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Do We Need a Passenger
Facility Charge?

Airports could end up with less revenue if Congress raises the cap on this levy.
✒ BY SHIH-HSIEN CHUANG

T R A N S P O R TAT I O N

In recent years, the executives who run the nation’s
airports have argued that the country faces a dire need
to rebuild its aging and heavily used airports to ensure
safe, comfortable, and timely air travel for millions
of passengers. The urgent picture they paint is at the
heart of an intense lobbying campaign to convince
Congress to increase a levy known as the Passenger

Facility Charge (PFC), intended to help with airport mainte-
nance. Their plea is finding receptive ears at a time when global
competition requires the United States and other nations to
maintain and modernize their transportation infrastructure.

But do airports really need this particular funding stream
to undertake infrastructure modernization projects? The short
answer is no. Airports have mechanisms to self-fund these
improvements by raising takeoff and landing fees, as well as
further expanding airport concessions. Beyond that, the federal
government already provides airports with billions of dollars in
infrastructure grants to fund improvement projects. So why have
airports so single-mindedly focused on convincing Congress to
increase the PFC rather than, say, seeking other revenue streams,
including more grant money from the federal government?

A HIDDEN TAX

The PFC is one of 17 unique taxes levied on airline tickets. Few
passengers are aware of what most of these taxes pay for. More
often than not, they assume—wrongly—that any increase at the
ticket counter represents a fare hike, not a tax hike. This is partly
due to the fact that these taxes are tacked on to the airfare in a
relatively opaque fashion.

Proposals to raise the PFC have bounced around Congress for
the past few years, propelled by a vigorous campaign by the airports
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and their allies. Proponents of raising the tax note that it has not
kept up with inflation. They also say airports need more money in
order to serve the steadily increasing volume of travelers each day.

The current tax is capped at $4.50 per “segment” (leg of a
trip), with the actual amount set by the individual airports with
Federal Aviation Administration approval. The fee is charged at
the ticket counter and pocketed by the airport that collects it.
Current proposals in Congress would increase the cap to $8.50,
though there is talk of an even higher limit.

Not all airports charge the fee, but a lot of them do. Since the
inception of the PFC in 1992, 399 airports have been approved to
collect the tax, according to the FAA. Today, 362 airports assess
the PFC, with 350 of them setting it at the maximum level. Those
that do not tax at the cap level are mainly airports classified as
providing non-hub primary or non-primary commercial service.

IS A PFC INCREASE JUSTIFIED?

Federal data suggest that PFC revenue has been exceedingly robust,

even though the cap hasn’t been adjusted for inflation since 2000.
PFC revenue per passenger has increased by 49% since the tax’s
inception, a figure well above the rate of inflation over that period,
according to an analysis of airport financial statements.

In addition, airports generate a significant amount of revenue
in other ways. There is, for instance, the rent that airport restau-
rants and other retail establishments pay. Airports also receive
revenue from the airlines for the takeoff and landing slots they
provide. As a result, the airports have plenty of cash on hand to
cover costs and pay for investments.

The FAA requires airports to be as self-sustaining as possible
and to collect, at a minimum, enough revenue to cover operational
expenses. Total revenues, operating and non-operating, for U.S.
airports have increased significantly in recent years as airport
authorities have (belatedly) taken a page from the innovations
of privately-run airports in the rest of the world and offered new
shopping and dining experiences to travelers.

Airport revenue increased from $10.75 billion in 2000 to $27.4
billion in 2018. Although operating expenses have also increased,
U.S. airports still generated $1.3 billion in operating income in
2018. In addition, they have $16 billion in unrestricted cash and
investments on hand that can be used without external restric-
tions, equivalent to 396 days of liquidity.

Furthermore, most airports have strong credit ratings, allow-
ing them to access capital markets at lower rates. Given the signifi-
cant funds airports already generate and can access, an increase in

the PFC cap rate seems unnecessary.

ALTERNATIVE SOURCES
FOR FUNDING

There are five categories in which
airports can generate funds for cap-
ital improvements. The two largest
sources are airport-generated net
income and grants from the federal
Airport Improvement Program (AIP).
Given this funding structure and
recent air travel trends, there are ways
for airports to generate additional
funds without increasing the PFC cap.

As shown in Figure 1, airport-gen-
erated net income accounts for 38%
of capital development funds from
both aeronautical and non-aeronau-
tical income sources. That revenue
totaled roughly $10 billion nationally
each year from 2009 to 2013. Reve-
nues from landing fees or leases with
airlines are considered aeronautical
revenues, which have seen a major
increase in the past two decades. Rev-
enues from airline landing fees have

Figure 1
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nearly doubled, while those from landing-related activities (e.g.,
terminal arrival fees, rents, utilities, federal inspection fees, terminal
area apron charges, and the like) have more than doubled. Total
aeronautical revenues, nationally, have increased from $5 billion in
2000 to $12.6 billion in 2018.

Non-aeronautical revenues, on the other hand, include earn-
ings from terminal concessions, parking fees, car rental fees,
hotels, and other potential revenues from landside operations.
This source of revenue has also increased, going from $5 billion in
2000 to $10.6 billion in 2018. These revenue streams will continue
to increase in the coming years.

Larger airports also obtain significant revenues from sources
like advertising. These airports are more likely to be self-sufficient
in funding and cash flow.

Smaller airports have fewer funding sources and often find
themselves financially strapped. For these airports, one alternative
source is AIP money from the FAA. AIP funding mainly comes
from the Airport and Airway Trust Fund (AATF), which had a
$17 billion cash balance at the end of 2018. In 2016, the AATF
had an uncommitted balance of approximately $5.7 billion. This
uncommitted balance is expected to grow, reaching approximately
$17 billion by the end of 2026. In addition, AIP also received $1
billion in discretionary funding in 2018 and an additional $500
million for airport grants. In 2020, AIP grants will receive another
$3.3 billion in funding.

Though abundant, the FAA allocates these funds dispropor-
tionately. Large, medium, and small hubs handle 97% of passen-
ger volume, but they receive only 39% of obligated AIP funding.
Non-hub primary and non-primary commercial service airports,
reliever airports, and general aviation airports receive the rest of
the AIP money. Since AIP funding and PFCs are complementary,

the FAA should make efforts to reallocate AIP funding more
efficiently in the case of insufficient PFC revenues.

WHY DO AIRPORTS LOVE THE PFC?

The entities that oversee airports, which in the United States
are almost always municipalities or other government entities,
greatly appreciate the revenue generated via the PFC because it
represents a stable source of income. And it comes with virtually
no strings attached, unlike other federal funding programs that
have strict rules on expenditures. The FAA may specify that these
funds be used for projects to “enhance safety, security, or capac-
ity; reduce noise; or increase air carrier competition,” but at the
airport level the reality is that these funds are highly fungible.

While the FAA must approve all PFC-funded projects, rejec-
tions are rare. As of June 2019, 2,541 applications had been
partially or fully approved under the program and only six had
been denied. Given the high PFC application approval rate, it is
worth asking whether the public is getting the best bang for its
infrastructure bucks. Airports arguably possess some of the best
infrastructure in the United States and most of the hubs with
high traffic volume or a large carrier presence either already have
state-of-the-art technology, terminals, and infrastructure, or are in
the middle of expensive renovation projects to attain that status.

In the last decade alone, the nation’s 30 largest airports have
undertaken over $130 billion in modernization projects. Some
have been completed, others are underway, and some have received
approval to move forward. For example, New York’s John F. Ken-
nedy Airport, Los Angeles International Airport, and Chicago’s
O’Hare Airport each have multi-billion-dollar upgrades in progress.

It is not clear how closely the FAA examines the efficacy of proj-
ects funded with PFC dollars. Prior to 2002, the FAA did not review

PFC audits on a regular basis, and
although it now performs such audits
annually, the guidelines for them have
not been updated since then. The
multiple major mergers in the airline
industry should alone warrant updates
to guidelines and monitoring for PFC
collections and allocations.

DAMPENING AIR TRAVEL

Demand for air travel appears to be
relatively inelastic. In other words,
when the price of air travel increases,
the quantity demanded goes down by
a smaller percentage than the price
increase.

But this is not to suggest that
increasing the PFC to $8.50 is “minor,”
as the FAA recently claimed in its own
review of a possible PFC increase. For
a roundtrip ticket with two segments

Figure 2
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each way, the total PFC charged per person would increase from a
maximum of $18 to $34. For a family of four, this fee increase would
add as much as $64 to the trip, for a total PFC of $136. Using the
average domestic fare of $350 in 2018, such a hike could increase
average total airfare by 4.6%, more than double the current infla-
tion rate. Removing the PFC cap altogether, as some in Congress
propose to do, would enable airports to raise the tax even higher.

What’s more, behavioral economics suggests that a price
increase caused by a tax increase may be treated differently by flyers
than an outright fare increase. There is evidence that passengers
react more strongly to tax changes than to equivalent price-in-
duced changes. This may seem nonintuitive at first blush—why
should a consumer care why a ticket price went up?—but there
are several different but complementary explanations for this
behavior:
■ Tax hikes are not uncommon in the airline industry. For

example, the FAA has increased the segment fee several
times in the past decade, and the September 11 Security Fee
increased in 2014. From the consumer’s standpoint, these
tax increases accumulate and become more persistent than
price or cost fluctuations.

■ Consumers may not always know which taxes are being
increased or by how much they are increasing, but they do
know they are now paying a higher tax for air travel. Psy-
chological responses such as tax aversion may arise, making
passengers respond to tax changes more strongly than to
price changes.

Figure 2 plots the total enplanements (domestic and inter-
national passengers boarding) and PFC revenues from 2000 to
2018. The number of enplanements relates directly to PFC reve-
nues. According to FAA reports, PFC revenues are expected to be
$3.66 billion in 2020. With the steady growth in the number of
passengers depicted by the trend line, those revenues should also
be steadily increasing.

All that said, a study by the U.S. Government Accountability
Office concluded that the proposed increase in the PFC cap would
reduce air travel demand and slow or stop passenger growth. It
forecast that a 1% increase in the tax-inclusive fare leads to a 0.8%
decrease in passenger volume. That means that although increas-
ing the PFC cap would increase PFC revenues, it would also lead
to lower passenger volume. That, in turn, would result in lower ad
valorem tax revenue, an important source of income for other funds
the FAA allocates to airports. It could also negatively affect the rents
airport restaurants and shops are willing to pay for space, as well as
the fees that air carriers are willing to pay for airport facilities use.

What’s more, the resulting diminution in quantity demanded
might lead carriers to stop operating some marginally profitable
routes (typically regional routes involving small communities) as
well as delay or cancel new or inaugural flights. This would cause
airports not to receive the expected additional PFC money and
slow the growth of air service.

Comment:
PFCs Promote
Competition and Airport
Self-Sufficiency

✒ BY ROBERT W. POOLE JR.

Shih-Hsien Chuang does a credible job of arguing
against Passenger Facility Charges (PFCs). However,
PFCs become more appealing when the reader under-
stands how they came to be and the benefits they pro-
vide to airline passengers.

As Marc Scribner of the Competitive Enterprise Institute
explained in a recent policy brief, Congress enacted the first PFC
law in 1990, based on research carried out by the Transportation
Department during the Ronald Reagan and George H.W. Bush
administrations. While airport per-passenger fees were (and are)
fairly common worldwide, Congress outlawed them in 1973 after
theSupremeCourthadruledthat theywereperfectly legal.Congress
enacted the Anti-Head Tax law at the behest of the major airlines.

ROBERT W. POOLE JR. is director of transportation policy and Searle Freedom Trust
Transportation Fellow at Reason Foundation.

CONCLUSION
Although proponents of increasing the PFC cap argue that it
needs to keep up with inflation, actual airport revenue per pas-
senger—which includes PFC money and income from conces-
sions—has increased significantly since the charge’s inception.
Airports also have strong credit ratings and liquidity, allowing
them to access resources at lower rates. And it is worth noting
that airport infrastructure seems to be in better shape than the
rest of the nation’s infrastructure.

While airports like money from the PFC because it is a sta-
ble—and fungible—income source, it is far from the only source
for airports, and an increase in the PFC may diminish some of
those other revenue streams. With the abundance of cash balance,
uncommitted balance, and additional funding approved by Con-
gress, a PFC cap increase appears to be unnecessary.

An increase in the cap would lead to a substantial increase in
total airfare. Research suggests it would have a greater effect on
demand than a price-equivalent increase. That could slow passenger
growth and potentially hinder airline network expansion.
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In those days prior to airline deregulation, major airlines
typically signed long-term leases with airports, in exchange for
which they usually got “majority-in-interest” (MII) provisions in
the leases. That gave incumbent carriers veto power over capital
expenditures to expand terminal capacity, which would enable
competing airlines to add service at those airports. This didn’t
matter very much in the days when the Civil Aeronautics Board
severely limited airline competition, but the major carriers didn’t
want to take any chances.

After the Airline Deregulation Act of 1978 had been in
operation for nearly a decade, Reagan transportation secretary

Jim Burnley commissioned a 1987 paper on the feasibility of
per-passenger airport charges for replacing federal airport
grants. Under his successor, Sam Skinner, the department
released a national strategy document, Moving America, that
formally called for Passenger Facility Charges, and Congress
enacted the first PFC law in 1990. Council of Economic Advisers
member Thomas Gale Moore pointed out in these pages that
having this new revenue source outside the strictures of MII
clauses would “make airports less financially dependent on the
tenant carriers and would encourage them to provide more
facilities for new carriers.” (See “Good Enough for Government
Work,” Summer 1990.)

And so it has proved. As Chuang points out, nearly all com-
mercial-service airports have taken advantage of the PFC legis-
lation, using the majority of the revenue for terminal expansion
and improvement projects. Chuang and other critics of PFCs
argue that airports should instead push for an increase in the
size of the Airport Improvement Program (AIP), which provides
annual grants to airports. But as the Congressional Research
Service has noted, the large majority of AIP grants are used for
“airside” projects such as runways and taxiways. More important,
AIP grants cannot be used to expand terminals or add gates.
The past three decades have seen a nationwide wave of airport
terminal modernization and expansion, facilitating the growth
of low-cost Southwest Airlines into a major national carrier and,
more recently, enabling ultra-low-cost carriers (Allegiant, Fron-
tier, Spirit) to become the fastest-growing segment of U.S. air
travel. This would not have been possible under the old “fortress
hub” model beloved by the major airlines.

PFCs today / But that was then; this is now. Chuang argues
that airports don’t need an increase in the federal cap on PFCs
because they are sitting on $16 billion in unallocated reserves.
First of all, many airports seek and maintain investment-grade
bond ratings (unlike many airlines, most of which have suffered
bankruptcy within recent memory). That requires airports to
maintain reserve funds to get them through the inevitable reces-
sions when all their revenues decrease.

Moreover, one of the great successes of the PFC era is that the
bond markets have accepted PFC revenue streams as a reliable
funding source for airport revenue bonds. While no comprehen-

sive figures are available (from either the
airlines or the airports), it seems likely that
much of the revenue stream from existing
PFC levels is now dedicated to debt service
on 30-year bonds issued to finance the ter-
minal expansions of recent decades. Those
revenues are not available for the additional
terminal projects that are in many airports’
current five- and 10-year expansion plans.

A final argument against increased
PFCs used by the airlines involves price
elasticity. Chuang cites an airline exam-

ple that if the PFC cap were increased from today’s $4.50 to a
possible $8.50 per leg of the trip, the effect on a family of four’s
vacation could be a travel-discouraging 4.6% increase in their
airfare. That conveniently ignores the ever-increasing amount
that airlines are getting from “ancillary revenues”—nominally
voluntary payments for such things as checking bags, getting
a meal or snack, etc. The latest study of ancillary revenues by
transportation consultancy IdeaWorks found that over the last
decade or so these charges have gone from zero to the equivalent
of 18% of the total airfare on Southwest, 16% on American, 14%
on United, and 12.5% on Delta. Yet these additional costs seem
to have had little or no effect on the ever-increasing air passenger
volume over the past decade.

That’s very likely because of the rapidly growing market share
of low-cost and ultra-low-cost airlines during this same period,
which has held down all air fares. And that growth has been
enabled by the additional gates and terminal space made possible
by PFCs.
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The additional costs of checking bags, purchasing
a meal or snack , etc., seem to have had little or
no effect on the ever-increasing air passenger volume
over the past decade.
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