, demand for BA's long-haul flights may increase, as consumers may perceive air travel as more affordable and convenient when combined with lower-priced complements (Varian, 2014).
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Consumer income
Consumer income is also an important factor that affects demand for BA's long-haul flights. As consumer income increases, the demand for luxury goods and services, such as air travel, may also increase (Varian, 2014). Conversely, if consumer income decreases, the demand for BA's long-haul flights may decrease, as consumers may opt for cheaper modes of transportation or travel less frequently.
Consumer tastes and preferences
Consumer tastes and preferences have been identified as a significant factor impacting the demand for British Airways' long-haul flights (Smith, 2018). For instance, if consumers become more environmentally conscious, they may prefer eco-friendly travel options or avoid long-haul flights, leading to a decrease in demand (Sullivan, 2020). Conversely, if consumers seek luxury travel experiences, demand for British Airways' long-haul flights may increase due to the company's reputation for premium services (Jones, 2019).
Consumer expectations of price
Consumer expectations of price have also been shown to influence the demand for British Airways' long-haul flights (Kaplan, 2017). If consumers expect air travel prices to rise in the future, they may be more likely to book flights at current prices, leading to an increase in demand. Conversely, if they expect prices to fall in the future, they may delay booking flights, leading to a decrease in demand (Liu, 2020).
Demographics
Moreover, demographic factors, such as age, gender, and geographic location, can affect demand for British Airways' long-haul flights. For instance, an increase in the number of consumers in a particular age group or geographic region may result in an increase in demand for air travel (Eichner, 2019). On the other hand, a decrease in the number of consumers in a specific demographic may lead to a decrease in demand (Simpson, 2018).
Market equilibrium
The market equilibrium for British Airways' long-haul flights is influenced by factors affecting both demand and supply, such as the cost of fuel, labour, and maintenance (Peterson, 2021). Achieving market equilibrium can be challenging in the aviation industry, particularly in a highly competitive market (Bennett, 2017).
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In recent years, British Airways has faced significant challenges due to the rise of low-cost airlines and the COVID-19 pandemic (Hendricks, 2020). Nonetheless, the company has implemented innovative strategies to maintain its market position, such as enhancing customer experience through the use of new technologies like mobile check-in and biometric boarding (Rogers, 2019). These efforts have improved customer satisfaction and contributed to an increase in demand for British Airways' services (Mason, 2021).
According to Smith (2018), one factor that has influenced demand for British Airways' services is the company's focus on sustainability. In response to the growing concern about the impact of air travel on the environment, British Airways has implemented a number of initiatives to reduce its carbon footprint, such as investing in more fuel-efficient aircraft and offsetting carbon emissions through partnerships with conservation organizations. These efforts have resonated with environmentally-conscious consumers and have helped to increase demand for the company's services.
However, there are several factors that could potentially impact demand for British Airways' services in the future. One of the most significant is the ongoing COVID-19 pandemic, which has had a major impact on the airline industry (Hendricks, 2020). The pandemic has resulted in a significant decline in demand for air travel, as many consumers have cancelled or postponed their travel plans due to health and safety concerns. In response, British Airways has had to adjust its operations and implement new safety protocols, such as mandatory mask-wearing and enhanced cleaning procedures, to reassure customers and mitigate the risk of transmission. While these measures have helped to maintain a degree of demand for the company's services, the long-term impact of the pandemic on the airline industry remains uncertain.
Another factor that could impact demand for British Airways' services is the increasing competition in the airline industry. As low-cost carriers such as Ryanair and EasyJet have gained market share in recent years, traditional full-service airlines like British Airways have had to adapt their business models to remain competitive (Bennett, 2017). One way British Airways has done this is by introducing new fare classes, such as "basic economy," which offer lower prices but fewer amenities than traditional economy class tickets. While these efforts have helped to attract price-sensitive consumers, they have also led to increased competition among airlines and could potentially impact demand for British Airways' services in the future.





[bookmark: _Toc134496620]Task 3: British Airways Price Elasticity of Demand
Regarding the Price Elasticity of Demand, Kaplan (2017) suggests that there are several factors that influence the price elasticity of demand for British Airways' products and services, including the degree of necessity of the product or service, availability of substitutes, and the proportion of income that the product or service represents. In terms of the degree of necessity, British Airways' products and services are generally considered to be inelastic, as air travel is often a necessary expense for both personal and business purposes, and consumers are generally willing to pay a premium price for the convenience and speed that air travel provides. However, the level of inelasticity may vary based on the specific market segment being considered, as business travellers may be more likely to pay a premium price for air travel, while leisure travellers may be more sensitive to price changes and more likely to seek out lower-cost alternatives (Liu, 2020).
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According to Bieger and Wittmer (2006), the availability of substitutes is one of the factors that influences the price elasticity of demand (PED) for air travel. While there are alternatives to air travel, such as driving or taking a train, these options are often less convenient or time-consuming, which may make air travel the preferred choice for many consumers. Additionally, the price of these substitutes may also impact PED for air travel. For example, if the price of gasoline were to increase significantly, consumers may be more likely to choose air travel as a more cost-effective option, even if the price of airfare also increases.
In terms of consumer income, the literature suggests that as disposable income increases, consumers may be more willing to pay a premium price for air travel and may be more likely to choose more expensive options, such as first-class or business-class tickets (Bieger and Wittmer, 2006). On the other hand, if disposable income decreases, consumers may be more likely to seek out lower-cost alternatives or to delay or cancel travel plans altogether.
Consumer tastes and preferences can also have a significant impact on PED for air travel. As consumer preferences change, the demand for certain products or services may increase or decrease. For example, if there is a shift towards more eco-friendly travel options, consumers may be more likely to choose airlines that prioritize sustainability initiatives, even if these options come at a higher cost (Sustainable Aviation, 2021).
Consumer expectations of price are another important factor that influences PED. If consumers expect the price of air travel to increase in the future, they may be more likely to book travel sooner rather than later, which may lead to an increase in demand in the short-term. Conversely, if consumers expect prices to decrease in the future, they may be more likely to delay travel plans, which could lead to a decrease in demand (Bieger and Wittmer, 2006).
Finally, the number of consumers in the market can also impact PED for air travel. As the number of consumers increases, the demand for air travel may also increase. Conversely, if the number of consumers decreases, the demand for air travel may decrease (Bieger and Wittmer, 2006).
Given these factors, British Airways should consider implementing pricing policies that take into account the various drivers of PED. For example, if the company is facing increased competition from low-cost airlines or other substitutes, it may need to adjust its pricing strategy in order to remain competitive. Similarly, if consumer preferences are shifting towards more eco-friendly options, the company may need to invest in sustainability initiatives in order to maintain its market position. Ultimately, the key to success for British Airways in a dynamic and rapidly-changing industry will be the ability to effectively respond to changes in consumer preferences and market conditions while maintaining a strong brand identity and reputation for quality and reliability. By carefully monitoring PED and other market factors, British Airways can adapt its business strategies and remain competitive in the long term.
· Substitution Effects - Luxury vs. Necessity: The demand for British Airways' passenger transportation services is likely to vary based on the perceived luxury or necessity of the service for different types of consumers. Business travellers may have a more inelastic demand due to their need to travel for work regardless of the price, while leisure travellers may be more price-sensitive and have more substitutes to choose from, leading to a more elastic demand (Bieger & Wittmer, 2006).
· Income Effects - Percentage of Income: The purchase of British Airways' services represents a significant portion of consumers' income, particularly for leisure travellers. This indicates that demand for British Airways' services is likely to be more elastic (Bieger & Wittmer, 2006).
· Pricing Policy: Based on the analysis, it is recommended that British Airways employ a pricing policy that considers the price sensitivity of its target customers. For leisure travellers, the company should offer competitive pricing and promotions to attract price-sensitive customers, while for business travellers, the focus can be on providing high-quality services and convenience, which can justify higher prices. Additionally, the company should monitor market trends closely and adjust its pricing strategy accordingly (Bieger & Wittmer, 2006).
Based on the analysis, it is further recommended that British Airways adopt a dynamic pricing policy (Gershkov & Moldovanu, 2009). This type of pricing policy is well-suited for the airline industry as it allows the company to adjust its prices based on demand and market conditions in real-time. By utilizing dynamic pricing, British Airways can charge higher prices during peak periods of demand, such as holidays and weekends, while lowering prices during off-peak periods to incentivize consumers to travel, thus maximizing its revenue and profitability (Gershkov & Moldovanu, 2009).
Moreover, dynamic pricing enables the company to respond quickly to changes in market conditions, such as changes in fuel prices or competitor pricing. By analyzing data on demand and market conditions, the company can adjust its pricing in real-time to remain competitive and profitable (Gershkov & Moldovanu, 2009). However, British Airways must consider the potential impact of price changes on customer loyalty and satisfaction, as price increases during peak periods may lead to dissatisfaction among customers who are unable to afford the higher prices. Therefore, the company should consider offering alternative incentives, such as loyalty programs and discounts for early booking, to retain customer loyalty (Bieger & Wittmer, 2006).
[bookmark: _Toc134496621]Conclusion
In conclusion, analysing the demand and market equilibrium and price elasticity of demand can help companies like British Airways understand their target customers' behaviour and adjust their pricing strategies accordingly. By offering competitive prices and high-quality services, BA can maintain its position as one of the leading airlines in the industry.
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