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Time to Clear the Airways: Part II 

 
The US airline industry is in turmoil not seen since the 1980s, when airlines were attempting to 
chart a new course outside of the tight boundaries previously set by the Civil Aeronautics Board.   
More than 20 years after deregulation airlines again face a daunting challenge; how to meet their 
primary objective--to safely deliver to their destinations what some estimate will be more than 1 
billion passengers each year--while maintaining low airfares and improving quality so as to 
remain competitive in a rapidly-changing environment.  The major airlines have the solution: 
consolidation.  The acquisition of USAirways by United Airline’s parent, UAL, represents the 
model merger of two old-line survivors of deregulation.  The result is a seamless national network 
with multiple hubs enabling the new airline to capture more of the efficiencies of economies of 
scale and reduce costs while increasing the depth and breadth of services offered to customers.  
But the real intent is simple: to compete more effectively against the likes of Southwest Airlines. 
  
Opposition to Airline Industry Consolidation Is Misguided 
 
Opponents claim merging airlines into "mega-carriers" will create virtual monopolies, resulting in 
higher fares and decreased consumer choice.  Congress has voiced concern regarding the harm to 
competition major consolidation of the airline industry might cause.  Some representatives have 
claimed the airlines will dwindle to three mega-carriers controlling 80 percent of future passenger 
traffic.  Realistically, even combining the top 10 current airlines wouldn’t generate such a 
concentration; and simply combining the "big six" old-line airlines would involve less than 60 
percent of current passengers.  More importantly, large discounters like Southwest and second 
tier airlines like AirTran and American Trans Air (ATA) show the fastest market growth. It’s 
probable that combined "mega carriers" would serve 50 percent of the market ultimately. 
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Current Annual Passenger Counts (in thousands) 
 
American    80,000  Southwest    64,000 
Delta   100,000  America West    21,000 
Continental    48,000  TWA     20,000 
Northwest    59,000  Alaska     17,000 
United     80,000  TOTAL TOP 10 552,000 
USAirways    63,000      
TOTAL "BIG SIX" 430,000  TOTAL PASSENGERS 

IN YEAR 2000  735,000 
 



Our research confirms that it is misguided to think that the major airlines--American, Continental, 
Delta, Northwest, United and USAirways at the moment--effectively compete with one another.  
Because the foundation of their current route systems was laid under regulation, major airlines 
have been able to avoid direct competition with other old-line carriers in their core markets.  
Small markets acutely reflect the current reality.  For example, five major carriers offer service 
from Allentown, PA to Chicago either non- or one stop.  Recently, the best fare for near term 
non-stop travel was over $1300; the best one-stop fare was over $1100.  Post-consolidation there 
would be three carriers serving the Allentown market, assuming no low-cost carrier comes in.  
However, there’s no reason to believe fares from Allentown to Chicago would rise substantially 
above their current levels, as prices undoubtedly reflect the elastic limit of demand in the 
Allentown market.  Higher fares would reduce revenue for the carriers--not a strategy designed to 
increase profits. 
 
Price competition is relegated to large markets, but only along routes where "discount" airlines 
like Southwest, AirTran, ATA and Frontier offer no-frills, low fare service to price-conscious 
customers.  These airlines are waging a successful battle for the majors’ most profitable markets. 
Consolidation is basically a defensive move by the majors-- a legitimate business strategy 
representing the only scenario wherein current levels of service to small markets will be 
maintained, much less improved.  Although counter intuitive, consolidation will actually increase 
the instances where major airlines compete with one another in smaller markets.  
 
Consolidation Offers Best Hope for Improved Quality 
 
Another major issue is the quality problems encountered last year--an epidemic of flight delays 
and cancellations.  Again our research demonstrates that the problems can’t be attributed 
primarily to mismanagement at the airlines.  Far more people now fly than ever contemplated 
when the nation’s air travel infrastructure was built.  Add to that the inefficiencies inherent in the 
old hub-and-spoke networks and an air traffic control system that is nearly overwhelmed by 
today’s flight volume, and what’s remarkable is how well the industry has performed.  In 2000 
nearly 750 million passengers flew over a system essentially completed in the 1980s and designed 
to handle about half that number.  Consolidation will address the problem by spreading 
passengers over longer networks with more hubs handling emergency rerouting caused by factors 
such as weather.  The alternative is about $50 billion in new infrastructure--runways and 
terminals--a very long term solution at best, and one not available to all airports.  Philadelphia, 
for example, has no place to expand and is not alone in that regard. 
 
Ironically, opponents of mergers such as United-USAirways would frustrate the only near-term 
solution for what ails the airline industry.   
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Don’t miss the 2001 Pennsylvania Leadership Conference, April 20-21 at the Holiday Inn 
Harrisburg East.  Register online at www.paleadership.org or call  (717) 232-5919 for details. 
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