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Abstract

This paper explores how existing internationalization theories can be applied to a
Multilatina in the service sector, using the case of Avianca-Taca Holdings S.A. as an example.
This paper introduces the company by analyzing the context in which it grew, starting with
the service sector in Colombia, which is its country of origin. This paper also analyzes the
international and domestic air transportation industry alongside the history of Avianca-
Taca Holdings S.A. It describes in detail the internationalization program undertaken by the
company and analyzes it based on three existing theories that may explain why such choices
were made instead of others available. This paper explores different applications of these
traditional theories. By this token, it concludes that, rather than using a brand new theory
and aspiring to cover a large array of services, it is wiser to make decisions with a more
comprehensive scope and use existing theories to adapt an efficient internationalization
strategy to a particular context, region or country.
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Resumen

Este articulo explora como las teorias de internacionalizacion existentes pueden
ser aplicadas a una Multilatina del sector servicios, tomando como ejemplo el caso de
Avianca-Taca Holdings S.A. El articulo presenta a la compafiia analizando el contexto en
el cual se desarrollo, empezando con el sector servicios en Colombia, su pais de origen;
la industria del transporte aéreo tanto a nivel nacional como internacional; y la historia
de la compania misma. El articulo describe en detalle el proceso de internacionalizacion
llevado a cabo por la compafifa y lo analiza bajo la luz de tres teorfas existentes, las cuales
pueden explicar porque dichos procesos fueron elegidos entre todos los disponibles. El
articulo concluye que en lugar de buscar nuevas teorias que aspiren a explicar el amplio
espectro de los servicios, es conveniente usar las teorfas existentes para adaptar una
estrategia de internacionalizacion eficiente a cada contexto particular de industria, region
0 pais.
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Introduction

This paper aims to describe and analyze the internationalization process of one of
the most representative air transportation companies in Colombia, as a case study for
the service sector as well as for Multinationals in emerging markets. Avianca is still the
national icon for this industry (Semana, 2007). It is also ranked 215 among the most global
companies in the region, ranking 2"* amongst Colombian firms (América Economia, 2012).
Due to its importance for the country’s development and its unique internationalization
process, it's an interesting representative of the internationalization of the country’s service
sector.

The context within which Avianca-Taca Holdings S.A. (from here on Avianca-Taca)
developed is highly relevant for understanding of its evolution, and therefore this paper
offers its readers a brief description of its macro and micro contexts, describing the service
sector in Colombia, the air transportation industry and a brief history of the company.
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By using three internationalization theories this document sheds light on the firm's
internationalization. The first theory mentioned in this report is Hymer's (1960, 1976), which
explains the objective of the firm to expand its business in foreign countries. Secondly,
this report examines the stage at which Avianca-Taca is operating, explaining their need
to go abroad using the Vernon's Product Life Cycle (1966). Lastly, this research describes
the air transportation market in Colombia and how it induced the firm's internationalization
(Knickerbocker, 1973).

Finally, this paper provides a detailed description of the company’s internationalization
process along with an analysis of why such strategies were chosen over others available.
Finally, the previously explained theories are applied to the Avianca-Taca’s internationalization
in the concluding remarks.

Numerous internationalization theories have been explored by diverse academics and
created a foundation for this topic: Dunning and Lundan (2008), Coase (1937), Cuervo-
Cazurra (2011), Vernon (1966), Knickerbocker (1973), Hymer (1960, 1976), etc. Most of
these theories have been extracted from an analysis of manufacturing firms in developed
economies. The development of theories for service companies and firms in emerging
markets has not been as proliferous as the former, but attention and interest are growing. In
the debate proposed by this issue over whether or not new theories are required to explain
the motivations and modes of entry for service firms from emerging markets, we ourselves
fall in the grey area between the two positions. In this sense, we believe that existing
theories might be extended and adapted to explain service firms” behavior, but we also think
that complementing the former with new or partially new theories is indeed useful for fully
explaining the internationalization of the service sector.

However, we have identified a serious constraint for the development of a theory that
can be generalized and expanded to cover services as a whole, due to the heterogeneity
intrinsic to their nature. This will be explained in further sections.

In this line of thought, theories are required for different types of services and
organizational structures. Therefore, we will present in this section, three existing theories of
corporate internationalization applicable to the air transportation industry. Further on a brief
review of literature on internationalization of services will also be presented as background
for structuring additional explanations and theories. Moreover, a contextual analysis of the
service sector as a whole will be presented, looking especially at the specificities of the air
transportation industry.

Firm-specific advantages

Hymer (1960/1976) in his doctoral dissertation, proposed a theory of internationalization
that states that firms develop, in their domestic market, certain advantages that are
specific to the firm. Such advantages are not easily imitated but are exploitable in foreign

AD-minister | Niumero 25 | julio-diciembre 2014 | ISSN 1692-0279 | e-ISSN: 2256-4322 _



markets and are powerful enough to overcome a “foreigness liability”. This concept, also
introduced by Hymer, refers to the difficulties that a foreign firm faces in a host country
when competing with local firms, such as communication barriers, a lack of a proper
flow of information, and unfavorable treatment from local governments. The author also
innovated by proposing a differentiation between portfolio investments and foreign direct
investments. In the neaclassical approach, the former implies the pursuit of income from
differences in interest rates and provides no control to the investor as criticized by Hymer.
The latter gives control to the investor but does not necessarily involve the movement of
capital across borders. Furthermore, countries can be sources as well as receipients of this
capital at the same time.

Product Life Cycle

Vernon (1966), proposes that a firm's internationalization is determined by the life
cycle of its products as follows: Product innovations are likely to occur in developed home
markets (Vernon's case study is the US market), nearby high income consumers, where
the product can be adapted to their specific needs and where it benefits from an initial
monopolistic advantage wherein high production costs can be transferred to customers.
Vernon identifies this as the initial stage.

The next is the growth stage, where demand for the product has grown and new
competitors are on the scene. Now pricing is more relevant than product flexibility
and adaptation. It is in this stage where internationalization begins, motivated by a
search for new high-income markets. According to Vernon, the first mode of entry the
firm will use is exports. Nonetheless, the high-cost of trade (tariffs and transportation),
and the threat of imitators in the new market will prompt the firm to engage in foreign
production.

As the company acquires experience, the product becomes standardized and imitation
is easier, therefore price-based competition is fierce. In order to reduce costs, production
is likely to be moved to developing countries where labor costs are comparatively lower.
Home market and other developed markets are then likely to be served by exports from
developing countries. This is presented by Vernon as the maturity stage.

Oligopolistic Structures

Derived from the previous theory we have Knickerbocker (1973), who argues that
an oligopolistic market structure is a determinant of foreign direct investment. This type
of market structure is characterized by a few sellers, close substitute products and
interdependence between competing firms. Under these characteristics, harsh competition
in the domestic market is likely to be destructive, and firms prefer to preserve domestic
market distribution as-is and look for new markets abroad. The author also distinguishes
between two types of foreign direct investment. An initial incursion into a foreign market by
a firm is labeled an “aggressive move” and the reaction to this enterprise by competitors is
labeled a “defensive move”.
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Internationalization of services

As was stated earlier in the paper, the internationalization of manufacturing firms
has received more attention in academic publications than that of services. However
some regulations, theories and strategies have been proposed and a select few will be
summarized in this section.

The General Agreement on Trade in Services (GATS) defines four modes of entry into
international markets:

1. Cross-border trade: From one territory to another one through telecommunication
networks or embodied in goods.

2. Consumption abroad: Consumers moving to the supplier’s territory
3. Commercial presence: Establishment of subsidiaries, affiliates, etc. in a foreign territory.

4. Presence of natural persons: independent suppliers moving to a foreign territory
temporarily (World Trade Organization, 2013).

The main factor influencing this choice is the type of service, as supported by
Vandermerwe & Chadwick (1989), who believe that the degree of tangibility, pure service or
embodiment in a product, is the first determinant for the best choice to serve a new market.

In the case of Avianca-Taca, due to the type of service embodied by its aircraft, the offer
of international flights will suit the first mode of entry described above. However, as will be
outlined in the findings section, this mode must be complemented by an additional strategy.

Different theorists have determined different macro and micro level issues that will be
key for such a choice. Philippe & Léo (2011) state that the main issue, besides the type of
service, is the firm's financial capacity. Vandermerwe & Chadwick (1989) state that levels
of risk and control are the main issues.

Then we must take into account that services tend to be more quality dependant than
goods. Therefore, control is an issue of great concern when internationalizing a service
company. Quality control of processes and final output is a key issue for customer satisfaction.
This need for control might be a driver for choosing foreign direct investment (FDI) over
other modes of entry. Also due to the intangibility and, in some cases, heterogeneity and
the impossibility of getting a product sample before full completion, the “foreign liability”
identified by Hymer (1960, 1976) is sometimes a barrier for successful penetration of a
foreign market. This is why some language and cultural-related perceptions of risk should
receive special consideration (Javalgi & Martin, 2007) when entering foreign markets.

Despite the different determinants explored above, it's important to note that the
dynamics of modern transnational activities may require simultaneous use of several modes
of entry, either in the same foreign market or one for each of them.

Also, the choice of strategy is not permanent or definitive. A firm should be able to
adapt to any given circumstance and in this particular matter the same principle applies.
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Firms may adapt their chosen mode of entry based on market response, competitors, and
their internal situation (Petersen & \Welch, 2002).

The service sector

Services are an economic activity that has been gaining ground over recent decades.
In 2010, they accounted for 72% of Global GDP (World Bank, 2012). The service sector is
not just perceived as an independent sector but also as a support for the others. Many
industries and commercial activities are now supported by the offer of additional services
along with a physical product. Javalgi & Martin (2007) identify the development and
coverage of Information and Communication Technologies as a key factor in the increasing
importance of services.

Particularly in Colombia, the home country of the company look at by this paper, trade
has been mainly dominated by the extraction sector. According to data from UNCTAD
and the World Bank (2013), 65.72% of Colombia’s exports come from this industry with
a dominance of oil and coal. Services, due to their intangible nature, heterogeneity and
current legislation regarding trade in services, pose a great accountability-related challenge.

However, and surprisingly, the situation within its borders is quite different. Fedesarrollo
(2011), the Colombian economic and social research institution, states that the service
sector has experienced its biggest growth since the 1970s (10.5%). Additionally, the
National Industry Association (ANDI, 2012) reported that, by 2012, 60% of all employment
came from the service sector, grouped under the following activities: commerce, hotels and
restaurants, transportation, storage and communications, community, social and personal
services, and real estate and business services.

Nonetheless, this should not be misinterpreted. These numbers can be tricky to analyze
as they might cover a very different situation of informal employment. In Colombia, as in
other Latin American countries, the relocation of the rural population to urban areas has
created in the latter an increase of the supply of labor and therefore in unemployment
(Cameiro, 1994; Mazumdar, 2010; Mitra, 2010; Roggero, 1976, quoted by Barreiro de
Souza, de Andrade Bastos, & Salgueiro Perobelli, 2012) leading them to work in improvised
and informal activities, many times categorized as services (specially commerce).

Services usually demand highly skilled labor and high levels of innovation (Mondiano
and Ni-chionna, 1986 quoted by Larsen, Tonge, & Lewis, 2007); therefore education plays a
key role in the development of this sector. The Ministry of Education forecasts an increase
of up to 50% in higher education coverage by 2019 (Vélez White, 2006), which might
represent an opportunity for the development of the service sector in the country.

Air transportation industry

The air transportation industry is a very dynamic market. In the last twenty years, many
changes, including technological and political ones, have enabled the internationalization of
companies within this market. “Deregulation and liberalization of air transport markets and
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renegotiation of existing bilateral agreements” (Delfmann, Baum, Auerbach & Albers, 2005:
1) were the main causes for a stronger internationalization.

Based on research done by the International Air Transport Association (IATA) in
2011, another important recent phenomenon within the global air transportation industry
is cooperation between international airlines. Joint ventures between firms offer greater
global advantages such as economies of scale, quality improvements and customer
satisfaction. Many companies are compelled to internationalize to sustain their international
and domestic market share (Doernhoefer, 2011).

As the perception of Colombia (especially in terms of security) improves, so also does
the flow of travelers for both tourism and business. This has a positive impact on the air
transportation industry, which between January and August 2011 grew 18.5% compared
with the same period of the previous year (Asociacion del Transporte Aéreo en Colombia
[ATAC], 2013)

As mentioned by Cruz and Puerta (2012), air transportation is an industry that supports
the dynamics of the economy as a whole, since it is mostly through its operation that
Colombia connects to the world and it also supports the internationalization process of
many other Colombian companies, through both cargo and passenger movement.

In terms of market share, we could say that the air transportation industry is a rather
closed market, taking into account that a relatively low number of companies co-exist
in the Colombian domestic market: seven airlines control the entire domestic passenger
transportation market (CAPA, 2013). However, markets with few sellers, as mentioned
by Vernon (1966) when studying oligopolies, can be threatened by the entrance of new
innovative competitors. In 2012, a new and innovative concept broke into the market:
VivaColombia, a low-cost airline intended to serve the domestic market with investors from
Colombia, Mexico and Europe (VivaColombia, 2013).

Its entry has forced many of the companies to reduce their prices in order to keep
up with the fierce price-competition and has created a new division of market share,
since VivaColombia is betting on the lower-income market, which increases the number
of possible consumers. By 2011 the number of passengers reported by Aeronautica
Civil for the period between January and August was of 10,657,203 (2011), after the
entrance of VivaColombia, the number during that same period for 2013 increased to
14,163,116 (2013). However, this is not a controlled variable and other factors may
have influenced such an increase, and therefore this statement has to be viewed as a
mere assumption.

Nonetheless, this has not reduced the market importance of Avianca, which in the
period between January and August 2013 accounted for 58.7% of passengers transported,
followed by LAN with 18.6%, VivaColombia with 8.4%, Copa Airlines with 6%, Satena 3.7%,
Easy Fly 3.4% and ADA 1.3% (Aerondutica Civil, 2013).

It is important to note that Avianca and Taca, after their merger, agreed to maintain
separate operations in 4 specific markets: Colombia, Peru, Costa Rica and El Salvador (Cruz
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& Puerta, 2012). Therefore, in Colombia Avianca services national and international routes
while Taca mainly focuses on international routes to and from Colombia.

Research Methodology

Given the qualitative and theoretical approach of the research and the availability of
existing data explicit enough to help us answer our research question, we collected data
from secondary sources such as academic papers, corporate reports and national and
international institutions’ statistics. Our data collection methodology is explained below.

Data collection has been addressed using three different approaches since the paper
focuses on three different aspects (the service sector, the air transportation sector and the
firm itself). A different perspective was used for each section. First, data collection for the
service sector is based on publications from the main authorities for both the international
and the Colombian situation. Sources such as ANDI, UNCTAD and the World Bank
provide data that helps understand this specific case, including the development of the
sector throughout the years and its participation in the global economy. Complementarily,
academics such as Cameiro (1994), Javalgi & Martin (2007), Mazumdar (2010) and Mitra
(2010) provide an overall framework for the way the service sector has been developed in
the last decades. The data in this section was useful for explaining the sector’s growing
importance and the challenges it poses for internationalization studies.

The second section discussed relates to the air transportation industry. For this
purpose, data is collected from independent associations concerned with the industry as
well as aerospace regulations such as the International Air Transport Association (IATA),
Asociacion del Transporte Aéreo en Colombia (ATAC) and Aeronautica Civil (2013). The
main research conducted by these associations refers to global, continental and domestic
developments within the sector. According to the aforementioned organizations, subjects
such as liberalization of trade and multilateral agreements regarding aerospace, globalization,
and collaboration are frequently in their core interests, which is in line with the aim of this
paper. This paper focuses on the business activities of Avianca-Taca — as they specifically
relate to Latin-American, and in particular Colombian, industries. There is not much prior
research done in this regard (Delfmann et al., 2005; Doernhoefer, 2011; Cruz & Puerta,
2012), and the data collected does not include an academic background to complement the
independent organizations referenced above. Consequently, limited information validation
and comparison took place.

With respect to data collection in the third section that relates to the company Avianca-
Taca itself, the same limitations are found. Not much prior previous academic research
has been done regarding this firm. The evolution of the internationalization process was
initially analyzed using a time scale describing the development of the company throughout
previous decades. To identify the internationalization strategy, the collection of data is

5 Asociacion Nacional De Industriales (ANDI) also known as Asociacion Nacional de Empresarios de Colombia, is
the Colombian independent authority regarding economic progress and development within the country.
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based on internal corporate information presented in the 2012 Annual Report and 2012
financial statements. Complementary to that, firm specific data has been explored within
their foreign expansion process.

\We have implemented the theories in this research paper based on the above segmented
data, and related it specifically to the case of Avianca-Taca. This research also follows a
descriptive — analytical approach, meaning that we intend to summarize and organize as
much of the existent data on this topic as possible, in order to provide a clear understanding
of the internationalization process followed by Avianca-Taca. Besides this, we also intend
to analyze the data in terms of why such a process was conducted the way it was in
light of existing internationalization theories such as Hymer's (1960/1976) firms-specific
advantages, Vernon's (1966) product life cycle and the oligipoly theory from Knickerbocker
(1973). We intend to understand why such strategies were chosen over the alternatives
available, and subsequently we will relate this to the macro and microenvironment faced
by the company.

Avianca-Taca Holdings S.A. Results

Avianca has been one of the major representatives of the Colombian Air Transportation
Industry for several generations. Avianca was founded by domestic and international capital
as a German-Colombian airline, although it only served the Colombian local market at the
very beginning. Avianca-Taca’s internationalization process has followed a very strategic
path through alliances, mergers and acquisitions.

In 1919, the first Latin American commercial airline was born in Barranquilla, Colombia.
It incorporated Colombian and German capital under the name: SCADTA. By 1940 this airline
was owned by American capital and merged with SACO — Servicio Aéreo Colombiano - to
create Avianca - Aerovias Nacionales de Colombia S.A. (Avianca, 2012).

After several alliances with national competitors, Avianca faced a crisis mainly due
to the liquidation of one of its partners, increasing fuel prices, decreasing demand and the
devaluation of the Colombian peso. This situation led the company to declare bankruptcy
and It was auctioned off publicly. (Cruz & Puerta, 2012).

In 2004, the company was acquired by the Brazilian group Synergy. After 20 months of
receivership and around 15 years of negative financial balances, Synergy managed to turn
a profit of 20 million dollars in 2006 (Semana, 2007).

Finally, in 2009, Avianca merged with the Salvadorian airline TACA. Creating Avianca-
Taca Holdings S.A., which has the largest network of routes in Latin America (Cruz & Puerta,
2012).

Avianca initially began operations for transporting mail and eventually diversified to
include passenger transportation as well. Nowadays, the company offers both services as
well as cargo transportation (Avianca, 2012).
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In 2012 the company had over 18,000 employees in 25 countries with operating income
revenue of 7.6 trillion COP Compared to 2011, its revenue grew 8.3%. In 2012 it had a net
profit of over 500,000 billion COP. Regarding ownership of Avianca's shares, there are two
main shareholders: Synergy Aerospace Corp (58.6%) and Kingsland Holdings (27.7%). The
remaining 13.7% is divided between smaller shareholders (Avianca, 2012).

The current state of AVIANCA-TACA Holdings is the result of a transitional process
resulting from mergers, acquisitions and partnerships with companies from Colombia and
around the world.

Here we present a timetable for Avianca-Taca’s internationalization process:

Table 1. Avianca-Taca's internationalization process.

Avianca (1919) Taca (1931)
* 1919: Creation of the “Sociedad * 1934: Expansion to El Salvador, Guatemala,
Colombo Alemana de Transporte Nicaragua, Costa Rica

stz SEAIE * 1939: The airline began to position itself

* 1940: On June 14", Aerovias strongly in the freight market, transporting
Nacionales de Colombia S.A. - 10,000 tons of cargo and 200 tons of mail.
Avianca was incorporated as a result
of the integration of SCADTA (now
under American ownership) and
Servicio Aéreo Colombiano — SACO * 1946: Centralized its operations in New

1946: Expansion. Flights to Quito, Orleans.
Lima, Panama, Miami, New York and e 1960: The Salvadoran Ricardo Kriete takes

* 1943: Unification of all the Americas from the
United States to Argentina

Europe control of TACA.
* 1956: Routes opened to Melbourne, ¢ 1982: Starts operations in Houston, Los
Australia. Angeles and resumes operations in Honduras.
* 1994: Strategic alliance linking: * 1983: TACA establishes its maintenance
Avianca, SAM (Sociedad station in San Salvador, expands operations
Aerondutica de Medellin) and in Guatemala and Costa Rica as well as in

HELICOL (Helicopteros Nacionales de San Francisco.
Colombia), bringing to life the Avianca

System. * 1989: Acquisition of operators including

Lineas Aéreas Costarricenses S.A. (Lacsa) of
Costa Rica, Aviateca of Guatemala, Nica of
Nicaragua, Sahsa of Honduras

* 2000: Expansion to South America through
the brand TACA Per

* 2003: Opens routes to several destinations in
the United States.

* 2005: TACA launches the first direct route
between El Salvador and Peru.
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Table 1 (Continued). Avianca-Taca's internationalization process.

Avianca-Taca (2009)
* 2009: Merger between Avianca and TACA Airlines.

* 2011: 12 new routes opened and 155 new flight frequencies, reaching more than 100
destinations in the Americas and Europe, with more than 4,000 flights per week.

* 2012: On June 21st, Avianca and TACA Airlines officially join the Star Alliance, with the
highest number of daily flights in Latin America, coverage and services, consequently
increasing the options and advantages for travelers.

* 2013: Completed a bond issue on the international market for USD 300 million.

Upon receiving demand for over USD 2.3 billion in its bond offering, and after a
successful round of meetings aimed at obtaining qualified institutional investors,
(conducted by Avianca Holdings executives and JPMorgan, Chase and Citigroup firms
in various capital cities in the Americas and Europe), the company steadily entered into
international capital markets.

Source: Authors’ elaboration with information from Avianca Holdings S.A. (2013)

Although, the United Nations Conference on Trade and Development (UNCTAD,
2007) states that the export mode is the most common mode of entry for airlines from
developing countries, we believe exports are not enough to explain the internationalization
strategy followed by Avianca-Taca. The provision of international flights also requires
a local presence either through direct investments or alliances, as some kind of local
representation is needed for managing operations including personnel and sales.
Therefore, airlines can either establish a direct commercial presence (Greenfield
investment), make use of existing capabilities by acquiring a local airline, or contract
representation under an alliance.

As stated by Delfmann et al. (2005) and Ramén-Rodriguez, Moreno-Izquierdo, & Perles-
Ribes (2011), due to the liberalization of trade and aerospace policies, alliances have been
the major driver for airline internationalization.

Asmentioned before, given the strategies chosen by Avianca-Taca, itsinternationalization
process will be analyzed in light of three important theories: Hymer's (1960/1976) firm-
specific advantages, Vernon's (1966) product life cycle and the oligopoly theory from
Knickerbocker (1973):

We can classify Avianca-Taca under two of Dunning & Lundan’s (2008) motivations
for foreign production: Market seekers and Strategic asset seekers. Adapting this theory
to the service sector, Avianca-Taca expanded its operations to relatively nearby markets
in North and Latin America, which were the first demanded by the local customers. Then,
mergers became a way to benefit from the established resources and capabilities of foreign
competitors, both as a way to expand its markets and to weaken its competitors in Latin
America. The Star Alliance network brings a more co-operative approach to the strategic
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asset seeker motivation because it provides a mutually beneficial and coordinated way of
working with a less competitive approach aimed more towards customer satisfaction.

Avianca-Taca, during its domestic operations in both home countries was able to
create firm-specific advantages as described by Hymer (1960, 1976) which allowed them
to be leaders in their regions of influence. For instance, in Colombia it was initially able to
operate in an imperfect market where it had a monopolistic advantage as the first airline in
the country and the second airline in the world. Besides the economies of scale that kept
them as the number one airline in the country for several generations, they had great brand
positioning and a diversified portafolio. Under Hymer's theory, such advantages, which could
not be easily equaled by competitors, can be assessed as drivers for internationalization,
since having such advantages in the local market allowed the company to exploit them in
markets abroad.

Also, regarding firm-specific capabilities, and as explained by Cuervo-Cazurra (2011),
the country environment gives the company the experience to create special capabilities
for operating in that specific context. So, in addition to its physical proximity to other Latin
American countries, the geography, the culture and the created capabilities within its home
market gave Avianca-Taca a special advantage when dealing with competitors from outside
the region.

Additionally, by adapting Vernon's (1966) Product Life Cycle theory to services, we could
say Avianca-Taca is now in the maturity stage. The company has acquired vast experience
and its service has been imitated by its competitors. As previously mentioned, it exists
now in an oligopolystic environment and is under threat from price-based competition. As
a result, there is more interest now than ever before in maintaining low operational costs.
In the initial stage when they were the only air transportation company, learning about
the industry and developing it in the country, they only provided services within the local
market and enjoyed a monopolistic advantage where no price-based competition existed.
However, several decades later and with the entry of new competitors, price as well as
customer satisfaction became an important differentiator from its competitors.

Without saying that the air transportation industry in Colombia is a strict oligopoly,
there are certain characteristics of such a structure that can be identified in the industry:

According to Knickerbocker (1973), an oligopoly has three main characteristics: 1) Few
sellers: in Colombia the market share is distributed amongst 7 companies, where only 4
have a significant share of over 5%. However, it can't be definitively framed as an oligopoly
as the number of suppliers increases significantly along international routes. 2) Products
are close substitutes: Despite some airlines having exclusive routes, the most important
ones are covered by several. Therefore, product substitution in such cases can occur easily.
Also, road transportation represents a cheap (although inefficient) alternative for traveling
inside the country. And 3) there is market interdependence: due to the aforementioned two
characteristics, competition in this market is very closed, and even though there is now
fierce price-based competition due to the entrance of a low cost airline and collusion does
not seem sustainable, there’s a visible pattern of action and reaction, so an aggressive

m CAROLINA FRANCO-ARROYAVE, ALEXIS MARTINS-CHEZE, EYAL SIEGEL, JuaN CaRLOS Diaz VASQUEZ |
Internationalization strategies of a Multilatina in the service sector: Avianca-Taca holdings S.A. case

study



strategy by one company in the market is usually followed by a defensive one from its
competitors.

In other words, the mono-oligopolistic advantages acquired during the initial stages
of its life cycle are strong enough to overcome the difficulties of doing business abroad,
making them feasible for exploitation in new markets. Now that the industry is mature,
these opportunities must be used first as aggressive stratregies (first mover advantage)
before competitors do so.

Finally we would like to highlight the importance of merger and acquisitions strategies.
These modes of entry allowed the company to profit from the existing capabilities of local
companies such as brand recognition, locations, aircraft, communication channels, qualified
personnel, knowledge of market and regulations, etc. This reduces the risks of a greenfield
investment as well as the time lag for starting operations.

Discussion

The main goal of this research is to explore whether existing internationalization theories
are also applicable within the framework of services firms. In this case, a closer look into the
Multilatina Avianca-Taca, since several academics have argued the need for new theories
for these specific cases. This paper praves that in this particular Latin-American case the
development of new internationalization theories isn't necessary. Existing traditional theories
are generally applicable. However, as presented in the findings section, there are some
implications of these theories that need slight adaptations. This paper suggests extensions
of several aspects of the theories and encourages further research in this regard.

First of all, Hymer's theory focuses mainly on market characteristics and its influence
upon the firm's operations. It's not product-centered so it can be applied to both
manufacturing and services. This means that adaptations of this theory in this specific case
would be based on the differences between developed and developing markets.

Services carry an important component of customer service and knowledge that
isn't easily transferred. Therefore, companies will seek to exploit such characteristics in
foreign markets by themselves. Firm-specific advantages, although not gained through
production capacities, are obtained from market knowledge, quality standards, processes
and customer satisfaction.

Vernon's theory on product life cycles exactly matches the case of Multilatinas as
they develop a firm advantage in their home region. This theory states that firms start to
develop in their home market, developed countries, in order to take advantage of wealthy
customers in that market and then expand to developing countries in order to reduce costs
and standardize their products. Avianca’s internationalization process began in a developing
country, created its firm-specific advantage at home and grew within the Latin American
region to gain market share. At this stage they were able to achieve a monopolistic position
in the region thanks to the first mover advantage. In a later stage, two decades later,
both Avianca and TACA were able to expand into developed countries. Service evolution
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motivates firm’s internationalization. Origin and destination according to level of development
does not apply in this specific case. Coming from an emerging economy, Multilatinas do
not seek to lower production costs in less developed markets, on the contrary, they seek to
exploit those already low costs to expand their customer base. This is just an assumption
that requires further research in order to understand other reasons why Multilatinas enter
developed countries.

Vernon's therory applies to services in the sense that they also have a life cycle.
However, due to the increased importantance of Information and Communication
Technologies, a physical presence is not a necessary part of the cycle and each stage could
occur independently of location. Services have an initial stage where the service is created
and requires flexibility and adaptation which might be financed through high prices. Once
services have been developed and new competitors appear, service providers explore new
markets abroad. Finally, when industry knowledge becomes consolidated, cost reduction
strategies are implemented and sources of low-cost human assets are more valuable.
Location loses importance when dealing with services since all stages could be performed
from developed and developing countries and reach different markets at once. Although
high-tech innovations are mare likely to take place in high-income countries where access
to research and resources is frequently more widely available.

Finally, as mentioned in the findings section, elements of an Oligopolistic Structure can
be identified within the case study presented in this paper. Relevant market features such
as few sellers, substitutes and interdependence were there to help Avianca-Taca grow and
expand into foreign markets.

Along the same lines of Knickerbocker, when considering the importance of adaptation
in terms of market response, competitors and internal situations, the Latin American
market shows its particularities. One of them, which could be seen in other regions is the
liberalisation of trade in services through regional trade agreements. This aspect may also
be relevant with relation to the elements included when determining an accurate theory
to be applied to a broader scenario. Regional trade agreements are a key factor for the
liberalisation of local markets as shown by the number of agreements signed by Colombia
with other countries in the region.

Conclusions

Due to international deregulations and liberalization in the air transportation industry,
internationalization became more accessible for many firms. Specifically, joint ventures gave
these companies many advantages including economies of scale, quality improvements
and customer satisfaction. This, combined with Colombia’s improving reputation, which
increased tourism, made the country’s air transportation industry more attractive on a
global stage. Most Colombian air transportation firms felt the need to take action in this
regard, since this industry is one of the key elements of the country’s economic growth.

The sector demonstrates certain oligipolistic characteristics, with a structure that
includes few sellers and interdependent firms. Nevertheless, beginning in 2012 the new
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threat of a low-cost airline VivaColombia started fierce price-based competition. This led
to a big change in the market: existing firms had to change their strategy by appealing to
new customers with lower incomes. As a whole, the consumer market benefited from
this situation. Although this was an unexpected change within the industry, Avianca-Taca
managed to remain the market leader. The company has been seen as one of the major
representatives of the Colombian Air Industry.

Avianca(-Taca) has a diversified internationalization strategy. In the early stages of their
existence they served only the Colombian domestic market. Through alliances, mergers
and acquisitions they became a more strategically operated firm on an international level.
In 2009, after the merger between Avianca and Taca, they now have the biggest network
of routes in Latin America.

Based on the regulations of the General Agreement on Trade in Services, it's more likely
that Avianca-Taca is a cross-border trade firm. This is due to the type of service embodied
by its aircraft. However, this theory must be complemented with an additional approach
since some kind of local representation is required for operations management, including
personnel and sales. Therefore, airlines can either set up a greenfield investment, acquire a
local airline or enter into an alliance contract for representation. The latter two options are
the most used drivers for airline internationalization.

In this paper, the internationalization of Avianca-Taca is approached through three
theories. From the point of view of Dunning & Lundan (2008) Avianca-Taca can be seen as
a market seeker and a strategic asset seeker. This firm's drivers for moving across borders
were to benefit from foreign markets and weaken its competitors in Latin-America. Avianca
existed in a monopolistic environment in Colombia and this enabled it to create the firm-
specific advantages discussed by Hymer (1960, 1976). This led to economies of scale,
brand positioning and a diverse portafolio. These advantages in the domestic market gave
them the opportunity to expand their activities into foreign markets.

Secondly Vernon’s (1966) Product Life Cycle was taken into account. Although this
theory is typically used for manufacturing firms, the overall approach is in this case is also
suitable for Avianca-Taca. Initially the firm operated domestically, and focused on learning
about the industry and benefiting from their monopolistic position. Later on, when more
competitors entered the market, variables such as price and customer satisfaction
became more important. Avianca-Taca is now located at the mature stage of the Product
Life Cycle.

The last theory relates to an oligopoly (Knickerbocker, 1973). Based on this theory we
can define the Colombian air industry as a oligipolistic market with three characteristics.
First of all there are just a few sellers in this market, with only four companies that have
more than a 5 percent market share. Besides that, their products —or in this case services-
are close substitutes. And finally there is a strong interpendence in this market since there
is fierce competition and, as mentioned before, the price war makes these companies
depend on each other. This context provided the company with some specific advantages
and strengths that could be exploited in foreign markets. At the same time, its market
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share at home permits more competition and the firm should look abroad to obtain new
customers and increase profits.

In conclusion, some principles of existing internationalization theories are applicable
in a context other than the ones they were originally created for. This paper has analyzed
market-centered theories that, with some degree of adaptation, can be applied to services
and goods. These adaptations are mostly issues of interpretation and flexibility. Further study
is then needed using non-market-centered theories. Merger and acquisitions activities are
very effective for companies in the service sector where quaility and control are key factors
for foreign expansion. Taca and Avianca both followed this strategy as individual companies,
and it proved to be even more successful when these two companies merged in 2009. This
merger made them the market leader in Latin America.
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