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Hub and high fares: dominance and market power in the U.S. airline industry
(Severin Borenstein)
In this article, author show the importance of route and airport dominance for determining the degree of market power. The correlation between route concentration and high prices cannot be adequately explained. First, the high markups of a dominant airline do not create much of an umbrella effect from which carriers with smaller operations in the same markets can benefit and not allow other airlines to raise their prices as much. The results indicate that the high average prices that some airlines are able to sustain in concentrated markets do not allow to charge similar prices. Second, size of a carrier’s operation at the endpoints of route which is one source of market power on city-pair. When carrier serves a large share of passengers, its attractiveness to passengers who travel on the route itself is enhanced. This leads to increase the airline’s share on the route and average price. It implies that airline share of passengers on a route and at the endpoint airports influences its ability to markup price above cost. The high markups of a dominant airline do not create much of an umbrella effect from which carriers with smaller operations in the same markets can benefit. Frequent-fly plans, which is marketing device in the airline industry, becomes more attractive for two reasons. First, bonus value is increasing marginal function of mileage. 
[bookmark: _GoBack]Author use two different approaches to analyzing the effect of route and airport dominance on price. The first is cross-sectional estimation of a carrier’s markup over cost. The second approach is cross- section estimation of ratio of two observed airlines’ prices on route that may be more effective in revealing the market power.
