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INTRODUCTION 

The ultimate demise of the AirTran-Midwest merger found its roots in a fundamental difference of 

dollars and sense.  Significant consideration must be given to the foundation that each company laid 

out for their individual success:  AirTran bet heavily on growth, both in number of operating aircraft 

and expansion of service to new areas.   Midwest wagered on expansion of existing assets in the form 

of increased load factors and the boosting of aircraft utilization rates.  The true reasons as to why 

Midwest balked at the merger can always be debated, nonetheless in the end what is clear is that 

AirTran did not make a strong enough case to Midwest in both dollars and sense to consummate 

the deal.  

 

THE REASON FOR COURTING 

In 2007, AirTran continued on its planned expansion of service network and operating fleet by 

taking delivery of 10 Boeing 737 aircraft and offering flights to 7 new cities.  With its major hub 

located at Hartsfield –Jackson Atlanta International Airport, AirTran primarily served the 

southeastern U.S.  As Figure 1 depicts, AirTran saw a strategic match in Midwest’s 

“complementary” network that would have had a number of desirable effects from AirTran’s 

perspective: 

• Ability to diversify network by expanded service to the Midwest 

• Pick up a valuable and underserved hub in Milwaukee – the fifth largest city not served by 

Southwest and a location for potential growth to the west     

• Transportation paths both north-south and east-west  

 

The mixture of combined networks and reduction of duplicate work was estimated by AirTran to be 

a $40million a year savings.   
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Figure 1, Complementary Route Networks. From AirTran Presentation to Investors [1] 

The compliment of companies also overlapped in operating aircraft.  The merger would have added 

55 total aircraft to AirTran’s fleet: Midwest’s 36 Boeing 717 and MD-80 aircraft and Midwest 

Connect’s 19 small regional aircraft.  The commonality of 717 aircraft and the ability to replace the 

antiquated MD-80 with some of AirTran’s ordered Boeing 737’s was believed to be a better strategy 

than what Midwest currently employed.   

 

In the wake of soaring fuel costs, AirTran attempted to hedge fuel and ordered new efficient aircraft 

to reduce fuel consumption.  Midwest on the other hand, simply hedged fuel while keeping their 

inefficient fleet.  The discrepancy in action led to a large inequity in cost per available seat mile 

(CASM) for Midwest; 11.27 cents compared to only 9.57 for AirTran.  With fuel being the number 

one expense, AirTran believed that with more fuel efficient aircraft in its fleet Midwest CASM values 
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could begin to converge to AirTran’s level.  The savings alone in replacing the MD-80’s and sharing 

maintenance efficiencies was estimated to be a savings of $20million per year.  Additionally, given 

the high load factor of 76.8% of Midwest and its consistently low costs excluding fuel, the potential 

for a respectable margin was clearly achievable by merging.   

 

THE REASONS FOR DENIAL 

Contrary to AirTran’s strategy, Midwest’s aim was to increase revenues with their existing assets:  up 

its “strategic pricing tactics”, increase its load factor and increase aircraft utilization by flying more 

hours every day.  

 

Timothy E. Hoeksema, chairman of the board and chief executive officer of Midwest offered 

skepticism in AirTran’s viability on June 11, 2007:  “Smart companies and the ones that survive are 

those that offer a differentiated product that translates into market preference, and those that have 

developed diversified and sustainable revenue sources…"[2] This point was reinforced by AirTran’s 

own admission that there were major risks in increasing fare prices relative to fuel costs.  Stiff 

competition and lack of customer loyalty meant higher prices would most likely make customers 

take their business elsewhere, reducing load factors and turning slim profits into large losses.   

 

To reduced costs, Midwest increased its number of routes of “saver service” with the low cost, 

leisure consumer in mind.  Midwest additionally offered what it coined “signature service” which 

came with a larger seat and a premium ticket price.  However signature service more recently 

resembled ordinary service.  Premium amenities and services like its standard in-flight meals were 

cut due to increased expenses in the tight market.   
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Hoeksema saw that AirTran offered a watered down, undifferentiated product.  Moreover AirTran 

was positioned in a highly competitive, saturated market with very little defensive actions available. 

However the copious amounts of risk in the aviation industry were not unique to any single 

American airline and not beyond Midwest.  In fact Midwest on the whole found itself in startlingly 

similar situation to AirTran.  So what was the lynchpin that really made Midwest stay solo?   

 

VALUE 

“’It is all about value,’ explained Hoeksema. ‘We believe the strategic initiatives, particularly those 

recently announced, will unlock value not reflected in the current share price or in the AirTran 

offer.’” [2] 

     

Midwest outlined 5 initiatives that would have potentially increase future cash flows by about 

$200million per year when fully implemented in late 2007.  Hoeksema argued that Midwest was 

significantly more valuable; more valuable then what was represented in stock price or in AirTran’s 

offer.  This desired premium drove the last nail into the deal.  Midwest, although a great strategic fit 

was obviously not worth to AirTran what Hoeksema and the rest of the board of directors believed 

it was worth.      

 

CONCLUSION 

AirTran liked what they saw in Midwest, while the reverse can be said from the opposing 

perspective.  Both companies saw profitability in different strategies in the same US low-cost market 

and both ultimately went their separate ways because of the dollars.   
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In February 2008, Midwest was bought and taken private by TPG Capital.  Questions remain as to 

whether the deal was quietly in the works throughout 2007. Was Hoeksema’s assertion of an 

undervalued Midwest was simply a veil to ward off AirTran, or the honest truth?  Outsiders might 

never know, but there were many fundamental issues that were not overcome and many more 

synergy issues to conquer in forming a united airline had the deal gone through.  
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