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I. INTRODUCTICH: WHY PRIVATIZE AIRFORTS?

Alrline deregulation has set off an unprecedentsd boom
in commerclal aviation. V.5, airlines carried 447 millicon
paggengers in 1987, nearly doukle the pre-deragulaticn
lavel of 240 million a decads before., And traffic is ex-
pacted to double yet again by the vear 2000. Yet this huge
increasea in activity must be handled by an ailr traffic con-
trol (AT¢) and airport aystem that i= little changed fronm
the days before deregulation.

In enacting the Airline Deregulatieon act of 1978, Con-
gracs freed up the airlines to compete and grow, but laft
the essential infrastructure--the airports angd ATC system--
in their statisc, bPureaunratic pre—daragulation conditien.
The result 1s a growlng set of problenms, mcat notably
delaye, congestion, and guestions about safety levels.

2. The Need for More Capaclty

Ho major new U.S, airport has bean bullt since 1974,
when the Dallas/Ft. Worth alrport was opened. And only one
such neWw airport la even on the drawing boards today—a re-
placemant far Denver's Stapleton. IF present trepnds con-
tinae, a major alrport capacity crunch leg very likely. &1-
ready, the Federal Aviation adminiatration lists 17 major
airports as "seriously congested," and projections indicate
that soma £9 airports may reach that peint by the year
20040.[1)]

The problex ils not as almple as sonme woold portray it.
Many aviatisn interest greups blame Congrass and/or the Ad-
minlstration for conslatently failing to spend 2131 the
monlese which are accumulating in the aAvilatien Trust Fund
{which is fed by several aviation wuser taxes, primarily the
8% tax on airline tickets). Wwhile raprehen=zihle, this un-
derepending ie only a symptom of the basic problen.



How airports are funded is the underlying problew. The present sysicm
diverts rasources 1o the wrong place, and poorly uses the capacity we already
have. The FAA allovares airport grant funds according 1o a politically
negolialed fotmula which redistribmes large swns from the major anomts
{where most of the tickel ax colleclions originate) to hondreds of amaller
commercial airports and thousands of general aviadion airpors. Thus, the
gystem reallocates capital funds from those places where the needs are most
pressing to other locations whose needs are nowhere near as greal.

Il airports aperated as businesscs. they wonld price their services the way
other husinesses do (e.g., the telephone system), with prices varving in
aceordance with demand., Unfortunately, the present airpore system, fails (o
use market pricing to allocate scarce capacity: hence, much of that capacity is
wisted. Charging more to lund or take off al peuk Dours would shifl some
users away from those peaks, to times of day where there is spare capacity,
And charging gll aircraft based on the valog of the service {rather than hased
am the weight of the aitoradl) would shift some non-airling users away from
congesicd hubs to nearby relicver airports, once again making more cffective
capacity available at the hubs.

I addition. higher prices for peak-hour services would generare additional
revanues directly at the point of need, to finance additional capacity. Most
hubs have long lists of unmet investment needs by which they could increasc
their capacizy, but they lack the funds to embark an them.

In many ways, Wday's shortage of airporl capacily has stimalated much of the
recent thinking about airpert privatization. To keep pace with the nccds ol a
dynamie, fast-growing anlioe industey, we need corresponding changes in the
organization, motivation, and operatien of our major airports.

B. Fostering Competition at [Tubs

A secomd, growing problem is the phenomenon of concentrated hub airports.
Though the airline industry on the whole is highly competitve (with ne
carrics holdingy meore than 16% of the maret), ar about a dozen medium and
latge hubs, only one ar bwo atelings provide a majority of all service, A
recent (eneral Accounting Oftice study found that airline yields are 27%
higher at 15 concentrated hubs than at g sample of 38 unconcentrated huby [2]
A prowing percentage of destinations is served by only a single airline from
such hubs. In shor, the airlinc industry has developed distarbing poclkets of
near-monopaly, leaving passengers from those cities with fewer choices and
Ligher prices,



Two factors engble one or two alrlines to attain such dominant positions at
hubs. Inmany cases, the supply of gates is less than the demund, and the
dominant carrier has managed te gain control over their allecalion--and over
the possibility of expansion. Tn other cases, e minways and landing aids are
the limiting factor, restricling capacily belew what is demanded. Here. too,
existing policies and institutions have led o a fow aitlines gaining conmol of
most of the slots, with little possihility for either expansion of their number
or for true market exchanges.

It is widely--and probably correotly--believed that private-sector owners of
airports would bargain more aggressively with airlines about pates and slols
than do the present municipal or port authority owners, An airport busineas
enterprise would he far less likely to allow its destiny to be controlled by one
or two major tenants. Thus, advocates of morc-compelilive alrporl acoess
have begun to consider privatization as & means to that end,

C. Freeing Up Cities” Capital

Trom a national perspective, airport privatization is attractive as a way of
generating increased investment in wirport capacity and addressing the
probtem of concentrated Twbs.  City officials are also concerned gbout hub-
monopoly problems which may make their city 4 less attractive place in
which (e locate. Bul mwunicipalitics have a Lar slronger reason (o investigale
selling their airporrs.

A medium or large hub represents an investroent of hundreds of millions (and
in a Few cases, more than a billion) of dollars. Yel cilies are unable G realize
a ditect finuncial retum on this investment. Conditons atlached 1o federal
atrport grants require that revenoes derived from airpoit. oporations remain
on the airpot. In ofher words, the city cannot nse its airpat as a nai revenue
generator for the city budget. Moreowver, these hupe and valuable propetics
{ollen lotaling several thousand acres) are excoipl [rom properly laxalion,
which is typically the municipal-ity’s largest single source of revenue.

Thus, at a tme when citics have vast uamet necds. ranging from
infragtructure repair and cxpansion 10 hupe unflunded pension liabdilcs, their
airporls represent a major source of capital that s locked away. untonchable.
Privarization offars citics a way of rapping that capisal, while simultanecusly
improving the airport. Selling the simport yields the cily a najor one-time
windfall, puts the property back on the tax rolfs, and sets in motion ncrcasc:d
{pravalely [unded) investment which will increase the property’s value in
yEars o Come, :
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II, TYPES OF AIRPORT PRIVATIZATION

Privatzaton 12 & broad 1erm, which covers a vadety of ways in which functions and
responzibilities are shified from the public scotor to the private sector. The mmosl Soomwon
forms of privaieation are { 1) contracting out of service delivery to a privaic firm, (21 long
tenn franchizing of a fitm er consartium m finance, buikd, and operate a new faciliey (with
ownership cvenmally reverting to government], und {3) sale of & government enlerprises o
privare owners, @ be operared henceforh as o private business. All three types of
privatization already exisl in the case of alwports.

A, Contract Operation of Existing Airporis

The mosc common fome of privatization is lhe managemenl cooteacs, in which a private leem is
hirgd by the municipalicy or airport anthoriy to operate the airport, otten with considenible
authority o maks decisions in @ businessfike manner, Severs! American and British firms are
sctively invelved in this business,

The largesr U8, airpor operated by a privae firm 1s the Burbank (Califomis) strport. Qwnod
by an arport authonty set up by the cities of Burbaok, Glendale, and Pasadena. e airpon has
been opersted under gontract since 1974 by Lockheed Atr Termmoal, o division ol the glact
aerospace firm, Burbank eanks 39ch in gize (s measured by anmual passcnger enplanemoents)
ameong cormnercidl arports.

Altogether, Lockheed operates at 23 airports or terminals in the Unitad Srates and owverseas.
Ameng the sther larger sirports are Rickenbayker Afrpon in Colwmnbuos {Ohiol-- [omner Al
Forea base and o najor hub for Flying Tiger (fnow Froderal Express], Republic Airpor: on
Long 1sfand—which [s served by commuser airtines, and Stewarr Internadonal Airport-.
former Alr Foroe base north of New York City {where Amencan Aichnes will begin schedclsd
ervice in T9HF).

Ancther important conlract operulor s Pan A World Seevices (recently acquired by Johnson
Controls, Tne, ), Singe 1977, Pan Am has pperated the White Plunys sitport in New York's
Westehester County, an imparlanl teliever airport for the merro area. E also rans Atlaneic Clre
Interpational, Fader Field, and Teterboro Aimpon, all in Now Tersey. Anofher conract
eperator 1% Aveo Inernational Seovces (onow a division of Combusiion Enpineering], which
operates the alrports at Morristowen (New Jersey ) and Grand Caoyon (Avzona).

Britixh [ are alsy in ibe conracl-operalion business. Wernational Aeradio Lid. {1413, a
gubaidiary of British Telecom, pravides both anport-management snd air maffic courol
eperalions under contract Lo poveraments in several dazen countees, with aperations in the
. K., Africa, and the Middle Eusa, To wdditivn, Bridsh Alpons Anbority {owner of seven
airports in Cngland and Scotlandy aparates four other British airports and has secop a TLS.
division culled Adr Terminuls, Inc. 1w seek wrporl-managemenit comracts o e Lniled Siates,

What contract munsgement brings (@ municipal airporls is a e rooee businesslike method of
operton. Many nunivipal aitports--especially ese soaller fan e wp 100--am money-
{osers Lor their comrmunities, Maorristown, Tererborn, snd White Plans aimports were sl
Yosing money when their operuion was contmcled ow--and all were pul solicddy inmo the Black
syithin a vear or tao under contract opetation, Private munacernent means Doth cos-saang
cfficiencics and increased revenues.

Shor-term changes, such as a compurerized landing-fee-hillmg sysem and nuee effcent cie
of staff, malke guick mprovements In elficiency. 1n addition, firns which apares o number



of alrports can take advaniage of economnies of scale via cenmiized management of various
atrpert funciions and buying fucd, cquipment, and services in bulk,

But the longer-term benefits of contract operation result fram aggressive mmnagsmment of the
sirport’s assets. The private operators invest thelr own fonds in capital improvements, and
they attract significant naw private imvestment in airport-compadble facilitces: hangars,
wirghouse space, ollice builldings, hotels, ¢tc. This leads to aubstanrial increases in atrparl
TEVENUE {ACT Time,

B. Build-()perate-Transfer for New Aicpori Facilities

In givil engineering and heavy constroction, the term Build Operage- Teansiier {13021 refers o
the pracice of obtaining large-scale tnfrastuciure projects via lang-lerm comlract or franchise
with a private consortium. In exchange for the ftanclise, the consortium will design, finance,
build, and operate the facility, deriving revenucs fromm uscr charges 10 recover ils inveslment
over the life of the contract (typically from 20 1o 40 yearsh, At the end ol this petiod,
ownership of the facility reverts to the governmeni,

B-0-T arrangements have been used for more than 3} vears o build major wowrways znd
tunncls In Europe, especially in Taly and France {and mosl nvenidy, with the Chamel
Tunnell, 'Toll roads, bridges, and funnels hawe been or are being huilt via B O-1 in Australia,
Ching, liong Kong, Indonesia, Malaysia, South Africa, and Turkey, amang mber counimies.,
B-Q-T 15 alse increasingly used n Third World couniries 1o prvide new power plant
facilities. 1o the Uniwed States, the principal use of B.O-T has been lor mew wusiewurer
reatroent plants and waste-to-cnergy plants during the pas decade. Bul the concepe is now
being uppliced to o]l highwaws in California and Viepina.

B-O-T arrangements [or sirports ure one of the newest applicarions of this idea. fn 1957 in
Cuanady, the team of Hoang & Dancekay and Lockbeed were selected to finance, desipn,
build, and aperate a new $300 million, 24-gate terminal ar Toroolo's Lester B, Pearson
[ntermaticnal Atrport. In 1988 a team conaisting of 'heor, Lockbeed, and Lewds Enermices,
plus three Turkish finmz, was selecied (o develop a 3200 millien, |R-guw terminal ar Ammrk
Tnternafional Airpeort in Issanbul, Upon completion of the terininal in 1992 Lackbeed will
take over operating the entire atrport onder contract, And in 1989 work began on u ngw
terminal at Birnngham (Lingland) Inwemational Airport, being finameed and developed by
Fura-1lnb. a public-private consortium including the airport {with 254%), several British tioms,
and Lockhced. Both the new Flong Koing alport on Lantau islund and the new Mocao airpor
will be [nanced, built, and operated by public-private consoria with majority private
owncrship.

Aldrport B-O-T projeers of this rype offer several advantanes over conventional airpotr
development, One [s the speed with which the project can be earried out. it the absence of
typical publi-sector red tape and bureaueracy, Both the Toronte and the Isuobul projects are
being hutle using fast-track desipn-build schedules. The Toronto project will (ake 3 172 veurs,
cotpared with Transpont Cunadd's catimaate of 7 years if it had done the wermninal i the
unventional manner. In addidon, no public fonds are required for such projects; the
eastence of the confract or franchize {assuming seond financixd projections) s sufficicnl
abtain debt and equily capital from the financial markers.

. Bazle of Exisling Airporis
Selling existng conumercial airporis, w be vperated berecallor ws priveately owned boginesses,

15 the newest form of airport privatization. Whilz there wers praposals in te eurly Reagun
vars that the federal government sell i1s two commercial airpots (Dulles Intermanonal aenl



Washington National). the Administration vielded to local polincul pressures Lo dives) thuse
alrpons o a nowly creared stale goverument anthority, on @ lomg-termo lease hasis,

The first actual airpon privatization via sale was the British government’s sale of British
Adrports Aathority. BAA had been created as an independent govemment authority in 1966,
with ownership of London's Heathrow, Gatwick, and Stunsted aleports and Scolland's
Aberdeen, Edinburgh, Glasgow and Prestwick airpors. In IWH3, BAA wus designated Lor
privatizaston vin a public share offering; enabiing legislation wis enacted by Parlivment in
1984, In July 1987, 500 milkon shares were sold w the public, yeaemting appros imately 52
Billiom (or the Treasuty,

Today BAA aperates all seven airports, snbject to repulaory review ol 1S asvmautical
charges. I operates essentially as a monopoly public atilicy, though witdoul the burdensume
fprm of raic regofation typical of U5, public utilities. According tod 1989 study 3],
privalization of BAA nffers several advantages. These includs grealer aovess W Dnanging o
vapil] improsernens, more productive vse of land and other assets, and divensfication o
ather lines of business. This includes ground transportation, hotels, retailing, property
development, and management of other airporls wider conleact,

A numbar of other goveIMmMents Overseas are pursuing airpart privatization. Tha Tamish
aovernmant in 1989 announced plans to sell the Copenhagen Internuional warpan, Kasbg
The sale is expeced o be a public offering, similar o that of BAA. New Zealuod hu
caTpordbzed its major airporis, and in Novetnber Y989 announced chac it wmild sell the
aevernmane shares T the three major airports (Auckland, Chrisichurch, and Wellington) in
199, Malaysia has carried out 4 feasibiliey study of comvertng s six major uirponls w
privare opcradon. Even Poland has begun discussing airpart privarizytion wich foraig
InvesTors.

The Canadian government's Transport Canada, after embarking on an aiport defoderalizadon
program i 1988, hax recently proposcd selling surme of i1s 138 aicporls, inclodiog the larpest,
Torontes Lester B, Pearson Intematonul. Responding to that anneuncemment, 3AS bhas
creared a joint venmre company, Canadian Adrports Led., 51% owned by a Cunadian puriner,
o seek wirposl acquisitions,

Tn the Thuited States, no commercial atmport has yot been $old o private enterprise (alloough
Syrucuse, NY in 198 sald 11s alrport carga facilivies), The maose serions privarization offnr
chits far hias been that of Albany County, Mew York, o sell or lzase ils alrpeel, The couwnty
execulive announced the pending sale of the atrport in 1988, which resulwd in offers fromm the
Toreul mse-tmuosit autbwrity and a privale consonine (zomposed of a local firm, British
American, Lid. and Lock keed Adr Terminal), The Juter offened enter o foog-term kage or
outmight purchase. In December 1989 1be Federal Aviation Administration roled that neither
the Jesse nor the sale was consistenl with 1s merpeewation of federal regulations. The caunry
thien decided to pursue o mamagemant contrace with Lockhecd, insweard,

A detailed near-privatzation proposal hus been put forward by (e Pewria Alrport Anthorty,
under which all land-sida (non minweayfdmiway/ramp) property weould be leased wea privale
fir for 99 years. The plun atemopts to gain e bensfils of de fcle private ownership and
aperalion while keeping the airport eligible for federa] grune funds by relaining public
ownership of the federally aided air-side property. With the provecids from the lease (plus
federal grant funds), the airport would be able fo acyuire sdditional lands for ranway and
laxiway expansion, i accordance with its tong ferm growih plan, Addiorad b adjaent o
the new Tuoway arcas would be leased (o e private airport finm,



T other major cities have bagun considering selling their sirponts. Adanta was appooachied
i 1988 by Mertill Lynch Capital Markets, on bohalf of unnarmued (but reportedly Tapanese)
clients gbout selling L giant [larsfield Tnteroaticonal Airport. The madel for the deal was
reported 1o be the BAA povutization, and as did the British povernment. the Acanta ciry
covernment would have retained 3 minority share of the vwnership. A figure of $1.5 bllion
wis cited 0 several news articles.

In 1989 the Los Angeles Leparament of Airports commissionad its eonsulrane, Tohn F. Brown
Cownpany of Cineinmati, w0 look Into--amoap olher things--privalizalion of Los Angeles Loler-
natioenal and possibly the departent's other three wirpomes. Califormniy Assemblymun Fichurd
Katz, head of the Assanbly Transportation Commitee, has called tor serious investigation of
airpurt privatizalion in Cadilomnia, as a way of enabling cities w galn direct financial kanefies
from their wirports,

ITI. TURNING ATRTPORTS INTO BUSINESSES
A, 'The Current T'unding Problem

The wep 30 airports (large and mediom hebsy account for 1 percent of all afrling erplansments
in this country, It1s these mrparts whose capacily 1 espedially strained by the projecied
groawth of airline oaffic aver the next two decades. Henee, It 1s these wirports which mosc
cricially peed o operaie like bosinesses, with appropriate incancves and ability v meet the
erovving denand for their serviees.

The present system of airport finance, largely influenced by the ajrlines, i3 pootly suited w
this task. In a market economy, shortages irigrer price increases; those hipher prices end w
mercase profics, therchy attracting investment to the ares inqueestion. Thae, 1o tum, Teads to
added capaczify, whizh velieves the shortage,

This kind of feedback svatemn dees not operste in the sirport busing ss, because wrports s
operitzd on g non-commercial basis, The proimury costomens: . wireraft snd passengers. are not
charped direct matket prices for the pirport's services. 1a (act. the peneral model 5 lor e
airport aperatar (o derive the butk of its aperating revenuge fraom wnants and concossionaings--
atrline e ase payments, shop amnd restsurant Jease payments umlfor pereentages of their
Lrnorvier, renlal car carmpany fees, et --with aoy residual need for revenie made up Trm
laneling charges. Typicad fanding Fees are based on the welphl of due witend, el on the valoe
of the service, Passengers tvpically pay no direct charge for nsing the airport.

The mujorivy el mayor airport capilal expendilures are denved lom the sabe of Ha-cxempt
revenes bomds, hueked By lomg enm lease paymeots froem aitine tenants. Only a minomsy of
capital fundimg--just 20 percent for large hubs and 25 percent for encdino haba -cooes from
lederal granls wider the Alrport [nyprovenizm Progeam. These Tunds derive priocipally [ow
the & percent fedeml fax om oirline tekets which feeds the Avistion Tnest Fund.

et perversely, this swwwermn of fideral grunt funds serves prmuanly w chunoel resources [Tom
the airpurts with the mosl sertous capacity probleins o those with much less nesd for capial
spoheltng. Table 1 csrimines the amouone of fonds geneniced by the gedoee e az cach of the wp
50 aicporrs and corttrasis (his swin with dee amonst returned o the pirport in the form of airpaort
"entiflement” grants.[4] Los Angeles Intermatonal, tor exmrple, generates $142 million in
lickel taxes bur gets back only $16.6 million. On average, thesc major airports get back only
18.5%: of the ricket tax funds gencruted by pussengers imginuting there. Al a dioe ol growing



capracity problems, the prescnt mechanism svstematically undeecuts the polential ke
mechanism wheneby shorlages would lead (o increased revenues to fund ¢xpansion,

B. The Potential Increased Capacity of Existing Airports

Privatizarion would provide 1he means for majer eapilal invesuments in the nation's airports.
Cupital is needed for addidions o the Tanway system and for upgrading the lechnolopy wsed in
landrg sysiems. lo addition, a pricing system would provide ineentves for making grearer
wsiz of existing capacity that is now wasted. The primary beneficiary would be the travelling
public, thanks to fower delays and less congestion.

Adding main miways is not possible a sore magor hubs beeause of the lack of available iand
e o LAGuardia, Washington Natienal, and Los Angeles Intcrnational), but space exisis (o g
50 at such wirports as Kangas Cicy International, Mashville, and San Jose--if sufticien capilal
were made availuble,

AmotheT way B ineroase capecity is to provide separae runways for comemuter and bysiness
afreraft. These planes are typically slower and msch sroaller thun jer sirliners, meking for
significant improvernents in thooughpt i ey can be separated Mo airliver tmll3c patterns.
Ar Atlanta's Hartsficld, for example, commuler planes account for 22% of (ight operadeons,
but handle only 4% of the passengens.[5] Adding a separate 6000 fr. comnmeer rorwoy
coutld increase Hartsfeld's jetliner capaciey by up to 22%. Stmilar additions could be e o1
Boston's Logan Alrport, Deooit Merro, and 51, Laoads Tamber,

Atsoime major hubs, bod weather produces major eutbacks In landing capacity, hesauge erly
one of Lhe main wnways is equipped with an insmomant lmding system (1157 Adding 1155
Lo uther runways would make a nugor difference at Boston, Denver. Latiuadia, and San
Frameisco. l'ew airponts currently are equipped with the coquipment which makss possible
{ully-automated Tandings in fog and ather poor-visibility weather, Addiions] cupital would
fuctlitace the upgrading of .55 1o this Calegory 3B capubility.

Oine of the major problons ar the naticn's busiest b, Clucage O] Eare, is ohsolete air guffic
controd equipment amd nsullicient sontollers | & 7] TFO'Hure had the resources and were
respatsible for ibs pwn ATC fanctions, rather than being dependent on e A A, modemizing
the radars and computers and hiring suflicient ower personnel would have been acoomplizhed
vears ago, Ooly in 1989 did the FAA finally adopt i program o offer 20% higher pay o
cemtrotlers willing to mve t0 Chicapo (and several other urban areas with high eosts of liviag
and shortapes of conwobles).

Annther way 10 nerease (apacily 1s 1 permuit sirnoltaneous operations on closely-spaced
paratlel munways, Current FAA regulatons permit such opemations only if the nurwavs ae al
least 4,300 fuet apart, due o the inadegquiey of current radar sysiems. The new high-toch
ChickScan radar, currently Being tested at Raleigh-Durham atrport, updates the contmoller's
display 16 times mere frequenty than gurzans radars, making i possibde 1o monioe
approaches that are more closely spaced. The FAA extimates that CoickScan will pracluce
3% incresse In effective capacity 2oa dosen airponts, including Raleigh-Dortm, Belimnone,
demphis Tnternationad, bMinneapelis-Su. Pawl. Dallass Love Field, and Salc Lake Clity
Joternarional [ ¥] At some arports with Iimited expansion room, the Quick Scan radir imay
mike it possible wr squccze I thind meway where gl wer are now [easible.

Yet another possible toebnological fix s microsave landing gy stem (M1SY, o successor o the

IL5. Among ather things, the MLS will permit adrerafl to [y curved and sepmented
approaches rather than only saighi-io approaches, us wall s osing closely spaced

1



runways. [9] MLS is currently embroiled in controversy within the sirling indusiry over ifs
cosi-effectiveness; t1s major cost will be up w0 35 billion ko equip all aidine alrerall.

Increased funding would make possible the kinds of capocity increases discussed above, Bug
tarket pricing of kendings and takeodfs woold also lead w nel increases o capacity, Lyven a1
busy hub pirpons, congestien (demand exeeeding supply} only oceurs at certuin limited dmes
durny cach 24-hour period. The rest of Lhe lime, Ihere 15 amnple capacily going wnused,
Charging higher fees for operations during pesk hours would shift some of those operatons
into off-peak tirme periods (and would alsa shift some general-aviaron sctivity o nearhy
relicver airpores). Tt would also generute additional revenues which would belp o fund
capaciry [horeases.

In a recent smdy for the Brookings Institution, Seven A, Morrison omd CRIEord ¥ inslon
ndeled the effects of shifting from today's welght-based lundimg fees to a system of
"marginal-cost” landing fees which reflect the value of sirport access ac various dmes of day.
They found that 4 policy of charging such Gees and usntg e revenues 10 expangd 2irpmt
capacity would lead o0 net economic gzins (reduced arline Operating Cosls, putsenper e
savings] of 317 hilliom per year 10

Murket based pricing, in Momison and Winston's model, would lead to chunges i wsags wl
majar eommercial airports, Many general ivintion aircraft would shift oo relicver airports o7
oll-peak hours Lo avoid higher landing lees, Conunler airlines would shill o a soalier
number of krger plancs (and might have their lunding charges subsidized by the mugor arlines
whoss {lights the cormuters feed). And the major aitlines would shift marginal flighis asay
from the (highest-costh peak hours. All these changes would meake greater wil wse of
whataver level of capacity exists at an girport in g ghven year. And the inereased reeenues
from the new linding fees would pav for major additions to the airport's copacity over a
prrimd ol yeurs,

C. Giving Atrporls Control of their Resources

I rajor hub aieports were Tully converied inte busioess anterprises, whal resouices showld
they be able tocontrol? Since a major parpase of privaczation is o incrense capacity, enclt
aimpert showld gain conmmol of those resoumess which derermnine capaciny. Thar means 1
physical resources, (2% Anancial resources, and (3} landing dlots.

The phyaical determinants of atrpore capactry are the mnways and mereays, the landing ails
fILS, radar, elc.), the control wwer and ils persominel and computers, and e leaninal pates.
At proscnt, the gitport operator has effeetive contrnl of the ronways and wxivays thoogh tis
constrained by conditions attached to federal grants for those facilitizs). The landing aids and
contral L, boweyver, uns owoed aod contrelled by the FAA, And the nuber gnd exien of
terminal gates and facilitics is consmuined to o considerable degree at most mejor hubs by
provisions of the leass apresments belween the airline tenants and the airpar,

A lull-Nedged privalization palicy would transfer tithe to the Tandiog aids and soneal fower i
the airport operator. This wordd make the aitpon the employer ol te coogollers und other
local ATC personnel imaintenanee technicians, ete ). Like airling pilats and mechanics, fhese
prrsenne! would sil? be required o hold 1FAA Licenses and all azport operations sauld be
subject to ongaing FAA safety regulation und oversight, just as are wirline flighl operalions
and maintenance, Salaries and working conditions, however, would be determined by the
airport compuny, based on locul needs. Elence, the airparl would 0o longer be Limied by
being unable to atmact sufficient controllers. Likewase, the purchase of seete of the urt
commputers and radars, and the addition of 1LSs 1o twrsays aot 50 equipped, would be
decisioms made locally, mther than in Washingten,
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Obviousty, an afrparl company must have the (inancial resourees g take advantage of its new
ability ro own angd control 1w physical resources. Henee, the scoond element of privatization
would e the [Feedorn o charps marker prices for alrport services, Specificalty, the privattead
airpurt should be allowed o charge (1) méarkel-based landing lees, and () passenger laeilis
charges.

At presenl Lhe legal stalus of charging {ees olher than the lradilional welehi-based landing fevs
is not elear. The Kew York Port Authority has charged genceral aviation sireraft a 51000 pouak -
honr surcharge a JTFE, T.aGvardia and Newark since 1986, Tn 1988, the Poor Ancheority
increased e mininum pedk-hour charge Tor comumater Seglonal) airlines w S30 {from F200.
By contrast, when the Massachusetts Port Authority (Messporty in 1988 mnplemnented a fee
ayscem at Boston's Logan Alrport Tased onoa minitm charee of & 100 plus o per-poand
charge twhich sipnificantly increased the amount paid by peneral aviation aicralt while
deorcasing the foes for commencial jetdiners). the ageney was tken t oot by both the
Aiecraft Cwners & Pilars Association and the National Business Aircraft Associalion, Despie
d federal court ruling uphwlding the legality of the fees, e Depuriment of Truos-portition
Tuled that they were "unjustly diserininatory” and could not be charged if Mussponrt weore m
connue receTving federal funding.

A mroe raatket pricing system--oolike Masspott's svstem--would vary the charge by ime of
duv, based on the demand for lundings and tkeoffs. Henee, it would offer wimple oprorooniny
for general nviation users to pay lower prices for use during off-peak howurs. 1n additioo, 0L
would be nen-diseriminatory in that woy atreraft wishiog wo pay the narket price o land ar
peak hours would bave the right oo do so {unlike Masspore's proposed peak-hour aysnem with
different rales fou eight different orpes of alreraft, which openly disceiminaled against saallker
planes). Indeed, 130I] Associate General Counsel Jeffrey Jacobs has said that DOT would
hive been receptive to 1 Massport foe systan that included pesde-peniod charges " it hiad hean
dong in & Teasonable manner."[11]

Sinee 1972, sirponts huve heen forhidden oo charge parsenpers dicectly by an anti-head -1ax
law. (Prior to emactiment of this measwe by Congress, some 60 LS, atrpors levied somme
Foren of per-passenger charge.) The Airport Operators Counctl Insemagtionad s pronossd tht
this mensure be repealed and thal the right 1o chargs a per capita [ee Ut reswred 1w wirports.
Adrlines wrruld add this charpge on thedr Hekets, and remit che smcanes collecred each month to
the airpoms imposing the charge. The revenues would be resticled e linancing saltiy and
capacity lnpreversenls. A $3 per pussenyger charge, had it been in place in 1987, would have
generated, for cxample, some $83 million for OHare, $72 million for Atants, $65 miltion for
Los Angeles Tnternational, and 363 million for allas-F, Worth, Maore imuportant, that
assured slrearm ol reveriees would muke it presible 1o taise 837 dmes those amounts in bonds
[er capacily expansion [12]

Toinerease airline compettion & arporls, it is expecially importint to give the sitports new
revenne soirces which can be vsed to float bond 1ssies. Airport expansion today s all we
often held hosepe o the "majorniry i incerest” clavses of airfline lease agreementz, Those
wpreernents—-n ellfeel al 53 alrports, including 15 of the 27 largest uirports, seeonding oo
reeent GAC study [L3]--give cxisting alvling enants a veto power over addicional hond - fundex
cxpansion which wonld ke paid for with leass revanoes. Thercfore, new airpoet revenue
scvces are nn easential woal for countering rrends towand "Fortress hub" mooopoelization by
one of two incumbent airlines.

The fingl "resource” affecting capacity is the landing slot. Tn g legal sense, such slots exdse

only ae the fonr nirports desighared by the 1AA in 1969 as capacity-constrained: Ol lare, J1°K,
Ealroardia, and Washington Natinnal, Slots (the maocmurn number ol operalions permelltee
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per hour') were once allocared by airling scheduling committees, but since Y86, dirkines have
been free to sell, lease, or trade such slors. Unfortunately, now-enmant carniems bave had
difficuley purchasing sufficicnt slots from exstablished incumbents, The number of slot sales
belween wirelated carriers hes dropped from 114 per quarter in 1986 w1 12 per quarter in
1988, aceording to the GAG.|14] Major camiers do leasz stots, but generally not
competitors. And FAA mules allow slols o go unused up 0 35 percent of the time ducing any
two-mpnth peripd. Morcowver, when the FAA parceled cut slots & the lour comsuained
alrpotts, it gave away pssets of considerable market yalug (a5 determined by subsequent
transactions): $400,000 st Washington Natiooal, $300,000 at O'TTace, $200,000 at
EaCuardiz, and $100.000 ar IFK

This systern ix both Inetfiient and wnfidr, L is inelficien| becaovse carriers which value slos
morg than their current owners ey not be able w0 get them, And i 1s unlar both becase 0L1s
anticarnpetitive and becanse the creators of the slots--the mmorts—ire not allowed to benefit
finuncially from the property which they bave created, IO lune invests resources in creating
4 new comnutet runwiy which adds 36 slots per hour, 10 has crezted those slows--and it ougt
tir be their legal owmer, The seme is mue for the cxising slots, all of which result from the
inve stments in cupadly mede by the airport,

Ience, as part of privanzanon, arpors shonld he given legal ownership of ther lunding slos.
Caisling slols in he possession ol airlines should be retorned fa the airport aperatar, o be
lessed out on teros negotated belween the aipor and all would-1e users, aLmarken prices.
Tar those slots given to an airling by the FAA, no compensaton would be duc o the sirline.
Butin the cuse of slows which an wicdine bad purchased, compensation shouald b paid by the
federul govermment, wsing momies from e Avisdon Trust Fuod.

. Greneral Aviption Access

The term "gencral welation” (GA ) Tefors 1o all civiliun sinmull seivity other than til of wilines
Cinclucing conenuerreg ional careiers). GA thus includes air taxi servics, husiness &
corporate avialioa, privale [Tying, and helicopters, A recent study by Wilbur Smith Associaes
esgrmuter the coomormic impact of Toth commereial and general aviicn; while te former
accounts for 92.7% ol lotal aviation economic activity, peneral avintion's 7.3% amounls 1o ai
unpressive $38. 1 billion per vear.[13]

O the 271 183 TS, atreraft malang up the goneral aviadon feee 87 523 are engaged in some
form of business activity. This inclodes 3,901 jet aircraft, 4.740 torboprop planes, and
T3677 piston-powersd planes. Most general aviation acovity takes place either at the 16,414
general aviation alrports of arthe staller of the 5371 commiercial service atrpoets non-hubs and
stnall hubg). Those operations weuld nol be affected by the privatteation of large and mediom
hubs.

Bul a rowe toward markset pricing al large and mediam hubs would have a swong impact on
the general avistion oporations that do tade place at those airports. Some (A operations
would move w relivver wirports elsewher: nibe mewro area, Ohers would shill rom peak
herars or off-peak dmes (e.g. 30%: of GA muffic shifted oue of perk hoors ot the three New
York dirports fullowing inlroduction of Lhe $100 peak-peried surcharge (o 19881,116] fu
terms of making the best use of scarec landing capaity, such shifts sre bighly desizable.

Genersl aviuton groups (AOPA uod NIZAA)Y provest thad sueh shills woull unlaily deprive
their members of needed access W tmajor aiqporls, They acpue hat any shifl 10 markel pricing
should set aside a cernin percentaye of operatons for A vsers, possibly at Jowar prices thar
these chareed Lo airdines moch as present FAA policy allocates a fraction of the slots at
LaGuardia and Wishington Natunud for GA users).
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These argumeants should be sxgmined in terms of fammness and cquiky. The public will
understandatbly have trouble seeing why corparaie jels and mrbaprops shauld be exempred
from having to pay the same $500 10 51,000 that a 727 would pay to land. They will also find
it hard to undersrand rhe need for a nonbusiness Cessna 172 poivale palod 1o be guaranweed a
below-mourket price 1o land At Los Angeles Triernagional whaen there arc o balf dozen GA
atrponts within 20 miles.

On the other hand, there may well be a politically compelling case w be made for special
waamnent for the small-business pistwn plune which provides aic-wavel access Lo a wajor cily
frorm the husineas's small-town Iocation--at least In these moemo ureas where elicver sirports
are distant fron business locations, Adreraft owners qualifytng for this exenmipiion mighs be
offered subsidies o enable thems w pay the markel price (somawhart [ike the subsldies offered
ta snall aithmes imder the Essentiz] Air Senvices programb,. Whether such cases can be
defined sulficlenly precisely 10 exchude all but those iniended 0 be eovered remaing o be
sgen, Butit doey seem clesr that g compuny lirge encugh o alford & corparale jel ar
turboprop should pay the market price, and alse that non-business (pleasure] flyers should do
sa a8 well, iF they wish tortake up the scarce and valoahle spacc at large 2nd medinn habs.

Thomgh they sre not considered pan of generl aviaton, commowr and negiooul airline sinmll
are also a controversial issue when market pricing is discussed. In the case of Boston's
Laogan Airpor. the Regional Adrline Association frepresenting 77 small earriers] charged that
the 1988 Muassport fue change s would cut the number of passengers on stoall uirlines using
Logan by 8 percent, Bur during the ess than stx-month poriod the now focx were in offect,
while the nurmber of commuler Tiphis decreased by 3.1%, commulee pagsemgers aginally
inereased 006 %, as the wirlioes increasesd the size of plane ey wad al Logan winle
decreasing the freqnencye of flighos[ FF] -jost what one wonld cxpeet fromm market pricing.

No spoera] exempaon from market pricing shoold Be granesd te commoter and regionad
carciers. “I'o \he extent that auch pricing might seriously affect the maretability of their
service. il would be in the inbersst of the major airlines {whose Mights they Need) wollzr i
fares which would, in effec, subsidize the fares charped on the feeder servive.

IV. PRIVATIZATION OF MAJOX HUBS

FEmajor alrponts wete privanized, as discussed in the previems seotion, they seonld e able 1o
operale #s businesses. They would raise thelr own revenues, doecily fom e cusLonw s,
and wauld lave conrol over their own respurees (under the regulatory supervision of the
1iaA for all safely marters, as are the airlines), How feasible would it he 1o acmally privacize
the: nation's 50 lurgest eommensial airpons? What would be e benelies w these girpons’
present municipal owners? And how wonld sach prvatizaton benefit the national alr
ransportalion syslern? This seclion addresses these guesiions.

A. Private Aiwcports Thus Far

Ta dare, the warld has Himitad experience with for-profic sir-carier airporms. The only ome in
the United States was the Burbank Aitpoer, created by e ald Lluited Adveralt Coep, i 1929
Lockheed acquired the airport in 194), expanding it greatly during the war veurs, whea 1L wus
1he only commercial alrporr serving the 1 .05 Angeles aren. B after World War 1T when the
city of Los Angeles opened LAX, falfic ul Burbank devlined greatly tdropping rom a 1944
peak ol 1.2 million pazsengers to just ¥71 (K0 several years Later).
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LA subzsquently received many millions of dollars in federal airpore grants, for which
Burbank, as a privately owned aibpotl, was not then eligible, Albough e aitpon remaimed
profutable, Lockbeed, in the mad- 19708, waz not. Selling the sirport theretore looked
arractive both to Tockbheed and to the nearhy cities of Burbank, Glendale, and Pasadens, e
ciries creaed an alrpon aulhority which received $335 million in federal grants wo buy 1he
airpert, with Lockheod hived to manage it Subsequently, the aathority roceIved another 512
million in FAA capatal grant funds, which were nsed o rebuild rovwrays, ramgps, and
taxiways.

Today, howewer, i is the public scetor that is strappod for funds angd the privare secior thal
views alrports 65 8 growth Ldusey sovely neading capital invesiment. Thal espliing e
entisiastic investor responss w the British government's sale of Bridsh Alrports Authority in
1987, Following the soevessful privagzaton of BAA, national and local govemments in other
countries have begun to look seriously ot selling their airports, as noted in Section I1 Iris
time to ke A careful look at the benafits which selbing airperss would yicld.

B. Benefits to Local Government

Why would a city or county wish o sell ifs atrpod? Une inparlant reason is (o increase the
avallability of capital for airpont expansion. Conunercial air service Is an incrneasingly
important factor in (he economic vitality of cites and regions, But alrport capucity 1s failing o
keep pace with the groweh of wir muvel. o a recent sunvey of LRI wirports, GAC found char 34
sufd they had no pluns o hoild any additional gates in the nexc five vears, while ancther 63
plarned to add na maore than five gates. GAD analyst Keoneh bMead 1old a congressional
hearing in Seplember 1989, "The wirports in our survey cieed funding ws 8 mujor tonsteaing o
their ability to expand. "} 18]

A nugor lucler in Albuny County's proposed ATRoTT privadzaion was the Trivam Sonsominm's
proposal to expand and modernize the antiquated afrport wrminal (3106 million Tor the (o
phaset. As noted sbowe i seetion TR, most major airports in the TTnited Staces have lorse
hacklogs of capital projects which they have baen grable wo fumd, Private capital would mouke
2 substantial difference in meeling dus need.

A seeond reason for municipalities i privatize is oo prevent local air avelers [rom beiny tken
advantage of by reduced compeliton at bub airports, The Geoeral Accounting Cffies has
found that airlioe vields {revense per passenger mile) arg 275, higher ot 13 congentiled hubs
gsuch ag Arlanta, Minneapalis/Se, Pand, and 5 Lowds) han al o saoople of 338 unconeentrated
b airporls.d 19 This means that air ravelers whe Tve i those eifes and ot ariginate theis
Journeys thera are being taken advantage of by 1he sowll oumber of aitlines operatiog from
those hubs, Between 1985 und 1988, secording o GACQ, the number of destinarions served
by four or more aidines from concentratad hubs decreased by 32%. while the nunber of
ploces served by ooly coe wrline [rom conceotrated hubs rose 255 Captive consumers in
these locations are getting less cholee of cervice at higher prices, eomparad with airpons
where compefition i3 prevalent,

It wonld noe be in the inferest of 3 privare srport company o Lok its fae with one o ey
dominant aitline tenants, able 1o call the shots in dewmnming the wirpont's fumre, Tostead, a
profitonented airport operator would seek e remain in coneeol of 18 destiny, Thag svondd
nuzn wvoiding such practces a8 signing long-temt leases wich majoriny-ln-inerest (VID
clauses. Rather, the airport cornpany would seek to prin and retain conol of the gates and
nther resrmreca (28 Miamd Intermational and Thocnie Sky Harksor awpoces have done),

In tarn, the countervailing power of airline tenants would kecp aipoat charges in choek, Uhe
airport firm has ech o gain by working cooperatively with the airlings, Privazly owned
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cotrriereilal aitpores wonld seok o expand their gate and mnsay capacity toe mcct projectd
detmand, actively seeking new atrling customers, Such policies would directly serve the
interests of nir travelers living in the alrport's metropolitan arsq.

Third, from i financial standpoint, a municipal airport is an underutilized asser. Because of
federal resictions in the airport granis program, local governmenls may not divert airport
tevenues to their genetal funds, Henee, sarports tend to be operated as, a2t best, hreak-cven
operagons. Bur when the sirport loses wnoney, the mumcipaliy noese stand ready s ball it cul.
Yet, unlike roads and highways, airpors serve only 2 portion of the community: it 15 oo cleur
why they should be subsidized by all tuxpayers. Muoreover, as municipul propertes, airports
du ot piy Property takes, despite cocupying vast amounts of vary valuable acreage,
Municipalitas nuy nndersmndably resist the expansion of pirpor bonndaries to the exisor ta:
this would remeve even maore valuabte land fram the local tax volls,

Cities wonddd bencfit fmanctally from selling their airports in three principal ways.

Onepirng asset sale revenue, Major commercial sirports ate "going concents,” worth
hundreds of millions--and in smne cases more tham 3 bilion--dollars, "Fabkie 7 showars thie the
estimated market value ol the largest S0 cornmercial airports 1s $23.5 billion. The estimaocs
For each wirport ure bused on a nultiple of its gnouat enplanemencs fusing 1987 datad, There
are sevensl possible ways mo establish the value of 2 business, based on its aonuad revenues,
assel values, and other Gwctors, in wddition, companisons with comparable husincsscs are
often used as a check on swch caleulsdons. For purposes of this exercise, aimed at
establishing genera] magnitudes, the nember of annnal enplinemeants was jodzed 1o be the best
general correlate of market value.

Bacanse there have been very Tew sules (BAA, Burbunk) or proposed snles cAlbany, Adanla,
Las Angeles International) of commergial airpons, thers ane ew points ol reference 1 use in
establishing a generic lonnula, Crarninueion of these five cuves, which imeolve mvo smaller
atrports and three very Targe enes, shows that the values nsad range Lvorm $3010 3745 per
enplangd passenger {an avernge value of 3610, with no cleur relationship bopseen airpoet size
and dollans/enplined pussenger. Hence, for 4 first estimacion of these 50 airpons’ possible
valug, the yverage valuation facror of $61 per enplaned passenget was used. (It nnght he
noted I passing thut cable elevidon systany ae currendy valued on the hasis of the nosiber
of homes in the franchise areq, 2 not-dissimilar method of valuation.)

Bevenues of this magnitude would be major windfalls for hard-prosscd local poverraments,
Mosl rmunicipalines huve lurge unmet bucklogs of infiasmucnare prajects (road rebuilding und
new construction, wastewater weatment. solid-waste disposal, ete.}. Moat also have lars and
prowing unfunded pension system Nabilides. Municipal employess wilh an eve tr their Tutore
reitrement would have a soong incereal o seeiog teir eonployer adegquately fumed their pension
Systern, Tather than leaving its funere to fhe vigarics of the polilical process [when wduy™s
office-holders are long goneb,

Remirn of the airort to the jax rolls. Property taxes sne the core revenue source for mos ity
and counly povernments, yel Airports--in most cases the largese single user of land in the
Jurisdictiom--are not meheded on the propermy tax rodls, While some aicpors do make cerain
in liew pavments, those revenues do not come close w whal locul governments would genoraoe
iTthe airports wers privitely vwned and on the tax rolls, Table 3 presents esdmetes of the
annuul property ta revenues which might be obtained from the top 30 alrports, valued at tke
amnoianes shivien 10 Table 2 and assuming a nominal property tx rate of 1.75% of murket valoe
fexecpt in Californis and Massachusens), Acmal revenpes would, of course, depend oo the
actunl affecrive property tax rare in each community.
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TAHEE 2
LARGE AIRPORT MARXET WALUES

RAHE SYHBOL MAHE 1PE7 ESFIMATED
BY S1ZE EHPLAKEHEHTS MARKET NALUE
1 oeb Chicwgo 27 418, 295 1,684 T15 &5
4 ATL Aclmnta 24,001, D0 1,484,067, 545
3 Lk 1oz argeles 21 81, 305 1,527,879 &05
& DFW Dal leasFt. warth 20, 574 083 1,279,419 978
5 [rl=] Bianwer 14,348,504 E9B4 14, Thi
4] JFK N¥-Kermedy 14 452, T34 SBP3, M5, 774
Iy sFO0 San Franciden 14 5ah e RERA 53T AT
A LGA HY-LaGuerdia 12,47, 29 $735, 008,934
9 EHR Hewnark 11,798,779 M2, 725,519
10 HIA Hlsmi 11, M0, For $718,B72, 517
1 505 Boaton 11,589,273 TG, 008 o83
12 5L £t,Laquis 10,152, 163 Lalf, 7B1, 3
13 DTW ferralt Merra 7,948,372 w6iG, BAZ, 892
14 RHL Horelulu &, 785 % 5593, B4, 1840
1% HER HlrneapelisdSt. Paul B, 966, 396 8544 P50, 0%
14 PHH Phoen lx AR ] 4563 411,240
17 FLT Fittshurgh B, 723, 284 532,120,324
;| Las Las Vmgas .80z, 142 LTS, B3, 837
19 PilL, Fhiladeiphia T 602,306 AR, T3, 564
da ach ‘Waah Ingron Hatianal 7561477 o], A2, 297
21 k1] orfande TG, 215 LLET 8%, 115
2 raH Houstan Tnt. 7,305,570 51,373,770
23 SER Saabble TATE 4 $437 BET 951
24 oLT Charlotte 5,572,851 354, BEL,TIN
2 MEH Menphle 5,301, ral 1325, BL7, 563
26 TAD waehinmter: Dulles 5, 1%, 902 4314 Biw 022
27 SAN SAn Page 3,030,330 308,622,180
28 L] Tampa 5,002,812 £305 171,532
0 e 5alt Laka City 4,805,326 £298 &i4, ARG
o [1d] ¥ansas City &4, EPE, 252 1286, 593,372
k3 v Zaltimore 4,634,322 1282, 56, 662
12 FLL Fe. Lacdecdals 4, AD8, EDZ 1262 824, 72T
13 Heu HaUstanHobby 5, U35 797 1240,081,17F
1 U Ban Jush 5. 6062, TES 4222,208,726
15 ova Cinelrhaci 5, E42, BB 3222, 203, T4
b1 MEY Wen Orleans 3 a8 TRT 3218, 572 617
Lh CLE Clewaland 330,578 3202, 570 654
14 BHA Maphvilla 3,974,555 1P AR RS
% P, Portland 2, BT, 187 £175,0M 529
i 5260 San Joate 2,843, 608 2171, 645,578
i MO Chlcaga Hicway 2,637 TR 5140, 900 A24
42 AT San Ankanfo 2,514, bl 155,390 B4
0% DAL Daliaa/Love TR s 149 0BT 585
EY) RO Ralelghsourhem 2,428 383 2144, 131 729
45 ) trdienapalls 2,426,158 BIAF, 904 248
L1 EDOL Hert tard 2. 397,204 5145, 250, 734
47 DAY Deyten 2.3, 84 5145, 250, 77T
[T PEL Uget Paln beach 2,320,353 ¥LF, 561 533
] GG Maui 2,208 o =114, 240, Lad
50 oHT Ontaria 2,291,842 3118, 582 362

TOTAL MARKET WALEE
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TABLE 3
POTENTIAL FROPERTY TAX REVEKLE
FROM LARGE MERPLRTS

ARSUMED AMMLAL

RANK SYHBOL WAME ESTIHATED TAK RATE PRCPERTY
BY 31:ZE HARREF YALLE fparesnt) ThY FATNENT
1 ORD Chicago £7, 685, 715,079 1.75 §29, 4082, 530
z ATL Athanta BT, 664,061, 547 1.7 £25, 621,007
} LA Lot Anpelbes 1,329 889 805 1.494d 13,298, 754
] DFW Daklag/Ft.Werth $1,270, 419,473 1.75 22,189 &S
H DEK oerwer 3984, 815, T4d 1.75 17,284, #58
5 JIFK Y -Kermedy 3ar3, 816, 776 1.75 5,661, T4
T SFO0 3an Frarciseo o083, 5352, 05 1,00 4,885 320
[ LA NY-LeGusrdis 8755,006,934 1.7% 12,862, 621
P EWR Newark 719,725,519 1.7 12,595 197
0 HIA N i 5712, 872 &7 1.75 312,580,271
1 Bos Baston #7065, 945 E53 z.50 $17, 473, 441
12 |TL Sk.louls 419, 281 $i5 T.75 $10, 77, 636
13 DTW Datroit Hetro 560G, 462, 892 1.7% 510, 520, 101
14 HEL Honoe luky £5%3, 860, 184 1.73 10 5% 653
11 nsP NinnRapgl Tss%E. ®aul £545,950, 034 1.73 59,571, 420
14 PH Phoenix 553,411, 260 1.75 9,513,197
17 PIT PiEtsburgh £532, 120,324 1.7 9,112,106
] LAS Lag Veqeg 475,931,882 1.75 %3, 328, 508
% FHL FhiLedalphia Bi5, 230, 544 1.73 A 211,335
kil L1} Uachingeon Nakicnal B8], 26T,297 1.75 £R 072,090
21 ) Or | srei 57,879, 115 1.75 $3, 012, B4
22 | &H Houstan [nt. %451,373,770 1.75 &7 &9, 064
23 5EA Santtla 37, BE7, 951 1.75 §7 683,039
24 LT Charlatte 394,831, ™1 1.75 %4, P07, 555
5 NEH Hemehia AN L) 1.73 85, T2, 352
A6 1Al Hathingtem DULlz 216, a9, 022 1.75 £5,54%, 5505
2r TAN Sam Diege 3308 528, 160 1.00 ¥3 DEs, 222
28 TPA Tomeas $305,171,532 1.7% ¥5 54t 502
29 {4 golk Lake City S30R, 514, HES 1.7% &5 235 Tel
30 NCL Kpraas Lity 8286, 593,377 1.75 £5, M3, I8
1] ;1] Raltirare 3202, 754 , 662 1.75 £ D4R, 204
Iz FLL Ft. Lauderdale f2uz 824 VI 178 B4 597,533
) Hou It Ban/ bty 3240, 081,177 1.75 BL, 201,54
74 LET Sam Jusn 4222 203, 1ea 1.7 ¥1 883, 653
35 41 cinclnnati $222,208 T4 1.7% '3, 488, 548
L] nsr Yew Orlesns 212,372,617 1.75 &3, 720, nét
7 CLE Clavalard $202 577,558 1.75 £3,545, 144
fts} BHA NazhwflLe $193,896 295 1.75 3,392 150
k) PLH vartlend 175,091,529 1.73 £3, 088 v27
an 3IC San Joee $173, 445,575 1.00 £1, 734,456
41 ] thicagn Miduny S160, 904, B4 1.74 £2,A15, K7
&2 BAT San Antonio $153 390, Bia 1.75 52, ada M4
43 DAL Dablag/Lave #1457, M3, 675 1.75 &2, 408 DES
L4 REU RaleighDurham 148,131,729 1.75 §2,592, 305
55 THE rdienacal is $147,996, 268 1.73 £2,509, ¥34
&8 ApL Hartford $1456,230, T0& 1.73 £2,559, 035
47 DAY Oayton 145, 200 T74 1.75 &2, 542, 58%F
50 PEL West Palm Reach 3101, 541 533 1.75 £2 406 37T
59 0G5 Maud £13B, 840, 404 1.73 £2 430, 057
1.0 1,385, fRd

&n aNT ookaria S17k, 582 342
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Tnn contrisst with the stunes guu, in which mmonicipalities "own” their airports but cannot dedve
nel revenues firan them, selling the aitpors would convert thermn i0to net feyveius feieraers
for local governmments, year aller vear, an into the furc.

Lrynaimic revenug gaing from property development, Generally speaking, goverimen arport
opeTitons see thetnselves as being in the airport busincss, poniod. Becaose they arc not
supposed to make o profit, they concentrale on providing aivport services on 4 break-even
basis. By contrast, those companics secking to énter the airpott business view airports a5
properly-developmen oppaciunities. By bringing together companble uscs, on and adjucent
ter the aitport property, they hope o muxkimize the rewnn on Uiy ivesiet,

In the Albany privalizaion, the copsarium (which includes a local firm, Brigish American,
expericnced m property development) proposed investing 569 million in land improveonents
on the almpon. progerty §in addition to the erminal and other airport buildings, per sep. This
werald inclucle a 230-room hatel, 3 warghonse, and & servies conter. In addition, Brinsh
Armerivan proposed spemd $73 mallion o develop a comnescial complex o 75 acres adjacent
o the airport, meluding miked-use offices and retail stores,

Similarly, the driving force behind e the proposed quusi-pavatizanon of the Peoda Airprat is
land development The proposal would increase the size of Lhe airpert complex from 2,400 to
3,408 acres (about half the size of Chicago's (YHare). While providing additionut butfer land
for novse abulernent and appreach compatibility, the main porpase of the added land is w
mazimize valoe by developing profiable wscs companbie with the wirport: warchouwsng,
transshipping, winerull ovediaul, howel and conlerencs space, oflice space, retail, ¢1c.

Most commercial airports arg nndenitlizing their land, boeanse value-maxinmzation 15 not part
of their current charer, Under private caenership, it would be. And this weuld resalt in
rajor increases In property value (and job coxaicn), botl on and adjasent o the alrpott
property, Thess revenue flows ane difliculr w estimate, but they make the {satic) propery
wiloe estimates in Table 3 extremely conservative.

. National Benefits from Airport Privatizution

Alrline deregulation unledshed unprecedenred growth in domestic air travel, o5 prices dropped
i cenl terms and fAyinp becamea racine for o much larger fraction of the papulatien. The
upcotmng sronomic lbetalization ol Lurope, posi-1992, sl the apld growih of the Asds-
Pacific market, will prodnes further large increases in air mavel o and from this conntry.
Mujor inereases in wirport opueity will be needed o the nest two decades, nol oaly by
increasing the capacity of exasting airparts but also by bullding entire new airports,

There 1s strong interest by private capiwl in getling into the atrport busingss. Oversaas,
mvestors snapped up BAA' shares and will likely do the saoe Tor thess ol the Copentuigen
ditporr, Private capital is going inre the new Hrussels airporr, Tipan's new offshors Kangad
wirport, and new airports beinyg planned tor Hong Kony and Macao, 11 was nol colecidence
that it was a lending ivvesument banking firm, dMerrlt Lynch Capie] Markets, thar held
disenssions with the city of Atlantain 1988 regatding the possible sale of 1larsfield
Tnternaticmal Almport. The investment banking community--ineluding major firmes in London,
Zurich, and Tokyo, as well as New York--views auports as potenrially lucrative investments,
Ata nmc when the Congress has difficuly keeping irsell from raiding the Abport Trost Tuod,
it wemld be fanlhardy to ignore the potcotial of bonging privat capitdd into the airport
husiness.

In the near term, thal meaos opening the door 1o privatization of cxisting commcreia] srpocts.
Far the hanger term, it will mean devising lederal pelicies to encowrnge the creation of now
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iTporls a8 business venwres, (Thal subject will be addressed in a subsequem Reason
Foundanon policy shaly.) Broadly speaking, a nutfomad pohicy to foster aimpent privatization
ol Ters @1 way 1o mgel o nalional arport capacity nesds without busiing the federad budgel

Ajrport privatizaton wonld also mean new revennes for the federal government, Tust che top
30 commercial airports, operating as private enterprises and earning a noininal 108 annual
returt on gssets would generaie prolils of $2.35 billion per wear. Al the averape elleclive
federal corporats Ineemae mx rae of 26% [200, tere would ke $611 million in addigonal
federal tax revenes por vear fronn these companics.

Critics of airport privatizaion have sl that selling girports to privace onferprise would
fruscrate the zoal of a "naticnal system” of airparls, Yef given (he obvious mismaich belaeen
Whis counlry’s need or sddiional aivport capacity and ihe leders] resources wvuilable tomeet
thal nesds. a5 well & the lack of progress on as musdest 8 goad ws spending sl the money in the
Aviation Truse Fund, such coieicism mose be aken with o grain of salr.

A Mnutional systemn” of airpors need not mcan one whese spending decisioms ame made in
Washington, DC. The first reqoircment of auch a system is that it mest the need M adeque
capcity--somnething the present svstem elearly bs not doing. 17 privativation of airports ollers
the nation a way o meet that oeed, it mnust be serivusly coosidered. And that is provisely what
privanzanon offers.

The federal govermment witl coutinue w have ao imporiant Tole to play in eosuring @ niationa)
aitport system, cven when it 1s no longer attempting oo centeal plan airpott invesim=2nt From
Washingron. A national sysiem means one in which whe basic rules of the garue e the sum
uationwide, in furtherance of fee-flowing intemstate commeroe.

This clearly regnires steong, conzisient safety regulasion and enlomerment by the FAA
Adrport air traflic controllers would 1011 be livensed by the FAA, us ane pilots and mechanics
whi work Lo (privabefy ovened) wirlines. The FAA would sell test and inspact the airpon-
owmed radars and landing wds, define and enforce (via Federal A3 Regulations) the tules of
the road Lor the aieways, and carry out olher needed sufeey-nedated functieme.

The lederad government could also arach various conditions 1 g municipality's sale of Hs airport, so
as to ensre continmed aviation nse and nondiscriminatory access under murket pricing. Thisc
condilions would be justilied in view of the federl  governments provious capital invesoment vig
Lederal airport grants.



V. RECOMMENDATIONS FOR A NATIONAL POLICY

The federyf government can phiy fhe key role In channeling, greuter resources into U8,
airports--without any increase in the federal budget. It can do this by fostering the
privatization of this country's large comnmereinl alrponts (large and medivio hubs). Specific
pelicies for doing so are set forth in the follpwing paragraphs.

Ao Overall Privatization Puolicy

A policy encouraging privatization would permit any Iarge or medinm huk o opt out of the
presenl lunding syslem, converung Uhe aitport ia a privale corpotalion. The presenl slate,
county, municipal, or poblic authorty owner would sell the wirpest wsing any of severud
stundand methoels (ade g0 2 consortiom, sale via public sock offenng, workermnageomant
buyout, or some combination), The fedaral government wonld offer the following wany
adrporl apling (or privatization:

-the rigla o charge pondiscriminaloey markel-based landimg ees {including peak-hour
ditferentulsT;

--T'he Fight to charge per-passenger fees:

—-Reduction in the 3% Uekel lax w0 3% lor passengers originaling al Lhe wrporl.

--DPravestiture oL the conrol wower und landing sids wo sirpont ownership, with the conomller
workforer hecotning coplayees of the airport;

~Crencrship of landing/take-off slots ot that airpart, with the fight 1o lease theo W users oo o
markel-price basis.

--The munmcipality's aght e wse the ooe-dme sales procecds for it geocral-fund bodgees.

In tum, the airpert wauld give up any and all access 1w federal airport grants, both eniitlemets
basead on enplanements and diserenonary granes. The only condinom icwouldd have 1o ngree
is that the facility musl continue 1o be vsed as a public-access almpont o i1s eotine oselul life
Oiherwdse, the airport would be relieved of huving to meet the numerons conditions and
tegulatioms megquired of Aviadon Truse Fond grantees, The gimeort would, of conese, remain
fully subject to 1744 safety regulalion, as it 1s at present

Recausz it would be volnnrary, this policy would be consistent with American principles of
lederalisin. The federdd government woeld not reguine any airport o opt for privatized stams:
unly those which desired the new freedoms and responsibilidies would choose this new
option. The policy also provides wide scope fior experimentarion with different wpes and
mixes of Tevenue sources for the privitdzed airports. Over time, the aviztion comtiunity
would gain considerable bnowledge abour which types of fees and charpges work best,

Prvatization wonld foster tnvesoments moinercascd capoeicy ac the 5 Tavee and medimem hal
airports which serve the lion's shave of all airline Nights and passengers--precisely the airurls
which are_ or soom will be, comeested bortenccks i the natinnal aviation system. Ard it
wonld do so entirely by user funding.

The federal government would gain p new sourge ol corporae come ax revens om thae
few Alrport compymies. Insddidon, the sim of spurdng mere airline eompotidon at hubs
winell e served more offcenively 1f airlines had to deal wicth a privata airpart tirn, tather than
a public agency.

Crwgress may nol sdelress privitizanion i the near werme Yep TXOT will probably be faved wirh
imore cases (such as Albany) whers municipalites wish o sell ar tease their alipornis o privile
firms. DOT eonld significanty encourage such sales by excluding from the definition of



"revenues generated on the airport,” the one-time revenue from such suley. This would perimit
the municipality to apply the sales revenue 3 its generai-fund budget. Such a provision would
be a major incentive o aport privatization.

B. Ensuring Competition

To ensure that privatization fosters increased competition and does ot Jead to either airline ar
girport menoepaly problems, several additonal pelicies should be adopred. First, ownership
of airports by airlines should be restrictad or prohibitd, so a5 to ensure anns-length dealings
bepween nirport cormnpanies and airline enants. In metropolitan arcas with more thun one air-
cattier irport (e.g., Chicago, Dallas, Houstom, Los Angeles, New York, Washingtom), no
private firm should be perrmited to own more than one of the airports.

Price regulation, by contrast, will probably not be needed, even in sinple-airport cides.
Becanse airlines will be fres to reduce or clirminabe service 10 an airport whose charpes ar oot
of Line, they will be in 2 strong hargaining pesition to resist unreasonable charges. Passengers
cin also resist being exploited by monopolisde pricing, I aitpert parking rares are exorkitant,
they can fum to off-aiport parking lots and garages. And if airpont gift shops and coffes
shaps charge exorbitant prices, passengars will stmply not pamonize them. They ars not
capiTve Customers, n the sense that electnicity or local telephone cusiomers arc captive of the
monopoly provider of an essendal service.

In any case where price regulation should be found necessary, it should be mposed by DT
rather than state public utiity commissions. Modem Bridsh-type price caps in reladon to
inflagion (RET nunus 2 should be used, raiher than waditional 11.5. rare-of-return regulanon
¢which tends to promote excessive levels of capital invesmnent).

C. Leveling the Investment Playing Field

In order t encourage private nvestmesnt in airport capacicy, the present disparicy between che
interest rares which public and private airports must pay on revenos bonds should b
removed. Crently, even though tax-exempe revenue bonds for airports are subject 1o an
annual spbe-by-state cap, their tax-exempt states resules in significant mterest-rase savings
sottpared with an otherwise idendcal mxable afrpon revenue bond. There is linle justification
for arrport bonds 1o be woc-exempt in the first place. The main beneficiaries of this tax
exempuon are profit-making airlines; in effect, he availability of tax-exermpt bonds constimees
g form of federal snbsidy to the airlines {in contrast, say, to the milrais wiich must pay for
their own infrasmuecnire vsing taxable debt and equiry capital). Thus, removing the tax
cxpmpiion for all airport bonds (or, alternanvely, making all airport revenue bonds tux-
exetpt, regardless of the isanery would significanty level the playing field berween poblic and
POvale irpons.
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