Running head: AIG AND THE BONUS FIASCO	1


AIG AND THE BONUS FIASCO		 8








AIG and The Bonus Fiasco
Name
Institutional Affiliation








Company Name, Website, and Industry
The company name is American International Group and their website is www.aig.com. AIG is an insurance company and thus it is a service industry. 
Background and History
American International Group is global insurance and finance company which has its operations in more than 80 jurisdictions and countries. By the end of the year, 2016, AIG employed about 56,400 people which made it one of the leading corporations in America (Thomas, 2009). The corporation operates via three core businesses: life and Retirement, standalone tech-enabled subsidiary and general insurance. The general insurance consists of personal, commercial insurance, and international field operations while life and retirement consist of both individual and group retirement as well as institutional markets. 
The AIG fiasco study has the federal government, credit default swaps (CDSs)- an exotic product, the AIG financial services division, Jake DeSantis- AIG executive vice president, and the CEO of AID, Edward M. Liddy as the key players. Additionally, NY State’s attorney general, Andrew Cuomo and Timothy Geithner- the treasury secretary at the time were among the officers involved in the study. The AIG is still in business and its current status is as follows as per the annual report and AIG Financial Highlights as obtained from www.aig.com ;
· CEO and President: Brian Duperreault
· Executive Vice president and CFO: Siddhartha Sankaran
· Total Assets: the US $ 498.30 billion as per the 2017 annual report
· Net Income: the US $ 6.08 billion
The key events in the company’s history as obtained from http://www.aig.com/about-us/history/timeline   are as follows;
·  1919- Company founded by Cornelius Vander Starr in Shanghai China
· 1926- company moves offices to the US (opens in New York) 
· 1943- AIG’s founder and CEO, Cornelius Vander Starr helps company employees that had been affected by the 2nd world war. He provides supplies during the war, financial support and also offers jobs after the war is over.
· 1952-  acquisition of Rutgers Insurance and general insurer Globe Group. This expanded the corporations domestic market existence. 
· 1969- The company stock starts publicly trading. 
· 1975- AIG becomes the first U.S company to establish a one-on-one business relationship with the public in the Republic of China.
· 2007- AIG becomes the leading insurance company of the World Trade Center project. The company works hand in hand with the construction developers and workers to ensure the people who worked at the site were safe.
· 2008- Economic Crisis and Fed government bailout. The company had used credit default swaps to insure themselves. However, amidst the economic crisis, AIG had to pay the CDS.
· 2015- AIG develops unmanned aircraft insurance after getting an approval from the FAA. 
· 2017- Brian Duperreault becomes the new AIG CEO and President
Analysis Via Porter’s Five Forces Model
[bookmark: _GoBack]The company’s five forces that determine the competition in the industry encompass the threat to new entrants, bargaining power of sellers, bargaining power of buyers, the threat posed by substitute goods and services, and finally the rivalry among competitors.
The threat to New Entrants
The competition here is Low-moderate. The amount of capital that is needed to begin an insurance company can block people from entering the industry. Apart from the high capital requirements, the old big companies enjoy selling their products at low prices per unit hence driving the overall market prices down (Porter, 2008). This is a discouragement to the new entrants. Other potential threats come from banks and financial markets like Bank of America.
The Bargaining Power of Buyers 
Customers are able to capture more value by pushing down prices which happens when they demand more services or better quality which is all at the expense of an industry's profitability. The competitive environment is moderate here and it is as follows;
· Prices are a major determinant 
· There is high switching of costs
· The products offered by insurance companies are mostly standard
· It is unlikely that a customer will switch once he or she buys an insurance
The Bargaining Power of Suppliers
Suppliers show their power when they charge high prices shifting cost or limiting the quality of products and services. There are two types of suppliers; investors that provide financial support and paper companies. However, AIG with the exception of the 2008 bailout, is a big company that does not rely on funds from other sources. Consequently, AIG was able to repay the Federal Government and in so doing, the corporation does not have a supplier that holds a high bargaining power.
Threat of Substitutes
There are certain types of insurance that are required by the law and they include;
· Employee’s compensation insurance
· Unemployment insurance
· Motor vehicle insurance
· Alternative-self-insure
The intensity of Rivalry Among Competitors
· The choice a buyer makes is heavily based on the service quality and price comparison
· Insurance is perceived as a product
· The companies with high investment returns are the ones that insurance companies eye to lure. Threats of new entrants
-high capital
- competition from financial firms

Bargaining Power (buyers)
-price is a determinant
-high-cost switching



5 Forces
Threat of Substitutes
-Motor Vehicle insurance
-Workers Compensation insurance
-Unemployment insurance

Bargaining power (suppliers)
-AIG has no supplier with high bargaining power

Rivalry
-Insurance is a commodity
-buyers compare services quality and prices


The above figure is a summary of Porter's forces as applied to the insurance company.  
Strategy Used
 AIG creates and sustain a competitive advantage by focusing on the problems and questions that are of more importance (Porter, 2007), working hand in hand with early adopters (agents and brokers) which aids in demonstrating noteworthy wins, and rapid-cycle approach that is iterative and adaptive- aids in preventing fraudulent claims (Dess, et al, 2016). The company revoked the bonuses it had promised it’s hardworking employees. However, AIG’s smaller retail components provided support for the falling giant. Nevertheless, the strategy used by the company was not effective because it led to employee dissatisfaction and resignation. Many people had refused deals from competitors just to work for AIG and after they were misled, they felt betrayed. Additionally, the image of the company in the public was distorted. In this regard, it’s not a good tactic. 
Specific Strategy(s)
           Related Diversification. The company is full of people from different backgrounds. These employees come with different sets of skills and this kind of inclusive culture brings about diversification. Again, this kind of diversification aids in ensuring the customers from different backgrounds are served well through the development of custom coverage and services (Kanamura, 2018).
           Entrepreneurial Strategy
This strategy entails focusing all the ideas and resources on products that have a high return due to their high demands. In other words, it involves finding a niche in the market and focusing on satisfying that need (Dess, et al, 2016). AIG was founded after a realization that there was a need to offer financial securities to people who have been affected by an economic meltdown. This is a market niche that AIG undertook and in so doing, it has been focusing on providing insurance covers for individuals, businesses, organizations and even multi-billion companies.
The course of Recommended Action
AIG is a big company that needs to improve its monitoring of operations and focuses more on internal and external forces. I would also recommend that the company to keep track of the environmental trends which would help n managing the risks. Again, the promised bonuses did not occur and this harmed many employees (Thomas, 2009). I would recommend reconciliation. Amending the broken contracts and high taxes would see the company repair its image. 
Opinion
This case study is an example of a company that went on with a blind eye in the competitive market, never analyzed the risks, and it ended up disappointing the public and demotivating the employees. We learn that insurance companies need to be ready for uncertainties. AIG was not prepared. Again, even when bailed out by the government, the company used the money in a way that raised chaos in the public. No matter the sources of the funds, insurance companies should be able to see into the possibilities of the future and come up with ways to deal with the risks.
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