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Executive Summary

This submission begins with the premise that market pricing is generally superior to administrative allocation as the way to allocate scarce resources in the economy. There is nothing exceptional about supply and demand for airport landing space that alters this general premise. But wise public policy must examine the consequences of shifting from administrative to market methods, as part of evaluating both the feasibility and desirability of making such a shift. 

This submission consists of two basic parts. Sections 1 through 4 examine the consequences of market pricing at congested airports, for four different types of aviation users and three different types of airports. We seek to show that while pricing will, of necessity, change the patterns of airport use, those changes will not be adverse to the public interest in a dynamic, competitive aviation marketplace.

Sections 5 and 6 address the crucially important question of how best to make use of the revenues which a pricing system will generate. We suggest that the best use would be to earmark these new revenues for projects to expand airport capacity in the metro area served by the congested airport whose access is now being priced. A large new source of capital investment would make it easier to overcome the formidable obstacles to adding airport capacity in those regions where it is most needed, as indicated by demand exceeding supply at one of the airports in that metro area. Safeguarding the pricing revenues for airport projects is the approach most likely to win the support of airport users, which is crucial to gaining political support to actually implement pricing.

1.  Addressing User Group Concerns About Pricing
Four principal concerns have been raised about using price mechanisms, rather than administrative methods, to deal with airport congestion. They originate with four distinct segments of the aviation community: network airlines, low-fare/niche-market airlines, regional/commuter airlines, and general aviation.

Network airlines argue that pricing would disrupt network synergies at their hubs. The hub concept depends on collecting passengers from numerous spoke routes to assemble critical-mass passenger loads at the hub to send out to other spokes. A pricing system would increase the per-plane price during peak hours. This would have a disproportionate effect on smaller planes, especially those flown by regional/commuter airlines which serve many of the smaller spokes. One possible response to pricing would be that those small-plane flights shift out of peak hours to avoid the high price, thereby significantly lengthening the passenger waiting time for the connecting flight at the hub, and hence making the hub operation less viable. Alternatively, the spoke airlines could seek to charge the much higher price in order to remain within the peak period, but the fear is that few would be willing to pay those prices, and again, the hub operation would be made less viable.

Regional and commuter airlines discuss the same possible responses to pricing, but their focus is on probable loss of access to the big-city hub airport by those living in the smaller spoke cities. This is due to concern that the higher per-plane charges during peak hours will make air service too expensive for many of those now using it. And there is evidence that many airline passengers are quite price-sensitive. The well-known “Southwest effect” demonstrates that significantly lower air fares in a market often generate very large increases in air travel in that market. What regional airlines fear is a reverse effect due to significantly higher prices, producing a reduction in volume to and from small cities. And that would amount, they say, to a big-city airport in effect deciding which communities get served from it. “They [the big airports] don’t have the right to determine the size and scope of [airline] service,” says Faye Malarkey of the Regional Airline Association (RAA).

For low-fare/niche market carriers, such as those represented by the Air Carrier Association of America, the prime concern is over access to the most popular (and hence, most congested) airports. They argue that newer airlines already have great difficulty gaining access to these airports, and they fear that a pricing system would make this even worse, because the incumbent carriers would outbid them for the available peak-period slots. Pricing, says Ed Faberman of the Air Carrier Association of America (ACAA) “would legitimize the closing of airports to real competition and certainly to new entry, and that is not consistent with airline deregulation."

Finally, general aviation spokespersons argue that it’s unfair and discriminatory for smaller planes to be charged as much as large planes to use busy airports. They maintain that such high charges would reduce or eliminate GA’s access to airports like LaGuardia and Reagan National, which is not only unfair but harmful to the economy, given the many business uses of GA aircraft.

These are all serious concerns, but we believe that each can be dealt with by a system that links pricing revenues with the addition of airport capacity in the metro area in question. It is difficult to address this issue in the abstract, because its specifics will differ depending on what kind of congested airport we are dealing with. Pricing mechanisms of the sort we are discussing (congestion pricing or periodic slot auctions) are only needed at airports with congestion problems; they are not relevant to airports like Kansas City or Wichita where capacity exceeds the demand for landings and take-offs. Congested hub airports come in three varieties, and we need to discuss each type individually to see how our approach would deal with the above concerns.

2. Connecting Hubs in Monopoly Cities 

The first type of congested airport is typified by Atlanta, Minneapolis/St. Paul, and Pittsburgh. Sometimes referred to as “fortress hubs,” these are large airports in a major metro area serving as one of the principal connecting hubs for a network carrier. In addition, these airports are typically the only airport with scheduled airline service in the metro area. Let us assume that congestion pricing is implemented at such an airport, because it is experiencing congestion on a regular basis during certain peak hours of each day. This type of airport situation has been studied by Prof. Joseph Daniel, who has done extensive simulation modeling of Minneapolis/St. Paul (MSP).
 His work found that congestion pricing would spread out the peak-period traffic, primarily by shifting commuter/regional and GA flights out of the busiest peak hours. The result would be reduced delays for the network carrier’s flights, but longer connecting time for those commuter/regional flights that feed the network carrier’s bank of flights. There would also be less-convenient arrival/departure options for origin & destination traffic to small cities, and for GA flights. But there was sufficient unused capacity during off-peak hours to accommodate all flight activity that would shift itself out of peak hours to avoid the higher charges during those hours.

This general near-term result is also likely to be the case at other airports of this type. But as time goes on, that unused off-peak capacity may begin to be used up. A that point, the second part of our proposed pricing/capacity approach becomes relevant. Assume that the new revenues generated by the pricing system have been set aside in an Airport Capacity Fund for the Greater Minneapolis/St. Paul area. Candidates for capital expenditures from this fund include (1) adding to the runway capacity at MSP and (2) upgrading the capacity of one or more reliever airports in the metro area to handle regional/commuter air service. While some of the 31 most-congested airports (including MSP) already have runway expansion plans under way, others may face serious political obstacles to doing so. In such cases, the option of upgrading a reliever into a secondary airport may be less difficult than adding a new runway. Table 1 lists candidate reliever airports capable of serving as such airports in what are currently monopoly cities (in terms of air-carrier airports). While the table lists only one such airport for each city, in most cases there are several potential candidates.

The availability of an Airport Capacity Fund will be of significant help whichever option for capacity expansion is selected. If the option is to add runway capacity at the existing major airport, this fund will reduce the size of the revenue bond offering that will be needed to construct it, thereby reducing the debt service that must be paid over the life of the bonds. If the option is to upgrade a reliever airport for some degree of airline service, the Fund’s resources will be more important, because the bond market may consider such 

Table 1

Reliever Airports for “One-Airport” Cities

Major Airport


Reliever Suitable for RJ Service
Longest Runway (ft.)

Atlanta



Fulton County



5,700

Boston



Worcester



7,000

Charlotte


Hickory



6,400

Denver



Centennial


          10,002

Miami



Homestead


          11,000

Minneapolis/St. Paul

St. Paul (downtown)


6,711

Orlando


Sanford



9,600

Philadelphia


NE Philadelphia


7,000

Phoenix


Williams



6,000

Pittsburgh


Allegheny County


6,500

St. Louis


Mid-America


          10,000

Seattle



Renton




5,379

Source: FAA Preliminary List of Airports Located Near 23 Delay-Problem Airports, 1993 and AOPA’s Airport Directory.

a project to be riskier than adding capacity at the existing, heavily used airport. While

some upgrades of relievers into serious commercial-service airports (e.g., Orlando-Sanford) have been quite successful, others (e.g., Mid-America) have attracted very little air service. Local knowledge and expert marketing efforts prior to the decision to upgrade a reliever can make the difference between success and failure.

In addition to paying for some of the direct costs of expanded capacity (e.g., concrete and landing aids), an Airport Capacity Fund will provide more resources that can be used to overcome NIMBY opposition to either type of capacity expansion (as discussed below in section 6).

Let’s review how this approach of pricing and capacity expansion deals with the concerns of each type of aviation user at a connecting hub in a monopoly city.

Network carriers—The dominant hub airline gets significantly reduced delays for the majority of its flights, providing faster and more reliable service for most of its customers at this hub, both O&D and connecting. Other network carriers also have an opportunity to offer on-time service during peak hours by paying the same high rates, or to schedule their service at intermediate hours to avoid those rates.

Regionals/commuters—For flights that feed the network carrier’s banks of flights, the network carrier may decide to offer joint fares with the regional/commuter carrier, especially if it has a long-term relationship with that carrier and integrates the two operations closely. But the lowest-traffic flights among these feeder flights would likely be shifted just outside the peak hours to escape the highest landing fees, at the expense of somewhat longer connecting times. As for O&D flights to small cities, the regional/commuter carriers may find that a few flights can sustain higher fares, but the majority would probably shift to off-peak hours. It is these O&D flights that would be the strongest candidates for shifting to the upgraded reliever airport.

Low-fare/niche carriers—The initial response of these carriers to higher charges during peak hours is likely to be to shift most of their flights to off-peak hours, thereby retaining their low-price marketing advantage. However, to the extent that such carriers seek to serve business travelers and/or to operate a hub from the major airport, they will also become prime candidates for shifting operations to the upgraded reliever airport. Indeed, this is the strategy generally employed by highly successful Southwest: wherever possible, to serve the secondary airport in a major metro area (Chicago Midway, Dallas Love Field, Houston Hobby, Oakland).

General aviation—The simulation models all show that most GA traffic shifts out of peak periods in response to congestion pricing, and this is to be expected given the relative impact of the increased charge. But GA still has many options. For the top executive whose time is worth a great deal, the ability to land his Gulfstream V at the hub airport at rush hour may well be worth the additional cost. For most other GA users, at peak times the many reliever airports in the metro area will be acceptable alternatives. And at non-peak hours, access to the hub airport may still be available at affordable rates.

3. Connecting Hubs in Non-Monopoly Cities

A second type of connecting hub exists in a large metro area with multiple airports. Examples of this type of airport are Chicago O’Hare, Dallas/Ft. Worth, and Houston Intercontinental. In cities of this type, the same analysis applies as in the case of the connecting hub in a monopoly city—except that an alternative air-carrier airport in the same metro area does not necessarily need to be created by the new Airport Capacity Fund, because at least one already exists (e.g., Midway, Love Field, and Hobby, in the case of the three examples cited above). As in the first case, pricing at the congested connecting hub would create a fund that could be used to expand the capacity of that hub, if feasible. Or, it could be used to expand the existing secondary airport. If that were judged to be not politically or otherwise feasible, then such funds could be targeted toward one of the existing reliever airports in the metro area, whichever one presented the most feasible alternative. The way in which each of the four types of airport user would respond to pricing is similar to what was discussed in the previous case.

4. Non-Connecting Hubs

The third category encompasses the largest fraction of America’s principal air-carrier airports: hubs which serve primarily origin-and-destination (O&D) passengers. Using 25 percent as an arbitrary cutoff point for the percentage of passengers connecting, this category includes such congested airports as Boston, Baltimore/Washington, Washington Reagan, LaGuardia, Las Vegas, and Orlando. Obviously, some degree of connecting service takes place at these airports, but not the large-scale banks of flights typically operated by network carriers at their major connecting hubs. Thus, the argument about network synergies being disrupted by pricing is much less relevant to this type of airport.

The impacts of pricing would likely be as follows. With network connections much less of a factor than at connecting hubs, a different mix of airlines would likely emerge after pricing was implemented. Existing carriers would review the yield of each flight scheduled during peak times to reassess its profitability after factoring in the newly increased cost of landings and take-offs. Marginal flights would either be shifted to off-peak times or dropped from the schedule altogether. This would create some openings for niche-market new entrants, if they were willing to pay the premium price to flesh out their daily schedule on a route with sufficient frequencies to establish a more viable market presence. Regionals and commuters, as described in studies of pricing at Logan and LaGuardia, would likely shift most or all flights out of peak periods, especially since at this type of airport few of those flights would be time-sensitive feeders to a network carrier. And GA would also likely shift nearly all flights either to off-peak hours or to nearby reliever airports.

Because of the focus of so much attention on LaGuardia airport in 2001, the impact of a pricing system there deserves special attention. LGA has been, by far, America’s most congested airport. What the market is telling us is that airlines and other aircraft operators have been demanding far more landings and take-offs than LGA is capable of supplying. Some critics of airport pricing have argued that there are not really any off-peak hours at LGA between 6 AM and midnight. While something of an exaggeration, let us assume for the sake of argument that this is true; i.e., that demand is greater than supply during all these hours (albeit with some of these hours valued more highly than others). It is quite possible that a pure pricing system, reflecting this scarcity value, would lead to the shift of all commuter/regional, niche-market, and GA aircraft away from LGA. 

Assuming, again for the sake of argument, that it is politically impossible to add runway capacity at LGA (except for some modest electronic enhancements), then the large new revenues generated by LGA’s pricing system would be available for capacity expansion at three types of airport in the region:

· at the other major airports, Kennedy and Newark (to the extent that feasible investments in expanded capacity were possible at either)

· at the other airports that already have scheduled service (MacArthur, Westchester, and Stewart), and 

· at relievers that are capable of expansion to handle regional jets and possibly 737 and A-320 size aircraft.

In fact, there was capacity available in 2001 at off-peak hours at both JFK and EWR. While adding flights at Westchester faces much political opposition, both MacArthur and Stewart have considerable unused capacity for 737s and larger commercial planes. Thus, without even getting into the politics of launching commercial service at airports that now serve only GA, there are at least four alternative airports in the New York metro area to which scheduled airline service by those “priced out” of LaGuardia can be redirected. Since the large majority of those now using LGA are O&D passengers—i.e. people wanting to get to or from someplace in the overall New York area—there is nothing pre-ordained that says they must do so using LGA. Far more people would like to use LGA than it can accommodate. Fortunately, the metro area appears to have enough other airports to handle the load. And in future years, it would have the ability to use a growing Airport Capacity Fund to add capacity at regional airports in carefully selected locations.

5. Making Effective Use of Pricing Revenues

The premise of this paper is that airport pricing can be a win-win proposition for both air travelers and aircraft operators only if the pricing revenues are used productively to expand airport capacity. Since the supply/demand imbalance which gives rise to pricing is a localized phenomenon, it is only fair that those pricing revenues remain within the metro area in question and be dedicated to expanding airport capacity within that metro area. Thus, were pricing to be implemented at a congested airport, it is essential that the resulting revenues be used to expand airport capacity in the broadly defined catchment area for air service to that metro area (e.g., Chicago, New York, Washington, DC).

As noted in our June 20 submission to FAA on LaGuardia pricing, in several metro areas  a special problem exists regarding the use of airport revenues. Airlines have long been concerned about revenue diversion—the transfer of revenues generated by an airport for non-airport purposes by governments. Most U.S. airports are protected from revenue diversion by the provisions of grant agreements which they must sign, as a condition of receiving federal aid under the Airport Improvement Program (AIP). However, the pre-existing financial arrangements of several airport systems—including Boston, New York and San Francisco—have “grandfathered” status. In the case of LGA and JFK, the Port Authority makes annual lease payments to New York City, which constitute a form of legally sanctioned revenue diversion. Airlines have expressed serious concern that a market-pricing system at LGA (and other airports covered by such grandfathered agreements) might produce large new revenues which could be diverted to the city general fund, a result they would strenuously oppose, for good reasons.

Thus, any new pricing system for congested airports must be exempted from existing grandfathered revenue arrangements such as these. Assume, for example, that existing weight-based landing fees were kept in place at LGA, and continued to form one of the sources of LGA revenue out of which the Port Authority makes its lease payments to New York City. The new market-pricing system—assumed here to be periodic slot auctions—would be kept entirely separate. All revenues from the slot auctions would be deposited in a New York Metro Area Airport Capacity Fund (ACF). The ACF’s purpose would be to manage those funds and to make grants for capacity expansion projects in the broadly defined metro area—which we suggest would extend as far north as Stewart International and as far east as New Haven, CT and all of Long Island. Likewise, in the San Francisco Bay Area, the metro area would be broadly defined to include the catchment areas for San Jose and Oakland airports, perhaps coterminous with the region defined for surface transportation planning by the Metropolitan Transportation Commission, the designated MPO (metropolitan planning organization) for that region.

The ACF would operate like a local version of the FAA’s AIP discretionary grant program. The airport generating the pricing revenues, e.g., would have first call on that ACF’s resources, to the extent that it could develop feasible plans to expand its own capacity that exceeded the resources otherwise available to it. In any year in which no such proposals were submitted by the congested (priced) airport, applications would be accepted from any airports in the region with capacity expansion plans capable of receiving environmental clearance and FAA approval. 

What if no proposals are submitted over a number of years? Assuming that demand for access to the congested airport continues to be much higher than its available capacity, the revenues produced by the slot auctions would be considerable. Five or ten years’ accumulation of these revenues, especially if prudently invested, could produce a fund in excess of a billion dollars. That large a sum of airport capital would make conceivable “outside the box” approaches to add airport capacity in the region—exactly what is needed if supply is ever to be matched with demand in dynamic and populous regions.

6. Potential New Approaches for Adding Airport Capacity

Within the scope of this brief paper, it is possible only to sketch out a few possibilities. The basic premise is that large new sums of money might well make new solutions possible, especially when it comes to overcoming the NIMBYism that plagues airport expansion nationwide (and especially in our most important metro areas).

Consider first the “unthinkable” prospect of adding runway capacity to a hemmed-in airport like LGA itself. Aviation Week recently reported that a fourth runway is likely to be added to Tokyo’s congested Haneda airport. Faced with land constraints similar to LGA, the evaluation committee has studied three alternatives for building the new 8,200-foot runway offshore: a floating steel structure, a structure built on piers, and conventional reclamation. Estimated capital costs range from $4.02 billion to $4.27 billion.
 At first, these appear to be staggering sums. Yet recall that most large airport projects are paid for via revenue bonds. A rough rule of thumb is that such a bond issue needs a revenue stream approximately one-tenth the amount of the bond’s principal amount. Thus, a $4 billion runway project bond issue would need a $400 million annual revenue stream, quite possibly within the ballpark of LGA slot auction revenues.

If environmental constraints simply prohibited serious consideration of adding an offshore runway to LGA, there would be a number of other possible locations for lengthened or added runways in the metro area. The obvious major problem with all such projects is land-use compatibility. All too often, local planning and zoning has permitted residential uses too close to existing runways, and not provided adequately for the possibility of future expansion. Although both local governments and the FAA possess the power to condemn land via eminent domain for airport expansion, there are large political disadvantages to doing so. However, the existence of a large new pot of money in an ACF could open the door to win-win solutions.

Several airports in recent years have pioneered such an approach: buying up entire neighborhoods at above-market prices. The Regional Airport Authority of Louisville and 

Jefferson County is in the process of relocating the town of Minor Lane Heights to make way for a major runway expansion. Rather than simply offering homeowners an attractive price for their houses, the Authority is offering them brand new homes in the planned community of Heritage Creek, a subdivision created for the relocation program.
 And in 2001 voters in Brook Park, a suburb of Cleveland, approved a land swap with Cleveland under which 468 homes in Brook Park will be purchased and demolished to make way for a third runway.
 The homeowners will receive fair market value plus moving expenses, a better deal than they expected would result from condemnation. 

These two land swaps are exceptions to the normal battles over airport expansion, which all too often involve years (or decades) of costly litigation and often result in defeat of the runway projects. They resulted from unusual local circumstances and the availability of sufficient funds to pay for the costs of acquisition. Our hypothesis is that the creation of an ACF using airport pricing revenues would make more such proposals succeed, for two reasons. First, there would be a significant new source of funds available for this purpose, making the possibility of reaching a win-win outcome appear more realistic to all participants. Second, since the areas suffering from airport congestion are large metro areas with a number of airports, there exists the possibility of competition for the available ACF funds, which may stimulate efforts to come up with creative proposals to achieve win-win outcomes. While “nobody wants an airport expansion” has the ring of truthful experience, it is actually an exaggeration. Many people benefit from airport expansions—engineering and construction firms who get to do the project, air travelers who live nearby and get expanded air-travel options, and even potentially the homeowners who receive above-market prices for their homes and can relocate to someplace not plagued by airport noise. 

Our goal should be to make expanded airport capacity in major metro areas a win-win proposition. Market pricing at congested airports could be the key first step—if the new revenues are safeguarded for such capacity expansion.
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