AMERICAN AIRLINES SINCE DEREGULATION:

A TWENTY YEAR EXPERIENCE, 1978-2007
Isaac Cohen

San Jose State University

Case Objectives and Use

The case is written in a way that helps students analyze American’s strategic choices.  Students should realize that AA performance under Crandall was sustained by several distinctive strategies:  the development of hub and spoke systems, the introduction of the two-tier wage scheme, the creation of a holding company, the promotion of yield management, the introduction of the frequent flier program, and the build up of alliances with global competitors.  Another important objective of the case is having students evaluate critically AA’s response to the industry’s crisis, following the 9/11 terrorist attack, point out the strengths and weaknesses of such a response, and offer alternative solutions.  The case is broad and suitable for teaching Strategy and/or Business Policy at the undergraduate and graduate levels.
Case Synopsis
Alone among all U.S. international major carriers, American Airlines had never filed for bankruptcy protection.  American’s financial position was stronger than that of its competitors all through the era of deregulation.  The case, first, show how Robert Crandall, the industry’s most innovative strategist, transformed AA during the first two decades of the deregulation era.  It then proceeds to the 9/11 2000 terrorist attack and assesses its impact on AA’s performance.  Following the unprecedented losses incurred by American as a result of the September 11 attack – losses of over $5 billion dollars during 2001 and 2002, and an additional loss of over $1 billion in the first quarter of 2003 – AA was on the brinks of bankruptcy.  The new CEO, Gerald Arpey, needed to act quickly.

The case examines four turnaround strategies undertaken by Arpey:  the expansion into new markets, the build up of cooperative labor relations, the launch of a continuous improvement program, and the implementation of effective cost cutting measures.  It ends with three future concerns:  the continual increase in fuel costs, the growing labor problems, and the deepening pension crisis at American Airlines. 

The author developed the case for class discussion rather than to illustrate either effective or ineffective handling of the situation.  The case, instructor’s manual, and synopsis were anonymously peer reviewed and accepted by the North American Case Research Association (NACRA) for its annual meeting, October 19-21, 2006, San Diego, CA.  All rights are reserved to the author and NACRA.  © 2006 by Isaac Cohen.  Contract Person:  Isaac Cohen, Department of Organization and Management, College of Business, San Jose State University, One Washington Square, San Jose, CA  95192, 408-924-3567, fax 408-9243555, cohen_i@cob.sjsu.edu.
