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hubs. Despite the acknow]edge
lation over the past 20 years, enormouq crmcxsm has
been leveled at netw ! i
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that since.a network carrier eontrols the major share’
- of traffic at its hub, it exploits;its so-called: monopoly
powex by charging hub residents higher fares for;..
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charges passengers elsewhere in its system, By con-

7

trast, V1rtua11y everyone agrees ‘that consumerson |
one-stop flights enjoy the full benefits of competition.
If passengers traveling from Newark to Los

‘Angeles are willing to include a.stop;. they ha

it R AR iniiiaL

Ve a:;
choice of flying perhaps seven or eight different air-
hnes, mdudmg all ma)or rriers. Because of the

ceive a competitive y ¢
tively lost $13 ﬂ}wn in the early ’903, the hub pre- ,
mium theory rr—mplvpd scant attention, :But when

ago, the theory was readil
too readily, in our oy
" The problem»was \o'one had done a vahd

ive propmetary data tor a multl-

: accepted as dogma —

iwas overblowns We concluded that if we could
compare a major carrier’s nonstop hub fares to one-"
stop fares through its hubs, we.could.test the “hub:.

‘premium” hvpothe51s Because the premium s, |
claimed to be large in aneapohs/ St. Paul, where

Northwest has 62% of the ofigin-and-destination -
Araffic, N Northwest was a hlzp]v studv: ran(‘hdate
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_‘ We approached Northwest and it agr
~ |provide us with uncensore

*concluded:
:® Using the database of fares and fare classifications
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the industry returned to profitability several years

agreed fo give ‘compl'e'ce lacademlc freedom to ana-

ulate our ‘conclusions with-
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}out chrectlon or interference. ‘After completing the

rhon of what w111 be a longer, more de-
'amma’aon of major an lme mm pncmg, we

. for the Northwest domestic system for 199()~9t5 we
. are unable find evidence of a “hub premium.” The
”hub premium” theory is a myth. Instead, we find
there is a hub discount of about 4% when trip

:’length and 1 ma]or fare categories are held constant.
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e af 2 modest hub discount is abso-
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lute, not relative. It makes no ‘allowance for the

... lower, quality. of connecting service compared to:

nonstop fravei.

- ® Some specifi £ e categones exhxblt a slight hub

ut by other catego-
ries that'exhibit a slight'hib digcotint: There is no

pr Northwest hub pricing policy that makes these
_ fares con51stent1v higher than connecting fares of
similar mileage.

¢ Other researchers who 1dent1f1ed a hub premmm
e ’7 1dpnhf19d and meastred little”

que buying patterns that exist in dif-

ferent c1t1es, that is, the different mix of full-fare
“and excursion travel from one city versus another.

In addmon we find that prior DOT and Gen-
eral Accountmg Office studies that found a “hub

- 'premium” are wholly invalid because they rely on

“average fares.” .Average fares cannot be used for
this purpose. They produce results that are severe-
ly skewed by the purchasmg patterns of relatively
few passengers o
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