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Overview: Pittsburgh International Airport--Promises Not K ept



Southwestern Pennsylvaniais served by one major airport, Pittsburgh International. 1n 1992,
the new "midfield" terminal opened, representing a nearly $1 billion investment underwritten,
literally, by taxpayers. Since 1992, there has been a great deal of discussion regarding the
efficacy of that investment. This study represents an independent evaluation of the current
operating situation at the airport, and an analysis of several major concerns.

First, it is obvious that a monopoly situation exists at Pittsburgh International Airport (PIT),
with USAirways controlling nearly 90 percent of passenger traffic in 1998 and 1999. The result
of thismonopoly isafare structure at PIT that is, by every measure, far above that found at
other airports and throughout the industry.

Second, PIT has not come close to delivering on the promises made by its planners. Neither
passenger traffic nor positive economic impact expectations have been met.

Thisreport provides an analysis of these factors, and delivers a set of Key Findings aswell as
Conclusions and Recommendations to policy makers throughout the region.

Executive Summary

Pittsburgh International Airport's Midfield Terminal Expansion was undertaken with the best of
intentions. At the time of its conception, airline industry conditions and practices indicated that
PIT, asthe hub of amajor airline, US Airways, was destined for significant growth in passenger
traffic. Pittsburgh itself was amajor center of industrial activity, serving as the location for the
headquarters of some 50 major US corporations. Under the most normal of circumstances, the
optimistic economic outlook prevalent at the time would dictate a serious evaluation of current
airport facilities with an eye to planning for the future

Greater Pittsburgh International Airport was served by 12 major air carriers. Currently,
Pittsburgh International is served by eight. Thisis by far the fewest number of independent
carriers serving any major airport in the US.

In 1988, passenger traffic at greater Pittsburgh International Airport had been growing at arate
of nearly 7% per year throughout the decade. In the 90s, the rate of growth shrank to less than
one-half percent annually.

PIT isan airport dominated by a single carrier--USAirways--that now controls nearly 90 percent
of all passenger traffic, a situation dramatically different from that existing when the airport
expansion was conceived. Theresulting reality isasituation in which airfaresat PIT arefar in
excess of the national average, and by every measure are far above those at peer group
competitive cities. PIT was recently ranked as the third most expensive airport to fly out of in
the nation.

Introduction: Air Faresand Passenger Traffic at Pittsburgh International Airport
Compared to Nine Peer Group Airports



A recent study on Economic Freedom found that Pennsylvania ranked 45" and concluded that
the relative inability (compared to other states) of Pennsylvania's private sector to exercise
control over decision-making in economic affairs placed the state at a competitive disadvantage.
A significant factor impacting economic freedom in Southwestern Pennsylvaniais the existence
of avirtual monopoly over air travel from Pittsburgh International Airport. Asthis report will
outline, the monopoly enjoyed by USAirways at Pittsburgh International Airport (PIT) resultsin
excessively costly air travel for thisregion's citizens--a burden that disproportionately impacts
businesses that must utilize PIT.

This study will attempt to catalog the costs of the monopoly situation at Pittsburgh International
Airport to thisregion, and in particular, the economic consequences of the lack of competition
visavisother airports, and airlines, throughout the United States. The promise that Pittsburgh
International Airport would be an "engine of economic growth" for the region has been
betrayed, and this report will offer a solid explanation as to how and why this has occurred.

The findings of this report regarding airfares and passenger and economic realitiesat PIT are as
follows.

Key Findings:

The cost of flying to a series of destinations from Pittsburgh International Airport was
significantly greater than the average cost of flying to those same destinations from nine
other airports serving metropolitan regions similar to Pittsburgh.

The average cost per passenger mile to fly from Pittsburgh International Airport is more
than 30% greater than the average cost to passengers at the nine other major, comparable
airports.

USAirways fares per passenger mile at Pittsburgh International are 33% greater than the
airline's fares at the nine other airports.

USAirways enjoys a significant monopoly position at Pittsburgh International Airport,
accounting for nearly 90 percent of passenger traffic. The only similar monopoly
concentration is found at Charlotte, NC, and again, USAirwaysis the monopolist.

Pittsburgh International Airport isthe third most expensive U.S. airport from which to fly,
according to arecent study by the National Business Travelers Association (NBTA).
Charlotte ranks as the most expensive.

Passenger traffic at PIT was forecast by planners to reach 30 million by 2,000. In fact,
passenger traffic declined in 1998 and is expected to show overall decline again in 1999.
Despite PIT's status as amajor "hub" for USAirways, traffic has never reached 21 million
passengers. It currently ranks 24" among the busiest U.S. airports.



Traffic growth at PIT haslagged far below the national average growth in air travel
achieved during the 1990s. When compared with two airports serving "similar"
metropolitan regions--Minneapolis and Phoenix--the disparity is marked.

Forecasts calling for $9 billion in economic activity to be "generated” by the new airport by
the year 2000 have not materialized. .

More than 81,000 jobs were to be "generated" by the airport in the greater Pittsburgh
Region, with 17,000 new jobs to be produced in the townships adjacent to the airport. Both
forecasts have proved to be excessively optimistic.

The analysis concerns two components, first the uncompetitive nature of the airfaresat PIT,

followed by alook at the failure of the airport to realize the economic promises made by its
planners.

Uncompetitive Air Fares



It isacommonly held belief that airfares at Pittsburgh International Airport are significantly
higher than those typically found elsewhere. A growing number of travelers now take
advantage of this differential by first traveling to Cleveland, Columbus or Akron, Ohio to catch
aflight. The cost of this situation in terms of convenience to the traveler, and in lost revenues
to thisregion is significant.

For example, arecent survey of best "next day" flight costs at Pittsburgh vs. Cleveland shows
the following:

Tablel
Destination Fare at Cleveland Fare at Pittsburgh % Difference
Miami $306 $307 0%
Baltimore $170 $623 266%
Atlanta $614 $941 53%
Denver $1080 $1267 14.8%
Los Angeles $946 $1631 42%

Eight City Best Fare Comparisons

The following will illustrate the competitive disadvantage in Pittsburgh by examining the cost
of flying to 8 selected destinations from 10 selected airports. The destinations are Boston,
Toronto, Miami, Atlanta, Chicago, Houston, San Francisco and Los Angeles.

The selected airports are Pittsburgh, Cleveland, Philadel phia, Baltimore, Minneapolis, Newark,
Phoenix, Seattle, St. Louis and Denver. Please keep in mind that there are significant
geographical (distance) disparities between the departure airports, yet consistently Pittsburgh
International Airport offers neither competitive airfares nor as many departure opportunities as
do other airports. While the cost disadvantage is often significant, keep in mind that it need not
be in order to achieve a significant competitive disadvantage to economic agents who must
factor the cost of air travel among the many variables in their decision as to where to locate their
business.

Table2

Destination City

Departure Site Bos Tor Mia Atl Chi Hou San LA

Pittsburgh $736 $700 $840 $364 $201 $436 $1787 $708
Cleveland $303 $802 $313 $247 $93 $206 $206 $209
Philadelphia $185 $836 $307 $159 $234 $545 $203 $425
Baltimore $345 $537 $149 $169 $129 $206 $213 $213

(Table 2 continued)



Minneapolis $211 $1138 $784 $408 $189 $950 $206 $219

Newark $413 3808 $189 $169 $206 $216 $740 $735
Phoenix $222 $859 $353 $409 $209 $206 $126 $89
Seattle $654 $1927 $590 $371 $269 3$206 $86  $177
St. Louis $1029 $671 $303 $222 $69 $206 3$246 $249
Denver $380 3$804 $479 $403 $351 3$340 $338 285
Average $416 $908 $385 $284 $194 $342 $262 $289
USAiIr Diff +77% -23% +118% +28% +4% +27% +582% +145%

These costs were developed utilizing the Expedia.com web site, and are comparable " soonest
departure” fares such as would typically be purchased by business travelers who lack the ability
to schedule trips far in advance. The above fares, for example, are based on flights originating
on November 2, with the return flight on November 4, 1999.

Similar price disparities, and in many cases, greater price disparities exist between Pittsburgh
and other major metropolitan airports. What's more significant is the fact that the "best fare"
available from Pittsburgh to many destinations is often not offered by PIT's monopolist--
USAirways.

Travelers utilizing Pittsburgh International Airport, and particularly USAirways, incur costs that
are higher than are justified by normal market operations. This cost disparity can be clearly
measured in several ways. First, the average cost of air travel from Pittsburgh International
Airport is significantly higher than that at nine other major airports we reviewed.

Secondly, the fares charged by the dominant carrier--USAirways--at Pittsburgh International
Airport are significantly higher than those charged by USAirways at other major facilities. This
fact is apparent when we compare the rates charged by USAirways at the nine airports other
than Pittsburgh to those the airline chargesat PIT. To put it simply, USAirways provides
passengers originating at the other airports an average 31 percent discount over the faresit
chargesat PIT. Bluntly, the Pittsburgh region is apparently subsidizing USAirways operations
elsewhere.

Thirdly, USAirways appears to be able to engage in pricing policies that run counter to industry
patterns. That is, by taking advantage of its monopoly position at PIT (and we suppose a
similar position held at Charlotte, North Carolina) USAirwaysis able to insulate itself
somewhat from market trends at other locations, and to effectively subsidize those markets
where it faces the stiffest competition. While there is no argument that this makes sense from a
business standpoint, the practice could not take place were Pittsburgh International Airport
subject to the same competitive conditions found at the other airports mentioned in this study.

The following table illustrates the difference between airfares at PIT and nine other major
airports: Cleveland, Philadel phia, Baltimore, Minneapolis, Newark, Phoenix, Seattle, St. Louis
and Denver.



Data covers the fourth quarter of 1995 through 1998, and compares both average rates and
USAIr rates exclusively to determine the cost differential of travel at each airport vs. Pittsburgh.

Table3

DifferentialsIn Air Fares Between PIT and Nine Airports
Based on average per passenger mile charge
Data from U.S. Department of Transportation

1995 Cleve Phil Balt Minn Newrk Phenx Seatt St.L Denv
Cost Advantage
Vs. PIT 23% 22%  35% 11% 31% 48% 52% 18% 27%

Nine City USAIRWAYS
Price advantage
Over PIT Fares 10% 16%  28% 25% 2% 63% 65% 9% 51%

1996
Cost Advantage
Vs PIT 23% 23%  43% 9% 31% 54% 54% 20% 31%

Nine City USAIRWAY S
Price advantage
Over PIT Fares 3% 9% 39% 19% 7% 62% 63% 7% 50%

1997
Cost Advantage
Vs PIT 33% 24%  4T% 13% 35% 53% 54% 21% 39%

Nine City USAIRWAYS
Price advantage
Over PIT Fares 7% 21%  39% 27% 5% 64% 64% 15% 53%

1998
Cost Advantage
Vs PIT 30% 23%  46% 15% 37% 49% 49% 20% 26%

Nine City USAIRWAY S

Price advantage
Over PIT Fares 7% 20%  39% 27% -2% 63% 65% 11% 50%

Table 4 below condenses the Table 3 datainto 4 year averages for easier interpretation.



Table4

Four Year Avg. Airport Price Four Year Average Other City
Advantage Over Pittsburgh USAirwaysPrice
Advantage Over Pittsburgh
Cleveland 27.25% 6.75%
Philadel phia 23% 16.5%
Baltimore 42.75% 36.25%
Minneapolis 12% 24.5%
Newark 33.5% 3%
Phoenix 51% 63%
Sedttle 52.25% 64.25
St. Louis 19.75% 10.5%
Denver 30.75% 51%
OVERALL AVERAGE 32.47% 30.64%

Asisshowninthedatain Table 4, thefollowing disparities exist between Pittsburgh International
Airport and USAirways operations there, and the other nine major airports we surveyed:

First, USAirways fares expressed in cents per passenger mile are, on average, 31 percent lower at the
other airportsthan at PIT.

Second, the average cost to passengers at the other nine airportsis nearly 33% lower than the average
cost to passengersat PIT.

This data demonstrates that the higher prices USAirways enjoys at Pittsburgh International Airport
reflect the absence of competition. The ability to maintain higher prices at other airports does not exist
wherever USAirways faces stiff price competition from other major carriers. In fact, the numbers
indicate that the cost disadvantage at PIT vs. the other airportsis nearly entirely explained by the
abnormally high fares charged there by the dominant carrier, USAirways.

Asimportant is the fact that, despite situations at other airports where a single dominant carrier holds a
significant share of the market, with the exception of Cincinnati, the markets where USAirways
dominates demonstrate the greatest price abnormalities.

A recent report by the NBTA shows the following "Average Airfare Differences at High Priced
Airports:"

Table5
City Per centage Dominant Carrier Market Share
Charlotte 87.8% USAirways 90%
Cincinnati 84.5% Delta
Pittsburgh 72.2% USAirways 86%
Washington National 46.4% No Dominant Carrier



(Table5 continued)

Minneapolis 45.3% Northwest
LaGuardia 34.6% No Dominant Carrier
Detroit 26.6% Northwest

Newark 24.3% Continental

O'Hare 23.8% United, American

Note that USAirways is the dominant carrier at two of the top three "high priced" airports. The higher
faresat PIT reflects the fact that only 8 airlines serve PIT as compared to an average of 18 at the other
airports studied. Several airports have 30 or more airlines. The combined 10 percent market share of
the 7 other airlines "competing” with USAirways at PIT means that none has a meaningful share of
traffic at the airport. Thisfact eliminates any ability to mount effective competition to the dominant
airline.

To ensure that the airports selected for comparison with PIT are not creating biased results, we compare
PIT with the "national™ average of fares charged by the major commercial carriers to passengers flying
during the fourth quarter of 1998.

In arecently released study of fourth quarter 1998 air fares charged by US National Carriers,
USAirways and Pittsburgh International Airport are found to be far above the average.

Hereis the comparison:

Yield (total fares divided by passenger miles)

National Average 13.58
PIT (Average dl airlines)  21.84
USAirways (PIT) 26.12

It isinteresting to note that the National Average figures cited above DO NOT include Southwest
Airlines, the nation's most successful discount airline. Were Southwest Airlines included in the study,
itislikely that the National Average including Southwest would be even lower.

In real terms, then, USAirways was charging fares at PIT roughly 92% above the national Average
during the fourth quarter of 1998. And, the average fare at PIT was fully 61% above the National
Average.

Disappointing Performance at Pittsburgh International

The new Pittsburgh International Airport was billed by its planners as an "economic engine" that would
propel this region's economy forward "into the 21% Century." Therefore, it is alegitimate issue asto
whether the airport has delivered the promises made when it was being sold to the region in the 1980s.

According to the literature, planners were confident that "by the year 2000" the city of Pittsburgh would
be enjoying economic prosperity. It isreported that townships adjacent to the airport were told to "plan
for a collective increase of 17,000 new jobs from industrial, commercial and residential developments®
that the airport would spawn. It is not exactly clear how residential development generates permanent
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jobs, but that is a trifling matter compared to the projections that the airport would create more than
81,000 jobs in the region--with 50,000 of those delivered before the year 2000. In fact, barely 80,000
jobs have been added in the 6 county metro area since 1992 and certainly the bulk of those are
unrelated to the new terminal at PIT.

By 2000, the airport was forecast to generate $9 billion in economic benefits for the immediate area,
with most of the development occurring rapidly on the 1,380 acres of publicly-owned airport land
adjacent to the new Southern Expressway. Three new hotels were also promised. Oneis presently
under development.

Let'slook at some regional numbers. Between 1993 and 1996, it is reported that exports of finished
goods increased some $395 million, a growth of nearly 32%. Transportation companies located in the
region, including the giant RPS, generate annual revenues of some $1.4 billion. Total building permits
issued in the first quarter of 1999 for Allegheny County were $83 million, annualizing to about $400
million. Now, if we assume that Pittsburgh International Airport isresponsible for ALL of this
economic activity, AND we assume that all of itis NEW, we still fall short of the $9 hillionin
economic activity promised by 2000. Assuming the average "new" job generated by the airport pays
$40,000 annually, more than 28,000 new, permanent jobs would been required in the first year of
operation and retained through the end of 1999 to deliver $9 billion in true economic benefits.

The analysis above is offered merely to illustrate the extreme optimism of the claims made by the new
airport's proponents regarding the "economic engine" aspects of the project. The claims simply had no
basisin fact, or redlity, yet politicians in the area still cling to the hope that PIT and USAirways will
deliver some sort of economic miracle to the region. Unfortunately, this flawed logic is what generates
misguided support for further subsidies at the airport and, more particularly, for USAirways.

Traffic Slowdown at PIT

Furthermore, as regards the airport itself, projections for the number of travelers utilizing PIT were
dramatically overblown from the beginning. It was not uncommon to hear "planners® suggest that PIT
would see 30 million passengers by the year 2000. How have those numbers worked out? Let's
compare PIT with two other airports serving similar metropolitan regions--Minneapolis and Phoenix:

Table6
Airport 1997 % change 1998 % change
Minneapolis 30,162,000 4.8% 31,193,540 (est) +3.4%
Phoenix 30,659,143 1.0% 31,769,113 +3.6%
Pittsburgh 20,759,723 1.1% 20,556,075 -1.0%

When the new airport was being built, Pittsburgh International was often cited as the
nations "fifth busiest” or the "fifth largest" commercial air transportation facility. In fact,
PIT’s highest ranking ever was 20", achieved in 1990. Subsequently it has slipped to 25"
in terms of passenger traffic.
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Particularly interesting is a comparison of the growth patterns at Phoenix and Pittsburgh since 1980:

Table6
(Millions of passengers)
1980 1982 1984 1986 1988 1990 1992 1994 1996 1997 1998
Phoenix 66 75 108 156 192 217 221 256 304 30.7 318
Pittsburgh 115 100 134 160 180 171 187 195 205 20.7 205
U.S. domestic 272.8 275.3 321.0 393.9 419.2 423.6 431.7 481.8 530.7 546.4 560.9

Phoenix passenger traffic actually surpassed Pittsburgh'sin 1987, when 17.7 million traveled through
Sky Harbor International Airport vs. 17.5 million through Greater Pittsburgh. Phoenix's airport traffic
and economic growth have coincided and have been steady and strong throughout the 1980s and 1990s.
Sky Harbor International’s growth has been a byproduct of a sound economy--the airport is not an
engine or economic generator.

It is also interesting to note that Minneapolis-St. Paul has opted to expand its existing airport facilities
in anticipation of continued economic growth, and rejected an option for an entirely new airport.
Perhaps they learned something from the mistakes at Pittsburgh and Denver.

Even moredisturbing isthe fact that while Pittsburgh air passenger traffic has been trending
lower in recent yearsand isup only 4 percent from the 1992 level, U.S. domestic air travel
climbed 30 percent from 1992 through 1998. The disparity in passenger growth is especialy
shocking in light of the opening of the new terminal in 1992 and the glowing forecasts that were made
at thetime.

The chart in Figure 1 shows actual passengers since 1988 along with the passenger forecasts that were
being made during the planning and construction of the new terminal.

Figurel

Passengers at Pittsburgh International Airport
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Clearly, the airport has failed to perform as predicted and must be viewed as a great disappointment.
The question iswhy? And why is Pittsburgh air traffic growth lagging so far behind the national gains?
Undoubtedly there are a number of explanations but there are only three that have substantial
credibility. First, the absence of population gainsin the region combined with very slow job gains
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compared to the nation means that the potential market has not expanded to the same extent as the
nation. Second, the very high average fares at PIT are deterring potential travelers. Anecdotal
evidence abounds indicating that many pleasure and business travelers are using other airports and
other alternatives to flying out of Pittsburgh International to save money. A recent study
commissioned by the county found that 600,000 people each year were going to alternative airports to
take flights. This represents around 15 percent of passengers from the region that board planesat PIT.
In view of thisdiversion it is almost a certainty that many travelers are ssmply opting for other modes
of transport or not taking trips they otherwise would because of the airfaresat PIT. Thisisclearly a
detriment to the economy of the region. A reasonable question that must be addressed is“ How many
firms are not located in the region because of the cost of air travel ?’

A third reason air traffic numbers have not met expectations at PIT is that the dominant carrier,
USAirways, has shifted its business emphasis away from PIT and to what it apparently views as
stronger markets, namely, Baltimore, Charlotte and Philadelphia. It is now obvious that USAirwaysis
no longer linked to a strategy in which Pittsburgh is the predominant "hub" through which it could be
expected to route a growing number of connecting passengers. In fact, USAirways traffic has been
growing significantly at the other three airports, and can reasonably be expected to continue to decline
aPT

In any case, the lack of passenger growth since the new terminal opened with great fanfare is a strong
indictment of both the overly ebullient forecasts and the high airfaresat PIT. The airport is clearly not
meeting the reasonable travel needs of the region and is therefore neither an engine of economic growth
nor afacilitator of growth.
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Conclusions and Recommendations

1. It must be recognized that Pittsburgh is not as attractive a market for airline services asiit
appeared to be when the new airport was being considered and planned. It isthisfact
that has, to some extent, limited competition at the airport. More importantly, the
current situation bodes poorly for any immediate, meaningful increase in competition or
lower faresat PIT.

2. It should also be recognized that the "airport as economic engine" concept isamyth. In
fact, airports throughout the U.S. reflect the economic conditions of the regionsin which
they are located. Economic growth spurs growth in air travel, not vice versa. Economic
benefits related to airport construction are short term and temporary. Long-term
economic activity directly related to any airport is minor and must be recognized
principally as part of the ongoing "cost structure” of the facility. Airports are service
facilities serving customers whose economic activity is independent of the airport itself.

3. The economic impact of the high cost of air travel to and from PIT is significant and
warrants additional study. Clearly, the high fare structure is the direct result of a
monopoly situation that favors the overwhelmingly dominant carrier, USAirways. It
appears that the monopoly is self-sustaining, meaning that it precludes significant
competitive pricing efforts by the other airlines serving the airport.

4, Pittsburgh International Airport is experiencing what istermed "significant leakage” of
both business and leisure air passenger traffic to other, less expensive airports serving
the region. The primary beneficiaries of this leakage are the Cleveland and Columbus
airports, where growth rates in passenger traffic far exceed those shown at PIT.

5. Absent external economic growth in the region, it isunlikely that PIT will achieve the
levels of passenger or commercial operations traffic envisioned when the new terminal
was built. It isclear that much of the growth in passenger traffic forecast by planners
was predicated on Pittsburgh's remaining USAirways principal hub. Itisnow likely
that USAirways increased direct flights originating in Baltimore, Charlotte and
Philadel phia will continue to negatively impact the "hub" status of Pittsburgh.

The lessons to be learned from Pittsburgh International Airport's construction and its
performance since inception are many. And, while they cannot recover any sunk costs of past
projects, they can lead usto the practice of more rational and sound judgement in undertaking
future economic development in the region.

It isimportant to diminish the political nature of economic development in this region, and

restore a more market-based reliance on private sector leadership and initiative. That would
represent, in itself, a significant advance for Economic Freedom in Southwest Pennsylvania.
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Sour ces:

1.

2.

"Next Day Airfares' comparison data is obtained utilizing the "Expedia.com” website.

Differentialsin Fares at PIT vs. Nine Other Airports data obtained from the US
Department of Transportation.

Information regarding Pittsburgh's status as the nation's third most expensive airport
obtained from the National Business Travelers Association.

Information comparing PIT and USAirways fares to the National Average fares charged
by major air carriers obtained from the US Department of Transportation.

Information regarding forecast and actual economic impact data on Pittsburgh
International Airport is contained in several publications: "Taking Flight," produced by
the Allegheny County Commissioners, Allegheny County department of Aviation, and
the Greater Pittsburgh Office of Promotion; " Southwestern Pennsylvania Business Facts
and Resources, Pittsburgh Particulars,” produced by Penn's Southwest Association;
"Pittsburgh Airport Area Developments, Spring 1999," produced by the Airport Area
Development Corporation.

Information regarding USAirways monopoly (90%) position on passenger traffic is
referenced in "Pittsburgh International Airport Y earbook and Directory," produced by
Pittsburgh International Airport.

Information on passenger traffic at Pittsburgh International Airport provided by PITs
office of Marketing and Information.

Information on passenger traffic at Minneapolis and Phoenix airports provided by the
US Department of Transportation.

Statistics on overall US domestic air travel obtained from US Department of
Transportation.
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