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Main story

Research objectives:

1. Modeling

I Build a model that allows airlines to endogenously choose

their networks

I Entry decision at the airport level can cause spillovers

(demand, variable costs, fixed costs)
I Problmes: curse of dimensionality and multiple possible

Nash equilibria

I Approach inspired by Pakes (2010) and Pakes et al. (2015)

I Decision to offer direct flight between two locations costs

around 672,624 and 1,047,511 USD



Main story

Research objectives (contd.):

2. Policy considerations

I Comparison of a merger with/without remedies between

American Airlines and US Airways to a market exit of AA
I Firms merged in 2013 (interest expressed in 2012)

I American Airlines filed for bankruptcy

I Data period: Q2 of 2011

I Key findings

I Remedies turn slight decrease in CS into slight increase

I Remedies were especially useful to limit harm to consumers

at the most affected hubs

I Market exit leads to a lot of market entry by competitors, but

I ... the entry is not sufficient to fill the void



Criticism – Model

Two-stage game:

1. Firms choose their network

2. Firms set prices (Nested Logit)

Criticism in the second stage (demand):

I Many ways to extend the demand model ...

I Day/Daytime of a trip

I Capacity constraints

I Multiple airports in the same city

I ... but not first-order concerns



Criticism – Model

Criticism in the first stage (entry):

I Networks of fringe competitors are exogenously fixed

I Stackelberg model more reasonable?

I Old-established airlines make entry decisions first and

fringe competitors fill the gaps

I What distinguishes hubs from other airports?

I Many connections (?)

I Connection flights
I Special in costs (by assumption?)

I What is the effect when applying similar fixed cost structure

of non-hub nodes?



Criticism – Counterfactuals

Serious concerns that limit the possibility to draw policy

implications

I Bankruptcy leads to much void

I Possibility of creating new hubs (enlarge the role of

one-stop flights)

I Possibility of entry (but networks of fringe competitors are

exogenous)

I Not all remedies included

I In theory no problem: remedies should foster competition

I In practice: ?


