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Stewardess to passengers:
“There’ s nothing to worry about. Please stay calm. Please enjoy the rest of the flight. And if anybody there happens to know how to fly an aeroplane, please let me know as soon as possible.”


Extract from the film
Is there a pilot on the plane?




INTRODUCTION


I already know that by writing this book I shall be seriously upsetting a number of my friends and acquaintances in the air transportation industry. This is because I shall be revealing all the little secrets of what is fundamentally a very closed world, and casting a spotlight on the ineffective practices which make the simple matter of catching a plane so very difficult. And perhaps I shall also be fouling my own nest, since, after all, I live in and by this industry.


If I am prepared to take this risk, it is because the business has been taken over by a dominant ideology. Ever since 1977, air transportation has been in the hands of the managers rather than the users. It all began that year, when Freddie Laker launched the Skytrain. This was the first effort at creating what was subsequently to be known as “no-frills” travel. The principle was simple: no extra services and no booking. This meant that the sale price could be halved or even cut by two thirds. Freddie Laker had the cheek to attack British Airways at its main base, London Heathrow, and on its major route, the transatlantic run. Instead of welcoming a new concept, the big companies took fright and decided to stamp out this initiative. Pan Am and British Airways then offered the same fares, but still including seat booking. That changed everything. Skytrain was unable to defend itself and Freddie Laker’s experiment came to an end in 1982. But the big airlines had made a crucial mistake – lowering fares, but failing to offset this by lower costs. And more than a few of them went to the wall, starting with Pan Am.


The system then began to founder. In order to sell more cheaply, services had to be cut, more aircraft had to be in the air and incomprehensible pricing arrangements had to be created to maintain the high income from business passengers who were being offered nothing better than “frequent flyer programmes”; in other words, the right to free tickets and hotel and car hire benefits at the expense of their employers.


But at the same time, the airlines continued to enjoy a luxury lifestyle. Salaries were high and in-house organizations were top-heavy and inefficient. This was when the “no-frills” carriers appeared in the market, first in the USA, then in Europe. They offered no extra services, but their fares were low and they were profitable because their management costs were cut to the minimum. No secretaries, no assistants, no drivers, but a responsibility infinitely greater than that of their traditional colleagues.


The big carriers looked down on these newcomers with absolute contempt. Since they were unable to imitate them, they planned to eliminate them and did everything in their power to strangle them by preventing them from using the airports. But this was not enough. The inevitable happened – the “no-frills” carriers ended up imposing their own rates on the traditional companies.


This triggered a cost-saving competition, not inside the companies – there was still no possibility of affecting salaries or privileges – but in the world of the service providers and the quality of services, which had to match the “no-frills” carriers.


When they did this, it meant that the customers, who could now see no difference in the product, refused to pay two or three times the fare demanded, which the traditional companies had to do merely to survive.


This is how the air transportation industry has become involved in a grim “race to the bottom”. Every year, the International Air Transport Association (IATA), who represent the big carriers, announce billions of dollars in savings, which are effectively made by the consumer who now does the work previously carried out by the company personnel, and… billions of dollars in losses (although from time to time, there is a profitable year, but this does not exceed 1.5% of sales). The model isn’t working. It has to be discarded, and fast.


My plan with this book is to explain the air transport inside story, the sometimes peculiar practices adopted by the big carriers and why they came to be. I don’t claim to know everything, so I will have nothing to say about operational matters as these aren’t my field. And obviously, because I happen to be located in this region, many of the examples I choose will be from Air France, which is, after all, a big player in the air transportation industry. Even so, since the same causes produce the same effects, a British writer would be saying the same things about the British experience, an American would find plenty of examples from the USA, and the same could be said of the Italians or the Japanese.


Really, I have but one aim, and that is for this magic activity sector to rediscover its roots. I still marvel at the thought of flying 10,000 metres above the earth at a speed of 900 km/hr while savouring a glass of champagne… or even just a cup of coffee, although I would prefer it to be good coffee. The people in charge of air travel have taken away the pleasure of flying, and it was not even done to make money. They have taught the consumers that their product is worthless, since nobody is paying the same rate. In other words, they have destroyed the value of their product. And they are amazed that the customers are no longer prepared to pay prices which they can live on. Blaming the environment, the price of oil, volcanic eruptions or whatever is not enough to explain the collapse. They did it themselves, and this is what I hope to show.


And if this book does even a little to restore the reader’s pleasure in flying, it will have done its job.




HOW TO SELL PAINT THE WAY AIR TRAVEL IS SOLD


Customer:


“Good morning. How much is your paint?”


Sales assistant:


“Well, sir, that depends on a large number of factors.”


“Perhaps you could give me an idea. What would the average price be?”


“Our lowest price is €2 per litre, and we have sixty different prices going up to €40 a litre.”


“What is the difference between the qualities of this paint?”


“There isn’t any difference, it’s the same paint.”


“In that case, I’ll take the €2 litre paint.”


“When do you intend to use this paint?”


“I was going to do the painting tomorrow, as it’s my day off.”


“Ah, unfortunately tomorrow’s paint is €40.”


“I see. When should I do the painting if I want the €2 paint?”


“You have to start very late, at the end of the day in about three weeks. But you must agree to start painting before Friday and to carry on painting until Sunday.”


“You’re really messing me about.”


“I’ll go and check if there is any paint available.”


“The storeroom is full of cans, I can see them from here.”


“That doesn’t mean that any of it is available. We only sell a certain number of litres on any particular weekend. Oh, look, the price per litre has just jumped up to €3. We haven’t any €2 paint left.”


“The price went up just now, while we were talking?”


“Yes, sir. We like to change the price and the regulations several hundred times per day, and since you haven’t yet decided to take your paint, we just decided to change the price. I suggest you buy your paint as quickly as possible. How many litres would you like?”


“Say twenty litres. No, make that thirty, so I’ll be sure I have enough.”


“Unfortunately, sir, that isn’t allowed. If you buy paint and don’t use it, you will incur a penalty, and we will confiscate the paint you already have. We could sell you enough paint to do your kitchen, your bathroom, your hall and your bedroom, but if you stop before you do your bedroom, you will lose all the paint you have left.”


“What difference does it make whether I use the paint or not? I’ve already paid for it.”


“We make our plans based on the idea that all our paint is used, up to the last drop. If you don’t use it all, it will cause us all kinds of problems.” “That’s completely daft. Is some dreadful thing going to happen to me if I stop painting after Saturday evening?”


“Of course. Every litre you’ve bought goes back automatically to €40.”


“But what about your advertising? You claim to be selling paint from €1.80 a litre.”


“This is a promotion. But you can only buy it in two-litre amounts. A two-litre tin will do half a room. The second tin, to finish the room, is €4 a litre. None of the tins has a label, some of them are empty and you can never get your money back, even on the empty tins.”


“What a way to sell anything! I’m going to buy what I need from another shop.”


“Oh, I don’t think so, sir. You can buy paint for your bathroom, bedrooms, kitchen and dining room somewhere else, but not for your hall or the lift shaft next to it. And I should add that if you paint in one direction only, it comes out at €60 a litre.”


“You just said your highest price was €40 a litre.”


“That’s right, but only if you paint your room up to the point where you started. If you just keep going straight on, it’s different.”


“But if I buy the paint at €40 for the hall and paint in only one direction, you’re going to confiscate the paint I have left!”


“No, we shall charge a supplement, plus the difference, on the next tin you use. But I suspect that you will already have taken it, sir.”


“You’re insane.”


“Thank you for using World Airlines paint.”




CHAPTER ONE


The dance of the labels


“Progress: A doctrine which consists of complicating what is simple.”


Pierre Desproges


Air travel is a volatile product. No sooner is it created than it is destroyed. If it is not consumed, it is irremediably lost. And so for a long time, airlines controlled their occupancy rate; that is, the ratio between the number of passengers and the number of seats offered. In its essence, this coefficient is very variable, since the demand for travel is not fixed, while production is. Shrinking or expanding aircraft to have production match sales is impossible. And there’s the rub.


During the golden years, roughly 1950 to 1975, the market was constantly growing but fares remained high, because they were controlled by the International Air Transport Association (IATA). Members reached an agreement every year on the rates to be charged for each destination. At that time, there was just the normal rate and the “premier” rate, which was 30% higher than the basic rate. This meant that customers chose according to availability and product quality, since fares were practically identical.


This did not, however, prevent the company managers from focusing on vacant seats and cheerfully indulging in the practice of actual “overbooking” to offset the thoughtlessness of passengers who made multiple reservations and failed to cancel them. It was essential to compensate the one activity with the other since at the time, the management was not provided with the sophisticated ICT tools now available. It was normally accepted that the optimum occupancy rate was 65% over a year. Nobody could have dared to presume that in the future it would be possible to go beyond the 70% limit, which was seen as insuperable without seriously damaging the service. But we are now in the neighbourhood of 80% and Air France even exceeded 86% in the third quarter of 2012.


Doing away with overbooking


Airlines very regularly sell more seats than the aircraft contains. For each flight, all the airlines’ in-house booking systems display the real capacity per service class and the capacity authorized for sale, which is higher than the actual number of seats. This practice is called overbooking. Mentioning this activity outside the airlines was for many years utterly forbidden until the day when Jean-Cyril Spinetta, then President of Air France, made a public statement to the effect that it happened, and justified it by the number of no-shows: customers who booked and failed to turn up. This is quite understandable and represents no more than sensible management. The problem is not in the overbooking itself, but lies in the fact that sometimes passengers have to be turned away when estimates have been badly made; a rare occurrence, in actual fact. For quite some time, the European airlines in particular managed this problem very badly until the day when the Commission in Brussels laid down the terms and conditions of treatment for passengers dubbed “denied boarding” – passengers turned away (despite holding reservations) – and the compensation involved. Failure to comply with these procedures results in prohibitive fines. At a stroke, the companies implemented the necessary measures.


Even so, overbooking on tickets which cannot be revalidated or reimbursed is seriously frowned upon, since it means that the same ticket is being sold twice, albeit only partially.


The first attempts at “yield management”


The first genuine attempt at a form of “fare adjustment” – allowing different fares for the same product – was launched in France by Air Inter in 1975. It should be borne in mind that at that time, Air Inter had a monopoly on the service within metropolitan France. That meant that it was relatively easy for the company to adapt its rates without having to worry about the competition. It is true that SNCF (French Railways) was also a major player, but the first TGVs (high-speed trains) had yet to make their appearance. The company proceeded to set up “Blue, White, Red” flights. Rather than signifying a specific rate, each colour meant the acceptance or otherwise on board of passengers at reduced rates. Red flights accepted only “full fare” passengers or season ticket holders, while Blue flights accepted all passengers, regardless of the reduction they were allowed.


Let me say here that this charging system was almost stillborn because it turned everybody’s habits upside down. For example, creating three flight classes meant that flight numbers had to go from three digits to four, and at Air Inter, everybody was against this change which they felt was impossible, right up to the day when they realized that flights set up empty were identified with four figures. In addition to this, and until the advertising campaign opened, SNCF, holding 25% of Air Inter shares, had tried to oppose it.


In the end, the concept was fully accepted by the customers and the charge structure remained in place until the company was taken over by Air France.


Observers, of whom there were many, saw the advantage of urging discount passengers towards the emptier flights so as to retain a maximum income for flights in greater demand. This was all just common sense. Yield management arose from this perception.


Yield management


One way of explaining this term would be to say “management of available space”. Let’s take a look back at the time when deregulation was decreed by President Carter for the United States in 1978. Freedom to trade went along with freedom to charge. There were to be no more agreements as to fares – this practice was henceforth completely banned by the anti-trust laws. Competition became the golden rule for the economy, and air travel in particular.


This meant an end to strict tariff rules. Each company was free to do as it pleased just at the moment when ICT became affordable by all, even small businesses, before Bill Gates spread the use of the personal computer.


Tragically, all the managers were obsessed with the millions of empty seats that were doing nothing. How could they be filled? Simple – lower the fares and a new strata of customers will appear and fill all the seats we have available. Basically, the idea is just that easy, just like in the market when the tomato vendor slashes his prices towards the end of the day if he still has available stock. Very well, then, let’s do just that and Bob’s your uncle.


Yes, but it isn’t really quite as easy as that. The marginal income you make by selling these empty seats is only interesting if you also maintain your normal income. That’s when things start to become surprisingly complicated. How can you prevent your business customers, who are usually not paying for their own tickets and are less fare-aware, from choosing cheaper tickets? Surely businesses will require their staff to go for the lowest rates, even if they involve certain disadvantages. This had to be avoided at all costs, because otherwise there was no point in finding a new source of income if you lost the old one.


ICT appeared in the nick of time to solve this thorny problem.


In order to render pricing flexible without ruining the revenue, the carriers sliced up their offer into small pieces. First of all, an intermediate class was swiftly created between “first” and “tourist” as it was then called, and dubbed “business class”. The breakdown of air travel classes into “first”, “business” and “economy” classes then became general, with each class having its own definition of service. Each service class had to be made the best use of, with not the greatest number of passengers as the goal, but the highest income. In other words, a pricing policy had been set up which was no longer based on the product, be it destination, service quality or other factors, but solely on maximizing income. Bluntly, this means that the greater the demand for a flight, the higher the income per unit. The result is that fares are no longer published, because a fare exists only at the time of purchase. This could also be seen in the way fares vanished from airline timetables, before these publications disappeared completely.


So how is this fare fixed? By the “yield manager” for the destination. He is to be found in a kind of market hall, which may indeed be huge, where he manipulates tariffs and offers seats in order to improve his income. Naturally, he is supported by a whole battery of statistics, because in theory, since the same causes result in the same effects, the demand for transport follows identical daily curves year on year.


The outcome of this was that in 1999, British Airways was able to create 39 million different rates for the 49 million seats offered, and that every night in the USA one million fares changed. It seemed as though we had reached a point where the fare depended on whether they liked your face!


So what are these fares and how are they distributed? This is where fare classification comes in.


The madness of fare categories


At first sight, it looks like simple common sense that if you want to have several fares for the same flight and in the same service class, you will have to set up an artificial division: this is the fare category. Each fare category will have its own more or less restricting set of rules and a price. In actual fact, the system obeys two essential criteria: firstly, the more flexible the rules and the higher the price, then the later the purchase is made, and the price goes still higher. You can clearly see the desire to retain the high income brought in from business customers, people who need flexibility and often buy at the last moment.


So far, so good, although you can see the complexity of the fare table beginning to emerge. However, little by little, the system snowballed. Fare categories multiplied and the rules became more complex.


Take, for example, the British Airways flight BA 117 London-New York on December 12, 2012. This flight is operated by British Airways with a Boeing 747 fitted with 14 first-class seats, 70 club-class seats, 30 world-traveller class seats, 170 business-class seats and 210 economy-class seats. Just take a look at how this flight appears on a travel agency computer screen.1


Now let’s try to decrypt this rather esoteric language.


[image: ]


First, we see categories coded as P9 and A9. This is the first-class division marker. Each letter refers to a list of codes which define a rule. This appears in English on the travel agency computer terminal. For rule OLXUKJB1, which corresponds to the lowest fare, ₤80, there are twenty different chapters with one to two pages each! This, for example, is what appears for code HL2AFFR (see Attachment 1, p. 237). In a word, this ticket can only be used in the UK to USA direction, it applies in economy class, it can be used to build up a round trip, the fare is applicable only to the totality of the journey on the dates mentioned on the ticket and in the order in which the flight coupons are issued.


You have to be very familiar with the language and the practices of air transport.


Then comes the classes coded as J9, C9, D9, R9. These are the divisions of the business classes. And then I9, W9, E9, T4 which correspond to a premium economy class. But this is not terminated, remaining Y9, B9, H9, K9, ML, GL which are the divisions of the economy class! Here again, each class goes with a fare and a more or less restricting set of rules. The general rule is that the more you pay, the less restrictions there are. That makes sense.


Next we come to the divisions in the ‘economy’ class. The company has provided no details about this. It is broken down into eleven reservation classes, each of which corresponds to a specific ruling as we have seen above.


Although this is already complicated, there is more to come. The next thing to note is the allocation of the number of seats per class. Flight BA 117 uses a Boeing 747 fitted with 14 “first” class seats, 70 “business” class seats and 207 “economy” seats. But this means nothing. What matters is the fare categories, and here only the “yield management” officer for the flight knows the number of seats allocated to each class. Better still, they have to be constantly varied depending on how full the plane is, always with the aim of making the biggest revenue from the flight. This leads you to the following paradox: the company sales staff have no more knowledge than anybody else about how the number of seats per fare class is determined. Only the “yield manager” knows his income.


And this is only possible because the fares themselves are crazy.


Let’s take another look at flight BA 117 London-New York, and explore something of the fare jungle. In first class, the highest fare is €10,128 return plus €299.45 in taxes and €10 service charges, and the lowest fare is €7000. In “business class”, the spread is between the highest fare at €6,499 and the lowest at €3,580, not including tax, naturally. But where it starts to be really interesting is in economy class. The dearest economy fare is €3,441 excluding tax, and the cheapest… €280 before tax, a ratio of 1:12 for a service which is identical in every way (see Annexe 2).


One thing is certain – there is no way the customer can find his way round this. But let me assure you that the company is equally lost. The fact is that the system has got away from its promoters. How did we manage to find our way here?


All airlines have to deal with one simple fact: their product is no better than that of their competitor. This is a fact because they didn’t want it to be and they have made no efforts to improve on it, with a few famous exceptions, which we will come to later. They are aware of one further fact: the cheapest is the one which is most likely to attract customers. The conclusion is obvious: you have to offer the lowest price possible.


The only problem is that this lowest price won’t cover costs. So how can you offer a very low price, yet not allow the customer to actually access this price because once the customer is hooked, you will get him to agree to pay more than he thought he would have to originally? You do this by simply varying the number of seats allocated to each reservation class. In short, the airline declares a fare of ₤80, but puts very few seats in this fare section, say fifty-one out of 207, or even none if the flight attracts a large number of reservations. The customer, having now found there are no seats at the fare announced in the promotion, will fall back on the higher fares – at least, so it is hoped.


But the race to offer fares doesn’t stop there. The airlines have come up with a very simple trick: don’t put the whole service into the price of the ticket. Add some charges and surcharges. This way you can artificially offer a rate which no customer will ever actually pay.


Surcharges


It doesn’t matter what kind of ticket it is, charges will be added on top of the fare offered. The imagination of the promoters knows no bounds. Charges come in all varieties – airport tax, security charge, social charge (known in France as the “Chirac tax”), fuel surcharge, credit card payment charge, surcharge for boarding before the other passengers (easyJet), surcharges for carrying your luggage into the cabin or stowing it in the hold, and so on.


Let’s take a closer look at the surcharge maze. For a very long time now, airlines have been using this device to pay less commission to the travel agents, who only get paid a percentage of the price of the ticket, but not, however, of the charges the system forces them to collect. Obviously, with a zero commission rate, the question is not so crucial, but it still means that the travel agents do the work of tax and charge collection for the state and even for the airlines, and it is hard to see why they should not be paid for this work.


Airport charges


Airports require airlines to pay for the use of their equipment. These payments are known as airport charges. They are applicable every time an aircraft takes off or lands, and are calculated on the ground handling required and the weight. For example, an Airbus 320 will pay a fee of €324 at the Paris airports and €188 at Marseille Provence, while a Boeing 777 will incur the fee of €1,900 in Paris plus, of course, parking and airport assistance charges. In total, a long-haul aircraft will have to pay between €10,000 and €12,000 for ground handling. These sums are used for the maintenance of airport installations and the development of infrastructure.


Passenger charges


These are also paid by airlines to airports, and are used to maintain and develop infrastructure. It should be noted, however, that they are identical regardless of which terminal is used in the larger airports. Hence the Paris airports charge a rate per boarded passenger of between €8.62 and €21 depending on the destination, regardless of whether terminal 3 at Charles-de-Gaulle is used, which looks like a hangar, or terminal 2F or 2E, where the equipment is infinitely superior. What this means is that a T3 passenger is subsidising a 2F passenger. All you have to remember is that 2E terminals are reserved for Air France and their partners. This means that an easyJet customer is paying for services which are reserved… for the competition.
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