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Overview: a case study of the external environment in which United Airlines operates and how its environment adversely affected them but developed a strategy of recovery.

Learning Objectives:

· to examine the external environment facing United Airlines

· to identify the strategies adopted by United Airlines to exploit market opportunities.

Introduction (4 minutes)

Introduce the lesson: you will look at the airline industry and examine the external factors that influence firms such as United Airlines. You will then consider the way in which United Airlines tries to serve its passengers and review its approach to marketing.

United Airlines was founded in 1927 from four airlines and now flies to 117 destinations in 26 countries employing more than 8,000 people worldwide. Severe challenges in the external environment including 11 September 2001 caused tremendous problems for the airline and it filed for bankruptcy protection in a US court in December 2002. 

External influences (PEST) (20 minutes)

All businesses must relate to their external environment e.g. political economic, social and technological factors. The external environment can change very rapidly and there can also be major trends over time. Firms must prepare for this and try to develop appropriate plans to exploit opportunities.

Highlight the different elements of the external environment: political, economic, social and technological. The external (PEST) environment in which airlines operate is particularly volatile and difficult. 

What is meant by the external business environment and what are its main components?

Show how changes in one of these components has had a significant impact on airlines in recent years.

How significant is competition in the external environment?

Discuss with students why the external environment is less controllable than the internal environment. (e.g. factors beyond the firm’s control such as exchange rate, national income and interest rates, have to anticipate and react to these as one firm cannot control them).

What must companies like United Airlines do about changes in their external environment?

Innovation (15 minutes)
Successful organisations develop new ways of doing things and new things to do, i.e. they are innovative. Student task: students to read section 3 and find examples of the ways in which United Airlines has been innovative. Student task: working in pairs, discuss the factors that determine the success of an innovation  (e.g. whether it meets customer needs, whether it is well executed, what competitors are doing, whether it is well planned, customer expectations, these will change).

Why is it important for an organisation like United Airlines to be innovative?

Market orientation (20 minutes)

Market orientation lies at the heart of United’s recovery operation. Student task: Students to read section 5 and answer the following questions:

· explain the meaning of marketing (e.g. identifying and satisfying customer needs and wants in mutually beneficial exchange process)

· explain the meaning of the marketing mix (e.g. price, place, promotion, product). Is one element more important than the others in the airline industry? ( not really must all interrelate: it must fly somewhere you want to go, you must be happy with the security and safety, you must feel it is value for money; some airlines compete more on price- Ryanair; others focus more on the service provided- British Airways)

· explain how United changes its marketing mix for different target groups.

Why is customer service important in a service-focused industry?

How important is branding in the airline business?

Review (1 minute): United Airlines like any airline operates in a very complex and ever changing external environment. To stay competitive it must ensure it is market orientated and develop an appropriate marketing strategy and marketing mix. In this lesson you have looked at the way United Airlines has done this after a very difficult time post September 11th 2001.
Homework

1. complete the worksheet on this case study.

Assess the value of strategic planning in the airline industry
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Questions and Answers

What is meant by the external business environment and what are its main components?

The external business environment is made up of social, legal, economic, political and technological factors that are continually changing. It also consists of the actions of competitors.

Show how changes in one of these components has had a significant impact on airlines in recent years.

A major change in the airline environment since September 11th has been in airport security, as a result of political and legal pressures. Airlines today have to operate in a much more security conscious environment and this has considerable logistical and cost implications for airlines, including the development of much more security conscious booking and baggage handling procedures, the requirement to use security staff on cross Atlantic routes has also added to costs. 

How significant is competition in the external environment?

Competition is always important in the external business environment. It is particularly important in the airline business where there are a number of major airlines competing on similar routes. United Airlines has positioned itself as a premium carrier and its marketing mix is designed to differentiate it from rivals in a number of respects relating to high quality and service.

What must companies like United Airlines do about changes in their external environment?

Organisations need to respond to changes in the external environment by making appropriate changes in the way they operate, e.g. the airline industry has become far more competitive in recent years because the number of passengers travelling has not increased in the way expected prior to September 11th. United Airlines has responded by introducing a number of innovations such as e-booking, increased comfort with safety provisions for passengers, and better facilities such as lounges where passengers can shower and take breakfast on arrival at a particular destination.

Why is it important for an organisation like United Airlines to be innovative?

Innovation captures the attention of the public particularly through media coverage of the respective merits of competitors in the airline industry. United Airlines is a major player in the airline market and is an industry innovator. Innovations include such aspects as promotional activity, establishing new standards for comfort and safety, investing in comfortable and convenient airport lounges, and offering premium services to First and Business Customers on arrival at a range of destinations. This passion for innovation means that United Airlines is talked about in a positive way, when people spend money on travelling by air they want a comfortable and enjoyable experience that they can talk about to their friends. Hence the importance of innovation at every stage of air travel.

Why is customer service important in a service-focused industry?

Customer service involves putting the customer first and providing the range of service benefits that best suit the needs of customers. Air passengers expect to be looked after from the moment they consider buying a ticket, to the time they leave the aircraft and consider which airline to choose on their next flight. United Airlines staff are trained therefore to put the customer first and to continually consider the safety and comfort of passengers.

How important is branding in the airline business?

Branding is extremely important in the airline business, as customers have a good knowledge of the merits of the major competing brands based on media coverage, word of mouth and personal experience. This is why United Airlines places so much emphasis on brand values which shape customers perceptions and thoughts about the business. It is important therefore to build excitement around the brand coupled with confidence in aspects such as reliability and safety.
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