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1.0 Introduction
This report seeks to get and understanding of how the Chinese based airline company Yunnan Lucky Air uses its low-cost low efficiency strategy to achieve competitive advantage. The report begins with the company background, background of the Chinese Airline industry, an external and internal analysis of the organisation’s activities, a conclusion and recommendation.
[bookmark: _Hlk49985345]1.1 Background of Lucky air
Lucky Air was established in 2004 as a low-cost airline with a stat up capital of US$ 2.2 million (RMB15 million), following the model of high-efficiency strategy on Southwest Airlines in the United States. Its parent air is the Hainan Airlines. Over the years, Lucky Air has gradually by  2008, had developed into a low-cost US$ 104.3 million (RMB720 million) airline, operating domestic flights from the heart of Kunming, the capital of south-western Yunnan province of China, which is also one of  the top tourist resorts in china. Despite being a small-scale airline, Lucky Air was able to win over 1.2 million Yunnan-area travellers successfully by 2007, more than doubling the number they had in 2006. And In 2008, Yunnan Lucky Air, based in China, continued with a search for new competitive advantages in China's highly competitive, but heavily controlled aviation line of business and e-commerce was one growth strategy that the company was aiming at (Berenguer, et al 2008).
[bookmark: _Hlk49985391]1.2 Industry background
The China Airlines industry operates aircraft for passenger transportation. The sector includes air transport services for international and domestic passengers. China Southern Airlines Company Limited, China National Aviation Holding Firm, China Eastern Air Group and Hainan Airlines Co., Ltd. are the organizations with the largest market share in the Airlines industry in China. Being one of the fastest global growing economies, China's aviation industry has benefited greatly. The industry has achieved excellent growth over the past decade and continues to grow well with expectations of future growth. Revenue for the Chinese airline sector has risen at an annual rate of 2.0 percent over the past five years through 2020 to a total of $85.5 billion. Some of the factors that have contributed significantly to the industry's growth are the government's relaxation of the regulations for the aviation market in recent years and the rise in economic development. As presented by the civil aviation authorities (CAAC), China's flourishing civil aviation industry has seen its annual earnings reach 1.06 trillion yuan (around $154.27 billion) in 2019) leaving China as the second-largest market for civil aviation in the world. According to CAAC, the figure represented a rise of 5.4 per cent year-on-year. The nation's civil airline industry handled over 660 million commuter flights and 7.52 million metric tonnes of air freight in 2019, a rise of 7.9 percent year-on-year and 1.9 percent, respectively, the latest CAAC statistics said.
 Organisations operates within a dynamic political, Economic, social, technical, legal, and environmental framework. These changes in environment for some companies is more complex compared to other companies. How this impacts the organisation, may require an analysis of historical and environmental impacts in addition anticipated or future alterations in environmental variables. A number of these factors will bring about other opportunities, while some can put the company at risk or both. One concern that needs to be discussed is that the number of variables is likely to be so wide that it might not be feasible or practical to define and understand each. Therefore, a view of the main environmental impacts on the company must be extracted out of this uncertainty (Johnson, Scholes et al. 2009)
[bookmark: _Hlk49985418]2.0 Analysis of Yunnan Lucky Air
In other to understand the strategic position of Lucky air and how it achieved completive advantage, one needs to look at the external and internal factors and how they affected the airline company. 
[bookmark: _Hlk49985430]2.1 External analyses of Yunnan Lucky Air
Macro environmental or PESTEL analysis sums up a comprehensive list of possible effects on the success or failure of specific strategies (Johnson, Scholes et al. 2009) PESTLE will be used to exhibit some of the macro-environmental factors that could impact Yunnan Lucky Air in the airline industry in China. This illustrates some of the ways in which such forces impact strategies and some of the ways in which the company attempt to cope with aspects of their environment. 
2.1.1 Pollical factors 
Yunnan Lucky Air operates in a highly regulated political environment where the government is the main regulatory body of the country. China is a single state republic, dominated by the Chinese Communist Party (CCP) since the 1940s. Because no other political party or opposition exists in the country, the CCP has a licence to regulate all activities and industries in the country, including the airline industry. This has had a variety of impacts on industry airlines like lucky air. 
China Aviation Oil was Chinese Airlines' sole supplier of fuel and the price of fuel is fixed by the National Development and Reforms Commission (NDRC). Restrictions placed on fuel by the government meant that an airline of Lucky Air’s status needs to pay upfront for its fuel until it proved itself as an established airline. The cost of fuel also varied from one region to another and it happened that Yunnan had a higher price than the global average. In addition, China's carriers were not permitted to hedge the risk of oil prices through financial instruments. Also, due to safety concerns, airlines where not allowed to optimise their routes which was another means they could use lower fuel costs. Because there was only one supplier of fuel, adding to the fact Lucky Air could not negotiate fuel price affected the company negatively adding to the company’s financial burden (Berenguer, et al 2008).
Another area of restriction was the landing fees on airports. Given that the government regulations limited the ability of airlines to lower ticket prices, most cities had one airport only and government fixed the landing fees for major airports. With this, airlines were forced to pay the same landing fee irrespective of location and capacity. This also negatively affected Lucky air and even the airports in very small towns that provided much lower landing fees were Lucky Air could make profits from, there were typically not enough passengers to make the routes viable.
More to that, the aviation bureau of the NDRC was in control of all airline leasing activities. The NDRC has ruled that capacity of an airline to expand should not exceed 35% per year because of safety concerns and this figure could drop even more as an airline expands (Berenguer, et al., 2018). Airlines were not authorised to lease aircraft directly from either a manufacturer or third party which could provide better financial conditions. Moreover, small airlines such as Lucky Air were typically lower on the priority list to receive aircraft and often had to wait longer than five years. The effect of this is that the prolonged lead time restricted Lucky Air’s ability to quickly respond to market dynamics adding to the fact that it had less power to negotiate its aircraft prices.
 As a low-cost airline, Lucky Air's prices have been affected by the tax and strict pricing government regulations that could make it difficult for the company to remain a low-cost company. Different government taxes put an additional burden on Lucky Air’s service as an airline and had to pay taxes between 2% to 10%.
On the other hand, the government regulation favoured Lucky Air as the Government's restricted route licence gave Lucky Air a near-monopoly status within Yunnan province where it based its routes and these routes have led to the bulk of its income (Berenguer, et al., 2018). But tight regulations will adversely affect Lucky Air as it develops and explore more opportunities.
2.1.2 Economic factors
China is the second-largest ranked Gross Domestic Product (GDP) economy in the world. However, on a purchasing power basis it is the largest economy in the world. In the late 1970s, a lot of economic reforms began which helped China make rapid economic growth. The country has moved from a centrally planned to a market-based economy and achieved nearly 10% of GDP growth a year (The World Bank, 2020). Given that china is a free market economy, the central government still dominates its market activities.
From 2013-2017. China had one of the fastest growing economies in the world with an average of about 7% annual real growth. In 2010 China became the world's largest exporter and became the largest trading country in 2014. Indeed, China's per capita per capita is still below the world average (World Fact Book, 2019). Economic factors such as economic growth, interest rates, inflation, consumer disposable incomes have a huge effect on how Lucky Air does business and how profitable it is. The CAAC expected an average annual rise of 15 for air traffic through higher disposable revenues. Increased buying power for customers is a positive effect for Lucky Air indicating more people will be able to buy flight tickets and for vacations.
2.1.3 Social factors 
China is the world's most populous country, with a total population of about 1.4 billion people (World Meters, 2020). At the time Lucky Air was investing in ecommerce, most of the people in china were not using ecommerce services. This is different today because China's literacy rate is 96.4%. The nation is home to 420 million Internet users. Chinese people also shop online, because of internet access. E-commerce has changed how shopping is viewed by local customers. But there is still a community that wants to escape the perceived risk associated with shopping online. They enjoy shopping physically and like the face to face interaction. Ecommerce as of now is one venture that can produce the desired profits for Lucky Air

2.1.4 Technological factors
This is where the technical environment changes, and how it affects the markets and services of Lucky Air. These factors affect marketing and management in three separate ways, new ways of generating products and services, new ways of selling goods and services and, last but not least, new ways of communicating with the target market. In recent years, China has strengthened its technology infrastructure, while Lucky Air has leveraged its parent company (Hainan Airlines) for support IT that gives them strength in IT operations. Products and services were provided via a service menu on the website luckyair.net
2.1.5 Environmental factors 
The rapid growth of China's economy has seriously affected its natural environment. Water and air pollution, toxic waste, deforestation, climate change and depletion of biodiversity are some examples of China's environmental problems today. It should be noted, however, that the Chinese Government has taken a range of measures to resolve environmental issues. Lucky air leases its aircraft and has very little impact on the aircraft it leases and the fuel it uses, as they are both state regulated. The organisation can however implement environmental awareness initiatives and attempt to influence the government through its campaigns. They can also use renewable energy, such as solar panels, as part of their sustainability strategy to reduce pollution
2.1.6 Legal factors 
Chinese industries are governed by a variety of laws. For instance, the PRC Labour Law 1995, the PRC Labour Contract Law 2007 and various administrative regulations regulate labour standards, remuneration and benefits for workers, labour disputes and other related matters (Chen, 2019). Because the government control the activities of the country, it directly affects the industries and their various organisations. In the case of Lucky Air, the impact is felt at the level of control on fuel and other taxes imposed by the government 
2.2 Porter’s five forces analysis of Lucky air
The system of Porter's five forces was originally created to test the attractiveness (the opportunity for profit) of various industries (Johnson, Scholes et al. 2009). The five forces are the foundation of an industry. Although initially conceived with business in mind, most companies benefit from an analysis of the industrial environment with the five forces concept. This form of analysis is also carried out using the framework suggested by Porter and describes the five basic forces (supplier bargaining power, buyer bargaining power, new entrants’ threat and competitive rivalry) that may act on an organisation (Lynch 2018)
In the case of Yunnan Lucky Air, it served primarily in China although it recently began flying to 13 foreign cities. To be effective, it is important that the organisation understands concretely the industry in which it operates. The following paragraphs shows an analysis of Lucky Air. 
2.2.1 Competitive rivalry
In terms of competition, the airline industry in china is faced with a highly competitive rivalry.  Lucky Air rivalry from domestic airlines including Air China, China Eastern Airlines and China Southern Airlines as well as other low-cost airlines like Spring Airline. Strong rivalry in the industry and government airline regulations in China, airport infrastructure growth and growing demand for low-cost airline tickets create growth potential that attracts many new entrants and intensified competition pulling in more airlines in industry that want to benefit to. The highly developed airlines are also attempting to build low-cost airline subsidiaries to rival competitors and control the industry. All these factors make competitive rivalry in industry to be high.
2.2.2 Threat of new entrants
The threat of new entrants in the Chinese airline industry is medium to low. This is because of the government restriction and control over major supplies of fuel and aircraft leasing. Though with an attempt to ease up the regulations put in place by the government by investing in existing airports and the opening of new airports, still doesn’t make it easy to enter the industry. Since control is in the hands of the government, new entrants in an attempt to lease aircraft will have to follow the timeframe set by the government adding to the busy nature of china’s air traffic, it quite difficult for new entrants to get airport slots. In the case of Lucky Air, it has a has a cost advantage over potential new entrants as they have been operating for a period which might exempt them from paying upfront for fuel. Hence, new entrants pose medium to low threat to the company.
2.2.3 Bargaining power of suppliers 
The bargaining power of supplier is relatively high. Lucky Air 's principal assets are fuel and aircraft. Chinese airlines do not have the option of purchasing fuel from any other supplier other than the state-owned supplier, and NDRC sets the prices. This has a negative effect on the profit margin of Lucky Air because the company cannot reduce the price and must pay the full cost of the fuel up front though prices would be high. The Chinese government of control the leasing of aircraft which makes it difficult for airlines to lease aircraft directly from the manufacturer or any third party including Lucky Air. The NDRC controls all aircraft leasing activities which makes it difficult for lucky air to its prices and the number of aircraft it can acquire (Berenguer, et al. 2018).
 2.2.4 Bargaining power of buyers 
Most travellers are always on the lookout for low prices and with the current low cost strategy used by Lucky Air means it tend to attract a handful of customers but these customers are very often not loyal as they can easily switch to another company with even lower prices. The bargain power here is medium for Lucky Air because the company have a near monopoly in its area of operation as a result of the government licence route restriction in the Yunnan province which limits the operation of different airlines in that area (Berenguer, et al. 2018). 
 2.2.5 Threat of substitute
The threat of substitute for Lucky air is low. This is because the cost involved in the substitutes which includes vehicles and trains as well as buses is high, takes a longer time for customers to get their destinations and not so convent.
3.0 SWOT analysis of Lucky Air. 
3.1 Strength 
 Lucky Air’s I T operations is one of the strongest in the in the industry and backed by Hainan Airlines industry with one of the industry's most innovative web portals.
 Lucky Air had near monopoly power in its area of operation due to the route licence granted by the government thereby limiting the activities of other airlines 
one of the first airlines to that started selling air tickets online.
The Yunnan province where Lucky Air operates is one is one of the top tourist destinations in China

3.2 Weaknesses 
High operating cost of fuel, landing fees, taxes and aircraft leasing. All this cost components are heavily regulated by the government. 
Not able to offer bundled packages that is, no in-flight entertainment and no seat assignments. Lucky Air offered only one seat class-coach.
Lucky Air is also subject to strict pricing regulations as well as fees imposed by travel agents and China’s ticket distribution system thereby limiting its ability to increase revenue.
Lucky Air practice unbundling which means the company cuts all the services they could provide to their customers in order to lower their operational costs.
3.3 Opportunities 
Easing of relations by the government and heavy investment in opening 50 new airports and upgrading the capacity of the existing ones
Customer targeting. Target a niche market and offer loyalty programmes to members.  
Technological development. Incorporating the web 2.0 and customer product review on its website.  This way, they get to understand what the customers want and try to provide it as cheaply and quickly as possible.
Growing markets. Growth potential due to the rapid economic growth of the country and the significant increase in disposable income of people, which means that the number of travellers is likely to rise.
Social changes in terms of e-commerce and positive attitude towards e-commerce.
3.4 Threats 
The first threat the firm faces is the high cost of fuel. On average, the fuel costs represent 29 of all operating expenses and 27% of the total revenue from the airline industry. And if the company is trying to save money and cut spending on fuel, it will take time because the airline signs a purchase agreement with fuel companies that have a fixed fuel price a few years in advance.
The performance of substitute travel methods such as high-speed trains. 
Relaxing government regulations and creating several new airlines meant that new low-cost airlines industry could make domestic travel more affordable for everybody. 
 Potential new taxes 
Increase in the demand for long haulage flights 
Price war from well established companies in the industry
4.0 Internal analysis of Yunnan Lucky Air
To gain competitive advantage, Lucky Air positioned itself as a high-efficiency, low-cost airline. By using a single type of aircraft, it reduced its maintenance and operational complexity and offers only one seat class with simple one-way pricing that does not consist of any seat assignments or flight entertainments. Most of the route from Lucky Air was short-haul and point-to - point to increase departure and on time arrival. Lucky Air mainly operated in secondary cities to avoid congestion and to reduce landing costs
4.1 Value chain analysis 
The value chain relates the importance of an organisation's operations to its core functional elements.(Lynch 2018). If companies seek to achieve competitive advantage by offering value to consumers, managers will need to consider which activities they carry out are extremely critical in creating this value and which are not (Johnson, Scholes et al. 2009).
The primary activity of the product chain is concerned with the creation, sales and distribution of services to customers while the support activities provides inputs that allow the primary activities to take place (Hitt, et al. 2007).
4.1.1 Lucky Air’s infrastructure
Here, the primary tasks include inbound logistics, administration, outbound logistics , marketing and sales and services while the support activities consist of the company's facilities, human resource management , technology development and procurement.
In terms of support activities, Lucky Air’s infrastructures is made up of its finance, planning, accounting, management and the government support offered to the company. The government’s decision to invest in the industry by opening new airports and improving the already existed airports enable the company to spot out other beneficial opportunities such as its I T operations that enabled its customers to buy and or refund air tickets online.
4.1.2 Human resource management (HRM)
The fact that lucky air could more than double its  initial capital ( US$2.2 million to US$104.3 million) and successfully attracted over 1.2 million Yunnan-area travellers within a very short timeframe could be the attributed to the efficiency of the overall staff put in place by the HRM team of the company. To achieve further competitive advantage, HRM team will need to efficiently recruit competent pilots, host and front desk attendants as well as offer training if need be.
[bookmark: _GoBack]4.1.3 Technological development
To create value to the company, Lucky Air was able to invest in their I T operations with the help of the parent organisation ( Hainan Airlines) and was the industry's first to allow online credit card verification, and also created an online community for its passengers through its website luckyair.net. Lucky Air hoped to attract more clients directly via its website and develop a brand equity and loyal client base. 
4.1.4 Procurement 
Lucky Air ensured that all resources and inputs that will be needed to create value for the organisation such as aircraft and fuel was available. 
4.1.5 Inbound logistics
Inbound logistics concerns receiving goods, stock transportation, inventory management and transport scheduling (Porter, 1998). Companies that come into play in the airline industry to make lucky Air a success include aircraft suppliers, airports, local transport providers, fuel and aircraft leasing companies. In the event of a failure in the accessibility, delivery and storage of goods from any of the above-mentioned businesses, this may result in profit loss. Efficiency in all enterprises, involving proper supply and storage around each other, ensures a sustainable organisation making maximum profits. If the fuel companies are unable to get their fuel on time to the aircraft, then this means that the aircraft cannot operate. 

4.1.6 Operations
This has to do with everything related to maintenance of equipment, assembly, packaging, testing and every other process that transforms inputs into product (Porter, 1998). These involve aircraft repairs and continuous repair, as well as replacing the worn-out parts. Lucky Air operated mainly on the tourist destinations within Yunnan province, such as Dali and Xishuanbanna. Most of its routes were short haul and point-to - point to improve arrival and on time departure and by using a single type of aircraft it reduced maintenance and operational complexity.
4.1.7 Outbound logistics
Through its website (luckyair.net) customers can purchase and or refund air tickets. Having to sell directly to the customers helped Lucky Air to fend off the commission that was given to travel agents who bought and resold their air tickets. 
4.1.8 Marketing and sales.
The development and use of the Internet as the airline services' primary distribution platform has resulted in many benefits. Many tickets are sold via the online direct sales. The site offers a home for a Lucky Air community, by allowing customers to generate blogs and share experiences. Flights from Lucky Air were searchable by most search engines, such as Google and Baidu, and some of Lucky Air flights were featured on the websites of Ctrip and eLong.
4.1.9 Services 
The services offered by Lucky Air to its customers include online credit card verification and an online community for its passengers. Luckyair.net provides a menu service where customers can purchase and refund tickets online, pay 5 % to 20% less, validate their tickets online, access flight information, monitor online news, and comprehensive details of destinations within and outside Yunnan. Lucky Air also offered bonus points which they could exchange for gifts for returning customers (Berenguer, et al. 2018).
Looking at the external and internal analysis of the organisation (Yunnan Lucky Air), one can obviously see areas through which the company can gain competitive advantage and create value to its stakeholders and customers. With the development of the Internet, the social media will be the vital point for Lucky Air to succeed. Since most users are young people under the age of 34, who use the internet and social media, the company can use this platform to offer special promotions, advertisements and discounts that can attract many tourists to Yunnan. For instance, the company has near monopoly in the Yunnan province which is one of the best tourist destinations in china. Lucky Air can develop an efficient business-consumer-business model that can pull in more customers to their platform to make an online airfare purchase. To do this, Lucky Air would need to concentrate on Web 2.0, which is the special feature of e-commerce and the internet that come together as apps and social media platforms, to attract customers. The Web 2.0 would allow a better online experience with close interpersonal interactions, user-interacted blogs and staff to track the site continuously to provide consumer feedback. Web 2.0 is key to maintaining consumer relationships by making the customers feel important through the sharing of their own airline experiences.
Looking at the external and internal analysis of the organisation (Yunnan Lucky Air), one can obviously see areas through which the company can gain competitive advantage and create value to its stakeholders and customers. With the development of the Internet, the social media will be the vital point for Lucky Air to succeed. Since most users are young people under the age of 34, who use the internet and social media, the company can use this platform to offer special promotions, advertisements and discounts that can attract many tourists to Yunnan. For instance, the company has near monopoly in the Yunnan province which is one of the best tourist destinations in china. Lucky Air can develop an efficient business-consumer-business model that can pull in more customers to their platform to make an online airfare purchase. To do this, Lucky Air would need to concentrate on Web 2.0, which is the special feature of e-commerce and the internet that come together as apps and social media platforms, to attract customers. The Web 2.0 would allow a better online experience with close interpersonal interactions, user-interacted blogs and staff to track the site continuously to provide consumer feedback. Web 2.0 is key to maintaining consumer relationships by making the customers feel important through the sharing of their own airline experiences.
In addition, Lucky Air could focus on using a single model of aircraft with lower maintenance costs, thus reducing its current maintenance costs, which account for 5% of its overall costs (see Exhibit 3). Another cost reduction is the establishment of call centres to manage reservations in order to avoid paying travel agent commissions which represent 2 % of the total cost (Berenguer, et al. 2018).
Moreover, the company can focus on a niche market through customer targeting while using the customer product review strategy to gain inside into how customers feel, what they want to provide them as cheaply and quickly as possible.
5.0 Conclusion 
Getting into and an industry that is heavily controlled by the government, Lucky Air was able to gain competitive advantage by strategizing itself as a low-cost low efficiency company and based itself in the touristic province of Yunnan. Though with a near monopoly, the company still faced issues in terms of fuel purchasing, aircraft leasing and taxes as all these activities were under the control of the government. But with external and internal analysis of the company, one can see that there are other strategies that the company can add to its already existing strategy if it must outpace its competitors.
6.0 Recommendation 
Yunnan Lucky Air while maintaining its low-cost strategy can further develop its I T operations by implementing the special web 2.0 to allow for better online experience. 
Moreover, customers are always searching for where to get the lowest price possible. So, it will be wise for the company to implement other activities that will give customers reason to remain loyal to the company.
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