DEREGULATION
SUCCESSES AND SURPRISEY”
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»Large set of U.S.

» 11 of 16 original “Trunk Airlines” (two Internationc
‘Flag’ carriers) & 12 “Local Service”

» Prices set by CAB, target 55% load factor, 12%
return
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» No new airline enftry, infc

» Most routes have only 1 or 2 airlines

» High and rising prices with little/no discounting
» Vs. comparable unregulated intrastate routes

» Substantial nonprice competition, of unknown net social value
» Flight frequency, new aircraft, uniforms, & piano bars

» Airlines are still losing money...
» Douglas & Miller Pt—frequency! —load factor | “death spiral”

» Regulatory evasion efforts (Freddy Laker)



» Trucking, Railroads,
» Markets replace administrative decision-
» Alr fravel access expands

» Prices fall and productivity rises

*Air cargo deregulation should not be footnhote!
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REFLECTING GREATER ACCESS
NOT ONLY MORE FLIGHTS/FLYER

% of U.S. Adult Population That Flew...
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REAL FARES HAVE DECLINED

Even relative to a regulated benchmark?

78 Severin Borenstein and Nancy L. Rose
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Fig. 2.4 Real vield (rev/passenger mile) versus DO'T standard industry fare level,
1979-2011
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» The IMPOITO C
airlines (PanAm, TWA)

» Congestion & delays: Whose faulte
» Pricing strategies
» Loyalty programs, price dispersion & ancillary fees

» Entry, exits, and consolidations
» Strategic leverage and bankruptciese



NETWORK EVOLUTION: HUB AND SPOKE
CONNECTS MANY O-D PAIRS

ADELTA
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CONGESTION AND FLIGHT DELAYS

or Delays
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NEW PRICING STRATEGIES EXPANDED PRICE
DISPERSION

80 Severin Borenstein and Nancy L. Rose
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Fig. 2.5  Within-route and cross-route price dispersion, 1979-2011



FARES TELL ONLY PART OF THE STORY

and this excludes seat assignment, food, other on board revenue

FEE AND ANCILLARY REVENUE GROWTH 2005-2018 (NOMINAL $)
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» VWWNO

» International competition: allic
antitrust immunitye

» Conducte
» Pricing transparency
» INnfrastructure investments and access
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