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ROUNDTABLE DISCUSSION ON COMPETITION ISSUES IN THE ALLOCATION OF
AIRPORT TAKE-OFF, LANDING SLOTS AND GROUND HANDLING SERVICES

Note by the United States

I. The Market for Airport Slots in the US

1. In the United States, the issue of airport slot allocation is predominantly a domestic policy issue
handled by the federal government, and the policy approach and the rules governing international slot
allocation differ from the domestic regime.  Two of the four most congested US airports subject to federal
slot allocation procedures (La Guardia in New York and National in Washington, DC) have virtually no
international operations.  This situation is very different from Europe where international operations
predominate, and where governmental bodies other than the national government have much more to say
about slot allocation procedures.  Accordingly, the discussion that follows deals primarily with US
domestic policy.  Although foreign carrier operations are an important element of service at US airports,
their relatively small share of overall operations means that international service did not drive the making
of past or current slot allocation policy.  Instead, the US slot policy was primarily driven by concern
regarding domestic operations.

2. The High Density Traffic Airports Rule (HDR) was originally adopted in 1968 as a solution to
the problems of congestion at five (now four) of the busiest airports in the country.  Airport congestion
can result from a common-property resource problem, where no well-defined property rights exist for a
resource that is available in a fixed supply.  In the absence of property rights for the fixed resource,
competing users seek to overuse it.  Here, the resource that is available in fixed supply is the capacity of
the airport.  Physical and technological constraints, such as the number of runways and terminals and the
capability of the air traffic control system, limit the density and frequency of operations.  Overuse of the
scarce resource manifests itself in congestion and delay as the number of airplanes attempting to land or
take off during the same period exceeds the airport’s physical capacity.

3. The 1968 HDR required carriers wishing to land or take off during restricted periods to obtain
the privilege to do so.  These landing and take off privileges are commonly referred to as "slots."  The
1968 HDR set the total number of slot operations-takeoffs and landings-allowed during certain restricted
time periods at the high density traffic airports (HDTAs) and distributed this quota of operating privileges
to incumbent carriers.  The number of operations allowed under the HDR is based on the estimated
capacity of each airport.

4. Until 1985, the incumbent airlines at each high density traffic airport decided how slots would be
allocated, with any reallocation requiring their unanimous approval.  The incumbent airlines could trade
slots among themselves, one for one.  But increasing competition in the post- 1977 deregulation era
strained this method severely and in many cases, the allocation system broke down completely, freezing
the previous allocation in place and denying slots to new entrants.  An economically efficient solution to a
common-property resource problem would limit the use of the resource and allocate rights of use to those
who value them highest.  Starting in April 1986, the HDR, as amended in the FAA 1985 Final Rule,
largely accomplished this by encouraging the development of a market-based slot transfer system for
domestic slots at HDTAs.
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23. The existing system whereby the seller knows who is bidding on the slots also makes entry
deterrence by incumbents more likely than under a periodic auction where the identity (and even the
number) of potential buyers could be concealed.  As noted above, knowing the identity of a bidder is often
the equivalent of knowing the likely use of a particular set of slots.  Thus, sellers of slots can use the
identity of a potential entrant to solicit a counter offer from an incumbent that would be threatened by
entry.  In contrast, if the incumbent is uncertain about who is bidding on a set of slots, there will be less
incentive to bid up the slots for anticompetitive reasons.  Although blind bidding in periodic auctions can
increase the cost of entry deterrence, periodic auctions cannot eliminate the possibility that an incumbent
will use slot purchases to acquire market power or prevent entry.  If entry deterrence is sufficiently
profitable, then an incumbent may still be willing to buy up spare slots over time in a periodic auction in
the same way that an incumbent could buy up slots in the secondary market today.

24. Periodic auctions could discourage needed investments if slot holding were leased for too short a
period of time.  Consequently, periodic auctions must be designed carefully to balance the availability of
slots with a reasonably long period of time during which an airline could establish service at an airport.
There are sunk costs associated with entry on airline routes, and airport authorities also may have
difficulty making the necessary adjustments to accommodate excessive turnover at any one time.
Nevertheless, if (for example) 10% of an airport’s capacity became available each year under a 10 year
lease, the vast majority of all flights at any airport would be unaffected, especially since existing users of
the slots being put up to bid might well reacquire some of the slots if they offer the most efficient service.

IV. Conclusion

25. Permitting the buying and selling of airport capacity (with or without a periodic auction)  will
not solve all problems at capacity constrained airports.  Depending upon an airport’s rules, for example, a
new entrant may find that obtaining space at gates is difficult unless the airport authority possesses either
extra capacity or the ability to order airlines to move to promote efficient use of its facilities.  A buy/sell
rule also is not a substitute for antitrust enforcement.  If a carrier acquires market power at an airport, then
market mechanisms will not correct such situations automatically.  In setting up any buy/sell rule,
however, governments may want to consider whether they can establish some firm rules regarding limits
on how many slots one airline can acquire.  Those rules might vary depending upon how the airport is
used, and the expected likelihood of anticompetitive problems.  In the long run, however, both airlines and
consumers will benefit from having an effective and efficient slot allocation system that permits entry and
competition between airlines.
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NOTES

1 These studies were conducted in response to an invitation by the Federal Aviation
Administration to participate in its proceedings that proposed changes or expansion of the HDR.
The FTC staff comments submitted to the FAA in November, 1991 ("1991 FTC Staff
Comments") and November, 1994 ("1994 FTC Staff Comments") will be made available as room
documents at the June 19, 1997 meeting of WP2.

2 The FTC staff also used multiple regression analysis to test the anticompetitive hypotheses.  The
results did not generally support the two anticompetitive hypotheses examined.

3 Carriers that acquire slots in the secondary market do pay for them.

4 See Ronald Coase, "The Problem of Social Cost," 3 J. Law & Econ. 1 (1960).

5 At US airports subject to HDR, the available capacity has been further subdivided into two
categories: slots for jet aircraft and slots for commuter aircraft.  Commuter aircraft can be flown
in jet slots but jet aircraft cannot use commuter slots without permission from the FAA.  The
policy of subdividing types of slots was designed to preserve some service from smaller,
relatively nearby communities to major airports that would not justify operation of jet aircraft.
Since commuter aircraft are smaller than jet aircraft, special commuter slots do not maximize
passenger capacity at the airport.

6 International slots in the U.S. are outside the buy/sell process so that the government can assure
that route rights granted to foreign carriers under bilateral agreements are exercisable.

7 These advantages are not necessarily related to possession by an airline of a large number of
slots at any one HDTA.  If an incumbent airline initially possessed only enough slots to serve the
route between its hub and the HDTA, it would not have enough slots to rigger antitrust scrutiny.
Such a carrier would have the same incentive as any other carrier to attempt to preclude entry on
such a route.


