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Introduction

T h e  reg u la tio n  of m arke ts , th ro u g h  som e so rt o f in te rv en tio n , has been  
p ra c tise d  by governm ents o f all ideologies from  the b eg in n in g s o f 
eco n o m ic  history. W hile  th e re  is a w id esp read  n o tio n  th a t such re g u la tio n  
is a m o d e rn  p h en o m en o n , the  reflective o b serv er will know  th a t v a rious 
types o f  ag ricu ltu re  p ro d u c tio n , m a n u fa c tu r in g , b an k in g , re ta ilin g , an d  
tra n s p o r t ,  have long  been  subject to re g u la tio n  o f o n e  sort o r  a n o th e r by 
a d m in is tra to rs . T h is  has h a p p en ed  w ith  the  explicit app roval o f  
eco n o m ists , who w ere v irtu a lly  u n a n im o u s  th a t i f  left en tire ly  to th e ir  
ow n, such  activities could  no t be expected  to  e n su re  an  o p tim u m  ba lan ce  
o f  w ea lth  a n d  stability.

P e rh ap s  th e  m o d ern  p h en o m en o n  w hich  h a s  m ost p rovoked  w id esp read  
adverse  co m m en t is th e  degree o f reg u la tio n  w hich  the  soph istica ted  
m o d e rn  cen tris t sta te  has becom e cap ab le  o f  im posing . L eav in g  the  
con troversia lis ts  a p a rt, i.e. those w hose p ro n o u n c e m e n ts  a re  skew ed 
b ecau se  o f  an  ideological s tan d p o in t, m ost observers recogn ise  th a t the  
objectives o f  regu la tion  have b een  ben ev o len t. B u t w hile ach iev in g  one 
p ositive  a im , p a r tic u la r  reg u la tio n s m ay  have h ad  som e o th e r a n d  
u n fo re se e n  negative effects, w hich, in  tim e, have provoked  fu r th e r  
in te rv e n tio n  or re g u la tio n , w ith  the  com plex ity  o f  m o d e rn  reg u la tio n  
e n su in g .

T h e  c ry  fo r  the re s to ra tio n  o f  m a rk e t forces, o r  th e ir  in sta lla tio n  as the 
p r im a ry  govern ing  influence, grows in  vo lum e. W ith  the excesses ev iden t 
in  re g u la tio n -h ap p y  regim es, e.g. the  co m m itte d  socialist econom ies, the 
c ry  fo r th e  u n fe tte rin g  o f m ark e t forces h as  gained  s tre n g th  a n d  
respectab ility .

In  th e  en su in g  debate , it is c lear th a t th e  p e n d u lu m  o f th o u g h t h a s  m oved 
a d m in is tra tio n s  from  positions favouring  re g u la tio n  to ones to le ra tin g  o r  
e n c o u ra g in g  freedom . H ow ever, even th e  m ost co m m itted  lib e r ta r ia n s
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accept one basic regulatory  reservation w here m arket forces get ou t o f  h a n d  
a n d  w here  m a rk e t logic leads to m onopo ly  o r  oligopoly. T h e  fact th a t a n t i ­
tru s t reg u la tio ir  ca n  in  essence be in te rfe rence  w ith  m a rk e t forces, a n d  can  
resu lt in  overall d iseconom ies, is hard ly  recognised  a t  all. T h e  lesson  h e re  
su re ly  is th a t th a t  im p a tien ce  w ith  som e effects of re g u la tio n  is n o t per se 
a  sound  a rg u m e n t fo r th e ir  to tal ab a n d o n m e n t in favour o f u n fe tte re d  
m a rk e t forces.

The US Domestic Airline Market

In  its in fancy  the  U S  a irlin e  m ark e t needed  reg u la tio n  for m an y  tech n ica l, 
a n d  la te r  co m m erc ia l reasons, an d  to assist o p e ra to rs  p ro v id e  stab le  
serv ice in the p u b lic  in te res t and , indeed , to  req u ire  th e m  to d o  so once 
th ey  h ad  o p e ra tin g  licences. T h e  reg u la to ry  fram ew ork  w as set u p  b y  th e  
U S  C iv il A ero n au tic s  A ct (1938) an d  am en d ed  by the  U S  F ed era l A v ia tio n  
A ct (1958), at the  h e a r t o f w hich  was a C ongressional D e c la ra tio n  o f Policy  
w hich  said  th a t “ in  the exercise an d  p e rfo rm an ce  o f  its p o w ers” th e  
A u th o rity  es tab lish ed  by th e  Act shall inter alia have re g a rd  to:

“ T h e  p ro m o tio n  o f  ad eq u a te , econom ical a n d  effic ien t a ir  serv ice  by  
a ir  c a rr ie rs  a t  rea so n ab le  charges, w ith o u t u n ju s t d isc rim in a tio n s , 
u n d u e  p re fe ren ces o r  advantages, o r  u n fa ir  o r  d e s tru c tiv e  
com petitive  p rac tices .”

B etw een  1938 a n d  1978, w hen  the reg u la to ry  s tru c tu re  w as to  be  
d ism an tled  by the  A irlin e  D e reg u la tio n  Act (1978), th e  g ro w th  o f  U S  civil 
av ia tio n  was p h en o m en a l. U S  a ir  passen g er traffic  g rew  fro m  over o n e  
m illio n  in 1938 to  267 m illion  in  1978. Yet the in d u s try  fo r all its g ro w th  
se ldom  achieved  so u n d  p ro fit m arg ins. In  the  d ecad e  b e fo re  th e  
D e re g u la tio n  Act, i.e. 1967-1977, the U S  A ir T ra n sp o r t A sso c ia tio n  
co m p u ted  th a t p ro fit m a rg in s  (o p e ra tin g  revenue m in u s  o p e ra t in g  
expenses as a p ercen tag e  o f  o p e ra tin g  revenues) averaged  o n ly  1.7%  
co m p ared  to  4-, 8%  for U S  m a n u fa c tu r in g  industry .

T riggers to  the  d e m a n d  fo r d e reg u la tio n  included  th e  C iv il A e ro n a u tic s  
B o a rd ’s (C A B ) m a n a g e m e n t o f  a cap ac ity  crisis in  1970 w h en  la rg e  
increases in  cap ac ity  (w ith  the arriva l o f w ide-bod ied  a irc ra ft)  c o in c id e d  
w ith  a serious econom ic  recession. T h e  C A B  p laced  a  m o ra to r iu m  o n  all 
new  ro u te  ap p lica tio n s  a n d  au th o rised  airlines to  lim it c a p a c ity  by  
a g re e m e n t o n  c e r ta in  m a jo r  routes. To m any, at th e  tim e  th is se e m e d  a  
classic case fo r  in te llig en t sta te  in te rv en tio n ; it is a m e a su re  o f  th e  
p e n d u lu m  sw ing, over a fifteen year p erio d , th a t  to d a y ’s p re fe r re d  
so lu tio n  to such a  p ro b lem  is to allow fare w ars an d  a ir lin e  b a n k ru p tc ie s  
to  shake o u t c a p ac ity  su rp lu s . I t  m ay be a  little  ea rly  to  co n c lu d e  w h ich  
o f  th e  two ex trem es is rea lly  in  the long  te rm  p ub lic  in te rest.
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T h e  S u b -C o m m ittee  on  A dm in is tra tiv e  P rac tice  a n d  P ro c e d u re  o f th e  U S 
S en a te  Ju d ic ia ry  C o m m ittee , h ead ed  by S e n a to r  E d w ard  K ennedy , 
p u b lish e d  a  rep o rt in  1975 w hich said  th a t w hile th e  C A B ’s p rac tices  w ere 
effective in  p ro m o tin g  a irline  grow th , techno log ica l im p ro v em en t an d  
rea so n ab le  in d u stry  pro fits, they  h a d  no t b e e n  effective in  m a in ta in in g  
low  prices. T h e  first a irline  d e reg u la tio n  bill w as sp o nso red  in  the  sam e 
year, le a d in g  to the even tual D ereg u la to n  A ct o f  1978 d u r in g  th e  C a r te r  
a d m in is tra tio n .

Deregulation

A  re p o rt from  the U S  G en era l A cco u n tin g  O ffice  in  N o v em b er 1985 
su cc inc tly  su m m arised  the pu rpose  o f  th a t D e re g u la tio n  Act —  “ to  allow  
co m p etitiv e  m arke t forces, ra th e r  th a n  th e  federa l g o v ern m en t, to  decide 
th e  quality , varie ty  a n d  price o f dom estic  a ir  serv ice”.

T h e  ch an g e  in the U n ite d  S tates follow ing the  1978 Act was to ta l, an d  
e lsew here  a  tren d  tow ards the  u n fe tte r in g  o f m a rk e t forces also began . 
T h e re  h as  been  a lm ost e igh t years o f  d e re g u la tio n  in  th e  U S  a irlin e  
in d u stry , b u t  surprisingly , full consensus on  th e  ex p e rim en t is still no t 
availab le . E conom ists M o rriso n  a n d  W in s to n  (1986) co n c lu d ed  th a t 
“ v ir tu a lly  all (consum ers) have b en efited  fro m  d e re g u la tio n ”. T h e  1985 
re p o r t  o f  th e  U S G en e ra l A ccoun ting  O ffice is less positive: it no tes th a t 
“ som e favourab le  tre n d s  in  fares a n d  services have em erg ed  . . . .  b u t  the 
overall tre n d s  m ask  som e o ffse tting  re su lts”. A  su b stan tia l s tu d y  by 
B ren n e r, L ee t an d  Schott, (1985) sta ted  th a t “ a fte r six years o f 
d e re g u la tio n , it is still no t possible to  re n d e r  a  final v erd ic t o n  w hether, 
o n  b a lan ce , dereg u la tio n  is p ro d u c in g  a  d o m estic  a ir  t ra n s p o r t system  
b e tte r  o r  w orse th a n  prev iously  ex is ted ”. A ll s tud ies co n c lu d e  th a t “ m o re  
p assen g ers  are  receiv ing  b e tte r  service u n d e r  d e re g u la tio n  th a n  are 
rece iv in g  low er service levels”. T h e  m a in  a re a  o f  service d e te r io ra tio n  has 
b e e n  fo r sm all o r m ed iu m -sm all co m m u n itie s , o r  those w h ere  traffic  was 
th in  (w h ich  in the Irish  con tex t w ould  p ro b a b ly  m ean  all E u ro p e a n  
serv ices o th e r  th a n  D u b lin -L o n d o n ). T h e  effect o n  a irlines is a n o th e r  
m a tte r.

O n  p r ic in g , the B re n n e r et al re p o rt m e n tio n s  th a t d e re g u la tio n  has 
“ re su lted  in  w ide d isp a rity  be tw een  m ark e ts : “ th e  m o re  visible an d  
p u b lic ise d  price  w ars o n  som e ro u te s  have b e e n  offset in  o th e r  ro u tes  
w h e re  p rices  have d o u b led  o r m o re  th a n  d o u b le d  in  the  p a s t six years .
. . . T h e  d isparities in  fares a re  p r im a r ily  re la te d  to  d ifferences in  
c o m p e titio n  and  can n o t be fully ex p la in ed  by d ifferences in  costs”. A 
p r im e  co n sid e ra tio n  o f the  defu n c t C A B  w as th a t  p rices w ould  always be 
cost re la ted .
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In  fac t, in  th is  p ric in g  a re a  w hich is the p rim a ry  co n cern  o f  c o n su m e ris t 
bod ies, an  e x tra o rd in a ry  change has taken  place. S om e c ro ss­
su b sid isa tio n  of ro u tes  h as  long  been  a p rac tice  in  v a rio u s tra n s p o r t  
m odes, w ith  s tro n g  ro u tes  b ea rin g  full charges w hile w eak ro u tes  su rv ive  
on  a  m a rg in a l cost basis. In  effect th is involves the s tro n g  su b sid is in g  th e  
w eak.

In  th e  p ric in g  tu rm o il o f  the  to ta lly  d e reg u la ted  U S  a irlin e  scene, th is  h as  
b een  p u t  in to  reverse. T h e  E n o  F ou n d atio n  study  p o in te d  o u t tha t:

“o n  less co m petitive  ro u tes , fares have increased  g rea tly  — o ften  by 
over tw ice th e  overall average fare inflation . T h is h as  n o t b een  a  case 
o f  d e lib e ra te  “ g ro u p in g ” o f  passengers on  less co m p e titiv e  ro u tes; 
those increases have b een  necessary  for c a rr ie r  su rv iva l, in  th e  effort 
to  ba lance  the  com petitive ly  d riven , below -cost fares o n  o th e r  
ro u te s”.

In  a recen t u n p u b lish e d  ad d ress  B renner, the co -au th o r o f  th e  E n o  R e p o r t 
q u o tes  an  exam ple  o f  th e  re su ltin g  d isparity : “T h is  w in te r  (1985/86), 
w hile you could  get an  u n re s tr ic te d  coach ticket for $99 fo r the 2500 m iles 
tr ip  from  N Y  to L A , it w ould  cost you $250 to  travel th e  583 m iles fro m  
C h ic a g o -H a rr isb u rg , a  ra te  w hich is ten  tim es h ig h e r th a n  th a t  fo r th e  
lo n g er trip . M oreover, the  sh o rte r tr ip  h a d  becom e fo u r tim es  m o re  
expensive over the seven years o f  d e reg u la tio n , while th e  p rice  o n  th e  lo n g  
h au l ro u te  —  p a rtic u la r ly  a t tim es o f  in tense  p rice -cu ttin g  — h a d  a c tu a lly  
fallen. O n  a n o th e r  occasion  in  recen t years, as rep o rted  in  A irlin e  W o rld  
(1986), it was c h e a p e r  to  fly from  N ew  York to Los A ngeles th a n  to  fly 
from  N ew  York to  A lbany, the  cap ita l o f N ew  York S ta te .

B u t these an o m alies  do  n o t d isprove the general view  th a t  d e re g u la tio n  
has p laced  a p re ssu re  dow nw ards on  p assenger fares a n d  costs in  m o st 
m ark e ts , a n d  for th e  sim plest o f  reasons — co m p etitio n  o r  th e  th re a t  o f 
co m p e titio n  fro m  ca rrie rs  w ho see the o p p o rtu n ity  fo r p ro fita b ly  e n te r in g  
the m a rk e t at a low er cost th a n  the  in cu m b en t.

T h e  overall effective red u c tio n  in  p assenger fares as a  re su lt o f  
d e reg u la tio n  is th e re fo re  a  m a tte r  for conjecture. F u r th e rm o re , a ir lin e  
sch ed u lin g  p rac tices, a n d  a ten d en cy  tow ards an  in c reased  use  o f  sm a lle r  
a n d  th e re fo re  h ig h e r seat-cost a irc ra ft th a n  in  p re -d e re g u la tio n  days, have  
ch an g ed  th e  basic  econom ics o f  the p ro d u c t.

Cost Effects

T h e  effect o f  c o m p e titio n  has h ad  an  in d ispu tab le  effect o n  a ir lin e  la b o u r  
costs. P ro tra c te d  in d u s tr ia l d isp u tes  have taken  place over effo rts, m a n y  
o f them  successful, to  red u ce  pay  scales, an d  the p h e n o m e n o n  o f  tw o -tie r
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scales w ith  new staff be ing  less well p a id  th a n  p rev ious s ta ff  has been 
in tro d u c e d  in  m any  airlines. “ C h a p te r  11 b a n k ru p tc y  p ro c e d u re s” have 
b een  used  by airlines to b reak  u n io n  co n trac ts  an d  re -em p lo y  m uch 
re d u ced  staff n u m b ers  at pay scales as low as 50%  o f p rev io u s rates.

O b se rv e rs  ou tside the  U n ited  S tates (a n d  p a rtic u la rly  in th e  E E C ) m igh t 
reflect o n  the  prac tica lity  o f such a d ra c o n ia n  ap p ro ach  to  the  red u c tio n  
o f  la b o u r  costs in  th e ir  own com m u n ities . A n d  if  th is is a m e th o d  of cost 
re d u c tio n  w hich is accep tab le  to the co m m u n ity , w here  sh o u ld  it s ta rt an d  
w h en  shou ld  it stop?

T h e  effort o f U S airlines to get th e ir  costs a n d  revenues in to  eq u ilib riu m  
h as p ro d u c e d  a chaos in rou te  p la n n in g  an d  sch ed u lin g  w hich is 
co m p a ra b le  to th a t in the  p ric in g  sphere. N o a irlin e  o p era tes  a netw ork  
to d ay  even app rox im ate ly  resem bling  th a t w hich it o p e ra te d  before  
d e re g u la tio n . U n ited  A irlines w hich seem s to  be one o f  the  strongest 
su rv ivo rs, a t  the to p  o f the  league o f  U S  ca rrie rs , has a b a n d o n e d  two- 
th ird s  o f  the  non-stop  rou tes it o p e ra ted  b efo re  1978. I t  d ro p p e d  408 
ro u tes  a n d  added  375 new  routes. A n o th e r  a irlin e , F ro n tie r, re ta in e d  only 
103 o f its p re  1978 routes, d ro p p in g  416 a n d  ad d in g  a new  219.

T h e  fac t th a t  the a irc ra ft is an  asset w hich  ca n  be m oved  from  m ark e t to 
m a rk e t is obviously ad v an tag eo u s to  the  co m p e titio n  process b u t 
E u ro p e a n  observers m ust w onder to  w h a t ex ten t it is an  essential fea tu re , 
a n d  w h e th e r  a sim ilar deg ree  o f asset m o b ility  w ould  be feasible am o n g  
sovere ign  in d ep en d en t states.

Lessons from Deregulation

W h a t can  be  learned  from  the p ro fit reco rd s o f  the  a irlin e  in d u s try  since 
th e  1978 D ereg u la tio n  Act? G en era lly  the  U S  a irlin e  in d u s try  was very 
u n p ro f ita b le  d u rin g  the first live years o f  d e reg u la tio n . T h e  1979 
esca la tio n  o f  fuel p rices an d  the  econom ic  recession  w ere com p lica tin g  
factors. A n o th e r was the a ir  traffic  co n tro lle rs ’ strike  a n d  its a fte rm a th , 
w h ich  h e lp ed  the in d u stry  in a p e rio d  o f  d ep ressed  d e m a n d  by fo rc ing  it 
to  cu t b ack  capacity. H ow ever, even th o u g h  a few a irlines d id  reaso n ab ly  
well, th e  g rea t bulk  o f the in d u s try ’s o p e ra tio n s  lost heavily  d u rin g  the five 
years. H eav y  losses in  early  1983 p rovoked  th e  c o m m e n t “ T h e  ru in o u s  
p rice  w ars a re  ju s t  one sign o f the  chaos th a t  has overtaken  the in d u s try  
since  th e  A irline  D e reg u la tio n  A ct o f 1978” [T im e , (1983)]. For a tim e  
a f te r  th is  perio d  it seem ed th a t r ig h t w as on  th e  side o f  those w ho said  th a t 
k am ik aze  p rice -cu ttin g  was m erely  sy m p to m a tic  o f a n  in d u stry  th a t h ad  
little  t ra d itio n  of in d e p e n d e n t p ric in g  a n d  w hich  w ould  lea rn  w ith  
ex p erien ce . A s B re n n e r (1986) said: “ th e  fa re -c u ttin g  h aem o rrh ag e  eased  
o ff  to  a  sligh t trickle in place o f the a r te r ia l g u sh in g  we h ad  seen b e fo re”.
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T h e re  was p ro fit recovery  in  1984 an d  early  1985, b u t  th en  to w ard s th e  
en d  o f 1985 full-scale fare w ars resum ed . In  the last q u a r te r  o f  1985 the  
resu lts o f a lm ost all s ign ifican t carrie rs  p lu m m eted  a n d  th is  c o n tin u e d  in to  
the first q u a r te r  o f  1986. F ou rteen  o f the sixteen n a tio n a l c a rr ie rs  w h ich  
re tu rn e d  th e ir  first q u a r te r  results suffered ne t losses o f  a ro u n d  $650  
m illion  (Source: A viation  Daily, M onday, M ay  5). T h e  m ost successful o f  
the low cost new e n tra n ts , People E xpress, showed a first q u a r te r  n e t loss 
of $58 m illion  c o m p a re d  to $18.8 m illion  in  the first 3 m o n th s  o f  1985. 
N e ith e r econom ic  recession  n o r fuel p rice  increases can  be b lam ed  fo r th is  
in d u stry w id e  d e te r io ra tio n  in results.

B re n n e r  suggests th a t the  answ er m ay lie in the  su p p ly -d e m a n d  
re la tio n sh ip  in th e  a irlin e  business, w hich does not co n fo rm  to  th e  n e a t 
d iag ram s o f  econom ic  texts, b u t for w hich supply  a n d  d e m a n d  a re  n e v e r  
expected  to  be iin full b a lance . A  load  factor o f 75% , such  as A er L in g u s  
has been  ab le  to  achieve on  a few o f its rou tes, is well above in d u s try  
averages a n d  65%  is a respectab le  ta rg e t in  the  U S. A t 65%  B re n n e r  
p o in ts  ou t th e re  is one  em p ty  seat for every two occup ied , a n d  th a t  th is  
is a  p e ren n ia l su rp lus o f  inven to ry  — one w hich is in s ta n tly  p e rish a b le . 
F u rth e rm o re , th e  m a rg in a l cost o f p lac ing  a passenger in  o n e  o f  tho se  
e m p ty  seats is negligible. P u ttin g  those in g red ien ts  to g e th e r — p e re n n ia l 
su rp lus, in s tan t p e rish ab ility  an d  neglig ib le m arg in a l cost — “ y o u ’ve got 
the fuse o f a fare war, ju s t  w aiting  to be li t” [B renner, (1986)].

T h e  fare  w ars o f  w in te r  1985/86 have h ad  rep ercu ssio n s in  th e  in d u s try  
w hich  ad d  a  new  sign ificance  to the w arn ings o f F ran k  B o rm a n , P re s id e n t 
o f  E as te rn  A irlin es  in  1977. H e  foresaw  th a t d e reg u la tio n  w ould  b r in g  
a b o u t a  s itu a tio n  w here  the  a irlin e  in d u stry  w ould in  som e y ea rs  be  
d o m in a te d  by four o r  five m a jo r carriers. R ecen t tren d s  a re  to w ard s a n  
“ag g reg a tio n  of m ark e t pow er in the U n ite d  S ta tes” (F lig h t M a g a z in e , 29 
M a rc h  1986). O n e  o f  the  v ic tim s o f th is process has b een  F ra n k  B o rm a n ’s 
ow n E a s te rn  A irlin es , w hich  sw ung from  b e in g  reco m m en d ed  fo r s tock  
p u rch ase  in  A pril 1985 by the  h ighly  rep u tab le  firm  o f  S a lo m o n  B ro th e rs  
to  a forced selLout to  Texas A ir  to  avoid a M arch  1986 d e fau lt on  m a jo r  
b o rrow ings. T h e re  is w ide  ag reem en t on the cause — the  v ic ious fa res  
w ars re a c h in g  u n q u es tio n ab ly  below  cost levels in N ew  Y o rk -M iam i.

The Hub and Spoke Trend

T h e  ag g reg a tio n  o f  pow er has h ad  m ore  to it th a n  th re a te n e d  
b an k ru p tc ies . A  fu r th e r  fac to r lead in g  to m ergers a n d  acq u is itio n s  h as  
b een  the im p a c t of the  “ h u b  an d  spoke” system  of a irlin e  sc h e d u lin g  a n d  
d evelopm en ts In the  d is tr ib u tio n  o f a irlin e  seats to the  m ark e t. T h e  n e e d  
to dw ell on these m a tte rs  derives from  the v irtu a l c e rta in ty  th a t c o m b in e d  
they will defcai th e  p u rp o se  o f the  D e reg u la tio n  Act, i.e. to  b r in g
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co m p e titiv e  m arke t forces in to  play  as the  d ec id in g  force in d e te rm in in g  
th e  shape  a n d  p e rfo rm an ce  o f the  fu tu re  a irlin e  industry .

T h e  “ h u b  an d  spoke” deve lopm en t in  U S  a irlines w as n o t en tire ly  new. 
T h e re  w ere always m a jo r “ h u b s” o r  cen tres  o f  business from  w hich 
a irlin es  served several o th e r a irp o rts . B u t w h a t has h a p p e n e d  is th a t, w ith  
freed o m  to open  services w ith o u t licensing  re q u ire m e n ts , a irlines have 
ex p lo ited  a strong  position  in  a  p a r tic u la r  a irp o r t  to  feed in  traffic  from  
o th e r  p o in ts  to th e ir  p rin c ip a l rou tes a n d  d isperse  th a t traffic  on  a rriva l, 
u p s ta g in g  w eaker rivals. In  fact, the  “ h u b  an d  spoke” system , w hich  has 
b een  m u c h  v aun ted  as an  ach ievem en t o f  U S  d e reg u la tio n , p ara lle ls  the 
lo n g  estab lished  E u ro p ean  p a tte rn  of sch ed u lin g  in to  an d  o u t o f cap ita l 
cities. J u s t  as the E u ro p ean  traveller h a s  been  accu sto m ed  to  travel to  his 
u ltim a te  destin a tio n  v ia  Paris, B russels, L o n d o n  o r  Z u rich , th e  U S  
trav e lle r is now increasing ly  fly ing v ia  “ h u b s ” such as D a lla s /F o rth  
W o rth , St L ouis, D enver, C hicago, M in n eap o lis . T h e  h u b -an d -sp o k e  
d ev e lo p m en ts  give a fu r th e r  illu s tra tio n  o f th e  m ob ility  o f  U S  a irlin es  in 
th e  p o st-d e reg u la tio n  era. Since 1978 T W A  h as doub led  its fights a t its St 
L o u is  h u b  bu t reduced  its daily  d e p a rtu re s  a t P it tsb u rg  by 90% . T h e  
im p o r ta n t  p o in t is th a t if an  a irlin e  can  achieve a d o m in a n t position  a t a 
h u b , it c an  effectively becom e im p reg n ab le  to  com petitive  in te rv en tio n . 
T h is  is he lped  by the grow ing n u m b e r  o f  a irp o rts  th a t a re  ex p erien c in g  
co n g estio n  in  “ slots” o r  in  “ gates”. T h e  system  o f a llocation  o f “ slo ts” by 
a n  a irlin e  schedu ling  com m ittee  h as  b een  d isco n tin u ed  (as a n ti­
co m p e titiv e ) at several a irp o rts  — W ash in g to n , C hicago , L a  G u a rd ia  an d  
K e n n e d y  —  and  since 1 A pril 1986 the a irlines h o ld in g  slots a re  to  be free 
to  o ffer th e ir  “ slots” for sale to  a n o th e r  a irlin e  b id d e r  o r (as m ay  well 
h a p p e n )  to  hold  them  id le o r  b u y  o u t a d d itio n a l slots to  b o ls te r  a 
d o m in a n t position.

E liz a b e th  Bailey, a fo rm er V ice -P re s id en t o f the  C A B  an d  now  D e a n  of 
th e  C a rn e g ie  M ellon  B usiness School, recen tly  com ple ted  a  study  
d e m o n s tra tin g  th a t a c a rr ie r  co n tro llin g  70%  to  80%  o f th e  vo lum e a t an  
a irp o r t  w ill a lm ost ce rta in ly  be p ro fita b le  [B ailey  (1985)]. T h e  
c o n c e n tra tio n  o f local pow er in  one  a irlin e  h as  b een  co lourfu lly  re fe red  to 
in  F o rtu n e  m agazine: “ the  su p e r ca rr ie rs  o f  to m o rro w  will b en efit from  
eco n o m ies o f  scale b u t, m o re  im p o rta n t, th ey  w ill control tu r f  ’ [F o rtu n e  
(1986)].

Effect on Ticket Retailing

C h a n g e s  in  the d is tr ib u tio n  system  or, m o re  sim ply, changes in the 
m e th o d  o f re ta ilin g  a irlin e  tickets, have a lso  o ccu rred  as a resu lt o f 
d e re g u la tio n . T h e re  has b een  an  exp losion  in  travel agency n u m b e rs  an d  
o u tle ts  to a total p re sen t n u m b e r  o f  27,000. A irlines have developed
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ce n tra l reserv a tio n s system s (C R S ) for in sta lla tion  in  agencies a n d  th e ir  
ow n outle ts. T h e  two g ian ts , A m erican  an d  U n ited , developed  th e  m a jo r  
system s S a b re  a n d  A pollo, an d  sell th e ir  system s fo r th e  use o f  o th e r  
a irlin es  by im p o sin g  a  ch a rg e  p e r b ook ing  m ade. P ro te s ts  ag a in s t b ia s  in  
th e  d isp lay  o f  flights on  the A pollo an d  S abre system s a n d  a g a in s t 
excessive p ro fits  tak en  by th e ir  ow ners w ere investigated  in  the  d y in g  days 
o f  the  C A B . I ts  ru lin g  tr ied  to strike a balance w hich  was felt to  be 
su ffic ien t to a llev iate  the  m a jo r p ro b lem s identified  (A via tion  D aily , J u n e  
1984). A  b y -p ro d u c t o f th a t ru lin g  is th a t for m any  ca rrie rs  th e  cost o f 
p a r tic ip a tio n  in C R S  system s increased . B ut the  pow er o f  th e  C R S  is o n e  
o f  the  v ita l w eapons th a t th e  new  b reed  o f  su p er-ca rrie rs  can  ho ld . I t  m u s t 
su re ly  have b e e n  a  fac to r in  the recen t rescue and  b u y o u t o f E a s te rn  as, 
w ith  the  th ird  biggest C R S  (a fter S ab re  an d  A pollo), it w as an  a ttra c tiv e  
a d d itio n a l asse t for its p u rchasers.

In  the  m a rk e tin g  a rea , a n o th e r  th re a t to  the 1978 c o m p e titio n  idea l is th e  
possib ility  th a t  the  freed o m  airlines now  have to d isc o u n t th e ir  p ro d u c t 
d irec tly  to  selected  cu sto m ers  will c rea te  new  c o n cen tra tio n s  o f  pow er. 
C o rp o ra te  g ian ts  like AT& T an d  IB M  each co n tro l travel b u d g e ts  o f  
h u n d re d s  o f m illions o f  do llars. T h ey  know  the b a rg a in in g  leverage  th ey  
can  use  o n  airlines. T h e y  can  offer to  give all th e ir  trav e l to  a  p a r t ic u la r  
a irlin e  m ajor, o r  as m u c h  as it can  hand le , in exch an g e  for a  d e e p e r  
d isco u n t th a n  co m p e tito rs  w ould m ake available. In  th e  re g u la tio n  days, 
such  d eals  w ou ld  have b e e n  illegal. T h e re  is a p a r tic u la r  iro n y  in  a 
d isco u n t w ar fo r  co rp o ra te  travel. U n like  the  le isu re  m a rk e t, d isc o u n ts  to  
co rp o ra te  acco u n ts  are  un like ly  to stim u la te  new  travel. I t  w ill re su lt 
inev itab ly  in  rev en u e  ero sio n , an d  in  tim e  m u st fo rce in c rea sed  fa re s  fo r 
th e  in d iv id u a l custom er.

Mergers
L ast Fall, U n ite d  A irlines b o u g h t ou t the  Pacific d iv iso n  o f  P a n  A m , 
th e reb y  p u tt in g  itse lf in  a  very  s tro n g  position  o n  the  Pacific  ro u te s  w h ich , 
u n like  the  A tlan tic  a n d  S o u th  A m erican  rou tes, have h a d  a  good e a rn in g s  
reco rd  in  U S  in te rn a tio n a l travel. T h a t was the  first m ove in  a la rg e  scale 
sh ake-ou t o f  U S  a irlines, w hich  is un likely  to  have yet ru n  its cou rse . T W A  
was b o u g h t o u t by  C a r l  I C a h n  w ho th en  followed by  b u y in g  O z a rk , th u s  
co n c e n tra tin g  th e ir  a lre a d y  en o rm o u s hubs at St. L ou is. N o rth w e s t 
m erg ed  w ith  R ep u b lic , re su ltin g  in  a co n cen tra tio n  a t M in n e a p o lis  w h ich  
will m ake th e m  im p re g n a b le  a t th a t p o in t, co n tro llin g  51 o f  th a t a i r p o r t ’s 
63 gates. Texas Air, a lre a d y  o w ner o f  New  York Air, a c q u ire d  C o n tin e n ta l  
as a “ C h a p te r  11” b a n k ru p t  an d  th en  E aste rn , w hich  w as fac in g  a  s im ila r  
fate. T h a t  p a r tic u la r  m e rg e r  has m ade Texas A ir th e  la rg est U S  c a rr ie r , 
w ith  a n e t co n so lid a tio n  o f  pow er a t L a  G u a rd ia  a n d  e n a b lin g  T exas to  
ra tio n a lise  th e ir  o p e ra tio n s  a n d  p ric in g  for exam ple in  the  B o sto n , N ew
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York, W ash in g to n  trian g le  an d  in  th e  w hole “e a s te rn  c o rr id o r”. P eople  
E xpress, th e  strongest o f the p o s t-d e reg u la tio n  new  airlines, is also m a k in g  
c learly  conceived acqu isitions — F ro n tie r, B ritt an d  P rov incetow n: 
B oston . O th e r  exam ples include P ie d m o n t’s a c q u is itio n  o f E m p ire  an d  
P an  A m ’s o f R ansom e.

W h e n  a  c ritic  such as B o rm an n  o f E a s te rn  A irlin e  a rg u e d  w ith  a  S en a te  
S u b -C o m m itte e  in  1977 th a t d e re g u la tio n  m ig h t resu lt in  the  
“ d isap p ea ran ce  o f all b u t a few large ca rrie rs  w ith  a  tre m e n d o u s  a m o u n t 
o f  eco n o m ic  pow er” (q u o ted  in  N ew  York T im es  21 J a n u a r y  1986), one 
o f th e  s ta n d a rd  responses was th a t new  sm all reg iona l ca rrie rs  w ould  
e m erg e  in  com pensa tion . T h a t ce rta in ly  was the  p a tte rn  in  th e  years u p  
to  1984 b u t  there  is a n  increasin g  tre n d  o f  a ffilia tion  by th e  sm alle r 
c a rrie rs  to th e  m ajors. In d iv id u a l sm all c a rrie rs  have p ro tes ted  th a t they  
h a d  no  op tion .

Current Perspectives

R a lp h  N ad er, the well know n c o n su m e r advocate , w as recen tly  q u o te d  as 
b e in g  d eep ly  concerned  by the tren d : “ In  a  very  sh o rt tim e  the in d u s try  
cou ld  be  co n tro lled  by a  h an d fu l o f very  la rg e  c o m p an ie s” [A irline W orld  
(1986)]. F o rtu n e  describes A lfred  K a h n , seen by  m an y  as one  o f  the  m a in  
a rch itec ts  o f  d e regu la tion , as “ ta lk in g  these days like a m a n  w ho th in k s 
h e  m a y  have  helped  c rea te  F ra n k e n s te in ’s m o n s te r” a n d  as saying: “ T h e  
n u m b e r  o f  carrie rs  in a m ark e t is th e  m a in  fac to r in  k eep ing  prices dow n. 
I f  c a rr ie rs  in  a city  a re  red u ced  from  tw o to one, I get w o rrie d ” [F o rtu n e  
(1986)].

Conclusions

T h is  a rtic le  has tr ie d  to su m m arise  dev e lo p m en ts  follow ing the 
d e re g u la tio n  of U S  airlines. C o n su m e r  benefits  have b een  m any, th a t is 
c e rta in , a n d  m ay have o u tn u m b e re d  th e  p ena lties. B u t the  pena lties have 
b e e n  severe in  sm aller m arkets , to su ch  an  e x te n t th a t S e n a to r  R o b e rt C 
B yrd , o n e  o f  the p ro m o te rs  o f D e reg u la tio n , said  in  M a rc h  1986: “ I voted  
fo r d e re g u la tio n  an d  I ’ve been  so rry  ever s in ce”. W est V irg in ia  (the 
S e n a to r ’s S ta te ) has lost m uch  o f its a ir  service since a irlin e  d e reg u la tio n , 
a n d  “ fares doub led , tr ip led  an d  now  have q u a d ru p le d ”. C o m p e tio n  has 
b e e n  good  fo r  m an y  o thers in  the fo rm  o f low tra n sc o n tin e n ta l fares, b u t 
“ the  tax p ay ers  a re  pay in g  the  b ill” w ith  h ig h  fares on som e rou tes to 
co m p e n sa te  for low fares elsew here. W h e n  a n d  if  leg isla tion  to  re reg u la te  
com es up , “ I can ’t w ait to cast the  first v o te” [A viation W eek & Space 
T echnology, (1986)].

I t  w ou ld  b e  foolish for any  c o m m u n ity  o u ts id e  the  U S  to ig n o re  such



re m a rk s  a n d  assu m e  th a t fo r th em  penalties w ould n o t arise  f ro m  th e  
lib e ra lisa tio n  o f  a irlin e  rules.

O n  the  su p p ly  side th e re  u n d o u b ted ly  has been  tu rb u le n c e  a n d , in  th e  
lo n g  te rm , it m u st be recogn ised  th a t the  co n su m er m u s t have a  stab le  
in d u s try  if  serv ice  needs a re  to  be m et. T h e  U S  ex p e rim en t in  ta k in g  th e  
co n tro ls  o ff an  e n tire  in d u s try  gives the E u ro p ean  o b se rv e r a  u n iq u e  
o p p o r tu n ity  to s tu d y  the  ou tcom e in v irtu a l “ la b o ra to ry  c o n d itio n s”.

T h a t  o b serv er will see an  in d u stry  b e in g  re n t asunder, r e g ro u p in g  a n d  
seem ing ly  a d ju s tin g  itse lf in to  a position  w here, w hile still d e re g u la te d , it 
will have itse lf  reg a in ed  som e con tro l on  consum er m a rk e t forces. T h e  
o b se rv e r m u s t also recogn ise  th a t an  im p o rta n t fea tu re  o f  th e  U S  a ir l in e  
in d u s try  has b een  lost: the  a ssu ran ce  o f a  com plete a n d  b a la n c e d  n e tw o rk  
o f  t ra n sp o r ta tio n  in  w hich  co m m unities could c o u n t o n  c o n s is te n t, 
d e p e n d a b le  service a n d  n o n -p re fe ren tia l pricing .

T h e  E u ro p e a n  s itu a tio n  is d iffe ren t in  so m any  ways fro m  the  U S  scene  
th a t sim ple  co n c lusions c a n n o t be d raw n  from  the U S  ex p erien ce . T h e se  
d ifferences in c lu d e  the  ex istence o f  sovereign n a tio n a l s ta tes , a n  a lre a d y  
ex is tin g  c o n c e n tra tio n  o f h u b -an d -sp o k e  type o p era tio n s, m u c h  g re a te r  
d isco u n t fares th a n  in  the  pre-1978 U S  industry , an d  50%  o f  a ir  t r a n s p o r t  
u s in g  th e  c h a r te r  m ode  (w hich  has no  para lle l w ith in  th e  U S).
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