MARKETING Session 6

Easyjet Case

CASE SUMMARY

Easy Jet  is one of Europe’s leading low-cost airlines by adopting an efficiency driven operational model.

Company Background

· Stelios funded easy jet after receiving 5 million pounds from his father in 1995. 

· Operated from Luton airport that offered cheaper airport fees than Heathrow and Gatwick. Company headquarters were also located in Luton (Easyland) in a no-frills casual environment.

· Stelios copied Southwest Airlines model of: one type of aircraft, point to point short-haul travel, no in-flight meals (food was available only for purchase, see Easy kiosk), rapid turnover and very high aircraft utilization. New concepts included avoiding travel agents and encouraging direct sales on the internet.

· In 1996/97 Easyjet suffered pre-tax losses of 3.3 million pounds (5.28$), however in 1998 announced pre-tax profits of 2.3 million pounds (3.68$).

· Deregulation of the airline industry in Europe spawned fewer competitors that in the US as the operational cost of running an airline were 40% greater than in the US and on some routes, high speed rail services competed directly with airlines.

· Few low cost carriers enjoyed the same success as EasyJet, of 80 new carriers in 1992, 60 were bankrupt by 1996. Still, analyst predicted that the European low cost market could grow 300% by 2004.

Competing on Cost

· Minimize costs by: 1) no meals on flight saved 14 pounds per passenger, 2) departing from Luton saved additional 10 pounds per passenger, 3) no business class meant increased seating capacity.

· Internet sales increased from 15% to 60% of revenues between March and October 1999. Avoiding travel agents and computer reservation systems reduced total operating costs by 25%.

· Turned airplanes faster, flying planes 11.5 hours a day instead of industry average of 6h. But, emphasized safety and only flew brand new planes.

· Margin in 1999 for each passenger was only 1.50 pounds.

Competing on Service

· Approach to customer satisfaction. Stelios flew on 4 flights a week to speak to customers, sold tickets on the phone and replied directly to emails.

· All Easyjet fares were one way and had some restrictions: cost to change a flight was 10 ponds plus the difference of the fares. No reimbursement to customers who missed flights (4% of total customers)

· Easyjet was 100% direct-sell operations.  Customers had o pay by credit card, after which they received no ticket but a 6-character booking reference. Reservations were paid on commission basis at a rate of 0.80 pounds per seat and could sell between 60 – 70 a day.

· Easyjet gave no pre-assigned seating, but had a priority boarding procedure. Seats were sold on a lottery system: the more the demand for a flight the higher the fare. (if load factor was higher than normal, prices increased).

· Customers target: “ people who pay for travel from their own pockets”: traveler for leisure, family reasons or entrepreneurs and managers who worked for small firms.  However, on some routes business travelers represented 50% of the passengers.

Outsourcing

· EasyJet provided the planes, pilots, cabin crew, marketing and sales people. All other operations were outsourced (as check-in and on site customer information).

· Although scale of EasyJet operations could permit in-house operations, Stelios preferred to work with subcontractors. To improve relationships with outside vendors, EasyJet  often led workshops, role-reversal exercises and simulations to explain objectives and expectations. 

Brand Awareness

· 10% of revenues were spent on advertising to differentiate the company from it’s competitors. In 1998 the level of brand awareness was 88% in London and 82% in Geneva.

· Stelios also generated publicity by full scale attack of his competitors.

Corporate Culture

· A culture committee was responsible for establishing the company’s policy on working environment, communications between management and staff and social events.

· Complete transparency was mandatory and every document had to be scanned and placed on the computer.

Competition

· Ryanair (based in Ireland): transformed itself into a no frills carrier but used travel agents, distributed tickets and participate din global distribution system.

· Go : British Airways response to the low cost segment. Suffered financial lossess and was suspected of cross subsidization by parent company

· Virgin Express (based in Belgium) differentiated itself by forming an alliance with Sabena airlines, Belgium’s flag carrier

· Buzz: KLM response to low-cost segment.

Challenges

· Go public or remain privately held? Stelios and his team of adviser feared that his management style was too entrepreneurial.

· Continue to use subcontractors? Stelios was concerned that they didn’t attend to customer needs in a satisfactory way.

· Become more corporate? Stelios started to recruit senior managers to run the company.

· Employees too young and inexperienced?

From Easyjet to Easyanything

· Easyeverything café : “offer the internet to the masses” charging 1pound per hour for web access and providing state of the art hardware and fiber optic communication lines. The first café located near Victoria station was an immediate success.

· Stelios considered entering the rental car business and an Internet based bank.

