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		We investigate the entry of low-cost airlines (LCAs) in the German passenger transportation market. Using market research data and unique turnover and pricing information, we document that substitution rates between LCA and the incumbent rail operator Deutsche Bahn (DB) are substantial. As the competitive pressure of LCAs is surprisingly effective, both air and rail transport networks are forced to reconsider their pricing strategy. We document the price reactions of the two network providers. Lufthansa reacted by a drastic cut of all prices for all intra-German origin and destinations (O&Ds). We argue that the physical conditions of railroads make it harder for them to react. As railroads are an open system, changing the price system on one O&D has substantial opportunity costs on other O&Ds in the same network. This imposes constraints on price strategies which neither LCA nor the incumbent air network provider have to satisfy to the same extent. While this reduces the capability to react for a rail network provider, reactions can nonetheless be swift and efficient, as we document for some O&Ds. Our case shows the relevance of modern industrial organization and incentive theory in better understanding the interaction of different modes on the same market. It also has interesting implications for regulation of the European long-haul passenger market. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: railroads, price strategies, incentive constraints, regulation

	
	

	
    

    
	

	
	
		JEL Classification: L11, L92, L93

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Friebel,  Guido and Niffka,  Marko, The Functioning of Inter-Modal Competition in the Transportation Market: Evidence from the Entry of Low-Cost Airlines in Germany (May 2005).  Available at SSRN: https://ssrn.com/abstract=745164 or http://dx.doi.org/10.2139/ssrn.745164 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Guido Friebel (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Goethe University Frankfurt  ( email )

			

			
			
				
				
				
					GrÃ¼neburgplatz 1
Frankfurt am Main, 60323
Germany

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				Centre for Economic Policy Research (CEPR) 

			

			
			
				
				
				
					London
United Kingdom

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: IZA Institute of Labor Economics]
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				IZA Institute of Labor Economics 

			

			
			
				
				
				
					P.O. Box 7240
Bonn, D-53072
Germany

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Marko Niffka

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Deutsche Bahn  ( email )

			

			
			
				
				
				
					Tannenweg 57
Meckenheim, 533340
Germany

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      574

			

		
		
		
			Abstract Views

			    5,409

		

		
		 
		
			Rank

			   88,085

		

		
	


	
		
            
            	        1 Citations
		

	

	
		
			
				        8 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Economics of Networks eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Economics of Networks eJournal

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,705

                                    

                                    
                                        PAPERS

                                           14,738

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Nicholas Economides at New York University - Leonard N. Stern School of Business - Department of Economics 

                                    

                                
                            

                        

                    

                
	
                    IO: Empirical Studies of Firms & Markets eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                IO: Empirical Studies of Firms & Markets eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,175

                                    

                                    
                                        PAPERS

                                           14,586

                                    

                                

                                
                            

                        

                    

                


            

            
                
                

                	
                    European Public Law: National eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                European Public Law: National eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              732

                                    

                                    
                                        PAPERS

                                            8,731

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Paul B. Stephan at University of Virginia School of Law, A.U. (AndrÃ©) Janssen at Radboud University Nijmegen - Faculty of Law

                                    

                                
                            

                        

                    

                
	
                    Sustainable Transport eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Sustainable Transport eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              537

                                    

                                    
                                        PAPERS

                                            3,021

                                    

                                

                                
                            

                        

                    

                
	
                    Transportation, Economy & Society eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Transportation, Economy & Society eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                               57

                                    

                                    
                                        PAPERS

                                            3,011

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Railway (De)Regulation: A European Efficiency Comparison

                        
                            By
                                
                                
                                    
                                    Guido Friebel, 
                                    
                                
                                    
                                    Marc Ivaldi, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Railway (De)Regulation: A European Efficiency Comparison

                        
                            By
                                
                                
                                    
                                    Guido Friebel, 
                                    
                                
                                    
                                    Marc Ivaldi, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Reforms in Selected EU Network Industries

                        
                            By
                                
                                
                                    
                                    Reiner Martin, 
                                    
                                
                                    
                                    Moreno Roma, ...
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Public-Private Partnerships in Transport

                            
                                By
                                    
                                    
                                        
                                        Antonio Estache, 
                                        
                                    
                                        
                                        Ellis Juan, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Where Do We Stand on Transport Infrastructure Deregulation and Public-Private Partnership?

                            
                                By
                                    
                                    
                                        
                                        Antonio Estache
                                         and 
                                    
                                        
                                        Tomas Serebrisky
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Auctions vs Negotiations in Public Procurement: Which Works Better?

                            
                                By
                                    
                                    
                                        
                                        Rafael Lalive
                                         and 
                                    
                                        
                                        Armin Schmutzler
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Entry of Low-Cost Airlines: Price Competition in the European Airline Market

                            
                                By
                                    
                                    
                                        
                                        Marco Alderighi, 
                                        
                                    
                                        
                                        Alessandro Cento, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Does Supporting Passenger Railways Reduce Road Traffic Externalities?

                            
                                By
                                    
                                    
                                        
                                        Rafael Lalive, 
                                        
                                    
                                        
                                        Simon Luechinger, ...
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.094 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
