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Agenda

Ø Dynamic competition in air travel markets

Ø Evolutionary dynamics and stability in simple games
Ø Separating (pure) strategies for airports and airlines

Ø Airports with a mixed strategy

Ø Implications for competition policy and for slot allocation 
proposals in particular

Ø Concluding remarks
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Evolutionary dynamics and stability
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Evolutionary dynamics and stability
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A separating 
dynamic: 

coexistence of 
pure strategies

 

Pure strategy:  
Legacy Carriers 

Pure strategy:  
Value-based  Carriers 

Periphery Airport  

Value- based Carrier 

Higher operating 
costs   

 

Vertical relationship:  
Pricing  focus = High volume + low margins 

 
Relatively low infrastructure investment 
Ex-ante: Competition between airports 
Ex-post switching costs for carrier 
 
 

Central Airport 

Lower operating Costs  

Legacy Carrier 

Groundside configured to 
VBA  and VBA customer 

preferences 

Groundside configured 
to network customer 

preferences 

Vertical relationship : 
Pricing focus = Market segmentation and price 

discrimination 
Relatively high infrastructure investment 
Ex-ante: co -specific investment at hubs, mains 
Ex-post: switc hing costs for carrier 
 
 

� Low operating costs 
� Narrow fleet 
� Labour share contracts 
 

 

� Aggressive Price 
competition 
� Unbundled product 
� Profit maximization in 
each point-to -point market 

� Higher operating costs  
� Wider fleet requirement  
� Labour fixed wage 
contracts 
 

 

� Price discrimination  
� Profit maximization of the 
network 

Airports with 
a mixed strategy

 

Legacy Carriers  
Value-based  Carriers 

Mixed strategy airport  

Value- based Carrier 

Separable operating costs? 
 

Separable overheads? 
 

Vertical relationship: 
Price discrimination? 

Peak load pricing? 

Mixed bundling? 
Strength of investments/bonds supporting long-term contractual relationships? 

 
 

Legacy Carrier 

� Demand for off-peak slots 
� Lower frequency? 
� Not willing to pay for 
infrastructure that does not 
improve efficiency  
 

 

� Lower price elasticity of 
demand for air travel. Want 
airport groundside prices that 
support the VBA model.  

� Higher operating costs  
� Wider fleet requirement 
� Labour fixed wage 
contracts 
 

 

� Price discrimination  
� Profit maximization of the 
network 

Separation of airside 
infrastructure services? 

 
Separation of groundside (retail) 

services? 
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Market based slot allocation mechanisms?

Ø Regulations must take the current path and stability of the 
system into account

Ø A slot is a license that is not market-specific.
Ø There is no guarantee that the firm with the highest 

willingness to pay for a slot will maximize social welfare.
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Market based slot allocation mechanisms
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Market based slot allocation mechanisms
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