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On September 8, 2014, Professor Nancy Rose became the new Deputy Assistant Attorney General

(DAAG) for Economic Analysis in the U.S. Department of Justice’s Antitrust Division. Professor

Rose is on leave from the Department of Economics at the Massachusetts Institute of Technology

(MIT), where she is the Charles P. Kindleberger Professor of Applied Economics.1

Previously, she served as the Director of the National Bureau of Economic Research Program

in Industrial Organization and as a member of the Board of Directors for Charles River Associates,

an economic consulting firm. Unlike several of her DAAG predecessors, Professor Rose has not

engaged in any publicly known economic consulting or expert witness assignments. 

The majority of her research has focused on industries in which the federal government has his-

torically had some degree of control over pricing, especially the U.S. airline industry and the U.S.

electric utility industry, both of which are industries in which the U.S. Department of Justice’s

Antitrust Division acts as an advocate for competition. Earlier work of hers studied the effect of reg-

ulation in the U.S. trucking industry and the commercial space satellite industry, two other indus-

tries for which the Antitrust Division advocates. 

A constant theme throughout Professor Rose’s academic research is the use of a data-driven

analysis to understand how firms adjust their behavior in response to regulation. Notably, her

research frequently focuses on how regulation affects firms’ choices of non-price strategic vari-

ables, including entry, innovation and R&D, new technology adoption, productivity and efficien-

cy, executive compensation and other production costs, and quality dimensions such as service

and safety. She often focuses on the distributional effects of regulation, such as the welfare effects

associated with who wins and who loses from changes in regulation. 

The remainder of this article describes her academic research in these areas and provides

reflections on how this experience may influence the questions the DOJ’s Economic Analysis

Group (EAG) will ask and the types of analyses EAG will perform during her time as a DAAG.

U.S. Commercial Airline Industry
Much of Professor Rose’s academic research has focused on the U.S. airline industry. She has

analyzed the effects of deregulation, firm-level financial distress, and market structure on prices

and non-price attributes, such as routes served and safety. She has used the large amount of data

available from mandatory reporting requirements to test empirically theories of complex market

interactions. 

1 Professor Rose received a Ph.D in economics from MIT in 1985. She joined the MIT economics department in 1994. Prior to that she was

an associate professor of applied economics in the MIT Sloan School of Management. Her homepage at MIT is available at http://eco

nomics.mit.edu/faculty/nrose.
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Her most-cited paper, written with her frequent co-author Severin Borenstein, documents sig-

nificant differences in prices—called price dispersion—paid across passengers on the same air-

line and route, and studies how price dispersion is related to market structure in the airline indus-

try.2 Using theoretical predictions of various market structures, she and her co-author try to

disentangle price dispersion caused by price discrimination (that is, differences in markups of

price over cost) from price dispersion caused by differences in the cost-to-serve, such as differ-

ences in capacity constraints. The authors demonstrate that price dispersion cannot be explained

only by differences in the cost-to-serve.3

The authors also study how price dispersion varies across airlines and routes to understand its

relationship to market concentration. They find that as the number of airlines on a route grows,

holding the number of flights constant, price dispersion increases. This finding is consistent with

models of monopolistic competition in which price discrimination increases as the market moves

from monopoly to imperfect competition, and suggests “traditional monopoly theories of price dis-

crimination may give neither complete explanations nor accurate predictions of pricing patterns

in monopolistically competitive markets.”4 Monopolistic competition describes a market in which

many firms sell similar but differentiated goods such that they are not perfect substitutes. In this

case, flights on a given route are differentiated by attributes such as time of the flight and type of

aircraft and amenities, so that flights are differentiated across and within airlines. 

The airline industry is notable not only for deregulation in the 1970s and its sophisticated pric-

ing models since then, but also for its frequent brushes with bankruptcy. In another co-authored

paper, Professor Rose uses data from seven airlines entering Chapter 11 bankruptcy between

1989 and 1992 to assess the effect of firm financial distress on price.5 The work is important, in

part, because economic theory provides mixed predictions about the effect of airline bankruptcy

on airfares.6 Contrary to statements from rival airlines that price cutting by airlines in bankruptcy

leads to ruinous competition for the industry, Professor Rose and her co-author find that airlines

about to enter bankruptcy reduce prices by a relatively small amount but do not reduce prices fur-

ther after entering bankruptcy, and that rival airlines respond with flat to increased prices. 

Professor Rose’s research in the airline industry also focuses on how market structure and air-

line attributes affect non-price decisions, such as routes served and safety. Using 30 years of air-

line data, Professor Rose finds an increase in accident rates following periods of reduced airline

profitability, especially for small and medium-sized carriers.7 Because she cannot establish with
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2 Severin Borenstein & Nancy Rose, Competition and Price Dispersion in the U.S. Airline Industry, 102 J. POL. ECON. 653 (1994), available

at http://economics.mit.edu/files/4321. 

3 The authors are also careful to point out that a finding of price discrimination is not on its own indicative of welfare loss and that it does

not necessarily mean airlines are earning profits in excess of average cost. Id. at 655.

4 Id. at 676. 

5 Severin Borenstein & Nancy Rose, Bankruptcy and Pricing Behavior in U.S. Airline Markets, 85 AM. ECON. REV. (PAPERS & PROC.) 397

(1995), available at http://economics.mit.edu/files/4322. 

6 On the one hand, financial distress may lower prices offered by distressed airlines for a number of reasons. For example, demand may be

lower because consumers perceive bankruptcy as a signal of lower quality. On the other hand, financial distress may increase prices offered

by distressed airlines, for example, by imposing liquidity constraints on the airline. Moreover, rival airlines may increase or decrease prices

in response to financially distressed airlines depending on several factors, such as the shape of the residual demand curve, propensity for

predatory behavior, and whether the bankruptcy breaks up collusive pricing. 

7 Nancy Rose, Profitability and Product Quality: Economic Determinants of Airline Safety Performance, 98 J. POL. ECON. 944 (1990), avail-

able at http://economics.mit.edu/files/4317. 
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certainty a causal relationship, Professor Rose carefully interprets her results as a basis for

increasing safety regulatory scrutiny of smaller airlines rather than as a basis for or against dereg-

ulation of the airline industry as a whole.8

U.S. Electricity Industry
In addition to airlines, Professor Rose has published extensive research on the electricity indus-

try, with a significant portion of that research focused on new technology adoption. 

One of her most well-known and influential papers in this industry was written with Paul Joskow

and examines the factors that affect how quickly firms adopt new technologies.9 To address the

confounding effects of competition and market structure on the factors that influence the speed

of adoption of new technology, Professor Rose and her co-author rely on a data set limited to local

monopolies subject to price regulation, namely regulated investor-owned, government-owned,

and cooperative-owned electric utilities. The authors assess the effect of firm size, ownership

structure, and magnitude of expected cost savings on the adoption of coal-fired steam electric

generating technology. They find that large firms were substantially more likely to be early

adopters of new technology than small firms, and that investor-owned firms tended to adopt new

technologies earlier than government-owned firms.

An important contribution of this paper is that the authors statistically separate differences in

firms’ proclivity to adopt new technologies from differences in the rate at which opportunities arise

to adopt new technologies. Imagine two firms, one large and one small, both of which adopt new

technologies at the first opportunity but face different rates at which opportunities to adopt arise.

If the large firm, given its size, gets an opportunity to adopt once every month and the small firm

gets an opportunity to adopt once every 12 months, then failing to account for the rate of oppor-

tunities arising would lead to the spurious conclusion that the large firm is an earlier adopter than

the small firm. This is because one would simply observe the large firm adopting in the first

month and the small firm adopting in the twelfth month, rather than recognizing that both adopt-

ed the technology at the first opportunity. The authors show that failing to account for the effect of

firm size on opportunities to adopt can lead one to overestimate the likelihood that large firms are

earlier technology adopters.

In an earlier, related paper, Professor Joskow and Professor Rose examine the impact of firm

experience and technological change on the cost to construct new coal-fired electric generating

units between 1960 and 1980.10 After controlling for a large number of factors, the authors find that

significant scale economies exist in generating unit construction cost, and that larger firms may

be better positioned to take advantage of cost savings attributable to the benefits of learning and

experience. 

More recently, Professor Rose and two co-authors illustrate, using data from U.S. electric gen-

erating plants, how government regulation can distort incentives.11 The authors find that electric
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8 Id. at 945.

9 Paul Joskow & Nancy Rose, Diffusion of New Technologies: Evidence from the Electric Utility Industry, 21 RAND J. ECON. 354 (1990), avail-

able at http://economics.mit.edu/files/4318.

10 Paul Joskow & Nancy Rose, The Effects of Technological Change, Experience, and Environmental Regulation on the Construction Costs of

Coal-Burning Generating Units, 16 RAND J. ECON. 1 (1985), available at http://economics.mit.edu/files/4306.

11 Kira Fabrizio, Nancy Rose & Catherine Wolfram, Do Markets Reduce Costs? Assessing the Impact of Regulatory Restructuring on U.S.

Electric Generation Efficiency. 97 AM. ECON. REV. 1250 (2007), available at http://economics.mit.edu/files/1484. 



generating plants operating under restructured, market-oriented price regulation improved their

productivity, through reduced labor costs and nonfuel operating expenses, more than compara-

ble electric generating plants operating under “cost of service” pricing regulations.

Analytical Themes
Taken as a whole, Professor Rose’s body of work reflects a pragmatic and empirical approach to

analyzing strategic decisions made by firms in regulated industries. That pragmatism is reflect-

ed in her own comments in 2012 about the effect of regulatory intervention: “The policy trade-off

is not between imperfect markets and perfect regulation, but choosing which flaws—market or

regulatory—are less costly.”12

Professor Rose generally uses testable hypotheses and reduced form estimation to answer

questions rather than building structural models of competition based on rigid assumptions. She

is careful to caveat results that are suggestive rather than conclusive, and her deep understand-

ing of these industries allows her to explore the practical differences between theory and reality. 

In addition, her analyses often identify and quantify the costs and benefits of changes in reg-

ulatory policy. For example, Professor Rose has noted that while airline deregulation has likely

increased consumer welfare, it also has been a “costly experiment” for many airlines.13 Similarly,

she has noted that, even among consumers, deregulation has redistributed welfare. Since dereg-

ulation, seats have gotten smaller, amenities have disappeared, and flights are more crowded.14

Although most passengers have shown through their buying decisions that they prefer lower

prices to maintaining these comforts, amenity-loving business travelers are worse off.15

While Professor Rose’s work suggests that she supports deregulation, she notes that deregu-

lation should be accompanied by effective regulatory oversight because poorly designed regu-

lations can result in worse market outcomes than imperfect competition. With respect to antitrust

regulatory oversight, she has identified merger activity “when antitrust policy was relatively lax” as

contributing to increased concentration in airline routes, especially during the 1980s.16 She has

also shown how poorly designed regulations can fail to protect competition and exacerbate mar-

ket failures. For example, she finds that the Interstate Commerce Commission’s rate-setting poli-

cies allowed trucking companies to earn monopoly profits by charging supracompetitive prices.17

She also has commented that regulators must stay vigilant to attempts by firms to evade regula-

tion, an effort which she has characterized as “something like the arcade game of ‘Whac-A-

Mole.’”18

Conclusion 
Professor Rose brings deep industry-level expertise to the Antitrust Division in a number of the

Division’s core areas of competition advocacy work. She also brings a practical understanding of
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12 Nancy Rose, After Airline Deregulation and Alfred E. Kahn, 102 AM. ECON. REV. (PAPERS & PROC.) 376, 378 (2012). 

13 Severin Borenstein & Nancy Rose, How Airline Markets Work . . . or Do They? Regulatory Reform in the Airline Industry, in ECONOMIC

REGULATION AND ITS REFORM: WHAT HAVE WE LEARNED? 59 (Nancy L. Rose ed., 2014), available at http://economics.mit.edu/files/4333. 

14 Id. at 25–30.

15 Id. at 25, 28.

16 Id. at 23.

17 Nancy Rose, The Incidence of Regulatory Rents in the Motor Carrier Industry, 16 RAND J. ECON. 299 (1985), available at http://

economics.mit.edu/files/4311. 

18 Rose, supra note 12, at 377. 

http://economics.mit.edu/files/4311
http://economics.mit.edu/files/4311


how imperfect competition can influence a firm’s choice of important non-price dimensions of

competition, such as quality, level of service, safety, technological innovation and technology

adoption. 

A number of Professor Rose’s research interests appear to be a natural complement to the top-

ics that Bill Baer, Assistant Attorney General (AAG) for the Antitrust Division, has discussed over

the past year. In his first formal remarks made as AAG, Baer emphasized the importance of

obtaining remedies in merger matters that effectively restore any competition lost as a result of a

proposed transaction, and remedies in non-merger matters that both restore lost competition and

prevent the illegal behavior from recurring.19 Government-imposed structural and behavioral

remedies are akin to a regulatory environment in that they have the potential to create undesirable

distortions in the strategic choices made by firms in that industry. Professor Rose’s academic

research interests would be a benefit to any internal effort to evaluate the effectiveness of the

remedies the Division has sought in the past or of the Division’s competition advocacy work more

broadly.

In addition, Professor Rose’s research focus on non-price strategic variables, coupled with the

DOJ’s focus on the role of new features and improved functionality as strategic dimensions of

competition in its litigation of Bazaarvoice’s non-reportable acquisition of PowerReviews, Inc.,20

may well signal a renewed interest at the Division to quantify non-price effects in merger and non-

merger matters.�
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19 Bill Baer, Remedies Matter: The Importance of Achieving Effective Antitrust Outcomes, Remarks at the Georgetown Law 7th Annual Global

Antitrust Enforcement Symposium (Sept. 25, 2013) (transcript available at http://www.justice.gov/atr/public/speeches/300930.pdf).

20 United States v. Bazaarvoice, No. 3:13-cv-00133 (N.D. Cal. Jan. 9, 2014). 


