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   European airlines have had a very similar behaviour after the end of II World War. The  so called flag airlines were developed in a market that had two characteristics: restrictions in the international traffic and monopoly in the national one. Iberia was a company of commercial aviation that was developed in this general mark up to 1986. Starting from the entrance of Spain in the Common Market and the first effects of the liberalization of air markets, Iberia adopted a more commercial orientation. The company depended on the renovation of the fleet in the different technological moments, being centred in to get the biggest possible prestige as flag carrier company and to win size like company. The strategy was based on transporting the biggest quantity of passengers by means of the enlargement of its commercial network of flights and in getting traffic rights in the emergent markets of Latin America and in European tourists.  

   The impact of the liberalization of 1986 forced to Iberia to change its strategy. The answer was: vertical integration as form of strengthening their competitive position, and to increase the offer of services (cargo, charter) of the company to get ready to be competitive. Iberia set up  tour operators, carried out alliances with travel agencies, it founded catering companies and participated in launching companies of CRS with other airlines. In 1989-1990 Iberia started a process of purchase of participations in airlines of Latin America that would end up in failure. This forced Iberia to modify their strategy. For then the Spanish public company was an airline that offered all type of air services and that should still specialize more to improve its efficiency, to increase its productivity and to reduce its costs drastically to face the last stage of liberalization of the European air market. The total privatization of the company, the beginning of new plans to adapt to the new situation and the access in the alliance Oneworld were actions which Iberia started a new strategy. Iberia looked for giving services of more added value and to change the company concentrating on the transport of passengers as central core of business.  

Iberia. A classic flag carrier airline, 1944-1980  

   In a recent book M. Staniland
 coincided with most of the scholars that have studied English, Dutch, French and German flag carriers, when pointing out that European airlines had up to 1980 a common denominator
.  All this companies were developed in a context of very protected industry, without hardly competition in the national market neither in the international one. This gave place to the creation of airlines as very bureaucratized companies guided to the production. All the companies concentrated on the search of efficiency in the purely operative aspects and they also looked for technical excellence more than the attraction of customers and passengers. As a consequence of it airlines were governed prevailing technical approaches: with more power for the engineers and pilots that for economic objectives or management and administration
.   

    In the case of Iberia, the Spanish flag carrier, did not differ much of this trajectory although it had its own characteristics
. In their origins the airline was conceived as an instrument of the German interests in the aviation of the South of Europe. The foundation of Iberia in 1927 for Spanish managers that acted as dummies of German capitals supposed the beginning of the flights between Madrid and Barcelona to which would be added other routes later on. After the nationalization and integration in a public company during the years 1930 Iberia practically disappeared until their return to the activity after the end of Spanish Civil war. Finished this Iberia will come back in  1941 as formally Spanish airline but in reality it was managed and controlled by Germans. Spanish authorities decided to nationalize the company in 1944 when allies were configured as winners at the end of II World War. Starting from 1944 Iberia became a public airline integrated in a holding of public companies denominated INI (National Institute of Industry). Iberia was born with the monopoly of the domestic market enjoying the rights of being designated Spanish flag carrier .  

   Up to 1946 the company had serious operation problems for the fleet shortage and the difficulties of fuel supply for aircrafts. On the other hand the position of Franco's dictatorship of support to Italy and Germany had caused more difficulties in the technical aspect and in the logistical one. The problems of the national economy, with some very low levels of life and income  below the level of standard of living previous to the Civil War, made very difficult to operate an airline without grants and subsidies. The Government's interest to control and to assure the routes of the North of Africa, where colonial territories existed as those of the Sahara and Equatorial Guinea, and for questions of diplomatic prestige forced to support the routes settled down by Iberia. In second term, the reestablishment of the air links with the European capitals was high-priority for the new political regime. On the other hand, Iberia received the responsibility from locating to Latin America like a priority area in its commercial strategy. At the end of 1946 a DC-4 of the Spanish airline inaugurated the relationship between Madrid and Buenos Aires. This first flight would open the way for the establishment of a progressive network of connections with capitals of the region. This aim will be developed in the decade of 1950, with the renovation of the fleet and the opening of the relationship in 1954 between Madrid and New York with the Superconstellation aircrafts.   

   In the renovation of fleet of Iberia and the opening and expansion of the network was fundamental the financial, economic, political and diplomatic support from the United States. The recognition of Franco's regime for the American power, in front of the diplomatic isolation on the part of the countries of the western Europe, arrived with the signature of the treaties of 1953
. Starting from then the company could confront the challenge of to incorporate the most modern aircrafts and to be important among the biggest European airlines. The growth in the number of passengers from 1957 was very quick, especially starting from the expansion of the tourism that transformed Spain into the first destination of passengers of the centre and north of the continent. It allowed it to increase the revenues of the airline considerably and to impel the purchase of the first jets of long haul- DC-8 - and those of medium haul - Caravelle. America and Europe concentrated the international expansion of network, while domestic market was also developed as a consequence of the growth of the income of Spain and of the strong push of the national tourism and, mainly, international
. The graph 1 sample the strong increase of the passage transported by Iberia in the decade of 1960 that put Iberia more near the big European companies that served markets demographically bigger and with higher income per capita to the Spanish one and, therefore, with more propensity to use the aircraft as a transport system.  

Graphic 1
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   Up to 1980 the company was managed and organized with different teams. The first stage is the one that lapses between 1944 and 1964. Iberia had two presidents (Jesus Rubio Paz and Tomás Delgado) but its General Manager and authentic first executive was the military aviator of the Spanish Civil War César Gómez Lucía. Until their ceasing in 1961 Iberia was managed with hierarchical approaches, with a simple functional-departmental administration, in which the fleet constituted the basic center of attention of the company. The delay in taking a decision dealing with the introduction of the new jets caused the confrontation among Gómez Lucía with the main leader of the INI, Juan Antonio Suances
. Previously to their substitution a reorganization of the airline took place by the middle of 1950, as consequence of the incorporation of the Superconstellation and of the development of the different areas of the company that implied more staff. In 1962 and 1964, coinciding with new capital of the company to finance the fleet acquisition, the INI impelled the internal reorganizations. As it was recognized on the part of the own airline "the era of the airplanes reactors specifies of a minimum volume of company that Iberia is on the way obtaining, but that it does not still have"
 .The changes of the organizational system of Iberia were marked later on also by the renovation of the executive managers of the INI
. These managers depended on the Secretaries of Industry that used to modify the guidelines of the INI and also the plans of Iberia.  

   The good results of the exploitation of Iberia were prolonged in the decade of the years 1960, obtaining high benefits between 1968 and 1973. This good financial situation allowed to acquire the new Boeing 747 and, at the same time, to expand its commercial interests in Latin America markets. In this point it was attempted by initiative of the INI and the Ministry of Industry, with the approval of the Ministry of Foreign Affairs and Presidency of the Government, to enter in the capital of the Uruguayan company PLUNA and to carry out agreements of technical and commercial cooperation with Aerolíneas Argentinas
. The aim was to establish a plan of getting traffic rights in the South Atlantic, area of capital importance for preparing  Iberia to the introduction of the Boeing 747 and its necessity to reinforce its competition capacity with the European airlines. In the same line it is necessary to insert the intent of creating an airline next to local partners in Panama
. In this initiative Iberia would contribute capital and know-how, while the Panamanians would put the traffic rights toward the United States, central America and South America. This project started in 1968 with the creation of Air Panama International, company in which the 51 for 100 of the capital ran in charge of Iberia. This airline ended up in a failure for the Spanish company that one decade later liquidated with losses its participation in the Panamanian airline. Something similar it happened in the participation that Iberia had in the Corporación Dominicana de Aviación, the flag carrier of the Dominican Republic
.  

      In both cases it was to carry out a commercial offensive that also had a great component of prestige for Iberia. At this point two interests converged: those of the managers teams of Iberia that planned to enlarge their offer of flights in Latin America to expand and to consolidate their competitive position in this market; and those of the Spanish Government that, through the INI, it supported the operations financially to strengthen the international image of Franco's political regime. 

     This last one position looked for to enlarge their influences in the region in order to to reinforce their weak political position in Europe and to enlarge their negotiation capacity with the United States. The Panama operation was not very welcomed by the authorities of the Civil Aviation Board neither the Secretary of State of the United States that saw the Iberia activity as an interference of the European interests in the hemisphere. On the other hand, the North American companies with rights of more important international flights as TWA and Pam Am, then began its operations in Central America and the Caribbean, with the Boeing 747 and they considered like a hostility to use Panama as part of an European airline. The Panamanian internal politics's game also played an important role because in that moment they made of the traffic rights in the commercial aviation and of the distancing with the United States policy important points in the electoral competition. The operations in Latin America were not limited to these countries but rather covered all the area and they were accompanied by bilateral agreements that included technical and financial cooperation in exchange for improvements in the pool of the routes of Iberia and bigger flight rights and frequencies that the Spanish airline used to increase its market quota in the region
. 

     The benefits of Iberia coming from the European tourism and European monopoly routes from Spain, besides their growth in the market quota between Latin America and Europe, they drove him to increase their number of transported passengers. To 1980 Iberia triplicated their transport of passengers from the 5 millions from 1971 to the 15 of 1980. This growth took place in spite of the increase of fuel prices and the competition of the flights charter that already began to be important
. The Spanish political transition  after Franco's death introduced the first problems in managers teams from Iberia. Appointed Presidents of the company didn't surpass the two years in the position. The crisis in Iberia began to feel starting from 1980. This showed clearly in the descent in the number of transported passengers that stayed stagnated with tendency to diminish in the 15 millions up to 1997 like one observes in the graph 2.

Graph 2
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The crisis of Iberia. From flag carrier company to world transport enterprise.   

     The increase of the costs of the company for the successive increments of fuel price, the Spanish political uncertainty and the first effects of the liberalization of the air transport market in the United States hit Iberia, causing losses and changing its historical trend to obtaining benefits. The fundamental problem starting from 1980 were the permanent renovation of the fleet, the search of managers teams guided to the competition and the satisfaction of the passengers. At the same time, the approval of the first packages of liberalization of the European air transport market put a bigger challenge to the company like was to get a bigger size as company that allowed to have a negotiation margin in front of possible coalitions of airlines in Europe. Simultaneously the Spanish airline had to look for the attainment of more levels of quality and efficiency to reduce its costs.   

    To cope with these challenges the INI and the minister of Industry began starting from 1982, with the Socialist Party, the appointment of managers teams in Iberia that designed a policy for the company based on: acceleration in the use of the information technologies; reduction of financial debts and negotiation of the labour conditions of all areas of the company; flexibility of the rates; vertical integration of Iberia production; enlargement and standardization of the fleet; reduction of the financial debs of the company and, finally, permanent reorganization of the flow chart in order to improve the efficiency in taking decisions
.  

    These points were started between 1982 and 1989, with an unequal result. The development of the level in information technology began in 1982 implanting in the company the electronic system of reservations RESIBER III and in 1985 took place the incorporation to the Savia system
. A step ahead in this was the creation of the consortium of reservations Amadeus in 1987 that was constituted with the airlines Lufthansa, Sas, Air France and Iberia
. The Iberia position in Amadeus consolidated with the enlargement of its participation in the capital in 2004.  

    In a classical decision of vertical integration in 1985 a company of catering denominated Iberswiss was constituted. This company was created with the 70 for 100 of the capital in charge of Iberia and the rest for the Swiss company of catering Gate-Gourmet. The position of the managers of Iberia was to supply to all the air companies that operated in Spain from three production centres, located in Barcelona, Madrid and Málaga
. In the same way of integrating the whole production process Iberia insisted on looking for new niches of business. It looked for this way in the sector of load transports: in 1983 was created Ibexpress, a business of transport commodities door to door that advanced the business of messaging. In 1987 Iberia created Cargo Express tried to transport more loads of weight to medium distances; one year later was created Cargo Sur, with the aim of transporting bigger loads at long distances.  

   In what refers to the tourist sector Iberia looked for to enlarge their presence and to foster their participation in the IT (inclusive tour) and in the TO (tour operator). Mundicolor and Club Tiempo Libre were the agencies wholesalers that, with an Iberia participation of the 18'7%
. The strong competition of charter along the years 1980 pushed the Iberia’s management to also cover this sector of the seasonal demand by means of the creation of Viva Air in 1987.  Viva Air was an initiative shared with Lufthansa in which the Spanish airline had the 48% of the shareholders. By the middle of 1990 Lufthansa sold its part to Iberia and with a fleet of nine B-737 tried to get market between Germany and Spain although it finished being integrated in Iberia and disappearing as brand in 1998. In this same way it is necessary to insert the launching of the company Binter Canarias in 1989 that meant the aim of developing the regional markets that it was contemplated like a future business line that could mean bigger revenues for Iberia.  

  The network enlargement of routes was another company resource to cope with the crisis
. To grow in the number of destinations was contemplated as a permanent objective of the European flag companies and Iberia was not different in this point. From the consolidation of the European basic destinations, Latin American and United States of the decade of 1950 and 1960 the manager teams of Iberia had thought of extending the lines and routes from the company to other continents as Asia, where the route to Tokyo was opened up in 1986.  

   The change of Iberia from a company of transports to another company type that implies the biggest offer of added services was expensive and it supposed a very deep change of organizational culture that consumed several managers teams. These initially responded to the crisis of 1980 with the typical measures of staff reduction and fleet renovation, besides those already mentioned of improvements of the product by means of vertical integration of new or strategic activities
. They also made other decisions of organizational character as the President's decision Narcís Andreu in 1986 of transforming Iberia into a holding of companies divided in five business units. In 1990, with Miguel Aguiló in the presidency, Iberia returned to a system of corporate units with the typical multidivisional system. The problem, however, was the persistence of attitudes not guided to satisfy the client and the difficulties to change the managerial culture inside the company.  

   The staff reduction and the financing of the fleet were two of the basic problems of Iberia that continued during the 1990 and that affected most of the European flag carriers companies
. In this point it is necessary to point out that the Gulf War impact and  the application of the first legal initiatives of the European Community to liberalize the air market of the continent came to introduce a bigger uncertainty in the airlines. In Iberia the strategy to cope with competition and an eventual hostile movement toward the acquisition or coalition, was the multinationalization of the company and the beginning of a policy of alliances
. The purchase of participations in Aerolíneas Argentinas, Viasa and Ladeco, taken under Miguel Aguiló presidency, was a defensive movement that did not obtain the prospective results
. The management of participated companies in Latin America airlines generated high deficit that could not contribute enough funds to pay what Iberia had paid for these companies. Only the later sale of the 35% of Ladeco shares would generate benefits to Iberia. The other two companies were a problem for the management team that in 1996 was appointed to manage Iberia. Viasa went in bankruptcy in 1997 and Aerolíneas Argentinas was sold to the Spanish group of travel agencies Marsans in 2001, previous financial reparation of the SEPI, heiress of the INI and maximum shareholder of Iberia until the total privatization.   

     The failure of the multinationalization process does not only carry out problems for Iberia. The Miami hub, begun in 1990, was one of the best success because Iberia was able to establish a point of flights distribution to Central American routes network. The negotiations with the Department of Transports and the Secretary of State of the United States were hard and, until the last moment, the North American authorities, pressed by the big airlines of the United States, did not give their support to the demand of the Spanish airline
. Finally Iberia got its aim giving support to the strategic role  of Latin America network and maintaining their European leadership in the air transport toward Latin America. Miami was a central point to distribute the passengers toward Cancun (Mexico), Honduras, El Salvador, Guatemala, Costa Rica, Nicaragua and Panama. The agreement consisted on obtaining of flight rights for two daily B-747 to Miami and up to 5 flights in aircrafts of medium haul toward Central America for each wide body plane.  

   The multinationalization mistakes continued during the Javier de Salas presidency. Under their rule it was attempted in 1993 to cope with the problems of financing of the renovation of the fleet and of the losses of the participated companies in Latin America, and also the liberalization of the air traffic. In Spain Iberia lost the monopoly of the market and new airlines entered with low rates and a policy of aggressive marketing, beginning with the air shuttle between Madrid and Barcelona
. The answers of Javier de Salas concentrated on establishing a policy based on a product differentiation, fostering business class and maintaining or launching products supported in the offer of added services to the passenger. In this line it launched the Program Hobby Iberia that was based on selling tickets including stay in hotels in twelve European destinations. Apart from this continued with a reduction of expenses. 

      Salas, on the other hand, assumed the presidency of Iberia being at the same time president of the INI, something previously unknown in the history of the holding of Spanish public companies. Its maximum concern during his stage in Iberia was to try to reduce the financial problems of the company, caused by the American branches and to get a strong reduction of costs. Both problems were part of a strategic plan that included the petition of financial help to the Government and to obtain the approval of the authorities of the European Commission in Brussels. Salas was able to reduce the costs and to improve the productivity but he met with two big problems: the negotiations with the pilots union, the difficulties to improve the financial situation of the Latin American branches, especially Viasa and Aerolíneas Argentinas. But the biggest problem was the own nature of the company and, in particular, its organizational culture. As the own Salas said "Iberia recognized has to change the current state and to improve the internal culture and the form in that are related the different parts of the company” 
.  

     The exit of Salas in January of 1995 of the presidency of Iberia was accompanied by Juan's Sáez appointment whose management, until July of 1996, was limited to deepen in the previous Strategic Plan. This plan, officially from Iberia denominated Program of adaptation to the new competitive environment, would begin to give results under the presidency of Javier de Irala
. In 1996 Iberia returned to benefits that did not obtain from 1989. En reality Irala’s management in their first years was limited to pick up the fruits of the initiatives that Aguiló and Salas had started and the management team of transition of Sáez continued. Irala met with a better environment in industrial relations, with new capital authorized by the European Commission in Brussels and with the incorporation of new fleet - the Airbus 340/300 - for the routes of long haul. It also carried out a franchise contract with the company of regional flights Air Nostrum, it enlarged the network routes and started with a new Managing Plan that would cover up to 1999 and would have as fundamental objective to place Iberia among the big European competitive companies. Irala outlined the necessity to build the future of Iberia on the base of improving in a substantial way the prices, reduction of costs and fostering  productivity, especially cockpit.   

    The objectives of Irala went further on. The Government that had appointed him took charge the privatization of the airline and to prepare the integration of the company in a wider alliance that guarantees the survival of the company
. To get these two objective Irala had to modify totally the organizational culture of Iberia. Well it is certain that from the beginnings of 1980 it had left putting the bases and from 1991 it seemed already very undoubtedly that something had advanced in it, but only with Irala the results could be seen. Irala fostered commercialization channels to try to get the maximum revenues of the activity of air transport; coordination in the hub of Madrid-Barajas airport was improved; general reduction of costs, mainly of personal; integration of the filial airlines in the network to use with the maximum yield fleets and companies; to defend the quota in the market of the Spanish airline in handling and installation of a new system of management by activities.   

   Iberia was applying these points progressively and it was translated in positive results for the company that was completing the points outlined in the Managing Plan. In 1999 Iberia was integrated in the alliance Oneworld, previous entrance in the capital of the Spanish airline by American Airlines and British Airways; and in 2001 the privatization of the company took place with a remarkable success in Madrid Stock exchange. However the problems of the branches continued and they were even increased. Viasa closed at the end of 1997, causing Iberia losses for value of 161 million dollars and Aerolíneas Argentinas was taken out of the balance of Iberia, assuming its financial costs the INI-SEPI, in January of 2000; in September of 2001 it was sold to the Spanish tourist group Marsans. Until the moment of their sale, the Argentinean company had cost the INI-SEPI around 1820 million dollars and generated 1230 million dollars in debt accumulated during a decade of participation in the shareholders of Aerolíneas Argentinas
.  

   The changes introduced in Iberia management have led to a new organizational culture in which the company is guided to the customer and in the one that the transport of passengers are the core of the business. Only stay those services that give value added to the product that Iberia offers in the market and also  the participation has been enlarged in the CRS like Amadeus. Irala culminated the process defined by Salas: 

   "The first thing of everything is to define the concept that we have as a Company. To say it in a quick way, for us this concept is based in a Company that is integrated or helps to form what we call a "global carrier", that is to say, a general system, a group of companies that provide a global covering of air transport. I believe that in a future the world will walk in two senses: one of them will be that of the companies of global service, and the other one will be that of the very specialized, more local and regional companies, and they will aspire to be very competitive through their costs in the different areas and specialties"
   

Conclusions  

The dream of Javier de Salas of being a "global carrier" has only been able to complete by means of a policy of alliances and privatization of Iberia that has required to abandon the wide activities to those that the flag airlines had been devoted, including all type of services integrated vertically in the production system. The old policy of the airlines of public capital of to transport passengers and to include in their product all the production phases and a wide offer of services had to leave step to another airline model that bases its product in making in the most productive and beneficial way that really knows how to make it: to transport passengers from a place to another. The transition process from a model of flag carrier company guided to the prestige and not guided by commercial approaches that had consolidated between 1940 and 1980 required successive changes in the State shareholder and in the core of the companies. The modifications of the world market, expressed by the alterations in the regulation mechanisms and in the rules that developed them were the most powerful instrument in the speed of changes introduced in the situation. Each flag carrier company with  their history and culture have coped with the process of transition with different results: from the disappearance like in the case of Sabena
 or Swissair or to the final success, not without problems, of companies like Iberia.   

    The process of adaptation and change has been slow and it has required of a period of transition that one already came gestating from 1990. During this process the airlines have had to enlarge their services and to specialize, overcoming the problems with the support of the State but with a final objective: to make commercial aviation a business guided to satisfy the biggest number of clients. Iberia began the process soon but it would not get it up to 1996, before that other European flag carriers airlines of public capital that are still trying to get it.  
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� The program began with Carlos Espinosa de los Monteros in 1982-1983 that improved the level of the information technologies but he must face an escalade of conflicts with unions and pilots.


� Iberia had UNIVAC computers since 1960 and had more equipment in 1983 than companies as KLM, Alitalia, Air France and even British Airways. As chairman of Iberia between 1982-1984, Carlos Espinosa de los Monteros told: "The technology level in the system of information of the company was good and at the same level that the big airlines of the rest of Europe”. Interview with the author.


� The Spanish company have increased its participation in Amadeus up to the 33'8 for 100 in June of 2004 and this company is presided over by José Antonio Tazon that worked in Iberia between 1978 and 1983 where he was the System Development Managing and Head of Systems Planning for all data processing within the airline. He was appointed President and CEO of Global Amadeus Travel Distribution in October 1990.





� Iberia sold in October of  2003 its participation, trying to give up no strategic parts of the business


� Mundicolor was founded  en 1969 by Viajes Meliá and Viajes Puente Cultural.  It had more than  400 employees with  21 branches in Spain and  associates in France, UK, Germany, Holland  and Switzerland. Iberia bought its participation in 1973 and sold it to Viajes Marsans in June of 2003.
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� See R. Doganis (1991,1992, 2001)


� And also looking for a more productivity that Iberia got from 1989 to 1993, see T. Hoon Oum and Ch. Yu (1995)


� Iberia opened negotiations with United Airlines, Continental and Lufthansa


� See J. Vidal Olivares (2004)





� As Miguel Aguiló told the author in a personal interview.





� The companies were Spanair and Air Europa


� Cortes Generales. Diario de Sesiones del Senado, Comisión de Industria, Comercio y Turismo, V Legislatura, Comisiones, nº. 164, Comparecencia de Javier de Salas Collantes, Presidente de Iberia, 15-12-1994, p. 5


� Irala rules Iberia until June 2003


� The aim of the alliance was to look for a cost reduction and economies of scale with the partners (sales, marketing, station and ground facilities, maintenance and purchasing). See K. Button; K, Haynes and R. Stough (1998), pp.117-123.





�  M. Thwaites (2001) and J. Vidal Olivares (2003a)





� Cortes Generales. Diario de Sesiones del Senado, Comisión de Industria, Comercio y Turismo, V Legislatura, Comisiones, nº. 118, Comparecencia de Javier de Salas Collantes, Presidente de Iberia, 23-6-1994, p.3





� G. Vanthemsche (2002)





[image: image3.wmf]Iberia. Passengers  transported (1970-2000)

0

5000

10000

15000

20000

25000

30000

1971

1973

1975

1977

1979

1981

1983

1985

1987

1989

1991

1993

1995

1997

1999

Source: Memorias.

Thousands

_1150131457

_1150139196

