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pilarski says.. .

The myth about mergers

adam pilarski, senior 
vice-president at 
avitas, continues his 
quest to discover why 
airlines merge.

The arguments favouring mergers related to 
size were addressed in last month’s column. 
Suffice to say I did not see any. There must be 
other reasons why airlines choose to merge, 
or why would they do it? These reasons 
should be related to revenue and costs.  

Starting with the revenue side, better 
revenue should be the result of  an improved 
environment to the customers.  This is touted 
as more connections, more cities to fly to, and 
more options. In other words, bigger is better. 
As if  American Airlines (AA) did not fly to 
enough cities and needed to merge to give 
customers some desired options.  Interest-
ingly, the support expressed explicitly and 
submitted to the courts by both pilot unions 
stresses the benefit for the flying public by 
serving more cities, parroting the official 
party line of  adding 1,300 connecting op-
portunities for customers. Improved revenue 
must mean the ability to charge higher fares. 

This could be because of  a wider network, 
which may include more connections or just 
better old-fashioned passenger service, which 
will entice more passengers to fly and pay 
higher fares. Airlines do not want to imply 
that a merger would grant them the chance 
to use their monopoly power on some routes 
to gouge prices. Hence, the argument boils 
down to size or better service, the latter 
depending heavily on labour.

The second side of  the equation involves 
costs. A constant mantra of  benefits of  merg-
ers is “duplication”. Every merger attempt is 
peppered with language referring to quanti-
fied huge savings because of  eliminated 
duplication. The most obvious examples used 
are headquarters’ expenses. Only one chief  
executive officer will be needed instead of  
two, only one fleet planning department will 
be needed, and so on. In real life, one chief  
executive officer will have to be compensated 
to leave, and the other will get a substantial 
increase in salary because of  vastly expanded 
responsibilities. Often the departing one will 
get consulting assignments to help integrate 
the two systems and also often a new position 
of  deputy chief  executive officer will be cre-
ated to deal with the extra complexities of  the 
new airline. A major part of  cost is labour – 
hence, it has to be contained to reduce costs.

The crux of  the problem of  mergers is to 

integrate two diverse organizations successfully 
without creating havoc, to cut expenses and to 
ensure that quality of  service is not impaired. 
Usually the lower paid partners want to be 
given parity with their better-compensated 
colleagues – and all staff  will want to get a new 
contract, which combines the best of  the exist-
ing two contracts. The management will want 
exactly the opposite, trying to reduce costs. 
Also, usually the acquiring airline imposes its 
will on the conquered one, as was the case with 
America West taking over USAir and imposing 
its lower pay on the whole organization.

Comparing the wages rates of  AA and 
USAir pilots is illuminating. AA pilots are 
definitely better paid. As one example, the 
hourly rate for a 12-year pilot on a narrowbody 
aircraft was $167.68 for AA and $141.85 for 
USAir. In general, AA paid its people more 
than its competitors did, who, by means of  
Chapter 11, imposed substantial cuts on labour 
rates. In return AA, did not get much in terms 
of  more dedicated personnel providing better 
service to the customers. So, looking objec-
tively, it would be assumed that USAir labour 
might favour the merger while AA pilots should 
strongly oppose it. How can it be explained 
why both unions actively favour it, going as far 
as lobbying for the merger? This may be re-
lated to statements from US Airways chairman 
and chief  executive officer Doug Parker, who 
said that the merger will provide better pay and 
benefits for employees, will generate more jobs 
and provide better job security – and probably 
solve the conflict in the Middle East, eliminate 
hunger and reduce pollution.

Obviously AA pilots knew from the moment 
their airline filed for Chapter 11 that their 
salaries would come under pressure. Tossing 
their lot in with the merger gave them a feel-
ing that maybe this would not happen. I can 
imagine that US pilots reasoned that a merged 
company would adjust their wages to those of  
their newly acquired colleagues.  Can pilots 
really be that naive? 

My biased view is affirmative. Pilots at 
Frontier rejected the merger with Southwest 
and chose instead in 2009 to join with Repub-
lic, which turned out to be a drastically inferior 
outcome for them and the airline. I believe that 
AA pilots will scratch their heads in a few years’ 
time and wonder what happened to them too.  
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