Vertical Contracting Between Airlines: An Equilibrium Analysis






to Houston, Texas a passenger may have bought the codeshare round-trip ticket from Northwest

Airlines, but the itinerary involves fl
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per-unit price for the intermediate good under codesharing, and the resulting equilibrium final
prices. We shall follow this approach for the rest of the paper when we analyze equilibrium under
codesharing.!!

The variable profit of Al and the joint variable profit of A2 and A3 are, respectively:
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e ect a ects positively the joint profits of A2 and A3, the strategic e ect has a negative e
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reasoning in obtaining Proposition 1, we have sp>uy">uy" AA "s>u3z>uy = Therefore, without

codesharing, the equilibrium prices are higher when qxy is 0 ered by a firm that also o ers G> a
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Therefore, the reaction functions determining the two equilibria have the same forms except



also o ers G> codesharing achieves highest possible industry profit even without cost savings. In

fact, since from Proposition 2



If A2 contracts with A3, their joint variable profit would be $$> as in subsection 3.2. In this






the consumers who just fl



Thus, as in Proposition 1, we have
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