[bookmark: _Hlk3837291][image: ]





SBPD7006:	
Managing in Complex Environments: Strategies, Insights and Solutions



Topic:
Airline industry – 
Leadership Enhancement and Employee Relationship



Company:	
Cathay Pacific Airways Limited



People Management Issues:
Leadership Enhancement and Employee Relationship








Airline Industry -
Leadership Enhancement and Employee Relationship





Presented to


Board of Directors
Cathay Pacific Airways Limited










Prepared by

Connie Chan
University of Wales
Trinity Saint David







24 March 2019






Table of Contents


1. Executive Summary

2. Background
2.1 Industry development
2.2 Company situation

3. Report Objective and Scope
3.1 Strategies
3.2 People management issues

4. Key Analyses and Findings
4.1 Turnaround strategies
4.2 Leadership

5. Recommendations
5.1 Leadership Enhancement
5.2 Employee Relationship

6. Action Plan







	






1. Executive Summary

Airline industry is facing challenges in many fronts - increasing customer expectation, rising competition from legacy airlines and budget carriers, and an unstable global economy in the world.  

Cathay Pacific Airways Limited (“Cathay”) reported losses in 2016 and 2017.  A three-year transformation programme is taking place and there was reported a profit in 2018 during the recent announcement.  This management report will cover what have happened in the industry during the past years and what people management issues we should pay attention in the future.  We will make some recommendations to the company on the areas of leadership enhancement and employee relationship.  

The management should have a clear mission that will prioritise the strategies and actions to achieve the long-term success.  Cathay’s success was based on its excellent services to the premium group of customers and now what strategies the company should take to counter the growth of budget airlines.  

There was a saying: “We defeated all our competitors.  But we lost to the new business era.”  We need to learn what has been happening in the business.  There are questions like what airline services the customers value most.  How do we deliver these services?  And how do we recover the cost for delivering these services?  Airlines service is a safety critical industry.  Notwithstanding all the competition, all resources need to be used to ensure the safe and efficient flight operations.  It is important to develop openness and trust in the teams during a crisis.  This will foster a shared understanding of the current operations and goals in the teams and this will achieve the sustainable growth and development in the business.  

Poor leadership and fragmented teamwork combined with communication failures have contributed to the poor performance of the company.  Downsizing and restructuring has taken toll on the employees’ morale and mental health.  It is essential to maintain strong employee relationship during a crisis for the organisational resilience.  If the downsizing was not properly managed, it will result in destruction of trust and loyalty that are detrimental to the ability to respond effectively afterwards.


2. Background

2.1 Industry development

Aviation competition is intense in the world.  Emirates, based in Dubai in the United Arab Emirates (UAE), is one of the fastest growing and largest airlines in the Middle East.  It is one of the most profitable airline business in the world.  Emirates was successful due to its innovative and creative ideas to seize opportunities in the airline business.  Qantas and British Airways made deep cost-cutting exercises some years back.  Asian airlines face bigger challenge than their European counterparts in terms of regulations and restrictions.  The Europe Union’s open sky policies allow carriers to fly throughout the bloc, while due to national interest and government-owned enterprises in the region, Asian airlines are not playing on the even field.  

The airline industry is sensitive to the business cycle.  When economic growth and consumer trust are high, the demand for air transport is also high.  When an economy is in recession, unemployment is high and consumer trust is down, the decline in the performance of an airline is pronounced.

There is rapid growth of aviation demand in Asia.  It has been more than 15 years since most Asian countries deregulated their aviation sectors.  Budget carriers have proliferated in Asia in recent years.  Budget carriers compete by meticulous attention to trimming costs, using computer to maximise the number of passengers while dispensing with all the free amenities.  The rapid growth will continue over the next decade but the overcapacity in the air routes has adversely impacted the revenue of Southeast Asian airlines.  

Asia’s aviation industry is booming, but it is not making money.  Only a few airlines are doing well, namely AirAsia, Lion Air, VietJet and Cebu Pacific.  The rest are struggling to make ends meet.  In India, for instance, the country’s three biggest budget airlines – IndiGo, SpiceJet and GO Air – are struggling to make ends meet.  India’s GoAir was up for sale and Jet Airways was rescued by a group of lenders.  Nok Air in Thailand, Malaysia’s Malindo and some small airlines in Indonesia are at risk.  

Singapore Airlines, a premium Asian carrier, was carrying out a comprehensive review of its operations.  Other established carriers in the region such as Thai Airways and Malaysian Airlines have also faced difficulties.

There are increasing mergers and acquisitions in the Asian region.  US carriers American Airlines and Delta tried to tap into the fast-growing market.  In 2015, Delta bought 3.6% stake in China Eastern Airlines.  In 2017, American Airlines bought 3% stake in China Southern Airlines and Qater Airways bought 9.6% stake in Cathay, the company.  





2.2 Company situation

Cathay Pacific Airways Limited was founded in 1946 with the headquarters located in Hong Kong.  Cathay celebrated the company’s 60th anniversary in 2006.  Cathay is a member of Swire group and is a public company listed on the Hong Kong Stock Exchange.  Cathay has gone through tremendous growth and expansion in the past years.  

Cathay offers passenger and cargo services to over 200 destinations in Asia, North America, Australia, Europe and Africa, using a fleet of some 200 aircraft.  There are three airlines in the Cathay Pacific Group:
· Cathay Pacific, an international network airline
· Cathay Dragon, providing services to destinations across Asia
· AHK Air Hong Kong, providing all-cargo carrier operating services

Cathay Pacific major shareholdings:
· Swire Pacific Limited	45%	
· Air China Limited	30%
· Qatar Airways	10%
· Public shareholding	15%

Senior Management:
· Chairman	John Slosar
· Chief Executive Officer	Rupert Hogg
· Chief Customer and Commercial Officer	Paul Loo
· Chief Operations and Service Delivery Officer	Greg Hughes
· Chief Financial Officer	Martin Murray

Merlin Swire became the chairman of Swire Pacific in 2018.  John Slosar retired from the Swire group after 38 years and remains chairman of Cathay Pacific Airways.  

CEO Rupert Hogg took office in May 2017.  Cathay has undergone several rounds of management reshuffle as it tries to improve its prospects due to the difficulties.  

As at 31 December 2018, the Cathay Pacific Group employed more than 32,400 people worldwide.  Around 26,200 of these people are based in Hong Kong.  Cathay Pacific and Cathay Dragon employed more than 26,600 permanent staff worldwide.  Around 78% of these people are based in Hong Kong. 
	


Cathay Pacific Airways
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	Results 
	
	2018
	2017
	2016

	Revenue
	HK$ million
	111,060
	97,284
	92,751

	Profit/(loss) attributable to the shareholders
	HK$ million
	2,345
	(1,259)
	(575)

	Earnings/(loss) per share
	HK cents
	59.6
	(32.0)
	(14.6)

	Dividend per share
	HK$
	0.30
	0.05
	0.05

	Profit/(loss) margin
	%
	2.1
	(1.3)
	(0.6)

	
	
	
	
	

	Financial position
	
	
	
	

	Funds attributable to the shareholders
	HK$ million
	63,936
	61,101
	55,365

	Net borrowings
	HK$ million
	58,581
	59,300
	49,879

	Shareholders' funds per share
	HK$
	16.3
	15.5
	14.1

	Net debt/equity ratio
	Times
	0.92
	0.97
	0.90





	Cathay Pacific Airways
	
	

	Capacity
	
	

	
	ASK/AFTK (million)

	
	2018
	2017

	Passenger services
	
	

	Americas
	40,308
	40,407

	Europe
	32,090
	28,957

	North Asia
	31,533
	30,764

	Southeast Asia
	20,919
	20,344

	Souhwest Pacific
	18,494
	17,863

	South Asia, Middle East and Africa
	12,018
	11,803

	Overall
	155,362
	150,138

	
	
	

	Cargo Services
	17,616
	17,163

	
	
	

	
	
	

	Capacity is measured in available seat kilometres ("ASK") for passenger services

	and available cargo and mail tonne kilometres ("AFTK") for cargo services.



	
Cathay Pacific Airways
Profit/(Loss) in HK$ Billion

2014		 3.15 
2015		 6.00 
2016		(0.58)
2017		(1.26)
2018		 2.35
	
	

	
	
	



Cathay is facing intense competition from mainland Chinese and Middle Eastern airlines that are expanding rapidly in the region.  Carriers such as Air China and China Eastern are offering more direct services from the mainland, making it less attractive for passengers to travel via Hong Kong.  There is also competition from Middle Eastern airlines such as Emirates, Etihad and Qatar Airways.  On the other hand, there is uncertainty due to global political conflicts and trade tensions that have dampened passenger and cargo demand. Air cargo business has come under pressure as the global trading environment deteriorates in the face of an uncertain US-China trade war.  

The slowdown in the mainland China economy caused the decrease in business travel.  This adversely affected premium class demand, particularly the long-haul routes.  The overall business outlook remains challenging.  Demand for lucrative business and first-class seats had gone down.  

Asian air travel is becoming driven by price rather than premium service.  Cathay is facing the war between price and value.  Competitive advantage is increasingly based on the price rather than the value of service.  Airlines are restructuring operations to reduce costs.  This price competition is hammering the value proposition.  
  
Passengers have complained that Cathay’s service quality is not as good as it used to be.  Among other issues, the flights often don’t run on time on some routes.  Meanwhile, staff morale is low as Cathay is no longer generous in terms of pay and perks.  This once-premier airline company certainly needs to take a hard look at its operations and take steps to recover lost ground.  Asian airline analysts remark that many travellers complain about Cathay’s expensive trip without premium service.  Given the slippage in service quality, it would be perfectly reasonable if the public poses this question to Cathay: How about offering us cheaper fares?

Cathay took decisive action to make the businesses leaner and more agile.  In 2017, the company commenced a three-year corporate transformation programme.  Cathay is through this programme targeting HK$4 billion (US$510.12 million) in savings.  It announced job cuts and plans to boost productivity.  The company reorganised the head office, appointed new management and leadership teams.  The company has reorganised the core business processes.  It focused on containing costs and improving efficiencies.  

In 2017, the airline announced a major restructuring programme which would see jobs were axed.  Cathay laid off about 600 people at its head office in Hong Kong.  Nearly a third of them work in management jobs.  The cuts are equivalent to about 20% of staff at Cathay headquarters.  No pilots and cabin crew were affected by this layoff.   The associated redundancy costs of HK$224 million was recognised in 2017 financials as staff expenses.  However, there has caused much employee discontent.  There is a depth of bad feeling in the employees as generated by this restructuring.


3. Report Objective and Scope

3.1 Strategies

Both the environment and the organisation are constantly changing.  Cathay should link the organisation’s internal resources with its environment to come with the strategic management.  These strategies would involve the product development, market penetration and development, related and unrelated diversification.  

There are also strategies to increase shareholder value by revenue profit; customer value by service offering; or employee value by motivation and satisfaction.  There are different ways to create value to the stakeholders and final decision will depend on the strategic leadership of the management.

In this management report, we will focus on the people management issues that align with the company strategies to increase the stakeholders’ value.  Globally the trend is: “employees first, customers second, and shareholders third”.  Employees are the key to improving the organisation bottom lines.  Employees are the true value creators for any organisation.  When organisation keep people before profit, it indicates that they emphasise the importance of human resources.  The leaders need to enthuse, encourage and inspire the employees for increasing the stakeholders’ value.

3.2 People management issues

The airline industry is highly service-driven.  Airline employees are serving customers.  The service and product the airline provide to the customers on the trip is important.  Another part of the service is the airport experience.  It is important to implement effective human resources practices in the airline industry.  Other industries focus on the quality of physical products but the airline services depend heavily on employees’ efforts and abilities in terms of innovative service implementation.

	


	The ability to offer customers with high-quality services is crucial for premium airline industry.  To foster high-quality services for customers, employees represent the important factor for the strategy implementation.  We need to look at the factors influencing employees’ service innovation behaviour in the airline industry.  Service innovation behaviour encompasses the efforts to generate innovative service techniques as competitive advantages.  Employees’ service innovation behaviour is employees’ willingness to propose creative services to enhance the level of customer satisfaction through high-quality service experiences in the airline industry.  If the employees feel good about what they are doing then the company can deliver good service to the customers who are using the airline service.  

Airlines are complicated businesses.  There are a lot going on to deliver the services.  Passengers don’t see the complications therefore they are not willing to pay for it.  If we look at aviation as a whole business, all the suppliers to the airlines make money.  It is just the airlines that do not make enough profit.  Airlines are extremely competitive due to the rise of budget airlines.  The supplier base to the airlines is not as competitive as the airlines themselves.  Airports, government (through taxes), onboard food providers and ground handlers are all making money on the budget airline boom, while the carrier themselves are struggling to make ends meet.





4. Key Analyses and Findings

4.1 Turnaround strategies

In the framework for successful reorientation of legacy airlines (Lawton et el, 2011), the management should focus on the operating responses and strategic responses for successful reorientation in the airline industry.  The operating responses include the leadership and employee relationship during the strategy formulation and reorientation.
[image: ]


Downturns occurred when there are prolonged periods of decline and eroding competitiveness of the business.  Downturn occurred when there are deteriorating environment and the strategic misalignment with the environment.  Strategic change is required to enable the organisation to survive and adapt in turbulent environment.

Turnaround strategies consist of two stages, namely retrenchment and recovery.  Retrenchment is cutting costs through the operating efficiency to achieve the positive financial results.  Recovery is the strategy implementation to achieve competitive advantages.



Turnaround strategy also comes with the replacement of members of the top management team.  It is important to have effective, knowledgeable and accountable management and board structures in business organisations.  New leaders are more likely to break the “old rules of the game” and bring with them greater change in strategies, processes and structures.  The long-tenured executives become more conservative and may avoid strategic changes.

The collapse of Swissair was sudden and unexpected.  The lack of leadership and accountability by the board were the main contributing factors for the collapse of Swissair in the 2000s.  It reflected the weaknesses in the human capital that the company had possessed.  There was lack of coordination within the management of the organisation.  The board of directors and management refused to acknowledge their past mistakes and continued to back their decisions.  

The board members of Swissair did not have the industry expertise and experience to make decisions on the alliance and acquisition strategy.  Most of the larger airlines in Europe had formed alliances and caused a threat to Swissair.  The board numbers of Swissair had dropped from 26 members to only 10 consisting mainly of politicians, finance and banking professionals, all lacking inside knowledge of the airline industry.  The company selected McKinsey and Co as their advisors.  McKinsey’s lack of expertise in the European and Swiss markets hurt Swissair in the decision making.

Resource Dependence theory states that the experience, expertise and reputation of the leaders are important.  The management should have the ability to interact with external environment and make decision.  It was noted that board members of Swissair did not have the industry expertise and experience to make decisions and they did not handle the external environment appropriately and thus led to the collapse of Swissair.

There are symptoms of group think: firstly it is the belief that the group is invulnerable and secondly it is the internal pressure to conform with the decision so as not to appear as the “disruptive” factor.  Group conformity and groupthink had detrimental effects on the decisions made.  



The airline industry suffered due to the terrorist attacks on New York.  The downturn in air travel immediately after the September 11 attacks on New York in 2001 harmed the earnings and profitability of Swissair.  But this affected the entire industry and many of the smaller airlines survived the downturn which again indicates that the poor decisions of Swissair’s board played the biggest part in its collapse.  With all the hardships, there were mismanagement and poor decisions made by the leaders of Swissair.  On 2 October 2001, Swissair was officially grounded.  We should learn from the lesson.

4.2 Leadership

Management means “getting things done effectively through people”.  This implies the importance of leadership to achieve optimal results.  To train managers to become effective leaders in obtaining optimal performance and motivating subordinates to get things done effectively, this requires a combination of leadership, communication and people skills. 

Leaders need to break out of the comfort zone and develop relationship with different people.  Having a diverse network of internal and external stakeholders, provides leaders with different perspectives, new information, and approaches for solving problems.  

Leaders assume positive outlook, constantly shaping the competitive landscape, and steering the firm to their desired course.  Rather than accepting status quo, they always examine alternatives and develop new approaches to problem solving.  Moreover, they emotionally connect with colleagues and subordinates by establishing open communication links, thereby inviting new ideas and fresh approaches to getting things done.  The leaders have the special confidence of destiny of the organisation.  They lead the team with confidence.

Leaders are considered the saviours and heroes for organisations during crisis.  The roles are to translate intention into reality in organisations.  The effective CEO is able to create a clear vision, influence followers by communicating the vision to gain support, maintain organisational direction through persistence and consistency, and the capacity to empower followers to tap and harness the energy to achieve desired results or outcome.  The dark side of leadership is the destructive leadership.  Destructive leaders degrade the team performance.  Dark side leaders erode and destroy subordinates trust, lack team building and affect organisational performance.

In 1966, Herb Kelleher decided to start an airline called Southwest Airline (SWA).  From 1971 - 2008, SWA succeeded from a regional air carrier to a global competitor under the leadership of Herb Kelleher.  SWA identified the customers’ needs by providing the lowest airline cost provider in the marketplace.  Herb Kelleher created a company from a business idea and transformed it into a successful company through hard work, loyal employees and persistence.  

Kelleher’s approach had been unconventional in putting employees first, customers second, and shareholders third.  Kelleher (2015) stated “we believe that if we treat our employees first, and they will treat our customers right, and in turn that results in increased business and profits that make everyone happy.”  Herb Kelleher’s leadership style is considered charismatic and transformational.  Herb Kelleher has a strong desire to influence employees with a dominant personality.  As a transformational leader, Herb Kelleher had the ability to change and transform his employees through a process of influence that benefits both parties.

Kelleher has cultivated a working environment that inspires creativity and passion in the employees.  SWA has set an unparalleled accomplishment in the airline industry by consistently being profitable for forty years and is considered the best place to work.  Kelleher established a culture environment in which diversity, dignity and respect are valued.  He stayed in touch with employees through effective communication.  He created a shared vision by influencing employees and translating that vision into action.  He developed innovative strategies keeping SWA a successful airline in a competitive marketplace.

Former New York City mayor Rudy Giuliani became famous after 9/11 tragedy because of his handling of the crisis.  He was very visible on the frontline.  His display of courage and confidence was contagiously comforting and reassuring.  The good manager must be constantly prepared.  This includes developing contingency plans with scenario analyses and frequent reviews, updating and adjusting if necessary.  Despite the tragedy and devastation of the 9/11 attacks, New York City bounced back remarkedly in record time.  The economy rebounded stronger and equally vibrant.  The secret is to reach out to the ordinary people to win their hearts and minds.  Empirical evidence shows that a people-oriented manager will always obtain the best work from subordinates.



5. Recommendations

5.1 Leadership Enhancement

Strengthen the board membership

Unlike other airlines, Cathay is controlled by a family-owned conglomerate with carefully recruited, long term career managers.  In the highly competitive environment nowadays, talented people with industry expertise and innovative ideas are needed.  The board should find ways to boost turnover and cut costs.  The goal is to keep low cost whilst not compromising the quality of customer experience.  

Cathay, a 70-year old Hong Kong-based carrier, has a strong brand known for its premium onboard service, comfortable seating and opulent lounges.  However, poor financial decisions in hedging oil prices and the inability to adapt to new customer preferences are contributing factors for the bad performance in 2016 and 2017.  There are questions on the management competence.

Cathay is a flawed business model in a changing world.  Cathay management appears oblivious to reality, living in the fantasy and protected business world.  Through the previous years Cathay has benefited from its near monopoly position in the business.  To find new sources of revenue by searching new and underserved destinations is necessary to enhance the financial performance.  Passing on the pricing structure of a premium airline to passengers becomes unsustainable when cruel competition from mainland China and Middle East airlines is mounting up.

Current management is confused and cannot stop the competition and deterioration of value.  Cathay is now in the stuck-in-the-middle strategy – unable to compete as a discount airline and unable to sustain a premium brand.  That is evident in the numerous complaints online about Cathay’s service quality.  Controlling our brand is paramount when your business is in turmoil.  The management need to reinvent and innovate the business.  




Project groups under board leadership to enhance the premium services

Cathay is no longer the golden standard it once was in its industry.  There has seen a marked slippage in service quality in recent years.  To do things productively and cost efficiently, the leaders need to see how to run the business and how technology can disrupt in an advantageous way.  It is all about redesigning how things work.

There are independent passenger surveys showing deteriorating image of the Cathay in the eyes of the passengers.  The management should make reference to the Skytrax rankings, which are based on views of millions of passengers around the world and takes into account a host of parameters including boarding procedures, seat comfort and service quality.  In the recent announcement, Singapore Airlines gets the top honour.  Qatar Airways, ANA All Nippon Airways, Emirates and EVA Air rounded up the top five, leaving Cathay with the No. 6 in the Skytrax 2018 rankings.  

There is an urgent need for the management to review the needs of the existing loyal customers as well as the new generation of passengers.  The International Air Transport Association expects 7.8 billion people in 2036, double today’s number.  Now all sorts of people – not only millennials - are travelling frequently throughout the year.  They are going on food tours, golf tours and to K-Pop concerts.  They want a good deal on the flights.  There should be ways to enhance customer experience in the trips, e.g. phone applications for auto check-in, fantastic lounges with wireless email, showers, dining and then getting through the airport quickly.

Another area to attract customers is to redesign the cabin and include features that will improve the customer experience in the flight.  More inflight entertainment will be provided on the seatback.  With Wi-Fi, there will be an increase in the use of personal devices.  
We should continue to upgrade the entire fleet.  We already have a young, modern fleet and the effort should not stop.  Sustainability should be in mind and the new aircraft have better fuel consumption which means they emit less.  Biofuel is the way to for the industry.  

Another area is cargo business which is also an important part of the business.  We have a state-of-art terminal with a young fleet capable of handling high volumne of business.  There are shipments that need special care, such as pharmaceuticals.   We need to leverage that platform.
Project group under board leadership to counter the budget carriers
Cathay once advised that it would not think about adding a new budget carrier until at least 2024 by the time the third runway is ready at Hong Kong International Airport.  The third runway at Hong Kong International Airport and associated infrastructure will support Cathay’s efforts to take advantage of growth opportunities.  

In March 2019, Cathay announced that it is in active discussion about an acquisition involving Hong Kong Express Airways Ltd although an agreement has yet to be reached.  This seeks to gain a foothold in the region’s booming low-cost travel market.  This is part of a very big change in Cathay’s strategy.  This is positive for Cathay as it would give the airline greater access to a different passenger segment in the low-cost market to enhance its financial performance.  It can be supplementary to the company’s current operational model, such as helping it increase its capacity in flight connections to and from Hong Kong.  How much synergy can be achieved from the deal will depend on the actual execution details, management of overlapped routes, internal price competition and the size of the stake that Cathay ends up acquiring.  

In late 2018, the bridge connecting Macau, Zhuhai and Hong Kong has opened and there is high-speed development in the region.  This is part of the plan to have a connected economy in the Greater Bay Area.  There could be code-sharing flights which join a long Cathay Pacific flight with a short China Southern flight into mainland China, to open up more Chinese destinations to people in places like Europe and North America.  

Cathay and China Southern are in Oneworld Club, one to the three global airline clubs.  Airline’s frequent flier members can use points collected with one carrier across its alliance, and benefit from a wide variety of destinations on one booking.  These two nearby airlines – based in Guangzhou and Hong Kong respectively – can complement each other inside the same airline club.  They could expand the connectivity and catchment area in the region.

Running budget carriers is not only about cost-saving.  We should note that it is not possible to keep on squeezing out productivity on existing processes.  We need to rethink how you do things.  Cost efficiency and productivity on the existing and new processes should be studied. We will be competing with airlines operating at an ultra-low-cost charging minimal fares.



5.2 Employee relationship

Retain the employees for future expansion
Improve employee relationship with pilots and cabin crew
Working groups with employee participation

Cathay should regularly review their human resources and remuneration policies in the light of legislation, industry practice, market conditions and the performance of individuals and the Group.  Management commitment to maintaining strong employee relationships was essential to organisational resilience during a crisis and this employee relationship is critical to the ability to respond effectively afterwards.  

The manager is only as good as the people who work for him/her.  After all, employees are only as good as the manager leading them.  A manager is like a conductor in the symphonic music.  How well the music sounds depend on the energy, leadership and management skills of the team.  Since the management is “getting things done effectively through others”, people-management skills is vital to achieving success.  

Labour costs accounted for around a quarter of most airlines operating expenses.  Because of the cost pressures, most airlines tended to cut labour costs during downturns.  Slashing costs by cutting jobs has come to be seen as an easy managerial solution for air carriers struggling in the competitive market.  However, downsizing can impact the team’s operational performance through an increase in mistakes, distraction, and stress.  There was seen great impact of corporate downsizing on pilots’ trust, morale and organisational commitment.  By the high-risk nature of airline industry, this is hazardous to the business.  Pilots working in downsized airlines reported increased stress, distraction, and suspicion with a corresponding reduction in trust, morale and organisational commitment.  

In 2001, the company fired 49 of its 1,500 pilots following an industrial dispute.  This sowed the seeds for the state of fraught relations between the employer and employees.  Cathay and its cockpit crews have endured frosty relations for more than two decades.  In Feb 2019, Cathay pilots rejected airline’s offer, meaning the five-year industrial dispute will linger on.  Strategic transformation head Alex McGowen is in charge of overseeing the 600 job cuts during the three-year transformation programme and also hold talks with the disgruntled pilots for the work-to-rule action.  
For the past few years, the airline and the pilots have been at odds over pay, working schedules, accommodation payments and monthly living allowances.  There are disagreements on pay, benefits and changes to flying schedules.  Cathay has a strained relationship with aircrew.  Cathay had a fraught relationship with its pilots for years since the sacking of 49 cockpit crews in 2001.  The latest ill feeling began in 2014.  The union, which represents 2,100 of Cathay’s 2,900 pilots, began a work-to-rule in December 2014 over pay and rosters.  Cathay was forced to back down on cuts to expensive housing contracts.  A previous, similar agreement was narrowly rejected in 2016 by members of the Hong Kong Aircrews’ Officers Association (“HKAOA”).  The airline’s unionised pilots were asked to consider a fresh set of proposals.  However, HKAOS members rejected 78% to 22% the deal negotiated by the union with the management.  This is a blow to Cathay’s attempts at restructuring and cost-cutting.  Unhappy pilots have rejected Cathay’s offer of improved pay, perks and conditions as the company failed to settle a five-year industrial dispute for the second time.  The HKAOA put a vote out to rank-and-file pilots.  The rejection highlights a divide among members and union.  The discontent was seen to be beneficial to Cathay.  As long as the industrial dispute dragged on, it would be a “good strategy by Cathay to divide and conquer”.  The pilots are on the brink of civil war after the deal to end the long-standing industrial dispute with Cathay was voted down.  This was the second time pilots stopped the offer, but the margin of rejection was much greater this time.  In 2016 the deal was voted down by only a narrow gap.  In a long term, it should not be the intention of the management to divide the union and worsen the employee relationship.

We should learn lessons from Southwest Airlines.  Southwest Airlines did not lay off employees and recovered the fastest after 9/11 attack while the United and US Airlines laid off the most employees and recovered the slowest.  Southwest CEO Jim Parker stated, “We are willing to suffer some damage, even to our stock price, to protect the jobs of our people.”   Southwest founder Herb Kelleher explained Southwest’s philosophy this way: “Nothing kills your company like layoffs.  It is short-sighted.”  No layoffs during downturn would breed loyalty, a sense of security and trust.  As a manager, you want to show your people that you value them and you’re not going to hurt them just to get a little more money in the short term.
 



Drastic downsizing affects the retrenched employees as well as the employee survivors.  Several studies found that downsizing did not help most companies achieve their economic goals as the anticipated benefits of cost-cutting like higher profits, lower expense ratios, and boosted stock prices failed to materialise.  Nearly all downsized companies experienced problems of employee morale and trust.  Organisational downsizing, with its host of accompanying psychological effects, is bad to laid-off workers and the guilt-ridden survivors.  There is a decline in trust and commitment and an increase in organisational rigidity, selfishness and conflicts increase.

Studies showed that pilots almost unanimously condemned their airlines’ downsizing strategies, exhibiting an increase in suspicion and corresponding decline in trust for both airline managers and union leaders.  They regarded the decision-makers as very incompetent.  They noted that managers just care themselves.  They are in a completely different world from the rank-and-file employees. 

Similar employee-management relationship had soured after 9/11 because of cost-cutting strategies like downsizing further antagonising employees into an adversarial relationship.  Similar feelings of being abandoned by the organisation and betrayed by the labour union, increasing mistrust.  Worse still, “It is a relief to find out that I was getting fired because then I wouldn’t have to deal with that poisonous atmosphere anymore.

Managers had grossly miscalculated the depth of pilot anger and hostility and resistance.  The pilots were humiliated.  The management had clearly broken employee spirit and morale.  There are “post-downsizing stress syndrome” which include anxiety about work-related issues which eventually affected people’s health, personal life, and attitude towards work, fostering a sense of desperation.  Evidence of pilots declining mental health and stress were found.  Financial unpredictability was frequently the causes of stress and distraction to the pilots and other employees.

One problem with downsizing is that the strategies are typically conceived and administered at the top of the managerial hierarchy with little involvement from, or management attention to, front-line employees.  This top-down decision-making process becomes particularly disconcerting in high-risk workplaces like aviation.  


The rank-and-file union members of Cathay have sought to sack the union leaders.  They removal of current union leadership would help unify the union group and stop the company bullying them.  Proposals have been floated to oust union leaders and the negotiators responsible for extracting concessions from airline.

The union chief Darryl Soligo resigned after members rejected the offer to end the industrial dispute.  Union entered talks with Cathay at a time when the embattled airline was losing money, facing strong competition and shedding jobs as part of cost-saving measures.  Darryl was appointed Chairman in late 2016 in a mandate to rally pilots together and seek to deal with the company in a more diplomatic and peaceful manner than his predecessor.  Darryl represented a different direction, a less confrontational one, with the hopes of engaging the company.  The pilots are now getting impatient as Darryl’s approach is not working either.  A heathy talk between employers and employees foster good relationship and enhance the company performance.  A sour employee relationship has harmful effects to the organisational performance.  
  
Southeast Asia is a market of rapid growth but meagre profits.  Revenues of the publicly traded airlines have taken a hit from falling fares and increased competition from rapidly expanding budget carriers.  Airlines have struggled to increase fares, which keep going down despite an increase in demand.  The International Air Transport Association estimates that we will see an additional 2.35 billion annual passengers in 2037, for a total market size of 3.9 billion passengers.  The rise of air travel is a confluence of two things, a growing middle class with a higher discretionary income, and a drop of fares and increased competition that makes flying even more affordable. 

Training is vital because the air traffic is going to double in the next decade.  We can attract people as this is an exciting and interesting industry.  We can invest heavily in our future by nurturing young talent in Hong Kong through the use of structured career programs aimed at fresh graduates.  We support the training academy set up by the government and the airport authority.    

Indigo, an Indian budget carrier, is cancelling dozens of flights every day, struggles to find enough skilled pilots following an aggressive expansion.  Pilots have exhausted their annual limit on flying hours earlier than expected, leading to the chaos.  There were chaos at China Airlines Ltd when cockpit crew went on a strike complaining of overwork, leaving thousands of passengers stranded during a peak travel season in the region.  India needs 17,000 new pilots in the next decade.  IndiGo is aggressively adding capacity as carriers rush to cash in on a travel boom in India.  More aircraft also means having to hire more pilots.  Their over ambitious aircraft growth without planning ahead with crew numbers will cost them.

We should retain the pilots and employees for the future expansion.  In the short term, some employees could be deployed to some working teams to implement the transformation strategies.  We should value people as people not as workers.  It enhances productivity and performance.  It minimises employee attrition and maximises employee engagement and retention.  It decreases stress and encourages work-life balance.  It builds brand image for organisations.  Hence, adopting this philosophy is ideal in the current global business environment.  

Southwest Airlines emphasises attitude and its motto is “Hire for attitude, train for skill”.  Attitude is very important and it has to be weighed with experience and skills.  The airline is a brutal business and the competition is cut-throat.  Herb firmly believed in the philosophy of putting employees first, customers second, and shareholders third.  He said, “If employees come first, they are happy.  A motivated employee treats the customer well.  The customer is happy and so they keep coming back, which pleases the shareholders”.  Gary Kelly, the CEO of Southwest Airlines stated, “If we keep our employees happy and engaged, they will keep our customers happy, who will reward us with their loyalty.  That repeat business helps our bottom line and creates value for our shareholders”.  When you take care of your people first, you will be surprised that the profits will follow.

Globally renowned enterprises are known for healthy and innovative HR practices.  They treat their employees well.  Treat your employees as assets and associates.  Consider them like partners.  Senior level must design innovative strategies to keep the talent.  Organisations realised the importance of employees first and customers second.  If employees are happy, they can make their customers happy.  Happy customers improve the organisational bottom lines to finally achieve organisational excellence and effectiveness. 

Jack Ma, founder of Alibaba rightly remarked, “If you take care of your customers, and your employees, they will take care of the shareholders.”  To conclude, to treat your employees as assets and convert them into your brand ambassadors to accomplish organisational goals and objectives.

Cathay has been wrangling for the past four years over pay, pilot allowances, housing allowances and work rosters.  For new pilots and trainee cadets, cheaper contracts with an increase in variable based on how many hours are flown are rolled out.  

[bookmark: _GoBack]As pilots fly aircraft, the key is to deliver passengers to their destinations as safely and efficiently as possible.  To create a harmonious employee relationship across the cabin crew and other areas is important for the future expansion of the business.





6. Action Plan

In view of the above recommendations, action plans should be drawn up with attention to the following parameters:
SMART - aligned, specific, measurable, achievable, relevant and timely
GROW – goals, reality, options, way forward
PESTLE analysis – political, economic, social, technology, legal, environment
SWOT – strengths, weaknesses, opportunities, threats

Working groups led by senior management with detailed time table should be set up to monitor the progress of the actions.  

The airline industry is a service industry which requires the high skill levels of employees.  Procedures should be taken to measure the level of service quality in terms of the customer experience from flight booking all the way through to check-in, baggage drop, boarding, plane conditions, in-flight services such as food and beverage, entertainment and shopping, right through to disembarkation and final baggage claim.

As a service industry, airlines are subject to different criteria compared to the manufacturing products.  First, the output of an airline seats cannot be stored to adjust to fluctuating demand.  Second, the airline service is produced and consumed at the same time.  Thirdly, the consumers participate in service delivery.  The market cycles affect the airline business.  Air transport demand is very cyclical where increased and decreased demand is highly dependent upon market fluctuations.  Tourism travel is up during the school holiday season.

Air transport is classified as an intermediate good.  A passenger is not flown for that purpose only, but to visit a place or do something.  For example, passengers are flown for business trips, educational purposes, medical check-ups, or visit families and tourist destinations.
 
As such, an analysis of the demand for airline services is quite complex.  Several factors are at play including the perishable nature of seats and the highly cyclical and seasonal nature of the industry.  Aircraft seats cannot be stored.  To solve this problem, airlines implement a price discrimination strategy by offering certain price ranges in each flight.  


References

News from South China Morning Post
News from Reuters
News from Bloomberg 
Website on Cathay Pacific Airways Limited
Financial reports from Cathay Pacific Airways Limited

Aaron Hermann & Hussain G Rammal, “The grounding of the <flying bank>”, Management Decision, 2010

Amy Fraher, “Airline downsizing and its impact on team performance”
Team Performance Management, 2013

Kwang-Ho Lee & Sunghyup Sean Hyun, “An extended model of employees’ service innovation behavior in the airline industry”, International Journal of Contemporary Hospitality Management, 2016

Luke C Ng, “Best management practices”, Journal of Management Development, 2011

M S Rao, “Employees first, customers second and shareholders third? Towards a modern HR philosophy”, Human Resource Management International Digest, 2017

Peter Yang & Chih-Chien Yang, “Importance of personality and career stress for flight attendants’ career satisfaction”, Social Behavior and Personality, 2019

Robert Cote, “Leadership Analysis: Southwest Airlines – Herb Kelleher, CEO”, Journal of Leadership, 2018

Robert Cote, “Vision of Effective Leadership”, Journal of Leadership, 2017

Sven Tuzovic & Jochen Wirtz & Loizos Heracleous, “How do innovators stay innovative? A longitudinal case analysis”, Journal of Services Marketing, 2017

Thomas Lawton & Tazeeb Rajwani & Conor O’Kane, “Strategic reorientation and business turnaround: the case of global legacy airlines”, Journal of Strategy and Management, 2011



2 | Page

image1.emf
     

LEVEL 7   ASSESSMENT   SPECIFICATION   

 

Student name:  Connie Chan  Student ID  number:  1715379  

Programme:  DBA  

Module:  Managing in Complex Environments: Strategies, Insights and  Solutions  

Module code:  SBPD700 6  Contribution to  Overall Module  Assessment (%):  100%  

Lecturer:  Dr Leo Ho  Internal Verifier:   

Assignment  Title:  Management  R eport  Word count (or  equivalent):  7 ,000   (+/ -   10%)  

Submission  deadline:  24   March 2019  Return date  of  provisional marks  & written feedback:  30 April   201 9  

Submission  method:  All written assessments, where practical and possible, must be submitted  via Turnitin unless otherwise instructed by the Lecturer. (Please DO NOT  put this assessment specification  into Turnitin or it will match many  similarities with other students’ submissions.)   Alternative submission method (if applicable):    Late submission of the assessment will result in a late penalty mark.   Penalties for late submission:  Up to one week late,  maximum mark o f 5 0%.   Over one week late, 0% .    Only the Extenuating Circumstances Panel may  approve a change to submission dates .  

Academic  honesty /  referencing:  Academic honesty is required. In the main body of your submission you  must give credit to authors on whose research and ideas your work is  based. Append to your submission a reference list that indicates the books,  articles, etc. that you have  used,  cited  or quoted in order to complete this  assessment .  

 

Module Learning Outcomes    (from module syllabus)  

By the end of this module the student should be able to:   1.   critically identify, analyse and assess the external environment and determine  appropriate people   management strategies aligned to ensuring organisation and  stakeholder success;   2.   critically debate and put forward appropriate people management strategies that  serves to remove indecision and create focus and purpose towards determining  appropriate action   throughout the organisation.    


image2.png
L]
<

a‘ PQ. Strategic reorientation s X | 4=\

- O @ O F=2 search.proquest.com
yruwar Icyacy aiiiiics

Lawton, Thomas; Rajwani, Tazeeb; O'Kane, Conor.
Journal of Strategy and Management; Bingley Vol. 4,1ss. 3, (2011): 215237
DOI10.1108/17554251111152252

Fulltext  Fulltext-PDF  Abstract/Details  References )

Leadership Renewal Quatity ofserviee

Sron e § | - Rttty md Code sharing prmerti |
Change 1 enmaion Croe oo pone
Aivimmd | | Dbt | Shwing ot
e | st e e ety

Hds on sppronch ket chang e reputation

‘Safl Development

Regionsl Commlidtion
-

Revenue eneraon

Strategic
reorientation

229

Figare 6.
Framework for the
successful rorienation of

legacy arl

emerald
PUBLISHING

Download PDF .

99 Cite = Email

& Print & save

[JAdd to Selected items

Prifysgol Cymru
¥ Drindod Dewi Sant

University of Wales
Trinity Saint David

UWTSD Library and

Learing Resources

Cited by (5)
Documents with shared references
(26048)

Related items ~

Atheory that founders as it swims
against the tide: BOOK REVIEW
BLUE OCEAN STRATEGY: Two
London, Simon.

Financial Times; London (UK)
[London (UK)I21 Feb 2005: 10.

An Exploration of Repositioning
Strategy and its Efficacy on Brand




