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SOUTHWEST AIRLINES: A SERVICE LEADER WITH A COMMON TOUCH

In 30 years, Southwest Airlines has gone from a feisty start-up to an industry leader
whose performance is closely studied by other airlines from around the world. The
company has always been a maverick in the airline industry. At the outset, what turned
heads was Southwest’'s unconventional marketing strategies, with their zany promotions,
outrageous stewardess uniforms, off-peak discount prices, creative advertising, and
attention-getting public relations activities. But communications, however clever, only
make promises. The airline owes its long-term success to its continuing efforts to provide
customers with better value than its competitors. It has been cited by Fortune as one of
the most admired companies in the United States and consistently ranks near the top in
the magazine’s annual list of the 100 best companies to work for. Herbert D. Kelleher,
Southwest’s chairman, and former longtime CEO and president, has been recognized
many times as one of the country’s best managers, and Colleen Barrett, Southwest’s
current president and COQO, is keeping up the tradition.

Southwest launched its first flights in June 1971 amid a blaze of clever publicity. The
airline featured numerous service innovations, a tiny fleet of four new Boeing 737s (later
reduced to three), frequent and punctual service, easy check-in, friendly and highly
motivated staff, and lower fares. Its cheeky slogan was “The somebody else up there who
loves you.” From that small beginning, Southwest has become one of the largest
domestic air operations in the United States, serving almost 60 cities located from coast
and carrying more than five million passengers a month. In 2002, Southwest generated
revenues of 5.5 billion. Despite a down economy. Southwest’s recent advertising
highlights its phenomenal growth with the phrase “You are now free to move about the
country.”

Southwest has moved relentlessly into one new market after another, winning and
keeping new customers and gaining a significant share of all passengers on the routes
that it serves. (On any given day, about 80 percent of Southwest’'s passengers are repeat
customers.) It has greatly expanded the market for air travel by bringing frequent,
inexpensive airline service to communities and people for whom air travel was previously

inaccessible. Attempts by competitors to counter its expansion have failed conspicuously.

Southwest’s simple, coherent philosophy has been a major factor in its continuing
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success. The company has consistently adhered to its low-cost priorities and low-fare
market niche. At the heart of its approach to operations is a search for simplicity that
minimizes wasted time, lowers expenses, and creates the inexpensive, reliable service
that its passengers desire. Lower costs allow Southwest to charge lower fares, making it
the price leader in most of its markets. Lower fares attract more passengers. More
passengers mean more frequent flights, which in turn attract more customers especially
business travelers, who appreciate the convenience. More flights, more passengers, and
lower costs have meant profits for Southwest even during recessions.

From an operational perspective, Southwest refuses to play by the rules of
conventional airline wisdom (except, of course, those relating to safety, where it has an
exceptional record). The company offers no assigned seating, so it has no need to store
seat assignments in its reservations database, no need for equipment to print paper
boarding passes, and no need to verify seating arrangements at check-in. The net result
is more cost savings, simpler procedures for employees, faster service at the check-in
desk, and faster boarding. Southwest was also the first airline to offer a Web site and has
actively encouraged customers to make their bookings on the Internet the lowest-cost
approach instead of telephoning the airline or using travel agents. By mid-2003, 53

percent of passenger revenues were generated by online bookings.

Additional savings result from the airline’s decision to provide only the most basic
food service. Storing, heating, and serving traditional in-flight meals require galley space,
heavy food carts, and sometimes more cabin crew to serve it than the minimum number
established by safety regulations. Provisioning at the start of the flight takes time, and
there’s more to unload at the destination. As all these factors raise costs, Southwest
serves only light snacks and encourages customers to bring their own food on board.

Southwest won't interline with other carriers (which means that it will not transfer
passenger baggage to or from flights on other airlines), because its passengers would
then be dependent on the on-time performance of another airline. Not having to transfer
bags between its own flights and those of other airlines speeds up the turnaround time
between arrival and departure often as little as 15 minutes and reduces the risk of lost
bags. In addition, Southwest won’t accept another carrier’s ticket for a trip on the same
route a practice that greatly simplifies its accounting procedures.



There’s more. Southwest’'s operations are not built around the large-scale
hub-and-spoke systems that enable competing airlines to offer passengers a large
number of city-pair destinations, with an intervening change at the hub. Aircraft descend
in droves on a hub airport during a relatively brief period, passengers change flights, and
then all the aircraft depart again in quick succession. The downside is that the amount of
required ground-service capacity airport gates, ground personnel, and ramp equipment

is determined by these peak periods of intense activity. The net result is that both
equipment and personnel spend less time in productive activity. Moreover, one
late-arriving flight can delay all departures.

The great majority of Southwest's routes are designed around short-haul
point-to-point services, with an average aircraft trip length in 2003 of 537 miles (865km).
Passengers can change flights at intermediate points, but the schedules aren't
necessarily designed to facilitate tight connections. The advantage to Southwest is that its
point-to-point flights can be spaced more evenly over the day (as long as departure times
are convenient for passengers), and no one aircraft needs to be held for another.
Southwest’s fleet of some 380 aircraft consists only Boeing 737s. Standardizing on one
aircraft type simplifies maintenance, spares, flight operations, and training. Any pilot can
fly any aircraft, any flight attendant is familiar with it, and any mechanic can maintain it.
Overseas services would involve flying new types of aircraft with which Southwest has no
experience.

In addition to its finely tuned operation strategy, Southwest also pays close attention
to human resource issues. The company is known for its dedicated employees, who
remain loyal because they like their jobs and enjoy the working environment. In part,
Southwest’s positive work environment can be attributed to very selective recruitment.
Another factor is stock ownership. Collectively, employees own 13 percent of the
company’s outstanding shares. Equally important is that management spends at least as
much time courting its employees as it does the passengers the airline serves. As
Kelleher says, “If you don't treat your employees right, they won't treat other people well.”

(1) To identify and discuss Southwest’s simple, coherent philosophy has been a major
factor in its continuing success.

(2) Discuss the roles of Marketing, Operations, and Human Resources in Southwest
Airline?

(3)Evaluate the company on as many dimensions of performance as you can.
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