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2. WAk T P B E N EH - 3k Case questions 4 & -

When Gordon Bethune left Boeing to become the CEO of Continental Airlines in
1994, the company was the worst performing and least profitable of all major U.S.
airlines. One of its major problems was the lack of reliability. In 1994, Continental
planes arrived on time only 61 percent of the time, placing it dead last in the
influential Air Customer Satisfaction Study produced by J. D. Power & Associate.
Worse, airline travelers ranked on-time performance the most important factor
when deciding which airline to fly on. Reliability was the primary metric
passengers used to determine an airline’s quality.

Bethune soon came to the conclusion that the prior management had cut costs
so far that service had suffered. In his words, “Our services was lousy and nobody
knew when a plane might land. We were unpredictable and unreliable, and when
you are an airhne, where does that leave you? It leaves you with a lot of empty
planes. We had a lousy product, and nobody particularly wanted to but it.”
Bethune’s solution? He told Continental employees that if the airline’s on-time
performance improved, every employee would receive a $65 bonus. The total cost
to the airline was $2.6 million. Bethune was proposing to improve performance by
spending more money, and it worked. When the program was launched in January
1995, 71 percent of the planes landed on time. By year end, the figure was up to
80 percent, and continental had risen to fifth place in its on-time performance. For
1996, Bethune announced that the airline had to finish third of higher for
employees to get the bonus, which he increased to $100. The airline finished
second. It has not dropped out of the top three since.

To support the drive to increase reliability, Bethune reorganized the way
employees were managed. Out went the employee manual, to be replaced by a
new set of guidelines for employee. Under these guidelines, frontline employees
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were given significant decision-making power to fix customer problems. For
example, if a flight 1s canceled, a customer service agent might have to decide
which passengers should receive priority to get on the next flight. Under the old
system, the employee would have had to refer to the rule book, and if that did not
provide an answer, ask a higher-level manager. This inflexible approach led to
significant frustration among both passengers and employees. Under the new
system, the customer service agent has been given the power to fix the problem as
the see fit. According to Bethune, concentrating decision-making power in the
hands of employees has given them the ability to solve customer problems in
creative ways, which has a dramatic impact on customers’ perception of the
quality of service they get at Continental.

Case guestions

(1) What does the success of Continental Airlines tell you about the
company-specific factors in explaining a company’s performance? (25%)

(2) What is the basis of Continental’s competitive advantage? How might it lose
that advantage? (25%)




