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EasyJet nose dives 

Adapted from Webster Ponders the ‘Branson Solution’, The Observer, May 9th, 2004

EasyJet shares took a two-day pummelling on the markets, losing 25 per cent of their value on Wednesday. ‘This is quite a setback for us and our staff', said company boss Webster.
The shares dived, but the company's half-year figures were good - the airline flew more passengers, had more planes and the planes were fuller. But comments about 'unprofitable and unrealistic pricing' from airlines throughout Europe, combined with remarks about the 54 low-cost operators crowding into the European market must lie behind the fall. 

However, in the near future, 'a lot of the capacity is going to exit'. Aircraft leasing costs for those without strong balance sheets are creeping up in the uncertain market and without the economies of scale on group-wide costs such as fuel and insurance, many can't hope to compete long-term. 

Questions

1
Assess whether the no frills airline market is perfectly competitive by bench marking the industry against the key characteristics of a perfectly competitive market.

2
If “a lot of capacity is going to exit” in the short term, will long term profit levels return to a supernormal level?

