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Executive Summary  
  
 The purpose of this paper is to examine the price strategy known as price unbundling. 

Price unbundling is the pricing strategy of taking once bundled products or services and pricing 

each product or service separately at an individual price. For this paper, this pricing strategy will 

be examined within the airline industry specifically. This industry was chosen because many 

airlines are turning to this strategy to fight against growing fuel costs and worldwide economic 

uncertainties. To determine if this is the correct strategy for this industry primary research to see 

consumers’ willingness to pay between bundled flights and unbundled flights was conducted. 

This research looks at two different target markets: price sensitive students and non-price 

sensitive business workers as the airline industry targets a wide variety of target markets. 

Primary research is also conducted to determine which services offered by the airline industry is 

the most important to consumers. This means the industry can determine which services 

consumers are more willing to pay extra for. Results from this study showed the price 

unbundling strategy is profitable for the airline industry because they are able to maximize 

profits from different target markets. Results also found the most important services offered to 

consumers are checked bags and cancellation insurance. Finally, recommendations are given to 

airline industries looking to unbundle its services including watching out for negative consumer 

reactions.        
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Introduction  
 

Today the airline industry faces a number of growing problems. One of the biggest is the 

surge in fuel prices. Oil prices are at a 13-year high and is having a dramatic effect on the airline 

industry worldwide (Vieira, 2004). In the United States operating expenses for the airline 

industry has risen from 13 percent in 2003 to 26.5 percent in 2007 solely due to jet fuel increases 

(Satish & Vikas, 2008). In Canada, Air Canada stated the biggest challenge for this company was 

the volatile fuel costs, which they expected to add 800 million dollars to its operating costs in 

2011 (The Province, 2011).   

 
Another problem is the uncertain global economy. The United States’ economy has been 

struggling since the subprime mortgage crisis back in 2007. This led to the collapse of many of 

the United States’ largest financial institutions such as Bear Stearns and Lehman Brothers, and 

caused a crisis in the automobile industry (Conklin & Cadieux, 2010). In Europe, the European 

Union is in trouble with spiraling government budget deficits and sovereign debts. Countries like 

Italy, Portugal, Ireland, Spain and Greece are all in a debt crisis. For instance, Italy’s outstanding 

debt alone is around 1.8 trillion Euros (Blackstone, 2011). The fear of a global recession means 

consumers are more likely to be price sensitive. Consumers will be less likely to purchase luxury 

goods, which includes airline tickets meaning fewer consumers are flying.   

    
To fight these growing problems new strategies are being implemented across the 

marketing mix to allow airline companies to survive in today’s competitive market. Looking at 

price within the marketing mix the pricing strategy of unbundling is becoming prominent in this 

industry. Srinivasan in 2008 defined the strategy of price unbundling as a deliberate pricing 
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strategy to separate truly optional components in a product or service and to price these 

components individually giving customers the option to buy or not.   

 
It will be interesting to determine if this pricing strategy really is successful in this type of 

industry, and if this is the correct strategy to be using to maximize profits. It will also be 

interesting to determine which airline features are the most profitable features to unbundle, and 

which features should remain part of a base airline ticket price. This is what this paper will be 

examining.  

 
Literature Review  

The theory of price unbundling looks at the idea that services or products are refined into 

smaller and smaller commercial units (Merrill, 1998). These smaller commercial units are then 

priced separately for consumers to pick which services or products they really need, which 

potentially can increase revenue and reduce costs for businesses. Theoretically, price unbundling 

reduces the perceived price of a product or service in the consumer’s mind. By unbundling 

products and services, companies are able to offer the lowest-possible base price, which becomes 

the perceived overall price to consumers (Lubkeman, Pralle, Tsusaka, Duranton, Harsaae & 

Izaret, 2009). From there consumers do not notice as much that they are paying more after the 

base price for extra services or features.   

Price unbundling is a complicated price structure when compared to a more simple 

structure of a price per unit price structure. These complications reflect differences in potential 

revenue that can be captured from different customer segments. This can be done by achieving 

the best possible price from each consumer segment, making the sale at the lowest possible cost, 

or a combination of the two (Nagle, Hogan, & Zale, 2011). For the airline industry, a business 
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executive is willing to pay more money for a plane ticket to attend a business meeting compared 

to a family who is planning a summer vacation on a budget. With price unbundling airlines are 

able to maximize these consumers’ willingness to pay.  

The breadth of price unbundling is extremely wide in today’s economy. Many major 

industries globally partake in price unbundling with more mature industries finding this strategy 

most appealing (Pine, 2011). This is because their product or service is no longer original, and 

unbundling brings something new to how price is determined. Other than the airline industry, 

which will be discussed in more detail below, examples of unbundling pricing being used in 

industries include the hotel industry where it charges for resort fees, parking and use of the 

exercise room (Pine, 2011). The telecommunication industry charges additionally for caller id, 

long distance, texting and voicemail (Bar-Grill, 2006). The banking industry is also using the 

strategy of price unbundling. Bank of America is unbundling fees such as custody fees, 

administration fees, advisor fees, money manager fees, and trading fees (Segal, 2006).   

The depth of price unbundling specifically in the airline industry is extremely interesting. 

It is no longer a surprise today to be charged for pillows, blankets, advance seat assignments, 

checked luggage, and even refreshments (McDonald, 2008). Air flight carriers are testing the 

waters of price unbundling to see what services they can and cannot charge extra for. For 

instance, Ryanair, Europe’s largest budget carrier stated the company may start charging 

passengers to use the washroom (National Post, 2009). Spirit Airlines, one of the leading ultra 

low cost carriers in the United States, is charging consumers for bringing carry-on luggage onto 

the aircraft (Ellis, 2010).  Other companies are differentiating themselves from competitors by 

stating  the fact that they are not unbundling certain features. For example, Southwest Airlines, 

an American low-cost airline, advertises how they will not charge you for up to two checked 
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bags implying they will not be unbundling this feature (Southwest.com, 2011). It seems in the 

airline industry there is no boundary for what will and what will not be unbundled, it all depends 

on the company.  

 

Research Question  

The first research question this paper plans to answer is to see if the price unbundling is 

truly a profitable pricing strategy for airlines. Specifically, it will look at the perception 

consumers have on unbundled prices vs. bundled prices. Based on these perceptions it will 

determine to see if overall more profit can be made by price unbundling, or if it is best to stick to 

bundled prices. A secondary research question this paper will answer is which services are the 

most profitable to unbundle for the airline industry, and which services are better off to remain 

bundled in the ticket price of a flight.  

The action plan to determine these two research questions will be answered by 

conducting an online survey. Participants will be asked questions about how much they would be 

willing to pay for a bundled flight, in which the bundled flight will list what features are included 

(for example checked baggage and a complimentary beverage). Then there will be questions 

asking how much consumers would be willing to purchase for an unbundled flight, and 

consequently how much money they would be willing to spend for the unbundled features 

individually. Unbundled features will be added up and will be compared to the bundled price to 

see if price unbundling is more profitable based on consumers’ willingness to pay. Also, 

participants will be asked to rank preferences of services offered by the airline industry. This will 

be to see which services are most preferred among consumers and therefore would be the most 

profitable to unbundle.        
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 Research Method 
 
 Participants were asked to participate in an online survey on SurveyMonkey where a 

scenario was given to them. They were told to imagine they were planning to travel from 

Toronto (YYZ) to New York (JFK). They were first asked to rank a variety of services offered 

by the airline industry to determine what services were most important to consumers. The 

services selected for this survey were having a beverage (tea, coffee, juice, pop etc), a meal 

(salad, roll, entrée and dessert), check-in luggage, cancellation insurance (money back if flight 

needs to be cancelled, or flight needs to be changed), bag check-in, and having a seat with extra 

leg room. 

 
 After this, participants were asked to explain what the highest price they would be willing 

to pay for a round-trip flight from YYZ to JFK with all services mentioned above bundled into 

the ticket price. This was followed by asking what is the highest they would be willing to pay for 

the flight without any services mentioned previously. They then went through each service 

offered and were asked what was the highest amount they’d be willing to pay for the additional 

feature.  

 As mentioned in the literature review, the airline industry wishes to maximize its revenue 

from different target markets, so for the purpose of this survey two different target markets were 

asked to take this survey. These two target markets were price sensitive students and not price 

sensitive business professionals. Each segment was given the same scenario in the survey, just 

the students were told it was a vacation and the business professionals were told it was for a 

business trip. See Appendix A and Appendix B for the surveys. 
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 To determine if unbundling prices is truly profitable for the airline industry the data from 

the survey will be analyzed by taking the average response to each of the questions. The 

unbundled base ticket price and all the unbundled features will be added together and will be 

compared to the bundled ticket price. If the willingness to pay for all the unbundled features was 

greater than the bundled price it would give evidence this pricy strategy does improve profits. 

Also, to answer the second research question participants will be asked to rank certain features 

offered by airlines from most important to least important. This will then be analyzed by taking 

the average response and figuring out which features consumers would most likely be willing to 

pay for. See Appendix C for the survey.  

   

Results  
 

44 participants participated in this research study. 40% of these participants were 

professional business workers from Toronto, Ontario, while the remaining 60% were students at 

the University of Guelph, Guelph, Ontario. 

 
Research Question #1  

 
The results of the questionnaires for price sensitive students and non-price sensitive 

business professionals are shown below in Table A. Each line shows the overall average 

response from respondents.  
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Table A – Results from Price Unbundling Questionnaires  

 Average Student Response Average Business 
Professional Response 

Bundled Flight Ticket $400.00 $550.00 
Total Bundled $400.00 $550.00 

Unbundled Flight Ticket $300.00 $450.00 
Beverage $2.00 $3.00 

Checked Bag  $30.00 $40.00 
Early Boarding  $9.00  $20.00 

Meal  $10.00 $16.00 
Cancellation Insurance  $40.00 $70.00 

Extra Leg Room  $10.00 $20.00 
Total Unbundled $401.00 $619.00 

 
It is very interesting to see on average the price sensitive student’s bundled and total 

unbundled prices were almost identical. Only a $1.00 difference separated the average student 

willingness to pay for a bundled vs. unbundled airline pricing strategy. However, on the business 

professional target market, who are much less price sensitive, on average they would overall 

purchase more for unbundling services by around $70.00.  

 
Research Question #2 

 
The results of the survey for which services are most important to traveling customers on 

airlines are outlined below in Table B. For this section both students and business workers 

results were combined.     
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Table B – Survey Results for Preferences of Airline Services  
 Service Percentage of Respondents 

Most Important 
6 Checked Bags 30.8% said most important 

service 

5 Cancellation Insurance 29.6% said second most 
important service  

4 On Flight Meals 29.6% said third most 
important service 

3 Extra Leg Room 25.9% Said third least 
important service 

2 Early Boarding 29.6% said second least 
important service  

1 
Least Important Beverages 25.9% said least important 

service 
 

Results from this survey show the perception of consumers is that checked bags and 

cancellation insurance are the top two services consumers prefer of the ones listed on the survey. 

Beverages are the least important to consumers.  

 
 
Conclusion  
 

It is apparent from secondary research in the literature review that airline companies are 

switching to the pricing strategy of unbundling. Results from primary research conclude this is a 

viable and profitable strategy for this industry. Being able to unbundle prices allows the airline 

industry to attract the most amount of consumers from different market segments (ex. both 

students and business professionals), but still maximize profits from both of these segments. As 

found in the results, business professionals are willing to pay much more money for flights and 

services provided by airline industries, while students are not. However, with price unbundling 

airlines are able to earn the most amount of revenue possible from both segments. Students can 

purchase the cheapest base price possible, while business professionals can purchase additional 

services to make their flight more enjoyable. Findings also show that of services offered by the 

airline industry the most important to consumers are cancellation insurance and checked bags. 
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This is important information for the industry to know, as consumers would be more willing to 

pay additional money for these services compared to say extra leg room or beverages.  

 
A recommendation for the airline industry is to keep price unbundling its services to 

maximize revenues. However, they must be cautious about unbundling everything they offer. It 

is recommended that airline companies examine consumer reactions to price unbundling before 

unbundling each service. Angry consumers who realize the base flight price is not the full price 

being paid may cause outbursts from the public, and they could switch to other companies. The 

best unbundled prices are those that consumers do not realize they could have received 

automatically from a bundled price. This allows airline companies partaking in this pricing 

strategy to be successful and profitable in the future.  
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Appendix A – Questionnaire for Price Sensitive Students  
 
For all the questions below please select the highest price you would be willing to 
pay.  

1. Imagine you are planning a trip from Toronto (YYZ) to New York (JFK) for 
vacation. What is the highest you would be willing to pay for a round trip flight 
from Toronto to New York that includes one checked bag, a beverage, a meal, 
early boarding, cancellation insurance and a seat with extra leg room?  

$200 $250 $300 $350 $400 $450 $500 $550 $600 $650 $700 $700+ 

2. Imagine you are planning a trip from Toronto (YYZ) to New York (JFK) for 
vacation. What is the highest you would be willing to pay for a round trip flight 
from Toronto to New York that DOES NOT include checked bags, a beverage, 
a meal, early boarding, cancellation insurance or a seat with extra leg room? 

$200 $250 $300 $350 $400 $450 $500 $550 $600 $650 $700 $700+ 

3. If it was not included in your original flight price, what is the highest you 
would be willing to spend on a beverage (coke, orange juice, coffee etc)? 

Would Never Purchase $2.50 $2.75 $3.00 $3.50 $3.75 $4.00 $4.50 $4.75 $5.00
 $5.50 $5.75 $6.00 $6.00+ 

4. If it was not included in your original flight price, what is the highest you 
would you be willing to spend on 1 checked bag? 

Would Never Purchase $25.00 $30.00 $35.00 $40.00
 $45.00 $50.00 $55.00 $60.00 $60.00+ 

5. If it was not included in your original flight price, what is the highest you 
would you be willing to spend on 1 checked bag? 

Would Never Purchase $10.00 $15.00 $20.00 $25.00
 $30.00 $35.00 $40.00 $45.00 $50.00 $50.00+ 
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6. If it was not included in your original flight price, what is the highest you 
would be willing to spend for a meal (salad, roll, entree, desert)? 

Would Never Purchase  $10.00 $15.00 $17.00 $19.00
 $21.00 $23.00 $25.00 $27.00 $27.00+   

7.  If it was not included in your original flight price, what is the highest you 
would be willing to spend for cancellation insurance (ability to cancel or 
change your flight)? 

Would Never Purchase  $40.00 $50.00 $60.00 $70.00
 $80.00 $90.00 $100.00 $110.00 $120.00  $120.00+ 

8. If it was not included in your original flight price, what is the highest you 
would be willing to spend for a seat with extra leg room? 

Would Never Purchase $10.00 $13.00 $15.00 $17.00
 $20.00 $23.00 $25.00 $27.00 $27.00+  
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Appendix B – Questionnaire for Non-price Sensitive Business 
Professionals  
 
For all the questions below please select the highest price you would be willing to 
pay.  

1. Imagine you are planning a trip from Toronto (YYZ) to New York (JFK) for a 
business trip. What is the highest you would be willing to pay for a round trip 
flight from Toronto to New York that includes one checked bag, a beverage, a 
meal, early boarding, cancellation insurance and a seat with extra leg room? 

$200 $250 $300 $350 $400 $450 $500 $550 $600 $650 $700 $700+ 

2. Imagine you are planning a trip from Toronto (YYZ) to New York (JFK) for a 
business trip. What is the highest you would be willing to pay for a round trip 
flight from Toronto to New York that DOES NOT include checked bags, a 
beverage, a meal, early boarding, cancellation insurance or a seat with extra leg 
room? 

$200 $250 $300 $350 $400 $450 $500 $550 $600 $650 $700 $700+ 

3. If it was not included in your original flight price, what is the highest you 
would be willing to spend on a beverage (coke, orange juice, coffee etc)? 

Would Never Purchase $2.50 $2.75 $3.00 $3.50 $3.75 $4.00 $4.50 $4.75 $5.00
 $5.50 $5.75 $6.00 $6.00+ 

4. If it was not included in your original flight price, what is the highest you 
would you be willing to spend on 1 checked bag? 

Would Never Purchase $25.00 $30.00 $35.00 $40.00
 $45.00 $50.00 $55.00 $60.00 $60.00+ 

5. If it was not included in your original flight price, what is the highest you 
would you be willing to spend on 1 checked bag? 

Would Never Purchase $10.00 $15.00 $20.00 $25.00
 $30.00 $35.00 $40.00 $45.00 $50.00 $50.00+ 
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6. If it was not included in your original flight price, what is the highest you 
would be willing to spend for a meal (salad, roll, entree, desert)? 

Would Never Purchase  $10.00 $15.00 $17.00 $19.00
 $21.00 $23.00 $25.00 $27.00 $27.00+   

7.  If it was not included in your original flight price, what is the highest you 
would be willing to spend for cancellation insurance (ability to cancel or 
change your flight)? 

Would Never Purchase  $40.00 $50.00 $60.00 $70.00
 $80.00 $90.00 $100.00 $110.00 $120.00  $120.00+ 

8. If it was not included in your original flight price, what is the highest you 
would be willing to spend for a seat with extra leg room? 

Would Never Purchase $10.00 $13.00 $15.00 $17.00
 $20.00 $23.00 $25.00 $27.00 $27.00+  
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Appendix C – Survey for Airline Flight Services  
 
Suppose you were going to be traveling from Toronto to New York City. Please 
rank these features offered from the airline industry from most important to least 
important. 1 being the least important feature offered by the airline industry and 
6 being the most important feature to you.  
  
 

A. ________ Checked Bags 
 

B. ________ On Flight Beverages (Pop, Tea, Juice etc.)  
 
 

C. ________ On Flight Meals (Includes salad, roll, entrée  
   and desert)  
 

D. ________ Early Boarding  
 
 

E. ________ Cancellation insurance (Ability to cancel or  
   change flights with no additional charge) 
 

F. ________ Extra Leg Room  
 
 
 
 
 
 
 
 
 
 
 
 
 
 



	  

16	  
	  

Bibliography  
	  
Bar-‐Gill,	  O.	  (2006).	  Bundling	  and	  consumer	  misperception.	  The	  University	  of	  Chicago	  Law	  Review,	  73(1),	  
	   33-‐61.	  Retrieved	  from	  http://search.proquest.com/docview/214809005?accountid=11233	  

Blackstone,	  B.	  (2011,	  Aug	  08).	  European	  crisis:	  Bond	  buys	  a	  risky	  business	  -‐-‐-‐	  purchasing	  more	  debt	  will	  
	   weigh	  on	  european	  central	  bank's	  balance	  sheet.	  Wall	  Street	  Journal,	  pp.	  A.8-‐A.8.	  Retrieved	  
	   from	  http://search.proquest.com/docview/881444018?accountid=11233	  
	  
Conklin,	  D.,	  &	  Cadieux,	  D.	  (2010).	  Great	  recession,	  2007-‐2010:	  Causes	  and	  consequences.	  Canada,	  
	   London:	  Ivey	  Management	  Services,	  a	  division	  of	  Richard	  Ivey	  School	  of	  Business.	  Retrieved	  from	  
	   http://search.proquest.com/docview/192576593?accountid=11233	  
	  
Ellis,	  B.	  (2010,	  April	  6).	  Spirit	  airlines	  to	  charge	  $45	  for	  carry-‐on	  luggage.	  CNNMoney	  .	  Retrieved	  from	  
	   http://money.cnn.com/2010/04/06/news/companies/spirit_airlines_carry-‐on_fee/	  
	  
Jindel,	  S.,	  &	  Pawar,	  V.	  (2008).	  To	  save	  airlines,	  surcharge	  the	  skies.	  Traffic	  World,	  (0041073),	  n/a-‐n/a.	  
	   Retrieved	  from	  http://search.proquest.com/docview/195726526?accountid=11233	  
	  
Lubkeman,	  M.,	  Pralle,	  A.,	  Tsuaska,	  M.,	  Duranton,	  S.,	  Harsaae,	  J.	  &	  Izaret,	  J.	  (2009).	  Collateral	  Damage:	  
	   Function	  Focus.	  The	  Boston	  Consulting	  Group.	  Retrieved	  from	  
	   http://www.bcg.com/documents/file15422.pdf	  

Merrill,	  J.	  (1998).	  Unbundling	  banking	  services	  and	  rebundling	  costs.	  Journal	  of	  Performance	  
	   Management,	  11(3),	  3-‐11.	  Retrieved	  from	  
	   http://search.proquest.com/docview/214036254?accountid=11233	  

McDonald,	  Michele.	  "It's	  Not	  a	  Seat,	  it's	  a	  Suite!"	  Air	  Transport	  World	  45.8	  (2008):	  51,51-‐53.	  ProQuest.	  
	   Web.	  12	  Oct.	  2011.	  

Nagle,	  T.,	  Hogan,	  J.,	  &	  Zale,	  J.	  (2011).	  The	  strategy	  and	  tactics	  of	  pricing	  .	  (5th	  ed.,	  pp.	  9-‐11).	  New	  Jersey	  :	  
	   Perason	  Education	  Inc.	  

National	  Post	  (2009,	  Feb	  28).	  Ryanair	  CEO	  mulls	  charge	  for	  loo	  use;	  company	  spokesman	  says	  not	  so	  
	   fast.	  (2009,	  Feb	  28).	  pp.	  A.19.	  Retrieved	  from	  
	   http://search.proquest.com/docview/330872330?accountid=11233	  
	  
Pine,	  A.	  (2011).	  A	  La	  Carte	  Pricing	  Spreads	  to	  More	  Industries.	  Practical	  Economics	  –	  Kiplinger	  Retrieved	  
	   from	  http://kiplinger.com/columns/practical-‐economics/archives/more-‐industries-‐adding-‐
	   fees.html	  

Segal,	  J.	  (2006).	  Bank	  of	  america	  to	  unbundle	  fees.	  Fund	  Action,	  (10545956),	  1-‐1.	  Retrieved	  from	  
	   http://search.proquest.com/docview/202827799?accountid=11233	  

Southwest.com.	  (2011).	  Checked	  baggage.	  Retrieved	  from	  http://www.southwest.com/html/customer-‐
	   service/baggage/checked-‐bags-‐pol.html	  
	  



	  

17	  
	  

The	  Province	  (2011,	  Aug	  	  05).	  Strong	  results	  for	  top	  airlines;	  fuel	  costs	  hamper	  air	  canada,	  WestJet.	  The	  
	   Province,	  pp.	  A.37.	  Retrieved	  from	  
	   http://search.proquest.com/docview/881437425?accountid=11233	  

Vieira,	  P.	  (2004,	  May	  12).	  Report	  points	  to	  fuel	  costs	  in	  air	  canada	  shortfall:	  Savings	  deadline	  looms.	  
	   National	  Post,	  pp.	  FP.1.Fr-‐FP1	  Front.	  Retrieved	  from	  
	   http://search.proquest.com/docview/330109298?accountid=11233	  


