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I/ Presentation of the market
a/ Short presentation 

Airline market has become more and more structured and competitive over the past decade. Thus, we can distinguish two different ways of developing implemented by air transport companies. 

There are more and more alliances opposing two kinds of groups: Low cost groups versus traditional alliance companies.   Air France and KLM are one example of this kind of alliances. 
b/ History

[image: image32.emf]1 – Air France
Air France was founded the 31st August 1933, through the merger of Air Union, Air Orient, C.I.D.N.A and S.G.T.A FARMAN. The airline company at the time used to have   lines mainly across Europe and towards the French Colonies, for example in Northern Africa.
After the Second World War the company was nationalized and the company Air France was created on 16th June 1948 through a parliamentary act. 70 % of this new company is owned by the government. In 2002, the government still holds a 54% stake in the airline company. The 4th august 1948, Max Hymans was promoted president of Air France.

During his Thirteen years in the top management of the airline company he implemented a modernization policy based on Jet aircrafts especially the Sud Aviation Caravelle and the Boeing 707.

In 1949, the company was owned by one of the founders of SITA (Société Internationale de Télécommunications Aéronautiques). Air France used the De Havilland Comet during few years but quickly changed it for Vickers Viscount. In 1959, the company used more and more the twin-jet Sud Aviation Caravelle, but from 1974, a new European carrier called airbus leads Air France to completely renew its Fleet.

In 1976, the Concorde SST supersonic airliner started operating from Paris Charles de Gaulle to New-York. This aircraft links Paris to New-York in 3 hours and 20 minutes at about twice the speed of the sound. Then, others lines were opened to Caracas via Santa Maria, to Rio de Janeiro and to Dakar.  Services to Mexico City via Washington were also started.

On 12th January 1990, all the operations from Air France, Air Inter, Air Charter and UTA were merged into the Air France Group. A new holding, Group Air France was created on 25th July 1994. This holding had a majority shareholding in Air France and Air Inter (renamed Air France Europe) which will be fully absorbed by Group Air France in 1997. Since 1997 Jean-Cyril Spinetta is the Air France’s president.
On 10th February 1999, Lionel Jospin decided to partially privatize the airline company. The Plural Left government became a founder member Of the SkyTeam alliance in June 2000.

As a result of the accident that occurred in 2000, the five Air France Concords were withdrawn on 31st May 2003. British airways followed a few months latter. The last Concord flew the 24th October 2003. 
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2 – KLM
KLM was founded on October 7th, 1949. The first flight from London Northolt to Amsterdam Schiphol was on May 17th, 1920. From 1921, KLM started to offer destinations to Amsterdam, Rotterdam, Brussels, Paris, London, Bremen, Copenhagen, and Malmo.
KLM was the first European company to schedule flights to New-York on May 21st, 1946. Intercontinental service to the Netherland East Indies (today's Republic of Indonesia) started in 1929. In 1966 KLM introduced the Douglas DC9 on European and Middle East routes.
The new Schiphol Airport opened in April 1967 and in 1968 KLM used the Douglas DC8-63. With 244 seats this was the biggest aircraft at the time. KLM signed a contract with Boeing in 1983 to convert some of its Boeing 747-200 to SUD (stretched upper deck) configuration. In 1990 KLM carried 16 000 000 passengers. 

Air France and KLM became Air France-KLM on 30th September 2003 after the merger. Indeed, this Takeover announced the end of the oldest independent airline in the world.
Following the Air France corporate website, “Air France – KLM is the largest airline company in the world in terms of operating revenues, the largest in Europe, and the third-largest in the world in terms of passengers-kilometers”

Progressively, due to the privatization of Air France Group, the French state reduced its stocks (less than 20%). Furthermore, KLM joined the Skyteam alliance in September 2004.



c/ Air France fleet


The Air France passenger fleet is composed by the following aircraft as of June 2007:
	Air France Fleet

	Aircraft 
	Total  
	Passengers
(First/Business/
Economy)   
	Routes
	Notes

	Airbus A318
	18
	118*
123
	Short-medium haul
Europe, Africa
	

	Airbus A319
	46
	133* - 136*
138 - 142
	Short-medium haul
Africa, Europe, Middle East
	

	Airbus A320
	68

(48 orders)
	160* - 166*
165 - 172
	Short-medium haul
Africa, Europe, Middle East
	

	Airbus A321
	15
	196* - 200*
206
	Short-medium haul
Africa, Europe, Middle East
	

	Airbus A330-200
	16
	211 (6/42/163)
222 (40/182)
	Medium-long haul
Africa, Americas, Asia
	

	Airbus A340-300
	19
	252 (6/42/204)
272 (36/236)
289 (30/259)
	Long haul
Africa, Americas, Asia, Caribbean
	

	Airbus A380
	(12 orders)
(2 options)
	531
	Long haul
	Entry into service: 2009

	Boeing 747-400
	10
	395 (13/58/322)
433 (39/394)
474 (17/457)
	Long haul
Africa, Americas, Asia, Caribbean
	Replacement aircraft:
Airbus A380
Boeing 777-300ER

	Boeing 747-400M
	5
	
	
	Replacement aircraft:
Boeing 777-200F
Boeing 777-300ER

	Boeing 777-200ER
	25
	264 (4/49/211)
270 (12/56/202)
	Long haul
Africa, Americas, Asia
	

	Boeing 777-300ER
	23
(28 orders)
	310 (8/67/235)
	Long haul
Africa, Americas, Asia
	Launch customer


*Short Haul aircraft base L'Espace Affaires seating amounts by demand

Source: www.airfrance.fr

Cargo fleet

	Aircraft 
	Total 
	Notes 

	Boeing 747-200F
	3
	Exit from service: End of 2009

	Boeing 747-400BCF
	1
	4 More to be added after being converted
from passenger configuration to cargo

	Boeing 747-400ERF
	6
	Includes one aircraft loaned from KLM until 2008

	Boeing 777F
	(10 orders)
	To be delivered


Source: www.airfrance.fr
d/ KLM Fleet

The KLM fleet is composed by the following aircraft
	KLM Royal Dutch Airlines Fleet

	Aircraft 
	Total  
	Passengers
(Europe Select*/Economy)  
	Routes 
	Notes 

	Airbus A330-200
	9
(1 order)
	251 (30/221)
	Africa, Middle East, North America and Europe
(one daily London Heathrow flight)
	

	Boeing 737-300
	14
	127 (39/88)
	Europe
	

	Boeing 737-400
	13
	147 (39/108)
	Europe
	

	Boeing 737-700
	(7 orders)
(7 options)
	
	Europe
	

	Boeing 737-800
	15
(7 orders)
	171 (54/117)
	Europe
	

	Boeing 737-900
	5
	189 (51/138)
	Europe
	

	Boeing 747-400
	22
	Standard
428 (42/386)
———————————————
Passengers & Cargo
280 (42/238)
	Africa, Mexico, Asia, North America,
Caribbean and South America
	

	Boeing 747-400ERF
	4
	Cargo
	Asia
	One aircraft operated by Air France Cargo till 2008

	Boeing 777-200ER
	15
	327 (35/292)
	Africa, Asia, North America and South America
	

	Boeing 777-300ER
	(4 orders)
	428 (35/393)
	
	Entry into service: 2008

	McDonnell-Douglas MD-11
	10
	294 (24/270)
	Africa, Caribbean, North America, Asia
	


Source: www.klm.com
Key issue

What kind of strategy has to adopt an airline company in a globalization environment?

II/ The global strategy of Air-France - KLM
a/ The air transport Industry: Overview

In 2006, 2.3 million of passengers chose the air transport industry. This represents an increase of 5.6% in the global transport.
In a favorable economic background, the air industry is developing its economies, its benefits and also is experiencing gains in productivity and performance. Even though the loss in profits due to the increase in the prices of oil is considerable, (spending in oil of the air industry increased by 23% and reached $112 billion in 2006), the air industry is developing as the globalization of the transport is booming. A raise of 500 million passengers is expected by the end of 2010. This represents a real challenge for the air craft industry, and a change in regional dynamics of the sector. 
The three main air transport companies, British airways, Lufthansa and Air France – KLM, take profit from the development of business trips.
Please see below, the turnover of the main air transport companies for 2006: [image: image2.jpg]TABLEAU 1: CLASSEMENT DES COMPAGNIES AERIENNES
PAR CHIFFRE D’AFFAIRES (en milliards de dollars US)

Rang  Compagnie Chiffre d'affaires? &2
1 Alr France-KLM 30,81
2 Lufthansa Swiss 26,51
3 American Affines inc. 22,37
4 Fedex Express Corporation 22,07
5 Japan Aifines Corporation 19,35
6 United Affines 18,85
7 Delta Air Lines inc. 17,13
8 British Airways 16,73
9 Continental 13,13
10 ANA Group 12,67

Source: IATA World Air Transport Statistcs et rapports financiers

des compagnies aériennes, 2006.

1 Au 31/12/2006, excepts pour Air France-KLM, ANA Group et British Airways
au 31/03/2007.

2 Taux de change: 1 USD = 1,33547 €.




Please see below the ranking of the main air transport companies as regard to the amount of passengers:

[image: image3.jpg]TABLEAU 2: CLASSEMENT DES COMPAGNIES AERIENNES
POUR LE TRAFIC PASSAGERS
(en millions de passagers-kilomatres transportés)

Rang Compagnie PKT 2006 (millions)
1 American Alfines 224 330
2 Alr France-KLM 195 227
3 United Aflines 188 684
4 Detta Alrlines 158 952
5 Lufthansa Swiss 136 748
6 Continental Airines 122712
7 Northwest Afrlnes 116845
8 British Arways 114 896
9 Southwest Aifines Co 108 935
10 Japan Aifines International 89314

Source: IATA Worid Air Transport Statistics, 2006.




Air France KLM’s global strategy can be declined over three main points, interconnected, which are, the protection of the environment, the sustainable development of the company and the social values of the group and the economic behavior The merger between the two companies led them to put their strategies and know-how together so they can expand faster.
Air France- KLM is the only aircraft company that is rated by the sustainable development rates. It’s rated by the Dow Jones Sustainability Index, the FTSE4 GOOD and the ASPI.
· DOW JONES Sustainability index was created in 1999 and rates the financial performance of the sustainability driven companies to a global level.
· FTSE4GOOD: This index was as well created to rate the performance of companies regarding the protection of the environment, the positive relationships with the stakeholders of the companies and the respect of the human rights. This index is one of the main indicators for investors who are willing to take part in any company’s capital.
· ASPI: This French consorting was created in 1970 and is dealing with “industrial property”. It deals internationally with professionals on industrial property and counts 480 members. 
Air France KLM is only one Aircraft Company that is part of those indexes and that works on its images through the series of ratings we spoke about earlier. This shows how much the group’s strategy is oriented on protecting the environment, in one of the most polluting sectors of the industry.
Here are the mains aspects of the group’s global strategy

a/ Protection of the environment

The group is trying as much as it is possible for an aircraft company to be environmentally friendly and to implement a sustainable development growth and to promote social development. Air France signed in 2006 the International engagement called GROCC (Global Roundtable On Climate Change) and took series of engagements to improve the sustainability of its activities.

The group implemented the “PLAN CLIMAT” which can be defined as follows:

· Support to the KYOTO protocol

In its process of environmentally friendly growth, the group has decided to stick to the Kyoto agreements, voted by the United Nations in 2006. The ratification of the protocol is an engagement to a reduction of emission of carbon dioxide and five other greenhouse gases. Having signed the protocol, Air France- KLM shows that its strategy is mostly oriented towards a clean activity.

· Support to R&D to reduce emissions of CO2

The program about development includes a high investment in research aiming at reducing the CO2 and Greenhouse effect gases. For the past five years, Air France has managed to reduce its relief of CO2 and greenhouse gases per passenger by 5%; which is a considerable improvement. 

Please see below the evolution of the group’s traffic and CO2 releases over the 6 past years
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On the side, Air France is also actively supporting the research on substitutes for Kerosene, and other renewable energies, for a “cleaner” growth.

· Support to NGO’s

Groupe Développement: This projects aims at helping NGO’s in their action. Every year, 10 000 Euros are given to the “Groupe Développement”.

· Decrease in pollution of the activities on the ground

100% of the Air France Installations on the ground are certified ISO 14001.

Implementation of quality norms concerning the products on board (food etc…)

Decrease in the use of paper, and consumption of water.

Air France has also renewed part of the aircrafts to decrease the polluting effects of its float. 

b/ A Sustainable and profitable growth 

In 2005 Air France gave the responsibility to the rating agency VIGEO to rate its way of doing business regarding 4 different aspects: Human rights, Suppliers, Human resources and Societal Engagement.  As a result, VIGEO estimated all those aspects of the company as positive, or improving.
· Customer’s satisfaction: 
Passenger’s transportation represents 79.6% of the benefits of the company. The strategy of the group is mainly based on its customer’s satisfaction. The company’s goal is to provide the customer with a service that is as adaptable as possible to the client’s demand. 
· Fair Distribution of revenues: The group also decided to distribute equally the revenues in between all the people at stake in the activity of the group.
· The spreading of the employees, worldwide is also strategic and along with the customer oriented strategy, enables the group to provide a local service. 

c/ Social responsibility of the group

Socially responsible: Air France KLM has decided to take care of its employees as much as possible and to help them being adaptable to mobility and more qualified so more competent. The main qualification of the group’s employees is their mobility. The group also insists a lot on the security and the training of their employees, as well as on the integration of disabled employees. The group organizes very regularly, satisfaction searches on the employees of the group.
The company also supports socially oriented consorting, such as those two followings:
· Foundation Air France: Consorting that provides help to disabled kids but also homeless kids and delinquent teenagers.  The consorting has given in 2006 around 2.3 million Euros.
· KLM AIR CARES: Is a project that helps financing NGOs such as “wings of support”, “close the GAP International”, “Johan Cryuff University”
The group also takes part in financing several social projects in developing countries (58 projects were financed in 2006, out of those, 16 were located in Africa and 14 in Asia).

III/ Presentation of the strategy 
A global strategy in the airline industry is usually composed by three majors’ strategies: a concentration strategy, a partnership strategy and a diversifying strategy.  We will study each of tools to develop this global strategy.




 a/ Mergers & Acquisitions
Air France created the Skyteam alliance in 2000 with the Delta Air Lines, the Aeromexico and the Korean Air companies. Actually, Skyteam alliance is second on the world rank with 21% of the market share (after Star Alliance and before Oneworld).

As the France Company needed to develop it, a merger has been done with KLM in 2003 to create one of the biggest airline groups of the world.

Mergers, which are horizontal alliances, allow putting in common companies’ strengths, to create value and are also a development opportunity. The KLM merger allowed to increase the power of the group since Air France and KLM owned many airline companies. 

These mergers allow a strong increase of the turnover. Following to the Air France KLM merger, benefits
increased of more than 50%. These mergers increase the number of the possibilities of the destinations and the use of many companies’ planes. 
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Every year prices are given to airline companies for it strategies: The Strategy Award
In 2007, among 7winners Jean-Cyril Spinetta and Leo Van Wijk Air-France KLM CEO were primed for their development and diversification strategy.  They were primed for the group growth since May 2004 following to the Air France –KLM merger. This promoted them on the head of the largest airline group with revenues of €23 billion a year (in March 2007). 

 “Our common target was and is to build up a real European entity. I have always been convinced that there was a contradiction between the European single market and the fragmentation of the European airlines.”  Jean-Cyril Spinetta 2004”
Merger allowed putting in common the frequent flyer program, commercial teams in the cargo business and many others.
This allowed developing a synergy between IT, engineering, maintenance and purchasing departments of the both. Business strategy, for the next three years, is more and more ambitious to increase rapidly the benefit.
The company tries to develop its presence on the different continents. 

Thus, the group developed recently a strong interest for the Italian area.  Air France- KLM is very interested by Italia, because it is an important market with a lot of frequent flights, especially thanks to the cultural tourism.

It plans to do a merger with the Alitalia Company, to develop local flights to Italia. As far as an exchange of capital of 2%,a merger is actually reconsidered after many trials since 2003. It developed an interest for a Spanish company too. The attraction for a Spanish company is understandable. Air France-KLM needs to develop its presence on the Latin America area, where the group is not so present.
Consequently a merger with the Iberia Company could be a good deal to develop the Latin America sector for the European company. But this sector is very competitive. It’s particularly rude to negotiate a good merger with Iberia, as British Airways is very interested too.


b/ FDI and Offshoring

As Air France –KLM has to be competitive in a more and more global market, the Company has to take advantage of the several possibilities in different economic climates to earn profits or spare money, like the Air France –KLM “Challenge 10” Program explains. The SkyTeam alliance has been a very successful way to collaborate with foreign companies in order to achieve the “client-oriented” strategy.
Indeed, such an alliance allows customers to book quickly and easily, combined flights towards hundreds of destinations. For example, Air France now offers over a hundred destinations in the United States whereas it was only able to offer nine a few years ago. How such a dramatic increase could be possible? How could Air France –KLM take advantage of the globalization and the economic deregulation?
Air France is building Europe’s leading Hub at Paris-Charles de Gaulle (Paris-CDG). The reason is that 55% of customers in Paris-CDG are connecting passengers. Connections will be much more efficient for many destinations all over the world. The Air France Hub in Paris and the KLM Hub at Schiphol are to be the places where every passenger connects when entering or leaving Europe. Skyteam has a dozen of main hubs: Paris, Schiphol, Atlanta, New York, Mexico D.F., Seoul… These are the places where the Skyteam passengers will connect when traveling with Air France, so they can travel with shared flight numbers and earn Miles with the Flying Blue program for frequent flyers.

· CityJet   
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CityJet is a company owned by Air France but it is still an Irish company, so it has to comply with Irish laws. However, the CRPN (Caisse de Retraite du Personnel Navigant) decided that every crew member flying from France had to pay contributions, even if they are working for a foreign-settled company. So, by the end of 2007, CityJet has to comply with the CRPN for its 130 crew members working in France. The remaining question is the following: will Air France – or CityJet- have to pay contributions for the CityJet activities in France previous to 2008? That would represent a huge amount of money which would reduce the advantage for Air France to control the Irish Company.
This offshoring practice tends to become more and more usual but, as the companies have been alerted several times about their legality and have been forced to clarify employees’ statuses, it does no longer represent an Eldorado for airline companies. Air France has also been faced to same problems in 2007 with Transavia, its new “low cost”. Indeed, Air France owns 60% of the company.
· Securitization
Air France Leasing Partners (AFPL)

Air France owns 45% of AFPL, a company settled in the Netherlands Antilles, which activity consists in buying aircrafts from Air France to then rent them to the French company. The purpose of the operation is to send liquidities to Air France to finance the investments. The securitization of the aircrafts to foreign companies is now a current practice for airline companies. Moreover, the aircrafts are no longer considered as the property of the company, so it is also a way to reduce the amount of taxes for Air France-KLM.
The Air France –KLM long-term debt

	million €
	2007
	2006
	2005

	Flight equipment securitization
	367
	394
	421

	Reservation of ownership clause and mortgage debt
	1059
	1747
	1966

	Other long-term debt
	902
	387
	345

	Total
	2328
	2528
	2732


Source: Air France –KLM form 6-K
This table shows the flight equipment securitization amount since 2005. In 2003, the securitization was equal to 435 million €. The decrease in the amount corresponds to the annual depreciation.
· Air France Industries (AFI)
Since 1933, Air France has always been maintaining its aircrafts itself with Air France Industries. AFI acquired a very good knowledge in working on several kinds of engines, so that represents an asset they can propose to foreign companies who need to be more and more competitive by immobilizing their fleets the shortest time possible. Here is a map showing the AFI customers all over the world:
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Source: http://airfranceindustries.airfrance.com

Over 30% of the AFI turnover (around 1.8 billion €) are made by selling maintenance services to those foreign airline companies. This offshore activity allows AFI to generate profits in the concerned foreign countries. This strategy also creates a dependency of the competitors who need to comply with safety rules. In those conditions, AFI is becoming a very important partner for its customers. The more these companies grow, the more they have aircrafts to maintain, so Air France –KLM profits from the growth of its competitors.
c/ Diversifying strategy

To reduce consumption, costs and noises Air France is developing a rationalization and modernisation plan. Thus, the company is developing concentration strategy. 

It is important for the group to be present on the main markets and to be powerful to face its competitors. The airline market is more and more concentrated. Therefore, mergers and acquisitions are usual in the world industry and particularly in the airline industry.

The company is developing other strategies and particularly a partnership strategy.
Partnerships are developed between companies to do economies thanks to it complementarities.  For example, it can group trade activities or investments for plane buying.
· Diversification


To develop it, the company uses a diversification strategy.

This means a diversification of activities, in closer sectors. This allow to find new sources of revenue and then to limit the frequentation decrease during such periods.  

Thus Air France develops it in three main ways, which are Air France Industries, Air France Cargo and Air France Consulting.
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Air France industries


Air France Industries is the main brand of the company since it’s the trade brand.

In this part, there are three major job: transport of passenger, transport of equipment and maintenance.
Nowadays, in a growth goal, the company reorganize maintenance department to improve its service quality level and consequently to become more attractive.

[image: image36.wmf]Air France Cargo


Then, the company develops a merchandises transport which is named Cargo since 1974. Its equipment transport service is the fifth on the world rank.  This service is available and used intensively, which enables to limit a decrease of frequentation. 

The merger between Air France and KLM enabled to develop an alliance in 2005 between its Cargo companies by sharing consumer information date based, networks and equipments. This enabled to improve its power on the market and to become the leader in the equipment transport market. The Cargo department became leader thanks to a strategy based on five major axes.
The company uses products segmentation. Thus, it offers a range of four products. These are named:   “Equation” for express products


          “Cohesion” dedicated to private company which needs a personalized offer     
          “Variation” dedicated to specific products


          “Dimension” dedicated to the product bulking

The company modernizes equipment and particularly planes. It invests in Boeing to renew progressively every planes and so, to maintain its power and its flexibility on the Cargo market.

The company develops partnerships with complementary sector to find solutions for the flights quality.

The merger with SkyTeam Cargo enabled to offer a larger network to consumers since, the alliance is composed of seven worldwide partners. 

The service quality enabled to the company to improve its consumers attractiveness. Thus, the company has the ISO 9001 certification to offer constant results. Consequently the company has a quality department to control regularly the level of results and the level of consumers’ satisfaction. It offers a consumer service (opened all the time) and a quality program such based on suggestions from the employees to improve constantly its level of competitiveness and attractiveness. 
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Air France Consulting


Air France consulting is a part of the company dedicated to the consulting and the flight engineering transport. It offers dedicated solutions for companies.

Air France consulting is independent from the rest of the company because it is department specialized in services and consulting. This part of the company is considered as a consulting agency which show that an Airline company can diversify its activity by considering sectors linked to its. 

Air France consulting offers many possibilities to its clients. This department can deal with management, commercial, maintenance, operation, training, finance and information systems to offer a large range of solutions for an independent company.
· Vertical alliances


To diversify it, the company develops vertical alliances which are partnerships.        Air France agencies which initially have to supply flight tickets, can provide you a complete trip. Thus, Air France has tourism partners like: hotel groups (Accor, Le Méridien or Utell), tourism partners (Disneyland Resort Paris or Maison de la France), car rent agencies (HERTZ), travel agencies (Jet Tours, Asia, Kuoni…), travel safety (Elvia, Contact assistance…). It can help you to have your visa too. The company behaves like a travel agency which can be a plus for consumers like business men who don’t have time to go in a real travel agency or to organize their trip by themselves.  

· New products 


Common Loyalty card


The airlines market is more and more competitive and airline companies have to develop strength to create a difference between it and the others.  In this case Airline Company can develop external alliances to deal with a specific company from other sectors, for instance, the mobile sector. Theses external alliances are rare because marketing department in airline companies’ are well developed and structured. 

 Consequently, the company develops news products to improve its attractiveness              . Thus Air France and KLM developed, during the merger a common loyalty program which is named Flying Blue.
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A range of 4 cards:  ivory - silver - gold – platinium

This common loyalty card is very attractive for consumer, because one card enable to earn more “miles” thanks an important flight possibility. 

Generally, products are developed to meet the needs of special targets. 

For instance, business consumers travel frequently. They need to win time; they don’t want to wait in line. 

Mobile booking service


As a result, a new mobile booking service for Air France and KLM will be done for the end of 2007. This new service will be used thanks to a specialized mobile website which will be use from a mobile.         




Thanks to this service it will be possible not only to book a flight but also to choose the seat. 
In a first time, this service will be available for the major French and European flight. Then it will be extended to the rest of the network to meet the needs and demand of all the customers. The customer will have a time to book, between 30 hours and 30 minutes before registration. A boundary will book to print tickets in the airport.
 “This service becomes attractive for business consumers, on short and middle destination with high frequency. It enables to our clients to avoid waiting line, give them a precious gain of time and less stress” Patrick Roux Marketing Director Air France


This service is a little revolution for flight booking and a good illustration of the airline company service evolutions in a globalization context. Nowadays, airlines companies have to behave like other multinational company; it has to develop not only the quality and the offer, but also the services to develop its benefits and its attractiveness. When offer is too large, consumers look for a plus, a service can do the difference, in the processing choice. We can conclude that, services are the future of airlines companies.

IV/ Risks, opportunities, decisions, and achievements
The position of the company Air-France KLM on the market involves a strong competitiveness. Indeed this sector is increasing day after day and it’s necessary to have a good financial and marketing positioning in order to stay at the top on their brand.

That’s why it’s important to study the risks and opportunities on this market for the company but also inside the company. This work will enable to have a global view of the possibilities to be more efficient in this globalization’s world.

Thus, the sector in which the company operates is very large and diversified. This industry is really competitive and affected by many influences from different actors: 

The structure of this industry is characterised by:

· Many buyers and sellers (competitive environment) 

· Product differentiation through quality and security 

· High cost structure (infrastructure and networks, Research and Development)  

· Barriers to entry: to prevent new competitors from entering into the market.




a/ The PESTEL analysis:





1/Political and Legal forces 

Air France KLM and the others airlines companies have to respect several points linked to a political and legal aspect.
For instance, the noise caused by a plane must be reducing again and many restrictions exist if a plane flew above some regions (above a city for example…). Airlines companies have to respect these conditions. Indeed, at Paris, 1 200 million people are exposed everyday to this kind of problem. This is the reason for which controls are so important. The certification authority has to approve the level of noise of each plane produced.

Moreover, a dialog with all stakeholders must be maintained and developed. It’s politically very important because it’s increased the quality of the relationship between administrations, elected officials and partners. That’s why a group as Air France – KLM must encourage these kind of initiative.




2/ Economic forces 

The economic issues are very important for Air France-KLM. In a very competitive market, the company has to deal with the need of mobility of people which increase every year but also with the results of economical factors, because the airline sector plays a key economic  role.

Indeed air transport is necessary in the globalization of trade.

For instance, in France, it represents 14% of exports by value (only 0,16% by volume). One passenger out of 2 use this business, which paid €7,7 billions in 2004. Opportunities are massive. The development of this sector shows that it’s not a market which is going to decrease. One French person out of 4 has travelled more than one times a year by plane (108 millions passengers in 2005).

This strong activity is the result of the globalization. It shows that air transport is today indispensable and essential in order to respond to a need for mobility. Indeed, many enterprises are developed today all over the world and markets are more and more important. That’s why the only alternative today is to travel. It’s the only way to be efficient, especially for carrying goods and services.

Today, a local airport becomes international very quickly and attracts many new enterprises. It is today one on the most important criteria for a businessman which wants to create a company in a new area.

Moreover, this dynamism is vital for tourism, especially in Europe, or in the United States. This mode of transport enables to travel faster all over the world and the relation between two opposites regions are not any more a problem today. 

Let’s have a look now on the value of the action of Air-France KLM:
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Source: www.leblogfinance.com

We can see on this graph that Air-France KLM value increased from 28€ to 38€ between December 2006 and June 2007. It shows a real trust in the policy of the company.

However Air France-KLM must maintain its efficiency in this sector because the performance of some competitors is also quiet positive. Stay the leader at an economical point of view is consequently very difficult in this strong competitive market.





3/ Societal forces

· Recruitment policy:


Air France encourages social integration through work and benefits from a high-quality recruitment system. Since 1998, Air-France recruited more than 20, 000 people on a market which attract more and more people. On top of that, we can add that the company is the first private employer in the Roissy area. Their force is also true in the majority of the French airports.
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Despite a slowdown since 2001, Air France recruits over 1,000 people a year to support its growth policy and to replace employees taking retirement. We can notice that it is one of the few firms that have not cut jobs since this year.

· Quality programme :


In 2004 the Air France Selection and Recruitment department had been certified again to ISO 9001. This forms part of the Company’s global quality agenda and guarantees equitable treatment for job applicants. (Source: Air France.com)

· E-hiring


This is the choice of Air France because it enables a fast and simple way to be in correspondence with the firm. All the competitors has not adopted this kind of methods so it gives to Air France a good advantage.

In order to follow the evolution of the globalisation market, Air-France KLM decided to adopt this strategy of recruitment because it’s the most efficient way to have information on all candidates all over the world. Indeed, these candidates have their own pages on which they can receive information concerns job opportunities that correspond to their profiles. 

· Moreover this policy enables equal opportunities for everybody. It does ensure

 a much better evaluation of the abilities of these candidates. On top of that, it helps to have a non-discriminatory behaviour and a respect of equity.

On top of that, problems of intolerance, like racism in recruitment or discrimination are the subject of several debates. Indeed many people are currently touched by this segregation especially some categories of people. A company such Air-France KLM has to be a good example, by promoting diversity and tolerance in the recruitment.





4/ Technological forces

The industry in which Air-France KLM operates, research and development spending are huge. This is an expandable condition of success and competitive advantage.

To analyse this influence, we have to concentrate on the Research and Development policy. Air France KLM divides its Research & Development in different poles: 

· Home: improvement of systems of insulation? Advices for an ecological and optimal consumption of resources.

· Corporate performance: productivity, cost-savings…

We can notice interdependence between this technological issue and the political matters. Research & Development are indeed one of the priorities for the Group (even over than renovation of current assets) to tackle foreign competency in one part, but also to develop its abilities to have quality products.





5/ Environmental forces

The Sustainable Development is one of the principal stakes of our society. Air-France KLM, whose activity is closely linked to this issue, has to take into account its strategy. Its environmental policy has for objective to limit the impact of its activity in order to prevent risks against environment.

What is the Air France KLM policy?
Air-France knows today the consequences of its activities on the environment. That’s why the company decided to have 4 major keys points to develop:

· Developing its aviation activity without increasing noise energy

· Limiting the growth of its emissions

· Complying strictly with regulations

· Communicating transparently

Today, the company engaged many actions:

· Fall of total noise energy whereas traffic is still rising

· Regular evaluation of the environmental impacts

· Quieter new aircrafts which produce less CO2.

· Priority given to anticipation and prevention in environmental affairs.

· Rehabilitation of operating sites.

· Full involvement of the staff in implementing environment-friendly practices.

· Keep of a strong dialogue with all stakeholders, especially administrators, citizen’s association and partners. This enables us to be fully and transparently informed about the activity and the results of the company.

· Encouragement o environmental protection (partners, suppliers…)

Let’s analyse now the value of the company thanks to some criteria like the competitive and economic implication and others interesting factors:
Outcome

	Resources
	Valuable?
	Rare?
	Costly to imitate?
	Exploited by the organization?
	Strength or weaknesses
	Competitive and economic implication

	Organizational and structural resources
	Yes
	No
	-
	Globally No
	
	Competitive Parity - Normal

	Technological resources
	Yes
	Yes
	Yes
	Yes
	R&D improvements for :

> The residential clients

> The performance of the company

> The Quality Of Life

> The scientific community


	Competitive Advantage – Above Normal

	Physical and production resources
	Yes
	Yes
	Yes
	Globally Yes
	> Impressive repartition of the production

> A strong presence in Europe

> A great development in progress in the world


	Competitive Advantage – Above Normal

	Human resources
	Yes
	Yes
	No
	Globally Yes
	> A common culture which improve the quality and the efficiency of the group

> High quality manpower

> High quality skills and formation


	Temporary Competitive advantage – Above Normal

	Financial resources
	Yes
	Yes
	No
	Globally Yes
	> Significant results

> Financial Indicators are better

> High abilities to invest
	Temporary Competitive Advantage – Above Normal

	Reputation
	Yes
	Yes
	Yes
	Yes
	> Leader in the airline market

> Improvements and innovations all over the world


	Competitive Advantage – Above Normal


b/ Decisions
The group Air France-KLM took many decisions in order to improve its position on the flight sector. Let’s see an overview of these goals:

The "Vision 2010" strategic plan
Vision 2010 is one of the major objectives of the company and represents a vision of an open and progressive future. Four major challenges are building around this plan:

· Improvement of the class service for the customers: 
Operational performance and the quality of customer relations are two inseparable components in order to achieve an excellent service. Technically, the mission is to make Paris-Charles de Gaulle airport the European hub of choice for passengers. For the customers, the objectives are:

· Respect the promises on products and brand

· Develop information and improve the response for unsatisfied customers

· Limit the irregularities in airlines operations
· Strengthen the competitiveness of Air France KLM thanks to a new management:
Indeed the company wants to stay at the top of its brand and must adapt to customer’s expectations. But there are many competitors and a good management policy is important.

To reach this goal, the policy is simple:

· Improve the visibility of the quality of the new aircrafts (by insisting on innovation, respect our environmental issues, quality of services…)

· Better relations with all stakeholders

· Work on sustainable development and corporate social responsibility

Three main aspects concern this part of the challenge:

· First, the respect of corporate social responsibility (CSR). Raise discussions with trade unions, promotion of diversity and quality of employment.

· Then, the respect to the environment. Indeed, even if the airline industry isn’t an example in limited gas emissions and impact on the environment, it’s necessary to limit this growing by environmental plans and a modernize policy. The Group Air France KLM is really motivated to reduce their gas emissions and to contribute to environmental protection programmes. 
· Finally, in the societal space, the firm wants to provide development of supports by regions, and increase their initiatives on humanitarian causes and co-development actions.

· Develop the correlation between Air-France and KLM in order to have a successful Group for tomorrow: 
The goal is to have an economic efficiency and provide a stronger decision-making process. The Group wants to achieve €500 million worth of additional cost over the next four years (Source: Air France.com).However the company wants to stay focused on building trust between teams. It’s a necessity and a priority to be effective.
To sum up, this strategy is in complete correlation with the principles of globalization and shows that Air-France KLM wants to enlarge its positioning by the improvement of its abilities and its brand all over the world. Let’s hope that these objectives will be done.

c/ Achievements:

Let’s analyse now the actual results of the company:

On the first semester 2007 we can notice: 

· A dynamic activity, reinforced by long distance flight

· A net result of €415million (+70%)

· An increase to €415million of the exploitation outcome, in correspondence with the forecast of the company.

Keys Information:
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One of the most important information in this board is the raise of the turnover of 2,5% between 2006 and 2007.
However, charges have also increased: for instance, the oiled invoice raised to 8,3% (€1,09 billions) and personal costs raised by 4,1% (€ 1,73 billions).
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Source : Air France.com
As we can see the turnover for the fret activity is in reduction but the global turnover is still in growth (+3,2%). About net debt, there is a good improvement because Air France KLM has now €3, 31 billion of debt against €3, 59 billion in March 2007. These results are a good reflection of an efficient policy in this context of globalization.
V/ Air France KLM means and costs of this merger

a/ “One group, two companies, three jobs”

The main issue of this merger is to maintain the two identities of Air France and KLM and in the meantime to develop their complementarities. This kind of project has a price: 400 billion dollars in 5 years. Things are made easier as the two companies had complementarities is certain domains as tariffs, customer loyalty service and with a single network. This latter is organized with two “hubs”: Schipol and Roissy. 
Air France is mainly located in Southern Europe while KLM’s field is mainly Northern European countries. Each tariff and flight can be adapted to the consumers’ demand. Moreover, their customer loyalty process is common for all passengers so they can benefit from the different business offers. 
The two companies had an important objective to develop their activities outside the European continent. The business policies had also to be coordinated. In this way, the Boston Consulting Group intervened to help Air France and KLM to analyse their own policies of distribution, communication, and strategies… They decided to keep the main advantages of each company and to eliminate those, which were not significant. Teams were not mixed to keep strong know how of each one (except in France). In 2004, the “Commercial and Stations guidelines” described their main objectives. 

· Reinforce teams motivation and focus on carries objectives

· Develop market shares  

· Increase margins 

· A strict reducing cost policy

· A worldwide alliance with SkyTeam 

· Increase consumers satisfaction 

· Reinforce their hubs linking the medium-haul and long-haul flights

b/ Costs 

One of the main objectives is to reduce costs to develop their strategic position and market shares. They practice a strong reducing costs policy in all their activities. Concerning their air place maintenance they focused on the resources repartition while reducing their costs stocks. They also combined their software systems so as to be able to eliminate technical incompatibilities. 
For Air transporters the logistic system is primordial. Air France-KLM is a service company.  An air transport company involves dealing with a lot of different activities which need to be co-ordinated like for instance equipments, press, on board sales, or refuse collection services. Companies need to be very reactive and flexible.
 One of the main issues in that merger is the difference between the two Information Systems of Air France and KLM. 35 million euros has been invested in that change. The companies’ computers systems are at the heart of all their activities. Then, it was a financial and organisational stake for Air France and KLM. Their objective was to obtain 70% of common information system. All information is now registered and problems are automatically pointed out. It gives more control to the managers. It also concerns the training courses for employees. They develop their technological process by developing e-services so as to reduce agencies exploitation costs and increase consumer’s satisfaction.
 Internet represents 8% of the investments and 65% of the tickets are sold via Internet. Air France and KLM have recently created a new booking service using mobiles. It will be functional at the end of the year. They also eliminated the agencies, which were located in the same places. In the meantime, they tended to improve the worldwide localization of the Air France agencies.
As Air France uses Airbus planes and KLM Boeing ones they have more weight in negotiation. Thus, they can practice lower prices. They put pressures on prices with a common negotiation about restoration and assistance at ground level. Moreover, they wanted to reduce their exploitation costs in the international stopovers by maintaining their regional specificities and the two companies’ trumps.
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  In 2000, they became a member of the Skyteam alliance, which is composed, of 10 air transports companies with 791 destinations in 162 countries. 
[image: image18.wmf]
[image: image19.wmf] [image: image20.wmf] [image: image21.wmf] [image: image22.wmf] [image: image23.wmf] [image: image24.wmf]
[image: image25.wmf] [image: image26.wmf] [image: image27.wmf] [image: image28.wmf] [image: image29.wmf]
Source : www.skyteam.com
“Miles” are offered to passengers when they choose to travel with the Skyteam group. Moreover, a lot of others companies have joined it. Then, passengers can gain Miles in hotels, safari, and cinemas for instance.  For Air France and KLM it is a strategic alliance as they can benefit from it success. Skyteam is the second worldwide alliance. 
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Source : www.skyteam.com
By offering a lot of services, they increase the consumers’ satisfaction. This alliance is a guarantee of quality. Then, they can compete with the low costs companies as Easy Jet for instance. 

Until now, the two companies had a different reduction costs policy. They recently decided to create a new process called “Challenge 10”. Air France KLM wants to generate 1.4 billion dollars of economy until 2010. To do that, they will have to obtain a growth rate of 35%, which is not negligible. Then, they want to apply a common process and to increase productivity.  
Moreover, one of the main changes is that Air France is considering a renewal of all their planes (Boeing 747-200 in the end of 2007 and all the B747-400). KLM will do the same later. This implies high investments so they will maintain their reducing cost policy to compensate. 


c/ Employment policy 

Air France and KLM used a different employment policy, as they are located in two countries with two different legislations. In 2006, they created a European Committee who is in charge of giving information to all the employees of the group. They also organize training courses with the managers of Air France and KLM. It develops a global vision of the organisation. They are organized within this sentence “One group, two companies, three jobs”. In 2006, Air France and KLM were composed with103 050 employees. 
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Instead of hiring many employees, they chose to invest a lot in continuing education so as to be flexible to market change. 209 million euros have then been invested in education. In 2006, 8.7% of employees were attended continuing education. Air France and KLM focused on employee’s knowledge to develop strong know-how and to improve their employee’s involvement. 

The two companies provide themselves the means to succeed in a very competitive market and especially with the arrival of the low cost companies as Easy jet or Ryanair for instance. They need to create value added by offering quality services: always more flexibility and use easiness to increase frequency. 
VI/ Conclusion

Because of the globalization, airlines companies have to develop mergers to develop their equipment and networks and consequently their economic power all over the world. It has to maintain and to improve constantly its level of quality, its level of service, for instance with partnerships, to be more attractive on every point of comparison with others competitors. 

About our group, Air France-KLM now holds the most important network between Europe and the rest of the world. About 75% of the overall routes offered by the three main European air transport companies (Air France-KLM, Lufthansa and BA) are held by the group. 55% are held by British Airways and a bit less than 50% by Lufthansa.

Moreover, “38% of the destinations of Air France-KLM are offered neither by Lufthansa nor by British Airways.” said Patrick Alexandre.

By the end of 2010, the destinations offered by the group should be increased by 5% a year. Overtaking all the forecasts, the synergies of the group should exceed € 570 millions in 2007-2008 and € 670 million for 2008-2009. Air France-KLM’s goal is that the synergies reach € 1 billion in 2011.

On the other hand, Air France-KLM’s top management is planning on implementing a system of “revenue management” common to Air France and KLM, which would enable the group to save up to € 110 million savings per year. The group also intends to improve its Cargo exploitation and wants to go further by increasing the number of common purchases.

To sum up, we can say that the adaptation of the Group is a success and Air France KLM seems to have an efficient control of its activities in this world of globalization. However, improvements are still possible and the objectives have to be respected if the Group wants to stay at the lead of this very competitive market.
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