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Abstract

The wave of airline deregulation has brought out a worldwide phenomenon: low-cost carriers. A recent case is that of Brazil where

after 3 years of operation Gol has 20% of the domestic market. The paper investigates whether there is a significant distinction

between the market segment of business travelers using the low-cost entrant and those using the full-service carriers, and also looks

at the perception of these travelers regarding the key attributes of the services offered. The findings indicate that there is

segmentation in the business travel market, suggesting that the preference for traditional airlines is largely a matter of culture of

larger organizations, rather than reflecting any type of prejudice concerning the low-cost model. The results are compared to similar

studies conducted with UK business travelers.

r 2004 Elsevier Ltd. All rights reserved.
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1. Introduction

The advent of low cost airline carriers (LCCs)
emerged as a byproduct of the deregulation of the air
transportation sector initiated by the US in the 1970s.
Currently, the LCC model has expanded way beyond its
original development in the US (with companies such as
Southwest and Jet Blue) into Europe (Ryanair, easyJet,
Buzz, among others), to locations as far afield as Asia
and Africa involving companies such as Air Asia, Virgin
Blue, Air Arabia and Kulula.
The full impact of the LCC model may be inferred in

several ways (Oliveira, 2001) not only in terms of the
passengers they carry (Doganis, 2001) but from the fact
that some traditional full-blown service carriers (here-
after FSC) have responded by establishing their own
LCCs; e.g. Delta operates Song in the US, in Canada
Air Canada operates Tango and Zip, in Europe KLM
e front matter r 2004 Elsevier Ltd. All rights reserved.
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established Buzz. Moreover, Windle and Dresner (1999)
document the decline of prices in routes where LCCs
start operations, while Vowles (2001) studies the so-
called ‘Southwest Effect’: a rapid increase in traffic and
a simultaneous reduction of the average ticket price at
airports close to those where Southwest initiates
operations, even on routes that Southwest does not
compete directly. Tretheway (2004) has reported the
gradual reduction of the ability of conventional airlines
to practice the differentiated prices needed to recover
their total costs, due to the entrance of LCCs.
Despite the original focus of the LCCs on leisure and

tourism, recent evidence suggests the capture of
significant numbers of business travelers. Mason
(1999) reports that Easyjets regularly has over 50% of
their volume consisting of business travelers, while a Go
Fly 1999 press release claimed that over 40% of its users
flew on business purposes. Finally, McWhirter (2000)
estimates that, depending on the route, between 40%
and 80% of LCC passengers are traveling on business.
In the Brazilian market, our focus, the Department of
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Table 1

Evolution of domestic market share by airline

Dec/2000

(%)

Dec/2001

(%)

Dec/2002

(%)

Dec/2003

(%)

Gol — 8.1 17.2 21.7

VARIG 43.1 39.7 36.4 30.5

TAM 28.7 36.7 33.2 33.6

VASP 14.3 14.1 11.8 12.1

Transbrasil 12.4 — — —

Gol started operations in January 2001 and Transbrasil closed out in

November 2001, after a series of managerial missteps and the

overwhelming influence of the cost overheads and decline of demand

stemming from the September 11th attacks.
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Civil Aviation estimate that 70% of passengers on
domestic flights travel for business purposes (Evangelho,
2002).
The main objective here is to extend the findings

conducted by Mason (1999, 2000, 2001) on the UK-
European market in the context of Brazil. The profile of
local business travelers is examined as is the existence of
segmentation within the business travel market. Also the
attributes that differentiate travelers of FSCs from those
of LCCs are explored, and the influence of the traveler’s
companies in the determination of the choice between
FSC and LCC.
Besides extending the contributions of Mason, the

findings give insights on economic issues. First, it looks
at classic models for estimating demand used in
industrial organization (Berry, 1990) that use ‘technical
variables’ (route distances, density, airport presence etc)
as covariates, leaving aside attributes shown in our
study to distinguish between full service and low cost
travelers. Secondly, when considering the airline choice
of business travelers, the relationship between loyalty
and product differentiation abstracts from issues related
to the information asymmetry between business trave-
lers and their companies. Since companies pay the costs
of travel, and the traveler receives private benefits when
using FSCs through the accumulation of miles, one
would expect that business travelers would tend to travel
on an airline that, beyond the usual frills, they could
accumulate points in a frequent flier program, instead of
using an LCC that does not offer such personal benefits,
unless employers monitor their choice of airline.
1Data based on Southwest airlines; see Doganis (2001) for further

details.
2. Adapting the low-cost model to the Brazilian context

The deregulation of the Brazilian market that took
place in the early 1990s, enabled the creation of a new
LCC Gol Transportes Aéreos Ltda (or simply Gol and
not to be confused with the former European airline,
Go). The deregulation process involved three distinct
periods (Oliveira and Huse, 2004). In the first, regional
airline monopolies were almost totally removed, stimu-
lating the entrance of ‘small-scale FSCs’. Additionally,
limited price competition was encouraged (with the
introduction of price bounds). The second stage of
liberalization was initiated in 1997, and removed the
monopolies on some lucrative routes enjoyed by
regional airlines. The third stage occurred in 2001 when
most restrictions on route entrance, flight frequencies
and tariff were abolished, it was then that Gol entered
the market. Table 1 shows the evolution of market
shares in the Brazilian airline market.
Though there are numerous variations across low-

cost operators (for example, between Ryanair and
easyJet, or between Southwest and Jet Blue), the
‘standard’ LCC model may be characterized by a
combination of some of the following attributes1:
1.
 Distribution—not always based on travel agents
with commission payment; electronic ticketless
systems becoming common;
2.
 In-flight service—no class differentiation, high
volume, no seat assignments, no hot meals; to
reduce costs of cleaning cabins, the logistics of
supplying the aircraft and the time on the ground.
These actions reduce operation costs by 6%
(Doganis, 2001);
3.
 High flight frequencies;

4.
 Minimum delays;

5.
 Low tariffs and simple operations, lacking partner-

ships with other operators;

6.
 Aircraft of a single type (Boeing 737 with four

variations for Southwest); high utilization (over
11 h/day);
7.
 Routes—direct short haul routes (averaging below
800 km);
8.
 Airports—secondary with little congestion, leading
to turn around times for aircraft as low as
15–20min;
9.
 Growth objectives—goals of 10% /year (not exceed-
ing 15%);
10.
 Team—competitive wages and profit sharing since
1973 and high productivity;
Regarding attributes 1 through 5, Gol departs in the
pre-assigning seats and in higher relative tariffs relative
to the local FSCs. (A study by Bain and Company
(reported in Lethbridge, 2004) argues that the price
advantage of Gol dropped from 25% in 2001 to 11% in
2003.) Gol’s in-flight service is limited to serving
peanuts, sodas and cereal bars. It uses a single type of
aircraft (attribute 6); its fleet is new, with only two
variations—Boeing 737/700 and 737/800, that results in
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Table 2

Distribution of passengers by choice of airline
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reduced training costs, maintenance, parts supply and
simplifies the scheduling of pilots, crew and mainte-
nance, besides improving overall system reliability.
Maintenance of Gol’s fleet is based on a software
package that monitors the consumption of 24,000 parts
of each aircraft, allowing phased maintenance and
avoids the checks that usually ground the aircraft for
5 days every 3 months (Arnt, 2001).
The implementation of the LCC model faces a

number of difficulties in Brazil and because of this Gol
deviates from attribute 7, for instance, due to the
particularities of the country’s demography. The com-
pany operates some long-distance routes, such as Rio de
Janeiro–Manaus (a city in the Amazon basin). This type
of operation reduces aircraft rotations. Attribute 8 also
presents a challenge for Gol. As Windle and Dresner
(1999) argue, the LCC paradigm is based on short-haul
routes, relies on secondary under-used airports, or those
‘not-dominated’ (following the nomenclature adopted in
Borenstein, 1991 and Doganis, 2001). This usually also
means lower airport charges and avoids direct competi-
tion with FSCs. Even when secondary airports are
relatively distant from cities, they still remain of interest
because of their lower tariffs and traffic (Barrett, 2000).
This situation does not exist in Brazil where all airports
are owned by the state, operate under close scrutiny of
the managing governmental organization (INFRA-
ERO), and there is no competition between airports
(Oliveira and Huse, 2004). Even if airport competition
should arise in Brazil, fare reductions would not be
substantial, as airport taxes account for less than 5% of
the ticket price (Evangelho, 2002). The lack of
competitive secondary airport forces Gol to use the
same airports of its competitors. Moreover, in Brazil,
some of the shortest routes are the most competitive
(specially those establishing interconnections between
Belo Horizonte, Brası́lia, Rio de Janeiro and São Paulo),
making it especially difficult to establish a LCC.
Attribute 10 offers a point of similarity between Gol

and Southwest. Although Gol does not generally pay
the best wages, they are above the local market average,
and the company offers participation in profits, besides
motivating employees through its informal environment
of a ‘fun’ and informal workplace. Finally, Gol strives
to outsource operations as much as possible; with some
costs directly transferred to customers; e.g., its call
center launched a pioneering service through a number
that is paid by the calling customer—a measure
subsequently adopted by all Brazilian carriers.
Study sample (%) Market share (%)

Gol 33.0 24.3

TAM 31.9 29.8

VARIG 31.9 31.4

VASP 3.3 12.5

Market share considers the aggregate of the Brazilian market, in

February 2004.
3. Impact of Gol on the Brazilian business traveler

An outstanding question concerns differences be-
tween the business traffic obtained by LCCs and that of
the FSCs. If in fact the group of LCC business travelers
consists of a distinct segment from those FSC’s
passengers, this would support the vision that LCCs
are capturing travel from other modes of transportation
and, therefore, that these travelers captured would
consist of a distinct group of business travelers from
those using FSC’s. On the other hand, if the groups are
not significantly different, the implication is that LCCs
would be driving businesses away from the FSC’s core
market. LCCs would in effect be capturing travelers
who attribute low values to the key product features
offered by FSCs (mileage programs, VIP lounges, etc).
To consider the profile of the Brazilian business

traveler, we have carried out interviews with users from
one of Brazil’s top business airport: the Santos Dumont
(SDU–Rio de Janeiro).
3.1. Exploratory data analysis

The interviews were conducted as follows: travelers
were approached randomly between check-in and the
security clearance. Because of heightened security
concerns, access to the security areas was not provided
for the interviewers, which limited the number of
passengers willing to provide information—this was
also the case with a study in the UK conducted by
Mason (2001). Another problem that concerned airport
management was the erroneous conviction that the
research ‘was being conducted for the benefit of a
company in detriment of its competitors’, with the
subsequent policy of denying access to passengers in
check-in lines, which limited the number of passengers
with the required spare time. Thus, over 4 days, 91 face-
to-face interviews with business travelers were under-
taken, which account for over 80% of the per airport
sample size used in Mason. The distribution from this
sample of passengers between the airlines is compared
with their overall market share in Table 2.
These market shares refer to the Brazilian market as a

whole, and not particularly to the Santos Dumont
Airport (that would be the ideal measure of adjusted
reference). However, a greater value of Gol’s share is to
be expected in this airport, as compared with its national
market share, in virtue of the greater number of routes
operated by Varig and Tam in other airports. Vasp, in
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Table 4

Relation between passenger age and airline choice

o35 year

old

35–44 year

old

445 years

old

Marginal

Gol 10 14 6 30

FSC 14 18 29 61

Marginal 24 32 35 91

Test statistic=6.472; degrees of freedom=2; p-value=0.039 (rejected

at 5%).
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turn, has a national share of 12.5%, but a very low
volume in this airport, tied exclusively to the route
between Santos Dumont (Rio de Janeiro) and Con-
gonhas (São Paulo), and not connecting Rio to other
important regional capitals (such as Belo Horizonte,
Brası́lia or Curitiba).
The data show a strong predominance of males with

relation to female passengers (which add up to only
8.8% of the interviewed travelers). This is consistent
with studies obtained in the UK, where female business
travelers varied from 9% to 11% in the studies of
Mason. Table 3 describes the age structure obtained
from the business travelers.
As with gender distribution, the age distribution is

close to that obtained in the UK. In our sample, 26% of
the travelers were less than 35 years, 35% were between
35 and 44 years, and 39% over 45 years. We have then
used elements of correspondence analysis to relate the
age of travelers to their choice of airline (correspondence
analysis looks for dependence relationships between two
variables of interest). Initially the variables are classified
into intervals and disposed in a contingency table. The
null and alternative hypotheses of the associated test can
be defined as
Tab

Pas

Un

Bet

At
H0: the measured variables are independent;
H1: the measured variables are not independent.
The corresponding test statistics are given by

U ¼
X

i

X

j

ðgij � EijÞ
2

Eij

;

where yij is the value observed in (i, j) cell of the table
and Eij is the expected value in the (i, j) cell of the table
(under the null hypothesis of independence). In a table
of dimension l rows by c columns (l � c), under the null
hypothesis of independence, we have that U converges
to a Chi-squared (w2) distribution with ðl � 1Þðc � 1Þ
degrees of freedom.
Inspection of Table 4 suggests that passengers using

FSCs tend to be older, implying a correlation between
age (or even hierarchical position and status) and the use
of traditional airlines. Such impression is duly confirmed
by the test, since the null independence hypothesis is
rejected (at a significance level of 5%).
le 3

senger age distribution and choice of airline model

Low cost (%) Full service (%)

der 35 years 33.3 22.9

ween 35 and 45 years 46.7 29.5

least 45 years 20.0 47.5
3.2. The size of firms and airline choice

Beyond investigating the profile of business travelers,
it is of interest to explore the variables determining
choice of airline on the part of their respective employ-
ers. Mason (2001) argues that the size of companies has
influence in the price elasticity of demand for business
travel and in the value given to the attributes of in-flight
service, flight frequency and mileage programs. This
would imply that the corporate profile of low-cost
travelers would have a greater frequency of small
company employees than that of those using the FSCs.
This proposal was not confirmed in his study conducted
in London. In the Brazilian case, the data suggest that
larger companies tend to use FSCs (Table 5).
Of all companies using Gol, 70% had less than 100

employees. On the other hand, of the companies using
FSCs, about 72% of the travelers worked for companies
with 100 or more employees. Testing the independence
hypothesis between company size and airline choice, the
null hypothesis is strongly rejected at any usual
significance level. The interpretation of this result is
that smaller companies tend to use LCCs to reduce
expenses.
Following Mason (2001), for an analysis of the

reasons that lead firms to their airline choice, a set of
questions concerning corporate policy in relation to
travel was included. Table 6 illustrates the results.
To establish whether travelers of the low-cost

company are a distinct market segment, the travel
policies, the ticket-booking process and purchasing
process, as well as the presence of a travel agency
intermediating these processes was examined. When
asked whether the company for which they work has a
well-defined corporate policy (i.e., such as formal
regulations regarding travels), the users of the full-
service airlines indicated a greater propensity to such
policies than users of Gol.
In Table 7, the results of the test relating choice of

airline and the existence of well-defined travel policies
are seen. The data suggest that firms with a well-defined
travel policy tend to use FSCs. The null hypothesis of
independence between variables is strongly rejected,
which suggests that companies with corporate policies
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Table 6

Corporate travel policies—comparison with UK studies

FSUK FSBRA easyJet Gol

Well-defined corporate travel policy (%)

Yes 72.7 65.6 55.3 36.7

No 27.3 34.4 44.7 63.3

Travel agent/Department (%)

Neither travel agent nor department 55.7 8.2 68.8 26.7

One of those 24.3 47.5 24.8 63.3

Both travel agent and department 20.0 44.3 6.4 10.0

Travel policy concerning LCCs (%)

Discourages use 12.1 19.7 2.5 0.0

Encourages use 50.0 8.2 70.1 46.7

No opinion 37.9 72.1 27.4 53.3

Table 5

Relation between company size (number of employees) and airline

choice

1–24 25–99 100–999 1000–5000 5000+ Marginal

Gol 6 15 7 1 1 30

FSC 10 7 16 14 14 61

Marginal 16 22 23 15 15 91

Test statistic=21.951; degrees of freedom=4; p-value=0.000 (rejected

at 1%).

Table 7

Relation between well-defined travel policy and choice of airline

Gol FSC Marginal

No policy 22 21 43

Policy available 8 40 48

Marginal 30 61 91

Test statistic=12.214; degrees of freedom=1; p-value=0.000 (rejected

at 1%).

Table 8

Relation between number of employees and well-defined travel policy

1–24 25–99 100–999 1000–5000 5000+ Marginal

No policy 14 17 9 1 2 43

Policy available 2 5 14 14 13 48

Marginal 16 22 23 15 15 91

Test statistic=35.799; degrees of freedom=4; p-value=0.000 (rejected

at 1%).

Table 9

Relation between number of employees and corporate policy

concerning LCCs

1–24 25–99 100–999 1000–5000 5000+ Marginal

Discourages 2 2 1 4 3 12

Encourages 3 7 4 2 3 19

No policy 11 13 18 9 9 60

Marginal 16 22 23 15 15 91

Test statistics=6.953; degrees of freedom=8; p-value=0.542 (not

rejected).
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indeed tend to use FSCs. According to Mason (2001),
such fact is due to, at least in part, the size of company
effects. Larger companies should have preference for
FSCs, as we may perceive in Table 8.
The data suggest a positive correlation between the

size of the firms and the existence of corporate travel
policies, as in Mason (2001). When performing the
statistics, the null hypothesis of independence is rejected
at the 1% significance level. When asked about the
vision of the organizations concerning the use of LCCs,
however, only 8.2% of the travelers using FSCs
mentioned to have been encouraged to use LCCs, a
significantly inferior number to that found in the UK by
Mason, where half of these passengers had felt
stimulated to use low-cost airlines. In Brazil, companies
(72.1%) seem to prefer not to express opinion on the
choice of airline models, but we may still observe a
larger rejection (19.7%) of the LCCs than that obtained
in the UK (12.1%). However, the null hypothesis of
independence between company size and the position
concerning LCCs is not rejected, as shown in Table 9.
This result suggests that there is little prejudice on the
part of the companies of different sizes with relation to
Gol.
3.3. Valuation of attributes

Since the characteristics of corporations in determin-
ing airline choice has been considered, we move to
evaluation of attributes by following Mason (2001) on
the distinction between LCCs and FSCs in the UK, and
also adding new attributes that seem to be relevant for
the Brazilian case. In Table 10, the average valuations
from respondents are shown. Each attribute was
evaluated on a rising scale of 0–10.
The values shown in Table 10 indicate that FSC

travelers tend to give greater emphasis to punctuality,
frequency, flexibility of ticket emissions, price, mileage
programs, in-flight service and VIP lounges, in order of
importance. On the other hand, LCC travelers assign
more importance to punctuality, price, flexibility of
ticket emissions, frequency, mileage programs, in-flight
service and existence of VIP lounges (also in order of
importance). Such results could be intuitively expected:
first, given the nature of their time pressure, one would
expect that business travelers would give great impor-
tance to punctuality. Moreover, at least in the Brazilian
case, FSCs have the largest offers of flights, while Gol
has lower prices as the distinguishing differential,
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Table 10

Importance given to product attributes (averages) compared with UK

Europe markets

Product attributes FSUK FSBRA easyJet Gol

Punctuality 8.96 9.70 9.22 9.43

Flight frequency 8.45 8.92 8.64 8.57

Price 6.90 8.30 8.38 9.17

Ticket emission flexibility 7.49 8.49 7.90 8.87

In-flight service 6.93 6.28 6.10 5.17

Mileage programs 5.96 8.30 5.03 5.83

Business Lounge/VIP 5.64 6.21 4.50 4.43

Easiness through check-in — 8.62 — 8.87

Promotional parking — 4.97 — 6.03

Hotel reservations — 4.44 — 5.07

‘Red eye’ flights — 6.00 — 6.57

Table 11

Results from equality of averages tests (p-value)—comparison with

UK-Europe markets

Attributes UK BRA Rejection of H0

UK BRA

Punctuality 0.33 0.10* |
Flight frequency 0.48 0.20

Price 0.00*** 0.02** | |
Ticket emission flexibility 0.18 0.24

In-flight service 0.02** 0.01** | |
Mileage programs 0.04** 0.00*** | |
Business Lounge/VIP 0.00*** 0.01*** | |
Easiness through check-in — 0.41

Promotional parking — 0.09* |
Hotel reservations — 0.21

‘Red eye’ flights — 0.25

Superscripts *, **, and *** denote rejection of the null hypothesis at

the 1%, 5%, and 10% significance levels, respectively.
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suggesting to business travelers a trade-off between price
and flight frequency.
To investigate if there is a distinction between

travelers using LCCs and FSCs, we have also tested
whether or not the averages of the sub-samples of
travelers from each model were statistically different.
The null hypothesis states that the means, mFS e mLC; are
equal, against the alternative hypothesis that they are
different, generating a two-sided test. The simplest test
for equality of means (see Larson, 1982, Theorem 8.3.1)
assumes that the two sub-samples drawn from the same
population are normally distributed, independent of
each other, and have the same variance. The last
hypothesis can be generalized, by adapting the test for
the case of differing variances, which we will apply
below. In formal terms we may write
H0: mFS � mLC ¼ 0;
H1: mFS � mLCa0:
Table 11 shows results from the tests of equalities of
means, by displaying the p-value associated to the test of
each attribute, which we compare to the values obtained
by Mason (2001).
Coincidently, to a level of significance of 5%, we have

obtained the same results of the Mason (2001) study,
considering only the attributes appearing in both
studies. Despite the attribute flight frequency having
had a high valuation, the difference is not significant.
Users of low-cost airlines, however, as expected, more
significantly value the price differential. The character-
istics of ‘in-flight service’, ‘mileage programs’ and ‘VIP
lounges’ have all been significantly more important for
travelers using FSCs than for those using LCCs.
The null hypothesis of equality between averages is

more strongly rejected in our research for the attribute
‘mileage program’, suggesting that those Brazilians who
fly full-service airlines give a greater degree of impor-
tance to the frequent flyer programs (FFPs) than those
who fly at a low cost, and such rejection is significantly
greater here than that of the UK case, suggesting the
relevance of this attribute at the moment of airline
choice, at least in what regards FSC travelers.
By changing the criterion of rejection of the null

hypothesis to the level of significance of 10%, the
equality of averages for the attributes ‘punctuality’ and
‘promotional parking’ are rejected. Such results indicate
that, in the case of ‘ punctuality’, full-service passengers
valuate more highly the fulfillment of schedules. As for
the attribute ‘promotional parking’, the difference might
be related to the size of the company, as numerous FSC
travelers mentioned that they were driven to the airport
at the expenses of the company.
One of the attributes not considered by Mason (2001),

but of potential interest to the Brazilian market, is the
provision of ‘red eye’ flights with reduced tariffs.
Although this recent initiative has been considered
successful, with load factors reaching 95%, as opposed
to 60% for regular flights (Veja, 2004), such service can
hardly be described to differentiate FSC passengers
from LCC passengers. This can be better understood by
their profile: night travelers tend to be people with lower
purchasing power who usually travel for personal rather
than business reasons.
4. Conclusion

In this empirical study, which extends previous studies
considering the UK market, we have observed that
business travelers of FSCs and LCCs differ significantly
in what relates to the valuation of attributes involved in
the services of these two types of airline model. To a
level of significance of 5%, the averages of the sub-
samples of FSC and LCC passengers significantly differ
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for attributes ‘price’, ‘in-flight service’, ‘mileage pro-
gram’ and ‘VIP lounges’, which are elements of
differentiation between FSC’s and LCC’s. Such results
are in consonance with those obtained in the UK. To a
level of significance of 10%, we may still reject the null
hypothesis of equality of the averages for the attributes
‘punctuality’ which is more valued by the FSC travelers
and ‘promotional parking’ which is more appreciated by
LCC users.
Regarding the profile of the Brazilian businesses

travelers, we investigated the relation between the airline
model chosen and the age profile of travelers, size of
their companies and the existence of corporate travel
policies. These variables were shown to be statistically
significant in what relates to the choice of airline model.
Despite the trend of larger firms (and also of older
passengers) to use FSCs, there seem to be no indications
suggesting the existence of prejudices against the LCC
model in the Brazilian market.
While the results of valuation of attributes suggest

that there is segmentation in the market for business
travelers, the results to the level of the firm suggest that
the preference for FSCs is a question of cultural nature
in larger organizations. Such trend might be reverted as
the low-cost entrant matures, despite the difficulties of
making business travelers disregard the private benefits
received (which are often taken for granted) when FSC’s
tickets are paid for by their companies. Mileage
programs seem to be very influential in airline choice,
in detriment to the ticket price paid by larger firms,
where employee commitment with the costs of travel is
small. On the other hand, LCCs appear as an alternative
for smaller companies with minimum expenses policies.
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