People Express

H280 Study Questions

Question 1: Similarities and differences between Southwest, Continental, and People Express

	
	People Express
	Southwest
	Continental

	Business environment (at time of case)
	· 1981: Newly deregulated

· Many new entrants

· Fragmented market

· Incumbents slow to react to new competitors at first
	· 1994: Highly competitive

· Consolidated industry with 2 dominant players and 3-4 major ones
	· 1994: Highly competitive

· Consolidated industry with 2 dominant players and 3-4 major ones

	Strategy
	· Provide superior service from highly motivated employees at lower prices

· Non-union workers

· Frequent flights

· Low cost

· Initially only fly routes against local or regional airlines

· Appeal to savvy, thrifty, busy travelers
	· Highly focused on motivating employees to provide good customer service

· Point-to-point (not hub and spoke)

· Low cost value player

· Appeal to leisure traveler and frugal business person
	· Full-service, hub and spoke carrier with focus on on-time arrival, baggage handling, and customer satisfaction

· Target business traveler who values reliability, clean planes, and good service

	Values/

Philosophy
	· Employees are “self-managing,” given freedom to make decisions as long as consistent with 6 Precepts: (1) service & commitment to employees, (2) best airline, (3) leadership, (4) role model, (5) simplicity, (6) maximize profits

· Very frugal

· Everyone teaches values to others in organization

· Growth provides development opportunities

· Rewards and fun come from hard work
	· Customer service

· Teamwork--everyone pitches in

· Frugality

· Fun place to work
	· Measure the correct performance metrics (e.g., reliability more important than size)

· Customer service

·  Teamwork--no infighting or finger pointing, everyone 100% focused on beating competition

	HR practices
	· Initially very rigorous recruiting and screening involving employees

· Flat org structure

· Employees teach one another about values

· Cross-training through monthly rotations w/ ability to do other jobs

· Numerous self-governing committees to determine policies

· People not punished for making mistakes if following 6 Precepts

· Low base salaries but heavy reliance on stock ownership and profit sharing 
	· Very rigorous recruiting and screening involving employees

· Value fit and attitude over industry-specific experience

· Emphasis on training

· Pay-for-performance & profit sharing

· Parties to celebrate “Southwest Spirit”
	· Recruit and hire only the best people for management

· Looking for employees with good judgment

· Align employee incentives with org goals (e.g. $65 bonus check for on-time ranking)

· Give employees freedom to solve problems (burned old employee manual)—goals instead of rules


Question 2: Why did People Express (PE) fail while Southwest and Continental succeed?

· PE grew too fast.  PE’s growth was so fast that it could not expand its facilities or hire enough people.  Service deteriorated, and customers started defecting.  In fact, PE abandoned its rigorous recruiting and screening process in hiring, since it needed people so badly—but this led to a deterioration of its competitive advantage, a highly motivated workforce.  Southwest has managed its growth much more successfully and has not changed its rigorous recruitment and selection procedures.

· PE relied too much on growth as a reward system.  PE’s heavy reliance on equity compensation meant that the airline had to keep growing to keep its employees financially rewarded.  Also, PE saw growth as the way to create career development opportunities for its employees.  Both Southwest and Continental seem to rely more on intrinsic motivation, and less on stock options and more on profit sharing.

· PE tried to grow through acquisition.  Facing intense competition from American and other major airlines, PE acquired Frontier and other failing airlines.  This was a disaster, as PE could not integrate the two very different cultures—PE’s HR advantage could not be easily transferred to its acquisitions, which were more traditional, unionized airlines.  Southwest has grown organically.  Continental made sweeping changes to the HR practices of its entire organization at once.

· PE pushed its people too hard.  PE CEO Burr seemed to believe that hard work in austere surroundings would be its own reward.  PE’s rapid growth, combined with its low cost, lean staffing, caused lots of burnout.  Southwest seems to achieve high employee productivity through making the workplace fun.  Continental also seems to achieve higher employee productivity without burnout.
· PE abandoned its competitive advantages when faced with a competitive response.  When faced with American Airlines’s superior IT, which enabled price discrimination within flights, PE abandoned its low cost, low price, value strategy and started offering what every other airline offered (first class, VIP lounges, etc.).  By offering these services and trying to acquire a hub and spoke system, PE remade itself into an airline very similar to every other major carrier.  In contrast, Southwest has used major challenges from competitors such as United Shuttle to reinforce its core competitive advantages.

Question 3: Lessons about HR practices and philosophy in producing competitive advantage

· High-commitment HR practices can be a source of enduring competitive advantage (and often are the ONLY source of competitive advantage in highly competitive industries with commodity goods/services)

· High-commitment HR practices are often easy to understand but really hard to implement correctly

· HR practice must be aligned with your business strategy—or else you end up with highly committed people attempting to accomplish the wrong things

· HR levers are complementary to one another—they work best when they are acting in concert (vs. changing only the compensation system and expecting good results from that alone)

· Be very careful when thinking about what behaviors you are actually rewarding with your HR levers—you can very easily end up with unintended side effects (e.g., customer service reps who hang up the phone to keep their average call length low)

Question 4: Reflecting on course, what roles should general managers and HR function play in management of human resources? (Warning: the question asks for your personal opinion here)

· Every general manager must take responsibility for setting HR practices and philosophy—HR is too important for HR strategy to be left up to HR function

· HR function is helpful for technical issues such as discrimination policies, training, legal issues
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