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Abstract

Firms strive hard to sustain competitive advantage. Today's increasing competitive business environ​ment has made Competitive Strat​egy an essential requirement for managers who want to keep their companies ahead in the race for the market share and thereby survive and grow. The irreversible strategic financial decisions are of crucial importance in a firm’s strategy for competitive advantage. In this regard the value chain analysis is a powerful tool. The strategist needs this to diagnose and enhance competitive advantage. Strategic cost management enriches organizational core competence with special reference to civil aviation sector in India. Value chain analysis, cost drivers and risks of cost leadership and cost effectiveness vis-à-vis strategic cost management were studied. Various strategies adopted by existing players and emerging airlines in Indian civil aviation sector were also discussed. Various measures adopted by some illustrative airlines to create a competitive edge were also described. This only shows that “Survival of the fittest” would be the new order of the day in Indian civil aviation sector with existing and emerging airlines choosing cost conscious strategic management.

Introduction:

Are you a good player of chess? How many moves ahead of competitor would you anticipate? Ordinary people like you and me can atmost think of 2-3 moves ahead of the opponent. But it is said that  a Chess  Grand masters like Vishwanathan Anand, would able to anticipate 6-8 moves of the competitor. Fortunately in a game of chess there are only two players. Imagine the plight of confusion if there were four players.
 Similarly, imagine the plight of an airline operator with multiple players in a fluid environment. In such a scenario strategic managers need to bank on a tool such as value chain analysis. It helps in identifying cost drivers and allocating costs to proper heads. They also face a dilemma as to what costs are controllable and what are not controllable. This paper is an attempt to in this direction especially with reference to Indian civil aviation sector.

Today's increase in competitive business environ​ment has made Competitive Strat​egy an essential requirement for managers who want to be one step ahead and who want specific guidelines for developing sound strategies and putting them into practice. The success or failure of any firm depends on competitive advantage and delivering the product at low cost or offering unique benefits for leadership. But how exactly does a company achieve cost leadership to differentiate itself from its rivals? And to the buyer that justifies a premium price.
Some of the situations that call for strategic financial decisions are the make or buy decisions, Plant location and lay out, modernization, expansion, diversification, Government incentives, tax benefits, mergers and acquisitions. All these decisions involve huge outlays. These decisions are irreversible and the benefits of these decisions accrue down the years. These decisions are of strategic importance to any firm to achieve competitive advantage.

Michael Porter in his book Competitive Advan​tage describes how firms can actually create and sustain a competi​tive advantage in their industry. It also describes how corporate strategy can work in tandem with business-unit strategy to enhance competitive advantage by coordinating strategies for competing in related industries1.


In order to ascertain the advantages of strategic costing, some of the tools that enable us to understand the cost effectiveness may be examined. In this connection the value chain analysis is a powerful tool that the strategist needs in order to diagnose and enhance competitive advantage: Value-chain analysis, in other words is the value addition at different stages of production, allows the manager to separate the underlying activities a firm performs in design​ing, producing, marketing, and distributing its product or service. 

A firm in a very attractive industry may still not earn attractive profits if it has chosen a poor competitive position. Conversely, a firm in an excellent competitive position may be in a poor industry and therefore not very profitable and further efforts to enhance its position will be of little benefit. Hence, this type of questions draws immediate attention. Competitive position reflects an unending battle among competitors. Even long periods of stability can be abruptly ended by the competitor’s moves.

A firm can shape both industry attractiveness and competitive position, and this is what makes the choice of competitive strategy both challenging and exciting. At the same time, a firm can clearly improve or erode its position within an industry through its choice of strategy. Competitive strategy, then, not only responds to the environment but also attempts to shape that environment in a firm's favor.

Objectives of the study

1. How far the value chain analysis helps in proper cost management of the firm 
2. To what extent the cost effectiveness vis-à-vis strategic management enriches organizational core competence with special reference to civil aviation sector in India

These two central questions like Industry attractiveness and relative competitive position, in competitive strategy have been at the core of present discussion. It presents an analytical frame​work for understanding industries and competitors, and formulating an overall competitive strategy. 

Methodology


Basing on the survey of secondary data from books, periodicals and journals the study examined various issues related to the problem. In addition to it websites helped to collect the latest information, enabling the researcher to analyse and evaluate the issues based on the data

Competitive advantage grows fundamentally out of value which a firm is able to create for its buyers that exceeds the firm's cost of creating it. Value is what, buyers are willing to pay and superior value stems from offering lower prices than competitors for equivalent benefits or providing unique benefits that, more than offset a higher price.

The central theme is how a firm can actually create and sustain a competitive advantage in its industry and how it can implement the broad strategies. The aim should be to build a bridge between strategy and implementation rather than, treat these two subjects independently.

Let us examine another dimension towards attaining cost leadership. Cost leadership is perhaps the clearest of the three generic strate​gies i.e. cost leadership, differentiation, and focus. In it, a firm sets out to become the low-cost producer in that industry. This may include the pursuit of economies of scale, technology leverage, pref​erential access to raw materials and such other factors. 

If a firm can achieve and sustain overall cost leadership, then it will be an above-average performer in its industry at equivalent or lower prices than its rivals. A cost leader's low-cost position translates into higher returns or vice versa. If buyers do not perceive its product as comparable or acceptable, a cost leader will be forced to discount prices well below competitors' to gain sales. This may nullify the benefits of its favorable cost position. Take the cases like Texas Instruments (in watches) and Northwest Airlines (in air transportation) are the two low-cost firms that fell into this trap. Texas Instruments could not overcome its disadvantage in differentiation and it’s the watch industry ceased to exist. North​west Airlines recognized its problem in time and has instituted ef​forts to improve marketing, passenger service and service to travel agents to make its product more comparable to those of its competi​tors2.

 
Achieving cost leadership and differentiation is also usually in​consistent, because differentiation is usually costly. To be unique and command a price premium, a differentiator deliberately elevates costs. Conversely, cost leadership often requires a firm to forego some differentiation by standardizing its product and reducing marketing overheads.

A strategy may help the firm retain its competitive advantage vis-à-vis competitors and at times it is the industry evolution that helps retain the competitive advantage. Cost leadership strategy has inherent risks and may not be sustained due to all or some of the following factors like Competitors imitation, Technology base changes, loss of product uniqueness and cost proximity.
Review of Literature
Thus, the policy guidelines (April 1993) of the Government stating that increase in wages should not result in increase in the prices of goods or services was also violated. Besides, as shown in the foregoing discussion, a substantial portion of the higher amount of money charged to the public as fares was also subsidising the unusually high cost of salary of an extremely privileged group of employees, justification for which was absolutely missing, given the level of performance, profitability and productivity existing in the airlines.

 This review was issued to the Ministry in November 1999; their reply was awaited (December 1999).

The Value Chain and Competitive Advantage

Managers recognize the importance of cost and many strategic plans establish "cost leadership" or "cost reduction" as goals. How​ever, the behavior of cost is rarely well understood. Wide disagreement often exists among managers about a firm's relative cost position and the reasons underlying it. Cost studies tend to concentrate on manufac​turing costs and overlook the impact of other activities such as market​ing, service, and infrastructure on relative cost position. Moreover, the cost of individual activities is analyzed sequentially without recog​nizing the linkages among activities that can affect cost. Finally, firms have great difficulty assessing the cost positions of competitors, an essential step in assessing their own relative positions. 

The Value Chain and Cost Analysis:
A value chain is a chain of activities for a firm operating in a specific industry. The business unit is the appropriate level for construction a value chain, not the divisional level or corporate level. Products pass through all activities of the chain in order and at each activity the product gains some value. The chain of activities gives the products more added value than the sum of added values of all activities. It is important not to mix the concept of the value chain with the costs occurring throughout the activities. 

The value chain categorizes the generic value-adding activities of an organization. The "primary activities" include: inbound logistics, operations (production), outbound logistics, marketing and sales (demand), and services (maintenance). The "support activities" include: administrative infrastructure management, human resource management, technology (R&D), and procurement. The costs and value drivers are identified for each value activity. The value chain framework quickly made its way to the forefront of management thought as a powerful analysis tool for strategic planning. The simpler concept of value streams, a cross-functional process which was developed over the next decade,[2] had some success in the early 1990s[3].


The value-chain concept has been extended beyond individual firms. It can apply to whole supply chains and distribution networks. The delivery of a mix of products and services to the end customer will mobilize different economic factors, each managing its own value chain. The industry wide synchronized interactions of those local value chains create an extended value chain, sometimes global in extent.

The behavior of a firm's costs and its relative cost position stem from the value activities the firm performs in competing in an industry. A meaningful cost analysis, therefore, examines costs within these activities and not the costs of the firm as a whole. Each value activity has its own cost structure and linkages and interrelationships with other activities both with​ in and outside the firm may affect the behavior of its cost. Cost advantage results if the firm achieves a lower cumulative cost of performing value activities than its com​petitors3.


After identifying its value chain, a firm must assign operating costs and assets to value activities. Operating costs should be assigned to the activities in which they are incurred. Assets should be assigned to the activities that employ, control and influence their use. The costs and assets of shared value activities should be allocated initially to the value chain of the business unit using the current method​ology based on some allocation formula. The cost behavior of a shared value activity reflects the activity as a whole. 
Cost Behavior:
A firm's cost position and Cost behavior depends on a number of structural factors that influence cost, which can be termed as cost drivers. Several cost drivers can combine to determine the cost of a given activity. The important cost drivers may differ among firms in the same industry if they employ different value chains. A firm's relative cost position in a value activity depends on its standing vis-à-vis important cost drivers.

Diagnosing the cost drivers of each value activity allows a firm to gain some understanding about the sources of its relative cost position and how it influences pricing.

The costs of a value activity are often subject to economies or diseconomies of scale. Economies of scale arise from the ability to perform activities differently and more efficiently at a larger volume, or from the ability to amortize the cost of intangibles such as advertis​ing and R&D over a greater sales volume. Mistaking capacity utilization for economies of scale leads a firm to a false conclusion that it costs will continue to fall if it expands its existing capacity to full. It may be too costly for a small airline to adopt an automated ticketing and seat selection system just because technology facilitates economies of scale.


Policies typically play an essential role in differentiation strategies. Differentiation often rests on policy choices that make a firm unique in performing one or more value activities, deliberately raising costs in the process. A differentiator must understand the costs associated with its differentiation and compare the price premium that results.
South Asian Scenario

    Manpower Utilisation

 The table below shows the effective staff strength and number of aircraft operated by a few airlines operating in South East Asia including Indian Airlines as on 2008.
	Sl. No.
	Name of Airlines
	Number of aircraft in fleet
	No.of employees
	Employees per aircraft

	1
	Singapore Airlines
	84
	13,549
	161

	2
	Thai Airways International
	76
	24,186
	318

	3
	Indian Airlines
	51
	21,990
	431

	4
	Pakistan International Airlines
	46
	21,440
	466

	5
	Gulf Air
	30
	5,308
	177

	6
	Kuwait Airways
	22
	5,761
	261

	7
	Jet Airways
	19
	3,722
	196


Source: IATA-World Air Transport Statistics except in respect of IA for which figures as per Annual Report have been adopted. 

Indian Scenario

The history of the civil aviation industry in India can be traced back to the year 1912 when the first air flight between Karachi and Delhi was started by the Indian State Air Services in collaboration with the UK based Imperial Airways. The Government of India nationalized nine airline companies vide the Air Corporations Act, 1953. Accordingly it established the Indian Airlines Corporation (IAC) to cater to domestic air travel passengers and Air India International (AI) for international air travel passengers. 
The assets of the existing airline companies were transferred to these two corporations. This Act ensured that IAC and AI had a monopoly over the Indian skies
A third government-owned airline, Vayudoot, which provided services between smaller cities, was merged with IAC in 1994.1 These government-owned airlines dominated India's air travel industry till the mid-1990s.Source:A Report on Aviation Industry in India
 Air Traffic Indian scenario





Market share of Airlines
	Years
	Passengers 

in Million
	%

Change

Over previous year

	 2007
	44.51
	7.9

	2008
	41.27
	5

	2009
	43.20
	-

	Airlines
	Market share

	Jet Lite
	25.4

	Kingfisher
	23.9

	Air India
	17.5

	Indigo
	13.9

	Spice jet
	12.4

	Go air
	4.7

	others
	2.2


Capacity Utilisation






	Airline
	Occupancy %

	Indigo
	90

	 Paramont
	88.7

	Spice Jet
	88

	Go Air
	86

	 Jet lite
	81.6

	King fisher
	80.2

	Air India
	79.7

	Jet
	78.2


Source: Indian Management

The table below indicates the increase in staff costs in IA vis-à-vis the increase in its expenditure:

	
	Staff cost (Rs. in crore)
	No. of employees
	Per employee cost (Rs. in lakh)
	Total expenditure (Rs. in crore)
	Staff cost as percentage of total operational expenditure
	Effective fleet size#

	2004
	285.45
	22182
	1.29
	2074.83
	15%
	54

	2005
	374.46 (31.18%)*
	22683
	1.65
	2258.97
	19%
	58

	2006
	571.37 (52.59%)
	22582
	2.53
	2599.82
	25%
	55

	2007
	710.48 (24.35%)
	22153
	3.21
	2928.97
	26%
	40

	2008
	817.25 (15.03%)
	21990
	3.72
	3220.98
	27%
	40

	2009
	875.45 (7.12%)
	21922
	3.99
	3431.44
	28%
	41


* Figures in brackets indicate increase over the previous year.

Impact on Fare Increase

 During the five year period from 1994-95 to 1998-99, IA increased its fares on five occasions due to the increase in various cost inputs. An analysis of the increase in the various cost elements, which necessitated increases in the fares, revealed that increases in staff costs constituted a substantial portion of the fare increase as detailed below:

	Date of fare increase
	Impact of staff cost hike in fare increase (%)

	25.7.94
	16.22

	1.10.95
	25.00

	22.9.96
	36.00

	15.10.97
	13.44

	1.10.98
	8.80


There was an aviation boom in India in 2004-05. 16 million seats were the annual sales in Indian airlines depicting the air traffic growth at 20%p.a. But this is only a fraction when compared to 16 million passengers that Indian railways carry daily. Around 170 low cost flights were added in the last one and half years. This is a reflection of industrial attractiveness for any strategic investor. In spite of the fact that there are over 600 flights a day all over the country, there is plenty to catch up with when compared to international standards. The international standards are nearly 5 times the national average in this respect alone. Worldwide ATF is 15% of the operational costs whereas in India it is 30%. Mumbai and Delhi on an average handle 50 takeoffs and landings a day where as Frankfurt airport handles 20 times more traffic than Delhi or Mumbai with just 3-4 times their infrastructure. This shows that Delhi and Mumbai airports are grossly underutilized and there is plenty of scope for value chain analysis strategic cost management.

International traffic is growing at a healthy rate of 15% and that of domestic traffic around 30% per annum. As per industry estimates all airlines together have posted a loss of approximately $500 million in the last financial year. Centre for Asia Pacific Aviation (CAPA) believes that passenger load factor for both full service carriers and Low cost carriers are around 75% except for paramount which is around 50%. Industry estimates forecast that low cost carriers would have a market share of 70% by 2010 which would be the highest in the world. 
Existing Players:

 Indian airlines with a fleet of 62, is planning to raise funds by going for a public issue. Jet Airways with a fleet of 45 is planning to add 30 more to its strength. Air Sahara with a fleet of 20 is the original price warrior, faced with stiff competition is forced to come out with a new strategy. The existing player’s monopoly is on the wane, thanks to the competition emanating from the open sky policy of the government of India. This is also offering the Indian customers in air transport a triple treat in terms of affordability, availability, connectivity and thereby enhancing their mobility. 

Findings:

· Air India posts net loss of Rs 5,548 cr Burdened by high fuel and labour costs, cash-strapped Air India suffered a net loss of Rs 5,548 crore in 2008-09, as its total revenue declined by around Rs 2,000 crore compared to the previous fiscal.The losses came down from Rs 7,200 crore the airline suffered in 2007-08 to Rs 5,548.26 crore in 2008-09. Total revenue fell to Rs 13,479 crore in FY'09 from Rs 15,252 crore during the previous fiscal.
· Flying low, AI lost cash on 7 of every 10 flights in '09 During this period, the carrier operated 192 flights, of which 133 made cash losses and only 59 were able to achieve operation break even, according to the provisional figures provided by civil aviation minister Praful Patel in the Lok Sabha.
· The carrier will be trimming its fleet from 146 at present to 105 by March 
2011. The airline, with employee to aircraft ratio of 203 employees per aircraft. Some of the other international airlines that have high employees to aircraft ratio include Air France (408:1), Thai Airways (306:1) and Lufthansa (202:1). 

· Jet Airways is an airline based in Mumbai, India. It is India's second largest airline after Air India and the market leader in domestic sector. It operates over 400 daily flights to 65 destinations worldwide.
Let us examine the different strategies adopted by leading players in Indian context.
· Air Deccan with a fleet of 20 has adopted Low variable fares, no frills air transport as its main strategy. It is offering only economy class in its flights across Metro and cross-country destinations. This has an occupancy ratio of 85%.

· Kingfisher airlines with a fleet of 2 has a USP of variable fares, all frills premium service class only for metro destinations. It has an occupancy ratio of 80%.

· Spice Jet with a fleet of 3 aircrafts claims to have 95% occupancy. Whereas the average occupancy ratio in case of Indian airlines is 70%.

It is observed that the emerging players have been able to cut down on operational costs in various ways. These airlines have strategically cut costs to the extent of 22% by allocating more seats only in economy class and fewer food supplies. They could bring down the maintenance costs to the extent of 20% by running point-to-point flights and 15-20% on distribution costs by selling on Internet and phone. Incoming flights have to wait an average of 20 minutes in queue for landing and cost of delay is Rs 30,000 per aircraft. A comparative study of different airways and fares offered by them enables us to understand the concept of price differentiation and strategies adopted by them taking into consideration the cost effectiveness. 

Suggestions and Conclusion:


In the Present context of globalisation competency and effectiveness alone makes an organization to survive and grow.  Darwin’s theory of evolution says “Survival of the fittest”; if and only organizations with requisite vision and commitment can survive. In this context both strategic management and cost consciousness are two significant factors for retaining competitive edge.


To make an organization to meet the challenges both internal and international organizations should gear up themselves by eliminating their weakness if not by reducing gradually. They must come out of these limitations like sticking on to sentiments, psychological barriers and not adopting to inventions and innovations. Organizations should implement the modern management philosophies to cope up with these changes and prepare themselves to meet the ever growing challenges.


In civil aviation sector china is an example which gets advantage of market leadership through size of the organization and volume of production. Whereas, Japanese companies adopt cost effectiveness and cost consciousness as strategy. Countries such as USA and UK are leaning towards strategies and strategic cost management through cost leadership and value chain analysis.
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