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FROM THE GLOBALISED SOUTHWEST EFFECT IN AVIATION
TO "DEMOCRATISED DEVELOPMENT"

Abstract

In the national quest for competitive advantage two basic forces may be
crucial. On the one hand, progressive corporations "invest in inimitability"
(the so-called institutional effect). Simultaneously, in the interests of
time compressed national progress, policy makers try to facilitate imitation
and substitution (in short competition) among the fast followers in the
economy instead of leaving it entirely to market forces. In this paper we
studied the institutional or demonstration effect provided by Southwest
Airlines. It has been credited by the US Department of Transportation (DOT)
with almost singlehandedly providing the discipline for fare restraint and
the impulse for market expansion (or "democratisation") in the US airline
industry. It has been called the Southwest Effect. We first examine its
diffusion via the bandwagon and competitive effects among the big and small
carriers of the US. We then extend the coverage to Europe and Japan to shed
light on the Indian authorities' declaration to "democratise aviation in the
21st century". This mission has its parallels in corporate missions in the
automobile and telephone industries of the US and the home appliances and
equipment industries of Japan decades ago. We conclude that in a policy
intensive sector like aviation (where the government has to prevent cabotage
and safeguard bilateral agreements) the crux of the matter may lie in
"democratised development" than in the particular sectoral focus employed.
There may be a great need and opportunity for evolving an innovative
methodology for managing and governing the complex process of democratised
(or grassroots) development on a societal plane over a couple of decades at a
time. The main benefit would 1lie in facilitating the inter-institutional
contest for excellence that may be at the core of such development.



FROM THE GILOBALISED SOUTHWEST EFFECT IN AVIATION
TO "DEMOCRATISED DEVELOPMENT"

In the naticnal quest for compelitive advanlage, Lwo basic toroes
may be crucial. Filrstly,progressive corporabions Lry Lo invest
continuvously in inimitabilily. Simultanecously, policymakers Lry Lo
facilitabte Imitalion and subsiliniion (in shorl, compelilion) on
Lhe part of bthe fast followers in Lhe economy instead of leaviog
il entirely bo market foreces. Arguably, Lhe former is dominanl (al
least In knowledge Lerms) while Lhe labber ls lorgely lalent {and,
stereo-Lypically, “ineffecltual”).Ideally, the twe have bo fuanclion
effectively in tandem bto £ill the vast voids in socviwlal space over

Lime.

The levers which policymakers may have ab Lhelr disposal are
suggested by the aphorism “1IL is more cost effective to do things
when Lhey represent a compelilive opportunibty rather than a

compebtllive necessiby . ” Policymaking muslt funcblilon both to angment
"competitive necessiiy” faclng corporabe citizens in the shqrt Lterm
as well as accenluale Lhe sense of "compelitive opportunily” among
them over Lhe long Lerm.The lalier can bLe achleved via calalyliic

aeblon on Lhe "denmonsiration =ffecl” and "“"bandwagon effecl.

The demonstration effecl creates awareness and interest in a focal

{or exenplary) strategy.

Acknowledgemenl: The anthors gralefully acknowledge Lhe valuable
supporl recelved from the Besearch and Publicalions Commibtiee of
the Indian Institule of Manngement., Ahmedabad. Thanks are also due
Lo Pranab Kumar Pani, FPH, for some crucial “techuyical” assisiancs.



The bandwagon effecﬁ Lhen converkts this inkto a shaper slrategy. By
adding a crucial policy ingredlient, iL may be possible Lo amplify
Lhis movement into » “viral"” strategy (an extremes form of shaper
strabtegy). In Lthe case o©f both shaper and viral sralbegiey,
fidelily and adaptabliity may be imporitant. The success of  saeh
siralegies lles in both repllicaling core success factors and
adapting Lo temporal and contextual differences in at least a

polentially innovalive way.

We focus on a situatbion where Lhe policy intensily is deemsd Lo be
high. For example, as sveryone knows, mergers, acquisltiung,
alliances, prlvatisations and internalbicnallsallion have been {and
even continue Lo bes) viral sbrategies in +the corporale
context. . Companies are conslanbly engaging in bthem in spile of poor
sUCCrsY rgtes. Bul the policy intensity in Lhese sliuatlions may not
be ay high as in the case 0f Lhe Soulhwest Effeci (SWE) as we hope

Lo demonstrate eventually.,

In 1893, the 0S8 Department of Transporlation (DOT), Lhe
policymaking body for nearly 4@% of Lhe world’s air Lravel
business, offlecially endorsed the muarler-cenbury old strategy of
Southwest Airlines (8WA) by calling it Lhe Soulhwest &£ffect. In
1998, FORTUNE lisled SWA among Lhe “"globally admired cofporaLiona“
even Lhongh SWA was purely a domeslic operalion. In this paper, we
"review this influential business model (hitherlo a shaper
strategy), idenlify Lhe basic elemenbs of ZWE and highlighlt Lhe

sigulficany (L2 only pariial and/or Lemporary) successes achieved
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by legions of emulators in the 03, Europe anid Japan.

SWNE is potenlially a viral slralegy because Lhe Indian Civil
Avialion Minisier has apparenbly Laken a leaf oul of SWA s history
book, calling ftor Lhe “"democratisation” of alr Lravel in Lhe
coantry. (In democratisabion of air Lravel 2WA was, lilself,
fellowing in Lthe foolsieps of Lhe ploneering airline Pan American
which had introdaced a significant elemenl of it by launching
"tourislt class” in lls  international f£lighls in the 19580s). In
this paper we firsh review SWA s sblralegy Lo idenlify Lhe origins
and elements of SWE. Then we review the suceesses/failures and
Innovalbions as SWE went nabional and global. Finally we tLouch upon
the kinds of policies that wonld be reqguired Lo realise SWE in
India. These include matbtbers such as route priorvibisalblion;
aircrafl selection; target cosling/pricing, enbtry, coansolidaiion
and exit éoliuieﬁ; infrastrucbture development (including alrport,
alr traffic control syskem and management developnent), and a
progressive regulatory regime incliuding perhaps a crucial

disposition Lo repeal caboltage reskrictions.

Origing and Key Elemenls of SWE
SWA s history highlights Lhe lmportance of Lhe formative years for
a firm. The alrline came inbto beling Llilerally fighting for 1iLs
corporale exlelence. Proposed ln 1987 as Alr Soulhweslt Company
(ASCO) by a group of Texan enlrepreneuwrs ils Lakeoff was blocked
for four consecullive years by bLhree incumbents who obibtained a Sbay

order  clalming Lhat the markeb was already sabluraled. While Lhe
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lower courts supported Lhe stay, Lhe higher courls including Lhe
Texas Supreme Court and the Courl of Appeals of the Districl of
Columbia ruled agalnst i1b. Renamed Soulhwes)t Airlines, 1L
eventually began funclioning from June 1471. IL broke into tLhe
black from its second full year of operations despite Lthe price
war it lignited al the time and it has slayed profilable evef

since, annually.

As an intra state carrier of Texas, SWA was exempl from regulabioons
of the Civil Aeronanbics Board (CAR) whose Jjurisdiction only
exlended Lo interstale alrline operaticns. Like Texas, California
also had intraslale varriecrs who enjoyed Lhic exempbion. The Lwo
states” airline regulators differed slighlly in Lheir approach,
however. Callfornia was fairly liberal Lowards bolh enbry and exil
bui conbrqlled fares. However, the latber was on Lhe sensible basis
of leasl cost rather than Lhe “industry average” on which the CAP
relled. Texas controlled enlry but had no anthorily Lo regnlate
farey. Theze parlicular markel orienled approaches fuelled Lhe
demand in the 197805 for the deregulation of the U airline
lndustry, culminaling in the passage of Lhe necessary legislablon

in 1972 and the phasing out of CAB by 1984.

For our present purposes ib must be nobed Lhab the incumbenis who
opposed SWNA s entry inbo the Texas markel were smaller national or
regional carriers headguartered In Texas, nob intra stale carriers.
SWA may, in fact, have been Lhe first of Lhem or al leash Lhe besl

known. Furlhermore, corrapl polilical influoences may have played n
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rart in the stay broﬁght against il (see below). Suffice it bto say
Lhal SWA modeled its operations closely on Lhe lines of Californian
(nobt national) airiines viz Pacific SBouLhwest and Air California.
It seems Lo have even der}ved ibs original name from them. indeed
the Los Angeles-San Francisco markel, Lhe busiest in the U8, is

said Lo be tLhe handiwork of Pacific Souilhweslh.

SWA began as a passenger service bebween three major Texan ciliess,
Dallas, Houston and San Anbtonlo, 399 -4@09 kms apari in a Lriapgular
patlern. Compelltiion on Lhese roubes was already sLiff. One of Lhe
founders, Bollln King, had previously albbiempled an air Laxi
operation (unsueceessinlly). SWA s plan was Lo go in for bigger
capacily planeys viz Boeing 737s, three or four bo begin with.
These were considered Lo be cost effective on such short haul
routes. SWA Largeted ground transportabion, specifically Lhe car,
ay 1Ly competition. Il Lherefore relied on high productivity and
Light wecosb conbrol to keep fareys low {3280 one way) in Lhe
inherently costly short haul situatlion and eliminaled meals in Lhe
process. IL also decided Lo slick Lo one Lype of alrceraft for
these purposes building up a fleeb of vver 2580 of Lhem over Lhe
yvears., Flnally 1L wenb In for a relatlively simple polai Lo-poinl
roule struclure (also known as Lurnaround serviceys) and, ab
firsl, relled on veleran alrline execubives Lo operale i)

effeclively.

In markeling terms SWA posiltioned filself siralegically in the gap

lefiL by vne of ils fiercest compeslliors, Pranifl, an inler-slais,
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CAB regulaled airline. Hranift had pioneered a clearly “fun” based
approach to the airline business in Lhe mid 19Bs. Butbt in jusi a
few years Lhls had faded inlo a vague mix of fun and restrainb. 3o
SWA sinmply decided bo appropriate Lhe “fun” plabform Lroem day one.
Operating oul of Love Field, Lhe Dallas airpori, it used “LUVY ags
Ity Lloker btape symbol snd played ap Lhe "LUY"Y Lhewme Lo Lhe hill
in projecling its public lmage. Hhen anolLher one of ibs founders,
Herb Kelleher, took over as CEO in 1981, he pushed the idea of fun
further by Lrying Lo insbil ib in each of Lhe alrliane s employeey
calling ilL a "palina of spirituality” Lhat is reminiscenl of
Japanese HBM praclices in manufacluring. Thus SWA pul Lhe enployee
before the customer (passenger) while maklng 1L fon for both in
the process. This was consisbenl wilh ilz low fLare, high frequeﬁuy
sitrategy by keeping planes flying with guick Lurnarounds al
airporls ab a lowsr persounnel cosb per unii. SWA even introduced
a profit Qhariug plan for employees in 1973 and Lhey now own aboul

19% of the airline.

SWA did make a brief departure from iLs shorbt hanl, no frills

strabtegy  in 1985 when Kellelhier Look wver his predecessor, Lamar

Muse s alrline Lo preven) ib from £alling inte Lhe hands of
another bitler rival, Conlinental. Muse Aly had longer hanl

flights Lo California and Florida, provided meals and assigned
seals. Though Kelleher soon restored Muse Air’'s profitability, it
suffered a “straddling penally” in Lhe competibtive milien of Lhe
lale 18841y, causing BWA s firsl quarlerly loszs in 189870 1L wao

soon sold. This cleared Lhe way For 2W8 Lo cross Lhe 31 bLillicn
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based on less resirictive union conbracls CALLLe. Nobl guile a carbon copy of SWA,
CALite provided assigned seals, and offered freguent flier miles even as it
eliminated all meals and first class cabins on some flights. Conlinental was
planning Lo expand Lhis operation Lo Lhe level of 2/3 of all ils Flights by end
1994, Bub a flood of complainis dae Lo delayed £lighiv =owd non-avallability of
firsl class some flighls elo led Lo beavy _lw:ﬂ:::; for Lhe airline. Continental
had suffered a “stralddling penalby” bLrying Lo compels in bwo ways al bthe same
Lime - low cosh on some roules and Dall service on olhers. Lbs chief exeonlive
way replaced and the pew mansgement Lleam abawndoned CALILe Lo resiore  the

airline’s profitability and repuialion.

Evep as CALite was being disbawded, Undled Air Lines {UAL) anolher negacareier,
anpouneced plans for an "airline within an airline” which it dubbed “Shailie Ly
United” Lo compebe specifically with SWA in bl key Wesh coash markeb. UAL ¢ gowl
was Lo make a profil ab SHA s prices and sel a cost Largeb of 7.4 ceniy per
avallable séat mile (3% below Lhe prevailing level) and an alrerall ubilisalion
rabe of 11 bours per day for Lhe Shaltle. Using a mix. 08 markel research,
employes  beams anvd burnapowsl process analysis UAL managed Lo cul airerall
trparound Limes for the Shatitle by hallf in onmler to achieve Lhese targels. 1L
also had Lo Introduce a number of innovalions based on experlmenial efforis.
Anong these were: (1) a boarding process designed Lo minimise bolilenecks while
continning Lo accompmxlale seab assipnmenis (2) provision of templales ab gales
Lo cheok Lhe size of carey on lugeage (3) elimination of pre-depariurme beverages
for first rclass passengers and storage of magacines which Lended bo block
smooiiness of boarding by passengers (4) Lesbing of a boarding pass reader Lo
heep conlimeas mambl ol seals remsining availabde Lor standly passengers <o,

Other segucarsiers such ze Americon, Della and U2 Alreays Groap also Lanched Lo
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fare subsidiaries or planned bo do so soon.

DAL did suceeed in brimming SWA v share by 0% inibially. Pal DAL was an ESOP,
the largesi in the world. Yel flighi aliendanls were ool 2 park of iL. go
inflighl service was palehy and due Lo Ly resuliing diffiondlies in assel
ubdlisation DAL cowuld noi resch its cosi reduciion larpels. {1 Llosh money suel
eventually had Lo alse fares by 319, Ultimately iU reposilioned ils rounies away
Lrom Lose of SWA and oven reconfigoared bhen in 1897 as domesiic feeders for ibs

San Franclsco siy) Los Angeles fube which were lnlerpaiional paleways for e

h
,_.-.
o

US.8WA nob only recovered Lhe lost markeb share bul even managed Lo increas
As a read i of Lhece kinds of developments a McKinsey sbady stuwed Lhal average
dally passengers on low cosh alrlines grew From 19 @43 in 1980 Lo 199,445 in 1894
ab a CAGE of 18%. This resulled in a corresponding increase in e low costh
airlines” share of indusbry passengers from 3% Lo 1584, Pub only aboul half Lie
normal (1.e. short bawl high traffic) markel for such alriines bad any fosm of
low cost competilbion (including from SWA) leaving scope for Lhe growth of bhds
business over and above Lhe [aller exploitalbion of Lhe business throuagh higher
freguencies of flights. However, mach of the “unbenlered narkel” was probably in
the northesstern US where weatber conditions, alrporl congeslion el oo
significant factors. Mewsdrk was the B2 alrporl with the maximoum delays per 1804
Llighle. Tuo obler New York odrports, JFK and Lo Guardls, were also o Ue Lop
10 1ish. On Lhe other hand, on low beaffic and lopg hanl, hipgh braffic ronles in
e U8  the advanlage of discount carriers was yel bo be established thoush Pan
Aperloan in Lbs new Incarnallon had Lried, wsuceessiully, Lo plopesr  sueh a
role in Le latier.
VIKRAM SARABHA! LIBRARY

INDIAN INSTIYVUTE GF MANAGEMENT
VASIRAPUR. AHMEDABAD- 30056

Meanwhile, moves Lo deregulale sirlines had gallermsd pomeniom o Burope. Slarling
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mark in revenues, maklng it a "major"” alirline in Lhe DS indusiry.
Simultaneously, it declded Lo enter Lhe Californian markeb, Lhen
a stronghold of mega-carrier Uniled Alr Lines (UHAL).SWA s share
climbed from zero Lo 53% [_‘ar.'t:m.ml,ing for 13-15% of iils tolbal
business) in Lhe California markel while DAL ¢ dropped from 504 Lo
34%. SWA the vapped this foray by acguiring Salt  Lake City (Uiah)

based low cosl carrier, Horris Alr for $19 pillion in 1424,

The anli-SWA forces did nobl give up when Lhe slay order was Lified
in 1971. The new Lwist bthey gave Lo Lhe idea of ex anle compelilbion
In the ajirline business bLurned bto fierce ex poslb compeilbion. Hot
only did Lhey match SWA s low fares on lLs “"golden Lriangle” In o
verilable price war bul Lhey fought (unsuccessfully) over ibs move
from Houslon s Inlercontinental airport Lo an almosb disused
secondary fleld called Hobby whlch was closer bto Lhe cliy cenire.
This desparabe move by SWA paid rich dividends in the form of a

Jump in load factors. Conseguently, when il was ordered in 1873 to

nove from Dallas” Love Field Lo Lhe new ballas-Forl #orth
International alrporl for the sake of Lhe laller's economlice

viability, it refused point blank saying Lhat 1L (SWA) was nobl a
parly Lo Lhe 1968 apreement by airlines using Love Field Lo make
Lthe shiflL when the new alrporl was ready. ln relaliaitlon, a Texuas
baged Congressman introduced legislalion preventing SWA from
flying Inter-state onl 0f Love Fleld Lo Lhe post-deregnlallion era.

(This Congressman was laber Lo be foreed oul of office on grounds

of misuse of public Funds. SHA s opponeuls were also fined for
“harrassmeni” by a higher conrt of Lhe U3). Accordiang Lo o =n
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compromise thal was worked oul, Lhe so-called Wright amendment, SWA
could only fly Lo points in Texas and  four adjaceni stales from
Love Field. However, Lhls did noil prevent il technically From
flying Lo oilher slates from poinbs in Lhes adjoining sbabews afler
issulng fresh Lickels Lo passengers. Thus  BWA enphasised
operalbllons from wncongesied airporls especially secondary DLES
which Lended to be closer Lo Lhe cily and where landing cosbs were

lovwer.

During iLs first six months in 1971 SWA Slew nearly 263 Limes a day
between Dallas and Houston while Lhe fregquencies on the olher Lwo
legs of Lhe Lriangle were around six per day. Thus SHA s posi-
dersgulation growlh stralbegy was predlicaled on Lhe concepl of
“controlled growih". IL generally avolded “head Lo head”
competlilion with major airlines preferring to go “belween (or
around) Lhe legs” instead. This meanlt Lhal SWA did nob go for new
celly pairs wilh jusl one or Lwo deparbures per day even Lhough
Lhere were lnnumerable regpuests from communlilles across Lhe US ror
Lhis. Instead 1t aimed for al leasl six or Len Lo begin with,
uliinmalely hoplug Lo reach 18 Lo 290 by silmulaling che markel with
low fares. In order Lo sustaln such freqguencles and remain oon
schednle iL also generally avolded alrports Lhal were likely Lo be
closed due Lo bad wealher. SWA s rouls paliern thercfore formed a
broad crescenl swinging down from Lhe west Lo bthe sonth and rising

eastwards across the conbtinental US.

Over Lhe years, SWA had refined iis approach Lo enlering chozen alr
{O



travel markels and reallzing Lthelr business polentlal. Its Lime
Lested starbup slrabegy consisied of assigning a “"diamond Leam” of
markebling, sales, advertising, promotion and puablic relabions
personnel to Lhe pew city Lo collect delbailed demographic daia,
search for sponsorship coporbtunities and launch 2 media blitz. SvA
then capped all this by selbiing ity Famed rock-bollom fares. And as
the Lraffic volumes swelled, SWA slood by Lo add gales and more

planeys.

DIFRUISION OF SWE

After the derepdalion of LUhe U8 adrline industry in 1978, aboul 182 new low cost
carriers were launched in Lhe counlry . Alr fares guickly fell by ome-Lhind s
Lraffico wore than doubled through bhe 1980 as cheap “point-Lo-point’ servioes
challengerd Lhe hab sl spoke sysiems of bhe inocuambents. 1n Lime US aly Vares
would average half those in Barope though $ash coasbt fares Lended Lo be double

those on the West coasi..

-Bat 85% of th fledgling carriers did nol survive Lhe compebilion. One of Lhe most
spectacular of these was People Express (PE). Founded by a Harvarmd Pusiness
Bchool alumwas, Donald RBury, in 1921 PE began service from MNewark, HNJ (a
salellite alrport for New York city) with 3 planes Lo 3 destinations. Burr had
a gpecific vision of a "beller organicalion”. He idenbified six managemenl
"preceplts” o gulide PE s policies and pracbices. Ondy bhiee levels wore used in
Wy company’ s organisabional sbruclure. In addilion Lbesre was an elaborate sel
of Leans and comelblees. Job rolalion was used Lo stimdais personal growth and

developpent, and Lo keep oosits low Lhrough grealer flewdbildly o Salory
i



differentials were contained and stock ownership and profit sharing were major
olements in e compensabion package. Buwrr's allruisble aim was o make PE “Lhe
leading insbibution for consbructive change in Lhe wordld” . By 1985, PE s nétuurk
had grown rapidly Lo 49 cities served by a fleet of 78 planes and revenes
crossed the $1 billion mark making il a “major carrvier” The nexl year Lls nelwork
expande] Lo 158 clibies incbhaling some overseas polinis afber acgirlng anobher
airline or bwo. By Lhen the najor airlines began Lo retaliate and Lhe maln weapon
wded for this purpose was bhe compulerised reservabion sysbem (CBS) which enablix]
the conbinons avcblon of seals agd Uhas mallified 8¢ low Lare adveniage. PR
had to be sold by 1987 . In conbrast Kiwi International 81y Lines, a 1892 startup
backed by grounded pilois of bankropt Basbern Alr Lines was able to co-exdsi gilh
the majors. Though il enjoyed a cost advantage Lrom employee owneprship and Lhe
use of leased planes, ils name recognivion was low and its flighl schedule was
limited. In facl ils siralegy was Lo combine low Fares wibth limiUsd capaci by by
alming Lo caplure no more Lhan 1% of any markel or a masdomm of four £lights per
day. IL also targeted business Lravelers so Lhal Lhe major airlines coudd nol
wdercul ils fares thoough advance purchose, slay-over and olher reguirements.
Thus Kiwi served the purpose of keeplng other new enlranis oul of Lhe markebl and

thus enjoying the majors” goodwill.

Anobhey spproach Lo the low fare slralegy wes represealed by Conlinenial
Alrlines, ltself one of the Lop U8 airlines. The product of growlh, acguisibions
and mergers anmong seven carrviers, Conlinental became Lhe £ifth larpesl in the 02
by Lhe end of Lhe 1983, Barlier in U decade il had resoried Lo a restruclacing
bankmiptey {Chapler 11) Lo lower ibs (labonr) cosl sbrucbare in Lhe deregnlation
era. Subserpenlly wilth the takeover of People Express (FE), Conbinenlal initiaied

Lthe concepl of an "alrline-wilhin-an-airline”, calling Lhe new low fare operaiion
1z



rith the K in the early 1936s, complele deregulalion of the BU markel was phased
.L-n over e uext 15 years ending March 1997, Ryanaly was 2 low cosl carrier thal
was ab e forefront i adapling the Soulhwesh model in Burope. Launched 1n 1985

as a challenege Lo Lhe duopoly on flighls belween Brilain and lreland by Brilish
Alruays and 8er Lingus, Byanair made losses for  six slbraishl years as a Hyl
service alrline like ibs comgelibors. Bul alier sbulying tlys SHWA nmodel iy

switched over Lo ib complebely.

Indewdd it went a slep Darther in eliminaling even snacks which lefl a mess Lo e
cleaned, serving only drinks because cans and cups could easily be colleclod
before landing. Traffic belween Dublin and London rose dramabically from L Level

of 1 wmillion over Lk pasb decade.

Bub BA had te pull oul due Lo Lhe low fares. Hyanair was Lhe first foreign
airline o laawnch a domeslic service in e UK. Now il is expanding in Karope
with 18 roul;;.s. IL has a fleel of 21 airerall, all vinlage Boeing 737-20% and
has oplered another 25 with options for 200 more. lis chief exeoabive, #ichael
0" Lesry (38) belleved thal overesgwnsion was ihe blggest risk to budgel alrlines.
Betuween 1993 and 1997, bhe 88 new carriers lamnched in the KD had experlenced a
75% fallure rate. Ryapair jlself had averaged 33% growih in passenger-miles per
year daring Lhye 1892 and il was shooling for aboul a 29% rale of “careiul

growth” in fubure.

The olber independent airline which is closely following Lhe Souihwesl model s
Landon based RKasyJel. Launched in 1985 by Stelios Haji-losnnou (34) Lhe son ol
a Lreek shipping tyooon, e alriine is privaliely owned by omeans of a holding

Y3

compenyy registered in Jersey buab is a W based operaiing compaoy . il chose Luion
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outside London as iks hab .aln.l Edinburgh as the first desbinalion. IL has already
carried more than 2 million passengers. Wilh seven Poeing 737-3%1%s al the end of
1897 il had anollwer 12 737-7ds (new generalblion model) on order with opbions on
15, The fleel was expecbed Lo increase Lo 35 in 5 years Lo provide services Lo
mmeros Buropean desiinabions. 1L was hoping Lo Sinsiee Lhe purcehsases Lhrengh
cash flow bul Lhe flolalion oplion was also Lbeing considered. Basydel's halimark
so far has been ils combative slanos vis a vis e majors. LU Look KIS Lo oouel,
successDULly,  for alleged predalory Laclics when 1L Laubchwd ils Amsberdam
service. 1L also challenged PA's enbry inlo. Lhe oub- price morkel (gee bel:.;»w)A A
a resull of such efforis, BU regulators seemesd moie alerl Uhan those elsewbmrs
Lo Lthe dangers starivps faced of belng jab oul of business by LUw big alrlines

before anyone oonld even "blow Lhe whls)ile”,

Aoiher key player in Lhe European low fare airlime seclor {(shich agsregabed $r6)
millionm in revenues in 1297 and was expechad Lo Lriple Lo 32.2 billion by 2001)
was Virgln Express based in Brussels Afler iU incorporaled Saro-Pelgisn Airlines
iU memaged Lo shifl its passenger mix Lrom chariered Lravellers to schedialed

passengers .  IL flew Lo seven deslinabions from Brussels. The London roule was
flosm on » code sharing basis wilh Sabens Airlines, Belpium's £lag carrier.
Virgin Express’ revenues are estimaled abt abool $2600 mitiion [(similax Lo those

of Byanwir) and 1L is considered Lo Le prolitable Lhough 1L foond Prassedls o be

a high cosL base.

The interesiing thing is thal Yirgin Kgwess is 51% owned by Richarml Preanson’s
Virgin Group whose [lagship is Virgin Ablanbiec Alrways (VAA). This highly
movallve long hend girline Lraces its owl rools Lo baker Alrways which

ploneered cul price charter Lravel soross Lhe ALlanlic e bween secondary alrports
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in whal were kivwn as “Sky‘tra.hxs“(wide}_uliml Jets) during the 1970s As siush Laker
was a contemporary of SHA albeil on International ralther Lhan domestic routes. [L
folded np in 1982 and Lls Licence epabled Pransoo bo starlt bhis own airline in
1984, Initially aimesd ai.,' “backgwckers"” (like Laker) YAA quickdy moved npscale
sbressing value for woney (beiler services al fower prices). 1L escaped Prom Lk
predabory  lacllos of BA and olhers only because B& was diveried by 1is
privatizabion process. Once 1L gol the lucralive righls Lo Ely belween congesbad
Heathrow and JEFK airports, VAA developed a uninue "lIun” approach a la SWA Lo the
longhand basiness which suceseded in atbracting business Lravellers . 1L was kooen
for iy lavish “unpper clase” service which included massages, bairouls and
manicuyes, and lounges wilh hydrobherapy babhs and four hole publing gavens . Kids
were enleriained on board with kazoo insbruciors, could parbleipale in Face
prainting pastimes and were served loe cream during movies. Wikh ibs flighls
landing at 4 US pateway cibies, VAA was even syeing e Anerican domesLic markesl

10 and when barriers to cabotage came down,

To return Lo Lhe SWA movdel of short-tenl aviation, a reference pust e made Lo
British Alrways (BA'S) moves. In France and Germany L acgplred 49% siakes i
local alrlines, naming bhem Alr Liberbe and Deutsche-PA respectively . Then afler
8 months of secrelly planning “Operation Blue Shy", 1L lawnched o low cost
no-frills subsldiary called GO in 1988, It apoined Pariars Cassani, a BA
veleran, avs chiefl execubive and based Uk operation ab Blansied Sield anobler
sabellite airport of London. Starting sibth 2 leased 737-300s (Lo go up ko B) and
150 employess 1L initially avoided golng bead Lo head with olher carriers such
as Basy Jel in Lerms of roules operaled. 1L was aware of keen repulalory scraling
for wvidence of "unlair advaniage” dus Lo Lhe BA consclion in mallers soch s

financinl  concessicns,  alrcrall  lease  Lerms,  persoaykel  Lralning =l &

-]
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emphasized that GO was a ésepara{.a subsidiary with iks own nane, managemenl and
employees. In Oclober “98, however, GO launched a direcl altack on BasyJel on the
Ladon-Edintvrgh route by heavily wdercalling Lhe laller wiith a $64 fare (versus

BasyJel s $112) causing Slelios Haji-leamnou Lo cry “Loul”.

Finally relerence bas Lo be made Lo Lhe Jajewese experience where, aller Lo
years of regalabory wrangling, bwo discouwnl carriers pamed Shymark and Alr Do
(rhymes wilh go) appesrs) on Ll soens in 1998 ihe Firsh new alrlines Were in
nearly fowr decades. They challenged Lhe Uaee incumbents viz 811 Higpon 8rways
(AHA) wilh S2% of Lhe dopesilic markel, Japon Alr Sysiem (JAS) wilh abwunai 20% and
Japeny Alr Lines (JAL) ithe national flag corrier with an enual share having bewn

allowsd Inbo the Jomestie markel in 1888, li 1895 duomesiic passengers MosiLly on
tusiness acoouni mmberod nearly 83 million (aboub 75% of Lhe popalabion). The
Japanmse wajors head a high cosl siruclure relalblve Lo Lhe Americeans sauul rellesd
o high deweslic fares Lo cross-subsidlse inlernational fares shibch bad Lo be
very r.:rmp:.-tii;,ive. (For Lheir pari the Japaness carriers acoussd Lhe Anericans of
subsldising their internalional [fares wilh Lhelr large and prolecied dooestic

markel which accounted for mearly 4% of the world airline lusiness).

Shymark Loo bad openly espoused Lhe SWA moded. Bab ib began operabions wills a
single Boeing 767 aircrafl which was L£illed wilh 268 seats Ly adding an exlaa
seal per row Lo mabe 1L B3 versus e usual seven., dhile scrimplng oo couis,
Skpmark did nob squeeve the numbers of flighl stalf as il was eroacial Lo projech
Jupanese siyle politeness Lo passengers. Moreover, Skymark was awarded the Tokyo
(Hanerdn) - Fukaoka rouie the second busiest cne in Japan. Meanwhile Aly Do whiich
alen operaled a B-7687 was aswarded ile Honeda-Zopporn ronle, pol ondy Japan o

Lusiesy bul aoong Lhe world s busiesi. Alr 1o sigoed » neinienance agreeyent «ill
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JAL which in burn was plamning Lo start a subsidiary called JAL Express using
7875 on as many as 9 domesiic roules presumably separate from Lhose of Skymark

and Alr Do,

DREMOCBATISATION
Thye Civil Avinblion and Toariom Minisler, W Ansnth ugar (39), bas vilsnalised Lhe
“democratisabion of Indian clvil aviation in U 21sb cenbury” By this he means
thal it should be aceessible Lo e averase person angd nol “ellilsl” as al
presenkt. In fact the maln consliinency of the pablic secior alrliies seems Lo be
the pollticlan travellins al Lax payers’ expense while nexb in line is the
MJ‘J}B&&M: who is on an expense acoount.. The common mén is priced onbt by Lw
exorbllant and sieadily increasing fares. UF Uhe Minister s vision is quanbified
Lhen, perbaps, it coudd be taken w mean al leash one plane Lrip per person per
year which would branslale inbo 1 billion passengers per year For U curreai
population of the country. Thus Lhe Minisier has righlly envisaged vl a ceutury
would be reguired Lo achieve this goal given Lhal it regirss a lamdre) fold
Inerease over ouwrrent levels! Leb us Lhereflors fook ab an inbermediale Largel ol
12 willion passengers per year by Lhe year 2020, a 19 Lold hunwease over
current domestic levels By comparison, U ladisn Bailways carry 14 million
passengers PER DAY over Lbelsr nelwork ab bthe preseni time allbough half Lhe

number 1o accoonted for by copaaler Lralns of Ly melropolises.

According to recent dala, Indian Airlines (I8) and Jel Airways (JA) carried aboul
10 million passengers over 54 domsslic desbinalions using 7 alrcrafl and 24,000
employees. On Lhe olther hanyld, Scubhwesh Alrlines flew 50 million passengers over
52 deslinalions using 23 040 employess med 282 planes al bhe rale of 2403 £lights

rer day . This suggests bhal 15 the counlry’ s alr Lravel markel was divided inlo
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two for hypolhelbical redsons, Lhen bhe equivalenlt ol Lwo SWA s could
teorelically bandie 100 million passengers over a handred Indian destinations
with 58 aircrafi and 50,000 employees. Hence Lhis is ewusentially whab may bave
Lo be accomplished over a 20 year period (suggesied eardier) 1E prosress is Lo

be made Lowards democrallsalion in Lhe 21si (raiber than e 2dnd) cenlury.

“When an ambiLious Largel such as this is proposed, W firsi quesbion thal erops
up ly about Lhe reguired resources.  Obviously [inancial resources have Lo be
earned or borrowed or ollerwise negollated on Lhe basis of shased percepiions ol
the Dabure. In fach, manspgemenl or rallwr governance, boid io Lis Mewipbl aad
acbion modes, seems Lo be Lhe key resouree for Lk whole eudeavoure. Aviabion is
primarily a dollar desomineabed business. Hence earnings Lo finance L mish aloo
be heavily dollar desgominabed ab leasi Lo bepin wilh, Thus international bourism
my have Lo be beavily leveraged ab Lhe oulsel for DHnds generation jawrpoges.
Bven Lbvough Joplla abiracks a mere 2 willion Lowrisls per year, ihey generale 33
billion in rer:zeipl.;:; which makes this ope of Lthe Lop Loreign exchange earpers of
the counlry. 4 Len fold increase in Loarism in o fifleen year Lime frane nay bave
Lo be envisaged Lo jumy skarb a @ year eflforl Lo democralise olvil aviabion in
Idia, Oller sowrces of hard currency to e aclively explored inclade
export/import alr cargo, offsel manufactoring of aircrafl components, Doredign

invesiment in Lhe aviatlon/Loarlism seclor elc.

" Regarding the requirsd investeenbs in Lorism, 1L mey be insLinelively felt ol
a lob of “Taj Mabal” bolels and olher man nede avlractions wonld e Lle kKey Lo
success. Pat Lhis may be a Lig mistake. in faclk, as far as large siale
inkernational Lowrism Lo lndia is concerned, Lhis may be actually the easy parl.

The renlly Ulg chellenge may lie bn firsi of a1l latuschling o sousialoed and
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widespread Campaisn Lo rid the counbry syslemalically of so many anti-civie
tendencies which pul off the discerning Lraveller. An even bigger ctallenge Lo
begin with is the inculestion of a Lourisb Priendly abbibade anong Lhe populace
al large and especially snong airpord officials throush educabion, medizn bDLitees

and Lraining progroms where possible.

In the cave of alrporlts Loo, 1L msy be oa misiake Lo Looas ondy on “vision”

chibsclores, inlbeimaiions] galeways elc in Fibs of “conspiouons constowelion” .
In Laxb Lhye First priority should go ot puibbisng all exisbing alrporis inio o
stale of “"functional filness” Lor scheduled airline operations. Zimul Laneosisly

efforts should be mounted Lo ablirach airline flighls {0 Uhese alrporis so Lhal

revenue generabion apd Dands acoumalation can beglin, As bime zoes on, egpension,

mdernisation eL.«; can and should be undertalen systemalically . As slated earlier
all this reprevsents a grest challenge Lo mapagement skills if tine boad goals
have Lo bLe mel. Purlbernore, plven ibe need Lor a hosh of complenseniary
facilities aclivilies, such nY air Lrafiic conbrnl =
telecommunicalions, holels ausd reslawranls, surface lranspori links, relislle
eleciricity and waler supplies, relail shops and esiabdishiesnis ele bhe challeype
W governance ls even grealber. ‘Air;_x_\rtb‘ may have Lo e viewed as Ll growih
centres {(or “clusters”) of Lhe Dubare as nduasbrial estates Lried Lo be in Lk

past.

In the case of aiyerafl, iL may be uecessary Lo evaluale almost all availuble
Lypes in L world Lo converge over bime on those which best meet our needs. Bul
assessments have Lo be made objectively and orders placed egeediliously 1L 1the
mweessary Llying experience bas Lo Lz galnesd o oa wopld class basis. the

appropriabe lessong bmve Lo be learned from lndda s aireradb sogulisilion aad
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induction experience of Lthe 1980 and 195, AL sone point, India must be able
to conbribube Lo alrcraft designs (awd Lhelr manufaclbure) which are appropriale

in a global context including from the all important environmental standpolinh.

Eventually we arrive al Lbe whole lssue of viabilily of alrelines. Worldwide
experience shows Lhal, overall, Uw indostry mabes only marginal fong  Lern
rebums on a eyclical basis, SWA Leing perhaps Lhe only shining exceplion. India
mish accepl Lhis reality Loo. The indusiry s neasds for floseciad el stxablegic
flexdbility are Loo acule Lo warranl indefinile relisuce oo public control.
Repenabed fare increases due Lo cost lueflficiencies arve  simply a reclpe dor
market conbraciion when Liere 1o no freedom of enbry or exib. Salely regulations,
are of course, imperaitive. There is a clear and ever presend. Lradeofl betwess Lo
cost alrline operation ad salfeily of airceratl. This blradeofl mast e closely
mouilored ab lhe reglalory level. 1L is closely bied Lo tle lssue of an
alrline’s finanmeclal filness and hence Lhe resources requived for his purpose.
Leasing of alrcrall and ithe specification of the balance Leiween leased and

owned alrcrafi in o fleel have Lo be judir:iul.gly repulabed Lo safeguard affecled
p;lrtles while ensuring Lhal Lhe pgorwih and expansion of e industry is
Saciolitaled raither Lhan hindered. One of the problems bere in Ue pasl hays been
the bupge amaml of dues Lo Lhe govermenl via Laxes and dublies of various kinds

by alrlines with leased alreraft going cubt of busineso.

CONCLUSIONS
Qur siudy of the Southwesl Effeci reveals thal it is now a signficanl foose in
global avial.iun. The US Depariment of Transportation (DO which £irsh oboervad
and named the phenorenon in Lhe early 189 laid so such slope by ib Lhat notild

very recenbly 1t believed Lthabl Sonbluesl Alrllnes, 2 ecsiabllobed =od mejor U2
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carrier, hal a greater impacl on fare restraint and markeb expansion {or
“democratisallon') in Lhe indusbtry than bhe squadrons of hew entrants with
discount prices. However, in Burope, the anthorities (i.e Uw BC) were sensitive
Lo the plight of new enlrants in e f20ce of predaiory Lactieos by Ue Incumbents
(backend by Lhelir governments) in Lhe dersgudalbion era. They eere developiog o
rapid reaclion capabilily Lo complaints lodged by Lhe new so-frills playvers ws
A delay of jusl a few months could seal Lhe Imte of a fledgling carvier. As a
result DOT oo developed guidelines Lo be oboerved by Ue US majors in Lhis
sphere or risk penal Lles. Bubl bhese ppidelines were yeb Lo go inlo Foree becsose

of prolesls Lrom Lhe concemmed sroups hal Uy amoubed b re-reguifatiog.

The situation in Japan is raiher intriguing, however. Thers seems Lo e an

Cdmplicli endorsenent of bthe Kiwl model by 1imitlng Lhe scope of L new enbrants

-- one (big) plane, few take-ofF and landing siobs alb e most congesled
alrporis, one roube ele -~ presupsbly so as nol Lo pose an imediaie Weat Lo
the lncumbents. AL Lbe same Line, the new enbrants have been allowed into Lhe
busiesl rontes  Wms virtually gnaranbeeing itheir viability in Ly shosi mm. In

"weheduled charlbers” .

e process Lhey may bave ascumed the hybrid character of
Meanwhile, Lhe counlyy’s flag carrier, a Lerbiary player in bthe domestic seclog,
is developing a nore SHA-like operation wilh 737s on an alpline within wan-airtioe

basis over a cluloh of oliwr roubes.

In thls global scenario, Ly Indian anbborities have proposed the ldea of
"“democratlsing aviaivlon”, mogl probably taking 2 leal from reporis of Ly SWA
mwdel. To be sure, the idea has a precedenl in Pan American Alrways’ inbroduciion
of a “Lourisl class” on ibs inlernabional rooles since Loe 180940 Lowaards Lhis

-

sae end. Similar missicns have exdsiad sven earlier in ol seciors 2.5, Lhe
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“affordability” of Ford .:az;'a, A & T's mission of "universal service”,
Milsushita’s aim of “producing housebold appliznoes/equipaenl on demand 1ike
waler fymm a lap” elo. They have shown convineingly Lhal such missions are
achievable ai ithe corporale level in a benign or supportive policy/resudatory
conbexl. In conlrast, India which was among Lhe Filrsh connbries jn bhbe world Lo
have Leleplyme exchanges still has » densiby ol a2 paliry 1 or 2 ielephones per
'MD inhabitanis . For many decades, bhousehold prodacle such as cars, TVs, washing
machines, refrigeralors el were considered o e “loguries” and were  Lased
accordingly and oulpal resiricted . So Lhe “democekativalblon of aviallon” may jaiwve

W be only a calchy polilical slogan in this bisloricald conbexl.

Hence we Lake Lbe view fhal desvocraiisallon of avialion shoold be viewed as o2
means Lo an end ralher Wan = end In dlsell.  The lareser gosl mmy Le Lhat of
“democralised developeenl” . For various reasons, five decades of flve year
planning have not led Lo democraiised developweni of iondia, One third of L
popalabtion sLill remains mived in abjecl poverly . in absolule erms Lhis amooanis
to a bloe of people which iz larger Lhan Uhe enblre popalablon of Lhe counlry at
e slart of tle whole effort. Whal ls worse, it ls Lhe largest single bloo i
any couniry, excesding even China’s by 52%.To achleve democratised developoesnl
by any means, inclading via aviallon, basically calls For a great deal of
concerled efforbs susbained over logg bul sufficienlly challenging Lime frases

in the face of eatrenched opposition Lrom divisions i siciely along various

lines Lo which democrabically minded people are (righlly) sensibive. Publ what is
e value in lebting Lthings simply evolve, meapesment and governance should be

able Lo make a difference Unough Lime compression. Compelition does belp so

policy innovation is pepiired Lo stimpdale 1L, jerhaps ewven Lo simulabe it
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In the past the counlry pald a beavy developpenl penally for bhe lack of
coopdination and inegrabion among Uwe linked operabtions of coal mines, power
planls, steel wills, wagon builders and Lhe railways in L easisrn region. Dams,
dndustrial esbales, and palionaliszed banks have falled Lo energe as growlh
cenbres for Lhe dispersed ;J.nﬁ Lar peaching developmeni of Indlac secioly .
Avialion developnent calls Lor coopdinalion aul Doreard Lookdng inbegration Soom
Cllkerally a st of heavpweighl wministries al the Centre (pol jush beo or iluec)
and belbween Lhem and Lhe numess s slates. 1 such large seale lolegration
materiallves 1L iy reasonable Lo expect Lhal along wilh Lwe denocrallsation of
aviation we would also achieve a measure of demccralised development. A iery
baslec proof-of-concepl in thls regard iy provided by the symbloilc relallonship
Lelween Ly clly-stabte of Singapore and iis aviabtion seclor led by Slngspors

Airlines and Clangl Alrporl.

There seems Lo e a greal opporbauily and need Lo evolve aethodologies for
democrallsed developmenl for larse and Leadibion bound socielies Like Lindia. Some
approachys which may have a bearing on Lhis bave emerged in recenl Lines. The
chemical Industry in Wk Wesl is sald Lo be ab the forefront of sn approsich LQ

“sustainable developeenl' . The dislinguishing fealure of Lhis approach is a Lruly

planetlary perspeclive Lo gulde corporate sbraiegies so as Lo enstrs Lhal U
earth does nol exhanst ils capaciby to supporl large popadabions and rapid
econonle growih. There is also Lhe idean of “cluster econombog” which delinenles
Iy wreater detall than ever before Lhe rich economic limkages in regional
concenbrations which help particular bubgslries sucteed speclaclsely . What A5

2 vounbry was viewed as o a Melusier of clusbers”? bWhal o owould Lk calecnal

enviromseni of such a syslem be? Whal wnmigues straepic posilion sheoldd L stulio
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oul for the nexlh half cenlury? Whal are Lle core conpelences of a counlrny? Sod
Sinally, whab is the national process of sbralegic planning which wondd resuil
in progress Lowards democralised developeeni? These are e ks of gueslions

which we are wnexpectedly leflL Lo ponder at Lhe end of Lhis sibady of ihe

Southwest Effect.
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