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Market Definition in the Air Transport Sector:
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Application of the EC Merger Control Regulation
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This paper explores the European Commission’s approach concerning
market definition in the air transport sector and the relevant elements con-
sidered and thereafter examines whether the Commission’s approach
reflects the reality of the competition among airlines.

In the air transport sector, the Commission considers that the relevant
product market for passenger air transport service should be defined on the
basis of the point of origin/point of destinationd O&D0O pair approach.
According to this approach, each combination of a point of origin and a point
of destination should be considered to be a separate relevant product market
from the customer’s viewpoint. When applying the O&D approach, the
Commission focuses not only on the direct flights provided by the new
merged entity, but also on such other factors as existence of other airports
and competing direct and indirect flights provided by the other airlines to
assess the competitive constraints on the new entity.

However, there are changes in various aspects in this sector, affecting
the market structure. The environment of deregulation brought about a dif-
ferent categories of airlines : network carriers, feeders and low-cost carriers.
The difference in these business strategies is also reflected in their different
competitive behaviour. For example, the network carriers increasingly con-

centrate on hub-and-spoke operation to strengthen their global networks, as
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a result of which the extending networks of these carriers overlap each
other. While the O&D approach basically considers competition of airlines in
one route, the network carrier, however, provides air service which in fact
consists of services in two routes. From this point of view, the shortcoming
of the O&D approach lies in artificial division of one combined network serv-
ice, namely 5th and 6th freedom service, into two separated services. Rather,
there should be different market definition for O&D passengers and for
Network passenger groups. For the former group the O&D approach is still
effective in market definition. For the latter group, however, the network
approach should be applied, which sees competition between hub-airports as
a vital element of network competition. It is important to have appropriate
market definition so that competitive constraints can be realistically and

clearly identified.
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