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Topic: Review of business performance and customer experience of Cathay Pacific Airline Limited with 3H framework


Abstract

· Area of Interest - top level of management, corporate strategy, leadership, corporate, competitive and functional strategies and practices.

· Research Aim - This research report attempts to review the business performance and customer experience of Cathay Pacific Airline Limited (“CX”) after recovering from pandemic infectious disease caused by coronavirus (“COVID”), and explore possible solutions/ recommendations to improve CX’s performance using the 3H (Heart-Head-Hand) framework by referencing to industry data to analyse CX’s performance. 

· Significance of the Issues - This report covers the problems encountered by CX during COVID, and how the CX management copes with these issues post COVID.  By applying the 3H framework, it can distinguish the effectiveness of CX leadership, functional strategies and practices for improving business performance and customer experience. Other corporations, which failed to observe the assumed principles of 3H domains tend to be less competitive, ineffective management as well as potential impact on the growth of the corporation. 
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1) [bookmark: _Toc141667618]Introduction

CX is an international airline company with headquarter located in Hong Kong, it represents Hong Kong on the world stage.  The company operates in over 81 destinations in 30 countries and regions worldwide, with presence in North Asia, the Middle East, South East Asia, Southwest Pacific, Europe, Africa, and the Americas. From the company website, CX has 222 aircrafts at the end of 2022, of which 41 were parked outside of Hong Kong. CX is known for its high level of service and extensive route network.  Like many other airlines around the world, CX has been significantly impacted by the COVID-19 pandemic. The airline has faced unprecedented challenges due to the global travel restrictions and a decrease in demand for air travel. 

The pandemic has resulted in a sharp decline in passenger traffic and suspension of flights to various destinations around the world, as many people have been hesitant or unable to travel due to health concerns and government restrictions. Cathay was uniquely vulnerable with no domestic market to fall back on. This has resulted in a significant drop in revenue for CX, which lead to report of significant losses in revenue and profit during COVID.  

Despite the reduction in passenger traffic, CX has continued to operate its cargo flights, which have been in high demand due to the disruption in global supply chains caused by the pandemic. This has helped to partially offset some of the losses from the passenger side of the business.

CX received financial support from the Hong Kong government to help it weather the impact of the pandemic. In June 2020, the Hong Kong government announced a HK$39 billion bailout package for the airline, which included loans and preference shares. As part of the deal, the Hong Kong government required the airline to implement cost-cutting measures, such as offer redundancy package to employees, renew employment contact with cabin crews, reduce the staff allowance, cut executive pay, etc. in order to survive.

In addition, CX has faced some challenges due to political unrest in recent years and strong competition from other airlines in Asia region.  CX has gone through 2 Chief Executive Officer (“CEO”) leadership change in 2019 and 2023. The airline has been taking various measures to adapt to the changing circumstances and mitigate the impact of the pandemic on its operations.

This paper aims to review these business strategies and how CX can improve the situation using 3H model.


2) [bookmark: _Toc141667619]Challenges Encountered by CX During COVID

[bookmark: _Toc141667620]2.1 CX News and Incidents from 2020 to 2023

In October 2020, CX announced that it would be cutting 8,500 jobs, or around 24% of its workforce, and shuttled down Cathay Dragon which is CX’s regional airline unit, as part of its cost-cutting measures (Cathay, 2020). The job cuts affected both ground and cabin crew, as well as some pilots and management staff.  The restructuring was aimed at reducing CX’s monthly expenditure by HK$ 500 million per month (Independence, 2020). Executive pay cuts will also continue throughout 2021 and there will be neither pay increments for 2021 nor bonuses in 2020 for all Hong Kong CX employees. Ground staff will also be offered a voluntary leave plan to save cost. 

In January 2022, two CX’s crew were accused of breaching their home quarantine rules imposed by Hong Kong government, and went shopping or meeting friends, which causing the spread of the “fifth wave” of highly transmissible Omicron variant in the city (Davidson, 2022).  Hong Kong’s fifth wave of infections pushed the daily caseload to 70,000 infections a day when the outbreak peaked in March 2022, and more than 10,000 Covid-19 patients have died in the fifth wave (Ho, 2022).  CX apologised for the “disruption and anguish” for the “unacceptable noncompliance” by the crewmembers, and terminated these two flight attendants (Davidson, 2022).  “The incident affects the whole crew’s morale” said Grace Siu, the external vice-chair for the CX’s flight attendants union. Subsequently, these two crew members were jailed for eight weeks each for breaching Covid-19 home quarantine rules in December 2022 (Ho, 2022).

In January 2023, in response to the CS's use of fewer flight attendants per flight and reduction of recovery time between long flights, the Cathay Pacific Flight Attendants Union introduced a "work to rule" campaign: discouraging flight attendants from performing duties beyond the scope of company guidelines. 

In May 2023, three CX’s employees were fired after a complaint of a CX passenger who had flown on May 21 from Chengdu to Hong Kong and posted a recording of flight attendants overheard in the galley laughing about a passenger who had apparently requested a "carpet" instead of a blanket (May, 2023).  "If you cannot say 'blanket' in English, you cannot have it," one flight attendant said in the recording. This audio recording went viral of cabin crew members ridiculing a Chinese passenger's English.  The recording dominated discussions on Chinese social media, with people posting about what they saw as a history of snubs by the airline's flight attendants against mainland passengers. In the company statement, the company's CEO, Ronald Lam, said the employees had caused "significant damage to the image of Hong Kong and Cathay".  China is CX's major market and revenue driver, and therefore key to its recovery from the pandemic. This incident has set back the airline's recovery and caused significant damage to its branding.  On the other hand, the morale among staff has been damaged during the pandemic, when jobs and salaries were cut as the carrier battled to survive.

Separately, the Hong Kong's Airport Authority said in May 2023 that they had observed a trend of lower taxiing speeds among CX’s pilots after the airline's new pay structure as their base salaries were on average 40 percent lower than pre-COVID level. The pay structure for CX pilots are paid based on actual hours flown, meaning that pilots end up earning less when trips are quicker than expected, this gave them a disincentive from completing flights earlier than scheduled.  Before 2019, the airline had 3,840 pilots. Since then, 1,900 have resigned, according to the Aircrew Officers Association. The number of captains, the most senior pilots, has been halved (May, 2023).


[bookmark: _Toc141667621]2.2 The Business Performance CX 

The business performance of CX has been significantly impacted by the COVID pandemic, as it has for many airlines worldwide. From CX’s annual result announcements, the airline reported significant losses due to reduced demand for travel, travel restrictions, and other pandemic-related challenges.

	
	Revenue
(in HK$ billions)
	Operation Profits
(in HK$ billions)
	Passenger Load Factor
	Passengers Carried
(in millions)

	2018
	111
	2.3
	84.1%
	35.5

	2019	
	107
	1.7
	82.3%
	35.2

	2020
	47
	21.6 (loss)
	58.0%
	4.6

	2021
	46
	5.5 (loss)
	31.1%
	0.7

	2022
	51
	6.5 (loss)
	73.6%
	2.8

	2023 (Jan-Jun)
	Not Available
	4.5
	87.7%
	7.8



Table 1 – Historical Financial Performance of Cathay Pacific Airline
(Source: Cathay Pacific Annual Result Announcements from 2019 to 2023)

The business result for first six month in 2023 for the airline and its subsidiaries were a significant improvement over the same period in 2022 due to the removal of quarantine requirements in September 2022 and the progressive increase in the Group’s capacity since that time. 

The share price of CX (Stock Code: 293) largely follow the same pattern related to business performance with a drop in price from 2019 and reach the bottom in 2020, and slowly rebound toward 2023. 

[image: ]
Graph 2 – Historical Share Price of Cathay Pacific Airline 0293.HK
(Source: Yahoo Finance – Stock Price Ticker)

During CVOID, CX has been taking steps to manage its costs and adapt to the changing market. In 2020, the airline implemented a restructuring plan that included job cuts, fleet reductions, and other cost-saving measures. The airline has also been exploring new revenue streams, such as cargo operations and charter flights. 

The increase of Cargo business was a life saver and critical to CX survival during the pandemic. The supply chains were severely disrupted during COVID, the demands of e-commerce was stepped up too.  One key mission for CX Cargo was to deliver the huge shipments of vaccines during the sensitive period. 

Note: World Air Transport Statistics data produced by International Air Transport Association (IATA) is not publicly available, so this paper is unable to draw industry benchmarks to compare with CX’s performance. 


[bookmark: _Toc141667622]2.3 The Leadership Change 

In August 2019, CX appointed Mr. Augustus Tang to be the CEO, succeeding Mr. Rupert Hogg, who resigned and took responsibility for some CX’s employees were involved Hong Kong anti-government protests. The incident had called into question CX’s commitment to flight safety and security and put CX reputation and brand under pressure.

The new CEO, Mr. Tang, who worked with the Swire Group since 1982, is a highly experienced executive with long careers at CX, he was the head of Hong Kong Aircraft Engineering Company since 2008. Mr. Tang has in depth knowledge of aviation and is a strong and effective leader. CX’s Chairman, Mr. Slosar added, “We think it is time to put a new management team in place, who can reset confidence and lead the airline to new heights.”

Three years later, CX named the Chief Customer and Commercial Officer, Mr. Ronald Lam as its new CEO to replace Mr. Tang after 40 years of service in the company. The change took effect on 1 Jan 2023. Mr. Lam joined CX in 1996 and rose up the ranks to CEO and leads the airline through its post-COVID recovery and improve the group's long-term position. The appointment of Mr. Lam as CEO is likely to maintain CX's focus on customer experience as it increases capacity into 2023.  


[bookmark: _Toc141667623]2.4 Strategy adopted by CX in Acquisition of Hong Kong Express Airways

The COVID-19 pandemic has had a significant impact on the entire aviation industry. CX has been taking various measures including suspension of flights, diverted its resource to cargo flights (which was in high demand due to the disruption in global supply chains caused by the pandemic), negotiated a HK$39 billion bailout package from the Hong Kong government, staff reductions, pay cuts for its remaining employees & senior management, etc. to adapt to the changing circumstances and mitigate the impact of the pandemic on its operations.

In particular, CX acquired Hong Kong Express Airways from HNA Aviation Group Co., Ltd. for a consideration of HK$4.93 billion in March 2019 (Cathay, 2019) and became a wholly-owned subsidiary of CX in Dec 2019. CX’s management believes that the acquisition is good for the travelling public with more choices and greater convenience for their travel experience. The transaction is expected to generate synergies between CX and Hong Kong Express Airways, which could multiply connection opportunities through Hong Kong as a global aviation hub, as well as enhancing CX’s competitiveness to support its long-term growth in the aviation business. Hong Kong Express Airways will remain a stand-alone low-cost carrier to serve a niche value market segment. 


[bookmark: _Toc141667624]2.5 Skytrax Ranking 

The Skytrax is a UK-based consultancy that specializes in airline and airport research. The Skytrax World Airline ranking is updated annually based on the responses of passengers survey, which covers customer service, in-flight entertainment, cabin cleanliness, seat comfort, food and beverage options, and overall passenger experience. The rankings are considered one of the most prestigious in the airline industry. 

	Year
	Skytrax World Airline ranking Rankings

	2017
	5th 

	2018
	6th 

	2019
	4th 

	2021
	6th 

	2022
	16th 

	2023
	8th 



Table 3 – Historical Ranking of CX in Skytrax World Airline ranking Rankings (Source: Skytrax 2023)

CX has tumbled 10 places down in Skytrax’s world ranking from 6th to 16th place in 2022. The drop in the ranking was partly due to travel restrictions imposed by Hong Kong and flights were being grounded during the two-plus years of the pandemic. CX carried just 717,059 passengers in 2021, 84% down from 2020 and 98% lower than in 2019. 

CX climbed back to Skytrax’s world’s top 10 airlines, with a ranking of No. 8 in 2023 (Muthanna, 2023). The airline also won the World’s Best Inflight Entertainment award, and was in the top 10 lists for the World’s Best Cabin Staff (No. 7) and World’s Cleanest Airlines (No. 7) in 2023 (CNN , 2023). 


3) Literature Review - Introducing the 3H Framework

The 3H framework is methodology for managing people and organisational issues in a holistic way to ensure individual and organisational performance can be efficiently and effectively managed (Yu, 2023). 

The 3H framework has three key domains with the expressions of Heart, Head and Hand to represent three dimensions of people, organisation and competence respectively. To achieve best organisational performance, all 3H dimensions (i.e. Heart, Head and Hand) have to work in an integrated and coordinated approach.  

All 3H are necessary and sufficient conditions to fulfil in order to meet the holistic management approach. Organisations are unlikely to sustain long term competitiveness if they do not excel in all 3H dimensions (Yu, 2022).  Too often, leaders only focus on one or two H domains, which may not resolve or partially resolve the issues. If leaders can deploy all 3H domains as holistic management solution and implement it properly, there is a higher chance to deliver result with better performance of an organisation.

Some common counter examples such as Kodak, Thomas Cook, and local cases MTR Corporation (construction project scandal) and HKSAR government (Extradition Bill case), these multinational corporations and governments failed to learn from these common yet very expensive mistakes. 

Effective leadership (H1-Heart) focuses on motivates and engages employees.  Literature and topics covered by H1 includes Organisational Behaviour: 
· Motivation, emotion, commitment, engagement, satisfaction, trust; 
· Leadership and change management; 
· Values and organisational culture;
· Cross cultural management (Gannon & Newman, 2017);
· Communication;
· Managing Groups and Teams

Effective strategy (H2-Head) focuses on formulation of strategy and planning. Literature and topics covered by H2 includes the following areas:
· Organisation architecture (e.g. organisational design, structure, alignment, etc.);
· Strategic management related (e.g., macro industry analysis, institution, resource based view, value chain, levels of strategy, etc.);
· Management planning and control (e.g., balanced scorecard, strategy map, etc.).

Workforce competence (H3- Hand) focuses on execution and skillset.  Literature and topics covered by H3 includes the following areas:
· Competence related;
· Resource-based Theory (Barney, 1996; Penrose, 2009)
· Functional strategy and practices (e.g., recruiting process, staff performance and compensation systems, training and coaching skills, etc.).

3H Framework can be shown in an algebraic expression, which helps conceptualise the functional relationship of 3H domains. The “organisation performance” is the dependent variable, which is a function of the complements among three independent variables: H1-Heart, H2-Head and H3-Hand (Yu, 2022). 

Organisation Performance (“OP”) = f (H1 ∩ H2 ∩ H3)
∩ 	= Intersection of H domain
H1 	= Heart domain (people related: emotional appeal, leading, motivating and 
	  engaging people’s abilities)
H2 	= Head domain (strategy/business related: logical and strategic appeal, planning, 
Organisational design, cognitive abilities)
H3 	= Hand domain (competence related: operational/ functional abilities,
 task-oriented issues)

Each H’s domain is a necessary but not sufficient condition for effective and efficient organisational performance.  The synergistic integration among all 3H domain factors shall secure the necessary and sufficient conditions for effective and efficient organisational performance.  

Each H’s domain may carry different weights of importance to managerial decision making (Yu, 2022).  In general, H1 carries heavier weight than H2 and H3, whereas H2 carries a relatively heavier weight than H3.  It is because H1 is critical for the leader able to unify and motivate his/her staff to achieve strategic goals, otherwise, H2(e.g. organisation’s strategy) & H3 (e.g. systems and competence) is not likely to function effectively. 

The Venn diagram below illustrates the relationship which contributes to effective and efficient OP. 
[image: ]
Diagram 4 - The Venn diagram of 3H framework (Yu, 2021)

The level of holistic management hinges on the level of synthesis created among the integration of the H1, H2 and H3 domains. From Venn diagram above, it results in four case scenarios under the 3H framework:

· Case 1 – Integration of domains of H1, H2 and H3 shall secure the necessary and sufficient conditions for effective and efficient OP; 
· Case 2 – Sound strategy (H2) and competent staff (H3) are in place but lacking effective leadership (H1);
· Case 3 - Effective leadership (H1) and competent staff (H3) in place but lacking sound strategy (H2); and
· Case 4 - Effective leadership (H1) and sound strategy (H2) are in place but lacking competent staff (H3).

3H dimensions are based on relevant management concepts.  According to Yu, there are certain assumptions for each of the H domain under the 3H frameworks:

Heart (H1)
0. Managing people is a social process.
0. People are motivated by intrinsic and extrinsic rewards. People are motivated by different motivations.
0. Reciprocity.
0. People often inspired by a good purpose, cause or shared value and belief. 
0. It is relevant to all employees, but manager has to set role model for employees to follow

Head (H2)
0. Human Resource Management, especially its planning process is a rational, logical, scientific and engineering process. 
0. What you measure what you get/manage. 
0. Its emphasis at middle management level and strategic thinking shall be emphasised at higher level of management. 

Hand (H3)
0. People are typically equipped with special occupational skills/competences. 
0. Provided with proper training and reward scheme, they will get the job done well.
0. It’s emphasised in functional departments especially on frontline staff. 

3H - integrated
0. Holistically managing people and organisation means each H is interrelated and interacted with one and other, neither one nor a couple of Hs are sufficient.
0. Depending on the nature of a project, individual H has different degrees of impact to the outcome, e.g., designing an organisation wide performance management scheme, heart and head shall play a more important role, whereas designing a logistic system, head and hand shall play a more important role.
0. Every member of an organisation at any office hour plays one or more H role(s). Typically, when the member advances upward along a corporate ladder, s/he will play Head and Heart roles more often. Top management shall spend more time in playing Heart orient role her/his Head related jobs can be delegated downward. On the contrary, junior manager or frontline workforce shall spend most of their time in handling Hand related tasks.

Each H domain of the 3H framework has a series of established theories linked to established literature in the leadership, management, competency and other fields. The 3H framework was widely adopted in many areas, such as education (Pudlas, 2007; Tan et al., 2020), healthcare (Hopkins & Rippon, 2015) and business sectors. This research report will focus on the use of the 3H framework to analysis the causes of success or failure of CX during and after COVID, and how the CX’s management can apply 3H framework to improve the leadership, business strategy and key competence in the post COVID era.  


[image: ]
Fig 5 - Confluence of head and heart and hands under 3H framework (Pudlas, 2007)


4) [bookmark: _Toc141667625]Address CX Problems using the 3H Framework

Section 2 list out the challenges encountered by CX during COVID, other airlines also face similar challenges in its operations to some extent, especially the drop in demand for air travel and reduce in revenue and business income.  This is a significant impact to the whole aviation industry and CX is not immune to these effects. 

Before we analyse CX’s performance using the 3H framework, it is useful to understand the external factors impacting CX, and the strengths and weaknesses of CX using STEEP analysis and SWOT analysis. 


[bookmark: _Toc141667626]4.1 STEEP Analysis

A STEEP analysis is a strategic planning tool used to assess the external factors that may impact an organization or a business. The acronym STEEP stands for Social, Technological, Economic, Environmental, and Political factors. 

STEEP analysis is a useful tool to obtain a full view of an organization’s current external environment and future threats, and to put the organisation in a better position when respond to changes.  The result of STEEP analysis should be able to help the management in making decisions regarding organizational growth, product development, and business/market development. 

	Social factors:

	· CX operates in a global market and needs to cater to the diverse needs and preferences (i.e. languages, services, dietary, etc.) of passengers from different social and cultural backgrounds.
· Changing demographics, such as an aging population and growth in population in some markets, may require the airline to adapt its services and offerings to meet the needs of this demographic group.  
· Social trends and attitudes towards air travel, such as concerns about sustainability and the environment, may impact the demand for air travel.
· The rise of middle class in Asia would like to increase the demand high standard of service during traveling.


	Technological factors:

	· Advancements in technology are driving changes in the airline industry, such as the use of more fuel-efficient aircraft and the adoption of digital technologies for customer service and operations.
· New technologies like artificial intelligence, chat box, on-line booking and check-in may offer opportunities for CX to improve efficiency, enhance the customer experience and save cost.
· Cybersecurity threats and data privacy concerns are becoming increasingly important in the digital age and require careful consideration by the airline.
· New aircraft design/model may have an impact on CX’s future business model (e.g. introduction of premium economy class). 


	Economic factors:

	· Airlines are highly sensitive to economic conditions, such as changes in GDP, inflation, and exchange rates.
· Increasing competition from low-cost carriers and other airlines may impact CX's revenue and profitability.
· Fluctuations in fuel prices can significantly impact the airline's operating costs and profitability.
· Level of integration along air industry and supply chain
· Shortage of staff (ground staff, cabin crew, pilots and management staff) and their competence. 
· Competitions with nearby airports and major airlines.  


	Environmental factors:

	· Impact of Infectious disease and pandemics (e.g. SARS and COVID). 
· Climate change and environmental concerns are increasingly important in the airline industry, with pressure to reduce carbon emissions and adopt sustainable practices.
· Changing weather patterns, natural disasters and extreme weather may impact the airline's operations and profitability.
· Regulations related to environmental sustainability, emissions and noise pollution may impact the airline's operations and require it to adopt more sustainable practices.


	Political factors:

	· The airline industry is heavily regulated, with government policies and regulations impacting various aspects of the airline's operations.
· Trade agreements and political stability in different regions can impact the airline's revenue and profitability.
· Geopolitical tensions, wars and security concerns can impact the airline's operations and require it to adopt additional security measures.
· Airspace connect with China border and third runway of Hong Kong International Airport.




Overall, by considering these factors in decision making, CX can better understand the external environment and adjust its strategies to remain competitive and successful in the airline industry.


[bookmark: _Toc141667627]4.2 SWOT Analysis

The SWOT analysis is a useful tool to identify internal strengths and weaknesses, as well as external opportunities and threats in their operating environment, in order to formulate its strategies (Davis & David, 2017).  The SWOT analysis below provides an analysis on the insurance business between Mainland China and Hong Kong Insurance Market: 

Strengths: 
· Strong brand image and reputation for high-quality service
· Strong fleet network world-wide, serving over 100 destinations in more than 30 countries
· Strong tied with China market, good international hub for Asia Pacific region.
· Based in Hong Kong as an international city with unique attractions for tourist.  
· Strong alliance and partnerships (e.g. Oneworld global airline alliance), which help to expand its network and reach new customers
· Focus on Safety with certificate on ISO:45001:2018 Occupational Health and Safety Management Systems 
· Growth in connectivity with the launch of third runway of Hong Kong International Airport.

Opportunities:
· Growing global travel and tourism industry (e.g. rise of middle class in China/Asia)
· Long-Term Air Passenger Outlook
· Digital transformation to improve its operations and customer experience
· Improve sustainability and reduce its environmental impact, which is becoming increasingly important to customers
· Further expand alliances and partnerships to extend its network coverage
· Fine tune the position of Hong Kong Express Airways, its low-cost subsidiaries, to cover unreached customer markets 

Weaknesses:
· High operating costs, as shown in COVID-19 pandemic
· CX is heavily dependent on Hong Kong for its operations, which makes it vulnerable to political and economic instability in the region
· Union disputes with its employee unions (e.g. cabin crews and pilots) which have led to strikes and other disruptions
· Dependent on business from Mainland China

Threats:
· Regulations in the Airline Industry
· Pilot and Crew Shortage
· Coronavirus/ pandemic Outbreak has a significant impact on the airline industry, including CX, which reduces demand for travel and significant financial losses.
· Intense competition from other major airlines in the region and low-cost carriers.
· Vulnerable to political instability in Hong Kong and other regions where it operates.
· Fluctuations in fuel prices has significantly impact its operating costs.
· US-China trade tensions continue to overshadow economic growth in China and Hong Kong, posing downside risks to business and travel volume. 


[bookmark: _Toc141667628]4.3 Heart Domain – Review of CX Top Management Leadership 

Referring to Section 2.3, the current CEO, Mr. Ronald Lam, was appointed recently in January 2023, and there is limited information available on the type of leadership style (Transactional, transformational or Pseudo-transformational) and understand the relationship between Mr. Lam (i.e. leader) and his followers (i.e. staff).  Transactional leader focus on the exchange that occurs between leaders and their followers; whereas transformational leaders engage with its followers to create a connections that increases motivation and morality for both leaders and followers (Burns, 1978). 

Having said that, it is noted that Mr. Lam started his career as a trainee in Swire and CX, and has been working in company for 26 years in various positions such as Chief Customer and Commercial Officer, General Manager for Hong Kong Operations of Hong Kong Aircraft Engineering Company Limited, Director of Commercial and Cargo, Chairman of Hong Kong Express Airways (responsible for integration between CX and Hong Kong Express Airways). Similarly, previous CEO, Mr. Augustus Tang, also worked in Swire Group and CX for 40 years.  Both Mr. Lam and Mr. Tang had extensive knowledge about the company, people network as well as the ability to motivate their team to achieve the company goals. 

Bloomberg Intelligence analyst, Eric Zhu, commented that the appointment of Lam as CEO is likely to maintain Cathay's focus on customer experience as it increases capacity into 2023. According to an Bloomberg interview with Mr. Lam, “A key lesson from Covid, was to be agile as a business and maintain a strongsense of culture”, and he is going to rebuild CS as an international brand that the people of Hong Kong can be proud of (Lee, 2023). 

From the above information, it is more likely that Mr Lam is a transformational leader, who can impress or inspire his followers with sense of purpose and corporate values, able to lead, develop and empower its followers. He is willing to build long-term and relationship with his followers (and customers). 


[bookmark: _Toc141667629]4.4 Head Domain – Review of Strategy Adopted by CX during COVID

Head Domain (H2) focuses on Human Resource Management, business strategy/performance.  Referring to Section 2.1 and 2.2, CX has gone through many cost-cutting initiatives, such as job reduction, flight suspension, salary cut for senior management and lower the pay structure for pilots, etc. in response to substantial drops in business revenue during COVID. 

When the restructuring of the Cathay Pacific Group announced in October 2022, the CX’s ex-CEO, Mr. Tang, indicated that “The global pandemic continues to have a devastating impact on aviation and the hard truth is we must fundamentally restructure the Group to survive. We have to do this to protect as many jobs as possible, and meet our responsibilities to the Hong Kong aviation hub and our customers” (Independent, 2020).  Similar arrangement was observed in other major airlines (e.g. British Airways, Air Canada and United Airlines cut 12,000, 20,000 and 36,000 jobs in 2020 reprehensively).  

No one would argue the above cost-cutting initiatives are unnecessary as CX (and many other airlines) is at the survival mode in 2020 and there were high degree of uncertainty about when the recovery would come. In this connection, the business strategy/direction would consider appropriate.  Inevitably, the cost-cutting initiatives would have a negative impact on the Heart domain between the CX employees and the company, and drive the employee satisfaction or loyal score down naturally. 

[bookmark: _GoBack]In relation to Section 2.1 on the acquisition of Hong Kong Express Airways in 2019, Hong Kong Express Airways reported a loss of HK$1,359 million for 2022 (2021: loss of HK$1,978 million) in CX’s 2022 Annual Report (Cathay, 2022).  Obliviously, the airline’s financial results were adversely affected by the stringent travel restrictions and quarantine requirements.  With the benefit of hindsight, CX management made the wrong acquisition decision, as the world has gone through the unexpected pandemic in the last 3 years. 

From the Annual Report, Hong Kong Express Airways operates as a low-cost airline based in Hong Kong with 26 aircraft at 31st December 2022, which accounts for 11% of total aircrafts under CX.  It operates flights to 25 destinations including Bangkok, Da Nang, Fukuoka, Nagoya, Ningbo, Osaka, Phuket, Seoul, Taichung and Tokyo. The airline will be operating about 70% of its pre-pandemic passenger flight capacity by the end of 2023, with an aim to return to pre-pandemic levels by the end of 2024.  

As part of the analysis, we should conduct a post pandemic SWOT analysis to reconcile the fitness of the acquisition strategy adopted by CX. However, the result would be distorted by the poor short term performance, while the long-term benefit has yet to realise.  Having said that, no one would disagree that the Hong Kong Express Airways would enable CX to cater to the needs of its customers, providing them with greater choice to enjoy travel the way that suits them. CX can also leverage on the strong fleet to explore new opportunities within the region and help strengthen Hong Kong position as Asia’s leading international aviation hub.

The low-cost carrier sector (also known as budgeted airlines) in Hong Kong is underdeveloped compared with other parts of Asia. There will certainly be room to growth in this market segment. CX is adopting a dual-brand a strategy to maximize these opportunities, by leverages the premium service of Cathay Pacific alongside the unique strengths and growth potential of our low-cost carrier Hong Kong Express Airways. This enables us to cater to the needs of all customers, providing them with greater choice to enjoy travel the way that suits them.. 


[bookmark: _Toc141667630]4.5 Hand Domain – Review of Staff Competency 

Referring to poor service from the CX’s crew, the breach of home quarantine rules, trend of lower taxiing speeds among CX’s pilots, short term drop in Skytrax ranking under Section 2.1 and 2.5, part of it is related to Hand domain staff competency, but also Heart domain related to motivation, engagement and Compensation Theory. In the case where the CX’s employee feels he is not being paid fairly (i.e. salary cut recently) for the amount of work he does, it will result in lower productivity, increased turnover and high absenteeism (Gerhart & Milkovich, 1992). 

In June 2023, CX announced a 3% to 8% increase in pay for cabin crew, which would address part of the above problem.  The policy aimed at encouraging attendants to fly more as the company contends with a staffing shortage (Lee, 2023). 

Separately, CX also announced its plan to improve Putonghua language proficiency on flights to China, including hire new Putonghua-speaking cabin crew from China, given the increasing proportion of customers from China.  “Culture training” will also be introduced to existing cabin crews. 

These new measures have positive impact to increase staff motivation and uphold the service standard of CX.  According to 2023 Skytrax ranking, CX ranked 8th for the World’s Top Airlines and ranked 7th for World’s Best Cabin Crew, it is a strong compliment to the overall service level provided by CX post COVID era. 


5) [bookmark: _Toc141667631]Recommendations to CX’s Senior Management with 3H Framework

3H framework is a useful tool to evaluate management decision holistically despite different degrees of importance of Heart, Head and Hand domains in the management decision process.  Through the review in Section 4, the 3H holistic management framework can effectively explain the success or failure of the challenges faced by CX at organizational level and business performance level.

While Section 4 concluded that many of the challenged faced by CX is direct or indirectly due to external factors from the STEEP and SWOT review, in particular the impact of COVID has led to an unforeseeable and sharp deterioration of the business performance. It should be reminded that Case 1 in the Diagram 4 (Venn diagram of 3H framework) demonstrate when all 3-H dimensions are adequately addressed, the seamless synthesis among the three domains shall secure the “necessary and sufficient conditions” to achieving effective operational performance (Yu, 2021). 

To apply the 3H framework into CX case study, CX’s senior management should focus his attention on the following areas: 

· Heart-oriented leadership (H1) that can engage and motivate followers is the first necessary factor:
CX senior management should focuses on long-term relationship with his stakeholders (e.g. employee, customers, shareholders, etc.). Effective leadership is necessary to motivate and engage its employees. The desired transformational leaders should set as a role model for employees to follow, pursuit the “want to” mentality to its followers, and share a purposeful mission and values (e.g. work together to rebuild Cathay Pacific as an international brand that the people of Hong Kong can be proud of, enhance Hong Kong as international aviation hub, etc.) with its followers.  

· Head domain (H2) driven effective strategy planning process is the second necessary factor:
CX senior management should apply effective strategy and management, which leads the organisation to thrive on environmental changes. This involves the constant evaluation of external environment and future threats (e.g. STEEP analysis) and internal strengths and weaknesses (e.g. SWOT analysis), competitive advantage and customizes its value chains to differentiate from other competitors (e.g. promote the CX holiday and/or offer more products through Marco polo club.) 

· Hand domain (H3) that developed the competence to efficiently execute strategic goals is the third necessary factor:
CX senior management should review its workforce competence, ensure CX has adequate resources (e.g. technology and system, crew members, fleets, etc.) are capable and equipped with the right knowledge and skills to perform its functions and provide the proper service expected by its customers.  

To ensure future success of CX, all 3H dimensions, including leadership, staff motivation, good command structure, resources, and project management are equally important.  For organisation wide performance management scheme, Heart (H1) and Head (H2) shall play a more important role than Hand (H3).  Having said that, every staff member of CX plays an important role for one or more H (s):
· CX’s cabin Crews, pilots and other supporting staff should play their attention on Hand related roles (e.g. the routine items).  
· CX’s middle management should play the Head and Heart roles more often. (e.g. project, planning, implementation and execution related items)  
· CX’s top management, include the CEO, should focus his time in playing Heart orient role, while his Head related jobs can be delegated downward. (e.g. focus on people, leadership, motivation and mission driven). 


6) [bookmark: _Toc141667632]Conclusions

2022 was another challenging year for the CX due to the travel restrictions brought by the pandemic. Operating environment is increasing challenging pressures from ever rapid changing environment mandate for flexible organisational structure, customers are increasingly demanding better products/services at lower cost prompt firms to be agile and to tighten up cost control (“do more with less”). .

Despite the poor performance in 2020-2021, some industry analysts are optimistic that CX will recover. CX reported a profit for the first half 2023 of HK$ 4.5 billion, which is the first profit period since 2019.  CX has seen a strong rebound in the performance in light of the removal of quarantine requirements in late-September 2022.

In a corporate statement, CX said it aimed to return to 70 percent flight capacity pre-COVID levels and 80 destinations by the end of 2023, with 160 flights per week to 16 airports in mainland China. CX anticipates a full recovery by the end of 2024. CX also make a big move towards its sustainable development goals by launching the Cathay Pacific Corporate Sustainable Aviation Fuel Programme to achieve its target of net-zero carbon emissions by 2050. 

The major competitor, Singapore Airlines, benefitted from the easing of travel restrictions earlier than in Hong Kong, and that allowed it to capture international air travellers that may have otherwise gone to CX. The passenger traffic of Singapore Airlines has almost recovered from 2019 levels. Currently, CX is focusing to rebuild its network, and resume its flights to Johannesburg, Chicago, Christchurch later this year. With the support from China Central Government to position Hong Kong as a global aviation hub, CX has a benefit of its home base in Hong Kong and tap into huge business opportunities on travellers within Guangdong-Hong Kong-Macao Greater Bay Area with 87 million populations (IATA, 2023). 

Staff shortages remain a critical issue for CX and Hong Kong international Airport. It’s the most immediate challenges for CX is to restore its pilot and cabin crew head count, and increase its flight capacity.  There is a plan to bring in foreign workers to fill low-paid manual positions. 

By referring to the 3H framework, heart-head-hand can systematically guide the CX’s Senior Management managing the organisation and overcome challenges in a holistically manner.  If the framework can successfully embedded in the minds of leaders, they should be able to intuitively plan and execute their strategies effectively and efficiently with the 3H approach.  The importance of addressing all 3H domains in strategic planning and execution are vital to the survival of the organisation in the fast-moving world. 
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