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Traditional airlines have had a lot of trouble remaining profitable over the past decade. In order to cut costs, they formed 
partnerships to coordinate ticket sales, flight schedules and baggage handling among other things, while simplifying 
connections. This need to reduce costs has become even more crucial with recent increases and constant fluctuations in the 
price of oil and with the greater competition stemming from the arrival of a large number of "low-cost" carriers onto the 
market. 

Last June, however, Canada's Competition Bureau filed an 
application with the Competition Tribunal in order to block 
such agreements between Air Canada and United Continental.1 
The two companies are already members of the Star Alliance 
network, a strategic grouping of 28 airlines from around the 
globe. The venture would have allowed them to share revenue 
and coordinate their operations more closely on flights between 
Canada and the United States. 
 
While numerous similar projects have been approved both in 
Europe and in the United States,2 the Bureau claims that this 
joint venture would hold dangerously high market shares on 19 
cross-border routes, which could lead to fare increases and a 
reduction of choice for passengers. The Tribunal has yet to 
render its decision. 
 
The hackneyed concept of "barriers to entry" 
 
The hypothesis that underlies the Competition Bureau's analysis 
of the situation is that the existence of "barriers to entry" in these 
markets would prevent the arrival of competitors willing to offer 
flights, which would allow the new joint venture to maintain 
high prices. 
 
The economic concept of "barriers to entry" has become 
somewhat of a hackneyed expression in recent decades, to the 
point that it now tends to repeatedly mislead the authorities 
charged with applying competition laws. It is used not only to 
describe legal barriers, but also any exceptional difficulties or 

challenges involved in funding a project, getting a foothold on a 
market or developing a product.3 But the fact that a company 
does not find a certain commercial project attractive does not 
necessarily point to the existence of any barriers to entry. For 
instance, it could be the case that entry into certain markets is 
not profitable simply because competition is already very strong. 
 
Several indicators lead us to believe that competition is indeed 
quite strong in the airline industry. In the United States, 
traditional carriers have seen their market share eroded over the 
last decade and a half, with cost structures an average of 40% 
higher than low-cost carriers, whose market share rose from 
10% in 1994 to 24% in 2009.4 Within the airline industry, profit 
margins have never been smaller than in the last decade. From 
2000 to 2009, combined losses for U.S. carriers totalled 54 billion 
dollars.5 Several airlines have even had to seek bankruptcy 
protection in recent years, including Air Canada in 2003.6 
 
In this context, it is hard to give much credence to the argument 
that the Air Canada‒United Continental joint venture would 
benefit from a monopoly allowing it to raise fares significantly. 
Low-cost carriers have the power to considerably pull prices 
down simply by threatening to enter a market. A recent study 
based on U.S. data from 1993 to 2004 showed that when low-
cost carrier Southwest Airlines threatened to fly certain routes 
but did not follow through, fares fell by an average of 24%, and 
in those cases when the company did begin offering flights on 
new routes, fares dropped by an average of 29%.7 
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Authors Data 
Effects on airfares  

for connecting flights 

G. Bamberger et al. (2004) 1994-1996 Fares 5 to 7% lower 

V. Bilotkach (2007) 1999 Fares 30% lower 

J.K. Brueckner (2003) 1999 Fares 17 to 30% lower 

J.K. Brueckner et al. (2011) 1998-2009 Fares 8 to 16% lower 

T. Whalen (2007) 1990-2000 Fares 18 à 30% lower 

The positive effects of strategic alliances 
 
We can expect large efficiency gains as a result of the agreements 
between Air Canada and United Continental. Indeed, traffic 
volume increases should lead to reductions in cost per passenger 
due to the use of larger, more efficient aircraft and the spread of 
fixed costs over a greater number of passengers.8 
 
Among other things, these efficiency gains and cost reductions 
could make the companies more competitive in global markets, 
free up capital for new investments, create or preserve jobs, and 
above all improve the quality and range of services offered to 
consumers.9 
 
Neither does such an alliance exclude the possibility that cost 
savings could be passed on to consumers in the form of price 
reductions, as numerous studies of the matter have shown. 
Indeed, coordination agreements between airline carriers over 
the past two decades have led to fare reductions of as much as 
30% for interline passengers (see Table 1).10 
 
Competition: a discovery process 
 
Competition in a market brings worthwhile benefits for  
consumers, and protecting it remains an important goal. 
However, economists who specialize in antitrust matters are 
increasingly rejecting the argument that the level of competition 
can be measured simply by counting the number of competitors 
operating in a market. This conception obscures the fact that 
competition is a discovery process,11 which has more to do with 
the number of "potential" competitors than with the number of 
"actual" ones. 

Using a static analysis to evaluate competition in a dynamic 
economy, where innovation and technological changes are 
omnipresent, is therefore very unlikely to improve the wellbeing 
of consumers or of society as a whole.12 Indeed, researchers have 
shown that over the course of the last century, the record of 
antitrust measures as tools for the defence of consumers' 
interests was poor at best.13 
 
In light of this, we should worry that the position of Canada's 
Competition Bureau with regard to the Air Canada‒United 
Continental joint venture, although motivated by the laudable 
goal of promoting competition, may well in the longer term hurt 
the very consumers the Bureau wishes to help.  
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Table 1 
Results of studies of coordination agreements 
between airline carriers on interline airfares 

Source: See footnote 10. The studies deal with different aspects of coordination agreements, namely 
membership in an alliance, codesharing and antitrust immunity. 


