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Abstract: The study uses the different start dates of U.S. airport taxes as a natural experiment to
estimate how tax affects airfares. Based on over 10 million plane tickets from 1993 to 1995, it
shows that with the same tax added, fares go up significantly for nonstop tickets but stay
constant for connecting tickets.

For public economics, two hypotheses hence find empirical support. First, prices increase more
for products with lower demand elasticity (i.e. nonstop tickets); second, tax can be over-shifted
to consumers as a $3 tax on nonstop tickets pushes fares up by about $7.

For public policy, instead of relying on statuary tax rates, we now know the incidences that
account for market responses. With such information, we are better prepared to address other
concerns like efficiency and equity besides hitting revenue targets.
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finance, and policy.
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