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Abstract

The Political Economy of Airport Reform in Europe
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David Gillen, University of British Columbia
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Europe faces some of the most difficult airport environments in the world. Many airports are very busy, are difficult to expand because of environmental reasons, and several have high charges. In spite of this, in some ways, such as the allocation of scarce capacity without major delays, they perform quite well. Several reforms have been proposed which could improve their performance, but implementation of these has been patchy. Some reforms have been implemented, while others have remained frustratingly difficult to achieve. This paper examines the interests of the main stakeholders, such airlines, passengers, airports, governments and local communities, in these reforms, and it analyses the patterns of change in the light of gainers and losers from reform.

Points for further discussions:

1. Review of airport policy: Major reform proposals and their status at EU level and member state level.  We should try to be more precise which reforms are stuck. This might include an overview or some case studies on responses by the interest groups on the reform proposals
I suggest to focus on two directives;

a) Slots. EU COM has been blocked by interest groups for a major reform for the last 10 to 20 years. Now they issue that they will not object to secondary trading leaving this to the member states and courts. 

b) Charges. Failure to implement independent regulator on member state level and to develop efficient pricing priniples
2. Inelastic demand for airport services. 
Case 1)
I would argue that the overall price level of airport charges might not matter much if there are no good substitutes for flights. This is clearly the case with long distance flights but not the case with short haul or inner european freight which is largely trucked. An increase of the level of airport charges is similar to a tax like the passenger tax in the UK. Is there a paper on this? David has reviewed the literature on elasticities which to my knowledge is prior ot the occurrence of  LCCs and the cost reductions after 2001. Still assuming a ten per cent share of charges to total costs and an elasticity of 1.5 would lead to an inelastic reaction. 
Case 2)  The price level of a particular airport matters if there are good substitutes in other words if airport competition works. To my knowledge there are hardly any European studies. According to Mandel (1999) doubling  the level of airport charges at Hamburg Airport would decrease passenger demand by only 10 per cent  in 1991 Things might have changed, but for other airports like Düsseldorf, Cologne, Weetze or London airports in particular Satndsted  the substitution effect might be certainly greater. Mandel, B (1999a), The Interdependence of Airport Choice and Air Travel Demand, in Gaudry, M., Mayes, R., (editor), Taking Stock of Air Liberalization, Dordrecht, Kluwer Academic Publishers: 189-222. 

B. Mandel (1999b), Measuring Competition in Air Transport in: Pfähler, W./Niemeier, H.-M./Mayer, O. (Hrsg.): Airports and Air Traffic – Regulation, Privatisation and Competition, Peter Lang Verlag: Frankfurt New York, 71-91
A further question is: If demand is inelastic and the welfare effects are small why is the inefficient provision of capacity import: “Given that airports are capital intensive facilities, the efficiency implications of capacity provision decisions are potentially very large. If provision is inadequate, the costs in terms of delays or of unmet demand could be considerable. Alternatively, provision of capacity may be excessive.” (page 7) If higher aiport prices do not matter and passenger demand is inelastic why bother with delays? 
A further question, doubling of airport charges might that not cause high transaction costs through litigations ?  
3. Investment decisions with externalities and the use of cost benefit studies. In an old paper (2001) On the use and abuse of Impact Analysis for airports: A critical view from the perspective of regional policy I citiziesed the flawed logic of investment decisions on major airport extesions:
1. In Mediation at Frankfurt Airport could, in principle, lead to rational and democratic decisions, but the abuse of IO-analysis led to a biased and economically irrational discourse. The mediation logic of jobs versus environment is not conclusive, because the scenarios have a bias towards full-scale expansion and the induced effects that would also occur, if other airports absorb passenger demand.

2. The logic of the decision  in the mediation at Frankfurt Airport is flawed. The decision does not take into account the inefficient allocation of airport capacity. Decisions on airport extensions which inevitably will include environmental externalities would be better based on a CBA. The infrastructure might be erected because the forecast employment effects are large and reduce unemployment. However, what if the local economy does not work on the basis of productive and social necessity and the jobs are not created, and what if projects are erected with negative cost benefit ratios and with long-term ecological damaging effects? Input output analysis might be a very strong tool for irrational policies.

3. The example of the mediation process involving Frankfurt Airport is representative for the public discourse on the extension of airports. US-DOT and ACI-Europe intentionally recommend IO-analysis to analyze problems of efficient allocation including the internalization of externalities. The public discourse is regrettably not guided by CBA. 

However, I have to check this again as things might have changed. A study on the externalities at Frankfurt airport has been published in 2003. It looks surprisingly good. I do not know what role they did or will play in the public planning process. Furthermore, it might be necessary to check a few other major capacity extensions in Europe like UK with decision to build Standsted. Here CBA had been done.
In short, the argument is that the decision on location of airport capacity is not based on a rational decision process.
4. Ramsey piece structure and charges. See end of page 11.
5. Utilization and setting the slot limit. I propose the following change While this slot limit is not usually set very scientifically, by balancing the costs of extra delays against the benefits of additional output, it might tune out that the choice of slot limits is quite efficient. However, this need not be the case and it seems to be worthwhile to conduct research if substantial gains could be made by offering more or offering less slots (Forsyth and Niemeier, 2004). I think this is more in line with what we have written so far. It is not clear if these slot constraints are set efficiently as for airports and hub airlines it is not always in their interest to expand capacity. Furthermore, slot coordinators in EU haven been dependent on the national carrier and might have been less interested in expanding capacity for new entrants. 
.

6.  I think that peak pricing should be part of an airport strategy of price and product differentiation. Lower charges for off peak  combined with low cost terminals could attract LCC at medium sized and large airports. This should led to lower fares along the argment of Winston and Morrison (Adjacent effects). Therefore on page 10: “The lack of peak pricing is probably a major source of inefficiency if an airport faces some users which have elastic demands for use, such as low cost carriers, which also increases competition with Full Service Airlines”
7. Slot misallocation. Here the quantitative results of the study by  Mott Mac Donald on behalf of the EU Commission (2006)

· Effects of secondary trading: Substitution

· of general aviation by commercial flights

· Of charter and cargo by scheduled flight

· Of small by larger aircraft

· Of short by long haul flights

· Quantitative effects:

a. 7,2 % more passengers and 17.1 % more revenue passenger kilometers and 51.6 Mio more passengers in 2025.

b. Consumer surplus: +  € 31bn at current rates in 2025

c. Producer surplus: + € 1.2 bn in 2025 (upper bound)
8. Commercial activities. The poor performance of ADP was a motive for privatizing, but the single till is a problem. I will look at investment bank reports which have some comparisons and ask Anne Graham (page 156 ). Anne reports on Favottobenhmarking airport retail performance, International Airprot review 2002, p 69-72. . European airports are doinh well compared to US. Graham last paper at the HAC.  David do we have any data on this for our Madrid paper?
9. X-Inefficiencies. I think that given the history of EU airports as public utilties and cost regulated industries there are evidences of gold plating and X-ineffciencies. We should try to get some rough estimates of the ineffciencies. From the casual observations we know that they are substantial. 
10. Price level of airport charges page 12. My feeling is that they are too high and could be substantial reduced. If this is of welfare concern depends on above issue of price elasticity.

11. On page 13. interests. We should define the interests for the typical Continental European airport which is a partially privatized airport.

12.  Price structure especially peak pricing matters for the correct timing of investment decisions. I do not see how airports can get this right without these prices. See “The scarcity of airport infrastructure is not currently correctly evaluated by a functioning price mechanism as airports do not charge efficiently and slot trading is prevented by law. Relative prices have lost the function to give guidance to the question at what time and to what extent which of the German airports should be extended. When excess demand exists, it is not rationed away efficiently, but rather, expensive additional capacity is provided”. Capacity Utilisation, Investment  and Regulatory Reform of German Airports, in Forsyth, P., Gillen, D., Knorr, A., Mayer, W., Niemeier, H-M. and Starkie, D.,  (ed.), The Economic Regulation of Airports, German Aviation Research Society Series, Aldershot, Ashgate, 2004 If you agree, we should stress this linkage more strongly
13. Regulation page 20. For Europe the issue is the lack of independent regulator in most countries. This is of concern to the airlines and EU Commission and ACI seems to accept this. Light handed is more of Australian concern and not so much an issue in Europe.
14. Airports do not price peaks and excess demand. In parallel they do not price the local environmental externality. Noise charges are largely ineffective as all aircrafts are in the chap 3. Emission charges are hard to implement with the exception of Switzerladn and Sweden. However, the system works like an additional noise charge. Furthermore, the political discussion does not differentiate between a local and a global externality because emission taxes or certificates have been blocked by the airline industry. We need an overview on this as well.
15. Free rider problem in the neighborhood of airports. Externality is a public good and large groups are difficult to organize. I think that a lot of the noise reduction programs are rather ineffective. The German reform of the noise protection law clearly shows that these citizens have no lobby group and are not effectively organized. This might be different in the UK
16. Ownership change. I think that it is rather slow compared to the 90ties and there are setbacks like Bratislava, Berlin and Amsterdam. See Gillen & Niemier
17. We should try to have views form all the interest groups to the institutional changes and operational reforms.
18. The issue of transactions cost might be worthwhile to look at. Does the current system produce different levels of transactions costs. UK versus Germany?
19. Environmental management of airports and incentives. I think that a comparison of Düsseldorf, Amsterdam and Hamburg might show that by active environmental policy through noise budgets, noise surcharges the management can avoid the Düsseldorf problem (one runway not used). 
20. It might be necessary to update our theory of positive regulation which is very much based on Stigler. See Bo, Regulatory Capture: Review, Oxford Economic Policy, Voll 22 2006
1 Introduction
Airports have a key role in the transport infrastructure of Europe, and have a major influence on how well air transport performs. In many respects, the performance of the airports in Europe is good. Europe has been able to avoid the chronic congestion which besets US airports, airports (apart from some smaller airports) are financially viable, and there is moderately strong competition amongst the regional airports. However, there are some serious problems. There are major concerns about slot allocation at the busy airports, there is both overinvestment at less busy airports and underinvestment at airports in excess demand, and productive efficiency is lower than in other regions and costs are high. There is growing criticism that airport charges are higher than they need be.

The problems with the airports have been identified for some time, and solutions have been proposed at a national and at a Euroepan level– however, progress on reform has been very slow. This paper seeks to explain why. To do so, we look at the motivations of the various interests involved, and at the institutions through which they work. While reforms may result in aggregate benefits being greater than aggregate costs, the distribution of costs and benefits is critical. With most reforms, there are some losers, and these will oppose the reforms. If reform imposes costs on interests which are very strong, it is less likely to be implemented.

Particular attention will be paid to institutions such as ownership and regulation. Interests influence the choice of institutions, but once they are in place, they work through them. Thus, when a particular form of regulation is in place, or an operational arrangement such as the slot system is in place, the gains and losses experienced by specific groups can be affected. Thus under the slot system, airlines are unable to pass on increases in airport charges to their passengers hence they have a very strong interest in keeping airport charges low. This might be achieved by strong price regulation, airports achieving productive efficiency, or avoidance of excessive investments which would lead to higher average costs and airport charges.
Overall, what happens in terms of airport reform depends on the structure of the institutions in place, and the strength of the various interests, such as airline and airport owners, passengers, local communities and governments. If airlines have relatively strong influence compared to other groups such as passengers, reforms which are positive for airlines, though not necessarily for their passengers, will tend to come about.  Reforms which lead to gains for passengers at the expense of airlines will be slow to eventuate. We suggest that producer interests, especially those of airlines, are relatively strong as compared to consumer interest, such as those of passengers. Opposition of airlines to reforms, which have long been recognized as overdue, has resulted them in being slow to occur. If some major reforms are to come about, somehow the opposition of some strong interests needs to be overcome. The problem of airport reform is  in Europe is not so much a matter of diagnosing the problems, or of prescribing the remedies, but one of devising a set of arrangements which builds strong enough support for the reforms. This may involve devising ways of ensuring that the stronger interests do not lose.
We commence by outlining the efficiency problems that can develop at airports, and by assessing how well the European airports perform in terms of these aspects of efficiency. Next we outline the various interested groups, their objectives, and the institutions within which they operate. In Section 4, we analyse who gains and who loses from the various proposed reform options, and suggest that several reforms which go against the interests of stronger groups are likely to be difficult to achieve. Some concluding remarks are made in Section 5.
2 Efficiency, Distribution and Performance
With the Green Paper on Fair and efficient pricing (1995) the European Union views airports as part of the general infrastructure that should be priced according to social marginal costs principals (Frerich, 2004 a, b and 2006). Member states such as for e.g. the UK or Germany have also adopted these principles in their policy papers (Nash, 2000). Therefore it will be taken that a key objective for airport policy is that it should promote efficient provision of airport services. This essentially means getting the greatest overall benefit from the operation of the system. There are several dimensions of efficiency which will be discussed in more detail below. These include ensuring that existing capacity is used most efficiently, that the level of capacity provided is optimized by the choice of efficient investment programs, that costs of operation are minimized, and the right quality of services is provided. For facilities like airports, which generate environmental externalities such as noise or gas emissions, efficiency also entails taking account of environmental costs. 

The ways airports operate will also have implications for distribution of the gains from operation. The distributional effects will need to be recognized, even though judgments will not be made here about what are desirable or undesirable distributions of benefits. Different policies will impose gains and losses on various interests- for example, airlines and their passengers will lose from higher airport prices, but airport owners will gain. Part of the task here will be to identify who gains and loses from specific options, with a view to explaining which reforms have and have not been made by reference to the gainers and losers from the reforms and the strength of their influence. Particular reforms may desirable on efficiency grounds, but they may not be undertaken because they impose losses on interests with strong influence. 
Airports by their nature pose a number of specific efficiency problems. They are highly capital intensive, involving major investments, which, once made, are mainly sunk. There are considerable indivisibilities- it may not be feasible to increase capacity except in fairly discrete lumps. They are congestible- when demand exceeds capacity, delays to flights and passengers mount. Airports typically have market power, since most cities only have one major airport capable of handling airline traffic – this may because of natural monopoly characteristics, or it may reflect the difficulties of finding new locations for additional airports in a city. They generate significant environmental externalities, which leads to controls on operation and location. Airports produce a range of related outputs, including handling flights and passengers or freight, providing retail services and providing surface access. Efficiency problems can arise with each of these aspects.

Aspects of Airport Efficiency

(a) Efficient Utilisation- Short Run  Optimisation

This concerns the issue of using existing airport capacity such that the gains from using it are maximized. It is useful to distinguish two cases, the first, where capacity is adequate to handle demand, and the second where demand is in excess of capacity (in addition, for many airports, demand will be in excess of capacity for part but not all of the day).

For airports which have adequate capacity, optimization of use will involve setting prices equal to short run marginal cost. It is often assumed that the marginal costs of airport operation are very low, perhaps close to zero. This may not be entirely accurate, as some services, such as providing for passengers in terminals, could face significant marginal costs. However it is likely that pricing at marginal cost will yield revenue which is insufficient to cover the sunk costs of providing the capacity. Thus, if cost recovery is required, a second best pricing solution, such as Ramsey pricing, would be in order. These raise sufficient revenue at minimum cost in terms of reduction of output. 

For airports which are subject to excess demand relative to capacity, congestion will develop. Up to a point, additional output can be handled, but at the cost of increasing delays. Beyond this, the airport may not be able to handle any more output, and additional demand simply translates into increasing delays. Marginal delay costs are likely to rise sharply as demand presses against the capacity. Solving the congestion problems involves choosing an output level at which the marginal benefit from additional use is equal to the marginal cost, including the marginal costs of delay. Demand can be rationed by congestion, but given the congestion externality (users do not factor in to their decisions the delays they cause to other users), this solution will result in excessive utilisation of the airport. Two options to determine utilization are prices and slot limits. Pricing solutions involve setting prices for use such that output is limited to the optimum level. Alternatively, an allowable capacity in terms of a number of slots could be declared, and the limited number of slots could be allocated to the airlines – only users with slots would be permitted to use the airport. 
(b) Allocating Scarce Capacity

If a pricing solution is used, capacity is allocated to the users who are willing to pay the price. If a quantitative solution, such as setting a limit on available slots to use the airport, is chosen, there is a problem of allocating the slots. Sots can be allocated to airlines on several bases. They can been allocated by “grandfathering”, or on the basis of use in previous periods. Regardless of the original allocation, slots might or might not be traded. Slots could also be auctioned. To achieve efficiency in the allocation of slots, it is desirable that the slots go to those users with the highest willingness to pay for them (though this statement needs to be qualified by the recognition that airport use is an intermediate input into airline services, and market power at the airline level could result in willingness to pay for slots being an imperfect indicator of the social value of slots). Grandfathering of slots can result in an inefficient allocation of slots, especially if dominant airlines hoard their slots or are otherwise unwilling to trade them. If secondary markets for slots develop, an efficient allocation can come about. Auctions should also give rise t an efficient allocation, though they may be associated with higher transactions costs. The distributional aspects of these two mechanisms will be quite different. Allocated and traded slots will result in the airlines gaining the slot rents, or rents from the limited airport capacity, which auctions will result in the slot rents going to the airport or government (whoever has the rights to receive the auction proceeds.
For many or most contexts where there is a problem of ensuring efficient utilisation and allocation of existing capacity, the overall level of prices is an important determinant of efficiency. In the case of airports, the level of prices as set by the airport is not especially important as a determinant of efficiency.  Typically, elasticities of demand for airport use are very low, so that when prices are raised above (marginal) costs, the deadweight loss is low (except when prices are many times marginal cost). In addition, airports operate with a quasi Ramsey pricing structure, whereby larger aircraft, which are likely to be less elastic, pay more than smaller aircraft (which are likely to be the most elastic) – this means that the impact on deadweight losses from increasing prices are even smaller.  I am still not convinced about the quasi Ramsey structure. A) Some airports especially German airports have changed the structure substantially. Passenger charges now have a higher share than the weight based charge. The quasi Ramsey effect is therefore less. Number of passengers is not a good indicator for elasticity as EU charter airlines use large aircraft, but have a low willingness to pay. In Sydney Virgin Blue rejected move to passenger charge, but not Quantas. B) Marginal damage cost are not reflected by weight (Starkie & Hogan)

 Thus, doubling prices for an airport which has adequate capacity is unlikely to make an appreciable difference to output, and the efficiency implications will be quite small (Gillen et al. 2003, Mandel, 1999 a and b). 

In the case of busy airports which face excess demand, if capacity is allocated by a slot system, this system supplants prices as the allocative mechanism. Unless prices are increased to the extent that excess demand is eliminated, increases in price will not have any effect on output. If slots are allocated free to airlines which then do not trade them, price increases will have an effect on the efficiency with which slots are allocated between airlines. Higher airport prices will increase efficiency because they will result in less use of slots by users which have a low willingness to pay for them. If slots are auctioned or are efficiently traded between airlines, airport prices will not have any impact on the allocation of slots- the effective prices for using the airport are set by the demand for and supply of slot capacity. A rise in airport prices will reduce the value of slots, but will not change the effective price for using the airport.

Thus, except for the qualifications as noted, the level of airport charges will not be an important determinant of the efficiency of the use of the airport. Airport prices will, however, have a major impact on the distribution of the gains from airport operation, or on the distribution of the rents which accrue as the result of limited capacity. Higher prices charges by airports with adequate capacity will raise revenues and profits for the airports, but will result in airlines paying more. Depending on the strength of competition at the airline level, these higher prices will result in lower airline profits, or lower benefits to passengers, or some combination of these two. Higher prices charged by an airport which is subject to excess demand and which is slot limited will result in a shift in the slot rents from airlines to the airport (airline passengers will be unaffected, since the effective price of an airline using the airport, including the airport price plus the slot price, will be unchanged). 
(c) Provision of Capacity

Given that airports are capital intensive facilities, the efficiency implications of capacity provision decisions are potentially very large. If provision is inadequate, the costs in terms of delays or of unmet demand could be considerable. Alternatively, provision of capacity may be excessive. Larger facilities than those which are needed will be costly (and often they will be recovered by means of high airport prices to the users). It is also possible that facilities may be provided at a much higher standard than users would like to pay for- given that airports often possess significant market power, they can easily pass on the costs of excessively high standard investments to their users. 
In principle, achieving efficient decisions on capacity provision should be straightforward. Cost benefit analyses of investments can be done, and the gains from lower delays and meeting unmet demand can be set against the costs of additional capacity. Airport expansion may pose environmental problems, such as an increase in noise, but the costs of these can be factored into the cost benefit assessment. In practice, the presence of indivisibilities and substantial time lags add to the difficulty of assessment. Perhaps the most severe hindrance to investment efficiency comes from the institutional aspects- do decision makers face strong incentives to get investment decisions right?

Another aspect of capacity provision which is of special relevance to Europe concerns investment in regional airports. Smaller communities are seeking to attract flights to their airports- to do this they are subsidizing these airports and sometimes investing heavily in them. They may attract more flights and thus increase economic activity within the region. From the region’s perspective, this may be a worthwhile investment. However if much of this increase in traffic is traffic which attracted from other regions, there need be no gain to the economy as a whole. 
(d) Productivity Efficiency

While airports are capital intensive, operational costs are still significant. To ensure efficiency, it is necessary that costs of production be minimized for the level of quality which is being provided. Productive inefficiency could well be the most important single source of inefficiency for an airport. The extent of productive inefficiency is an empirical question.

(e) Options for Commercial Activities

Airports have the ability to develop commercial facilities, some of which are related to the operation of the core business and some of which may not be. Thus airports can gain revenue from provision of retail, office and parking services. One aspect of efficiency is that airports make effective use of their options, such as by providing parking and retail facilities when passengers are willing to pay for them. 

(f) Location

When airports need to expand capacity, locational problems arise. Additional capacity might be provided at the existing site, but this could be quite expensive. It might also impose substantial environmental costs. Alternatively, capacity can be provided at a new site. Land and environmental costs of this option will typically be less, but other costs will be present. New sites may be less conveniently located, and surface access costs can be large. In addition, traffic will be split between two or more sites, and his limits the scope of the airports to serve connecting traffic efficiently. Where to locate additional airport capacity usually becomes an issue for governments and communities, not just the airport and its users. Again, the options can be assessed using cost benefit techniques. 
How Well are European Airports Performing?

(a) Utilisation

With airports which have adequate capacity, utilsation is efficient. The price structure, which sis of a quasi Ramsey form, results in achievement of cost recovery with little impact on output. In Europe, most airports which face excess demand have capacity rationed by a slot system, in contrast to the US where demand is rationed by delays at most busy airports. Authorities choose slot limits which are close to the theoretical capacity of the airport, and which are consistent with a modest level of delays. While this slot limit is not usually set very scientifically, by balancing the costs of extra delays against the benefits of additional output, it might tune out that the choice of slot limits is quite efficient. However, this need not be the case and it seems to be worthwhile to conduct research if substantial gains could be made by offering more or offering less slots (Forsyth and Niemeier, 2004)
(b)Allocating Scarce Capacity

The allocation of capacity at busy European airports is well short of the ideal. This is for two reasons.

Firstly, slots are allocated by grandfathering, and slot trading is limited. Grandfathering, per se is not the problem- if an original allocation is changed by airlines freely trading, an efficient allocation, with slots going to the airlines with the highest willingness to pay for them, an efficient allocation will result. However, in Europe trading is quite limited. There is some trading in UK airport slots, but the market is very thin. Trading has been effectively prohibited in the rest of Europe, though this is now changing. Major airlines with many slots at busy airports may allocate their slots internally in an efficient manner, but they still may be unwilling to put low valued slots on the market and enable their competitors to buy them. It is difficult for airlines to obtain slots when they are prepared to pay high prices for them (Czerny et al. 2007). 

Secondly, the allocation of capacity depends on just on slot availability but also on price structures, and these promote inefficient allocation. The price structure for most airports is one in which large or heavy aircraft pay much more than small or light aircraft. Granted a correlation with demand elasticity, this structure works well to encourage the use of capacity which is in ample supply. However, for busy airports, the problem is one of rationing demand for capacity which is in short supply. Small and large aircraft use the same scarce facilities, but one pays much less than the other. To allocate scarce capacity, the efficient price structure would be uniform one, in which all users pay the same to use the constrained facility. In some busy European airports, large aircraft may pay more than ten times as much as small aircraft. While large aircraft and passenger loads are more costly to handle than small aircraft in terminals, this cannot explain the divergence in prices. Small aircraft are given an artificial incentive to use busy airports, and this results in a potentially large inefficiency in the allocation of scarce capacity (Forsyth, P and Niemeier H-M., 2003). 

Another factor which lessens the efficiency of capacity allocation is the almost complete absence of peak/ off peak price differentials in European airports. Peak pricing is relevant for airports which are busy for part of the day but which have adequate capacity for the rest of the day. The lot system takes on part of the role of peak prices. Slots during the peak are in high demand, and their effective price is high- this rations capacity at the peak, and encourages greater use of the off peak. However, peak / off peak price differentials could improve the allocation still further. Lower off peak prices would encourage the use of available off peak capacity, and airport revenues could be kept constant by increasing peak prices (which would not affect the use of the airport since peak prices are below market clearing levels). The lack of peak pricing is probably a major source of inefficiency if an airport faces some users which have elastic demands for use, such as low cost carriers, which also increases competition with Full Service Airlines.
(c) Provision of Capacity
Evidence on inefficient provision of capacity in European airports is, by its nature, less systematic. 

It is not too difficult to find evidence of excessive investment at some airports. Some airports have been built will large capacity well in advance of demand, and terminals are sometimes large and lavish. Building for demand does not guarantee that it will come. 

While capacity is more than ample at some airports, at others it is very much in short supply. When slots to use the airport are very expensive (as they are for London Heathrow airport) or very difficult to obtain, this is prima facie evidence that expansion of capacity is well worthwhile. However, one cannot rule out the possibility that the current size may be optimal. Expansion of an airport may be very expensive, as it may involve acquiring land or reclaiming it. In addition, airport expansion can pose environmental costs. Thus expansion of capacity may be very difficult in the presence of community opposition, and relevant approvals may not be possible to obtain. Thus it is difficult to be certain that there is underinvestment in busy European airports, but this is a distinct possibility.
The situation with small regional airports is different. In some countries, such as Germany and the UK, there are many small airports chasing a limited amount of traffic, especially low cost carrier traffic. Many of these are subsidized, and keep their prices very low (possibly negative). While they may win traffic for their region, this is at least in part traffic which would have gone elsewhere. Thus, while the communities which are successful in attracting business may be gaining, there can be an efficiency loss to the economy as a whole. While this problem has been identified, it is not clear how serious a source of efficiency loss it is.

(d) Productive Efficiency

Productivity benchmarking studies have indicated that European airports, as a group, have relatively low productivity. Comparisons with airports of other regions can be difficult, because airports in different regions provide a different mix of services- many European airports provide ground handling, which is less common elsewhere. Even when corrections are made for the different output mixes, the European airports have lower productivity and higher per passenger costs. Airport charges also tend to be higher than elsewhere. This suggests that gains in productive efficiency are possible.
(e) Commercial Activities

Evidence on the extent to which European airports are making good use of their options for commercial activities is not systematic or extensive. European airports have developed these activities more intensively than US airports, but there seems to be a large variance among European airports indicating further business gains (Graham 2004 and Morgan Stanley, 2006).   There is some evidence that privatization makes them more willing to increase their non aeronautical revenues, but this incentive depends also on the regulatory system. 

(f) Location

It is not possible to make a general assessment of the efficiency with which decisions about the location of additional capacity have been made. Such decisions tend to be made ultimately by governments, which balance community pressures, environmental factors and airport capacity requirements against one another. However, there are examples of decisions which pose questions. Thus the UK government has determined to expand runway capacity at London Stansted airport rather than at London Heathrow, where the capacity is needed. This could be for environmental reasons, or it could be because it is a politically easier option. In addition, the government does not appear to have worked out how it can achieve its plan while still operating within the regulatory system it has set up for London airports.
Summary

Overall, there are a number of efficiency issues associated with European airports. In the main, the nature of how to solve these issues is known, though in some cases, such as those with expanding capacity at airports which face excess demand, careful empirical analysis is needed. What is less understood is the choice of institutional structure which will best resolve these issues. Thus, would a privately owned, but regulated airport set a more efficient price structure than a government owned airport which is required to just cover its costs?

There has been change in the ways in which the airports in Europe have been owned, regulated and operated. This, there have been changes within the EU concerning slot trading- the restrictions on such trading are due to be eased. There have been institutional changes, notably privatization. Accompanying this has been the introduction of explicit regulation, mostly of a hybrid (mixed incentive and cost based) form. Attempts have been made to make existing regulation more incentive based, and to handle investment issues more efficiently. This said, there has been little progress on several issues. There has been little interest in reforming price structures. While privatization may sharpen incentives to pursue productive efficiency, there is not much evidence of progress so far. With the exception of a few cases, the problem of securing adequate, but not excessive investment in capacity and quality has not been given much explicit attention. 

One aspect of airports on which change does seem to be occurring concerns the level of airport prices- these appear to be increasing, for some airports, quite significantly. As noted earlier, this should not be seen primarily as an efficiency issue. Price increases may be warranted (to fund essential new investment). Even where price increases are to increase revenues and profits of airports, the efficiency cost of such increases need not be large. The distributional consequences of these price increases can be very large, however. Higher prices lead to airlines and their passengers losing out to airports and their owners, (which may include governments). 
While the nature of the changes needed to improve airport efficiency can be straightforward, the ways in which they can be achieved are not. There are uncertainties as to which institutional arrangements are most effective in facilitating and promoting reform. Different interests have different views on reform. What happens depends on the interplay between these interests and the institutions they work with.
3 Interests and Institutions

Many distinct groups have an interest in what happens at airports and how airports operate. These include users, owners, and local communities. These groups work and advance their interests within an institutional framework. For present purposes, the notion of institution is a broad one, and it encompasses forms of ownership, regulatory arrangements, including economic and environmental regulation, and operating arrangements, such as the slot system. We start by considering the different interest groups, and how they are affected by airport operation and policies. 

Interests

(a) Airlines

Most airlines these days are privately owned, and focused on profit. Airline interests also include airline workforces, who are interested in wages, employment conditions and jobs. The interests of airlines do not necessarily coincide with those of their passengers or freight customers- for example, depending on competitive conditions, airlines might or might not pass on an increase in airport charges. Airlines have an interest in airport charges being low. In addition, they prefer to see low delays, and seek a level of quality of services which matches their willingness to pay for quality. 
(b)Passengers and Shippers

Passengers and shippers of freight prefer to see lower airport charges, which may be passed on to them by airlines. In addition, they prefer to see low delays, which they experience themselves, and which also increase the costs of airlines, which may be passed on to them. They wish to see the right level of quality of service- for example, they may not wish to pay for a very high level of service which they do not value. Different users have different quality requirements. Thus it may be desirable to offer different levels of service to different passengers (passengers on low cost carriers will be willing to use lower quality facilities if they save them money). 

(c) Airports

Airports may be publicly or privately owned, and as well, they may have hybrid ownership forms. Typically, privately owned airports will be oriented towards profit, and they will seek high airport prices. While they will not be directly affected, they will prefer lower levels of delay (however, if an airport is regulated, it may allow delays to be high rather than incur costs to itself, and lower profits, in reducing delays). Publicly owned airports could be corporatized and be given incentives to make profits. More likely however, such airports will be set cost recovery requirements, and will not be expected to maximize profits. Publicly owned airports may seek to maximize size, or quality, or may seek a quiet life.

(d)Regulators

The interests of regulators depend on what their government masters expect of them. The public interest theory of regulation would suggest that regulators seek to maximize the efficiency of the firms that they are regulating. Certainly, efficiency objectives can be paramount in a regulator’s objectives. However, regulators need not always seek to advance the public interest. Regulators may be captured by the firms they are regulating, and see issues in a very similar way to the ways the firs see them. Regulators will also reflect the government’s political objectives. Thus they may be under strong pressure to ensure that profits of the regulated firms are at moderate or “reasonable” levels, and that revenues are close to cost. High profits can be embarrassing to governments, even when they espouse incentive regulation. Regulators also may seek to avoid crises, such as setting conditions such that the regulated firm encounters a cash crisis.
(e)Top Level Governments

A public interest approach would suggest that governments, such as national governments in Europe or the EC, would seek to advance the public interest. They would do this by promoting maximum welfare (such a measure of welfare would take environmental costs into account). In reality, governments may be more populist, and promote policies which are seen as popular. They will also be influenced by interest groups, some of which, like airlines or airports, may have more direct access than others, such as passengers. Some governments may have some broad objectives which impinge on their approaches to airports- for example, the EU seems keen to encourage people to travel by surface modes rather than by air. Governments may seek to attract economic activity, and may see airports as a means of doing this. Finally, governments can be interested in the revenue consequences of airport policy (especially at the time of privatization). 

(f)Local and Regional Governments

Local and regional governments can have similar objectives to those of higher level governments. However, they may be particularly interested in promoting economic activity and jobs in their area, and may seek to use airports to achieve such objectives. They may also be more reflective than higher level governments of the views of residents in their area who live around the airport.
(g)Local Communities

Local communities around an airport are likely to be particularly concerned about any negative externalities, such as noise, generated by the airport. They may also be interested in positive effects such as the promotion of economic activity and creation of jobs. 

The strengths of these differing interests differ widely, though not always systematically. Ultimately, governments are the most powerful, and governments will be the final arbiter of issues to do with airport policy. Governments are not all powerful, however, and they need to seek support for their policies from other interests. Other airlines and airports can be regarded as having strong influence. Airlines are often large corporations which have multiple points of contact with government. Airports will also have direct contact with regulators and possibly governments (who may be their owners). Lower level governments may have some direct controls over airports (construction may require local government planning permission), though they are less likely to be interested in the detailed operation of airports in their area. Local communities may or may not have political power – his will depend on how effectively they are able to organize. Finally, the customers of the airlines, passengers and shippers, are likely to have only limited influence. Most would not have direct access to governments or regulators. Furthermore, for most passengers or shippers, the prices that they indirectly pay to airports  or delays they face are not likely to be a high proportion of their real incomes. Thus, for individual passengers or firms, they are unlikely to have a strong incentive to lobby governments or regulators on airport prices and policies. Interests and influence are not constants- they can change over time. A group which has little influence over airport policy may gain considerable clout at a key point of time. For example, a local community which is well organized may be able to lobby quite effectively over a specific airport expansion proposal.
Institutions

There are several sets of institutional arrangements which will affect how interests influence performance. Some of the key ones are as follows.

(a) Ownership

Most of the airlines in Europe are privately owned, and subject to capital market disciplines. Thus they can be expected to seek profit as their primary objective. Airports are subject to a range of different ownership forms, from pure public ownership, mixed public – private ownership, fully private and not for profit ownership. Publicly owned airports are likely to be less oriented towards profit, and may have size or quality maximization objectives. They may also seek to promote development in their region by attracting traffic. 

(b) Competition

Many of the major airports in Europe have an effective monopoly, in that they are the only airport in a city, and alternative airports are distant. However, competition has been developing between smaller, regional airports, especially for low cost carrier traffic. The scope for competition has been influenced by ownership arrangements. Thus some cities which have more than one airport (London, Paris), but only one owner of the airports- hence the potential for competition has not been taken up.

(c) Regulation

Most larger privately owned airports, and some publicly owned airports (e.g. Manchester) are subject to explicit price regulation. Many smaller airports are not directly regulated- for some there is a threat of regulation, and for others, competition limits the market power they might have. Regulation of airports in Europe takes several forms. Some airports are subjected to old style rate of return regulation, or essentially cost based regulation. There has been a trend towards implementing price-cap regulation when airports are privatized. Price caps can be regarded as a form of incentive regulation, though the strength of the incentives varies. Some price capped airports are subject to regular cost based re sets, and this for of regulation can be seen as a combination of cost based and incentive regulation (or hybrid regulation). There are probably no airports in Europe which are subject to strong firms of incentive regulation. Apart from this, regulation can be more or less light handed. Light handed regulation is less prescriptive, and it allows the airport more freedom in setting charges, subject to conforming to some broad limits. Thus, Copenhagen or Hamburg airport could be considered to be less tightly regulated than London Heathrow airports. As seen as increasingly important is the institutional structure of regulation. Airports can be regulated by an independent regulator with a statue in an open and fair consultation process with the stakeholders or in can be regulated by a more or less dependent government regulator in consultation process which have to be not accepted by airport users.
(d) The Planning Environment

Airports can rarely undertake major investments without obtaining planning permission from governments, local regional and national. Planning arrangements seek to balance the interests of the airports and their users, along with the interests of the local communities. They will also often be used to control or limit environmental externalities, such as noise. In addition to planning authorities, airports may be subject to environmental regulators, which will have an influence on major investments, as well as operational aspects. Thus noise taxes may be levied on an airport, or it may be subject to a noise curfew.

(e) The Slot System
The slot system can be regarded as an institution which has grown up and which has a major impact on the ways airports operate. The slot system grew up over time, and it embodies particular rules of allocation for scarce slots. It is now partly regulated by the EU, and it has been a system which has allowed very little scope for slot trading. 

4 The Political Economy of Reform

Reform can take place in at least two levels- firstly, there can be institutional reform, and secondly, there can be reform of particular aspects of airport operation. The institutional reforms can be considered first.

Privatisation and Corporatisation

One change that has been extensive in Europe, and which is ongoing, concerns ownership reform. Most or all major airports in Europe were publicly owned until about twenty years ago. Many airports have been privatized, partly or fully. Governments have had several motives for privatization, including a desire to stimulate more efficient performance from their airports. Airports which remain publicly owned are often corporatized, meaning that they are expected to behave more like private corporations. Privatisation can be expected to alter the incentives faced by the airport’s owners. Thus privatization combined with strong incentive regulation, can be expected to give the owners an incentive to keep costs low and achieve productive efficiency.
Privatisation is an opportunity for governments to convert fixed assets into cash. While most economists see no particular merit in this, some governments see the additional cash as desirable. Privatisation does not necessarily involve higher airport charges, since if the airport remains in government ownership, the government can choose to increase charges when and if it so desires. If fact, privatization limits the government’s ability to raise more revenue from its airports, since in involves giving up control over their pricing. In fact, often governments raise prices just before privatizing their airports- this is their last opportunity to do so. While privatization does not necessarily mean higher airport prices, the co-incidence of the two can lead many to associate privatization with higher prices. 
Airline and passenger attitudes to privatization will depend on the regulation that is put in place at the time. If a regulatory system is put in place which has the prospects for keeping airport prices down over the medium to long run, then airlines and their passengers are unlikely to oppose it. Indeed, if incentive regulation can result in lower costs, some fo which are passed on to airlines and their passengers, then they have an interest in supporting privatization. If privatization is accompanied by a very light handed form of regulation, or by no explicit regulation, the new owner may have the scope to increase prices. Under such circumstances, airlines and their passengers might be expected to oppose privatization.

Regulation

It is in the interests of the airport owner to fact no regulation, or light handed regulation, since this gives them the scope to such market power that they have. By contrast, it is not in the interests of the airlines or their passengers to have airports unregulated. The interests of the passengers and the airlines differ according to whether the airport is slot coordinated or not. Where the airport does not face excess demand, most a rise in airport charges can be passed on by airlines to their passengers (the airlines are competing with one another, and they all face the same increase in airport prices). By contrast, when the airport is busy and is slot coordinated, a rise in airport prices will be entirely borne by the airlines. Use of the airport is constrained by the slot limit, and the prices airlines charge to passengers is set by demand and supply of capacity at the airport. Thus airlines have a much stronger interest in keeping airport prices at slot coordinated airports down than other non coordinated airports. If airlines have more negotiating power than passengers, one would then expect that slot coordinated airports would be more likely to be subjected to strong regulation than other airports. Some smaller, less busy airports may still possess market power, but it will be easier for airlines to pass on charges, and thus they will lobby less strongly for regulation. 

Airlines, airports and passengers will also have an interest in what type of regulation is imposed on an airport. Regulation can be incentive based, or cost based. An airport whose owners are not profit oriented may well prefer cost based regulation – such regulation is consistent with pursuing size or quality objectives. An airport which is profit oriented may well prefer incentive regulation, since such regulation holds out the promise of the airport earning high profits if it is able to achieve efficiencies. 

The attitude of airlines and passengers to the different types of regulation may be ambivalent. These parties are keen to keep airport prices low, and often this is seen as keeping prices very close to costs. However, as the incentive regulation stresses, a practice of keeping prices no higher than costs leads to weak incentives to lower costs. Incentive regulation can be expected to result in lower costs in the medium to long run. To the extent that airlines and passengers share in these lower costs, they will gain, even though prices will be higher than costs. Thus, airlines and their passengers do better under incentive regulation which delivers costs of 8 and prices of 9 than under cost plus regulation which delivers costs of 10 and prices of 10, even though the airport is profitable under the incentive regulation. As long as incentive regulation is structured so as to deliver some of the efficiency gains to users, airlines and passengers will do better under incentive rather than cost based regulation. However, they may not always see things in this way, and they may be critical of airports and their regulation if airports are highly profitable, even when this profitability is the result of high efficiency.
Operational Reforms
(a) Utilisation

The system of pricing in airports with adequate capacity is an efficient one, since it achieves maximum use of the available capacity. The quasi Ramsey pricing structure has been in place for a long time. One of its properties is that it results in no user paying a high proportion of fight revenues to the airport- this could happen under a uniform pricing structure. The burden of cost recovery is spread so that few users object. 

The utilisation of the busy airports is determined by the existence of the slot system, and the choice of the slot limits. This is a system which has grown up over the past four decades or so. Since under grandfathering, the airlines gain the rents which come about due to the shortage of capacity, this is a system which is favourable to the airlines. The choice of slot limits is in the hand of government authorities, and these limits can be set tightly (with little congestion) or loosely. The airlines have an interest in tight limits (higher slot rents and few delays) and in Europe, these limits are set quite tightly (as compared to slot coordinated airports in the US).

(b) Allocation of Scarce Capacity

As noted before, there are reasons to believe that slot allocation falls short of the ideal. Slot auctions might be a more efficient means of allocating slots than grandfathering, but they would mean that the airlines would lose the slot rents. Not surprisingly, airlines strongly oppose the introduction of slot auctions. The situation with respect to slot trading is less clear. Some, though not necessarily all airlines could gain from more effective slot trading, and passengers are likely to gain overall. Airports are relatively unaffected by the slot allocation process, since they rarely gain the slot rents themselves. Airlines have not taken a strong stand on trading. Possibly they fear that if slot rents become too obvious, there will be pressure to cream them off the airlines, for example, by auctioning all or part of them. Thus while more open slot trading would be a reform which could improve overall welfare, it is not something that strong groups have been pressing for, and it has been slow to come about.
Even though price structures are possibly even more of a source of inefficiency in allocation of airport capacity than the constraints on slot trading, there is little pressure for reform.  If uniform prices replaced quasi Ramsey prices at busy airports, the demand for capacity would fall. As a result, slot rents would fall (and in some cases, could be eliminated). Thus it is in the interest of airlines to oppose pricing reform by airports. Airports have only modest incentives to reform their price structures. Publicly owned airports, and those which are subject to cost based regulation are unlikely to have any incentive to reform their prices. Airports which are subject to incentive regulation, may have an incentive to reform their prices, depending on how this regulation is structured. Few airports in Europe have shown much interest in reforming their price structures.
The same can be said for peak/ off peak pricing differentials. For airports which are busy part of the time, peak pricing can improve welfare, even when slots limit use at the peak. Airport peak pricing is not in the interests of airlines. A shift to higher peak prices and lower off peak prices would lead to less profit for the airlines. Under the slot limits, they would not be able to pass on the higher peak prices to their passengers, but competition would force them to lower their off peak prices. Even though airlines are very effective users of peak pricing, their well known opposition to airport peak pricing is not as contradictory as it seems- airlines will lose out from airport peak pricing when airports are slot coordinated, and it make good sense for them to oppose it. The interest of the airports in peak pricing is muted – again, it is a matter of what incentives regulation sets up for them. Under some forms of incentive regulation, the airports may have an incentive to introduce peak pricing. Granted the lack of interest by airports, and the opposition by airlines, it is not surprising that there has only been very limited use of peak pricing in European airports.

© Price levels
Higher prices are in the interest of the airports, assuming that they are not subject to strong competition. If the airports’ owners are seeking profits, higher prices will increase these. If their owners are keen to increase the size of the airport, to add to quality of service, or do not wish to expend the effort to keep costs down, higher prices make their tasks easier. When airports have ample capacity, airlines will be able to pass on most, but not all of higher airport prices on to their passengers. However, when an airport is subject to a slot limit, airlines are not able to pass on higher airport prices – slot rents fall. Thus the airlines have a much stronger interest in keeping airport prices down at the busy slot coordinated airports than at other airports. 

Airline interests, such as IATA, are now showing much greater interest than they did before in airport charges in Europe. In some cases airport prices have been going up sharply especially when airports have been privatized. While this is against the interests of airlines, it is in the financial interest of governments – this is a case of government interests overriding airline interests. Airlines have been actively supporting stronger regulation of airports, especially the busy airports which are subject to excess demand. 
(d) Investments in Capacity

As noted, where airports have ample capacity, slot limits are not used to ration capacity, and the incidence of airport charges falls mainly on the passengers, not the airlines. Airline passengers are a less effective lobby group than the airlines. While profit oriented airports are unlikely to seek to increase the capacity of airports which are already adequate, especially I they are subjected to incentive regulation, airports which do not seek profit (i.e. those which are government owned or subjected to cost based regulation) may have an interest in investing excessively. These airports will not face much opposition to airlines, and the passengers who lose from the higher charges will be unlikely to be able to mount effective opposition. Local community and government interests may discourage excessive investment. 
With airports which are subject to excess demand and which are slot limited, the pattern of interests is different. When airlines gain slots free of charge, limited airport capacity is in the airlines’ interest. Capacity limits reduce the supply of airline services, pushing up fares, and generating slot rents which the airlines enjoy.  Unless capacity is grossly inadequate, additions to supply will result in lower air fares, lower slot prices and lower airline profits. In addition, if new capacity is expensive and adds to average costs, it is the airlines that will have to pay these costs. Airport expansion will be strongly in the passengers’ interests, but passengers will be less effective than airlines in lobbying. Local and environmental factors may also make airport expansion difficult. Airlines may complain about the difficulties of operating at busyslot constrained airports, but at the end of the day, they have a strong interest in keeping capacity limited. Airports themselves are likely to have an interest in expanding capacity. This is true when they are subject to cost based regulation, but also when they subject to incentive regulation which is effective in creating incentives for investments which are welfare improving. 

Thus the irony is that there will be fewer obstacles to expanding airports which have ample capacity than those which are very busy and at which additional capacity is much needed. While other factors, such as environmental considerations will be important, the patterns of airline, airport and passenger interests, and the relative strengths of these groups in affecting decisions, helps explain why airport capacity in Europe is being expanded where it is not needed, rather than at airports where the need is great.
With regional airports, there is the concern that subsidies will lead to excessive investment and provision of capacity. Excessive provision of capacity is in the interests of the low cost carriers which use the airports, and their passengers. Regional governments which provide the subsidies see them as in their interest (though more rigorous examination of the benefits might indicate that they are overstated). These subsidies are probably not in the interest of the other airlines which use the major airports, though they are not likely to lose much. Major airports which lose traffic to the regional airports will oppose such subsidies. However, the main losers from airport subsidies in one region are likely to be other regions, which lose economic activity as traffic is shifted to the region which is offering the subsidies – however these regions are not likely to have a strong voice in the matter. This is an inefficiency problem which can only be resolved by a top level government, such as a national government or the EU. Significantly, this is an issue on which the EU has taken an interest and has attempted to address, at least in part.
(e) Productive Efficiency

In Europe, the strength of the interests in achieving productive efficiency is only modest. It is in the interests of the passengers and the airlines to keep airport prices down, and productive efficiency helps this. Airlines in particular have a strong interest in keeping airport prices down at busy slot limited airports.  Airports will only have a strong interest in achieving productive efficiency if they are profit oriented and subjected to regulation which does not blunt incentives. As noted earlier, because of the difficulties of framing incentive regulation, it is difficult for airlines  to specify exactly what regulation they prefer the more they stress keeping airport prices close to costs, the more they weaken the incentives for the airport to keep its costs down.  

(f) Options for Commercial Activities
Commercial activities options will be best developed if airports are profit seeking. If there is dual till regulation, the airports will be able to keep the profits and will have the strongest incentive to develop commercial revenues. Airlines have an interest in sharing these profits and thus they support single till regulation. This, however, lessens the incentive for the airport to develop the revenues in the first place.

(g) Locational Choice

Interests in airport locational choice are complex, and it is not possible to deal with them adequately here. Local communities are likely to have an effective voice, as are local governments. To a point, passengers do have some influence, since passengers will not travel to a distant airport if a more convenient one is available. Airlines may oppose development of reliever airport since they may lose slot rents, but if some expansion is inevitable, they may support expansion at distant locations, so as to protect their slot rents at the busy airports. Airlines will prefer not to split operations between airports- they will only support extra capacity being provided at secondary airports if they will not be required to shift operations to them. 

5 Conclusions

In this paper we have sought to explore and explain the progress towards airport reform in Europe. A theme has been that reforms are more likely if strong interests support it, and reforms are unlikely if strong interests oppose them. In the case of airports, probably the strongest interest group, other than governments, has been the airlines. Several of the reforms that have been made, such as the introduction of a slot system at busy airports to avoid delays, have had the support of airlines. However, there are several possible reforms which are against the interest of the airlines. These include reforms to airport pricing, and investments in capacity expansion at very busy airports. Even though these have been identified as important for a long time, they have not been acted upon.  

To some extent this will constrain the practical reform agenda. While those options which go against the interests of the airlines may not be feasible, other options which achieve as much or nearly as much, may provoke less opposition. Thus, while slot auctions may be the best method of allocating slots, they may not be feasible in the face of airline opposition; however, it may be possible to achieve all or nearly all of the gains if slot trading is made more effective. 

Furthermore, other interest groups may grow in strength. As a result of privatization, the airports themselves are likely to become more articulate and willing to express their own preferences. Airport interests will depend critically on how they are regulated- their interests under incentive regulation will differ from their interests under cost based regulation. Airports which are subject to incentive regulation will seek to achieve productive efficiency. In addition, depending on the form of the regulation, they may seek to structure their prices more efficiently, and to be more pro active in making investments where capacity is inadequate. In short, if airports are well regulated, an interest group which gains from implementing desirable reforms may be created. This said, there will still be opposition for from other groups, such as the airlines, which will need to be contended with. This highlights the importance of regulatory design in creating conditions conducive for airport reform.
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