
ECONOMIC 
NOTES

The Canadian air transport sector has experi-
enced significant expansion in recent years. 
Nonetheless, a multitude of taxes and fees are 
restricting its potential for growth. Given that 
favourable conditions are dissipating, especially 
when it comes to low fuel prices,1 what can gov-
ernments do to reduce the fees imposed on 
transporters, and ultimately on travellers?

Air transport is an important aspect of any indus-
trialized economy. In Canada, it generates no less 
than 230,000 direct jobs, and 130,000 indirect 
ones. This represents economic activity totalling a 
little over $35 billion, or 1.8% of the country’s 
economy.2 In 2016, 140 million passengers were 
registered passing through Canadian airports.3

The particularities of a country like Canada 
obviously have an effect on the price its residents 
have to pay for a domestic or international flight. 
The country has the second largest land mass in 
the world, whereas its population is relatively 
small. This low population density means that 
there is a less developed market than that of other 
comparable countries, and that prices are higher.4 
This phenomenon is even more pronounced for 
flights connecting remote regions.5

Despite this geographical disadvantage, the number 
of passengers has nonetheless grown steadily in 
recent years. Between 2010 and 2016, the number 
of registered passengers in Canadian airports 

JUNE 2018

AIR TRANSPORT: HIGH TAXES AND FEES 
PENALIZE TRAVELLERS
By Alexandre Moreau

increased by nearly 29%, which represents annual 
growth of 4.3%. For the year 2017, the preliminary 
data indicate that the number of passengers has 
grown by 6.3%, which is significantly higher than 
the average in recent years.6 Although domestic 
flights represent the majority of passengers (see 
Figure 1), the largest growth was observed for 
international flights.

Several economic factors can explain the increase 
in the number of passengers. First, the purchasing 
power of consumers has a notable effect on the 
decision to fly or not, and Canadians’ disposable 
income increased steadily between 2010 and 
2016.7 Also, average ticket prices for domestic and 
international flights decreased by 17% and 20% 
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respectively, in real terms, over the same 
period.8 This is largely due to the signifi-
cant drop in the price of fuel,9 a line item 
that represented around one third of air-
lines’ expenses when prices were 
higher.10

Finally, we must note the effect of the 
recent reform announced by the federal 
government, which aims to facilitate for-
eign investment in Canadian airline com-
panies.11 The arrival of new players, 
mainly low-cost airlines, has already led 
established companies to lower their 
prices and to offer new routes in an effort 
to maintain market share.12

WHAT GOVERNMENTS CAN DO
Obviously, there is nothing governments 
can do about long distances and a 
sparsely populated country. However, the 
federal government is ultimately respon-
sible for the main Canadian airports as well 
as the passenger safety program. In con-
junction with the provinces, it is also responsible 
for fuel taxes and goods and services taxes. 
Considering the negative effect of high charges 
and taxes on the sector’s economic activity, it goes 
without saying that governments could give a 
helping hand to this strategic sector.

This should start with lightening its burden of fees 
and taxes, especially given that Canada is no 
model in this regard. In 2017, a World Economic 
Forum report ranked Canada 68th out of 136 in 
terms of ticket taxes and airport fees, and 65th in 
terms of fuel prices.13 According to another index, 
produced by the International Air Transport 
Association, Canada is ranked 31st out of 32 OECD 
countries in terms of the competitiveness of air-
port fees and taxes.14

The effect of all of these taxes and fees places 
Canadian airports at a disadvantage. According to 
a study produced by Raymond James Ltd., usage 
fees paid to Canadian airports by airline compan-
ies average $40.99 per passenger. That’s 50% 

more than the average of the ten most expensive 
American airports, and nine times higher than the 
average of the ten least expensive.15 Clearly, 
Canada has a long way to go to ensure the com-
petitiveness of its air transport sector.

Airport rents

Since 1992, the federal government no longer 
manages airports, which it now rents long-term to 
private, not-for-profit corporations. The organiza-
tions responsible for running the largest airports of 
the National Airports System (NAS) no longer 
receive any subsidies.16 However, since the federal 
government remains the owner of almost all NAS 
airports,17 it requires these organizations to pay 
rent that can represent up to 12% of their gross 
revenues. For the 2016-2017 fiscal year, Transport 
Canada thus collected $349 million from these 
airports.18

Air travellers security charge

In addition to rent, the federal government 
requires payment of a fee to cover security, which 
is the responsibility of the Canadian Air Transport 
and Safety Agency (CATSA). This agency was cre-
ated in reaction to the September 11, 2001 attacks 
and is focused primarily on pre-boarding and lug-
gage control.

It is perfectly normal for airlines to pay their share 
for security measures. However, the compulsory 

Canada is ranked 31st out of 32 OECD 
countries in terms of the competitiveness 
of airport fees and taxes.

Domestic flights Canada – United States Other international flights

83.4 million

29.6 million 

27.2 million

Total:
140.2 million

Figure 1

Number of passengers, by flight type, 2016

 
Source: Statistics Canada, CANSIM Table 401-0044: Air passenger traffic at Canadian airports, 2016.
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levy becomes problematic when it 
exceeds the expenses required for the 
proper functioning of the agency. For the 
2016-2017 fiscal year, the federal govern-
ment collected $768 million for passen-
ger safety, which was $43 million more 
than it needed to cover spending. 
Although these surpluses are falling, over 
the past five years, Ottawa nonetheless 
collected nearly $404 million more than it 
spent on security.19

Federal and provincial taxes

Among the main taxes that apply to the 
air transport sector are federal and prov-
incial excise taxes, which allow govern-
ments to collect substantial revenues. 
The federal excise tax on aviation fuel 
was introduced in the 1985 budget and 
set at 2¢ per litre. As of 1987, it was 
doubled to 4¢. This rate is still in effect 
except for international flights, which are 
exempt thanks to a multilateral agree-
ment.20 In addition to federal taxes, there 
are also provincial fuel taxes, which range 
from 3¢ to 11.14¢ per litre.21 Then there 
are provincial and federal sales taxes 
totalling nearly $300 million a year.

The total revenue collected by all levels 
of government in the form of taxes, fees, 
and rent, either from consumers, from air-
lines, or from airports, exceeds $1.5 bil-
lion a year.22 For at least some of these 
fees, we are far indeed from the “user pays” prin-
ciple; they are merely a source of revenue for the 
government.

LESS TAX, MORE REVENUE
While it may be counterintuitive, reducing the 
taxes, fees, and rent it collects from airports 
would not necessarily entail a substantial loss of 
revenues for governments. This is because the 
demand for flights is very sensitive to price varia-
tions, especially for those travelling for the pur-
pose of tourism.23

For short distances, higher prices inflated by taxes 
and fees that are applied only to air travel can lead 
users to choose another mode of transport that is 
less overtaxed. A 1% decrease in the price of tick-
ets entails an increase in demand of 1.3% to 2% 
depending on the type of route.24 Thus, if we 
reduced the burden of taxes and fees that weighs 
down the air transport sector, the resulting 
increase in economic activity and tax revenue 
would likely compensate for at least a portion of 
the lost government revenue. Indeed, one study 
concluded that in the United Kingdom, the aboli-
tion of fees on passenger transport would entail an 
increase in total tax revenue (see Table 1).

Moreover, when the value of the loonie approaches 
that of the American dollar, high taxes and fees 
can encourage Canadians to cross the border and 
take a flight from the United States.25 The last time 
the two currencies were at parity, it was calculated 
that Canadian airports were losing five million pas-
sengers annually, mainly due to the price disparity 

One study concluded that in the 
United Kingdom, the abolition of fees 
on passenger transport would entail an 
increase in total tax revenue.

Table 1

Economic impacts of air transport taxes and fees 
in different countries

 
Source: Guillaume Burghouwt et al., Economic benefits of reducing aviation taxes in Latin America and 
the Caribbean, SEO Amsterdam Economics study commissioned by the International Air Transport 
Association, April 20, 2016, pp. 9-22 and 62-65.

Country/region Taxes or fees Estimate of costs 

United 
Kingdom

Air Passenger Duty  
Duty on air transport of 
passengers (between 
13 and 142 pounds per 
passenger, depending on 
class and distance)

• 4.2 billion pounds of GDP 
• From 61,000 to 91,000 jobs 
• Abolition of duties would entail an  
   increase in total tax revenue  

Netherlands

Air Passenger Tax  
Tax on air transport 
(between 11.25 and 
45 euros per passenger 
depending on destination)

• 90 million euros of revenue for airports 
• 940 million euros of revenue for airlines  
   using Dutch airports 
• 83 million euros related to the decrease  
   in tourism 

Germany

Air Travel Tax  
Tax on air transport 
(between 8 and 45 euros 
per passenger depending 
on distance)

• From 1.8 million to 5 million fewer  
   passengers 
• 740 million euros of revenue for airlines 
• 170 million euros of revenue for airports 
• 230 million euros of tourism revenue

Austria

Air Transport Levy  
Tax on air transport 
(between 7 and 35 euros 
per passenger depending 
on distance)

• 1.1 million fewer passengers 
• 3,360 jobs lost 
• 96.5 million euros of GDP

Latin America 
and the 
Caribbean

General taxes  
and fees

• 1.4 million jobs 
• US$135 billion of GDP 
• 4 million tourists and US$2.2 billion  
   in tourism spending
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from one country to the other. One third of this dif-
ference was due to higher fees and taxes in Canada.26

Finally, a high level of liberalization and competi-
tive taxation in the air transport sector are strongly 
correlated with the level of trade around the 
world, and as a direct result of this, with down-
stream economic activity.27 Several international 
examples illustrate the effect of taxes and fees on 
transportation and the growth of the air sector. As 
shown in Table 1, these fees do not need to be 
very high for a substantial impact to be felt.

CONCLUSION
Taken individually, none of these taxes and fees 
explains the high price of tickets in Canada, but 
their cumulative effect is clear. At the margin, they 
limit the growth of the air transport sector and the 
ensuing economic benefits. The tax burden that 
weighs on the air transport industry thus also 
weighs on the Canadian economy as a whole.

If they want to make the Canadian air transport 
industry more competitive and allow it to maintain 
its momentum, governments should reduce this 
burden, in parallel with the policy of opening up 
the sector to foreign investment. The industry is 
already at a disadvantage due to the particularities 
of this country. This is one more reason for govern-
ments to do everything they can not to hamper it. 
The government can’t bring Montreal and 
Vancouver closer, but it can certainly avoid making 
the trip more expensive than it needs to be.
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The government can’t bring Montreal 
and Vancouver closer, but it can 
certainly avoid making the trip more 
expensive than it needs to be.


