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WHY DIGITAL MERCHANDISING?

(Author’s Note)

Let me start with a confession — | hate
buzzwords, | really do. When | see terms
like “digital transformation” or “digital
airline,” I react much like my dog does
when she sees a cat. | become cynical
towards the source, automatically
discrediting whatever points might be
made.

You'll ask, why is that? In most cases | see the
term “digital” used on a theoretical, conceptual
level. Yes, most of us get it (and this white paper
is probably not the right fit for those who are still
skeptical about it). Everything is digital now;
almost all travel research is done online,
bookings are done online, we are all trying to
understand our digital customer journey, yada,
yada, yada...

Digital disruption happened in the airline industry
so many years ago with the low-cost model that
talking about digital transformation is kind of old
news. The LCC model brought an e-
commerce/digital-only approach to selling the
product. All major touchpoints (inspiration,
research, booking, check-in, in-flight, in stay)
became digital.

In addition, unbundling meant many new
products and an a la carte approach where the
customer chooses the products he needs and is
willing to pay for.

Digital Merchandising Survey 2018

Unbundling, re-bundling, upselling and cross-
selling became part of just about every airline’s
marketing and sales tactics. Increasing ancillary
revenue is top priority (more on that in the survey
results) for almost every airline, regardless of size
or type.

Airlines being digital retailers and doing digital
merchandising is now a reality — yet the term
“digital merchandising” still sounded like too
much of a buzzword for me.

So, instead of just throwing another term (digital
merchandising) out, | wanted to analyze,
understand and show you how the best airlines
use “digital” to increase their ancillary revenue.

To do that, we surveyed 38 airlines about their
ancillary revenue processes with a special focus
on digital and e-commerce methods (more about
that in the next section).

As a result, we created the “Airline Digital
Merchandising Framework” which will help airlines
improve their digital merchandising and serve as a
reference point for each of the main areas.

diggin
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2018 AIRLINE ANCILLARY REVENUE SURVEY = DIGITAL

MERCHANDISING SURVEY

All of Diggintravel’s research in the last year and a
half has been centered around two areas:
conversion rate optimization and ancillary
revenue.

We published two research white papers:

* 2017 Airline Ancillary Post-Booking
Research - where we analyzed how airlines
increase ancillary revenue (with a focus on
post-booking upselling and cross-selling)

e 2017 Airline Conversion Optimization
Research - where we analyzed how airlines
grow online sales (with a focus on
conversion optimization)

So when it was time to do this 2018 ancillary
revenue research, the idea to connect both areas
and prior findings came naturally to me.

YOU SEE, THE MAIN POINT OF
CONVERSION OPTIMIZATION ISTO BE
DATA-DRIVEN, UNDERSTAND YOUR
USERS AND BECOME CUSTOMER-
CENTRIC.

To achieve that you need to measure and analyze
user feedback & behavior, optimize and test.

N

: Measure :|

\.\\ ’/_."
7N 7N
[ Test | Analyze |
\ | 1 )
N 4 \ /
N W S

7N

| Optimize |

N4

To grow your ancillary revenue, you need to do
that for all your digital touchpoints. It starts with
your booking process, followed by other
touchpoints (emails, messaging, booking portals,
web check-in...).

This is why conversion optimization and the
digital user experience (UX) are important parts of
the 2018 Digital Merchandising Survey.

In addition to all the general ancillary revenue
questions from our 2017 ancillary revenue survey,
we added the following aspects regarding airline
digital merchandising to the 2018 research:

e How do you use data for your ancillary
offers (personalized offers)?

* Do you use marketing automation
platforms for your ancillary upsell and
cross-sell activities?

e How do you use data for your ancillary
offers (personalized offers)?

* Do you use marketing automation
platforms for your ancillary upsell and
cross-sell activities?

e Which UX and CRO processes do you
apply to your digital merchandising
touchpoints?

* How flexible are your digital booking and
post-booking platforms?

* Do you experiment with advanced digital
concepts (like artificial intelligence,
machine learning, predictive analytics,
and recommendation engines)?

e UX audits of the booking flows with a
focus on bundling, upselling and cross-
selling elements.

Can't get more digital than that, right?

I'm confident that the answers to these questions,
combined with other ancillary benchmarks and
best practices, will give you a very good
understanding of what it takes to be a digital
merchandising champ.

Happy reading!
Tetok Pranks
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ABOUT THE 2018 RESPONDENT PROFILE
DIGITAL (38 airlines)
MERCHANDISING By size:

SURVEY

large

By geography:
Africa

8%

Americas

18%

Middle East Asia-Pacific

21% 26%
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WHAT WERE WE EVALUATING?
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DIGGINTRAVEL AIRLINE DIGITAL
MERCHANDISING FRAMEWORK

AIRLINE DIGITAL MERCHANDISING FRAMEWORK:

Product & Pricing: Digital Merchandising Techniques:

— Product innovation
— Dynamic Merchandising and Pricing
— Bundles & 3rd party content
— Recommendation engines
& predictive analytics

Organization & Integration

Technology & Innovation: Customer Centricity:

o - diggin
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FINDINGS SUMMARY - STATE OF AIRLINE
DIGITAL MERCHANDISING

Summarized results of our Airline Digital
Merchandising Survey and benchmarks:

e 17 airlines were classified as Laggards
e 15 airlines were classified as Followers
e 6 airlines were classified as Leaders

mastering opportunities in all
categories
(max anc. revenue)

LEADERS

harvesting some opportunities
(medium anc. revenue)

FOLLOWERS

missing opportunities
(minimal anc. revenue)

LAGGARDS

o - diggin
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RESULTS FOR LCC (LOW-COST AIRLINES) @ Small airlines

e No airline was classified as a Laggard . Medlumaiilings
e 7 airlines were classified as Followers o
e 6 airlines were classified as Leaders Large airlines

FOLLOWERS LEADERS

C
x il

0 SCORE 1 2 3 b4 5

RESULTS FOR FSC (FULL SERVICE CARRIERS)

e 17 airlines were classified as Laggards
e 8 airlines were classified as Followers
e No airline was classified as a Leader

FOLLOWERS

I
SCORE 1 2 3

diggin

Digital Merchandising Survey 2018 travel




LAGGARDS

According to our Digital Merchandising Framework and survey results, Laggards are the
airlines that scored the lowest (1.8 on average on a scale from 1 to 5 across all five
framework areas).

Based on the provided data, ancillary revenue represents less than 5% of total revenue on
average for this group (compared to the 12% overall average).

With 17 out of 38 airlines classified as Laggards, this is the biggest group. Traditional FSC
airlines dominate this group, as no LCC carrier was classified as a Laggard.

FOLLOWERS

We classified as Followers the airlines that are in the middle of the pack when it comes to
ancillary and digital merchandising. Their average score was 2.9 across all five framework
areas (the overall average for all 38 airlines was 2.6).

Based on the provided data, ancillary revenue represents 14% of total revenue on average for

this group (compared to the 12% overall average).

15 airlines fit this criteria, so this is the second largest among the three groups. There are 8
FSC carriers and 7 low-cost airlines in this group.

LEADERS

This is the most advanced group. Ancillary revenue and digital merchandising are key
elements of their business model and their success. The average score for this group was 3.9
across all five framework areas.

Based on the provided data, ancillary revenue represents more than 27% of total revenue on
average for this group (more than double the 12% overall average).

All 6 airlines in this group are low-cost carriers.

o - diggin
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LOW-COST AIRLINES ARE STILL AHEAD WHEN IT COMES TO DIGITAL
MERCHANDISING

It's logical that the airlines with a low-cost Before basic economy fares, After basic economy fares, in
H many benefits were included as most cases, many benefits have
model and low average fares have the highest part of the bess price of  ticket. e e
“percent of total revenue” ancillary results. et e
ancillary fees.

They also scored highest in our survey analysis
results.

When it comes to digital merchandising, they
still have a head-start as a result of their
business and product model, distribution
channels and technology landscape.

1: Consumers with no elite-level airine status or credit card that offers travel benefits who
purchase a basic economy fare for domestic travel could face these restrictions.

2: Delta allows carry-on bags for basic economy flights. American and United passengers can
board with anly one personal item that fits under the seat and are not allowed to use the
overhead bin space.

3: At an extra cost, seating assignments may be available during booking and before check-in
for United, or 48 hours before flights for American.

4: Though the airlines will attempt to sit families together, seating is not guaranteed unless
advance seat assignments had been purchased.

Source: Senate Commerce Committee Office of
Oversight and Investigations, minority staff report THE WASHINGTON POST

Just before publishing this white paper
Lufthansa announced it will introduce an
Economy "Light” fare on transatlantic routes
this summer. They are following a similar move
by British Airways in an effort to compete with

However, the distinction between business low-cost carriers like Norwegian and Wow Air
models is getting more difficult to make, as on the transatlantic routes.

many airlines are adopting hybrid models to
maximize ancillary and overall revenue.

This is why we see many traditional airlines © Lufthansa
catching up with ancillary and digital

merchandising.

For example, in the US, most of the major

carriers have introduced the unbundled Basic

Economy fare, which used to be a domain of

ultra-low-cost carriers such as Spirit Airlines
and Allegiant Air. Recently, the trend has
continued as the concept expanded from
domestic to cross-Atlantic flights.

diggin
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ANCILLARY REVENUE IS STILL A TOP PRIORITY .

Those of you who read our Diggintravel 2017 To be exact, 58% of the surveyed airlines
Ancillary Survey analysis probably recognize reported that increasing ancillary revenue was
this headline... because it's the same as the one of their top three priorities in 2018. None
one in last year's report. of the surveyed airlines stated that growing

ancillary revenue is not a priority.
When it comes to priorities, increasing
ancillary revenue will not be removed from
airlines’ agendas and priority lists anytime
soon.

How important is ancillary revenue for your organisation in 2018?
70%

60%

50%

40%

30%

20%

- l
0%

1 - ANCILLARY REVENUE IS NOT 2z 3 - ANCILLARY REVENUE IS VERY 5- INCREASING ANCILLARY
OUR PRIORITY IMN 2018 IMPORTANT, BUT NOT PRIORITY REVENUE 15 ONE OF CUR 2018
TOP 3 PRIORITIES

How important is ancillary revenue for your organisation?
2017 vs 2018

80%
T0%
60%
50%
40%
30%

20%

10%
0%
1 - ANCILLARY REVENUE IS NOT OUR 2 3 - ANCILLARY REVENUE IS VERY 4 5 -INCREASING ANCILLARY
PRIORITY IN 2018 IMPORTANT, BUT MOT PRIORITY REVENUE IS ONE OF OUR 2018 TOP 3
PRIORITIES
2017 m2018
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... YET FOR SOME STILL AN UNTAPPED OPPORTUNITY

According to our survey, 34% of airlines merchandising strategy can result in

claimed that their ancillary revenue makes up significant ancillary revenue shares for others

5% or less of their total revenue. This indicates as well. Out of the 22 FSC and regional airlines

that focusing on ancillary revenue still holds a in our survey, 20% claimed they generate more

lot of potential for revenue increase. than 10% of their total revenue from ancillary
sources. For two of these airlines, the share is

Although the opportunity is biggest for low- even higher than 15%.

cost airlines, a smart ancillary and digital

What is your ancillary revenue share (%) as a % of a total revenue?
30%

25%
20%

15%

10%
5% .
0%

1-ALL AIRLINES 2 - LAGGARDS 3 - FOLLOWERS 4 - LEADERS

What is your ancillary revenue share (%) as a % of a total revenue?
25%

20%
15%
10%
5%
0%

1- ALL AIRLINES 2-LCC 3-FSCand REGIONAL

. o diggin
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PRODUCT & PRICING EVALUATION

PHASE Il
INNOVATIVE STRATEGY

PHASE Il
DEVELOP AND EVOLVE STRATEGY

— Ad-hoc integration of pricing
— Loyalty integration

— Additional products

— 3rd Party ancillaries (Hotels,
Cars, Activities, Insurance)

— Branded fares

N
INITIATING STRATEGY

— Silo ancillary pricing & RM
— Bags
— Seats
— Fare families
Maturity

LAGGARDS FOLLOWERS
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What are your top ancillary products by revenue?

100%
0%
80%
70%
60%
50%
a0%
30%
20%
N l l l
0%
Bags Seats (seat selection, Fare bundles Onboard services Other Loyalty (Sale of FFP Airport services Travel Cross-sell
extra leg room...) (branded fare and  (Meals, Duty Free, IFE, miles) (priority boarding, (Hotel, Car, Insurance,
other upsell) Wi-Fi) lounge, ete.) Holidays packaging)
Top ancillary products - overall vs post-booking
100%
90%
80%
T0%
60%
50%
A0%
30%
20%
- l I I I I
0% [ |
Bags Seats (seat Fare bundles Onboard services Loyalty (Sale of FFP  Airport services  Travel Cross-sell
selection, extraleg (branded fare and  (Meals, Duty Free, miles) (priority boarding, (Hotel, Car,
room...) other upsell) IFE, Wi-Fi) lounge, etc.) Insurance, Holidays
packaging)

uQverall = Post-booking

diggin
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IT ALL STARTS WITH BAGS AND SEATS

It's no surprise that our survey respondents
ranked Bags (95% of respondents) and Seats
(74%) as their top ancillary revenue generating
products.

After bags and seats, there is a huge gap to the
next ancillary products, Fare bundles (32%) and
Onboard services (29%).

The importance of ancillary products varies for
each airline depending on its business model and
ancillary strategy. However, as can be seen from
the examples in the 2017 CarTrawler Yearbook of
Ancillary Revenue and our survey results, bags
and seats are the core part of every ancillary
program.

Airlines still in the early stages of their ancillary
strategy should focus on maximizing revenues for
bags and seats first (combined with branded fare
product upselling), before focusing on developing
other products.

Global Carrier Examples

Bags and seats are top ancillary products in the
post-booking period as well. The main difference
compared to the overall results is that travel cross-
sell products (hotels, cars, insurance, holiday
packaging) are the third most important ancillary
product category in the post-booking period at 32%.

Understanding your customer decision journey
(CDJ) and using your customer data to create
relevant offers is a must for successful post-
booking upselling and cross-selling.

Creating relevant (if not personalized) offers in the
post-booking period should be easier for airlines as
the booking is already done and customer data is
captured in a more structured way. Post-booking is
also an area where you can be more flexible with
your experimentation and testing.

You can find an example of how to combine the
customer decision journey (CDJ) with targeted
messaging for activity cross-sell in Section IV -
Customer Centricity.

British Airways

2016 Ancillary Revenue Sources
Based upon disclosures and estimates

Delta Air Lines

2016 Ancillary Revenue Sources
Based upon disclosures and estimaces

Bappage Exancemy
™= Brarded Fares
Orher Acthvities 1%
1%
mm __q {kh:r;hrm
Comiart+
s-r.r. L=
Bapgage Branded Card Seating
13% 51% &%

Lew Cost Carrier Examples

easyjet
2016 Ancillary Revenue Sources
Blmdlpmdadmmmdﬁth‘nﬂ

HhuH.l‘Hit

\‘P ~ A

Orboard and
Other

4T

Hong Kong Express
201 6 Ancillary Revenue Sources
Based upon compary disclosures

Trip Insurance
Chher Fees

HmLClr

Onboard Retald
and Other
1%

Source: IdeaWorks Company

Airline CRO Research 2017
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CASE STUDY

JetBlues "Even More Space” - When a
seat is more than just a seat

Great ancillary products are not just an upsell;
they add value to your customers. Once
customers recognize this added value, they'll be
willing to pay extra for it. If done right, such
ancillary products will not only add revenue but
also increase your customer satisfaction.

JetBlue's Even More Space product definitely
meets all the criteria of a great ancillary product:

1 Added value

No, it's not just a seat with extra legroom. If you
purchase Even More Space, you actually get:

e Extra legroom

e Early boarding

e Early access to overhead bins

e Even More® Speed - expedited
security in this departure city

If you select Even More Space, JetBlue gives you
Even More Speed for free.

Basically, they bundle the lower priced product
(Even More Speed) with the higher priced one
(Even More Space).

? Clear communication and user
experience (UX)
A great product and value proposition is not
enough. You need to communicate it clearly to
your customers. JetBlue does a great job of this
in different ways:

Name & logo (branding) - It starts with a special
product name. Even More Space is a seat product
for seats with extra legroom. It's part of JetBlue's
Even More concept, which also includes Even
More Speed (fast security lane). The name itself
already communicates the value.

Additionally, they have a special logo and
branding for the Even More products.

Digital Merchandising Survey 2018 © grlggé?



Clear communication of the value
proposition (USP) - As discussed,
Even More Space is not just a
seat. You get more. JetBlue does
a good job of communicating the
benefits at the right time during
the booking process.

You can see the Even More logo
next to the seating chart on the
right, and the benefits on the left:

The benefits are also shown
before the final confirmation of
the product:

Digital Merchandising Survey 2018

From roomy to roomier

0® 9%y
=

Early boarding Early access to
overhead bins

Ewen More Space seat cusinmen hae

Wit Even Maors Space the option 1o be among B Syl cuRiomary

= Evan hisre Sgade iaal cuianadn cin
freviges joy up 50 307 of legroom o bosard the secrak o
kg schvanlage of airty Bl
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Even More Speed

Youl alno god Evwen Mo Spaed. our fast lane o the: secerty chackpoint. whan you perchass an Even Mo Space saat

L I N

Even More Space

Hira! Mera's éven MOone = your vy E. . . 1a . .g

Even hiored Space purchase ﬁ__\;

e - 000 X000

EVEN MORE’ | HBE <2 X0 X

This saat includes * B X2 XxB R
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Even More® Space

You have selected an Even More® Space seal for an additional cost of $101.00.
This seat includes:

s Exira legroom
« Early boarding
« Early access (o overhead bins

Even More® Speed - expedited security in this departure city.

Cancel PURCHASE SEAT FOR $101.00 USD
diggin
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Pre- and post-communication - In STRETCH OUT
[

his best-selling book Pre-Suasion,

well-known psychologist Robert PEACE OUT
||

Cialdini explains how people are

much more receptive to We've got the most legroom in coach’, but if you're

messages if we plant a “pre- looking for even more, choose an Even More’ Space seat.
suasion” message before the key oo,
srali, EVEN MORE"

JetBlue shows you this message
just before you get to the page to
select seats:

Once a customer selects the Extras
product, he can clearly see the
added value of his choice (free

Even More Speed prOdUCt) at the EVEN MORE* ., Included with Ever Mare Space and the Mint Experence. Dedicated securty e Included
neXt Step _l:_-' gots you o your gate quickly. Even More® Soeed informartion i phesn

Coritiras with Mights oy

Even More Speed: Save time with a dedicated security line.

Boston, MA [BOS] ) Les Angeles, CA [LAX]

Ixtok FRanke Included

Los Angeles, CA [LAX] &) Boston, MA [BOS]

I tziok FRanko Included

3 The results
Based on the IdeaWorksCompany's 2017
Ancillary Revenue Yearbook data, Even More
Space is JetBlue's largest a la carte product and
generated $238 million in 2016, which would
mean $6.20 per passenger.

. Margin contribution and NPS impact of JetBlue's ancillary products
Remember, great ancillary

products don't only
generate additional R
revenue. They add value
and improve customer
satisfaction.

NPS Impact

Based on the Market
Realist report and JetBlue
data, Even More products

have the biggest impact on @
JetBlue's customer -NPS
satisfaction score (NPS):

diggin
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Are you offering upgrades or bundled ancillaries?
60%

50%

40%

30%

20%

10%

0%

Yes

Fare Product Bundles
100%

0%
80%
70%
60%
50%
40%
30%
20%

10%

0%

I l — -
FSC

All airlines Lec

mFare Families = Branded Fares ®No - fare bundling
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FARE PRODUCT BUNDLES

Product bundling is a merchandising concept
popular within many industries. Just think about
mobile subscription packages where various
features (like call minutes, number of messages,
and mobile data) are bundled together so you can
choose the “package” that fits you best.

Airlines adopted this concept with the low-cost
model, where the main product (basic fare) is
unbundled and additional services are offered as a
la carte extras. However, eventually most of the
LCC carriers applied some sort of re-bundling
through branded fares. All but one of 13 LCC
carriers from our survey are using the branded
fare model, and some are combining it with
subscriptions.

Typically, branded fares provide two or three
choices (in a Basic, Better, Best model - each
offering a defined list of services) for a seat
booked on a flight. Each branded fare is always
available (does not sell out as the aircraft fills).
Usually, there is a fixed price difference between
options, so it's easily understood by the
customers.

SELECTING A PREMIUM (BUNDLE)
SHOULD ADD VALUE TO THE CUSTOMER
NOT ONLY BY MAKING THE DECISION
PROCESS SIMPLER, BUT ALSO BY
PROVIDING REAL VALUE. BUNDLED
PRODUCTS SHOULD BE LESS
EXPENSIVE THAN IF BOUGHT
SEPARATELY. SEE THE ATTACHED AER
LINGUS EXAMPLE FOR BRANDED FARE
PRODUCT DESIGN.

e Baggage hall = ™
Arrivals hall £

g 12-T

Digital Merchandising Survey 2018

Many FSC carriers still use the fare family model
when it comes to bundling.

18 out of 38 carriers from our survey are using
fare families for fare product differentiation. As
the fare family model is defined by the fare rules
and complex revenue management procedures, all
18 are FSC carriers. Fare family has three big
limitations when it comes to true merchandising.

First, the differentiation between options is tied
around fare rules (flexibility of date changes and
cancelation and refund policies), which makes
differentiation less transparent.

Second, with the fare family model the lower
priced fares sell out as the aircraft fills. This
means that the customer is sometimes forced to
select a certain bundle because others are not
available, which is bad for transparency.

Last, but probably the most important aspect, is
the mindset. Fare families were traditionally used
by revenue management departments for
segmentation and to maximize yields. With the
evolution of ancillary, in a lot of cases revenue
management picked up ancillary responsibility as
well. In our survey, for 6 out of 18 FSC airlines,
revenue management is still responsible for
ancillary products and pricing.

Typical airline revenue management is focused on
forecasts and calculating prices and yields. They
are not really equipped for true digital
merchandising and ancillary product
development, where other skills (understanding
customers, product development, user experience
design, upselling and cross-selling) are needed.

This is why we see more and more airline ancillary
departments (and even merchandising
departments, especially in the U.S.) taking over.
(You can read more about organization in the last
section — Organization & Integration).

diggin
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EXAMPLE

Example from American Airlines of a
fare product segmentation strategy
and branded fare upsell in practice:

These two examples show that a bundled fare
product segmentation and strategy is not enough.
If you want to increase revenue you need to
implement smart branded fare upselling digital
merchandising techniques as well. You can find
more detailed examples of these upsell tactics in

the Section Il — Digital Merchandising Techniques.

Digital Merchandising Survey 2018

Medaand W
rvestor Doy &

Product Segmentation Appeals to Broad Customer Base

Are you sure?

Carry-an
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Upgrades

Flight change

Boarding

r
Price
-
(%)
You chose Move to
Basic Economy Main Cabin
Lowest fare Good value with benefits

w  Nitem that fins under the seat
(Mo access to overhead bin)

Seats assigned at check-in®
W Nt aliginle for upgrades®

¥ Mo fight changes or nefunds®
Board in last growp

*Rubtes apgly 1 0l passengens intng ALIvanage
ehiey
Rownd tng
$187 =
person
Tl §180.41 {all passsngar)

Accept restrictions

o Camy-on L personal item
{access 1o overhead bin)

w  Ohoorse your seat [fee may apply)
W Eliplde far upgrages on Amancan lights
W Flight changes alawed [Fee applbed]

+"  General boarding

Riound trip

> 201 Feron

Total 5200 40 (all passengers)

Move to Main Cabin

diggin
© trg\gjel



EXAMPLE

Example of a branded fare product

guidelines:

Below is an older but still relevant example from
Air Lingus of branded fare product guidelines.
Many airlines still fail to present their fare family or
branded fare products in a way that differentiation
and value of the upsell is clear.

Pre-selection

Vibrancy & colour

Name and benefits should Simple layout

instantly communicate a _
bargain / saving among Transparency will emphasise

relevant traveller Stand Out bundle elements

segment(s) Und -
Comparison must be D | NGerstancing
effortless

Be convenient
Reduce effort
€ Value Offer control

Needs ey

Reward sensible
decisions

¥
Be ocbvious

Make the unbundled option
more expensive

Ensure the bargain is logical
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70%

60%

Who is responsible for pricing of ancillary products?

50%
40%
30%
20%
m% -
o% [

Ancillary revenue department

ent d ent Depends on ancillary product / service

Marketing department

How integrated (on a scale from 1 to 5) is ancillary revenue uptake % in your base fare

45%
40%
5%
30%
25%
20%
15%
10%

5%

0%
1 - ANCILLARY PRODUCTS REVENUE
AND % UPTAKE IS MOT INCLUDED IN
QUR PRICING CALCULATIONS
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pricing calculations?

2 3 - WE TRACK AMCILLARY REVENUE
SEPARATELY AND ADJUST FARE
FRICES OMN AD-HOC BASIS
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PRICING COMPLEXITY

Based on the prior section, you can see why it's
crucial to have ancillary or merchandising
departments in charge of ancillary products
development.

The ancillary model has also made the job of
pricing and revenue management much more
difficult. Using basic (unbundled) fare products
allows airlines to use lowest fare as the tactical
market fare. It's also a logical response from the
FSC carriers to the LCC competition. However, to
maximize the opportunity of such an approach,
airlines need to incorporate new parameters
(branded fare product pricing and upsell %, a la
carte ancillary pricing and a la carte uptake rates
%, implication of various upselling methods on the
overall conversion rate) into their overall pricing
and yield optimization calculations.

The following quote from a recent McKinsey
article (“How airlines can gain a competitive edge
through pricing”) underlines the same challenge
and opportunity (5-10% improvement in revenue
by their estimate) when it comes to pricing
integration:

“ “RM departments at most airlines are siloed
from other departments, such as sales and
marketing, which hinders their ability to collect and
wield the customer data needed to optimize total
revenue. In addition, few airlines employ data
scientists, which prevents them from harnessing the
latest advanced analytics tools to create cutting-
edge predictive and prescriptive revenue-
optimization models. If airlines work to address
these shortcomings, we estimate they could reap a 5
to 10 percent improvement in total revenue.

“Airline RM today is an exercise in setting prices and
managing yield through inventory—how many seats
are left, and what is the highest price we can sell
them for? But in the quest to optimize total revenue,
inventory is just one input to the final price
presented to a customer. To realize the potential of
total RM, airlines must adopt

Digital Merchandising Survey 2018

This added complexity is definitely one of the
bigger challenges airlines currently face with their
ancillary revenue initiatives. Our survey shows that
the pricing of ancillary revenue is in most cases
either the domain of the ancillary revenue
departments (57% of survey responses) or the
revenue management departments (29%).

However, pricing of fares and ancillary pricing are
two separate and unintegrated processes for most
airlines. 34% of airlines stated that ancillary
products revenue and % uptake is not included in
their pricing calculations. Furthermore, 84% of
surveyed airlines track ancillary revenue separately
and adjust prices on an ad-hoc basis. Only 11%
incorporate branded fare % upsell and a la carte
ancillary product % uptakes into their base fare
pricing.

a bundled model that considers not only ticket price
but also the probability that passengers will
purchase other goods and services from the airline
before, during, and after their journey.

“But most airlines do not have the analytical
capabilities that are essential to making those types
of predictions. In fact, the software necessary for
total RM optimization does not yet exist, as most
software providers are still focused on optimizing
ticket revenue through increasingly advanced
forecasting and optimization (for example, origin and
destination forecasting and optimization). Airlines
will need specialists who can create these models
from the ground up rather than operations
researchers who can tweak existing models.” ”

As you can see, this challenge certainly isn't a
simple nut to crack. The best approach requires
new skills and new systems. Airlines now
recognize the importance of the new skills part
and are willing to invest in building them (see the
Customer Centricity section). The system parts,
however, is another story as it remains one of the
biggest pain points for ancillary revenue
professionals - as you'll see in the Innovation &
Technology section.
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INNOVATION & TECHNOLOGY EVALUATION
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How flexible are your booking and post-booking platforms?

60%
50%
40%

30%

20%
10% I
0%

1 - NOT FLEXIBLE: difficult to 2 3 - FLEXIBLE: but it takes time 4 5 - VERY FLEXIBLE: we can
change and add new ancillary and effort to change and add intoduce new ancillary products
products and processes new ancillary products and and processes quickly without
Processes much effort

(IN)JFLEXIBLE BOOKING PLATFORMS

For now, let’s just say that CRO is the key to
customer centricity, and customer centricity is a
must for great digital merchandising.

The main learning when it comes to booking and
post-booking platforms is that nobody is really
happy with them.

40% of survey respondents claim their platforms
are not flexible (answered 1 or 2) for digital
merchandising.

Another 55% said their platforms are somewhat
flexible, but it takes time and effort to add new
ancillary products and processes.

The answers to this question are very similar to
the results of the question about booking engine
flexibility from the Diggintravel Airline Conversion
Optimization Survey. In that survey we asked
airline ecommerce pros how flexible their booking
platforms are when it comes to A/B testing.

You can learn why testing and conversion
optimization (CRO) is important for increasing
ancillary revenue in detail in Section 4 - Customer
Centricity.

In both surveys, the share of airlines who were
satisfied with their booking platform flexibility
(answered 4 or 5) was less than 15%.
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How flexible is your internet booking engine (IBE) for A/B testing and other
experiments?

40%

35%

30%

25%

20%

15%

10%

5%

0%

1 - Our IBE doesn’t support A/B 3 - We can do basic and semi- 5 - We completly own and mange
testing and experiments camplex experiments and A/B booking flow and have no
tests on ongoing basis limitations with A/B testing and

experiments

SHOULD BOOKING PLATFORM (PRE)DEFINE YOUR DIGITAL
MERCHANDISING TACTICS?

During the digital audits of the surveyed airlines, Many airlines use solutions from mainstream
we found an interesting pattern. At least 11 out of airline IT tech providers which are not flexible.
38 airlines (almost 30%) had a very similar They need to wait for major product releases for
booking path experience. solutions that just aren't flexible enough.

The digital merchandising process, meaning So what can you do about it?

branded fare / fare family display, ancillary a la
carte flow, a la carte selection and presentation
UX, was conceptually the same. Design and
styling was different, but digital merchandising
mechanics were basically identical. Or, as they
say, “if it looks like a duck, swims like a duck, and
quacks like a duck, then it probably is a duck.”

Satisfaction with their booking platform was
below average for these 11 airlines, and 7 of them
claimed their platform is not flexible. It probably
isn't a coincidence that all but two of them were
classified as Laggards.

In my experience, based on the feedback | get
when talking to airline pros and survey
respondents, legacy/one-size-fits-all booking
platforms are limiting airline digital merchandising
initiatives.
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OWN YOUR PLATFORM(S)

According to English dictionary verb “own” can
have different meanings:

verb
1. have (something) as one's own; possess.

2. take or acknowledge full responsibility
for (something).

When | talk about airlines owning their online
booking platforms, | mean the latter - to fully take
control and responsibility of the platform. So, not
necessarily building their own, but having full
control over it.

Your ideal digital merchandising platform would
allow you to have different booking and post-
booking path versions with dynamic content,
based on customer data and behavior. It would
also enable you to experiment (execute A/B
testing) at scale.

In a way, it should be the exact opposite of how
two of your airline colleagues described their
situation in their survey responses:

“Changing the channel UX's quickly to test new ways
of selling - the channel programming process is too
slow.

"We don'’t have flexibility in our digital channels to
introduce products (new and current) and do AB
testing.”

i

ESTIN

—_—
E———
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You can apply the same quote we used for a
definition of a modern ecommerce platform in our
Airline Conversion Optimization survey for
ancillary and digital merchandising as well:

“A marketer’s ability to leverage conversion
optimization is often made or broken by the
ecommerce platform. When templates are hard-
coded, it can be costly and [time-consuming] to make
even simple changes - especially when it requires
outsourced development to implement these
changes. If the marketer cannot make these changes
[...], the incremental gains of optimization are more
than offset by the costs to run them [...], which may
force marketers to only run very simple tests, which
don't bring a high enough return to justify continued
investment in optimization.

The ideal ecommerce platforms for testing flexibility
typically are CMS-driven, where the marketer can
control the front-end without IT, or multi-tenant, plug-
and-play where features can be turned on and off by
the marketer at zero cost, and nearly instantly
without breaking code. [...]"

—Linda Bustos, Co-founder and Managing Partner at
Edgacent, an e-commerce advisory firm

The biggest online travel retailers, like
Booking.com and Airbnb, built their own booking
and experimentation platforms. This enabled them
to experiment and consequently grow at a large
scale.

When | talked to someone from one of the largest
LCC carriers, they said they see building such a
flexible platform as the crucial next step for their
online and ancillary growth.

Similarly, 50% of our survey respondents claimed
that booking and post-booking platforms is an
area in which they will invest in 2018.
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How mobile ready are your systems for post-booking ancillary upselling and
cross-selling?

70%
60%
50%
40%
30%
20%
-0 B
. = [
1 -desktop centric (not 2 3 - responsive design (optimized 4 5 - mobile first design (designed
optimized for mobile) for mobile) for mobile)

MOBILE - TAKING THE NEXT STEP

You're probably tired of hearing the mobile When it comes to apps, however, airlines are

argument and the stats about how mobile is certainly facing a dilemma.

growing exponentially compared to desktop

usage. Earlier in the year when we asked almost First, building an app and motivating users for

100 airlines and travel marketing pros about the active usage of that app requires a special skillset.

key trends for 2018, mobile was quite low, in 7th

place. But when it comes to investment, it was Second, motivating users that don't fly frequently

higher - in 4th place. to download and use the app is very difficult.
There are a lot of stats demonstrating that people

This leads me to believe that mobile is not just a are using apps all the time (for example, data from

buzzword; it's a reality, and we are all aware of its Flurry Analytics shows that 90% of time on mobile

importance. However, the transition to mobile is is spent in apps).

not easy.

Based on our survey results, we can see that most
of you (58% of our survey participants) are at a
stage where your merchandising platforms are
optimized for mobile. This is fine, but it's still
middle-of-the-road. When it comes to mobile, the
final destination needs to be mobile-first, or a user
experience designed especially for mobile (not
desktop optimized for it).

Testing of mobile apps was not in the scope of our
digital audit. That's a bigger area that requires
special research.
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However, the competition for app attention is
fierce: according to Quettra 6 of top 10 apps are
messaging apps. Furthermore, these top 10 apps
dominate 97% of consumers’ time.

This is why we see many airlines building
messaging platforms on apps that already have
high usage and adaptation like Facebook,
WhatsApp or WeChat.

Recent Google research shows that 87% of people
say they can be loyal to a brand without having its
app on their phone. In fact, 53% of smartphone
users say they do not have their favorite brand'’s
app installed on their phone.

I'm not saying that investing in your own app is
the wrong strategy. Your most valuable customers
(frequent flyers) are probably heavy users of your
mobile app. They also spend more on your
ancillary products.

LEVERAGING AN APP TO IMPROVE THEIR
USER EXPERIENCE BY OFFERING THE
RIGHT ANCILLARY PRODUCTS IS THE
WAY TO GO.

Digital Merchandising Survey 2018

For me personally, having my boarding pass in my
iPhone Wallet, ready to be pulled up at the
appropriate time, is still one of the best mobile
experiences.

Just recently it was announced that support for
mobile boarding passes is coming to Google Pay.
Google Pay already lets you store credit cards and
loyalty cards, which makes for an intriguing
environment for airline ancillary products and
merchandising.

My point is that it's very challenging for airlines to
navigate the mobile-first world. Regardless of the
scenario (a mobile website, an app or a messaging
platform), you need to plan and design special
mobile experiences.

This is the next step - the step from optimizing for
mobile to building experiences specially for
mobile.
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CASE STUDY

An innovative ancillary upsell on mobile , =

Goibibo is India's fastest growing travel booking < @ Goibibo O %
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Do you use any of the following advanced methods for your ancillary offers?

No (or no answer) Predictive analyitics Recommendation engines Machine learning Artificial intelligence

T0%

60%

50%

40%

30%

20%

10%

0%

MACHINE LEARNING ON THE RISE

You've heard it many times by now. Be the
Amazon of travel, do product recommendations
like Netflix. They are using fancy machine learning
for their fancy algorithms, and so should you for
your ancillary product recommendations.

Although artificial intelligence and machine
learning are more than 30 years old, there's been
an increased “hype” over the last two years:

® machine learning

Search term

+ Compare

Worldwide - 2004 - present * All categories ~ Web Search =

Interest over time

| 4=
~
~
)
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WHAT CHANGED IN THE LAST TWO YEARS?

In the past, if your organization is not huge,
machine learning has probably not been realistic
for you.

This isn't true anymore. Now, you can use cloud
machine learning services like Google Cloud
Prediction APl or Amazon Machine Learning
Service. These services make machine learning
accessible basically to everyone.

This is why we wanted to see how many airlines
are experimenting with these new methods for
their ancillary product recommendations.

Based on our survey feedback, most of you still
don't use these advanced methods extensively for
your ancillary and digital merchandising
initiatives:
* 63% said they don't use any or didn't
provide an answer
* 21% claimed they use predictive analytics
* 13% built recommendation engines and
* 11% are using machine learning and
artificial intelligence

CAN WE GET RID OF THE CLICHE?

The right customer, the right product, the right
time, the right channel... this is probably the
oldest cliché in ancillary theory. You and every
other ancillary or digital marketing professional
I've talked to know it. Where we struggle is how to
do it in practice.

We all know we have the data to provide better,
more personalized offers (more on that in the
Customer Centricity section). Our web analytics
track what our users do and how they behave on
the web. We have the booking and the past
purchase data. Furthermore, we know where in
their customer journey our customers are
currently.

We should be able to make an educated guess

about what our customers will want in the future,
right?

Digital Merchandising Survey 2018

This is exactly what Finnair is trying to do. Anni
Ahnger, Finnair's Head of Digital Revenue (her
great title seems like it was made for this report!),
explained their goal in a recent interview:

“The aim is to combine purchase history, past
website behaviors, external data, and predictive
algorithms to find out what the customers actually
want.

"Predictive analytics is the next-step evolution of
analytics. For airlines that are working in e-
commerce, predictive analytics has been a popular
tool. We want to cater to our customers in the best
possible ways, and make the purchase experience
easier.”

PAST

Behavioral segmentation
‘What they've done’

PRESENT

What they are
doing right now
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HOW CAN MACHINES HELP WITH THE COMPLEXITY?

Having the data and knowing what to do with it is Below is a great example of parameters and
not enough. There are just too many parameters variations from Lee Barrett, Director of Ancillary
for humans to consider. Revenue at VivaAerobus:

Avinash Kaushik, guru of Web Marketing

Factor Variations Examples
Analytics, provides a great illustration about the Channel 5 Wb, Mobile, Contact Center, App, Brick & Mortar stores
complexity of digital marketing campaigns: oty . Sockipa. ConRmesn, esseged Eiotts. Check in
Product Categories 10 Seats, Luggage, Madalities, Insurance
“Most manual touch (even with a tool) search et e
. . R Price Variations 3 Seasonality, Booking Window
campaigns take into account three or four signals. — = ., T Langlh
Keyword. Time of Day. Location. Something else. Customer Groupings 8 Segments based on Trip Demographics
Even the most “automated” approaches from your SEE e i Bt

advanced agency will use a handful more. Yet, an Pofential Test
Opportunities:

entity like Google or Facebook has hundreds (not a 1.2 Million
metaphor) of signals it can use to deliver the right ad. i e s
There is no way any manual approach can solve for

this. Machine Learning to the rescue.” ) . .
It's quite obvious that no human can process 1.2

. o million combinations.
| would say there is a similarity here to our

ancillary product recommendations. In the best
case, we consider three to four parameters to
suggest a product. However, the reality is there
are many more parameters that influence each
passenger differently.

require Flle, econd ses
aort] The Boils eovi e
require ' spec helper

require ‘repec/rils’

require ' copybare/rames
require 'copybare/reis
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EXAMPLES

Examples of Machine Learning in

practice

So what is VivaAerobus doing about it? They are
using machine learning for propensity modeling.
Using propensity models, they try to predict the
likelihood of a customer purchasing a certain

Tony Fernandes, CEO of AirAsia recently stated
the airline has spent the last two years fine-tuning
its data. The key goal is to figure out new ways for
monetization. They launched machine learning
initiatives to support this goal.

One such initiative is personalized baggage
pricing, which AirAsia is testing. The airline is

working on dynamic pricing on checked-in
baggage based on flyer profile and data. You can
see examples of the new roles and job
descriptions AirAsia is creating to support this

ancillary product.
Data & Rank Display
: I 1 - 20 kg Baggage

W 20 kg Baggage

2 Travelers F HO g H 1 1
' Bocking Language: ES Baggage - Pricrity Check-n
Long Weekend Stay, | el rossorcmn:2 i) ot Sl initiatives, in the Organization and Integration
Short Booking Booking Date: Sept 20, 2017 Oversized Bag T 1

Window, Bocking Window. 14 days Baggage Profection 3 section.

Low Cost Trip Length: 4 days Travel Protection 5
- Trip Cost: 1596 MXN Prioeity Checkin 2

Trip Origination: CUN- Cancun

Ramesh Venkat, CIO at Flydubai, recently
presented how the airline plans to leverage
artificial intelligence to maximize ancillary
revenue:

A Roadmap: use of Al to maximise ancillary
revenue,

Response taaffers
(commraons)

Let me conclude with an actual example from our

Similarly, United Airlines is using propensity industry from Avinash Kaushik:

models for quite some time. Back in 2014 they
explained for a Fortune article how this approach
led to an increase in year-over-year ancillary
revenue of more than 15 percent:

“A large hotel chain wanted to solve this problem:
90k travelers are stranded every day in America
across 5,145 airports. How can the hotel ensure that
they show up at the right moment for all these

“We look at who the customer is and his or her people?

propensity to buy certain products. More than 150
variables about that customer—prior purchases and
previous destinations among them—are now
assessed in real time to determine an individual’s
likely actions, rather than an aggregated group of
customers. The result, delivered in about 200
milliseconds later, is a dynamically generated offer
tailored to the individual. Its terms, on-screen layout,
copy, and other elements will vary based on an
individual’s collected data.”

The solution was to leverage real-time signals like
bad weather, flight delays at 5,145 airports, and other
such data, combine that with ML powered algorithms
to automate ads and messaging in the proximity of
local airports. All sans human-control. Result? 60%
increase in bookings in targeted areas.

ML + Automation = Profit.”

diggin
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DIGITAL
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TECHNIQUES




To understand which digital merchandising
techniques airlines are using to increase ancillary
revenue, we asked the following questions in our
survey:

* Which UX optimization processes do you
apply to your ancillary upsell and cross-sell
activities?

* Do you track at-purchase vs. post-booking
ancillary revenue split?

e What is your approx. share (%) of at-
purchase vs. post-booking ancillary
revenue?

e What kind of methods do you use for post-
booking ancillary revenue upselling and
cross-selling?

e Do you use any email or marketing
automation platforms for post-booking?
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e What skills do you see as the key for
successful ancillary upselling and cross-
selling?

In addition, we reviewed the following during the
digital audit of the booking platforms:

e Upsell methods used for fare bundle
product upsell

e Upsell and cross-sell methods used for a la
carte ancillary products

e Use of key conversion optimization
elements such as clarity, value proposition,
relevance, and urgency

Based on the above we ranked Digital
Merchandising Techniques from 1 to 5 for each of
the 38 participating airlines. The goal was to
evaluate maturity for the airlines and identify best
practices from the Leaders for this category.
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Which UX optimization processes do you apply to your ancillary upsell
and cross-sell activities?

90%

80%

70%

60%

50%

Web and ecommerce analytics Email analytics and testing

40%
30%
20%

0%

A/B testing

Full-scale Conversion rate None
optimisation process
(analytics, A/B testing, user
feedback & research)

DO YOU KNOW WHAT IS HAPPENING IN YOUR OWN "STORE"?

First, let me tell you one thing:

conversion rate optimization (CRO)

user centricity

This is especially true for digital customer
centricity. Conversion optimization is a systematic
process of understanding your customers and
optimizing based on their input.

However, last year when we assessed airlines with
our Airline Conversion Optimization Survey, half of
the 28 airlines were identified as laggards. This
basically means that they are not very customer-
centric when it comes to designing their websites.

This was an assessment of the main store-fronts
(airlines.com), so you can imagine it doesn't get
better when it comes to post-booking and other
ancillary platforms.

In fact, in terms of applying the
conversion optimization process to ancillary

Digital Merchandising Survey 2018

upsell and cross-sell activities, less than 20% of
surveyed airlines claimed to be doing it.

When it comes to digital merchandising, most
airlines do web (79%) or email analytics (49%), and
nearly half do a bit of A/B testing (44%), but only a
few have a real user-centric approach (CRO
process in place).

All Leaders from our survey perform at least A/B
testing for their ancillary offers, and most even have
a full conversion optimization process in place.

On the other hand, only one of the Laggards does
A/B testing, while all others only perform website
and email analytics.

WITHOUT A REAL USER-CENTRIC
APPROACH TO DIGITAL UX, YOU CAN'T DO
ANY REAL DIGITAL MERCHANDISING.

Or, to repeat the question from the beginning of this
section: how can airlines become digital
merchandisers if they don't know what's happening
in their own "stores"?
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INCREASING CONVERSION AND UPSELLING AT PURCHASE - THE CRO

APPROACH

When it comes to upselling at purchase, your most
common challenge probably is finding the right
balance.

How can you know when there is too much
upselling? Will you lose customers if you push it too
much? These are the questions all ecommerce and
ancillary pros are asking themselves.

So, what is the right answer? You'll only know if you
have a systematic conversion optimization process
in place. There are usually four stages in any CRO
cycle.

Here are the key elements for upselling at
purchase:

* Measure - having detailed analytics in
place: measuring conversion rates, bundled
product upsell rates, ancillary uptake rates,
add to cart activity, and average order value

e Analyze - understanding your users:
performing surveys, session recordings,
user testing and other research to
understand their key fears, why they buy or
don't buy a la carte products, onsite
shopping behavior, etc.

Digital Merchandising Survey 2018

e Optimize - optimizing your booking
experience: optimizing your booking funnel
experience based on analytics and user
feedback

e Test - validating your optimization cases:
performing A/B tests on a regular basis;
executing split path testing on various
booking funnel paths

The last part, running different versions of your
booking funnel and performing split path tests, is
especially crucial for bigger optimization gains.
You need a holistic approach.

Running simple A/B tests is not enough. If you
can't measure the effect and correlation of
different elements (overall conversion rate, bundle
upsell, a la carte uptake, average order, total
revenue), there is a risk that your partial
optimizations may actually have negative overall
results.
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CASE STUDY

Ryanair bundled fare upsell

Ryanair does a great job with user experience (UX)
for the bundled fare options.

Once you select a flight you  Milan Bergamo to Fuerteventura
get three bundle optionS: 7 Fri 15 Jum Sat 16 Jun m hion 18 Jun Tue 19 Jun »
. € 18669 £218.27
Standard, Plus and Flexi Plus. ' !
The presentation is clear and RYANAIR
you can compare all features Direct (4 e 10 mins)
: 14:45 17:55
eaSIIy' bdian Bergama Fusrigventura
Standard fare +) Plus ) Flexi Plus
Lowest lare Lowest Tane Lewest Tane
&0 day checkein 60 day check-in
20kg chack-in bag 20k check-in bag
Priomty & 2 Cabsn Pty & 2 Cabin
Bags Bags
Reserved standord Any reserved seat
go Flexible tickets
Optional airport
chaegk-in
Security Fast Trogk
O € 2509 O € 284.32 O €327.30
If you select the “Standard Save with just 1 click
fare” option, they upsell you ™
the “Plus” package with a [ Upgradeto (4 Plus & SAVE 10%
% €66.82
message Where features and }\J‘ . 60 day check-in 20kg check-in bag ) -
SaVingS are emphasized: w Prigeity & 2 Cabin Bags Reserved standard seat

\ - -
However, where Ryanair really does a better job
than other airlines is that this message is
dynamic. It varies based on the user and search
data. | got the above upsell message when | was
searching for Milan — Fuerteventura flights for
one person.

When | searched the same
flights for my family, | got this
upsell message:

Save with just 1 click

All of this for your family with Pfﬂ"'Famil-f Plus & SAVE 10%
Prigrity & 2 Cabin Bags for all the family € 1 47'3 8

2 ¥ 20y chack-in bags
Discounted standard Seals S0 everyone Sits 1ogethes e

Customized upsell product
options and messages that
are relevant for the user
certainly have a much better
effect.
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CASE STUDY

Jetstar bag upsell

Similarly, Jetstar (an Australian low-cost carrier)
does a good job with their bags ancillary product

upsell UX.

They make it easy for you to ;

understand the different bag ?ﬁﬁ%gﬁ%ﬁ%@m G (e
options. In addition, they

build urgency by X - L] ] . ¥ il
emphasizing the savings if Oig 15k 204k 25ig 30k 35ig 401
you buy now versus buying WERC S | I IR e R ) Rl et

later (at the airport).

Firces bated an per passenger

Select bags for individual flights

If you select the no bag

option, they display this 8 - N § uf ¥ afl
message: Okg 15ig 20k 25k 30k 35k 40k
B 15= 4 5~ o 1 -(-4:”' = 22W e P 125 f35= b= i B 131" fre
[ ]
‘L.‘Irrysum?

It's mans sxpaniie 15 534 Bagpaps onling kiter, Snd Much Mon Spisdlve 16 5dd it 8 the alFpan.

Different upsell messages

are displayed if you select & i n o ¥ ¥ (]
the 15kg and 20kg options. Okg 15k 20kg 2519 30k 35k 40k
FAEE LER | BTT 4T 2T 4220 5T 45T 09T 4297 310 a1
t' Prqamfarb&cﬂf.,'

Upgrade now to taks everything you need and avold sxoess baggage fees.

x i ] m ¥ ul il
Ok 15kg 20k 2519 30k 35k 40k

5" 4ei15% L i Tl oL T L b7l L o P 1255 125" P 129" 459" 1315 ez
= wch wech wech ach wach
()
1‘ Mart popular
The cheice for
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Do you track at-purchase vs post-booking ancillary revenue split

70%
60%
50%
40%
30%
20%
10%

0%

Yes No
What is your approx. share (%) of at purchase vs post booking ancillary revenue?

35%
30%
25%
20%
15%
10%

) I I

- l l

100% AT 0% - 10% 80%-20% 70%-30% 60%-40% 50% AT 40%-60% 30%-60% 20%-80% 10%-90% 0% AT
PURCHASE - 0% PURCHASE - PURCHASE -
POST BOOKING 50% POST 100% POST
BOOKING BOOKING
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LEVERAGING THE POST-BOOKING PERIOD

One thing that is evident from the chart is that the
share of ancillary revenue you generate in the
post-booking period depends on your airline
business model.

Some full-service carriers actually have higher
post-booking shares because they don't sell much
ancillary during the booking process. They don't
sell bags or seats, so most of the ancillary revenue
is generated post-booking (like duty free sales,
hotel & car cross-selling, and advertising).

The other stat in this section - 39% of airlines don't
measure the at-purchase vs. post-booking
ancillary revenue split - shows that the post-
booking period is often still neglected. What you
don't measure, you can’t manage efficiently.

On the other hand, the Leaders from our survey
who provided this data on average generate more
than 25% of their ancillary revenue in the post-
booking period.

All Leaders are LCC carriers who have a full-scale
ancillary portfolio of products.

IT'S CLEAR THAT DIGITAL
MERCHANDISING LEADERS
UNDERSTAND THE IMPORTANCE OF THE
POST-BOOKING PERIOD. THEY HAVE FAR
MORE CONFIDENCE IN THEIR ABILITY TO
UPSELL/CROSS-SELL AND DRIVE
ANCILLARY SALES POST-PURCHASE.
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And where does this confidence come from?

In a nutshell, they have a digital and data-driven
mindset, they're masters of ecommerce, and
they're user-centric.

IF YOU WANT TO EXCEL AT ANCILLARY
REVENUE, YOU SHOULD TAKE
ADVANTAGE OF THE FULL CUSTOMER
JOURNEY.

Understand the customer journey (you can read
more about that in the next section), create digital
touchpoints, and leverage booking and other
customer data.

Most of all, connect ecommerce and digital
marketing with your post-booking ancillary
upselling and cross-selling activities - which brings
us to the next section.
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CASE STUDY

Lufthansa innovating with new
digital touchpoints

Lufthansa created a 360° video of the cabin of its
long-haul aircraft. Their employees then presented
VR headsets to passengers waiting at the gates in
Newark and Frankfurt. Once passengers had seen
the new cabin, Lufthansa offered the upsell - an
upgrade to a premium economy seat.

Torsten Wingenter, Lufthansa’s senior director of
digital innovations, said:

“Virtual reality gave the company
the first chance to show the
product in an emotional way.” '

As reported by the New York
Times, the initial results were
good. According to Mr.
Wingenter, a significant number
of economy passengers chose
the $299 premium economy
upgrade after the virtual reality
experience.

The crucial part is getting the
timing right. According to
Wingenter:

“It doesn’t work at check-in,
where there is too much stress
and hassle. At the gate it's a
totally different situation. People
are relaxed, looking forward to the flight and,
particularly if it is their return flight, already know
how much they've spent for everything on their
trip. They say, ‘$300 for this is something I'll do

rn

for myself. | want to sleep on the flight’.
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What kind of methods do you use for post-booking ancillary revenue upsell and cross-

sell?
Email Own airlineapp & push Print decuments (boarding Offline media (TV, print, Other
notifications passes, checkindocs...) billboards)

Do you use any of the following email or marketing automation platforms for
post-booking?

System generated emails In-house email platferm Email service provider (like Marketing automation platforms Messaging apps & chat bots
Mailchimp, Mandrill...) {Marketo, Oracle, IBM...)
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EMAIL STILL RULES POST-BOOKING UPSELLING AND CROSS-SELLING

Our survey results show that email is still by far
the most used method for digital merchandising in
the post-booking period.

¥

You can read more about how to maximize
ancillary with email in the “Triggered emails are
key for post-booking upsell” section below.

95% OF THE SURVEYED AIRLINES ARE
USING EMAIL FOR POST-BOOKING
ANCILLARY PROMOTION.

39% of the airlines use their apps and push
notifications, the second most-used method in
2018 (overtaking print documents, which were
second in 2017).

With the rise of in-flight connectivity and new in-
flight entertainment platforms, many airlines are
exploring the new opportunities they bring. For
example, Lufthansa did a pilot project with
supermarket REWE, which allows passengers to
buy groceries using the carrier's on-board Wi-Fi
service. Passengers then get their groceries
delivered to their home address.

TRIGGERED EMAILS ARE KEY FOR POST-BOOKING UPSELL

It was no surprise that email was selected as the
most-used upselling and cross-selling method in
our survey. Probably more interesting for you are
the results about how email is actually used.

59% of the airlines said they still use system-
generated emails to some extent, while 38%
claimed they have in-house email platforms. 30%
use email service providers (like Mailchimp,
Mandril, etc.).

THE SURPRISING STAT WAS THAT ONLY
22% USE MARKETING AUTOMATION
PLATFORMS FOR THEIR ANCILLARY
UPSELLING AND CROSS-SELLING.

Of course, some of the airlines that have in-house
email platforms probably have automation flows
built into them as well. But even if we add this to
the marketing automation group, at least 40% of
the airlines still don't do automated email flows.

In 2017, Epsilon analyzed more than 13.5 billion
marketing emails (BAU -business as usual emails)
and 3.6 billion transactional triggered emails
across various industries, including travel.
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Here are three relevant stats from their “Email
Trends and Benchmarks” report:

* Open rates for triggered emails were 64.5%
higher than those for BAU (marketing)
emails

e Click rates for triggered emails were
115.9% higher than those of BAU emails

* 97.6% of all emails sent in the travel
industry were promotional emails

Based on the amount of emails sent, we can see
that the focus of marketing departments is still
mostly on promo emails. However, the
performance of the targeted transactional emails
shows where the big revenue potential lies. Just
remember that the Leaders generate at least 20%
of their ancillary revenue in the post-booking
period, and email is the most-used promo method.

Many airlines still treat transactional emails as a
one-and-done setup (system-generated emails).
Think about the effort you or your marketing team
put into weekly promotional campaigns compared
to transactional emails. | bet your marketing team
is spending way too many resources on your
promotional email campaigns rather than on your
transactional email campaigns.
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TAKING THE NEXT STEP WITH EMAIL - PERSONALIZED AUTOMATION

Use marketing automation or at least
transactional email services with analytical
capabilities to measure and optimize your post-
booking campaigns.

With email automation, marketers can easily
create workflows to send personalized, timely,
relevant emails to customers at the right time.

MAP KEY TOUCHPOINTS IN YOUR
CUSTOMER JOURNEY AND PLACE
TRIGGERED EMAIL MESSAGES BEFORE

EACH TOUCHPOINT.

5 tips for your transactional email
campaigns

1 Be useful and show value - your transactional
emails should improve the customer experience,
not make it worse. Use customer data to offer
relevant products. Explain the benefits of the
upsell and cross-sell products, not the features.
Information that adds value to the traveler should
be your focus. Upselling and cross-selling should
be complementary.

2 Mobile first - most transactional emails will be

opened on a mobile device. Plan and test your
mobile email user experience.
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3 Measure / optimize / test - create a proper
tracking system (UTM codes) for all your
transactional emails and use systems that provide
email analytics. You can use simple tools like
Google Campaign URL Builder. Measure key
metrics (open rates, click-through rates,
conversion rates, unsubscribe rates) to optimize
and test your campaigns.

4 Personalized content - Personalized emails
always perform much better then generic ones.
Check the Customer Centricity section for tips on
personalization and integrate personalization into
your triggered email campaigns.

5 Dynamic content - Dynamic content allows you
to determine who sees what content for each
block of content within an email. Essentially, that
means you can show different email content to
different segments or lists for a specific
campaign, as seen in the example below. New
features such as AMP for email also allow you to
dynamically update ancillary product info within
the emails.
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CHATBOTS ON THE RISE

Among the other methods for post-booking
ancillary, promotion through social media is the
most popular among the surveyed airlines.
Retargeting customers who bought your flight and
offering them additional ancillary products is a
tactic most airlines use.

However, the rise of messaging and chatbots is
changing the method of communication on social
media.

We've seen many airlines (Icelandair, Aeromexico,
KLM, Lufthansa, Avianca, and TAP among others)

KLM is one airline that uses social media and
messaging extensively. Earlier this year they
implemented a third-party (hotels, rent-a-car, tours
and activities) ancillary cross-sell functionality
within Facebook Messenger.

.{'..
'.’:f:c"" powered

cartrawler

developing their chatbots. While most of the

Guarenteed lowest prices!

Choose your best deal
from more than 1600
suppliers!

Earn Miles with
Booking.com!

chatbot use cases were focused on customer

service, you can see the opportunities this new

channel brings for digital merchandising.

14% OF AIRLINES IN OUR SURVEY

CLAIMED THEY USE CHATBOTS AND
MESSAGING FOR THEIR UPSELL AND

CROSS-SELL ACTIVITIES.

eseec ATET LTE 11:20 AM -
£ Home (2) .., _Tab_lft_H(_)_t?r? . _ Manage

Aspen, Colorado
T:;L‘ha When do you want stay there?

Dec 16 - 23 o

THE ST. REGIS ASPEN HOTEL

315 East Dean Street, Aspen, CO, USA
257 Rooms (14 Available)

330 East
93 Room

Style: Contemporary Classic MNEW Style: Tra

Atmosphere: Quiet Atmaosphs

from $1463.35/night  Select  from §

Share

Tablet.

Book a hotel Rent a car

More info More info

If the passengers opt in, they get all relevant travel
information consolidated in a single place. This is
a part of their strategy - being where their
customers are.

C@MVERSATIONAL

Building bots is easy. Building a platform that can
seamlessly assist the customer via messaging
through all phases of travel? Not so much.

Comversational™ is more than just a bot, it’s an
enterprise conversational platform that allows
travel companies to extend their digital experience
where their customers already spend most of their

time - on messaging.

To learn more about how your
travel company can benefit from
Comversational, visit travelaer.com

~ travelaer



CASE STUDY

How AMP for Email could change the
way we sell ancillaries

Recently, Google shared a developer preview of
“AMP for Email.” AMP (Accelerated Mobile Pages)
is an open-source framework used to make mobile
pages faster. Now, with AMP for Email, the
technology can also be applied to email.

With AMP you would be able to
build emails that work almost
like webpages. Your users
could find relevant information
in one place (their Gmail
account) and you could update
it dynamically.

Flight confirmation emails are
one example. Gate changes,
flight delays and other relevant
flight info could be reflected in
the confirmation email in real-
time.

Let's expand this logic to
emails promoting ancillary
offers. You could build
urgency by telling your customer that there are
only a few seats with extra leg room left as the
inventory fills.

Additionally, you could provide dynamic pricing
info - for example, last minute upgrade deals or
updating the third-party hotel offers within your
emails.

Most of all, you could improve the user
experience. You could use AMP for Email to create
a booking flow that can be completed entirely via
email, without requiring the user to visit a website.

Dynamic emails could also allow you to have an
interactive seat map, allowing your passengers to
select and buy seats within the email.
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CUSTOMER CENTRICITY EVALUATION
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Where do you see your biggest gaps?
50%

45%

40%

35%
30
25
20
15
10
5
0%

Customer centricity & user Data driven and analytics Mobile Ecommerce and digital Merchandising and retailing Produet innovation
experience marketing

&%

&2

a*

&

¥

B

In which area will you invest the most (increase) in this and next year?
70%

60%

50%

40%

30%

20

) I
0%

Personalisation Data & analytics Booking and post-booking Mabile Marketing automation People & knowledge (ex.
platforms platforms merchandising skills)

&

a%
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DIGITAL USER EXPERIENCE GAP ANCILLARY PROS AND
Armed with mobile devices and 24/7 real-time DIGITALIZATION GO HAND IN HAND

access to information, your customers are in a We got similar results earlier this year in our 2018

position of control. Travel Digital Trends survey when we asked almost
100 airline and travel pros about the key digital

According to McKinsey's “CEO guide to customer trends for 2018:

experience”:

Which of the following areas do you see In which of the following areas you will invest
having the biggest impact in 20187

and fecus most in 20187
“Three-quarters of them expect “now” service within
five minutes of making contact online. A similar
share want a simple experience, use comparison

60%
apps when they shop, and put as much trust in online 45%
reviews as in personal recommendations.
30%
"Increasingly, customers expect from all players the
same kind of immediacy, personalization, and 15%
convenience that they receive from leading
practitioners such as Google and Amazon.” 0% A=

| ||Ill|
5 & 7 8 9 10 Mnm 12 1

1 - Digitalization and connecting of all touchpoints across the customer journey

3

In a nutshell, your customers expect you to be as 2- Personalization . ,
. i K 3 - Unbundling of the product and continuous growth of ancillary revenue through
fast and simple as Google and provide Amazon-like upselling and cross-selling
. . 4 - Artificial Intelligence (Al) and Machine Learning

personallzed recommendations. - Chatbots, virtual assistants and conversational commerce
- Tech giants (Google, Facebook) getting more involved in Travel distribution
- Mobile first

H H - Big data
This puts an immense amount of pressure on all - Blockchain technologies
irh 1 1ai 1 10 - Internet of Things (loT)
alrllne's to dellvgr a digital user experience across all D L L
of their touchpoints to fulfill user expectations. 12- Virtual Reality (VR) and Augmented Reality (AR)

13- Other

Our survey results show us airlines are aware of

i Digitalization and connecting all the digital
this challenge.

touchpoints was the number one trend identified.
This and personalization were also the two biggest

46% SAID “CUSTOMER CENTRICITY investment areas for 2018. So the good news is
AND USER EXPERIENCE" IS THEIR that it seems everybody is acknowledging the
BIGGEST GAP WHEN IT COMES TO importance of the digital customer experience. The
DIGITAL MERCHANDISING. ancillary professionals from our survey know they

need to become more customer centric and provide

. . r, mor rsonalized experience.
Your airline’s customer journey is long and a better, more personalized experience

complex, with many digital touchpoints.
58% OF THE SURVEYED AIRLINES WILL

Airlines face many challenges (as seen in the INVEST IN PERSONALIZATION AND BETTER
Innovation & Technology section) with their digital USE OF DATA AND ANALYTICS (50%) TO
merchandising platforms. ENHANCE THEIR DIGITAL MERCHANDISING.

ALONG WITH BOOKING PLATFORMS (50%),
This makes consolidating data, creating a unified THESE WERE THE TOP THREE INVESTMENT
customer view and providing the same user AREAS FOR 2018 FOR ANCILLARY REVENUE
experience across the journey a very difficult task. PROS.
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How do you use customer and other data for post-booking ancillary offers?

1-SAME OFFERS FOR ALL . 3- CUSTOMIZED OFFERS FOR g §5-C MER PERSOMNALISED
KEY CUSTOMER SEGMENTS OFFERS BASED OM CUSTOMER
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LETS DEMYSTIFY PERSONALIZATION

It's 2018 and we're still trying to figure out
personalization. Everybody is talking about it,
everybody wants to do it, yet we still struggle with
it.

Evidently, we are still facing this huge gap between
where we want to be and where we actually are.

None of our 38 surveyed airlines claimed they were
creating truly personalized ancillary offers. Even
more, 37% said they are still at the beginning — they
give the same offers for all customers. A similar
number of airlines is somewhere in the middle of
the personalization journey; they either create
customized offers only for key customer segments
(29%) or are moving towards creating personalized
offers (5%).

The question you are probably asking is: how can
you get there?

In my opinion, instead of a revolution (personalized
offers for every customer), you need an evolution —
a step by step approach. Below is an example of the
Diggintravel three-step model:

PHASE I

PHASE Il
TARGETED

— Basic Seqmentation
— Targeted offers for key segments

PHASE|
UNTARGETED

— Same offers for all

Maturity

LAGGARDS FOLLOWERS

Most airlines are in the middle, at a stage where
basic segmentation is done. Econsultancy analyzed
the biggest barriers to personalization for travel
companies.
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Figure 4: In what general area do you find the greatest barrier for your
organization in delivering personalized experiences?

40%

35538%
0% 28% H%m S S0
oz 2%y 3% -
19%  18%
e 16%
10%
0%
Data - sources, Tachnology - toals, Organization - Human elemeants -
integration, imegration, security /| budged, structure, skills, headeount,
fragmentation privacy strategy resistance to change
mOTA wTransportation = Hospitality =R s

For the next step, all areas of our framework
(product, organization, digital merchandising
techniques, IT) need to be ready. This is why
personalization is so hard.

Below is an example from Southwest Airlines of
their framework for integrating all areas into their
“Customer Centric Digital Experience”.

Processes
& Programs

Real-time
Engine

Data Warehouse

Organization

- Consolidated
Customer Data
- Analytics
- 3 Party Data

= Customer-focused
Culture
- Customer-driven
Dedision Making

Revenue-Generating

- Lifecycle Marketing
- Customer Experience
Delivery

- Real-time Response
= Flexible Technology

Marketing Sophistication
- Personalized &
Triggered Communication

Customer Experience Enhancements
- Customer Recognition & Contextual
Communication

Human elements and integration are key for large
airline organizations with strong “silo
organizational” tendencies. You can read more
about this in our last section.

As you can see in the Innovation and Technology
section, Leaders have started to leverage
technology and data to create personalized offers
and product recommendation engines.

However, while technology allows us to collect our
customers’ data during different touchpoints of
the customer journey (and cross-device), this data
still remains mostly siloed.
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At which stages do you promote your ancillary products?
100%

0%

80%

T0% .
60 |
50
40
30
20
X I al

@

a*

&

@

kS

kS

At purchase Confirmation (page, email) Pre-flight At airport (and web check in) In flight Post flight
m Bags m Seats (seat selection, extra leg room...)
Fare bundles (branded fare and other upsell) | Airport services (priority boarding, lounge, etc.)
Onboard services (Meals, Duty Free, IFE, Wi-Fi) ' Travel Cross-sell (Hotel, Car, Insurance, Holidays packaging)

CUSTOMER JOURNEY MAPPING - CONNECTING THE (DIGITAL) DOTS

Our survey shows that airlines promote ancillaries
across the whole customer journey. With more
pressure on generating ancillary revenue, your
typical customer service digital touchpoints (like
messaging & chatbots, web check-in, self-serve
kiosks, inflight entertainment) are becoming
digital merchandising platforms.

This is why it is even more important that you map
the customer journey and connect all the digital
dots. Offering irrelevant ancillary services will
worsen your customer service.

On the other hand, offering the product that
actually solves your customer’s problem will
definitely improve it.
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CASE STUDY

Customer journey mapping for Icelandair

Mike Slone, Chief Experience Officer at Travelaer,
is a veteran of many customer journey mapping
projects. When faced with the task of improving
Icelandair’s digital platforms, his first priority was
detailed mapping of all touchpoints.

The results were surprising.
More than 200 customer 200+ Touchpoints
touchpoints were identified
over the course of a
hypothetical weeklong ski trip
from Paris to Aspen, from
inspiration to travel to coming
back home.

FRr —
Dy o g
tgha w11

Flight COGHIFDER

Arvien ¥ Fevkher

The next step was visualizing
and identifying Icelandair’s
key touchpoints.

Booking Flights

Researching Car Hotel, Activiies

ICELANDAIR ‘Transportation and Airport After The Trip

CUSTOMER  Soron
JOURNEY

MAP

Post Travel Phase

TAKE A CLOSER LOOK AT
ICELANDAIR'S TOUCHPOINTS
ON THE NEXT PAGE
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Then he created a digital inventory e
and a roadmap for Icelandair’s :
user experience initiatives.

The digital inventory and the plan
is just the beginning. For real
optimization, you need to
understand how your users
interact with your touchpoints.
Here is Mike's take on why user
testing and research is a crucial
part of this process:

“I've probably done now hundreds, no, more than
that, thousands of user test for probably 40, 50
airlines starting in the beginning with Southwest
Airlines. What I really learned is that you shouldn’t do
just user testing once a year or every two years. You
should actually do it all the time. It should be
something weekly that you're doing just to get real
feedback from your customers.”

You can read more about why you need to apply
the full conversion optimization process across all
digital touchpoints in the last paragraph of this
section.

One thing that Mike and Travelaer
learned during their analysis of
users is how important the visual
aspects of the process were to
them, and developed accordingly:

“We combined a mapping element
that is connected to the booking
widget to display the customer’s
itinerary and timeline on the map, so
that customers could visualize what
they were booking before they ever
leave the booking widget.”

As you can see understanding your customer
journey and users is a heuristic process. The key
is the constant learning and building the digital
experiences based on your user’s needs.
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EXAMPLE

Example - Activities cross-sell

Understanding your customer journey and
integrating digital touchpoints within it is
definitely an important part of digital
merchandising. To master cross-selling, you need
to understand which products and services are
typically purchased before, with and after your
products. Activities are one such example.

According to Phocuswright, travel activities (the
aggregate of in-destination spend on tours,
activities, attractions and events) is the third
largest travel segment and accounts for 10% of
global travel revenue.

Furthermore, more than 80% of gross bookings are
made offline. This represents an attractive cross-
selling opportunity for airlines. There are many
consolidators that provide APIs for airlines and
enable them to cross-sell activities. However, just
implementing activities and selling them to your
customers is not enough. You need to dig into the
data and integrate the findings in your customer
journey.

Below is a suggestion from Viator (one of the
biggest digital activity platforms) on how to
segment by importance and customer journey
(booking window):

Segment by Importance and Booking Window

Currently 90% of all activities

are still booked in-destination Trip Makers Drivers W Attractors [l Amenities
(Viator), but there are several Performing
‘s ane Very arts Adventure
types of activities that importent activities Cdnarel
travellers are most likely to be to trip g
2 = Cultural
book in advance: music i - tours
i § . Air tours ‘Walking
concerts, music festivals, major % tours
spectator sports and ski- Land tours park
passes. : l=""""". “ Multi
m'ﬂﬁ;ﬂ
5 =
Moderately tours  Spe ——
Important Bubble size
to Trip reflects relative ,,.ms'“m"
(3.0) incidence
Booked = Before With After, but In- No bﬂﬂkiﬂg
Flight/hotel Flight/hotel before departure destination required
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CONVERSION OPTIMIZATION - EXPANDING IT FROM YOUR WEBSITE
TO THE ENTIRE CUSTOMER JOURNEY

By now you probably know what a big fan of
conversion optimization | am. If you do have a
systematic CRO process in place, you'll
understand your users much better and
understand their pains (friction points).

How to identify friction points

Al B test

[

E

§

- ==

: ===
Phase

CRO is often mistaken for a set of tricks and
hacks. According to Dr. David Darmanin, Founder
& CEO of Hotjar, a tool that allows you to
understand your users’ behavior:

“It's become increasingly common for consultants,
tools and services to write about best practices and
tricks they recommend. This reduces optimization to
a list of hacks or shortcuts which clearly are not
necessarily relevant to the audience. We need to
realign optimization to the user experience.

"Understanding our users, listening to their feedback
and empathizing with their needs is the only way to
truly understand what needs to be optimized. First
become your user — then optimize to create an
experience you would be truly impressed by. This is
the only way to ‘win’ in the long term.”

Currently, airlines perform conversion optimization
mostly on their websites, if they do it at all. Yet, as

we've seen, airlines are using new digital
touchpoints for merchandising, and customers

certainly expect a great user experience across the

journey.

Digital Merchandising Survey 2018

If you are currently just optimizing web and app
pages, start focusing on optimizing the digital
experience as a whole. You need to start applying
optimization omni-channel and across all customer
journeys and touchpoints.

Optimizing touchpoints in a silo can be tricky and
sometimes provide a misleading representation of
customer satisfaction.

Individual touchpoints may perform well even if the
overall experience is poor

Agent Call center Web Support

End-to-end
“| want to improve . . ." journay journey
satisfaction

Touchpoint x x b4 =

satisfaction | 90%0 85% 85% 90% 60%

Source; McKinsey Digital Labs
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According to McKinsey, Leaders apply agile
optimization cycles across the whole company.

“Customer-experience leaders can become even better
by digitizing the processes behind the most important
customer journeys. In these quick efforts,
multidisciplinary teams jointly design, test, and iterate
high-impact processes and journeys in the field,
continually refining and rereleasing them after input
from customers.

"Such methods help high-performing incumbents to
release and scale major, customer-vetted process
improvements in less than 20 weeks. Agile digital
companies significantly outperform their competitors.
To achieve those results, established businesses must
embrace new ways of working.”

.

|
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Agile, multi-disciplinary teams that are empowered
to perform optimizations was one of the
characteristics of the Leaders from our Airline
CRO research.

To join the Leaders, you need to develop new,
innovative digital experiences fast. Launch,
measure, analyze, and revise the user experience
and test again. This should be a constant process,
not one that is started every few years or only for
big website redesign projects.

Mike Slone from Travelaer shares a similar view:

"We are constantly seeing airlines spend 6 months to
1-year designing a new digital experience with an
amazing digital agency, then they spend another year
building this new digital experience, but by the time
they have the new experience live it is 1-2 years old.
This process can'’t continue for airlines to be
successful. Airlines are not agile enough and most
are not willing to fail fast, thus they will always be
behind until they change their internal processes to
stay ahead of their customers.”
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O RIGHT FLIGHT

More than just a flight comparison tool, Right Flight™ helps
airlines optimize conversion rates by making the booking
process more transparent for customers and airlines alike.

Any airline can now give its digital customers the ability
to compare a flight’s features, such as pricing and leg room,
with competitive brands flying the same route.

&> The Right Flight

l Delta Airlines 9 @ _\x\ \S‘T $ l 099 90

9.9 Fastest +$100 Comfiest

CDG - Direct - JFK

2 O .45 11h 05m 09 . 5 O . Hold Flight Track P
. . +

JFK Direct CDG Details »

DL 845

4 Lo ® O % § 599900

8.9 +4 hrs Cheapest Average

© % § 5150900

8.7 +4hrs +5$600 Average

To learn more about how your travel company

can benefit from Right Flight, visit travelaer.com
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ORGANIZATION & INTEGRATION EVALUATION
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Who in your organization, is responsible for overall ancillary revenue and products?
0%

B0%
50%
40%
30%
20%
‘D% I l
0% - [ [
Ancillary revenue department Revenue management Depends on ancillary product Projpect leam Marketing department Ecommarce department
department service

Who is responsible for pricing of ancillary products?
70%

60%

50%
a0%
30%
20%
0% [ ]

Ancillary revenue department Revenus management departmeant Depends on ancillary product [ service Marketing department

Who is responsible for post booking upsell and cross-sell of ancillary products?

0%

4%
%
20%

) I I . .
i —/1

Ancillary revenue depariment Depends on ancillary product / service Ecommerce department Marketing depariment Project team
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HOW TO ORGANIZE FOR DIGITAL MERCHANDISING

Where does ancillary belong in an organization?
Should it be an independent department, or should
it be a matrix, cross-functional organization? Who
should develop new ancillary products? What
about pricing and promotion?

These are the most common questions you'll face
when it comes to organization of your ancillary
revenue processes. Ancillary revenue has changed
how we do pricing (as shown in the Product &
Pricing section) and promotion (Digital
Merchandising Techniques section). That's a
reality we can't hide from.

As you can see from the results, your ancillary and
digital merchandising organization depends on
your airline size, business model and ancillary
revenue maturity.

MOST AIRLINES (61%) RECOGNIZE THE
IMPORTANCE OF ANCILLARY REVENUE
AND HAVE DEDICATED ANCILLARY
DEPARTMENTS IN CHARGE OF THEIR
OVERALL ANCILLARY STRATEGY AND
PRODUCT.

Overall
(Product)
Ancillary revenue department 61%
Revenue management department 16%
Depends on ancillary product / service 13%
Marketing department 5%
Ecommerce department 3%
Project team 3%

In 58% of cases, the ancillary revenue department
is responsible for pricing as well. This is especially
true for the Leaders, as all Leaders from our
analysis have ancillary departments responsible
for both overall ancillary (product) and pricing.

On the other hand, almost half (47%) of the
Laggards still have revenue management, a
project team or different departments (depending
on the ancillary product) responsible for overall
ancillary development.

Ancillary revenue departments are responsible for
upselling and cross-selling (promotion) in 50% of
cases. E-commerce departments and marketing
departments are responsible for promotion for
16% and 13% of the surveyed airlines respectively.

Upsell & cross-sell

Pricing (Promotion)
58% 50%
29% 0%

1% 18%
3% 13%
0% 16%
0% 3%
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How integrated (on a scale from 1 to 5) are your departments in your ancillary products
post booking upsell and cross-sell activities?

70%
60%
50%
40%
30%
20%

10%

0% -

1- ANCILLARY REVEMUE, 2
MARKETING, E-COMMERCE, IT ARE
SILO DEPARTMENTS AND
PROCESSES

3 - OUR DEPARTMENTS 4
COLLABORATE FOR MAJOR
ANCILLARY PROJECTS (PROJECT
BASED)

5-WE HAVE INTEGRATED AND AGILE
{ CROSS-FUNCTIONAL ANCILLARY
PROCESSES

THE CHALLENGE OF INTEGRATION?

Consolidating all ancillary and digital
merchandising responsibilities under one
department (ancillary or merchandising) is
something the Leaders do and is certainly a step in
the right direction.

However, this still doesn't solve all the problems of
integration of all relevant departments. Revenue
management cannot be excluded from ancillary;
you must adopt a new “total revenue” concept that
includes ancillary revenue.

Historically, revenue management departments
have focused on just maximizing the base fare, but
now you need to incorporate ancillary uptakes and
other ancillary data.

Similarly, your e-commerce and marketing
departments need to master upselling and cross-
selling (as shown in the Digital Merchandising
Techniques section) in addition to promoting the
base product. Our survey results show that most

airlines (61%) collaborate on a project basis when it
comes to digital merchandising initiatives. In 21% of

cases, collaboration is worse or departments even
work in a silo.

Digital Merchandising Survey 2018

The McKinsey article “How airlines can gain a
competitive edge through pricing” suggests how
you should break organizational and data silos:

“Because many of the tasks performed by various
departments require deep technical expertise,
airlines have historically divided operating functions
into silos. As a result, data is siloed as well. RM may
oversee core ticket pricing and steering;, marketing
may manage onboard ancillary pricing; and sales
may handle pricing with rental car, hotel, and other
partners. A total RM model—one that brings together
RM authority and then optimizes the entire process—
will require vast amounts of input data from across
the airline. In short, the current state of fractured
data and authority is not conducive to total RM
optimization.

“Airline leadership must begin by revising the
organizational chart to allow for communication and
collaboration among the various departments—and
likely reallocating authority of pricing for all products
to a single leader. Of course, integrating teams that
have historically worked as distinctly separate units
will require a significant shift in mind-set.”
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What skills do you see as the key for successful ancillary upselling and cross-selling?
80%

60%

50%

40%

3

2

1
0%

Data driven and analytics Customer centricity & user Ecommerce and digital Merchandising and retailing Product innovation Collaboration and agility
experience marketing

o
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F

=]
&

=3
F

NEW SKILLS FOR THE NEW (DATA) APPROACH

The challenge of siloed data is definitely not an Data scientists, artificial intelligence experts, and
easy nut to crack. Not only is it a technical people skilled in developing recommendation
problem to consolidate data from various engines and algorithms are just some of the
systems, it's also a matter of organization, people profiles you need to consider to close this gap.
and skills.

The people and skills part is vital to address in
order to truly embrace the new total revenue
approach.

AIRLINES FROM OUR SURVEY
CERTAINLY UNDERSTAND THIS, AS 73%
OF THEM IDENTIFIED “DATA DRIVEN
AND ANALYTICS” AS CRUCIAL SKILLS
FOR DIGITAL MERCHANDISING. THIS
WAS THE MOST POPULAR AMONG ALL
SKILLS LISTED.

Being more data driven was also stated as an area
where airlines see the biggest gap. At 43%, it was
the second biggest gap area identified (see the
full gap chart in the Customer Centricity section).
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EXAMPLES OF EVOLVING DIGITAL MERCHANDISING ROLES

Expedia - Data Scientist, Merchandising

Recommendation engines are probably the most
mainstream use case for data science. Netflix and
Amazon have been using it for content and
product recommendations for a long time.
Similarly, online travel agents like Booking.com
and Expedia are using it to offer cross-sell
products or next destination recommendations.

Data Scientist, Merchandising
Expedia Group - London, GB

Posted 1 month ago - 146 views

Below is an example of a Data Scientist job
description published on LinkedIn by Expedia. As
you can see, it requires a mix of conversion
optimization skills, like A/B testing and advanced
analytics.

The Global Merchandising team is essential to the company’s mission of
becoming the world's most intelligent travel marketplace through its
charter to match supply to demand. As the inaugural member of the
Merchandising Data Science team you will be at the heart of developing
and implementing algorithmic approaches to increase the return on
almost $500M of investment across Expedia Rewards, Coupons, Member-
Only Deals, Seasonal Campaigns & Flash Sales; marking the start of a
fundamental change in approach. The initial focus will be to create a self-
optimising algorithm to surface the right offer to the right customer on
site alongside a methodology for surfacing the correct campaigns to our
suppliers. We have a hit list of subsequent focus areas on the table but
you will be actively encouraged to identify new opportunities.

The Role

* You will apply advanced analytic techniques such as machine learning,
data mining and statistical modelling to design and implement
mathematical models and algorithms to solve real-world marketing
problems

e You will develop analytical insights through assumption testing and
sensitivity analysis and share with your team

* You will perform difficult data analysis and financial modelling to
support business case development

* You will conduct A/B test design, implementation and analysis on the
website in order to figure out the effectiveness of our efforts

* You will work on modelling seasonality along with other inputs with the
view to optimising the right price for our customers
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AirAsia - Becoming a digital airline
AirAsia have been very open and candid about
their digital transformation initiatives. Their CEO,
Tony Fernades (who is very outspoken about his
mission for AirAsia to become a digital airline)
says:

“You either be a “Dinosaur Manager” or “Digital
Manager”. It's either you change or be changed!”

Below are two job descriptions published on the
AirAsia job website. Based on the roles and
descriptions, you can see they are willing to invest
in new skills and roles to support their digital
strategy.

Product Manager - Innovation & Transformation
AirAsia Berhad

(# JOB DESCRIPTION
Again, they require a combination of skills from Product Manager - Innevation & Transformation

our digital merchandising framework areas:

AirAsia is ranked the world’s best low-cost airline 9 years in a row, and in the

PI‘OdUCt, |nn0vation' User experience, E-Commerce process of transforming into a truly digital airline, which requires strong internal
- .. capabilities within Product, Data, Digital, and Tech. We are looking for talented
and Dlgltal merChand|S|ng- Product Managers to take us to the next level. With 73 million passengers last year,

expected to grow significantly coming years, the things you build will always be in
the hands of milliens of users. And we're not just an airline, since there are so many
digital opportunities on top of our core business. Join us to help decide what those
opportunities could be and see thern created and delivered.

Job Description

As a Product Manager (PM) within Innovation & Transformation you are not tied to
one specific product or area of the business, but will be working within AirAsia and
our group companies in projects together with tech and data teams to help revamp
and improve aur current processes, products and channels, digitize them where
needed, as well as launch new digital products.

Responsibilities

« Review of the business and our processes. Together with various
stakeholders, drive ideation of what can be improved and how, as well as
what should be redone and rethought from scratch.

= Requirements gathering and scoping of new concepts, projects and
products.

= Work closely with and manage inhouse tech and data teams for delivery. We
expect you to work as one single team, not "hand over” the implementation,
but constantly taking part in how things are built and why.

» In some cases engage external vendors and consultants where makes
Sense.

« Ensure engaging and optimized customer experience (CX), user experience
(UX) and user interfaces (Ul). While others focus on the craft, you need a very
good eye of what works and what doesn’t, and you find ways to make those
decisions data-driven, e.g. through A/B testing.

» Oversee Quality Assurance (QA) and monitor performance of the business
and our products.
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Data Science Manager
AirAsia Berhad

(# JOB DESCRIPTION

Asia’s leading airline was established with the dream of making flying possible for
everyone. Since 2001, AirAsia has swiftly broken travel norms around the globe
and has risen to become the world’s best. Driven by the Dare to Dream spirit, we
pride ourselves in being the region’s largest low-cost carrier, serving 24 countries
and over 130 destinations. We are not confined by walls, except when we need to
answer the call of nature, so all departments mingle every day. As we embrace new
technology to become a digital airline, services like BIG Duty Free, BIG Pay, BIG
Loyalty, Touristly, ROKKI and Xcite Inflight Entertainment will be an exciting
evolution, placing us ahead of the game. Are you in? AirAsia is set to take low-cost
flying to an all new heights with our belief "Now Everyone Can Fly:

Role & Responsibilities :-

» Leading, mentoring, and managing a gtoup of data sicientist (12 to 15
people).

» Leading analytics and insghts development for Group Digital stakeholders

= Data Custodian for Digital Products, Personalization, Customer Experience
and Commiercial stakeholders.

* Responsible for planning, design and developing analytical sclutions such as
Data wrangling, modelling & transformation, Visualization and Dashboard,
Segmentation, Scoring, Forecasting, Recommendation

» Proficient in Data Engineering/Modelling using SQL. BigQuery, Python and
Visualization (Tableau/Qlik/DataStudio)

* Advanced / predicitive analytics development experience with
R/Python,RapidMiner/TensorFlow.

» Proficient in some or all of the following technigues: Linear & Loqistic
Regression, Decision Trees, Random Forests, K-Nearest Neighbours,
Markov Chain Monte Carlo, Gibbs Sampling etc. Evolutionary Algorithms
(e.g. Genetic Algorithms, Genetic Programming), Support Vector Machines,
MNeural Networks, Deep Belief Nets, RBEMs etc.

« Advanced Statistics - forecasting, regression, ARIMA,

» Ensure good integrity in deliverables via diligent testing and verification

+« Ensure timeliness and guality of solutions delivered.

» Work with Business and Digital Stakeholders to understand business and
deliver data analytice.

» Participate in the end to end process for the strateqgic plans - planning,
execution & evaluation.

» Responsible to build insights and data driven analytics solutions for Group
Digital stakhelders through Data Ingestion, Data Engineering, Visualization,
Machine Learning, Trending, Prediction & Forecasting etc.

» Responsible for all Digital stakeholders communication, requirements
gathering, project management and on time delivery of projects.

s Ensure team updated with the latest data science technologies/tools/skill
sets.

s Ensure transparency and promote good governance.
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TUI - Customer journey manager role

You've seen why mapping and measuring the
customer journey across all touchpoints is
important in the Customer Centricity sections.
Now let's take a look at TUI as a great example of

this. Customer Journey Manager

TUI Nordic - Stockholm, Sweden

MNew - Posted 22 hours ago - 388 views

TUI has a customer journey manager role whose
responsibility is to follow metrics to determine the
impact of CX and UX initiatives across the whole
journey. It's a cross-functional way of working
within TUI, identifying both pain points and
highlights to improve the customer experience.

What You Will Be Doing

As Customer Journey Manager you will be a part of a team responsible for
driving TUI Nordic’s customer experience from an end-to-end
perspective. This includes responsibility for the customer journey, NPS as
well as development of products, services and concepts from a consumer
perspective.

You will be defining and documenting the existing customer journey
landscape to be able to build and maintain comprehensive end-to-end
customer journey maps that incorporate customer interactions,
behaviours and opinions. You will create a target state customer journey,
aligning it to TUI Nordic customer journey strategy and future customer
promise.

One key element for the Customer Experience team is to continuously
analyse and improve the different parts of the customer journey by
creating change recommendations to Product- and Concept
management, Marketing and Sales - with both customer satisfaction and
business efficiency in mind.

* Ensuring analysis and recommendations are based on quantitative and
gualitative insights

» Using an agile way of working, managing fast paced projects and
involving relevant resources within TUI Nerdic / TUI Group when
needed to ensure involvement and engagement throughout TUI

« Collaborate and communicate to ensure development of service
design, concept development or product management according to
TUI Nordic customer journey strategy, aligned with TUI Nordic strategy

« Driving customer journey development and identifying key
revenue opportunities and areas of improvement and customer journey
metrics to determine the impact of the team's work and progress

« Secure CX productivity, quality and NPS goals
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Diggintravel 2017 Airline Ancillary survey: https://www.diggintravel.com/ancillary-revenue-survey/
Diggintravel 2017 Airline Conversion Optimization survey: https://www.diggintravel.com/airline-
conversion-optimization-survey/

Diggintravel 2018 Airline Marketing Trends survey and article: https://www.diggintravel.com/5-airline-
marketing-trends-2018/

Diggintravel Upselling & Cross-selling article: https://www.diggintravel.com/upselling-cross-selling/

2017 CarTrawler Yearbook of Ancillary Revenue — IdeaWorksCompany
Create A Pragmatic Personalization Program, Forrester

Pre-Suasion, Robert Cialdini

AerLingus Branded Fare strategies, Ronan Fitzpatrick

Driving Upsell Opportunities through Optimization; Lee Barrett

McKinsey & Company, How airlines can gain a competitive edge through pricing
https://www.mckinsey.com/industries/travel-transport-and-logistics/our-insights/how-airlines-can-gain-a-
competitive-edge-through-pricing

Econsultancy.com; Four key digital trends impacting travel and hospitality brands
https://www.econsultancy.com/blog/69652-four-key-digital-trends-impacting-travel-and-hospitality-brands
Econsultancy.com; Why modern marketing is as much about mindset as technical skills
https://www.econsultancy.com/blog/70033-why-modern-marketing-is-as-much-about-mindset-as-
technical-skills

Fortune.com; For the airline industry, big data is cleared for take-off
http://fortune.com/2014/06/19/big-data-airline-industry/

Washingtonpost.com; It's buyer beware as big airlines embrace ‘basic economy’ fares
https://www.washingtonpost.com/local/trafficandcommuting/its-buyer-beware-as-big-airlines-embrace-
basic-economy-fares/2018/03/12/84c71282-2164-11e8-94da-ebf9d112159c_story.html?
noredirect=on&utm_term=.4c60708eec85

Usnews.com; Lufthansa to Offer Economy 'Light’ Fare on North American Routes
https://money.usnews.com/investing/news/articles/2018-05-22/lufthansa-to-offer-economy-light-fare-on-
north-american-routes

Skyscanner.net; The future of airline retailing is now
https://partners.skyscanner.net/news-case-studies/the-future-of-airline-retailing-is-now
http://www.emailstatcenter.com/Segmentation.html

Marketrealist.com; Why JetBlue's ancillary products score high on Net Promoter Score
https://marketrealist.com/2014/07/jetblues-ancillary-products-performs-terms-net-promoter-score
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