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BUSINESS MODEL MANAGEMENT OF LOW-COST CARRIERS: IN A SEARCH FOR THE IMPACT-
FACTORS OF PERFORMANCE (CASE OF AIRASIA GROUP AIRLINES)

Abstract. The study is aimed at analysing how social and economic development indicators, global and regional
economic indices are influencing low-cost carriers (LCC), AirAsia Group Berhad (AAGB) in particular. It is crucial not
only to define the impact-factors, but to embed them in management framework for further decision-making.
Passenger traffic is the main indicator of LCC performance, unlike the Full-Service Network Carriers (FNSC) that
taking advantages on both passengers and freights. However, both categories depend on the macroenvironment and
business environment dynamics, and KPIs should be reconsidered to face the current global challenges. The global
GDP, GDP per capita are commonly used to access the economic and social development trends, the passenger
numbers per annum, unemployment rate and else are used to understand the status of operations in LLC performance
management. This study deals with several overlapped categories of research, such as low-cost carriers business
model, impact-factors of air transport development, global trends in several industries. The research methodology is
combination of comparative analysis, correlation analysis, regression analysis and forecasting, using secondary data
from annual reports and quaternary financial reports. The comparative analysis gave us the understanding of the
general performance trend of the group and subsidiaries. One of the study components is the correlation analysis that
revealed the most correlated factors for the economic development of AAGB, such as global GDP, regional GDP,
regional GDP per capita, population growth. The global and regional dimensions were presented in the research to
reveal what affects the airline performance the most. Global GDP is the most correlated indicator for the global and
regional development within AAGB, and the regional GDP per capita comes the second by its significance. The
population size has a great influence on performance indicators (globally and regionally), and if this indlicator is taken
into account for forecasting the potential growth is expected in the next five years. These findings enable to design
the business-model of LLC more accurate in accordance to the forecast analysis towards innovative costs decisions.

Keywords: business model, management, KPI, performance management, Low-Cost Carrier, airline, AirAsia
group, passenger traffic.

Introduction. Low-cost carriers (LCC) provide relatively low airfares and allow the customers to have
a new option to travel. Several studies have been made to understand how LLCs are capable to cause a
direct conflict with Full-service network carrier (FNSC). With the tremendous success since LCC appeared,
the LLC are aiming to partitioning a portion of the market shares by assessing broader outlook by analysing
the key performance indicators (KPI's), i.e. global economic and operation indicators.
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The majority of the studies conducted for airline business are focusing on both Europe and North
America, two of the well-developed aviation markets. However, with the dramatic growth of the Asian
economy, it was seldom been mentioned the carrier within the region. Therefore, the aim of this paper will
be based on analysing the AirAsia Group Berhad (AAGB), regards to the group and individual entities’
economical and operational performance. Furthermore, the paper is to figure out the relationship and
impact to and from the global performance (i.e. GDP per capita, GDP and unemployment rate) within the
group and subsidiaries.

This paper will begin with introducing the AAGB company structure with few of the subsidiaries, since
the group has a several new airlines (i.e. AirAsia Cambodia, Sri Lanka) on coming and just launched
(AirAsia Japan). Due to the research required few years of operational data to conduct study, therefore,
the following three subsidiaries will be omitted for this study. Nonetheless, with the very few of their
contribution to AAGB will result in a slight deviation to the estimation, but it can still be utilised as a rough
guide to shareholders or investors.

Literature Review. Low-Cost Carrier. Several studies have sought to identify the low-cost carrier
business model, Gillen & Ashish (2004) defined and explained the original concept of LCC, which operates
their network with short-haul point to point services at selected secondary airport. However, with such
service, allowance for passenger to travel with connection traffic is disregarded due to being apart from
the major airports, even though it's not totally disconnected but they must've do it by themselves. Scholars
also stated the LCC business model is differentiated by; it conducts service under no-frill sector, which
offers lower prices than general airlines and provide more accessibility to travellers, but less flexibility.
Hence, most of customers are leisure and business passenger who weren't time-sensitive that has been
drew from the characteristic of LCCs. Moreover, Carmona-Benitez & Lodewijks (2008) detailed the main
operation strategies for LCC based on Gillen & Ashish’s concept. By minimizing turnaround times and
operation cost, same aircraft type, low flexibility, no beverages in flight, increasing the aircraft utilized
hours, high density cabin configuration, outsourcing other than cabin crew (i.e. Ground staff) and without
royal program. This strategy provide airline to have aggressive expansion. However, each LCC airline do
differently, with some service included to provide customer satisfaction with not only cheap but great
service (i.e. WestJet's airfare includes light snacks).

With the chaos and loses of trustworthiness to air transport after the 9/11 terrorist attack, Carmona-
Benitez & Lodewijks (2008) has noticed the profit margin reveals the LCCs of Ryanair and EasyJet
relatively provide a steadier outcome than British Airways, the Full-Service Network Carrier (FNSC).
However, it can’t represent to all cases, but the 9/11 sure can represent the transition for LCC to participate
more share of the monopolised airline market. With the potential enhancement of LCC'’s partitioning the
demand, the growth is foreseen. Therefore, Forsyth (2007) has expected to experience the long-haul LCC
flight to appear. However, Graham et al (2007) denies the expectation from Forsyth’s concept but proved
that some airlines like AirAsia X, MyTravel and Jetstar Australia who has already started to conduct long-
haul low-cost flights. Moreover, the long-haul low-cost services it's anticipated that is more likely to attract
pure leisure travellers only. The operator that focuses on such niche market must consider with the
relatively low demand frequency will greatly affect the profitableness of one company (Wenseveen, 2007
& Carmona-Benitez & Lodewijks, 2008). Furthermore, Aldamari & Fagan (2005) figured with such
expansion of LCC, following the complexity of networks, the coverages starts to form as a Quasi Hub-and-
Spoke system. According to Carmona-Benitez & Lodewijks (2008), LCC business model has made FSNC
to double check their operation cost, with reduction of their unnecessary expenses may lead their price
drop to roughly same level as the LCC. Furthermore, LCC are taking the Hub-and-Spoke network for
operation, due to the increment of convenience to passenger for connection flight and able to expand their
networks. According to De Witt & Zuidberg (2012), Low-Cost Carrier (LCC) has been experiencing high
competitiveness both in Europe and North America. Moreover, with the intensive competition, the trend of
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average route distance has been extended, in addition of frequencies reduction. Rely on this, its fare to
state that LCCs are no-longer conducting the original concept by carry-out pure Short-Haul operation.
Furthermore, the constraint from traffic density, result in LCCs adopting various method to ensure an
organic growth for the future.

Barrett (2004), LCCs eliminated these hobbling costs by serving a point-to-point system, often
operated from secondary airports at low fares. The increasing use of low-cost carrier services reflects
customer preference for low fares and point-to-point travel, and a dislike of the congestion, confusion and
long walking and waiting times at hub airports.

Dewitt & Zuidberg (2012), LCCs have been able to cope with route density problems by generating
new demand, as well as by attracting. Moreover, due to the colossal growth of LCC, some companies
attempt to solve with the upcoming route density problem by adjusting route frequency, by selecting city
pair markets with less price-sensitive demand, and by generating ancillary revenue. Scholar stated the
LCC business model analyses usually focus on cost reductions and cost structure. Methods to generating
additional incomes are; unbundling the traditional; all-inclusive airline product and offering unbundled low
air fares, airlines can attract price-sensitive passengers to their secondary airport from even greater
distances away. And they can also more effectively compete against the network carriers for higher yield
passengers at the major airports.

Francis et al. (2007) deduce that the relative cost advantage of a long-haul no-frills operation is around
20%, on the other hand, the advantage of short haul is above 50% or more.

Impact-Factors of Air Transport Development. Many studies have been conducted to analysis the
correlation between the economic indicators and performance indices of air transportation. Previous
studies have typically depended on static Ordinary Least Squares model, (Ba-Fail et al. 2000, Chin et al.
2001, Peterson 2007, Karlaftis 2008), Ba-Fail et al. (2000) analysed and forecasted the air travel market
is a part of cooperate planning process in the UK and Saudi Arabia. The development model for domestic
air traffic demand in the UK and Saudi Arabia was made with different combinations of explanatory
variables using stepwise regression analysis.

Chin, Tay (2001) stated implication on investment decisions to profitability of Asian airlines. Likewise,
scholars analysed their correlation between Air traffic growth with GDP growth in Asia Pacific region,
investigated the region growth and profitability of the same region and identified how marketing strategy
can be adopted to improve profitability in Asian airlines.

The correlation analysis was used to examine the investment patterns, regression metrices was
analysis level of impact on passenger traffic growth to airline’s profitability. This study has also shown that
the Asian airlines generally obtain higher profit yet to have higher survival profitability, but the airlines
shouldn't be aiming for over-necessary expansion of fleet in a hurry.

Peterson (2007) sought to provide insights into the relationship between economic growth and air
freight industry.

Karlaftis (2008) investigated the general issue of forecasting demand in high season in regional
airports in Greece. Scholar proposed a modelling combination, dynamic Tobit models using monthly
passengers traffic data for a 20-year period.

Although some studies (Chang & Chang, 2009, Marazzo et al. 2010, Chi & Beak, 2013, Hu et al. 2015,
Phyoe, et al. 2016) test the correlation between air transport demand and economic growth in different
countries.

Chang & Chang (2009), investigated the relationship between air cargo transportation and economic
growth in Taiwan, from 1974 to 2006. The outcome of this article is the evidence of direct correlation
between economic and air cargo expansion.

Marazzo, Scherre & Fernandes (2010) investigated the nexus between Gross Domestic Product
(GDP) and air passenger traffic in Brazil between 1966-2006. In this article, the econometric method

356 Marketing and Management of Innovations, 2020, Issue 2
http://mmi.fem.sumdu.edu.ua/en



C.-Y., Wu, I, Heiets, H., Shvindina. Business Model Management of Low-Cost Carriers: in a Search for the Impact-Factors
of Performance (Case of AirAsia Group Airlines)

proposed by Johansen and Juselius (1990) has been adopted for analysis of long-term equilibrium
between variables, such as GDP and air transport traffic.

Scholars investigated co-integration, reaction to shocks and causality relationship between variables.
They proposed an econometric approach which can be implemented as an input for air passenger traffic
forecasting model comprising time series analysis in the air transportation industry. Likewise, they also
presented the empirical evidence of air transport multiplier effect in the economy using Granger test and
variance decomposition on cycle component.

Chi & Baek (2013) has conducted a serial test to examine the effects in both long- and short-run of
the economic growth on trafficking passengers and cargos in air within the US. By utilizing the
autoregressive distributed lag (ARDL) to approach to cointegration what was invented by Pesaran et al.
(2001). Before ARDL numerous studies adopted two types of methods, the Granger causality and impulse
response analysis. However, both instruments were mainly focusing on the dynamics in short-term instead
of figuring the long-term equilibrium. According to Hu et al. (2015), the economic growth and domestic air
passenger traffic in China has shown a long-term equilibrium correlation. Scholars proven that each
percentage raised in air passenger traffic has direct portion to have an increasing 0.934% of GDP in China.
The impact of GDP, airfare, service level, travel time and population growth to passenger traffic demand
in Singapore has been stated by Phyoe et al. (2016)

Impact of the Social or Economic Development to Aviation. This part of the study regards to the impact
on either social or economic development in aviation, to the belonging country, to the region or the world.
Whitelegg (2014) supported the concept by stating aviation industry is a fast-growing sector of the
economic what associate with numbers of social and economic benefits. However, with certain growth of
economy will result in direct proportional environmental impact, due to the greenhouse gases deposition
and else. Nonetheless, the aggressive expansion on either air traffic or airports. Scholar mentioned with
such inclining requirement have frequently supported by demand of employees to fulfil the growth.
According to the study, the correlation between jobs and economic, has proved that raising employment
rate can be used as one of the social development's indication, in accordantly, with the unemployment
rate can also be an indication on same category. After considering the important factors, researcher
believed will have reduction in air travel demand will have positive economic benefits. Dhingra & Yadav
(2018) attempted to summarise the development in LCC affecting the economic, also mentioned the
future. Moreover, with the revenue that influence the economic development has showed to generate
better competition with the open skies policy, subsidy, and ownership issues are explicitly addressed
(Forsyth, King, & Rodolfo, 2006). Major inference from the current studies shows that there is significant
correlation among economic development & LCC operations (Donzelli, 2010).

Methodology and research methods. Research methods combine several dimensions; comparative
analysis, correlation analysis, regression analysis and forecasting of the outcomes. There are some data
limitations that are discussed below. The data processing was done via SPSS Statistics. Oum & Yu (1995)
have demonstrate their method of conducting comparative analysis on 23 major airlines around the world,
utilising data from 1986 to 1993, to acquire their productivity and unit cost index (UCI). Moreover, with the
effect of input price changes on unit cost, gross total factor productivity (TFP) are also examined. Their
result has revealed multiple discovers, what includes: (a) major European and some Asian carrier
achieved tremendous productivity over North American counterparts; (b) the productivity gap between
North American and other carriers have significant alleviate, etc. Furthermore, scholars have provided
figures of Asia-Pacific, Europe and North American’s performance of index over time on each major airline.
It's clear that airlines like ANA and SAS have outstanding performance that receive near 2 UCI, however,
all North American airlines has yet to achieve 1.5 UCI. In regional average, European airlines has the most
stable outcome, on the other hand Asia-Pacific region has dramatically veered to have the lease
performance on Singapore Airline overall in UCI.
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Ahmed & Khan (2011) studied the effectiveness of productivity on economic growth of Pakistan
Airlines (PIA), Singapore Airlines (SIA) and Sri Lanka Airlines (ALK) over 1995-2009 by conducting
comparative analysis. Scholar acquired the result to prove that the best performed in average employee
productivity and stage length. ALK managed to have best unit cost and PIA required additional
improvement on all three fields compare to others. This study utilised the descriptive methods to state
various concepts related to airline productivity. Calculations of dividends on total operating revenue and
aggregate traffic (RPK) resulted in seats sold times average stage length. Moreover, by dividing total
operating expenses and aggregate productivity (ASK) will equal to seats produced multiple average stage
length. Also, study has supported the calculation by partition productivity (ASK/ATK) on numbers of
employees to acquired average employee productivity. As a result, specific recommendations are
suggested for each airline in this study, yet to provide finding to support scholar’s opinion. Khakpour (2013)
stated the numbers of comparative research approaches, such as historical, social and methodological
analysis, etc. providing strengths and weaknesses on each method. SWOT analysis, PEST analysis and
Porter's Five Forces has been conducted in Rahman, Azad & Mostari (2015). According to the findings,
Scholars stated that Bimen Bangladesh Airlines with the situation of lack of resources, aircrafts and
qualified personnel, it has successfully partitioning a respectable portion of market share in UK’s highly
compatible air travel industry in comparison to other major airliners. Rhman, Azd & Mostari (2015) used
quantitative research and qualitative research to provide more flexibility and versatility for this case study.
In addition, by performing surveys to Bimen's passengers to acquired primary data, also support by
secondary data from books, newspapers, internet and magazines.

According to Mukaka (2012), correlation is a statistical method to assess a possible linear association
between two or more continuous variables. Correlation coefficient is main matrix which represents the
strength of the putative linear association between the variables. Regularly, values will remain within the
range between -1 to +1, moreover, scenario in result with 0 reveals to nil linear relationship between two
variables existed. Two main correlation analysis are introduced in Mukaka (2012), Spearsman’s and
Pearson’s. However, Kendall's tau-b correlation coefficient hasn't be mentioned in the study. Pearson
correlation coefficient uses when both variables being studied are normally distributed.

According to Taylor (1990), the correlation coefficient is referred to Pearson’s r coefficient. The positive
correlation coefficient means an increase in the first variable would corresponding to an increase in the
second variable. On the other hand, the negative correlation coefficient indicates inverse relationship
between two variables. Xiao et al (2016) presented three well-known correlation coefficient such as
Pearson’s, Spearman’s and Kendall’s, are compared from definition to application domain.

Bishara & Hittner (2012) used twelve tests to identify the level of the significance of a correlation.
Which includes Pearson t-test, z-test of Fisher r-to-z transformation, Spearman rank order correlation t-
test, exact test, transformation box-cox, Yeo-Johnson, Arcsine and RIN, Resampling Permutation test,
Univariate bootstrap test, Bivariate bootstrap test and Bivariate bootstrap with bias correlation and
acceleration (BCa) test.

Asuero, Sayago &Gonzalez (2006) has presented the relationship between the coefficient of
determination and multiple correlation coefficient, the covariance, the correlation coefficient and the
coefficient of alienation, fir the case of two related variables x and y. In addition, they explained the scatter
plots and scatter diagrams. Explanation on coefficient of determination R2. R2is equal to the ratio of the sum
of squares accounted for by the regression (S Sreg) to the total sum of quares of deviation about the mean
(Svv) for a model with constant term (homoscedastic case, wi= 1). Goodwin & Leech (2006) discussed six
factors that affect the size of a correlation, including the amount of variability in the data, differences in the
shapes of the 2 distributions, lack of linearity, the presence of 1 or more “outliners”, characteristics of the
sample and measurement error, also mentioned the ways to determine possibility of these factors affecting
the correlation.
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Puth, Neuhausser & Ruxton (2014) introduced the effectively using Pearson’s coefficient correlation.
And for this purpose, they presented several different methods. According to their results, all investigated
methods performed similarly and there is no preferred or most recommended method overall.

Ghobbar & Friend (2001) explained the method called Analysis of Variance (ANOVA) in regard to
defining multiple attributable experimental factor and its interaction to the variation. As a reference to the
result, scholars presented a summary of the General Linear Model (GLM) that used to calculate the p-
value for the main factors and both side’s interaction. GLM is also demonstrated in the study, description
point out the GLM is a candid extension of diverse regression allowing for multiple sole variables; that is,
exploiting the relationship among dependent variable and independent variable to estimate or construe
dependent variable’s manifestation. However, due to multiple factors have to be researched and analyse
in this case study, therefore, multiple regressions will be conducted to examine the figures to support the
result. Thirteen different forecast methods regularly used by airlines were illustrated in Ghobbar & Friend
(2001), however, due to the intermittent demand that varies with numbers of factors leading to fluctuation
in accuracy. Scholars has developed a method to conduct forecast projecting with issued intermittent
demand can remain capable to evaluate the result, called Predictive Error-Forecasting Model (PEFM).
Additionally, ICAO has published the Manuel on Air Traffic Forecasting in 2006. Methods of forecasting,
what includes Quantitative, Qualitative and Decision-making, three main classes. First of all, in quantitative
approach forecasting methods can be divided in to two different categories: Trend Projection and
Decomposition methods, that includes cases like Exponential Smoothing, Box Jenkins, etc. with total of 5.
Secondly, qualitative approach can be split in two: Delphi technique and Technological forecasting. Last
but not least, Market research and industry survey, Probabilistic analysis, Bayesian analysis and System
dynamics are in the sort of Decision-making analysis.

ICAOQ (2006) stated the forecasting sample was mainly focusing on the Global Gross Domestic Product
(GDP) and airline Yields, moreover the dependent variables i.e. Revenue Passenger Kilometre (RPK).
According to Jifri et al. (2017), dependent variable is sampled as load demand, etc. For independent
variable are labelled with cases such as temperature, rainfall, population and GDPs.

Data Limitation. This study is performed by gathering the secondary data from AirAsia Group Airline’s
annual reports and quaternary financial report. However, some of the subsidiaries like AirAsia X and
AirAsia Indonesia only have data recorded since 2012. Also, AirAsia India as the latest established
organization that opened in 2014, numbers has obtained ever since then. Furthermore, the rest
subsidiaries have not released the financial status before 2009.

World Bank has listed multiple indicators from various sector. However, this study was based on the
social and economic development that affect/influence on AAGB or conversely. Which includes adolescent
fertility rate, children in employment, vulnerable employment rate and unemployment rate, etc. for social
development. Furthermore, economy indicators include GDP, GDP growth, GDP per capita, inflation rate,
import and export of goods, etc. However, research will be required to compare the result of forecasting
between official released and own calculation. World bank as the main data provider is to offer actual
volume for both types of indicators. However, to complete the following study, forecasted economy data
from International Monetary Fund (IMF) has been applied. Consider to different organization’s definition
on geographical boundary in Asia and Asia Pacific region may varies. Therefore, the results may stand on
dissimilar stage, but in order to achieve our research goal, minor inaccuracy with the digits and result must
be considered.

Moreover, prices on fuel play a crucial role in global economy. The aviation industry is fully dependent
on the petroleum. Nonetheless, the unstable fluctuation in fuel prices is uncontrollable to public, therefore
exclusion in the fuel prices and the following exchange rate to USD$ is adopted. Due to official trade
between Organization of Petroleum Exporting Countries (OPEC) and else were united to exploit USD$ as
commerce currency. Hence, both significant elements will be omitted.

Marketing and Management of Innovations, 2020, Issue 2 359
http://mmi.fem.sumdu.edu.ua/en



C.-Y., Wu, I, Heiets, H., Shvindina. Business Model Management of Low-Cost Carriers: in a Search for the Impact-Factors
of Performance (Case of AirAsia Group Airlines)

Results. The results will be divided into four parts as it was presented at methodology part: comparative
analysis, correlation analysis, regression analysis and forecast analysis. Results on Comparative Analysis.
In this part or research, we will be conducting the comparative analysis on ASK (productivity), RPK (Revenue
Passenger Kilometers), No. Aircraft and Load Factor (LF) for the AirAsia Group Berhad's subsidiaries’
performance outcome from 2015 and 2017(ASK & RPK) and full data from 2009 to 2017 for fleet size and
load factor.

2015 2017
% ‘ = Malasia
= AirAsia X
= Thai
Indonesia
« Philippian
= India

Figure 1. ASK in AirAsia Group in 2015 and 2017
Source: AirAsia, 2011-2018, Annual report.

Due to lack of data as mentioned in the data limitation regards to insufficient sources for the early days,
hence, we can clearly identify the pie chart illustrate below has yet to have any obvious changes, however,
most of the subsidiaries has a gradual reduction, Indonesia AirAsia especially. Furthermore, while others
have had reduced their ASK in percentage, AirAsia X has evidentially increased. However, with the reduction
in percentage, each subsidiary provides higher ASK than before, except Indonesia. This situation is in
addition to support the smaller company such as India and Philippian have been expanding with an
unforeseeable speed to acquire higher share.

2015 5 2% 2017

= Malasia

0,
6% = AirAsia X

12%

Indonesia
= Philippian
= |ndia

Figure 2. RPK in AirAsia Group in 2015 and 2017
Source: AirAsia, 2011-2018, Annual report.

Secondly, comparison to ASK and RPK is showing there has yet to have difference level of over two
percent. In order to satisfy these figures without causing significant difference can briefly estimate the load
factor in these air carriers are relatively high.

360 Marketing and Management of Innovations, 2020, Issue 2
http://mmi.fem.sumdu.edu.ua/en



C.-Y., Wu, I, Heiets, H., Shvindina. Business Model Management of Low-Cost Carriers: in a Search for the Impact-Factors
of Performance (Case of AirAsia Group Airlines)

100
90
£ 80
o
_:(g 70 —— Malasia
ks 60 = AirAsia X
t -
é 50 . ®— Thai
.
2 40 - Indonesia
& * — & Philippian
v 30 >
-
E 20 - _ . ~4 cec¢ e India
- A=t pe o =5
10 7 _.0-"
P PP 4

0
2009 10 11 12 13 14 15 16 17 2018

Figure 3. Each AirAsia Group Berhad’s subsidiaries' Fleet size, units over year 2009-2018
Source: AirAsia, 2011-2018, Annual report.

The following figure shows the asset owned by each airline. AirAsia Malaysia as the main contributor
to the number of aircrafts, yet AirAsia Thai remain on second. The total fleet size for the group has doubled
the amount since 2009, which owned the number of 84, by 2017 they have reached 186.
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2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Malasia 75 78 80 85
AirAsia X 838 821 82 75 79 82 81
Thai 756 78 80 82 83 80 81 84 87 85

mindonesia 74 77 77 77 76 78 74 84 84 82

® Philippian 56 63 70 81 87 87 85

mIndia 80 81 86 87 83

Figure 4. Each AirAsia Group Berhad's Subsidiaries’ Load Factor (LF), % over year 2009-2018
Source: AirAsia, 2011-2018, Annual report.

As estimated the relatively high load factor is supported by the ASK/RPK pie chart. Without such load
factor at each company will have been documented with great variation in ASK/RPK. The highest load
factor has been recorded from 2017 with achievement or near 90% of load factor done by AirAsia Malaysia
(see the Fig. 4). On the other hand, AirAsia Indonesia’s performance is relatively lower than others with
rough average of 78%. However, it's fair to say AirAsia Group Berhad has excellent performance over last
10 years. Results on Correlation Analysis. In this part of study, we investigated how social-economic
development indicators affect the passenger traffic in AirAsia Group Berhad by conducting the Pearson’s
correlation analysis. Global GDP, Global GDP per capita, Global Inflation Rate, Import and Export of
Goods were selected to conduct our analysis as the economic development factor. Furthermore, Global
Population, International Tourism and Global Unemployment Rate were categories as social development
factor. According to table 1, result for over 0.9 shows very high correlation between the variables. For
global population has a correlation index of 0.919, which represent the highest correlation overall. In
addition, Global GDP and International tourism also have fairly high correlation of near 0.9.
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Table 1. Pearson’s correlation analysis between passenger traffic in AAGB and Global socio-
economic indicators.

o R . © [, “—
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() S = £ % S g€ £ w
PAX 1
Global GDP 0.881 1
Global GDP per Capita 0.800 0.974 1
Global Population 0.919 0.903 0.784 1
Global IntI' Tourism, No. ARR 0.878 0.872 0.745 0.984 1
Global Inflation, CPI (annual %) -0.729  -0.551 -0.417 -0.731 -0.688 1
Global Unemployment (%) -0.108  -0.184 -0.180 -0.140  -0.282 -0.170 1
Global Import of Goods 0.812 0.972 0.995 0.787 0.754  -0.444 -0227 1
Global Export of Goods 0.844  0.983 0.987 0.833 0808 -0479 -0.263 0.995 1.

Source: developed by the authors based on WorldBank Data, AirAsia, 2011-2018, Annual report.

On the other hand, Global inflation and Global unemployment have negative effect to passenger traffic

in AAGB between each.

Table 2. Pearson’s correlation analysis between passenger traffic in AAGB and Asian Pacific
Region’s (APR) socio-economic indicators.
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PAX 1
APR GDP 0.9247 1.0000
APR GDP per Capita 0.9202 0.9988  1.0000
APR Population 0.9190 0.9543  0.9387 1.0000
ARP Intl' Tourism, 0.8789 0.9169  0.8968 0.9838  1.0000
APR Inflation -0.5980 -0.5280 -0.5108  -0.6245 -0.5880  1.0000
APR Unemployment -0.3180 -0.3566 -0.3563  -0.3056 -0.3964  0.3606 1.0000
APR Import of Goods 0.8124 0.9213  0.9336 0.7872  0.7547 -0.2735  -0.4150 1.0000
APR Export of Goods 0.8442 0.9439  0.9521 0.8332  0.8087 -0.3116  -0.4321 0.9950 1

Source: developed by the authors on the basis of WorldBank Data, AirAsia, 2011-2018, Annual report.

Following the interpretation mentioned in the last chapter, for AirAsia’s region result GDP, GDP per
capita and population have a very high correlation with passenger traffic in AAGB. International tourism is
also having high correlation to group’s passenger traffic. Again, inflation and unemployment rate in the
region shows moderate and low negative effect to AAGB.

After stating the correlation between passenger traffic to the world’s socio-economic indicators then
shrinking down to regional. This section will be revealing how will passenger traffic perform with airline’s

performance indicator.

Numbers of passenger traffic directly affect airline performance. However, in reference to table 3, none
of the performance indicator fulfilled very high correlation between each. Nonetheless, four out of six of
the variables selected has scored high positive correlation that between 0.7-0.9. Interpretation shows the
passenger traffic has great correlation with most of the indicators, that proposed the numbers in passenger
traffic will affect direct proportion to these indicators.
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Table 3. Pearson’s correlation analysis between passenger traffic in AAGB and its performance

indicators.
PAX Pax LF% RPK ASK Fleet No. Dept No.
Employees
PAX 1
Pax LF% 0.6060 1
RPK 0.8191 0.881 1
ASK 0.8522 0.8392 0.9952 1
Fleet 0.8671 0.7111 0.9523 0.9723 1
No. Dept 0.8510 0.8015 0.9875 0.9964 0.9865 1
No. Employees 0.4591 0.8771 0.8768 0.8421 0.7707 0.8354 1

Source: developed by the authors on the basis of AirAsia, 2011-2018, Annual report.

Results on Regression Analysis. By following the correlation analysis’ result, we have received a great
outcome, therefore, designation on the dependent factor (Passenger) and independent factors (Global
Population, Regional GDP, Regional GDP per capita and Regional Population) through a regression test
to seek for how it falls within the plot (see table 4).

Table 4. Regression analysis in AAGB

Regression Statistics

Coefficients Standard Error t Stat P-value
Intercept 24723758072.7379 8496350416.8552 2.9099 0.0270
Global Population 5.1584 1.5920 3.2402 0.0177
APR GDP -0.0001 0.0000 -3.7501 0.0095
APR GDP per Capita 254252.1985 66144.3041 3.8439 0.0085
APR Population -27.3877 8.8425 -3.0973 0.0212

Source: developed by the authors.

In the result of regression analysis multiple r and r2 equals to 0.985687303 and 0.97157946. With the
sum of such figures indicates that the observation falls on the regression line. This research will be following
the forecasting model studied in the ICAQO published forecasting model, formula as presented below:

Log (Pax) = 24723758072.7370 + 5.1584 = Global Population- 0.0001 * APR GDP +
254252.1985 = APR GDP per capita- 27.3877 * APR population (1

PAX = 24723758073 +
5.15838158536843 (Global Population) - 0.000115725709611597 (APR GDP) +

254252.198533099 (APR GDP per Capita) — 27.3876836849943 (APR Population)  (2)

Table 5. Regression analysis in Passenger and global population.

Coefficients Standard Error t Stat P-value
Intercept -355874630.51917 55416558 -6.42181 0.000122106
Global Population 0.054646529345908 0.007796 7.009464 6.25904E-05

Source: developed by the authors

Results on Forecast analysis. By following the regression analysis’s result, we would be able to utilize
the same model to forecast the upcoming outcome in the close future. However, to obtain the answers for
this research we would only be using global population as sole factor. Due to the research were set to
mainly focus on the passenger traffic in AAGB. Also, in addition to acquire the forecasted data of regional
GDP and GDP per capita, sources from International Monetary Fund (IMF) are used. Due to inconsistent
data sources (World Bank & IMF) and regional coverage in countries varies, consequences of inaccuracy
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may occur. Formula and actual calculations are shown below:
Log (Pax) + Intercept + Global Population 3)
Pax = —355874630.51917 + 0.054646529345908 (Global Population) 4)

According to the trend, AAGB has a constant growing trend of around 10-20% since 2007. However,
year 2007 to 2008 and 2009 to 2010, AAGB achieved the most significant result in the last decade, which
have doubled and nearly doubled the total passengers from the previous year.

Conclusions. The performance of LLC could be affected by various factors, starting from macro-
environment and micro-environment to internal causes. Every variable influences the rest causing a
butterfly effect to elicit to different results. Firstly, we've discovered the most correlated indicator for both
global and regional to economic development within AAGB. According to table 1, global GDP reveals the
most signification correlation to group passenger with 0.881. Yet, regional GDP, regional GDP per capita
have shown very high correlations to AAGB's passenger traffic.

Secondly, population have accounted the greatest influence on passenger traffic in AAGB for both
globally and regionally. In global correlation analysis, population even performed higher outcome as a
social economic indicator than another economic indicator.

Thirdly, as we stated in the forecast analysis’ section, global and countries’ population is the main
factor to forecast the passenger traffic in AAGB. Lastly, it is expected to have a minimum of at least 5%
growth in total passengers in the next five years till 2023.

However, both global and Asia’s passenger forecasting study performed by IATA shows the potential
growth of 3.9% each year. In comparison to IATA’s result, we have acquired additional outcome and
sanguinely anticipate AAGB not only fulfil but also carry out their operations and performed better than
predicted. The findings of current research can be used in the performance management, for instance, if
there is the growth of traffic is expected, the logistic should be reconsidered, maintenance costs and other
significant parameters of business should be taken into account in further decision-making. The
innovations can take place if the R&D costs will be increased due to resources allocation. All these
decisions are manageable under the accurate performance evaluation as it was performed. The focus of
low-costs business model is perceived only as cost-oriented decisions system, but at the same time the
costs reduction tends to be innovative by their nature. Innovativeness of costs decisions in management
of low-cost may be a further direction of research.
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OoKmop ekoHoMiYHUX Hayk, Cymcbkull OepxaeHull yHigepcumem, YkpaiHa

YnpaBniHHA Gi3Hec-Moaennio NepeBi3HUKIB «NOY-KOCT»: Yy Nollykax iMnakT-thakTopiB edekTMBHOCTI (keiic AisAsia

Group Airlines)

[HocnidxeHHss cnpaMogaHO Ha aHania moeo, SK NOKa3HUKU COUianibHO20 ma eKOHOMIYHO20 pOo38UMKY, 2nobanbHi ma
peeioHasbHi eKOHOMIYHI NoKasHUKU ennuearomb egpekmugHicms noy-kocm nepesisHukie (LCC), 3okpema AirAsia Group Berhad
(AAGB). Baxnugo He nuwe eusHadumu ¢hakmopu enniusy, a U 3akmacmu ix y cmpykmypy ynpaenivHs Onsi nodanbuioeo
npuliHAmms piteHsb. [lacaxupcbki Nepeee3eHHs: € OCHOBHUM nokasHukom ecpekmusHocmi LCC, Ha eidmiHy 6i0 mepexesux
nepesisHukig nogHo2o obcyzosysanHs (FNSC), siki sukopucmosytomb nepegacu ik NEPEse3eHHs nacaxupie, mak | 8aHMaxHUX
nepeseseHb. O0Hak 06udsi kameezopii 3anexams 6id Makpocepedosuwa ma duHamiku bi3Hec-cepedosuLya, i K408l NOKasHUKU
egpexkmusrHocmi (KPI) cnid nepeensHymu, wiob gupiwumu nomoyHi enobansHi guknuku. [obansHuii BBIT, BBITHa dywy HaceneHHs
WUPOKO 8UKOPUCMOBYIOMBCS O BUBYEHHS EKOHOMIYHUX ma coujanbHUX mpeHdis, KinbKicmb nacaxupie Ha pik, pieeHb
6e3pobimms ma iHwi gukopucmogyrmbCs 01151 PO3yMiHHS cmaHy (hyHKUiOHY8aHHs Ma eghekmusHOCMI ynpasniHHs oy-kocmamu.
Y ybomy docnioxeHHi posensdaemscs Oekinbka kameeopil, wo nepecikatomp 0duH 00HY, maki sk 6i3Hec-Modenb noy-Kocmie,
thakmopu ennugy po3gUMKY nogimpsHo20 mpaHcnopmy, enobarnbHi meHOeHuii po3gumky Oekinbkox eanysel. Memodonoeis
00CnidKeHHs - Ue NOEOHaHHS NOPIBHSNBHO20 aHanisy, KopenayiliHo2o aHanisy, peepeciliHoeo aHamizy ma npoeHO3yeaHHs, Ha
0CHO8I 8MOPUHHUX 0aHUX 3 PiYHUX ma KeapmarnbHUX hiHaHcosux 3eimig. [TopigHsnbHUL aHanis 0as HaM 3p0o3yMimu 3az2anbHy
meHdeHujto dismbHocmi epynu ma dodipHix nidnpuemems. OOHUM i3 KOMNOHeHMIg OOCIOKEHHS € KOpenauiliHul aHani3, skul
susgu8 Halbinbw KopenbosaHi hakmopu ekoHoMiyHo2o po3sumky AAGB, maki sk enobanbHull BBI, pezioHansHut BBI,
pezioHanbHull BBI1 Ha dywy HaceneHHs, npupicm HaceneHHs. Y docnidxeHHi 6ynu npedcmasnieHi enobanbHuli ma pezioHanpHull
acnekmu, wob eusgumu, Wo Halbinbwe ennugae Ha pobomy aesiakomnaHii. [obanbHull BBl € Halbinbw KopenboeaHuM
nokasHukom 05151 2nobanbHo20 ma pezioHanbHo2o po3sumky 01 AAGB, a peeioHanbHuli BBIT Ha dywy HaceneHHs cmae dpyaum
3a €800 3HaquMicmio. YucenbHicmb HaceneHHs1 Mae 8enukull 8naue Ha NOKas3HUKU egekmusHoCmi (8 ycboMy csimi ma Ha
pezioHanbHOMy pigHi), i AKwo ueli nokasHuK byde 8paxogaHull A1 NPO2HO3y8aHHS, NOMeEHUIlHUL npupicm oYikyemsCs 8 HalbauXyi
n’amsb pokis. Li eucHogku ma npoeHo3u darome 3moey binbw moyHo po3pobumu 6isHec-Modens Onis nodanbwozo ehekmusHo20
ynpaeiiHHS 110y-KOCM NepesisHuKamu, CnpsiMosaHy Ha iHHo8auiliHi pieHHs 8 obracmi ynpasniHHs saumpamamu.

KnioyoBi cnoBa: bisHec-Mogenb, ynpaeniHHs, MeHemkMeHT, KPI, ynpaBniHHS e(eKTUBHICTIO, NOY-KOCT MEepeBi3HuK,
asiakomnaHis, rpyna AirAsia, nacaxuponoToku.
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