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EXECUTIVE SUMMARY

The Air Traffic Control (AT} system, cperated by the Federal Aviation
Adwinistration (FAA), is in serious trouble. Airlina delays are
=zavera and increazing. Thare aren't encugh fully trained controllers,
rasulting in sarictis morale proklems. Accordingly, safety margins are
slipping. Theae problems are promwpting cminoua callas for raregllating
the airlines.

These symptoms all stem from the inherent constraints of using a tax-
funded government agency te provide ATC services. Adequate funds
cannat be appropriated, despite earwarked avistion taxes. Executive
and legislative entities micromanage the ATC syster Iin detrimantal
ways. Federal personnel and procurement regqulatiensz paze major
chatacles to businesslike manegement. And the absence of market
pricing of airport and airway use leads to overusa at paak periods,
thereby causing dalays. Finally, a sericus conflict of intarest
exiats batwaoen FAA'zs dual rolas of promoting civil aviation and
garving as itd safaty regqulator.

Privatization will resolve these problems. The FAA's ATC facilities,
perscnnel, and equipment sheuld be divested to a nonprofit, user-cwned
Alrways Corporation (AC). AC's stockholders would be limited to
ajrlines, private pilets, businese aircraft owners, airline pilota,
air traffic contrelisrs, and federal governmment usars, OQunership of
gontrol towers and landing slots would be given to the natlon's
airports, which would be freed to charge market prices. The present
airline ticket tax and genaral-avliation fuel tax would be repaalad,
and the Aviation Trust Fund terminated. Contrellars would be free to
crganize and to strlke, but AC and the airperts would ba fras to
contract out oparations te a numbar of private contractars.

Pricing airport/airway acceas in accordance with demand would end
today's artifical shortagae of capacity, shifting many flights away
from (expensive) peak hours, thereby alleviating delays. FPricing




would zlse provide the increased resources needed to fund future
capaclty increases. The freedom te hire ex-PATCD contrellers would
quickly resolve teoday's controller shortage, thereby rebuilding safety
margins. And complate independence from micromanagement and federal

personhel and procurement regulations would permit truly businesslike
management.

The potential coalition supporting privatization includes airlines,
many private pilots, organieed lahor, airport operators, consumer and
safety organizations, and the Reagan Administration. With appeal to
both fiscal conservatives and pro-labor lihkerals, ATC privatization
may be an idea whase time has cone.



I. Whence Tocday's ATC Problems?

The zir traffic control system Is in serious trouble., Both popular
articles and technical studies repeat a litany of problams: mounting
delays in airline flights, serious contrecller morale problems,
diminishing levels of safety, sericus constrajnts opn future aviation
growth, and a very real threat that, to cope with these prablems, the
alr transport system may be reregulated., How serious are thesea
preblsms, and what are their underlying causes?

Delays
airline delays head most cbservers' lists of ATC problems. As traffic

levels recovered from the 1981 PATCO strike and the 1381-83 recessian,
the Feaderal Aviation Administraticn initiated capacity limits at busy
airports and nationwide "flow-control" procedures aimed at confining
delays to the ground rather than the alr. By the summer of 128s,
despits five years of workforce rebuilding, delays had reached record
propeortions. (1) The system has simply not been able to keep pace with
demand.

The cost of these massive delays can pe astimated gquite easily. Using
a4 daily average of 1,500 delaysd flights (as in September 1985), and
making the conservative estimate that the average delay is 20 minutes
and the average passenger load 125, gives delays totaling 22,584,375
passenger-hours per year. If the average passenger's time is worth
320 an hour, that equates to nearly $500 million a year in lost time
due to airline delays.

Morals

Working ceonditigns are another symptom of an ATC system under
continuing, serious stress. In 1985 the General Accounting Office
spent a year studying the workihg conditions at the nation's 74
busiest ATC fagilities,(2) It found that the composition aof the
controller workforce had changed drastically since the 1981 strike.
Not only are thers fewaer controllers today, but the parcentage classed
as full performance level (FPL) contrellers is down sharply,  from
13,200 comprising 80 percent of the workforce in 1981 t€o only 3,873
comprising 62 percent today. This change has resulted in contreollers
being overworked at peak perieds, remaining at their radar positions
without a break for longar than is normal, and excessive amounts of
evertime. Morecver, survaey data revealed that auch greater numbers af
sxperienced (FPL) centrollers will retirs within the next few years
than the FAA is planning for.

Praedictably, overwsrk and uhderstaffing have meant serious morales
nroblems among controllers. Peoeor working conditieons and autocratic
nanagement and supervision were amehy the factors leading to the 1981



strike. Soon after the strika ended, an independent task force
appointed by the Transportation Secretary {and headed by Lawrence M.
Jones of Coleman Corp.) reported that morales among <¢ontrollers was
"yary poor."{3) The Jones task force warned that the problems that
cauged the strike were reappearing and could cause further trouble and
disruption, Two years later, newly appointed FAA administrator Donald
Engen asked the same task force to reassemble and take ancther lcok.
Reporting back in December 1984, ths Jones tasX force concluded that
Woonditicons are as bad as in 1581, or perhaps 2 little worse."(4) No
improvement in any significant degree has occurred in management and
human organization practices, the probers concludsd. These findings
were seconded in 1985 by the investigations and oversight subcommittee

of the House Public Works and Transpertation Committee. MLittle
tangible progress has bheen made in the area of management and human
relations since the 1981 strike," their report concluded. "The same

human relaticona problems that existed before the strike continue to
exist."{5}

Safety

It should not be surprising, given these problems, that the ATC
system's margin of safety seems to be diminishing. EBarly in 1984, the
FAA reported that operational errors had more than doubled cver a
five-month period ending in Nevembsr 1983, compared with a year
garlier, (8) In addition to making errors, controllers are so over-
worked that they cannot always give pilots vital safety information.
As part of its 1985 investigation, the GACQ surveyed controllers in the
busy Naw York/New Fersay area. One-third reported that they cften
decline to give pilots regusstad traffic adviscories, and one~fourth
often declined to give weather advisories.(7) Perhaps the most
reported safebty statistic is the number of near-collisions in mid-air.
In 1283 the FAA broadened the definition of such incidents, but even
5o, the 777 reported for 1985 was a new high, considerably exceeding
tha 58% reportad for 1584.

Diminished safety is fregquently being linked to ATC problems. In its
March 1236 report, the GAC concluded that "controllers at many major
facilities are being stretched toc thin, ané over time the situation
could impair their abkility teo continue to maintain the preper margin
of safety." Likewise, the House Public Works and Transportation
Committee's report charged that "stress, fatigue, staffing shortages,
increasing traffie, lack of supervision, and an unseasaned work force
have all impacted the margin of safety.™(3) Based on the GAQ's
findings, the Flight Safety Foundatien concluded that conditions have
changed since it reviewed ATC safety in the 18381 post-strike period.
It concluded that "the present syvstem daes not provide the same lavel
of safety as befora the August 1581 strika."(9)



Growth Control/Rersculation

These concerns about safety and undarstaffing are leading a growing
number of critics to advacate severs curbs on air traffic——in some
cases extending even to rerequlation of the zir transpert industry.
In its March 1986 raport, GAD recommended that the FAA restrict air
ratric at facilities where contrellers are overworked until FPIL
staffing goals are fully met. The House Public Works and Trans-
portation Committee report made the same sort ¢f recommendation,
Similarly, National Transportation Safety Board chairman James Burnett
has called for more stringent "flow control" by the FAA to shift
flights out of high-demand peak times. (10}

Such changes poss the vary real risk net merely of curtailing the
growth of commercial aviation but also af reregulating the airline
industry by the back door--letting govermment, rather than the
marketplace, determine who can fly between what cities. Indead, Sen,
John Glenn recantly suggested that the FAA temporarily stop
certificating naw airlines, in order to let the system catch up with
the number of airlines already in operation. Deregulation opponents
such as liberal columnist Tom Wicker were quick to seize on Glenn's
suggestion. Other golumnists, such as JFack Anderson and Carl Rowan,
have also attacked dersculation on safety grounds.

Audget Problem

The proklems discussed abeove==-delays, contrcller shortages, morale
problems, safety concerns, and the threat of renewed regulaticen--are
merely symptoms. The underlying problem iz a structural one. Because
the ATC system is operated by the FAA, and the FAR is funded by tax
monay, its budget is therafore a component of the federal government's
budget, Nowinally, the taxes which provide the bulk of FAA's funding
are "user taxes"--principally, a tax on airline tickets and ancther on
general aviation fuel. Although thesa tax revenues are sarmarked for
aviation purposes and credited %o an Aviation Trust Pund, Congress
regqularly limita appropriations from that fund, in order to hald down
reperted federal spending. Thus, at a time when the ATC system is
degperately short of perscnnel and about 31 billion kehind in
implementing the Naticnal Airspace System Plan (the agency's $12
billion, l0-year equipment modernization program), adegquate funds
exist but cannct be spentl

Micromanagement

But the budget constraints are only one component of the underlying
problem. A second major factor is the micromanagement problem,
stemming from the complex oversight carried out by the legislative and
executive branches of govermment. After a detailed study of the ATC
system's problems, the Natiocnal Academy of Public Administration
concluded that the decline in the system's ability to perform affect-



. ivaly stems from the "political and policy enviraormment" in which the
" PAA must operate. Specifically:
The fedaral policy process puts graat pressurs on program
- gperations. Approaches to coversight and accountability
"tend to be too heavy-handed for field operations. In
effect, real contral has been diffused into a complex,
confusing, and often kaleidoscopic array of authorities
amcng FAA leadership, the 0ffice of the Secretary of DOT,
the Office of Management and Budget, the Office of
Farsonnel Management, the White House staff, and sevaral

congressional committeas. (11)

In axplaining these polnts, the NAPA report shows haw each of these
oversight bodies, with the best of intentions, ends up undercutting
effective management of the complex, demanding ATC system. Congrass,
toe, in carrying out its responsibilities for managing public monies,
1s forced into 2 posture of micromanagement. But this understandable
process has a high price, concludes NAPA, restricting management
authority, producing a loss of cantrol and accountability, and
chilling initiative and iancvation.

This sort of well~-intended but dysfunctional oversight produces a
nunker of specific consegquences, as spelled out by NAPAR., There are
toa many layers of oversight, resulting in uncertainty as to who
controls a dacision and how long it will take to get it made. Because
oversight cften develops into nic¢romanagement, managers are unable to
make normal management decizjons themselves. Frequent changes of
political leadership--nine FAA Administrators since 1961, serving an
‘average term of less than three years--make for uncertainty and
disruption., Finally, conflicts of judgement "can cause problems for a
program like the ATC system which demands planning stability and a
high order of technical understanding in order to optimize per-
formance, safety, and reliability of operations." 3Such canfliets can
delay and distort decisions which should be made on their technical

merits.

Bursaucracy
A third fundamental problem stems from the internal constraints which

are imposed on the FRA by its nature as a federsl agency. These
concern such matters as staffing, personnel management, and pro-
curement. As the NAPA repori makes clear, the FAA cannot adaquately
match its staffing leavels with workload demands as a private buainess
can. Furthermore, FAA personnel must be dealt with under all the
constralnts inherent in the federal civil service systam and the
requlations of the Office of Personnal Mapnagement. This results in
general patterns of overstaffing, understaffing, or misallocating
staff, gecgraphically or in terms cof the mix of staff to match



workload demand. In addition, FAd is constrained in taking
disciplinary actions and in removing unsuccessful empleoyses. It
cannot use smployee motiwvation and incentive programs, which can be
especially important for employees in high-stress positions.

Given these inherant constraines, it i= not too surprising that Faa

has failed to rasolve the difficult human-relations problems that ha
plagued the ATC system both before and after the PATCO strika. Even
with the best of intentions, FAA management simply does net have the
maznsg available to cope with its persennal probleps, using a civil-

sarvica system designed for low-stress office cccupations.

Similar difficulties are inherant in the FAA's recquired use of feder
pProcursament statutas and regulaticns. While well-intended, this
inflexible, time-consuming system of contracting for eguipment and
saervices makes i1t needlessly difficult for FAA to respond to its
changing eguipment needs in the marketplacs.

Former FAA Administrator Langhorne Bond has confirmed +he inherent
nature of these problems. Interviewad by MNatjopal Joyurnal in 1983,
Bond said, "I don't sae how, if an agency remains within the exscubi
branch and subject to civil service, budget constraints, cost=benefi
analyses, and congressionsl opposition, that it can do much better
than it is now."(1l2)

Pricing ,

A fourth underlying problem is the lack of pricing of the most scarce
ATC resource: landing slots. By charging only on the basls of
aircraft welght, rather than by the value of the slot at a particula:
time of day, airports give users no incentive %o economize on the use
of this limited rescurce. Market pricing of slots--with higher price
at times of higher demand, and the price of a slot dependent on the
value of the slot, not the weight or type of aircraft using it--wouls
provide powerful economic incentives for users to operate only high-
priority flights into major airports at busy times, thereby shifting
demand to lesa-busy times--without arbitrary, bureaucratic allo-
cations. MNumercus studies by aconomists, both within and outside of
government, have shown that market pricing would lead to significant
reductions in delays.(13)

Conflict of Interast

One final problem is inherent in the presant FAR structure: the
conflict between the agency's tweo migssions. The Fedseral Aviation Act
of 1358 gives the agency two responsibilities: to promcts civil
aviation and to requlate aviation safety. Because of these dual
functions, FAA is the only federal safaty requlatory agency which is
alsa charged with promoting the ecensmle interests of the indusitries



that it must regulate. (The only similar case was the former Atomic
Energy Commission. Resolving that agency's institutional conflict of
intersst was one of the principal reazsons that its furctions were
split in 1375, with the creation of the Nuclear Regulatory Commission
for safety requlation and the shift of AEC research and develapment
afforts to what became the Department of Energy.) '

Private aviaticn safaty organizations, such as the Aviation Safety
Institute, the Flight Safety Foundation, and the Natienal
Transportation Safety Association, believe that FAA is allewing
airline operations to expand faster than the ATC system can handle
given the slow growth of FPL controller staffing levels. Likewise, the
government's NTSB chairman James Burnett has stated that ha is
concerned about "the prassures from industry® that could affact FAA's
decisions with regard to flow contrsl programs. While reassnable
pecple can disagree as to whether a particular FAA decisicn may be
influenced by its mandate to "encourage, develop, and promota”
aviation, it is unarguable that concern over aviation safety has risen
to new levels over the past few years—-with FAA bearing the bhrunt of
the criticism. Any solution to the ATC problem must serve to incraase
the deqree of aviation safety. Separating FAA's requlatory funstions
from such operational matters as ATC system cherations and airpeort
develepment grants would be a net gain for safer skiss.

II. Current Reform Proposals

There has been no lack of propcsals for solving today's ATC crisis.
They can be grouped into two broad categaries: status-guo Improvements
(advanced by FAA, DOT, GAO, and NTSB) and fadaral corporatian
propesals {developed by the ATA and NAPA) .

atus=-0uo Im Vement
FAA's basic approach has called for making miner technical improve-
ments in the short term, bringing the system up to prestrike capacity
as rapidly as possibls, while relying on future ailrport capacity
expansion for the longer term. For exampla, thae agency is attempting
to regolve controller shertagea at high-demand locations by means of a
"erosg-option" program which allows for veluntary transfers of FPL
centrallars te those locations. But the price of this solution is to
deprive other locations of needed FPLs, The Reagan Administration
remains firmly cppesed to hiring any of the former PATCC contrallers
who took part in the 1981 strike, thereby limiting the ratae at which
FPL controller levels can be rebuilt. FAA continues +o rely heavily on
overtime work by contrecllers, exacerbating existing morale and stress
problems. Other tachnical fixes include ordering advanced computsrs
and display systems.



For the longer term, FAA's basic solution is more physical capacity at
alrports. FAA's 512 billicn, lo-yeaar National Airspacs System Plan is
assentially a modernization of the agency's existing hardware and
scftware, to keep pace with changes in the state of the art. As FAA
Adminjstrator Denald Engen told the Regional Airline Association in
one of his first speeches after taking office, "There is no substitute
for concrete and asphalt when you're talking airport capacity.™(l4)
Similar views have been axpressed by DOT officials. In July 1986,
DOT's James R. Smith told Fortune magazine, "You can do just se much
with existing facilitias and then you have to find more landing
placaes. The ultimate soluticn is more airports."(1l5)

While FAA and DOT might be termed the technological optimists, other
government agencies seem ta take the position of technological
pessinists, Estimating that FAA will need more than four years at its
present razte of hiring and training to meet its dafined controller
staffing requirements (in part, because FAA is underestimating the
affects of upcoming retirements), GAQ has recommended that FAA
restrict air traffic at facilities whars controllers ars overworked
until the staffing goals are met. NTSB chairman James Burnett agrees,
calling for improved flow control for "laveling of peaks and wvalleys
and the managing of peaks and valleys" of flight operations.

Neither of these status-gue approaches would relieve most of the
symptoms of the ATC crisis discussed in Section I--delays, morale,
safety, growth limits, and the reregulation threat. Even worse, they
would address none of the underlying problems which have generated
thase symptoms. By clamping down on flight operations for the next
four or five years, the technelegical pessimists' approach would
increase the system's safety levels and reduce the degree of
controller overwork--but at the price of partial reregulation of the
airline industry. By reducing the number of flights, especially at
pezk hours, it would reduce tha laval of zervice offered to aviation
usars--though probably reducing the extent of delays of those flicghts
still allowed to operate,

But the FA2/DOT appreach would be aven less effective, alleviating
none of the symptoms. Delays would continua because of the continued
mismatch between demand and capacity, Safety would continue to be
gquestionable so long as the system is operated with below-standard
staffing and experience levals (i.e., far at least the naxt four
years), Without fundamental structural changes in nanagement,
personnal policies, workloads, and compensation, sontroller morale
will continue to be a major problem. Aas for growth in airpert
capacity, the cnly major new airport being planned batween now and the
turn cf the century is in Denver, a city in the throes of an oil-
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industry depression (which might sericusly delay the building of the
new airport}. And Gramm-Rudman-Hollings budget constraints will
continue te restrict airport grants for the foreseeabla future, as
they will likewise constrain NAS Plan implementation. The FAA's
iconcrets and asphalt" solution seems little meore than a fond desirs,
not a likely reality. Thus, glven the continuation of delays, safety,
and morale problems under the FAA/DOT status-gquo approach, the threat
of raregulation will remain a very real ona.

[} Corporation Pr sals
Recognizing that the symptoms of the ATC crisis reflect underlying
structural problems, the Air Transport Assoclation in 1285 conductad a
study of how best to deal with these problems. (16} ATA's proposed
solution is a federal corporation, te which FAA's ATC system and
airport development grants program would be spun off. The corporation
would, by charter, be exempt from fedaral personnel (civil service)
and procurement constraints, although its workers would be forbidden
by law to strike. Parhaps most impertant, the corporation weuld be
funded entirely by user fees, thereby remcving it from the faderal
pudget process. ATA cites the precedent of other fedearal corpor=
ations, such as Amtrak, Conrail, the U.S. Postal Service, and the
Tennasee Valley Authority.

Reviewing this proposal against tha list of ATC aymptoms is

revealing. By providing its own scurce of revenue, the corpeoraticn
propesal would provide a more certain way of paying for additional ATC
personnel and eguipment. This would raduce the prassure for re-
requlation in order teo solve capacity limitation problems. Morsover,
by separating ATC operatiens from FAA, the latter would ke free to
coneantrate on safety standard-setting and enforcement, as an
independent regqulator. Finally, the new corpeoration, fraed from civil
service rules, would presumably be free to devalop and implement more
enlightened and effective persennel and management policies.

The ATA subsedquently asked the National Academy of Public
Administration to reviaw and critique its faedaral corporaticn
proposal. NAPA's report {17) concurred in ATA'a assessment of the
need for the basic¢ structural changes that a shift to a federal
corperaticn would provide: independence from the federal budget
pracess (and therefore from micromanagement) and independence from
federal personnel and procurement regulations. NAPA agreed that the
corperation should be funded by user fees, on a salf-sustaining basis.
MAPA also agreed that airport development is so ¢losely related to ATC
system capacity that both airport and airway planning and management
should e embhodied in the same organization.

But NAPA disagreed with ATA's plan in two important respects. First,
NaPA rejected the idea that the corporation should have a board of
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directors representing users. Instead, it recommended that the
corporation be run by an administrator who would report to the
Sacretary of Transportation. Second, NAPA racommended including FAA's
safety-regulation function in the tederal corporation, on the grounds
that "safety must be regarded as an integrated system in which all
elemants must be cosrdinated.”

In effect, then, NAPA recommended converting the presant FaA inte a
new FAAR which would be exenpt from federal personnel and civil service
rules and outside the federal budget process (except perhaps for
appropriations for airport grants), but still operating as an
appendage of DOT. Despite the NAPA panel's forthright and realistic
discussion of the high cost of executive-branch and legislative-branch
micromanagement, the potential for such micromanagement would be much
greater in the NAPA model than in ATA's version of a federal
corporation. In addition, NAPA completely ignored the issue of the
contlict betwean safety regulation and system operation.

As might he expacted, both federa) corperation plans deal with most af
the symptoms of the ATC crisis. Both would begin to address the
delays, grewth, and reregulation issues, by providing a more
busines=like manner of operating and managing the ATC system. These
changes would lead to increases in the system's level of safely, and
the ATA plan would anhance it further by resolving the conflict of
interest problem. Keither plan would provide a rapid alleviation of
delays, however, because neithar would previde a rapid selution to the
current shertages of FPL controllers apd airpoert landing sleots.

Furthermora, both plans deal inadeguately with the controller morale
problem. ©One of the major causes of this problem is the degree of
overwork resulting from the shortage of FPL contreollers, The only way
that staffing levels could be brought up to full capacity in less than
the projscted four years would be to hire some of the former PATCO
controllers. Neither ATA nor NAPA contemplates doing so, in part
hecause to do so woeuld be to viclate current Administration policy
that the federal government must not rehire these who struck illegally
against it. A federal corporation would be an arm of the faderal
governmant and could not turn to this obvious source of axperienced
parsonnel to solve the present sheortage more rapidly.

Table ]l provides a summary comparison of these general approaches to
solving the ATC crisis. Each is weighed against the four symptoms of
the problem and the five underlying causes that have been discussed.
As can be seen, the FAA/DOT approach deals poorly with the symptoms
and fails to address any of the underlying causes. The NTS3/GAC
approach of limiting demand addressas some of the symptoms but fails
to deal with the causes of the crisis. Of the structural change



proposals, the ATA plan is better in addressing the symptoms and
definitely better in dealing with underlying causeas.

3ut aven i

fails to provide short-term relief for delays, deals only partially

with controller morala, and still risks significant micromanage-
What's needed i= a plan that alleviatas all

went/oversight problenms.
the symptoma and solves all of the underlying problems.

SYMPTOMS
Delays
Morals
Safety

Growth/
Reragulation

CAUSES

Budget
Hicromanagement
Bureaugcracy
Pricing

Conflict of
Interest

TARBLE I

COMPARIEON OF PRCPOSED SOLUTIONS

FAA/DOT

poor
poor
pooY

poor

no
no
no
na

na

NTSB/GAD

fair
fair
good

poar

ne
no
no
no

no

ATA

poor
fair
good
good

vas
part
ves
ne

yves

NAPA

poor
fair
faixr

good

part
ne

yes

no
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I1I. Tha Private-Sector Model

The ATA faderal corporation model addresses a number of the problems
which underlie today's ATC crisis. But it deces net geo far enough.
What is needed is a solution which quickly ends the delay problem,
gquickly restores a full complement of qualified centrollers, fully
rasolvas the merale problem, and dees not risk cresating another
micromanaged antity like the U.S. Postal Saervice. That solutisn is
trua privatization of ATC and of airport funding.

Thera are many possible ways in which a privatized system could be
structured, What feollowg is a proposal designed to address the
concerns of all relevant participants in the aviation community.
Thera are four basic elements in the sclution. The first is an
independant, nonprofit Airways Corporation, owned by its users
{following the model of Aercnautical Radio, Inc.--ARINC)}. The saccnd
elemant is the divestiture to the nation's airports of both control
towers and landing slots, giving ailrports substantial financizl and
managerial autoncmy as enterprises (whether government-owned or
private). The third element is completely private funding via prices
for airport and airway use, based on supply and demand for these
limited resourges, The fourth alament is freedom for both labor and
management: freedom for labor to organize (and to strike) and the
corrasponding freedom for management to contract out,

In contrast to the faderal corporaticn propesals, this privatization
plan would permit a rapid solution to the problem of delays, without
the imposition of arbitrary regulation. Pricing access to airports
and airways in accordancea with demand would end today's artificial
shortage, whila providing the increased rescurces to fund incresases in
physical capacity in the futura. In addition, sinee both airperts and
the Airways Corp. would be free to hire former PATCO controllers,
today's artificial shortage of exparienced personnel could be rapidly
anded. Morecver, keeping the owerating entities indapendent of the
faderal government (except for DOD's participation as a user/owner),
would completely insulate them from the problems of micromanagement so
gbly described in the NAPA report.

Freed of its conflicting dual roles, FAA would be abla to concentrate
totally on ensuring the safest possible aviation system. FAA would
still be responsible for certificating airlines and aircrast,
licensing pilots and mechanies, and developing and enforsing
regulations for hoth the design of aircraft and their safe operation.
It would be FAA's rasponsibility to ensurs that Airways Corp.
maintains standard procedures and terminolegy throughout the
airport/airwaya aystem.
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The following paragraphs s=pell out in mora detail the basic rationale
for each of the design features of the private airport/airways system.

Alrways Corporation: A User Co=-op
Tha first element of the privatized ATC/alrports system would be 2
nenprofit, federally charterad, user-cwned corporation. The model for
Alrways Corporaticn is Aercnautical Radio, Inc. ARINC was created in
1929 to provide joint communicaticns and navigation services for
several airlines.(l8) From the outset, ARINC Ras heen user-ownad,
with a limitation on the amount of stock that could he held by any one
firm. 1Its activities were, and are, paid for entirely by transaction-
baged user charges. In 1935 and 1936 ARINC created the natlen's first
air trafric control centers, but this functien was taken ovar by the
federal government as a way of aiding the ailrlines during the
Deprassion. ARINC continued and expanded 1ts communications role over
the years and teday provides extansive air-to-ground communications,
telecommunications, and highly respectad standard-setting activities.
ARINC has 51 stockholders, of which 41 are airlines and 10 are other
irns with aviation interests (including General Motors, Goodyear, and

MchDonnell Deouglas).(19)

Airways Corpeoration (AC) would take titlae to all of FRA's air traffic
control facilities and equipment (except for airpert control towers,
which would he divested to the individual zairport operators). It
would operate the ATC systam, charging all users (including DOD and
other public-sactor usars) oh a transaction basis. The structure of
the user fees would ke determined by AC managemant, subject to the
approval of its board of directors. That beard, in turn, would
reflact the variocus interests of AC's stockholders, whe would
rapresent all seqments of the aviation user community--airlines,
privata pilects, business aviation, federal goverrment {DOD, Customs,
DEA, atc.), and perhaps air traffic controllers, as well. HMaximum
percentages of the authorized shares availabla to sach group would be
spacifiaed in the corporate chartar.

Airways Corporation would be organized as a nonprofit corpeoration
because the services it providea are in the nature aof a natural
monopoly. To aveid the well-documented diffjiculties of public
utility=-tyre requlation, while also aveiding the potential of monopoly
pricing, the user co-op form of organization provides an excellent
sclution. With any profits reinvested in the corporatioen, rather than
distributad to shareheclders, there would be little incentive for any
user graup to structura the pricing or operational procedures so as to
profit at the axpanse of other user groups. This structure has stocd
tha test of time at ARINC, having worked well for meore than 30 yeavs.
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User cwnership would alsc serve to make Alrways Corp. responsive to
the true needs of the various aviation user groups, as ARINC has bheen
for ita owner/users. Potentially contentious issues involving
pricing, access to airways, cr procedures would be decided by AC's
nanagement, in accordance with policies adopted by the corporation's
board., In contrast ts today's system of exeacutiveslegislative
oversight and micremanagement, where both long-term system planning
and gquick response to changing conditions prove difficult, AC'm usear-
group corpeorate structure should prove to be far more responsive to
the needs of the aviation community.

A faderal corporation, evean if neot reporting to the Sacretary of
Transportation, is far more likely to be plagued with excessive
oversight and micromanagement. The "independent™ U.S. Postal Service
is econtinualiy subject to political constraints regarding its pricing,
labor policies, eguipment ownership, facilities lecation, etes. It is
hardly the model of autonomous, respensive, buzinesslike management
that is n=zeded to operate the ATC system in today's fast-moving
deregulated aviation environment. ~Neither is the Tennessee Vallay
Autheority or the Federal Savings & Loan Insurance Corporation a good
model; both are having serious difficulties coping with their own
daregulated enviranments.

What is needed is an enterprise more like Comsat than the Postal
Service. While the faderal government played a role in the creation
of Comsat (as it weould in creating Airways Corp.), it did not set i1t
up as a faederal corporaticn. Comsat was given a federal chartaer,
incorporated in the District of Columbia, and required to have three
of its 15 dirsctors appointed by the President. oOtherwise, Comsat is
a stockholder~owned corporation like any other, subject only o
regulation of certain communicaticons activities by the Federal
Communications Commission, just as any private talecommunications firm
would be {and as Airways Corp. would be subject to FAA safety
regulation). In the early studies suggesting a corporate structure
for the air traffic control aystem (e.g., Glen Gilbert [20] and The
Futures Group [21]1), it was Comsat that was suggested as a model, not
a UsPS-type federal caorporation.

Finally, a truly private enterprisa such as Ai-ways Corp. would be
fras to hirs its personnel without regard 4o their pravious status as
members of PATCC, which a federal corporation would be unlikely to he
free to do, This freedom is the key to making possible 2 rapid
restoration of controller staffing levels, thereby resolving current
delay and safety problams.

Alrports as Enterprises
The second element of the privatizaticn model is to grant significant

autonomy to the nation's airports to operats as enterprises,
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responding to the changing needs of a deregulated aviation industry.
Thus, rather than retaining a centralized airport-grant system, funded
by a portion of the airways user charges (as proposed in the ATA and
NAPA corporation proposals), the airports should be defederalized.
Alrports would be given the authority to set thalr own user fees,
whether on a per-passenger basis or simply as part of landing faes, so
that they can ralse the revenue needad to match their capacity to the
demand. As part of this change, the existing federal airline ticket
tax weould, along with the general-aviaticn fuel tax, be abolished.

Another key elsment of alrport-enterprise status would be to resolve
the lssue of alrport landing slscts. The law should recognize that a
Ianding slet is a resource that inheres in the airport itself, as a
function of the capacity which the airport's owners have created and
are willing te malntain., Thua, airports should be freed to cffer
their slots to all would-be users on a supply-and-demand basis.
Because & number of slots have in recent years been "purchased" by one
ailrline from another {es.g., the recent acguisition by Pan Amsrican of
46 slats at LaGuardia and 13 at Washington Hatlonal from Texas Air
Carp. for $565 million), it might be necassary as part of the
transgition to the privatized system te "buy out® these slots and
return them to airport cwnership.

A third and final elament would be for cwnership of airport control
towears and landing aids to e shifted from FAA To airport operators.
The towers are physically part of each airport, and their function is
restricted to the airspace near the airport. Purchasing and
maintaining the equipment needed for controlling landings is properly
an alrpert-~oparator rasponsibllity, as it affects the airport's
capacity as directly as the axtent of concrete and asphalt does.
Moreover, having the controllers ba employees of the airport {rather
than of Airways Corp.) provides a desirable degree of decentralization
that is a safaguard against the threat of a nationwide air traffic

control strike.

via i
The key to solving the laonger-term capacity problems of both the ATC
system and the airperts is teo allow both the ATC system operator and
all airpert opsrataers to have their own, dedicated sources of revenmue,
which they alone gontrel. Such revenuas must come from prices charged
to usars, not from such crude, indirsct means as today's fuel and
ticket taxes. The proklem is not simply that Congress will not
appropriate adecuate sums f£rom the Aviation Trust Fund. In addition,
the lack of pricing of airpert and airways use results in inefficiant
use of whatever lavel of capacity exists. In short, we arse net
gatting full use of the airways and airports capacity that already
exists, nor will we do s¢ in the future unless pricing provides
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incentives for conserving the use of thase scarce and valuable
rasourcas. Numercus studies by economists, as well as reports of the
GAO, the FTC, the Justice Department, and the Council of Economic
Advisers have supported market pricing of airport access.

A basic reguirement, then, is that the present federal taxes on
airline tickets and general aviation fuel be repealad. Thereaftsr,
airperts must be free to set their own prices, varying them in
accordance with whatever (nondiscriminatery) criteria may make sense--
e.9., based on the time of day, sxpected traffic levels, extent of
service provided, etc,=--in other words, in accordance with the true
economic value of the transactions invelwved. Such pricing will face
airway and airport users with the tirue cost of their use of these
scarce resources, which will metivate shifts in demand so that only
the highest~-valued needs get met at the highest-cost times.

It may be objected that "charging whatever tha traffic will bear, "
although it will eguate demand with supply, is not legitimate, because
airperts and airways are meonopolies akin to public utilities. For the
alrways, thiz objection is dezlt with by the user co-op, nonprofit
status of the proposed Alrways Corp. As far as airports are
concarned, in today’'s dersgulated environment, competition among
zirports has beccme the bywosrd of the industry. Many of our largest
gities=-=-New York, Los Angeles, Chicageo, Houston, Dallas--hava two or
more commercial ajirports which compete with one ancther. In every
gity, smaller alrperts compete for general-aviation business with the
air-carrier airpeorts. But in addition, airports throughout the
country compete with one ancther for a2irline patronage, particularly
for hub status. Salt Lake City, Kansas City, Memphis, Dayton,
Washington-Dulles, and Charlotte are all examples of formerly under-
used airports which have developed intc important hubs over the past
five years, in competition with other would-be huks. In this sort of
conpetitive envirsnment, for an airpert to charge noncompetitive,
"manopoly" prices would be self-dafsating.

Both ATA and NAPA would retain a centralized airport-grant structure
as part of their federal corporaticn propesals. A significant portion
of the airways user-charge revenue would be set aside for allocation
as grants to airport operators, in accordance with a formula based con
passanger emplanements, alroraft departure weight, or some other
kasis., One problem with such grant-allocation schemes is that they
ara inevitably arbitrary, with some recipients getting more than
othaers feel they ara entitled to. But there is no inherently "correct™
way to carve up the pie. The advocataes of such centralization
maintain that it permits owverall planning of the airways/airports
system. That argument had a certain validity in the days before
daregqulatisn, when the growth of each ajrline'a poute system was slow
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and predictable. It has very little wvalidity in today's
unpraedictakle, comnpetitive environment. ZEach airport operator,
working with its airline and other customers, is in the best position
te have the Knowledgs needed to plan for expacted capacity in the face
of increased uncertainty. Hence, each airport must be free to raise
its own revenues, rather than being dependant on allocations from a
centralized bhody over which it will have little influsnce and which
will possess far less information on which to base its degisions.

Labor/Management Freedom

Tha fourth component of privatization i= essential for creating a new
era in labor/management ralations in air traffic control. Controllers
must be given the freedom to form and join unions, and even te engage
in strikes., In short, they must be given the normal freedoms enjovyed
by other aviation employees. But likewise, Airways Corp. and the
individual airports nust be free to hire outside contractors to
operate towers, en-routa centars, and other fagilities,

The basic concept is that of a trade-~cff. To promote a mors positive
approach to labor/management relations, ATC smployes status must be
normalized--made just like that of any other business. At the same
time, the system design must be such as to minimize both the
likelihoed of a nationwide strike by controcllers and the negative
lmpact of any strike that might occur. Thus, the system should be
designed in a decentralized manner, with Airways Corp. contracting out
some cor all of its fagilities to a number of different firms, and with
towers operated by hundreds of individual airports. Unions would then
face the task of organizing small numbers of employees worklng for a
nmultiplicity of amployers, rather than the entire waorkforce of a
single employer. As a matter of policy, Alrways Corp. should stagger
the expiration dates of its facilities-management contracts, so that
they expire in different months and in different years. All of these
factors make the likalilood of a nationwide controller strike very
remcta-~yet without a legislated ban on the right tc strike. A strike
by controliers at a few fowers o¢r centars, while creating problems,
would net have the devastating lmpact on air commerce or the naticn's=
economy that a nationwide strike would have.

Adirways Corp. would not be required to contract out all of its
facilities, but it would be wise te make use of such contracting.
Decades of ocperation by FAR have left ATC operations not only with
severas personnel problems but alse with the legacy of a bursaucratis,
nonmarket appraach to all aspects of the business. Govermments at all
levals=-local, state, and federal--have found that contracting out the
aperation of facilities can lead te innovatiens, greater productiwvity,
and important cost savings. Facility mapagement contracts are guite
common in data processing, for example, and cost savings of as much as
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one-third have been repcrted. Contract operation of control towers
has been taking place for at least 10 years by airport operaters, and
mere recently by FAl under its contract-tewer program. Until the
Labor Department recently rulad that compensation by tower contractors
must be equal to that of FAA, the private firms wera able toc cperate
towars for up to 50 percent less cost than FAA.(22) The =savings
resulted in part fron lower wages and less=generous fringe benefits,
kut in part from more productive use of personnel and equipment.

It seems clear that by contracting out center operations, Airways
Corp. would be likely to achisve significant productivity
improvements, as well as decentralizing its labor relations and
guarding against nationwide strikes. A number of large aerc—
space/avionics firms have experience operating ATC facilities and
systams under coniract, including Bendix, RCA, and Lockheed, (23}
About a dozen othear firms have sxperience operating towers and/or
alrperts under contract, including Avceo, Pan American, and Britain's
International Aeradio Ltd. 5o thera should be no lack of gualified
contractors,

Iv. Interest Group Assassment

In order for the privatization proposal described above to bha
implamented, it must be seen to be politically feasible. That, in
turn, means that enough of the interest groups involved in aviatisn
nust saa the proposal as ketter than either the status gua or the meost
likely alternative raform proposal (e.g., the federal corpexatien
concept] to constitute an effective coalition in faver of pri-
vatization. This section examines whether the makings of such a
coalition exist.

Airlines constitute one of tha most important intarest groups. The
major airlines, viaz the Air Transpert Associatien, are already on
record as supporting the divestiture of the ATC system from FAA and
the replacerent of aviation taxes by usar fees. As they come to =zee
their fedaral corporation plan converted more and more, via the mark-
up process, into an eguivalent of the Postal Servica--subject to
numercus federal ragulations and to considerable oversight and
micromanagement-—-they may well come to agrae that only true
privatization will produca a businesslike ATC enterprisa. Some major
airlines would opposa markat pricing of landing slots, but other
airlines have supported pricing as being more consistent with
deragulation than bursaucratic allecatier of sleots. Airlinas would
also be leery of allowing controllers +to strika, but if this provision
warae tha key to assembling a winning ceoalition, they would probably
still support the plan,



20

Smaller airlines, represented by the Reglonal Airline Association, are
something of a question mark. Most likely, they will support
privatization in general, as consistent with deregulation and
continued airline growth. Some will probably oppose slot pricing,
whila others will conclude that their chances of gaining sufficient
access to alrports will be greater in an open-market setting than in
an old-boy-network committee setting in which they are newcomers.

According to conventional wisdom, "general aviation"™ will oppose any
form of privatization or slot pricing. But what the Aircraft Owners &
Pllots Association has historically cpposed is increases in aviation
taxea, not true user faes (which have never heen a live alternative).
In fact, a large number of pilets fly most of thelr hours under visual
flight rules (VFR) and usa airports without centrel towers. The
abolition of the aviation fuel tax would be strongly supported by
these pilots on the principle that one should pay only for services
one actually receives. And with a share of ownership in Airways
Corporation, private pilots and AOPA might be persuaded to support the
plan, despite their ocpposition to market pricing of slots at major
airports.

Business aircraft operators, howaver, fly most of the time on
instrument flight rules (IFR)--l.e., using ATC services-~-and use
mostly airports with FAR contrel towers. Thus, replacement of the
fuel tax by user fees would result in increased costs for many if net
most business aircraft, especlally those using major alrports whera
slat prices would be high, reflecting heavy airline demand. With
landing fees ne lenger based on aircraft weight, a Learjet and a 757
might well pay the sams landing fee {at the same time of day), if they
used the same amount of services. 8o it seems likely that such groups
as the National Business Aircraft Association and the General Aviation
Manufacturers' Associlation will oppose privatization.

Organized labor has long bsen en racord in suppert of ATC pri-
vatization, in order to cbtain for controllers the legal right to
strike. The Professiocnal Air Traffic Controllers Asscciation (PATCO)
called for privatization as early as 196%.(24) During the 1881 PATCD
strike, union leadsrs Lane Kirkland (AFL-CIO) and William Winpisinger
(IAM) both made public endorsements of privatization.{(25} and in
1984, Larry Phillips, head of a would=he controllers union {U.S5. Alr
Traffic Controllers Organization), wrote a Wall Street Journal op-ad
piece advecating privatization.(26) While unions would not like the
contracting-out provisions of the privatization plan, individual
cantrollers (whom would-De unicons must attract) would favor the
worker-ownership provisions. And the unions themselves may realizae
that this plan is likely to e their best available chance to achieve
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occur under aithar tha status quo or the federal carporation plan).

The conventional wisdom alse pictures the Defense Departmeant (and by
implication, other federal users such as the Customs Service) as
opposed to privatization and te paying for airway use. Yet a
persuasive and publicly appealing argument can ke made that the
military must pay for all its cther means of preduction--fuel,
aireraft, computers, telephone lines, ate, Why should they not pay
for alrway usa as well? Obviously, Alrways Corp., in turn, would have
+to reimburse DOD for any services which are provided to it by military
ATC, DOD is used to dealing with private enterprises for a heost of
goods and sarvicea, and has considerahle experience in contracting
cut=--a.g., for base maintenance and logistics sarvices and even in
some cases for control tower operatiens. So DOD will have difficulty
oppoaing the privatization plan in a credible way.

Airport operators might well support the plan. Several years ago, the
Airport Operators Council Intsrnational backed a proposal sponsored by
Sen, Nancy Kassebaum to defederalize the largest 69 airports, leaving
them frea to lavy per-head charges on passengers in lieu of receiving
fedaral airport grants. Tha privatization plan incorporates this
feature but goss further in giving alrport operatars gontrol of their
destinies. The operators would hava much more valuable enterprisas to
run if they owned the towers, landing aids, and especially the landing
slots. By decliding for themselves how and when to expand these
assets, and by setting their own fees and charges to finance
improvements, the airport oparators would be able to function as do
other entrepreneurs. AOCI's 1986 annual conference passed a
resolution favoring the concept of a privatized U.s. alr traffic
control authority. {27)

The smaller-alrport organization--American Assoclation of Airport
Exeoutives--has besn a strong proponent of contract-tower operations.
So they would he receptive to that aspect of the privatization plan.
Whather AAAFE would consider indepandenca from the airport grant
program in favor of pricing freadom a net gain remains to be seen.
Such a change would substitute direct competition among airports (for
customers and revenue) for today's indirect competition for grants.

There are two aviation consumer organizations--the Aviation Consumer
Action Project and the International Airline Passanger Association.
ACAP was a key member af the coaliticon in faver of airline
derequlaticn and might be persuaded of the privatization plan's
necessity as a means of forestalling reregulaticn. ACAP and IAPA have
baan strongly critical of heth the safety shortcomings and the serious
delays inhersnt in the ATC status quo., Ending FAA's confligt of
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interest and freeing it to be the best possible safety regulator (by
spinning ¢ff ATC teo the private sector) may be seen by one or both as
a positive soclution to today's worsening problems.

The Reagan Administration has bheen rhetorically commitied to hoth
privatization and market pricing fas well as to alrline deregulation).
Entities such as the Justice Department, the O0ffica of Management &
Budget, the Council af Economic hdvisers, and the Federal Trade
Comnission have all supported market pricing of airport access. The
White House is strongly committed to privatization of commercial
activities of the federal government. Thus, this plan cught to
raceive the Administration's suppart on its merits.

That leaves Congress as the most problematical. The variocus avliation
committees would lose most of their authority over ATC operations, but
thelr influence over safety mattars would probably increase, as safety
became the FAA's full=-time focus. The Congressional Budget Office and
the Office of Technology Assessment might support slements of the plan
{such as slot pricing), as might the Jeint Economic Committee. Even
committees such az the aviation subcommittees which could be expected
to oppose a measure that decreases their influence might decide that
the priwvatization plan is the best alterpative for solving today's
serious ATC problem—--if presentad with a coalition Inecluding airlines,
private pilots, organized lakor, airport cperators, consumer
organizations, and strong Administration and White House support. oOn
the above analysis, such a goalition seems dilstinetly possibla.

V. Transition Steps

This section reviews in mors detail the most important issues which
must be dealt with in making the transitien from the present
airport/airways system to the privatized system.

2
Airways Corperation is structured as a net-for-profit user
cooperative. Organizaticns of thils sort are set up to carry out
funeticns reguired by a number of users whe are normally competitors
but share a2 common need for caertain services. Current axanples
include (the previously discussed] ARINC, Microelectronics and
Computer Technology Corporation (MCC), and the Corperation for Open
Systems {C0S),. The lattar two organizations are primarily R&D
cooperatives. Ancother example of & service-providing user co-op is
LAXfuel Corp. which grovides fuel services to airlines at La¥,

Like Comsat, Airways Qorporation (AC) would he incorperated in the
District of Columbia with a federal corporate charter. The enabling
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legislation would spell out certaln ground rules for AC's structiure
and ownership (as, for example, Cemsat's chartsr provision limiting
any one person or group to a maximum of 10% of its stogk). Similarly,
the enabling legislation would set forth the percentages of AC's
shares available to each usar group, and the maxinmum number of shares
that any one individual or company could purchase. 0©One possibkble
allocation would be as follows:

Airlinaes 40%
Private pilcts 20%
Business aircraft cwners 10%
Alrline pilots and controllers 15%
Federal government users 15%

Since the allocation of shares will determine sach group's relative
influence in setting AC's operating policies, determining the actual
allocation will be no small problem, In one sense, evary possible
allacation scheme will be Warbitrary."™ Yat the fact that horse-
trading and negotiation will be required to arrive at an acceptable
compromise is not a sufficient reascon for failing to make the effort.
After all, such horse-trading is standard practice in setting federal
policy on aviation [and other) issues today. Onee all affected groups
are Lkrought on board, however, they will have avery incentive to work
together to develop functional policies for AC's cperaticons.

Asset Transfer

Some critics of ATC privatization may gquestion the transfer of public-
sector assets such as the FAA's ATC facilities and eguipment to a
private corganization. The fundamental reply to such goncerns is that
Congress would be making a considered judgement that the interests of
the public in a safe, efficient airport/airways system are best served
by transferring responsibility for the system to a more businaesslike
organization. But in practijcal terms, privatizatien of ATC is lLikely
to be far more acceptable if Alrways Corporaticon buys the ATC
facilitias and equipment from the faderal government. Thus, tha
shareholder groups spelled out above will have to purchase ths
originally authorized shares in crder to raise the start-up capital
needed to acquire the ATC system's current tangibla assats.

An initial capitalization of $100 million should be realizable by
authorizing 1 million shares at $100 each. Individuals and companies
in each of the eligible groups would be able to purchase shares up to
the total number allocated to @ach group (with limits on the number of
shares a single antity in each group could own}. Using the above
hypethstical allocation of sharas, the capitalization would werk out

as Ifollows:
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User Group Alloc. Shares Participants Avg. Shares Averags Total

% Avail. {no.} Each Invest,. Invest.

Airlines 40 400,000 20 large 15,000 1,500,000 530 mil.

100 small 1,000 loo,000 10 mil.

Priv. pilots 20 200,000 200,000 1 100 20 mil.

Bus. airgraft 10 100,000 500 200 20,000 10 mil.

Airl. pilots 15 150,000 30,000 5 500 15 mil.
& controllers

Fad, gov't. 18 150,000 - - - 15 mil.

While the above numbers are solely for illustration, the magnitudes
are realistic in terms of what individuals and firms might be willing
to pay for a stake in setting Airways Corporation policies. And §100
million is certainly in the ballpark Ffor the market value of FAa's
prasent non-airport-based ATC facilitles and esguipment, given the high
degree of obsolescance of much of the computar inventory and navaids.

Airport control towers and landing aids would be divested from FARA *o
the individual airports at no charge. Since the airports are all
public entities, and since they have, in effect, paid for these assets
already (via aviation user taxes), questions about the propriety of
this portion of the asset divestiture should not arisa.

The other major asset is the unused balance in the Aviation Trust
Fund. According to May 1986 astimates by the General Accounting
office, this sum will total %6.5 billion at the end of 1987, 358.2
billien by the end of 1333, and $10.2 billjion %y the end of 188%, if
present taxing and spanding policies are continued. (28) On one hand,
usar groups could argue that these are funds which have been collected
from them for the sole use of aviation; henca, thay should be divested
to Airways Corp. and/or tha airpeorts as part of the enabling
legislation which repeals the user taxes and terminates the Trust
Fund. Tha Office of Management & Budget will point out, on the other
hand, that the Pbalance” in the Trust Fund 1s an accounting conventiorn
but does not reprasent any actual funds on hand in the federal
Treasury: in other words, the actual dollars collected from users have
long since been spent. To actually cash-sut the Trust Fund would
require Congress tc appropriate the remaining balance from general
revenues=-a difficult propogition in the Gramm-~-Rudman ara.

The way out of this dilemma inveolves a trade=-ofZ, which gives
gomething te sach of the relevant partias. Instead of recejiving the
proceeds from tfhe Trust Fund, the airperts would he given full
awnarship rights in their landing =slots, including the freedom to
price them at market value. To compensate those airlines which have,
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in effect, purchased landing slots in recent years, saveral hundred
million dollars from the Trust Fund would be allocatad by Congrass to
buy out those righta prior to their divestiture to the airports. (In
addition, another cne-time distribution might be mada to the smaller
airports which have the least revenus potential from landing slots,
before termination of the Trust Fund.) Alrways Corporation, while
not recalving any funds from the dissolution of the Trust Fund, would
be recaiving the ATC facilities and equipment and the right to engage
in ATC services. And Congress and OMB would be relieved of having to
come up with $7-8 billiocn that would have heen raquired to cash out

tha Trust Fund.

Liahj

Another important issue iz the liability of a private firm such as
Airways Corp. or its facllity-operations contractors. One of the
factors seriocusly affecting the private airport contrsl tower industry
during tha past two years has been the incresasing cost and decreasing
availability of liability insurance. Could a firm such as AC cbtain
liability coverage? and would it be avallable at price that would be

affordable?

Several points must be kept in mind in assessing this issue. First of
all, tha same issua of liability for possible errcrs that might
contribute to an air crash exists whether the people and eguipment
beleng to FAA, to a fadaral corporatioen, or to a private, nonprofit
Airways Corperation. These days, people are just as likely to file
suit against a government entity as they are against a private firm,
espacially given the prevalence of "deep-pocksts" theories of
litigation. The real guestion iz whers the funds will come from to
defend against and pay such claims--from explicit, visible insurance
policies (paid for by those who use aviation) or from the taxpayers as
a whole, The costs will ke there in any case.

Second, there is a profound difference between a small, privately
owned control tower firm and a major, naticnwide company owned by thes
nation's airlines and other aviation users and employing tens of
thousands of highly skilled peopla and billions of dollars worth of
high-tech, state-af-the-art equipment. The fact that the former is
very difficult to insure says very little about the availability of
covarage for the latter.

Third, Congreas has the power to affect the conditions under which
ingurance companies assess the risks in providing ATC insurance
covaraga. One possibility would be to provide a legislated limit to
the liability which AC would have to bear, as part of the enpabling
legislatien. This would be analogous to what Congress has
Aistorically dene with nuclear power plant liability via the Price-
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Anderson Act and to the intarnational alrecraft acgldent liability
limits of tha Warsaw Convention. But a far better soluticn would khe
for Congress to spaecify in the enabling legislation not a ceiling on
the amount of liability {which goes against basic principles of due
precass) but rathey that the liahility of Airways Corporation would be
based solely on fault, rather than being akseolute. This form of tort
reform would significantly reduce the uncertainties facing insurance
companias considering writing coverage for AC, making premiums far
more affordable.

Military and other Government Users

Another important issue is the participation of faderal government
aircraft users such as DOD, DEA, US Customs, atc. Under the Airways
Corp. charter, these federal users would be given 15% of the ownership
{repreaenting the percentage use of civilian airways by federal users)
and thus reprasented in that proportion on the bhoard of diresctors.
Under peacetime conditicna, military and other federal users would
continue to use the common ATC system as they do today. The enabling
legislatieon c¢ould provide far military direction of Alrways
Corporaticn during time of war, if Congress thought that to be
prudent,

Like other users, federal aircraft operators would be billed for their
use of ATC services at prevailing, transaction-based rates. Likewise,
to the axtent that Airways Ceorp. received any ATC services from
military controllers, those services would be paid for by AC. Federal
aAgencies pay market prices for equipment, consumables, ahd servicss
procured from the private sector. Thers is no good reason for their
use of c¢ivilian airways not to be paid for explicitly rather than
implicitly.

Pricing and Access

Frobably the most contantious lssue in crafting the privatization
enabling legislation will be pricing and access for gensesral aviatieon
users. The economic benefits of charging market prices for airpor:
and airway use are so great that it 1s worth taking spscial pains to
sscure the cooperation of genaral aviation intersasts. Teo protect
general aviation usaers, Congresa shauld include in the privatization
enabling legislation an equal-access provisicn. While granting
Alrways Corp. and airports the right to charge market prices, this
provision would reguire that any aircraft willing to pay the market
price must be granted egual access to any airport at any time. By
this provision, ne airport oould exclude business Jsts or light planes
at bugy times, as long as their owners were willing teo pay the market
price for landing at that time. .

A ralated general-aviation issue is that of Fli@ht Service Stations, a
nationwide network of 318 informaticn-service facilitiass for private
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pilots, new coperated by FAA. Flight Service gtations provide weathar
briefings, flight-plan filing services, and other more user-specific
services szuch as individual trip planning. A 1985 study by COMSIS
Corp. raisaed the concern that if such services were privatized, a
fraction of private pilets would forge weather briefings rather than
have te pay for them. (29) Were this teo eccur, of course, those
unbriefed pilets would pose an increased risk te themselves and
possibly to others. Thus, it may be necessary to require the private
operators of Flight Saervice Stations (whether Airways Corp., airports,
or ceontractors) to offer certain basic services at no charge, covaring
those costs from their charges for value-added services, In no case
should this relatively miner issue be usad as an obstacle to the
overall privatization of ATC services.
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