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This paper sets the scene for a series of papers aris-
ing from initial research of the low cost airline sec-
tor sector, which is part of the M.I.T. Global Airline
Industry Programme. This paper achieves this by
initially highlighting the recent rapid growth of
the low cost airline sector in Europe, identifying
some of the key questions raised by this growth
and outlining some of the existing research con-
cerning the low cost sector. Finally, we indicate
how we anticipate adding to this body of research
by concentrating our work around the inter-related
themes of business and human resource strategy.
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Introduction

This paper, and the other three in this section, pres-
ent the results of some research arising out of the
early stages of the low cost airline sector study
which is part of the M.I.T. Global Airline Industry
Programme. The authors in this section are all mem-
bers of the European low cost study team although
the work reported here solely concentrates on the

position of individual carriers in the UK and Ireland
(the countries which currently dominate the Euro-
pean low cost sector). The other common theme of
the papers is their central concern with business
strategy and human resources/employee relations
issues, a concentration that mirrors the overall aim
of the low cost sector study to examine the questions
of if and how ‘people add value’ in an industry set-
ting or context where there is such an emphasis on
low costs.

Later in this paper we will outline both the central
themes of, and linkages between, the three papers
which are to follow. However prior to this we seek
to set the larger scene for these papers; this is done
by highlighting the recent rapid growth of the low
cost airline sector in Europe, identifying some of
the key questions raised by this growth, outlining
some of the existing research concerning the low cost
sector and indicating how we anticipate to add to
this body of research by concentrating our work
around the inter-related themes of business and
human resource strategy.

Recent Growth of the Low Cost Sector in Europe.

The contents of Table 1 below provide a useful
indication of the relative growth position in Europe
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of the low cost sector in the early years of this
century.

For present purposes the most revealing figures in
Table 1 are that the European growth rate in the
number of flights (140%) was nearly three times the
growth rate for the sector as a whole (48%). By
2004 there were 60 low cost airlines in Europe, carry-
ing 80 million passengers (up from 47 million in
2003). This involved some 20% of the European mar-
ket, a figure predicted to rise to 40% by 2010 (Econo-
mist, January 27th, 2005). In late 2005 we conducted a
web-based exercise which revealed over 70 low cost
airlines at the time; these were geographically dis-
persed with clusters in both east and west Europe.
As the Economist put it (27th January 2005):
‘‘although the low cost revolution began in Britain
and Ireland, and is still best established in these
two countries. . . the new EU members in Central
Europe are the latest to catch the bug’’. There are
two broad types of low cost carriers: (1) the free-
standing ones such as Ryanair and EasyJet and (2)
the airline within an airline such as bmibaby within
the BMI group.

Some Key Questions Raised by this Growth.

This recent, rapid growth of the low cost sector in
Europe obviously raises key questions for the estab-
lished more conventional full service carriers (how
will they respond?) and for the low cost carriers
themselves. In the case of the latter, the first, and
most obvious, question is whether all existing low
cost carriers will survive the combination of short
run pressures (e.g. the recent rises in crude oil) and
longer term developments in the industry such as
increasingly saturated markets and more extensive

and intensive head to head competition within the
low cost sector? The answer is almost certainly no!
Indeed Air Polonia, V-Bird, Volare and Eujet are just
some examples of recent low cost airlines which have
suspended operations. More generally, as some
industry commentators have put it (McKinsey Quar-
terly, August 2005):

‘‘. . . all the ingredients are in place for the low cost seg-
ments consolidation, and airlines need a strategy to man-
age it. Ryanair and EasyJet together account for about
50% of the seat capacity in Europes low cost market. From
2000 to 2004, Ryanair had an average operating margin of
29.4%, EasyJet 8.9% and all other companies combined
had �3.5%. Many of today’s names will be gone in the
short to medium term.’’

As well as managing these consolidation challenges,
the existing low cost carriers will also need to control
their costs, identify new sources of revenue and reas-
sess their basic business model. The changing nature
of the latter will be a major theme of the next section
of this paper. As background to the discussion of the
next section Table 2 presents some relevant business
performance measures for Ryanair; the largest low
cost airline in Europe.

What is particularly instructive for our purposes is to
place the contents of this Table alongside the con-
tents of Table 3, which looks at the human resource/
employment record of Ryanair in the period 2000–
2005.

In short, the key message of the Ryanair experience
to date, at least for our purposes, is that their very
successful bottom line performance (for more on this
see the next section) has not come via, or been asso-
ciated with, any obvious signs of positive employee
attitudes and behaviour.

A second key question is how will the full service
carriers response to the increased growth of the
low cost carriers? A number of lines of change in
the business strategy of full service carriers have
been noted (McKinsey Quarterly, August 2005): (1)
segment offerings more effectively by increasing
the differentiation between business and economy
classes (e.g. revamp premium offerings and reduce
the appeal and cost of economy class; increasingly
concentrate on high margin routes where low cost
carriers are less able to compete); (2) create separate
offerings for different geographical areas (e.g.

Table 2 Ryanair: Some Recent Business Performance Measures

� In the fiscal year to March 2004, revenue totalled 1.32 billion US dollars, which was up 44% in the previous year

� Ryanair cut unit costs by more than 20% in 2000–2004

(i.e. they are 70% lower than the average of the 3 major carriers in Europe)

� They are filling planes up to 80–85% of capacity, with their break-even point at around 63% of capacity

� 16% of total revenue comes from sources such as credit card fees, hotel or rental car bookings, and retail sales

(where margins are relatively high)

Source: Figures variously extracted from Alamdari and Fagan (2005) and the McKinsey Quarterly (August, 2005).

Table 1 Flights in the Low Cost Sector, by Region,
August 2001 – August 2003

2001 Flights

per week

2003 Flights

per week

Percentage

Increase

Europe 4,150 10,060 140

North America 23,800 30,100 27

Asia 555 970 78

Oceania 136 1,340 885

Total 28,641 42,490 48

Source: Baseler, 2004. Low Cost Carrier Market, Presentation

by Boeing Commercial Airplanes, March.
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