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Abstract 

The purpose of this thesis is to investigate the role of agency theory and national 

frameworks in corporate restructuring and corporate failure. To do so, the principal-

agent model is applied to a case of corporate failure in the airline industry and 

compared to a similar case with a different outcome in different country settings. 

What is found is that agency conflicts and national differences have influence in 

restructuring decisions and processes. The work foresees the following. First, a 

literature review on corporate restructuring, national regulatory frameworks, and 

airline crisis and failure is performed in order to gain the main insights on the most 

recent relevant literature on the main topics. Then, an analysis of the main theories 

on corporate governance, stakeholder theory and agency theory allows for better 

understanding of the theoretical framework. Subsequently, the theory is applied in 

an analysis of Italian carrier Alitalia case as compared to the case of insolvency and 

failure in German airline Air Berlin to investigate how corporate restructuring and 

corporate failure fit in the principal-agent model. In order to investigate the cases 

and their outcomes with causes imputable to cross-country differences, an analysis 

of national regulatory frameworks and business culture differences is conducted, 

with an emphasis on corporate governance and institutional environment. Finally, 

conclusions and managerial implications are drawn with possibilities for future 

research. 
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1. Introduction 
In the words of Gibbs (1993), agency problems play an important role in corporate 

restructuring (p. 51).  

In this thesis, the relevance of agency theory and agency costs are examined in 

relation to corporate restructuring and failure through the analysis of the case of 

failure of two national airlines, namely Italian Alitalia and German Air Berlin, that 

are compared and discussed in their similarities and differences. This is done within 

a framework that takes into consideration stakeholder theory and corporate 

governance, with an eye on national impact of regulatory frameworks. Through the 

use and application of theory, the roots and causes of Alitalia’s crisis and eventual 

fall in extraordinary administration are investigated, as is Air Berlin’s restructuring 

attempt and its insolvency proceedings. The comparison with the failure of German 

carrier Air Berlin is carried out in an attempt to gain perspective on the similarities 

and differences with the Alitalia case in terms of principal-agent conflicts as a driver 

and influence of corporate restructuring. Further, cross-country differences are 

investigated to understand the impact of national institutional frameworks on the 

restructuring process.  

For theoretical purposes, the scope of this thesis becomes of interest as it takes into 

account perspectives that have been already explored in research, namely agency 

problems in corporate restructuring and corporate governance, and extends it to a 

more international framework. Indeed, the decision to implement a section for 

cross-country analysis in the context of restructuring, with focus on the 

favourability and role of governance mechanisms and institutions in different 

countries of interest, was driven by the willingness to understand not only the role 

of institutions in restructuring in general, but also the differences that determine the 

process difficulty. This is shown to have a certain impact on different case 

outcomes.  

Summing up, the main contribution of this thesis is to offer a view that considers 

corporate governance, agency theory and national frameworks when assessing 

determinants and outcomes of corporate restructuring.  
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1.1. Context and Background 

1.1.1. Theoretical Context 

Much research has been done in the field of corporate restructuring (Bowman and 

Singh, 1993; Johnson et al., 1993; Wright et al., 1994) and on the role agency theory 

and corporate governance (Jensen and Meckling, 1976; Gibbs, 1993; Bethel and 

Liebeskind, 1993; Altman and Hotchkiss, 2010) with approaches that have covered 

several different aspects and perspectives. While these topics and their interaction 

have been discussed, also within practical studies of samples of firms (Robins, 

1993), the consideration of national frameworks of corporate restructuring and 

governance with consequent agency problems remains relatively unexplored. With 

the aim of casting some light on the above-mentioned matter, this thesis attempts 

to fill the research gap through the analysis of three practical cases to bring 

legitimacy to the relevance of the topic. To put everything into context, the case of 

Italian carrier Alitalia is offered as a starting point for analysis and, together with 

the Air Berlin case, is considered as the focus of discussion.  

1.1.2. Background 

In the spring of 2017, after decades of failed attempts to victorious resurface, Italian 

flagship carrier Alitalia filed for extraordinary administration (Rossi, 2017), closing 

yet another chapter of the numerous agonizing rescue attempts of The Sick Man of 

the Skies. For the third time in ten years Alitalia is on the verge of collapse, after 

the last “no” by employees to yet another restructuring plan aimed at cutting costs 

(Politi and Powley, 2017). Alitalia’s crisis has its roots in wrong strategic choices 

and much more. The reasons for these continuous attempts at saving the carrier lie 

in different matters, from national pride to politics, resulting in a case that was 

defined in the news as Too Italian to Fail (Calder, 2017a). While there are several 

paths to explaining the Alitalia crisis (some already explored), it is worth analysing 

this phenomenon from the roots of some strategic decisions, starting from the top 

decision makers, and understand it in context. The airline industry is characterized 

by fierce competition and recent trends point to consolidation, and few players 

manage to succeed and sustain their competitive position. Several factors contribute 
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to success and failure of carriers. In the past ten years the world has witnessed the 

rise and fall of several airlines, with Air Berlin being one of the cases. Sharing a 

similar fate as that of Alitalia, Air Berlin operated its last flight in October 2017 

after restless attempts at survival. However, it took less than six months for Air 

Berlin to shut down business, while Alitalia has been terminal (and still is) for about 

a decade, and its flights are still operating under extraordinary administration. It 

becomes interesting, at this point to think about how these situations evolve in 

different ways, and to contextualise on a cross-country basis, given the international 

variety of these two cases. 

1.2. Research Question 

In the research context of corporate restructuring and failure, this thesis’ area of 

concern is the impact of agency conflicts and national frameworks on the 

restructuring and failure processes in the airline industry. The driving research 

question is formulated as follows: 

What is the impact of agency problems in corporate restructuring in the airline 

industry and to what extent do national frameworks influence the restructuring and 

failure processes? 

For simplicity and clarity, and to allow for better understanding of the topic, the 

research question has been broken down as follows: 

(I) What is the impact of agency problems in restructuring and failure in 

the airline industry? 

(II) To what extent do national frameworks influence corporate 

restructuring and failure processes? 

This thesis, thus, tries to answer these questions, acknowledging not only their 

relevance in their singularity, but also in their combined implications and 

interaction. 
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2. Methodology 

2.1. Structure 

Firstly, this thesis is concerned with accurately outlining the approach adopted. This 

is done with a section that includes a description of the research methodology and 

data gathering and analysis methods. Secondly, the literary analysis is presented 

with focus on the most relevant literature concerning corporate restructuring and its 

determinants, airline industry-specific models of distress prediction and 

restructuring, national frameworks of regulation and the impact on restructuring. 

Further, the core theories that lay the grounds for the analysis are mentioned and 

described, namely agency theory, stakeholder theory and corporate governance. 

Thirdly, data from three recent cases of airline restructuring are presented, with 

consequent interpretation of each case. Results are then deeply analysed and 

discussed. Finally, conclusions are drawn for what concerns the results of the 

analysis and managerial implications, together with prospects for future research, 

are mentioned. 

2.2. Research Strategy, Design and Method 

Following the consideration of Bryman (2016), according to whom a research 

strategy is a general orientation to the conduct of social research (p. 35), this thesis 

adopted a qualitative research method and thus an inductive approach, in the 

attempt of generating a theory based on the research conducted by stressing the 

relationship between theory and research. 

The approach taken considers a research design, defined as a framework for the 

collection and analysis of data (Bryman, 2016, p. 46), that first sees a critical case 

study (Yin, 2017) in order to move on to a comparative design.  

The method adopted in this thesis is a case-based approach with comparison (Yin, 

2017). This approach is typically used when the roots or modes (“why” and “how”) 

of certain phenomena are to be analysed. Following again Bryman (2016), the 

choice is to analyse contrasting cases with identical methods. A further note is made 

in the context of comparison, as it takes on a cross-cultural or cross-national tone. 
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This method is chosen as the most adequate to analyse and explain a contemporary, 

real world phenomenon, as is the case of the present work. Focus is, thus, on the 

phenomenon in its real-world context. Starting from one case chosen as the critical 

one, the choice is then to analyse another case study with similar characteristics and 

a different outcome.  

The analysis is thus split in two parts. First, each case is analysed and data from the 

cases is interpreted and elaborated. Second, the cases are compared with focus on 

different outcomes and national differences. 

2.3. Data Collection and Analysis 

Data collection was done through content analysis (Yin, 2017). 

Data has been gathered from academic journals and books for the literature. Other 

data used and discussed in the case comes from other academic research case 

analyses, press releases, newspaper and online articles. The data used is thus 

secondary and retrieved from reliable sources. 

The choice of the cases as units of analysis is based on their relevance and 

comparability. The cases were thus intensively studied in their historical, legal and 

institutional setting. 

2.4. Research Objective 

The objective of this research can be articulated as follows: 

• To delineate a research gap within the field on the topics considered, namely 

corporate restructuring, agency theory and national frameworks; 

• To articulate a solid and clear methodology for comparative case analysis; 

• To outline an adequate theoretical framework that is suitable for said 

analysis, through a literature review and a choice of core theories, namely 

stakeholder theory, corporate governance and agency theory; 

• To deliver consistency from research question to conclusion, ensuring that 

the application of theory to the discussion is logical and coherent, leading 

to a conclusion that is just as much; 



 9 

• To keep the discussion pertinent to the topics mentioned, so that the link 

between restructuring, agency theory and national frameworks emerges 

clearly and reasonably; 

• To fill the above-mentioned research gap offering a valuable contribution 

to research. 
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3. Theoretical Framework 
In order to legitimize the conducted research and gain meaningful insight on the 

analysis, the theoretical framework is outlined in this section. A literature review 

provides a deep understanding of the main terms and concepts of relevance for this 

thesis. An overview of the core theories completes the framework and sets grounds 

for the analysis. 

3.1. Literature Review 

This section is structured as follows. First, corporate restructuring in its definition, 

classification and determinants is outlined. Then, focus shifts to the airline industry 

specifics in terms of regulatory environment, with an assessment of the impact of 

country-specific elements that affect the restructuring process. Finally, a separate 

paragraph on airline crisis is worth examining given the peculiarities of the 

industry, with a more in-depth analysis of specific cases and characteristics of the 

phenomenon within that context. 

3.1.1. Corporate Restructuring 

Definition and Classification 
Corporate restructuring has been a topic thoroughly explored and studied 

particularly throughout the 1990s. In their paper, Bowman and Singh (1993) not 

only try to collect the most relevant contemporary literature on corporate 

restructuring, but they also structure their work in order to explore the different 

aspects of the topic covered by scholars and ultimately provide a comprehensive 

definition and distinction based on such work. They distinguish three dimensions 

of corporate restructuring, namely portfolio, organizational and financial. Portfolio 

restructuring involves acquisitions or divestures for a new configuration of the 

firm’s business. Organizational restructuring occurs at the internal level, such as 

the structural changes to governing hierarchies. Financial restructuring is based on 

changes to the firm’s capital structure, for example in the forms of management 

buyouts or buy-ins. However, restructuring processes can take the form of a 

combination of these three dimensions. An interesting insight from their paper 
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comes from a study of stock market reactions to announcements of restructuring. 

They found that announcements do not seem to have an impact on the firm’s 

performance on financial markets, suggesting that restructuring announcements 

per se are not credible (p. 6). In fact, announcements were considered relevant 

when initiatives towards restructuring had already been taken by the firm. This 

insight is useful to understand that whatever the underlying motive, corporate 

restructuring does indeed involve deep changes in the firm structure and/or 

portfolio as a response to unfavourable or unsustainable conditions.  

Another type of classification is offered by Wright et al. (1994). Examples they 

provide, without giving a specific classification, are the divestment from non-core 

businesses, strategic re-planning and reduction in debt levels. They argue that 

successful restructuring requires a change in the firm’s financial structure, capital 

and labour reorganization, sale of assets to compensate creditors and run more 

efficiently. More specifically, a point they make lies in the perspective of value of 

the firm when it comes to restructuring. They argue that the mere fact that 

restructuring occurs signals that there is still value in the firm to be saved, thus 

making it worth restructuring.  Relying on this assumption, their work offers an 

important contribution in that it distinguishes in two different problem cases when 

it comes to restructuring: the living dead and the good rump. In the living dead case, 

there is little hope of successful turnaround and the main goal is to find a buyer and 

work out a strategy to recover some value disregarding the relevance of the firm’s 

gains. The good rump firm is still viewed as capable of turnaround and there is hope 

for successful recovery.  

A general and, for the purpose of this review, simplistic approach to corporate 

restructuring is taken by Lazonick (2004), who described restructuring as the 

necessary process occurring when a firm becomes incapable or reluctant to utilise 

its resources due to past decisions. This approach suggests that the conditions that 

make restructuring necessary unfold gradually and are, at least to some extent, 

attributable to previous poor choices and a part of the evolutionary processes within 

the firm. Indeed, he states that firm growth sometimes cannot be avoided, thus 
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making transformation necessary for the sake of renovation and response to change. 

This may not guarantee future success of the business but is a requirement for 

increasing those chances. As a consequence, he agrees that corporate restructuring 

entails a reduction in the corporation’s resources, whether they are reallocated or 

differently employed. He distinguishes six forms of restructuring, namely: buyout, 

divesture, outsourcing, relocation, downsizing and bankruptcy (p. 3). A buyout 

entails the shift of parts of the company into a separate business. Divestures are 

sales of units of the business to external parties, which includes listing on stock 

exchanges. Outsourcing concerns companies that have a supplier/distributor 

relationship with other companies and decide to let other firms perform one or more 

activities of the value chain. Relocation merely consists in a decision to physically 

move the business to another place with a consequent change in employees. 

Downsizing is when a firm decides to permanently remove or abandon a function 

or business unit (this included exiting a product or geographical market). 

Bankruptcy inevitably occurs when a firm is no longer able to meet its obligations 

towards creditors and is therefore forced to subsequently shut down operations. 

Another point that Lazonick (2004) makes that acquires relevance in the context of 

this thesis is that power distribution within organizations is by definition unequal. 

Thus, even when the purpose of restructuring is renovation, this unequal 

distribution may lead those holding more power to pursue their own interests, and 

this is an important point that will be examined more thoroughly later on.  

On another note, Cannella and Hambrick (1993) focus solely on acquisition as 

restructuring form to carry on an analysis on firm post-acquisition performance. 

What is relevant here is that they also agree that acquisitions as a form of 

restructuring leads to substantial changes in the organization in the perspective of 

future improvement.  

A number of points emerge: 

1) Change and restructuring are closely related, whether it being in a positive 

or negative context and outcome. 

2) Value is a crucial element in restructuring decisions. 
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3) Different forms of restructuring depend on a number of factors that are not 

always under the organization’s power. 

The following section elaborates on these points. 

Determinants 

In the context of corporate restructuring, some authors are worth mentioning and 

analysing as they have focused their research efforts on the roots of the restructuring 

process, in an attempt to collect and classify the main determinants of restructuring 

decisions within organizations.  

Gibbs (1993), arguing on the importance of agency theory, free cash flow, takeover 

threat and corporate governance in corporate restructuring, wrote about how the 

fundamental conflict of interest between top management and shareholders of the 

firm is at the basis of restructuring decisions. His study showed three main points 

that are relevant for this thesis: 

1) In the presence of agency problems, free cash flow can lead to restructuring. 

In firms with cash in excess of that needed to run operations and finance 

projects, managers have incentives to over-diversify the business portfolio 

and excessively grow the firm, as this increases their power and their 

returns. This is due to the fundamental conflict, more deeply analysed in 

section 3.2.3., that arises when it comes to deciding whether to distribute or 

retain earnings.  

2) If agency costs are significant, threat of takeover is expected to trigger 

restructuring (p. 55). As corporate control is considered a means of 

controlling agency costs, resisting takeover may push managers to turn to 

restructuring. 

3) Weak corporate governance increases the likelihood of restructuring. As 

corporate governance plays a role in decisions affecting cash flow, 

management incentives and monitoring, failure to enforce these 

mechanisms might trigger restructuring. 

A perhaps contrasting view comes from Bethel and Liebeskind (1993). In their 

study of ownership structure and corporate restructuring in firms in the 1980s, they 
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found that management tends to undertake restructuring when pressured by 

shareholders to do so. Their analysis recognized two areas of explanation to 

corporate restructuring: agency theory explanations and environmental 

explanations (p. 15). In line with Gibbs (1993), they argue that misaligned interests 

between managers and shareholders play a part in restructuring, but they portray it 

differently. In their words, while shareholders’ wealth depends solely on the market 

value of a firm, managers’ pay depends more on its size and its bankruptcy risk, 

than its value (p. 16). Thus, managers have incentives to strive for growth and 

diversification, even though this may not maximise shareholder value. The striking 

difference with Gibbs’s (1993) lies in that they see restructuring as a means to 

mitigate these actions taken by managers, whereas Gibbs described it more as a 

means for managers to achieve such goals. Indeed, Bethel and Liebeskind (1993) 

argue that there are two main ways to deal with agency problems related to 

management actions to over-diversify and over-grow the firm: portfolio 

restructuring and financial restructuring. They believe that by downsizing or cutting 

unprofitable lines of business, the firm can increase its value and keep shareholders 

happy. Analogously, they point out that financial restructuring per se gives cash 

back to shareholders from managers’ hands, through the increase of dividends or 

through the issue of new debt. 

Altman and Hotchkiss (2010) wrote extensively on bankruptcy and distressed 

restructuring. In their review on the unsuccessful business enterprise (p, 17), they 

identify four generic terms that are often used in literature specifically in the context 

of bankruptcy. Despite the specificity of their field of research, their classification 

is relevant to the purpose of this thesis in that it attempts to classify cases of distress 

based on the economic factors involved. They namely mention failure, insolvency, 

default and bankruptcy (p. 17) as four generic terms withholding distinct 

implications. They define failure (in economic terms) as a situation in which the 

rate of return on invested capital for the focal firm is consistently low with respect 

to other similar investments. They point out that this does not necessarily relate to 

interruption of operations, but they mention that decisions to interrupt are based on 

the ability of the firm to cover its costs. In a similar way, insolvency refers to when 
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a firm can no longer meet its obligations towards its creditors. When this is caused 

by liquidity shortage, insolvency is the first step towards bankruptcy declaration. 

For what concerns default, it is worth mentioning that it still concerns the contract 

between the firm and its creditors and it strictly refers to when the firm violates the 

contract. This situation can be used as grounds for legal action, but it rarely leads 

to filing bankruptcy procedures. Finally, bankruptcy is the final step taken when 

one or a combination of the above-mentioned situations present themselves and can 

lead to the liquidation of the firm’s assets or to a recovery program. What is of 

interest for the purpose of this thesis is the latter occurring. Altman and Hotchkiss 

(2010) highlight some important assumptions in light of restructuring decisions as 

opposed to asset liquidation. 

• If an entity’s intrinsic or economic value is greater than its current 

liquidation value, […] the firm should be permitted to attempt to reorganize 

and continue (p. 21).  

• If, however, the firm’s assets are “worth more dead than alive” […] 

liquidation is the preferable alternative (p. 21). 

Important implications emerge from these assumptions. First, the fact that firm 

value plays a crucial role in restructuring decisions, to the point that it can be 

considered, under certain circumstances, a determinant of the decision itself. 

Second, the decision to restructure upon valuation of the firm’s assets is based on 

an assessment of the likelihood of successful continuation of business. In other 

words, the restructuring attempt should be undertaken only if there is understanding 

that the firm’s value after recovery will overrule the value of its assets as sold on 

the market. 

On another note, Johnson et al. (1993) focus on 1 in restructuring decisions. They 

argue that board members become involved in restructuring decisions when 

management displays deficiencies in implementing the given strategy. The point 

they make is strictly related to agency problems arising from the separation of 

ownership and control. This matter will be thoroughly discussed in section 3.2.  
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A valuable contribution comes from Amburgey et at. (1993). In their paper they 

discuss the dynamics of change and failure within organizations. Two findings are 

of particular relevance for the purpose of this thesis: 

• Organizational change increases the failure rate of organizations, 

independent of the effects of the changed characteristics. (p. 53) 

• The probability of an organizational change increases with the number of 

prior changes of the same type. (p. 54) 

The analysis supports their hypothesis that each change reset the liability of 

newness clock (p. 68), leading to a subsequent higher risk of failure. Thus, if every 

change entails starting, so to say, from scratch, it is likely that one change leads to 

more in the future. They do, however, recognize that organizational age is a strong 

driver of failure and that ageing opposes change to a great extent. 

3.1.2. Airline Regulation and National Impact 

Airline regulation is a topic that has been widely discussed in literature and that 

raised several arguments for and against it. Both views are briefly outlined in this 

section. 

In his study on airline regulation and market performance, Keeler (1972) developed 

a model to evaluate airlines’ efficiency in the context of regulation. In observing 

price-cost discrepancies, he argues that airlines under regulation perform 

reasonably better that they would unregulated, based on fare mark-up. He points 

out that, ideally, airlines would tend to gain profits on high density routes and invest 

those earnings on lower density ones that are less profitable, thus explaining the 

high price-cost discrepancies among carriers. He finds, however, that carriers have 

outgrown this trend and found instead that airline regulation extracts high costs in 

inefficiency on high-density routes (p. 422). The inevitable limitation o Keeler’s 

work stems from the fact that it was written in 1972, prior to deregulation in the 

airline industry. 
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Nevertheless, what is of particular relevance for the is that regulation plays a major 

role in the profitability and long-run performance of airlines; indeed Keeler (1972) 

argued: 

• in the absence of regulation, cutthroat competition would prevail, putting 

everyone into bankruptcy (p. 422); 

• regulation allows for coverage of a larger number of cities, thus reducing 

the need for subsidization; 

• regulation allows enforcement of service and safety standards. 

A more neutral point of view comes from Stigler (1971), who outlined a theory of 

economic regulation with focus on the role of the state. He argues that the state can 

represent a threat or a resource to an industry, as its power exerted through money 

and regulation can be favoured or feared. He discusses two main views in literature, 

one putting regulation in the role of protection of the public, and the other putting 

it in the context of politics. Despite the principle he agrees on, that regulation is 

intended for an industry’s benefit, there are regulations whose net effects upon the 

regulated industry are undeniably onerous […]. These onerous regulations, 

however […] can be explained by the same theory that explains beneficial […] 

regulation (p. 3). Airlines, in his example, would support subsidies to airports and, 

considering the peculiarity of the transport sector, regulation in the industry would 

be for the benefit of the public.  

Deregulation, however, undeniably brought to a new era in the airline transport 

industry with the aim of consumer benefit without altering the stability of the 

market (Arrigo and Giuricin, 2006). Results of deregulation include lower overall 

fares, an overwhelming number of new players, an increase in the number of 

passengers, the spread of hub-and-spoke models.  

Despite that, recent trends have seen a shift towards re-regulation (Mazzeo, 2003), 

at least to the extent of setting and guaranteeing certain standards.  

Overall, it is generally agreed upon in literature (Stigler, 1971; Keeler, 1972; 

Sikorski, 1990; Morrison and Winston, 1995; Mazzeo, 2003) that the state, through 
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regulation, policy and subsidies, has a powerful influence on players in the airline 

industry. Sikorski (1990) argued that governments’ involvement in enterprises has 

explanatory power for behaviour and performance (p. 106). In his paper, he studies 

two national airlines and their performance from under state ownership to 

privatisation. While the ambiguous objectives of state-owned enterprises are 

recognised, he agrees that the ‘original’ firm objectives (profitability, growth, 

competitiveness) had to prevail. However, despite privatisation, governments still 

act as guarantees of rules of competition, though often inconsistently and 

sometimes disruptively, especially in Europe. For what concerns management, he 

argues that national airlines have pressure to put together excellent management 

teams, one of the reasons being public expectations. What emerges, though, is that 

managements’ provenance (private or public sector professionals), plays a role in 

the relationship with the state and firm governance. And, as politics stems from that 

state as an inevitable obstacle, it is easy for such participation and ties to the 

government to fall into social issues, ‘public purpose’ matters and political forces. 

He points out how state-owned airlines have a proclivity to diverse, unstable, 

confusing goals, depending on the importance of politics to the enterprise and 

depending on the extent to which political pressures are inconsistent (p.110). 

Governments also play a role on investment strategies, and this is true as long as 

they are shareholders, despite the share they may own. State ownership also seems 

to help financing as governments offer themselves as guarantors in debt financing. 

Further, governments often participate in strategic decision making in airlines and 

have the power to shape the competitive landscape through regulation. 

Overall, while there does seem to be agreement on the power of state institutions 

and governments to shape the airline industry’s functioning, scholars do not always 

agree on the extent of the benefit of such influence. For the purpose of this thesis, 

what is important to point out is that governments have systematically made 

national airlines a product of their own, as state-owned enterprises, when the 

industry started to flourish. Through deregulation and privatization in the late 1970s 

governments have slowly taken a step back in ownership, without actually ever 

leaving the scene. The role of governments in carrier failure becomes thus 
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interesting for a number of reasons. First, the entrenchment with politics might 

affect the restructuring process, because of public expectations and sometimes 

national pride. Second, the question of ‘public purpose’ becomes relevant in the 

context of provision of a public good, namely transportation. Third, the power that 

governments can exert in the restructuring process puts them in the uncomfortable 

position, when there is government ownership, of being shareholders and protectors 

of citizens’ needs and rights. 

3.1.3. Airline Distress and Crisis 

Gudmundsson (1998) performed an analysis on US Airlines in the attempt of 

outlining the life-cycle of new-entrants in the airline industry. The attempt stems 

from the wave of deregulation of air transport of the late 1970s, which saw the rise 

and fall of several new-entrant airline companies. In his research, he presents a tri-

dimensional airline evolution model (figure 1). 

 

Figure 1: Airline Evolution Model (Gudmudsson, 1998) 

In this model, the common firm life cycle stages are linked to firm revenue growth. 

The arrows show possible evolution paths. Factors that Gudmundsson (1998) takes 
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into account in terms of growth are firm revenue and ‘mass’, as defined by Ansoff 

(1987): the minimum investment a firm must make in an industry before it can 

become profitable in that industry (p. 57). He argues that it is feasible for airlines 

to be profitable in early stages, but it becomes difficult to grow to the point of 

sustained and sustainable profitability. Size does seem to play an important role 

when it comes to firm survival (Kelly and Amburgey, 1991), together with 

reputation. By reputation, Gudmundsson (1998) points to instances of stability and 

control where in the event of facing sudden or potential failure, the company can 

resist sudden failure if it so chooses by selling assets, scaling down (employees), 

raise capital (good reputation) or develop new innovative strategies (p. 221). Both 

these points (size and reputation) are extremely relevant for the analysis conducted 

in section 4. For the purpose of this thesis, it is important to focus on the decline 

and revival phases of the evolution model. For what concerns decline, there are 

some recurring features such as difficulty to innovate, lowering prices, 

consolidation of product markets, liquidation of subsidiaries, risk aversion, 

conservatism, and slow growth (Miller and Freisen, 1983). Gudmudsson (1998) 

argues that common revival techniques include expanding international operations, 

seeking mergers or acquisitions with larger international airlines and scaling up to 

enjoy economies of scale and scope. 

The author’s research points to meaningful insights (figure 2 and below), which are 

relevant for the different phases of the airline evolution model. 
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1) In early stages, airlines enjoy cost advantage but struggle to keep costs low 

as operations expand. Firms initially focus operations in smaller, less 

congested airports, 

which suggests there 

is considerable 

struggle when trying 

to enter larger, more 

congested airports. 

Loyalty programs 

become a priority 

only when 

operations grow to a 

certain level, as 

frequent flyer 

programs become 

more important 

when the airline 

builds a customer 

base and strives for 

customer retention.  

2) In the transitional stage, more importance is given to factors such as 

relations with labour unions and acquisition of airport slots. As operations 

scale up and quality of service increases, airlines look for more comfortable 

time slots in airports with more traffic. Thus, lobbying gains importance, 

exposing the airline to ties with politics and institutions, together with public 

attention. Costs start to become a more concerning factor and focus must 

also be placed on the economic conditions. 

3) At the major stage, ideally, the airline grows to the point that logistics 

systems become a priority to manage the scaling up of operations. In this 

phase, consolidation is likely and high investments are necessary. Most 

Figure 2: Summary of findings (Gudmunsson, 1998) 
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importantly, cost control becomes problematic as the airline reaches such a 

dimension that profitability is highly compromised by cost inefficiency. 

Overall, Gudmundsson (1998) gives a great overview of airlines’ lifecycle, pointing 

out the most important factors characterizing each phase. 

As the focus of this thesis is on restructuring and failure, it is important to get an 

adequate perception of what these concepts entail when put in the context of the 

airline industry. 

Hofer et al. (2005) analysed the impact of financial distress on airline fares. Their 

work is based on the assumption that financial distress is the cause and outcome of 

price competition. This is because on the one hand, price wars can drive companies 

into distress and, on the other hand, a firm which is financially troubled may start a 

price war to recuperate its losses. However, they discuss about how there are certain 

factors, namely firm operating costs, size and market share. The main points they 

argue are the following: 

• In case of financial distress, airlines with low operating costs are more likely 

to lower fare prices. This is because firms with low-cost structures with high 

profit margins enjoy a certain flexibility in pricing decisions without 

incurring in operational losses. 

• In case of financial distress, large airlines are more likely to lower prices. 

This is true for larger firms have more responsibility towards their 

stakeholder and efforts are stronger to avoid bankruptcy. 

• In case of financial distress, airlines with large market shares are less likely 

to lower prices, as dominance in the market allows for a price premium. 

• In case of financial distress, airlines in highly concentrated markets are 

likely to lower prices. 

Overall, they state that firm financial distress negatively impacts prices (p. 247). 

Barros and Peypoch (2009) analysed airline performance through a combination of 

operational and financial variables. A relevant contribution lies in pointing out 

drivers of efficiency after ranking a sample of European airlines according to their 
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efficiency scores.. In their analysis, they found high average efficiency for the 

sample of airlines chosen, and suggest that management of airlines with poor 

efficiency scores (declining performance) should change their ways to improve 

efficiency. Thus, Barros and Peypoch (2009) highlight that there are managerial 

causes of inefficiency. They suggest that managers of these inefficient airlines 

should: 

1) Use benchmarking to evaluate firm performance in the industry; 

2) Improve the quality of managerial practices following the results of present 

research on the matter; 

3) Mitigate agency problems through human resources policies that should 

also alleviate collective actions; 

4) Pursue market-oriented strategies. 

Two points are of particular interest here. First, poor management identified as a 

driver of firm inefficiency. As will be discussed more thoroughly later on, scholars 

seem to agree that management is often the cause of poor performance and failure 

(Argenti, 1967; Slatter,1984; Gudmundsson, 1999; Barros and Peypoch, 2009). 

Second, agency problems recognized as a problematic aspect for management. 

Barbot et al. (2008) conducted an analysis similar to that of Barros and Peypoch 

(2009), although their focus is on the differences between low-cost and full-service 

airlines. From their research, it emerged that full-service carriers tend to be less 

efficient in operations. This is due mainly to the more complicated and structured 

business models that they follow as compared to low-cost carriers. This insight is 

meaningful to understand the heavy and elaborate mechanisms that burdens airlines 

as they progress along their lifecycle. 

Miller and Chen (1994) wrote about competitive inertia in the airline industry. They 

define competitive inertia as the level of activity that a firm exhibits when altering 

its competitive stance in areas such as pricing, advertising, new product or service 

introductions, and market scope (p. 1). In other words, it refers to the number of 

actions taken towards change. They argue that competitive inertia in the airline 

industry derives from managers’ actions, their intention and their incentives. It is 
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debated that success leads to inertia because of managers’ belief that positive 

performance requires not to be altered. Particularly, their research shows that 

drivers of competitive inertia are, among others good past performance and market 

stagnation. This is relevant as it relates to managers’ confidence and self-interest in 

the agency conflict typical of organizations, as will be discussed further. 

An interesting perspective comes, again, from Gudmundsson (1999). In his paper, 

he analysed distress prediction models on a sample of airlines for a kaleidoscopic 

view of the roots of failure and distress in the airline industry. As the research is 

based on carrier managers’ perceptions and insights, it offers a useful view on 

management-related characteristics of distress and failure. Overall, a distinction in 

attitude is traceable between managers of distressed and non-distressed airlines. In 

non-distressed firms, managers generally feel optimistic about finances, employee 

relations, marketing. Little importance is given to hub and spoke operations and 

significant to utilization rate and freight operations, other than a flexible 

organizational structure and employee productivity. In distressed carriers, more 

importance is placed of loyalty programs, network alliances, market share and less 

on service quality, media attention and market expansion. 

3.2. Core Theories  

The legitimacy of the analysis conducted through chapter four of this thesis relies 

on three core theories that, together with the literary analysis conducted in the 

previous section, provides solid grounds for discussion in the form of the theoretical 

framework. The three theories analysed are namely stakeholder theory, corporate 

governance and agency theory.  

To use a metaphor, one could think about the three core theories as, respectively, 

the players, the arena and the rules of the game.  

3.2.1. Stakeholder Theory 

The stakeholder-based view of the firm has its roots in the assumption that there are 

groups of actors who are able to influence the firm and on which the firm has 

influence (Freeman, 1994). Indeed, a company’s actions and purpose affect people 
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outside of the organization itself, and firms are encouraged to consider their 

responsibilities towards their stakeholders. 

The earliest formulations of stakeholder theory have their roots in concepts of 

connections among business players and cooperation. Freeman (1994) argued that 

a fundamental aim in strategic management is coordinating and balancing the 

various relationships existing among the firm and groups of actors who contribute 

to or are affected by the firm’s business. The term “stakeholders” is used to describe 

all entities involved in the firm’s operations. Already in early literature it was 

pointed out that internal and external stakeholders are crucial actors in firm 

performance and are related to its operations and outcomes not through contracts 

or transactions, but through networks and relationships (Post et al., 2002). In 

Clarkson’s (1995) view, stakeholder status is determined by certain rights that some 

interest groups have towards the firm as the result of transactions or particular 

actions taken by the firm itself. Modern stakeholder theory has evolved into 

exploring relevant implications of network relationships in a more extensive and 

interactive way, rather than remaining merely descriptive. An example is Hill and 

Jones’s (1992) Stakeholder-agency theory, which analyses the stakeholder-firm 

relationship as a principal-agent one. A comprehensive definition indicating, 

specifically, who should be considered stakeholder to the firm is not easily 

identifiable, but Post et al. (2002) proposed some fundamental characteristics of 

stakeholders: they control critical resources to the firm and are able to exercise 

power because of such control, thus affecting firm performance. Post et al. (2002) 

also believe in the ability of firms to create, sustain and manage stakeholder 

relations in an interactive way as a determinant of firms’ long-term survival. 

Focusing on Hill and Jones (1992), it is worth noting that they believe in the ability 

of agency theory to explain he nature of […] contractual relationships that exist 

between a firm’s stakeholders (p. 131). They agree with the notion of Freeman 

(1984), according to whom stakeholder can be identified as those actors who have 

a legitimate claim on the company and whose legitimacy is recognised through 

relationships of exchange. These actors include customers, suppliers, stockholders, 
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the public, the government, management. Particularly, they focus on the peculiar 

role of managers in the network of (mostly) bilateral relationships between the firm 

and its stakeholders. They argue that managers are the only stakeholder who have 

multiple contractual relationships not only with the firm but also with every other 

stakeholder. On this line, they suggest that a Stakeholder-Agency Theory is the 

appropriate way of addressing the fact that managers are the agents of other 

stakeholders. 

3.2.2. Corporate Governance 

The most basic definition of corporate governance lies in the mechanisms that, 

indeed, govern the firm. The idea is that, in order to function, a firm needs finances 

that are provided by stockholders. Stockholders decide to provide capital as they 

expect returns on their investments, and their commitment needs to be protected. In 

this context, corporate governance encompasses all those mechanisms that allow 

for the suppliers of finance of the firm to ensure themselves a return on their 

investments (Shleifer and Vishny, 1997). These mechanisms include economic and 

legal institutions that are inevitably related to politics. In the context of the modern 

corporation, characterised by the separation of ownership and control, management 

should always be careful to the needs of stockholders (Freeman and Reed, 1983). 

The separation of ownership and control is part of the contractual view of the firm 

(Coase, 1973; Jensen and Meckling, 1976). In this view, a contract between 

managers and owners specifies what a manager should do with the owner’s 

finances. As contracts of this calibre are not realizable, complementary mechanisms 

are necessary, thus the need for corporate governance. It is quite intuitive that the 

situation of managers taking care of owners’ needs and acting to their benefit is an 

ideal situation which is far from being the norm (Shleifer and Vishny, 1997; 

Freeman, 1994), thus the need for governance mechanisms to regulate this 

relationship and to prevent and/or mitigate possible conflicts.  
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3.2.3. Agency Theory 

The relevance of agency theory has been widely discussed and accepted by many 

scholars in the fields of economics, political science and management. Briefly and 

simply put, agency theory relies on the principal-agent model, which characterises 

the relationship between two parties, namely the principal and the agent.  The 

relationship between the two parties is regulated by a contract according to which 

the agent is required to perform some activity on the principal’s behalf (Jensen and 

Meckling, 1976). Assuming both parties have their own benefit as a goal, there is 

reason to believe conflict might arise, as the agent may decide not to act in the 

principal’s best interest. In the context of corporate governance, important 

contributions have been made concerning the application of agency theory to the 

ownership structure of the modern corporation (Jensen and Meckling, 1976; Jensen, 

1986; Eisendhart, 1989). In such a way, one can think of the owners of the firm as 

the principal and the managers as the agent, as managers’ duty is that of protecting 

and maximising the resources that owners have invested in the firm. Managers have 

incentives to retain resources to exercise control, to make the firm grow for more 

profits, or to undertake any action that allows for their benefit (Jensen, 1986). This 

often occurs at the expense of owners, whose goals are to receive part of the 

company’s earnings as payouts or dividends. As agency problems are somewhat 

inherent to the structure of the modern corporation itself, they play an important 

role in corporate restructuring processes (Gibbs, 1993). The choice between 

retention and distribution of wealth creates conflicts, and corporate restructuring 

almost always involves this decision.  

A founding contribution in agency theory literature comes from Eisenhardt (1999). 

In her paper, she describes agency theory in its controversiality and highlights 

powerful insights.  
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As can be seen in figure 3, she gives an 

exhaustive overview of the main concepts 

in agency theory, including problems 

arising from human and organizational 

matters. Further, she distinguishes 

between two streams of development of 

agency theory, namely positivist and 

principal-agent. Positivist agency theory 

focuses on principal-agent conflict 

situations and on reducing the agent’s 

incentive to pursue his/her own goals 

through mitigating governance 

mechanisms. Another distinguishing 

feature on this stream of literature is its concern about large public corporations and 

the conflict between owners and managers, thus including Jensen and Meckling’s 

(1976) work. A series of propositions are describes by Eisenhardt (1999) as formal 

pillars of positivist agency theory: 

1) Outcome based contracts can reduce agent misbehaviour. 

2) Monitoring can reduce agent misbehaviour. 

One of the main assumptions of agency theory is that man is conceived as a self-

pursuing homo-economicus. If one’s perspective were to shift towards the 

conception of men being prone to collective interest, trustworthy and, in a corporate 

context, concerned with the benefit of the organization, then agency theory would 

not be likely to hold. Thus, different approaches to governance have recently led to 

the formulation of stewardship theory, one of the main precursors being Davis 

(1997). In an attempt to reconcile the differences between stewardship and agency 

[theory] (p. 21), he presents a model in which stewards (rather than agents) are 

willing to act in the interest of their principals. In stewardship theory, the behaviour 

of stewards is collective rather than selfish, as the interests of the principals are 

aligned with theirs (growth, profitability of the organization). However, the 

Figure 3: Overview (Eisenhardt, 1999) 
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assumption is that the principals’ satisfaction stems strongly from success of the 

organization. Further, stewardship theory does not imply that stewards do not have 

personal gain motivations to act or that they set them aside, but that they believe 

that working towards collective interest, they can satisfy their personal ones. Thus, 

governance mechanisms must be structured in a way that allows for stewards to 

increase their utility while meeting organizational goals. The main limitation of this 

theory is that it entails, in the organizational context, a trust relationship between 

owners and managers, with owners being thus more risk taking by ignoring 

potential agency problems as they do believe that the organizational structure, 

together with the interests of the managers, are in favourable conditions for them to 

trust their finances in the hands of management.  

The main factors for which agency and stewardship theory differ are the following: 

• Motivation. In agency theory, motivation to act for tangible rewards 

(extrinsic) that represent the control mechanisms that principals can use to 

control agency problems. In stewardship theory motivation is intrinsic, it 

comes from intangible rewards such as growth opportunities, achievement 

and self-realization.  

• Identification. Stewards identify themselves with the organization, making 

a commitment to elevate their personal goals to collective and 

organizational purposes. Agents lack this tendency and will be more self-

interested in goal achievement. 

• Use of power. In agency theory, the use of power is coercive, whereas in 

stewardship theory it is based on rewards. 
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4. Analysis 

This section is dedicated to the in-depth analysis of the cases chosen. For each case, 

the historical and regulatory context overview is outlined, main relevant facts are 

mentioned, and agency problems and national impact are assessed in a critical 

manner.  

One clarifying note has to be made. While it is recognised that, in the cases 

analysed, restructuring and failure are driven by a variety of factors combined, 

focus in this section is solely on the issues that arise from agency problems and 

national frameworks. Other drivers such as operational performance, service 

inefficiency, poor communication and so on are not, thus, ignored or down-graded 

to minority drivers, they are simply set aside for a coherent analysis in line with the 

theoretical framework and the objectives of this research. 

4.1. Alitalia 

4.1.1. Historical Overview 

The story of Alitalia – Linee Aeree Italiane started in 1946 when it was founded by 

the Italian government as the first and only carrier of Italy, with central hub in 

Fiumicino, close to Rome. Operations began in 1947 and actually continued at a 

steady pace for several years of growth and expansion. The carrier managed to 

enjoy a monopolistic power until liberalization of the European airline industry 

began in the 1990s. The 90s saw the entry in the Italian market of carriers such as 

Meridiana and Air One, the former being the major competitor and thus threat. At 

the time, the majority shareholder was the Italian Ministry of Treasury. Struggles 

to maintain profitability started before the turn of the century and in 1997 the first 

restructuring plan (‘Piano Cempella’, after Domenico Cempella, CEO at the time) 

was laid out in an attempt to cut costs and raise capital. The plan foresaw the 

opening of a second hub of operations in Malpensa, close to Milan, and a focus on 

network alliances, with strong ties to Dutch carrier KLM (Beria et al., 2011). 

Despite these efforts, conditions did not improve, and Alitalia continuously 

received capital injections from the Italian government. A study by Mediobanca 
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conducted in 2015 estimated that capital injections to Alitalia from 1974 to 2007 

cost more than €3 million, as can be seen below (figure 4). This figure then 

increased to €4 billion between 2008 and 2014, for a cumulative debt of about €7.4 

billion towards the Italian government (MBRES, 2015). 

 

Figure 4: Public expenditure at 2014 rates € millions (MBRES, 2015) 

In 1999, in the wave of airline consolidation, all was in place for Alitalia to merge 

with KLM, until a series of events prevented the alliance from transforming into 

something more. 

The capital injections from the Italian government attracted EU Commission 

suspicion and the case was thoroughly scrutinized on grounds of anti-competitive 

behaviour and thus potentially violating anti-trust law (Beria et al., 2011). Still in 

the arms of Italian public and government-related institutions, bouncing from one 

to the other (Fasano, et al., 2016), Alitalia managed to dismiss EU Commission 

accusations and continue pursuing the path of recapitalization. In 2002, as can be 

seen by the peak in figure 4, claims anti-competitive behaviour and anti-trust 

violation were dismissed and full recapitalization was allowed (Il Fatto Quotidiano, 

2015), but the alliance with KLM came to an end after struggles with labour unions 

and employees started to rise, together with purely political and patriotic matters of 

‘keeping Alitalia Italian’. An attempt at privatization failed in 2003, as labour 

unions refused the plan that foresaw considerable job cuts. Further, it is important 
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to point out how Alitalia’s cost structure was consistently inefficient and made the 

struggle for profitability even tougher (Politi, 2017). After more and more capital 

injections by the State, disguised as bridge-loans or investments from other state-

owned companies, the government could no longer support Alitalia due to EU 

Commission rulings. With one last significant attempt at recapitalisation attempt in 

2005 (MBRES, 2015), the Italian government soon after arrived at the point where 

it had to give up part of its majority share in the carrier. Results are summarised in 

the graph below (figure 5). 

 
Figure 5: Net results at current rates in € millions (MBRES, 2015) 

On top of financial difficulties, Alitalia was experiencing competition and pressure 

from low-cost carriers who started entering the market. In 2007 started the search 

for a buyer to take on about 30% of the shares of the carrier. KLM (that in the 

meantime merged with Air France), made a formal offer that was accepted by the 

board of Alitalia and the Italian government, but once again was opposed by the 

unions, as the terms foresaw the dismissal of some 8,000 employees and the return 

to a single hub in Rome Fiumicino that would lead to even more job losses (Fasano 

et al., 2016). Political pressure (throughout the governments of Prime Ministers 

Romano Prodi and then Silvio Berlusconi) led to the need for a concrete plan, and 

an emergency plan was drafted as a desperate rescue attempt (MBRES, 2015).  
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Extraordinary Administration and New Ownership 

In 2008 Alitalia finally filed for bankruptcy. The new plan came once again from 

political circles in a desperate attempt to keep Alitalia Italian. A group of investors 

coming from the Italian entrepreneurial scenes and pushed by Prime Minister Silvio 

Berlusconi (Borrillo, 2016) under the name of Compagnia Aerea Italiana (CAI), 

were gathered to make an offer for what remained of the Italian carrier. The ‘old’ 

Alitalia would be liquidated and protected from creditors thanks to bankruptcy 

proceedings, while the productive assets that still carried value (mainly fleet and 

airport slots) would be purchased by CAI, starting the era of the ‘new’ Alitalia-SAI 

(Società Aerea Italiana) with the buyout plan supervised by bank Intesa Sanpaolo 

(Beria et al., 2011). The plan was poetically named the phoenix plan, as it 

metaphorically entailed for the carrier to rise from its own ashes (Borrillo, 2016). 

In 2008, the Italian government issued a law decree, the Alitalia decree, that would 

allow Alitalia not to publicly disclose any financial information thereafter (Reuters, 

2008). The new Alitalia began operations in 2009, after takeover of second Italian 

carrier AirOne. Despite this ‘resurrection’, what was missing to the deal was an 

international partner, and possibly one with liquidity to invest in a dying carrier. It 

was only in 2014 that UAE carrier Etihad stepped forward and purchased a 49% 

stake in Alitalia, becoming the majority stakeholder and agreeing to invest €1.7 

billion in the poorly restructured carrier (Politi, 2017).  

Despite the efforts by the board, Etihad, the Italian government and employees, in 

2017 the only solution that remained was for Alitalia to file for insolvency and 

extraordinary administration in the hope of finding a new buyer to liquidate the 

remaining assets (Ministerial Decree 02 May 2017). Throughout 2017-2018 some 

carriers came forward, but no concrete offer was formulated and talks never turned 

into anything more. In 2017, employees rejected yet another restructuring plan and 

Etihad decided to cut funding, and PM Paolo Gentiloni ruled out any other potential 

attempt of nationalization of the airline.  
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4.1.2. Regulatory Context and Business Culture 

In Italian insolvency law, claims on corporate assets are stratified according to an 

order of priority (Stanghellini, 2010). First in line will thus be creditors who have 

financed the firm through contracts that imply the restitution of capital with interest 

(debt financing), last in line will be those who have invested capital at a risk (equity 

financing). In the context of bankruptcy, assuming sufficient funds exist to cover 

claims of creditors, what can be claimed by shareholders fluctuates with net firm 

value. It is thus in the interest of shareholders, and not creditors, that management 

carry out their duty with awareness of risks. The power of creditors emerges only 

in situation of particular delicacy and only in opposition to prevent situations of 

damage; a case that is not only rare but also an instance that is not the norm in the 

regulatory context. Only in the extraordinary case that the rights of all creditors are 

at risk can it be considered that shareholders cannot be the sole exerts of control.  

When these instances occur, mechanisms are put in place to protect the rights of 

creditors, that can be of two kinds: 

1) Immediate and temporary, where it is required of managers to 

consider risks and to protect company assets; 

2) Definitive, where assets can no longer be managed in the interest of 

shareholders but become subject to the interest of creditors. 

The first mechanism occurs when the state of insolvency is not yet certain but is 

likely; the second one when insolvency is formally declared.  The aim of these 

special proceedings is thus to reduce management’s power of control on the 

company’s assets. Further, they occur solely when insufficient assets do not allow 

for creditors to claim their rights.  

One particular incoherence exists in Italian insolvency law that is of interest 

(Stanghellini, 2010): 

• In bankruptcy law, liquidation rules favour the highest offer. Continuing 

operations is allowed only if it benefits creditors and the business can be 
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sold in its entirety only if this is more convenient for creditors with respect 

to asset disaggregation.  

• In extraordinary administration, the aim is preservation of operating 

activities. Thus, in case of sale of business, the buyer receives a discount 

and the sale can be at a loss, but with the responsibility of keeping a certain 

number of employees in the business. 

Therefore, in the case of extraordinary administration it is the minister of the 

administration who takes on the liquidation procedure, whereas the creditors are 

only represented in minority as the priority of continuing operations may represent 

less compensation on their behalf. 

It is observed, that the conflict that most often arises in extraordinary administration 

is between creditors and employees. Quite controversially, the former have interest 

to pursue liquidation and gaining the most they are entitled to from sale of the 

company’s assets, while the latter are concerned with keeping their job under 

extraordinary administration. Employees’ rights are to be protected at the creditors’ 

expense. Employees have rights in case of involuntary unemployment stemming 

from such situations. Conditions vary by case, but employees are generally granted 

40% of their salary, which is paid by the State at times of crisis. 

A note on Italian business culture points to a scenario of political interference, 

structured bureaucracy, high taxation, rigid labour market and a complex regulatory 

framework accompanied by an inefficient judicial system (Capuano, 2011). The 

business environment is populated mostly by small and medium enterprises (SMEs) 

and family businesses, thus making relationships in business crucial for the well-

functioning of firms. Management’s power and autonomy is often shadowed by the 

decisions of owners who habitually have a stronger say in strategic decisions. 

4.1.3. Agency Problems 

The Alitalia business case is complicated in its nature and points out to four parties 

who play a significant role and are protagonists of agency conflicts among 

stakeholders: 
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1) Shareholders, mainly the Italian government first through its majority share 

and then through political and institutional influence; 

2) Management, in its role of protecting the interests of shareholder 

government; 

3) Creditors, who seldom saw their rights protected; 

4) Employees, who manifested their dissatisfaction whenever their rights 

entailed them to. 

The peculiarity of the airline industry is that its origins are, more often than not, 

attributed to governments. And, as discussed by Sikorski (1999), the government’s 

involvement has powerful influence on organizational mechanisms. Throughout the 

Alitalia story, which is still ongoing, what consistently emerges is the role of the 

State, an aspect that will be more thoroughly analysed in the next paragraph 

(National Impact). What arises from the analysis of the case is the continuous 

insistence on behalf of the majority shareholder, the Italian government, 

representative of Italian citizens, to keep up a carrier that would be classified as 

living dead (Wright et al., 1994).  

 

Figure 6: Summary of Alitalia - Linee Aeree Italiane restructuring attempts. Personal elaboration based on 
data from MBRES (2015) 

Efforts by the government (see figure 6) pushed managers not to act towards good 

managerial practices (strive for growth, efficiency, profitability) but towards 
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exhausting attempts at rescuing Alitalia for various reasons, but rarely to preserve 

investments. As is quite typical in the Italian business context, shareholders had the 

upper hand. This is clear also by the several changes in management between 1997 

and 2008 (Bergamini et al., 2009). High turnover of management left little time for 

commitment to the cause and misalignment of interests, which were mainly 

imposed by the majority shareholder, left little space for good management. This 

does represent a driver of poor performance (Barros and Peypoch, 2009), and is an 

example of how agency conflicts can lead to restructuring decisions, in this case of 

the structural type in the choice of changing management. Further, management in 

Alitalia was often chosen to pursue the interests of the Italian government, and 

while some degree of autonomy could be maintained in regular circumstances, the 

conditions of extraordinary administration was significantly limited by political 

interests (Fasano et al., 2016), as the failed attempt at an Air France-KLM takeover 

was actually approved by management but nevertheless constrained by political 

forces. The situation became so dangerous, financially speaking, that yet another 

ad-hoc law decree exonerated management and board of directors from any 

responsibility in the crisis (Stanghellini, 2010). Among other things, this led to a 

strong loss of credibility in the carrier, thus making it even more difficult for Alitalia 

to sell its assets (a path that in the end was pursued under a frenzy of special ad-hoc 

law decrees), as loss of reputation entails (Gudmundsson, 1998). This also left 

Alitalia in a dangerous position with other stakeholders, such as suppliers that could 

deny credit to the potentially insolvent carrier, or customers not willing to invest in 

the purchase of a ticket in advance, thus forcing it to suspend operations. Another 

striking element is how the various threats of takeover by KLM and Air France-

KLM systematically triggered restructuring attempts. This can be reconducted, 

among other reasons, to high agency costs (Gibbs, 1993). 

The shareholder-creditor conflict appears even more evident. The government’s 

thrive to pursue interests that were political in nature came at the expense of 

creditors more often than not. Again, this is not surprising in the Italian business 

culture, where political interference is often the norm. The Italian government did 

not pursue strategies aimed at preserving firm value to compensate creditors, and 
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this is true already from early times of struggle in the 1990s (Stanghellini, 2010). 

The examples are many, as the refusal to give up the second hub in Malpensa, a 

choice that would be driven by organizational efficiency, considering the high costs 

of maintaining two hubs; or the failed merger with Air France-KLM, a deal that 

would benefit creditors that was declined in the interest of maintaining the Italian-

ness of the carrier. This last example also led to a deal that was far less beneficial 

for creditors as they were left with claims on the ‘bad Alitalia’ – the ashes of the 

Phoenix plan. This conflict could be extended to a management-creditor conflict if 

one considers the extent to which the State’s managers of trust were pushed to act 

in the interest of political turmoil (an example are the political elections of spring 

2008) and seldom in the interest of creditors and minority shareholders. 

What is of particular relevance is the role of employees in the Alitalia story. In more 

than one instance they manifested their discontent with the terms posed in merger 

talks. The deal proposed by Air France-KLM had as a binding condition the 

agreement of labour unions, as it entailed the potential loss of 7,500 jobs (Morici, 

2013). Unions immediately made negotiations tough, so much that they stretched 

until well-after the deadline set by the French-Dutch carrier and into political 

elections of 2008, that saw the rise of PM Berlusconi, openly against the deal. 

Employees thus rode the wave of open political opposition, and Air France-KLM 

withdrew its offer. And again in 2008, with the Phoenix plan’s conditions that 

foresaw similar sacrifices for employees, unions did what they could to oppose the 

CAI acquisition. Plans to cut jobs barely became concrete, despite the compelling 

necessity for the carrier to lighten its costs in the name of breaking even (Politi, 

2017). Agency conflicts in this sense led to fierce opposition by employees, who 

saw their interests clearly and inevitably against those of creditors and, more 

broadly put, against the interest of facing the crises with restructuring methods by 

the book (Gudmundsson, 1998).   

4.1.4. National Impact 

The influence of the Italian national framework in this case can be traced back to a 

series of events that show how the Alitalia case is truly Italian, from the complicated 



 39 

nature of Italian bankruptcy law and its sometimes contradictory aspects that 

allowed for circumnavigation and skulduggery, to the Italian government’s constant 

involvement in the case that raised it to be subject and victim of politics; from 

shareholders’ actions prevailing on those of management to an inefficient legal 

system that allowed for open manipulation for the benefit of a large enterprise. 

The relevance of this case lies in the undisputable dominance of the Italian 

government in its ownership participation, legislative frenzy and in the manoeuvres 

taken to make the Alitalia matter extremely political. For decades, different 

administrations insisted on rescuing the carrier for national pride and political 

survival (Politi, 2017), weighing on taxpayers’ money for about billions of euros 

(MBRES, 2015).  

Little to nothing was done according to normative rules of bankruptcy law, that 

foresee the compensation of creditors, and extraordinary administration was used 

merely as a means to keep the carrier alive while the State gathered ideas for how 

to come to its rescue once again. It can be argued that preserving the public good 

(Sikorski, 1999) and guaranteeing the service of airline transportation to citizens 

(Stigler, 1971) are good enough reasons to justify what has been done, but it 

becomes farfetched to adopt this perspective considering the political weight of the 

matter. This made it possible for the government, when it was clear that capital had 

to be raised from the outside and it was time to give up the majority share, to 

exercise its influence through regulation (Sikorski, 1999). While it is somewhat 

typical for Italy to deal with crises in its major enterprises through ad-hoc legislation 

(e.g. the Parmalat case), what is striking about the Alitalia case is that the separation 

of ‘good’ and ‘bad’ company allowed for exploitation of a combination legal norms 

according to what was more favourable. As selling the company to a buyer in 

bankruptcy law would entail the purchase of the frim in its entirety (assets and 

liabilities, or ‘good and bad’), the choice was instead to act according to norms of 

commercial law, with a transfer of only its assets (Stanghellini, 2010). This left the 

bad company in the hands of extraordinary administration to deal with creditors, 

while the good company could rise in the hands of a buyer. More specifically, the 
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buyer, as the legal chaos of ad-hoc legislation, together with employee strikes and 

political pressure, made it impossible for anyone other than CAI to come through.  

Considering the Italian business climate, Alitalia appears to be quite the typical case 

as it touches most elements that characterize national business culture. What has 

been discussed above, indeed, shows the burdensome regulatory framework and the 

incompetent judicial system, the rigid labour market, the power of owners over 

management and employees, and, most evidently, strong political interference. 

A number of points can summarize the Alitalia case findings: 

• Restructuring occurs when there is value to be saved in the firm (Cannella 

and Hambrick, 1993; Altman and Hotchkiss, 2010). Alitalia crossed the line 

between potentially insolvent and actually insolvent in 2008, long after 

there was any value to be saved, when a suitable buyer was ready, and some 

compensation could be given to shareholders and creditors, fostering agency 

conflicts. 

• Once insolvent, extraordinary administrative procedures must take place as 

soon as possible to avoid further aggravation of the situation (Stanghellini, 

2010). The Alitalia administrative board stalled until ad-hoc regulation 

made it possible, after the failed Air France-KLM merger, for the 

government to act according to its own plan and driven by political motives. 

• In extraordinary administration, the aim is to continue operations for the 

benefit of the public, of creditors and of shareholders, in a merely technical 

manner. The wacky handling of the procedure in the Alitalia got to the 

extreme point where extraordinary administration became political in 

nature, with the aim of survival for national pride. 

4.2. Air Berlin 

4.2.1. Historical Overview 

Originally founded as Air Berlin USA, Air Berlin was born as part of an Oregon-

based agriculture company in 1978. At that time, due to the cold war, the airline 

was allowed business only in West Berlin and operated few flights for tourist 
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destinations in the Mediterranean. After German reunification, Air Berlin USA was 

restructured into Air Berlin GmbH & Co. Luftverkehrs KG in 1991, and expanded 

operations quickly to become Germany’s second largest carrier after Lufthansa in 

the early 2000s (Whyte and Sumers, 2017). In 2004, Air Berlin took on a 24% stake 

in Austrian leisure airline Niki, the first of a number of moves towards 

consolidation of a large group. 

In 2005 a second restructuring wave led to the structural reorganization of the 

group. Air Berlin was registered in the UK as a public limited company (PLC), a 

strategic move aimed at avoiding German scrutinising under the co-determination 

principle (Jürgens et al., 2000). Between 2006 and 2007, Air Berlin acquired first 

German domestic airline dba and then leisure airline and rival LTU and became the 

fourth largest carrier in Europe (Hofmann, 2007). 2008 would be the second-to-last 

year the company reported a positive annual net profit (Bryan and Sheanan, 2017). 

Several takeover, diversification and expansion manoeuvres took place from 2007 

to 2011. As a part of the group expansion plan, Air Berlin took a 49% share in Swiss 

airline Belair, and had ongoing merger talks with competitor TUIfly, but the cross-

ownership deal was obstructed by German authorities as it violated anti-trust laws 

and represented a potential threat for competition (Bundeskartellamt, 2009). An 

alliance with a smaller cross-participation was preferred instead, and TUI took a 

9.9% share in Air Berlin. The German carrier then proceeded to strengthen alliances 

with TUI Travel and Russian S7 Airlines in the prospect of joining global alliance 

Oneworld, increased its share in Niki to 49.9% and granted it a €40.5 million loan 

(Reuters, 2010) and founded media company Follow Me Entertainment, justifying 

the move with a way to reduce costs of in-flight entertainment (Kirby, 2010). 

Further pursuing a pan-European strategy, Air Berlin tied agreements with British 

Airways and cooperated with Turkish Pegasus Airlines to launch Air Berlin Turkey 

(World Airline News, 2011). The loan to Niki was repaid with the remaining 50.1% 

shares that made Air Berlin the single shareholder.  

Expansion and operations inevitably entailed high costs and Air Berlin kept 

reporting operating losses after 2008. 
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Restructuring Attempts and Insolvency 

In 2011 Gulf carrier Etihad stepped forward at Air Berlin’s new capital issue and 

increased its share in the German carrier to 29.2%, becoming its largest shareholder 

(Whyte and Sumers, 2017). This granted Etihad access to the European network 

and supplied Air Berlin with much needed liquidity. Air Berlin kept struggling for 

profitability and ended up selling its loyalty program to the Gulf carrier while 

Etihad kept investing in the German carrier, in the hope that it would stay solvent 

long enough to allow for a change of strategy or perhaps for a sale. 

Despite these efforts, Air Berlin continued to perform poorly and by 2017 it had 

accumulated losses for €3 billion since 2006, €2 billion of which happened after 

Etihad increased its stake (Rivers, 2017). Attempts at down-sizing were made and 

flights and aircraft orders were cancelled, the iconic hub in Palma de Mallorca was 

closed and some routes were terminated all in all in an attempt to cut down costs. 

 Further, trouble with German authorities came when some codeshare operations 

with Etihad were considered illegitimate and the administrative court ruled against 

Air Berlin and Etihad (Eiselin, 2015). In 2016, majority shareholder Etihad reported 

losses for $1.87 billion and announced that it would stop investing in a number or 

troubled airlines, including Air Berlin (Rivers, 2017).  

In August 2017 Air Berlin filed for insolvency, with Lufthansa and Easyjet taking 

over some of the carrier’s aircraft (Rivers, 2017). On October 27th, 2017 Air Berlin 

operated its final flight. 

4.2.2. Regulatory Context and Business Culture 

Regulat German insolvency proceedings entail the following (Streit and Bürk, 

2018): 

• The inability for the debtor to meet its obligations. 

• Sale of debtor’s assets to compensate all creditors equally. This can happen 

either through purchase of the business by a buyer and thus continuing 
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operations or through dismantling of the business and disaggregation of 

assets. 

• Insolvency must be initiated from either the debtor or the creditor. 

Once a company files for insolvency, an insolvency court appoints and 

administrator and, under certain circumstances, a creditor committee. The 

administrator’s duties include management and disposal of assets, under 

supervision of the creditors’ committee and of the insolvency court, in view of 

distribution of proceeds to owners and creditors. 

In German insolvency law, the hierarchy of compensation claims is as follows: 

owners, secured and unsecured creditors, insolvency creditors, and finally 

shareholders again in case of any remaining surplus (Streit and Bürk, 2018). 

Mechanisms to protect creditors’ rights include retention of titles for secured debts 

and collective action in a civil court. State support is allowed when the restructuring 

plan has already been laid out and when the causes of the crisis are known. The 

State can also compensate employees for reduced working hours and may grant 

insolvency pay to employees for a limited time. The latter case often happens upon 

pre-financing by banks who purchase salary claims, as banks have an important 

role in German restructuring proceedings (Jürgens, et al., 2000).  

What is peculiar about the German system is its corporate governance mechanism 

(Jürgens, et al., 2000). First of all, banks play a crucial role in German boards, to 

the point that bank representatives often figure in supervisory boards, apart from 

often being the main financers of the company. This allows for some kind of outside 

monitoring but can lead to banks not to necessarily pursue value maximisation 

strategies given this double role (Wenger and Kaserer 1998). A second important 

element of German governance is the co-determination law, that requires a dual-

board structure, one with management duties and one with supervision duties. 

Further, employee representation on the board is required, though in different 

measures and right distribution under different circumstances and is a crucial 

element of German board systems. Worth mentioning is thus the importance in 

German legislation of providing mechanisms to protect shareholders and 
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employees. A known example is the Control and Transparency Law (KonTraG), a 

series of procedures aimed at countervailing demands by fostering greater 

transparency, shareholder democracy, and accountability in corporate governance 

without altering the core legal duties of directors or the structure of the supervisory 

board under codetermination (Cioffi, 2002, p. 360). 

The German business environment is characterized by a multi-faced variety of 

businesses, from family-unit type to strong corporations that are usually publicly 

held (PwC, 2017). Industries are quite dynamic, though often pressured by a 

number controls and legal measures meant mainly at preserving competition and 

protecting employees. Strong labour unions with well-established bargaining 

procedures ensure good protection of employees’ rights. A strong government and 

its administrative bodies work to set rules for businesses and constantly monitor 

their compliance. 

4.2.3. Agency Problems  

Agency conflicts in the Air Berlin story emerge among different stakeholders, but 

the most predominant actors appear to be: 

• The State, in its role of regulating authority; 

• Management, with their duty to act in their interest of shareholders but with 

their lack of strategy; 

• Shareholders, who pursued profitability and witnessed a high turnover of 

poor management. 

Set in the specific context of German regulatory settings, management of Air 

Berlin, as a private company that did not experience significant State ownership, 

was often object of the German government inspection (Böcking and Gnirke, 

2016). As German business culture foresees, the Sate, in this context, exercised its 

regulatory role (Sikorski, 1999) in guaranteeing fair competition in the market when 

it obstructed the deal with TUIfly and in making sure procedures were respected in 

the codeshare agreement with Etihad. It is argued, though, that dependence on 

political and regulatory interests does play an important role in restructuring 
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mechanisms, considering that Etihad came into play as a rich saviour in a time of 

financial distress.  

High management turnover signals tension with shareholders (Cannella and 

Hambrick, 1993), an issue that Air Berlin embodies with four CEOs changed in 10 

years. This is attributable to accumulated financial struggles that only worsened 

throughout the years, and it is plausible that CEO resignation was attributable to no 

longer being able to implement an effective turnaround (Bowman and Singh, 1993). 

Indeed, high management turnover is a sign of weak corporate governance. (Gibbs, 

1993). Another episode worth recollecting from the case is the wave of threat, 

takeovers and expansion of the early 2000s. Shareholder-management conflicts 

emerge strongly as attempts at strategies to grow and diversify were taken on by 

management in an unclear, inconsistent manner to the point of over-growth and 

over diversification, as is the case of management’s risk taking behaviour in the 

presence of free cash flow combined with agency problems (Gibbs, 1993). 

In the late years of struggle, the fate of employees played an increasingly 

determinant role for what concerned the State-management conflict. The conflict 

can indeed be extended to an employee-management one with the State on the side 

of the former. Reconsidering the dispute over the Etihad codeshare agreement, main 

concern of the administrative court was a redundancy that could cause job losses 

for some 8000 employees (Eiselin, 2015). This would have reduced some costs, as 

part of the scaling down of operations plan (Gudmundsson, 1998), thus hinting to 

conflicting interests between employees and management objectives.  

4.2.4. National Impact 
The Air Berlin case was handled in a way that reflects the well-functioning of the 

German regulatory context. As the government never participated in ownership, 

unlike most cases in the airline industry (Sikorski, 1999), the State exercised purely 

the role of regulator. Co-determination made it hard for Air Berlin to escape its 

obligations to employees and scrutinization from shareholders, despite the effort of 

setting a UK PLC. Given the flawless execution of restructuring by the book – that, 

however, did not save the carrier from insolvency – Air Berlin was put to rest for 
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the sake of those who invested in it, as it became evident that the cause was lost 

when not even Etihad’s ownership share increase improved the situation. Even 

though granting a bridge loan to ensure short-term operations, – which is still 

coherent with national regulation – German authorities acted for the sake of 

maintaining competition healthy in the industry in different occasions. This only 

points to a well-functioning system, even though it may be argued that these moves 

may have somewhat limited Air Berlin’s potential at getting out of its financial 

slump (Böcking and Gnirke, 2016).  

Irish low-cost carrier Ryanair’s accusations of the German government’s 

involvement in facilitating Lufthansa’s purchase of Air Berlin’s assets (debt-free) 

were dismissed on the grounds that anti-trust rules would be violated if Air Berlin 

were to be acquired in toto (Marro, 2017). Letting different carriers acquire 

different assets would guarantee competition. These claims are of course debatable 

if one considers that German insolvency rules do allow for an insolvent firm to be 

acquired in its entirety and continue operations if this can benefit creditors. It can 

be argued that the State was reluctant to let Ryanair step in to increase its market 

share in Germany, where it still detains only 5% (Marro, 2017), but new ownership 

and government intervention would be in breach of EU anti-trust regulation. 

Ryanair also expressed their concern that the German government was favouring 

letting Lufthansa take over, and other airlines have also complained about the 

overcapacity of the German market (Whyte and Sumers, 2017). 

Job losses were limited as acquirers of insolvent Air Berlin also hired some of the 

staff. It is not clear how much of a role employee representation plays in 

restructuring proceedings in Germany, apart from representation in the creditors’ 

committee (Streit and Bürk, 2018). Employees were protected when codeshare 

agreements with Etihad entailed potential job losses, but apart from that it is 

difficult to tell how many of those were granted job continuity after insolvency.  

Putting the Air Berlin case into context with the German business environment, 

several distinctive elements can be reconducted to national business culture. 
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Examples that have been discussed are the role of the State and its administrative 

and controlling bodies to ensure a ‘fair game’ and protection of employees’ rights. 

Summing up the Air Berlin case, some interesting patterns emerge: 

• Over-diversification and over-growth are known symptoms of existing 

agency problems (Gibbs, 1993). Management’s push towards expansion 

and diversification in the 2000s showed failure to adopt and pursue a 

consistent strategic plan of action; 

• The reasonable plan of action at early stages of distress would be to 

restructure, if possible, or liquidate otherwise (Altman and Hotchkiss, 

2010). Several attempts at restructuring had already failed, it is questionable 

whether the new Etihad majority ownership, pursued for desperate need of 

capital, was not the ideal choice. 

• The role of the State as guarantor of competition (Sikorski, 1999) is 

debatable in prospect. Consolidation in the airline industry is a known and 

ongoing trend, and obstructing the Air Berlin’s cross-ownership deal with 

TUIfly because in breach of anti-trust regulations raises concerns to the 

coherence of letting Lufthansa take over most of dead-Air Berlin’s fleet.  

4.3. Discussion of Findings 

There appears to be a pattern in the parallel fates of Alitalia and Air Berlin. Apart 

from the clear elements that make these cases comparable, as major carriers that 

struggled financially until insolvency, some common elements emerge despite 

national differences. Nevertheless, some other elements emerge as strikingly 

different because of national context. 

As argued by Sikorski (1999), national airlines have pressure to assemble excellent 

management teams also because of public expectations. This could partly explain 

the high management turnover in Alitalia. Air Berlin, however, was not Germany’s 

national carrier. High management turnover in this case can be attributed to general 

distress and change, as well as weak corporate governance (Gibbs, 1993). This 

could include shareholders’ dissatisfaction with managements’ strategy. Indeed, 
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managers failed to pursue a clear and consistent strategy for Air Berlin. The rapid 

and overwhelming expansion suggested an encompassing, pan-European strategy 

that was labelled as low-cost, but Air Berlin kept serving meals during flights, did 

not charge for seat choice and generally had a cost structure that was too 

burdensome to compete with other low-cost carriers (Böcking and Gnirke, 2016). 

On the other hand, Alitalia’s strategic goals were more or less consistent over time. 

The full-service national carrier pursued a strategy of quasi-monopoly, with the aim 

of having full coverage on a number of domestic flights. However, this has led to 

an unsustainable business model due to the low returns on short-distance routes that 

never really covered costs. Both carriers’ cost structure ended up being too 

structured and excessive, a factor that is compatible with ageing airlines 

(Gudmundsson, 1998) and eventually made them, among other things, victims of 

low cost-carriers (Marro, 2017).  

While both cases share high management turnover – with different twists – it 

emerges that shareholder relationships are not consistent across cases. While Air 

Berlin was privately owned, in Alitalia the State was a majority shareholder for 

most of its life. With two failed attempts at privatization, the dominance of the 

Italian government as a shareholder was undeniable, to the point that it became 

impossible, even after the Phoenix plan came into place and the ‘new’ Alitalia was 

privatized, to avoid the luring presence of the State. The different board 

compositions led to different conflicts of interest and, thus, agency problems. For 

Air Berlin, the board became involved through restructuring decisions that were 

aimed at portfolio restructuring at first and financial subsequently when 

management did not succeed in delivering strategically (Johnson et al., 1993). Both 

portfolio and financial restructuring led to over-diversifying and over-growing the 

firm (Bethel and Liebeskind, 1993), fostering agency problems. For Alitalia, the 

board was so present that it systematically took part in all financial restructuring 

decisions. This contributed to distress for continuous change (Amburgey et al., 

1993), threat of takeover and weak governance (Gibbs, 1993). 
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A further note on how strikingly distant business cultures the two nations 

experience confirms these differences. 

What is consistent across the two cases in shareholder and board composition is the 

role of Gulf carrier Etihad. In both cases it appeared as a late-stage buyer and 

willing to invest in a majority share in a last-resort attempt to save the airlines. 

Etihad’s involvement was part of a bigger plan of expansion in Europe, but after 

significant investments in Alitalia, Air Berlin and other struggling European 

carriers it was the Gulf carrier itself who decided to cut back on unprofitable 

investments to avoid continuous losses. 

Conflicts with employees in played a strong role in the Alitalia case, leading to 

strong protests and obstruction to down-sizing, job-cutting plans. In the Air Berlin 

case, no such episodes were found. This is perhaps attributable to differences in 

national frameworks, as German labour unions have high bargaining power and it 

is in the government’s interest and duties to protect their rights.  

Variances in national frameworks can explain some further differences in the cases. 

The differences in employee protection benefits in company crisis belong to 

different frameworks, and this can explain the importance of union dissent in the 

Alitalia case. In the Italian regulatory framework, it can be seen how employees are 

not only less represented, with a role of consultation through representation only 

under certain circumstances, but have incentives to exercise their power through 

unions given their unfavourable unemployment conditions, at least as compared to 

the German system. While the German government guarantees some time of full 

pay along with compensation for reduced working hours, often provided by banks 

who purchase salary claims, Italian employees will receive 40% of their salary, of 

which the State is responsible. It can be argued that Italian unemployment benefits 

appear less attractive than the ones in Germany, thus explaining the greater negative 

sentiment of Alitalia employees. Further, the German government allegedly acted 

for the benefit of employees against shareholder Etihad on the codeshare agreement 

matter, pointing perhaps to the functioning of a regulatory system in which the 
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government does not have ownership interests and thus mitigating agency problems 

(Gibbs, 1993).  

More distinctions stem from differences in regulatory systems. The German system 

allows for a creditors’ committee to participate in insolvency decision making to 

guarantee protection of creditors’ rights, while in Italy no such committee exists in 

extraordinary administration, as it is expected of extraordinary administrators to act 

for the interest of creditors in primis. What could be seen in the Alitalia instead was 

a dominant government-shareholder who, in some occasions, instructed the 

administrator on how to act, while Air Berlin was strictly handled according to 

procedure: disaggregation of assets was chosen for the benefit of creditor 

compensation through purchase of outside buyers. Further, the Italian government 

played an important role in the Alitalia case because of how the case became a 

political matter in administrative elections, a priority in leaders’ political agenda to 

keep Alitalia Italian, a means for different governments to act for propaganda, 

pressuring on every front they could (from banks to rich entrepreneurs) to find yet 

another scheme not to face the reality that Alitalia was a lost cause from the late 

1990s already. Air Berlin’s insolvency proceedings also came after a series of 

attempts at re-launching and cost-cutting, but it is undeniable that the State’s role 

was not merely as dominant as in Alitalia. The Air Berlin financial failure was 

handled in a much more linear way and the government intervened with a bridge-

loan only to ensure operations for the holiday season, all for the protection of 

consumers who had purchased their tickets. The Alitalia process was marked by 

continuous state aid, capital injections, bridge-loans and a series of ad-hoc norms 

in the attempt of making these operations legitimate. 

One point, pertaining to national pride, is worthy of discussion. When Air Berlin 

filed for insolvency, it had compatriot airline Lufthansa, among others, who was 

ready to take over with a strong network, a good financial position and the State’s 

approval. Alitalia could never rely on another Italian carrier to preserve its ‘Italian-

ness’, a matter that could be considered as an explanation to why takeovers of 

Alitalia systematically failed. Similarly, it is important to recollect claims by 
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competitors that a takeover by German Lufthansa was preferred to a takeover by a 

foreign carrier by German government, although this was always denied by the 

latter. 

From the analysis conducted, what emerges is that: 

• Agency conflicts played a role in the restructuring process more for Alitalia 

than for Air Berlin; 

• Alitalia’s institutional setting allowed for a series of modifications and 

workarounds to implement ad-hoc legislation, while Air Berlin followed 

German insolvency procedures by the book; 

• The role of the State in the Alitalia case was more dominant than in Air 

Berlin. 
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5. Conclusion 

An overall assessment of the similarities and differences among the two cases 

allows for some conclusions to be drawn.  

Results suggest that: 

1) Agency problem can influence restructuring decisions and processes in their 

objectives and outcome. Examples that have led to this conclusion 

throughout this research are diverging interests among shareholders, 

management, creditors and employees. 

2) National frameworks can influence restructuring processes in the way and 

time they are handled. Examples that drew to this conclusion from this 

research lie in the influence of the State, board composition and national 

competitive environment. 

5.1. Limitations and Future Research  

The main limitation of this research is its sample size, as only two cases were taken 

into consideration and, thus, only two countries were of reference. As the problem 

cases had peculiar characteristics that made them worth studying, the specificity of 

the topic of discussion did not allow for a great sample of analysis. It could be 

interesting, in future research, to observe more cases in different countries in 

Europe and, perhaps, the US for a cross-continental comparison.  

Further, due to restrictions in terms of pertinence of the topics discussed, national 

frameworks were not studied in meticulous detail in terms of legal specificities. 

This was done to avoid the risk of giving a law, rather than international business, 

perspective. Also, while the research in Italian was within the researcher’s scope of 

language, research concerning German insolvency law was made tough due to lack 

of language skills. Another suggestion for future research could be to broaden the 

scope to other industries and look for differences between the private and public 

sectors. 
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5.2. Managerial implications  

For managers, this thesis offers a contribution in the way relationships with boards 

and employees are perceived. This research has shown that management’s actions 

have power to influence restructuring decision and they should be aware that the 

decisions they make have repercussions not only on shareholders, but also on 

employees, creditors and suppliers.  

Managers should also be aware of the influence of national frameworks. The role 

of the State with respect to the firm and its industry can be powerful and sometimes 

dominant. Further, this research has shown that regulatory frameworks can 

influence the role of managers in restructuring proceedings in terms of 

responsibility.  
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