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This study explores whether aviation charge regulation is necessary at privatized airports. When
considering the indirect network effects of the non-aviation sector, we use a simulation method to
measure how aviation charges are set by private airports having the goal of maximizing profits.
We employ a structural model of airline competition in the Japanese domestic air passenger
market. First, we estimate air passenger demand by applying the nested logit, using aggregate
monthly data. Second, we derive the marginal cost, using the demand parameter. Third, we
estimate variable cost functions for airports. Finally, we derive both aviation and non-aviation
charges, based on simulations of counterfactual experiments (i.e., profit maximization, bargaining,
and Ramsey pricing).
We find that airports without integration set nine times higher than current aviation charge. When
airports integrate the non-aviation sector, they tend to set lower aviation charges by 5.6%-20.5%.
Consequently, non-aviation charges are lowered. Competition among airports also tends to lower
aviation charges. Nonetheless, single-till regulation dominates dual-till regulation at non-congested
airports, regarding welfare maximization.
In the theoretical model, it is not known whether the non-aviation sector definitely leads to low
aviation charges or not. The regulatory authority may be reluctant to enforce price regulations with
the expectation that non-aviation sectors will lower aviation charges. We find that aviation charges
will remain high if airports maximize profits, whether they are integrated with highly profitable non-
aviation companies and airport competition or not. Our results reveal the same tendency when the
airport negotiates with an airline company.
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Economic regulation of privatized airports with non—aviation activities and horizontal mergers
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This study explores whether aviation charge regulation is necessary at privatized airports. When considering the indirect network
effects of the non—aviation sector, we use a simulation method to measure how aviation charges are set by private airports having
the goal of maximizing profits.

We employ a structural model of airline competition in the Japanese domestic air passenger market. First, we estimate air passenger
demand by applying the nested logit, using aggregate monthly data. Second, we derive the marginal cost, using the demand parameter.
Third, we estimate variable cost functions for airports. Finally, we derive both aviation and non—aviation charges, based on simulations
of counterfactual experiments (i.e., profit maximization, bargaining, and Ramsey pricing).

We find that airports without integration set nine times higher than current aviation charge. When airports integrate the non—aviation
sector, they tend to set lower aviation charges by 5.6 %—20.5 %. Consequently, non—aviation charges are lowered. Competition among
airports also tends to lower aviation charges. Nonetheless, single—till regulation dominates dual—till regulation at non—congested
airports, regarding welfare maximization.

In the theoretical model, it is not known whether the non—aviation sector definitely leads to low aviation charges or not. The
regulatory authority may be reluctant to enforce price regulations with the expectation that non—aviation sectors will lower aviation
charges. We find that aviation charges will remain high if airports maximize profits, whether they are integrated with highly profitable
non—aviation companies and airport competition or not. Our results reveal the same tendency when the airport negotiates with an
airline company.
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