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Summary

The concern being expressed by in Europe by airlines over airport charges is well placed. Many of the busy airports of Europe are slot constrained and this has significant implications for who actually bears the burden of airport charges increases. At airports which are not slot constrained, airlines can pass much of the charges increases on to passengers. By contrast, at slot constrained airports, airlines are not able to pass on any of the charges increase- all of the increases must be met from reduced profits. Thus the airlines in Europe have a much stronger interest that their counterparts in other regions in promoting airport price regulation which keeps charges down.  
The European Airport Charges Debate

Airport charges are becoming increasingly controversial in Europe. Airlines are concerned about airport charges, which are, in some cases, rising quite sharply. IATA has been at the forefront of this debate, though other airline associations and airlines have expressed their concerns. Mostly, airlines and their industry associations would like to see tighter price regulation.

Airline concern about airport charges is not surprising- after all, they need to control all of their costs to survive and prosper. Airlines are concerned about airport charges in other regions, such as North America and the Asia Pacific. However the issue is much more controversial in Europe. There are several proximate causes which provoke concern. However, as it will be argued here, there are very good reasons why airlines in Europe should be much more concerned than their counterparts in other regions about airport charges. This is because in other regions, airlines can pass on most of the increases in costs to their passengers, but in Europe, to a significant extent they cannot do this- increased airport charges come off their bottom line.

The proximate causes for concern are well known. Airport charges in Europe tend to be relatively high. Furthermore, a number of airports have been putting their charges up sharply in recent years. In several cases, these price increases are made prior to privatisation (for example, in the cases of Paris and Amsterdam) - governments are putting up charges to improve profitability and obtain a higher sale price on privatisation. Throughout Europe there is increased activity in privatisation of airports. While privatisation of itself does not necessarily result in increased charges, where the system of regulation is light handed, in the manner of the New Zealand and Australian airports, there is increased scope for airports to raise their charges. In recent European privatisations, there seems to be some move away from the tighter model of regulation as is practised by the CAA in Britain towards lighter handed regulation.
The Slot System and European Airports

What is different about Europe is that the burden of increased airport charges will fall much more on airline profits than in other regions of the world. This is because of the institutional arrangements under which the European airlines operate- in particular, the slot system for rationing scarce airport capacity. 

Many or most of the major European airports are busy and capacity constrained. They face demand in excess of capacity for part of the day (e.g. Amsterdam) or all of the day (London Heathrow and Frankfurt). The slot system works to keep demand within capacity, and thus to keep delays low. This is in contrast to the approach adopted at most US airports, where excess demand results in delays, which are sometimes very long. 

Europe is not the only region in which the slot system is used. Slot arrangements are common in other regions, but in the main, capacity is not as limited relative to demand. While there are many slot constrained airports in Europe, they do exist in other parts of the world, such as Japan. However the predominance of tightly shot constrained airports is in Europe. 
Airlines gain from the working of the slot system. The number of flights into or out of a slot constrained airport is limited, and the shortage of seats means that passengers are prepared to pay a premium. Fares into or out of slot constrained airports are not set by the interplay of airline costs, demand and competition, but so as to ration the demand to the limited capacity. Airlines gain from the higher fares, and earn profits on their slot constrained routes. As a result, they are prepared to pay considerable prices for slots- airlines have been prepared to pay ₤10m for London Heathrow slots. The slot price reflects the excess of the profitability of the flight over the actual charges an airport levies. 

Slot Rationing and the Incidence of Airport Charges

When charges rise at airports which are not slot constrained, the airlines are able to pass on most of this rise to their passengers. This would be so for airports with no excess demand in Europe and in other regions, such as the Asia Pacific. It will be also the case in the US for airports which face excess demand but which do not operate a slot system (the higher charges ration demand more and delays will fall). In a competitive airline environment, air fares are set at costs. When an airport’s charges increase, all airlines using that airport face the same cost increase, and they are able to increase their fares. This is similar to their response to recent fuel price increases. In fact airlines do suffer from cost increases, because when they raise their fares they experience some reduction in demand, and this impacts on revenues and profits. This negative effect on profits will be greatest in the short run. Again, the effect on profits is similar to that of the fuel price increase- while most of the fuel price increases have been passed on, airline profits have suffered. Thus, for increases in charges at airports which are not subject to slots constraints, most of the cost increase will be able to be passed on, especially in the longer term. Increases in airport charges are a negative for airlines, though not too serious a negative.
By contrast, when a slot constrained airport increases its charges, the airline will be unable to pass the increase on to passengers. Air fares are not set by airline costs and competition- rather they are set at such a level which rations demand to capacity. This balance does not change when the airport increases its charges. Airlines receive the same fares, but their costs rise. Effectively, their slots become less valuable (in the extreme the slot would become worthless if the airport charges rose to such a level that they equated demand to available capacity). In the slot constrained situation, all of the increase in airport charges will be paid by the airlines, and none by the passengers.
This indicates that increases in airport charges will be especially costly for European airlines. For those airlines, such as British Airways, Lufthansa Air France/KLM and Iberia, which intensively use the slot constrained airports at London, Frankfurt, Paris, Amsterdam and Madrid, the impact of increases in airport charges will be particularly severe. 

Thus the slot system has some powerful implications in terms of who gains or loses from increases in airport charges. Generally, where slots ration demand, and slots are valuable, increases in airport charges are paid by the airlines which use the airport. These implications apply to two related issues. 
Other Implications: Peak Pricing and Single Tills

One of these concerns the introduction of peak pricing at airports, which is often strongly opposed by airlines. If an airport is slot constrained at the peak, but has spare capacity at the off peak, a move to peak pricing, even if revenue neutral, will lessen airline profits. The airlines will pay for the increase in peak charges, but their passengers will share the reduction in off peak charges. Hence, even though it may seem surprising, it makes very good sense for airlines to oppose peak pricieng at such airports, as they have long done. 

The other concerns the airlines’ long established preference for single rather than dual till price regulation at airports. Again, in a slot constrained airport, if aeronautical charges are reduced by applying profits from non aeronautical services, the airlines, in the first instance, will gain. Airlines will gain from the charges reduction, which they will not pass on to their passengers, but it will be the passengers who pay for the non aeronautical services. In the longer term, the mater is not as simple, since the higher non aeronautical costs (e.g. for car parking) will affect passengers’ demand for air travel, abut at least in the short term, the airlines can gain from a single till.

Conclusions

These results highlight the importance for airlines of the price regulation question in Europe. Airlines are right to be more concerned about airport charges in Europe than in most other parts of the world because they have much less ability to pass them on to passengers than they do elsewhere. Increases in airport charges at the slot constrained airports come at the expense of airline profits. It makes very good sense for airlines and their associations to take an active part in the airport regulation debate.

