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Other examples
• Vancouver airport: city-center prices upper limit 
• Atlanta airport: city-center price plus 10 percent upper 

limit



Literature, research 
objectives, agenda
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Literature
• Zhang and Zhang, 1997: Social max (myopic)
• Starkie, 2001: Profit max, graphical analysis

• Zhang and Zhang, 2003 and 2009: Profit max ≠ social max (myopic)
• Czerny, 2006:  Non-aero business increase profit-max aero charge (foresigh)
• Czerny, 2009 and 2013: Inside and outside airport area supply

• D’Alfonso, Jiang, Wan, 2013: congestion effects on non-aero demand
• Czerny and Lindsey, 2014: Profit-max non-aero price can be zero (foresigh)
• Flores-Fillol, Iozzi, Valetti, 2015: Unifying framework (myopic/foresigh)

• D’Alfonso, Bracaglia, Wan, 2016: Non-travelers’ demand for non-aero supply
• Kidokoro, Lin, Zhang, 2016: Endogenous non-aero capacity, self-financing
• Zhang and Czerny, 2012, D’Alfonso and Bracaglia, 2017: Recent survey 

papers on aero- and non-aero businesses



Research Objectives
• Characterize equilibrium airport pricing when airports and 

city-center companies have market power
• Evaluate equilibrium pricing behavior from the social 

viewpoint



Agenda
• Basic model (unit demands, myopic passengers)
• Myopic passengers
• Foresighted passengers
• Extensions

• Downward sloping individual demands for “the good” 
(revised… error in first paper version)

• Price-regulation (new… important to relate results to real 
world)

• Preference for ancillary relative to city-center goods 
(revised… to make it more realistic)

• Airline market power
• Conclusions and avenues for future research
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Basic model (myopic)
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Features
• r: airport charge
• pa: ancillary charge
• pc: city-center price
• T: travel cost to airport from city center
• p+T: generalized price (myopic pax, ancillary and city-

center prices don’t enter)
• q: passenger quantity
• : Strictly concave passenger benefits from 

traveling
• u with u < T: Good’s utility
• Q: city-center population

B B qT= +



Demands and profits

• D with D(r): Passenger demand determined by B’=r



Best responses

• Airport

• City-center



Missing equilibrium in pure pricing strategies 
and restoring assumption



Results for myopic passengers



Intuition
• Profit-max ancillary price depends on u
• Welfare-max ancillary price equal to marginal costs and 

independent of u
• u can be such that profit-max airport charge is socially 

optimal



Foresighted
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Generalized price

Airport best responses



Results for foresighted passengers

with



Intuition
• Profit-max sum of airport charge and ancillary price 

independent of u
• Welfare-max generalized price depends on u
• u can be such that profit-max airport charge is socially 

optimal



Extensions
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Downward sloping demands
New (adjusted) generalized price of traveling



Price regulation
• Airports worldwide generate more than 20 percent of 

their non-aeronautical revenues by car parking (Airports 
Council International, 2015).

• Consider an upper limit on aeronautical charges

• Results on the previous slides change.



Preference for ancillary good



Airline market power
• Airline market power: Socially optimal airport charge 

tends to be reduced and (most likely) negative



Conclusions
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Conclusions
• Equilibrium airport pricing is not per se excessive
• Welfare evaluation of equilibrium profit-maximizing 

airport tends to be improved by passenger 
foresightedness
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