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The Great Convergence

Are We All LCCs Now?

Introduction

The airline industry continues to face significant cost management challenges across business models. While Low-Cost Carriers (LCCs) and

Full-Service Carriers (FSCs) have traditionally operated with distinct strategies and cost structures, recent strategic shifts and analysis of cost data
suggests a convergence of both, most notably in cabin configurations, passenger services, and even airport selections. As competitive pressures intensify,
operational efficiency across business models becomes paramount for survival.

Cost Structure Convergence - Sometimes

Cost per Available Seat-Kilometer (CASK, or CASM for “Miles” in English units) provides a snapshot of current airline costs as reflected on balance sheets.
CASK figures can have spikes and valleys for transient disruptions, so trends are important, as are detailed studies across each operator’s network.
With those disclaimers, analysis of historical data from the Centre for Aviation (CAPA) reveals several noteworthy trends in CASK metrics:

1. LCC Cost Advantage is Not Universal: \While LCCs generally maintain lower CASKs than FSCs, this is not consistent across all operators and all regions.
Several LCCs operate at higher costs than their full-service counterparts, challenging the conventional narrative. Further, as Figure 1 from CAPA indicates,
the 2024 CASK trendlines for the American continent (including U.S., Canada, and Latin American operators) show the LCC trendline converging with
the FSC trendline. FSCs are aggressively managing their costs, adopting multiple economy class seating options and limited inflight services; strategies
typically associated with LCCs. The converse is also true; LCCs are adopting passenger service strategies typically associated with FSCs (premium
seating, baggage fees, and other service options). The lower cost outliers shown on the chart are benefitting from lower labor costs outside the U.S.

Figure 1 - Cost per Available Seat Kilometer (CASK) - Americas
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Chart and data provided with permission from CAPA (www.centreforaviation.com).

2. Regional Variations: The CASK trendlines are different outside the U.S. While current data is still unavailable, charts from 2023
(Figures 2 & 3), show a distinct cost advantage for LCCs over FSCs. Operating costs appear to be more fixed in the U.S. and more
pliable in the rest of the world. This prompts as many questions as answers, but the data clearly show LCCs provide a viable business
alternative to their FSC counterparts, adding doubt to notions that LCCs are no longer a viable business strategy.



Figure 2 - Cost per Available Seat Kilometer (CASK) - Europe
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Chart and data provided with permission from CAPA (www.centreforaviation.com).
Figure 3 - Cost per Available Seat Kilometer (CASK) — APAC, Africa, Middle East
)
15 %
& .
= . .
g_ L]
2 10 e . .
= &, .
Lz .l.“ ™ . =) YT { ]
=] . » . .
S ® [
5 *s * t ke 5
_________ .
0 T T T T T T T T T
1000 1500 2000 2500 3000 3500 4000 4500 5000

Average trip length (km)

Chart and data provided with permission from CAPA (www.centreforaviation.com).

3. Trip Distance Impact: Costs generally decrease with average trip length as they are amortized across longer distances. The LCC trendline in the
Americas (Figure 1) appears to contradict this trend but is likely explained by labor cost disparities between the continents and the limited number
of data points. Even if those effects are normalized, the cost convergence effect is more prevalent in the entire region. This suggests different
optimization strategies are required based on network composition and region.

Cost Management Opportunities

For Full-Service Carriers

e Operational Efficiency: Top-performing FSCs demonstrate that competitive cost structures are achievable without abandoning the full-service model.
The significant cost variance between FSCs operating in similar networks indicates substantial efficiency opportunities for higher-cost operators.

¢ Selective LCC Practice Adoption: FSCs in the Americas have successfully implemented certain LCC practices while maintaining differentiated
service levels. This hybrid approach has resulted in notable cost convergence without abandoning core brand propositions.

¢ Long-Haul Advantage: FSCs appear well-positioned to defend against LCC expansion into long-haul
markets, where the cost differentials narrow, and service expectations increase.



For Low-Cost Carriers

e Cost Discipline: The data reveals that merely adopting an LCC business model as a branding and service-level proposition
does not guarantee cost leadership. Rigorous attention to the cost fundamentals remains essential.

e Service Expansion Considerations: As LCCs explore service enhancements, careful analysis of the cost/
revenue equation is necessary to maintain margins and competitive positioning.

¢ Network Optimization: LCCs must carefully evaluate route expansion beyond traditional short-haul
operations, as the cost advantage diminishes or possibly reverses at longer distances.

Industry-Wide Implications
The analysis of cost structures across business models suggests several industry-wide trends:

¢ Beyond Business Models: The most successful airlines transcend traditional business model definitions,
focusing instead on market-appropriate service offerings with relentless cost discipline.

¢ Revenue Enhancement Focus: With Robert Crandall’'s observation in the 1990s that technology “effectively put a cap on the price of airline tickets”
still relevant today, airlines across all business models are exploring ancillary revenue opportunities to enhance margins.!

o Data-Driven Decision Making: The varied performance among carriers with similar business models
highlights the importance of sophisticated cost analysis and management systems.

Conclusion

The conventional wisdom that LCCs inherently operate at lower costs than FSCs requires reconsideration. The most successful airlines demonstrate that
cost leadership is achievable within either business model through disciplined management, appropriate network design, and operational efficiency.

As industry cost structures continue to evolve, the distinctions between airline business models may become increasingly blurred. The winners will
be those who offer compelling value propositions to their target markets at the lowest possible cost, regardless of how they are categorized.

In this increasingly competitive landscape, all airlines must continually reassess their cost structures, eliminate inefficiencies,
and adopt best practices from across business models while maintaining their core market positioning. As industry data clearly
demonstrates, we are not all LCCs, but we all must manage costs like our survival depends on it—because it does.
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