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Econometric and survey evidence in the competitive assessment of 
the Ryanair-Aer Lingus merger

Miguel DE LA MANO, Enrico PESARESI and Oliver STEHMAN (1)

1.  Introduction 
Recently, the Commission prohibited the hos-
tile takeover by Ryanair of Aer Lingus. The facts 
of this case differ from previous airline merg-
ers assessed by the European Commission. This 
was the first time the Commission had to assess 
a proposed merger of the two main airlines in 
a single country, with both operating from the 
same “home” airport — Dublin. It was also the 
first time the Commission had to assess a merger 
of two “low-cost” airlines, operating on a “point-
to-point” basis. Furthermore, the number of over-
lapping routes is unprecedented compared with 
previous airline cases. A comprehensive account 
of the Commission’s findings and assessment 
in this case is given in a complementary article 
in this issue (2). In contrast, this commentary 
focuses on the use of econometric and survey 
 evidence to assess the non-coordinated effects of 
the merger (3).

From the Commission’s perspective an atypical 
and challenging feature of this case was that the 
merging parties both submitted separate econo-
metric reports assessing the extent to which one 
merging firm imposes a competitive constrain on 
the other. At face value the results were contradic-
tory:

l	Ryanair’s results suggested that the presence 
of Aer Lingus in a route served by Ryanair has 
no statistically significant impact on Ryanair’s 
prices, whether a route is defined as an airport-
pair (both airlines connect the same airports) 
or a city-pair (airlines fly to different destina-
tion airports close to the same city). In the view 
of Ryanair’s economists, this finding supports 
the claim by Ryanair that its business model 
is to target a passenger base that other (higher 
cost) airlines cannot profitably target. It follows 
that the strongest competitive constraint on 
Ryanair is not Aer Lingus but the price sensi-
tivity of its customer base. Ryanair concludes 

(1) Directorate-General for Competition, Chief Economist 
Team. The content of this article does not necessarily 
reflect the official position of the European Commu-
nities. Responsibility for the information and views 
expressed lies entirely with the authors.

(2) “Ryanair / Air Lingus: even «low-cost» monopolies can 
harm consumers”, see page 65.

(3) Full details can be found in the annexes to the decision 
(upcoming in the Official Journal)

that attempts by Ryanair to sustain higher 
fares would not be profitable — not because of 
switching to Aer Lingus but due to the fact that 
passengers, highly price focused, would rather 
choose not to take a flight on that particular 
occasion.

l	In contrast, Aer Lingus econometric results 
indicate that on routes where both carriers 
are operating, Aer Lingus’ fares and load fac-
tor are systematically lower on average than on 
routes which are not served by Ryanair. Fur-
ther evidence indicates that the reduction in 
Aer Lingus prices is greater when Ryanair is 
present on a route than when other carriers are 
present.

Confronted with such contradictory findings, 
and given the tight deadlines in merger control 
one may be tempted to dismiss these econometric 
reports as cancelling each other out. Quite gener-
ally this is a most inadequate response. Even more 
so in this specific case where in fact econometric 
evidence has provided a much deeper understand-
ing regarding the competitive interaction between 
the merging parties.

Ryanair and Aer Lingus’ econometric results dif-
fer, largely for three reasons. First, they rely largely 
on internal data sources and therefore they use a 
different data set. Second, since each party only 
had access to its own prices they were in fact test-
ing different hypotheses. Ryanair economists 
considered the impact of Aer Lingus presence on 
Ryanair’s prices whereas Aer Lingus economists 
assessed the converse. Finally, the merging parties 
relied on different econometric methodologies.

If the data set, the research hypothesis and the 
econometric methodology differ it is quite unsur-
prising that the results and conclusions also differ 
and may even appear contradictory. It was thus 
necessary for the Commission to conduct its own 
empirical analysis.

To assess the extent to which the merging par-
ties impose a competitive constrain on each other 
pre-merger we chose to pursue two alternative but 
complementary research strategies:

(i)  a price regression analysis based on a data set 
combining data submitted separately by the 
parties and the Dublin Airport Authority
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(ii)  a passenger survey at Dublin airport designed 
specifically for this case (4)

In what follows we motivate the use of economet-
ric and survey techniques in this case, we summa-
rise the methodology and the main findings, with 
an emphasis on the rationale for placing more 
weight on certain results than others.

2.   The Commission’s price regression 
analysis

Regression analysis is a statistical tool for under-
standing the relationship between two or more 
variables. Multiple regression analyses involves 
a variable to be explained — called the depend-
ent variable — and additional explanatory vari-
ables that are thought to produce or be associ-
ated with changes in the dependent variable. The 
mathematical model of their relationship is the 
regression equation or regression specification, 
set by the researcher on the basis of his knowledge 
of the phenomenon to be explained. The depend-
ent variable is modelled as a random variable 
because of uncertainty as to its value, given values 
of the independent variables. A regression equa-
tion contains estimates of one or more unknown 
regression coefficients which quantitatively link 
the dependent and independent variables. Once a 
regression equation is defined and an econometric 
methodology is chosen, the presence of a negative 
or positive relation between two or more vari-
ables and its magnitude (i.e. the sign and the value 
reported coefficient, respectively) completely rely 
on the data used for the estimation.

In interpreting the results of a multiple regression 
analysis, it is important to distinguish between 
correlation and causality. Two variables are cor-
related when the events associated with the vari-
ables occur more frequently together than one 
would expect by chance. A correlation between 
two variables does not imply that one event causes 
the second to occur. Therefore, in making causal 
inferences, it is important to avoid spurious corre-
lation. Spurious correlation arises when two vari-
ables are closely related but bear no causal rela-
tionship because they are both caused by a third, 
unexamined variable.

Causality cannot be inferred by data analysis 
alone — rather, one must infer that a causal rela-
tionship exists on the basis of a theory that explains 
the relationship between the two variables. In this 
case, the theory of harm is that the merger between 
Ryanair and Aer Lingus may significantly impede 

(4) Interviews were conducted by a specialised survey 
agency hired by the Commission but the processing and 
analysis of the responses was done by the Commission’s 
services.

effective competition in certain routes by remov-
ing important competitive constraints the merg-
ing parties exert on each other. The most direct 
effect of the merger will be the loss of competition 
between the merging firms, allowing the merged 
entity to exercise increased market power to the 
detriment of customers.

2.1. Hypotheses of interest
As is typical of no-frills carriers Ryanair’s pric-
ing policy is geared to ensure that its planes carry 
passengers at least up to a certain percentage of 
total capacity (or target load-factor). Thus, if it 
were competitively constrained by the presence of 
Aer Lingus, it can be expected that Ryanair would 
offer lower fares on average when Aer Lingus is 
on the same airport or city pair. Conversely, if 
Ryanair imposes a competitive constraint on Aer 
Lingus we would expect that Aer Lingus fares are 
negatively affected by Ryanair’s continued pres-
ence. On the basis of this argument we derive two 
core hypotheses to be tested:

l	The presence of Ryanair in the route is associ-
ated with a statistically and economically sig-
nificant reduction in the fares of Aer Lingus;

l	The presence of Aer Lingus in the route is asso-
ciated with a statistically and economically sig-
nificant reduction in the fares of Ryanair;

In addition a number of subsidiary hypotheses are 
of immediate interest:

l	Aer Lingus and Ryanair exert on each other a 
stronger competitive constraint than any other 
existing competitor;

l	The existence of an actual or potential competi-
tor with a significant presence at the destina-
tion airport on a route originating in Dublin 
has an impact on (i) Aer Lingus’ prices and 
(ii) Ryanair’s prices;

l	A stronger presence of one of the merging par-
ties (in terms of number of frequencies) has a 
more pronounced effect on the other’s fares.

The next step is to select the most appropriate 
econometric methodology on the basis of the 
 available data and to determine a regression equa-
tion which allows to validate or refute the iden-
tified hypotheses of interest. We recall that two 
types of error are possible in hypothesis testing. 
For example, we might accept the hypothesis that 
Aer Lingus and Ryanair competitively constraint 
each other even though it is false (leading to a 
“false conviction” — or type 1 error). The con-
verse error is to reject this hypothesis even though 
it is true (leading to a “false acquittal” — or type 2 
error).
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Both types of error typically result from omitting 
important variables in the regression specifica-
tion. For example, even if Aer Lingus’ fares appear 
to be lower on routes where Ryanair is present 
this relationship may be spurious. This may be the 
case if the presence of Ryanair is positively cor-
related with the presence of other competitors (for 
example because entry into these routes is easier). 
To some extent, this may be corrected by control-
ling in the regression analysis for the presence of 
other rivals — for example, by introducing a vari-
able indicating the number of rivals in the route or 
even their identity.

In contrast, a regression analysis may fail to detect 
any impact of Ryanair’s presence on Aer Lingus’ 
fares when it exists. In cross-section regressions, 
in particular, this may occur because the threat of 
entry by one of the merging parties may be almost 
as strong as actual presence. Indeed, in such cases 
a cross-section comparison of Aer Lingus’ prices 
contingent on Ryanair’s presence leads to a nega-
tive result even though Ryanair constrains Aer 
Lingus by the mere threat of entry even if it is not 
actually active in the route.

In performing econometric analysis, the prob-
ability of incurring in type 1 or 2 errors could 
be high even if the model is correctly specified. 
Sometimes, indeed, the lack of important infor-
mation or the unavailability of a sufficient number 
of observations may induce errors in establishing 
(or failing to detect) a relation between different 
events. The risk of making type 1 and type 2 errors 
is an important reason why regression analy-
sis should be used only as complementary to the 
overall qualitative and descriptive assessment of 
the facts of the case.

2.2.  Econometric methodologies
The Commission’s econometric specification and 
choice of methodology builds on the submissions 
of both Ryanair and Aer Lingus. All parties fol-
lowed essentially the same strategy: to determine 
whether the presence of one of the merging par-
ties on a route would have an impact on the prices 
of the other. Hence, the variable to be explained is 
the net average fare in a certain month on a given 
route; and the explanatory variable of interest is 
one that indicates that a rival firm was present (i.e. 
offered one or more flight services) in that same 
month and route. Other variables are added to 
“control” for other possible systematic influences 
on fares. These control variables refer to route 
characteristics that may affect demand or supply 
on that route.

The Commission considered two econometric 
methodologies.

(i)   Cross-section regression analysis, which 
examines differences in prices across a number 
of affected routes at a point in time.

(ii)  Fixed-effects regression analysis with panel 
data, which exploits the variation in market 
structure at individual routes over time.

Cross section regressions

Cross-section regressions use information on dif-
ferent market structures across routes, directly 
controlling for observed route specific factors that 
affect fares. The primary advantage of this meth-
odology arises where market structure varies sub-
stantially across routes and where there are a large 
number of routes in the data. Ryanair’s expert 
economists focused essentially on this approach, 
using as samples the routes operated by Ryanair 
in different moments in time.

The disadvantage of using a cross-section approach 
is that it may not be possible to control for impor-
tant but unobserved or unmeasured influences on 
price that vary from route to route. When impor-
tant variables affecting price in different routes 
cannot be observed and are correlated with the 
explanatory variables included in the regression, 
the estimated coefficients can be subject to bias. 
This problem is often referred to as omitted vari-
able bias.

We derived no definite conclusions from our 
cross-section regressions and thus the results 
from these regressions are not reported here (for 
details see annex 4 in the Commission’s decision). 
Essentially the reason we place no weight in our 
cross-section regression is that it is not possible 
to control for a number of unobserved factors 
that are likely to affect prices and differ across 
routes. Any coefficient estimates are thus likely 
to be biased in unpredictable directions. Further 
results are insufficiently robust to be relied upon 
given the small number of observations, (i.e total 
number of routes operated by Ryanair or Aer Lin-
gus). Furthermore, the sensitivity of the results to 
the month considered and the fact that the inclu-
sion of additional explanatory variables, even 
if statistically insignificant, sometimes affects 
dramatically the results of the overall regression 
cast additional doubts about the suitability of this 
method in this case.

Fixed-effects regressions

An alternative to making inferences about price 
effects from cross-sectional comparisons is to 
exploit the variation in market structure at indi-
vidual routes over time. For example, the entry 
of Ryanair on a route dominated by Aer Lingus 
may affect the latter’s price (after controlling for 
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observable changes in other variables such as 
entry by other rivals). Effectively the method 
compares the level of Aer Lingus prices on a route 
after Ryanair entered, with the level before Rya-
nair entered. This before-and-after comparison is 
done systematically for all routes where Aer Lin-
gus operates and thereby generates the average 
effect of Ryanair’s presence on Aer Lingus fares. 
Aer Lingus’ expert economists focused essentially 
on this approach.

The fixed-effects procedure compares the incum-
bent’s prices before-and-after entry of a rival 
within the same route. Such comparison can miti-
gate the omitted variable bias that affects cross-
section regressions because many unobservable or 
non-measurable cost or demand factors affecting 
fares and varying across routes are not likely to 
vary over time within a given route (such as the 
type of destination, the popularity of the route 
according to purpose of travel, customer aware-
ness, destination airport characteristics, number 
of alternative airports at destination, safety con-
siderations, total duration of travel, air traffic 
regulations at country of destination etc). Thus, 
the primary advantage of fixed-effects regressions 
comes where most unobservable or non-measur-
able factors affecting price remain relatively stable 
during the sample period.

Fixed-effects regressions are suitable if there are 
sufficiently long time series for all the variables 
of interest and the variation in the data is enough 
to permit precise estimates of the relationship 
between price and presence of a rival. It turns out 
that there were many instances of Ryanair enter-
ing or exiting a route already served by Aer Lin-
gus within the period of analysis (five years). In 
contrast, Aer Lingus had entered or exited routes 
where Ryanair was present in very few instances. 
A likely explanation is that Aer Lingus was tak-
ing the lead in the opening of routes out of Dublin 
with Ryanair following. In any event this pattern 
in the data meant that the fixed effects methodol-
ogy was primarily suitable to assess the effect of 
Ryanair’s presence or capacity expansion on Aer 
Lingus’ prices.

The fixed-effects procedure is subject to two cave-
ats. Firstly, it is based on the assumption that entry 
and exit decisions are exogenous, i.e. not decided 
on the basis of the competitors’ fares observed in 
the route right before the entry. This assumption 
may only be approximately correct. It is possible 
that a high Aer Lingus price on a route makes it 
profitable and so encourages entry and expansion 
by both Ryanair and its rivals. If so entry or expan-
sion would be endogenous. If this was the case, 
there would be an inverse causal relation between 
the dependent variable, i.e. Aer Lingus fares, and 

the main explanatory variable, the presence of a 
competitor on a given route. In practical terms, 
this means that the estimates may be subject to 
some selection bias since they are conditional on 
the carrier being present on a given route.

A second problem is that the frequency variables, 
an alternative variable used as a proxy of the 
strength of the presence of a competitor, may also 
be possibly endogenous. It seems sensible, though, 
to assume that airlines set these frequencies at 
least a few weeks in advance and then optimize 
their pricing and load factors conditional on the 
pre-set frequencies.

In theory, these problems can be addressed by 
instrumenting the explanatory variables (5). The 
Commission has tested a number of candidate 
instruments included in the data set, such as 
intra-route frequency rank, own costs or own 
total frequencies at destination airport. However 
all these instruments turned out to have very poor 
properties.

2.3. Fixed-effects specifications
The baseline fixed-effects regression is as follows:

ln pit = αi + f (competition) + Σ

t

yt · Dt + δj Xit + eit
t

Where:

l	The dependent variable is the average net 
monthly fares of first Aer Lingus and then Rya-
nair.

l	αi is the route fixed effect (time invariant 
dummy variables =1 for the route and 0 oth-
erwise). The αi dummy accounts for systematic 
but unobserved or non-measurable differences 
in costs or demand within that route.

l	f(.) is a function of competitor variables. These 
are the explanatory variables of interest.

l	Dt is a dummy for each time period (a month). 
The month dummies allows for an identifica-
tion of cost shocks that affected all routes dur-
ing the same time period.

l	Xit is a vector of cost and demand controls 
added in certain specifications

We run a number of alternative specifications 
that essentially differ in the competitor variables 
included. We first test a set of specifications where 
a dummy variable for the other merging firm and 
for other rivals present in the route is included. 

(5) For example, Evans, Froeb & Werden (1993) run a fixed 
effects IV model on the data of Evans & Kessides (1992). 
They regress price on route HHIs. As instruments they 
use a one-year lag of the route HHI. The coefficient 
more than doubles relative to the fixed-effects results 
obtained without instrumenting.
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It is common in applied work for the dependent 
variable to appear in logarithmic form, with one 
or more dummy variables appearing as independ-
ent variables. When the coefficient on a dummy 
variable suggests a small proportionate change in 
the level of the dependent variable, the coefficient 
can then be interpreted as the percentage differ-
ence in the dependent variable. For example if the 
coefficient on Ryanair’s presence were to be -0.05, 
this would imply that the presence of Ryanair is 
associated with Aer Lingus charging on average 
5% less than in routes where Ryanair is not oper-
ating.

Then we test an alternative set of specifications 
where the frequencies of the other merging firm 
and those of other rivals is included in logarith-
mic form (in addition to absence dummies(6)). 
This specification allows measuring the sensitiv-
ity of each firm’s fares to the strength of its various 
rivals in the route. In the “frequency” specifica-
tion, the coefficient of interest is that of the (log) 
of frequencies of the other merging party. This 
coefficient can be interpreted as the elasticity of 
fares with respect to the number of monthly fre-
quencies that a rival offers in the route. For exam-
ple, if the coefficient is -0.2, this means that a 1% 
increase in a rival’s monthly frequencies leads to 
a 0.2% decrease in fares. It should be noted, how-
ever, this can not be compared to the estimated 
price effect given by the coefficient in the “pres-
ence” specifications. To estimate a comparable 
price effect from the “frequency” specification it 
is necessary to make assumptions regarding the 
competitive situation after the merger and make 
additional calculations. We applied for this pur-
pose the same approach that was also followed by 
the US Federal Trade Commission in the Staples/
Office Depot case where both the cross-section 
and fixed-effects approach were also used. In this 
case the regression specification was very similar 
to the Commission’s proposed frequency specifi-
cation (7).

(6) For each of the competitors a dummy of absence has 
been inserted in the specification. These dummies, 
take the value of one if respectively (i) Aer Lingus, (ii) 
other flag or (iii) non-flag carriers are absent in the 
route. These dummies allow for a correct introduction 
of the logarithm in the frequencies. When the number 
of frequencies is equal to zero, because the carrier is not 
present in the route the observation would be dropped 
given that the log of zero does not exist. By adding the 
dummy indicating absence, we ensure that the observa-
tion is properly included in the regression as one where 
the carrier was not present.

(7) See Orley Ashenfelter & David Ashmore & Jona-
than Baker & Suzanne Gleason & Daniel Hosken 
(2006),»Empirical Methods in Merger Analysis: Econo-
metric Analysis of Pricing in FTC v. Staples,» Interna-
tional Journal of the Economics of Business, Taylor and 
Francis Journals, vol. 13(2), pages 265-279, July.

Whether focusing on presence of competitors or 
the strength of presence (i.e frequencies) we start 
with the simplest possible specification (or base-
line) and gradually include relevant controls, pay-
ing particular attention to the statistical robust-
ness and economic significance of the explanatory 
variables of interest.

In all cases, we employ a “robust regression” tech-
nique that controls for the influence of extreme 
observations, i.e. outliers. In substance, this tech-
nique assigns less weight to observations that are 
farther apart from the mean respect to the oth-
ers in the computation of the output. We consist-
ently used panel fixed effect estimation for all the 
regressions presented. In the present case, the 
introduction of fixed effect can capture differ-
ences across routes affecting price that are not 
explicitly considered as regressors. An alternative 
approach known as “random-effects” imposes the 
assumption that the route effect is uncorrelated 
with each explanatory variable. This assumption 
is often not valid in practice. As mentioned above, 
fixed-effects models offer the advantage that the 
route effect also captures all time-invariant fac-
tors affecting price and likely to be correlated with 
the exogenous variables. Comparing the “fixed 
effects” and the “random effects” techniques can 
be a test of whether there is correlation between 
the αi and the explanatory variables assuming that 
the explanatory variables and the error term are 
uncorrelated across time periods. Hausman first 
suggested this test (8).

In order to test for the suitability of fixed-effects 
over random-effects in the present case, we use a 
Hausman test for all the regressions (9). A large 
value of the Hausman test statistic leads to the 
rejection of the null hypothesis that the route fixed-
effects are uncorrelated with included explanatory 
variables and to the conclusion that fixed-effects 

(8) Given a model and data in which fixed effects estima-
tion would be appropriate, a Hausman test tests whether 
random effects estimation (i.e. with the αi uncorrela-
ted with the explanatory variables) would be almost as 
good. The Hausman test is a test of the null hypothesis 
that random effects would be consistent and efficient 
against the alternative hypothesis that random effects 
would be inconsistent. It is important to point out that 
if we believe that αi is uncorrelated with the explanatory 
variables then the coefficients of interest can be consis-
tently estimated by using a cross-section. Hence, impli-
citly, the Hausman test also provides an indication of the 
suitability of the fixed effects model over the cross-sec-
tional approach.

(9) The only drawback of the use a fixed effect model after 
a rejection of the null hypothesis in the Hausman test 
relies on the larger variance of our coefficient. Given 
that consistency is not at stake, and rejection concern 
very few cases, we have not taken into account a random 
effects model.
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are present (that is routes differ significantly and 
these differences are correlated with the explana-
tory variables of interest — for example route dis-
tance might be correlated with the presence of Aer 
Lingus across routes). The replications of the test 
have confirmed the correctness of the fixed effect 
model in all relevant regressions (10).

2.4.  Results from the Commission’s fixed-
effects regressions

Our data set covers the period January 2002 to 
December 2006. The results from fixed-effects 
regressions on Aer Lingus price indicate consist-
ently that Ryanair exerts a competitive constraint 
on Aer Lingus’ prices. In particular following 
hypothesis set out ex-ante are validated:

First, depending on the specification, the Ryanair’s 
presence is associated with Aer Lingus charging 
around 7-8% lower prices when considering city-
pairs reflecting the Commission’s retained market 
definition and around 5% lower prices when con-
sidering airport-pairs. This effect is economically 
and statistically significant in all tested regres-
sions. This result is also robust, correcting for the 
presence of outliers, heteroskedasticity and serial 
correlation. It is also highly robust to the use of 
alternative specifications including alternative 
demand and supply controls. Notably, in practi-
cally all cases the control variables in the different 
regressions have the expected signs and are sta-
tistically significant. The explanatory power of the 
regression is also high with R2 consistently above 
80%.

Second, comparing the coefficients of Ryanair 
with that of flag-carriers and non-flag carriers, as 
well carriers with relative presence at Dublin such 
as Aer Arann and CityJet, Ryanair’s presence or 
number of frequencies have a much stronger eco-
nomic impact (at least double) than that of any 
other type of carrier. In fact, in most cases the 
regressions indicate that the presence of other car-
riers has no economic or statistically significant 
effect on Aer Lingus fares.

Third, destination-based flag carriers exert only 
a very limited constraint on Aer Lingus. Destina-
tion-based non-flag carriers exert a higher con-
straint than flag based carriers. However, their 
constraint is around half or less than the con-
straint exerted by Ryanair on Aer Lingus retain-
ing the Commission’s market definition. Moreo-
ver flag carriers, for instance are only present on 

(10) For a relevant part of the frequency specifications, the 
standard Hausman test was not able to compute the 
matrix of the difference of the disturbance variances. In 
order to get around this problem, we have run the test as 
an f-test as presented in Wooldridge (2002), pp.290-291.

8 of the 37 overlap routes upon which Aer Lingus 
and Ryanair competed in May 2007, and tend to 
be much smaller than either Ryanair or Aer Lin-
gus where they are present (especially for point-
to-point passengers). Thus, contrary to Ryanair’s 
claim, it cannot be expected that the merged entity 
would be effectively constrained by flag or other 
non-flag carriers post-merger.

Fourth, measuring the strength of Ryanair’s pres-
ence using number of frequencies in the route as a 
proxy provides further confirmation that Ryanair 
constrains Aer Lingus. It is possible to examine the 
price change in overlap market only or across all 
markets under various assumptions. For example 
one can focus on the price effect on the last month 
for which data is available or the price effect on 
average over the full sample period. Depending 
on the specification the price effect of the merger 
implied by the Commission’s frequency regres-
sions is around 5-6% (on average over all routes) 
or 10-12% (if only overlap routes are considered). 
This adds to the robustness of the results derived 
from the presence specifications. It is also worth 
noting that, as expected, Ryanair appears to 
impose a more significant constraint on Aer Lin-
gus when it serves the same airport.

Next, we turn to describing our efforts in applying 
the fixed-effects procedure to test the influence of 
Aer Lingus on Ryanair prices, which has lead to 
very limited results. The Commission’s analysis 
indicates, as claimed by Ryanair’s economists that 
there is not sufficient variation, within a reason-
able time period, in the presence of Aer Lingus in 
routes operated by Ryanair.

The fixed-effects regressions with Ryanair’s prices 
as the dependent variable do not allow reaching 
conclusions with respect to the impact of Aer 
 Lingus on Ryanair prices. This is because there 
are insufficient instances of Aer Lingus exiting or 
entering into a route where Ryanair was already 
present. In other words there is little variation in 
the presence of Aer Lingus on Ryanair routes. It 
should be emphasised, however, that this neither 
validates nor refutes the hypothesis that Aer Lin-
gus exerts a competitive constraint on Ryanair’s 
prices (11). As a result the fixed-effects regression 
does not provide reliable estimates of the possible 
impact of Aer Lingus’ presence on Ryanair prices. 
In contrast, there are many instances of Ryanair 
entering/exiting routes in which Aer Lingus was 

(11) In order to capture more events of Aer Lingus entering, 
the extensive data set has enabled the Commission to 
consider a longer time period, starting from April 1997. 
While in fact Aer Lingus’ presence has a significant 
negative effect on Ryanair’s prices in that regression, 
for a number of reasons — as set out in Annex 4 — the 
Commission does not give weight to this result.
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already present. Hence the fixed-effects procedure 
is very well-suited to assess whether Ryanair’s 
presence is negatively associated with Aer Lingus 
prices.

Finally, it should be noted that the effect of Rya-
nair on Aer Lingus prices is likely to be underes-
timated. The presence of Ryanair in Dublin exerts 
a potential competitive constraint on Aer Lingus. 
On routes out of Dublin where it is the only car-
rier, it can be expected that Aer Lingus sets prices 
which are lower than what it would charge if Rya-
nair had no Dublin base. Since the regression 
analysis considers only fares’ overtime variations 
within each route and only captures price reduc-
tions subsequent to Ryanair’s entry, this potential 
competition constraint does not show up in the 
empirical results.

3.  The Customer Survey
The Commission’s investigation indicated that Rya-
nair and Aer Lingus compete largely for the same 
pool of customers and competition takes place via 
a differentiated product offering in which a lower 
price reflects a lower quality product and a higher 
price reflects additional features. This implies that 
price is only one of various parameters of interest 
in the competitive assessment. For example, in the 
presence of Aer Lingus, Ryanair may not lower its 
fares but may be forced to increase the quality of 
its service or reduce the price of ancillary services. 
A regression analysis on fares is thus unlikely to 
capture the full extent to which the merging par-
ties may exert a competitive constraint on each 
other. Moreover, on the basis of the available data 
the fixed-effects methodology lead to conclusive 
results only with respect to the impact of Ryanair 
on Aer Lingus prices.

In part to address these concerns the Commis-
sion took the initiative to conduct a passenger 
survey. The goal of the survey was to test (i.e. vali-
date or refute) Ryanair’s claim that the Merging 
Parties do not constrain each other because Rya-
nair serves customers that in the event of a price 
increase would choose not to fly rather than fly 
with Aer Lingus. A further advantage of the pas-
senger survey is that it would not be appropriate 
to consider mainly the views of so-called time-
sensitive passengers as was the case in for example 
the Air France/KLM and Lufthansa/Swiss trans-
actions. It was important for the Commission to 
try to ascertain, to the extent possible within the 
constraints of the Commission’s investigation, the 
views of individual customers directly.

The questionnaire was designed by the Commis-
sion, after consulting the parties on a draft, and 
implemented by a specialised external contractor 

over a 10 day period. The Commission processed 
the responses and analysed the results.

The Commission proposed the contractor a sam-
ple of routes of short haul flights from Dublin to 
EU destinations divided into different categories. 
Category A included the routes where both car-
riers operated into the same airport. Category B 
included routes in which Aer Lingus and Ryanair 
operated into different airports. Finally, category 
C involved routes in which also other carriers 
operated. From that list of different routes the 
contractor chose four of each category in a way so 
as to ensure that it would be possible to minimise 
the number of days required to conduct the inter-
views in view of the scheduled departure dates 
and time of the relevant flight.

Given the tight deadlines and the need to col-
lect a sufficiently large and representative sample 
of responses the questionnaire was intentionally 
short and all questions were multiple choice (that 
is, the questionnaire includes no open-ended ques-
tions). It takes between 5 and 15 minutes to fully 
answer the questionnaire. Importantly, no ques-
tions were asked that would allow the Commis-
sion or any party with access to the responses to 
trace the identity of the respondent. The fieldwork 
was done between the 1st and the 10th February 
and the data was sent to the European Commis-
sion the 13th February. In total 2674 question-
naires were collected.

Though initially supportive, Ryanair, afterwards 
raised several criticisms regarding how the cus-
tomer survey was designed and conducted. In par-
ticular Ryanair argued that it was deficient since 
it was undertaken on a self-completion basis and 
questions were ambiguous so as to require knowl-
edge on the part of the respondent that could not 
be assumed existed. This and related concerns are 
unfounded. First self-completion questionnaires 
are a standard technique to gather information 
from consumers in all sectors, including air travel. 
Second, all questions used simple and clear lan-
guage and refer to the respondents own actions, 
perceptions and beliefs. The results we obtained 
and briefly summarise below are clear-cut and 
reliable given the absence of any significant source 
of systematic bias.

3.1. Results
Overall the customer survey indicates that cus-
tomers consider Aer Lingus and Ryanair as the 
closest competitors in terms of product offering 
on routes to/from Ireland. In particular, when 
customers were asked which other airlines they 
have considered when planning their journey, 
the survey shows that overall the main alterna-
tive considered by both Ryanair and Aer Lingus 



80 Number 3 — 2007

Merger control

customers are the other party. For instance, table 
below summarises the (weighted (12)) responses by 
carrier to question 8: Which other airlines, if any, 
did you consider using for this route?

Did you consider?

Flying with Carrier

Ryanair Aer Lingus Other Carriers

Count Column N % Count Column N % Count Column N %

Ryanair 
No 1167 100.0% 575 65.5% 466 74.2%

Yes 0 0.0% 304 34.5% 162 25.8%

Aer Lingus 
No 695 59.6% 879 100.0% 306 48.7%

Yes 472 40.4% 0 0.0% 322 51.3%

Other Carriers 
No 1015 87.0% 802 91.2% 570 90.7%

Yes 152 13.0% 77 8.8% 58 9.3%

None 
No 699 59.9% 465 52.9% 520 82.7%

Yes 467 40.1% 414 47.1% 108 17.3%

The table shows that the percentage of Aer Lingus 
passengers that considered Ryanair as an alterna-
tive is 34.5%, that is, slightly more than 1/3. It is 
significantly above the 8.8% of Aer Lingus pas-
sengers that considered any other carrier. Fur-
thermore, when considering only Aer Lingus pas-
sengers that stated that they do not always travel 
with Aer Lingus the percentage that considered 
Ryanair increases to 62.3% (not reported).

The percentage of Ryanair passengers that consid-
ered Aer Lingus is even higher at 40.4%. In con-
trast only 13% of Ryanair passengers considered 
any carrier other than Aer Lingus.

Interestingly there is also certain symmetry in 
the responses by passengers of Ryanair and Aer 
Lingus. This further suggests that the competitive 
constraint that both carriers impose on each other 
is symmetric (13). This is relevant because, in con-
trast to for example the Commission’s regression 
analysis that focuses on the impact of presence of 
one firm on the prices of the other, respondents to 
the survey were not asked whether they consid-
ered the other carrier on the basis of a particular 
dimension (e.g. price).

(12) To weight the sample we used as an estimate for the 
population size at route level the weekly average num-
ber of passengers on that route (from Dublin Airport 
Authority data on yearly number of passengers). The 
table therefore reproduces the raw results correcting for 
the over-sampling or under-sampling in each route

(13) Note also that passengers travelling with airlines other 
than the merging parties considered more often Aer 
Lingus than Ryanair. This is consistent with the hypo-
thesis that Ryanair is less constrained by airlines other 
than Aer Lingus.

The survey also showed that where both air-
lines fly into the same airport at the destina-
tion end, more than half Aer Lingus and Rya-
nair’s passengers have considered the other 

carrier (14). On routes where Aer Lingus and Rya-
nair compete with a third carrier around 40% of 
Ryanair’s passengers considered Aer Lingus as 
an alternative, while around 17% considered any 
other competitor. Similarly, for Aer Lingus, 32.5% 
of its passengers considered Ryanair as an alter-
native whilst only 15.7% considered any other 
competitor. This response further reinforces the 
findings that the two companies are perceived by 
customers as the closest substitutes.

These results hold also when distinguishing 
between different customer groups (as business 
or leisure travellers) or between different reasons 
why passengers bought a ticket. A further indi-
cation is the number of Ryanair passengers that 
have selected Best price, Best time, Close Airport 
and Punctuality (the four most popular reasons) 
and whether they had considered Aer Lingus and 
other airlines (all aggregated). Of the 860 pas-
sengers that indicated they had chosen Ryanair 
because it offered the best price 44.4% considered 
Aer Lingus as an alternative, as opposed to 14.7% 
who considered carriers other than Aer Lingus. 
The same pattern is apparent whether the respond-
ent’s preference for Ryanair is due to the fact that 
it offered a good departure time, the destination 
airport was conveniently located or punctuality.

The results are similar when one looks at Aer 
 Lingus customers. Aer Lingus passengers also 
seem to have a strong preference for Ryanair as 
an alternative again irrespective of the reason why 
they have selected Aer Lingus in the first place.

(14) Results based on raw (i.e. unweighted) data.
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4. Conclusion
The Commission’s price regression analysis based 
on a fixed-effects technique confirms and comple-
ments findings relying on qualitative evidence that 
Ryanair and Aer Lingus are close competitors.

The results clearly indicate that Aer Lingus prices 
are currently constrained by competition from 
Ryanair. This finding alone implies that post-
merger as predicted by standard ‘’non-coordinated 
effects” analysis (15), both carriers would inter-
nalise the effects of setting higher fares on each 
other. In particular, the merged entity would have 
the incentive to set higher fares for Aer Lingus as 
most of the customers lost would be captured by 
Ryanair. The loss of post-merger competition on 
Aer Lingus is in itself a major cause for concern 
from the transaction.

Moreover both economic theory and qualitative 
evidence suggest that Ryanair might also be con-
strained on parameters of competition other than

(15) See for example paragraph 24 in the Horizontal Merger 
Guidelines.

price. A number of factors can affect the recipro-
cal influence of one firm on the other. For exam-
ple, Ryanair may have a particularly strong effect 
on Aer Lingus’ prices, due to its low-price strategy 
and its recent and aggressive entry into Aer Lin-
gus routes out of Dublin. Conversely, Aer Lingus 
may have little impact on Ryanair’s prices but a 
significant effect on its frequencies or load factors. 
Furthermore, Aer Lingus may also affect Ryanair’s 
decisions regarding the expansion of its network 
out of Dublin. It may force Ryanair to increase 
advertising, and reduce prices of its ancillary 
services, which in certain routes may contribute 
to a very significant proportion of total profits on 
that route. Thus, it is possible that the constraints 
imposed on each other are asymmetric in nature 
but not in strength. Price regressions provide little 
insight into such effects. In contrast, the results of 
the passenger survey partially confirm this argu-
ment: overall, more than 1/3 of the customers of 
either merging party considered the other as an 
alternative.




