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Abstract:

We estimate the effect of tier level within a frequent flier program on members’ demand by exploiting several thresholds corresponding to different tier levels. We
demonstrate that members tend to increase demand at the end of the calendar year to reach a higher tier level. We also show that members do not manipulate demand in
earlier months, which allows us to apply a fuzzy regression discontinuity approach to identify causal demand effects of higher tier levels. We show that obtaining a higher
level induces members to increase their demand, but these results are tier level specific. The lowest tier level induces members to increase their annual demand by only
one flight, while the highest tier level increases their demand with 7 flights. We show that tier levels create switching costs for high-demand members as these members

are not affected by free flight awards.

Bio:
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