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Arrong thewarleds airlines, Swissir has long been ane of the roost veremble, Farred in 1931, the Swiss
ratianal carrier was known for sfety ard servicethat instilled deep layalty among travelers, But sarly in
Cretnber, Swissair Group, the carrier’s halding company, tumbled ina bankruptey, to be saved perhaps anly
ternpararily, by a governrment- and corpo me-firanced rescue announced on Coraber 22,

Atfirst glance, Swissair Graup fell victirm ta the sarme plungeintic ket sakes that afflicted carriers worldwide after
the Septarnber 11 termrist attac ks, But industry experts say thecarnpary’s woes run desper, imalving
rranEgerTEnt missteps that could accur atany carparation as well a5 traubles rmoted in the exorarmics, palitics
and cultureof Eumpe,

Traditiorally, Eurapean airlines tended to compete "hased an service quality and not so much on fares " said
Whanon ranagement professar Pever Cappelli.This l=ft therminefficientand vulrerbleas European courtries
bermn 1o enoolmEge 3 mone cornpetitive rrarket inthe 18308 and 19905, "Sucklenly, they are san of
=countabla”

After years of prafitability in the 19905 Swissair @ ked up enarrmous lasses in 2000 and 2001, and its shares
havefallen by 97% inthe past 12 manths, Under the 51 billion rescus plan. financed prirmarily by the
government with help from sorme major Swiss banks ard other corporations, between 9000and 27,000af
Swissair’s 20,000 emphyees will lnse their jobs. In addition, Swissair will na kbnger be the ratioral airline That
tale will fall 1o its forrmer subsidiary, Cros sair,

Lost revenus after the termrist attacks wasa serious problem far Swissair but represented anly "the Bst railin
the eaffin” sy s Mirmabya Kurnar, prafessorof rmarketing and e-cornrmence at Intermational nstitute for
IMarnagerment Develaprment (IMDN, a business schoal in Lausanne, Switzerland, Kurmar.a wistting profes sor of
rrarketing at Harvard this year while on sabbatical frorm IMD, says Swissirs biggest problerns began inthe
mid-1990s with a series of partnerships with ather airlines,

Asa srralleountry, Switzerland cannat pravicde erough passergers to support a rajorairline putting Swissair
at a disachrantage in competition with langer countries’ national carriers, sue has Air FrRnceand Lufthans,

In the =arly 19905 countries inthe Eunopsan Union relaxed rules anairline aperations, creating a mone
earnpetitive ehviknirent, In respansz riany Eurpean airlines joined together in partnerships such as
Oneiorld Sky Tearn ard Star Alliance, in that musical-chains garre, Swissair kind of got left ou" Kurnar said,

Trying tmeatch up, Swissair sigred a partnership deal in 1995 with the Belyianairline Sabena, acquiring a 42.5%
stake. That was the rrost it coulkd 1ake, since cormpanies in horrEU countries are prohibied fromacguining
rrajority owrership of EUcarmpanies,

Thenin 1998 Swissairled inthe creation of the Qualifier Goupanalliareeaf 11 aidines, including carriers in
Portugal, Turkey, Poland ard athercountries, [talso emered partnershios with American Airlines and South
African Airways to irmprowve service ta ard framthe USard Sauth Africa, By arly 200, Swissairaperated 75
aircmftand served 210 destinations in 75 cauntries,

This "=rnpire building" helped get Swissair ima trouble, said Bruce Allen, professor of business and public policy
=t Whanon.Thecormpany had too much debt, high eosts and too [ithe revenue Ina four-year period in the a0,
Swissair doubled its warkforee, Recently, it had a staggering $10.5 billion in debt ard was considersd the rrast
financ mlly stretched of the European airlines,

Swiissair, like rrary airlines, was hit hard in 2000 by high fusl prices and the slow U5 econormy,which o ut desply
intr business travel, Early this year, chairrman and CEO Philippe Bruggisser, who had engineened the expansian,
resignerd, He was replsced by Mario Carti, the highly regamled farmer CRO of Nestle, After an April 2001
EorganizEtion, Swissair was oneof eight units held by Swissir Group, including Crassaira cargocarrieran
airlinecatering cornpany and other subsidiaries. In May, Swissair laurc bed a new advertising campaign
amplasizing the airings "Swissness” in the belief that the caurtry is viewsd as clean, efficient, wholesarre arnd
welcaming

But that was not enough ta turn the business araund, Arrong the mast serious problems was that "Swissair
chose really had airlines to partrer with " Kurmar said. Most were unprofitable, including - despite its genrd
= putation - Sabers. Berause Swissair beld anly 43.5% of Sabena, it could nat make the changes needed ta
staunch thatearrier’s bsses,

While labar unians and maragerment tend to have 3 compermtive Ritionship in Switzerbng suchis not the
easein rany other European cauntries acarnding ta 2, Jan Kubes, professar of strategy and business policy at
IME, Eura pean carriers are matable to gquickly cut laborcasts in mspanse to adownturm as American ones do,
he saiel, Swissair executives, headded, had little experience dealing with taugh unians,

Arthe e time, Swissair had antagonized passergers by ¢ utting the quality of its senvice, beginning in the
rrid- 19905, 'They were chanying charnpagne prices for a beer procduct,” Kubes said, Momaver.in Eunape, unlike
in the U5, passengers often have a good shernative to air el - mil,

In adkdition, rrany of Swissair's Eunapean competitars received valuable government support, Kubes addded, In
Franee, far example 130,000 government emplayses are permittedd to flv anly on Air France whilean
gevernment business,ard they rust go first class,

Kurmar nated that in most Eunopesan countries it is a matter of pride to have a national airline. Hence, thereare
rrore carriers than the market can suppor. National price also fores rmany airlines o operate primarily from
faeilitizs in their horne caurtries, while itwould be rom efficient to use a hub and spoke systerm like inthells,

Cespite all the abstacles, Cortiwas making progress inthe spring and sumrmer trimming expenses with moves
like selling a ¢ hain of hotels, Sarmeobserers feit Canti shauld unload the airline and focus the business an ts
bigy catering.airpant-retail ard bagrage hardling operations, But i the airline were tacallapse.its hub in Zurich
wiuk likely be reducer toa feeder far airpart s in Paris, Fankfurt and ather large Eumpean cities.That would
bea blow to natianal pride,and, without top-guality air service, Switzerland might kseits positonasan

antrae tive busine ss and wurism lecation, So Corti apred 1o da theoppasite- preserving the airline by selling
off other assets,

Thenthe termarist attacks pulled the rug out frarm under raking Conti's pragres s all but irrelevant,On Cetober
5. thecarmpary filed for bankruptey.Thausnds of passengers were stranded when theairline stopped flying
althaugh it useda $281 millian gavernment infusian ta limp back inta the air with limited servicetwn days
lter,

The governrrent-led rescueannourcedd Cetaber 22 is rreant 1o keep the airlinein the air through rexa Manch
in hapes that ticket sales will imprave enough 1o keep it going after that, Essertially, the bailour invalves a
restructuring of the regional carrier Crossain which willtake over Swissir's long-haul routes. Crossin a learer,
rrore efficient operaticn than Swissair, could eventually take the Swissair name

In the future hawever, ather Eunapean carriers may go under as well.'The prablemis that thereane just teo
rrany airlires and a consalidation reeds to take place® Kurmar sard, "But theconsolidation cannat take place

berause every country has their flag wapped up intheairline”

Saurcs: hitpddwww, upenn 2duiressan hetpenndanic lephp 1 23&bus



	Publisher: Wharton KnowledgeYear: 2001

