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Introduction 
There has been considerable change in the way in which airlines sell their services to passengers over the 
last decade. The growth of the “low cost carrier” (LCC) spurred a movement towards unbundling of 
airline services. At the most extreme end, airfare includes only the seat on the plane; the passenger is 
required to pay for additional amenities such as carry-on luggage, seat selection, food and beverage, etc. 
While legacy carriers or “full service carriers” (FSCs) have traditionally sold an “all-in” airfare, with the 
majority of these additional purchases included, they too have begun to unbundle their airfares. This 
unbundling has provided a new form of price differentiation for the airlines: the ability to charge its 
customers for the ancillary services the passenger wants, and the airlines have benefited greatly from this. 
As the airline industry continues to unbundle airfares, there is a question as to whether airfare data used in 
analysis needs to be reconsidered. Is traditional analysis now subject to bias? As well, the evaluation of 
the impact of airport charges and government taxes on demand for airline services could be biased when 
these charges are excluded from the evaluation. This paper examines the issue of airline charges for 
ancillary services and the magnitude of bias in various types of policy and competition law analysis.  
 
What are Ancillary Revenues? 

Ancillary revenues can be defined as revenues accruing to the airlines from sources other than base 
airfares. The specific revenue streams can differ, with some including items such as revenue from 
frequent flier programs, while others use a more narrow scope of additional charges related to the 
movement of the passenger (e.g., baggage fees, advanced seat selection, cancellation fees, onboard 
purchases, etc.). Over the last decade, airlines, spurred by the LCCs, have thought of innovative ways to 
charge passengers for services, including charging for priority boarding (something that was almost 
exclusively for business class or premium passengers), with more and more services removed from the 
base airfare. Ancillary revenue can be thought of as analogous to non-aeronautical revenues for airports. 
While airports built commercial spaces into their terminals, the airlines de-bundled to collect additional 
revenue from passengers, in addition to offering complimentary services (e.g., onboard duty free 
shopping). As ancillary charges evolve, passengers are more aware of the suite of offerings, and some 
consider them as part of their decision making process. Many passengers do not simply compare the base 
airfare offerings, but look at the all-in airfare when making decisions.  This then raises the question of 
how market structure should be analysed, given that base airfares no longer represent the full price of 
what passengers are paying to fly.  
      
Growth in Ancillary Revenues and Current State 

Airline ancillary revenue has been around for many years, but the true growth began in the early 2000s. 
Airlines, more generally, have been un-bundling their airfares since the early 2000s. IdeaWorksCompany 
reports annually the amount of ancillary revenue earned by airlines globally. This includes “a la carte” 
charges (such as baggage fees), commissioned based revenue (such as car rentals purchased through the 
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airline), revenue from frequent flier programs, advertisement sales, and for some airlines, a portion of 
bundled prices (IdeaWorksCompany, 2019).  
In 2010, it was estimated that $23 billion in ancillary revenue was earned by airlines globally, 
representing approximately 4.8% of total global airline revenues (IdeaWorksCompany, 2018a). This 
figure has grown significantly, up to an estimated $93 billion for 2018, representing approximately 10.7% 
of total global airline revenues (IdeaWorksCompany, 2018a). As shown in Figure 1, approximately 70% 
of estimated global airline ancillary revenue is attributable to the a la carte category of airline revenues, 
including baggage charges and in-flight food and beverage purchases, among others.  
   

Figure 1 Growth in Worldwide Airline Ancillary Revenue 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source: IdeaWorks Company, 2018b 
 
While FSCs are moving towards collecting more revenue via ancillary charges, the largest users of 
ancillary charging schemes remain the low cost carriers. These carriers offer a wide selection of 
purchasable additions to the base airfare, although the largest component of ancillary revenue generation 
is still provided by baggage fees. Figure 2 shows a breakout of ancillary revenue by category for LCCs in 
2017. Baggage charges accounted for 60% of ancillary revenue, on average, whereas seat selection 
charges and onboard purchases combine to account for 21% of ancillary revenues (IdeaWorksCompany, 
2018a).  
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Figure 2 Distribution of Ancillary Revenues by Category for Low Cost Carriers 

 
Source: IdeaWorks Company, 2018b 

 
 
In the United States, the Bureau of Transportation Statistics collects revenue data from the US airlines. 
This includes a breakdown of major revenue categories, allowing for ancillary revenues to be analysed 
separate from total airline revenues. As shown in Figure 3, between 2007 and 2017, total airline ancillary 
revenue in the United States grew at an average annual rate of 15% (CAGR) (Bureau of Transportation 
Statistics, 2019).   

 
Figure 3 U.S. Air Carriers Ancillary Revenue 

 
Source: U.S. Bureau of Transportation Statistics 

 
The highest growth in ancillary revenue category was baggage fees which grew from approximately $0.5 
billion in 2007 to $4.6 billion in 2017 (US BTS, 2019). This result is unsurprising given the majority of 
airlines (both LCC and FSC) now charge for checked baggage, and some even charge for carry-on 
luggage (such as Allegiant Airlines). Revenue from reservation fees (e.g., charges for changing flights) 
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has also increased over the period, up from just under $1 billion in 2007, to $2.9 billion in 2017. Revenue 
from reservation fees peaked in 2014, and has fallen since then.  
 
Statistics Canada does not collect similar information for the airlines in Canada, but both Air Canada and 
WestJet include ancillary revenue as a line item in their annual reports. For Air Canada, between 2013 
and 2018, ancillary revenues grew from $0.7 billion CAD to approximately $1.2 billion in 2018, almost 
doubling over the five year period (Air Canada, 2014, p. 62 and Air Canada, 2019, p. 65). In context of 
Air Canada’s total passenger revenues, in 2018, ancillary revenue (other passenger revenue) accounted 
for 7.1% of total passenger revenue. In contrast, for WestJet, in 2013, ancillary revenue was reported to 
be over $165 million CAD, approximately 8.9% of total revenue (WestJet, 2014, p. 25). In 2018, this 
figure grew to $467 million CAD, accounting for approximately 10% of total revenue (WestJet, 2019, p. 
16).  
 
The data clearly shows that ancillary charges are an increasingly important part of the airline business 
model, and the growth in ancillary revenue for airlines is not likely to slow down in the near future. The 
question then, is how does the change in airline charging behaviour impact traditional analysis of airfares? 
  
Traditional Analysis of Airfares 

For decades, policy evaluations and antitrust/competition law analysis have made use of data on average 
airfares. There are various sources of this data available, including the United States 10% public ticket 
sample (BTS database DB1b), from confidential data submitted by carriers in competition law 
investigations, or from commercial sources such as various Global Distribution System (GDS) providers 
or IATA. These data sources will typically include add-on charges such as fuel surcharges, but they do 
not include charges for unbundled ancillary services such as checked bags, advanced seat selection, and 
priority boarding, among other charges. Passengers make their decisions of carriers and flights based on 
the all-in charge (base airfare plus all taxes and charges), but these data sources exclude the ancillary 
charges.  
 
Historically this was not an issue, and there is a large body of research that used airfare data to study 
market structure, competition, and other aspects of the airline industry. For example, work completed by 
Tretheway and Kincaid (2005), Windle and Dresner (1995), Dresner, Lin and Windle (1996) and others 
looked at the impact of low cost carriers on market structure using airfare data, but ancillary revenues 
would not have had an impact on the results of this work. The “Southwest Effect” research would have 
had little impact from ancillary revenues, as Southwest, in its earlier days, had lower base airfares due to 
lower airline operating costs, and airlines did not have the level of unbundling seen today. Research on 
the impacts on airfare from deregulation would have used base airfare, but would not have been subject to 
the potential bias from excluding ancillary revenue, as it was not a significant part of airline’s revenue 
generation methods.   
 
A component of airline joint venture (JV) applications is analysis of the impact on airfares for passengers 
in the impacted markets. The authority reviewing the JV will generally look at airfares in the market to 
determine the ability of the JV carriers to charge airfares that are comparatively higher than others in the 
market. It is clear that base airfares would be sufficient for this type of analysis historically, but with the 
large increase in ancillary revenues (especially by low cost carriers that may be operating in the market in 
question), the use of all-in airfare is imperative.  
 
We do note that ancillary revenues are certainly not being ignored by researchers today. Work by Scotti 
and Dresner (2015) looked at the impact of baggage fees on passenger demand, and found that passengers 
are more sensitive to increases in base airfare than increases in baggage fees. This result emphasises the 
importance of including ancillary revenue when measuring passenger demand under current airline 
business models. While this paper distinguishes the component elasticities of demand, we note that to 

206



  Kositsky & Tretheway 
 

5 

date the analysis of the impact of market structure on fares has neither made such a distinction nor even 
used an all-in fare. 
 
How do Ancillary Revenues Impact the Traditional Analytical Methodologies? 

The impact of ancillary revenue was not a significant issue even five years ago, but today global revenues 
from ancillary charges amount to $93 billion, equal to 11% of global airline revenues 
(IdeaWorksCompany, 2018a). This means that analysis of comparative airline charges, differences of 
market structure on fares, etc. are subject to increasing bias. As well, evaluation of the impact of airport 
charges and government taxes on demand for airline services is biased when these charges are excluded 
from the evaluation.  
 

To show how ancillary revenues impact the traditional analytical methodologies, we will use two 
examples. The first example shows how ancillary revenues impact analysis of airport charges and 
government taxes, based on recent research completed in Australia. For the second example, we offer 
remarks and observations regarding the potential bias in analysis of market structure. 
  
Impact on analysis of airport charges and government taxes 

A recent study completed by InterVISTAS Consulting on behalf of the Australian Airports Association is a 
prime example of how airline ancillary revenue can impact analysis of airport charges (InterVISTAS 
Consulting Inc., 2018). The purpose of the study was to compute the share of airport charges in the 
average airfare in Australia. The analysis took average base airfare, sourced from commercial sources, 
and built an average “all-in” airfare, including airport charges, taxes, and an average estimate of ancillary 
charges. Analysis of ancillary charges showed variation amongst the four largest Australian carriers. The 
FSCs had lower levels of ancillary charges, while the LCCs had much higher. The LCCs commoditized 
most aspects of a typical flight. For example, on a domestic flight, an LCC like Jetstar had estimated 
ancillary charges totalling AUD$46, whereas Qantas, a full service carrier, had none. Comparing the base 
fares of these carriers then would not be a correct comparison. The LCC passengers may pay more than 
the base fare. The impact of using the all-in fare versus base fare can be seen from Figure 4, which shows 
an example breakdown of a flight from Gold Coast to Christchurch.   
 

Figure 4 Example “All-in” Fare Calculation 

Gold Coast - Christchurch

Average All-in Economy Airfare OOL-CHC
Base Airfare (one way, average of all AU airlines) A$ 331

Airline: Baggage Fee (1 checked bag as per JQ) A$ 46

Airline: Seat Selection Fee A$ 10

Airline: Meal Fee A$ 15

Airline: Other Ancillary Fees A$ 0

Airline: Fuel Surcharge A$ 0

OOL: International Terminal Usage charge (Departing) A$ 4 Airport Fees

OOL: International Aeronautical Passenger charge (Departing) A$ 6 & Charges
OOL: International Security charges  (Departing) A$ 2

OOL: International Baggage Infrastructure charge (Departing) A$ 1

OOL: International Liquid Aerosols and Gels charge (Departing) A$ 2

OOL: International CUTE charge (Departing) A$ 0.4

CHC: International Airfield Charge (Arriving) A$ 5

CHC: International Terminal Charge (Arriving) A$ 8

CHC: International Check-in Hall & Counter charge (Arriving) A$ 1

AU: International Departure Tax A$ 60

NZ: Border Clearance Levy A$ 17

Total Ticket Price A$ 508

JQ airline fees used; JQ carries the most OD pax of the AU airlines

Base airfare includes only QF, VA, JQ, TT fares

5.8%

 
Source: InterVISTAS Consulting (2018), pg. 101 
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From Figure 4, airport charges make up 5.8% of the all-in airfare (which includes taxes, charges and 
ancillary charges). Had this calculation been completed using only the base airfare, airport charges would 
make up 8.0% of the ticket price, a difference of 2.2%. Excluding ancillary charges would add bias to this 
analysis, as the true impact of airport charges (on what the passenger actually pays) would be incorrect.    
 
 
Impact on analysis of market structure 

This report does not provide empirical evidence of the potential magnitude of the bias from excluding 
ancillary charges from airfares; future research is needed to measure this. We do however offer remarks 
regarding the impact of a systematic change due to the growth in ancillary charges. Specifically, if there is 
a systematic relationship between airfares and ancillary charges, coefficient estimates could have bias. 
When looking at the airfares of ultra-low cost carriers, which have a significant portion of their revenues 
from passenger-based ancillary charges, analysis will likely overstate the impact of these carriers on 
market structure. An airline such as Spirit in the United States or Wizz Air in Europe, have a large 
dependence on ancillary revenue. Based on research from IdeaWorksCompany, in 2018, ancillary 
revenue accounted for 47% of Spirit’s total revenue, and 42% of Wizz Air’s total revenue 
(IdeaWorksCompany, 2018c, pg.5). These airlines earn almost half their revenue from ancillary charges, 
and thus may have low “base” fares, but higher all-in airfares. Studying the impacts of competition in a 
market would thus be difficult if comparing base airfares of an airline that relies heavily on ancillary 
revenue compared to one that does not.  
 
Another observation is that ancillary charges have a possible impact on the analysis of potential joint 
ventures. Competition authorities commonly measure the impact of a JV on competition in the market, 
and the impact on prices based on whether or not there is a small but significant and non-transitory 
increase in price (SSNIP). The SSNIP test looks at whether or not the increase in prices is above a set 
level, such as 5% or 10%. Setting aside the issue of whether or not the SSNIP test level is arbitrarily set, 
the test is still used as it is measurable. There are two possible outcomes from ancillary revenues. If 
average ancillary revenue is low, and there is large variation among the airlines in the market, then there 
may or may not be bias with the results of the SSNIP test. However, if ancillary revenues are systemic in 
the market (specifically passenger based ancillary charges), results of comparing airfares will result in 
bias. For example, if a price increase is found to be 8%, but the bias has a magnitude of 3%, the bias 
could offset the findings of the SSNIP test. As this has an impact on the commercial operations of 
airlines, competition authorities (or other agencies assessing JVs) need to take ancillary charges into 
consideration.  
 

Conclusion and Thoughts for Future Research 

The movement towards unbundling of airfares has grown significantly over the last decade, and it is 
likely to continue as airlines look to increase their overall revenues. This is not a phenomenon of only the 
low cost airlines, as traditional full service carriers are also unbundling their services where they can 
(focused generally on their economy travellers). Airlines are separately charging for more and more 
services, which would have traditionally been included in the base airfare, but are unbundled from the 
passenger’s airfare. Airlines have been able to improve their ability to employ price differentiation, 
allowing for the passenger that is willing to pay for services to explicitly pay for those services. While 
some travellers will be able to take advantage of the much lower base airfares now being offered, many, 
once ancillary charges are included, will end up paying as much as they had in the past, some even more 
than the “bundled” airfare. It is important that future research using airfare data take into account the 
amount of ancillary charges a passenger will ultimately pay. This creates a comprehensive all-in airfare, 
which better reflects the decision that passengers make when purchasing airfare.  
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As well, analysis of market structure effects on average fares should use all-in fares, including ancillary 
charges (and taxes and airport charges). There appear to be systemic differences in the all in fares, 
differences that reduce the fare gap between some full service carriers and LCCs. The systemic 
differences also exist between full service carriers themselves. Conclusions of the effect of market 
structure on fares based on base fares are likely to bias findings on the effect of mergers, the number of 
carriers in the market, alliances and joint ventures. This systemic bias will only increase in the future. An 
airline may have low base airfares, but rely heavily on ancillary charges, but the passenger could end up 
paying as much or possibly more than that had they purchased their ticket from an airline still using 
bundled airfares. Future research could also look into the impact, if any, of the expanded use of fare 
classes and fare class bundles, and whether or not this newer practice has any impact on competition 
analysis. Revenue management is another area where the impact of ancillary charges may require 
additional research. Have airlines explicitly changed how they view and implement revenue management 
practices in light of increased revenue from ancillary charges, or do they view base airfares and ancillary 
charges separately under revenue management? There are many options for future research on the topic of 
airline ancillary revenues, as airlines continue to effectively segment their passenger’s choices. 
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