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Abstract. This paper presents empirical evidence about the impact on shareholder wealth of
legidative events leading to the enactment of the Airline Deregulation Act of 1978. In contrast
to prior regulatory event studies, this paper examines not only the final legidative enactment
but aso the Congressional hearings that preceded it. No significant effect on shareholder
wealth isindicated when averaged across all airline firms and all legislative events. Impact of
deregulation, however, was expected to be different for trunk airlines than for local airlines.
Moreover, market expectations likely changed with the change in the political climate during
the course of deregulation deliberations, from an industry financial health emphasis under a
Republican (Ford) administration to aconsumer welfare emphasis under a Democratic (Carter)
administration. We find that trunk airlines experienced significant positive abnormal returns
during the Ford administration, but negative abnormal returns during the Carter administration.
In contrast, local airlines exhibited significant negative abnormal returns during both the Ford
and Carter eras. Systematic risk of both trunk and local airlines a so increased with the change
in the palitical climate.

1. Introduction

The Airline Deregulation Act of 1978 liberalized Federal regulation over the
airlineindustry with the expressed intention of promoting competition among
airlines. During the five year period beginning in early 1974, when Congres-
sional hearings conducted by the Civil Aeronautics Board (hereafter, CAB)
Oversight Committee began, to 1978, when President Carter signed the Act
into Public Law, new information was released during legislative delibera-
tions. This paper investigates the shareholder wealth effects of a changing
regulatory environment in the airline industry by explicitly examining key

* This paper has benefitted from the comments and suggestions of seminar participants
at Carnegie Méellon University and University of Minnesota and particularly those of Jack
Hughes, Yuiji ljiri, Holly Johnston, Mark Mazur and an anonymous reviewer.
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Congressional hearings that preceded the actual enactment of the law. Since
the airline industry prior to deregulation was divided into trunk and local air-
lines based on their size and routes of operations, we also investigate whether
theregulatory events had differential impacts on the two groups. In particular,
wedocument that expectationsabout wealthimpact of deregulation depend on
the political climate and also vary systematically across firms. The examina-
tion of these differential market reactionsto regulatory actions corresponding
to changesin the political regime and the treatment of heterogeneity within
an industry are the primary contributions of this paper.

Schwert (1981), first suggested the use of the event study methodology
traditionally used in the finance and accounting research asameans of identi-
fying regulatory effects on asset prices in securities markets.! Subsequently,
Maloney and McCormick (1982) were the first to use this methodology to
examine the regulatory effects of cotton dust standards. Several researchers
have since investigated the impact of other regulatory events using the event
study approach.? Spiller (1983) used the same approach to examine two spe-
cific events that preceded the legidative deliberations leading to the Airline
Deregulation Act of 1978. Using monthly returns, he found no significant
stock price reaction to the CAB’s alowance of a wide variety of discount
faresin March 1966 and their disallowancein April 1973. Michel and Shaked
(1984) also used an event study approach to examine the effects of airline
deregulation. Using a sample of 14 airlines and monthly stock returns during
the seven year period from January 1975 to December 1981, they documented
amild overall positive effect during the period.3

Our focusis primarily on the legidative processthat preceded actual enact-
ment. In particular, we examine Congressional hearings, which often involve
participation by industry and consumer representatives. Congressional hear-
ings are a key part of all legislative proceedings prior to legislative action.
Events such as Congressional hearings that lead up to alegislative act them-
selves convey information and in aweakly efficient market such information
is rapidly impounded into prices. Some of these hearings are also extensive-
ly reported in the financial press. These press reports provide considerable
information regarding the form and substance of the impending legislative
act.* We posit, consistent with an efficient market, that market expectations
are revised with the information released at the hearings, rather than at the
actual enactment of the legislation. As Brown and Warner (1985) note, the
event study methodology is more powerful when the date the expectations
change is known with greater certainty.>

Therest of the paper isorganized asfollows. Section 2 describesthe history
of deregulation deliberations and their likely impact on the airline industry.
Section 3 describes the sample data and Section 4 discusses the estimation
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procedure. Empirical resultsare presentedin Section 5. Section 6 summarizes
and concludes the paper.

2. TheAirline Deregulation Act of 1978

2.1. Overview

TheAirline Deregulation Act of 1978 involved two important elements. First,
rate regulation was relaxed to allow free price competition among airlines.
Second, route restrictions were relaxed to permit airlines to operate in any
market. Prior to deregulation, the CAB not only restricted entry by firms, but
also restricted the number of existing carriers competing in a given market.
In general, the trunk airlines operated major long-haul markets and the local
airlines were restricted to serve the regional markets. Relaxation in price and
route regulation signified major changes in the competitive environment of
the industry, and therefore, may be expected to affect future cash flows of
airline firms and their capitalized values.

We would thus expect to see price reactions around legislative events that
preceded the actual enactment of the Airline Deregulation Act if, in fact,
such events altered the market assessment of (@) the future profitability of
a particular airline in a deregulated competitive environment and (b) the
likelihood of the deregulation legislation being enacted. Representing 6;; as
the unexpected change in the market value of firm i consequent to legislative
event j, the average shareholder wealth effects across al airlines and over the
entireset of legislative events can be specified inthefollowing null hypothesis:

(C.A) YierXjes 0i5 =0

where
I: The set of airline firms;
J. The set of legislative events.

2.2. Effect of changein political climate

Although the Airline Deregulation Act became law in 1978, the regulatory
process took approximately five years spanning two administrations: Ford
administration from 1974 to 1976 and Carter administration in 1977 and
1978.

The Airline Degerulation Act of 1978 was signed by President Carter
into law on 24 October 1978 but the movement toward deregulation began
much earlier. Even before President Ford's proposed | egislation on regul atory
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reform titled “ The Aviation Act of 1975” was made public in October 1975,
The House Subcommittee on Transportation and Aeronautics held a hearing
in February 1974 (CIS, H501-24, 1974) to receive a briefing from the CAB
personnel concerning the functioning and problems of the CAB.® Follow-
ing the Senate hearing, and almost concurrently, President Ford was faced
with increasing requests for Federal subsidy from airlines to cope with their
financial difficulties.” A landmark step toward airline deregulation was taken
when President Ford decided to oppose airline bids for federal subsidy and
sought other waysto help financially troubled airlines (Wall Sreet Journal, 19
September 1974).8 It signalled that federal subsidy for financially distressed
airlines might no longer be available.

President Ford’sintention to restructure the airline industry was mentioned
in the 1975 Economic Report of the President. The report promised “more
freedom for air carriers to raise and lower rates without regulatory interfer-
ence, greater freedom to enter markets and exit from uneconomic services'.
This statement was perceived as one of support for the industry’s financial
health.® The Aviation Act of 1975 reflected the Ford administration’sintent to
stimulate price competition, eliminate entry barriers and alter the basic func-
tion of the Civil Aeronautics Board.1® Later, Mr. Jim Wright, Chairman of
the House Subcommittee on | nvestigation and Review of the Airline Industry,
said in his opening statement that “in striving to achieve these (legidative)
objectives, we must continually be aware of the effects which our action will
have on the financial health of the industry ..."” (CIS, H641-28, 1976). These
policy statements were also perceived as support for industry. Mr. Robert
Joedicke, a financia analyst with Kuhn Loeb & Co., believed that the atti-
tude of regulators “has clearly changed for the better and we believe we're
(the airline industry) in a period of two or three years of sharply improved
profitability”. (Wall Sreet Journal, 12 August 1976, italics ours.)

When President Carter took office in January 1977, the momentum for
deregulation continued but the mood had changed. Even before Carter took
office, his campaign platform endorsed an independent consumer agency
(Agency for Consumer Protection) with sufficient muscle to protect the pub-
lic in regulatory matters, an action that had been opposed by President Ford
(Congressional Quarterly Weekly Report, 10 July 1976: 1789). Shortly after
taking office, President Carter chose the airline industry as the first target in
the drive for regulatory reform that was promised in his campaign. In his
message to the Congress two months after taking office, he said “whenever
it seems likely that the free market would serve the public better we would
eliminate government regulation” ! Instead of submitting an airline dereg-
ulation bill of his own, his administration supported legislation written by
Senator Edward Kennedy (Democrat, Massachusetts) and Senator Howard
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Cannon (Democrat, Nevada). The emphasis in this bill was on consumer
interest and job protection rather than the financial vitality of airline firms.
Allowing the airlines to compete more vigorously was expected to lead to
lower fares and better servicefor thetravelling public (Wall Street Journal, 17
March 1977). Mr. Bert Fingerhut of Oppenheimer and Co., a leading anayst
of airline stocks, stated that “regulatory changes with a consumerist bent are
practically assured in the Carter administration ... they will create an initially
negative environment for the industry and ... this will happen sooner than
most people expect” (Wall Street Journal, 19 November 1976).

Thus, the mood and attitude had changed from one of concern for the
financia health of the industry (Ford Administration) to one of concern for
consumer interest and better transportation service (Carter Administration).
This shift in policy from one of supporting airline firms (producers) to one
of supporting other interests (consumers) is also evidenced in the February
1978 legislation providing for compensation to airline workers if they lost
jobs due to deregulatory changes.*? That political climate affects regulatory
policy iswell-recognizedin the prior literature. In the context of the Interstate
Commerce Act of 1887, Gilligan, Marshall and Weingast (1989) provide evi-
dence using incidence analysisthat (a) regulation does not always follow the
stylized pattern of a concentrated producer group against an undifferentiat-
ed diffuse set of customers and (b) the form of regulatory statutes depends
critically on the institutions of the legidative choice process. Similar argu-
ments have been madein the context of State Utility Regulation Commissions
where the political climate determines the form and substance of the regula-
tion (Sherman, 1989; Dubin and Navarro, 1982). Empirical evidenceis also
provided by Olson and Trapani (1981) who documented that between 1971
and 1976 (Nixon—Ford Administrations) the distribution of benefits for the
airline industry had shifted in favor of producers rather than consumers.

These arguments and empirical regularities are also consistent with the
general theory of regulation proposed by Stigler (1971) and Peltzman (1976)
according to whom regulation (de-regulation) is a device for transferring
income to well-oranized groups if the groups would return the favor with
votes and contributions to politicians. The Stigler—Peltzman theory would
predict that regulatorswill usetheir power to transfer income from those with
less political power to those with more. In the Ford era (Conservatives) we
expect more pressure to transfer wealth to big business and in the context of
airlines, deregulate the industry in amanner that will be beneficial to the large
trunk airlines at the cost of the smaller local/regional airlines. In contrast, in
the Carter era (Democrats), we expect more emphasis on not only protecting
the interests of the smaller carriers but also the interests of the labor unions
and consumers. In this sensg, it islikely, that the Ford eraregulatory changes
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would have been more pro-producer oriented, whilethe Carter eraregulatory
changes would have been more pro-consumer oriented.

In order to examine whether there were systematic differencesin the mar-
ket’'sresponseto legisl ative events associated with different political climates,
we specify the following null hypotheses:

(F.A) YierarXjer 0ij = 0

(CA) YierarXjec 0ij = 0

(RA) MLFZieT&LEjeF 0ij = MiczieT&szeC 0ij
where

F  :Theset of legidative events during the Ford era;

C :Theset of legidlative events during the Carter era;

My : The number of legidlative events during the Ford era;
M¢ @ The number of legislative events during the Carter era;
T&L : Theset of all trunk and local airline firms.

2.3. Differential effectsamong firms

Prior to deregulation, therewere two distinct typesof airlines. Onewasknown
astrunk airlines which were larger airlines catering to long haul and densely
travelled routes. A second, known as local airlines were generally smaller
in size and catered primarily to smaller and less widely travelled routes. It
was one of the abjectives of regulation to ensure that certain less widely
travelled and unprofitable routes were also catered to through route and rate
protection. Throughout the legislative process, local airlines had continued to
oppose deregulation. They feared that they would be driven out of business
oncefare and route protection waswithdrawn, asthey could not competewith
the resources available to the larger trunk airlines. The local carriers argued
that deregulation would ultimately hurt service to small communities.!® Mr.
Francesco Lorenzo, the President of Texas International and a spokesperson
for the small carriers, predicted that deregulation would produce a “highly
concentrated, less competitive system” (Hearing of the Senate Subcommittee
on Aviation, 1977). The Chairman of National Airlines, Mr. L.B. Maytag, was
also quoted as saying that deregulation would destroy some carriers. (Wall
Street Journal, 17 March 1977.) A task force formed in 1975 to work out a
common industry position had deadlocked primarily because of opposition
from smaller airlines. In contrast, United Airlines, then the largest firm in the
industry, supported deregulation asearly as 1975 when amost al other airlines
were opposed to it (Wall Street Journal, 31 October 1975). This suggeststhat
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United believed that it would benefit under a deregulatory environment in
which it could set prices and choose profitable routes to operate. Given the
existing heterogeneity within the industry in terms of routes, rates, and size
of operations, it would be expected that some firms will be able to compete
more effectively in a deregulated environment while others will not. This
would thus lead to some firms benefitting and others losing as a consequence
of deregulation. Based on the arguments in the popular press, we therefore
posit that, on average, local airlines were more likely to lose and the trunk
airlines were more likely to gain under deregulation.

Indeed, Maloney and McCormick (1982) argue that regulatory events may
lead to intra-industry transfers of wealth such that not al firms may ben-
efit, even when regulation is industry-sponsored. Spiller (1983) also notes
that the interest of the individual companies in the airline industry were not
homogeneous and that regulation did in fact benefit some of them. Specif-
ically, Spiller (1983) suggests and empirically documents that “if different
firms serve different markets, regulatory change will, on average, affect them
differentially”. Moreover, Spiller (1986) advanced the theory that mobility
barriers existed within the airline industry, which imposed different costs on
different airlines depending upon their relative ability to operatein aderegu-
lated environment. Based on the above arguments, we examinethe differential
wealth effects, if any, between what wereidentified astrunk and local airlines
in the pre-deregulatory period.

To evaluate this differential effect, we modify our null hypothesis(O.A) as
follows:

(0.T) SierSies 6 = 0

(O.L) SierSjes dij = 0

(O.R) N_]:I_ZieTEjeJ dij = N_lLEieLZjeJ dij
where

T : Thesetof trunk airlines;
L :Thesetof loca airlines;
N7 : The number of trunk airlines;
Nz : The number of local airlines.

2.4. Differential effectswithin political climates after controlling for
intra-industry differences

Thus far we have argued that differences in the rationale and approach to
regulatory changes under the two political regimes, i.e. the Ford and Carter
administrations would lead to differential market reactions within a homoge-
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neous industry. We have also argued that the airline industry was not homo-
geneous prior to deregulatory changes being implemented and hence, within
ahomogeneous palitical environment of regulation, different members of the
industry would have experienced different market reactions, given the struc-
tural and operational differences between the trunk and local airlines. Both
the above hypotheses in Sections 2.2 and 2.3 are therefore unconditional
upon one another. However, based on the arguments proposed thus far, it is
reasonableto believe that, in fact, these hypotheses are conditional upon one
another. During the pro-producer regime of Ford, we have argued that pro-
posed regulatory changeswould be made to benefit the large trunk airlines at
the expense of the smaller trunk airlines. In contrast, during the pro-consumer
regime of Carter, regulatory changes were to protect the consumer and the
labor unions, without consideration of the profitability of the airline industry
irrespective of whether it was atrunk or alocal airline. We therefore propose
the following conditional hypotheses by considering the market reaction to
deregulatory events separately for the two airline groups and the two political
regimes:
Hz: During the Ford administration the abnormal market reaction to dereg-

ulation related legidlative events was:

(F.T) positive for trunk airlines and

(F.L) negativefor local airlines.
H¢: During the Carter administration the abnormal market reaction to dereg-

ulation related legidlative events was:

(C.T) negativefor trunk airlines and

(C.L) negativefor local airlines.

In order to evaluate the differential effects of legislative events conditional
on both the competitive ability of firms (trunk versuslocal) and the different
political climates (Ford versus Carter), we specifically test the following null
hypotheses:

(F.T) YierZjer 0i5 =0
(C.T) YierXjec 0i5 = 0
(RT) v ZierSjerdij = §is DierTjec bij
(F.L) SierSiep 61 = 0
(C.L) YierXjec 0ij =0
(RL) = SieL Xjer 0ij = jis Bier Bjec 0ij
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2.5. Shiftsin the systematic risk

The legislative events leading to deregulation may affect not only the stock
returns (as summarized above) but also the systematic risk (beta) of airline
firms. Evidence to date suggests that there are significant shifts in the sys-
tematic risk of firms after major firm specific events. Ibbotson (1975), for
example, examined the price performance of new issues of common stock
and found significant changesin betaaround the announcement period. Bren-
nan and Copeland (1988), using an approach similar to Ibbotson’s, found
significant shifts in beta around the announcement of stock splits by firms.
Peltzman (1976) also reportsthat the total and systematic risk for drug stocks
and for railroad stocks declined after the industries were regulated. Simi-
lar shifts in the riskiness of the firm have also been documented for AT& T
following regulatory changes. More generally, Peltzman (1976) posits that
risk measures are positively related to deregulation. The variability of profits
is expected to increase under deregulation, because increased competition
results in higher uncertainty about future cash flows and reported earnings.
Indeed, it was widely perceived that deregulation would significantly alter
the available opportunities and performance possibilities of airline firms.
Under the consumer-oriented Carter administration, the newly competitive
industry’s profitability, without the stabilizing effect of fare and route reg-
ulation, was likely to fluctuate more with changes in economic conditions.
Consequently, the systematic risk of the firms was likely to have increased
as deregulation became imminent under the Carter administration. We shall
therefore alow for the possibility of a shift in beta during the deregulatory
period in our model of stock return generation and then estimate the infor-
mation effects associated with the deregulatory events under consideration.
Such a procedure allows us to test for a shift in beta during the deregulatory
period and aso the information effects after controlling for the shift in beta.
Asthe certainty of deregulation increased from the Ford erato the Carter era,
the uncertainty in future earnings also increased, thus one would expect that
the average systematic risk of airline firms during the Carter era would be
greater than that during the Ford era.# In particular, we hypothesize:
Hp: Thesystematic risk of airline firmswas higher during the Carter admin-
istration than during the Ford administration.'®
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3. Dataand sample selection
3.1. Airlinefirmsincluded in the sample

Our sample of firms is drawn from the airline industry defined by the four
digit Standard Industrial Classification (SIC) codes of 4511 and 4521. The
primary basis of analysis is the daily returns of the sample firms. Data on
returnsfor individual airlines and a market portfolio during the event periods
under consideration are obtained from the Center for Research in Security
Prices (CRSP) Daily Stock Returns and the Daily Stock Index Files. To
be included in the sample, a firm must satisfy the following criteria: (a) it
should be listed on the New York Stock Exchange (NY SE) or the American
Stock Exchange (AMEX) during the period of deregulatory deliberations
from January 1974 to December 1978, (b) it should be a United States airline
carrier, (c) it should be a passenger airline, (d) it should not be just a holding
company, and (€) data on daily returns should be available on the CRSP
Daily Returns file from 1974 to 1978.1° These criteria left us with a total of
19 firms in the sample. These nineteen airline firms were then classified as
trunks and locals based on the Civil Aviation Board's (1978) classification.’
Table1liststhe nineteen airlinesin the Annual Industrial Compustat Filethat
areincluded in our study, along with their trunk/local classification. We also
obtained information on monthly oil prices from the Commodity Year Book
for the yearsin our sample period.

3.2. ldentification of event dates

In order to measure the stock price effects of the deregulatory deliberations,
it is necessary to determine when material information reached the market.
The materiality condition is used to identify eventsin the policy formulation
process that may have significantly altered market participants expectations
about the effects of possible outcomesor about thelikelihood of any particular
outcome or both. We began event identification with the Wall Street Journal
Index and Wall Street Journal articles relating to airline deregulation. We
then examined the Congressional Information Services (CIS) listings and the
Congressional Quarterly to determine the legislative history of the Airline
Deregulation Act of 1978 and identify event dates relating to Congressional
hearings as we posit that material information was transmitted to market
participantsduring that period. Table 2 presentsachronol ogy of the key events
in the legiglative history of the Act. These 24 events represent the first date
of each Congressional hearing during the legislative period spanning 1974
through 1978. Our analysisin the paper is based on the assumption that these
24 eventslistedin Table 2 represent amaterial subset of all possibleeventsthat
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Table 1. Thelist of airline firms® included in this research

Truck airlines

AMR Corp.

Braniff Airways Inc.
Continental Airlines
Delta Airlines
Eastern Airlines
National Airlines Inc.
Northwest Airlines
Pan American World
Trans World Airlines
UAL Inc (United Airlines)
Western Airlines Inc.

© 0o N~ WDNPRE

[
= O

Local airlines

12. Alaska Airlines Inc.

13. Frontier Airlines Inc.

14. Hawaiian Airlines Inc.
15. Ozark Airlines

16. Republic Airlines Inc.
17A.  Saturn Airways

17B.  Southwest Airlines**

18. Seaboard World Airlines
19. US Air Group Inc.

*Thelist of airlinesis obtained from Annual Industrial Compustat file. The clas-
sification of trunk and local airlines is based on Comparative Financial Review:
Trunk Carriersand Local Carriers, Third Edition, Civil Aeronautics Board, Octo-
ber 1978, in American Satistical Index, 1979, 9142-31, laand 2a.

**Return data for Southwest Airlines is available only beginning October 1975.
Hence, returnsprior to thisdate are those of Saturn airlineswhich isthe predecessor
airline.

conveyed information to the market participants regarding the consequences
of the proposed regulation. Some 11 events, listed in Appendix 1, were
excluded because they relate to small business, air safety, small communities
etc. and were judged to be unimportant for investors' expectations about the
impact of deregulation.®
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4. Model specification

Following Schwert (1981), Schipper and Thompson (1983), Madeo and Pin-
cus (1985), and Schipper, Thompson and Weil (1987), we modify the tra-
ditional market model and specify a multivariate regression model with one
equation for each firm. We make three modifications to the traditional mar-
ket model, which enable usto more precisely measure the shareholder wealth
effectsof thelegislative events. First, we control for changesin oil prices. Fuel
costs accounted for approximately 12% of airlines' operating costs beforethe
oil crisisduring 1973, and 20% after that crisis. Thusairline stock returnsare
sensitive to oil price changes. By isolating the impact of oil price changes
on airline stock returns, the stock return effects of the legislative events can
be estimated more accurately. Second, during the regulatory change period,
several firm specific merger and strike activities took place, which are known
to have had a significant impact on the performance of affected firms (see
Dennis and McConnell, 1986; Yen, 1987; and Davison, Worell, and Garri-
son, 1988). Therefore, we also control for the impact of merger and strike
events (listed in Appendices 3 and 4) on the stock returns. Third, we allow
the systematic risk (beta) to be different over the two administrations. Such
a procedure allows us to test for a shift in beta from one political regime to
another during the regulatory change process and also obtain a more accu-
rate measure of the legidative event effects. We specify the following model
where the firm’s stock returns are conditioned on legislative events':

rit = o + BifrmtFy + BicrmtCr + Xjesdij Djt + viG + Skerc pri Miky
+Xher0inSine + €it Viel

where

r;;: Stock return of firmi at timet;

a;: Intercept of firmi;

Biy- Systematic risk parameter of firmi during Ford administration,

Bic. Systematic risk parameter of firm i during Carter administration;

e Equally weighted market index at timet;

F;: Dummy variable for Ford administration; | during Ford administration
and zero during Carter administration;

C;: Dummy variablefor Carter administration; | during Carter administration
and zero during Ford administration;

d;;- Coefficient that measuresthe impact of legislative event j onfirmi stock
return;

D;;: Dummy variable for legislative events; | for the period surrounding
legislative event j and zero otherwise; 2
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Table 2. Included legidlative events relating to airline deregulation

Calendar date

(CRSP datecode)  CISno. ClStitle of publication

74/02/07 H501-24 CAB Oversight;

(2898) Hearing before the Subcommittee on Transportation and
Aeronautics

74/11/26 H501-32 Policies and Procedures of the CAB; Rate making;

(3101) Hearing before the Special Subcommittee on Investigations

75/02/06 S521-10 Oversight of CAB Practices and Procedures Val. 1, 2;

(3150) Hearing before the Subcommittee on Administrative Practice
and Procedure

75/10/08 H740-7 Aviation Act of 1975;

(3319) M essage from the President

75/10/29 $401-15.3  Regulatory Reform — 1975;

(3334) Hearing on problems of Federal regulation and the need for
regulatory reform

76/03/01 H641-28 Aviation Economics;

(3418) Hearing before the Subcommittee on Investigations and Review
and the Subcommittee on Aviation

76/04/06 S261-22 Regulatory Reform in Air Transportation;

(3444) Hearing before the Subcommittee on Aviation

76/05/04 H701-5 Future of Aviation Hearing before the Subcommittee on Aviation
and Transportation Research and Devel opment

76/05/05 H641/14 Reform of the Economic Regulation of Air Carriers;

(3464) Hearing before the Subcommittee on Aviation

76/11/02 Jimmy Carter was elected as President

(3591)

77/01/13 H640-1 Proposed Aviation Act of 1977, Message from the President

(3639)

77/03/04 H640-3 Airline Deregulation, M essage from the President

(3674)

77/03/21 S261-33 Regulatory Reform in Air Transportation Part 1, 2, 3, and 4;

(3685) Hearing before the Subcommittee on Aviation

77/04/18 H641-9 Aviation Regulatory Reform, Part 1

(3704)

77/06/18 H641-9 Aviation Regulatory Reform, Part 1 (continued)

(3748)

77/07/13 H261-1 Economic Aspects of Federal Regulation on the Transportation
Industry;

(3764) Hearing before the Task Force on Tax Expenditures, Government
Organization, and Regulation

77/09/08 H401-1 Airline Deregulation and Aviation Safety;

(3803) Hearing before the Subcommittee on Government Activities and

Transportation
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Table 2. Continued.

Calendar date
(CRSPdatecode)  ClISno. ClStitle of publication
77/10/05 H641-10  Aviation Regulatory Reform, Part 2
(3822)
78/02/06 S263-1 Amending the Federal Aviation Act of 1958;
(3907) Recommends passage of S2493
(The Air Transportation Regulatory Reform Act of 1978)
78/03/06 H641-18  Aviation Regulatory Reform;
(3926) Hearing before the Subcommittee on Aviation
78/04/19 Considered and passed Senate
(3957)
78/05/19 H643-8 Air Service Improvement Act of 1978;
(3979) Recommends passage of H.R. 12611
(The Airline Service Improvement Act of 1978)
78/07/31 H643-11  Air Service Improvement Act of 1978;
(4028) Supplemental Report on H.R. 12611
78/09/14 H.R. 12611 considered and passed Housg;
(4060) Passed vacated and S 2493, amended, passed in lieu
78/10/12 H643-17  Airline Deregulation Act of 1978;
Conference report on S 2493
78/10/14 Senate agreed to conference report
78/10/15 House agreed to conference report
(4082)
78/10/24 Presidential statement

Note. Eventsindicated in bold also appeared in the Wall Sreet Journal.

~v,: Coefficient that measurestheimpact of oil price changeson firmi’sstock

return;

G;: Qil priceat timet;

wix: Coefficient that measures the impact of merger event k on firm i stock

return;

M,x:: Dummy variables for merger events; | for period surrounding merger
event k and zero otherwise, i.e,, it is firm specific in the sense of being

equal to one only for the affected firm (s);

0;n,: Coefficient that measures the impact of strike event h (beginning or end

of strike) on firm i stock return;

Sine: Dummy variables for strike events; | for the period surrounding strike
event h and zero otherwise, i.e., as with mergers, this dummy is firm
specific in the sense of being equal to one only for the affected firm (s);

e;;. Residual of firmi stock return at timet.
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The simultaneous effect of environmental changes on al firms in the same
industry are likely to result in contemporaneous cross-correlation across the
firm-specific equations in our model.?> We estimate the above equations,
therefore, using the Seemingly Unrelated Regression (SUR) procedure (Zell-
ner, 1962). Sincethe disturbance covariance matrix is unknown, sampleinfor-
mation is used to obtain unbiased and asymptotically efficient estimator of
the covariance matrix.

5. Empirical results
5.1. Overall effects

Before discussing the results of our specific hypotheses, wefirst discuss some
preliminary findings to provide a perspective on the data.

Using pooled cross-sectional and time series data across airline firms and
over the entire deregulatory period, we first estimated the event parameters
associated with each of thelegidlative eventslisted in Table 2 that are expected
to have an impact on the valuation of individual airlines. The summary results
arereported in Table 3.2% Systematic patterns emerge when we examine these
parameters together for the trunk or the local airlines, and the Ford or the
Carter administrations. On average, the local airlines had negative abnormal
returns during both the Ford and the Carter administrations, consistent with
the fears of the locals that they may not be able to survive fierce competition
from the trunks without regulatory protection. The trunks also had a negative
reaction on average, but the average losses for the trunks (—0.00063) are
less than the average losses for the locals (—0.00205). These negative returns
are also consistent with the argument that deregulation was likely to reduce
airfares, and hence would affect future firm profitability.

5.2. Testsof null hypotheses

Table 4 presents the tests results for each of the individual hypotheses stated
in Section 2, from a firm by firm estimation of event coefficients using the
SUR approach. We cannot reject the null that the mean effect over all critical
events during the legidative period and over all airlines (trunks and locals) is
equal to zero, the F-value being 1.8643. Consistent with much of the earlier
research on theimpact of regulatory events on stock prices, we find that there
is no perceptive difference at the aggregate level (p = 0.1721, two-tail).

We are also unable to reject the null that the mean effect across all events
during the legidative period for the trunk airlines was zero (p = 0.6315). For



316

Table 3. Average impact of legidlative events on airline stock returns

Mean Median Proportion
045 04j positive
During the entire legislative period (24 events)
(1) 055, VieT&L,je F&C -0.00123 -0.00170  193/456=42%
(2)0;5,VieT,jeF&C -0.00063 -0.00098 117/264=44%
(3)0;5,Viel,je F&C -0.00205 -0.00207 75/192=39%%
During the Ford administration (8 events)
(4)0;5,VieT&L,jeF 0.00171 0.00111 83/152=55%
(5)0;5,VieT,jeF 0.00424  0.00334 59/88=67%
(6)0;5,Viel,jeF -0.00177 -0.00329 24/64=37%
During the Carter administration (16 events)
(7)0;5,VieT&L,jeC -0.00269 -0.00235 109/304=36%
(8)d;j,VieT,jeC -0.00307 —0.00267  58/176=33%
(9)0;5,VielL,jeC -0.00218 -0.00201 51/128=40%
d:; : Theimpact of legislative event j on firmi stock return;
T : The set of trunk airlines;
L : Theset of local airlines;
F : The set of legidative events during the Ford administration;
C : The set of legidlative events during the Carter administration.

the localshowever, weregject the null at 10% level of significance (p = 0.0634)
that the mean effect across all locals over the entire deregulatory period was
equal to zero.

These results are also corroborated using an aternative approach, where
we estimate our return generating model separately for the trunks and local
airlines as a group. The daily portfolio returns for trunks and locals was
arrived at by using the mean daily return across airlines in each group. This
approach provides a different perspective on how different segments of the
airline industry performed on each of the event dates®* As before, at the
aggregate level, we cannot reject the null that the mean effect across all the
events during the legislative period and across both trunk and local airlines
is equal to zero, the F-value being 2.1465 (p-value = 0.1430). Moreover, the
F-statistic testing for the null hypothesisthat the mean effect across all trunk
airlines was equal to zero cannot also be rejected (p-value = 0.6261). On the
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other hand, we do reject the null hypothesis that the mean market reaction
across al legidlative eventsfor local airlinesis zero (p-value = 0.0567).

Returning to Table 4 and examining all events in the Ford era alone, we
cannot reject the null hypothesisof zero effect when all airlinesare aggregated
together (p = 0.2878). When we disaggregate the airlines, however, we reject
the null for trunks (p = 0.0447). We also reject the null hypothesisthat during
the Ford era, the mean reaction was the same for the trunks and locals (p
= 0.0150). This supports our hypothesis that there was a differential market
reaction to various legislative proposals across trunks and locals. In contrast,
during the Carter era, we reject the null hypothesis of no effect, on average,
across al airlines (p = 0.0228), but we cannot reject the null that the mean
coefficients for the trunks and locals are the same (p = 0.7112).

Comparing the Ford and Carter administrations, we find significant differ-
ences in mean returns for the Ford and Carter administrations (p = 0.0251).
We also reject the null hypothesis that the mean effect for the trunks was
the same (p = 0.0052), but fail to do so for the locals (p = 0.8138). These
results support our hypothesis that the differential attitude toward deregula-
tion resulted in a differential market reaction for the trunks under the two
administrations. The changein the political climate did not significantly alter
the initial expectation that local airlines will be worse off in a deregulated
environment.

5.3. Shiftsin systematic risk of airline firms

Panel A of Table 5 indicates that the mean betas of most firms were higher
during the Carter era relative to their mean betas in the Ford era. Disaggre-
gating the industry into trunks and locals provides more interesting insights.
As can be seen in Table 5, the shifts in beta associated with the locals were
much larger than the shifts associated with the trunks, reflecting the greater
uncertainty and riskiness for the locals when the removal of the insulating
effects of fare and rate regulation became imminent. Statistical tests of mean
shifts reported in Panel B of Table 5 demonstrate that there was a significant
increasein the systematic risk, both at the aggregateindustry level and for the
locals. The mean betashift for thetrunk airlines, however, wasnot statistically
significant.

6. Concludingremarks
In this paper, we employed a conditional return generating model to estimate

the shareholder wesalth impacts of legislative events leading to regulatory
change in the airline industry as enacted in the Airline Deregulation Act of
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Table 4. Tests of average impact of legislative events

F-value Prob.>F

During the entire legislative period

(O.A) Sierar Zjerac 0i =0 1.8643 0.1721
(O.T) Zier Xjerac 045 =0 0.2300  0.6315
(OL) Zier Xjerac 0:5 =0 3.4468  0.0634
(OR) NlT Yier LjecFac 0ij = N—lL Sier Tjerec 65  1.0521  0.3050

During the Ford administration

(FA) Xierer Yjer 0i5 =0 11300 0.2878
(FT) Zier Xjer 645 =0 40310  0.0447
(FL) Zier Zjer 055 =0 0.8831  0.3474
(FR) NlT Yier Yjer 0ij = 5 Bier Sjer 03 59208  0.0150

During the Carter administration

(CA) Zicrer Zjec 9i5 =0 51836  0.0228
(CT) Zier Zjec i =0 37237  0.0537
(CL) Zjer Bjec 045 =0 27014  0.1003
(C.R) ﬁ EieT EjeC ziij = ﬁ EieL EjeC ziij 0.1371 0.7112

Ford versus Carter administration

(RA) ﬁF YierarL Ljer 055 = M_lc YieraL Yjec 6 50167  0.0251
(RT) M—lF Sier X jer 0ij = MLC Yier Sjec 0ij 7.8014  0.0052
(R.L) M—lF Sier Xjer 045 = M—lc Yier Tjec 0ij 0.0555  0.8138

1978. In particul ar, we examined the differential impacts of the eventsduring
different administrations with different political climates, and for large and
small firms with different perceived competitive strengths. We al so examined
the shiftsin systematic risk associated with changesin the political climate.
Severa conclusions can be drawn from our empirical results. First, leg-
islative events leading to the Airline Deregulation Act of 1978 contained
significant information that was not fully anticipated by the financial market
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Table 5.
Panel A: Systematic risks during different administrations
Meanand  Overal Trunks Locals
quartiles  B; Bic Bif Bic Bif Bic
Mean 1492 1.675 1.801 1.880 1.066 1.395
25% 1170 1431 1.549 1.739 0.662 1.041
50% 1549 1781 1.863 1.856 1063 1.377
75% 1876 1947 2.068 2.089 1418 1.847

Panel B: Tests of shiftsin systematic risks

F-value Prob. > F

L Yerer (Bic—Bif) =0 3894 0048
2. %51 (Bic—Bif) =0 0.429 0.512
3. BieL (BicBif) =0 8.974 0.003

Biy Systematic risk of security i during the Ford administration.
Bic Systematic risk of security i during the Carter administration.

participants, and the information was revealed gradually as the legislative
deliberations proceeded. Second, the shareholder wealth impact of legislative
events depends on the perceived ability of afirm to compete in a deregulated
environment. During the Ford administration, the trunks were perceived to
be in a stronger position and they exhibited positive stock returns while the
stock returns were negative for the locals, which were perceived to be in a
weaker competitive position. Third, the shareholder wealth impacts of the
legislative events during two administrations with different political climates
were significantly different. For the trunks, the stock return impacts of the
legislative events were positive during the Ford administration, and negative
during the Carter administration. The locals exhibited negative abnormal
stock returns during both administrations. When the market perceived an
unfavorable political climate for the industry, both the trunks and the locals
suffered in terms of shareholder wealth effects. This negative effect in the
Carter era was further accentuated by the increase in the systematic risk
for the airlines with the change in the political climate and an imminent
deregulated environment.

Notes

1. Thebasicideaisthat information regarding the nature and likelihood of regulatory changes
modifies the market’s expectations and beliefs regarding the profitability of each airline
implying an upward or downward adjustment of stock prices.
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10.

11

12.

13.

. Schipper and Thompson (1983) investigated merger related regulations. Rose (1985)

examined the incidence of regulatory rentsin the motor carrier industry, Chen and Sanger
(1985) examined natural gas deregulation in 1978. Hughes, Magat and Ricks (1986)
assessed the effects of OSHA changes in cotton dust standards, Schipper, Thompson
and Well (1987) examined motor carrier deregulation and Praeger (1989) examined the
Interstate Commerce Act of 1887.

. They do not present any statistical testsof significance of these effectsand attribute changes

in share prices to changes in oil spot prices.

. We emphasize that the effective dates of legislative action are imprecise measures of the

event under examination. We also note that only a subset of the Congressional hearings
were reported in the Wall Street Journal.

. Asanexplanationfor their findingsthat theMotor Carrier Act of 1980 met withlittlemarket

reaction, Schipper, Thompson and Weil (1987) note: “While deregul ation was significant
to the profitability of established trucking companies, the act itself represented a point in
the regulatory change process that was foreseeable on the basis of prior economic events’.
Explaining their inability tofind asignificant market reaction to the natural gasderegul ation
act, Chen and Sanger (1985) suggest that information may have already reached market
participants and that stock prices may have already impounded the regulatory effects at
the time of the actual enactment.

. Inthishearing, thescopeof the CAB’sauthority to regulateflight scheduleswas questioned.

It is perhaps one of the earliest indications of airline deregulation being on the legislative
agenda.

. Most notable of them was Pan American World Airways. According to the Wall Street

Journal (26 August 1974), in spite of a $4.5 million per month federal subsidy that the
government paid to Pan Am for carrying mail, Pan Am requested another $10.2 million
per month federal subsidy to overcome its cash shortage and to meet its debt service
obligations.

. According totheWall Street Journal (2 October 1974), aseven-point action plan devel oped

by the Department of Transportation for the financialy strapped Pan American World
Airways would save the carrier $150 million in 1975.

. The Chairman and President of American Airlines, Albert V. Casey, in response to a

statement by the Secretary of Transportation, William T. Coleman, noted: “It is very
encouraging to hear the Secretary say that airlines should be strengthened through consol -
idations, an approach we feel should be alowed” (Wall Sreet Journal, 9 April 1975).
President Ford had proposed to “end much of the Civil Aeronautics Board powers over
airlinefaresand services ... to convert the tightly regulated airlineindustry into much more
of afree-market business’ (Wall Street Journal, 5 February 1975).

SeeWall Street Journal (7 March 1977) and CIS, H640-3, Airline Deregulation, Message
from the President of the United Sates, 4 March 1977. In his message, President Carter
aso cited a report by the General Accounting Office that concluded that (i) air fares
are between 22 and 52% higher than otherwise would be because of federal regulation,
(ii) federally regulated airlines in the U.S. could have operated at lower costs than they
did and travellers could have saved $1.8 hillion annually between 1969 and 1974, and
(i) travellers' saving would probably be even higher, since lower fares would encourage
greater travel.

Additionally, in October 1978, the Senate voted to require airlines to pay for muffling or
replacement of noisy aircraft from their own resources instead of from the Federal Airport
and Airway Trust Fund.

Mr. Edwin |. Colodny, Chairman of the Association of Local Transport Airlines and
President and CEO of Allegheny Airlines, said in his testimony that “although in the
past the CAB has followed a policy of route strengthening for the smaller airlines to aid
them in becoming stronger, not much progress has been made toward closing the gap.
As aresult there remains a great disparity between the bigger airlines and the smaller
carriers. The locals in particular are the disadvantaged ... The local service carriers have



14.

15.

16.

17.

18.

19.

20.

21.

22,
. Detailed results for individual events are presented in Appendices 5 and 6.
24,
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not been prepared by the CAB for the environment that this (deregulation) legidation
would create ... The local carriers with their short-haul and less dense market are at a
distinct disadvantage”. (CIS, H641-18, Aviation Regulatory Reform, 1978: 295-300.) For
a detailed analysis of the political strategies of different airlines supporting or opposing
deregulation, and their subsequent performance see Marcus and Goodman (1986).

We note that this expected shift in the systematic risk is not a consequence of political
preference, rather the increasing imminence of deregulation.

Alternatively, one could allow the betafor each firmto vary from calendar year to calendar
year. |n substance, we assume that the firm betais the same during the Ford years (1974—
1976): and the Carter years (1977-1978). For our regulatory change years 1974-1978,
we have essentially used 2 parameters instead of the five parameters for each of the
calendar years, 1974 through 1978. In the absence of a clear knowledge about al of the
factors that may be contributing to a shift in firm beta at the turn of each calendar year,
intuitively, it makes more sense to think of shiftsin firms' riskiness with changes in the
political climate. Given inauguration in January, this classification would be very close to
the annual classification.

Note that the stock return data for Southwest airlines prior to October 1975 correspond to
the stock returns for Saturn airlines since Southwest as an airline did not exist prior to that
date.

The classification of trunk and local airlines is based on Comparative Financial Review:
Trunk Carriersand Local Carriers, Third Edition, Civil Aeronautics Board, October 1978,
in American Statistical Index, 1979.

These eleven events pertain to those after January 1974. Appendix 2 providesthe parameter
estimates for these event dates. It can be seen from Appendix 2 that a test of the null
hypothesis that the mean across al these events were equal to zero cannot be rejected
(F-statistic = 0.0170, probability value = 0.8962).

In the absence of the dummy for Ford and Carter we will be estimating asingle beta for
the firm during the entire regulatory period under consideration.

The event window chosen for the analysis in this paper is a seven-day trading window
beginning aday before the event date. This structure allows usto reflect the fact that much
information may be disseminated during the hearings which last on averagefor three days.
Our results are robust to the choice of the end day of the window. The positive effects
for trunk airlines during the Ford administration, however, are weaker when the window
length is reduced to below five days.

Collins and Dent (1984) suggest that when the event times are identical for all firms
included in the sample and the firms are concentrated in a few industries, the dependent
variableislikely to be cross-sectionally correlated, as are the residuals.

We use the SY SLIN procedure in SASto estimate our model and test our hypotheses.

We estimated the two equati ons using both an OL Sand the SUR approach. The coefficients
on the individua events and the associated test statistics are reported in Appendix 5. We
thank the referee for suggesting thisto us.
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Appendix 1. Excluded legislative events relating to airlines

Date CIS no. ClStitle of publication

(CRSP date code)

74/11/07 S521-63 Airline Charter Fares;

(3088) Hearing before the Subcommittee on Administrative Practice
and Procedure

75/06/19 H721-4 Regulations of Various Federal Regulatory Agencies and their

(3242) Effect on Small Business;
Part 1: Hearing before the Subcommittee on Activities of Regu-
latory Agencies

75/08/29 H721-8 Part 2

(3292)

75/11/13 H721-13 Part 3

(3345)

76/04/26 S721-23.2  Over-regulation of Small Business; Commuter airlines

(3457)

76/08/04 H721-6.1 Regulations of Various Federal Regulatory Agencies and their

(3527) Effect on Small Business Part 5; Continuation of Hearing before
the Subcommittee on Activities of Regulatory Agencies

76/10/01 H723-8 Role of Small Business in the Air Transportation Industry; the
FAA; Report based on Subcommittee on Activities of Regulatory
Agencies 1975-76 hearings

76/10/06 S721-5 Decline of Supplemental Air Carriersin US, Part 1;

(3568) Hearing before the Subcommittee on Monopoly

77/02/24 S721-33 Decline of Supplemental Air Carriersin US, Part 2; Hearing

(3668) before the Subcommittee on Monopoly

77/11/29 H401-32.5 FAA Operations, Related to Safety and Procurement Manage-

(3860) ment; Hearing before the Subcommittee on Government Activi-
ties and Transportation

78/03/18 H641-15 Impact of Interlining on Commuter Airlines; Hearing before the

(3935)

Subcommittee on Aviation
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Appendix 2. Estimated coefficients for excluded legidlative events

CRSPdate Mean F-statistic ~ Number of Number of
code (p-value) positive statistically
coefficients  significant
coefficients
3088 -0.0062 1.4491 3/19 3/19
(0.2287)
3242 -0.0012 0.0544 8/19 2/19
(0.8156)
3292 0.0032 0.1586 7/19 2/19
(0.6905)
3345 0.0042 0.6601 12/19 0/19
(0.4165)
3457 0.0061 1.4348 14/19 1/19
(0.2310)
3527 0.0004 0.0047 7/19 1/19
(0.9454)
3568 -0.0031 0.4951 4/19 119
(0.4817)
3668 0.0003 0.0019 10/19 0/19
(0.9651)
3860 -0.0034 0.2672 4/19 0/19
(0.6052)
3935 0.0021 0.1663 13/19 0/19
(0.6834)
YieraL Xjersc 9i; =0 0.0170
(0.8962)
EieT Ejep&(; (51']' =0 0.0067
(0.9350)
EieL EjeF&C (52']‘ =0 0.0194

(0.8892)
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Appendix 3. Included merger and acquisition events®

CRSPdatecode Caender date  Event

3139 75-01-22 American Airlines joined Pan American World Airways merger
game, becoming third major carrier to study some sort of con-
solidation; Pan Am said merger studies with TWA and Eastern
Airlines are continuing.

3265 75-07-23 Pan Am said merger talks with Eastern were shelved, but tiewith
American still under study.

4016 78-07-13 Continental Airlines and Western Airlines completed prelimi-
nary joint study of possible merger and exploratory discussions
have been initiated.

4052 78-09-01 Continental Airlines and Western Airlines agreed in principle

to merge by forming new corporation that would be nation's
seventh largest airline.

4122 78-12-12 Eastern Airlines offered to buy National Airlines Inc. for $425
million in competing bid with Pan American World Airways,
Inc. and Texas International Airlines Inc.; analysts shocked at
Eastern Airlines’ efforts, which is viewed as a defensive action.

4046 78-08-24 Pan Am has proposed offer of $35 a share for stock of National
Airlines and has aready bought 4.8% of National’s common;
estimated total price is nearly $300 million.

4056 78-09-08 Pan Am signed definitive agreement with National Airlines
whereby Pan Am would acquire National, which would become
subsidiary called Pan American U.S.A.; agreement sets $41 a
share terms; bid totals $350.1 million.

3064 74-10-04 TWA and Pan Am hold merger discussions, but Pan Am says
talks are not serious.

3073 74-10-17 Pan Am and TWA signed route pact; potential annua profit
benefits are far in excess of $50 million initially estimated by
two companies.

3724 77-05-16 Wien Air Alaska's directors appointed five-man special commit-

tee of hon-management directors to ‘thoroughly evaluate merits
of amerger proposal from Alaska Airlines'.

3776 77-08-01 Alaska Airlines' offer for merger with Wien Air Alaska lapsed
July 30 and AlaskaAirlines believes ‘ there does not appear to be
any reason’ to extend it.

3496 76-06-21 Saturn Airways reached agreement on revised stock swap terms
for its proposed acquisition by Transamerica Corp. and sub-
sequent merger of carrier into Trans International Airlines, a
Transamerica Corp. subsidiary.

3609 76-12-01 Saturn Airways shareholders approved Saturn’s merger into
Trans International Airlines through exchange of 1.2 shares of
Transamerica common for each share of Saturn common.

*Merger and acquisition events wereidentified using The Wall Street Journal index. Inthe case
of aseries of merger and acquisition events reported in The Wall Sreet Journal, the events that
merger or acquisition talk began and ended were included in this study.
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Appendix 4. Included strike events”

CRSP datecode  Calender date  Event

3055 74-09-23 Braniff Airlines and its pilots' union signed formal mediation
proposal that ended two-day strike.

3089 74-11-08 Braniff Airlines and its pilots' union reached final agreement on
new labor contract covering Braniff’s 1,300 pilots.

3584 76-10-25 Continental Airlines was struck by Airline Pilots Association as
talks collapse; final offer rejected after long negotiations.

3600 76-11-17 Continental Airlines signed contract with Airline Pilots Associ-
ation, ending strike that began October 23.

3007 74-07-16 Some 1,600 members of Machinists Union struck Nationa Air-
lines, grounding all 155 departures.

3076 74-10-22 National Airlines and its Machinists Union reached accord in
three-month strike; Machinists Union accepts pact, but resumed
runs may be delayed further.

3293 75-09-02 National Airlines closed down by strike of some 1,200 flight
attendants.

3379 76-01-05 National Airlines’ flight attendants ratified contract ending six
week strike; agreement provided for wageincreases totaling 30%
over 46-month life of pact.

3274 75-08-05 Northwest Airlines was struck by pilots as pact collapses; dis-
pute on tentative accord halts most service, new talks sought by
mediator.

3371 75-12-12 Northwest Airlines reached agreement on main points of contract
with cabin attendants who have been working without labor
contract for two years.

3965 78-05-01 More than 1,500 pilots struck Northwest Airlines in a dispute
relating to wages, pensions, insurance, and working conditions.

4040 78-08-16 Northwest Airline's pilots strike against line, ended with signing
of three-year contract; accord boosts pay, benefits $51 million
over three years.

3361 75-12-08 United Airlines’ flights were halted by strike of machinists;
stoppage at firm's unit could last into mid-week or later; talks
continue.

3371 75-12-22 United Airlines resumed partial schedule of slight operations as

union ratified pact providing 28% wage boost.

*The strike events were identified using The Wall Street Journal index. In the case of a series
of reportsrelated to a strike, the beginning and ending events were included. For example, the
event that Continental Airlineswas struck by the Airline Pilots Association as talks collapsed
(The Wall Street Journal, 25 October 1976) is chosen as the beginning event and the event
that Continental Airlines signed contract with the Airline Pilots Association (The Wall Street
Journal, 17 November 1976) is chosen asthe ending event.
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Appendix 5. Coefficient estimates and tests of average impact of legidlative events (using portfo-
lios)

Event Full model Without control for strikes Without control for Ford,
date and mergers Carter, strikes and mergers
(CRSP date code)  Trunk Loca Trunk Loca Trunk Loca
2898 0.0218 0.0018 0.0215 0.0018 0.0156 -0.0013
3101 -0.0014 -0.0030 -0.0017 -0.0030 -0.0150 -0.0109
3150 0.0023 -0.0088 0.0021 -0.0088 0.0068 —0.0060
3319 -0.0001 -0.0058 -0.0004 -0.0058 0.0012 -0.0049
3334 0.0044 0.0008 0.0042 0.0009 0.0007 -0.0013
3418 0.0014 0.0022 0.0012 0.0022 —-0.0003 0.0012
3444 0.0007 -0.0030 0.0005 -0.0030 -0.0087 -0.0085
3464 0.0057 0.0013 0.0055 0.0014 0.0075 0.0025
CART —0.0009 0.0019 -0.0008 0.0020 -0.0057 -0.0010
3639 -0.0076  —0.0006 -0.0078  —0.0006 —-0.0058 0.0011
3674 -0.0013 -0.0038 -0.0015 -0.0037 -0.0003 -0.0027
3685 -0.0021 0.0012 -0.0023 0.0012 -0.0085 -0.0033
3704 -0.0000 -0.0012 -0.0002 -0.0012 -0.0067 —0.0059
3748 -0.0104 -0.0071 -0.0106 -0.0071 -0.0055 -0.0032
3764 0.0019 -0.0033 0.0016  -0.0033 0.0038 -0.0016
3803 -0.0039 -0.0003 -0.0042 -0.0003 -0.0066 -0.0020
3822 0.0002 -0.0008 0.0000 -0.0008 -0.0059 -0.0051
3907 -0.0058 -0.0007 -0.0006 -0.0007 —-0.0029 0.0015
3926 -0.0076 0.0015 -0.0078 0.0016 -0.0018 0.0059
3957 0.0029 -0.0029 0.0027 -0.0028 0.0066 —0.0001
3979 -0.0093 -0.0008 -0.0095 -0.0008 -0.0122  -0.0029
4028 -0.0025 -0.0045 -0.0027 -0.0045 0.0065 .0021
4060 -0.0024 -0.0126 -0.0082 -0.0126 -0.0231 -0.0239
4082 0.0098 -0.0039 0.0096 —0.0038 -0.0252 -0.0299
F-stat 0.0183 3.8144 0.2375 3.6384 0.2375 3.6384
(0.8924)  (0.0510) (0.6261)  (0.0567) (0.6261) (0.0567)
F-stat* 1.7241 2.1465 7.9383
(0.1893) (0.1430) (0.0049)

*Thisisatest of the null hypothesis that the mean of all legislative events across both trunk and
local airlinesis equal to zero.



Appendix 6. Descriptive statistics of individua legidative event coeffi-

cients

Pandl A: Trunk airlines

CRSP Mean Standard  Quartiles

date code devigtion  75% 50% 25%
2898 0.02154 0.00845 0.02365 0.02189 0.01700
3101 -0.00165  0.00615 0.00391 -0.00289 —-0.00526
3150 0.00212 0.00570 0.00392 0.00076 0.00034
3319 —0.00031 0.00485 0.00487 —0.00196 -0.00297
3334 0.00421  0.00501 0.00703 0.00409 0.00125
3418 0.00126 0.01073 0.00312 —0.00067 -0.00475
3444 0.00050 0.00482 0.00483 0.00207 —0.00568
3464 0.00552  0.00532 0.00946 0.00573 0.00116
3591 -0.00080  0.00840 0.00945 -0.00561 —0.00663
3639 —0.00778 0.00306 —0.00459 -0.00823 —0.00945
3674 -0.00147  0.00462 0.00116 -0.00211 -0.00531
3685 -0.00225  0.00498 0.00307 —0.00193 —0.00698
3704 —0.00016 0.00398 0.00287 —0.00057 -0.00154
3748 -0.01058  0.00588 -0.00774  -0.00948 —-0.01558
3764 0.00167  0.00507 0.00362 0.00110 -0.00277
3803 —0.00414 0.00414 —-0.00103 —0.00536 —-0.00620
3822 0.00006  0.00235 0.00134  -0.00028 -0.00162
3907 -0.00592  0.00679 -0.00373 -0.00709 -0.01023
3926 —0.00775 0.00511 —-0.00203 -0.00779 -0.01128
3957 0.00272  0.00414 0.00435 0.00232 0.00002
3979 -0.00942  0.00678 -0.00416 -0.00826 -0.01637
4028 —0.00263 0.00979 0.00236 5.471E-05 -0.01197
4060 —0.00900 0.00735 —-0.00525 —0.00706 -0.01196
4082 0.00977  0.00355 0.01134 0.00991 0.00854
Panel B: Local airlines

2898 0.00188  0.00983 0.01288 0.00105 -0.00774
3101 -0.00291  0.00831 0.00438 —0.00158 -0.01102
3150 —0.00875 0.00574 —-0.00375 —0.00924 -0.01358
3319 -0.00573  0.01006 -0.00241 -0.00698 -0.01126
3334 0.00092  0.00911 0.00808 0.00383 —-0.00644
3418 0.00226 0.01641 0.01459 -0.00263 -0.01029
3444 -0.00294  0.00704 0.00172  -0.00467 -0.00820
3464 0.00142  0.01065 0.01072 0.00037 —-0.00481
3591 0.00208 0.01366 0.00204 0.00072 -0.00679
3639 —0.00050 0.01007 0.00840 —0.00039 -0.00700
3674 -0.00365  0.00451 -0.00212 -0.00249 —-0.00542
3685 0.00128 0.00655 0.00802 0.00175 —0.00542
3704 —0.00112 0.01006 0.00783 —0.00036 -0.00723
3748 -0.00703  0.00902 0.00281 -0.00817 -0.01548
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Appendix 6. Continued.

Panel B: Local airlines

CRSP Mean Standard  Quartiles

date code deviation  75% 50% 25%
3764 -0.00322  0.00391 -0.00172 -0.00299 -0.00430
3803 -0.00020  0.00419 0.00155 0.00059 -0.00083
3822 -0.00069 0.00725 0.00323 0.00137  —0.00860
3907 -0.00060 0.01146 0.00113 -0.00336 —0.00789
3926 0.00166  0.00692 0.00595 0.00345 -0.00304
3957 -0.00277  0.00557 0.00315 -0.00469 -0.00706
3979 -0.00071  0.00782 0.00347 -0.00111 -0.00269
4028 -0.00445 0.00970 0.00343 -0.00553 -0.01276
4060 -0.01249  0.01033 -0.00441 -0.01299 -0.02052

4082 -0.00378  0.02325 0.00443 -0.00513 -0.02183




Appendix 7.

Panel A: Coefficients of merger and acquisition events

CRSPdatecode Firm Coefficient  p-value
3139 American -0.00722 0.3872
PanAm 0.00115 0.9281
Eastern 0.00820 0.4206
3265 American —-0.00362 0.6619
PanAm 0.02776 0.0293
Eastern -0.00233 0.8175
4016 Continental  —0.00207 0.8314
Western 0.00391 0.6461
4052 Continental  -0.01122 0.2527
Western -0.02154 0.0119
4122 Eastern -0.01083 0.2843
National 0.02477 0.0115
4046 National 0.01809 0.0623
PanAm 0.00981 0.4410
4056 National 0.01711 0.1820
PanAm 0.01489 0.3762
3064 PanAm 0.02235 0.0833
TWA 0.02732 0.0062
3073 PanAm 0.00556 0.6627
TWA 0.01446 0.1436
3724 Alaska 0.01451 0.2585
3776 Alaska —0.00546 0.6777
3496 Saturn 0.04658 0.0001
3609 Saturn 0.00838 0.6647
Panel B: Coefficients of strike events
3055 Braniff —-0.00620 0.4167
3089 Braniff 0.00157 0.8400
3584 Continental 0.00516 0.5932
3600 Continental  -0.01262 0.1924
3007 National -0.01729 0.0737
3076 National 0.00945 0.3269
3293 National —-0.01802 0.0613
3379 National 0.00632 0.5154
3274 Northwest 0.00070 0.9162
3371 Northwest 0.00317 0.6420
3965 Northwest -0.00519 0.4373
4040 Northwest —0.00160 0.8108
3361 United —-0.00683 0.3254
3371 United 0.01249 0.0778
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