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The Department of Transportation’s consideration of the application by American Airlines and British Airways for antitrust immunity the authority to codeshare is timely, given the evolving nature of international aviation, the growth of alliances and the vigorous competition between alliances and their respective U.S. and European hubs.  Competing airlines are seeking to block the proposed American Airlines-British Airways alliance for parochial and purely competitive reasons, and base their arguments on the misguided notion that competition does not currently exist between the United States and London, and that, for some reason, it can never exist.  Quite the opposite is, in fact, the case.

The Significance of Hub-to-Hub Competition

As transatlantic aviation becomes less about individual carriers, but rather their alliance networks, the focus of the debate must shift from an airline’s percentage of the market share on a particular city-pair, i.e. JFK to London Heathrow, to instead examine competition that exists between hubs.  So, for example, because of increased nonstop access to London from other U.S. gateways, fewer passengers are choosing to connect through JFK, opting instead for more convenient nonstop or one-stop service from a closer gateway.
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Furthermore, the fact that hubs compete is important to the issue of London Heathrow and fares going into and out of that airport.  Travelers wishing to fly to The British Isles and Europe have a great deal of options to choose from.  Those wishing to travel to London can choose a nonstop flight from any one of the top 20 population centers in the U.S.  That robust competition exists between the U.S. and London is evidenced by the fact that until recently, U.S. carriers were clamoring for increased service to London.

We have evolved into a system where competition is between hubs, not just for international service but domestic service as well.  If you were to examine fares by fare class adjusting for mileage, you would discover that on average, fares are the same at almost all hubs.  There are exceptions to this rule in the under 400-mile range, but on average, fares by fare class are indistinguishable by hub or by airline. This generalization holds true for both direct and connecting flights.

For example, the reason Delta Air Lines at their Atlanta hub cannot charge more for their direct flight to Los Angeles is that Atlanta based travelers have many options to get to Los Angeles.  They can connect through Dallas or they can connect through Houston, Phoenix or any number of other hubs.  The fact that travelers have so many options available to them serves as a constraint on Delta’s pricing options.

As a result of increased network competition between hubs and -- by extension -- gateways, travelers have many options to choose from these days.  In the early days of deregulation, city pairs that had direct service were able to command higher fares than city pairs with connections.  The argument then was that travelers were willing to pay a premium for direct service, or in order to avoid a connection.  However, in a recent examination of the top 100 markets in the United States, I was unable to validate that was still the case.  While it may have been true ten years ago, it is no longer so.  And this marketplace reality guides international air service as well.
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Capacity Constraints Impact Airfares

Still, some observers note that business fares into London Heathrow are higher than at other airports in the London area, and they mistakenly conclude that this constitutes a monopoly.  Slightly higher fares between the U.S. and London Heathrow are to be expected as the airport is capacity constrained.  The monopoly powers are on the part of the government, not the airline.  

Notwithstanding the current limitations on service at Reagan National Airport (DCA), the London situation is not unlike that at DCA.  Restricting traffic into and out of Reagan National has produced some of the higher fares that are in the domestic airline industry, when fares by fare class are adjusted on a mileage basis.  This is a natural result of reducing supply.  Water or buildings bound Reagan National on all sides, and there is little hope that its capacity will ever increase significantly.  However, more slots have been made available for longer-haul traffic and the introduction of a limited number of low-fare carriers, just like slots can be made available to new entrants to London Heathrow.

While fares into and out of Reagan National are arguably higher on average, this does not mean that metropolitan Washington, D.C. lacks competitive air service.  The largest growth areas for low fare service in the nation are at Baltimore Washington International (BWI) and Washington Dulles International.  These two airports serve as competitors to Reagan National. 

As is the case with London Heathrow, the important concept here is that travelers generally do not go to airports, but rather to the destinations that airports serve.  The airport itself is seldom the destination. Over the past five years we have seen the trend that travelers, including business travelers, have flocked to these other airports when they have not wanted to/or been able to pay the Reagan National fares.
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Thus, while Reagan National is constrained, there is ample service into the metro Washington area.  It is hard to argue that there is any welfare loss due to the constraints at Reagan National airport.  Consumers simply diversify their travel. The other airports are seen as competing goods as the place they wish to travel is Washington DC, not the airport.  Those who are able to pay the higher fares to take advantage of Reagan National’s close-to-downtown location continue to do so.  It is not consistent to call for competition in an airport that is capacity constrained.  If you want greater competition, than you must have more capacity. 

While London Heathrow shares similar capacity constraints as Reagan National, the airport ultimately could be considered the U.K. equivalent of Los Angeles International Airport (LAX).  Few would argue that LAX, which has no single dominant carrier and a large number of international airlines, lacks vigorous competition.  No airline has demanded dozens of gates in order to compete at LAX, because they recognize that it’s a marketplace that is diverse and vibrant.  

The combined 39 percent market share of American Airlines and British Airways at London Heathrow pales in comparison to other alliances at their European hubs, or at domestic hubs like Detroit, Atlanta or Houston.  The DOT is correct in pursuing an open skies agreement with the U.K. to grant all U.S. carriers access to London Heathrow, but beyond that, the fixation about slots, facilities and market share are simply distractions that seek to delay the process.

Conclusion


In the public’s mind, American Airlines and British Airways are already partners, even though both airlines are prevented from offering customers the same benefits as competing transatlantic alliance partners.  This uneven playing field is further evidenced by the fact that, prior to September 11, other airlines were adding service between the 
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U.S. and London.  For these other carriers to suggest that they cannot compete with an American Airlines-British Airways alliance defies what is happening in the marketplace.


The right for all U.S. airlines to serve London Heathrow is an important and laudable policy goal of the DOT.  Furthermore, the American Airlines/British Airways alliance would bring a vigorous new competitor to the transatlantic marketplace.  Failure to approve this alliance would deny passengers the benefits of more transatlantic competition.  But perhaps more importantly, it would ignore lessons learned during the past five years on the benefits of alliances.
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