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E-Commerce at Yunnan Lucky Air
Name

Institution
Challenges of the organization as they relate to costs.

The airlines four largest cost components, that is, landing fees, fuel, aircraft leasing, and taxes were heavily influenced by regulations from the government. The four elements comprised of approximately 70% of its operating costs. Fuel prices were set by the National Development and Reform Commission. Lucky Air had to pay its fuel in advance since it was not an established airline. That added to an already overburdened financial burden. The government of China also set landing fees, and the costs were rising over the years and becoming too expensive for the low-cost carriers. All leasing of aircraft in China was controlled by the aviation bureau of NDRC. The NDRC had rules that the expansion of the airline capacity could not exceed 35% annually and reduced as the airline grew. The many regulations that hindered leasing of an airline impeded the ability of an airline to respond faster to the dynamics of the market. Revenue was hence hard to increase to the levels that would balance or exceed the costs of operations. Taxes from the government was also high and led to revenue reductions and growth barrier.

The Chinese airline industry was regulated heavily, thereby limiting flexibility for new airlines. Lucky Air enjoyed a monopoly on some routes but could not enter other routes due to the limitations, therefore, hindering on growth and an increase in revenues. The airline could consequently not achieve the cost advantage, and its cost structure was only about 5% lower than the average industry cost structure. That shows that its revenues were not sustainable. With the aim of business being making profits, Lucky Air could not achieve this objective.

New Low-cost competitors were blossoming, and the airline industry got overcrowded. By 2007, there were 11 low-cost Chinese airlines, with two others waiting for approvals. That forced the airlines to reduce the costs to maintain the existing customers and attract new ones. With cost reductions that were purposed to help remain in the industry, the airline's revenue continued to decline. Buying an airline ticket in China also attracted fees and commissions, which was due to the agency that was required to coordinate the ticketing activities. All that cash came from the income received by the airline, meaning that it continued to reduce due to the many fees.

Analyze costs and using specifics, develop a cost-centered business strategy for the airline to move forward as a profitable firm.

The airline needs to develop some strategies to move forward as a profitable firm. The costs are higher to the low-cost airlines because they do not enjoy the economies of scale and do not have some benefits that are experienced by the big airlines. The Airline should, therefore, look at the option of merging with other small airlines to increase the economies of scale regarding the costs of operations. Consolidating will improve the financial muscle of the Airline, and it would not be required to pay the fuel prices in advance (Christopher, 2016). The cost of landing will also reduce since the large Airlines in China enjoy the benefits that the small airlines do not. The costs of staff and operations will significantly reduce with a merger with small airlines. Additionally, assets for the company will increase. Revenues will after that increases and the result will be more profits. 

Merging will lead to enlargement of the airline operations to include long hauls in addition to the trips that it does. With that, the Airline will have more customers, and its revenues will increase (Szilagyi & Schweiger, 2014). Furthermore, long trips will generate more revenues than short trips. Enlargement of the operations will also help the company enjoy some of the benefits that are enjoyed by the large Airlines. 

After merging, the resources will increase, and the airline can revitalize its e-commerce to set up itself as one of the top airlines in China. The rate of internet users in China has been increasing every year. With revitalized e-commerce, the company can acquire new customers who can help in improving its revenues and ensuring that growth and profitability are achieved (Szilagyi & Schweiger, 2014).

Device a tactic to differentiate the firm and to support the cost-focused strategy you developed. How can the tactic be implemented within the overall strategy 

The company should use a tactic of focusing relentlessly on value and quality over quantity (Sassen, 2016). After merging, services need to be top notch to attract and maintain clients. Therefore, the airline needs to ensure that its services are of high quality and customers are satisfied. Once customers get to know the services and feel satisfied, prices of tickets can be increased progressively to ensure that revenue continues to grow and the company continues to make profits. Quality services will differentiate the firm from the rest. This tactic also fits the overall strategy where the company strives to offer quality services that will ensure it maintains its customers and attract new ones.
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