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Abstract
On the cusp of an upcoming presidential election, the newly appointed CEO and Vice Chairman
of Southwest Airlines wants to make his mark on the company by taking proactive steps to
strengthen the company's position in the airline industry. Southwest Airlines has been recognized
as a disruptor for quite a while in the airline industry, not by cutting-edge technology or offering
high-level premium services, but by focusing on its people—both employees and customers.
Having served as an executive in the airline industry through multiple presidential
administrations, the CEO decided to establish a new organization focusing on strategy. Doing so
requires redistribution of responsibilities amongst direct reports and possible cultural shifts, a
move no preceding CEO has attempted.

Learning Objective

This case study explores how the company's unique organizational culture has created a
sustainable competitive advantage, highlighting key challenges and opportunities connected with
preserving this culture during growth and leadership transitions. Through analyzing real-world
issues, data, and potential decision pathways, this case study demonstrates the complexity of
balancing culture with operational strategy.

Appropriate for the following courses:

Business Management (Strategic Management, Organizational Behavior, Leadership and Change
Management, Human Resources), Corporate Strategy, Ethics and Corporate Responsibility,
Aviation Management, Service Industry Operations.

Introduction

Anticipating pushback from the Board of Directors and possible turnover from top
executive talent who have developed decades of deep functional expertise in their respective
areas, the CEO schedules a meeting with the Chief Administration Officer (CAO). The CAQ has
responsibilities ranging from human resources, culture and communication, artificial
intelligence, and data transformation, with over 30 years of tenure with the company. The CEO
intends to identify the implications of his decision to create a new strategy organization, from the
frontline employees to the Board of Directors. The CEO recalls the recent feedback from the
Board of Directors about earnings not meeting expectations, observations and insights from the
airline industry, talent discussions about the existing executive pipeline, customer feedback, and
employee sentiments from recent employee engagement surveys. Any wrong decision could lead
to losing top executive talent to competitors or other industries and poor customer and employee
experiences, translating to a worsening financial position. After consultation with the CAO, the
CEO decides to promote internally to fill the newly created position of Chief Strategy Officer
(CSO).

Now that the CEO has the support of the CAO, she decides to call the Chair of the Board
of Directors, and eventually, a meeting with the entire Board of Directors is scheduled. Initially,



the Board of Directors was hesitant. However, the CEO pointed to recent successful examples of
industry and Fortune 500 peers who had recently undergone a transformation in which a strategy
organization was created. With approval from the Board of Directors, the CEO begins to identify
the responsibilities and expectations of the CSO to ensure the organization meets the following
priorities: maintain company culture, strengthen current and create new competitive advantage,
and positively influence the company's bottom line. As the CEO engages the CAQO in the internal
search, she expresses that the CSO must be formidable in strategy, formulation, and
implementation without compromising Southwest's culture. The CSO has been put in place, the
strategy organization is starting to form, and it is up to the CSO and his team to identify
strategies to meet the priorities the CEO has outlined.

Industry Background

In an industry fraught with delays, cost pressures, and customer dissatisfaction,
Southwest Airlines took flight by focusing on something other airlines overlooked—its people.
Since 1971, Southwest Airlines has differentiated itself by prioritizing culture over strategy.
Herb Kelleher, one of the company's charismatic leaders, championed that happy employees lead
to happy customers, which drives financial success. Kelleher emphasized that employees should
feel valued as pilots, flight attendants, or ground crew. Kelleher established strategic principles
for employees as a framework to help them make decisions to anchor them to the North Star of
Southwest, the lowest-fare airline (Thomas, 2015).

The strategic principles also align with Southwest's culture and core values. Southwest's
culture is deeply rooted in employee empowerment and recognition. Similarly, Southwest's core
values are fun, friendliness, and service. The desired outcome for employees demonstrating the
strategic principles is empowerment, reinforced with culture and core values. With a steadfast
commitment to employee engagement, customer satisfaction, and cost efficiency, Southwest has
carved a niche as a low-cost carrier that does not compromise quality.

Commercial airlines in the United States can be classified as full-service carriers (FSCs)
and low-cost carriers (LCCs) (Ren et al., 2021). Southwest, an LCC, has a business model built
on maintaining low operational costs while delivering high-quality service. This cost-conscious
approach is achieved through point-to-point transit, reduced turnaround time, more passengers
per plane, and uniform fleets (Ren et al., 2021). A specific example is Southwest's use of the
Boeing 737, which streamlines maintenance and training and avoids costly extras like assigned
seating (Chaterjee, 2022). Ren et al. (2021) found that Southwest's market presence hurt
competitor profits, validating Southwest's cost management as a winning formula.

Competition in the Airline Industry

Growth often brings operational challenges that force companies to ensure the right
strategy to be competitive, especially in the airline industry. Of the 49% of Americans who
traveled domestically on LCCs in 2017, Southwest accounted for 27% (Ren et al., 2021).
Southwest's presence could be a barrier for competitors to get into specific markets, given that
customers favor its low-cost flights. There is a 41.1% and 30.4% chance of other LCCs and
FCCs, respectively, to enter markets if Southwest is not present (Ren et al., 2021). As Southwest
expands its network to serve more cities, some forces should be considered when developing a
strategy that yields growth and scalability.

Southwest's culture extends beyond its employees to its customers. The airline is known
for its no-frills approach, emphasizing punctuality, affordability, and a pleasant travel



experience. Flight attendants are encouraged to add a personal touch, often injecting humor into
safety announcements or assisting passengers. In an analysis of 2022 tweets concerning airlines,
Badanik et al. (2022) found that in over 8,195 tweets regarding Southwest, customers expressed
positive sentiments with words such as Vegas, attendant, and time. The insights of the analysis
speak to sound leadership decisions, specifically Southwest’s point-to-point approach and the
professionalism of flight attendants, both a nod to culture and an effective strategy.

Leadership changes can significantly impact an organization’s culture. After Kelleher’s
retirement, subsequent CEOs faced the challenge of maintaining their legacy while steering the
company in new directions. As Southwest grew from a small regional carrier to the largest low-
cost carrier airline in the United States (Chatterjee, 2022), its unique culture became both a
hallmark and a challenge. Each leader brought a unique vision, but the core question remains:
How does Southwest maintain its culture while scaling operations and navigating market
disruptions? This case examines the interplay between culture and strategy, providing insights
into the decisions Southwest faces as it strives to remain true to its roots.

Leadership Transition at Southwest

In July of 2022, as Southwest Airlines navigated the challenges of the post-pandemic
travel recovery, there was a leadership transition, marking a significant turning point for the
airline company as it sought to strengthen its position in this highly competitive industry
(Southwest Airlines 2021). The newly appointed CEO, Robert Jordan, with extensive experience
in the airline sector, brings a wealth of knowledge gained through multiple presidential
administrations. The decision to appoint this executive reflects Southwest's commitment to
navigating an evolving market while maintaining its people-centric approach, a hallmark of its
success. Unlike past leadership changes, this new CEO aims to leave a distinct imprint on the
company by introducing a strategic shift—establishing a dedicated organization focusing on
long-term strategy, an initiative not pursued by any prior leadership. This strategic focus comes
at a critical juncture, with the upcoming presidential election introducing potential regulatory and
economic uncertainties that could affect the airline industry. The CEQO's leadership is expected to
steer the organization through this dynamic environment, balancing the company's strong
cultural foundations with the need for strategic growth and adaptation. By reallocating
responsibilities among direct reports, the new CEO is restructuring the leadership team and
signaling a shift toward a more strategic, future-oriented approach for Southwest Airlines. This
transition underscores the company's ambition to maintain its competitive advantage through
organizational restructuring and focusing on sustaining its unique organizational culture.

Challenges and Opportunities

Southwest Airlines faces many challenges and opportunities as it navigates its leadership
transition and shifts its organizational strategy under the new CEO, Robert Jordan. One of the
primary challenges is maintaining the company’s unique, people-centric culture while adapting
to the demands of a growing and evolving market. As Southwest restructures its leadership team
and establishes a new organization to focus on long-term strategy, there is a risk that the
company could lose the very values that have contributed to its success—mainly employee
satisfaction, customer service, and a collaborative internal environment (Southwest Airlines Co.,
2021). Additionally, the broader economic and political uncertainties could introduce regulatory
changes that affect operations, costs, and customer behavior. With the complexity of navigating
the post-pandemic recovery phase, these challenges create significant pressure on Southwest to



balance its core values with the need for strategic innovation and growth. However, these
changes also present substantial opportunities. The reorganization and shift toward a more
strategy-driven approach allow Southwest to position itself as a more resilient and competitive
player in the airline industry. By embracing a forward-thinking strategy, Southwest has the
potential to enhance its operational efficiency, increase profitability, and differentiate itself
further from competitors who may struggle with similar cultural and leadership transitions. With
strong leadership and a clear focus on the future, Southwest can leverage its unique culture and
newly structured leadership team to capitalize on emerging opportunities in the travel industry.

Conclusion

Southwest Airlines’ emphasis on culture over strategy has been a cornerstone of its success.
However, as the company faces challenges related to growth, competition, and leadership
transitions, it must carefully navigate decisions that could impact its unique identity. This case
serves as a reminder that while culture can drive strategy, maintaining it requires deliberate
effort, especially in a dynamic industry.

Learning Outcomes
Using Bloom's Taxonomy, the following learning outcomes are designed to help students
achieve critical understanding and application of the case:
1. Remembering: Identify the key factors contributing to Southwest Airlines' cultural
success and growth strategies.
2. Understanding: Explain the relationship between Southwest's organizational culture and
its financial performance.
3. Applying: Analyze how Southwest's leadership and operational strategies can be applied
to other industries or organizations.
4. Analyzing: Evaluate the potential risks and challenges Southwest faces as it continues to
scale its operations while maintaining its culture.
5. Evaluating: Critically assess the effectiveness of Southwest’s decision-making processes
in balancing cultural integrity with growth opportunities.
6. Creating: Design a strategic plan for Southwest to maintain its culture while expanding
into new markets over the next decade.

Discussion Questions

1. What specific aspects of Southwest Airlines’ culture have contributed to its competitive
advantage?

2. How has Southwest been able to sustain its low-cost leadership strategy without
sacrificing customer satisfaction or employee morale?

3. What challenges might Southwest face in maintaining its culture as it continues to grow,
and how can they address these challenges?

4. Compare Southwest Airlines' leadership approach with traditional hierarchical models.
How does Southwest’s approach contribute to its success?

5. What strategies can Southwest adopt to balance its culture with international expansion?
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