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Hubs and high fares: Dominance and market power in U.S. Airline Industry
 
[bookmark: _GoBack]	This paper demonstrates relationship between the importance of route and airport dominance which affect market power. The share of market power has an influence on ability of airlines to markup price above cost. According to the empirical findings, there are two source of market power, that are share of the traffic on a route and size of a carrier’s operations at the endpoints of the route. Furthermore, the frequent-flyer programs (FFPs) and reward systems for travel agents become marketing tools in the airline industry for creating advantages for an airline against other competitors. Frequent-flyer program is a program that provide some gifts in return to consumers who have flied with the airline for many times. Moving to the travel agent commission override programs (TACOs), this device relies on the relationship between air travel buyers and the travel agents. The agent's sales receive the commissions as a bonus, and they will present the biased information from the computer reservation systems (CRSs) which can create the asymmetric information since the buyers can’t be able to monitor the airline perfectly. This research solved by two different methods from the econometric technique. First is the evaluation on effect of airport and route dominance and another is cross-section estimation of two airlines' prices on route which revealing the market power of carriers. As a result, it have been shown that hub-and-spoke air transport system creates more efficient use in aircraft which can increase total surplus of the profit and the advantages of airport dominance can be explained by the marketing device. Therefore, it wouldn't be a good idea for government to deter airlines from forming hubs.

