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EXECUTIVE SUMMARY

The UL, air traffic contral {ATC) system is failing to keep pace with the needs
of commercial aviation. Adrline traffic has increased by 68% since deregulation,
But the workforce is one-third smaller in relation to traffic levels than before the
1981 controllers’ strike. And the computers, radars, and other equipment are
generally outdated and unreliable.

One result is extensive delays. According to the Department of Transportation,
these delays cost airlines and passengers some $5 billion a year. Another result
is decreased safety; two recent airport collisions resulted from ATC deficiencies,

The problem is not simply a lack of money—though that, indeed, is part of the
problem. The fundamental problem is that the ATC organization is crippled by
being part of a governmental agency (the Federal Aviation Administration). Civil
service rules prevent the FAA from paying enough to attract sufficient
experienced controllers (o high-stress points like O'Hare, LaGuardia, and Los
Angeles. Federal procurement regulations delay needed equipment upgrades for
many years. And the FAA operates with a built-in conflict of interest; ta both
promote aviation and regulate its safety.

Spinning off ATC to a wer-funded corporation would solve these structural
problems. The British, Swiss, and Mew Zealand ATC systems use this model, and
it has recently been proposed for restructuring the entire European ATC system.
Direct user fees would make funds available quickly and efficiently to upgrade the
system to state-of-the-art technology, And the corporation could pay whatever
was needed o attract sufficient numbers of experienced personnel to its critical
facilities.

The result wauld be a safer, more efficient ATC system, able to keep pave with
a growing, competitive aviation industry.



I.  Air Traffic Control: A System in Crisis

Ten years after the 1981 controtlers’ strike, the air traffic control (ATC) system
rernains a major impediraent to the growth of commercial aviatiom in the United
States. Since the airlines were deregulated, air traffic has increased from 2.5 billion
girline miles flown in 1978 to 4.2 billion in 1989--a 65 percent incTease]1] Yet the
ATC sywtemn,owned and operated by the Federal Aviation Administration (FAA) has
failed to keep pace.

The conwroller workforoe has bean slowly rebwilt, to the point where its gross
nuwmnbers finally exceeded pre-sirke levels by 1988 (see Tahle 1), But the fraction of
that workforce rated as full-performance level (FPL) is only £i1 percent as of 1989,
comparad with 31 percent before the strike, And this less-capable workforce is
handling 68 percent more traftic than in 1978, Hence, as Figore | illustrates,
controllers are still stretched more thialy than prior to deregulation.

Takle 1

Air Traffic Contrallers and Air Traffic

Fiscal FFL Total Percent Adirliner
Year Coatrollers Cuntrollers  FPL Miles

(millirms)
1980 13,170 16,234 £ 2316
19581 4,745 6,474 T2 2,703
1982 5493 12117 43 2,65
1983 6,746 12,118 51 2,808
1954 7580 13,714 53 3,114
1985 R315 13,998 50 3,320
1986 2,928 14,5803 &4 3,728
1987 Q798 15,433 63 3,988
1955 SR58 16,436 ] 4,141
1989 10,232 1hH32 &1 4,193

Mot has automation yet come to the rescue, as had becn boped. The Federal
Aviation Administration’s $12 billion, 10-year National Airspace System Plan (NAS
Flan) i six or seven years hehind schedule and has now grown to a $27 billion
collection of programs. Though launched in 1982 ns & 10-vear plan, it is now targeted
for completion in 1998, and has suffered oumerous modifications along the way.

As a result, afr travelers ate experiencing serious problems. The most notahle is the
problem of delays. In 1987 the Air Transport Association reported thal delays cost
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airlines some $2 billion--wasted foel, additional crew hours, etc.  That fgure was
more than the combined profits of ULS. aitlines in any single year in history.[2] While
delays eased sliphtly in 1988, they increased by 16 percent in 1989 {end soared by 111
percent at LaGuardia and 52 percent at Kennedy), with further increases in 19%0.[3]
Adding in the value of passengers’ lost time, as well as increased airline costs, the
Department of Transportation puts the otal cost of aitline delays at $3 billion per

year.[4]

As with Soviet agriculture, the FAA trigs o put most of the blame on bad weather,
But U.5. weather has not appreciably worscned over the past decade. And today's
avionics technology can keep traffic moving in much bad weather—but only it that
techoology {s in place whete it is needed. Far to0 often, that is not the case in the
ATC syster.

Safery is another serious concern of ait teavelers. The mid-1980 witnessed an
alarming rise in near-midair collisions, and while the trend seems to have been
teversed by the end of the decade (Figure 2), the level of near mid-uirs is still nearly
twice as high as a decade ago. Investigations of such incidents by (he Natiunal
Transportation Safety Board frequently cited serions lapses in the ATC system, For
exampla, in Southern California in 1989, NTSB found that serious deBoiencies and
problems were documented by the FAA at the Coast Terminal Approach Contrul
(TRACON) facility aver a three-year period, yet the agency "failed ta address and
correct the problems.” Among the problems cited were "inadequate controller
stafhing, excessive use of overtime . . . and inadequate sizt and poor physical
condition of the operational quarters,"—Including the use of obsolete rotary phone
equipment.[5)

A 1980 FAA review of the ATC system in the northeast cornidor (resulting from »
1988 near-vollision of a commutér sireraft and Air Force One) documented
rumerons deficiences. These included:

+ Difficulty in recruiting experienced contrallers to New York;

+ Poorly desighed airspace boundaries, that increase workload and stress an
cantroflers;

* A lack of experienced maintenance technicians:

+ Tnadequate controller training;

~ Poor working relationships among ATC facilities;

« Poor comraunicatioms between pilots and controllersfé]

This last item figured in the January 25, 1990 crash of an Avianca 707 on Lang
Island, in which the pilot was unable to make controllers understand that the plane
was about to run out of fuel. On the evening in question, the New York TRAGCDN
had 2 shortage of controllers, according to the NTSB investigation.{7)
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Twice in recent months airliners have colided on the runways of busy afrports. On
December 3, 1990, two Nortbwest Alrlines jetliners collided on a fog-shrouded
tunway at Detrojt Metto Airport. Despite the airport’s high traffic levels, the FAA
has failed to install a ground radar system there, forcing contrallers to rely on verbal
tlearances and visual trackiog[8] Only 14 US, gitports have sach radars. And on
February 1, 1991, 2 USAir 737 enllided with a cornmuter aircraft on landing at Los
Angeles International Airport. The ground radar there was defective, and the harried
conteoller had mistakenly cleared both planes to be on the runway at the same time,

Numerous General Accounting Cffice reports over the past decade have documented
the serious, ongoing problems of & controller work force stretehed too thin, and trying
to make do with obsolete, unreliable equipment. Afr traffic continues tu grow at
least as fast as the FAA's ability to make improvements, leading to continuing
concern about the system’s margin of safety,

In short, todayy ATC system i short of qualified contrallers and plagued with
obgolete cquipment. Those problems lead to massive, costly delavs and diminished
margins of safety for air travelers. There has 10 be a better way to provide ATC
services.

II. ATC Shorteomings: A Structural Problem

Flight defays and safety problems are symptoms of basic, structural problems in the
way ATC serviees are provided. To begin with, the ATC system is chronically
underfunded. The majority of the FAA's funding comes from aviation user
taxes"--primarily the £ percent tax o airline tvickets, Revenues from these user taxes
are earmarked for the Awiation Trust Fund, which can only be spent on aviation
purposes. But because of the unified federal budget, both revenues and expenditures
from the Trust Fund direclly affect the size of each yeur's federal budget deficit.
Consequently, although the Administration and Congress each blames the ather, both
sutber from the same desire (o maximize Trust Pund revenues while minimizing Trust
Fund expeaditures. The result is a growing accumulation of unspent, unobligated
balances in the Fund, at 4 time of massive unmet needs for people and equipment.

But lack of funding is only a part of the problem. Another is the complex,
time-consuming federal procurement tegulations which FAA s a government
agency, must follew, To acquire an upgraded radar system from the FAA, for
example, would take an airport from four to scven years under cumront procursment
Procices,

And it is not simply the nature of the procurement process, but FAA's awn
systems-acquisition capabilities that are in question. In Apdl 1990 the Gencral
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Accounting Office testified before the House approptiations subcornmittes on this
subject. GAL cited several smajor examples of "madequately jusiified general-purpose
procurements,” including the $53 billion Advanced Automation System {the core NAS
Plan program, which will replace the 19%6s-era ATC computers and software), the
$1.7 billion Mode-8 transpander propram, and the $1.5 biliion Computer Resources
Nucleus (CORN) program.f9]

As o federal agency, FAA s also governed by federal civilservice requlations.
Conseqquendly, there is a gencral pattem of overstaffing in some locations and
unclerstaffing in many others, difficulties in terminating unsatisfactory cmplovees, and
rigic, military-type systems of personnel management.

For example, controller and technician compensation is uniform natiomwide, despite
the much higher workloads and higher costs of living in such areas as New York,
Chicape, and Southern California. To address this problem, Congress finally enacted
4 measure (i May 1989) to permit 20 percent pay differentials for controllers at 11
ATC farilities, Unfortunately, since the differential applied to en-route centers and
TRACON: but not to eontrol towers, many of those taking advantage of the program
have been airport tower personnel in those same high-sitess regions—-which has
exfcerbated the controller shortage at such airports as Los Anpeles, OHare,
LaGuardia and Kennedy.[10]

The GAL in 1988 also criticized the FAA's recruitment and training efforts.f11, 12]
The FAA = a passive recruiter, with inconsisteocies in policy among its various
regions. Owverall, the agency was found to be anracting fewer bigh-yuality candidates
than in earlier years. And it tends to assiim controller school graduates o ATC
facilities inappropdate to their performance in schowol.  Some 41 percent of
lew-scoring graduates were assimmed to busy en-route centers in the two most Tecent
fiweal years, mther than to less-demanding posts. Likewisc, the FAA cites funding
limits as the reason for not moving experienced controlers from small towers to
busier towers. Instead, brand-new praduates of the FAA Acadeny are sent directly
to bugy towers, which many of them are not equipped to handle.

Yet anather problem is that of micromanagement. FAA operates in a fishbowl, with
nurmerous supervisory bodies looking over its managers' shoulders, often giving
contradiciory directives. Several congressional ovarsight commitiees, the Office of
Personnel Management, the Office of Management & Budget, the White House, and
the Qifice of the Secretary of Transporiation are all in some sense the "boss” of the
FAA as it attempts to run the demanding, high-tech business of air taffic comieol.
In a 1986 report, the National Academy of Public Administration identified chis
well-intentioned  but dysfunctional oversight a5 2 major bartier to effective
management and decision-making [13]
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A finsl problem is that of conflict of interest. The Federal Avlation Act of 1958 pives
the agency the missions of both promoting civik aviation and regulating air safery.
FAA is thus the only federal safety regulatory agency which is also charged with
promating the seomomic interests of the industries it regulates {much like the former
Atomic Energy Commission, whose conflict of interest was removed when its
functions were separated in 1973 with the creation of a separate Nuclear Regulatory
Commission). Former DOT Scerctary Jim Bembey and former NTSB chairman
James Burneo both cited the FAA's conflict of interest as a potential safety problem.

In short, the ATC problem cannot be sohved by tinkering with the system, or hy
increasing the so—called user taxes. Meeting the needs of a fast-growing, high-tech
service business simply cannot be done within the constraims of a government
bureaucracy, habbled by civil-service and federal procurement repulations. And the
revenues needed to rebuild and operate the system must ot be held hostape to the
vicissitudes of the federnl budget process.

Marry knowledgeable observers have concluded thar the AT system's major
problems are stroctural in nature. The first major proposal for restructuring the
system was proposcd in 1975 by aviation consultant Glen A Gilbert. His study
propased spinning off the entire FAA from DOT and conventing it into a government
corporation, finded 30 percent by wser tomes and 50 percent by general tax
reveques 14} Présumably exeropt from federal civil-service and procurcment
rejulations, it would have still been as much a part of the federal government as the
Postal Service, Amtrak, and the TVA. Tt would also have retuined FAA's
safety-regulatory functions and the inherent comflict of interest.

In 1985 the Ajr Transport Asscciation proposed spinning off the ATC funetions, the
Axiation Trust Fund, and the airport grant program to a National Aviation Authority
{(NA&ALL[L5] Safety regulation would have been retalued ia a redefined FAA, therchy
resolving the conllict-ofdnterest problem.  The NAA would have been a federal
corporation, but unlike the Gilbert proposal, it would have been fully funded by user
fees. [twould also have been exempt from civil-service and procurement repgulations,
but not from congressional oversight. Lepislation to implement the NAA was
introdueed, but made little headway,

The National Academy of Public Administration reviewed the NAA plan in 1586 and
rceommended major changes. NAPA favored spinning off the entire FAA (including
safety regulation) into 2 userdfunded federal corporation, with an administrator
reporting w the DOT secretary[16] A similar “independent FAA" plan was
recommended by the 1988 Aviation Safety Commissicn.[17] Legislation along these
lines was introduced in 19853 by Sen. Wendel Ford (D-KY) and passed by the
3enate, but was wot acted wpon by the House.
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The Reason Foundation in 1986 recommended spinning off ATC as a nonprofit,
user-owned and user-funded corporation.[18] "Adrways Corporation” would be
federally chartered (tike Comsat) and federally regulated as to safety by the redefined
FAA, Its nonprofit status was proposed because of the natural-monopoly nature of
ATC services, and its user ownership provision was inspired by Aeronautical Radio,
Ine. (ARINC), a not-far-profit corporation owned by airlines and other aviation users
to provide communications services. Proposed cwners {see Table 2) included airlines,
general aviation groups, aitline plots, eontrollers, and the federal govermment fwhose
15 percent sharc would reflect military and other federal usage of the eivilian ATC
sysiem). The Reason Foundation's proposal was endorsed by then-DXOT Secretary
Jim Burnley, and legislation to fmplement it was introduced by Rep. Jos Barton (R.,
TX), but made litle hendway.

Table 2

FProposed Shareholding in Airways Curp.

Adirlines 40095
Private pilots 20%
Airline pilots and adr

traffie controllers 15%
Business aircraft owness 109
Federal gowernment 159
TOTAL: 1K

The President’s Commission on Privatization heard extensive testimony on various
proposals to privatize airports and air traffic conteol. A spokesman for ARING
testified that a wser-owned not-for-profit corporation analogous to ARING was
feasible spproach, and OMB testimony way penerally supportive of privatizing ATC,
A coramercial firm, Air Transport Haldings, proposed that FAA sell the entire ATC
systeml, (0 be mun as a for-profit business {presumably with some form of regulation
to guard against monopoly abuses). 1o the end, the Commission recommended only
privatizing aitport control towers and flight service stations, and possibly contracting
out some activities at en-route centers.19]

ll. Creating ATC Corporations

A, North America

4 -

The idea of ATC services being provided by some zort of corporate entity is
neithet new onor unprecedented.  In fact, the very Bt ATC services in this
country were originated by ARINC, which was created in 1929 (0 provide joint
communications and navigation services for several iflines. Tn 1935 and 1936,
ARINC created the fimt ATC centers, with those services (like its



[

communications acrvices) paid for on the basis of transaction fres ty the
users.[200 But in mid-1935, in a bid to help the struggling airlines, the federal
Bureau of Afr Commerce took over responsibility for ATC scrvices, which
were subsequently provided without charge.

ARINC contivucd and expanded its compunications functions, and today it
provides extensive gir-to-grownd communications services, telecommunications
linking airline computer systems, and standard-sstting for avianics activities,
Tt also contracts with the FAA 1o prowide ATC commuonications for
international flights. After World War I, ARINC helped to set up Radio
Aeronautica de Mexico, 5.A. (RAMSA), as a private, non-profit corporation
to provide ATC nnd communications services ta Mexican airlines. And it set
up 4 similar cormpany, RACSA, in Cuba. The latter was nationalized by the
Castra government, and the funmer was nationalized in 1975 by the Mexican
povernment.  But for severa] decades, both Cuba 2nd Mexico had private,
user-funded ATC systems.

. Great Britain

Britain has moved gradually in the direction of ATC povatization. In 1972 the
British equivalent of the FAA--the Civil Aviation Authority--was made into a
Crown eorporation and required 1o become self-supporting from sser fees.
CAA has v board of directors appointed by the government. Three-fourths
af dts persomnel work for its ATC division, MNational Adr Trathic Sendocs
{MATS), while another 10 percent staff CAA’s safety-regulation function,
NATS operztes the en-rowe ATC system, charging user fees which cover the
full costs of operation.  Because NATS is siructured as a joint civibmilitary
partnership {its chiel reporty to both CAA and the Defence MJ.mutry}, it has
niet been considered a candidate tfor full privatization.[21]

In general, airport eoptrel wowers in Britsin are the responsibility of each
airport, rather than the CAA. Afrparts may operate the towers themselves (as
does Luton, near London) or contract out this function. The two principal
competitors for tower operations contracts are NATS and the private firm
International Airadio Lid. (IAL), Controllers working for the private
contrectors {or for municipal airpons which operale their own tawers) are
licensed by the CAA and must meet the same standards as WATS controllers,
Bath the CAA and IAL operate contraller training schools, The CAA
tepulates all contral towers for satety; in sume cases, ohviously, it is regulating
its own personnel, but because NATS is organizationally a separate division
of CAA, that conflict of joterest has not been considered a serious problem
in Britain.
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. MNew Zenland

1.

New Zealand has recently taken the British model several sieps further. In
1987 it corporatized its ATC system, spinning it off from the Civil Aviation
Dhvision of the Transport Ministry. But unlike Britain, where safety regulation
remains part of the corporatized operation, in New Zealand safety regulatory
functions remained with the CAD, at atms-length from the new Airways
Corporation. Thus, Airsays Corporation relates to the safety regulator in the
same way as the aitlines and airports.

Airways Corporation hes a commercial-type board of directors, follows normal

business accounting practices, and is expected to be selfsupporting from user
charges. To date, the government has held 100 percent of the company’s
stock, but the sale of some or all of the shares remains a forure possibility
{with airlines, airports, and emplovess mentioned as possible sharcholders),
In July 1985 Airways Corporation introduced a new system of user fees, which
required payment for ATC services for the frst time from some private,
corporate, and small commercial operators.

Airports in New Zealand have also been porporatized, And at the time of
Adrways Corporation's creation, the abrports became free to contract out for
control tower and fire-protection services. Thus far, the major aitports have
contracted with Aireays Corp. for control tower operations, buat it i not clear
if Auckland, Christchurch, end Wellington airports will continue to do sa when
they are privetized within the next few years.

Linder the new uscr-pays principles, military aircraft are charged for using
clvilian ATC services, and this innovation has also gone smoothly. A one
MNew Zealand Afr Foree base (Ohaken}, all ATC persomnel are Airways
Carporatian eraployees, providing services snder contract.[22)

Switzerland

For decades, ATC in Switzerland was provided by one branch of a nonprofit,
government-chartered corporstion called RadioSchweitz, The company's
principal function was {nooacronautical) telecommunications, which led to
somé converns that it would not keep pace with the growth of air traffic in
Switzerland, Hence, in 1988 the Swiss conpress (Bundesrat) spun off the ATC
company and partially privatized it by permitting part-ownership by aviation
ugers. The breakdown of awnership of the new company, SwissControl, is
given ir Tahle 3. As can be seen, minority owners include the oo largest
airlines, the two largest sirports, air wraffic controllers, and general aviation
interests.
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Table 3

Sharehaldlng in SwissContrul

Number of Shares Percent
Swiss government 142 1.0
Swissair {girline) 0 50
Crosgair {airline) 4 20
Canton Geneva (abport) 10 50
Canton Zurich (airport) 10 50
City of Lugano (airport) 4 20
Aero Club of Swirzerland 4 20
ADPA-Switzerland 4 20
Aerosuizse 4 . 20
Alpar AG 4 2.0
Assn. of Swiss Flight Safety A 1.0
Acrocontrol Switzerland 1 .5
Swiss ATCA 1 0.5

As the majority owner, the Swiss government provides at lzast six of the
eleven members of the compamys administration committes, its governing
body. Durdng the inftial twoyear probationary period, ownership of the
facilities and equipment remained with the governraent, and the poverpment
covered all operating costs out of ATC user charges, a5 hag been the case
prior to 1988, Thus, the company bore no entreprensurial risk.

Two government agencies played a signiticant role during SwissControl's first
w0 years. The Department of Traffic & Energy appointed the six
government members of the administrative committee, while the Office of
Civl Aviation (OCA) provided safety regudation. But in addition, QCA%s
director served as president of SwissContool's administrative committee and
two af OCA’s department heads (for ground services and legal services) were
appointed as two of the other six committee members. Thus, a conflict of
intercst botween safety regulation and ATC services was built into the initial
Structure.

Severul studies of the initial two years of operation pnoted that user
representation—in particular, of the major airlines and airpors—provided
incentives for eiliciency which bad been lacking in the previous
(RadinSchweitz) organization. But the conflict of interest between OCA and
SwissCottbeol was recounized as a problem.  In addition, lasbor relations
remaincd an area of uncertainty. SwissControl is supposed 0 guarantee that
ATC vperations are not interrupied by strkes, Iockouts, or other labor
disputes, but strikes are not forbidden by law., In addition, some have
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questioned the constitutionality of the government delegaviag the ATC
functior 1o & private crganization.[23] As of the end of 1990, SwissContral
wis rescarching possihle changes in organizational stuchire and governance.

FEuropean ATC Privetizating

Dwring the past several yenrs, the inadequacies of the European ATC system
have been docuormented by several studies[24] The “system" comprises 22
natdomal ATC entities, operating 42 en-route centers. These systems vse
differeni, often mcompatible, equipment and because some {e.p., Grecce's)
are technically quite primitive, the standards for separation between aircraft
under radar eomtrol vary from 5-10 nautical miles (nm) w0 as wmch a5 60 nm.
Inefficient routing, due to extensive areas of cestrcted airspace, old-fashioned
paint-to-paint Ravigation, and national boundaries add seven percent extea to
the average European route mileage, wasting an average of 320,000 [ight
hours per vear. [25] Delays, due to madequate ATC capacity, have increased
cach year during the past decade and are forecast to gel much worse as
Evropean ait trafhe dovbles over the next 10 to 15 years.  Aliogether, the
added costs of inefficiency and delays were estimated by a 1985 study
commissioned by the Association of European Airlines sz $4.2 billion per ycar.
A subsequent study by SRI International projected this cost o increase to 310
billion a year by the tuta of the century.[26]

To solve the problem, the ABA study rejected artial remedies in favor of a
salution based on fundamentally restructuring the system. It proposed the
creation of a single Buropean ATC system, to be manoged by a Central
Holding Corporation, a non-profit, wser<remed public-private company,
opeTating on & conunerdial (wser-funded) basis,. The CHC would initially
contract with the existing 22 national ATC entities, but over time thess
entities, and their en-route centers, would be ratonalized ioto a smaller
number of gengraphicalty appropriate centers, independent of nativnal
houndaries.

As proposed by AEA, the CHC would have a board of directors composed of
rwo members from each participating countryr one represanting the existing
natiomal ATC entity {whether public or private) and the other representing the
country’s aiclines.  This large board would set overall policy, but would
delegate day-to-day management {0 a small executive board. The CHC wonald
sct the system's performance standards, hormonize comtrollet training
standards, establish the budpet and user charges, raise the needed funds in the
capital markets, and direct investments (0 those points in the systern needing
ir. Member countries would collect the user fees fthrough the existing
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Euracontrol arganization) and turn them over to CHC. This assured revenue
stregm would be the basis for raising funds in the capital market,

The nationat ATC entities would operate with budgets set by CHC, hiriog and
conipensating their cwn staffs on a eommercial (non-civil-service) basis. They
would provide day-to-day management of the en-route centers, purchase
equipment not éritical to the integrity of the overall ATC system, and propose
fong-term investment proposals for CHC's approval.

The AEA report stresses that CHC should operate as a normal private-sector
compary. But beeause not all users could be directly represented on its board
{e.g., smaller European airlines and non-European ajrlines), and because the
ATC system would be & monopaly, the report recommends that CHC be
operated on a aot-for-profit basis.

Steps o the direction of implementing these proposals began in 1990. The
International Air Transport Association (JATA) issued a report reaching
similar conclusions, and British Airways endorsed the idea of restructuring
ATC in this way. And in June the Bwropean Civil Aviation Conference
fECAC) set up & task foree to determine how to barmonize the AT'C systems
of its 25 member countries.

. Contract Towers in the Unjied States

The anly extent to which ATC functions have been privatized in the United
Siates is the privare eontracting of (VFR)Y conteol tower operations at some
two dozen small nirports.

The first private control-tower firm, Barton ATC, pegan operations in 1969,
offoring its services to airports unable to obtain an FAA contral twower. The
1981 gir wafhe controllers (PATCO} strike led FAA 10 shut dowa 80 of its
smallest {Level 1) towers, leading to much dissatisfaction in the alfected
communitics. By 1982, althaugh the FAA had reopened a number of those
towers, sevetl privite firms had cxpanded their operations to 17 aicports.[27]
The opcrating cost of the fyplcal contract tower was about one-third thar of
an FAA tower at & comparable-sized airport.  All contrellers in the private
towers, of course, held FAA licenses.

The existence and cost-effectiveness of the private control towers led Sen.
Pete Domenici {R., NM) to write kegislation amending the Adrport & Aitway
Improvement Act of 1982 1o permil the FAA to conract out the aperation of
ATC facilities. That measure led to creaton of the FAA'S coniract tower

PIUETHIN,
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An initial 1933 pilot project contracted out the operation of towers in
Farmington, New Mexdco and Gwensboro, Kentucky, After a 1984 FAS siudy
concluded that contract towers could be operated for about half the cost of
ditect FAA operation, the agency announced a 10-year “phase 1" program
that could involve as many as 200 towers. But after awsrding only 14
eontracts in 1985, the FAA put the program on hold for several years. Two
factors had intervened to cavse problems.  First, the mid-1980s liability
insurance erisis put the cost of premiums at very high levels for certain
airports duting thost years. Second, the Department of Labor ruled that
larger contractors would have to pay their controllers the same wages the
FAA paid--thereby reducing the potential cost savings from contracting
out.[25)

Tn 1987, the program was reactivated, with new national guidelines on
insurance and lability protection, and a revised phase Il expansion plan. As
of January 1, 1990, there were 22 FAA contract towers (in addition to several
dozen other airpores with either city-operated or contractor-operated towers
not paid for by FAA). The FAA plans to add 7 to 10 more towers per yeat,
until all 125 Leve} T VFR, towers are contracted out, as well as some non-FAA
towers at small airports. [29) There are ne current plans to expand the
program 1o the 157 Level I iowets {which are equipped for some degres of
IFR operations) or to the more complex Level [ and Level IV towers.

IV, Spimning Off the U.S. Air Traffic Control System

The review of ATC privatization activity in the previous section makes several trends
appatent. All fhe recent examples of privatization, as well as the proposed Europesan
ATC restructuring, are based on direct user payments for AT services, rather than
tix funding. All also feature a corporate fong of organization, io which normal
business procedures are followed with respect to persannel (as opposed o civil
service status) and procurement (as opposed 10 povermment  procurement
procedures). In addidfon, a number of these cases, 85 well a3 the proposed Eurapean
CHC, feature at least panial user ownership on a nonprofit hasis, 25 a way of making
sute that the ATC entity serves the needs of users despite itd monopoly status. Also
evident is the feasibility of two features sometimes derided by ULS. opponents of
privatization as impractical: deeeptealization of eontrol towers to airport operass

and sepatation of safety repulation from ATC operations.

Table 4 summarizes the actuat and proposed ATC organizations discussed in this
paper. As can be séen, most of the proposals for restructering the 1.5, ATC system
have failed to inchede elemenis common (o most of the successful privatized systems.
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Table 4

Features of ATC Organizations

User Pays  Corporate Usar Decentral- Separate
Form Owoership ted Towers Safety Reg

Actual Syatems

ARINC (pre-CAA) x x X

RAMSA (Mexico} X x X X

RACSA (Cubs) x X X X

CAAMNATS (LK) X x x (x)

Airvays Corp.{N.2Z.) x F X x

SwizsControl x X (1) x

Pro

USATC Corp(Gilbert)  [x) x

Nat.Av. Auth, (ATA) x X X

Fod Av.Auth. (NAPA) X

Pres.Comm.on Priv. x X

Airways Corp X X X X X

CHC (AEA) X x X X x
(x) = partial

There is u near-consensis among those that have simdied ATC problerns that shifting
primary responsibility for air traffic control from a government agency—dependent un
tax funds and hobbled by civilservice and federal procurement constraints—to &
vser-funded corporate entity is essentia to resolving the fundamental structural
problems plaguing ATC.

It also seems cvident that ATC is inherently a monopoly. No instance of ATC being
provided on s for-profit basis has been ideatified (except for a few cases in which
airports ar national governments have contracted with private Gros to provide ATC
services for limited perinds of time). Given that a corparate ATC entity will be a
not-for-profit monopoly, there is a strong case fot user representation on its
governing body, in order to make sure that the corporation is responsive 1o the needs
of its users.

Tt is glso cleur that airport control wwers need not be part of the same corporate
crganization that provides ATC services. Such centralization is not the case in
Britaitt, New Zealand, or Switzerland, nor wonld it be part of the propused Central
Holding Company in Europa. TF spinning off some or all of the control tower
respunsibilities to airports {under comman FAA safety certification and regulation)
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makes the resulting restructuring more feasible (see below), then this provision showld
be included.

Fmally, there are good reasons for taking advantape of the restruciring of ATC
services to eliminate the current conflicr of interest between safety regulation and
ATC operations, 85 has been done in New Zealund and in parts of Europe, A
commercial ATC corporation ought to be regulated at avms-lenglh by an independent
safety regulator, just as the corporatons which manufactere the planes and the
aitlines which fly them are so regulated. Likewise, air traffic controllers should be
licensed by the FAA as employees of corporate ATC providers, just as pilots and
mechanics are licensed.

Mowing toward a restructered ATC system like that outlined above could take place
in four steps.

+ Accelerate the FAAS Cuprent Contract Tower Program

The ATC system is still woefully short of Rlly quahiicd controllers.
Accelerating the conversion of Lewe! [ towers o contract operation would
permit a portion of those 743 FAA controllers {those who do not choose to
2o to work for the contracturs) to be transferred upward to other Encilities,

« Exiend the Contract Tower Program to Level TT Towers

Az noted carlier, there are 157 Lavel !l control towers. They employ
approximately 1,777 controllers. Were the contraet wower program to include
these additional towers, another large number of controliers would potentially
be made available for transfer to other parts of the ATC system. In addition,
oj.arating the more demanding Level II towers would cnable the private
contractors to develop inereased levels of skill and expertise. The private
firms would be able to draw oo a large pool of trained persannel, primarily
current and retired military conerolbars {whomnt the FAA will not hire), as well
as some poction of the former PATCO work force.

» Permit Larpe Airpores o0 Take Ower their Towers

Under the 1982 Domenici amendment, the FAA is permitted to contract out
the provision of ATC services. Under this autharity, the agency could choose
to contract with municipal airport aperators to provide the eontrol-rower
sérvices at their airports. A nomber of major aieports, such as Chivaypa's
O'Hare and New York's Kennedy and LaGuardia, are seriously shoet of wwer
petsomnel--primarily becanse the FAA pay seale is too low 10 attract sufficient
peanle towork in those high-stress pusitions in cities with a high cost of living.
The FAA could offer to pay those airport operators a lump sum annuwal
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payment for tower services, which the Rirport operator would then supplement
with its owe funds (¢.p., from passenger facility charges) to permit it o pay
compctitive wages.

. ize the National ATC Syite

The most dramatic and far-reaching step would b 10 spin off the FAAS ATC
operations to a user-funded corporation, regolated at arms-length by a
reorganized FAA. Moedels for such & corporation include Britain’s NATS,
New Zealand's Airways Corp., and the proposed Central Holding Company
in Evrcpe. In cach case, the funding consists of direct payrments by usars for
services rendered—i.e., airways use charges, rather than indirect user taxes such
&5 the present LS. tax on airline tickets and general aviation gasoline tax,

AUS. ATC carporation should aizo be funded on this true user-pays basis (as
endorsed by DOT's National Transportation Policy.[30] The nation’s ATC
needs are too oritical (o be held hostage 1w the federal budget process.
Aviation users are willing 1o pay for a statc-of-the-art ATC system; they
should be permitted to do so. And thase geperal-aviation users who do not
usec the system showld nol be forced to pay for it

Somc form of indirect user tax may be decmed necessary 1o fund a continued
program of airport-impravemnent grants for small-town and reliever airposts.
This program should be entirely separate from the ATC corporation’s funding
and vperations. A commercial ATC carporation shoold not be in the business
of awarding projects to favored congressional disidcts. This is strictly a
povernmental function and should remain within the goverament,

The federal government should be ot least a part-owner of the ATC
corpuration, since abowl 15% of the traffic osing the system s
povernment-operated. Whether the federal government should own 100%% {as
1 the case currently with NATS and Airways Corp. of New Zealand) or some
smeller percentape (Y19 for SwissConteol, 509 for CHC, 15%: for the Reason
Foundation’s proposed Airways Corp.) is 4 matler for further dabate and
discussion. This is a detail, however, not & fundamentn] problem. The
important poority is to remove this vitally needed commercial service from
- being part of & government agency and transform it into a user-friendly service
business.

To sum up, the advaniages of privatizing afr traffic control would be several, There
would be a rapid increase of qualified air traffic contrallers, relieving today’s critical
shortage. There would also be a much-improved ability to finance and carry out the
large-scale technological modernization which the FAA has failed to accomplish, at
great cost. These chanpes would lead o o major reduoction in air traved delays and



19

to significant improvements in the margins of air safety. Those are powerful reasons
for restructuring the system.
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