


i

Valve
Articulation

{ L '
H‘#'-."""'i :\"JIJJEI:L' e — —

|
""I‘--PT <

Not only is it critical for airlines to take advantage of every
possible distribution channel to sell their of.fenngs it's also
vital that the value of these products.is clear and can be
easily identified to achieve maximum sales potential.

B By Benjamin Mussler | Ascend Contributor




ASCEND | SPECIAL SECTION |

n an age where various technologies,

tools and channels help direct cus-

tomers to an airline's products and

services, how can an airline ensure

its value proposition for these items

is effectively marketed through each
method of distribution?

Decision makers need to ask their
marketing and distribution managers about
value proposition. Just as new technology
continues to offer airlines more ways to
differentiate their products and services,
the Internet gives travelers more ways to
research and determine their travel options
on their own. While ancillaries may provide
more ways for a carrier to differentiate its
services online, many consumers base their
decisions on price. Therefore, it's crucial for
an airline to explore ways to ensure that the
value of these ancillaries is clearly defined
and becomes a key reason consumers
choose its offering over the competitions’.

Ancillaries Or Travel “Fees”?

Ancillaries offer a great way to differ-
entiate an airline’s products and generate
additional revenue. It is estimated that
half of all airline passengers paid a travel
fee during the past year and, as Forrester
Research suggests, “travel fees such as
those to change a ticket or reservation are
old hat in the travel industry.” But 2008
saw the emergence of new fees, including
those for checked baggage, seat selec-
tion, and in-flight food and beverages. The
data shows that 50 percent of U.S. online
airline shoppers have paid for at least one
optional “value-added” service in the past
12 months.

Unfortunately, the vast majority of those
“value-added” ancillaries purchased are
purely labeled and defined as additional
“fees.” But it's not all bad news. The data
shows that there are opportunities to capi-
talize on items that are not considered a fee
but rather an option or choice. For example,
the study showed that 19 percent of leisure
and 21 percent of business travelers chose
to pay for an in-flight meal or snack. Thus,
there is potential for these ancillaries to
bring true value to customers instead of
just providing a new way for an airline to
collect more money on a service that was
once part of the traditional airfare. Carriers
that innovate beyond meals and offer new,
unique ancillaries consistently through all
distribution channels have the potential to
generate a wealth of untapped revenue and
product differentiation.

To succeed in this area, however, airline
distribution and marketing management
teams need to follow a solid multichannel
strategy that includes sale of ancillaries in
all places their seats are sold. Forrester
suggests that airlines can maximize their
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Recent data from Forrester Research suggests that there are opportunities to capitalize on items
that are not considered a fee. Carriers that innovate beyond “meals” and offer new ancillaries
consistently through all channels will clearly generate additional revenue.

ancillary sales prior to a flight by “re-
evaluating forms of payment and channels
and website design and navigation” in their
own direct channel as well as the sites of
their distribution and travel partners.

Pre-Flight Sales

Many carriers have had great success
with the sale of ancillaries and upgrades on
the day of departure and/or in-flight (seat
upgrades or meals for sale on board). But
the opportunity to generate more revenue
through the sale of ancillaries during the
ticket-purchase and pre-flight phases of the
travel cycle mustn’t be discounted. Their
importance is two-fold because they:
= Present more opportunities to sell the

customer on any given trip,
= Provide a more convenient shopping

experience for customers because they
can buy the services and “extras” they
value prior to arriving at the airport or in-
flight.

By offering the extras earlier in the travel-
purchasing process, airlines can help boost
their revenue by selling more ancillaries and
improve the overall customer experience.
Once on the trip, travelers are able to enjoy
their entire trip because all of their “extras”

have already been bought and accounted
for.

Shopping Around

Online consumers are increasingly price
sensitive and technology savvy, so it's
imperative the value of ancillary services
is clearly stated in all distribution and mar-
keting channels. “Click words"” and other
search engine-driven marketing tools can
be expensive and too repetitive to capture
the customer. The typical bid price for key
words ranges between 30 U.S. cents to
more than US$2. This seems relatively
inexpensive but can be misleading because
the airline must pay per click (regardless of
whether it results in a sale).

A Sabre Holdings® analysis, reported in
an earlier issue of Ascend, estimated a
click-through conversion rate of only 3.37
percent, and showed that it could cost
carriers upwards of US$10 to US$50 per
booking when the entire cost of a “click-
word"” Internet search marketing program is
allocated to those bookings that are actually
purchased.

This cost could be justified if this method
of acquisition built strong, loyal relation-
ships with customers. However, this would
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PhoCusWright data indicates that online consumers are not becoming more loyal but are using
even more tools to research travel beyond a carrier’s website. Shoppers often visit supplier

websites or online travel agents.

require customers to be price insensitive,
carrier loyal and not prone to shopping
around for the best deal. This is not the
case with many travelers, for example,
when one views the growing popularity of
online travel agencies as search engines.

Recent data from PhoCusWright indi-
cates that shoppers generally start their
searches with an OTA and then go to
the supplier website to purchase once
the cheapest price has been found. The
report, which analyzes online travel pur-
chasing habits from January 2007 through
June 2009, found that roughly 70 percent
of online air, hotel and car rental consum-
ers transact with the respective supplier
sites.

While this could be considered good
news for the airline’'s direct channel,
additional research indicates online con-
sumers are not becoming more loyal,
but instead are using even more tools to
research travel beyond a carrier’'s website,
reaching out to travel agent or OTA to find
the best deal. Compete Research reports
a significant portion of air shoppers who
visit a supplier site or OTA also visit sites

within the non-transactional categories,
such as lead generators and destination
and tourism sites, during the same month
they purchase travel. For shoppers who
generally purchase via a supplier site (air-
line.com), two types of sites in particular
have experienced growth during the past
two years — travel guides and planning
and review sites. During the past year,
even more of the shoppers who use OTA
sites to book travel visited planning and
review sites.

Demonstrating Value
Increased use of non-transactional sites,
better technology and more self service
indicates that savvy consumers search
for the best deals ... those containing the
most value. Airlines should clearly display
the value of their products in the channels
prospective customers are surfing. There
are several ways airlines can ensure prod-
uct value is prevalent in each channel:
= Global distribution system advertising
— While distributing through the GDS,
tools such as Sabre® GDS Media suite
enable airlines to target messages to

a specific region or country to better
articulate the value of their products to
agents. These types of campaigns have
average click-through rates of up to six
times higher than the industry average.

= GDS and travel management company

relationships — Although it is essential
for a carrier to maintain its own healthy
relationship with the TMCs, it is also
beneficial to ensure that the GDSs with
which an airline participates understand
its needs. An airline should meet with
its GDS partners on a regular basis to
ensure they have a good working knowl-
edge of the carrier's value proposition.

Questions to ask include:

e Does the GDS help TMCs improve
automation?

e How is the GDS ensuring that the
value of the airline's products is
being communicated?

e Can unbundled and ancillary offer-
ings be distributed through the
GDS?

e How can the GDS help target the air-
line's offering at specific customer
segments?

= Online travel agent marketing — OTAs

can significantly help carriers increase
brand awareness and articulate value
beyond hub cities. In a recent study, after
extending its brand through increased
OTA presence, one North America-based
carrier increased sales of itineraries out-
side its hub city by 25 percent. It's also
essential for airlines to utilize the adver-
tising and promotional tools of the OTA in
which they participate.

As the travel landscape continues to
evolve, consumers will have more opportu-
nities to research and determine the value
of each carrier's offerings. Therefore, it will
be imperative for airlines to clearly articulate
the value of their products. Whether it's in
the form of ancillaries, bundled offerings or
a service — carriers must be prepared to
capture consumers for the long haul by
selling them value, no matter where or
when they are shopping. E

Benjamin Mussler is an airline distri-
bution solutions marketing partner for
Sabre Travel Network®. He can be con-
tacted at benjamin.mussler@sabre.com.




