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Yunnan Lucky Air is a Chinese low-cost airline company established in 2004. The main purpose of the company is to serve domestic routes from its hub in Kunming which is the capital of the southwestern Yunnan province. Tourism in China has been growing significantly and Yunnan province have received double the amount of tourists in 2007 compared to the year before which lead to the growth of Lucky Air.

The airline industry in China is heavily regulated and limits the flexibility of new airlines. Despite that Lucky Air was growing and new competitors started to emerge. In an environment where Lucky Air are unable to compete with the industry leaders and followed by newly emerging competitors Lucky Air and their parent company Hainan airlines had to come up with the right strategy to continue their growth while focusing on great customer experience and being the leader in low-cost airline services in China.

To maintain competitive advantage Lucky Air have decided to focus on e-commerce. They could use Hainan Airlines IT operation which was solid. E-commerce at the time was in its very early stages in China but Lucky Air thought that there is a potential and they should definitely do their best to position themselves as the leader. They knew that e-commerce airlines had great success in the USA and wanted to achieve the same but in China.  In order to achieve their goals Lucky Air have to perform a PESTLE analysis.

Pestle analysis is a framework used by companies to analyse the macro environmental factors which may have a very important impact on the company’s performance. It is a necessity when entering new markets, launching a product or starting a business as a whole. The analysis includes political, economical, social, technological, environmental and legal analysis. Political factors are to what extend does the the government intervenes in the way the company runs its business. 

In China the government is playing a very important role in what companies can and can’t do.  Due to a government regulation most airline companies are unable to lower their prices to a desired level therefore making competition based on price nearly impossible. That is one of the reasons why many of these companies started adding more features and benefits to their products and services turning airline services into a tourism services. In recent years due to a relaxation of the regulation more and more low-cost airline start to emerge and be a threat to the 3 companies dominating the market - Air China, China Eastern Airlines and China Southern Airlines. 

The economical factors have a huge impact on how a company runs its business. The factors include economic growth, interest rates, inflation, disposable income of the population and others.

China have significantly increased its growth in recent years and have become one of the worlds leaders in economic growth. The economy is growing at significant rates and starts to catchup on the US (Statisticstimes.com, 2019). The airline industry as a whole is growing rapidly and one of the main reasons for that is the increase of disposable income that people living in China have. In 2007 there is a big increase in people travelling on domestic and international flights and low cost airlines growth is predicted to be about 20%. The economical situation in China is definitely preferable and plays a big role in the growth of the low-cost airlines business.

The social factors are the believes, the way people of China think about low-cost airlines and include population growth, career ambitions, age, demographics and more. China is the worlds most populated country with a population of more than 1.4 billion (China Population. (2019-07-11) It is densely populated especially in the big cities. 
Due to its growth in terms of economics and population the disposable income of the population has also grown which leads to people being able to travel more often. While in the past most people have been travelling for business purposes paid by the organisation they work for, this is not the case anymore. Business travels are still the majority but more and more people start to travel for leisure and pay for the travel themselves.

The technological factors are the changes and advancements in technology that help or stop a business from executing their strategic plan. It also is probably the fastest changing factor of them all due to technology’s nature. Technological advancement is one of the main factors why Lucky Air have decided to focus and put a lot of effort into integrating e-commerce into their business.

The internet availability is growing rapidly in China with 53.3% increase from 2006 to 2007. However most people still feel insecure to make purchases on the internet and although more and more people have access to the internet most of them are from the big cities. E-commerce is in its very early stages where using online payment systems is expensive and not secure. Also online payments and e-commerce services are used mainly by younger people usually under 35 years old which have a limited buying power. One of the main concerns of Chinese population is the security of online payments and with the introduction of Paypal and Alipay people are less reluctant to make online purchases.

Environmental factors are the way the company is doing business and how it affects the environment. These are becoming very important as it may have a direct effect on the populations perception of the company. More and more people, especially in the West are demanding from companies to be eco friendly and to use only sustainable resources. This has effect on global warming too. China first developed their environment protection policy in 1970 (Wang, 2019). China is one of the most air and water pollution heavy countries in the world. This is due to the number of people that live there, the number of cars and the Chinese heavy industry. Many of their biggest cities are covered with smog and people even walk on the streets with masks. This is very worrying for corporations that want to expand to the Chinese market. Measures have been taken to reduce the amount of carbon dioxide to normal levels, however this is a very long term goal which may take a long period of time to accomplish.  Since most planes are using combustion engines with petrol or gasoline the airline industry is having a negative effect on the environment and unless a technological breakthrough is achieved this likely won’t change in the near future.

The legal factors include health and safety, advertising policies, consumer rights, gender equality, labelling and more.  In 1995 China introduced 2 new laws : Safe Production Law and Occupational Disease Prevention Law. Before these 2 laws China had a huge amount of incidents while at work and no health and safety regulation at all. This lead to people losing their lives while at work. Since the introduction the amount of death incidents at work has been cut in half (National Institute Of Occupational Health and Safety, 2019).
While the airline industry has significantly less incidents than the manufacturing one these 2 laws have been integrated successfully.

The PESTLE analysis shows us that their is a great opportunity in the technological part and e-commerce is definitely one as well as China’s economical situation is also getting better which is beneficial. The government is easing regulation on airline companies. Unfortunately the environmental situation for airline companies is not favourable as well as the legal factors need urgent improving, although some progress is made.

From the data provided by the PESTLE analysis we can perform a SWOT analysis. SWOT analysis is a framework used the identify the strengths, weaknesses, opportunities and threats of a company. It was invented in 1960’s by Albert Humphrey.  

Lucky Air has some prominent strengths. It has managed to position itself as a low-cost, high efficiency airline and learn from European and American market leaders. Their operations are simplified as much as possible which leads to low maintenance and operations cost. Also its IT operations are superior to most other competitors on the market.  Their parent company is responsible for the IT operations and Lucky Air spends only 0.015% of their profit on maintaining one of their major strength points.  Their website 
luckyair.net is the first in the industry to offer online payments and credit card verification. This has significantly improved how customers interact with the company, their perception of it and their overall experience when booking flights because it can be done entirely online as long as the client have access to the internet. Another positive effect that having a robust online website is that it eliminates the need of having a call centre which saves money on training staff and buying or renting a physical space for the call centre. 

One of the weaknesses that Lucky Air has is its small size and capital which makes it unable to compete with some of the bigger airline organisations. Even though it had a robust website with some advantages over its competitors 80% of the sales are coming from agents which are paid 2% commission and 95% of the tickets bought through their website are purchased by agents which then resell them for a higher price. Only 1% of all the tickets are purchased directly by the consumers.

Most airline businesses including Lucky Air are facing major threats. The government regulations are making it difficult for Lucky Air to adjust its pricing to its desired level. Also there are other new competitors joining the market. Its main operating costs are strictly tight to the government and Lucky Air are unable to change suppliers and lower its costs. The decision to focus on its internet presence and e-commerce also has a lot of risk into it because this is something new and not proven yet.

The major opportunity of Lucky Air is to try to dominate the new internet wave. By establishing their website as the go to place for online low-cost airline tickets they have the opportunity to overtake their competitors for this new emerging segment of their market. They also have the advantage of using their parent company IT know how. With the rapid growth of internet users in China  Lucky Air’s decision to focus on online marketing by using search engines like Google and Baidu could lead to a potential increase in clients and brand recognition. This posses a great opportunity but at the same time a threat since the government can potentially ban certain search engines and the growth could stop all out of sudden.

From the SWOT analysis its clear that the internet and e-commerce in general are in their early stages in China. Making e-commerce a priority and basing their entire strategy around it is a risky move which can lead to their desired growth. To analyse their growth strategy we can use the Ansoff Matrix framework.

Ansoff matrix is a framework created by Igor Ansoff and is used to identify growth opportunities for companies. It depends from if the company is trying to grow a new or existing product in a new or existing market. Ansoff matrix suggests 4 different strategies (Bowman, 2018).

Market penetration is when the company is selling the same product or service to the same market again and again. There are many factors that play a role here but Lucky Air has identified that an is taking action on keeping their customers loyal. From doing a research on their European and American competitors they have realised that creating a loyalty program is a great way to make their customers go back to Lucky Air next time they need to fly.

Market development is the name of a strategy where the company is seeking new markets, new clients for their existing products or services.  Lucky Air is dominating the Yunnan province in China but is not as popular outside it. In this case they could try and search for new areas that they can serve. The internet is what can secure these new markets, the internet itself is a new market because it allows people from anywhere make purchases on the website of the company.  Transitioning from selling through agents to an online based e-commerce website is a new market development.

Product development strategy is when a business adds features and benefits to an existing product also known as upgrading a product. It’s very common in the tech industries. Also better understanding of the clients needs and desires can lead to a better matching between their needs and companies products. Lucky Air have used their website do achieve that by allowing customers to book and refund tickets and paying less in doing so.

Diversification is when a company launches a new product to a new market. This strategy is considered to be riskier and is only used when the reward exceeds the risk. Lucky Air could follow other airlines in China and become a tourism oriented company but this would require significant changes.

To understand Lucky Air’s situation and to identify the best way to gain or retain competitive advantage we can use Porters Five Forces framework. It is a framework that helps companies understand their competition. It analyses five main aspects of a business - competition, barrier to entry, power of suppliers, power of customers, threat of substitutes.

The competition force refers to the amount of direct competitors the company has. If a company has many competitors it’s less powerful. It also drives the prices down. Lucky Air is dominant in its region Yunnan but the competition is intensifying. There are 25 airlines in China in 2007 but 3 companies are responsible for 83.7% of all the flights. These 3 are Air China, Chine Easter Airlines and China Southern Airline. Due to heavy regulation the barrier for entry was very high in the airlines business but thanks to a relaxation in the same regulations more companies are joining the airline industry. Competition is on the rise and low-cost airlines are trying to compete on price even though they can’t lower the prices much due to government and laws.  Low-cost airlines are going to increase their share of all the domestic flights up to 25% before 2013. 

By relaxing its regulations the government of China lowered the barrier to entry and many new companies are now joining the low-cost airlines business. Lucky Air is already an established business but new competitors posses a threat for the company. Many of its competitors are focusing on other activities to increase profit and not only selling flight tickets. Lucky Air can take advantage of the shift of focus of some of its competitors and focus all their efforts on their main business, the one that got them here while at the same time take advantage of huge technological advancement and the internet to expand their business further.

Suppliers have a big influence over an industry because they can raise prices and lower the profit of a business (Porter, 2014). Power of suppliers is high in the airlines industry especially in China. All of the 4 main costs Lucky Air has a controlled by the government and its political situation. The 4 main costs are fuel, landing fees, aircraft leasing and taxes. The fuel is supplied by a government approved organisation called China Aviation Oil. Small airlines like Lucky Air have to pay the fuel in advance which doesn’t help the companies cashflow. On top of that there are many regulations that decrease the speed of growth of the company. Fuel price is different for different regions and route optimisation is not allowed. Lucky Air are forced to buy from one supplier which prices vary and depend heavily on the political situation of the country and are not allowed to choose their own routes so they can save capital.

Landing fees are regulated by the government and on the rise in recent years.  Due to Chinas late air transport development the fees are the same for every airport. Some airports do have smaller fees for landing but these are small towns and not that many people travel from or to therefore these routes are not profitable for airline companies.

Aircraft Leasing  is again controlled by a government body. Strict rules are imposed on every airline company. The inability for a company to grow with more than 35% per year is slowing the progress of the entire industry down. Also companies are not allowed to buy or lease aircraft directly from the manufacturer and because of that they are unable to get better deals. The 3 Major airline companies are the priority and smaller companies like Lucky Air sometimes have to wait for more than 5 years to get a new aircraft.

Taxes are paid on top of all of that and vary between 2% to 10%. All of that limits the ability of the company to increase their profits and slows down its progress.

In addition to Porters Five Forces we can use Bowman’s strategic clock to identify the best way Lucky Air can position itself as a unique company and gain advantage over its competitors. The positioning of a product relies on 2 variables - price and value. There are 8 positions in total. First is low price and low value - this is not a very competitive position and the only way to compete is based on price. 
Low price is the second position and it is used by businesses that are trying to be the cost leader in their industry. To make it work a company is required to use cost minimisation. Economies of scale is very useful in this instance as it allows the mass production of a product and increases the organisations chances of negotiating preferable rates with suppliers. In Lucky Airs case this is not possible unfortunately because all of their 4 main expenses are controlled by the government and the company is unable to negotiate with suppliers. 
The third position is known as hybrid. It involves a mix of low price and some product differentiation. This is what Lucky Air would be with their fully operational e-commerce website. 
Position four is differentiation and is and offers the most value to customers. The product or the service is very distinct and unique. This is where branding plays a big role and makes a big difference. Customers always prefer choosing a company that they know what it stands for. The product needs to be of a high quality to make this work.
Focused differentiation is a position used by luxury brands and in most cases the most expensive as well. Premium products or services can lead to high profit margins.
Risky high margins is a positioning in which a company sells its products or services at high prices without any added value. In a competitive environment and capitalism this might work in the short term but won’t in the long term.
Monopoly pricing is when there is only one company suppling a product or a service. There is no competition and therefore the monopoly can set any price. Most countries do not allow monopolies or are tightly regulated. Lucky Air is in a monopoly like environment. Even though there are many companies the government is responsible for all of them trading fairly. The 3 main airline organisations that dominate the industry could be supported by the government more than the rest.
Position number eight is loss of market share and a position in which no company wants to be.

To achieve competitive advantage Lucky Air needs to analyse it’s entire value chain. The entire process of getting customers to serving them and find places in the same value chain where they an add even more value. By analysing its value chain a company can find certain parts of its business to be not as efficient as they should be and can improve.

Lucky Air are making significant changes to their value chain by choosing to develop their website and online marketing. Since the company has no control over its 4 main costs and is unable to compete directly with the 3 main airlines they need to find other ways to get market share. With the rise of the internet in China an opportunity is being presented and they have the infrastructure from their parent company to take advantage of it. By focusing all their effort into building an online brand they can achieve what others can’t.  The way people currently purchase tickets is from agents. Even the tickets sold on their website are again bought from agents which then mark them up and resell them for profit. If Lucky Air wants to be more profitable this is one of the things that can change. When their website is fully running they should consider using Chinese social media channels and Baidu. By taking advantage of the latest technologies Lucky Air have the opportunity to eliminate the need of agents or anyone else to sell its products and services. Every company needs to be able to find customers on its own predictably. Otherwise it depends from too many factors out of the company’s control. This is what Lucky Air could do. Focus on their e-commerce website and start sending people to their website using China’s growing social media and search engine traffic. Paid advertising can really help as well. Depending from the rules and advertising policies Lucky Air have the ability and the capital to start running relatively inexpensive image and video ads on social media and the search engines. By doing all of that this will make the process of booking a flight very easy for all customers. It could be literally 3 clicks away. Another great way to add more value is to include customer reviews on their website where people can leave reviews for specific destinations, planes and more. This will add more social proof to their website and customers who go to their website will be able to see that many other people have been there and purchased online which saves them time and is very easy. Also by adding services like Paypal and Alipay people will feel secure enough to make online purchases.
Another great way for Lucky Air to increase their profits is by taking control over their sales process. This is something that is crucial for the success of a company. Their website is going to play a very important role. It will allow them to sell on the internet but also to up-sell their clients with other product or services that compliment their main business model. Controlling the entire experience of a customer from visiting their website to them landing at the desired destination and even playing a significant role in their stay. Most business travellers will require a car when they arrive at their desired destination. Lucky Air could contact car rental services and negotiate preferable rates for their business passengers with a car rental business. For leisure they can do the same with hotels and other hospitality establishments. Another great factor that can determine their place in the market is customer support. Their website can become their main hub for marketing, sales and support as well. Using a 24/7 customer support button or a page on their website can have a tremendous positive effect on how their customer perceive the company and lower the amount of complaints to a minimum while increasing revenue. If a customer wants to ask a question or needs a change or anything like that, all they need to do is go to the website and ask a member of stuff by clicking one button. Employees also play a vital role. Since Lucky Air are focusing on their online presence employees can be kept at minimum which decreases costs and allows them to focus to staff that is a must. 

Airlines are a major source of pollution. China is one of the most polluted countries in the world thanks to the amount of people that live there, amount of cars and other vehicles and heavy industry. Although the airline industry in China is not as developed as the one in Europe or USA if it continues its growth it can make the pollution situation even worse. Airline companies are implementing a variety of different strategies to lower the negative effect their business have on the environment. A technological advancement in this sector could dramatically decrease the amount of pollution the airline industry has but this haven’t happened yet. Many of the air transport companies are trying to reduce the amount of carbon emissions their fleet is producing. Cutting nitrogen oxide emissions in also very important and necessary. Modernising their air fleet could also help as well as promoting greener fuels or developing hybrid-type of engines for aircraft. Reducing noise, and developing incentives for airlines to do their best to reduce the negative effect they have on the environment and being motivated to do so.  The car industry is making significant progress towards zero emission cars by producing electric vehicles. It is a matter of time until we see electric aircrafts but this hasn’t been done successfully yet.

Lucky Air has been successful thanks to the economic growth of China. Even though the airline industry in China is not as developed as it is in Europe and America it is making significant progress towards becoming a very important way of transportation in China. The government has lowered the barrier for entry and more and more companies emerge. Lucky Air are trying to find their competitive advantage and retain and increase their market share. At the same time the internet penetration in China is also raising at a very fast rates. More and more people have access to the internet and Lucky Air see an opportunity in it. By focusing all their effort into building an e-commerce website they are taking a risk. A risk that could potentially lead to big rewards. Due to their business model and political situation in China they are unable to control  to control their 4 major costs. Also the government is not allowing companies to compete purely on price. This to a certain point is stopping companies to grow. Lucky Air have decided to make a bet on the internet. To maximise their profit while unable to cut costs Lucky Air have decided to analyse their entire value chain and find sports where they can improve. The best decision is to gain control over 3 main aspects of their business. Marketing is responsible for providing customers to the company. By using social media and search engines Lucky Air can finally stop being reliant on agents to sell their products and services. Finding their own clients is what could make a huge difference for Lucky Air. It can also help tremendously with branding the company which is proven to be an effective long term strategy. Another aspect that Lucky Air is determined to improve is their sales process. Using the internet and their e-commerce website they will have the ability to offer more products and services to people that have made a purchase or to offer a substitute to the ones that didn’t purchase. This will increase the amount of money every customers spends with the company. Lucky Air is paying close attention to other low-cost airlines in Europe and America and is modelling what works for them and implements what they think would work in China. The Chinese consumer is quite different to the American or European but the low-cost airlines are in demand. This trend will most likely continue since it is becoming cheaper and widely available. The Chinese government is putting a lot of time and effort into building more airports because the population is still on the rise even though they have implemented the one child policy. 
The economic situation in China is improving and this leads to more buying power of the Chinese population. This can be clearly seen from the fact that leisure travellers are increasing every years but most importantly they are paying for their flights on their own. Even though the government is really not helping small airlines like Lucky Air they are still finding ways to increase their business and their profits. The 3 main airline businesses in China although dominating the landscape for many years are now seeing more and more competition from low-cost airlines like Lucky Air. Many companies already have websites but don’t have the expertise of the parent company of Lucky Air. Based on that expertise Lucky Air has a competitive advantage in the IT sector and needs to use it. By expanding this advantage and turning it into an e-commerce website, taking control of its marketing and no relying on agents to find customers, taking control over their sales process and be able to up sell products and services Lucky Air is making a move in the right direction. Also using their website as their hub could even lead to lowering some of their costs which they control. While most airlines use expensive call centres Lucky Air can use their website for marketing, sales, customer support and even staff training. This would lower significantly all the costs under their control. Lucky Air has seen the potential that the internet can offer and are about to make a very important decision. Their competitors have websites but don’t have the right infrastructure which Lucky Air has thanks to their parent company. All of that and maybe a little bit of luck and Lucky Air would finally be able to justify its name.
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