
Modelling Evolution: Iberia case example 
 

The first step is to summarise the various uncertainties we have generated. These include: 

• Short term(1 year) 
o Union strikes 
o How prepared are people to go to Latin America via Madrid? 

• Medium term (3-5 years) 
o Regulation protecting Iberia’s position – particularly in the intercontinental markets 
o Development of Spain’s road and rail network and impact on growth of domestic 

market 
o Demand growth 
o Shift to web-based ticketing 
o The impact of fuel costs on demand and margins  
o Success of the low cost airlines in domestic and European markets 
o Ability of global players to extract an advantage e.g., Lufthansa and their network of 

international allies 
o Ability of Iberia to achieve competitive costs and process efficiency 
o Willingness of travellers to pay a premium for service 
o Development of premium economy traveller 
o Development of world trade and free markets 
o Geo-political stability and impact on the logic for national airlines 

• Long term (10 years) 
o Effectiveness of video conferencing 
o Development of intercontinental travel 
o Development of European tourist market 
o CO2 costs 

The effects of some of these uncertainties can be modelled quantitatively (at least to some extent): 

• The impact of fuel costs on demand and margins (looking at historical impacts of changes – 
which show that fuel price volatility is increasing and tends to put pressure on airline 
margins) 

• Impact of the development of road and rail networks on travelling times and thus by 
implication demand (which suggests that several of our major domestic routes will be under 
very severe pressure within 5-7 years) 

• Overall demand growth (likely to see a decline in domestic travel, high growth in European 
leisure and steady growth in most intercontinental markets – particularly to developing 
markets such as Asia and Latin America) 

• Willingness of customers to pay for better service though mix of customer interviews, 
market research and testing in the market place. This might suggest that business customers 
will pay a premium but the extra margin for tourist class is very low – except in long haul 
flights 



• People’s willingness to go via hubs might also be measured through interviews. This may 
suggest, for example, that leisure travellers are prepared to add two hours to a flight for a 
50 euro saving, but a much bigger price discount is required if the delay is above 4 hours. 

However, some more qualitative approaches will also be required – for example, the analysis of 
broader trends. One such is PESTLE analysis. 

We know that regulation is a big uncertainty – so we could evaluate Political and legal trends in 
regulation – in airlines and other industries – to see if we can predict what might happen in Spain. 
For example, we might look at the Spanish government’s approach to other industries. In electric 
utilities they have established a strong regulator and opened up the industry to competition. 
However, they have also been keen to retain national players – blocking the acquisition of Endesa by 
the German company E.ON, even when sued by the European Union. It finally relented, allowing 
ENEL the Italian utility to acquire a share – perhaps because they were a friendlier takeover partner 
and the Italian government may have smoothed the way for ENEL. So – the model seems to be one 
of competition but the creation and retention where possible of national champions – although not 
to the extent of, for example, the French government. This suggests that Iberia may have to be ready 
for deregulation – although the government may protect its independence up to a limit. 

We might also examine regulatory strategy at the EU in general and in the airlines business globally. 

We might also examine political and legal trends in carbon emissions, in general and in the 
transportation industry in general. 

We could also use a country analysis to explore how a particular market – such as Brazil – might 
develop.  

Industry analogies 
We can use some of the particular analogies, as suggested in chapter 4. These include: 

• Substitution curves. This is helpful if we want to project the adoption of a new and superior 
product (the model is based on the way you predict how a disease will spread through a 
population). It is somewhat hard to think of a way to use this in airlines – as demand growth 
is often constrained by supply as much as growth in popularity (e.g., cheap travel is 
constrained by access to airports). Perhaps the percent of tickets bought on-line would be 
worth evaluating. For example, in June 2006, a report stated that “the global average of 
online plane ticket sales now stands at 28 percent compared to 20 percent last year”. It is 
also stated that the figure in 2002 was 15%. We can plot this using the formula: Log fraction 
of new approach/(1-fraction of new approach). 
 



 
This would suggest that web ticketing might account for 50% of sales by 2009 (as the log of 
50%/(1-50%) is zero. Another bit of data says that 50% of US consumers purchased airline 
tickets on line in 2008. We might also apply this modelling to premium economy – although 
in this case it is clear that 100% penetration will not be reached  or even approached– 
making it harder to predict growth rates using this approach. 

• Product and Industry life cycles. The lifecycle model is as follows: 

 
The Airlines business is very well established but has been growing quite rapidly and some 
parts of it, such as tourism, have been very dynamic recently. So, I would suggest that the 
business is towards the top of the growth phase. The key is to think ahead. As the business 
enters maturity we can expect more competition, consolidation and the emergence of a few 



big players. The life cycle does not permit modelling of specific uncertainties – but gives a 
general guide to how competitive forces might change – so it could be used to think through 
uncertainties such as the development of global airlines. 

• Disruptive technologies. This model is helpful if there is a low cost alternative that comes in 
to the industry and eats away at it. For example, low cost carriers (although these are not 
that innovative compared to some of the examples given by Clayton Christensen) and video 
conferencing (definitely cheaper and inferior to air travel – but worth watching as one could 
imagine all sorts of technology that make it more attractive e.g., avatars or holograms sitting 
by you in a meeting talking to you). We might want to evaluate how video conferencing has 
been evolving and where it is heading, and its impact to date on air travel. For example, 
Cisco is working on creating 180-degree 3-D views of an object. “Telepresence” systems 
already exist, providing life-size images of the face and upper body of the remote 
participants while maintaining a visual position and proximity perspective that allows the 
remote participants to appear to be sitting on the other side of a conference room table.  

• Deconstruction. To apply this idea to the airline business we first need to draw up an 
industry value chain and then consider how the traditional chain might deconstruct and 
reconstruct. Rather than think of a specific uncertainty this might help us model, we can first 
consider how the industry might de and re-construct and then consider the implications for 
the uncertainties we have considered. Here is an industry value chain: 

 
 
We can now consider how this could deconstruct and reconstruct. This could lead to ideas of 
what businesses might deconstruct from the value chain, or how the industry might re-
construct. For example – could the many different activities at airports deconstruct, creating 
a network of shared service business for all Spanish or other airports? Are airlines going to 
outsource more of their maintenance? American Airlines already has a business selling 
scheduling and tick pricing services to other airlines – how might this business develop? 



Reviewing these ideas, they do not offer clear guidance on how the uncertainties listed 
above might develop – but they do suggest other uncertainties that we did not derive from 
our original exercise e.g,. what new business opportunities might emerge from industry 
deconstruction? This is an example of the iterative nature of strategy – as you explore 
further you find you have to go back a stage or two to answer the strategy questions more 
fully. 
 
A fuller analysis could include the value chains of other travel related businesses, leading us 
to make projections about how the road and rail value chains in Spain might develop and 
whether there will be opportunities to re-construct a combined road/rail and air business 
(although international precedents don’t look promising). 

DIY analogies. The uncertainties facing Iberia are similar to a lot of industries that go from being 
national, regulated businesses to become global, competitive businesses. The global nature of air 
travel mean that it is particularly important to look at global – or at least regional - industries. We 
could, therefore, do so studying of similar industries such as the oil business (but this globalised 
quite a long time ago), the tyre business, the automotive business, the gas and power businesses 
(although these are not so global), business telecoms (e.g., AT&T, MCI).  

One trend has been for consolidation to major players – often with a strong presence in a home 
market, but with global scale and reach – suggesting that the airlines business may head this way 
also. Another trend is increased competition and pressure on costs and margins – particularly if 
several competitors emerge and/or the product is somewhat of a commodity. Mergers and 
acquisitions are often involved in creating large global players. Government relationships can be 
important in providing support, including some protection from competition, and in helping smooth 
the way for acquisitions of major companies which may be seen as national champions. Clearly this 
analysis could be developed further by evaluating what happened in various industries in more 
detail. 

Behaviour   
A form of uncertainty that is difficult to model is a change in the behaviour of actors such as 
customers, stakeholders or competitors. For Iberia this could include tourist and business customers, 
the Spanish government, low cost airlines, unions, airports, and some of the larger competitors and 
their governments. Quite a list – so we will be illustrative here. 

An analysis of a variety of broad trends can be combined to indirectly model how customer 
behaviour might change over time. e.g., people are expecting to travel further for their holidays and 
are looking for good deals so that they can take short breaks. 

Role playing and wargames can be useful in exploring uncertainties around stakeholder behaviour. 
These could be used to explore the uncertainties around “Success of the low cost airlines in 
domestic and European markets”. We could set up a wargame in which teams played the roles of 
the airports, LCCs, Iberia and the government. We could use this simply to model what might 
happen but also to consider what responses Iberia might make or what initiatives it could take. 

We also explore what broader uncertainties there are – for example we might set up a wargame 
with teams for the unions, airports, government and Iberia to explore what they would do if a major 



competitor wanted to acquire Iberia. Or a game in which we negotiated with Latin American airlines 
and governments. We could bring in people who knew these groups well to explore how they might 
respond. This might open up new uncertainties that we should be concerned about. 

Summary 
This section needs a wrap up. What insights have we got from modelling the uncertainties? 

First, we have become more thoughtful about how many of the uncertainties listed at the beginning 
of this section might develop. Our observations include: 

• Short term 
o How prepared are people to go to Latin America via Madrid? (prepared to do so if 

only a 2 hour delay) 
• Medium term (3-5 years) 

o Development of Spain’s road and rail network and impact on growth of domestic 
market (Direct modelling of travel times suggests that that several of our major 
domestic routes will be under very severe pressure within 5-7 years. 
Deconstruction/ reconstruction may suggest how this might offer opportunities for 
new business models in the long term) 

o The impact of fuel costs on demand and margins (looking at historical impacts of 
changes – which show that fuel price volatility is increasing and tends to put 
pressure on airline margins) 

o Overall demand growth (likely to see a decline in domestic travel, high growth in 
European leisure and steady growth in most intercontinental markets – particularly 
to developing markets such as Asia and Latin America) 

o Regulation protecting Iberia’s position – particularly in the intercontinental markets 
(PESTLE analysis suggests that we may face deregulation with some attempt to help 
Iberia become a national champion – but not if the pressure on the government 
becomes too great) 

o Shift to web-based ticketing (substitution curve suggests 50% adoption by 2009) 
o Willingness of customers to pay for better service (business customers will pay a 

premium but the extra margin for tourist class is very low – except in long haul 
flights) 

o Success of the low cost airlines in domestic and European markets (wargame – 
output not predicted here) 

o Ability of global players to extract an advantage e.g., Lufthansa and their network of 
international allies (life cycle model and analogies with other industries suggests 
that the industry may consolidate as it matures and competition intensifies) 

• Long term (10 years) 
o Effectiveness of video conferencing (disruptive innovation model suggests that we 

need to be worried about this technology as it may develop to be a more effective 
competitor than appears the case today) 

Second, we have added some new uncertainties e.g.,  

• Customer needs (Leisure segment may be open to low priced short breaks) 



• What new business opportunities might emerge from industry deconstruction (e.g,. shared 
services provided to a number of currently independent airports) 

Clearly we could spend a lot more time on this. We have only evaluated some of the uncertainties. 
But, it is probably worth first reviewing which uncertainties appear to be more important to focus on 
– which is the subject of the next section. 
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