
Industry Attractiveness: Iberia case example 
 

In the previous section we developed a segmentation:  

1. Domestic 
2. European 
3. Intercontinental 

• Latin America 
• North America 
• Asia 

(for simplicity, we will ignore our higher-level segmentation of airlines versus rail) 

Attractiveness has three dimensions – Size, Growth and Average profitability. So, our task is to 
assess the attractiveness of these three segments and, if possible, the sub-segments of the inter-
continental business. 

Size. Iberia is split roughly equally across all three of the major segments. As it represents a major 
share of the Spanish market for all these segments, they must be of roughly similar size.  

Growth. The growth rates likely vary – being highest in the developing markets and lower in the 
domestic market – although there is not much data to support this hypothesis. So, this is an extra bit 
of data we might want to have as a strategist (knowing what you don’t know, but would like to know 
is an important skill!). 

Profitability. How do we estimate differences in profitability? Using the concepts in the book, we 
could look at the following: 

• Iberia’s profitability. This is not available in the case but might reasonably be discovered if 
we were the Iberia management team. However, this will be affected by Iberia’s competitive 
position, which varies by segment – so it is not an accurate proxy for segment AVERAGE 
profitability 

• Competitor’s profitability. Unfortunately few competitors will report profitability at the 
segment level. It might be possible to get some information – but it is likely to be anecdotal 

• Overall industry structure. We know that the domestic market is highly concentrated, and 
that there are relatively few competitors on most intercontinental routes and that there are 
increasing numbers of competitors in Europe – so that suggests a ranking in terms of 
industry profitability. Domestic is a quasi-monopoly or “dominant competitor” type of 
segment, intercontinental is oligopolistic but Europe is quite competitive. 

• To dig further, we need to do a five forces analysis. 

The following checklist comes from the book – to which I have added comments about the various 
segments, starting with the domestic market: 

 



Domestic market five forces. 

The threat of substitute products or services is high when: 

• Substitutes have competitive price and quality. At present there are few substitutes. 
However, there is a serious threat from high speed rail and improved road connections 

• Buyers face few switching costs. Switching costs are low 

• OVERALL: Threat is moderate but likely to increase significantly 

The threat of new entrants is high when there are: 

• Few economies of scale. There are some significant economies of scale – although it might 
be possible to set up an airline on some of the busier routes e.g., Madrid to Barcelona, 
particularly if Iberia is charging high prices due to its dominant position 

• Limited experience or learning curve effects. Limited effects 

• Limited product differentiation. Some differentiation for business travellers perhaps – not for 
economy. But, not highly differentiated – particularly given the short times for the flights. 

• Low capital requirements. Modest capital requirements due to ability to lease planes 

• Low switching costs. Yes, low switching costs 

• Ready access to distribution channels. Web is a good distribution channel 

• Limited advantages for incumbents from other sources, e.g.  

o Proprietary product technology - Low 

o Favourable access to raw materials - Low  

o Favourable locations – Iberia may be able to control slots at some airports? If so, this 
would be a significant barrier to entry 

o Government subsidies – Low 

• OVERALL: Threat of new entrants is moderate – but could be quite low if Iberia can control 
slots at most profitable airports. 

Supplier Power. There are several suppliers: Fuel, Labour, Aircraft and engine manufacturers and 
Airports for example. Each has to be analysed separately. The bargaining power of suppliers is high 
when: 

• There are few suppliers and they are more concentrated than the industry they sell to,  

• They are not obliged to compete with other substitute products for sales to the industry 

• The industry is not an important customer of the supplier group 



• The supplier's product is an important input to the buyer's business 

• The supplier group's products are differentiated or have built up switching costs 

• The supplier group poses a credible threat of forward integration 

Fuel. There are likely to be several fuel suppliers at each airport and thus there is unlikely to be a lot 
of power. Prices will tend to be set by the price of oil and wholesale price for oil products. In 
addition, Iberia is a major customer in Spain. So – low power. Note, some people think the power 
must be high, because fuel price increases are known to be a big issue for airlines and a cause of 
lower profitability. But, the issue is not the power of the suppliers but that such price increases are 
hard to pass on to buyers due to the other factors e.g., rivalry. 

OVERALL: Weak. 

Labour. This is shown in a bit more detail as an example: 

• There are few suppliers and they are more concentrated than the industry they sell to. The 
workforce will  be unionised and therefore concentrated – although not more than the 
Spanish airlines business 

• They are not obliged to compete with other substitute products for sales to the industry. 
There is no substitute for their labour – except over the long term (e.g., by outsourcing) 

• The industry is not an important customer of the supplier group. It is an important customer 

• The supplier's product is an important input to the buyer's business. Labour is a vital input 

• The supplier group's products are differentiated or have built up switching costs. There are 
high switching costs as you cannot easily fire them and hire a new workforce 

• The supplier group poses a credible threat of forward integration. Not credible 

• OVERALL: Labour has a lot of power in a unionised environment such as is likely the case in 
Spain – but so do Iberia. So, it will be a tussle of nerves if they get into a confrontation (as is 
typical of the industry – where there are often strikes but they are not always successful). 

Aircraft and engine manufacturers. Their power could be very high. But, in reality, they are often 
highly competitive with each other because they have very high stakes to play for (market share and 
a full order book is worth a lot). So, their power is probably high at boom times when their order 
book is really strong, but weak most of the rest of the time. 

OVERALL: Potentially strong but rarely use their power except when demand is very high 

Airports. Their power could be very high if they control the gateway to important destinations e.g., 
Madrid or Barcelona. There can, however, be competition between airports. More importantly, 
airports often have their power limited by regulation (as in the UK) or because they are publicly 
owned and operated to boost the local economy rather than to maximise profit. Further, Iberia as 
the largest domestic airline has particularly high bargaining power. 



OVERALL: Potentially high but in practice probably not– worth checking up on though. 

Note – a useful way to think through the power is to imagine the two parties – the airline and the 
supplier – sitting down to negotiate. Who has the power in the negotiation? I find that imagining this 
situation is something people can do intuitively – whereas they can get a bit stuck if they think about 
power in the abstract. 

 

Buyer power. We can distinguish between leisure and business – but in fact neither have bargaining 
power as very few parties literally negotiate with the airline. This is because the bargaining power of 
buyers is high when: 

• Buyers are concentrated or purchase large volumes relative to seller sales. Buyers are 
fragmented – this is the main point that leads to low buyer power 

• The products buyers purchase represent a significant fraction of their costs or purchases. 
Typically it is an important but not very important fraction of costs. 

• The products buyers purchase are standard or undifferentiated. The products are relatively 
undifferentiated 

• Buyers face few switching costs. There are low switching costs 

• Buyers earn low profits. Varies. Families will feel the pinch more than bankers on client 
expenses. 

• Buyers pose a credible threat of backward integration. No they don’t 

• The industry's product is unimportant to the quality of the buyers' products or services. 
Varies 

• The buyer has full information. These days they do via the internet. 

OVERALL: The fragmentation relative to the concentration of the airline limits buyer power. We do 
not yet have airlines being forced to auction off or negotiate prices – except with very large 
corporate buyers. 

Rivalry among existing competitors is high when there are: 

• Numerous or equally-balanced competitors. Not the case in the Spanish domestic market
  

• Slow industry growth. Growth is moderate 

• High fixed or storage costs. High fixed costs – variable costs of carrying a passenger are very 
low once the flight has been scheduled 

• Limited differentiation or switching costs. Low – particularly for leisure travellers 



• Diverse competitors. Smaller new entrants are diverse in that they have different cost 
structures 

• High strategic stakes. This would depend on the situation. It might be the case for a smaller 
airline having to fight for survival 

• High exit barriers. Moderate. Planes can be sold or used for other routes. 

• Capacity is augmented in large increments. Not the case. 

OVERALL: Rivalry is likely to be low due to the high market share of Iberia – but it could rise if there 
are many new entrants.  

OVERALL CONCLUSIONS: 

Domestic. Currently, most of the forces are favourable – meaning that we would expect the 
domestic market to have high average returns. However, the two potential problems are new roads 
and railways (high power from substitutes) and high rivalry (if new entrants come into the market). 
Key issues are the plan for new road and rail, Iberia’s ability to maintain high barriers to entry and 
thus the potential for new entrants. 

European markets. These are not covered here in detail. The threat of substitutes is much lower 
(good) but the rivalry is already high and there are threats of further new entrants. Key issues 
include the access to airport slots for new entrants – as this could act as a barrier to entry at some 
airports. 

Intercontinental. These also are not covered here in detail. Regulation limits the number of 
competitors on any one route, and barriers to entry are also high because of the higher costs 
associated with setting up a long distance airline. So, this could be quite attractive. However, it will 
vary by route. For example, there are many US airlines who are reasonably competitive – so that 
could be a more competitive market than, for example, Latin America. Also, it is more feasible for 
Spanish passengers to fly via Paris, Amsterdam, Frankfort or London to the US than to Latin America 
– so there are more feasible ways to fly to the US and thus more competition. 

Asia also seems to have some strong competitors e.g., Emirates, Singapore, Cathay, Quantas – so 
may be more competitive than Latin American routes. 

 

OVERALL: Domestic is currently very attractive –but with medium term threats. Europe is less 
attractive due to the level of competition that looks likely to increase. Intercontinental is attractive 
in sub-segments where regulation or just a lack of strong competitors reduces the rivalry.  
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