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Abstract We propose a new method for studying the medium and long run dynamic effects of
horizontal mergers. Our method builds on the two-step estimator of Bajari, Benkard, and Levin
(2007). Policy functions are estimated on historical pre-merger data, and then future industry
outcomes are simulated both with and without the proposed merger. In our airline entry model, an
airline’s entry/exit decisions are made jointly across route segments, and depend on features of its
own route network as well as the networks of the other airlines. We also allow for city-specific
profitability shocks that affect all route segments out of a given city, as well as segment-specific
shocks. Using data for 2003-2008, we apply our model to three recently proposed airline mergers.
We find that a merger between two major hub carriers leads to increased entry by the other hub
carriers, and can lead to substantial increased entry by low cost carriers, both effects offsetting some
of the initial concentrating effects of the merger. Our model also suggests that a merger between two
hub carriers can in certain cases lead to dismantling of a hub.
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