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Executive	summary	
	
The	 purpose	 of	 this	 thesis	 is	 to	 evaluate	 what	 factors	 caused	 failures	 of	 Europe’s	

national	carriers,	based	on	the	comparison	of	LOT	Polish	Airlines,	the	national	carrier	of	

Poland	 and	 Alitalia,	 which	 is	 the	 national	 carrier	 of	 Italy.	 Both	 airlines	 belong	 to	 the	

group	of	so-called	legacy	carriers	–	airlines	that	were	the	countries’	only	carriers	before	

the	 liberalization	of	 the	airline	market.	However,	neither	of	 them	was	 fully	privatized	

(Alitalia	 and	LOT	are	51%	and	100%	government-owned,	 respectively)	nor	became	a	

part	of	any	big	European	airline	holdings	such	as	Lufthansa	Group	or	Air	France-KLM.		

	

Paolo	Beria,	Hans-Martin	Niemeier	 and	Karsten	Frölich	 in	 their	 article	 “Alitalia	 –	The	

failure	 of	 a	 national	 carrier”,	 published	 in	 2011	 in	 the	 Journal	 of	 Air	 Transport	

Management,	 argued	 that	 the	 chief	 reason	 for	 Alitalia’s	 lack	 of	 success	 was	 the	

interference	of	politicians.	That	brought	mismanagement,	 influence	by	vested	 interest	

groups	 (including	 labor	 unions)	 and	 chaos	 in	 the	 airline’s	 choice	 of	 its	 fleet	 and	 hub	

strategies	(Beria, Hans-Martin, & Froelich, 2011).	This	paper	will	focus	on	answering	the	

question	whether	or	not	the	reasons	behind	the	failure	of	Alitalia	are	just	as	important	

in	the	case	of	another	European	state-owned	airline	-	the	Polish	national	carrier	LOT.	

	

The	analysis	will	be	carried	out	in	six	parts.	In	the	first,	introductory	part	issues	such	as	

motivation	 and	 problem	 discussion	 will	 be	 presented.	 In	 the	 second	 part	 the	

methodology	 used	 in	 this	 paper	will	 be	 talked	 over.	 In	 the	 third	 part	 the	 author	will	

discuss	in	short	the	dynamic	SWOT	analysis	concept,	and,	in	more	detail,	the	theory	of	

Beria,	 Niemeier	 and	 Frölich	 on	 the	 failure	 of	 Alitalia,	which	 is	 the	 centerpiece	 of	 this	

paper.	This	chapter	will	also	briefly	present	some	other	theories	that	will	be	discussed	

in	 the	 next	 part.	 In	 the	 fourth	 part	 a	 thorough	 analysis	 of	 LOT	 will	 be	 performed,	

including	 the	 historical	 and	 financial	 analyses.	 This	 chapter	 will	 also	 include	 a	 more	

detailed	 presentation	 of	 the	 airline	 industry	 as	 a	 whole.	 The	 fifth	 chapter,	 finally,	

contains	a	dynamic	SWOT	analysis	 that	will	be	 implemented	and	 that	will	be	 later	on	

used	 to	 compare	 the	 cases	 of	 LOT	 and	Alitalia.	 It	will	 also	 evaluate	 other	 papers	 and	

theories	 that	are	shortly	presented	 in	 the	 fourth	part.	Lastly,	 in	 the	concluding	part,	a	

summary	will	be	given	that	will	then	answer	the	research	question.	
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Part	1:	Introductory	section	

1.1 List	of	terms	and	abbreviations	

	

ASK	 	 	 -	Available	Set	Kilometer	

	

Big	3	 	 	 -	Lufthansa	Group,	Air	France-KLM,	International	Airlines	Group	

	

CASK	 	 	 -	Cost	per	Available	Seat	Kilometer	

	

CEE		 -	Central	Eastern	Europe.	In	this	paper	the	term	CEE	consists	of	the	

following	countries:	Bulgaria,	the	Czech	Republic,	Croatia,	Estonia,	

Hungary,	Latvia,	Lithuania,	Poland,	Romania,	Slovenia	and	Slovakia	

	

LCC	 -	Low	Cost	Airlines.	LCCs	in	Poland	are	in	this	paper	defined	as:	Air	

Berlin,	easyJet,	Norwegian,	RyanairWizzair	

	

Legacy	airlines	 -	Aegan,	Alitalia,	Finnair,	LOT,	TAP	Portugal,	SAS	

	

PAX	 -	passengers	

	

RPK	 	 	 -	Revenue	Passenger	Kilometer	
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1.2 Motivation	

	

The	author’s	deep,	long-standing	personal	interest	in	the	airline	industry	dates	back	to	

his	 time	 in	high-school.	Thus,	 the	author	of	 this	paper	has	never	had	doubts	upon	the	

choice	of	the	topic	for	his	graduate	thesis.		

	

The	selection	of	the	company	–	LOT	Polish	Airlines	-	may	not	seem	like	an	obvious	one.	

Although	there	are	many	theses	at	Copenhagen	Business	School	about	airlines,	most	of	

them	cover	only	two	Nordic	airlines	–	SAS	or	Norwegian	Air	Shuttle	–	or,	occasionally,	a	

LCC	such	as	Ryanair.	These	companies	are	undoubtedly	interesting,	yet	there	has	been	

little	written	about	legacy	carriers	(other	than	SAS),	let	alone	a	company	that	originates	

from	the	Central-Eastern	Europe.		

	

What	is	more,	not	only	has	there	been	no	paper	written	at	CBS	about	any	airline	from	

the	Central	and	Eastern	Europe	but	hardly	anything	can	be	found	on	the	subject	in	the	

CBS’s	vast	database.	The	library’s	records	do	contain	a	handful	of	papers	that	tackle	the	

issue	 of	 some	 legacy	 carriers,	 but	 typically	 they	 are	 limited	 to	 few	 large	 European	

(Lufthansa,	Air	France-KLM,	etc.)	or	American	(Delta,	United)	carriers.		

	

Lastly,	 the	 topic	 itself	was	 chosen	 carefully,	 bearing	 in	mind	 the	 specifications	 of	 the	

International	Business	program	at	CBS	–	a	program	whose	main	teaching	objectives	are	

internationalization	 and	 business	 strategy	 (Copenhagen Business School, 2016).	 The	

internationalization	 criterion	 is	met	 almost	 by	definition	 –	 airlines	 in	Europe	 operate	

mainly	 on	 the	 international	 scale,	 and	 the	 paper	 does	 compare	 two	 companies	 that	

originate	from	two	very	different	countries	–	Poland	and	Italy.	The	paper	also	contains	a	

business	 strategy	 tool	 in	 the	 form	 of	 the	 dynamic	 SWOT	 analysis.	 On	 top	 of	 that,	 a	

selection	 of	 academic	 papers	 related	 to	 business	 strategy	will	 be	 used	 to	 answer	 the	

paper’s	Research	Question.		
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1.3	Introduction	to	the	European	airline	industry		

	

On	 February	 3rd,	 2012	 MALEV,	 a	 Hungarian	 national	 air	 carrier,	 ceased	 all	 its	 flight	

activities	 (The Guardian, 2012).	MALEV	did	not	go	bankrupt	 literally	–	 it	was	 forced	 to	

stop	 flying	 by	 the	 European	 Commission,	 which	 did	 not	 eventually	 fall	 in	 with	 the	

financial	aid		that	the	airline	got	from	the	Hungarian	government	(European Commission, 

2012).	When	it	turned	out	that	the	airline	could	not	meet	its	financial	demands	and	thus	

meet	 its	 creditors’	expectations,	 it	was	 forced	 to	stop	all	 its	operations	 (The Guardian, 

2012).		

	

This	moment,	 though	predicted,	was	 still	 a	 shock	 for	many,	 not	 only	 in	Hungary.	 Yet,	

MALEV	 was	 not	 by	 any	 means	 the	 only	 airline	 that	 had,	 or	 right	 now	 has	 financial	

problems.	Carriers	all	over	the	world	struggle	to	make	any	profit	–	the	margins	 in	the	

industry	are	known	to	be	in	many	cases	almost	non-existent.	In	fact,	Michael	Porter	in	

his	 famous	paper	“The	Five	Competitive	Forces	That	Shape	Strategy”	ranks	airlines	at	

the	bottom	of	the	list	of	31	most	profitable	industries.	According	to	Porter’s	study,	the	

profitability	of	the	airline	industry	between	1992	and	2006	was,	on	average,	more	than	

six	times	smaller	than	the	profitability	of	soft	drinks	or	software	producers		(Porter M. 

E., 2008).	From	2006	to	2014	the	situation	did	not	improve,	as	the	table	below	shows:	

	

Table	1:	Changes	in	revenues,	passengers	carried	(PAX)	and	average	net	profit	margins	

in	global	commercial	airlines	

	

	 2006	 2007	 2008	 2009	 2010	 2011	 2012	 2013	 2014	

Revenues	 in	 USD	

(2006=100)	
100	 110	 123	 103	 122	 138	 152	 155	 162	

Passengers	 carried	

(2006=100)	
100	 107	 110	 110	 120	 127	 133	 140	 147	

Net	 profit	 margins,	

average,	%	
1.1	 2.9	 -4.6	 -1.0	 3.1	 1.3	 1.3	 3.4	 4.1	

Source:	Own	calculations	based	on	(IATA, 2016)	
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Although	 the	 number	 of	 passengers	 and	 dollar-denominated	 revenues	 in	 2014	were,	

respectively,	 47%	 and	 62%	 bigger	 than	 in	 2006,	 the	 average	 net	 profits	 margins	

remained	 tiny.	 What	 is	 more,	 these	 small	 profit	 margins	 are	 not	 evenly	 distributed	

between	 the	 regions.	 In	2012,	 the	 year	 in	which	MALEV	went	bankrupt,	 the	 total	 net	

loss	 of	 Europe’s	 airline	 industry	 amounted	 to	 1.2bn	 EUR	 (Forbes, 2012).	 Air	 travel	 is	

indeed	an	industry	of	paradoxes,	where	on	a	single	business	website	one	can	read	about	

record-high	turnout	at	virtually	every	airport	in	the	world,	and	just	next	to	it	an	article	

about	yet	another	record-low	year	for	the	successive	airlines.	

	

The	 European	 airline	market	 consists	 of	 four	main	 parts.	 The	 first	 group	 is	made	 of	

three	 large	 international	 airline	 holdings:	 Lufthansa	 Group	 which	 also	 owns	 Swiss	

International	 Airlines	 and	 Austrian	 Airlines,	 as	 well	 as	 a	 45%	 share	 in	 the	 parent	

company	 of	 Brussels	 Airlines),	 Air	 France-KLM	 (with	 their	 subsidiaries)	 and	

International	Airlines	Group	(which	is	made	of	British	Airways	and	Iberia,	as	well	as	the	

Irish	 national	 carrier	 Aer	 Lingus,	 and	 their	 subsidiaries).	 All	 these	 three	 holdings	 are	

fully	privately-owned	and	are	 listed	on	 stock	exchanges	 (Lufthansa, 2016) (Air France-

KLM, 2016)	(IAG, 2016).	The	second	group	contains	former	European	national	carriers	

that	did	not	join	any	of	the	aforementioned	holdings.	Airlines	that	belong	to	this	group	

include	 SAS,	 Finnair,	 TAP	 Portugal,	 Alitalia,	 LOT,	 CSA,	 as	well	 as	 a	 few	 small	 airlines	

from	Eastern	Europe.	As	of	2016,	every	airline	in	this	group	is	government-owned	(i.e.	

government-owned	 entities	 control	 more	 than	 50%	 of	 shares	 in	 these	 companies).	

Interestingly,	 TAP	 Portugal	 had	 been	 privatized	 in	 2015	 only	 to	 be	 renationalized	 in	

February	2016	 (Bloomberg, 2016).	The	 third	–	and	 fastest	growing	–	group	 is	made	of	

low-cost	and	semi-low-cost	 carriers,	 such	as	Ryanair,	 easyJet,	WizzAir	and	Norwegian	

Air	Shuttle,	that	were	established	after	the	European	airline	market	had	been	liberalized	

in	the	1980s	and	1990s	(European Low Fares Airline Association, 2004).	The	last	part	of	

the	European	airline	market	belongs	to	carriers	from	the	eastern	part	of	the	continent.	

Although	they	have	existed	as	national	carriers	for	a	long	time,	only	recently	have	they	

started	to	gain	 the	market	share	very	rapidly.	This	refers	mainly	 to	Aeroflot	of	Russia	

and	 Turkish	 Airlines	 of	 Turkey.	 The	 graph	 below	 presents	 the	 number	 of	 carrier	

passengers	by	major	European	airlines	in	2014,	as	well	as	their	revenues.		
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Graph	1:	Revenues	and	PAX	of	largest	airlines	in	Europe,	2014	

	
Sources:	Revenues:	companies’	annual	reports	for	2014,	Wizzair:	(Center For Aviation, 2015),	LOT:	(EMIS 

Professional , 2016),	 Alitalia: (italy24, 2015).	 PAX:	 Companies’	 annual	 reports	 for	 2014	 and	 national	

aviation	regulators.	

	

One	 can	 see	 that	 the	 three	 largest	 airline	holdings	dominate	 the	market,	 especially	 in	

terms	of	revenues.	Ryanair,	though	with	mediocre	revenues,	carries	as	many	passengers	

as	the	big	players.	The	small,	state-owned	legacy	carries	lag	behind	both	the	“Big	3”,	as	

well	 as	 some	 low-cost	 carriers.	 Interestingly,	 all	 of	 Europe’s	 major	 “legacy	 carriers”	

combined1,	carry	less	passengers	than	the	Lufthansa	Group	alone.	The	gap	even	widens	

when	 it	 comes	 to	 revenues	 –	 all	 of	 Europe’s	 major	 non-aligned	 carriers	 combined	

generate	 less	 revenues	 than	 any	 of	 the	 “Big	 3”	 airline	 holdings	 (and	 twice	 less	 than	

Lufthansa	alone).	In	2015	this	gap	probably	widened	(there	were	no	full,	credible	data	

for	each	airline	available	for	2015	at	the	time	of	the	writing)	as	Aer	Lingus	was	acquired	

by	IAG	(BBC, 2015).		

	

The	second	graph	below	shows	 the	growth	 in	passengers	carried	(PAX)	 from	2006	to	

2014,	with	2006	standing	for	100%.	Airlines	in	the	legend	are	listed	from	those	with	the	

strongest	growth	on	the	top	to	those	with	the	weakest	growth	at	the	bottom.		

	

	

																																																								
1	SAS,	Alitalia,	TAP,	Finnair,	Aer	Lingus,	Brussels	Airlines,	Aegan	and	LOT.		
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Graph	2:	Growth	in	PAX	in	the	largest	European	airlines,	2006-2014	

	
Source:	 Own	 calculations	 based	 on	 companies’	 annual	 reports	 and	 national	 aviation	

regulators.	

	

Clearly,	the	legacy	carriers	grow	much	more	slowly	than	any	other	market	group.	4	out	

of	 5	 carriers	 with	 the	 slowest	 growth	 are	 those	 small,	 non-aligned	 former	 national	

carriers.	 Alitalia	 is	 the	 only	 airline	 that	 actually	 contracted	 in	 terms	 of	 carried	

passengers	in	the	examined	period	of	8	years.	On	the	other	hand,	big	emerging	carriers	

(Aeroflot	and	Turkish)	and	low-cost	carriers	grow	at	the	fastest	rate.		

	

1.4	Background	and	problem	discussion	

	

This	 paper	 will	 focus	 on	 LOT	 Polish	 Airlines	 and	 its	 inability	 to	 adapt	 to	 the	 ever-

changing	and	ever-more-competitive	airline	business.	The	airline	will	be	compared	with	

Alitalia	 –	 Italy’s	 national	 carrier	 and	 the	 reasons	 for	 its	 failure,	 based	 on	 the	 analysis	

conducted	by	three	scholars	-	Paolo	Beria,	Hans-Martin	Niemeier	and	Karsten	Frölich	in	

their	article	“Alitalia	–	The	failure	of	a	national	carrier”	published	in	2011	in	the	Journal	

of	Air	Transport	Management	(Beria, Hans-Martin, & Froelich, 2011).	

	

There	 are	 four	 reasons	 behind	 choosing	 LOT	 as	 an	 airline	 to	 compare	 with	 Alitalia.	

Firstly,	 LOT	 comes	 from	 the	 author’s	 country	 of	 origin,	 which	 easies	 the	 process	 of	
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gathering	and	editing	data.	Secondly,	LOT’s	recent	difficulties	–	for	example	its	dispute	

with	 the	 European	 Commission	 over	 the	 state	 aid	 it	 received	 from	 the	 Polish	

government	or	attempts	to	privatize	the	company	–	are	very	similar	to	the	troubles	that	

Alitalia	experienced	already	years	earlier,	and	that	are	described	in	the	paper	“Alitalia	–	

The	 failure	 of	 a	 national	 carrier”	 (Beria, Hans-Martin, & Froelich, 2011).	 Thirdly,	 both	

airlines	 are	 independent	 (i.e.	 they	 are	 not	 a	 part	 of	 any	 big	 airline	 conglomerate),	

government-owned	and	also	relatively	small	–	the	gap	even	between	Alitalia,	a	larger	of	

the	two	airlines,	and	Lufthansa	Group,	is	vast	(see	graph	1).		

	

Lastly,	both	airlines	can	quite	unarguably	be	described	as	“failures”.	Of	course	there	are	

many	 definitions	 of	 “success”	 –	 for	 example,	 an	 airline	with	 a	 bad	 safety	 record	may	

consider	one	year	without	any	major	accident	“successful”.	However,	a	common	way	to	

assess	 the	 success	 of	 companies	 is	 to	measure	 their	 profitability	 –	 for	 example	 their	

EBITDA	 or	 net	 profit.	 As	 the	 graph	 below	 shows,	 neither	 LOT	 nor	 Alitalia	were	 even	

close	to	being	called	“successful”	in	terms	of	profitability	in	the	recent	history.	Between	

2001	 and	2007	Alitalia	 did	 not	 have	 a	 single	 year	with	 a	 positive	EBT	margin	 (Beria, 

Hans-Martin, & Froelich, 2011).	The	table	below	shows	that	LOT	in	its	recent	history	also	

has	not	been	able	pride	itself	on	particularly	good	record	on	profitability.		

	

Graph	3:	LOT	net	profit		(not	normalized)2		

	 2010	 2011	 2012	 2013	 2014	

Net	profit	margin,	%	 -5%	 -4.2%	 -4.6%	 0.1%	 -8.1%	
Source:	(EMIS Professional , 2016)	

	

Nevertheless,	 despite	 the	 above-mentioned	 similarities	 between	 LOT	 and	 Alitalia,	 no	

two	airlines	and	no	two	business	cases	are	exactly	the	same.	LOT’s	hub	in	Warsaw	has	a	

different	 geographical	 location	 than	 Alitalia’s	 hub	 in	 Rome.	 They	 also	 have	 different	

historical	 backgrounds.	 LOT	 originates	 from	 a	 high-growth	 Polish	 economy,	 which	

potentially	 gives	more	opportunities	 for	 growing	 its	 business,	whereas	Alitalia	 comes	

from	 Italy,	 which	 was	 one	 of	 the	 slowest-growing	 economies	 in	 Europe	 in	 the	 past	

decade	(World Bank, 2016).		More	importantly,	Alitalia	is	a	significantly	larger	company	

																																																								
2	Not	normalized	does	not	take	into	consideration	changes	in	currency	exchange,	i.e.	in	
the	case	of	purchasing	fuel	
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than	LOT	–	in	2014	it	carried	four	times	as	many	passengers	and	had	four	times	higher	

revenues	than	LOT.		

	

Despite	 the	 above-mentioned	 rationales,	 there	 are	 a	 few	 other	 troubled,	 state-owned	

airlines	 that	 in	 theory	 could	 be	 used	 to	 examine	 this	 paper’s	 RQ	 and	 could	 serve	 as	

valuable	 objects	 of	 research.	 	 Firstly,	 the	 airline	 that	 could	 be	 compared	 to	Alitalia	 is	

undoubtedly	SAS,	which	has	also	experienced	numerous	woes	in	its	recent	history	–	the	

airline	 has	 been	 notoriously	 plagued	 with	 strikes	 and	 lack	 of	 profits	 (Reuters, 2016)	

(SAS, 2016).	The	main	reason	for	not	choosing	the	Nordics’	flag	carrier	is	the	abundance	

of	papers	on	SAS	in	the	CBS’	archives.		

	

Swissair	could	also	serve	as	an	example	of	a	major	failure	that	led	to	its	bankruptcy	and	

liquidation	 (Telegraph, 2001).	 But	 the	 collapse	 of	 the	 Swiss	 national	 carrier	 happened	

already	 15	 years	 ago,	 as	 the	 aftermath	 of	 the	 crisis	 in	 the	 airline	 industry	 caused	 by	

9/11	attacks.	This	 seemed	 to	be	a	bit	 too	 remote	 to	 compare	with	LOT,	whose	major	

crisis	happened	more	than	a	decade	after	the	Swissair	had	gone	bust.		

	

Lastly,	 MALEV,	 Hungary’s	 national	 carrier	 that	 went	 bankrupt	 in	 2012	 could	 be	

examined	 instead	 of	 LOT.	 However,	 given	 the	 author’s	 nationality	 it	 would	 be	 much	

more	difficult	to	acquire	accurate	data	for	MALEV	as	most	of	the	analyses	and	statistics	

are	 available	 only	 in	 Hungarian	3.	 Moreover,	 MALEV	 was	 even	 smaller	 than	 LOT	 –	

because	 of	Hungary’s	 size	 the	 airline	 didn’t	 offer	 any	 domestic	 flights	 –	which	would	

make	the	comparison	with	much	larger	Alitalia	even	less	accurate.	

	

Moreover,	so	far	very	little	has	been	written	on	LOT,	or	any	other	airline	from	Central	

and	 Eastern	 Europe.	 Hence,	 this	 paper	 not	 only	 covers	 all	 CBS’	 requirements	 with	

regard	to	the	content	(internationalization	and	business	strategy)	but	also	evaluates	a	

company	that	probably	has	never	been	analyzed	at	CBS	before,	and	has	not	drawn	much	

attention	in	the	wider	academic	world	either.		

	

																																																								
3	The	same	goes	for	Alitalia	with	much	more	data	and	analyses	available	in	Italian	than	
in	English.	But	in	this	case	the	2011	paper	article	“Alitalia	–	The	failure	of	a	national	
carrier”	served	as	a	source	of	data	for	the	purpose	of	this	research.		
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1.5	Problem	statement	and	research	question	

	

The	main	purpose	of	 this	paper	 is	 to	 investigate	 if	LOT	Polish	Airlines’	 failure	had	the	

same	strategic	rationales	as	Alitalia	‘s	woes	described	and	studied	in	the	paper	of	Paolo	

Beria,	 Hans-Martin	 Niemeier	 and	 Karsten	 Frölich	 “The	 failure	 of	 a	 national	 carrier”	

published	in	2011	in	the	Journal	of	Air	Transport	Management.	LOT’s	can	arguably	also	

be	 presented	 as	 a	 failure	 of	 a	 similar	 kind,	 given	 its	 poor	 financial	 performance	

epitomized	by	 the	company’s	2012	call	 for	 the	state	support.	This	paper	will	evaluate	

whether	or	not	the	 factors	that	 led	to	both	failures	were	similar.	The	final	outcome	of	

the	analysis	of	this	thesis	will	give	the	answer	to	the	Research	Question	of	this	paper:		

	

What	are	the	critical	factors	behind	the	failure	of	Europe’s	
state-owned	airlines?	

	
The	case	of	LOT	and	Alitalia	

	

	

The	 conclusion	 –	 and	 the	 answer	 to	 the	 RQ	 -	 will	 be	 followed	 by	 some	 brief	

recommendations	considering	what	should	LOT	do	to	avoid	some	of	the	mistakes	that	

Alitalia	made	in	the	past.	
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1.6	Structure	of	the	project	

	
The	 thesis	 is	 divided	 into	 six	 parts.	 Every	 part	 is	 then	 divided	 into	 chapters,	 and	

subchapters.	After	the	first,	 introductory	part,	the	methodology	used	in	this	paper	will	

be	discussed.	The	third	part	will	firstly	explain	and	challenge	the	SWOT	model,	and	then	

talk	over	the	core	theory	that	is	challenged	in	this	paper	-	Beria,	Niemeier	and	Frölich	

paper	 on	Alitalia.	 This	 chapter	will	 also	 contain	 presentations	 of	 some	other	 theories	

that	can	be	used	to	assess	critical	factors	behind	the	failure	of	state-owned	airlines.	The	

fourth	part	will	present	 the	 case	of	LOT,	 including	historical	 and	 financial	 analyses	of	

the	company.	The	Polish	airline	market	will	also	be	examined.	

	

In	the	fifth	–	and	arguably	the	most	comprehensive	–	chapter,	the	SWOT	model	will	be	

implemented	 in	 order	 to	 see	 the	 strengths,	weaknesses,	 opportunities	 and	 threats	 of	

both	Alitalia	and	LOT.	However,	instead	of	implementing	the	model	in	a	standard	–	i.e.	

static	–	way,	the	SWOT	analysis	in	this	paper	will	be	used	in	a	more	dynamic	way,	taking	

into	 account	 a	 couple	of	 years’	 periods	preceding	 the	 airline’s	peak	years	of	 troubles.	

This	chapter	will	also	 finally	compare	the	argumentation	used	by	Beria,	Niemeier	and	

Frölich	with	regard	to	the	case	of	LOT.	The	comparison	will	use,	but	will	not	be	limited	

to,	the	previously	carried	out	implementation	of	a	dynamic	SWOT	model.	The	fifth	part	

will	also	present	a	couple	of	other	theories	that	can	be	used	to	assess	the	factors	behind	

the	failures	of	Alitalia	and	LOT.		

	

The	 final,	 concluding	 part	 will	 answer	 the	 research	 question	 and	 thus	 provide	 the	

reader	 with	 the	 summary	 of	 whether	 the	 arguments	 behind	 Alitalia’s	 troublesome	

situation	that	the	authors	of	“The	failure	of	a	national	carrier”	cite	are	the	same	in	the	

case	of	LOT.	Some	thoughts	on	the	further	research	that	can	be	carried	out	with	regard	

to	 the	 failures	 of	 state-owned	 airlines	 in	 general	will	 also	 be	 presented.	 Lastly,	 some	

recommendations	on	what	LOT	can	do	in	the	future	to	avoid	further	mistakes	that	have	

been	already	made	by	Alitalia	will	be	given.	
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Part	2:	Methodology	
	

This	thesis	is	to	be	a	consulting-style	academic	paper.	Its	aim	is	not	solely	to	present	a	

direct	recommendation	or	to	extrapolate	data	from	the	past	cases.	Instead,	this	project	

examines	the	cases	of	other	academic	papers	and	studies	whether	or	not	their	findings	

can	 be	 applied	 to	 a	 different	 company	 that	 operates	 in	 the	 same	 industry,	 but	 in	

different	circumstances.	

	

The	aim	of	this	paper	is	not	to	treat	another	work	literally,	as	a	mathematical	equation,	

and	only	to	change	variables	in	order	to	see	what	happens	with	the	outcome.	Instead,	it	

takes	 business	 concepts,	 primarily	 Beria,	 Niemeier	 and	 Frölich’s	 “The	 failure	 of	 a	

national	 carrier”	 as	 the	 benchmark	 and	 the	 answer	 to	 the	 question	 what	 were	 the	

factors	behind	the	failure	of	Alitalia.	Partly	because	of	the	qualitative,	and	thus	difficult	

to	compare	directly,	character	of	the	three	academics’	paper,	the	analysis	of	LOT	will	be	

run	somehow	independently.	The	data	gathered	by	analyzing	“The	failure	of	a	national	

carrier”	 and,	 autonomously,	 LOT	will	 be	 then	used	 to	 create	 a	dynamic	 SWOT	model.	

Only	then	will	the	two	cases	be	compared	with	each	other.	The	outcome	of	the	analysis	

will	also	be	used	to	shortly	evaluate	whether	 it	proves	to	be	true	when	challenged	by	

some	other	theories.		

	

This	 part	will	mainly	 use	 Bryman	 and	 Bell’s	 book	 “Business	 Research	Methods”	 as	 a	

main	point	of	reference	issues	related	to	the	methodology.		

	

2.1	Research	method	

	

Brymann	and	Bell	point	out	that	a	business	research	is	a	messy	process	and,	as	a	result,	

an	 author	 should	 stay	 flexible	 and	 adapt	 their	 business	 research	 methods	 as	

opportunities	and	problems	arise	(Bryman	&	Bell,	2015).	As	this	chapter	will	outline	the	

the	main	principles	concerning	methodology	in	this	paper,	one	has	to	accept	that	things	

do	not	always	go	entirely	as	planned.		
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This	research	is	a	classic,	empirical,	deductive	study.	As	opposed	to	an	inductive	study,	

where	 a	 certain	 phenomenon	 is	 observed	 and	 then	 inferred	 from	 the	 theory,	 a	

deductive	 study	 in	more	 straightforward	 (Bryman	&	Bell,	 2015).	 It	 implies	 beginning	

with	presenting	 a	 theory	 –	 in	 this	 case	 an	 academic	paper	 on	why	Alitalia	 failed	 as	 a	

company.	The	theory	has	been	taken	from	an	academic	paper,	which	is	also	the	base	for	

the	 further	 analysis.	 This	 paper	 purposely	 does	 not	 include	 a	 hypothesis	 as	 it	 may	

narrow	 the	 field	 of	 research	 by	 suggesting	 the	 focus	 of	 the	 study.	 In	 this	 project,	 a	

potential	 hypothesis	 could	 be:	 „The	 reason	 for	 a	 state-owned	 airline’s	 failure	 is	 the	

interference	by	politicians	and	other	vested	groups”.	However,	using	such	a	hypothesis	

could	 cause	 a	 certain	 bias	 while	 researching	 the	 case.	 Thus,	 no	 hypothesis	 was	

suggested	 at	 the	 beginning,	 and	 the	 conclusion	 will	 involve	 only	 the	 answer	 to	 the	

research	 question.	 A	 research	 question	 provides	 an	 explicit	 statement	 of	 what	 the	

researcher	wants	 to	know	about	(Bryman	&	Bell,	2015).	This	paper	 includes	only	one	

research	question,	which	is	then	followed	by	a	subtext.	The	conclusion	will	include	both	

the	 answer	 to	 the	 research	 question,	 and	 some	 theoretical	 glance	 regarding	 the	 final	

usefulness	of	the	outcome.		

	

The	author	of	the	paper	in	the	initial	phase	of	the	research	was	also	considering	using	

abductive	 reasoning	 s	 a	 primary	 methodology	 framework	 to	 deal	 with	 the	 case	 of	

flawed,	 state-owned	 airlines	 such	 as	 LOT.	 Yet,	 the	 abductive	 reasoning	 -	 where	 the	

project	 starts	 with	 describing	 a	 phenomenon	 that	 no	 existing	 theory	 can	 explain	 -	

turned	out	to	be	of	little	use	in	the	case	of	LOT,	as	there	are	plenty	of	papers	containing	

theories	that	the	author	was	seeking	to	challenge	(Bryman	&	Bell,	2015).	The	paper	on	

Alitalia	by	Beria,	Niemeier	and	Frolich	is	only	one	of	many	research	projects	on	flawed	

state-owned	companies	that	could	have	been	used	in	this	thesis.		

	

This	 research	 is	 a	 case	 study.	 Case	 studies	 entail	 detailed	 and	 intensive	 analysis	 of	 a	

single	case.	Due	to	their	usefulness,	case	studies	are	one	of	the	most	common	ways	to	

examine	business	and	management	 issues.	Case	study	researchers	aim	to	generate	an	

intensive	 examination	 of	 a	 single	 case	 in	 relation	 to	which	 they	 engage	 a	 theoretical	

analysis.	Central	to	this	is	the	theoretical	reasoning	in	which	the	case	study	researcher	

engages	(Bryman	&	Bell,	2015).	 	This	paper’s	main	case	of	study	is	a	paper	written	by	

Beria,	 Niemeier	 and	 Frolich	 on	 Alitalia.	 The	 case	 that	 was	 researched	 by	 the	
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aforementioned	 scholars	 will	 be	 incisively	 examined,	 and	 compared	with	 the	 case	 of	

another	company	–	the	Polish	LOT	airlines.		

	

The	 last	–	and	perhaps	the	most	profound	–	 issue	about	the	methodology	used	in	this	

paper	 is	 that	 it	 as	 a	mainly	qualitative	 analysis.	 The	qualitative	 analysis	 is	 a	 research	

strategy	 that,	 putting	 it	 simply,	 emphasizes	 words	 rather	 than	 quantification	 in	 the	

collection	and	analysis	of	data.	Bryman	&	Bell	(2015)	emphasize	that	other	key	points	of	

the	qualitative	analysis	are:	

- an	inductive	view	of	the	relationship	between	theory	and	research	

- interpretivism	 that	 brings	 understanding	 the	 social	 world	 through	 an	

examination	of	the	interpretation	of	that	world	by	its	participants	

- constructivism	 that	 entails	 the	 notion	 that	 the	 order	 stems	 from	 interactions	

between	individuals,	not	by	pre-existing,	theoretical	phenomena		

	

The	author	originally	wanted	to	conduct	a	more	qualitative	research	within	the	area	of	

analyzing	the	ailing	state-owned	airlines.	This	approach,	however,soon	became	unlikely	

for	 three	 major	 reasons.	 Firstly,	 since	 both	 LOT	 and	 Alitalia	 are	 almost	 state-owned	

companies,	with	no	publicly	traded	share,	neither	of	them	publish	any	hard	data	about	

revenues	or	the	number	of	carried	passengers.	These	numbers,	along	with	some	others,	

were	eventually	figured	out	by	the	author,	but	their	credibility	and	amount	would	not	

make	it	plausible	to	conduct	a	full-scale	quantitative	research.	Secondly,	the	article	that	

is	a	primary	focus	of	this	research	-	Beria,	Niemeier	and	Frolich’s	study	of	Alitalia	-	is	a	

qualitative	research	in	and	of	itself.	Consequently,	it	would	not	be	reasonable	to	conduct	

a	quantitative	research	and	then	compare	 it	 to	a	qualitative	one.	Lastly,	even	 if	all	 the	

financial	and	 industrial	data	were	widely	available	–	 in	 the	author’s	opinion	 the	high-

level	 examination	 of	 failures	 of	 state-owned	 enterprises	 is	 a	 peremptorily	 qualitative	

process.	There	are	certainly	numerous	studies	examining	whether	or	not	full	or	mixed	

state	ownership	influences	factors	such	as	profitability	or	stock	price	–	for	example,	the	

work	 by	 Ben-Nasr	 and	 Jean-Claude	 Cosset,	 who	 in	 in	 a	massive	 investigation	 of	 482	

companies	 from	 41	 countries	 find	 out	 that	 continued	 government	 influence	 impact	

stock	 infromativeness	 negatively	 and	 thus	 may	 work	 against	 the	 achievement	 of	

privatization	 objectives	 such	 as	 the	 expansion	 of	 capitalism	 and	 the	 development	 of	

local	 capital	markets	 (Ben-Nasr & Cosset, 2014).	 Yet,	 these	 kinds	 of	 studies,	 although	



What	are	the	critical	factors	behind	the	failure	of	Europe’s	state-owned	airlines?			 	 	 					MSc	IBS	‘16	
	 	
	

	 18	

often	conducted	on	a	sizeable	sample,	do	not	emphasize	the	processes	that	take	place	in	

state-owned	companies,	operating	 in	different	economies	and	under	different	political	

regimes.	

	

A	 qualitative	 research	 is	 on	 principle	 unstructured	 (Bryman	 &	 Bell,	 2015).	 There	 is,	

however,	a	standard	plan	that	roughly	 forms	an	outline	of	a	qualitative	research.	This	

ouline	 is	 presented	 below.	 Each	 part	 of	 the	 outline	 has	 a	 corresponding	 part	 in	 the	

research.	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

In	a	way,	one	of	the	reasons	for	using	the	dynamic	SWOT	in	this	paper	was	to	structure	

the	outcome	of	the	research	better,	as	the	analysis	focuses	more	on	finding	descriptive	

policy	 details	 rather	 than	 on	 comparing	 hard	 data,	 such	 as	 stock	 prices.	More	 on	 the	

selection	of	data	will	be	written	in	the	following	chapter.	 	Bryman	&	Bell	(2015)	point	

out	that	qualitative	analyses	are	often	full	of	apparently	trivial	details	–	and	this	paper	

follows	that	rule.	Yet,	these	details	are	frequently	important	for	the	qualitative	analysis	

because	of	their	significance	for	their	subjects	and	also	because	the	details	provide	an	

account	 of	 the	 context	 within	 which	 people’s	 behavior	 takes	 place.	 This	 is	 a	 very	

important	part	of	the	qualitative	analysis	that	will	be	done	in	this	paper.	Although	the	

main	purpose	of	 this	paper	 is	 to	 find	out	what	 the	reasons	were	behind	 the	 failure	of	

General	research	question	

Selecting	relevant	sites	
and	subjects	

Collection	of	relevant	data	

Interpretation	of	data		

Conceptual	and	theoretical	
work	

Writing	up	
findings/conclusions	

Part	4	–	LOT	–	a	company	
overview	

Part	1	–	Introductory	
section	

Part	5	–	Application	of	
theories	

Part	6	-	Conclusions	
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Europe’s	 state-owned	 airlines,	 the	 analysis	 covers	 a	 lot	 of	 issues	 that	 are	 not	 strictly	

company-specific,	such	as	the	analysis	of	the	European	airline	market.	This	will	be	done	

precisely	 due	 to	 the	 need	 to	 give	 a	 reader	 a	 broader	 perspective	 on	 the	 situation	 in	

which	LOT	found	itself	–	after	all,	Poland	and	Italy	are	different	economies	and	certainly	

different	airline	markets,	 though	with	similar	pan-European	regulations	regarding	 the	

airline	traffic.		

	

The	last	–	and	probably	the	most	essential	-	feature	of	the	qualitative	analysis	is	that	it,	

according	 to	 Bryman	 &	 Bell	 (2015),	 emphasizes	 the	 process.	 A	 qualitative	 research	

tends	 to	 view	 social	 life	 in	 terms	 of	 processes.	 This	 is	 because	 one	 of	 the	 most	

fundamental	purposes	of	the	qualitative	research	is	to	show	how	processes	unfold	over	

time.	 This	 paper	 will	 do	 just	 that	 –	 it	 will	 explain	 how	 a	 variety	 of	 processes	 have	

determined	 the	 fate	 of	 the	 two	 examined	 companies.	 Time	 is	 a	 key	 ingredient	 of	 an	

organizational	 life,	 so	not	 taking	 it	 into	account	 is	 to	miss	on	something	 that	 is	at	 the	

core	to	organizational	reality.		

	

There	 is	also	one	key	issue	with	regard	to	the	methodology.	The	inability	to	collect	or	

calculate	 some	 crucial	 factors,	 such	 as	ASK,	 did	 not	 allow	 the	 author	 to	 examine	 LOT	

using	exactly	the	same	methodology	as	Beria,	Niemeier	and	Frolich	in	their	paper.	Thus,	

the	 article	 “The	 failure	 of	 a	 national	 carrier”	 was	 used	more	 as	 a	 source	 of	 findings,	

rather	than	a	formula	in	which	one	can	copy	paste	different	numbers	and	see	whether	

or	not	the	findings	remain	the	same.		

	

That	 said,	 this	 research	has	 some	parts	of	 a	quantitative	 analysis.	The	author	 aims	at	

collecting	as	much	credible	and	accurate	data	as	possible,	and	some	of	these	numbers	

will	be	presented	 in	 the	4th	part	of	 the	analysis,	 in	which	LOT	and	 the	economic	and	

political	situation	around	will	be	discussed.	As	the	comparison	between	LOT	and	Alitalia	

will	 be	 chiefly	 qualitative,	 the	 quantitative	 part	 will	 be	 focused	 on	 somewhat	 more	

distant	 aspect	 of	 the	 analysis,	 which	 is	 the	 study	 of	 the	 Polish	 and	 European	 airline	

markets.	The	analysis	of	these	numbers	will	be	then	used	to	conduct	the	dynamic	SWOT	

analysis	of	LOT	and	to	compare	them	with	the	equivalent	analysis	of	Alitalia.		
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2.2	Selection	of	data		

	
This	paper	will	use	exclusively	secondary	data.	That	was	not	originally	the	author’s	plan	

–	initially,	it	was	intended	to	gather	some	primary	data	by	reaching	out	to	LOT	in	order	

interview	 one	 of	 the	managers	 responsible	 for	 change	management	 in	 the	 company.	

Unfortunately,	this	was	not	possible.		

	

As	it	has	already	been	mentioned,	neither	LOT	nor	Alitalia	are	public	companies.	Hence,	

they	are	not	obliged	to	publish	any	comprehensive	annual	reports.	As	a	result,	data	in	

this	paper	had	to	be	collected	by	using	other	sources.	As	for	Alitalia,	they	author	relied	

almost	solely	on	the	paper	by	Beria,	Niemeier	and	Frolich.	With	respect	to	LOT,	most	of	

the	data	related	to	financial	and	operational	results	come	from	the	Internet	databases,	

typically	 accessed	 through	 Copenhagen	 Business	 School	 library’s	 network.	 These	

include	EIMS	and	Factivia,	 two	of	 the	best	online	databases	that	provide	students	and	

academics	with	 information	 on	 companies,	 especially	 those	which	 originate	 from	 the	

emerging	markets.	 The	 history	 of	 LOT	 and	 the	 process	 of	 its	 failure	was,	 however,	 a	

matter	 of	 the	 collection	 of	 various	 pieces	 of	 information	 from	 the	 Internet’s	 open	

sources,	such	as	newspapers	or	information	agencies.	The	author,	however,	put	a	great	

deal	of	 caution	while	collecting	 these	data.	Only	data	 that	came	 from	the	most	widely	

acknowledged	 sources,	 such	as	Reuters,	Newsweek	or	 the	Financial	Times,	 as	well	 as	

some	leading	Polish	newspapers	and	newsmagazines,	has	been	used	in	this	paper.		

	

Nevertheless,	this	method	of	data	collection	does	not	allow	to	carry	out	even	a	limited	

quantitative	 analysis,	 especially	 within	 the	 operational	 area.	 It	 does	 not	 allow,	 for	

example,	 to	 estimate	 even	 some	 basic	 factors	 such	 as	 available	 seat	 kilometer	 (ASK),	

one	of	the	crucial	elements	of	the	analysis	of	any	airline,	and	a	somehow	important	part	

of	the	Beria,	Niemeier	and	Frolich	paper	on	Alitalia.	The	lack	of	sufficient	data	has	made	

the	project	 leaning	even	more	 towards	 the	qualitative	analysis,	 rather	 than	 towards	a	

comparison	of	hard	data.		
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2.3	Delimitations	

	
The	author	of	this	paper	was	limited	by	two	major	factors:	available	database	and	space.	

The	 database	 issue	 is	 covered	 more	 broadly	 in	 the	 next	 chapter.	 Both	 factors	 have	

already	been	described	in	the	previous	parts	of	this	project.		

	

This	paper	will	focus	on	describing	and	comparing	factors	that	influenced	the	process	of	

disintegration	of	the	airline	carriers	–	LOT	and	Alitalia.	The	emphasis	will	be	put	on	the	

process,	rather	than	on	the	analysis	of	hard	data.	The	data	for	LOT	that	has	eventually	

been	presented	will	typically	include	2014	as	the	last	year	of	the	analysis.	Although	the	

paper	has	been	written	in	2016,	many	data	for	2015	was	released	in	the	final	months	of	

2016.	So,	in	order	to	maintain	data	cohesion,	2014	was	chosen	as	a	cutoff	date	for	LOT’s	

financial	and	operational	analyses.	As	for	Alitalia,	the	author	relies	exclusively	on	Beria,	

Niemeier	and	Frolich	paper	as	a	source	of	data.	Hence,	the	analysis	of	Italy’s	flag	carrier	

uses	data	that	come	from	2010,	or	earlier	(the	paper	was	published	in	2011).		

	

When	it	comes	to	analyzing	both	LOT	and	Alitalia’s	results,	this	paper	will	focus	only	on	

the	basic	data	such	as	revenues,	profits	and	number	of	carried	passengers.	Airlines	are	

complex	enterprises	and	their	revenues	can	come	from	various	sources,	not	necessarily	

from	 the	 sales	 of	 tickets.	 Airlines	 carry	 out	 cargo	 and	 charter	 operations,	 and	 can	 be	

organized	in	many	ways	–	some	take	in-house	approach	and	own	planes	and	technical	

services,	 some	 are	 leasing	 their	 aircraft.	 As	 a	 result,	 this	 paper	 will	 not	 carry	 out	

calculations	such	as	Revenue	Per	Passenger	or	Cost	Per	Passenger,	as	these	it	would	not	

be	possible	to	calculate	them.	

	

2.4	Methodology	criticism		

	

Bryman	and	Bell	outline	the	four	main	issues	that	flaw	the	qualitative	research.	Firstly,	

they	point	out	that	qualitative	research	is	too	subjective.	For	example,	researchers	can	

strike	up	personal	relationships	with	the	people	they	study	(Bryman & Bell, 2015).	This	

is,	however,	not	a	problem	in	this	paper,	as	eventually	no	first-hand	data	has	been	used.	

What	is	more	important	in	this	point	is	that	the	qualitative	research	typically	begins	in	

an	open-ended	way,	 and	 then	 is	 gradually	narrowed	down	 to	 the	 conclusion,	without	
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much	take	on	why	particular	areas	of	studies	were	chosen	(Bryman & Bell, 2015).	This	

problem	can	occur	in	this	paper,	precisely	because	of	the	very	nature	of	the	qualitative	

analysis.	 The	 analysis	 began	 with	 the	 hypothesis	 that	 the	 ownership	 was	 the	 major	

problem	 for	 both	 airlines	 and	 the	 rest	 of	 the	 analysis,	 somehow	 arbitrarily,	 follows	

through.		

	

The	 second	point	of	qualitative	analyses	 critique	 is	 that	 they	are	difficult	 to	 replicate.	

Bryman	and	Bell	point	out	that	the	collection	and	selection	of	data	are	unique	to	every	

qualitative	research	and	are	by	nature	less	structured	than	a	quantitative	analysis.	It	is	

just	too	often	impossible	to	replicate	an	analysis	that	is	supposed	to	not	to	be	based	on	

hard	numbers	(Bryman & Bell, 2015).	However,	the	author	of	this	paper	does	not	believe	

that	this	is	much	of	an	issue	in	this	project.	The	way	this	research	has	been	carried	out	

involves	 analyzing	 a	 scientific	 paper	 that	 tackles	 the	 issue	 of	 an	 unsuccessful,	 state-

owned	 airline	 and	 challenging	 the	 findings	 by	 determining	whether	 or	 not	 the	 same	

conclusions	can	be	drawn	after	investigating	another	similar	company.	Fairly	easily	one	

can	 either	 choose	 another	 paper	 or	 take	 the	 same	 academic	 paper	 on	 Alitalia	 and	

compare	its	findings	with	a	different	airline	–	this	will	be	described	further	in	the	next	

chapter.		

	

The	 third	 problem	 associated	with	 the	 qualitative	 research	 is	 generalization.	 Bryman	

and	Bell	suggest	that	it	 is	difficult	for	only	one	or	two	cases	to	be	representative	of	all	

cases	 (Bryman & Bell, 2015).	 However,	 this	 refers	 mainly	 to	 an	 interview-based	

research,	which	this	paper	is	not.		Above	all,	the	purpose	of	the	qualitative	research	is	to	

generalize	 theories,	 not	 populations.	 This	 paper	 is	 just	 that	 –	 a	 generalization	 of	 a	

certain	qualitative	theory,	not	a	pure	statistical	analysis.		

	

Lastly,	 Bryman	 and	 Bell	 note	 that	 a	 qualitative	 research	 might	 bring	 about	 lack	 of	

transparency.	 It	 can	 be	 difficult	 to	 figure	 out	 how	 an	 author	 reached	 a	 certain	

conclusion.	 The	 process	 of	 qualitative	 data	 analysis	 is	 frequently	 unclear	 (Bryman & 

Bell, 2015).	 The	 author	 of	 this	 paper	 is	 aware	 of	 the	 challenges	 that	 this	 analysis	 can	

raise	questions	concerning	the	way	it	is	structured	and	methods	that	have	been	used	to	

reach	final	conclusions.	That	is	why	a	substantial	amount	of	space	in	this	paper	has	been	



What	are	the	critical	factors	behind	the	failure	of	Europe’s	state-owned	airlines?			 	 	 					MSc	IBS	‘16	
	 	
	

	 23	

dedicated	 to	 present	 and	 describe	 first	 the	 methodology,	 and	 then	 the	 theoretical	

concept	behind	the	author’s	way	of	analyzing	the	cases	of	Alitalia	and	LOT.		

2.5	Source	criticism	

	

One	of	the	main	concerns	of	the	author	of	this	paper	was	to	ensure	that	the	quality	of	

the	 data	 is	 as	 high	 as	 possible.	 Thus,	 the	 secondary	 data	 used	 to	 develop	 this	 thesis	

contains	only	sources	of	the	highest	possible	credentials	and	come	from	highly	regarded	

sources,	 such	as	 renowned	databases,	 industry	 journals,	 government	 statistics	offices,	

companies	 websites	 and	 data	 intelligence	 agencies.	 Moreover,	 the	 data	 used	 in	 this	

paper	 are	 almost	 always	 up-to-date.	 The	 world	 and	 the	 airline	 industry	 itself	 are	

changing	 at	 an	 unprecedented	 speed.	 The	 author	 is	 aware	 that	 data	 from	 before	 the	

financial	 recession	 of	 2007-08	 can	 be	 considered	 to	 be	 ancient,	 and	 thus	 cannot	 be	

possibly	taken	as	a	benchmark	for	creating	scenarios	for	a	decade	later.	Hence,	 in	this	

paper	most	of	the	data	come	from	2014,	or,	in	some	cases,	2015.		

	

That	being	said,	the	paper	contains	only	secondary	data.	The	reason	why	this	is	the	case	

is	chiefly	 the	nature	of	 the	Research	Question,	 in	which	credible	statistics	and	various	

analyses	 provided	 by	 well-regarded	 data	 providers	 offer	 a	 much	 higher	 degree	 of	

confidence	 than	 any	 sort	 of	 realistically	 obtainable	 primary	 data.	 Additionally,	 due	 to	

the	age	and	the	life	situation	of	the	author	it	would	be	next	to	impossible	to	acquire	data	

from	 a	 sample	 group	 that	 would	 contain	 satisfying	 ranges	 of	 interviewees	 regarding	

their	age,	job	position	and	travelling	habits.			

	

Although	the	secondary	data	on	aviation	statistics	that	are	quoted	in	this	paper	are	of	

the	 ultimate	 quality,	 there	 was	 a	 significant	 problem	 with	 attaining	 actual	 data,	

especially	 when	 comes	 to	 finances,	 of	 LOT	 Polish	 Airlines	 itself.	 Astonishingly,	 state-

owned	 enterprises	 in	 Poland	 are	 not	 obliged	 to	 publish	 any	 detailed	 financial	 data.	

Consequently,	most	 of	 the	 financial	 data	 about	 LOT	 come	 from	 restricted-access	 data	

and	business	intelligence	providers,	such	as	Factivia	or	EIMS.	These	sources,	however,	

have	extremely	good	reputation	 in	 the	 industry	and,	 in	 fact,	many	scholars	 in	various	

journals	do	make	use	of	these	data	providers	in	their	researches.		
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The	author	did,	however,	try	to	contact	LOT	Polish	Airlines	about	the	financial	data	of	

the	company,	offering	to	sign	a	Non-Disclosure	Agreement	with	the	company.	Initially,	

in	January	2016,	the	author	did	manage	to	establish	a	platform	for	accord	with	Poland’s	

national	 carrier.	 Yet,	 the	 time	 was	 by	 far	 not	 favorable.	 In	 October	 2015	 Poland’s	

government	changed	and	started	to	force	deep	and	serious	changes	in	the	management	

of	 state-owned	 enterprises.	 Already	 in	 January	 the	 contact	 with	 the	 company	

deteriorated,	and	the	scheduled	meeting	was	postponed	twice.	On	January	28th	2016	the	

Treasury	 Minister	 appointed	 a	 new	 CEO	 of	 LOT,	 and	 the	 contact	 with	 company	 was	

withheld	completely.	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



What	are	the	critical	factors	behind	the	failure	of	Europe’s	state-owned	airlines?			 	 	 					MSc	IBS	‘16	
	 	
	

	 25	

Part	3:	Theory	overview	
	

3.1	Theory-finding	process	

	

The	 principal	 academic	 paper	 used	 in	 this	 thesis	 is	 the	 article	 by	 Paolo	 Beria,	 Hans-

Martin	 Niemeier	 and	 Karsten	 Frölich:	 “Alitalia	 –	 The	 failure	 of	 a	 national	 carrier”,	

published	 in	 2011	 in	 the	 Journal	 of	 Air	 Transport	 Management.	 In	 their	 paper	 the	

authors	examine	why	Alitalia,	Italy’s	national	carrier,	failed	to	be	profitable	in	the	long	

term.	 The	 author	 of	 this	 paper	 has	 found	 Beria’s,	 Niemeier’s	 and	 Frolich’s	 article	 a	

brilliant	base	for	the	comparison	of	LOT	and	some	other	European	legacy,	state-owned	

carriers.	There	are	a	few	academic	articles	about	the	problems	of	SAS,	a	national	carrier	

of	Denmark,	Norway	and	Sweden.	Just	as	LOT	and	Alitalia,	SAS	has	also	been	ravaged	by	

various	 crises	 –	 from	 notorious	 crew	 strikes	 to	 ever-too-high	 costs	 and	 the	 ever-

recurring	 issue	 of	 privatization.	 Yet	 none	 of	 those	 papers	 seemed	 to	 be	 as	

comprehensive	and	straightforward	as	the	paper	of	Paolo	Beria,	Hans-Martin	Niemeier	

and	Karsten	Frölich.		

	

SWOT	analysis	has	been	chosen	as	a	supportive	tool.	Its	role	is	to	help	to	evaluate	the	

failure	 of	 LOT.	 It	 is	 a	 widely	 used	 business	 strategy	 tool	 whose	 strength	 lies	 in	 its	

simplicity	 –	 it	 enables	 the	 reader	 to	 have	 a	 quick	 overview	 of	 a	 given	 issue.	 Its	

popularity	also	gives	another	bonus	–	one	can	easily	take	the	SWOT	analysis	of	LOT	and	

fairly	 straightforwardly	 compare	 it	 to	other	 analyses	 that	were	 conducted	 in	 the	past	

about	any	other	airline,	or	airline	market.		

	

The	 author	 is	 aware	 that	 there	 are	 other	 business	 strategy	 theories	 and	models	 that	

could	be	used	in	this	paper.	SOAR	model	could	be	used	instead	of	SWOT.	SOAR	analysis	

assesses	strengths	and	opportunities,	as	well	as	aspirations	and	results.	Though	useful	

in	 describing	 a	 static	 picture	 of	 a	 company,	 it	 is	 more	 problematic	 to	 be	 used	 as	 a	

dynamic	model	 in	 a	way	 that	 SWOT	 can	be	used.	 SOAR	model	 also	does	not	 allow	 to	

analyze	the	weaknesses	of	a	company,	which	are	fundamental	in	the	examined	case.	
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The	author	was	considering	using	the	classic	Porter’s	Five	Forces	model	 in	this	paper.	

Porter	Five	Forces	is	a	business	model	developed	by	a	Harvard	professor	Michael	Porter	

(2008)	and	was	broadly	taught	on	many	courses	at	CBS.	Basically,	 in	its	original	form,	

the	model	argued	that	the	competitive	environment	of	a	company	does	not	consist	only	

of	 the	 company	 itself	 and	 its	 direct	 competitors.	 Instead,	 apart	 from	 the	 direct	

competition	there	are	other	forces	that	drive	profitability:	bargaining	power	of	buyers	

and	 suppliers,	 threat	 of	 new	 entrants	 and	 substitutes.	 This	 analysis	 seemingly	 fits	

almost	perfectly	 to	 the	airline	 industry	–	Michael	Porter	himself	mentions	 it	on	many	

occasions	 as	 a	 reason	 why	 airlines	 so	 often	 perform	 badly	 in	 terms	 of	 profitability	

(Porter M. E., 2008).	Nonetheless,	the	author	rejected	the	opportunity	to	implement	this	

theory	into	the	paper,	mostly	because	of	the	concern	that	the	forces	that	actually	impact	

airline	industries	in	Poland	and	in	Italy	are	similar.	On	the	other	hand,	SWOT	analysis	is	

more	 focused	 on	 specific	 companies,	 and	 thus	 better	 reflects	 differences	 in	 their	

behavior	and	results.			

	

PESTLE	analysis	could	arguably	be	used	as	a	substitute	for	Five	Forces.	The	analysis	of	

political,	 economic,	 social,	 technological,	 legal	 and	 environmental	 factors	 could	 be	

helpful,	 yet	 Porter’s	 simple	 model	 of	 Five	 Forces	 is	 more	 focused	 on	 what	 actually	

matters	much	more	–	the	underlying	structure	of	the	industry,	which	then	will	allow	to	

find	out	why	 the	market	 situation	of	LOT	 looks	 the	way	 it	does.	On	 top	of	 that,	 some	

factors	 of	 PESTLE	 analysis,	 such	 as	 the	 technology	 or	 the	 environment	 play	 only	 a	

marginal	role	in	describing	airline	markets.	

	

Due	to	SWOT	models’	simplicity	and	a	number	of	papers	 in	which	it	has	been	used	so	

far,	the	author	will	not	describe	it	in	detail.	Instead,	there	will	only	be	a	quick	reminder	

of	what	the	model	stands	for,	and	how	it	can	be	used.	For	the	purpose	of	this	paper	the	

SWOT	 analysis	will	 be	 explained	 on	 the	 basis	 of	 the	 2014	 article	 in	 the	 International	

Journal	of	Innovative	and	Applied	Research.		
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3.2	SWOT	analysis	–	the	unusual	use	of	the	Little	Big	Tool	

	
SWOT	is	a	simple,	but	not	simplistic,	business	 tool.	As	a	 tool,	SWOT	has	gone	through	

certain	inflation,	it	is	still	claimed	to	be	a	versatile	tool	for	investigating	problems	from	a	

strategic	perspective	 (Pesonen & Horn, 2014).		

	

The	model	consists	of	four	factors,	which	combined	give	an	uncomplicated	but	efficient	

picture	of	a	situation	a	company	found	itself	in.	These	factors	are:	

- Strengths:	tangible	or	intangible	qualities	that	help	a	company	to	accomplish	

its	mission.	They	include	human	competencies,	process	capabilities,	financial	

resources,	 products	 and	 services,	 customer	 goodwill	 and	 brand	 loyalty.	

Examples	 of	 organizational	 strengths	 are	 huge	 financial	 resources,	 broad	

product	line,	no	debt,	committed	employees,	etc.	

- Weaknesses:	 on	 the	 other	 hand,	 weaknesses	 are	 qualities	 that	 prevent	 a	

company	from	achieving	its	full	potential.	They	are	the	factor	that	a	company	

does	not	meet	even	though	it	should		

- Opportunities:	competitive	advantages	are	made	through	using	opportunities.	

They	are	embraced	when	companies	execute	proper	strategies	

- Threats:	are	internal	of	external	factors	that	endanger	a	company’s	position,	

stability	or	the	future	development.	

	

SWOT	 model	 assumes	 that	 successful	 strategies	 are	 based	 on	 a	 good	 fit	 between	

internal	resources	and	external	possibilities	 (Ravikant, Grassl, & Pahl, 2012).	It	is	almost	

by	 definition	 a	 picture	 taken	 in	 a	 given	 situation.	 Ifediora	 Christian	 Osita,	 Idoko	

Onyebuchi	 R.	 and	 Nzekwe	 Justina	 in	 their	 paper	 “Organization’s	 stability	 and	

productivity:	 the	 role	 of	 SWOT	 analysis	 an	 acronym	 for	 strength,	 weakness,	

opportunities	 and	 threat”,	 published	 in	 International	Journal	of	Innovative	and	Applied	

Research	argue	 that	 “The	purpose	 of	 SWOT	analysis	 is	 to	 gather,	 analyze,	 and	 evaluate	

information	and	identify	strategic	options	facing	a	community,	organization,	or	individual	

at	a	given	time”	(Ifediora	,	Idoko	,	&	Nzekwe	,	2014).	But	for	the	purpose	of	this	research	

this	paradigm	will	 be	 stretched.	 Instead	of	 taking	 a	 simple	picture	of	 one	moment,	 in	

this	 paper	 SWOT	 will	 be	 used	 in	 a	 more	 dynamic	 way.	 SWOT	 model	 will	 assess	

strengths,	weaknesses,	opportunities	and	threats	that	LOT	not	only	encounters	now,	but	
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also	that	the	carrier	has	been	encountering	for	the	recent	years.	This	will	make	it	much	

easier	 to	 compare	 the	 “dynamic	 SWOT”	 with	 the	 analysis	 of	 Alitalia	 by	 Paolo	 Beria,	

Hans-Martin	Niemeier	and	Karsten	Frölich.		

	

It	 is	 worth	 noting	 that	 the	 dynamic	 SWOT	 analysis	 has	 been	 analyzed	 by	 multiple	

researchers	and	scholars,	with	different	outcomes.	One	of	the	most	profound	works	on	

the	 topic	 is	 Richard	 Dealtry’s	 book	 “Dynamic	 SWOT	 Analysis	 -	 Developer's	 Guide”.	

Dealtry	moves	 the	basic	process	of	 SWOT	Analysis	 forward,	 strategically	upgrading	 it	

and	 refining	 the	 basic	 process	 so	 that	 it	 takes	 a	more	 comprehensive	 form	  (Dealtry, 

2013).	The	SWOT	analysis	in	this	paper,	however,	does	not	derive	directly	from	Dealtry	

concept.	 It	 is	a	more	simplistic	view	of	a	SWOT	analysis	 that	captures	a	situation	 in	a	

certain	period,	rather	than	point,	of	time.		

	

3.3	“Alitalia	–	the	failure	of	the	national	carrier”	

	

The	 research	 carried	 out	 by	 Paolo	 Beria,	 Hans-Martin	 Niemeier	 and	 Karsten	 Frölich	

examines	the	case	of	Alitalia	–	a	national	carrier	of	Italy,	whose	competitive	position	has	

been	steadily	declining	since	1990s.		

	

In	 the	 first,	 introductory	 chapter	 the	 authors	 note	 that	 in	 the	 1990s	 there	 was	 an	

expectation	that	airlines	in	Europe	would	merge	and	form	three	or	four	mega	carriers.	

The	merging	process	was	still	being	continued	in	2011.	Alitalia	could	have	played	a	vital	

role	 in	 that	 process	 as	 a	 major	 carrier	 in	 1990s	 –	 but	 failed	 to	 do	 so	 and	 ended	 up	

cutting	 costs	 and	 raising	 capital	 to	 upgrade	 the	 carrier’s	 fleet.	 Over	 the	 course	 of	 the	

following	years,	the	Italian	state	made	several	capital	injections	to	rescue	the	carrier.	

	

The	second	chapter	provides	readers	with	a	historical	analysis	of	Italy’s	failed	national	

carrier.	 Alitalia	was	 established	 in	 1947	 and	 until	 1991	 had	 no	 domestic	 competitor.	

Some	competition	emerged	afterwards,	which	led	to	a	drop	of	market	share	from	100%	

in	1991	to	80%	in	1996.	It	was	only	in	1996	when	Alitalia	made	its	first-ever	business	

plan.		
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The	period	between	1998	and	2001	was	the	nail	in	the	coffin	of	Alitalia.	In	October	1998	

a	 new	 airport	 in	 Milan	 –	 Malpensa	 –	 opened	 to	 traffic,	 where	 Alitalia	 moved	 all	 its	

activities	 from	 the	other	 airport	 in	Milan	–	Linate,	 as	well	 as	 its	 hub	 from	Rome.	The	

switch	was	a	key	part	of	a	merger	agreement	between	Alitalia	and	KLM	from	January	

1999,	 scheduled	 to	 start	 by	 the	 end	 of	 2000.	 However,	 in	 September	 1999,	 Alitalia	

stopped	 the	 relocation	 program	 because	 of	 the	 strong	 opposition	 from	 Italian	

politicians.	In	the	same	month	Italian	authorities	fined	the	carrier	for	anti-competitive	

behavior.	 In	 August	 2001	 KLM	 denounced	 the	 merger	 deal,	 officially	 because	 of	 the	

carrier’s	 incomplete	 privatization.	 Alitalia	 started	 to	 operate	 a	 double-hub	 structure,	

carrying	passengers	both	from	Rome	and	Milan.	A	month	later,	the	9/11	attacks	in	New	

York	City	began	a	crisis	in	the	aviation	industry	all	over	the	world.		

	

In	 2003	 another	 attempt	 at	 privatization	 failed	 because	 of	 the	 opposition	 from	 the	

unions.	The	carrier	also	cut	its	intercontinental	connections	by	41%	and	focused	more	

on	short-haul	flights,	but	could	not	fight	off	the	competition	form	LCCs.	In	2004	Alitalia	

was	 once	 again	 subsidized	 by	 the	 Italian	 state.	 This	 time	 the	 European	 Commission	

applied	the	“one	time,	 last	 time”	rule.	The	next	year,	however,	Alitalia	was	aided	once	

again,	this	time	on	the	pretext	of	a	partial	privatization.	The	authors	state	that	the	move	

was	made	only	to	guarantee	the	survival	of	the	company	until	the	elections	in	2006.		

	

In	March	 2006	 Ryanair	 began	 offering	 domestic	 flights	 between	 Rome	 Fumicino	 and	

Milan	 Bergamo,	 as	 the	 very	 first	 foreign	 airline	 to	 do	 so.	 Also	 in	 2006	 the	 Italian	

government	was	finally	determined	to	sell	the	remaining	40%	of	shares	in	Alitalia,	but	it	

turned	out	that	no	one	wanted	to	purchase	the	airline	with	broken	finances,	high	costs	

and	 almost	worthless	 brand.	 Its	 only	 assets	were	 slots	 at	major	 airports	 and	 a	 semi-

monopolistic	 position	 at	 some	 domestic	 routes.	 The	 next	 rescue	 plan	 was	 issued.	 In	

August	2008,	Alitalia	dropped	its	hub	in	Milan,	and	later	on	the	carrier	sold	some	slots	

at	 London	Heathrow	 airport.	 In	March	 2008	 Air	 France-KLM	 agreed	 to	 purchase	 the	

remaining	 government	 shares	 of	 Alitalia,	 provided	 the	 airline	 underwent	 a	 serious	

restructuring	 process.	 Yet,	 after	 the	 political	 turmoil	 it	 caused,	 the	 Franco-Dutch	

company	had	to	drop	the	deal.		

	



What	are	the	critical	factors	behind	the	failure	of	Europe’s	state-owned	airlines?			 	 	 					MSc	IBS	‘16	
	 	
	

	 30	

In	March	2008	Alitalia	was	restructured.	A	“good”	part	of	the	company	was	turned	into	

a	 “new	Alitalia”,	with	new	conditions	 for	pilots	and	crew.	A	“bad	Alitalia”	was	created	

with	debt	and	unnecessary	employees.	However,	at	the	end	of	2008,	the	financial	crisis	

broke	out	and	the	industry	experienced	another	crisis.		

	

In	 the	 third	 chapter	of	 their	paper	on	Alitalia	 the	 researchers	 focus	on	qualifying	and	

explaining	the	poor	performance	of	Alitalia.	The	authors	of	the	paper	on	Alitalia’s	failure	

cite	some	other	academic	works	which	stated	that	the	airline’s	productivity	was	steadily	

declining	 from	1998	 to	 2002.	 The	 airline	 experienced	 losses	 even	 between	 2001	 and	

2007,	 when	 the	 European	 economy	 was	 growing.	 The	 authors	 point	 out	 that	 the	

airline’s	failure	was	a	result	of	a	number	of	managerial	mistakes,	including:		

- lack	of	consistent	hub	strategy	

- lack	of	consistent	alliance	strategy	

- inefficient	cost	controls	

- issues	concerning	ownership	

- political	influence	

	

Beria,	 Niemeier	 and	 Frölich	 refer	 also	 to	 the	 classic	 Porter’s	 model	 of	 competitive	

advantage	 in	which	a	 firm	can	gain	competitive	advantage	by	either	differentiating	 its	

products	 or	 becoming	 the	 cost	 leader.	 However,	 Alitalia	 failed	 to	 prevail	 in	 both	

categories.	It	didn’t	become	a	high-quality	carrier	with	frequent	flights	and	global	reach.	

It	also	could	not	find	a	geographical	niche	to	operate	in.	Frequent	changing	of	hubs	(4	

strategies	in	just	5	years)	did	not	help	it	to	become	a	reliable	partner	either.	Moreover,	

Alitalia’s	 notoriously	 high	 costs	 and	 low	 productivity	 did	 not	 allow	 it	 to	 become	 an	

effective	competitor	of	LCCs.		

	

As	 for	 privatization,	 although	 the	 authors	 acknowledge	 that	 the	 change	 of	 ownership	

does	not	guarantee	higher	efficiency,	in	the	case	of	Alitalia	political	interference	did	not	

even	allow	for	carrying	out	privatization	process	in	the	first	place.	All	four	privatization	

attempts	failed,	mainly	because	of	the	lack	of	determination	of	the	government	owners.	

The	 first	attempt	 in	2006	failed	because	 it	was	aimed	only	at	maximizing	the	value	of	

the	 firm	 without	 changing	 its	 structure.	 The	 problem	 was	 that	 Alitalia	 was	 not	 a	

valuable	company.	Its	only	virtues	were	the	monopolistic	position	on	the	Italian	market	
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and	political	protection.	The	 second	attempt	 failed	due	 to	 the	political	protection	and	

agreements	with	various	vested	groups.	In	the	third	attempt	politicians	were	protecting	

the	so-called	“Italian	character”	of	the	carrier.	The	fourth,	partially	successful	attempt	at	

privatization	also	crashed	against	the	will	to	preserve	“the	Italian	character”.	Between	

the	second	and	the	third	attempt	the	offer	fell	from	E1.7b	to	E1b.		

	

The	fourth	chapter	aims	to	summarize	the	role	of	the	state	in	Alitalia’s	fate.	The	authors	

of	the	paper	baldly	point	out	that	Italy’s	national	carrier	was	a	constant	source	of	rent	

seeking	 by	 politicians	 with	 little	 regard	 for	 customers	 or	 taxpayers.	 Various	 vested	

groups	were	 continually	 being	 protected.	 The	 first	 three	 privatization	 attempts	were	

flawed	with	 the	 clash	 of	 interests	 of	 different	 groups.	 Even	 after	 the	 last,	 technically	

successful	 attempt	 (the	 Italian	 state	 in	 theory	 did	 not	 have	 the	 influence	 on	 the	

company	any	more)	politicians	were	still	indirectly	interfering	in	the	operations	of	the	

company	 in	 two	 ways:	 media	 manipulation	 and	 interfering	 in	 mediations	 between	

stakeholders.		

	

In	the	last,	concluding	chapter,	it	is	stated	that	the	reforms	of	European	aviation	market	

has	 in	 fact	 lead	to	the	creation	of	winners,	such	as	many	low-cost	carriers,	and	losers,	

such	as	Olympic	Airlines	and	Alitalia.		

	

The	authors	conclude	that	the	main,	 fundamental	reason	for	the	failure	of	Alitalia	was	

the	political	influence	that	brought	about	three	major	consequences.	

1. The	management	not	attuned	to	the	market	forces	

2. A	fleet	not	suited	to	the	new	dynamics	of	European	aviation	

3. A	network	designed	to	meet	political	rather	than	commercial	agendas.	

	

The	two	other	knock-on	effects	of	the	government	interference	were:		

1. the	interference	of	various	groups,	not	only	labor	unions	

2. the	inability	to	introduce	a	working	hub	policy	

3. the	never-accomplished	privatization.		

	

Finally,	 the	authors	note	 that	 in	 fact,	Alitalia	 ceased	 to	exist	as	a	major	carrier	 (Beria,	

Hans-Martin,	&	Froelich,	2011).	
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3.4	Supportive	theories	

	

There	are	many	articles	and	theories	written	on	the	subjects	that	have	been	brought	up	

in	 this	paper	–	 from	airline	management	 to	 state	ownership.	This	 chapter	will	 briefly	

present	and	explain	a	few	theories	that	in	the	author’s	eyes	are	relevant	to	the	topic	of	

this	paper.	Later	on,	in	the	fifth	part,	these	theories	and	findings	will	be	applied	to	the	

core	case	of	this	paper	–	the	reasons	behind	the	fall	of	Alitalia	and	LOT.	The	aim	of	this	

chapter	is	to	gather	all	pertinent	side	theories	in	one	place	–	partly	in	order	to	keep	the	

structure	of	this	paper	clear	and	lucid,	and	partly	to	give	a	reader	a	better	perspective	of	

various	academic	findings	that	are	not	the	core	part	of	this	thesis.	Also,	this	chapter	will	

somewhat	 focus	 on	 theories	 related	 to	 the	 notion	 of	 ownership,	 and	 in	 particular	 to	

state	ownership	–	a	core	theme	in	the	research	on	Alitalia’s	and	LOT’s	failures.	What	is	

important,	 this	chapter	will	not	explain	the	methodology	behind	each	theory	 in	detail.	

Instead,	only	key	conclusions	of	several	academics’	researches	will	be	presented.		

	

There	is	no	general	agreement	on	the	role	of	the	state	in	firms.	Some	academics	prove	

that	 state	 ownership	 has	 an	 unequivocally	 negative	 role	 in	 companies	 results,	 while	

others	praise	the	benefits	that	an	active	role	of	a	state	can	bring	about.	The	latter	belief	

is	 exemplified	 by	 Gillanders	&	 Billon	who	 claim	 that	 in	 the	 traditional	 public	 finance	

approach,	the	intervention	of	the	state	is	often	seen	as	an	efficient	cure	to	solve	market	

failures	 such	 as	 the	 inadequate	 provision	 of	 public	 goods	 or	 the	 presence	 of	

externalities	in	the	consumption	or	in	the	production	of	a	private	good.	In	this	view,	the	

objectives	of	politicians	who	 influence	public	enterprises	are	 in	 line	with	 those	of	 the	

general	 public	 and	 state-owned	 enterprises	 help	 to	 maximize	 social	 welfare	 as	 they	

internalize	 the	 social	 cost	 in	 the	 decision	 process	 of	 production,	 yielding	 an	 efficient	

outcome	(Gillanders	&	Billon,	2016).		

	

On	the	other	hand,	a	Harvard	professor	Anrei	Schleifer	in	one	of	his	recognized	articles	

talks	 strongly	 in	 favor	 of	 private	 ownership,	 which	 should	 be	 preferred	 to	 public	

ownership.	 Nonetheless,	 he	 points	 out	 that	 private	 firms	 can,	 in	 fact,	 fail	 to	 address	

‘’social	 goals’’,	 but	 this	 issue	 can	 be	 addressed	 through	 regulation	 and	 government	

contracting,	without	resort	to	government	ownership	(Schleifer, 1998).	
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The	 notion	 of	 state	 ownership	 naturally	 brings	 about	 the	 issue	 of	 privatization.	 The	

troubled	history	of	privatization	of	Alitalia	 is	widely	explained	 in	 the	paper	 “Alitalia	–	

the	 failure	 of	 a	 national	 carrier”.	 Also,	 LOT’s	 privatization	 efforts	 will	 be	

comprehensively	presented	 in	 the	 fourth	part	 of	 this	paper.	 	 Privatization	 is	 clearly	 a	

vital	choice	in	any	state-owned	company	history.	It	can	bring	about	development,	or	it	

can	lead	to	bankruptcy.	For	example,	Kaufmann	and	Siegelbaum	in	their	1990s	study	of	

privatization	of	state-owned	enterprises	 in	 the	Central	and	Eastern	Europe	argue	that	

privatizations	were	 often	 accompanied	 by	 a	 substantial	 increase	 in	 the	 perception	 of	

corruption	as	well	as	the	relative	importance	of	the	unofficial	economy.	However,	they	

also	point	out	that	it	is	possible	to	design	optimal	programs	of	privatization	that	reduce	

the	 opportunities	 for	 corruption	 by	 government	 officials,	 and	 that,	 eventually,	

privatization	 is	 the	 “lesser	 evil”	 than	 keeping	 enterprises	 in	 state	 hands	 (Kaufman & 

Siegelbaum, 1996).		

	

Not	 only	 academic	 works	 lean	 towards	 the	 notion	 that	 privatization	 is	 generally	

beneficial	 to	companies.	The	Economist	carried	out	an	 interesting	study	back	 in	1994.	

The	 newspaper	 found	 out	 that	 operating	 costs	 at	 Europe's	 airlines	 (that	 were,	 back	

then,	almost	entirely	state-owned)	were	48%	higher	 than	at	America's	(private	ones),	

primarily	because	of	excess	employment	 (The Economist, 1994).	However,	matters	not	

always	are	so	clear-cut.	Shleifer	and	Vishny	created	a	model	suggesting	that	firms	with	

more	state	ownership	tend	to	pay	less	in	bribes	but	do	not	have	a	different	experience	

of	costly	obstacles	imposed	on	them	by	politicians	(Shleifer & Vishny, 1994).	This	study	

was	 further	 developed	 by	 the	 already-cited	 academics	 Steve	 Billon	 and	 Robert	

Gillanders,	who	discovered	that	a	one	percentage	point	 increase	 in	state	ownership	 is	

associated	with	a	$125	reduction	in	the	total	annual	informal	payment	of	the	firm	and	

with	a	0.5	%	decrease	 in	 the	probability	 that	a	 firm	will	 consider	corruption	 to	be	an	

obstacle	to	their	current	operations	(Gillanders & Billon, 2016).		

There	 is	 strong	 academic	 evidence	 that	 state-owned	 companies	 work	 less	 effectively	

than	 those	 enterprises	 that	 are	 privately	 owned.	 Public	 enterprises	 in	 many	 cases	

produce	 goods	 desired	 by	 politicians	 rather	 than	 by	 consumers	 (Shleifer & Vishny, 

1994).	Nonetheless,	there	are	plenty	of	examples	that	privatization	in	and	of	itself	does	

not	solve	all	the	problems	a	company	can	face	–	this	fact	is	strongly	highlighted	in	the	

“Alitalia	e	The	failure	of	a	national	carrier”,	where	Beria,	Niemeier	and	Frölich	point	out	
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that	privatization	as	such	does	not	necessarily	increase	efficiency	unless	it	changes	the	

nature	of	 competition.	This	observation	 can	be	 strengthened	by	many	academics	 that	

generally	 agree	 that	 in	 the	 airline	 industry	 the	 effectiveness	 of	 the	 business	 models	

applied	to	air	 transport	depends	on	many	factors	such	as	the	external	deregulation	of	

the	sector	and	internal	restructuring	(eg. Pereira & Caetano, 2015).		

	

3.5	Theory	criticism	

	
Although	the	choice	of	theories	was	thoroughly	carried	out,	every	concept	or	paper	has	

some	flaws.	This	chapter	will	take	a	critical	look	at	the	tools	used	in	this	paper.		

	

SWOT,	despite	its	merits,	contains	some	simplifications	and	other	weaknesses	that	were	

the	subject	of	many	research	papers	and	books.	The	deficiencies	of	SWOT	analysis	have	

prompted	some	to	improve	it	and	others	to	discard	it	as	a	method	for	crafting	strategy		

(Ravikant,	Grassl,	&	Pahl,	2012).	Some	scholars	actually	criticize	SWOT	analysis	for	not	

being	an	accurate	and	effective	means	of	analysis	of	corporate	strategy.	They	argue	that	

SWOT	in	and	of	itself	should	be	replaced	as	the	current	model	“passed	its	sell-by	date”(	

Hill	&	Westbrook,	1997).	An	 interesting	 study	was	conducted	by	Dutch	scholars	 from	

Erasmus	University	Rotterdam.	In	a	research	investigating	the	suitability	of	the	SWOT-

analysis	in	the	strategic	analysis	for	health	care	organizations	they	argue	that	in	order	

to	 be	 suitable	 for	 the	 health	 care	 sector	 the	 SWOT-analysis	 has	 to	 be	 rethought	 and	

restructured	 by	 incorporating	 the	 characteristics	 of	 the	 sector	 but	 keeping	 the	

possibility	 for	 rational	 analysis	 by	 also	 using	 empirical	 data.	 In	 their	 eyes,	 a	 strategic	

analysis	 in	 health	 care	 should	 involve	 a	 confrontation	 between	 stakeholder	

expectations,	 resources,	 and	 developments	 of	 contextual	 factors.	 Based	 on	 this	

confrontation	 it	 is	 much	 clearer	 to	 identify	 what	 are	 strengths,	 weaknesses,	

opportunities,	 and	 threats	 (van Wijngaarden , Scholten , & van Wijk , 2012).	 This	

approach,	 although	 very	 interesting,	 does	 not	 seem	 to	 be	 very	 advantageous	 when	

analyzing	state-owned	airlines.	Firstly,	this	approach	is	static	and	does	not	include	the	

process	 of	 going	 from	one	point	 to	 another.	 Secondly,	 airlines,	 as	 probably	 any	 other	

industry,	has	its	own	demands	and	one	can	argue	that	focus	on	stakeholders,	and	almost	

entire	 elimination	 of	market	 forces	 such	 as	 opportunities	 and	 threats,	 is	 not	 the	 best	

idea.	
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The	 article	 by	Beria,	Niemeier	 and	 Frölich,	 although	well-suited	 for	 this	 paper,	 is	 not	

free	of	 some	weaknesses.	The	 largest	 flaw	can	be	associated	with	 the	paper’s	 relative	

reliance	 on	 qualitative,	 rather	 than	 quantitative	 data.	 It	 is	 not	 necessarily	

disadvantageous	by	itself	as	it	helps	to	understand	a	broader	context	of	failure	such	as	

political	 pressure	 or	managerial	 sorrow,	 but	makes	 the	 paper	much	more	 difficult	 to	

compare	 in	a	different	environment.	 	The	authors	do	 take	 into	 consideration	 the	EBT	

and	EBITDA	rates	and	margins,	as	well	as	total	costs	per	passenger,	in	order	to	quantify	

Alitalia’s	performance,	but,	possibly	because	of	 the	 lack	of	data,	not	much	more.	They	

focus	more	on	the	qualitative	side	of	the	analysis,	such	as	analyzing	the	role	of	state.		

	

The	 second	 major	 flaw	 concerns	 the	 paper’s	 relative	 facileness.	 The	 paper	 is	 not	

lengthy,	 and	 there	 are	 many	 aspects	 that	 were	 only	 rushed	 through,	 were	 they	

mentioned	at	all.	The	choice	of	a	business	model	is	central	for	every	company’s	success.	

Airlines	 often	 struggle	 between	 the	 choice	 of	 being	 a	 hard	 low-cost	 carrier	 or	 a	 full-

service	airline (Alderighi, Cento , Nijkamp , & Rietveld, 2012).	Nonetheless,	 the	 term	is	

only	briefly	mentioned	 in	the	paper.	The	paper	almost	does	not	 take	 into	account	any	

external	 factors	 such	 as	 the	 economy,	 which	might	 have	 had	 a	 significant	 impact	 on	

Alitalia’s	 performance,	 considering	 the	 ever-recurring	 crisis	 of	 the	 Italian	 economy.	 It	

also	does	not	provide	readers	with	any	major	comparison	to	any	other	similar	case,	nor	

does	it	express	how	such	a	comparison	might	have	been	carried	out.		

	

Lastly,	one	can	question	the	way	the	paper’s	analysis	was	carried	out	in	the	first	place.	

The	authors	use	a	great	deal	of	space	trying	to	quantify	Alitalia’s	performance,	and	a	few	

times	 less	 space	 on	 describing	 the	 role	 of	 state	 in	 the	 process.	 Yet,	 the	 data	 analysis	

failed	to	present	any	meaningful	difference	between	Alitalia	and	its	direct	competitors	

in	 terms	of	 factors	 such	as	 costs.	This	 information	 is	 very	helpful,	 however,	 a	 slightly	

deeper	focus	on	the	actual	process	could	have	been	made.	As	it	was	mentioned	earlier,	

the	 article	 is	 not	 particularly	 lengthy,	 so	 this	 indecisiveness	 in	 terms	 of	 the	 research	

method	makes	a	reader	long	for	some	more	decisive	and	comprehensive	analysis	of	the	

role	of	the	state,	which	would	make	the	analysis	more	esteemed.		
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Part	4:	LOT	–	company	overview,	data,	facts	&	figures	
	

4.1	LOT	–	company	overview		

	

This	 part	 will	 deal	 with	 LOT	 –	 Poland’s	 national	 carrier,	 as	 well	 as	 its	 competitive	

environment	 –	 namely	 –	 the	 European	 airline	 market.	 This	 part	 will	 gather	 both	

qualitative,	such	as	history	of	the	company’s	privatization	efforts,	as	well	as	quantitative	

data.		

	

4.1.1	Historical	background	

	

LOT’s	 history	 dates	 back	 to	 the	 interwar	 period,	 as	 it	 is	 the	 case	 with	 many	 other	

European	 flag	 carriers.	 In	 fact,	 it	was	 founded	already	 in	1928	 in	Warsaw.	Two	years	

later,	 LOT	 joined	 the	 already-established	 IATA.	Within	 the	 following	 decade	 LOT	was	

opening	both	domestic	and	European	routes,	as	well	as	a	route	to	America.	

	

After	the	Second	World	War,	LOT	continued	its	expansion,	although	the	airline	market	

was	 not	 booming	 as	 much	 as	 in	 Western	 Europe.	 After	 the	 fall	 of	 communism,	 LOT	

quickly	 replaced	 its	 entire	 fleet,	 composed	 mainly	 of	 Soviet-built	 aircraft,	 with	 new	

planes	manufactured	 by	Boeing.	 In	 1994	 LOT	 had	 the	 youngest	 fleet	 in	 the	world.	 In	

2000	 LOT	 started	 offering	 connecting	 flights	 –	 before	 that	 all	 flights	 had	 been	

exclusively	point-to-point.	In	2005	LOT	decided	to	purchase	Boeings	787	Dreamliner	–	

and	became	the	very	first	airline	in	Europe	to	use	them.	Because	of	Boeing’s	problems,	

the	delivery	was	belated	by	almost	3	years	–	the	first	scheduled	flight	took	off	only	 in	

2012.	LOT’s	current	fleet	of	six	787s	serves	all	of	the	company’s	five	long-haul	routes	–	

to	New	York,	Chicago,	Toronto,	Beijing	and	Tokyo	(LOT,	2016).			

	

4.1.2	Purchasing	wide-body	aircraft	

	
In	 September	2005	LOT	decided	 to	purchase	 seven	Boeings	787s	 to	 replace	 its	 aging	

fleet	 of	 Boeings	 767.	Unlike	 their	 predecessors,	 787s	 are	 considered	 to	 be	 one	 of	 the	

most	efficient	aircraft	ever	made	(Forbes, 2014).	The	planes	were	to	start	flying	at	all	of	

LOT’s	 long-distance	 routes	 from	2008	 (BBC,	2005).	 LOT	was	 to	be	 the	 first	European	
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(and	the	world’s	second)	carrier	to	fly	with	Boeing’s	latest	aircraft.	Yet	the	delivery	had	

been	postponed	several	times	until	2012,	when	LOT	received	the	first	fully	functioning	

aircraft.	The	first	commercial	flight	took	place	on	December	14th	2012	–	more	than	four	

years	after	 the	 initial	delivery	date	of	 summer	2008	 (Forbes,	2012).	This	was	not	 the	

end	of	the	troubles	–	in	January	2013	Japan	Airlines	reported	a	fuel	leakage	(Wall	Street	

Journal,	 2013).	A	week	 later	 the	European	 Safety	Regulators	 grounded	 all	 787s	 –	 but	

LOT’s	 two	 Dreamliners	 were	 the	 only	 such	 planes	 operating	 in	 Europe	 at	 that	 time	

(Reuters,	 2013).	 All	 787	 went	 back	 to	 Boeing’s	 factory	 near	 Seattle	 for	 a	 5-month	

service.	LOT	finally	launched	787	on	the	route	to	New	York	in	June	2013	–	full	five	years	

after	 the	 initial	 first	 scheduled	 plan	 (tvn24,	 2013).	 Shortly	 afterwards,	 all	 767s	were	

finally	 phased	 out.	 LOT	 received	 six	 787s	 till	 May	 2014,	 and	 is	 going	 to	 get	 two	

additional	 planes	by	 the	 end	of	 2016	 (tvn24,	 2014).	 In	 January	2014,	 LOT	 received	 a	

22.5m	EUR	(incl.	15m	EUR	in	cash)	compensation	from	Boeing	for	grounding	the	planes	

in	2013	(Newsweek,	2014).	

4.1.3	LOT	state	restructuring	aid	crisis	(2012-now)	

	
2012	was	a	difficult	year	for	the	European	airline	industry.	Hungarian	national	carrier,	

MALEV,	 as	well	 as	 Spanair	 of	 Spain	both	went	bankrupt.	 It	was	 also	 a	 year	of	 a	huge	

crisis	in	SAS.	According	to	IATA	estimations,	the	entire	European	airline	industry	made	

a	 net	 loss	 of	 1.2bn	USD	 in	 2012	 alone	 (Forbes, 2012).	 As	 for	 LOT,	 in	 order	 to	 remain	

solvent,	the	airline	sold	a	huge	chunk	of	its	assets,	such	as	catering	services.	Technically	

those	assets	were	sold	in	the	official	tenders,	but	eventually	they	were	all	purchased	by	

other	 state-owned	 entities.	 That	 case	 had	 been	 investigated	 by	 the	 European	

Commission,	which	 in	November	ultimately	 agreed	 that	 no	wrongdoing	was	 involved	

(EuropeanCommission, 2012).		

	

On	 December	 12th	 2012,	 Polish	Ministry	 of	 State	 Treasury	4	announced	 that	 it	 would	

give	LOT	a	total	of	1bn	PLN	(approx.	240m	EUR)	of	state	aid,	with	the	first	tranche	of	

100m	 EUR	 to	 be	 paid	 immediately.	 The	 airline	 responded	 with	 a	 short-term	

restructuring	plan	 that	 included,	 among	other	 things,	 letting	 go	of	 600	workers.	Both	

statements	came	as	a	surprise,	as	 in	September	2012	the	 then	 -CEO	of	LOT	publically	
																																																								
4	Polish	Ministry	of	State	Treasury	is	responsible	for	managing	almost	all	state-owned	
enterprises	in	Poland,	including	the	process	of	their	potential	privatization	
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declared	 that	 LOT	was	 in	 a	 good	 financial	 shape	 (Forbes, 2012).	 Any	 country	 that	 is	 a	

member	of	the	European	Union	must	report	all	cases	of	any	state	aid	(given	to	an	either	

state-	 or	 a	 private-owned	 enterprise)	 to	 the	 European	 Commission	 (EC)	 which	must	

then	approve	 this	help	package.	This	happens	only	 if	 a	 sound	plan	of	 restructuring	 is	

implemented	 (European Commission, 2004).	 On	 May	 2013,	 the	 European	 Commission	

conditionally	agreed	to	the	100m	EUR	of	state	aid	given	to	LOT	in	December	2012,	on	

the	 condition	 that	 the	 company	 accepted	 a	 detailed	 two-and-a-half	 year	 (ending	 in	

December	 2015)	 restructuring	 plan	 by	 the	 end	 of	 July	 (Newsweek, 2013),	 (European 

Commission, 2013).	 In	November	2013	the	EC	opened	the	in-depth	inquiry	 into	200m-

euro	state	aid	restructuring	of	LOT	(European Commission, 2013).		

	

On	July	29th	2014,	the	EC’s	inquiry	was	finalized.	The	Commission	concluded	that	“LOT's	

restructuring	 plan	 will	 allow	 the	 company	 to	 become	 viable	 in	 the	 long-term	 without	

unduly	distorting	competition	in	the	Single	Market”.	The	EC	also	pointed	out	 that	LOT’s	

financial	 results	 in	 2013	 were	 better	 than	 expected.	 (European Commission, 2013).	

Indeed,	 in	2013	LOT	had	 an	operational	 loss	 of	 ‘only’	 4m	PLN,	 but	 overall	 the	 airline	

made	a	net	profit	of	26m	PLN	(Forsal, 2014).	However,	as	a	part	of	the	compensation	for	

the	 disruption	 of	 the	 free	 market	 caused	 by	 the	 state	 aid,	 LOT	 had	 to	 temporarily	

withdraw	from	some	of	its	profitable	routes,	as	well	as	to	return	several	slots	at	some	of	

the	most	congested	airports	(EuropeanCommission, 2014).	Additionally,	as	a	part	of	the	

restructuring	 plan,	 LOT	was	 obliged	 to	 lay	 off	 a	 total	 of	 833	workers,	 standardize	 its	

fleet	(less	planes	but	more	seats),	renegotiate	fuel	deals,	 increase	its	share	of	business	

travellers,	 and	 implement	 a	 new	 IT	 system.	 The	 airline	 also	 pledged	 to	 limit	 its	

expansion	outside	of	Europe	by	 the	end	of	2015.	However,	 the	EC	did	not	ask	LOT	 to	

withdraw	from	Asian	and	North	American	routes	that	they	had	already	been	operating	

(Onet News, 2014).	In	December	2014	LOT	announced	that	it	would	only	take	30	out	of	

200m	euro	of	 the	second	state	aid	tranche	that	 the	European	Commission	had	agreed	

for,	as	the	financial	situation	of	the	carrier	was	steadily	improving	(Polish Press Agency, 

2014).		

	

In	April	2014	LOT	revealed	that	in	2013	the	airline	made	an	operational	profit	of	99m	

PLN	 –	 30m	 more	 than	 expected	 in	 the	 restructuring	 plan	 the	 EC	 approved	 in	 2013	

(Polish Television, 2015).	 In	 July	 LOT,	 as	 a	 part	 of	 the	 restructuring	 plan,	 suspended	
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some	of	 its	profitable	routes,	 including	all	 routes	 that	did	not	originate	 from	Warsaw,	

such	as	Gdańsk	–	Kraków	and	Gdańsk	–	Frankfurt	 (Polish Press Agency, 2015).	 In	 June	

2015	 LOT	 unveiled	 that	 from	 January	 2013	 it	 would	 open	 a	 route	 from	Warsaw	 to	

Tokyo.	 It	 would	 also	 open	 a	 few	 new	 European	 routes,	 and	 reinstate	 the	 suspended	

ones.	 The	 airline’s	 CEO	also	made	 a	 commitment	 that	 by	2020	LOT	would	have	been	

carrying	at	least	10m	passengers	a	year	(Polish Press Agency, 2015).	It	was	also	pledged	

that	by	2020	there	would	have	been	75-80	destinations	in	total,	up	from	49	at	the	time	

of	announcing	the	plan	in	mid-2015.	What	is	more,	LOT’s	revenues	would	have	risen	to	

9bn	PLN,	from	3.5bn	in	2014	(Onet, 2015).		

4.2.4	LOT	today	-	the	aftermath	of	the	2012	crisis	&	Supreme	Audit	Office	report	

	
In	2015,	the	situation	was	worse	than	it	had	been	expected.	Although	full	financial	data	

is	unavailable	at	the	time	of	the	writing	of	this	paper,	it	was	expected	that	the	operating	

loss	would	be	25m	PLN,	whereas	 the	 total	net	 loss	 in	2015	would	rise	 to	a	whopping	

0.25bn	 PLN.	 The	 new	 CEO	 claimed,	 “LOT	 must	 actively	 seek	 for	 new	 solutions,	 as	 its	

position	is	ailing”	(Polish Press Agency, 2016).	

	

In	April	2016	Najwyższa	Izba	Kontroli	(Supreme	Audit	Office	–	the	Polish	equivalent	of	

the	UK’s	National	Audit	Office	or	Germany’s	Bundesrechnungshof)	released	an	 in-depth	

analysis	 of	 LOT’s	 restructuring	 efforts	 from	2009	 onwards.	 The	 report	 is	 particularly	

highly	 critical	 of	 LOT’s	 restructuring	 actions	 before	 2012.	 It	 points	 out	 that	 the	

consecutive	restructuring	plans	were	prepared	without	necessary	in-depth	analyses	of	

the	 real	 causes	 of	 the	 past	 failures.	 Financial	 plans,	 both	 on	 the	 side	 of	 costs	 and	

revenues,	were	notoriously	unrealistic.	When	 the	 company	did	not	meet	 them,	 it	was	

only	selling	 its	non-core	assets	to	cover	 losses.	Overall,	LOT	sold	almost	all	of	 its	non-

core	assets	for	1.3bn	PLN	from	2009	to	2015	(Supreme Audit Office, 2016).		

	

The	big	restructuring	plan	from	June	2013	did	improve	the	situation	of	LOT,	according	

to	the	Supreme	Audit	Office.	However,	the	Office	pointed	out	that,	as	previously,	many	

of	the	assumptions	were	overly	optimistic,	especially	with	regard	to	planned	revenues	

from	sales	of	the	tickets,	initiatives	that	were	aimed	at	lowering	the	costs	of	purchasing	

fuel	 and	 using	 slots	 at	 airports.	 A	 profit	 of	 2014	 was	 achieved	 partially	 due	 to	

implementing	 some	 reforms	 (such	 as	 lowering	wages	 and	dismissing	 some	workers),	
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but	 also	because	 some	actions	 that	would	demand	additional	 costs,	 such	 as	 return	of	

some	aircraft,	were	put	aside.	One	should	not	forget,	however,	that	this	would	demand	

additional	costs	in	the	future	(Supreme Audit Office, 2016).	

	

The	 report	 points	 out	 that	 the	 most	 fundamental	 problem	 of	 the	 company	 is	 an	

inadequate	 level	 of	 revenues	 compared	 to	 costs	 that	 must	 be	 borne.	 Revenue	 per	

passenger	 is	 steadily	 decreasing.	 Other	 problems	 include	 high	 debt	 that	 limits	

investments	and	lack	of	modern	narrow-body	aircraft	such	as	B737	or	A320.	All	those	

problems	 were	 pointed	 out	 in	 the	 restructuring	 plan	 in	 June	 2013,	 and	 were	 still	

present	in	April	2016	–	almost	3	years	later	(Supreme Audit Office, 2016).		

	

The	 Supreme	 Audit	 Office	 was	 also	 very	 critical	 of	 the	 usage	 of	 external	 consulting	

services.	 The	 improprieties	 in	 this	 regard	were	 frequent	 and	 systemic,	 and	 stemmed	

from	the	excessive	freedom	of	purchasing	and	appraising	such	services.	Many	contracts	

for	 services	 costing	 more	 than	 1m	 PLN	 were	 signed	 without	 a	 prior	 proper	 tender.	

Instead,	 the	 consulting	 firms	were	 chosen	based	 on	 the	 internal	 procedures.	 Also	 the	

signed	 contracts	 in	 many	 cases	 did	 not	 unequivocally	 stated	 the	 final	 price	 for	

consulting	services,	and	thus	made	it	impossible	to	keep	track	of	expenditures	on	such	

services.	(Supreme Audit Office, 2016).	

	

The	report	concludes	 that	 the	 first	half	of	2016	will	be	highly	critical	 to	 the	company.	

The	2.5-year	restructuring	plan	was	fully	implemented	by	the	end	of	2015,	and	in	2016	

the	airline	must	develop	mainly	through	increasing	sales,	which	can	be	difficult	as	the	

market	remains	competitive	(Supreme	Audit	Office,	2016).	

	

Six	days	after	 the	Supreme	Audit	Office’s	 report	was	released,	LOT	announced	 that	 in	

the	first	quarter	of	2016	the	airline	carried	over	1m	passengers	–	an	all-time	record	for	

the	airline	(Forsal,	2016)		
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4.1.5	Ownership	and	management	

	
When	writing	about	LOT,	one	of	the	key	issues	to	be	concerned	about	is	the	ownership	

and	management	of	the	company.	These	issues	arguably	play	a	bigger	role	in	LOT	than	

they	do	in	most	other	airlines.		

	

LOT	was	 established	 in	1992	as	 a	100%	state-owned	 commercial	 enterprise,	 and	has	

operated	 like	 this	 ever	 since.	 In	 fact,	 in	 2016	 the	 Polish	Ministry	 of	 Treasury	 owned	

99.82%	 of	 LOT’s	 shares,	 and	 the	 state-owned	 investment	 fund	 TFS	 Silesia	 controlled	

0.144%	of	the	company.	The	remaining	0.036%	belonged	to	the	company’s	employees	

(LOT, 2016).		

	

This	 ownership	 structure	 made	 the	 airline	 prone	 to	 political	 influence.	 Since	 Poland	

joined	the	European	Union	in	2004,	LOT	has	had	14	CEOs.	On	average,	a	CEO	in	LOT	was	

in	charge	for	about	one	year.	This	number	includes	also	“acting	CEOs”	–	after	letting	go	

of	a	CEO,	his	assistant	would	usually	take	the	post	over.	In	theory	they	were	to	act	only	

temporarily.	 In	 practice	 those	 acting-CEOs	 were	 often	 in	 charge	 just	 as	 long	 as	 the	

“regular”	CEOs	as	it	was	difficult	to	find	a	suitable	replacement.	(Dziennik Polski, 2016).	

Typically,	consecutive	governments	were	changing	CEOs	 for	 two	reasons.	Firstly,	 they	

were	replaced	simply	because	a	given	party	won	 the	election.	This	was	 the	case	after	

the	 elections	 in	 2005,	 2007	 and	 recently	 in	 2015	 (Wirtualne Media, 2006),	

(Rzeczpospolita, 2008),	(Reuters, 2016).	Ministers	always	dismissed	LOT’s	CEOs	without	

having	a	ready	substitute.	 In	2006	the	position	of	LOT’s	CEO	was	given	 to	Władysław	

Bartoszewski,	 the	 82-year-old	 Polish	 distinguished	 politician,	 social	 activist,	 historian	

and	 a	 former	 prisoner	 of	 Auschwitz	 concentration	 camp,	 but	 also	 a	 person,	who	 had	

never	held	a	business	position	before	(Wirtualne Media, 2006).		

	

Secondly,	 LOT’s	 CEOs	were	 dismissed	when	 the	 company	was	 announcing	 its	 lack	 of	

profits	after	the	end	of	each	financial	year.	This	practice	did	not	allow	virtually	any	CEO	

to	implement	any	long-term	restructuring	plan.	Such	a	situation	occurred	in	2012	when	

LOT’s	CEO	announced	in	December	that	the	company	desperately	needed	government	

aid	to	survive.	That	happened	despite	the	fact	that	only	in	September	the	very	same	CEO	

was	declaring	 that	 the	company	was	 in	a	good	shape	 (Forbes, 2012).	 Sebastian	Mikosz	
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was	 appointed	 as	 a	 new	 CEO,	 and	 then	 led	 the	 company	 through	 the	 2-year	

restructuring	plan.	Yet,	in	August	2015	Mr	Mikosz	resigned	arguing	that	the	Ministry	of	

State	 Treasury	 declined	 the	 long-promised	 privatization	 of	 the	 carrier,	 despite	 the	

appearance	of	a	prospective	buyer	–	the	parent	company	of	Wizzair	(Newsweek, 2015).	

A	member	of	 the	Board	of	LOT,	and	a	 former	CEO	of	Polish	Railways,	 took	over	as	an	

acting	CEO.	His	term	lasted	only	6	months.	In	January	2016	the	newly	appointed	Polish	

government	chose	yet	another	CEO	–	fourteenth	since	2004	(Polish Press Agency, 2016).		

	

4.1.6	Privatization	of	LOT	

	

Although	 the	 consecutive	 governments	were	 constantly	 influencing	 the	way	 LOT	was	

managed,	 there	 were	 many	 attempts	 to	 privatize	 the	 company.	 The	 first	 act	 of	 the	

privatization	took	place	 in	1999.	Until	 then	LOT	had	been	a	100%-state-owned	entity.	

On	November	18th	1999	the	Polish	State	controlled	only	52%	of	the	company’s	shares.	

37.6%	were	sold	to	SAirGroup	–	a	parent	company	of	Swissair,	which	resulted	in	joining	

the	now-defunct	Qualiflyer	alliance.	The	remaining	shares	were	dealt	out	amongst	the	

company’s	 employees.	Before	 the	partial	privatization	LOT	had	already	been	 in	2.7bn	

PLN	 debt.	 That	 had	 not	 allowed	 for	 an	 IPO	 on	 the	Warsaw	 Stock	 Exchange	 (TVN24, 

2011).		

	

The	move	turned	out	not	 to	be	as	promising	as	planned.	After	the	9/11	attacks	 in	the	

United	 States	 many	 airlines	 faced	 troubles.	 Swissair	 went	 bankrupt,	 and	 so	 did	 the	

entire	 Qualiflyer	 alliance.	 LOT	 began	 negotiations	 with	 Lufthansa	 about	 the	 strategic	

partnership	and	in	April	2002	LOT	joined	the	Star	Alliance.	Polish	government	gave	LOT	

a	one-time	state	aid	of	400m	PLN5	to	save	the	bankrupting	airline.	37.6%	of	shares	were	

sold	for	136m	PLN,	so	the	state	lost	more	than	a	quarter	billion	PLN	on	the	transaction	

in	two	years	(TVN24, 2011).		

	

In	 2011	 a	 report	 from	 the	 Supreme	 Audit	 Office	 on	 the	 privatization	 of	 LOT	 was	

released.	 The	 paper	 was	 highly	 critical	 of	 the	 process	 of	 1999-2001	 changes	 in	 the	

																																																								
5	Poland	joined	the	European	Union	only	in	2004,	so	in	2002	it	did	not	have	to	obtain	
any	permission	for	the	state	aid		
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ownership	structure	of	LOT.	It	pointed	out	that	not	only	was	the	transaction	inviable	for	

LOT,	but	also	that	there	was	a	lot	of	infringement	involved	in	the	process.	For	example,	

the	 former	 Board	 of	 LOT	 was	 paid	 1m	 CHF	 for	 consulting	 services,	 which	 was	

noncompliant	 with	 the	 law.	 The	 report	 also	 pointed	 out	 extraordinarily	 costly	

consulting	 contracts	and	 free	airline	 tickets	 that	were	dished	out	 to	employees	of	 the	

Ministry	of	Infrastructure	and	other	government	entities	(TVN24, 2011).		

	

Much	 earlier,	 in	 2003,	 Ernst	 &	 Young	 prepared	 a	 report	 about	 the	 bankruptcy	 of	

Switzerland’s	former	national	carrier.	The	paper	revealed	letters	in	which	the	then-CEO	

of	 SAirGroup	 offered	 the	 then-CEO	 of	 LOT	 a	 compensation	 of	 60.5-87.5k	 CHF	 paid	

monthly	directly	onto	his	account	in	Credit	Suisse.	Technically,	the	money	was	paid	for	

“consulting	 services”,	 but	 no	 details	 of	 the	 scope	 of	 such	 service	 had	 ever	 been	

determined.	Polish	Ministers	of	the	State	Treasury	claimed	that	they	did	not	know	and	

did	not	allow	the	CEO	of	LOT	to	receive	any	money	from	SAirGroup	(Gazeta Wyborcza, 

2003).		

	

The	fate	of	the	privatization	of	LOT	then	depended	on	taking	over	the	company’s	shares	

that	SAirGroup	purchased	in	2001.	It	only	happened	in	May	2009	(pasazer, 2009)	–	the	

Polish	 state,	 after	 almost	 a	 decade,	 controlled	 more	 than	 99%	 of	 LOT’s	 shares.	

Consecutive	Ministers	 of	 State	 Treasury	 and	 CEOs	were	 claiming	 that	 LOT	would	 be	

privatized	firstly	by	2008,	then	by	2011	and	finally	by	2012.	In	2011	Morgan	Stanley,	an	

American	investment	bank	that	was	the	chief	advisor	in	the	privatization	process,	made	

a	detailed	report	on	the	change	in	LOT’s	ownership	structure	(Onet, 2011).	However,	no	

such	changes	occurred	in	the	following	5	years.		

	

In	 2010	 Christoph	 Franz,	 the	 soon-to-be	 CEO	 of	 Lufthansa	 claimed	 that	 the	 German	

carrier	 might	 be	 interested	 in	 purchasing	 LOT	 once	 it	 was	 privatized.	 	 (Süddeutsche 

Zeitung, 2010; Süddeutsche Zeitung , 2010).	However,	 in	December	2011,	 the	same	CEO	

stated	that	Lufthansa	was	not	interested	in	purchasing	shares	of	LOT	(Forbes, 2011).	

	

In	April	2012	Turkish	Airlines	declared	 interest	 in	buying	LOT.	The	Turkish	company	

carried	 out	 a	 due	 diligence	 of	 the	 Polish	 national	 carrier	 (Forsal, 2012).	 In	May	 2012	

LOT’s	CEO	Marcin	Pirog	told	CNN	“I	believe	that	between	now	and	the	end	of	summer	
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one	of	 them	<the	potential	buyers>	will	 sign	exclusivity	agreement”	 (CNN, 2012).	Yet,	

only	 9	 days	 after	 the	 CNN’s	 interview,	 Turkish	 Airlines	 officially	 withdrew	 from	 the	

process	of	acquiring	shares	of	LOT	(Newsweek, 2012).	In	May’s	interview	the	CEO	of	the	

Polish	carrier	also	stated	that	“We	are	not	only	the	strongest	player	in	this	part	of	the	

world,	central	eastern	Europe,	but	we	can	be	a	...very	good	partner	for	one	of	the	biggest	

airlines	 and	 profitable	 airlines	 in	 the	 industry”	 (CNN, 2012).	 In	 December	 2012,	 7	

months	 after	 the	 interview	with	 CNN,	 LOT	 asked	 for	 100m	 EUR	 of	 state	 aid	 and	 the	

privatization	process	was	ceased	for	good	(Polish Radio, 2012).		

	

One	of	 the	biggest	obstacles	 that	was	notoriously	 scarring	off	potential	 investors	was	

the	fact	that	a	special	law	passed	in	the	1990s	did	not	allow	the	state	to	sell	more	than	

49%	 of	 shares	 in	 LOT.	 That	 law	 was	 finally	 changed	 in	 2013,	 in	 the	 middle	 of	 the	

financial	 crisis	 in	 the	 airline	 (Polish Ministry of State Tresury, 2013).	 Still,	 no	 potential	

buyer	emerged	at	that	time.		

	

After	the	financial	crisis	in	LOT,	in	2015	Indigo	Partners,	an	American	investment	fund	

that	was	also	a	shareholder	in	Wizzair,	a	 low-cost	carrier	from	Hungary,	expressed	its	

interest	 in	purchasing	 shares	of	 LOT.	However,	 in	 September	2015	Polish	Minister	 of	

State	 Treasury	 denied	 the	 possibility	 of	 selling	 any	 shares	 to	 the	 fund	 and	 froze	 the	

privatization	process.	After	 this	 information	 the	CEO	of	 the	company	resigned	 (Gazeta 

Prawna, 2015).	 In	 September	 the	 acting	 CEO	 of	 LOT	 argued	 that	 finding	 a	 suitable	

investor	would	still	be	his	priority	(Gazeta Wyborcza, 2015).	

	

In	 January	 2016,	 Polish	 Minister	 of	 State	 Treasury	 appointed	 by	 the	 newly	 elected	

government	 claimed	 that	 “LOT	 is	 in	 a	 very	 difficult	 condition	 and	 the	 previous	

government	 is	 fully	 responsible	 for	 that	 situation”	 (Gazeta Wyborcza, 2016).	 He	 also	

stated	 that	 “LOT	 is	 in	 a	 very	 bad	 situation	 and	 needs	 a	 rescue	 plan	 quickly”	 (Forsal, 

2016).	 In	 April	 2016,	 the	 deputy	Minister	 of	 State	 Treasury	 claimed	 that	 the	Ministry	

“grants	 the	permission	 for	 the	privatization	of	LOT”,	but	only	 if	 the	 state	 controls	 the	

majority	of	shares.	Additionally,	he	claimed	that	the	privatization	would	be	carried	out	

‘only	when	LOT’s	value	responded	to	its	potential”	(Forsal, 2016).	
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4.1.7	Activities	of	the	Unions	

	

In	2012,	at	the	peak	of	the	LOT’s	financial	troubles,	Poland’s	national	airline	employed	

2063	 workers,	 which	 gave	 a	 ratio	 of	 3053	 passengers	 carried	 annually	 per	 one	

employee	(Forbes, 2013).	In	comparison	with		Ryanair,	which	is	considered	to	be	a	cost	

leader	in	the	industry,	this	ratio	in	2012	was	8983	(Ryanair, 2013).	 	On	the	other	hand,	

SAS,	 the	 national	 carrier	 of	 Sweden,	 Denmark	 and	 Norway,	 which	 also	 received	

government	state	aid,	carried	only	1893	passengers	for	each	worker	employed	in	2012	

(SAS, 2013).		

	

Strikes	 of	 the	 personnel	 are	 common	 in	 the	 aviation	 industry.	 Michael	 Porter	 in	 his	

famous	 paper	 claims	 that	 one	 of	 the	 reasons	 for	 airline	 industry’s	 notoriously	 poor	

profitability	 is	 the	exceptionally	high	bargaining	power	of	 labor.	Airline’s	personnel	 is	

particularly	 highly	 unionized	 and	 has	 a	 lot	 of	 clout.	 A	 short,	 even	 a	 couple-hour	 long	

strike	can	bring	about	millions	of	losses	in	an	industry	whose	margins	are	already	thin	

(Harvard Business Review, 2016).	

	

Oddly	enough,	LOT	experienced	a	surprisingly	small	number	of	staff-related	 issues.	 In	

fact,	 unlike	most	 of	 its	 competitors	 that	 are	 notoriously	 being	 tarnished	with	 strikes,	

LOT	has	never	 experienced	any	general	 strike,	 or	 even	work-to-rule.	All	 disputes	had	

been	settled	either	before	any	strike	occurred,	or	within	hours	from	a	warning	strike.		

	

In	2001	employees	conducted	a	short,	2-hour	warning	strike,	but	their	issue	regarding	

pay	rises	was	settled	within	a	few	days	(Wyborcza, 2001).		A	similar	warning	strike	was	

carried	 out	 in	 2010	 (TVP Info, 2010).	 In	 2011	 a	 strike	 proposal	 was	 voted	 amongst	

employees	 in	a	referendum,	but	eventually	 failed	to	 take	place	 (wprost, 2011).	 In	2012	

several	employees	of	LOT’s	daughter	company	Aircraft	Maintenance	Services	conducted	

a	 strike,	 which	 was	 then	 considered	 to	 be	 illegal	 by	 the	 court	 in	 Warsaw.	 As	 a	

consequence,	the	organizers	of	the	strike	were	dismissed	(tvn24bis, 2012).	In	November	

2015	the	airline’s	staff	planned	another	warning	strike,	but	the	case	was	settled	before	

the	strike	took	off	(tvn24bis, 2015).			
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4.1.8	Fleet	

	
Table	3:	Fleet	of	LOT	as	of	April	2016	
	 Boeing	

787-8	

Boeing		

737-400	

Embraer	

195	

Embraer	

175	

Embraer	

170	

Number	in	

fleet	

6	(8	incl.	

orders)	

3	 6	 12	 6	

Seating	 250	 162	 112	 82	 70	

Source:	(LOT, Fleet, 2016)	

One	of	the	biggest	issues	of	LOT	is	its	feet.	In	April	2016	LOT	had	33	planes	(LOT,	2016).	

Although	 six	 of	 them	 were	 modern	 Boeings	 787s	 Dreamliner	 (with	 two	 more	 to	 be	

delivered	by	the	end	of	2016)	the	airline’s	problem	is	its	short-haul	fleet.	LOT	has	only	

three	 Boeings	 737-400	 that	 are	 the	most	 popular	 short-haul	 planes	 in	 the	world.	 All	

three	 aircraft	 were	 built	 in	 the	 early	 1990s.	 The	 rest	 of	 the	 fleet	 consists	 of	 aging	

Brazilian-made	Embraers.	In	2015	LOT’s	CEO	said	that	the	company	should	order	15-20	

new	narrow	body	aircraft.	Additionally,	small	Embraers	170	should	be	phased	out	–	but	

the	problem	is	that	nobody	wants	to	buy	them	(Forsal,	2016).		

	

4.1.9	Destinations	

	
Table	4:	LOT’s	destinations	
Poland	 Western	

Europe	
Eastern	
Europe&	
Balkans	

Middle-East	 North	
America	

Asia	

8	 19	 26	 2	 3	 36	
Source:	LOT	

In	April	2016	LOT	operated	60	regular	routes	as	well	as	15	seasonal	charter	

connections.	The	vast	majority	of	routes	are	within	Europe.	LOT	has	only	7	non-

European	connections	to	three	geographical	regions	-	the	Middle	East	(Beirut	and	Tel	

Aviv),	North	America	(New	York,	Chicago	and	Toronto)	and	Asia	(Beijing	and	Tokyo)	

(LOT, 2016).		

	

																																																								
6	The	third	long-haul	route,	between	Warsaw	and	Seoul,	launches	in	October	2016	(BusienssTraveller, 
2016)	
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4.1.10	Financial	analysis	

	
Table	5:	Financial	data	of	LOT	
	

	 2007	 2008	 2009	 2010	 2011	 2012	 2013	 2014	 2015	

Total	revenues	
(bn	PLN)	 3.15	 3.02	 2.87	 3.18	 3.5	 3.47	 3.27	 3.37	 3.48	

Sales	revenues	
(bn	PLN)	 3	 2.9	 2.72	 2.96	 3.16	 3.3	 3.15	 3.23	 n/a	

EBITDA	(m	
PLN)	 73	 -109	 -220	 -163	 -158	 -147	 -4	 99	 -25	

Net	non-
adjusted	profit	

(m	PLN)	
158	 -732	 -168	 -52	 -147	 -157	 26	 -263	 -250	

Source:	(LOT, 2015; Bankier , 2016; wprost, 2016; Polityka, 2012; Gazeta Wyborcza, 2014; Forsal, 2015; 
parkiet, 2010; EMIS Professional , 2016; Polish Market of Airline Transportation, 2011)	
	

4.2	Poland	and	the	European	aviation	market	

	
Graph	3:	PAX	per	1000	inhabitants,	weekly	average	ASK	per	capita	(2014)	

	
Source:	own	calculations	based	on	(World Economic Forum, 2016; United Nations, 2016; Marketline, 2015; 
Eurostat, 2015)	
	
One	 can	 clearly	 see	 that	 figures	 for	 both	 the	 number	 of	 air	 passengers	 in	 selected	

countries	 per	 1000	 inhabitants	 and	 the	 average	 weekly	 number	 of	 available	 seat	

kilometers	 (ASK)	 per	 capita	 tend	 to	 rise	 linearly,	 with	 some	 exceptions	 whose	

explanation	is	not	the	very	core	part	of	this	research.	For	instance	Australia	may	enjoy	

exceptionally	 high	 ASK	 per	 capita	 because	 of	 the	 sheer	 distance	 between	 Australian	

largest	 domestic	 airports,	 as	 well	 as	 between	 Australia	 and	 virtually	 any	 airport	
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overseas.	Poland	performs	relatively	poorly	in	both	categories,	but	clearly	it	is	also	one	

of	the	 least-developed	countries	that	are	examined	in	this	graph.	The	next	two	graphs	

will	thus	examine	the	relationship	between	the	real	GDP	per	capita,	and	the	popularity	

of	flying	in	selected	countries.	

	
Graph	4:	GDP	(PPP)	per	capita	and	weekly	average	ASK	per	capita,	2014	

	
Source:	own	calculations	based	on	(International Monetary Fund, 2016; World Economic Forum, 2016; 
United Nations, 2016)	
	
Graph	5:	GDP	(PPP)	per	capita	and	PAX	per	1000	inhabitants,	2014	

	
Source:	own	calculations	based	on	(Eurostat, 2015; International Monetary Fund, 2016; Marketline, 2015; 
United Nations, 2016)	
	
As	 it	 stems	 from	both	graphs,	 countries	with	higher	 real	GDP	per	 capita	 tend	 to	have	

both	 higher	 ASK	 per	 capita,	 as	well	 as	 their	 airports	 tend	 to	 serve	more	 passengers.	

Nevertheless,	 Poland’s	 airline	 statistics	 look	 uniquely	 bad	 compared	 to	 its	 relative	

wealth.	Real	per	capita	GDP	 in	France	and	Germany	 is	50-55%	higher	 than	 in	Poland,	

but	 both	 countries	 in	 both	 airline	 statistics	 perform	 at	 least	 four	 times	 better.	

Norwegians	are	twice	richer	than	Poles,	but	on	average	fly	16	times	more	often.	Even	in	
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the	comparison	with	countries	with	a	similar	 level	of	development,	such	as	Argentina,	

Malaysia,	 Russia,	 Greece	 or	 Portugal	 Poland’s	 performance	 looks	 bleak.	 The	 Czech	

Republic,	a	country	with	a	similar	geographic	location	and	strong	cultural	and	economic	

ties	with	Poland,	is	only	20%	richer,	but	its	airports	serve	twice	more	passengers	than	

their	 northern	 neighbor.	 China,	 a	 country	 still	 more	 than	 twice	 poorer	 than	 Poland,	

managed	to	have	a	similar	PAX	rate,	and	a	10%	higher	number	of	ASK	per	capita.		

	

Graph	6:	Airline	industry	size	per	capita	(USD)	and	%	of	the	airline	industry	in	the	

nominal	GDP,	2014		

	
Source:	own	calculations	based	on: (Marketline, 2015; International Monetary Fund, 2016; United Nations, 
2016)	
	

Poland	 has	 one	 of	 the	 smallest	 values	 of	 airline	 industry	 per	 capita	 amongst	 all	

examined	 countries	 –	 almost	 ten	 times	 smaller	 than	 Australia’s	 per	 capita	 industry	

value.	This	factor,	for	obvious	reasons,	is	somehow	related	to	the	wealth	of	individuals.	

More	importantly,	however,	Poland’s	value	of	airline	industry	as	the	percentage	of	GDP	

is	also	smaller	than	in	most	examined	countries	–	in	2014	it	was	responsible	for	0.43%	

of	 the	 country’s	 overall	 GDP.	 In	 Denmark,	 the	 Czech	 Republic,	 the	 Netherlands	 and	

Germany	this	ratio	stood	at	0.55%,	0.57%,	0.66%	and	0.73%,	respectively.	Amongst	the	

31	examined	nations	only	airline	industries	in	India	and	Argentina	were	responsible	for	

a	smaller	share	of	nominal	GDP	(0.4%	and	0.37%	respectively).	Although	historical	data	

are	 difficult	 to	 obtain,	 this	 statistics	 strongly	 shows	 the	 potential	 that	 the	 Polish	

industry	 market	 has	 –	 even	 if	 GDP	 doesn’t	 grow	 that	 fast	 in	 the	 future,	 at	 least	 the	

market	will	grow	along	with	its	share	–	perhaps	till	it	reaches	the	median	of	0.65%.	
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Graph	7:	CAGR	of	GDP	(PPP)	per	capita,	PAX	and	industry	values,	2010-2014	

Source:	own	calculations	based	on:	(Marketline, 2015; International Monetary Fund, 2016),		

	

Real	GDP	per	capita	 in	Poland	grew	at	the	average	annual	rate	of	4.6%	between	2010	

and	2014,	which	was	 the	 fifth	 best	 score	 amongst	 the	 assessed	nations.	 Yet,	 Poland’s	

growth	in	PAX	was	ninth	in	the	ranking,	and	in	ASK	tenth	–	only	tenth.	Some	developed	

airline	markets	–	such	as	those	in	Norway	and	in	Belgium	-	actually	grew	almost	just	as	

Poland’s	 aviation	 market.	 It	 means	 that	 although	 the	 gap	 between	 Poland	 and	 the	

leaders	in	the	aviation	market	is	not	widening	–	it	is	not	shrinking	either.		

	
Graph	8:	Difference	between	CAGR	in	GDP	(PPP)	per	capita	and	CAGR	in	PAX	per	1000	

inhabitants,	2010-2014	

Source:	own	calculations	based	on:	(International Monetary Fund, 2016), (Marketline, 2015)	

	

The	graph	above	shows	the	difference	between	the	growth	of	PAX	per	1000	inhabitants	

and	 GDP	 (PPP)	 per	 capita	 between	 2010	 and	 2014.	 For	 example,	 Japan’s	 PAX	 was	

-05%	

00%	

05%	

10%	

15%	

20%	

25%	

30%	

CAGR	GDP	PPP	per	capita,	2010-2014	 CAGR	of	PAX	2010-2014	
CAGR	of	industry	value	2010-2014	 Linear	(CAGR	of	PAX	2010-2014)	
Linear	(CAGR	of	industry	value	2010-2014)	

-04%	

-02%	

00%	

02%	

04%	

06%	

08%	

10%	

12%	

14%	

Ja
pa
n	

Cz
ec
h	
Re
p.
	

US
A	

In
di
a	

Ge
rm
an
y	

Sp
ai
n	

Ir
el
an
d	

Au
st
ra
lia
	

Au
st
ri
a	

Ch
in
a	

Ar
ge
nt
in
a	

Ko
re
a,
	S
.	

Fr
an
ce
	

Ca
na
da
	

Ita
ly
	

De
nm

ar
k	

Po
la
nd
	

UK
	

Sw
itz
er
la
nd
	

Sw
ed
en
	

N
et
he
rl
an
ds
	

Fi
nl
an
d	

M
ex
ic
o	

N
or
w
ay
	

Be
lg
iu
m
	

M
al
ay
si
a	

Po
rt
ug
al
	

Br
az
il	

Gr
ee
ce
	

Ru
ss
ia
	

Tu
rk
ey
	



What	are	the	critical	factors	behind	the	failure	of	Europe’s	state-owned	airlines?			 	 	 					MSc	IBS	‘16	
	 	
	

	 51	

growing	 annually	 by	 a	 mere	 0.1%,	 whereas	 its	 income	 was	 rising	 by	 2.9%.	 Similar	

situation	can	be	observed	in	the	Czech	Republic,	the	US,	India,	Germany,	Spain,	Ireland	

and	in	Australia	–	in	these	countries	real	incomes	were	rising	faster	than	their	aviation	

markets.	On	 the	other	 side	of	 the	 spectrum,	 in	Turkey	and	Russia,	 the	growth	of	PAX	

massively	outperformed	 the	countries’	–	however	decent	–	economic	development.	 In	

this	respect,	Poland	achieves	an	average	performance.		

	

Graph	9:	Share	of	domestic	traffic	in	the	countries'	total	air	traffic	

Source:	own	calculations	based	on:	(Marketline, 2015)	

	

Poland’s	share	of	domestic	flights	in	the	total	airline	market	is	not	too	big,	compared	to	

other	countries.	Even	somehow	geographically	similar	Germany	has	more	than	twice	

higher	share	of	domestic	flights.		

	

4.3	LOT	and	the	European	airline	industry	

	
Graph	10:	Revenues	and	PAX	of	Europe’s	largest	airlines	

	
Source:	(Air France-KLM, 2016; Aegan, 2016; Aeroflot, 2015; Air Berlin, 2016; Brussels Airlines, 2015; EMIS 
Professional , 2016; Easyjet, 2015; Compagnia Area Italiana, 2015; Finnair, 2016; IAG, 2016) (Lufthansa, 
2016; NAS, 2016; Ryanair, 2016; SAS, 2016; TAP Group, 2014; Turkish Airlines, 2016; Wizzair, 2016; Civil 
Aviation Authority of Poland, 2016)	
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Graph	11:	Total	revenues	of	Europe’s	major	regular	airlines,	2014		

	
Source:	(Aegan, 2016; EMIS Professional , 2016; Brussels Airlines, 2015; Finnair, 2016; Compagnia Area 
Italiana, 2015; TAP Group, 2014; SAS, 2016; IAG, 2016; Air France-KLM, 2016; Lufthansa, 2016)	
	
In	2014	Europe’s	 airline	market	 consisted	of	 four	different	 types	of	 airlines.	The	 first	

group,	so-called	Big	3,	comprises	Lufthansa	Group	(which	also	owns	Austrian	Airlines	

and	 Swiss	 International	 Airlines),	 Air	 France	 –	 KLM	 and	 IAG	 (International	 Airlines	

Group	 that	 owns	 British	 Airways,	 Iberia	 and	 a	 semi-low	 cost	 airline	 Vueling).	 These	

three	companies	 in	2014	generated	a	 staggering	82%	of	all	of	 industry’s	 revenues.	 In	

terms	of	passengers	carried	their	dominance	is	not	that	visible	–	Ryanair,	for	example,	

carries	more	passengers	than	both	AF-KLM	and	IAG	–	but	its	level	of	revenues	is	not	so	

high.	 The	 second	 group	 of	 airlines	 can	 be	 named	 as	 “the	 new	 Europe”.	 The	 group	

includes	Turkish	Airlines	from	Turkey,	and	Aeroflot	from	Russia.	These	airlines	do	now	

have	 the	 clout	 of	 the	 “Big	 3”	 players,	 but	 they	 are	 already	 way	 ahead	 of	 any	 other	

traditional	 carrier	 in	 Europe,	 both	 in	 terms	 of	 revenues	 and	 passengers	 carried.	 The	

third	 group	 comprises	 low-cost	 carriers	 (LCCs).	 20	 years	 ago	 a	 niche	 in	 the	 airline	

industry,	 in	2014	Ryanair	was	Europe’s	 second	 largest	 carrier	 in	 terms	of	passengers	

carried,	 only	 after	 the	 Lufthansa	 Group.	 Easyjet,	 with	 revenues	 slightly	 higher	 than	

Ryanair’s	 and	 a	 significantly	 smaller	 number	 of	 passengers	 carried,	 is	 the	 continent’s	

second-largest	 LCC.	 Other	 LCCs	 such	 as	 Norwegian	 and	 Wizzair,	 are	 substantially	

smaller.	The	last	group	of	airlines	includes	so-called	legacy	carriers	–	airlines	that	used	

to	be	countries’	national	carriers,	but	have	not	consolidated	into	the	three	largest	airline	

groups	that	make	the	“Big	3”.	This	part	of	the	industry	includes	airlines	such	as	Alitalia,	

SAS,	Finnair,	TAP	Portugal,	Brussels	Airlines,	Aegan	and	LOT.	Their	scale	is	limited	–	all	

legacy	carriers’	combined	revenue	was	one-third	smaller	than	that	of	IAG	–	the	smallest	

of	all	of	the	big	carriers.	
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Graph	12:	Growth	in	PAX	in	the	largest	European	airlines,	2006-2014	

	
Source:	(Aegan, 2016; Aeroflot, 2015; Air Berlin, 2016; Air France-KLM, 2016; Easyjet, 2015; Finnair, 2016; 
IAG, 2016; NAS, 2016; SAS, 2016; TAP Group, 2014) (Lufthansa, 2016; Turkish Airlines, 2016; Italian Civil 
Aviation Authority, 2016; Civil Aviation Authority of Poland, 2016; Supreme Audit Office, 2009; Puls Biznesu, 
2012; Lotnicza Polska, 2008)	
	
The	charts	above	show	that	European	legacy	carriers	–	regardless	of	their	size	–	grow	

much	more	slowly	than	LCCs	or	the	airlines	from	the	East	(Turkish	&	Aeroflot).	In	fact,	

out	of	20	examined	airlines,	6	that	grew	the	fastest	between	2006	and	2014	were	either	

low-cost	carriers,	or	 “new	airlines”	 (Turkish	and	Aeroflot).	Carriers	 that	struggled	 the	

most	 were	 traditional	 legacy	 carriers.	 In	 fact,	 Alitalia	 in	 2014	 carried	 4%	 less	

passengers	than	8	years	before,	and	the	 figure	 for	SAS	 improved	by	only	1%.	LOT	did	

not	 perform	 badly	 –	 it	 carried	 65%	 more	 passengers	 in	 2014	 than	 in	 2006	 –	 but	

arguably	 not	 enough	 to	 catch	 up	 at	 least	 with	 other	 legacy	 airlines	 from	 Western	

Europe.	
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Graph	13:	Growth	in	revenues	in	selected	European	airlines,	2010-2014	

	
Source:	(Turkish Airlines, 2016; Aeroflot, 2015; NAS, 2016; Wizzair, 2016; Ryanair, 2016; Easyjet, 2015; 
IAG, 2016; Air France-KLM, 2016; TAP Group, 2014; Lufthansa, 2016) (SAS, 2016; EMIS Professional , 
2016)	
	
In	terms	of	growth	in	revenues,	Turkish	and	Aeroflot	massively	outperformed	any	other	

examined	 airline	 –	 their	 revenues	 in	 USD	 grew	 by	 almost	 200%	 between	 2010	 and	

2014.	 All	 assessed	 low-cost	 carriers	 performed	 better	 than	 any	 legacy	 carrier.	 LOT’s	

performance	looks	particularly	feeble	–	the	airline’s	revenues	grew	only	by	2%	between	

2010	and	2014	–	the	second-worst	performance	after	SAS,	whose	revenues	actually	fell	

by	7%.	

	
	
	
Graph	14:	Profit	margins	of	selected	European	airlines,	2010-2014	

	
Source:	(Air Berlin, 2016; NAS, 2016; TAP Group, 2014; SAS, 2016; Air France-KLM, 2016; Lufthansa, 
2016; Aeroflot, 2015; Turkish Airlines, 2016; Easyjet, 2015; Ryanair, 2016) (EMIS Professional , 2016; Polish 
Market of Airline Transportation, 2011; Polityka, 2012)	
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Ryanair’s	profit	margin	is	one	of	the	highest	in	the	industry	–	it	was	consistently	higher	

than	10%,	and	was	the	highest	among	the	examined	airlines	every	single	year.	Only	4	

other	airlines	were	able	to	retain	positive	profit	margins	in	the	whole	period	between	

2010	and	2014	–	Easyjet,	Turkish,	Aeroflot	and	Lufthansa.	By	contrast,	AF-KLM	did	not	

break-even	once	in	the	researched	period.	LOT	managed	to	declare	profit	only	once	–	in	

2013	-	but	in	2014	it	ended	up	with	second-worst	profit	margin,	at	-8%.		

4.5	LOT	and	the	Polish	aviation	market	

	
Graph	15:	Growth	in	LOT’s	PAX	(incl.	subsidiaries)	and	sales	revenues	

	
Source:	(Civil Aviation Authority of Poland, 2016; Supreme Audit Office, 2009; Puls Biznesu, 2012; Lotnicza 
Polska, 2008; Polityka, 2012; EMIS Professional , 2016; Polish Market of Airline Transportation, 2011)		
	
	
Between	2006	and	2014	LOT’s	revenues	were	rising	much	more	slowly	than	the	growth	

in	 carried	passengers.	 In	 that	period	 the	number	of	passengers	 carried	grew	by	65%,	

whereas	sales	revenues	rose	only	by	17%.		
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Graph	16:	Growth	of	LOT	and	the	Polish	aviation	market	

	
Source:	(Polish Market of Airline Transportation, 2011; Polityka, 2012; EMIS Professional , 2016; Civil 

Aviation Authority of Poland, 2016; Marketline, 2015; Supreme Auit Office, 2009; Puls Biznesu, 2012; 

Lotnicza Polska, 2008)	

	

LOT's	growth	in	both	revenues	and	PAX	is	way	slower	than	growths	of	Poland's	overall	

airline	 industry	market	value	and	PAX.	 In	9	years	between	2006	and	2014	LOT’s	PAX	

increased	by	65%,	whereas	 the	Polish	market	grew	by	73%.	Also,	LOT's	revenues	are	

stagnant,	 even	 though	 the	 Polish	 airline	 market	 is	 growing	 fast.	 Poland’s	 national	

carrier’s	 revenues	 rose	 by	 17%	 in	 the	 8-year	 period	whereas	 the	 value	 of	 the	 Polish	

airline	industry	grew	by	50%.	

	

Graph	20:	Growth	of	the	Polish	airline	market	(scheduled	flights	only)	

	
Source:	(Civil Aviation Authority of Poland, 2016)	
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The	 graph	 showing	 the	 growth	 of	 the	 Polish	 airline	 market	 allows	 to	 draw	 a	 few	

conclusions.	

	

Firstly,	 Polish	 airline	 market	 does	 grow	 fast.	 In	 fact,	 it	 grew	 from	 serving	 16.1m	

passengers	a	year	in	2009	to	26.7m	in	2015.	This	is	the	growth	of	66%	in	just	6	years,	or	

the	CAGR	coefficient	of	8.8%.		

	

Secondly,	there	is	a	stable	share	of	domestic	flights	in	the	entire	market	that	stands	for	

approximately	10%.	As	a	matter	of	fact,	domestic	flights	were	responsible	for	a	slightly	

smaller	percentage	of	the	total	market	in	2015	than	they	were	in	2009.		

	

Thirdly,	 the	 growth	 was	 generated	 mainly	 by	 low-cost	 carriers	 (LCCs).	 Ryanair	 is	

undoubtedly	 the	biggest	beneficiary	of	 the	airline	market	growth	 in	Poland.	The	 Irish	

airline	 increased	 its	 market	 share	 from	 21.7%	 in	 2009	 to	 30.7%	 in	 2015,	 and	 was	

responsible	 for	almost	a	half	of	 the	 total	 aggregated	growth	between	2009	and	2015.	

Wizzair	 and	other	LCCs	also	experienced	high	growth	 rates,	 yet	not	 as	 remarkable	as	

Ryanair.	 Overall,	 LCCs	 increased	 their	market	 share	 by	 10%	 percentage	 points,	 from	

50%	to	60%.		

	

Fourthly,	one	can	observe	that	LOT	lost	 its	market	share.	Although	in	2009	the	airline	

carried	 20%	 more	 passengers	 than	 it	 did	 in	 2015,	 its	 market	 share	 was	 falling	

continuously	in	that	period	–	from	28,4%	in	2009	to	20,6%	in	2015.		

	

Lastly,	 as	 far	 as	 the	 regular	 carriers	 are	 concerned,	 Lufthansa,	 which	 is	 the	 biggest	

regular	 carrier	 in	 Poland	 after	 LOT,	 managed	 to	 almost	 double	 the	 number	 of	

passengers	 they	 carried.	 An	 interesting	 tendency	 can	 be	 observed	 amongst	 the	 “new	

carriers”	 which	 in	 this	 paper	 include	 Aeroflot,	 Turkish	 Airlines,	 Qatar	 Airways	 and	

Emirates	 (the	 two	 latter	airlines	started	 flying	 to	Poland	 in	 late	2012	and	early	2013,	

respectively).	Although	the	category	still	accounts	for	less	than	2%	of	the	Polish	airline	

market,	they	managed	to	almost	quadruple	the	number	of	carried	passengers.	As	for	the	

other	 regular	 (i.e.	 not	 LOT,	 Lufthansa	 or	 the	 “new	 carriers”)	 airlines,	 they	 were	 the	

slowest-growing	category	with	the	combined	growth	rate	of	just	18%.		
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Graph	22:	LOT’s	traffic	on	selected	domestic	routes	

	
Source:	own	calculations	based	on	(Central Statistical Office, 2016)	
	
Routes	between	Warsaw’s	main	airport	and	the	airports	in	Gdansk	and	Wroclaw	are	by	

far	LOT’s	busiest	domestic	routes.	Since	Polish	trains	speeded	up	in	December	2014,	the	

number	of	PAX	LOT	carried	between	these	airports	fell	by	24%	(on	the	route	to	Gdansk)	

and	by	10%	(on	the	route	to	Wrocław).		
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Part	5:	Application	of	theories	

	

This	chapter	aims	at	applying	information,	acquired	by	studying	articles,	numerical	data	

and	companies’	histories,	in	order	to	create	a	dynamic	SWOT	analysis.	Unlike	the	classic,	

static	SWOT	analysis,	 the	dynamic	SWOT	will	 look	at	 the	strategic	position	of	 the	 two	

examined	companies	within	a	certain	period	of	time,	 instead	of	a	paused	picture.	This	

analysis	will	be	then	summarized	to	figure	out	the	core	reasons	behind	the	Alitalia	and	

LOT	fall.	Also,	a	few	supportive	theories	and	concepts	will	be	briefly	implemented	at	the	

end	of	this	part.		

	

5.1	SWOT	analysis	of	LOT	

	

5.1.1	Strengths	

	

LOT	was	exposed	to	plenty	of	difficulties,	especially	after	the	2012	crisis	that	resulted	in	

the	 state	 aid.	 However,	 there	 are	 three	 main	 factors	 that,	 as	 of	 mid-2016,	 can	 be	

considered	strengths	of	the	Polish	national	carrier.	

	

Firstly,	LOT	has	a	fleet	of	brand	new,	efficient	wide-body	aircraft.	In	June	2016	LOT	had	

seven	such	planes,	with	one	more	to	be	delivered	in	2017.	These	planes	can	be	used	to	

develop	 airline’s	 long-haul	 network.	 For	 a	 long	 time	 LOT’s	 long-haul	 network	 was	

limited	 to	 just	 three	destinations	 in	North	America	–	New	York,	Chicago	and	Toronto.	

Since	 the	 much-belated	 delivery	 of	 wide-body	 Boeings	 787s	 in	 2013	 the	 airline	

launched	three	new	destinations	–	Beijing,	Tokyo	and	Seoul.	Once	LOT	possesses	all	of	

the	8	ordered	wide-body	aircraft,	Poland’s	national	carrier	will	be	able	expand	its	Asian	

network	of	destinations.	The	new	787s	that	LOT	purchased	are	one	of	the	most	efficient	

planes	of	their	type.	

	

Secondly,	 LOT	 finally	 underwent	 a	 major	 restructuring	 that	 is	 thought	 to	 have	

eradicated	its	operational	mismanagement	that	was	caused	by	the	airline’s	descent	as	a	

state-owned	enterprise	in	communist	Poland.		
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Thirdly,	LOT	most	likely	has	lower	costs	than	its	competitors	in	Western	Europe,	due	to	

lower	wages	that	stem	from	significantly	lower	GDP	per	person	(see:	graph	5	in	part	4).	

This	 fact,	 however,	 remains	 in	 the	 area	 of	 speculation.	 As	 LOT	 does	 not	 publish	 any	

annual	report,	this	strength	can	be	only	hypothetically	considered.		

	

5.1.2	Weaknesses	

	
	
The	 author	 of	 this	 paper	 has	 outlined	 three	 major	 weaknesses	 that	 are	 widely	

considered	to	be	burdens.	One	of	the	most	worrying	features	of	all	of	these	weaknesses	

is	that	they	have	been	present	ever	since	the	early	1990s,	and	there	are	few	signs	that	

any	of	them	may	overcome	them	in	the	near,	or	even	medium-term	future.	

	

Firstly,	LOT	has	a	dramatically	small,	diverse	and	obsolete	fleet	of	narrow-body	aircraft.	

The	airline	quickly	replaced	its	Soviet-built	fleet	in	the	late	1980s	and	early	1990s,	but	

the	choice	of	aircraft	did	not	prove	to	be	a	well-thought	strategy.	Only	3	out	of	27	of	the	

airline’s	narrow-body	aircraft	are	Boeings	737,	which	is,	along	with	its	chief	competitor	

Airbus	 320,	 the	 backbone	 of	 virtually	 every	 airline	 in	 the	 world	 (Bloomberg, 2014 ).	

Ryanair,	which	is	thought	to	have	been	the	largest	airline	in	Europe	in	2015	in	terms	of	

the	 number	 of	 carried	 passengers,	 uses	 exclusively	Boeings	 737s	 of	 various	 versions.	

This	is	also	the	case	for	Wizzair,	another	large	LCC	as	it	uses	only	Airbus	320s	aircraft	

(Wizzair, 2016).		LOT’s	Embraer	planes	take	few	passengers	and	are	much	less	efficient	

than	 Boeings	 737s,	 especially	 in	 terms	 of	 the	 number	 passengers	 that	 they	 can	 take	

onboard.		

	

Secondly,	undoubtedly	one	of	LOT’s	greatest	weaknesses	 is	 its	 financial	situation.	LOT	

has	 experienced	 net	 non-adjusted	 loss	 every	 year	 since	 2008,	 except	 for	 2013.	 Its	

revenues	 grew	 by	 a	 mere	 2%	 between	 2010	 and	 2014,	 compared	 with	 over	 100%	

growth	 rates	 for	Turkish	Airlines	 and	Wizzair,	 and	 a	 36%	growth	 for	 IAG,	 the	 airline	

conglomerate	whose	2014	 level	of	 revenue	was	25	 time	 larger	 than	 that	of	LOT.	This	

weakness	is	particularly	painful	given	the	previous	flaw	–	lack	of	sufficient	airline	fleet.	

With	such	sluggish	financial	results	it	will	be	difficult	for	LOT	to	rebuild	its	fleet,	which	

the	airline	badly	needs.		
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The	third,	and	probably	the	most	vital	weakness	of	LOT	is	its	ownership.	Part	4	of	the	

analysis	provided	a	reader	with	an	 in-depth	history	of	LOT’s	managerial	malfunctions	

and	 missed	 privatization	 efforts,	 which	 were	 often	 carried	 out	 in	 an	 extremely	

unprofessional	manner.		

	

5.1.3	Opportunities		

	

Although	the	current	situation	of	LOT	is	not	exactly	enviable,	the	analysis	of	data	does	

show	some	solid	external	opportunities	that	lie	ahead.	If	embraced	properly,	they	lay	

down	the	foundation	for	the	future	growth.	The	three	main	potential	areas	for	growth	

are:	fast-growing	Polish	airline	market,	routes	to	Asia	and	a	possibility	of	becoming	a	

hub	for	the	region.		

	

The	first	major	opportunity	reflects	the	potential	of	the	growing	Polish	airline	market.	

Graphs	3,	4	and	5	show	that	Polish	airline	market	is	still	relatively	small,	even	when	ASK	

and	PAX	coefficients	are	adjusted	to	the	level	of	average	real	GDP	per	capita.	Poland	lags	

behind	 countries	 at	 similar	 levels	 of	 economic	 development,	 such	 as	 Malaysia	 or	

Portugal,	both	of	which	have	a	few	times	higher	numbers	of	PAX	per	1000	people,	and	

ASK	per	capita.	Graph	6	also	indicates	that	Poland’s	airline	industry	size	as	a	%	of	GDP	is	

very	small	–	the	smallest	out	of	31	countries	examined	in	this	paper.	This	information	

indicates	that	the	Polish	airline	market	is	by	far	not	saturated	yet.	Graph	7,	on	the	other	

hand,	proves	that	the	Polish	airline	is	developing	fast,	as	is	the	economy.	Graph	number	

8	 shows	 that	 actually	 between	 2010	 and	 2014	 Polish	 economy	 grew	 2	 percentage	

points	 faster	 than	 the	 number	 of	 passengers	 served	 at	 the	 Polish	 airports.	

Unfortunately,	 as	diagrams	 show	LOT	 failed	 to	 capture	 this	opportunity	 and	 fell	 from	

being	Poland’s	largest	carrier	in	2012	to	the	third	place	in	2015.		

	

Secondly,	 LOT	 has	 an	 opportunity	 to	 embrace	 the	 fast	 growing	 market	 of	 air	 travel	

between	Europe	and	Asia	by	using	its	hub	in	Warsaw.	Although	the	carrier	offers	only	

two	 destinations	 in	 Asia	 (with	 the	 third	 –	 Seoul	 –	 scheduled	 to	 begin	 in	 Winter	

2016/17),	 it	 can	 try	 to	 become	 a	 major	 player	 in	 the	 growing	 market	 of	 air	 travel	
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between	Europe	and	Asia,	which	grew	by	a	reasonable	2.4%	in	2014,	achieving	almost	

9%	share	in	the	total	extra-EU	air	passenger	traffic	(Eurostat, 2015).		

	

Thirdly,	 the	 company	 can	 further	 deepen	 its	 penetration	 of	 the	 market	 in	 Eastern	

Europe.	 Poland,	 along	 with	 Slovakia	 and	 Romania,	 are	 the	 fastest-growing	 aviation	

markets	 in	 Europe	 (Eurostat, 2015).	 By	 increasing	market	 penetration	 in	 the	 airline’s	

natural	growth	market,	LOT	can	become	a	leading	carrier	in	the	region.	

	

5.1.4	Threats	

	
Although	 there	 are	 some	 significant	 opportunities	 for	 LOT,	 there	 are	 also	 immense	

threats.	Many	 of	 those	 threats	 are	 common	 for	mid-size	 legacy	 airlines,	 or	 airlines	 in	

general,	while	some	are	unique	to	LOT.		

	

Firstly,	 the	 airline	 is	 threatened	 by	 the	 ever-growing	 clout	 of	 the	 so-called	 “low-cost	

carriers”.	Unfortunately	 for	LOT,	 the	 liberalization	of	 the	European	air	 coincided	with	

the	transition	of	LOT	from	a	state-owned	communist	company	to	an	organization	that	

competes	 in	 the	 true	 free	marketplace.	 Low-cost	 carriers	did	not	 skip	Poland	 in	 their	

rapid	expansion.	The	graph	18	shows	that	 their	share	of	 the	market	stood	already	for	

52%	 of	 the	 total	 market,	 and	 that	 share	 increased	 to	 62%	 in	 2015,	 whereas	 LOT’s	

market	share	fell	 from	almost	30%	to	a	 little	more	than	20%.	The	two	largest	LCCs	in	

Poland	are	Ryanair	of	Ireland	and	Wizzair	of	Hungary.	The	former	airline	outpaced	LOT	

by	more	than	50%,	whereas	Wizzair	just-managed	to	outpace	LOT	in	2015.	The	things	

can	get	worse,	however,	as	both	carriers	in	2015	and	2016	took	a	few	bold	steps	to	take	

over	the	most	profitable	parts	of	LOT’s	business,	such	as	moving	their	most	competitive	

routs	 from	Modlin,	 a	 small	 airport	outside	of	Warsaw,	 to	 the	Warsaw	Chopin	airport,	

Polish	capital’s	main	airport	and	LOT’s	main	hub	(Warsaw Chopin Airport, 2016).	

	

Secondly,	 as	 LOT	 clearly	wants	 to	 develop	 its	 long-haul	 network	 towards	 Asia,	 some	

emerging	 airlines	 from	 regions	 such	 as	 Middle	 and	 Near	 East	 or	 the	 former	 Soviet	

Union,	 may	 force	 the	 company	 to	 scale	 back	 its	 plans.	 Only	 recently	 the	 two	 largest	

carriers	from	the	Persian	Gulf	regions	–	Emirates	and	Qatar	–	started	to	fly	from	their	

hubs	to	Warsaw.	Additionally,	graph	13	shows	that	Turkish	Airlines	and	Aeroflot	were	
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by	 far	 the	 two	 fastest	 from	 major	 airlines	 between	 2010	 and	 2014	 in	 terms	 of	 the	

number	of	carried	passengers.	Warsaw’s	favorable	position	–	between	Western	Europe	

and	Asia	–	may	be	an	opportunity	to	capture.	But	 this	market	 is	already	crowded	and	

the	airlines	that	operate	connecting	flights	between	Europe	and	Asia	through	their	hubs	

in	 Dubai,	 Doha,	 Istanbul	 and	Moscow	 have	 deep	 pockets	 to	 fight	 back	 any	 emerging	

competition.	

	

Thirdly,	 LOT’s	 domestic	 routes	 may	 be	 threatened	 by	 the	 recent	 improvements	 of	

Poland’s	 national	 rail	 operator	 –	 PKP.	 In	December	 2014	 PKP	 launched	 a	 brand	 new	

service	 –	 semi-high-speed,	 frequent	 and	 reasonably-priced	 rail	 connections	 between	

Warsaw	and	 the	 four	most	 important	 regional	 cities	 –	Gdansk,	Wroclaw,	Krakow	and	

Katowice.	The	new	train	sets,	along	with	upgraded	railway	lines	shortened	the	time	of	

rail	travel	between	major	cities	in	Poland.	LOT’s	CEOs	admitted	many	times	that	the	ill-

functioning	 railways	 were	 beneficial	 to	 the	 Polish	 national	 carrier	 (Rynek Kolejowy, 

2015).	Graph	22	in	part	4	shows	that	the	number	of	passengers	on	the	two	most	popular	

air	routes	in	Poland	decreased	in	the	first	6	months	of	2015,	compared	with	the	same	

period	 a	 year	 ago.	 At	 the	 same	 time,	 Polish	 national	 railway	 company	 increased	 the	

number	of	 intercity	passengers	 that	 they	 carried	by	22%	 (PKP, 2016).	 This	 trend	 can	

impact	 negatively	 the	 already	 small	 Polish	 domestic	 airline	 market,	 that	 in	 2014	

accounted	for	a	mere	10%	of	the	total	airline	market	in	Poland,	compared	with	39%	in	

Italy	(see:	graph	9	in	part	4).	Expected	further	upgrades	of	Polish	national	network	may	

hamper	LOT’s	position	on	the	Polish	domestic	market	even	more.		

	

5.2	SWOT	analysis	of	Alitalia		

5.2.1	Strengths	

	
While	 studying	 the	 fate	 of	 Alitalia	 one	may	 find	 out	 that	 there	 are	 actually	 quite	 few	

strengths,	that	is	internal	merits	that	a	company	could	capitalize	on,	and	which	Alitalia	

had	in	the	researched	period.	Beria,	Hans-Martin,	&	Froelich	while	evaluating	the	2006	

privatization	 attempt	 by	 the	 Italian	 government	 mentioned	 that	 ‘’Alitalia’s	 only	 two	

attractions	were	its	slots	at	some	congested	airports	and	the	quasi-	monopoly	position	it	

enjoyed	due	to	political	protection.”	Not	much	more	information	can	be	found	regarding	
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the	 first	 issue,	 but	 Alitalia	 did,	 according	 to	 the	 paper,	 in	 2007	 sell	 three	 slots	 at	 the	

London	 Heathrow	 airport	 for	 €92m	 to	 finance	 operations.	 This	 somehow	 shows	 the	

misery	of	the	situation	in	which	Italy’s	national	carrier	found	itself	in.		

As	for	the	protectionism,	the	situation	deserves	a	closer	 look.	Prior	to	the	early	1990s	

Alitalia	had	enjoyed	the	full	monopoly	on	the	Italian	domestic	market.	Its	position	was	

strengthened	by	the	bi-polar	character	of	the	Italian	economy.	Only	in	1991	did	the	first	

domestic	 competitor	 turn	 up	 and	 15	 years	 later,	 in	 2006,	 Ryanair	 launched	 its	 first	

domestic	route	in	Italy.	Since	1990s	regulations	of	the	airline	market	have	required	full	

freedom	of	competition	from	within	the	EU.	Hence,	theoretically,	the	Italian	government	

could	not	 favor	Alitalia	over	 its	competitors,	whether	 foreign	or	domestic.	But	Alitalia	

did	 enjoy	 a	 favorable	 position	 for	 a	 substantial	 amount	 of	 time.	 Firstly,	 it	 controlled	

most	 of	 slots	 at	 Milan	 Linate	 airport,	 which	 was	 the	 main	 domestic	 airport	 in	 the	

country.	 Secondly,	 politicians	 intervened	 more	 subtly,	 by,	 for	 example	 interfering	 in	

mediations	 between	 stakeholders	 such	 as	 unions,	 air	 traffic	 regulators	 and	 airport	

operators.		

	

5.2.2	Weaknesses	

	 	

Weaknesses	in	the	SWOT	analysis	are	defined	as	internal	flaws	that	hamper	companies’	

operations	and	their	prospects	 for	the	cradle	of	the	future	growth	(Ifediora , Idoko , & 

Nzekwe , 2014).	Alitalia	had	plenty	of	weaknesses	whose	number	was	increasing	as	the	

airline	 was	 sinking	 into	 chaos.	 Beria,	 Hans-Martin,	 &	 Froelich	 mention	 Alitalia’s	

weakness	explicitly	while	describing	the	2006	privatization	attempt.	They	suggest	that	

‘’(…)	Alitalia	was	not	an	attractive	buy:	its	fleet	was	obsolete	and	diverse,	its	productivity	

low,	 its	brand	name	nearly	worthless	and	its	finances	far	from	sound.”	These	vital	 flaws	

were	mostly	not	described	in	detail,	but	the	paper	does	reveal	some	information	on	how	

the	situation	might	have	looked.		

	

The	issue	of	strengthening	Alitalia’s	fleet	by	raising	capital	was	repeatedly	mentioned	in	

the	text.	Although	historical	data,	when	it	comes	to	Alitalia’s	actual	fleet	at	the	time,,	is	

hard	 to	 come	 by,	 the	 carrier’s	 fleet	 was	 continuously	 referred	 to	 as	 „obsolete”	 and	
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„diverse”.	In	the	concluding	part	the	authors	stress	that	Alitalia’s	fleet	was	„not	suited	to	

the	new	dynamics	of	European	aviation”.		

As	for	the	low	productivity,	the	authors	somehow	contradict	themselves.	They	point	out	

low	 productivity	 when	 describing	 the	 2006	 privatization	 attempt,	 but	 in	 the	 next	

chapter	they	actually	measure	productivity	of	Alitalia	and	some	of	its	competitors	and	

conclude	 that	 “The	 Italian	 carrier’s	 productivity	 in	 terms	 of	 ASK	 per	 employee	 was,	

however,	 comparable	 or	 even	 better	 than	 other	 legacy	 carriers”.	 This	 may	 come	 as	 a	

surprise,	but	does	not	 substantially	 change	 the	picture	of	Alitalia	 as	 a	badly	managed	

company.	

The	 issue	of	 the	brand	 image	can	hardly	be	 talked	about	 in	detail,	 as	 some	additional	

research	would	be	required.	Yet,	the	last	of	the	mentioned	drawbacks	of	Italy’s	national	

carrier	can	be	measured	 fairly	precisely.	 In	 fact,	Alitalia’s	 finances	were	very	 far	 from	

sound	 in	 the	 researched	period	as	 the	 company	managed	 to	maintain	a	negative	EBT	

margin	every	single	year	between	2001	and	2007.		

Yet	none	of	the	above-mentioned	issues	truly	revealed	Alitalia’s	single	 largest	 internal	

weakness.	 The	 biggest	 obstacle	 for	 the	 stable	 development	 of	 Alitalia	was	 its	 biggest	

shareholder,	 the	 Italian	 state.	 As	 the	main	 point	 of	 the	 article,	 the	 role	 of	 the	 Italian	

government	in	the	failure	of	Alitalia	was	broadly	described	in	the	paper	of	Beria,	Hans-

Martin,	 &	 Froelich.	 Consecutive	 governments	 did	 not	 dare	 to	 carry	 out	 a	 thorough	

restructuring,	are	were	constantly	buckling	under	pressure	from	various	vested	groups,	

including	the	demanding	labor	unions.			

	

5.2.3	Opportunities		

	

Beria,	Hans-Martin,	&	Froelich	do	not	 focus	 too	much	 in	 their	paper	on	opportunities	

that	Alitalia	had	in	the	analyzed	period.	Perhaps	the	single	largest	missed	opportunity	is	

the	 fact	 that	 it	 failed	 to	 adjust	 to	 the	 changing	market	 conditions.	 In	 the	 early	 1990s	

Alitalia	was	 considered	 to	 be	 one	 of	 the	 key	 players	 in	 the	 expected	 consolidation	 of	

Europe’s	 airline	 industry.	 15	 year	 later,	 it	 was	 an	 outsider,	 a	 notoriously	 insolvent	

company	that	failed	to	meet	the	demands	of	the	changing	world.		
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5.2.4	Threats	

	

Threats,	 similarly	 to	 opportunities,	 are	 vaguely	described	 in	 the	 article	 “Alitalia	 -	The	

failure	of	a	national	carrier”.	One	can	deduct,	however,	that	the	most	significant	outside	

threat	 to	 Alitalia	 were	 airlines	 that	 did	 manage	 to	 adjust	 to	 the	 new	 regulatory	

environment,	 especially	 the	 LCCs,	 which	 started	 taking	 over	 Alitalia’s	 in	 the	 1990s.	

Ryanair’s	launch	of	domestic	flight	in	Italy	in	2006	was	the	nail	in	the	coffin	for	Alitalia,	

which	had	long	relied	on	its	privileged	position	on	its	home	market.		

		

5.3	Dynamic	SWOT	comprehensive	table	

	

	 LOT	 ALITALIA	

STRENGTHS	 1. New	wide-body	aircraft	

2. Underwent	restructuring	

3. Hypothetically	lower	

costs	than	WE	

competitors		

4. Agreeable	unions	

1.	Quasi-monopolistic	situation		

2.	Slots	at	some	congested	

airports	

WEAKNESSES	 1. Poor	short-haul	fleet	

2. Unsound	finances	

3. Government	ownership	

&	involvement	

1. Old	and	obsolete	fleet	

2. Low	productivity	

3. Unsound	finances	

4. Government	ownership	&	

involvement	

5. Demanding	unions	

OPPORTUNITIES	 1. Growing	Polish	airline	

market	

2. Becoming	a	connecting	

airline	between	Asia	and	

Europe	

3. Further	development	in	

Eastern	Europe	

1. Market	liberalization	

(missed	opportunity)	

2. Large	domestic	market	

	

THREATS	 1. Low-cost	carriers	 1. Competition	from	LCCs	
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2. Big,	integrated	carriers,	

especially	Turkish	

Airlines	and	airlines	

from	the	Gulf	

3. Speedier	Polish	trains	

and	regular,	more	

competitive	airlines	

	

	

5.4	Why	Alitalia	and	LOT	failed	and	what	were	the	critical	factors	behind	their	failure	

	
	
Although	neither	Alitalia	nor	LOT	had	ever	disappeared	from	the	market,	both	airlines	

can	be	considered	as	failures.	They	were,	and	still	somewhat	are,	notoriously	troubled	

and	 loss-making.	 The	 SWOT	 analysis	 clearly	 showed	 that	 both	 carriers	 had	 few	

strengths,	massive	weaknesses,	 a	 pipeline	of	missed	opportunities	 and	overwhelming	

threats.	 Yet,	 the	 outcome	 of	 comprehensive	 SWOT	 analyses	 only	 partly	 explains	 the	

misery	of	LOT	and	Alitalia.	A	brief	look	at	the	European	(and	American)	airline	markets	

clearly	 shows	how	much	 the	 entire	 structure	 of	 the	market	 has	 changed.	 Three	 large	

airline	conglomerates	and	a	few	successful	low-cost	airlines	now	dominate	Europe’s	air.	

The	first	group	took	over	a	big	chunk	of	Europe’s	regular	airline	market,	while	the	latter	

provide	reasonably-priced	journeys	within	the	continent.	

	

Both	airlines	went	through	remarkably	similar	cycles.	Having	missed	the	first	wave	of	

privatization	 and	 consolidation,	 which	 resulted	 in	 the	 creation	 of	 the	 three	 large	

European	 airline	 holding	 companies,	 LOT	 and	 Alitalia	 ran	 into	 trouble	 fueled	 by	

structural	 weaknesses	 such	 as	 overemployment	 and	 aircraft	 malinvestment.	 	 That	

resulted	 in	ever-worsening	 financial	 results	and	deterioration	of	both	airlines’	market	

value.	All	that	gave	populist	politicians	even	more	clout	to	claim	that	the	national	airline	

would	not	be	sold	for	“the	clearance	price”,	as	Silvio	Berlusconi,	Italy’s	former	PM,	put	it.	

Because	 the	 airline	 industry	 itself	 is	 an	 extremely	 competitive	 and	 a	 generally	 low-

margin	industry,	uncompetitive	carriers	are	hit	disproportionally	hard	in	times	of	crises	

in	 the	 industry,	 such	 as	 the	 aftermath	 of	 9/11	 or	 the	 2008-09	 financial	 crisis,	 that	

exposed	 their	 structural	 weaknesses.	 After	 several	 such	 crises	 both	 airlines	 headed	

towards	a	blind	alley.	On	the	other	head,	 they	weren’t	a	part	of	a	 large	regular	airline	

holding	 nor	 did	 they	 have	 a	 low-cost	 profile	 (which	 would	 result	 in	 giving	 up	 their	
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efforts	to	become	long-haul	carriers,	and	that	would	be	unacceptable	to	politicians).	On	

the	other	hand,	they	were	too	small	and	too	weak	to	be	successfully	privatized,	mainly	

because	neither	Alitalia	nor	LOT	were	attractive	buys	for	any	strategic	investor.	Holding	

on	as	an	independent,	state-owned	enterprise	 is	not	an	attractive	choice	either,	partly	

because	the	market	has	shown	that	it	is	now	impossible	to	succeed	as	a	regular	airline	

without	 a	 certain	 economy	 of	 scale,	 and	 partly	 because	 politicians	 in	 both	 countries	

proved	not	to	be	competent	owners.		

	

As	 for	politicians	 and	 the	privatization	process	 themselves	 -	 the	world	 is	 full	 of	well-

known	examples	of	failed	management	in	private	companies	–	it	is	enough	to	mention	

private	banks	and	insurance	corporations	in	Europe	and	the	United	States	prior	to	the	

financial	crisis	of	2008-09	or	Kodak	–	a	 textbook	example	of	a	company	 that	 failed	 to	

adapt	to	the	changing	environment	(Forbes, 2012).	Beria,	Niemeier	and	Frölich	point	out	

that	that	“Privatization	as	such	does	not	necessarily	increase	efficiency	unless	it	changes	

the	nature	of	competition”.	There	are	a	handful	of	examples	of	state-owned	companies	

that	 are	 widely	 considered	 to	 be	 successful.	 These	 include	 Statoil,	 a	 Norwegian	 oil	

company	 or	 SNCF	 –	 a	 French	 national	 railway	 provider,	 famous	 for	 running	 its	 high-

speed	TGV	units	(The Economist, 2014).	There	are	also	plenty	of	examples	of	successful	

state-owned	 airlines.	 Turkish	 Airlines	 or	 carriers	 from	 the	 Gulf	 region	 emerged	 from	

small,	local	companies	into	huge	ones	with	a	global	reach	(Financial Times, 2013).	Their	

success	 was	 a	 case	 study	 for	 numerous	 academic	 papers	 and	 it	 is	 not	 within	 the	

boundaries	of	this	project	to	argue	how	they	became	so	wildly	prosperous.	They	clearly	

enjoyed	a	huge	support	from	their	governments	(Financial Times, 2015).	Yet,	in	Europe	

this	 kind	 of	 state-led	 capitalism	 would	 be	 raison	 d’être.	 Instead,	 the	 consecutive	

governments,	especially	in	the	case	of	Alitalia,	were	trying	to	give	the	carriers	dubious	

help	by	 favoring	 it	 at	 their	 home	markets	 and	 cutting	 them	off	 from	 the	 competition.	

Those	methods	 turned	 out	 to	 be	 counterproductive	 –	 they	made	 the	 airline	 less,	 not	

more,	competitive.	With	the	consecutive	privatization	and	consolidation	of	Europe’s	old	

national	 carriers,	 Alitalia	 and	 LOT	 drifted	 out	 from	 the	market	 reality	 –	 squeezed	 by	

global	 airline	 holdings,	 dirt-cheap	 low-cost	 airlines	 and	 ever-speedier	 trains,	 and	

weakened	by	poor	management,	especially	in	terms	of	the	fleet.		
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The	 purpose	 of	 this	 paper	 is	 not	 to	 study	 the	 privatization	 process	 in	 detail.	 Yet,	 the	

analyses	of	cases	of	LOT	and	Alitalia	do	show	that	the	reason	for	their	 failure	was	the	

inability	of	governments	to	carry	out	a	successful	privatization.	Most	other	problems	–	

such	 as	 wrong	 decisions	 regarding	 the	 choice	 of	 aircraft,	 hubs’	 strategy	 or	 excessive	

employment	 –	 came	 as	 a	 result.	 Alitalia	 and	 LOT	 –	 mismanaged	 and	 plagued	 with	

political	influence	–	missed	the	chance	to	get	rid	of	their	governments’	grasps.	What	is	

interesting	 is	 the	 fact	 that	 both	 carriers	 did,	 as	 some	 point,	 have	 a	 chance	 to	 be	

privatized	with	a	high	degree	of	probability	of	success.	For	Alitalia,	seemingly	the	best	

moment	was	in	1999	and	2000	when	it	could	merge	with	KLM	and	form	an	important	

alliance	that	could	be	further	developed	in	the	future,	and	that	would	already	provide	

Italy’s	 national	 carrier	 with	 benefits	 related	 to	 economies	 of	 scale	 and	 improved	

management.	 As	 For	 LOT,	 pointing	 out	 the	 key	moment	 is	 trickier.	 The	 fundamental	

mistake	 of	 LOT’s	 owners	 was	 to	 purse	 the	 strategic	 partnership	 with	 Qualiflyer	 –	 a	

company	whose	main	member	was	Swissair	–	 an	airline	 that	bankrupted	a	 few	years	

after	 it	had	signed	a	deal	with	LOT.	Even	after	Swissair’	bankruptcy,	 the	privatization	

process	was	evidently	deliberately	belated	by	the	Polish	government.	 If	LOT	had	been	

taken	over	by	Lufthansa	 in	2002,	 it	probably	would	not	have	become	a	global	 carrier	

such	 as	 Lufthansa	 itself	 –	 but	 at	 least	 LOT	 had	 a	 chance	 to	 transform	 itself	 into	 a	

complementary,	 regional	 airline	 with	 some	 long-haul	 presence.	 In	 today’s	 Lufthansa	

Group	 this	 business	 strategy	 is	 executed	by	Austrian	Airlines,	which	was	 acquired	by	

the	German	national	carrier	in	the	aftermath	of	the	financial	crisis	of	2007-09	(Deutsche 

Welle, 2009).	 The	 bottom	 line	 is	 that	 in	 both	 those	 pivotal	moments	Alitalia	 and	 LOT	

would	probably	have	had	a	high	chance	 for	a	healthy	–	and	profitable	–	development	

under	 a	new	owner,	while	 keeping	 their	 brands’	 identities	 and	hubs	 in	 the	 countries’	

capitals.		

	

5.5	Other	theories	-	are	state-owned	enterprises	doomed	to	failure?	

	

Issues	related	to	state	ownership,	role	of	governments	and	privatization	emerged	to	be	

central	 in	 examining	 the	 fates	of	both	Alitalia’s	 and	LOT.	The	 theories	 that	have	been	

briefly	 presented	 in	 Chapter	 3.4	 almost	 univocally	 state	 that	 privatization	 and	

government	 withdrawal	 from	 micromanaging	 enterprises	 are	 good	 both	 for	 those	
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companies,	and	for	the	economy	as	a	whole,	although	some	regulation	is	also	needed	to	

ensure	the	well-being	of	the	society.	The	latter	notion	is	especially	worth	a	closer	look.	

Schleifer	does	suggest	that	private	companies	may	fail	to	address	“social	goals”	if	they	

are	not	regulated	properly,	but	in	the	case	of	a	modern	airline	industry,	it	is	difficult	to	

find	any	particular	social	goal	–	perhaps	other	than	employing	political	cronies.	Airline	

industry	is	today	extremely	competitive,	new	routes	are	announced	almost	weekly	and	

airlines	desperately	want	to	attract	potential	passengers	with	ever-lower	prices.	In	fact,	

the	 airline	 industry	 is	 almost	 unarguably	more	 competitive	 today	 than	 it	 was	 in	 the	

1990s	when	Michael	Porter	already	pointed	out	the	fierce,	zero-sum	competition	within	

the	 airline	 industry.	 This	 observation	 almost	 completely	 undermines	 politicians’	

opinions,	 both	 in	 Italy	 and	 in	Poland,	 that	 airlines	 are	 special	 interest	 companies	 and	

justify	 maintaining	 national	 carriers	 at	 all	 costs.	 Air	 travel	 has	 become	 a	 commodity	

much	 like	beer,	 cinemas	or	 intercity	busses.	These	 industries	have	not	 seen	 state-run	

players	for	a	long	time,	and	few	think	that	we	are	ever	going	to	experience	shortages	of	

movies	in	cinemas	or	beer	in	supermarkets.		

	

Already	in	1994,	“The	Economist”	found	out	that	state-owned	airlines	were	less	efficient	

than	private	ones	mainly	due	to	excessive	employment.	This	turned	out	to	be	true	also	

for	LOT	and	Alitalia,	 even	decades	 after	 the	 research	was	 conducted.	One	of	Alitalia’s	

main	problems	 that	Beria,	Niemeier	 and	Frölich	describe	 is	 that	 the	 airline	 could	not	

decide	on	its	hub	structure.	It	moved	its	operations	from	Rome	to	Milan’s	new	airport,	

but	 did	 not	 close	 its	 base	 in	 Italy’s	 capital	 due	 to	 the	 pressure	 not	 to	 dismiss	 its	

employees	 there,	 many	 of	 whom	 were	 even	 unwilling	 to	 move	 to	 Milan.	 LOT’s	

employment	halved	after	the	restructuring	program	implemented	after	2012	state-aid	

crisis,	without	any	significant	decrease	 in	 the	number	of	 carried	passengers,	 although	

this	 could	 also	 be	 related	 to	 outsourcing	 some	 services	 by	 selling	 out	 daughter	

companies.		

	

An	 interesting	 comparison	 emerges	 if	 one	 looks	 at	Gillanders	&	Billon	 and	 Shleifer	&	

Vishny	 studies	which	prove	 that	 an	 increase	 in	 state	ownership	decreases	propensity	

for	 corruption	 but,	 on	 the	 contrary,	 enjoy	more	 favorable	 regulation	 from	politicians.	

The	author	did	not	find	any	evidence	of	such	case	when	it	comes	to	LOT.	However,	as	

Beria,	Niemeier	and	Frölich	note,	Alitalia,	apart	 from	the	one-shot	state	aid,	enjoyed	a	
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whole	 range	 of	 regulations	 imposed	 by	 the	 politicians	 that	 aimed	 at	 keeping	 Italy’s	

national	carrier	afloat.		

Lastly,	although	privatization	itself	is	not	the	core	issue	of	this	thesis,	the	brief	analysis	

in	 Part	 4	 of	 this	 paper	 provides	 a	 reader	 with	 a	 view	 on	 how	 privatized	 and	 non-

privatized	 airlines	 behave	 on	 the	 market.	 The	 big	 three	 airline	 conglomerates	 –	

Lufthansa	group,	Air	France-KLM	and	 IAG	 (which	comprises	of,	 among	others,	British	

Airways	and	Iberia)	were	fairly	quickly	privatized	in	the	1990s	and	early	2000s.	They	

managed	to	integrate,	restructure	and	gain	the	economics	of	scale,	although	even	now	

they	are	also	challenged	with	low	margins	and	staff	strikes.	The	widely	successful	–	and	

profitable	-	low-cost	carriers	have	been	private	from	the	very	beginning,	so	they	did	not	

have	to	go	through	the	always-troublesome	process	of	privatization.	Pereira	&	Caetano	

are	certainly	right	that	privatization	alone	does	not	solve	all	the	problems,	but	examples	

of	 airlines	 in	 Europe	 expressly	 prove	 that	 without	 it	 -	 success	 is	 next	 to	 impossible.	

Kaufmann	and	Siegelbaum,	in	their	1990s	study	of	CEE’s	privatization	efforts,	cite	one	

East	European	politician	who	says	“If	privatization	is	corrupt,	try	without	it”	(Kaufman & 

Siegelbaum, 1996).	 This	 sentence	 epitomizes	 the	 vital	 issue	 related	 to	 airline	

privatization	in	Europe.	No	one	can	guarantee	success	once	privatization	is	carried	out.	

But	 there	 is	 little	 evidence	 suggesting	 that	 running	 a	 successful	 airline	 by	 the	 state,	

especially	in	countries	that	are	prone	to	corruption	and	cronyism,	is	even	possible.		
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Part	6:	Conclusion	
	
	

This	 part	 will	 bring	 in	 the	 answer	 to	 the	 research	 question	 and	 present	 a	 short	

discussion	on	the	topic	of	this	paper.	Lastly,	some	recommendations,	as	well	as	fields	for	

further	researches	will	be	presented	

	

6.1	Final	remarks	&	discussion	

	
	
The	research	question	of	this	thesis	is:	What	are	the	critical	factors	behind	the	failure	of	

Europe’s	state-owned	airlines?	The	case	of	LOT	and	Alitalia.	

	

The	 analysis	 has	 shown	 that	 the	 answer	 to	 the	 RQ	 is	 fairly	 clear-cut:	 while	 various	

factors	can	contribute	directly	to	an	eventual	failure	of	a	state-owned	airline,	the	main	

reason	 behind	 it	 is	 the	 very	 structure	 of	 the	 ownership	 of	 these	 firms,	 namely	 –	

governments	that	failed	both	to	privatize	the	researched	airlines,	and	also	to	run	them	

effectively	 themselves.	 Alitalia	 and	 LOT	 gave	 in	 to	 the	 fundamental	 changes	 on	 the	

market.	 Both	 airlines	 found	 themselves	 in	 the	 same	 boat	 -	missed	 the	 opportunities,	

became	 overexposed	 to	 threats,	 had	 too	 few	 strengths	 that	 were	 no	 match	 to	 the	

monstrous	weaknesses.	 Perhaps	 as	 a	matter	 of	 coincidence,	 the	 direct	 causes	 behind	

both	 failures	were	 extraordinarily	 similar	 to	 each	 other.	 Spectacularly	wrong	 choices	

regarding	 fleets’	 structures	 left	 LOT	 and	 Alitalia	 uncompetitive	 for	 decades.	 Both	

airlines	maintained	an	excessive	number	employees	until	 their	 financial	situation	was	

so	 bad	 that	 they	 had	 to	 call	 for	 state	 aid,	 which	 caused	 frictions	 with	 the	 European	

Commission	that	 in	both	cases	only	conditionally	agreed	for	a	one-time	financial	help.	

One	of	 the	 few	major	differences	 in	 the	process	of	 failure	are	 the	 labor	unions.	 LOT’s	

unions	were	 fairly	 agreeable	 over	 the	 past	 two	 decades,	 while	 Alitalia’s	 unions	were	

extremely	 ruthlessly	 demanding	 ever-better	 deals	 and,	 in	 some	 cases,	 contributed	 to	

fiascos	of	important	of	important	talks,	e.g.	regarding	privatization.		

	

Virtually	 every	 airline	 in	 Europe	 is	 now	 facing	 challenges	 from	 issues	 such	 as	

aggressive,	 ever-increasing	 competition,	 fluctuating	oil	prices	or	unionized	workforce,	

among	 other	 things.	 It	 is	 possible	 that	 the	 relative	 success	 of	 airlines	 that	 were	
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restructured,	privatized	and	eventually	consolidated	 in	the	1980s	and	1990s	 is	hardly	

repeatable.	 Legacy	 carriers	 that	 did	 not	 join	 the	 process	 in	 time	 have	 now	 reached	 a	

dead-end.	 They	 are	 too	 small	 and	 lack	 the	 economics	 of	 scale	 to	 survive	 in	 the	

demanding	airline	 industry.	Mismanagement	brought	by	the	state	ownership	does	not	

help	either.	On	the	other	hand,	they	are	perceived	by	the	politicians	as	too	“precious”	to	

be	sold	for,	as	Mr.	Berlusconi	said,	“a	bargain	price”,	which	is	probably	the	only	price	the	

governments	can	possibly	ask	for	as	neither	of	the	two	examined	airlines	is	now,	or	was	

in	 the	 past	 few	 years,	 an	 attractive	 buy.	 Politicians	 are	 acutely	 aware	 that	 they	 have	

virtually	 three	options.	The	 first	 is	 to	completely	privatize	LOT	and	Alitalia	by	an	IPO.	

But	 the	 risk	 is	 that	 the	 small	 carriers	 with	 obsolete	 fleets	 would	 soon	 go	 bankrupt	

without	a	constant	stream	of	 indirect	help	 from	the	state.	The	second	option	 is	 to	sell	

the	airline	to	a	major	European	airline	conglomerate,	should	it	happen	that	anybody	is	

interested	in	purchasing	them.	This	option,	however,	would	doom	LOT	or	Alitalia	to	be	

junior	partners	in	the	large	airline	holdings	which	would	irrevocably	force	them	to	scale	

down	their	chimerical	ambitions	to	become	major	players	on	their	own.	The	third,	and	

in	these	cases	probably	most	likely,	option	is	that	the	situation	will	eventually	stay	as	it	

is	 right	 now.	 The	 airlines	will	 probably	 still	 live	 from	paycheck	 to	 paycheck	 as	 semi-

bankrupt	enterprises	that	are	constantly	indirectly	supported	by	the	state	and	that	keep	

losing	their	market	share	–	whether	to	low-cost	carriers,	airlines	from	the	Middle	East,	

or	trains.	The	irony	is	that	if	both	airlines	had	been	restructured	and	privatized	in	time,	

they	would	 have	 had	 a	 chance	 to	 come	 away	 relatively	 unscratched	 from	 the	market	

turmoil	that	was	caused	by	the	changing	regulations	and	political	situation	in	the	1990s.	

	

The	paper,	in	a	way,	shows	that	even	in	the	era	of	fast	changes	and	quarterly	earnings	

bad	 decisions	 can	 have	 decades-long	 consequences.	 This	 refers	 not	 only	 to	 the	

misfortune	 of	 missing	 the	 right	 time	 to	 privatize	 the	 airlines,	 but	 also	 to	 the	 fleet	

management.	 Although	 the	 issues	 with	 fleets	 were	 not	 exactly	 the	 same	 in	 LOT	 and	

Alitalia,	the	bottom	line	is	that	at	some	point	the	airlines	found	themselves	with	having	

small,	 diverse	 and	 obsolete	 fleets	 while	 the	 industry	 was	 being	 driven	 by	 low-cost	

carriers	whose	fleets	were	standardized,	modern	and	efficient.	The	fleet	problem	is	one	

of	the	chief	examples	of	incompetence	that	resulted	from	the	state	ownership.		
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One	can	point	out	that	this	paper	skipped	issues	related	to	culture.	Neither	Poland	nor	

Italy	is	famous	for	quality	governance.	Although	this	topic	would	be	worth-examining	as	

a	separate	research,	there	are	many	cases	that	prove	that	culture	may	not	play	a	pivotal	

role	in	running	state-owned	airlines.	At	the	end	of	the	day,	SAS,	an	airline	that	originates	

from	 famously	 honest	 and	 well-run	 Scandinavia,	 is	 in	 permanent	 crisis	 and	 even	

managed	to	be	a	smaller	company,	in	terms	of	the	number	of	passengers,	in	2014	than	it	

was	in	2010.			

	
If	someone	asked	the	question	“Could	LOT	and	Alitalia	have	been	more	successful	than	

they	eventually	turned	out	to	be”,	the	answer	would	probably	not	be	the	same	in	both	

cases.	This	is	directly	related	to	the	relative	market	situation	in	which	Alitalia	and	LOT	

found	 themselves	 when	 the	 European	 aviation	 market	 was	 liberalized	 in	 the	 1990s.	

Alitalia	was	already	then	a	relatively	sizable	company	with	an	established	position	on	

the	European	market.	 Italy’s	national	carrier	was	expected	to	be	one	of	 the	most	vital	

parts	of	the	upcoming	consolidation	on	the	market.	LOT,	on	the	other	hand,	was	in	the	

1990s	 a	 small,	 impoverished	airline	 that	needed	 to	 cope	with	 two	 forces	 at	 once:	 the	

transformation	from	a	state-run	entity	operating	in	a	closed,	odd	communist	reality	in	

the	1980s,	and	the	market	liberalization	just	a	few	year	later.		

	
	
Hence,	 if	 the	 author	 was	 to	 point	 out	 which	 of	 the	 two	 carriers	 was	 relatively	 less	

successful,	 the	 answer	 would	 probably	 lean	 towards	 Italy’s	 national	 carrier.	 Italy’s	

national	 carrier	entered	 the	 liberalized	market	 in	 the	1990s	as	a	 relatively	big	airline	

with	a	recognizable	brand.	Yet,	Alitalia	turned	out	to	be	perennially	resistant	to	reform.	

Consecutive	 Italian	 governments	 were	 sweeping	 the	 problem	 of	 Alitalia	 under	 the	

carpet,	until	 the	problem	became	 too	big	 to	 ignore.	 In	other	words,	 it	 can	be	 said	 the	

past	20	years	brought	a	relative	decline	for	Alitalia,	and	did	not	bring	sufficient	growth	

for	 LOT	 –	 who	 failed	 to	 capture	 the	 opportunities	 coming	 from	 the	 growing	 Polish	

airline	market.		

	

As	for	the	methodology,	the	dynamic	SWOT	analysis,	although	very	useful	in	comparing	

two	 different	 business	 situations,	 turned	 out	 to	 be	 slightly	 too	 narrow	 to	 explain	 the	

reasons	behind	the	airlines’	relative	failure.	Although	it	is	a	useful	and	easy	tool	to	use,	

the	main	problem	with	 the	model	 is	 that	 it	 does	not	weigh	 the	 strength,	weaknesses,	
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opportunities	 and	 threats.	 Seemingly	 most	 important	 direct	 factors	 behind	 failures	

were	 wrong	 choices	 regarding	 fleet	 structures	 (for	 both	 carriers)	 and,	 for	 Alitalia,	 a	

mess	caused	by	the	ill-prepared	switch	between	hubs.	Yet,	when	one	takes	a	closer	look	

at	these	weaknesses,	it	can	be	observed	that	some	weaknesses	stem	from	others.	In	the	

case	of	this	paper	–	it	is	the	state	ownership	that	was	largely	responsible	for	problems	

such	 as	 excessive	 employments.	 Without	 the	 ability	 to	 weigh	 constituencies	 of	 the	

model	 properly,	 it	 can	 be	 difficult	 to	 deal	 with	 more	 complex	 cases	 than	 the	 one	

described	in	this	paper.		

	

6.2	Recommendations	

	

Although	 this	 is	not	a	purely	consulting	research,	 there	are	some	 issues	 that	could	be	

recommended	to	LOT	should	it	(or	any	other	airline	in	a	similar	situation)	want	to	avoid	

the	mistakes	that	Alitalia	made	in	the	past.		

	

The	short	list	of	strategic	recommendations	for	LOT	include:	

-	Having	a	consistent,	long-term	hub	and	fleet	strategy.		

-	Standardize	its	fleet,	e.g.	by	purchasing	or	leasing	Boeings	737s	

-	Focus	on	the	key	growth	markets,	such	as	Eastern	Europe	and	Asia	

-	Become	privatized,	preferably	through	acquisition	by	a	large	airline	conglomerate,	

such	as	IAG	

	

These	 four	 issues	 are	 not	 unique	 to	 LOT	 or	 to	 Alitalia.	 They	 can	 serve	 as	 a	 rough	

guideline	 for	 any	 European	 legacy	 carrier	 that	 wants	 to	 adjust	 to	 the	 market	 –	 and	

survive	on	it.		
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6.3	Further	research	

	

The	author	of	this	paper	is	aware	that	this	paper	barely	touches	the	issue	of	the	failed	

airlines.	

	

Firstly,	a	more	in-depth	analysis	of	both	LOT	and	Alitalia	would	be	possible	if	one	could	

dig	into	the	airlines’	books.	Yet,	neither	company	is	public,	which	limited	the	acquisition	

of	 data	 about	 these	 companies.	 Alitalia	 in	 this	 process	 was	 evaluated	 almost	 solely	

based	on	a	research	paper	done	by	other	academics.	Even	if	the	scope	of	the	research	on	

Alitalia	reached	further,	not	too	much	new	information	would	probably	be	found,	as	the	

company	does	 not	 publish	 any	wide,	 comprehensive	periodical	 reports.	 The	 situation	

with	LOT	is	even	worse	-	the	evaluation	of	the	company	was	created	exclusively	on	the	

author’s	research.	The	data	eventually	came	mainly	from	research	agencies	(both	open-

-access	 and	 reached	 through	 CBS	 databases)	 and	 credible	 media	 sources.	 These	 two	

sources,	 however,	 did	 not	make	 it	 possible	 to	 conduct	 even	 a	 basic	 cost	 comparison	

analysis.	In	other	words,	had	other	sources	of	data	been	available,	the	analysis	could	be	

less	 qualitative	 -	 based	 on	 the	 evaluation	 of	 the	 strategy	 -	 and	 lean	 towards	 a	more	

quantitative,	 finance-based	 evaluation.	 	One	 of	 the	many	possible	 titles	 of	 such	paper	

would	be	“To	what	extent	high	costs	influence	the	failure	of	state-owned	airlines.	The	case	

of	LOT	and	Alitalia”.		

	

Furthermore,	 the	 same	 topic	 and	 cases	 could	 be	 evaluated	 using	 a	 different	

methodology.	The	merits	and	flaws	of	the	SWOT	analysis	were	already	discussed	in	the	

methodology	 section.	 Yet	 ,it	 is	 by	 far	not	 the	only	 tool	 that	 can	be	used	 to	 assess	 the	

reasons	why	particular	 companies	behave	 in	a	 certain	way.	PESTLE	analysis	 could	be	

used	 to	 compare	 the	 political,	 environmental,	 social,	 technological,	 legal	 and	

environmental	 background	 of	 the	 airline	 industries	 in	 Poland	 an	 in	 Italy,	 but	 not	

necessarily	 to	 compare	 the	 two	 airlines	 to	 each	 other.	 Thus,	 it	 would	 be	 a	 nice	

supplement	to	 the	actual	analysis	of	 the	airlines	–	otherwise,	 the	paper	based	only	on	

PESTLE	 would	 at	 most	 be	 able	 to	 compare	 two	 markets	 –	 not	 companies.	 The	 Five	

Forces	could	very	well	be	added	 to	 the	SWOT	analysis	 that	would	allow	 to	perform	a	

more	in-depth	investigation	of	the	market	environment	that	Alitalia	and	LOT	operated	

in.		
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Perhaps	 one	 of	 the	 most	 interesting	 topics	 for	 a	 further	 research	 could	 involve	 the	

broadly	meant	concept	of	change	management.	The	nature	of	competition	has	changed	

dramatically	 for	both	Alitalia	and	LOT	since	1990s.	Especially	 the	 latter	airline	had	 to	

adapt	 from	operating	 in	 a	 closed	economy	dominated	by	 state	ownership	 to	 a	hyper-

competitive	market	a	few	years	later.	The	evidence	indicate	that	a	substantial	number	

of	change	management	efforts	in	both	companies	was	in	one	way	or	another	influenced	

by	politicians	and	other	vested	groups.	 If	 the	topic	of	 this	paper	was	more	focused	on	

the	issue	of	change	management	it	could	be	“How	did	the	choice	and	execution	of	change	

management	 strategies	 influence	 the	 failure	 state-owned	 airlines?	 The	 case	 of	 LOT	 and	

Alitalia”.		

One	of	the	most	basic	requirements	for	a	good	research	is	repeatability.	Thus,	a	further	

research	 for	 this	 particular	 paper	 could	 comprise	 studying	 the	 cases	 of	 some	 other	

airlines	that	are	thought	not	to	be	particularly	successful.	There	are	some	carriers	that	

meet	 this	 definition	 –	 the	 national	 airline	 of	 Denmark,	 Norway	 and	 Sweden,	 SAS,	 or	

MALEV	–	a	bankrupt	Hungarian	national	carrier	whose	story	was	briefly	mentioned	in	

the	 introduction	 of	 this	 paper.	 This	 hypothetical	 analysis	 would	 strengthen	 the	

credibility	of	 the	research	made	 in	 this	paper,	provided	that	 the	same	methodology	 is	

implemented.	In	this	case	only	the	subtitle	of	the	paper	would	be	changed	to	“The	case	

of	SAS	and	MALEV”.		

	

The	research	that	was	performed	in	this	paper	could	also	be	taken	to	the	next	level.	Due	

to	limited	space	and	a	relatively	big	scope	of	this	project,	many	issues	were	essentially	

only	flipped	through.	One	could	very	well	focus	on	the	impact	of	the	choice	of	short-haul	

fleets	–	one	of	the	most	vital	weaknesses	of	both	Alitalia	and	LOT.	The	possible	title	that	

would	 involve	 this	 concern	 would	 be	 “How	 does	 the	 choice	 of	 short-haul	 aircraft	

influence	the	competitive	position	of	a	 legacy	airline?	The	case	of	LOT	and	Alitalia”.	The	

same	 pattern	 could	 be	 used	 should	 a	more	 policy-based	 approach	was	 implemented.		

The	 influence	 of	 politicians	 and	 other	 vested	 groups	 was	 clearly	 a	 key	 issue	 in	 the	

process	 of	 decline	 of	 both	 companies.	 Was	 the	 topic	 narrowed-down	 towards	 this	

aspect,	the	project	could	be	titled	“What	was	the	role	of	vested	groups	in	the	failure	of	a	

state-owned	airline?	The	case	of	LOT	and	Alitalia”.		
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This	paper	has,	to	some	extent,	proved	that	too	much	of	political	interference	can	have	a	

catastrophic	impact	on	enterprises,	especially	those	who	operate	in	highly	competitive	

industries	such	as	airlines.	But	this	case	is	by	far	not	unique	and	limited	to	the	airline	

industry.	There	are	still	many	 industries	 in	which	state	ownership	plays	an	 important	

role,	 even	 in	 liberal	 democracies	 in	 the	 West.	 After	 all,	 politicians,	 whether	 in	

democratic	 or	 in	 authoritarian	 regimes,	 tend	 to	 twist	 state-owned	 companies’	 arms	

when	 they	 have	 an	 opportunity	 to	 do	 so.	 Vulnerable	 industries	 involve	 areas	 such	 as	

energy,	oil,	 railways	or	postal	services.	And	although	the	nature	of	all	aforementioned	

industries	 is	 arguably	 less	 competitive	 than	 that	 of	 airlines,	 state-owned	 energy	 or	

transport	companies	can	also	operate	with	various	degrees	of	success.	Many	concerns	

raised	in	this	very	paper	would	very	likely	be	valid	for	these	industries	too.	
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