Nonstops Stimulate 25% more Demand
William M Swan

Data base 1a reports ticket data for US airlines.  This gives the passengers’ true origin-destination and the price paid.  By matching the airport-pairs to schedule data, markets served nonstop can be identified.  This research compared revenues and traffic from markets that gained nonstops in year-over-year comparisons.
The average increase in revenue in markets where new nonstop service was introduced was about 25%.  The value was larger for short-haul markets—about 35%.  Stimulation was less in long-haul markets—only about 20%.

The data was tricky to handle, and the answers varied greatly from market to market and year to year.  Only US domestic data was available.  To get the cleanest possible values, a number of screens were imposed on the data.  First, distances under 250 miles were removed.  This eliminated markets where nonstops would divert significantly from automotive travel.    Distances over 3100 miles were also eliminated.  This was a precaution against too many Hawaii markets influencing long-haul answers.  Markets were required to have no prop services in either year.  They were required to have at least one nonstop jet service each way in the later year.  And they were required to have enough sample size to have valid estimates of average fares in both years.  Long-haul points were above 1000 miles.  Short-haul points were below.

Comparison was made between the average revenue growth, year-over-year.   Stimulation was estimated as the excess growth of revenue for the set of markets that gained nonstops, as compared to the set that both started and ended with nonstops.  The statistic used for the ratios was the median ratio of the valid markets in each group.  Average values were not used, because they could be distorted by a few extreme outliers.  The data tended to have extreme outliers, apparently from poor reporting.   
Six year-over-year comparisons were made.  Three for one-year periods.  Those were 1993-1994, 1997-1998, and 2000-2001.  In every case, second quarter data was used.  The schedule used to indicate nonstops was a week in mid-May.   Second quarter data is often used as representative of the year’s average.  Flights are most often added during the peak third quarter, so most new markets were fairly mature by the following second quarter.  Three more studies were done for longer time periods.  The one-year studies suffered from a paucity of new markets added.  There were around 30 in each case, but fewer in the cases of long-haul or short-haul alone.  The longer studies covered 1990-1995, 1995-2000, and 2000-2003.  The stimulation factors for these studies were similar to the one-year values.  

The overall results presented here are the average of all 6 studies.  The strict average was a 27% stimulation of revenues overall; 38% for short-haul and 19% for long-haul.   Judging from the various answers, these are accurate within five percentage points, as averages for markets in general.  Individual markets vary considerably more.   
As medians, the growth of passenger traffic was slightly above the growth of revenues.  This indicates that the fares dropped with the addition of nonstop service.  Regressions with dummy variable suggested this effect was weak.  At least some of it came from fares before the addition of nonstop service being somewhat higher than trends for nonstops.  Trend fares for smaller, connecting markets do tend to be slightly higher, although many counter examples also exist.
Regression fare trends for nonstops in general run about $40 higher than markets without nonstops, if trends include an adjustment for market size (log of passenger counts) and distance.  Without a market size adjustment, the regression trends run the other way—nonstops run about $10 cheaper.  This explains past anomalous conclusions.

In summary, nonstop services run about $40 higher fares than comparable-sized markets without nonstop service.  However, the particular markets that moved to nonstop from connecting services did not gain much in fares during the year of introduction.  Indeed, the movement to nonstop service generated slightly over 25% more traffic at slightly reduced fares.  The small fare change is at least partially explained by the general trend to lower fares for larger markets.  
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