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Narrow view— 
Airline financial/ 

competitive 

success requires: 

Longer view-- 
Profitable 

Industry growth 

requires: 


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Recessions> 

Strong profits 

get undermined 

3 big collapses: 

overcapacity, 

ignore cycles 
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Innovation 

Lower Fares 

60s/70s—aircraft  

technology 

80s/90s—network/ 

business models/ 

IT systems 

Fares stopped 

falling 10 years ago 

90s—artificial  

(dot-com)growth 

00s—stable/rising  

fares stifle growth 



1944 Chicago 

Convention 
All aviation  

companies/rules  

tied strictly  

to nationality 

postwar CAB/ 

IATA Cartel 
1978-1990s 

liberalization 

industry 

consolidation 

Powerful 

incumbents can 

block challenges 

Loosened entry, 

pricing rules to 

weaken power of 

incumbents 
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proven airline 

business models 
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Deregulation 

had: 
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AMS 

ZRH 

DTW 

ATL 
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Mid 90s profits  

tight capacity 

Price discipline 

Atlantic alliances 

DotCom late 90s 

mad growth rush: 

allows LCCs 

to expand 

2000-2004 

Huge Collapse 

overcapacity + 

recession 

2004-2008 

Financial Bubble 

but weak profits; 

fuel prices spike 

Source: DOT Form 41 data 

1980s-big  

deregulation 

driven innovation; 

90/92 recession 
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Source: BLS CPI deflator applied to DOT Form 41 data 
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Tilton—total warfare 

to keep exclusive 

management control 

Court—blocked 

competitive bids, 

basic creditor rights 



PBGC wouldn’t fight 

pension termination 





Indefensible plan but 

Pilots, Boeing blocked 

 other creditors 



Surrendered huge 

value to JPMorgan 
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Chapter 11 

process 

objective 

Capital market 

discipline 

Reorganization 

planning focus 

Justification for 

major creditor 

cramdowns 
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AMS 

PAR 

LON 

SFO 

LAX 
DFW 

IAH 

CVG 

ORD 

DTW 

MIA 

ATL 

IAD 
PHL 

EWR 
JFK 

BRU 

MUC 

CPH 

MAD 

FRA 

ZRH 

MXP 
FCO 
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EU 

 

 

 

 

 

Air France-

KLM merger 

2003/4 

 

US DOT  

Antitrust 

Immunity 

(pre-mergers) 

 

 

 

 

 

 

 

eliminate 

international 

competition 

DL-NW 2004/07 

UA-CO  2008 

AA-BA  2008 

US (DOJ) 

formal 

mergers 

 

 

 

 

 

 

 

eliminate 

domestic 

competition

DL-NW 2008 

UA-CO 2010 

AA-US 2012 
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Rapidly 

Increasing 

Concentration 
after 2004 

Permanent 

Cartel 
with huge 

entry barriers 

Healthy, Profitable  

Competition, 
even with Alliances 

Serious HUGE very low 

concentration 

Risks to 

Consumers 



North Atlantic



26 

trans- 

Atlantic 

carriers 

26 

trans- 

Pacific 

carriers 

Pacific: 

Sham US-Japan 

“Open Skies” 




worldwide: 

artificial market 

power is key 





Who determines 

number of 

Intercontinental 

airlines? 

Level of 

competition vs 

consolidation

Key drivers of 

competitive 

success 

Purpose of  

“Open Skies” 
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Big efficiency reduction—capital assets moved to less efficient uses 

Few anti-competitive pricing impacts until permanent oligopoly secure  

Atlantic ATI meant only 3 of 6 Legacy carriers could survive; 

huge anti-competitive destruction of competition & corporate value 
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