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Abstract

Turkey opened up its domestic airline market to competition via deregulation in 2003. Thus,
new airline companies had the chance to enter the domestic market in which only one airline
was previously operating. The aim of this study is to reveal the strategic responses given by
the existing and new airline companies in the domestic market which resulted following
deregulation. The research findings show that to some extent competition has been brought
into airline market in Turkey, Turkish airline companies have created different strategies in
this competitive environment, they have tried to position themselves in terms of Porter’s
competitive strategies and, under the concept of these strategies, they have started to use new
strategic tools.

Keywords. Strategic responses, Competitive strategies, Deregulation, Turkish airline
companies.
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1. Introduction

Studies conducted in the deregulated airline markets show that the most significant outcome
of deregulation is an increase in competition (Brueckner and Pels, 2007; Doganis, 2005;
Hooper, 1998; Kahn, 1988; Morrison and Winston, 1986; Sinha, 2001) and that airline
companies give strategic responses to this change (Brueckner and Pels, 2007; Chang and
Williams, 2002; Doganis, 1994; Douglas and Cunningham, 1992; Goll et al., 2006). In
accordance with Porter’s competitive strategies, airline companies have started to position
themselves in a clearer way and implement these strategies more consciously. A significant
outcome of deregulation in this context is the fact that the cost leadership strategy from
Porter’s competitive strategies is now visible in air transportation. Deregulation has ensured
that all the restrictions on market entries and market exits, pricing, capacity offered, mergers
and acquisitions are removed, so that airline companies are liberated as they will make
decisions on these issues that will have an impact on their production output; thus the
applicability of competitive strategies is ensured.

Deregulation has brought similar impacts and outcomes throughout the world and Turkey
followed a similar path after 2003. At different time intervals after this date, eight other
carriers entered this market where there used to be only one carrier. As a result of the fact that
some airline companies resigned from the market, there are, as of December 2011, six airline
companies in addition to Turkish Airlines in the market. After deregulation in 2003, there has
been a sudden increase in domestic airline passenger traffic and, by the end of 2004,
passenger traffic increased by 58.1% (dhmi.gov.tr). Turkish Airlines’ sub-brand AnadolulJet
also created a significant impact in the market. All these developments are proof that along
with deregulation, the Turkish domestic airline market has entered into a new process and
that there is a need to conduct research into the domestic airline market. Thus, it is now
important to conduct research regarding the impact of deregulation on competition in the
Turkish domestic airline market and on the kinds of competitive strategies developed. In this
study, within this context, we are seeking answers to questions such as how the deregulation
affected competition in the market, how Turkish airline companies reacted to deregulation of
the market, what sort of strategic competitive tools they started to use and whether they
implement a mindful competitive strategy by associating these tools with Porter’s
competitive strategies or not.

2. Deregulation and Competition in Airline Transportation
1.1 The Deregulation Process

Deregulation in airline transportation suggests that restrictive regulations that organize airline
transportation are either alleviated or totally annulled and that state’s interference in airline
transportation activities are reduced. The issues, such as market entry and market exit, pricing,
capacity offer, and mergers and acquisitions between operators are decisions that impact
carriers’ strategies, competitive tools and outcomes and they have been subject to strict
regulations for many years. It has traditionally been an individual country’s aviation authority
that decides which airline is to operate between two cities, at what frequency and capacity, on
which days and at what time, with what fares and under what conditions to resign from these
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markets. Thus, the aim was to keep competition under control, form a ‘regulated competition’,
protect the industry and create public benefit (Sinha, 2001). However, then came the 1960’s
and 1970’s when this regulatory system became a target for criticism. Mainly in the USA, but
also in many other countries, academic economists undertook studies on this issue (Doganis,
2002; Douglas and Miller, 1974; Jordan, 1979; Kahn, 1971; Keeler, 1972; Levine, 1965;
Stigler, 1971; Wilson, 1990) and postulated that highly restricted airline transportation brings
negative outcomes, contrary to expectations. On top of this came public pressure and
following the 1980’s, airline transportation entered a new phase with an emerging tendency to
deregulation that first started in the USA.

The USA was the first country to deregulate their airline market with the ‘Airline
Deregulation Act’ that was signed into law in 1978, followed by the EU that undertook this
gradually after 1987 (Doganis, 2005; Schnell, 2003; Williams, 2002). Today, some countries
are still undertaking this process, whereas the USA and the EU countries that had deregulated
their airline markets earlier, have since reached more advanced levels in terms of
deregulation. Although the EU is a common market that encompasses various national states,
it has today been formed into a single deregulated domestic airline market (Borenstein and
Rose, 2007; Brueckner and Pels, 2007).

The main objective of airline deregulation is to achieve the conversion of markets into more
competitive ones. The Airline Deregulation Act aimed mainly to ensure that the industry had
a more competitive structure (GAO, 2006; Sinha, 2001; Wensveen, 2007). Similarly, as the
European Commission thought of competition violations in the industry as being contrary to
the Treaty of Rome, the EU started with deregulation activities (Hassu, 2004). Thanks to
competition, efficient, effective and well-managed carriers will be encouraged (Wensveen,
2007) and those carriers that cannot achieve this will retreat from the market themselves
without the need for state intervention. At the same time, the expectation is that along with
the increasing number of airlines and competition, efficiency, creativity and innovation, as
well as more fare and service options will be introduced to the market (Wensveen, 2007). On
the one hand, the quality of service is improved, but on the other hand, the aim is to ensure
that passengers benefit from this service with lower fares. In order to draw out these benefits
and establish competition, entry market is deregulated and new airlines are encouraged to
enter this market, similar to existing ones that are also urged to enhance their network
structures (GAO, 2006).

However, it is no longer easy for airlines to operate in this competitive market. Since
deregulation, airlines have started working in a more dynamic and constantly changing
environment. Competitive markets make airlines face the concept of 'competitive ability'.
Airlines’ ability to continue their operations and be successful depend solely on their being
competitive. The requirement to be competitive eventually helps airlines develop competitive
strategies in these markets.

1.2 Porter s Competitive Strategies and Airline Transportation After Deregulation

According to Porter (1980), even though not all companies that compete in a given industry
clearly define their competitive strategy, they certainly have one. The competitive strategy
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that is formed through analysis of the industry as a whole, and making forecasts about
industrial developments in the future, understanding competitors and its own position, and
converting this analysis into a well-planned road map (Porter, 1980, 1985) and in the end is
compiled, so that the company’s own capabilities that will ensure superiority are brought
together with the benefits of environmental opportunities (Torlak, 2008).

In fact, the concept of competitive strategy in the literature emerged with Porter (1980, 1985).
Porter placed ‘competition’ as a focus of the strategy idea instead of planning and
‘competitive strategy’ as a focus of strategy instead of strategic planning. This approach
caused a definite shift in the idea of strategic management, in the sense that the focus shifted
from “strategic planning to competitive strategy” (Barca, 2005). Porter takes the competition
concept as enhanced competition: direct competition (competition coming from existing
competitors), indirect competition (competition coming from substitutes) and potential
competition (competition pressure created by new investors that may potentially enter the
industry) (Barca, 2005; Sarvan et al., 2003). Taking this as the basis, Porter defines
competitive strategy as a concept that is shaped according to the strategic position a firm has
in the industry (Kiling et al, 2009).

According to Porter (1985), there are three general types of competitive strategies that a firm
may implement within an industry: Cost Leadership, Differentiation and Focus. These three
generic strategies define the general features of competition that will enable a firm to
outperform its rivals in the market place (Sarvan et al., 2003).

Cost leadership strategy is a strategy based on a firm’s focusing on cost, so that all the
activities are designed to reduce cost and thus the firm is able to compete with competitors by
offering lower prices to customers with low cost advantage. In cost leadership strategy, firms
aim to offer simple products to typical customers (Miller and Dess, 1996). Designing
products or service appropriately, so that the manufacturing process or the presentation is
made easier, and having a large volume by serving big customer groups, will ensure that the
firm achieves a cost advantage.

In differentiation strategy, a firm uses certain features that are regarded as important and
valuable by the customer and it differentiates the product or the service it offers, striving for
uniqueness in its market. The firm is rewarded with high prices for this uniqueness (Porter,
1985). Differentiation strategy is not only composed of the differentiation the business will
make in products and services, but it is also a competitive strategy to bring differentiation in
all the activities of the firm that create a value, so that the firm generates yield above the
average (Ulgen and Mirze, 2007). However, this differentiation strategy does not suggest that
the firm shall ignore the cost items (Porter, 1980).

Focus strategy is about focusing on a specific customer group, production and distribution
line or on a specific geographical market, and shaping all operational activities according to
the target selected (Aktan and Vural, 2004; Dinger, 2007; Hunger and Wheelen, 2007). Cost
leadership and differentiation strategies target the market in general, whereas a focus strategy
aims at a narrow area within the industry. It aims to form a strategy for this narrow market
scope and provide services in this area in a more successful way than its competitors (Porter,
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1985). Thus it excludes other areas and specializes in one single area, earning the capability
to offer services in a more efficient and productive way, eventually, as with the other two
strategies, will gain a competitive advantage. Focus strategy may be implemented in two
ways; by ‘focusing on cost leadership’ or by ‘focusing on differentiation’.

According to Porter (1980), these three strategies are alternatives to one another and that a
firm with the lowest cost and a firm that fully implements differentiation are two different
qualities that are hardly compatible because successful implementation of each strategy
requires different competencies, resources, organizational arrangements and management
styles. So, it does not seem possible that a firm is eligible for each of these three strategies at
the same time (Porter, 2008). Firms that do not clearly implement any one of these three
strategies are seen as stuck in the middle and there is a high probability that they are faced
with failure.

With the impact of increasing competition after deregulation, airlines have started to develop
new competitive strategies. Deregulated markets force airline operators to develop new
strategies in order to protect themselves from competition and they also open up the path for
the implementation of these new strategies. In other words, airlines that were unable to take
managerial decisions or to implement them freely prior to deregulation have now become
able to shape their strategies by way of using certain competitive tools thanks to the
flexibility they have earned through deregulation. Numerous studies conducted on strategies
that were developed as a reaction of airline operators to deregulation in these markets (Chang
and Hsu, 2005; Chang and Williams, 2002; Douglas and Cunningham, 1992; Gillen and
Gados, 2008; Gillen and Morrison, 2005; Goll et al., 2006; Jiang, 2007; Kangis and O’Reilly,
2003; Kling and Smith, 1995; Knorr and Zigova, 2004) show that these new strategies may
be defined in relation to Porter’s generic competitive strategy classification. The observation
is that airlines within the deregulated markets have started to position themselves in a clearer
way in relation to Porter’s differentiation, cost leadership and focus strategies as well as
implementing these strategies in a clearer fashion (Douglas and Cunningham, 1992; Gillen
and Gados, 2008; Goll et al., 2006; Graf, 2005; Hunter, 2006; Jiang, 2007; Kangis and
O’Reilly, 2003; Kiling et al., 2009; Kling and Smith, 1995).

One of the most significant outcomes of deregulation is that new entrant airlines developed a
‘low cost carrier’ model based on cost leadership strategy. Freedom of pricing resulting from
deregulation is the most significant and fundamental factor playing a role in the emergence of
this strategy. The fact that airlines are able to keep their costs to a minimum and determine
low fares as they wish, enables them to implement this strategy. Emergence of low cost
carriers in the US by the end of the 1970’s, in Europe by the end of the 1980’s (Gillen and
Gados, 2008; Graham and Shaw, 2008; Graham and Vowles, 2006; Jiang, 2007) and in
Turkey in 2005 after having deregulated its domestic market in 2003 is an indicator of the
fact that deregulation is an effective factor.

Incumbents, having been challenged by the new airline operators that entered the market
using a cost leadership strategy and intensifying competition, were also obliged to develop an
appropriate competitive strategy themselves. Prior to deregulation, traditional airline
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operators used to work with a model close to the differentiation strategy and, after having
entered into competition with low cost airline operators, they have started implementing the
differentiation strategy even more clearly. Competition is a leading factor that has had an
impact on the development of this strategy, but the fact that deregulation lifted the barriers
that prevented the implementation of a differentiation strategy, also played a role.
Differentiated airlines developed a new network system called Hub and Spoke (H&S) and
started seeing computerized reservation systems (CRS), frequent flyer programs (FFP),
technology and innovation as strategic tools. Now it is on their agenda to use these
components as strategic parts of their differentiated products.

Airlines, in order to compete in deregulated markets, have developed new competitive tools
that were previously either not in existence or even if they existed, were not seen as strategic
tools. They try to gain a competitive advantage by planning prices, frequency, departure times,
on-board services, network structure, innovative activities, mergers and acquisitions,
alliances, human resources and use of technology in line with the requests and needs of
passengers. These tools at the same time are components that airlines use to create customer
value and they have become competitive tools that they may be used in a more flexible way
after deregulation. Airlines know that in deregulated markets, as a result of competition, it is
imperative to provide differentiated services and that these components are to be blended in
accordance with the expectations of different customers in different markets or of different
customers in the same market. These components provide a certain cost advantage as well as
efficiency and productivity to the airlines, so that they may be more at the forefront in
competition.

3. Competitive Tools of Airlinesin Deregulated Markets

According to the literature and the practical examples analyzed, airline operators have mainly
ten effective competitive tools to shape the competitive strategies that they develop in
deregulated markets (price, frequency and departure time, network structure, mergers &
acquisitions and alliances, travel agency commissions, frequent flyer programs, computerized
reservation systems, human resources, innovation and technology, and service quality). Use
of these above mentioned tools as a competitive advantage varies according to the
competitive strategy each airline operator implements and different competitive tools emerge
in each different strategy. However, after all, all of these function as an important strategy
component enabling airline operators to create a competitive advantage.

Price: As a result of deregulation, in today’s world, for an airline that has been liberalized in
pricing decisions, price has now become one of the most important tools for survival and is
even superior to others (Kangis and O’Reilly, 1998). Additionally, price is a significant
demand determinant in airline transportation (Doganis, 2002; Hanlon, 2007).

Price differentiation that is made by taking demand-based pricing method as the basis and
considering the prices of competitors are important elements of competitiveness in
deregulated airline markets. Thanks to price differentiation, an airline may maximize its yield
with different prices in different market segments for the same service it offers. It may be said
that price differentiation implemented with Yield Management Systems is a pricing strategy

39 www.macrothink.org/jmr



ISSN 1941-899X

\ MacrOthi“k Journal of Management Research
A Institute™ 2013, Vol. 5, No. 4

developed by traditional airline operators as a reaction to deregulation and against new
operators making entry (Knorr and Zigova, 2004; Malighetti et al., 2009).

After deregulation in the USA and in the EU, the first strategy developed was the
implementation of low prices and the undertaking of large volume activities. This strategy
was especially implemented by airlines that had recently entered the market and which had
adopted cost leadership strategies (Kangis and O’Reilly, 1998). In addition to this, high prices
are an integral part of prestigious high quality service delivery addressing specific customer
groups.

Flight Frequency and Departure Time: The frequency of flights and any slight changes to
departure times would create a major impact on the purchasing behavior of passengers. When
an airline starts taking advantage of flight frequency on a given route, the competitive value
that this advantage brings is multiplied (Wensveen, 2007). This is because in airline
transportation, the benefits of being at the desired location at the desired time are multiplied
by frequent flights.

Frequency brings yet another competitive advantage with computerized reservation systems
(CRYS). Airlines that have more flights will have more visibility on CRS screens as well and
that will give them a greater advantage compared to competitors in ticket reservations and
sales (Holloway, 2002). Additionally, high frequency to be offered by airlines which are in an
alliance group would be a factor in weakening the position of a competing third airline. This
opportunity would increase the flexibility of time-sensitive passengers and thus would make
the cooperating parties’ services even more attractive (Stragier, 2001).

Studies shows that departure and arrival times of a flight are other certain important factors
that affect passengers’ preference regarding airlines. Departure time is a leading factor that
affects the airline preference of passengers that fly particularly short-distance and for
business purposes (Doganis, 2002).

Network structure: In today’s deregulated markets, the network structures of airlines have
become one of the most important factors that affect their competitiveness as transportation is
offered as a service over a network. Network structures are shaped according to their
strategies and airports selected as operational hubs have an impact on the costs and yield of
airlines.

During the regulatory period, since there was no flexibility concerning market entry, airline
were not able to shape their network structures as they desired and so most of the time they
had to operate in a line network or grid network structure from one point to another. However,
deregulation created a new environment which made airlines re-think their marketing
strategies and re-form their network structures accordingly. Within this context, transition to
H&S network structure is one of the most significant changes created by deregulation
(Brenner et al., 1985; Burghouwt et al., 2002). Basically, the H&S network structure suggests
a system whereby passengers are brought from spoke airports to a central hub airport,
collected there and distributed again from this hub airport to spoke airports. The H&S
network structure creates a much greater network and thus increases demand and decreases
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unit costs.

Prior to deregulation, established airlines used to have flights from one point to another but,
thanks to the H&S network structure system, they have started protecting their own routes
against low cost airlines that entered the market following deregulation. This structure was
first developed by Delta Airlines and has since been taken as an example by many other
traditional airlines (Sheth et al., 2007).

Another feature of H&S network system is that it may be used as a barrier against market
entry. An airline that operates using this network structure generally gains strength in the
market at the hub airport thanks to the advantages brought by the system. It is rather difficult
for another airline to enter into the hub airport and from this airport to the other spoke
airports in the system.

Other airlines try to compete by flying from one point to another with their line network
strategy. A line network structure is not deployed around a hub airport but rather connects
cities on a linear route (Hanlon, 2007). This structure is a network strategy that supports a
cost leadership strategy. A low cost carrier that has no stopovers but only direct flights does
not have to wait for passengers arriving from connecting flights and thus will reduce the
turnaround time; in the end, with the impact of short-distance flights, it will increase the
frequency of its aircraft utilization (Sengiir, 2004).

Some regional airlines that take advantage of deregulated markets and follow a focus strategy
establishing their networks around one or two hub airports because they have a role of
feeding the hub airports of major carriers (Burghouwt et al., 2002). If a regional airline
co-operates as such with a major airline that follows a differentiation strategy it will gain a
remarkable competitive advantage over its rivals.

Mergers, Acquisitions and Alliances: One strategic response airlines give to the impact of
deregulation is moving into new structuring in the form of mergers, acquisitions or alliances.
A fast consolidation has been encountered in many airline markets after deregulation.

Three different synergies can be identified created with airlines’ merger and acquisition
strategies. Thanks to the operational synergy created, cost effectiveness is achieved in various
areas, such as supply, sales, maintenance, scale benefits at airport activities, sharing of
overheads and information technologies. With network synergy, undesired routes are
excluded, costs are reduced, destinations that create a value are included in the network so
that demand is increased and resource utilization is more efficient. Thirdly, growth ensures an
eligible basis for higher bargaining power and effective capital management, so that airlines
reinforce their competitive positions (Cento, 2009).

Acquisitions in the airline industry have mostly been acquisitions of regional airlines by
major airline operators. In particular, the major airlines that use the H&S network structure
acquire regional airlines that feed in traffic to their own hub airports, aiming to become more
effective and dominant in this market. This strategy is frequently seen in the US domestic
airline market since deregulation.
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Mergers and acquisitions in the EU are seen among airlines that follow a differentiation
strategy. Airlines that follow a cost leadership strategy on the other hand, may sometimes go
for a mergers or acquisitions strategy as well. This strategy is re-shaping the scale of national
airlines and the competition among carriers (Cento, 2009).

Alliances in airlines, which is yet another strategic practice, requires coordination among
carriers on topics such as fares, flight schedules, seat capacity, and marketing activities, so
this is actually a model close to mergers (Polley, 1999; Stragier, 2001). Thanks to strategic
alliances, network structures complement one another; the operator has a larger and wider
market and thus has more market dominance (Gerede, 2002).

What mergers, acquisitions and alliances give as the greatest advantage is entry new markets.
By these strategies, airlines will be able to enter the markets that are not easy to enter, gain
slots, and have access to airport slots and gate positions which are valuable resources at
airports that have capacity issues and merge their flight networks (Gerede, 2002). Thus, the
market grows and expands and airlines become more effective in their marketing strategies.
This is why these above-mentioned strategies are presented as significant competitive
strategies in the airline transportation market.

Travel Agencies’ Commission: As a result of the freedom in marketing brought to airline
transportation by deregulation, travel agencies have become the main tool airlines use to sell
their services. Thus, the increasing competition between airlines gave travel agencies the
power to seek more commission than they could have asked during the regulatory period
(Brenner et al., 1985). In addition to the commission airline operators pay to travel agencies,
they also make special deals with them to give bonus commissions. As a result, major airlines
gain more competitive advantage over smaller airlines because travel agencies that are
willing to earn more commission convince their customers to purchase tickets from the major
airlines with which they make bonus commission deals.

Frequent Flyer Programs (FFP): When frequent flyer programs were first used by American
Airlines in 1980, they were regarded as an artificial tool added to attract more attention to
advertisements (Levine, 1987). However, they are nowadays seen as key for airlines to
remain competitive in this market The main reason for this is that in the competitive
environment following deregulation, it was difficult for airlines to retain customers. FFP
encourage passengers to travel with a single carrier for each trip with the miles that it rewards
passengers. All airlines that follow a differentiation strategy have FFP (Cento, 2009).

Computerized Reservation Systems: CRS developed in the 1960’s and the 1970’s were simple
devices that promised greater time and labor efficiency by processing large amounts of flight
reservation information during a time of strict control on market entry and prices. However,
after deregulation, CRS was converted into a significant competitive tool. Complex pricing
systems, flight schedules and ticketing methods demanded CRS in deregulated markets.
Along with deregulation, many airlines extended their airline reservation and ticketing
systems to travel agency offices in order to increase the service delivery capabilities of the
agencies (Brenner et al., 1985). Thanks to the CRS, airlines now have better access to more
customers.
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Human Resources: Knowledge and creativity of managerial level human resources play an
important role in forming the main strategies that will make airlines successful in the long run,
whereas it is operational level human resources that make functional strategies a success and
this will facilitate the realization of the main strategy. The quality of human resources is the
most important factor for an airline in the sense that it differentiates the firm from its
competitors in deregulated markets and it is this factor that will make the airline successful
(Barney and Wright, 1997; Guest, 1987; Poole, 1990; Yiiksel, 2007).

Innovation and Technology: Cost pressure created by competition following deregulation
obliges airlines to be efficient. It is inevitable, especially for airlines, that they follow a cost
leadership strategy to function efficiently and this is achieved through process innovation that
enables development of efficient business processes. The firm may radically change the way
of doing practices via this process innovation and achieve competitive superiority and
differentiation (Kirim, 2006).

Airlines use information technologies on an operational level for activities such as schedule
and crew planning, check-in, seat allocation, flight plans and weather forecast reporting, load
and balance calculations, ticketing, inventory and reservation management, maintenance
management, and baggage processing and tracking. They also use information technologies
on a strategic level for activities such as market and competitive structure analysis within the
industry, demand forecast, new product development, strategic pricing and yield management,
retention and development of business models by communicating with other airlines they are
in cooperation with (Buhalis, 2004). Thus, information technologies not only create a
competitive advantage by themselves but they also function as a trigger for values that
promise competitive superiority, such as innovation and strategic positioning (Sengiir and
Kuyucak, 2009).

On the other hand, in recent years, Internet technology has been offering numerous
opportunities to airlines to be innovative. The Internet is more like a distribution channel for
airlines and it enables reservations and ticket sales to be undertaken with less cost and to a
wider customer group.

Service Quality: Service quality is a measure that shows to what extent customer expectations
are met by the service delivered. Service delivery of good quality requires that customer
expectations are met and even exceeded in today’s competitive environment (Oztiirk, 2009).
Therefore, service quality is a concept associated with customer expectations. Following
deregulation, customers’ perception of airline transportation and their expectations of airlines
started to change because the increase in service diversity is yet another outcome of
deregulation; as market entry is deregulated, the number of carriers has increased and this has
led to variety in airline service delivery. As passengers now have more options when
compared with the pre-deregulation period, airlines are obliged to offer services that are
superior and of better quality in order to be preferred by passengers. Service quality of an
airline is ensured by good planning of product features according to the targeted passenger
group, so product features in deregulated markets are extremely important from an airline’s
competitiveness perspective. Components that form airline service delivery and impact
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service quality, such as price, scheduled based features, comfort based features, and access to
service delivery and image (Doganis, 2002) were not under the control of the airline before
deregulation. However, these may now be used as competitive advantages in deregulated
markets.

4. M ethodology

In this research, qualitative research methods and techniques that enable the undertaking of
in-depth and multi-dimensional analysis on current developments in any environment and
explain why and how decisions related to social events and cases are made were employed
(Yildirim and Simsek, 2008). In this qualitative work, the aim is to present a descriptive and
realistic picture related to the topic. All the qualitative data collected has been analyzed using
a descriptive analysis method.

Research data was collected between 07.07.2010 and 07.09.2010 via a semi-structured
interview method. With this in mind, an interview form relating to the literature was prepared
and interviews were carried out with senior managers of airline companies in the research
population. Both during the preparation of the interview forms and during the analysis of the
data, Porter’s (1980, 1985) ‘Five Forces Model’ and “Generic Competitive Strategies”
formed the basis of this work.

The population of this study is composed of Turkish airline companies that were authorized
to operate scheduled flights in domestic market as of June 2010 by the General Directorate of
Civil Aviation (shgm.gov.tr). These carriers are Turkish Airlines, Onur Air, Atlasjet, Pegasus
Airlines, SunExpress, Borajet and AnadoluJet. Of these, AnadoluJet is not necessarily a
separate operator, but a sub-brand of Turkish Airlines operating in the domestic airline market.
However, Anadolulet is regarded as the most significant strategic response of Turkish
Airlines to deregulation in the market and it is seen to have had a major impact on the market
as a whole through its operations, so we saw fit to look at this area in this study.

Respondents in interviews were selected using a purposive sampling method to increase the
transferability. It was arranged so that interviewees would be those involved in the strategic
decision-making processes and were authorized, senior level managers fully knowledgeable
regarding the research topic. These were ten senior level managers and one specialist working
at the general directorate, commercial directorate, regional flights directorate, domestic
flights directorate, revenue and route management directorate, sales and marketing directorate,
regional directorate and, strategic planning and investment department.

In order to ensure a consistency of interview method used as a data collection tool in this
qualitative research, all interviews were carried out identically. For this reason, all interviews
were undertaken by the same researcher, in the same manner.

The researcher undertaking the interviews attempted to keep the interviews as long as
possible, so that the responses given better reflected the reality. The interviews took two
hours on average. In order to further enhance the internal validity of the research, by the end
of the interview, issues where interviewees hesitated were posed as a question again in order
for the interviewer to try to confirm whether the answers were accurately understood or not.
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Additionally, after having analyzed and interpreted the data collected, reports were generated,
then submitted to the managers who provided the data so that the managers could provide
feedback on the reports to discover if there were any misunderstandings or misinterpretations
by the researcher. Only two feedbacks were received and there were no negative comments or
corrections.

5. Findings and Discussion
5.1 Competitive Structure in Turkish Domestic Airline Market after Deregulation in 2003

Price determination in the Turkish domestic airline market was deregulated in 2001 by way of
an amendment made in Law (numbered 2920) on Turkish Civil Aviation (Official Gazette,
2001). However, it is not possible to claim that this amendment alone brought about
deregulation. The actual deregulation came into force in 2003, when the barriers to market
entry were removed; this provided the primary condition for competition. After 2003, the
domestic market broke away from the monopolistic structure and was converted into a
market where multiple numbers of airlines operate. In Table-1, airlines that entered the
domestic market up until December 2011 following deregulation are shown, where prior to
2003, it was only Turkish Airlines operating; dates they entered the market and their current
status can also be seen in the Table.

Table 1. The Date Airlines Started Domestic Flights1

Airline Thedateit started domestic flights| Notes

Fly Air October 20., 2003 Transportation license annulled
Onur Air December 9., 2003 Continues to this date

Atlasjet July 1., 2004 Continues to this date

Pegasus Airlines November 1., 2005 Continues to this date
SunExpress March 26., 2006 Continues to this date
AnadoluJet? April 23., 2008 Continues to this date

Borajet May 7., 2010 Continues to this date

Turkuvaz Airlines September 22., 2010 Transportation license annulled
Sky Airlines January 15., 2011 Resigned from domestic market

Source: General Directorate of Civil Aviation (www.shgm.gov.tr)

Findings show that competition among airlines in the domestic market is shaped according to
the network structures formed by the carriers. Although all scheduled airlines in the market
compete with one another in the general sense, airlines that select Atatiirk International

' Fly Air seen on the Table resigned from the market after having operated for a certain period of time, so it is no longer
operational in the market. Additionally, Sky and Turkuvaz Airlines that entered the domestic market after the collection of
data for this research resigned afterwards. For this reason, they have not been included in the scope of research.

2 AnadolulJet is not a separate operator but an airline established as Turkish Airlines’ sub-brand.
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Airport in Istanbul as their hub for flight operations and airlines that select Sabiha Gokgen
International Airport in Istanbul as their hub, actually enter into direct competition among
themselves. As a result, Turkish Airlines, Atlasjet and Onur Air in one group, and Pegasus
Airlines, AnadoluJet and SunExpress in another group are firms that directly regard one
another as competitors.

When we consider that each airport pair should be regarded as a separate airline market, this
finding is quite logical. The product offered in airline transportation is a transportation
service between two points. If any one of these points change, a totally different product
would emerge. Additionally, when we consider the fact that nearly a quarter of the population
in Turkey is located in Istanbul and its environs, and that there is a long distance between
Atatiirk International and Sabiha Gokg¢en International Airports, even if the starting point is
Istanbul, it is natural that these two airports create different markets.

Tools that airlines use in order to compete with competitors and points of superiority may
vary. However, findings show that competitive tools that emerge in the domestic market are
service quality, extensive network structure and price.

New markets opened up in the domestic market as private airlines entered the market after
deregulation. However, vitality has been encountered mainly between Istanbul and major
cities of Turkey such as Antalya, Adana, Trabzon and Izmir which are densely populated,
developed cities with their economic, commercial and tourism activities. In these above
mentioned markets, there is more than one airline undertaking operations. This is why there is
more competition in these markets where the operations of airline operators coincide.

When we consider the balance between airlines in the market from the size and power
perspective, we see that Turkish Airlines has a different position. Due to the fact that Turkish
Airlines has been in the airline transportation business for a longer period of time compared
to other airlines, it has immense experience and know-how and the advantage of being a
national airlines company. All of these factors give bring Turkish Airlines a competitive
advantage. For this reason, it is advisable to position Turkish Airlines separately from other
private airlines in the competition structure of this market.

Although legally all barriers to market entry have been removed along with deregulation, we
still see some barriers to entry in practical terms. The most significant barrier to market entry
is a lack of sufficient capacity at Atatiirk Airport. In addition to the vitality brought by
deregulation, Turkish Airlines grew quite fast and eventually Atatiirk Airport reached a point
where it may no longer respond to this fast growth. This lack of capacity is reflected to
airlines in the form of slot problems. More importantly, due to the lack of sufficient capacity
in recent years, the civil aviation authority no longer permits new carriers from entering the
market with Atatiirk Airport as their hub. In addition to this, during the initial years of
deregulation in the domestic market, airlines used to exhibit infrastructure deficiencies at
airports, with some airlines switching from charter flights to scheduled flights lacking
experience, so there was a requirement for them to make new investment. The field of human
resources also encountered issues due to the fact that they could not catch up with this fast
growth in such a short period of time and all of these factors are regarded as barriers to
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market entry during the post-deregulation period.

As there is more than one airline in domestic routes operating, it suggests that there are now
more options for passengers in many city pair markets. For passengers, it is now possible to
prefer one firm ahead of another based on the quality of service offered or the ticket price.
Thus, passengers have a stronger position against airline companies when compared with the
pre-deregulation period. Prior to deregulation, it used to be only passengers with high income
levels that could afford to use air transportation mode in domestic market, whereas now
middle income level groups can afford to do so. It may be talk about a new group of
customers that are price-sensitive has occurred in the domestic airline market in recent years.
Customers that create a value for the airlines are assessed, market segmentation is made and
tailor-made marketing strategies are developed for these value creating customers.

When the developments in transportation modes and options in Turkey are considered, land
transportation is still the most preferred transportation mode of passengers, so it may be said
that land transportation has probably the highest potential to compete with airline
transportation; but it cannot be claimed that as speed and journey duration factors are taken
into consideration, land transportation can compete with airline transportation. High-speed
train transportation is not yet widespread, so it is unlikely to create competition as a substitute
product. However, the Ankara — Eskisehir high — speed train reaching all the way to Istanbul
is seen as a threat by airlines.

5.2 Responses of Turkish Airline Companies to Deregulation of 2003
5.2.1. Onur Air

Onur Air was a charter airline before 2003 when it became one of the first carriers to
introduce domestic scheduled airline transportation as deregulation gave the right to enter this
market. Until 2003, there was only one airline company operating in the domestic market and,
as the prices were most of the time high, it was only high income level customers that were
targeted; however Onur Air, with its entry the market, targeted middle income level
customers. In order to fulfill this strategic objective, Onur developed a strategy of offering
low fares with low cost and a low profit margin and addressing the needs of an extended
group of customers in the domestic market with low fares. This strategy became feasible as
domestic market was deregulated and restrictions on market entry and prices were abolished.
When compared with Turkish Airlines, Onur Air has a more advantageous cost basis and with
Turkey having a wide geographical structure, these factors are regarded as important aspects
that form the basis for the execution of this strategy. Onur Air uses this cost advantage that
forms the essence of its strategy in order to offer lower prices by reflecting them onto fares
and thereby attracting more passengers, instead of gaining higher yield.

The most effective factor that reduces cost is the annulment of extra services offered by
traditional airlines and focusing only on the safe transportation of passengers from one point
to another; thus the Onur Air customer profile has passengers that are willing to reach their
destination at affordable prices rather than insisting on comforts. After having realized that
though offering lower prices works, offering a single fare is insufficient in competition, Onur

47 www.macrothink.org/jmr



ISSN 1941-899X

\ MacrOthi“k Journal of Management Research
A Institute™ 2013, Vol. 5, No. 4

Air started implementing yield management and transited to a dynamic pricing system. Yield
management is not necessarily based on software programs that require high levels of
investment cost, but is rather executed by manually tracking competing airlines’ prices.
Within this context, most of the time Turkish Airlines fares are tracked as the company is
seen as the price-maker in the market and Onur tries to compete with prices that are lower
than those of Turkish Airlines.

Onur Air’s network strategy aims to reach high load factor by having an extensive network
structure. Within this context, Onur, with its line network structure model centered at Atatiirk
Airport, operates direct flights to Turkish cities popular with passengers. Onur Air started
increasing the number of city pairs at first and then headed towards increasing flight
frequency in these markets. It mostly targets passengers that prefer land transportation, so as
much as possible, it operates in such city pair markets where travelling by bus takes longer
than eight hours; because otherwise, intercity bus transportation will be a significant threat
from a competitive perspective.

When the strategy of Onur Air is analyzed, it can be said that it aims to implement cost
leadership strategy from Porter’s competitive strategies. Low prices that are offered by
basically an extensive network structure, and a reduction in cost with operational processes as
much as possible are regarded as the most remarkable strategic tools the operator uses against
competitors in order to gain a competitive advantage. It aims to reduce unit cost by operating
flights with larger aircraft that have greater seating capacity and on routes that have higher
passenger potential as well as by discontinuing extra services that may be regarded as
luxurious. Though Onur Air exhibits signs of a low cost airline by keeping seat pitch to a
minimum, selling food and beverages onboard and executing yield management, it also has
some attributes that would contradict this strategy. The most important one is that it operates
from Atatiirk Airport where air traffic is the busiest rather than a secondary airport. The
second attribute is that its fleet does not have a standardized structure, but rather it has
various types of aircraft in its fleet; however, it plans to form a single type fleet structure in
the future. Its third attribute is that most tickets are sold through travel agencies. All these
attributes would cause an increase in the cost of Onur Air and would contradict the general
practices within a cost leadership strategy in airline transportation.

5.2.2 Atlasjet

Atlasjet used to operate charter flights within its tour operating system, but later started its
activities in scheduled domestic transportation following deregulation; Atlasjet made all the
changes required by the scheduled airline transportation business after having started
operating in domestic routes and formed its organizational structure accordingly.

Atlasjet was the first private airline in Turkey to become a member of the International Air
Transport Association — IATA. It benefited from this advantage and focused on ‘interline’
transportation in the domestic market. For this purpose, Atlasjet signed interline traffic
agreements with many other airlines members of IATA, became member of global
distribution systems and migrated to electronic ticketing. Thanks to these agreements and to
the technological infrastructure investments it has made, Atlasjet undertakes domestic
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transportation of international passengers that come to Istanbul. This strategy which
developed after deregulation is regarded as a conscious action taken to ensure a competitive
advantage against the other airline companies.

Atlasjet always preferred to be an operator that emphasizes service quality since from its
entry into the domestic market, and in order to keep its service quality at a high level, it has
undertaken significant investments in technology. Technologies such as electronic ticketing,
membership of CRS’s, Direct Control System, Self-Check-In, giving passengers PNR
numbers with Short Message Services, specific loyalty programs for all customer groups, and
i-phone ticket sales application used in service delivery, so that passengers’ access to services
is facilitated and a comfortable flight is promised. In addition to this, services that create a
perception of high level service quality, such as food and beverages being free of charge on
board, passengers being transferred to their final destination by shuttle buses again free of
charge, are offered. Customer requests, needs and complaints are also systematically and
continuously measured in order to evaluate and improve service quality.

Atlasjet’s price strategy is not about offering low prices to passengers such as low cost
carriers, but rather to sell its service at relatively high prices in return for the service quality it
offers. However, it can be seen that Atlasjet’s high prices are still more affordable than those
of Turkish Airlines which follows the same strategy. For this reason, passengers travelling
generally with Turkish Airlines for business purposes prefer to fly with Atlasjet when they
travel for personal reasons because passengers’ sensitivity to price increases on such trips.
Atlasjet executes yield management within the context of price strategy, but against this yield
management, Atlasjet does not exhibit a great discrepancy between its lowest and highest
prices in a given market. Instead, it is able to make a more balanced pricing when compared
to other airlines that also operate yield management.

With this strategy, Atlasjet is targeting customers that do not have high price sensitivity, but
attach importance to quality. Basically, Atlasjet carries passengers from its own tour operator.
Since it serves various customer groups that travel for tourist purposes, business purposes and
VFR (Visiting Friends and Relatives), Atlasjet has two different classes, business and
economy, for the Istanbul-Bodrum route. Atlasjet is actually the only airline among all private
companies that has two different classes on board. For its business class passengers, Atlasjet
offers special services, such as airport lounge services that make them feel privileged,
provides inner-city transportation with shuttle buses and allocates these passengers dedicated
check-in desks. As it provides services to business class passengers, great importance is
attached to on-time performance. On-time performance is one of the most important airline
service delivery components for these passengers. Atlasjet sees this as an important
competitive tool used to attract and retain business class passengers.

With these practices, Atlasjet aims to create the perception of an airline that is of high quality
and different in the eyes of passengers, and by using its service quality, it aims to compete
with other airlines in the domestic market. In this context, it can be said that since
deregulation, Atlasjet has entered the market with a differentiation strategy of its own.

As Atlasjet has entered the market for the first time with a differentiation strategy, it followed
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an extensive network structure and growth strategy in the domestic airline market like Onur
Air. For this purpose, it entered many new markets where there previously had been no
operations as domestic airlines and added regional jets to its fleet that are more capable of
operating effectively at airports in the eastern part of Turkey. However, it could not ensure
sustainability of its operations in these markets. The reason for its resigning from these
mentioned markets is regarded as being a lack of an effective differentiation strategy
implementation because the economies of the routes Atlasjet was trying to operate in were
not ready to afford the high prices offered within the framework of a differentiation strategy.
Thus, Atlasjet moved from operating an extensive geography and instead decided to be more
focused. Markets it started concentrating on afterwards are rather tourist markets and their
economies are relatively higher when compared with other domestic airline markets.
Currently, Atlasjet seems to be an airline focusing on flight destinations to which it can carry
passengers from its own tour operator. In conclusion, it may be said that Atlasjet developed a
differentiation strategy as a response to deregulation as it entered the market. However, after
this it started concentrating on a specific geographical market and started implementing a
focused differentiation strategy.

5.2.3 Pegasus Airlines

As Pegasus Airlines operated in charter transportation, it was acquired by ESAS Holding in
2005, and then built itself a new mission, ‘being a low cost airline company operating
scheduled flights in domestic and international routes’. Thus, it started operating scheduled
flights in the domestic airline market the very same year. It realized that the most effective
and easy way to move from charter transportation to scheduled transportation was primarily
through having a presence in the domestic market. The necessary ground was set as the
barriers facing private airlines were eliminated in the domestic market. Airlines were
supported by government incentives and the economic conditions at the time were suitable
for operation in the Turkish market.

Pegasus Airlines entered the domestic market with its cost leadership strategy. Prior to entry
the market, some European low cost airlines such as, Ryanair and Easyjet, were analyzed and
the operators were re-structured in accordance with a cost leadership strategy in line with
conditions in Turkey.

The most important component of Pegasus Airlines’ cost leadership strategy is the low price
strategy. As it reduces cost and reflects that onto its prices by operational efficiency and
productivity, it offers low prices. The main factors that ensure the airline’s operational
efficiency and productivity are the selection of a secondary airport as the hub, the formation
of a standardized fleet structure, intensive use of technology, ticket sales over the Internet and
delivery of plain and simple services.

As a result of a competitive analysis conducted prior to its entry the market, it was decided
that Sabiha Gokgen Airport should be the hub of flight operations as a differentiation in
competition instead of being the fourth carrier at Atatlirk Airport after Turkish Airlines,
Atlasjet and Onur Air. Thus, by preferring Sabiha Gokgen Airport, Pegasus gained a
competitive advantage as it avoided direct competition with other airlines present in the
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market; additionally, it aimed to reveal a passenger demand from the Asian part of Istanbul as
well as from certain nearby cities such as Kocaeli and Sakarya that had never been accessed
before. More importantly, as Sabiha Gok¢en Airport has less flight traffic than Atatiirk
Airport, Pegasus has been able to reduce the turnaround time for its aircraft and thus increase
daily aircraft utilization. This is an effective tool in increasing aircraft productivity and
reducing costs. Additionally, the lower fees required by the airport reduce Pegasus Airlines’
airport utilization costs. Thus, Pegasus Airlines has been able to achieve remarkable cost
advantages when compared to its competitors.

On the other hand, the assumption is that in the near future, a slot arrangement is to be
initiated at Sabiha Gokgen Airport. Besides, as the operation of the terminals of airport as
transferred to the private sector within the context of a Build-Operate-Transfer (BOT) Project,
there has been an increase in airport fees as well. All of these developments are regarded as
signs which show that Pegasus Airlines will encounter challenges in following a cost
leadership strategy in the future.

One other important factor that has an impact on the cost advantage of Pegasus Airlines is its
standardized fleet structure. Operating only with Boeing type aircraft, Pegasus is able to
reduce cost because of the flight network and spare part pool efficiency. Having a single type
fleet helps reduce maintenance, training and spare part inventory costs; it also ensures more
flexibility in cockpit personnel planning and fleet management and finally, it reduces aircraft
purchasing costs.

Pegasus also offers plain and simple services to keep costs to a minimum. There is no
business class, and all flights have one single class which is economy class, so the distance
between the seats is kept to a minimum and passenger seat capacity is thereby increased.
Additionally, it does not have Very Important Person (VIP) or Commercially Important
Person (CIP) that would cause additional cost, and food and beverages are sold to passengers
on-board. Charging passengers more when they select a seat prior to the flight, offering hotel
and car rental services, advertisement spaces on on-board magazines and on the aircraft, as
well as the fees charged for any ticket change are all subsidiary income for the airline and
they represent an important share of total yield.

Pegasus Airlines has yield management like other airlines in the domestic market. Although it
offers very low fares, due to yield management, the fares increase as the flight date draws
closer and fares are rather subject to change. As for ticket sales, unlike other airlines, Pegasus
has direct sales channels more at the forefront. In particular, in order to increase ticket sales
over the Internet, significant technological investment is made so that customers’ access to
airline services is facilitated. Development of direct sales channels has strategic importance
for Pegasus because ticket sales via direct sales channels bring a cost advantage in
accordance with Pegasus’ strategy. It enables Pegasus to have direct access to customers, so
that they may have more of an impact on the customers.

A different strategy seen in Pegasus Airlines is its cooperation strategy with izAir in domestic
routes. Esas Holding, the owner of Pegasus, acquired IzAir, which is regarded as an
important brand for the Izmir region. By acquiring this brand, Pegasus aimed to attract the

51 www.macrothink.org/jmr



ISSN 1941-899X

\ MacrOthi“k Journal of Management Research
A Institute™ 2013, Vol. 5, No. 4

passenger potential in that region as well. Flights the airline has from Istanbul are of course
open to competition. However, by having flights from a hub like Izmir enables Pegasus to be
present in a domain where there is little competition and a high probability of profit.

5.2.4 SunExpress

Established in 1989 through the partnership of Turkish Airlines and Lufthansa, in order to
operate international charter flights to and from Antalya, SunExpress decided to structure all
its flight operations based in Izmir and selected a niche geographical market in domestic
market instead of entering markets where there were other carriers present following
deregulation. Thus, it enabled the opening up of new markets with the domestic flights it
operated from Izmir and started operating in a grid network structure model that is based on
connecting cities with one another that had not previously been connected. Eventually, it
paved the way for the development of a new flight structure in the domestic market. On the
one hand, selecting markets that lack competition and that had never previously been flown
brought SunExpress a competitive advantage. However, it proved a challenge for the airline
to create passenger potential in these markets.

In addition to its strategy of operating in niche markets, SunExpress entered into high volume
markets where passengers are accustomed to using air transportation and attempted to operate
there as well, by offering additional capacity. So, one can say that SunExpress is executing
both network strategies.

In 2008, SunExpress started operating flights from Sabiha Gok¢en Airport as well and thus
opened up a third hub for itself after Antalya and Izmir. The reason for selecting Sabiha
Gokgen Airport as the hub is assumed to be the fact that Turkish Airlines, that has 50%
ownership of the operator, also wanted to be part of the competition based at Sabiha Gokgen
Airport. It is particularly in competition with Pegasus Airlines and thus attempts competitive
superiority in the market. Moreover, this is a good example that exhibits the implementation
of strategic partnership in order for both Turkish Airlines and SunExpress to be able to
compete.

SunExpress is not in direct competition with all the other airlines in the market. It only faces
competition in specific city pair markets where other airlines are also present; and the most
important competitive tool SunExpress uses is service quality rather than price. However,
SunExpress’ understanding of service quality differs from that of traditional airlines that
provide full services because it is also possible to see the practices of low cost airlines in
SunExpress. The aim of SunExpress is only to execute practices that would create value in
the eyes of the customer. This is why it adopts the practices of low cost airline that would
create value for its services in the eyes of the customer and thus it reduces costs and creates
that value.

The strategy of SunExpress may be interpreted as an integrated strategy that blends the
practices they believe would create value for the customer from differentiation, cost
leadership and focus strategies that are in implementation at many airlines around the world.
It also employs the strategy of offering affordable prices that would meet the cost of service
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quality rather than high prices in return for a service of good quality.
5.2.5 Borajet

After deregulation, air transportation between major cities, where there is high passenger
potential in domestic routes gained momentum. However, although many new markets
opened up in this structure, in cities where passenger potential is low or where there is
usually STOL (Short Take-off Landing) type airports, air transportation did not develop. This
gap was seen as an opportunity by Borajet and so it started scheduled flights in domestic
routes with a strategy that may bring these markets to life. All other private airline companies
that entered the market before Borajet had first been charter airlines before transiting to
become scheduled airlines whereas Borajet was established and started operations back in
May 2010 as a domestic airline with scheduled flights.

Borajet entered the market with a regional airline model that basically connects smaller cities
to bigger cities in order to capture the momentum it was targeting in domestic routes. Its
network and fleet structure were designed according to this strategy as well. With ATR-72
type turboprops in its fleet, it aims to collect passengers from small cities where other airlines
do not operate, bring them to major cities and leave the rest of their travel from this hub to
other airlines; or another perspective, Borajet is willing to undertake the distribution of
passengers to smaller domestic destinations from the hub where they were transported by
major airlines. In this context, Borajet is willing to feed airlines that fly between major hubs
in the market.

Aircraft in its fleet have a capacity of sixty six seats and are suitable for operating in low
potential markets in an efficient and productive way. As the number of seats is limited, it is
easily able to reach high load factors in these markets and thus reduce unit costs. Additionally,
these markets generally have airports with shorter runways and smaller aprons; it may be
extremely difficult and sometimes not even possible for large jets to take off from or land at
these airports. Borajet is however, able to undertake effective operations at these airports with
the turboprops it has. Another advantage these aircraft have is that fuel and maintenance costs
are lower than others. In the long run, it can bring an advantage to Borajet from a labor cost
perspective as well. All these attributes that are advantageous for Borajet may be a challenge
for other airlines in the sense that airlines in the market operating with their larger jet aircraft
may have difficulty in implementing this or even if they implement it, they may encounter
other efficiency or productivity problems. So, we can say that with this strategy, Borajet is
protecting itself against competition and has seized a competitive advantage. In response to
this, since the support services and infrastructure for these aircraft have not been put into
place yet in Turkey, Borajet is obliged to construct most of the infrastructure itself. For these
reasons, the initial costs of Borajet may be higher than those of other airlines, but still the
operational cost in the upcoming term will be lower for Borajet than for many others.

While transporting passengers between two points, Borajet is planning to receive passengers
on-board from other intermediary points as well. As Atatiirk Airport is the normal destination
for most of its flights, Borajet is willing to operate from there; however, as it is not able to get
any slots from there, it has flights centered at Sabiha Gokcen Airport. Borajet prefers not to
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enter the routes of its competitors, but rather operates in markets where it can fly for one to
two hours with the aircraft in its fleet. It is not able to compete with other carriers in markets
where flights take longer than two hours. Additionally, if it enters markets where jet aircraft
are operating, its competitive capabilities may diminish. So, Borajet has a regional network
strategy in which it flies to short and medium range destinations no other carrier flies to,
connecting major and smaller cities through a grid network system.

As we consider all the practices of Borajet, we see that it concentrates its activities in a given
geographical area, so it can be seen that Borajet’s strategy is the focus strategy from Porter’s
competitive strategies.

5.2.6 Turkish Airlines

Competition that came along with deregulation, forced Turkish Airlines to make changes in
its current strategy. Turkish Airlines used to operate on its own in the market and in those
times it not only operated flights, but also established an air transportation system, offered
services in other areas such as ground handling, maintenance, and training services as well as
providing full services to all its customer groups with its network structure on a global scale;
so, Turkish Airlines used to follow a differentiation strategy until the deregulation period.
However, it was clearly understood that it was no longer possible to compete in the
newly-established deregulated market using existing strategies, so it has undertaken certain
strategic changes that would inevitably impact the operator. The most significant change has
been the modification of the business model and the execution of the elements in certain
strategic areas that are required by this new model. Prior to deregulation, Turkish Airlines
used to operate the ‘yield increase’ model whereas in this new context, it migrated to a new
strategic target of ‘increase of passenger numbers’. In other words, the operator’s main aim is
to benefit from scale economies by increasing the amount of production and decreasing the
unit costs in the domestic market. In order to increase the number of passengers, the aim is to
reduce costs and reflect the reduction onto prices, to the benefit of passengers.

After deregulation, the domestic market became rather competitive and costs have become
extremely important for all airlines. This is because in this competitive environment, a cost
advantage is going to bring a competitive advantage so, for this reason, Turkish Airlines
developed cost reduction strategies. However, as cost reduction strategies were put into
practice, neither the differentiation strategy, which is the basic competitive strategy of the
company, nor service quality were compromised. In other words, cost reduction strategies
were implemented not by abolishing services passengers can directly see, but by a series of
changes in the processes. Processes have been reviewed in search of efficiency and
productivity.

As a part of the efficient fleet planning process, aircraft were purchased when the world
economy was suffering crisis, and thus purchasing costs were lowered, daily utilization rates
were increased and more productive operations were ensured. Additionally, though the fleet
grew, resources excluding the cabin and cockpit crew were kept stable so that there was no
significant increase in costs. Eventually, through all these measures, production on a
passenger-mileage basis increased, costs were unchanged and productivity was improved. An
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increase in production requires a high volume service purchase from suppliers, so this
reinforces Turkish Airlines’ bargaining power to reduce its costs.

Another strategic response Turkish Airlines gave to deregulation was the development of
outsourcing strategies. It decided to concentrate on its core competences and gave up
producing subsidiary services. Within this context, technical services, catering services,
ground handling services and call centers have all been converted into stand-alone
administrations. These subsidiary functions that were separated from the operator were given
a company identity and started their own commercial activities. In the end, they have become
more efficient and productive. Thus, Turkish Airlines started supplying such services from
these companies for lower rates and achieved a cost advantage instead of doing it internally
within its own organization at higher cost. Additionally, these companies provide services to
third party enterprises and generate income as well as reducing their unit costs thanks to their
economies of scale. Outsourcing strategies not only bring cost advantages but also enable
Turkish Airlines to focus on its flight operations and become a more efficient airline and
deliver service of superior quality.

In addition to all the changes mentioned above, the most important reaction of Turkish
Airlines to deregulation was the establishment of AnadoluJet as a low cost sub-brand, since
the AnadoluJet brand has an impact on both the competitiveness of Turkish Airlines in the
domestic market and competition in the market in general. Although it has all these cost
reduction strategies, it is not easy for Turkish Airlines to compete in the domestic market and
ensure productivity with its differentiation strategy because generally carriers entered the
market after deregulation with a strategy to lower costs and offering lower prices. This led to
a reduction of average prices in the market and the emergence of price competition. Turkish
Airlines’ strategic changes were insufficient in tackling this competition, so the airline was
obliged to establish a sub-airline close to the strategy of other private airlines in the market.
With its AnadolulJet brand, that was originally established to provide transportation-focused
services only, Turkish Airlines is able to reach a wider group of people that are price-sensitive
and, since AnadolulJet is centered in Ankara, it has thus increased the number of hubs in the
domestic market. With such structuring, Turkish Airlines will gain market power and
challenge market competition.

5.2.7 AnadoluJet

AnadolulJet was established as a sub-brand of Turkish Airlines and it may be regarded as the
most important reaction of Turkish Airlines to deregulation. In order to operate efficiently and
productively in the domestic market where the dynamics underwent a change after
deregulation, and to better respond to customer needs, Turkish Airlines established the
AnadoluJet brand which operates a different strategy than its own competitive strategy. The
basic reasons for establishing AnadoluJet were as follows: to respond to the demands and
requirements of the customer profile in the domestic airline market with a more accurate
product; to enhance the efficiency of Turkish Airlines’ flights from Ankara; and to make it
profitable making Ankara a new hub for Turkish Airlines. As Ankara Esenboga Airport was
structured as a hub for the domestic airline market, the aim was to relieve Turkish Airlines
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transit traffic at Atatiirk Airport and make improvements concerning this traffic.

Having Ankara as a hub brings many advantages to AnadoluJet. Due to the geographical
position of Ankara, following deregulation, AnadoluJet has been able to implement a H&S
network strategy, extremely efficiently in the domestic airline market. Travelling time for
domestic flights that start from Ankara, especially in the north-south direction, are currently
shorter. Another important impact is that it enables an increase in flight frequency. Frequency
is an important tool in AnadoluJet’s competitiveness. In addition, customer demands and
requirements are analyzed in order to plan flight schedules efficiently. There is always less
traffic in Ankara and, using this system, the waiting time for flights that have a connection in
Ankara are shortened and thus the airline’s flight wave (collection and distribution) costs are
reduced. The technical infrastructure of Esenboga Airport promises facilitated stop-overs in a
shorter period of time with fewer problems and eventually at lower cost.

When all these attributes are taken into consideration, we see that Ankara has strategic
significance in the structuring of AnadoluJet. AnadoluJet places all these advantages to the
forefront and gains a significant competitive advantage.

Anadolulet’s strategy is to abolish many services, reduce costs to a minimum with a simple
product and offer low prices to passengers as a result. As a part of this strategy, the distance
between seats is kept to a minimum and limited food and beverages are offered to passengers.
As a sub-brand of Turkish Airlines, AnadoluJet suffers from the cost disadvantage of Turkish
Airlines because of its size, so it cannot be a cost leader in the market. However, it possesses
the features of airlines that follow a cost leadership strategy. In response to this, with its H&S
network structure, it differentiates itself from the low cost airlines to a large extent.

Although it is possible to see similar practices at AnadoluJet that one might see at other low
cost airlines in the market, when we look from a cost and price perspective, we cannot claim
that the airline offers the lowest costs and lowest prices in the market. AnadoluJet formed its
strategy by considering customer demands and requirements, as well as determining the niche
markets and now aims to respond to the needs of these markets. For this reason, we can say
that AnadolulJet’s strategy is not exactly one of cost leadership but is closer to a focus strategy.
The most important components of its strategy are network structure, flight frequency and
price.

6. Conclusions

Following deregulation in the Turkish Domestic Market in 2003, there has been a remarkable
increase in the number of scheduled airlines in the market and thus increased competition.
Eventually, this competitive environment caused airline companies to develop new
competitive strategies in order to ensure competitiveness in the long run.

Turkish Airlines as well as other airlines that entered the market after deregulation, tries to
stay competitive in the domestic airline market by using a network structure, service quality
and price. Each of these three components is strategic tools airlines may shape as they wish,
thanks to deregulation. Private airlines that recently entered the market prefer to compete
with the price component whereas Turkish Airlines continues competition with its wide
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network structure and service quality component. Findings show that network structures are
at the center of competitiveness. The airline that forms a network structure accurately in the
market (the hub selected, network model and city pair markets for operations) will obviously
gain an important competitive advantage from the beginning.

The first private airlines that entered the market wished to operate with an extensive network
structure in the domestic airline market. However, after having thought that this strategy
would not bring any success, they decided to implement more focused strategies. Later on,
these carriers developed strategies to operate in city pair markets with excess capacity where
there is high demand. Airlines that entered the market later, such as SunExpress, Pegasus and
Borajet, focused on markets where there were no competitors and they developed more
defensive strategies. These strategies are regarded as being important in the sense that they
contribute not only to the success of the airline that executes them, but also to the expansion
of domestic airline transportation.

We cannot say that there is competition in all the city pair markets in domestic routes. In
major developed cities especially there is strong competition, whereas in certain other
markets, monopolies are still apparent; Turkish Airlines is the carrier mostly offering services
in these monopolistic markets. 49% of Turkish Airlines is owned by the state and its
privatization on the whole is regarded as important to ensure a more efficient and fair
competitive environment in the market. After all, privatization is seen as a requirement of
deregulated markets.

Although entry the market has been deregulated, there is still a barrier to market entry at
Atatiirk Airport; the reason being insufficient capacity of the airport that was unable to handle
the rapid growth after deregulation. This problem is reflected onto the operations of current
airline companies in the form of slot difficulties, but it also makes it impossible to issue
market entry permits to new entrant airlines. As slots are unavailable, this has an impact on
the strategies of airline companies. There is also the general view that slot allocation among
private airlines is not performed efficiently. When we see that the task of slot coordination is
under the authority of the General Directorate of State Airports, a public organization, there is
the suspicion that it may favor national air carrier. If this function were to be undertaken by
an independent entity as is the case in many European countries, it would ensure more
efficient slot allocation and greater trust in the market. Additionally, if a certain number of
slots is to be allocated to new entries under certain legal regulations, entry the market would
be facilitated as well. Human resources problems, infrastructural deficiencies and other
operational challenges make the market entry and operating in the market difficult for air
carriers; however, these are all challenges that may be overcome.

According to the findings, the most fundamental strategic change encountered by private
domestic airlines following deregulation has been their migration from non-scheduled airline
operations to scheduled airline operations. This migration means a change of activity areas
and the formation of a new mission, so we may conclude by saying that this has altered the
corporate level strategies of Turkish private airlines drastically. However, private airlines not
only changed their corporate strategies, but also developed new competitive strategies with
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which they have been able to compete within the new framework in the domestic airline
market. Thus, they have tried to support their corporate strategies. Borajet is the only
exception to this, in the sense that its area of activity, in other words, its corporate strategy
was presented as scheduled domestic transportation since the beginning, and this was how it
found itself a place in this market with its competitive strategy.

As we consider the competitive strategies implemented by airlines, we can say that, with the
basic logic it has, Onur Air aims to execute a cost leadership strategy although it does not
embody some of the certain elements mentioned in the literature. Atlasjet is thought to have
developed a differentiation strategy focusing on a narrower geography as a response to
deregulation. Pegasus Airlines, unlike Onur Air, has developed a strategy closer to the cost
leadership strategy mentioned in the literature. SunExpress, on the other hand, is executing a
mixed strategy by having blended three strategies, namely the cost leadership, focus and
differentiation strategies and adopted relevant practices from them that would create customer
value. As for Borajet, it takes regional airline transportation as the model and adopts a focus
strategy.

Turkish Airlines, on the other hand, did not compromise its services and continued to follow a
differentiation strategy; however within the context of this strategy, it also developed cost
reduction strategies. It modified its processes to ensure efficiency and productivity, developed
new marketing strategies and established a sub-brand for itself, AnadolulJet, in order to better
meet customer needs with a more appropriate product in the domestic market and to operate
more efficiently.

It is known that following deregulation in Europe and USA, many traditional airlines
followed the strategy of establishing sub-brands and thus adapted to developments. A similar
reaction was seen in Turkey with Turkish Airlines. As we consider international examples
from different parts of the world, we see that this strategy did not bring fruitful outcomes for
traditional airlines because, as Porter suggests, it is never easy to implement two different
strategies under a single roof and this strategy has brought nothing but failure to most
operators. However, the outcome of this strategy for Turkish Airlines shall be seen in time.

If we are to consider the strategy of AnadolulJet separately, we can say that it has formed itself
a network structure that would create strategic superiority in the market. Although it was
mentioned during our interview with Anadolulet that the airline is not in direct competition
with private airlines, this strategy is still thought to challenge other airlines in the market
because this structuring is enabling AnadolulJet to address a significant portion of the market
and capture market power. Moreover, managers of private airline companies believe that
AnadolulJet is in competition with them.

As a general evaluation, within the context of Porter’s competitive strategies, we can say that
all three of Porter’s competitive strategies are available in the Turkish market. These
strategies have obviously have been developed since deregulation. However, they are not
identical to strategies in the literature and this difference is believed to be because of
conditions in Turkey. In essence, these strategies are in accordance with Porter’s competitive
strategies, and they may not be adopted in all their standard forms in all markets, so it would
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be wrong to standardize them for evaluation purposes.

As a result of the research, although there was some monopolistic structuring on some routes,
the deregulation of 2003 brought competition to the domestic airline market and forced
airline companies to develop different strategies by considering their competitors as well as
their customers’ demands and requirements.

Restrictions on capacity enhancement at Atatiirk Airport have a negative impact on network
strategies. It would be advisable to build another airport in Istanbul or change the location of
Atatiirk Airport in order to eliminate all the capacity restrictions it now has. Apart from this,
prices are shaped according to market conditions and airlines act liberally with regard to
pricing. Thanks to this liberalization, operators are able to execute their price strategies in a
more efficient manner.
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