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EFFECTIVE MANAGEMENT OF THE FREQUENT FLYER
PROGRAM AS A TOOL OF INCREASING COMPETITIVENESS

Abstract. The article deals with the problem of increasing the
efficiency of managing the Frequent Flyer Programs for Kazakhstan airlines in
the market. The main effectiveness indicators of Frequent Flyer Programs are
determined, a comparative analysis of these indicators is presented in
comparison with the leading airlines of the world, an analysis of the main
groups of costs and benefits obtained by the airline from the introduction and
use of Frequent Flyer Programs with the purpose of developing appropriate
control actions is carried out.

The particular relevance of the research objective arises from the
intensification of competition in the airline industry and the extensive
consolidation that is expected to accompany it. These market challenges make
the retention of wvaluable customers an essential prerequisite for the
achievement of a sustainable competitive advantage and, hence, the airline’s
overall success.
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skskok

AngaTna. Makanaga HapbIK JKaFaaiblHIaFrbl KazakcTaH oye KOMITaHUSI-
JApbIHBIH JKW1 YIIATBHIH JKOJAylIblIap OaFjapiaMachlH HOTIDKEN Oackapy
Mocerneci Kapacteipeuiafnel. CoHpail-ak, KOMMAHHWS YIIIH THIMIUIIK TIeH
OCEpIIKTIH MaHBI3ABl KOPCETKIIITEepPl AaHBIKTAIBIN, ONEMICT] KETEKIli oye
KOMITAaHUSUTAPBIMEH ~ CANBICTBIPMAIIBI  aHAIM3 JKacayblHFaH. JKul yImaTeiH
XKoJjaympuiap OarnapiamMachblH CHTI3YAeri apThIKIIBUIBIKTap MEH HeTi3ri
IIBIFBIHAP TONTApbIH aHBIKTAy MaKCcaThIHAA 3€pTTey KYpri3iuireH. by
3epTTEYJiH ©3CKTUIr aBWamus canachlHbIH KaszakcTaH HapbIFBIHAAFBI
KApKBIHJIBI J1aMybl MEH COFaH oOpail OOCEKENECTIKTIH Je KYIICtl OOobIm
TaObLIAIbI.

Kint ce3mep: wmapamarray OargapiamManapbl, KWl  YIIIAThIH
xojaymbuiap, Kasakcran oye KoMIaHUsUIaphbl, 9ye KOMIIAHUSHBIH CEHIMAUTIK
Oarnmapmamapsl, Op Actana, Homan Kiy6.

skoksk

AnHOTanus. B cratbe paccmaTpuBaercss MmpoOiemMa MOBBIIICHUS
s¢dexTuBHOCTH ynpaBneHus: [Iporpamm A 4acTo JIETAIOUIUX MACCaKUPOB
KazaxcTtaHckumMu aBHAKOMIIAHMSIMH B YCIOBUAX pblHKA. OmnpeneneHbl
OCHOBHbIE TMOKa3aTeau 3(PQPEKTUBHOCTH MPOTpaMM IS YacTO JIETAIOLIUX
naccaxupoB. [IpencraBineH CpaBHUTENbHBIA aHAJW3 JAHHBIX I[OKa3aTeled B
CPaBHEHHUH C BEIYIIMMHU aBUAKOMIIAHUSIMU MHpPA, IPOBEJECH aHAIN3 OCHOBHBIX
rpynn pacxo0B U MPEUMYIIECTB, NIOJIYy4aeMbIX ABUAKOMITAHUEN OT BHEAPECHUS
Y HCIOJIb30BaHUs MNPOrpaMM JUIsl 4YacTO JIETAKOUIMX [AaCCaXXUPOB C LEIbIO
pa3paboOTKH COOTBETCTBYIOIIMX YIPABJISIFOIIMX BO3ICHCTBHIA.

Oco0asi 3HAYUMOCTh HCCIIEIOBATENIbCKON LENH CBsI3aHA C YCUJIICHHEM
KOHKYPEHIIUH B aBUALIMOHHOM OTPacCiIi U IIMPOKON KOHCOJMJALMEN, KOTopasd,
KaK OXKHUJaeTcsi, OyJeT COMpOBOXAATh ee. DTU MpoOJeMbl pPhIHKA JENaoT
COXPAHEHUE IEHHBIX KIMEHTOB BAXXHBIM YCIOBHEM [UJIl JIOCTHIKCHUS
YCTOWYMBOTO KOHKYPEHTHOTO TPEHMMYILECTBAa U, CJEI0BaTENbHO, OOIIEero
yCIiexa aBUaKOMIIaHUH.

KiroueBble  ci1oBa: mporpaMma  OPEMHPOBAHMS,  Iporpamma
nosuibHOCTH, KaszaxcraHckue aBHAKOMIAHUHU, IMPOrpaMMa YacTO-JIETAIOIINX
MAacCCAKUPOB, YACTO-JICTAIONIME MACCAXUPBI, aBUAKOMIIaHWs, Oip AcTaHa,
Homan Kiy®.

The concept of loyalty is quite multifaceted. F.F.Reichhelddefines
loyalty as quality, which is inherent to the user value (goods, services), from
time to time returning to its source and transmitting the given source by
inheritance; loyalty is devotion to its source of values [1]. A.V.Tsyasarexplains
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loyalty as the degree of insensitivity of behavior buyers of goods or services to
the actions of competitors - such as price changes, goods, and services,
accompanied by an emotional commitment to a product or service [2].

On the one hand, loyalty is seen as a certain type of consumer behavior,
characterized by repeated and cross purchases, increased purchases and long-
term relationships with the company. On the other hand, loyalty is seen as a
consumer preference, based on his/her emotions, feelings, satisfaction with the
goods. Consequently, the concept of loyalty is needed considered in a complex
of economic and emotional factors: from the side rational use of the brand, its
functionality and attractiveness and side of emotional attachment, brand
preferences to competitors. Loyalty programs are tool for forming loyalty.

Loyalty programs in fact are a marketing tool aimed at optimizing
relationship of organizations, providing services, with customers. Purpose of
application loyalty systems are not only attracting new customers (although
that is also important), but also the establishment of long-term relationships
with customers [3].

In airline industry widely used concept of Frequent Flyer Programs
(here and after referred to as the FFP). These programs offer passengers
scheme to purchase additional points (miles, kilometers) when using services
of the airline or its partners. In this case, partners can act not only airlines, but
also companies engaged in activities that are not directly related to aviation.
These may include a network of hotels, shops, travel agencies, which have a
system obtaining discounts through the customer's available redemption points
on the program of the FFP.FFP programs have become widely used by North
American airlines, since the 80’s of the XX century and have spread
throughout the world since the middle 90’s. The issues of the effectiveness of
using the FFP by the Kazakhstan airlines are extremely topical, because these
programs are the main marketing instrument of the airline, aimed at attracting
new customers, extending the term consumer loyalty and avoidance of outflow
of existing customers to competitors.The procedures for monitoring the current
number of points supported by information technologies ensure the
maintenance of personal information about participants and the accumulation
of points on their individual accounts, depending on the frequency flights and
class of service. As soon as passenger types in his/her account a certain number
of points, s’/he gets the right to purchase a free ticket or other benefits from the
airlines [4].

Discussion

The developments of FFP’s are one of the important competitiveness of
Kazakhstan airlines. Truth to be told, there is only one airline which have FFP
— Nomad Club that is Air Astana. In order to develop FFP in a formed
Kazakhstan air transport market, we identified key indicators of effectiveness
of FFP’s, as well as comparative analysis of these indicators in comparison
with the leading airlines of the world (Table 1).
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The results of the analysis presented in Fig. 1, give grounds for the conclusion
about necessity for a general improvement in FFP used by the Kazakhstan
airline. In this case, we are talking about a comprehensive improvement, and
not about improving individual components. Proceeding from this, let us
consider the most general aspects of the FFP, characterizing their advantages
and costs for their use by the airline [5].

Table 1. Analysis of the main indicators of the effectiveness of FFP for

Kazakhstan airline in comparison with the best world practice.

Indicator Air Astana — Nomad Club World leading air
companies
Tiers of membership 3-4 Several (>3), focused on
specific segment of the
competitive market
Temporary cards of + +
members

Partnership system

-Limited number of partners

-Not included in world

alliances

-Scoring (km) by standard
scheme

Several large companies -

partners within the alliance,
and outside the main activity

(Hotels, shops, banks, etc.)

Redeeming &  benefits

-Benefits are realized on

Diverse and flexible schemes

system board (usually) obtaining benefits incl. not
only on board
-Scoring by standard
scheme
Stimulating  packages of Very limited Mass  information  from
services existing databases customer
data
Information about Very limited Extensive information
participants programs containing preferences of
participants in food,

additional services, hobbies,
etc.

The communication system
with participants in the
program

Relatively limited

Intensive communication,
aimed at increasing number
of participants
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Number of participants Relatively small Very large (the  best
indicators - up to 40% of the
total transported passengers

Organizational Support Relatively limited Strong. Assumes use of data
in majority production units

It is very important for the airline that makes the decisions matter of
profitability and cost of the FFP. These programs involve usage of significant
resources of marketing subunitsallocated for communication withpassengers.
The implementation of programs requires organization of a modern
communicationcenter (call center) andexpenses of acquiring and using
correspondingsoftware. These cost groups are generally known to managers
who have work experience with FFP.Though, the point in a measurement of
profits received as a result of usingprograms still remains open. In this regard,
we conducted an analysis of the main groups of costs and benefits received by
the airline from the implementation and usage of programs.

Let's consider the basic groups of expenses for operation of the
program. Operational costs of using the program are based on the creation of
structure that allows you to charge and accumulate points for individual
accounts of passengers. The main groups of expenses may include:
-management and development of the program;

- communication with passengers through their provision with FFP participant
cards;

-maintaining personal information about the participants of the program and
accumulating points on their individual accounts;

-service and information of passengers through the current call center airlines;
-territorial centers for the calculation of points (through the representation of
the airline);

-maintenance and correction of data in electronic databases;

-purchasing and using of necessary software.

All these groups of costs are usually included in airline's budget lines
for maintainingFFP. The value of onepoint is calculated in monetary form
(tenges or dollars).

Expenses for providing participants of the program with free tickets (or
tickets with discounts), on the contrary, in most cases are not reflected in the
budget airlines. At the same time, every passenger using an award ticket makes
direct costs for the airlines in following main groups:

- all types of fees;
- Insurance;
- board meals and drinks.
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These groups can be counted whichaffords opportunity to determine the
value of point in monetary terms, as the ratio of cost for providing a free ticket
and the number of points available to the passenger (1):

A=YB/3C (1)

WhereA - the cost of one point for the airline in cash, KZT/USD;

> C - the sum of points necessary to obtain anaward ticket or other
benefits, units;

> B - the total amount of the airline's expenses for transportation of a
passenger by award ticket or for the provision of other benefits
(discounts, upgrades in class, etc., KZT/USD).

So, with a total cost of spending of five hundred tenges and 10000
kilometers in the account of passenger, the cost of one point will be five tenge.
After a certain period of time,there appears a responsibility for passengers
caused by the existing total debt fund, requiring expenses for providing
privileged conditions and award tickets to the participants of FFP. At the same
time, there are terms that limit use of points in time, which makes it possible to
restrain the growth of the responsibility of the airline.

At the same time, there are hidden costs or, more precisely, a decrease
in incomes that arise in the case of using anaward ticket for the purpose of a
business trip instead of an additional trip to rest or when a seat on the board
ofairplane is booked for a passenger with award ticket, when it could be sold at
a commercial rate. Special elements of FFP should encourage the passengers to
use the points they have accumulated for the purpose of additional travel for
rest, reservations for seats on award tickets are usually not made, but otherwise
the scheme of ticket sales is in many respects similar to the usual sales.

The increase in the load factor of the passenger seats of the aircraft is a
factor limiting the availability of seats for the transport of passengers on award
ticket, which is the main source of complaints from passengers - participants of
the programs. Another source of hidden costs is various types of fraud, the
main type of which is the accrual of points illegally [6].

Advantages of FFP.

The main advantage of using FFP is expressed in increasing the
consumer fidelity of passengers to the brand of the airline. This factor has a lot
of evidence, while other reasons for increasing passenger turnover are
extremely difficult to measure. The main advantages received by the airline
from FFP’s are:

- FFP is one of the most important factors determining the preferences of
passengers when choosing an airline;

- modern methods of marketing communications with the use of additional
points for the most important clients (for example, the calculation of points for

161



CAY xabapwwicer. 2018/1 (44). SDU bulletin

passengers of high classes of service with a factor exceeding the economy
class, one and a half or two times for the same flight) are generally recognized
factors for increasing passenger turnover and reuse of airline services;

- the number of passengers of the airline significantly increases as a result of
merging the existing FFP with the partner airlines and significantly decreases
when the programs are divided [7].

Many FFP's cover operating costs for their maintenance as a result of
receiving revenues from cooperation with partner companies, for example,
with a network of hotels, shops, and companies that lease cars, credit and
phone card manufacturers, etc. Partner companies provide discounts to FFP
members when customers use their services. Besides, an additional source of
revenue is the fees from passengers for the provision of additional services,
such as the registration and retrieval of formalities without queue (Fast Track),
etc. (Figure 2).

Praofit | Inereasing aidines profitability by nsing
ol customer loyalty (consumer confidence)

Hidden expenses

i n ses_for providing prefereniial
oay flight

B ; Fees for the provision of special services
BBN Exploitation expenses Suale of points to airlines and partners

Expenses Advantages

Fig.2. General Structure of costs and benefits of frequent flyer programs

In today's market, which determines the importance of managing the
airline based on inter-functional processes, FFP databases are used by an
increasing number of structural divisions:

- the processes of booking and registration are significantly accelerated,
with the use of data available in the airline database about FFP participants;

- increased comfort and additional services are offered to the most
profitable and often flying customers;

- FFP members are given priority service in case of any faulty situations
that caused delay of departure, flight transfer, etc.;

- greeting, accommodation and customer service on board of the aircraft
is built individually and depending on the available data on the preferences of
the passenger;

- modern methods of data analysis allow to determine the groups of the
most profitable clients, to study their requirements and preferences as much as
possible;
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- the airline's relationship with customers is personalized and lined
upaccording to the preferences of the passenger and his importance for the
airline [8].

Conclusion

Thus, FFP allows the airline to achieve a sustainable competitive
advantage in the field of individual service and building long-term mutually
beneficial relationships with passengers. Laid end to end, the programs for
calculating and awarding points, as well as the system of benefits granted to
FFP participants, personalized communications with customers and individual
service.As a result, it is possible to create a qualitatively new level of relations
between the airline and passengers, to significantly increase the level of
customer loyalty. One of the important aspects in FFP management is
alignment in airline industry of a single process of customer relationship
management (CRM), widely used by the leading airlines of the world and
allowing to achieve a sustainable competitive advantage. Considering the great
importance of this process, we are planning its separate consideration in a
subsequent article.
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