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Abstract.


Swissair was one of the world’s largest and most successful airlines.  Founded in 1931 Swissair grew to be Switzerland’s proud flag carrier and Europe’s premier service airline.  The company grew rapidly and received many awards for outstanding customer service and innovations.  In 1958 Swissair formed the world’s first airline alliance along with SAS.  In the mid 1990’s Swissair acquired major stakes in several struggling European airlines, including SABENA, and formed the Qualiflyer Group.  Swissair unsuccessfully tried to apply their business model to the struggling airlines to turn them profitable.  Swissair continued to pour money into the struggling airlines while expanding their own operations worldwide dramatically and ultimately overstretching itself.  In 1998, a Swissair MD-11 with 215 passengers crashed off the coast of Nova Scotia and there were no survivors.  By the year 2001 the airline was in serious financial trouble and before plans to reorganize and downsize operations came into effect, the events of September 11th 2001 pushed the airline over the brink and it ran out of cash and was unable to continue flying on October 2nd 2001.  The airline then ceased all operations on October 31st 2001 after 70 years of business.

The Demise of Swissair

Swissair was once one of Europe’s largest and most renowned airlines.  It was Switzerland’s proud flag carrier and known all over the world for its superior service.  Swissair’s image was as highly recognized the world over as the Swiss Army knife and Toblerone chocolate.  But all that came to an end on October 2nd, 2001, when the airline finally ran out of cash and its entire fleet was grounded.  I will in this paper outline the history of Swissair and attempt to explain its tragic end.


Swissair was founded in Geneva on March 26th, 1931, with the merger of two competing Swiss airlines, Ad Astra Aero and Balair under the new name Schweizerischer Luftverkher AG.  Swissair operated Fokker F7B’s and Lockheed Orions between Basel, Zurich, Munich and Vienna as well as running airmail between Basel and Frankfurt.  In 1934 Swissair became the first European airline to hire flight attendants and in 1936 they acquired their first DC-3 aircraft (Ward, 2004).  As World War II broke out in 1939 service was suspended until the end of the war in 1945.  In 1947 Swissair became the national airline of Switzerland and 30% of its shares were held by Swiss public institutions.  That same year they added four engine DC-4 aircraft and introduced Trans-Atlantic service to New York as well as expanding their European routes.  By the late 50’s Swissair had expanded their service to include South America, Africa and the Middle and Far East.  In 1958 Swissair formed the first international airline alliance together with Scandinavian Airline System (SAS) and later KLM (Ward, 2004).  During the 1960’s Swissair introduced DC-8 and DC-9 aircraft to their fleet and became the third European airline to operate an all-jet fleet in 1968 and their employees reached 10,000.  The 1970’s saw the introduction of DC-10’s and Boeing 747’s as Swissair continued to grow and expand their destinations worldwide.  In 1982, a year after its 50th anniversary, Swissair carried its 100,000,000 passenger and the airline continued to prosper throughout the 1980’s.  In 1988 Swissair became the world’s first airline to operate an all “Category III” fleet for low visibility landings (Teahan, 2002).  In 1989 Swissair acquired 5% of shares in Delta Airlines and forged a new partnership with Delta, SAS, Singapore Airlines and Lufthansa.  Swissair continued to be innovative in the 1990’s, being the world’s first airline to publish an environmental impact report in 1991.  The 90’s also saw the fleet shift towards Airbus jets, incorporating A310’s, A319’s, A320’s, A330’s and A340’s and in 1999 Swissair added to its already impressive cabin service by offering organic food in all cabin classes (Hajo, 2002).  But the mid and late 90’s also saw the beginning of the end of Swissair.


In 1990 Swissair acquired a major stake in Crossair, a Swiss regional carrier that operated domestic routes on Saab 340’s and Fokker F50’s.  Swissair passed its fleet of MD-80’s down to its new subsidiary and expanded Crossair into a highly successful regional commuter airline serving Central Europe.  Crossair added Saab 2000’s to its fleet in 1994 as well as Avro 85’s.


The success of Crossair helped the CEO of Swissair, Philippe Bruggisser, to convince the management team to take on an aggressive expansion plan that would later prove to be costly.  In 1995 Swissair bought 49.9% of stock in the Belgian carrier Sabena.  Sabena had long been struggling and in fact only returned a profit in one of its many years of operation (Teahan, 2002).  Swissair didn’t stop there but went on to buy a large amount of stock in at least 11 European airlines, most of whom were struggling financially.  The idea behind the purchases was to turn the smaller, unprofitable, airlines into money-making carriers using the Swissair formula for success and creating an alliance that would help make Swissair stronger and more independent outside the huge alliances that were about to be established.  The alliances that were being formed were OneWorld (American Airlines, British Airways, Cathay Pacific and Quantas) as well as Star Alliance (United Airlines, Lufthansa, SAS and Singapore Airlines).  Instead of joining one of these alliances, Swissair chose to create the Qualiflyer Group in 1997 that consisted of Swissair, Crossair, Sabena, Austrian Airlines, Air Europe (French), TAP Air Portugal, Turkish Airlines, AOM (French), Lauda Air (Austrian), LOT Polish Air, LTU (German), Tyrolean Airways, Air Littoral (French) and Volare (Italian) (Hajo, 2002).  Unfortunately for Swissair, things would not work out as planned for the Qualiflyer Group.

That same year Swissair restructured its organization.  A new holding company was created under the name SAirGroup.  With a staff of over 72,000 worldwide SAirGroup oversaw the finances, corporate development, personnel policy and communications of its four corporate divisions: SAirLines which oversaw the flight operations of Swissair and Crossair; SAirServices handled aircraft maintenance and customer service; SAirLogistics handled cargo and storage/warehouse management and SAirRelations handled all other services, including shopping, hospitality and catering. By this time the airline had also branched out into the hotel industry with their award winning Swissôtel chain which became a part of SAirRelations (Richter, 2001).  


While Swissair continued to expand its services and add new routes in Asia and South America it was becoming clear that with the acquisitions and expansion, Swissair was over-stretching itself and instead of turning profitable, the struggling airlines of the Qualiflyer Group were slowly pulling Swissair down the drain.  Some would say that the SAirGroup’s corporate strategy of buying all these failing airlines, no matter the cost, and create the Qualiflyer Group will go down in the books as one of the greatest failures in the history of airline economics.  Swissair continued to pour money into its Qualiflyer Group but would eventually be unable to accommodate the losses of its newly acquired subsidiaries.  Years of poor decisions followed, made by arguably incompetent and mostly absentee managers who had little experience in the air transport industry.


Swissair had long held an excellent safety record and was considered one of the safest airlines in the world, but September 2nd,1998, would become the darkest day in Swissair’s history when a fatal crash handed the airline a huge blow.  Flight SR111, an MD-11 enroute from New York to Geneva crashed off the coast of Nova Scotia, Canada, killing all 215 passengers and 14 crew members.  The cause of the accident is believed to have been connected to a short-circuit in the aircraft’s in-flight entertainment system (Hajo, 2002).  Needless to say the crash was costly for Swissair, both in terms of bad publicity and its tarnished safety image as well as the ensuing lawsuits.


By the year 2000, together with the beginning of a world recession, competition was starting to take its toll on Swissair.  New European low-fare, no-frills airlines such as EasyJet, Ryanair and Go, operating under the SouthWest philosophy were starting to increase their market share quite dramatically.  Swissair was still an expensive full service airline that was overstaffed, especially with white collar workers, and it offered higher wages and more employee benefits than most other airlines in Europe and far more than the low cost competitors.  That year, Swissair’s load factor had dropped to 71% overall and a dismal 58% on European routes and for the first time in its 70-year history, Swissair recorded a loss of nearly $1.8 billion which almost depleted the company’s entire capital reserves (Richter, 2001).


In January 2001, Philippe Bruggisser, the man who had led Swissair’s disastrous expansion plan and the creation of the Qualiflyer Group, resigned as the CEO of Swissair.  This made people aware that Swissair was in serious trouble and stock prices plummeted to record lows.  As Swissair celebrated its 70th and final anniversary in March, the new management struggled to form new plans to turn the company around.  They were forced to dump $200 million to help finance the ailing Belgian affiliate, Sabena, which had again posted record losses, to save the airline from being grounded.  At the same time the Swiss government refused to offer any state aid to Swissair under any circumstances.  


Mario Corti, former financial director of Nestlé, was brought in as the new CEO and he immediately began to reform the airline by cutting costs and reducing staff.  Swissair sold its highly successful Swissôtel franchise and pilots agreed to a 5% paycut.  Things seemed to finally be on the right track and the airline was nominated the official carrier of the International Olympic Committee and received two “World Travel Awards”, one for the “Best Economy Class Worldwide” and the other for “Best European Airline.”  Cortis’ efforts, had however, come too late.


For an already struggling airline, the events of September 11th, 2001 would prove disasterous.  After nearly all trans-Atlantic flights had been halted, Swissair declared that it was close to bankruptcy and pleaded for state aid.  The Swiss government agreed to guarantee bridging the increased, post 9/11,war insurance cost.  By the end of September, Swissair’s debts had exploded to $9.2 billion.  On September 24th, Swissair announced major restructuring plans that would include merging with the still successful subsidiary Crossair and cutting thousands of jobs and reducing operations by 25%.  The two main banks in Swiss and Swissair’s creditors, Credit Suisse and UBS would take over all of Swissair’s stocks in Crossair and Crossair would take over all of Swissair’s flights (Richter, 2001).  Before these plans went through however, the unthinkable had happened, the pride of Switzerland, one of the world’s richest countries, was bankrupt.


By 4pm, local Swiss time, on October 2nd 2001, Swissair no longer had the cash to pay for fuel and the entire fleet was grounded.  Two days later the Swiss government agreed to pay $300 million to allow the airline to resume flight operations until midnight October 27th, 2001.

A chapter in aviation history was then over.


After SAirGroup had been consolidated, the Swiss government along with the Swiss states (Cantons) decided to invest in a new state airline, built from the ruins of Swissair and Crossair.  The new company, called SWISS International Airline, is 40% state owned and began operations in January, 2002, flying Crossair’s former fleet, plus several of Swissair’s long haul aircraft (SWISS website, 2004).  SWISS is only a fraction of what Swissair used to be and its future remains uncertain, but ironically the company recently joined the OneWorld Alliance, Qualiflyer Group’s former competitor (OneWorld Alliance website, 2004).


In summary, what ultimately led to the demise of Swissair was a series of events starting in the mid 1990’s with poor investments and strategic planning.  High costs in a highly competitive market, decreased load factor, combined with the start of a world recession.  The crash of Flight SR 111 and capped by the events of September 11th, 2001 which proved to be the final icing on the cake.  No-one knows for sure if Swissair would still be around today if the terrorist attacks on the United States had not occurred and caused a major blow to airlines all around the world.  Swissair would not be the only airline that did not survive the impact of September 11th but it is perfectly clear that the airline was going under prior to 9/11.
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