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Creating New Strategies for the Southwest Airlines  Co.
The Southwest Airlines Co. is a listed enterprise that obligates the entity to disclose Forward-looking Statement in accordance to the Section 27A of Security Act of 1933. Consequently, the Southwest Airlines Co. outlines pertinent risk factors that influence the financial performance for the 2018 fiscal year to include economic uncertainties, changes in technology, and legal aspects (SEC, 2017). Notably, the Southwest Airline adopts an Ultra-low Cost Carrier (ULCC) operation module to sustain its business performance, which exhibits significant sensitivity toward changes in environmental purview (Ibid). The company faces fundamental challenges that necessitate strategic review about the cadre of risk management process, selection model, principal-agent relationship, and organization structures to yield positive outcomes in the long-term time dimensions. 
Evaluating the Risk Management Process
The changes in economic condition are pertinent external environment factors that influence the outcomes of business operation. The company stipulates the need to adjust the strategies to accommodate the unfavorable economic changes. The economic recessions reduce the demand for the leisure and business travels because commuters perceive commuting via airways to be a discretionary expenditure and the business fraternities resolve to utilize teleconferencing (SEC, 2017). Equally, the rise in the cost of jet-fuel is another manifestation of changes in economic purview, which has adverse ramifications on the level of competitiveness (Frigo & Anderson, 2011). The company notes a steady surge in the fuel cost since 2016 because of the political upheavals, hoarding, and economic embargo, which affect the supply of the critical component in the aviation sector (SEC, 2017). Therefore, the remoteness of the external environmental parameter that includes a surge in the cost of fuel and reduction of consumers’ spending power necessitates the Southwest Airline to devise a proactive strategic management approach to hedge against detrimental outcomes. 
Integrating an Enterprise Risk Management (ERM) System
Importantly, strategic management competency involves the ability to capitalize on existing management tools to enhance the level of preparedness and control. A notable tool to safeguard against the changes in economic parameters is instituting an Enterprise Risk Management system that provides an integrated framework to predict, manage, and ensure against the manifestation of the strategic risks (Frigo & Anderson, 2011). An Enterprise Risk Management tool instills concerted efforts because it involves the three levels of management in identifying and managing the potentially adverse effects (Ibid). An integrative risk-management system tasks the multi-disciplinary teams with an obligation to identify internal and external parameters that include changes in economic purviews, which affect the achievement of the corporate objectives (Ibid). Therefore, an Enterprise Risk Management is a sustainable management tool to enhance the level of preparedness in mitigating profound strategic risks using multi-disciplinary teams. 
The Selection Problem in the Company
The selection process exhibits problems that relate to a manifestation of false positive and false negative errors, which negatively prevent an employer from capitalizing on the human capital resources. The Southwest Airlines perceives employees a prized asset that sustains the level of competitiveness in the industry (Weber, 2015). Therefore, stringent selection processes aim to hedge the company against the selection errors that include a false positive error that is characterized by eliminating the candidates with an opportunity to succeed in the job (ibid). The selection and promotion processes align to the company values that include manifestation of a warrior spirit, servant’s spirit, in addition to fun-filled attitudes. 
However, the company faces pertinent selection problem because of the inability to define the expectations that best matches the desired attributes of a warrior's heart, servant’s spirit, and fun-oriented habits from the available pool of talents (Weber, 2015). The selection mentality that the recruiting officer will identify the desired candidate contributes toward the false negative and false positive errors because it results in discrimination. The recruiting officers should integrate a behavioral-interview to identify the existence of the aspired attributes of a candidate. Further, a job placement decision should consider the outcome of a minimum six-month probation period. 
Dealing with Moral Hazard Challenges
The Southwest Airlines faces significant moral paradigms because of inadequate mechanisms stipulated to hedge against the prevalence of hazardous incidences during the operation processes. A moral hazard incident occurs when a party fails to act in utmost good faith because another party that includes an insurer, government, or employer bears the ramifications of the risky behavior (Tabarrok & Helland, 2012). The primary parties in the airline company include the mechanics, management, insurers, and the government regulatory agency, which have an obligation to enhance the safety standards. However, the recent airborne-related accidents apparent in the Southwest Airlines Co. manifest significant distrust that involves the management-supervisory teams and the mechanic personnel. 
Evidently, the Federal Aviation Administration (FAA), a government agency, undertook a mandatory investigation into the cause of two airborne accidents involving the Southwest Airline in 2017. The report dawns a fundamental moral hazardous event in the Southwest Airlines because of mistrust and laxity leadership among the supervisory team (Friedman & Douglas, 2018). The Southwest Airlines supervisory team discourages the mechanics from reporting aircrafts problems, which impedes the culture of safety in the maintenance operation (ibid). Consequently, the manifestation of moral hazards in the operation procedures has adverse ramifications in the company that include unwillingness among the mechanics to share mistakes and communication breakdown with the critical stakeholders. 
Therefore, the notable practices to manage the prevalence of moral hazards in the Southwest Airlines operation processes include integrating a liability policy and compliance rule. First, enacting a compliance rule in the operation processes is a critical input toward achievement of a culture of safety to facilitate the parties to identify and manage the risks of operation (Friedman & Douglas, 2018). For instance, effective compliance equips the mechanics to raise safety concern regularly. A strict adherence to the compliance rule is a critical element that bolsters the culture of safety. 
Secondly, the Southwest Airlines Co. can achieve significant positive outcomes by enacting liability rules. The liability model provides three critical interventions to facilitate safety operation process that include a no-liability rule, negligence rule, and strict-liability rule (Tabarrok & Helland, 2012). The no-liability rule hedges the company against paying any cost related to the accidents contrasting the negligence rule establishes reasonable thresholds of precaution (ibid). The strict-liability rule holds the parties responsible and accountable to the cost of accidents apparent regardless of the level of care (ibid). Therefore, most effective liability model to improve the culture of safety is the strict-liability and negligent parameters because of the need to pay attention to precaution during the operation processes. 
Pertinent Principle-Agent Problems
The business entities experience the principal-agent problem because of the conflict of interests that involve the business entity and the appointed representatives. The Southwest Airlines Co. and other airlines entities hire multiple agents to perform specific duties that best represent the interest of the former in addition to hedge against the adverse effects of uncertainties in the industry (Hough, 2015). The travel agents further facilitate the ticketing processes among the commuters, which has positive outcomes toward the company’s bottom-line (Miller, 2015). However, the Southwest Airlines faces conflicts with the travel agents because of the myriad errors that include ticketing, expired fares, and inaccurate calculation of the change fees (ibid). The trivial mistakes from the travel agents have adverse ramification that includes an introduction of a debit-memo, which is a fee for the travel agent mistakes. 
Similarly, the employees and the trade union represent another agent party to the business operations for the Southwest Airlines. The company has 56,100 full-time workers who are represented by various trade unions (SEC, 2017). The collective-bargaining negotiations entail significant disputes because of the failure to reach an amicable agreement between the labor unionists and the management. The sustained disagreements result in the use of ‘self-help’ engagements that include the use of strikes, picketing, and termination of the employment contracts (Ibid). Therefore, the lack of effective industrial relation strategies results in adverse conflicts. 
Importantly, the principal-agent theory implies inverse relations that involve the outputs of an agent and the incentive components available to facilitate the principal compensate the former party. According to Miller (2015), an outcome-based contract is a reliable tool to streamline the incentives components and the level of outcomes. The incentive components are an essential determinant of the agent’s risk, which influences the level of production necessary to sustain the principal’s profitability (ibid). Therefore, a performance-based contracting is a reliable strategy to mitigate the errors that emanate from the travel agents and enhance monitoring process among the employees. Besides, an outcome-based contract is a viable alternative to charging a debit-memo fee for the adverse ticketing errors because it increases the travel agent’s incentives component. 
Examining the Organization Structure
An organization structure depicts the chain of command in an entity that aims to enhance the seamless coordination of the entire team communication. An effective organization structure enhances the allocation of tasks, supervision, and cooperation necessary to accomplish the short-term and long-term corporate goals (DuBrin, 2014). Further, the cadre of an organization structure model influences the nature of relationships with the internal and external stakeholders, which is critical toward improving cohesion, influence positive organization culture dimensions, and accord competitiveness (Ibid). The Southwest Airlines Co. exhibits a functional-based organization structure that presents positive and negative outcomes for the low-cost carrier in equal measures. 
A functional organization structure is a bureaucratic model that characterized by a pyramid chain of control to enhance stringent control in an organization. The several layers of control accord the upper-layer management team with fundamental control over the organization (DuBrin, 2014). The three level of control evident in the Southwest Airline include the Board of Directors, the president/ Chief Executive Officer, and Operational Heads (SEC, 2017). The functional structure has been appraised because it enhances stability and efficacies using similar processes during the decision-making (DuBrin, 2014). Equally, the structural model provides a distinctive career trajectory that enhances the ability to retain the top-talented calibers of employees in the lower segments. Appendix 1 reveals the model of a functional organization structure applicable for the Southwest Airlines.  
However, the bureaucratic-oriented model has adverse ramifications that necessities adequate reform to sustain the milestones accomplished. First, the Southwest Airline has apparent adverse communication breakdowns and inadequacies because of departmental rivalries (SEC, 2017). Continued reliance on the departmental strategy to operationalize the functional structure is characterized by communication breakdowns incidences, which have adverse corporate ramifications including consumers’ frustrations and inter-units competition (DuBrin, 2014). Moreover, the stringent control and standardization strategies hamper creativity among the employees because of the normative approach that characterizes a functional-departmental organization structure. 
Integrating a Horizontal Organization Structure
A pragmatic approach to hedge against the prominent inefficiencies with a functional-organization structure is a Horizontal Structure. A horizontal structure merits because it capitalizes on the benefits of team-oriented processes to achieve the corporate objectives (DuBrin, 2014). The company achieves cohesion among the workforces because using a multidisciplinary approach to accomplish processes. A multidisciplinary approach significantly eliminates internal rivalry and enhances the culture of knowledge sharing in the organization (ibid). Therefore, advocating a horizontal-based organization structure merits for a low-cost carrier because it nurtures innovation using multi-disciplinary teams and a balanced-focus where concerted efforts aim to achieve value addition.  
Concisely, the Southwest Airlines faces fundamental threats and challenges that include economic fluctuation, manifestation of false positive and negative selection errors, morally hazardous management styles, and indefensible principal-agent relationship with the travel agents. Therefore, embraces regular strategy assessment is a favorable intervention to sustain the current success milestones achieved because subsequent reviews epitomize core weaknesses. For examples, assessing the risk management plan, the prevalence of the moral hazards, and sustainability of the organization structure are critical interventions to hedge against the loss of productivity as well as attaining proactive management capabilities.
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Appendix
Figure 1: Functional Organization Structure
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