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Abstract: Since US deregulation, over 200 airlines have started up and failed 
(Rosen, 1995). While competitive pressures and economic conditions were a 
factor in the failure of many carriers, the issue of rapid growth and service 
quality has been blamed for the demise of these carriers. This paper examines 
the pressures that rapid expansion can create including downward spiralling 
levels of quality, declining load factors, and death. People Express represents 
the classic case of this syndrome in the airline industry. Its growth and service 
quality will be compared to Southwest Airlines, the original low-cost carrier. 
Further, the paper examines the growth rates and service quality at JetBlue, one 
of a new breed of low-cost carriers. Results indicate that JetBlue is currently 
posting growth rates somewhere between those of Southwest and People 
Express while improving its passenger complaint rates to a level nearly 
comparable to Southwest, an industry leader in service quality. 
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1 Introduction 

Since the US airline industry was deregulated in 1978 allowing carriers themselves to set 
prices and choose their own route structure, more than two hundred new entrant carriers 
have come and gone as a result of bankruptcy and merger (Rosen, 1995). One of the most 
spectacular of these failures was People Express. People Express was the first carrier 
established in the USA after deregulation. In only six years, it went from a small start-up 
to one of the ten largest airlines in the USA. Then it all seemed to fall apart.  
As complaints rose, passenger numbers fell until finally the carrier was forced in  
late 1986 to accept a buy-out offer from rival Texas Air Corporation. The Cinderella 
story was over. 

There have been many explanations given for the failure of People Express. Donald 
Burr, the founder and CEO, has blamed the introduction of seat-reservation computer 
systems (CRS) by American Airlines and other major US carriers for creating greater 
price competition from the major carriers (Senge, 1990). Others have suggested that 
predatory behaviour by the major carriers is to blame. While still others have argued that 
poor decision making, especially route selection, bad operating plans, high debt, and 
economic downturns are the primary cause of start-up carrier failures (Jenkins, 1998). 
Peter Senge, author of The Fifth Discipline: The Art and Practice of the Learning 
Organisation, has a very different explanation for their failure. He contends that  

“the airline slipped into a vicious cycle of under investment and eroding  
quality (for both customers and employees) that belied all of the executives’ 
original worthy ideals about employee management and customer service.” 
(Senge, 1990, p.135) 

The first objective of this paper is to investigate the role of growth-related declines in 
quality at People Express. To do this, we compare People Express to the carrier on which 
it modelled much of its early approach to employee management and customer service, 
Southwest Airlines. The second objective is to examine the growth patterns of one of the 
most successful new US start-up carriers, JetBlue, to see how its growth rates compare to 
People Express and Southwest and how that growth is affecting quality. Finally, we 
discuss the managerial implications of rapid growth and suggest ways to track growth 
and avoid the pitfalls of growth-induced decline. 
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2 A promising start … 

In July 1980, nine executives of Texas Air left that company and its CEO Frank Lorenzo, 
best known for his actions as CEO of Continental and his acrimonious acquisition of 
Eastern Airlines, to form People Express. The airline was to be a low-fare, no-frills 
carrier on the model of Southwest Airlines with whom they agreed in 1983 to link 
systems in what appeared to be the first step in creating a national low-fare carrier 
network. One of the cornerstones of People Express was to be its approach to human 
resource relations. Attempting to build on the Southwest programme, People Express 
encouraged employee stock ownership, team management with rotating leadership, job 
rotation, and cross-functional training. 

As the company entered 1982, this approach seemed to be working. Passenger  
seat miles doubled in 1982 and in 1983. The stock price had risen from US$ 8.50 at  
start-up to US$ 22 by the end of 1983, making many People Express employees wealthy 
(Senge, 1990). People Express’s operating cost was 5.38 cents per seat mile, the lowest in 
the industry. To keep up with the rapidly rising demand, People began hiring temporary 
staff. By November of 1982, one-third of the employees at People Express were 
temporary workers. People Express also began an aggressive acquisition programme, first 
purchasing additional aircraft, then in 1985 whole airlines, including Frontier Airlines, 
Britt Airways, and Provincetown Boston Airlines. By June 1986, the company that 
started with three Boeing 737s had over 700 daily flights to 133 airports. 

Unfortunately, the cracks were beginning to show in the People Express miracle.  
The rapid increase in service personnel meant that the training and development needed 
for the team management and job rotation concepts at People Express began to lag 
behind. This combined with the rising number of temporary employees began to  
affect the quality of customer service. In 1985, People Express logged 130 flight delays 
per 1,000 departures, the worst performance by a US airline. It was also losing 14,000 
pieces of luggage a month. The number of passenger complaints for the period  
January–March 1986 was 10.3 per 100,000, twice the rate for its nearest competitor. By 
the end of June, the stock price had fallen to US$ 5.50 per share. On September 16, 1986, 
Texas Air agreed to buy People Express, Inc. for US$ 298 million in securities. The 
miracle was over. 

Senge (1990) has attributed the failure of People Express to rapid growth and  
under-investment in capacity, but it is service capacity, not aircraft capacity, that he 
blames for the failure. According to him, 

“People did not fail to expand the number of service personnel to meet its 
customer growth; it failed to build the composite of people, skills, and 
organisational infrastructure that was needed to serve customer demand at high 
levels of quality.” (Senge, 1990, p.133).  

As quality eroded in the face of rapid growth, passenger levels began to fall. Faced with 
declining revenues and high levels of debt, exacerbated by their aggressive acquisitions, 
the company reduced prices to ever lower levels to increase passenger loads. This meant 
less money to invest in quality, fewer passengers, and further declining revenues in 
Senge’s vicious cycle of ‘underinvestment and eroding quality’. 
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3 The Southwest example 

Unlike People Express, Southwest’s start was not auspicious. The company, which  
was founded in 1967, did not fly for four years; it spent these first four years of its life in 
court battling challenges from other airlines for the right to fly to three Texas cities  
(the so-called Texas Triangle of Dallas-Fort Worth/Houston/San Antonio). It was not 
until 1973 that it finally began to make money. It was not until 1979 that Southwest 
finally won the battle to fly out of its Dallas-Fort Worth base at Love Field. 

Southwest pioneered the concept of low-fare, no-frills serve in an atmosphere  
that encouraged employee ownership, teamwork, community involvement, and  
quality service. Southwest has kept price costs down by relying on a single aircraft type, 
the Boeing 737. Unlike People Express, they provide their own maintenance to  
exacting standards and have one of the best safety records in the industry. They hire for 
attitude and train for aptitude, preferring to promote from within. To date, they have 
never experienced a strike against their airline. While their no-frills concept does not 
include amenities such as in-flight entertainment and meals, their emphasis on  
basic service quality issues (on-time arrival, baggage handling, ticketing, etc.) has given 
them one of the best quality ratings in the industry (Rhoades and Waguespack, 2004; 
Rhoades et al., 1998). Southwest does not believe that ‘bigger is better’ and their 
conservative approach to growth meant that it took Southwest three times as long to reach 
the US$ 1 billion revenue mark (major carrier status) as it did its competitor in many 
markets, America West. Nevertheless, it is the only carrier to be consistently profitable 
since 1973 (Freiberg and Freiberg, 1996). 

Table 1 reports the complaints per 100,000 passengers for Southwest Airlines 
for the period 1987–2003. It is one of the lowest in the industry. Rhoades and 
Waguespack (2004) tracked service quality rates among US major carriers for the  
period 1987–2002. In all but three of these years, Southwest posted service quality levels 
better than the major ten carrier average. In five of these years, they posted the best 
service quality rating. It should be noted that beginning in 1999 and continuing  
through 2000, the US airline industry as a whole experienced record levels of consumer 
complaints. Complaints doubled from 1998 to 1999 and increased another 20% in 2000. 
Much of the problem related to record levels of passenger traffic for these years that 
overstressed the aviation infrastructure. Ironically, the service cutbacks following 
September 11th significantly improved on-time performance, mishandled baggage, and 
the level of consumer complaints (Rhoades and Waguespack, 2004). 

As noted earlier, during the first quarter of 1986, generally one of the slowest traffic 
periods in the USA, People Express posted 10.3 complaints per 100,000, twice the rate 
for their nearest competitor. In 1987, one of Southwest’s worst years, they posted  
only 1.07 complaints per 100,000 departures. 

Senge (1990) blames the rapid expansion of People Express for much of their 
problems. While it is conceivable that People could have kept quality standards up and 
maintained its growth, it would have been extremely difficult. Lori Dubose, Managing 
Officer for Human Resources at People Express, was quoted as saying in late 1982 that 
the company was having trouble finding “enough people to staff adequately” (Senge, 
1990, p.131). This difficulty in staffing is revealed in the explosive growth in employee 
numbers. People Express ended 1981 with 600 full-time employees and 360 part-time 
employees. By 1983, they had 2,595 full-time employees and 1,641 part-time employees. 
For the period 30th January–30th September 1986, they reported 2,944 full-time 
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employees and 2,121 part-time employees. It should be noted that these figures do not 
even include Frontier Airlines and Providence-Boston Airlines, acquired in 1985 or Britt 
Airlines, acquired in 1986 (Holland, 1990). 

Table 1 Passenger complaint rate for Southwest 

Year Passengers (000) Complaints 

1987 14,236 1.07 
1988 16,878 0.74 
1989 20,283 0.58 
1990 22,108 0.36 
1991 25,244 0.37 
1992 31,120 0.16 
1993 37,636 0.12 
1994 44,346 0.15 
1995 50,039 0.15 
1996 55,372 0.16 
1997 55,946 0.22 
1998 57,053 0.26 
1999 57,500 0.45 
2000 63,678 0.53 
2001 64,447 0.44 
2002 63,045 0.37 
2003 65,674 0.16 

Source: Air Travel Consumer Report 

On the other hand, Southwest has sometimes been criticised for its conservative approach 
to growth and its unwillingness to step outside its well-defined niche, which involves 
flying short, point-to-point, frequent, no-frills service. Table 2 examines the growth rates 
of Southwest in terms of departures and miles flown. It is interesting to note the pattern 
of growth at Southwest. Growth accelerates then remains relatively steady for several 
years before it slows. It remains relatively steady at this lower level of growth for several 
years before repeating the process. These periods of slower growth allow an organisation 
integrate the new the new elements, institutionalise the changes, and develop the 
infrastructure needed to meet the new demands in a reliable manner (Hannan and 
Freeman, 1984). 

Looking at growth in employees for Southwest reveals that total employee numbers at 
year end did not reach 1,000 until 1978, seven years after it began flight operations. 
Examining employee productivity is also revealing. In 1978, Southwest’s 1,119 
employees boarded 3,445 passengers per employee. In 1982, the full-time employees at 
People Express boarded 2,779 passengers per employee, and all employees  
boarded 1,470 passengers per employee. In 1983, People Express full-time employees 
(now 2,596) boarded 2,195 passengers per employee, less than in 1982. For all 
employees (4,237), 1983 productivity fell to 1,345 passengers per employee  
(Holland, 1990). 
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Table 2 Growth rates at Southwest 

Year Departure GR (%) Miles (000) GR (%) 

1971 6,051  1,380  
1972 10,576 75 2,507 82 
1973 10,619 ~1 2,548 2 
1974 12,382 17 2,996 18 
1975 17,552 42 4,616 54 
1976 22,311 27 5,890 28 
1977 35,415 59 10,235 74 
1978 54,816 55 16,280 59 
1979 75,837 38 24,040 48 
1980 91,170 20 25,169 5 
1981 110,330 21 30,720 22 
1982 140,066 27 41,542 35 
1983 175,488 25 53,232 28 
1984 200,218 14 64,274 21 
1985 208,486 4 69,553 8 
1986 218,994 5 77,563 12 
1987 246,320 12 90,766 17 
1988 275,125 12 104,895 16 
1989 304,765 11 114,884 10 
1990 338,561 11 127,516 11 
1991 382,910 13 143,321 12 
1992 439,131 15 166,750 16 
1993 507,993 16 192,249 15 
1994 592,057 17 229,447 19 
1995 686,081 16 274,658 20 
1996 748,812 9 308,593 12 
1997 786,096 5 337,965 10 
1998 806,822 3 359,449 6 
1999 846,820 5 396,192 10 
2000 903,831 7 447,281 13 
2001 941,414 4 490,771 10 
2002 948,250 1 510,306 4 
2003     

Source: Air Carrier Traffic Statistics Monthly (1980–Present). Southwest 
Airlines provided data for 1971–1979. Miles 1971–1979 is estimated 
by multiplying departures by average haul 

Table 3 shows the growth in departures and miles at People Express from 1981 until its 
purchase in late 1986 by the Texas Air Corporation. 
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Table 3 Growth rates at People Express 

Year Departure GR (%) Miles (000) GR (%) 
1981 14,862  6,184  
1982 35,713 140 19,193 310 
1983 74,941 110 34,276 79 
1984 112,263 50 61,315 79 
1985* 145,207 30 91,943 50 
1986* 139,852 –4 92,215 ~1 

*Does not include data for acquired carriers. 
Source: Air Carrier Traffic Statistics Monthly 

Clearly, People Express shows a very different pattern of growth from Southwest.  
It should be noted that four years after its founding, People Express was flying 112,263 
departures a year, a figure that Southwest did not achieve till 1981, ten years after it  
first began flight operations. A further indication of the difference in growth patterns is 
the yearly miles flown by Southwest and People Express. Five years after it began, 
People Express was flying 92,215,000. Southwest did not surpass this figure until 1988, 
seventeen years after it began flying. This difference is also an indication that  
People Express had gotten away from their original, Southwest-patterned strategy of 
point-to-point, short-haul operations and began flying longer hauls, including a  
trans-Atlantic flight to London. 

While there is no single answer to the question: “Why did People Express fail?”,  
Senge (1990) is the first to argue squarely for poor quality as an overriding factor.  
In some sense, to blame poor decision making, route selection, and high debt is to suggest 
some element of poor quality, but it is not the same as saying that People Express failed 
to ‘meet and/or exceed customer expectations’. However, this is in fact what happened. 
The airline industry is a service industry, and yet within the industry executives speak of 
‘products’ and have come to rely heavily on yield management systems, whose sole goal 
is to maximise revenues on the ‘products’ offered. The lure of rapid growth made People 
Express and countless other start-up carriers forget that it is people who make up the 
company, and some of the most important people are those that face one’s customers, 
day-in and day-out. Well-trained and dedicated employees do not just happen; they are 
found, nourished, and respected. Low fares may attract customers, but it is reliable, 
friendly service that keeps them coming back. Southwest Airlines continues to succeed 
because they have never let themselves forget this important lesson. 

4 JetBlue: the new kid on the block 

JetBlue was founded by the current Chief Executive Officer (CEO), David Neeleman in 
February 1999, with an initial capitalisation of US$ 130 million, making it the most 
funded start-up airline in aviation history. The airline inaugural flight took place on 
February 11, 2000, from the John F. Kennedy Airport (JFK) in New York to  
Ft. Lauderdale, Florida. The airline currently serves 30 different destinations using 68 
Airbus aircraft, with orders for an additional 165 A320s, and up to 200 Embraer 190s. 
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Neeleman had prior experience in the airline industry through involvement with 
Morris Air, WestJet, and Southwest airlines. When his non-compete agreement with 
Southwest Airlines expired, Neeleman built on his existing knowledge, skills, and 
experience to establish his very own concept of a low-cost carrier, designed to stimulate 
demand in underserved markets. Neeleman’s basic vision for JetBlue was an airline that 
would integrate technology to improve both safety and efficiency, coupled with 
commitment to people. Neeleman’s belief in the use of technology and commitment to 
people are the core principles of his airline. 

Neeleman’s vision was achieved through a number of distinctive strategies, some of 
which built on the experiences of other low-costs carriers and others, which were novel 
concepts. JetBlue started with a uniform fleet and a single class (with leather seats) style 
of cabin service, which it has in common with Southwest. However, JetBlue opted for 
Airbus A320s instead of Boeing 737s. This decision was based on the fact that the A320 
has an additional 28 seats. Distinctive operational strategies were also introduced by the 
airline to reduce flight turnaround to 30 minutes. Instead of having a single operations 
agent in charge of each departure, the responsibility was placed on the pilots, who use 
laptops to communicate, gather, and oversee preflight information. The cockpit is 
therefore paperless, resulting in added flexibility and cost savings. These and other 
innovative management decisions were made to distinguish JetBlue Airways not only 
from Southwest, but also from all other competitors. 

Neeleman’s strategy created an up-to-date revenue management system, which allows 
for ticketless travel with no discount seats, and all fares are on a one-way basis. Saturday 
night stay overs were eliminated, and fares are on average up to 65% less than the 
competitors. All of these developments directly appealed to not only leisure traffic but 
also more significantly, the corporate market. Strategies include reducing distribution 
costs through ticketless travel, which saves paper costs, postage, crewmember time, and 
back-office processing expense (Wynbrandt, 2004). Overhead is also slashed with the 
airlines’ minimum fleet diversity, effectively utilising its fleet to an average of operating 
time of 13 hours a day, maintaining enthusiastic, committed, and productive 
crewmembers. When explaining this model, Neeleman is reported to have said,  

“We are a new kind of low-fare airline, with deep pockets, new planes, leather 
seats with more legroom and great people … With our friendly service and 
hassle-free technology, we are going to bring humanity back to air travel”.  
(Gittell, 2003, pp.224, 225) 

As a further attempt to differentiate itself from the competition, JetBlue introduced the 
novel concept of 24 hour live television on board an aircraft, something that had been 
previously considered by numerous airlines, but the leap of faith always considered too 
risky. The concept proved so popular with customers that JetBlue purchased the service 
provider Live TV in 2002 for US$ 82 million (Wynbrandt, 2004). 

JetBlue also pioneered some innovative employment practices, all of which were 
designed to create a people-friendly environment, critically important in creating 
customer satisfaction as evidenced from the Southwest and People Express experience. 
Neeleman recruited key personnel from Southwest, which hinted at some degree of 
continuity from his former employers. John Owens was recruited as Chief Financial 
Officer, while Ann Rhodes was appointed Vice-President of human resources after six 
years at Southwest Airlines. 
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Under the guidance of Ann Rhodes, innovative employment practices have been 
introduced, all of which centre around the core values of caring, safety, integrity, fun, and 
passion (Wynbrandt, 2004). Prospective employees are extensively screened, and 
subsequently hired and trained in line with these five values. Unlike Southwest Airlines, 
JetBlue do not concentrate on hiring and training for relationship competence.  
The company’s 800 telephone reservation staff all work from home, which has worked 
out extremely well for JetBlue, both in terms of employee and customer satisfaction.  
Job sharing is also catered for, but with a novel difference. Employees who job share are 
hired and trained as a team and must fly at least 70 hours per month. Each team is 
responsible for scheduling who appears on the job. This has allowed flexibility for 
employees to cover each other shifts. One mother and son team has found that such an 
arrangement allowed the mother to cover for her son while he was taking college classes 
(Wynbrandt, 2004). 

Unlike other companies, JetBlue pays its trainees while undertaking training and also 
signs five-year contracts guaranteeing employment. JetBlue has also avoided traditional 
job designs associated with the airline industry. Flight attendant positions are structured 
as one to five year positions, discouraging a long term stay by offering a significantly 
smaller package deal than their competitors. JetBlue also hires college students opting to 
take a year out. This approach, along with others, has saved JetBlue Airways millions of 
dollars in wages, as raises are not granted based solely on seniority. 

In direct contrast to Southwest, which is highly unionised, JetBlue has opted  
for a union-free work environment. According to Rhodes, “not having a union creates a 
team environment. As long as we are working together well, we do not need unions” 
(Gittell, 2003, p.226). JetBlue feels that if employees seek unionisation, then the 
company has failed in its labour relations. While the salaries of JetBlue staff are on the 
low side, the profit sharing plan helps to bring them to a level equivalent to most 
unionised airline employees (Wynbrandt, 2004). 

5 JetBlue growth and customer service quality 

After its initial flights, the airline expanded steadily with the addition of seven routes by 
the end of 2001, from the JFK hub to various cities including Fort Myers, Salt Lake City, 
and Burlington. By October 2002, the airline had expanded to serve 20 different 
destinations. It currently serves 30 destinations including some international routes.  
Table 4 illustrates the pace of growth in terms of departures and miles. It should be noted 
that their growth rate falls somewhere between that of Southwest and People Express. 

Table 4 Growth rates at JetBlue 

Year Departure GR (%) Miles (000) GR (%) 

2000 10,134  8,425  
2001 26,335 159 25,948 208 
2002 44,144 68 50,825 96 
2003 66,920 52 85,253 68 
2004 85,980* 28 113,717* 33 

*Based on available data for quarter 1 and 2 and then predicted for quarter 3 and 4. 
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Table 5 shows total passengers and the passenger complaint rate for JetBlue for  
2001–2003 (Note that 2000 did not represent a full year of service and 2004 figures have 
not been released.). The complaint rate for 2001 was 1.02 per 100,000 passengers, not 
unexpected for a start-up carrier. The positive news is that the trend in complaints is 
downward with a 2002 rate of 0.66 complaints per 100,000, and a 2003 rate of  
0.31 per 100,000. The Southwest rate for 2003 was 0.16 per 100,000 passengers. 

Table 5 Passenger complaint rates for JetBlue 

Year Passenger (000) Complaints 

2000 1,315  
2001 3,222 1.02 
2002 4,189 0.67 
2003 9,011 0.31 

Source: Air Travel Consumer Report, Air Carrier Traffic Statistics  
Monthly (2000–2004). www.jetblue.com 

JetBlue continued to make profit in the third quarter of 2001, even after the  
September 11th attacks, while larger air carriers, such as United Airlines and American 
Airlines, lost over US$ 2.4 billion. Low-cost carriers like JetBlue have a much lower cost 
base and greater flexibility, which make it easier to ride out troubled times. Evidence of 
this can be seen from the fact that JetBlue launched a new service between Washington 
DC Dulles International Airport and Fort Lauderdale in November 2001, while other 
airlines struggled. The airline growth in terms of operating expense and revenue is 
illustrated in Figure 1. 

Figure 1  JetBlue growth in operating expenses and revenues 

 
Source: www.jetblue.com 
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6 Discussion 

This is a cautionary tale, a warning to new low-cost carriers basking in the current  
crisis among their large, legacy-carrier counterparts. Simply put, unrestrained growth is a 
seductive but deadly trap. The analogy between Southwest, People Express, and JetBlue 
is imperfect since each was born and began life in a different environment. Southwest 
Airlines came into the world against the opposition of two strong Texas-based  
carriers, Braniff and American Airlines, determined to kill it in infancy. The Wright 
Amendment and competitive actions by rivals limited their early ability to expand, 
although growth picked up and averaged 53% for the period 1975–1979. People  
Express was born in the early days after deregulation when its low fares ‘grew’ markets 
without apparently endangering the established carriers. It was only when its  
phenomenal growth, averaging 83% for 1981–1985, began to jeopardise legacy carriers 
that the competition took note of low-fare competition. On January 18, 1985, American 
Airlines announced it Ultimate Super Saver fare that set off the race to low fares  
among the major carriers who had also been developing the software for their new 
computer reservation systems (Holland, 1990). Finally, People Express’ own actions in 
acquiring a series of carriers to meet the demand spawned by their low fares also 
contributed to many of the carriers subsequent problems. JetBlue came into existence at a 
time when the US industry was suffering its most serious crises in quality since 
deregulation began. 

While it has not posted the early growth rates of People Express, JetBlue’s growth is 
still quite rapid by early Southwest standards as shown in both Tables 6 and 7. 

Table 6 A comparison of growth in departures for SWA, JetBlue, and People Express in the 
early years of their operations 

 
SWA  
total (%GR) 

JetBlue 
total GR (%) 

People Express
total GR (%) 

Year 1 6,051  10,134  14,862  
Year 2 10,576 (75) 26,335 (159) 35,713 (140) 
Year 3 10,616 (1) 44,144 (68) 74,941 (110) 
Year 4 12,382 (17) 66,920 (52) 112,263 (50) 
Year 5 17,552 (42) 85,980 (28) 145,207 (30) 
Year 6 22,311 (27)   139,852 (–4) 

Source: Air Carrier Traffic Statistics Monthly (1971–2004) 

In common with People Express, in terms of departure figures, JetBlue underwent rapid 
growth in its first two years of operation. However, unlike People Express this was 
stabilised by the end of year two. The pattern of growth is also more evenly distributed 
over the years, unlike that of People Express. However, there is no doubt that JetBlue’s 
growth rate far exceeds that of the more cautious Southwest. 
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Table 7 A comparison of growth in miles flown for SWA, JetBlue, and People Express in the 
early years of their operations 

 
SWA 
total GR (%) 

JetBlue 
total GR (%) 

People Express
total GR (%) 

Year 1 1,380  8,425  6,184  
Year 2 2,507 (82) 25,948 (208) 19,193 (310) 
Year 3 2,548 (2) 50,825 (96) 34,276 (79) 
Year 4 2,996 (18) 85,253 (68) 61,315 (79) 
Year 5 4,616 (54) 113,717 (33) 91,943 (50) 
Year 6 5,890 (28)   92,215 (–1) 

Source: Air Carrier Traffic Statistics Monthly (1971–2004) 

In terms of miles flown, a similar pattern emerges with JetBlue experiencing a slower 
initial phase of growth when compared to People Express. JetBlue would also appear to 
be slowing down growth in miles flown as evidenced by the data for 2004. Once again, 
however, the figures indicate that in terms of miles flown, JetBlue growth rates are 
significantly higher than that of Southwest, even allowing for differing circumstances. 

Although the complaint rate for JetBlue has improved significantly since its  
first full year of operation, rapid growth has come at a cost for the airline. JetBlue  
shares, which traded at US$ 47 in October 2003, were down to US$ 23 by February 2004  
(Kahn, 2004). One of the main reasons for the slippage is that rapid growth has eroded 
profit margins. According to Kahn (2004), JetBlue’s operating margins for the last 
quarter of 2003 were 13.3%, numbers that would be spectacular for most of their 
competitors. However, JetBlue’s stock took off on the premise that the airline might be 
able to generate margins in the 15–20% range, but due to the hike in fuel prices, 
competition, and the four hurricanes that severely affected 2004’s third quarter, obtaining 
that percentile appears increasingly unrealistic. JetBlue reported a net income of  
US$ 8.4 million (8 cents a share), which was down 71% from US$ 29 million (26 cents a 
share) a year ago, contrary to analysts’ predicted earnings of US$ 10 million. The airline 
is now projecting lower earnings for the fourth quarter. According to Kahn (2004), 
JetBlue is adding new planes and routes much faster than it is accumulating passengers. 
The airline took on Delta on its home turf of Atlanta and was forced to later abandon the 
route when faced with stiff competition from the incumbent. 

7 Managerial implications and conclusions 

While JetBlue does not yet show the signs of a People Express collapse and may well 
avoid the trap with several years of ‘slower growth’, the record of US start-ups does 
make it wise for management to pay attention to some key indicators of trouble. One of 
the first signs of trouble may well be the inability of a carrier to hire the ‘right people’ 
and provide adequate training. The employee numbers and productivity cited earlier for 
Southwest and People Express clearly indicate this growth-related phenomenon.  
If service quality is an output, then it relies on the quality of the resources that are put 
into the process. Service quality begins with the establishment of the standard and the 
development of a process to meet that standard. A key part of the process is ensuring that 
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employees have the ability to meet that standard. If the established standard is below 
customer expectations, then meeting that standard is not delivering quality from a 
consumer perspective. If the standard does meet customer expectation, but employees are 
unable (or unwilling) to perform to that standard, then consumer quality expectations are 
again not met. Rapid growth can cause a firm to lower the expectation for employee 
hiring, rely on temporary employees to ‘fill the gaps until things settle down’, or defer 
employee training. The second warning sign follows on the heels of the first and is 
declining service quality as reflected by customer complaints (or in the case of airlines 
such items as mishandled baggage, denied boardings, booking problems, wait times in 
check-in or for reservations, etc.). These ‘service problems’ can indicate a lack of 
training, poor equipment, or poor staffing levels on the part of the carrier. A third sign is 
rising cost relative to revenue. This can be a sign of growth for growth sake rather than 
careful marketing. It may also indicate declining levels of productivity as a result of 
poorly trained, over-stressed employees. 

So far, the figures for customer complaints for JetBlue are encouraging for the airline. 
So too are the overall trends in labour productivity as measured by the number of revenue 
enplanements per employee. These figures have increased from a 2000 figure of 1,120 
passengers per employee to 1,659 in 2003. These figures, however, may not be directly 
comparable to either People Express or Southwest, due to the high number of part-time 
employees due to widespread use of job sharing at JetBlue. In terms of rising costs 
relative to revenue, JetBlue has in recent quarters started to flag a little, causing some 
concern for analysts, which could be indicative of problems to come. Overall, the outlook 
for JetBlue, based on our analysis of the previous experience of other airlines, looks 
promising. However, given its dramatic growth rates and subsequent impact on 
profitability, the airline needs to be very attentive to customer service quality and labour 
productivity, in order to avoid the pitfalls of the People Express experience. 

As Senge (1990) has pointed out, rapid growth is a reinforcing process that  
“feeds on itself to produce a period of accelerated growth or expansion. Then 
the growth begins to slow and eventually comes to a halt, and may even reverse 
itself and begin an accelerating collapse.” (Senge, 1990, p.379) 

According to Senge (1990), the secret is not to push on the growth process, but seek to 
identify and remove (or weaken) the source of the limitation. If growth and lack of 
employee training result in quality problems that lead to dissatisfied customers who do 
not return, then more growth is not the answer. The answer is improving employee 
training to reduce quality problems and create satisfied customers who come back and 
bring their friends. 

Size does matter in the airline industry. It is capital intensive and the prevailing 
wisdom says that an aircraft that is on the ground is not making money. So there are 
tremendous incentives to grow one’s network and keep those aircraft in the air, but the 
price of rapid growth is often high. Avoiding the trap takes management discipline and 
attention to key performance indicators. There is an old saying that ‘if it is worth doing, it 
is worth doing right’. It is a saying that start-up airlines would do well to remember. 
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