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The last decade has seen a significant shift in the landscape of the US airline 
industry. Several smaller players, such as low-cost carriers, have increased their 
foothold, while the mainline incumbents have been focused on consolidation. 
And the four airline “mega-mergers” in the past seven years have been publicly 
criticized as the cause of reports on disgruntled passengers and anecdotal 
evidence of drastically higher fares caused by decreased competition on certain 
routes. However, a close analysis of publicly available data indicates that this 
criticism may not be entirely warranted.1

Average US domestic airfares have not increased significantly in 
the past seven years.

One of the most widely published, and least debated, claims about past mergers is that they 
have allowed airlines to incrementally push through sharp fare increases. One frequently 
cited fact is that airfares have seen a 22 percent increase since their trough from 2Q09 
through year-end 2011. Yet this statistic is misleading without additional context. This 
trough coincides with the worst economic quarter experienced during this past downturn, 
and the 22 percent increase is in large part a recovery to previous levels after a decrease of 
16 percent over the previous four quarters. Simply put, shifting the baseline year from 2009 
to 2008 results in a growth rate through year-end 2011 of only 7 percent over the four years 
since mid-2008, or a 1.7 percent annual rate.2

To more accurately assess the impact on airfares of the four mega-mergers, we analyzed 
average US domestic airfares well before the first mega-merger closed in 2005. We also 
compared how airfares have changed in relation to the two most relevant economic 
indicators that impact an airline’s financial performance: labor, represented by average US 
transportation industry wages, and fuel, represented by average Brent crude prices. Since 
1995, when the US Department of Transportation’s Bureau of Transportation Statistics 
(BTS) began tracking quarterly domestic airfare data, airfares have ticked upward at a 
modest 1.4 percent annual rate through the end of 2011. When we measure airfare 
increases from 1Q04, representing the year before the first mega-merger closed, to 4Q11, 
the annual growth rate is still a quite modest 1.8 percent. And when adjusted for inflation, 
average domestic airfares in real terms from 2004 through 2011 actually decreased by 
nearly 1 percent per year.

Next, we compared these changes in airfares to changes in average US transportation wages 
and Brent fuel closing prices over the same period. Since labor and fuel combined can make 
up 50 percent or more of an airline’s total operating costs, we thought it important to 
understand whether the airlines’ main source of revenue was keeping pace with their main 
cost drivers. As shown in the chart and table below, airfare increases since 2004 have not 
been able to keep pace with increases in transportation industry wage rates and fuel prices, 
which helps to explain the profitability gap seen in most airlines’ financials over the past 
few years.

1 Bureau of Transportation Statistics, Research and Innovative Technology Administration. Accessed at http://www.bts.gov/.

2 Compounded Annual Growth Rates (CAGR) are used throughout.
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Chart 1:  Index of quarterly average domestic airfares, transportation wages,  
 and Brent crude prices (2004 - 2011)

Q1 2004 - Q4 2011

US Domestic Airfares3 1.8%

US Domestic Airfares (inflation adjusted)4 (0.8%)

Transportation Wage Index5 2.1%

Brent Crude Quarter Close6 16.2%

Since the airlines’ primary revenue driver — airfares — is outpaced by their two main cost 
drivers, it is not surprising that airlines are increasing their reliance on ancillary revenue in 
their struggle for profitability. And as a result of this increase in ancillary revenue, driven 
largely by baggage, standby, and cancellation and change fees, passengers are in fact paying 
a higher “effective” price for their travel. This is illustrated by one particularly striking 
example: more than $1.75 billion in baggage fees were collected by the largest carriers in 
just the first half of 2012.7  When applied to all passengers flown in that period, baggage 
fees alone added nearly 3 percent to the average airfare paid. And when all other fees and 
miscellaneous operating revenues collected are averaged across airline passengers, close to 
9 percent is added to the average base airfare. It is important to note, however, that these 
fees are not necessarily merger- or consolidation-driven: these more expansive fee policies 
have been adopted by the industry overall and not only by certain carriers on certain routes.

3 Bureau of Transportation Statistics, Research and Innovative Technology Administration. Accessed at http://www.bts.gov/. 

4 Bureau of Labor Statistics, CPI Inflation Calculator. Accessed at http://www.bls.gov/data/inflation_calculator.htm. 

5 Bureau of Labor Statistics, Wages and Salaries of Transportation and Material Moving Industry. Accessed at: www.bls.gov. 

6 US Energy Information Administration. Accessed at: http://www.eia.gov/dnav/pet/pet_pri_spt_s1_d.htm

7 Bureau of Transportation Statistics, Research and Innovative Technology Administration. Accessed at:  
http://www.transtats.bts.gov/Data_Elements_Financial.aspx?Data=7.
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Mega-mergers have not caused massive 
consolidation on domestic routes.

Those critical of airline industry consolidation often claim that 
any future mega-merger would likely result in 70 percent of 
domestic airport traffic being carried by only four major 
carriers.8  Yet no study has definitively proven that, at 
particular levels of consolidation, airfares rise dramatically, 
service levels drop, or passengers are negatively affected in 
other ways. And in fact, today’s network, with an estimated  
72 percent of total US domestic passenger traffic flown by  
four carriers and the 10 largest regionals, doesn’t appear to 
differ significantly from the industry in 2004, which saw an 
estimated 62 percent of passengers carried by the top four 
carriers and their 10 largest regional partners.9  

Because airlines define their operations at the route level (i.e., 
which origin airport and destination airport to serve, what 
price to charge, what frequency to fly, what size aircraft to 
provide), we sought to quantify how the four mega-mergers 
since 2004 have affected competition at the route level. We 
analyzed the top 1,000 routes in 2004 and 2011, which in both 
years represented 80 percent of scheduled US domestic 
passengers flown. First, we identified for each of the 1,000 
routes how many “significant” competitors served the market 
in 2004 and 2011, removing from our competitor count 
“minor” players, those carrying less than 10 percent of 
passengers on that specific route. Then we associated regional 
carrier activity with the mainline they operated for to capture 
the complete competitive landscape in each market.

The results show relatively limited degradation of competition 
as measured by number of carriers competing in each of these 
top 1,000 markets. Compared with 2004, although 
approximately 40 more markets were served by only one 
competitor in 2011, 29 more routes were served by a larger 
number of major competitors. These increases were offset by 
66 fewer routes being served by only two competitors over  
the same period. On average, each of these top 1,000 markets 
was served by 1.69 competitors in 2004, and that number 
remained effectively unchanged in 2011. The merger-driven 
loss of a competing carrier in many markets was partially 
offset, therefore, by the expansion into these markets of  
other legacy carriers, smaller airlines targeting specific 
geographies, and low-cost competitors.

Because eliminating an airline competitor on the San Francisco 
(SFO) to Los Angeles (LAX) route would affect a significantly 
larger number of passengers (1,500,000) than on the SFO to 
Eugene, Oregon (EUG) route (200,000), we quantified the 

 8 Example found in American Antitrust Institute and Business Travel Coalition report, “The Rush to Closed Airline Systems,” August 8, 2012.

 9 Estimates include regional airlines flying for the four largest mainline carriers.
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number of passengers in 2004 and 2011 that flew the top 1,000 routes with between one 
and five competitors. We found results similar to what we found in the route-based analysis: 
fewer passengers flew routes with two major competitors (48 percent of 2004 passengers 
decreased to 39 percent of passengers in 2011). This reduction in passengers flying two-
carrier markets was offset relatively evenly between increases in passengers flying routes 
with one and three or more significant competitors. Whereas five percent more passengers 
in 2011 flew routes with only one significant competitor (37% of passengers versus 32% in 
2004), six percent more passengers flew routes with three or more significant competitors 
in 2011 (25% versus 19% in 2004).

Overall, although a greater number of markets and passengers in 2011 were served by only 
one significant competitor compared with 2004, competition increased in 25 of the top 
1,000 markets and for approximately 5 percent of passengers flying those top 1,000 routes. 
The observed limited increase in airline fares and relatively stable competitive environment 
in the top 1000 markets over this time appear to be driven in part by the expansion of 
low-cost carriers (LCCs) during this period. Of the largest 25 airlines as measured by 
scheduled US domestic passenger traffic in 2004, five were LCCs and carried 21 percent of 
the top 25 airlines’ passengers. In 2011, six of the largest 25 airlines were LCCs and had 
increased their share to 30 percent of the passengers carried by the top 25.10

10 Department of Transportation, Bureau of Transportation Statistics, Research and Innovative Technology Administration, 
National Transportation Statistics, T-100 Domestic Market statistics. Accessed at http://www.transtats.bts.gov/DL_
SelectFields.asp?Table_ID=258, October 29, 2012.
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Selected operational metrics have improved to historic bests.

Airlines are complex operations, subject to a host of unplanned disruptions, such as 
maintenance problems, inclement weather, and airport shutdowns. Further, US scheduled 
airlines employ 12 percent fewer people than they did in 2004, putting more pressure on 
current employees as passenger volumes increase.11  As a result, a minority of passengers 
will continue to experience missed connections, tarmac delays and lost baggage, and 
memorable sound bites from such passengers will continue to find their way into the media.

Yet there are indicators that the largest US airlines are operating more smoothly than in the 
past. In the first half of 2012, the Department of Transportation reported the lowest 
recorded rate of mishandled bags (2.97 per 1,000 passengers) on record.12  The 83.7 
percent on-time arrival rate represented the best January–June performance in 18 years, 
and the 1.1 percent flight cancellation rate was the best since 1995. Only four tarmac delays 
of more than 3 hours were recorded from January through June 2012, which was down 89 
percent from 35 delays in 2011. These delays were markedly lower than the 586 reported 
during the same months of 2009, a direct result of the 2010 DOT rule that set a three-hour 
limit on delays not caused by safety, security, or air traffic control. And in 2011, US airlines 
bumped the lowest number of passengers (0.81 per 10,000 passengers) since 1995, when 
the DOT started tracking this metric.

In addition to reflecting improved operations on the part of the airlines, these 
improvements have also been driven by previous investments in information technology in 
areas like baggage handling and on-board instrumentation. The increased financial stability 
provided by mergers has allowed certain legacy carriers to update their fleets and simplify 
their services — an important improvement if they want to keep up with the LCCs’ newer 
fleets and more dynamic passenger offerings. Finally, the 14 percent reduction in domestic 
flights from 2005 to 2011 allowed airlines to manage a smaller network more efficiently13, 
and 2011-2012 saw relatively mild weather, causing less frequent disruptions to their 
operations.

 11 Department of Transportation, Bureau of Transportation Statistics, Research and Innovative Technology Administration, 
National Transportation Statistics, table 3-23: Employment in For-Hire Transportation and Selected Transportation-Related 
Industries (North American Industry Classification System [NAICS] basis). Accessed at http://www.bts.gov/publications/
national_transportation_statistics/, October 18, 2012. 

12 Department of Transportation, Bureau of Transportation Statistics, Research and Innovative Technology Administration, 
press release issued August 9, 2012, and accessed at: http://www.bts.gov/press_releases/2012/dot089_12/html/
dot089_12.html, October 18, 2012.

13  http://www.transtats.bts.gov/Data_Elements_Financial.aspx?Data=6
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14   Amadeus & Ideaworks, Yearbook of Ancillary Revenue Results. http://www.amadeus.com/airlineit/docs/2012ancillaryrev
enueyearbookhome.pdf. Top five ancillary revenue US carriers are United, Delta, American, Southwest and US Airways.

15   http://www.faa.gov/nextgen/why_nextgen_matters/

The industry’s path forward

The US domestic airline industry appears to be at an inflection point. Ancillary fee revenue 
is reaching record levels: the top five US carriers alone generated more than $12B in 
ancillary revenue in 2011, and this number is trending upward for 2012.14  The next-
generation air traffic control system promises to direct and monitor aircraft more precisely 
and efficiently, increasing schedule reliability, reducing fuel emissions, shortening flight 
and ground hold times, and enhancing accident prevention.15  Onboard, ubiquitous Wi-Fi 
and other technology investments will allow passengers to do more with their own devices 
and provide opportunities for airlines to increase predictive maintenance. And with the 
once-promising 50-seat fleet being removed from service ahead of plan, it is likely that 
schedules will be reduced and larger aircraft will be relied upon to gain better margins on a  
per-flight basis.

With all of these changes occurring in parallel, it is virtually impossible to predict how 
reduced competition will impact average airfare prices should any future consolidation 
occur in the industry. But it does seem clear that the four mega-mergers over the last seven 
years have not caused US domestic passengers to experience dramatically higher airfares or 
drastically reduced competition on most routes. In addition,  airlines are recording excellent 
performance in many of the categories that matter most to passengers.
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