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Abstract

Employee stock ownership
programs (ESOP} may become a
source of competitive advantage
but a threat to a firm's survival as
well. Strategic stakeholder
negotiation, on the other hand, is
a process through which an
organization negotiates with
multipie stakeholders in order to
achieve a strategic goal. Such
perspective helps to illustrate the
importance of understanding,
balancing, and managing
stakeholder demands in ESOP-
related negotiations. The airline
industry provides an interesting
arena in which to study this
process. Specifically, this paper
examines the various forms of
stakeholder negotiations crucial
to the competitive behavior of
US airlines, focusing especially
on emplayee ownership
negotiations in United Airlines
during 1985-2000.
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| Introduction

Building a competitive advantage in an
environment characterized by increasing
turbulence and complexity is a daunting
challenge (Porter, 1996). Managing
relationships with key stakeholders is one of
those competencies needed in such a
sitnation (Freeman, 1984; Savage ef al., 1991).
As a firm’s ability to leverage relational
benefits from cooperation becomes
increasingly critical to a firm’s success, an
organization’s capability to successfully
negotiate these agreements becomes
paramount (Brouthers and Bamossy, 1997).
Not only can unsuccessful negotiations
become cost-prohibitive for the firm, they
can also damage the firm’s reputation and
relationships with key stakeholders and
other partners (Carroll, 1989). The process of
organizational decline of UAL (UAL) during
2000-2002 is a vivid example of the possible
consequences of such damage.

Stakeholder management (Freeman, 1984)
is especially important in service- and
marketing-oriented industries like the
airline industry, which has gone through
dramatic changes since the 1970s.
Deregulation has been a major institutional
change in the USA, as well as in European
countries. US airlines have tried to adapt to
these changes using different strategic
approaches: low-cost competition
(Southwest); market share growth (UAL,
American Airlines); and improved
operational efficiency through employee
stock ownership programs (ESOP) (UAL,
Northwest Airlines, TWA) (further
discussion in Kling and Smith (1995).

UAL’s first employee ownership programs
in 1994 clearly gave the company an
advantage for several years. More recently,

employees as well as with the public sector,
as in the case of the US Airways merger
attempt, have driven UAL near to
bankruptcy in late 2002. The purpose of this
paper is to interpret this process from the
viewpoint of strategic stakeholder
negotiations and to give prescriptions for
how other companies can avoid this kind of
tragedy-creating development by creating
understanding of the impact of ESOPs in
stakeholder management issues. More
specifically, we examine cases of labor-
management and other negotiations in UAL
during the last two decades of the twentieth
century and analyze the influence of ESOPs
in a multi-round labor-management
negotiation process in UAL.

Our approach views the ESOP-related
negotiations as multi-issue, multi-party
(Raiffa, 1982, 1991) problem solving and
bargaining (Putnam, 1990), which typically
involve not only a focal stakeholder but also a
network of other relevant stakeholders
within mixed-motive situations (Frooman,
1999; Rowley, 1997; Gray, 1989, 2000). The
method we use is a qualitative historical
interpretation of the process. When
analyzing stakeholder negotiations, we
operationalize this methodological starting-
point by examining different negotiation
rounds and focusing on the changes in
stakeholders’ expressed interest and the
tactics employed by the stakeholders and the
focal organization.

The paper is divided into four sections.
After the introduction, the conceptual
framework and the chosen method for
strategic stakeholder analysis are described.
In the third part, we present the historical
case study of the employee ownership
negotiations. The fourth part concludes the
paper by offering propositions for both
further research and managerial purposes.
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| Conceptual framework

After 20 years of existence, stakeholder
research is still in its developing stage
(Donaldson and Preston, 1995; Jones and
Wicks, 1999). One avenue to make it
operational is to focus on concrete managerial
problems and on particular firm-stakeholder
linkages and on inter-stakeholder relations.
ESOP clearly is such a phenomenon as
notably changes basic presumptions
concerning stakeholder management and
thus makes it rational to readjust existing
models to better suit real contexts (see Marens
et al. (1999)).

In the literature, researchers have
proposed two basic motives for ESOPs. First,
they can strengthen employees’ commitment
to the company as well as to motivate
employees to, for example, lower their
salaries and other expenses (Buchko, 1992).
Second, ESOPs can be seen as defense
mechanisms, diluting ownership and thus
making hostile takeovers more difficult
(Pugh et al., 1999). It is not yet resolved,
however, what are the long-term benefits
from ESOPs. Some researchers (Brady, 1995)
have pointed out that deeper commitment
improves companies’ possibilities to create
sustainable competitive advantage, whereas
others have found that the positive impacts
are usually only temporary (Pugh et al., 2000).
Recently, Marens et al. (1999) have stated that
from the stakeholder management
perspective ESOPs have a facilitating
function. Possible effects of ESOPs on
strategic stakeholder negotiations have only
received marginal attention in the literature.
The industrial relations literature has noted,
however, that the crucial element in such
negotiations is the linkage between the
employee-owners and their representatives,
usually unions (Wichman, 1994). From the
stakeholder management perspective, this
kind of principal-agent relation multiplies
the problems managers of the firm have since
the relationship includes various elements
and motives.

In its present form, stakeholder
frameworks do not offer tools to analyze and
understand this kind of dynamic and
complex variables. For example, a relatively
standard approach to stakeholder
management is to follow a four-stage
analytical framework:

1 identify key stakeholders and their
interests (Clarkson, 1995; Mitchell et al.,
1997; Agle et al., 1999);

2 classify the relationships among these
stakeholders as well as their relationships
with the firm (Blair and Fottler, 1990,
Savage et al., 1991);

3 choose appropriate generic strategies for
managing different types of stakeholder
relationships (Savage et al., 1991); and

4 develop specific strategies for changing
stakeholder relationships (Savage et al.,
1992).

Taking into consideration the complexity of
stakeholder and inter-stakeholder relations
in an ESOP-related firm, these four
suggestions clearly oversimplify the
managerial challenges related to ESOP
negotiations. Earlier research (Wichman,
1994) has noted, for example, that unions’
influence on employees’ opinions is one of
the key factors in ESOP cases.

P1. The probability of successful
negotiations with employee-owners is
dependent on the managers’ ability to
understand and evaluate the power
equilibrium between employee-owners
and their representative union.

Strategic stakeholder negotiations occur
when a focal organization implements both a
corporate strategy and a set of strategies for
managing relationships with a network of
relevant stakeholders. Two diagnostic issues
should be considered before an organization
chooses a pivotal stakeholder for negotiation.
First, because many stakeholders are not
formally organized, the agent’s ability to
assure stakeholder acceptance of a negotiated
agreement may be uncertain. Moreover, even
when a stakeholder is formally organized, the
agent’s integrity and authority to commit the
stakeholder to a negotiated settlement may
still be doubtful (Bacharach and Lawler,
1982). Second, even if a representative can
assure stakeholder acceptance of an
agreement, that negotiated agreement may
be ill-advised if the stakeholder has reasons
to seek allies among other stakeholders
hostile to the organization, or the negotiation
will catalyze stakeholders to oppose the
organization. To recapitulate:

P2. The probability of a successful outcome
in ESOP-related negotiations is
dependent on the organization’s ability
to examine (a) whether the
stakeholder’s agent can assure a broad
stakeholder acceptance of the
negotiated agreement and (b) if the
coalitions activated or formed by the
stakeholder are likely to be acceptable
to the focal organization.

Although there are many ways to classify
stakeholders (Clarkson, 1995; Freeman, 1984,
Mitchell et al., 1997; Nasi, 1995), we categorize
stakeholders according to their potential to
cooperate with or threaten the organization.
This categorization assesses the potential
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costs and rewards of negotiating with them.
The potential to cooperate represents the
level of interdependence between the
stakeholder and the firm, as well as the
stakeholder’s capacity to expand this
interdependence. Alternatively, the ability to
threaten encapsulates the stakeholder’s
relative power and its relevance to the
strategy process (Savage et al., 1991). In this
study, we use a diagnostic typology of
organizational stakeholders that classifies
stakeholder relationships into four types
based on these two dimensions. Supportive
stakeholder relationships are high on
potential for co-operation but low on threat.
Non-supportive stakeholder relationships
have high potential to threaten but are low
on potential for co-operation. Marginal
stakeholder relationships are neither
threatening nor cooperative. The last type of
stakeholder relationship, a mixed blessing, is
the most interesting in the strategic change
process. These stakeholder relationships
have high potential for both cooperation and
threat. In ESOP-related negotiations,
employees and employee unions are typically
mixed-blessing stakeholders. In line with
previous work, four generic strategies for
maintaining these types of stakeholder
relationships would be to involve supportive
stakeholders, to collaborate with mixed-
blessing stakeholders, to defend against the
non-supportive stakeholders, and to monitor
the marginal stakeholders (Savage et al.,
1991; Blair and Fottler, 1990).

P3. In ESOP-related negotiations, a
successful outcome is dependent on
managers’ ability to identify
emplovees’ and their unions’ positions
in the supportive-mixed-blessing-non-
supportive-marginal typology and to
manage these relationships with
appropriate strategies.

processes. As Yin (1994) states, case studies
are not generalizable to populations.
Generalizations of this study can thus only
focus on a theory. In fact, a case analysis is
seen as an especially appropriate way to
develop theories in new topic areas
(Eisenhardt, 1989) as well as challenge
conventional thinking (Ragin, 1994).
Moreover, a rich interpretative analysis of
such an intrinsically important case as UAL
is needed in order to understand the recent
development in the airline industry.

As research data, we exploited published
quantitative material, published qualitative
material of major labor organizations,
annual reports of UAL and its biggest
competitor, American Airlines, and
newspaper as well as magazine articles about
these negotiations (see Appendix). With this
material we analyzed the positions of
different stakeholder groups in relation to
the company, measured and compared the
performance of UAL’s stakeholder
management and, most importantly,
reconstructed the negotiation processes
between the company and its employees. In
other words, we engage in an extensive case
examination of historical documents and
commentary involving UAL’s strategic
negotiations with both internal and external
stakeholders.

The data collection was conducted during a
period starting in November 2000 and ending
in December 2002. Newspaper and magazine
articles were collected from electronic
databases, primarily from ABI-Inform and
Newspaper Source, the most important
outlets being Business Week and professional
aviation magazines. The labor unions’
Internet-sites offered an excellent possibility
to interpret labor negotiation from the
viewpoint of unions by including clearly
confidential (but non-secured) material.

| Method and data

To highlight the impact of ESOPs in strategic
stakeholder management, we analyzed
crucial labor-management and other
negotiations involving UAL from 1985
through 2000. The main methodology of this
study was qualitative historical case
analysis. This research strategy was
particularly suitable for investigating
longitudinal negotiation processes. A
perspective extending across several years
was necessary in order to understand the
negotiations’ structural complexities and
path-dependent nature. Thus, this historical
case analysis contributes to our theoretical
understanding of stakeholder negotiation

| Strategic stakeholder negotiations
in UAL

Identification of focal stakeholders

UAL is in many ways a typical example of the
post-WWII development in the industry.
Together with American Airlines, it has been
the biggest player in the US market during
the last two decades and, in that sense, a
benchmark for the rest of the industry. As
with other airline companies, the
deregulation in the late 1970s was a turning-
point for the company. In 1997, UAL
chairman and CEO Gerald Greenwald named
deregulation as a major cause for
restructuring the company during the 1990s.
According to Greenwald, “post-regulation
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competition complicated by a serious case of
industry over-capacity and the recession that
wouldn’t die ... all these factors were
colliding and taking many airlines to the
brink of bankruptcy - and pushing others
over the edge”.

Greenwald has been a major player in the
restructuring of UAL. He was the chief
executive of the labor unions’ buyout group -
United Employee Acquisition Corporation -
and then, in 1994, began serving in UAL as
CEO. His view about the developments from
1980 through the 1990s reflects well how
employees, his principals in 1990-1994, saw
the situation. Employee unions were
threatened not only by the competition under
deregulation, but also by the leveraged
buyout attempts during the 1980s. However,
and ironically, unions were themselves
active players in the restructuring of the
airline industry; they emerged, in 1993, as
major shareholders in three companies:
Northwest Airlines, Trans World Airlines,
and UAL.

Deregulation changed the external
environment in the airline industry, and it
shaped the stakeholder map for UAL and for
most of the other companies in the industry
(see Figure 1).

The biggest change in stakeholder
relationships was brought about by the
Employee Stock Ownership Program (ESOP)
that gave employees a double role: they came
to be simultaneously owners and employees.
Before the ESOP, UAL’s stakeholder
relationships were relatively standard for the
industry. Unionized employees were
represented by the Airline Pilots Association
(ALPA), the International Association of
Machinist and Aerospace Workers (IAM),
and the Association of Flight Attendants
(AFA). Of these unions, the ALPA had the
greatest bargaining power in labor
negotiations; the pilots could easily threaten
to shut down the airline by striking. Most
important owners were big institutional
investors, such as Lazard Fréres or
Vanguard/Winston Funds. In addition,
especially during the 1980s, the owner group
included several investors who attempted
hostile take-overs of the company. The
competitive environment was relatively
stable in the US domestic market, with
American Airlines and Delta Airlines being
the strongest players. UAL has its strongest
regional link with the Chicago area.
Accordingly, the City of Chicago and the
State of Illinois have been its most important
local external stakeholders. In addition, the
National Mediator Board and the US
Department of Transportation have been the
most important external stakeholders.

Three major changes have occurred since
1994. First, ALPA and JAM members have
become major owners of the company.
Accordingly, they have multiple stakes in the
company. In contrast, because AFA members
decided not to join the ESOP, their
stakeholder relationship with UAL is more
traditional. Second, big institutional owners
divided into pro- and anti-ESOP camps in
1994, with many of them later selling their
stocks after the ESOP was ratified. Third,
UAL has become a major player in Star
Alliance, an international code-sharing
program in which Lufthansa is its strongest
European partner.

From a stakeholder management
perspective, UAL has many characteristics
that have made it a difficult company to
manage since the 1994 ESOP. First, because it
is a large, publicly owned company that had
not had one major owner before the 1994
ESOP, its strategic orientation was not and
had not been entrepreneurial for many
decades. Second, employees, especially pilots,
have had adversarial relationships with
UAL’s management. Third, the airline
industry has a fair amount of equity among
the major carriers, making long-lasting
competitive advantages difficult to obtain. As
a consequence, smooth customer service is
essential for all airline carriers, but internal
stakeholder conflicts can easily affect a
carrier’s reputation. The stakeholder
relationships with UAL comprise a complex
web of many different interests and
expectations (see Table I).

Employees have been crucial stakeholders
for UAL because they offer labor, the most
important resource in the industry. Their
relationship with the company is constrained
by bilateral agreements and by labor laws.
The primary interest of employees focuses on
wages and benefits. Since the 1994 ESOP
agreement, ALPA and IAM members have
owned a share in UAL. However, because the
selling of these stocks is restricted, this
interest has been much smaller in
comparison with the salary interest. Union
members have even called their stock assets
“monopoly money”. In contrast, the public
sector’s role is to provide the rules for
business interactions and to regulate, as
necessary, those transactions. Lastly, from
the viewpoint of informing strategy,
customers and allies are the weakest
stakeholders. However, they may be the most
vulnerable part in the stakeholder web if the
company fails to meet their expectations.

For UAL, unionized employees usually
have been stakeholders with mixed-blessing
relationships. Their interest in UAL’s overall
success has been limited, but they have had
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high potential to co-operate. Only non-union
employees with relatively small bargaining
power can be categorized as stakeholders
with marginal relationships. Because of the
unions’ power, the public sector has been an
active mediator in labor negotiations. Its
relationship with UAL has been supportive,
with a high willingness to co-operate in
conflict situations. Allies, managers, and
owners as stakeholders have had mostly
supportive relationships with UAL. The
exceptions have been non-supportive
relationships with institutional investors
who opposed the ESOP agreement.
Customers and allies have had the most
interesting stakeholder relationships with
UAL. Mixed-blessing relationships typify
most UAL customers’ since they have high
potential to threaten (change carriers) and
high potential for co-operation by continuing
to purchase tickets. Lastly, the Star Alliance
represents a supportive set of relationships of
former competitors of UAL; the alliance has
substantially reduced its members’ potential
to threaten UAL.

Negotiation process
Most of the strategic stakeholder
negotiations involving UAL from 1985

Figure 1
UAL stakeholders, circa 1985-%000
Employees
lat | |a2 |
‘j \_ E
a5 | |a3 | |ad |
4
¢ TiE //
bl i
b2

Public Sector
Key

a3 = non-union employees

¢2 = customers
¢3 = competitors

d3 = minor owners
A =CEO
B = board of directors

Reproduced with permission of the copyright owner.

Owners
BT
~ > | dl '{d?.
| ETIRSS 1 RS
d3 1
/ HIEM
N Top o )
“\Management” ;
Sy |
A |
Pl g ;
/"'/ B | s i
/ \\.‘

Others

ey:
al = Airline Pilots Association (ALPA)
a2 = International Association of Machinist and Aerospace Workers (IAM)

a4 = Association of Flight Attendants (AFA)

a5 = International Brotherhood of Teamsters (involved in negotiations in 1994)

b1 = local community (State of Illinois, City of Chicago) ]

b2 = Federal government (National Mediator Board, US Department of Transportation)
¢l = allies (Star Alliance 1997-2000, Lufthansa 1993-1996)

dl = pro-ESOP institutional owners
d2 = anti-ESOP institutional owners

through 2000 have been related to labor-
management issues. The 1994 ESOP
negotiations were strategically clearly the
most important. Most other recent
negotiations, such as US Airways’
acquisition attempts in 1995 and 2000, have
been affected by the ESOP agreement. In the
following discussion, we examine the ESOP
negotiations in 1994 and the collective
agreement negotiations in 1997 and 2000.
However, none of these negotiations can be
fully understood without an analysis of what
happened before the 1994 ESOP agreement
(see Table II).

From the viewpoint of the unions, four
failed leveraged buyout attempts between
1987 and 1990 were defensive moves against
hostile take-overs. This was the result of the
severe contractual conflicts between UAL
and the pilot’s union (ALPA) in 1985. The top
managers of UAL used strike-breakers to stop
the pilots’ strike, which lasted six weeks
before an agreement was reached. Against
this background, it is logical to assume that
the first leverage buyout (LBO) attempt in
1987 was a defensive move against hostile
speculators such as Marvin Davis and
Donald Trump. Nonetheless, the primary
interest of the LBO attempts after that point
was to secure jobs in UAL by gaining more
power through union-based ownership.

Former Chrysler Vice-Chairman, Gerald
Greenwald, became chief executive of the
United Employee Acquisition Corporation in
1990. This change in leadership seems to have
been a decisive moment in UAL'’s
development toward employee ownership.
Greenwald not only was a prominent figure
during multiple rounds of negotiation, but he
also became Chairman and CEO of UAL
during the first years of the ESOP.

In 1993, the unions started a new round of
buyout negotiations, this time with Gerald
Greenwald leading them. The offer to the
company was now different. In earlier
attempts, the problem had been unions’
inadequate financial resources to accomplish
a leveraged buyout operation. This time, the
unions offered to cut salaries in return for a
stake in the company. After a difficult series
of negotiations, UAL shareholders approved
the ESOP in 1994. ALPA and IAM members
received a 55 percent share of the company
for $5.5 billion worth of concessions over a
six-year contract period (see Figure 2).

During the 1993-1994 ESOP negotiations,
most of the UAL top management had
supportive stakeholder relationships with
the union representatives. An important
exception, however, was the UAL Chairman,
Stephen Wolf, who adopted a very aggressive
stance against unionized employees. Top
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Table |

Key stakeholders and their relationships with UAL

Nature of relation Resource offered

Primary interest

Secondary
interest

Stakeholder
relationship

ALPA Employment Labor Salary Stock value Mixed-blessing

(1994-present) (supportive
1994-1996)

1AM Employment Labor Salary Stock value Mixed-blessing

(1994 (supportive
1994-1996)

AFA Empioyment Labor Salary Mixed-blessing

Non-union Employment Labor Salary Marginal

members

Public sector Juridical Institutional Public interest  Financial (taxes) Supportive

framework
Allies Strategic Profit Supportive
maximization
Customers Business Transportation Mixed-blessing
service

Competitors Competition Fair competition Solidarity in labor Non-supportive
politics

Owners Monetary Capital Stock value Dividends Supportive

Managers Employment Managerial Salary Bonuses Supportive

knowledge
Table Ii
ALPA and IAM objectives and interest in strategic stakeholder negotiations, circa 1985-2000
1985-1993 1994 1997 2000
Negotiation objective LBO - defensive move ESOP agreement -  Improvement of ESOP Improvement of

against hostile buyer defensive move

groups

conditions and collective agreement

against CEO Wolf and collective agreement

his labor strategy

Interest

Security of job

Security of job

Higher salary Higher salary

management’s interest in the negotiations
was primarily to improve UAL’s operational
efficiency by cutting labor costs, Institutional

Figure 2

UAL's performance ratio against American
Airlines 1985-2000. Enplaned passengers,
1985 = 100, on-time performance (percent of
planes landed on time) 1985 = 100 percent
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Sources: US Department of Transportation, on-time statistics
(1985-2000); US Department of Transportation, Staristical
Handbook of Aviation

owners were divided into supportive and
non-supportive groups with regard to the
ESOP proposal. Many of the major
institutional owners like Vanguard/Windsor
Funds and Lazard Fréres publicly opposed
the agreement. However, the biggest
institutional shareholder, Alliance Capital,
voted for the buyout. Non-union employees
were a marginal - and unhappy - stakeholder
group in the negotiation process and asked
the International Brotherhood of Teamsters
to represent them. However, the IBT was not
able to gain a seat at the negotiating table.
The AFA withdrew from the negotiations in
1993 and it was also a marginal stakeholder
during the final ESOP negotiations.

The ALPA and TAM had mixed-blessing
relationships with UAL before and during
the 1993-1994 negotiations. As intended, the
ESOP agreement changed these stakeholder
relationships in many ways. Employees had
secured their jobs and they freed themselves
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