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In the year 2000, Spain was the world’s sixth largest car producer1 and the fourth largest
exporter in terms of the number of units produced. Around 3 million cars are manufactured
annually (80 per cent of which are exported, mainly to Western Europe). Cars account for 22
per cent of total Spanish exports. Automobile manufacturers employ approximately 75,000
people and the suppliers no fewer than 250,000.

In spite of the importance of car production in the Spanish economy, there are no
Spanish manufacturers. The headquarters of the main companies – both carmakers and
suppliers of parts – are located in other countries. So the decisions regarding investment, and
regarding which models to produce, are taken abroad. Furthermore, research and development
(R+D) is also carried out in the countries of origin of the parent company.

 SEAT was set up in 1950 as a national company (mostly with public capital). It received
technical assistance from FIAT. The Italians left in 1981 and the next year SEAT’s owners, the
Spanish National Institute of Industry (INI), signed an agreement for industrial and commercial
cooperation with Volkswagen (VW) in the midst of a dramatic slump in sales and results. In
1986, when Spain entered the European Community, the German firm bought 75% of SEAT’s
share capital at a time when sales and profits were beginning to recover. In 1990 VW increased
its share to the point of acquiring practically all of the capital of the Spanish subsidiary.

 SEAT set up what is still today the largest R+D centre in the Spanish car industry in the
Catalan town of Martorell, which employs about 1,300 engineers and technicians. This centre
has helped the creation of other car design centres in Barcelona and outskirts by VW, Renault-
Nissan, and Volvo. Currently SEAT is still Spain’s third largest exporter after REPSOL-YPF
(the petrochemical company) and Renault.

 This paper aims to outline the key stages in SEAT’s development since the great crisis
of 1992-93, and the effect of the present recession. It also discusses the impact on the car
industry in Spain of SEAT and VW’s strategy changes with regard to Eastern Europe.

                                                
1 In 2002 Spain fell one place to seventh, overtaken by China. In that year production in Spain amounted to 2.8
million units, of which 2.3 million were exported. (Data from the Spanish Association of Automobile and
Lorry Manufacturers (ANFAC).
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THE END OF THE PHASE OF PROFITS: 1990-91.

As the Spanish economy recovered, boosted by entry to the European Community in
1986, and thanks to the reorganisation of the company by the public holding INI (the majority
shareholder after the departure of FIAT) and the VW corporation, SEAT recorded its first
profits since the seventies during the four-year period of 1988-91 (Figure 1). When VW
acquired the entirety of SEAT’s capital in 1990, Wolfsburg promoted three strategies with
regard to the subsidiary company. The first was to increase productivity and reduce costs by
building one of Europe’s most modern factories on the land that the company possessed in
Martorell. The second was to overhaul the product range offered by the Spanish brand, thus
avoiding competition with VW’s own models. The last was to streamline the management of the
subsidiary company and to improve distribution. At the end of the eighties, it was estimated that
if SEAT (including its works in Navarre) were to be economically viable it would have to
produce 600,000 cars a year and obtain a 3.5 per cent quota of the European market2. In 1989,
the marketing department set a production target of 700,000 cars for 1992. SEAT had not
improved on its record  figure of 360,000 units, achieved in 19743, until 1987, but the end of the
eighties was a time of euphoria: with the increased demand, production grew at an annual rate of
12 per cent between 1987 and 1989 and SEAT exceeded the figure of half a million units in
1990.

In the meantime, the new plant in Martorell was being built with the aim of responding to
the present challenges of car production: automation, new systems of industrial organisation and
increasing externalisation. As far as the first point was concerned, by tripling the number of
robots in five years, a number of stages of production could be automated: for instance, 85 per
cent of the welding points4. The new organisation models would allow just-in-time production:

                                                
2 Seidler E. (1991):    Ole,      Toledo!  , Editions JR, J.-R. Piccard, Lausanne, p.82.
3 There is a slight discrepancy between the output in SEAT’s reports and the data published by ANFAC. For
1974 the respective figures are 364,695 and 361,272. In 1987 SEAT’s production, according to the two sources,
was  386,421 and 406,391. The ANFAC data may be consulted in Catalan J. (2000): “La creación de la ventaja
comparativa en la industria automovilística española, 1898-1996,    Revista     de      Historia   Industrial  , 18.
4 Costa M.T., Callejon M. & Giraldez E. (1991):    Estudio    del     impacto    generado      por      la    empresa       Seat      en
Martorell  , Centre d’Estudis de Planificació, Barcelona.

Source: Author's estimate based on SEAT: Informe del Ejercicio , several issues.

FIGURE 1.   SEAT S.A. MARGIN OF PROFIT (RESULTS AFTER TAX OVER SALES) %
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elimination of stocks, the reinforcement of logistics, the use of versatile machinery, more
personalised series and an increase in quality control. All this also required the distribution of
work in groups and encouragement of workers’ autonomy. Lastly, the promotion of
externalisation led to the creation of the Abrera supplier park which would facilitate the pre-
assembling of components and  systems near the factory by the main suppliers and at a lower
cost. In total, the estimated investment for the period 1989-99 amounted to 600 bn pesetas5.

As far as the product range was concerned, the Toledo was considered the most
important model. In 1990 SEAT’s star product was the Ibiza, which had been launched in 1984
as a result of the ambition and capacity of the then independent company and the skill of the
Italian designer Giorgetto Giugiaro6. At the lower range of the market, VW had its Polo
(produced in Arazuri, Navarre) and at the higher range the Golf, which was imported. In the very
lowest market segment of all, SEAT still had a throwback to the FIAT era, the Marbella (the
successor to the Panda) and in the highest segment the Malaga (the substitute of Turin’s 131).
Giugiaro, who had also participated in the creation of the Malaga, worked on the design of the
S3 (the future Toledo), initially conceived as a replacement for SEAT’s highest category car7.

In 1989 SEAT obtained 29 percent of the Spanish market for cars with engines below
1,200 cc. However, in the 1,200-1,599 cc. range it only had 7 percent and in the 1,600-1,999 cc.
only 2 percent. In addition, the long-term market trends indicated increasing consumer demand
for more powerful cars.

So the decision to promote a new saloon car able to establish itself in the higher
segments of the market was a sensible one. The car was to be somewhere between VW’s Golf
and Passat models, with cubic capacities between 1,600 and 1,999 cc. Starting from the platform
of the Jetta, Giugiaro’s Italian Design and the Technical Centre in Martorell developed a new
prototype known first as S3, then Malaga 2, and finally Toledo. It was presented in 1990, with a
range of engines between 75 CV and 136 CV.

The president of SEAT’s board of directors, Juan Antonio Díaz Álvarez, presented the
project for the Toledo to VW and set a production target of the model of 500 units a day, or
slightly more than 100,000 units per year8. He later raised the figure to 950 vehicles, which
meant that only annual sales of over 200,000 units would make the product competitive9. The
later forecasts was at the very least optimistic, bearing in mind that annual demand for the
company’s most successful model, the Ibiza, had only rarely surpassed the figure of two
hundred thousand.

Finally, the restructuring of SEAT involved bringing management closer to the factory
and transferring the company headquarters from Madrid to Barcelona. The efforts to improve
commercialisation meant that the network of SEAT dealers in Spain was separated from that of
VW, and further attempts were made to widen the network of the Spanish brand outside Europe.
The search for extra income to finance Martorell led to the sale of housing that SEAT provided
for its workers close to its old factory in the Zona Franca of Barcelona.

Contrary to expectations, the sales of the SEAT models in the Spanish market began to
fall off noticeably in 1991, the year in which the Toledo was launched. The domestic sales of the
Polo, built in Navarre, also fell sharply.

                                                
5 SEAT:   Informe     del      Ejercicio     1989  , p.13.
6 Giugiaro was the creator of numerous models: among them,  some of the most successful cars in modern
automobile history:  the VW Golf, the Hyundai Pony and the Fiat Panda. Molineri G. (1999):    Giorgetto
Giugiaro      &      Fabrizio:     Italdesign  , Automobilia, Milano.
7 Seidler (1991), p.85.
8 Seidler (1991), p.91.
9 The commitment made by SEAT executives to achieve daily sales of between 900 and 1,000 Toledos was
christened the “Pact of Nagoya”, because Díaz Álvarez and his associates were on their way to the Japanese city
to visit a Nissan plant. Seidler (1991), p.124.
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THE OLYMPIC CRASH: 1992-1993.

In the Olympic year, 1992, the highest sales figures for the Toledo were recorded in
Spain (reaching 50,000 units in a single year), but the total volume of vehicles sold by SEAT fell,
both at home and abroad (figure 3). The sales of the Polo produced in Landaben/Arazuri
(Navarre) also fell in the Spanish market, though exports increased. In total, SEAT sold 576,702
units that it had produced itself (including the Polo made in Navarre), some way below the
optimistic forecasts of 700,000 units. The company was back in the red while the Spanish went
into raptures over the Olympic Games in Barcelona and the Expo in Seville, the 1992 year ended
with official losses of 13 billion pesetas.

But these losses were nothing compared with those of 1993, a year which began with the
inauguration of the Martorell factory in February (figure 1). In June, the new president of the
Volkswagen consortium, Dr Ferdinand Piëch, was informed that the losses were likely to be
comparable to those of the previous year10. The reality was far worse; the losses were twelve
times higher, reaching 151 billion pesetas. As SEAT’s capital at that time amounted to 85 billion,
the company was technically bankrupt. Díaz Álvarez  lost his position in September,  being
replaced by Dr. Joan Llorens in November11.  Llorens was appointed chairman of  the executive
committee of the firm.  

The causes of the SEAT crisis of 1992-93 are a matter of controversy. Solé cited the
three devaluations of the peseta as the reason for the magnitude of the catastrophe12. The
construction of the Martorell factory was funded with credit from VW, half of which was in
Deutschmarks. The former  strong men of VW (Carl Hahn) and SEAT (Díaz Álvarez) had
agreed the loan without contracting exchange risk insurance. They appear to have taken for
granted the rather optimistic parity of the peseta with the mark, with which Spain entered the
European monetary system (EMS) when Carlos Solchaga was finance minister. But the
exchange rate rose from 63 pesetas per mark in 1989 to 80 pesetas by the end of 1993.

                                                
10 It appears that on the day before the meeting of SEAT’s  supervisory board of 23 June 1993 a report
disappeared which estimated the losses for the end of the year at 80 bn pesetas. Solé E. (1994):   SEAT     (1950-
1993)  , Ediciones de la Tempestad, Barcelona, p.124.
11 During the month of October Peter Walzer, till then a member of the board of directors, performed as
chairman.
12 Sole (1994), p.132 and ff.

Source: SEAT, Informe del Ejercicio, several issues.

FIGURE 3. SALES OF THE SEAT BRAND IN SPAIN AND ABROAD (UNITS)
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 For his part, Costa also insisted on the absence of exchange risk insurance. In addition,
she stressed that of the 400 bn pesetas invested by SEAT between 1990 and 94 percent was
financed with credit and the burden of the amortisations eroded profitability13. In fact, officially
SEAT’s amortisations rose from 10 bn to 30 bn between 1990 and 1993.

The studies by Llorente Galera and González de la Fe also blamed the company’s debt
and the high amortisations14. González de la Fe noted that SEAT had to contend with much
greater financial burdens than rivals such as Renault and the PSA group. Costa and González de
la Fe stressed that personnel costs were also significantly higher at SEAT than in the
subsidiaries of the French companies operating in Spain15. As a result of its undertakings
acquired during the privatisation process, VW had maintained much larger staff numbers than its
rivals.

We should add that from 1 January 1993 the commercialisation of vehicles and parts
imported by VW and Audi, which until then had been the responsibility of SEAT, now came
under direct management by Volkswagen-Audi Spain.16 During the previous year the
importation of vehicles by the VW group represented 123 billion pesetas, and from 1993
onwards this area no longer figured as part of SEAT’s sales.

In addition, the forecasts of the late nineteen eighties proved to be highly unrealistic, for
two fundamental reasons. First, the Martorell factory was opened at a time when demand was
falling throughout the continent due to the collapse of the EMS. The second reason was
domestic: the 1993 year ended with a fall in sales in all the SEAT range, except for the Cordoba
(the product of another joint project between Giugiaro and Martorell, which used the same
platform as the Ibiza, but had a larger bodywork with impressive storage space and had engines
from 60 CV upwards). The model that fared worst was the luxury saloon car in which so much
hope had been placed: the Toledo. Its sales in Spain fell from fifty thousand in 1992 to no more
than thirty thousand in 1993. The number of Toledos sold in Spain during the Olympic year
would never be repeated. So in total, without counting the sales of imported vehicles of VW,
SEAT announced the sale of only 465,801 units in 1993: a fall of almost 20 percent compared
with the previous year, and only 66 percent of the volume forecast for the Olympic year. If we
multiply the 110,901 units fewer sold in 1993 by a hypothetical price of 1,250,000 pesetas per
vehicle, we find that due to the fall in demand the company may have lost 139 bn pesetas, a
figure very close to the astronomical losses that SEAT recorded that year.

MANAGING THE CRISIS, 1994-96

Faced with the crisis of its Spanish subsidiary, VW sought to protect itself and to
recapitalise SEAT by selling assets, which were transferred to other parts of the group. In
December 1993 the Arazuri factory was split up and sold to Volkswagen-Audi Spain, and so the
production of the Polo now depended more directly on the mother company. The SEAT
workforce was reduced at a stroke by 3,780 employees; 16,562 remained in the company. In
winter 1994 SEAT transferred its finance companies Fiseat and Liseat to Volkswagen Financial
Services. In spring, it sold its Italian commercial network to another subsidiary of the mother
company. In autumn, it offloaded the computer division17. The same policy continued
throughout 1995, with the sale of Seat France and Seat UK; at the head of the VW consortium,
Ferdinand Piëch was keen to increase centralised control of the finances, the sales network and
purchasing policy. The head of purchases until 1996 was the Basque engineer López de
Arriortúa, who also sat on SEAT’s board of directors.

                                                
13 Costa M. : “La crisis de Seat”,    Economistas , 60, Extra Año XII, p.371.
14 González de la Fe P. (2001): SEAT: Fundación, desarrollo y privatización de una empresa automovilística
en España, Documento de Trabajo 2001/1, Fundación Empresa Pública, Programa Historia Económica, Madrid.
Llorente Galera F. (1997), "Las estrategias de los fabricantes de automoviles. El caso SEAT, 1980-1995", Roca
J. (Coord.), La   formació     del     cinturó     industrial     de      Barcelona  , Proa-IMHB, Barcelona, p.280.
15 Costa (1993), p.370. González de la Fe (2001), p.126.
16 SEAT:   Informe del Ejercicio 1994  , SEAT S.A. Balances y Cierres, pp. 46 and 64.
17 SEAT:   Informe del Ejercicio 1994  , pp. 46-59.
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Among other urgent measures, VW introduced drastic staff cuts in Catalonia. As a result
of the resolutions of the Generalitat, the regional government, of 15 December 1993, 1,135
employees were made redundant. In 1994, 2,978 employees took early retirement, and 1,430
temporary contracts were not renewed. Staff levels in Catalonia fell from 19,302 at the end of
1992 to only 12,533 at the end of 1994.

In July 1994 the Spanish Ministry of Industry and Energy, the regional government, the
VW consortium and SEAT signed an agreement to guarantee SEAT access to R+D programs
and to allow the firm to continue as a comprehensive manufacturer,  with its own development
centre. This agreement brought VW funding from the Spanish Official Credit Institute of
around 30 bn pesetas. The Generalitat, through the Catalan Finance Institute, also offered 8 bn
pesetas18. In exchange, VW undertook to invest 206 bn pesetas in four years. The Spanish
authorities, faithful to their philosophy of favouring domestic production of components,
persuaded SEAT to agree to buy at least 67 per cent of parts from Spanish suppliers19.

Joan Llorens (who knew the sector well from his first job at the state-owned ENASA)
considered the figure of 320,000 vehicles as the threshold for profitability at SEAT. This was a
more realistic objective than those of earlier times20. The Catalan industrial engineer, in addition
to continuing staff cuts in order to reduce costs, aimed to promote three of SEAT’s assets: its
modern production capacity, its established brand name, and its experience in R+D21. At
Martorell he continued to support just-in-time production. In the old factory in the Zona Franca
he continued the dismantling of the assembly lines, but he encouraged the creation of a second
supplier park and promoted autonomous business units. For example, 50% of the production of
the stamping plant was for external customers. In El Prat del Llobregat, the subsidiary company
(Gearbox del Prat) reduced its output for SEAT to 35%, and increasingly supplied other plants
in the VW consortium.

The Technical Centre for Product Development in Martorell restyled the Ibiza, Toledo
and Cordoba models and prepared the launch of the Inca van (with engines from 60 to 64 CV).
This was developed to replace the van version of the Marbella, called Terra. The 850 workers in
the capital of the Baix Llobregat were joined by a new group of 30 engineers and technicians, at
the Design Centre in Sitges, created by VW. In Martorell, the development of the replacement of
the Toledo, known as S5, progressed at a leisurely pace. In 1996 as well SEAT’s first model
produced entirely outside Spain came onto the market: the people carrier Alhambra (115 CV),
produced in the Portuguese town of Palmela22.

In spite of the intensity of the crisis, a fact that is rather overlooked in the literature is that
SEAT managed to maintain its market share in Spain during the period. Indeed, its market share
was more stable than VW’s, falling slightly from 9.9 percent in 1991 to 9.8 percent in 1992, and
then rising to 10.5 percent in 199523. Though it fell to 10.1 percent in 1996 it was still above its
figure at the end of the nineteen eighties (figure 4).

                                                
18 SEAT:   Informe del Ejercicio 1994  , p.52.
19 The European Commission gave the go ahead for the agreement between the state and autonomous
governments and the consortium in November 1995. SEAT:   Informe del Ejercicio 1996 , SEAT S.A. Balances y
Cierres, p.34.
20 Solé (1994), p.138.
21 Llorens J. (1996): “Seat 1995. Un año decisivo”,   Anuario El País  1996, p.340.
22 SEAT:   Informe del Ejercicio 1996  , SEAT S.A. Balances y Cierres, p.28.
23 Dirección General de Tráfico:    Boletin Informativo. Anuario Estadístico General  , Madrid, various years.
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SEAT’s results in Western Europe were not as good: its share fell from 2.4 percent in
1992 to 2.2 percent in 199624. It should be remembered, though, that the commercialisation
network in the main countries in Europe was now run by Volkswagen, meaning that the
company’s control over sales may have fallen.

In 1996 thanks to the reorganisation the company managed to return to positive territory
(figure 1). Indeed, in 1997, specific sales of the brand broke previous records, reaching 331,700
units. SEAT’s market share in Western Europe rose to 2.5 percent. Nonetheless, the
improvement came too late for Llorens, who was sacked at the end of 1996. His replacement,
Pierre-Alain De Smedt, took over in January 1997. López de Arriortúa had left VW in
December 1996, under fire from his old employers, General Motors, and accused of receiving
commissions by the  Swiss company ABB (whose president would become a member of GM’s
Board of Directors).

In the mid-term, SEAT’s policy had to fit in with VW’s strategic plan for  reducing
costs through  centralisation, specialisation and expansion towards the East, promoted under the
presidency of Piëch. During 1992 Porsche’s grandson had revolutionised labour relations in
Wolfsburg, persuading the unions to accept a 20 percent reduction in working hours with the
corresponding cut in wages. Dr. Piëch also reduced the number of platforms used by the
vehicles of the group’s main brands – VW, Audi, Seat and Skoda – from sixteen to four.
Finally, his optimisation program helped to reduce costs by creating a hierarchy of suppliers and
centralising orders. In the supplier parks, modular production was tested: the companies selected
were responsible for buying and mounting the parts and components of the systems which
would later be assembled in the factory25. In purchasing departments levels of decision-making
were also drastically reduced.

As regards the market segments that the company aimed to occupy, VW was to
specialise in quality family saloon cars, and Audi in luxury and sports cars. The purchase of the
Czech firm Skoda in 1991 had opened up new possibilities in the field of more popular,
competitively priced family models, a role previously assigned to Spain. SEAT’s position
appeared to be at the intersection: economical, stylish, and mediterranean. The Ibiza, thanks to
its sales success, was the cornerstone of this new specialisation.  

                                                
24    Le Journal de l’Automobile;      Automotive Industry  .
25 López de Arriortúa J. I. (1997):    Tú puedes. Memorias de un trabajador  , LID, Madrid, pp.177--207.

Source: Dirección General de Tráfico, Anuario Estadístico General , several issues.

FIGURE 4. MARKET SHARE OF SEAT AND VW BRANDS IN SPAIN  (%)

4

5

6

7

8

9

10

11

12

1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

SEAT

VW



8

THE BOOM YEARS: 1997-2000

SEAT’s new chairman of the executive committee, the Belgian Pierre-Alain De Smedt,
had worked with the Basque López de Arriortúa in VW Brazil. At the Resende truck and bus
production plants they promoted production in modules constructed by a selected group of
suppliers inside the factory; the assembly unit only had to issue a certificate of quality26. De
Smedt seems to have the right kind of background to achieve maximum productivity from the
Martorell plant through experimenting with new forms of industrial organisation.

De Smedt was optimistic about SEAT’s future. The company would capitalise on its
Mediterranean, stylish profile, launching between three and five models before the end of the
century27. It would continue with its policy of a common platform for the non-visible parts, but
the design stage and development would be promoted. During 1997 De Smedt presented a new
utility vehicle, the Arosa (50-60 CV), to substitute the Marbella. The Belgian president stated
that the car was being produced initially in Wolfsburg because Martorell was unable to do take
on the work, having begun to produce the Polo and the Caddy for VW. He was less pleased with
the labour relations in Spain: the strikes in the transport system were in stark contrast to the
stability in Lower Saxony.

The 1997 - 2000 period was a heady time for SEAT in both the Spanish and the
European market (figures 3 and 4). In Spain, the Ibiza was once again the country’s most
popular car, and SEAT’s brand sales rose from 106,516 vehicles in 1996 to 174,179 units by
200028. In Western Europe, total sales jumped from 286,200 to 429,700 vehicles. The annual
rate of growth in demand reached 10 percent. In addition, SEAT also worked for VW, making
gearboxes for Hanover, spare parts for the network, entire vehicles for Wolfsburg and bodywork
for the assembly plants in South Africa and Argentina29. During the 1997-2000 period the
return on sales was positive (figure 1).

The renewed demand, fuelled principally by the euphoria in Europe in the second half of
the nineteen nineties, transformed the atmosphere in SEAT. Even though the trend towards
externalisation continued, the staff increased steadily from 12,896 workers in 1996 to 15,003 by
2000. The firm’s capital increased, with the assets of VW Navarre and the commercial network
in France. Early repayments were made and the firm’s level of debt fell substantially. At the end
of 2000, SEAT’s balances showed that long-term debts to other companies in the group had
been settled30.

The versatility of SEAT’s industrial capacity in Catalonia was one of the key features of
this new period of expansion (Figure 5). Until 1998 the Marbella was still produced in Zona
Franca. In that year Martorell began to produce the Arosa, and continued to build the Polo and
the Caddy for the consortium. Martorell also shared the production of the Toledo with Brussels
and the production of the Inca with Argentina, and continued to be the sole producer of the Ibiza
and the Cordoba. At the end of 1999 the new Leon was launched,   produced on the same
platform as the Toledo, but with a sportier line and a lower price. The Leon was presented as a
powerful car, six gears, four wheel drive, and the fastest in SEAT’s history31. Martorell would
also share production with Brussels. So SEAT’s factory in Catalonia was among the most
versatile in Europe: able to build cars on three platforms, eight bodies and more than eleven
types of engine, and achieving high levels of productivity32.

                                                
26 López de Arriortúa (1997), pp.203-205.
27 Interview with Pierre Alain De Smedt in La    Vanguardia  , 4 March 1997.
28 Dirección General de Tráfico,    Anuario      Estadístico      General  , Madrid, various years.
29 SEAT:   Informe     del      Ejercicio     1997  , SEAT SA Balances y Cierres, p.34.
30 SEAT:   Informe      Anual     2000  , SEAT SA Balances y Cierres, p.66.
31 The chassis, the mechanics and the suspensions of the Leon were the same as the Golf. It had a wide range of
engines and prices. The cheapest, the Leon 1.41i 16V Stella, was sold in Spain for 2,182,856 pesetas in 2000.
The most expensive, the Leon 4 1.8 20V Turbo, sold for 3,695,856 pesetas. The cheapest Toledo, the Toledo
1.6 Stella cost 2,804,164 pesetas. The Leon model of similar power, the Leon 1.6 Stella cost 2,318,856
pesetas.    Guia     del      Comprador     de      Coches , December 2000, 218.
32 SEAT:   Informe     del      Ejercicio     1999  , SEAT SA Balances y Cierres, p.42.
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The Technical Centre of Martorell continued to work on the development of vehicles for
SEAT and for the group as a whole. SEAT claimed to have increased R+D investment from 25
bn pesetas in 1996 to 46 bn by 1999. The R+D staff numbered more than 1,200. The priority
given to the sports style image was combined with the development of new concept cars
presented at the main automobile shows: Bolero (1998), Formula (1999) and Salsa (2000). The
Italian Walter de Silva was signed from Alfa Romeo to redesign the group’s models. He began
by introducing a new logo with a chrome S on a red background (chrome symbolising the
rational, red the emotional).

SEAT’s expansion over this period also benefited local component suppliers because of
the agreements signed by government and VW in 1994. The degree of nationalisation of
SEAT’s purchased rose from 64 percent in that year to 72 percent by 1999.

In June 1999 De Smedt announced that he was leaving SEAT for Renault (a company
whose share of the Spanish market had fallen sharply from 19 percent in 1991 to 13 percent in
1999)33. After a brief period with Bruno Adelt as acting president, the Bavarian Bernd
Pischetsrieder was appointed to head the executive committee.

 SEAT’s new president was the heir apparent of the consortium, and the strong man of
the VW group. Dr Pischetsrieder became president in June 2000, when the economic boom was
beginning to falter. He expressed his desire to pursue the strategy of consolidating SEAT as a
dynamic, stylish, Mediterranean brand. Among his immediate concerns were the need to ensure
flexibility inside the company and to turn around what he saw as the company’s low quality
image. In addition, in spite of the firm’s success in the previous five years, its profits were low.
The year 2000 closed with a return on sales of only 1.38 percent, far below the objectives of a
mid-range carmaker (4-5 percent according to international consultants, 6.5 percent according to
the objectives of the VW group).

                                                
33 Dirección General de Tráfico:    Anuario Estadístico General  , Madrid, various years.

Source: SEAT, Informe del Ejercicio,  several issues. Ibiza and Malaga para 1988-91, ANFAC.

FIGURE  5.  OUTPUT OF THE MAIN SEAT MODELS PRODUCED IN MARTORELL AND ZONA 
FRANCA (UNITS)
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RECESSION AND COMPETITION FROM THE EAST, 2001-2003.

When the dot.com bubble burst at the beginning of the new millennium, the West went
back into recession. SEAT again faced a contraction of demand, which was accentuated by the
market preference for luxury models in the year before the circulation of the euro (2001). In
addition, there seemed to be little continuity at the top: in 2002 Pischetsrieder took over from
Piëch as president of VW, and left SEAT in the charge of the labour relations expert from Audi,
Andreas Schleef. Schleef was the Spanish subsidiary’s fourth president in four years, and the
last ones had been appointed in the middle of an international recession.

Schleef concurred with Pischetsrieder regarding the diagnosis of SEAT’s three main
problems, from the perspective of VW: low profitability, image of poor quality, and a dangerous
upward spiral of costs in Spain34. Profitability was to be improved by two methods: producing
cars with a greater margin, and making labour relations more flexible. The problem of the
company’s image was to be resolved by presenting innovative products such as the concept cars
and to link the Spanish brand name to Audi one of the jewels in the group’s crown. The higher
relative growth in costs in Spain, aggravated by the adoption of the euro, also suggested that
SEAT should specialise in vehicles with higher added value, especially in view of the growing
competitiveness of Eastern Europe in the less expensive ranges. In general, the company’s
official position was that the three basic problems could be solved by increasing SEAT’s
specialisation in expensive sports cars rather than cheap family models. As a result, SEAT
became part of the Audi Brand Group in January 200235. In addition, VW maintains that the
pressure of costs can be reduced by increasing competition between the consortium’s own
factories. This means that SEAT has to share the production of the Toledo and Leon with
Brussels, the Cordoba and the Inca with Pacheco and the production of the star model, the Ibiza,
with Bratislava.

The loss of competitiveness of the Spanish economy, accentuated by the disappearance
of the peseta, is a real threat both for SEAT and for the sector as a whole. VW also appears to be
right to seek agreements with workers because of the intense fluctuations in demand that are
typical of the sector, and even when their spokesmen protest about the loss of hours in Martorell
(caused by events that would be unheard of in Wolfsburg such as arriving late for work or
strikes by first-level suppliers and transport providers)36. However, it should also be recognised
that the unions have compromised to a number of innovative proposals in the field of labour
relations in recent years: for example, the Agreement on Competitiveness in November 2001,
accepting the plan for partial retirement of workers over the age of 6037. These employees
continued to work 15 percent of their hours, and in the other 85% were substituted by younger
workers who were paid lower wages38.

Nor should we forget SEAT’s disadvantage with respect to wages, when compared with
the consortium’s plants in the East (especially the VW factories in east Germany and Slovakia,
Skoda’s in the Czech Republic and Audi’s in Hungary). Monthly wages of the Czech firm in
2000 were 21 percent lower than at Martorell, but the Czechs worked 7 percent more hours. The
result is a significant price advantage in Central and Eastern Europe, which has been reflected in
the dramatic rise of Skoda in the European market: its annual output reached 460.886 units in
2001. Although the recession has damaged the profitability of Mladá Boleslav’s company,
margins in normal times can be higher than SEAT’s ones39. So there is significant economic

                                                
34 Pischetsrieder had complained that the increase in costs of the suppliers in 2001 was 4.3 percent in Spain
compared with 2.3 percent in Germany.   El País  , 8 March 2002.
35 In recent months SEAT has launched luxury sports versions of the models Leon and Ibiza, creating the line
Cupra.
36 During the current recession, SEAT’s workforce at Martorell and Zona Franca has fallen from 15,003 at the
end of 2000 to 13,222 in December 2002. SEAT. “Recursos humanos”, Informe Anual 2002, Barcelona.
37 SEAT:   Informe Anual 2001  , SEAT S.A. Balances y Cierres, Barcelona, p.39.
38 These younger workers would be paid around 25 or 30 percent less, but in five years their salary would be
brought up to that of the rest of the workforce.
39 In 2000 Skoda’s margin after tax was 2,4 per cent out of sales, against 1,4 per cent of Seat. Positions changed
since then: in 2002 Skoda’s returns out of sales became 1,3 per cent against 3,6 per cent of Barcelona’s firm.
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justification for VW’s insistence that the Czech firm should specialising in the family car
segment, obviously to the detriment of SEAT.

SEAT not only faces competition from Skoda, but from the economical range of vehicles
produced in Eastern Europe by VW’s own factories. In Slovakia, VW employ more than 7,000
workers; some sources say that the average monthly wage in Bratislava in 2001 was around 301
euros, compared with 1,510 euros in Martorell40.

In September 2002, SEAT announced the decision of transferring the production of
20,000 units per year of the new version of its leading model (Ibiza III) to the VW plant in
Bratislava. Schleef’s official version was that the decision was taken in the light of the unions’
refusal to work five extra days in October to increase production of the new Ibiza at a time of
high demand. The unions replied that the consortium had already taken the decision, encouraged
by the tax breaks that its investments would enjoy in Slovakia. Whatever the reason, there seems
little point in giving management further reasons for transferring the know-how of what has
been SEAT’s cornerstone for the past two decades41.

Another threat facing the Spanish car industry is the fall in purchases from suppliers
based in Spain during the current crisis (Figure 6)42. Until 2000 SEAT had been buying more
and more from Spanish suppliers, but in that year the trend began to reverse. What is more,
according to the Spanish association of manufacturers of equipments and parts for the
automobile industry (SERNAUTO), the investment of automotive suppliers in the whole of
Spanish industry fell from 1.701 bn euros in 2001 to 1.334 bn euros in 200243. This substantial

                                                
40 Litexco Group, La    Vanguardia  , 27 September 2002.
41 The company plans to stop producing the models Inca and Caddy in June 2003. Because of this they are
negotiating staff cuts with the unions.  UGT and CCOO signed an agreement in May that raises the number of
day that an employee may work from 215 to 233. The possible 18 days of current reduction must be returned in
the coming years. The non-worked hours will not be deducted from the salary.
42 SEAT’s annual reports since 2001 have not presented data on the relative proportion of suppliers in Spain in
the total of its purchases. To construct figure 6 I used a number of sources, some of which were contradictory.
For 1994-1995, the figures are from SEAT: Informe     del     Ejercicio      1997  , SEAT S.A. Balances y Cierres,
Barcelona, p.36. For 1998-2000, I used the data in  Tobarra S. (2002): “Seat reduce el peso de sus compras en
España porque el país pierde competitividad”, El    País , 8 March. For 2001, the figure again is taken from the
company’s annual report. SEAT:   Informe      Anual     2001  , SEAT S.A. Balances y Cierres, Barcelona, p. 37.
43 “Auxiliar del Automovil. Más facturación, menos inversiones”,   Actualidad      Económica  , 2002, n.2339-2340,
p.42.

Sources: SEAT, Informe del Ejercicio 1997  e Informe Anual 2001,  and corresponding footnote.

FIGURE 6. SHARE OF SPANISH SUPPLIERS IN SEAT'S PURCHASES (%)
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reduction was also reflected in a fall in investment with respect to overall turnover of this support
industry from 7 to 5 percent between the two dates.

The weakening of the link between SEAT and the manufacturers of parts and modules in
Spain is another indicator of the decision to promote production in Eastern Europe. Since 2001,
Lear (cables), Valeo (cables and headlights), Eaton Livia (valves), FICOSA (visors) and Gates
(tubes) have announced closures in Catalonia and investment in Eastern countries and other
peripheral areas. It is estimated that Catalonia generates around 38 percent of the employment of
producers of components in Spain44. The staff cuts in supplier firms in Barcelona’s hinterland
are likely to affect 2,000 workers in 200345.

 It seems clear that the lower labour costs and the relative proximity to key markets that
Central European plants enjoy pose a serious threat to SEAT’s policy of specialising in cheap
family cars. But it is no less true that, since the late nineteen eighties, SEAT has recorded
acceptable levels of competitiveness compared with its rivals, including VW: in the Spanish car
market, SEAT’s share rose (from 9.9 to 10.9 percent) between 1989 and 2002, while VW’s fell
(from 8.1 to 7.2 percent). Among the brands that initially presented more than 2 percent of
annual sales in Spain, only SEAT and the two firms in the PSA group (Peugeot and Citröen)
were able to raise their share between 1989 and 2002. Other firms that were well established in
the Spanish market such as Renault, Ford, Opel and Fiat registered substantial falls as Japanese
and Korean manufacturers gradually began to make their mark, and the higher end of the scale
was dominated by German firms. As regards SEAT’s most important market, Western Europe,
the firm’s development has been very positive as well, its share rising from 2.2 percent (298,000
units) in 1989 to 2.7 percent (405,000 de units) in 2001 (Figure 7).

The cornerstone of the firm’s relative success in the nineties was the Ibiza, a model
which was developed when the firm was still state-owned, the result of the combined efforts of
Italian know-how and the Technical Centre in Martorell. In contrast, other products developed
during the VW era, such as the Toledo or the Arosa, have been nothing like as successful: the
Toledo was too expensive to succeed in its main market, and the Arosa resulted to minimalist in

                                                
44 The Federación Minerometalúrgica of the union Comisiones Obreras estimates that 74,000 workers are
employed in the automobile auxiliary  industry; according to the regional government’s department of industry
the figure is 100,000.
45 Estimation of the Federación Minerometalúrgica, CCOO, El    País  , 15 December 2002.

Source: Author's estimate based on Automotive Industry , several issues.

FIGURE 7. CHANGE IN MARKET SHARE OF HISTORICAL BRANDS IN WESTERN ERUOPE, 1989-
2001
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a society that had become markedly consumerist. Perhaps, then, if the new models had been
better suited to the market, SEAT’s relative success might have been greater.

VW’s current policy of promoting SEAT as a producer of luxury sports cars seems to
respond to a desire to avoid competition between the consortium’s products (known as
cannibalism) rather than to a need imposed by the firm’s current lack of viability. In the past it
was always the inexpensive, versatile, popular cars such as the 600, the 127 or the Ibiza that
provided SEAT with its greatest triumphs. To an extent these models could be considered
Mediterranean products, but they were always conceived for mass consumption. With higher
incomes, consumers now demand more expensive, more powerful cars. But the change in
strategy must be made with care: this is borne out by the experience of the Toledo, and the fact
that the Leon – with the same platform, but a lower price – has been well received. A sudden
break with its tradition as a manufacturer of popular cars may prove to be a volte-face that costs
SEAT dear.  


