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1  Introduction

The Board of Airline Representatives of Australia (’BARA’) welcomes the opportunity to
make a submission to the Productivity Commission in its inquiry into Price Regulation of
Airport Services.

BARA represents most of the international airline carriers using Australian airports.  BARA
members provide over 95% of international passenger flights to and from Australia.  Most
BARA members operating scheduled passenger services also engage in large scale
international freight operations.  BARA also represents two international freight-only carriers
operating in and out of Australia.  A list of current BARA members is attached in Appendix
1.

In their capacity as international carriers, BARA members use services provided by seven
airports in Australia: Adelaide, Brisbane, Cairns, Darwin, Melbourne, Perth and Sydney
airports.  Some BARA members use services provided by other airports in Australia to
provide domestic and regional services.  BARA’s comments in this submission are restricted
to the appropriate regulation of airport services used to provide international air services.

In BARA’s view the international airports in Australia have significant market power.
International airlines operating to and from Australia face no alternatives but to use the major
international airports in the cities their customers seek to visit.  Without regulation it is most
likely there will be a significant increase in airport charges.  Allowing airports to take
advantage of their significant market power would be likely to deter international airline
travel which would be to the detriment of airline travellers and the airline industry more
generally.  The flow on effects to the tourism industry and the international business sector
would be significant.  It would also increase costs to business and affect the comparative
advantage of Australia as a place to do business.

In BARA’s view the current regulation of the privatised airports in Australia has acted to
constrain, to some extent, the market power of the airports while encouraging efficient
investment in airport expansion.  What is clear is that the market power of airports affects the
provision of a large range of airport services.  Limiting price regulation to a small number of
airport services is less effective and encourages economically inefficient outcomes.  In
BARA’s view the airport services subject to the regulatory regime should be broadened and
regulated by adopting a single till approach (or something similar).

This preliminary submission aims to provide the Commission with an indication of the
framework that BARA considers appropriate for considering the regulation of charges for
airport services in Australia.  It does not address a number of the issues raised by the
Productivity Commission in its Issues Paper.  BARA intends to follow this preliminary
submission with further submissions providing relevant information, evidence, analysis and
views.
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2  Economic basis for the regulation of airports in
Australia

Many of the services provided by airports in Australia are essential inputs into the provision
of passenger and freight air services.  Without many of the services provided by airports,
airlines would be unable to provide air services to consumers.  It is important that airports
provide airport services efficiently and offer services of the quality demanded by airport
users.  It is also important that the structure and level of charges for airport services are priced
to encourage economically efficient decisions concerning the use of airport facilities and
investment in those facilities.

Many of the inputs into providing air services in Australia are supplied in markets that are
competitive or are close to competitive.  For example, a number of providers tender for the
contracts to supply jet fuel to airlines.  Airlines have a choice of their provider.

However, the same is not the case for the provision of airport services. Airlines in Australia
have no choice of their provider of these services.  Airlines wishing to provide passenger or
freight services to and from Melbourne, for example, have only one option, to purchase
airport services from Melbourne Airport.  There are currently no substitutes.  For example,
although the airlines have a choice of their jet fuel supplier, the suppliers have no choice but
to purchase access to the airport in order to provide the fuel to the airlines.

Nor is there likely to be the entry of a competing provider of airport services.  The large
economies of scale of providing airport services combined with the significant sunk costs of
investing in airport infrastructure make entry unlikely and, more importantly, economically
wasteful.

The lack of competition in the provision of airport services and the lack of any credible threat
of competition provides airport operators with considerable market power.  There are a
number of consequences of this market power.

First, left unregulated operators of most airports in Australia will inflate airport charges to
monopoly levels.  This is particularly so in relation to private operators of airports (most
commercial airports in Australia have now been privatised).  Although government ownership
of airports may have traditionally lessened the incentive to achieve monopoly returns, recent
experience at Sydney Airport indicates that government owned airports, in anticipation of
privatisation, have also adopted profit maximising incentives in a monopoly environment.
Inflating airport charges to monopoly levels will significantly increase the price of air tickets
and discourage international, domestic and regional air travel at the margin.  As airport
charges will be significantly above the economic cost of providing airport services, the
consequent reduction in air travel will involve an economic welfare loss.

Second, as most airports in Australia face no competitive constraints on their behaviour, they
do not necessarily face sufficient incentives to efficiently control their costs.  Although most
of the major airports in Australia are privatised and, hence, face the discipline that private
shareholders will wish to contain costs in order to maximise profits, agency problems may
weaken this discipline.  As noted by Crew and Kleindorfer:

'Other arguments may be put forward in support of competitive solutions in second–best
situations [such as natural monopoly].  The … ‘X-efficiency’ hypotheses, originated by
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Harvey Leibenstein (1966), offers support for such solutions.  Leibenstein argued that another
inefficiency, likely to be at least as great as the allocatively inefficiency which results from a
price-marginal-cost divergence, is the inefficiency which arises from a failure to combine
resources effectively in production.  This he calls ‘X-inefficiency’ and is, he argues, more
likely to arise under monopolistic situations.  In a competitive product market, firms that fail
to achieve X-efficiency are unlikely to obtain sufficient return to stay in business.  However, a
monopoly, with a cushion of monopoly profits, does not need to minimise costs to survive.  For
a monopoly there is only the discipline of the capital market operating externally to make it X-
efficient.  Thus there may be an additional welfare loss from monopoly arising from X-
efficiency, and considerations of X-efficiency may well strengthen the presumption in favour
of competitive solutions, like the marginal-cost pricing solutions discussed here.’1

Third, the quality of airport services may be below the optimal level.  Airports with market
power have reduced incentives to provide the quality of service demanded by airport users.
They also do not have sufficient incentives to guarantee a minimum level of service.  For
example, airports may reduce costs (and thereby maximise profits) by underspending in such
areas as facility maintenance and customer service.  In contrast, competition in the airline
industry forces airlines to provide high quality services and, where necessary, overcome the
quality deficiencies experienced at airports.  This may involve the employment of additional
staff or utilising additional equipment.  As a result a significant proportion of the costs
associated with the under performance of the airports is borne by airport users.  As the
airports are in the best position to control these costs, this is likely to be inefficient.
Additionally, poor quality of service at airports, for example reduced timeliness of services,
will adversely affect the operational efficiency of businesses using the airport and have a flow
on effect to the wider community.

Fourth, the airport may inhibit the development of services by simply denying access to the
infrastructure required to provide those services.  The airport may do this for a number of
reasons.  For example, the airport may deny or artificially delay access to space in a terminal
required to provide an airport lounge in order to achieve a commercial advantage in other
areas (for example, to resolve a dispute with the airport user).  Alternatively, the airport may
wish to integrate downstream into such activities itself.  It is also possible that the airport may
not have sufficient incentive to maximise the use of the airport and may prefer a ’quiet life’ to
full exploitation of the airport infrastructure.

Finally, where the development of competition on the airport may adversely affect the
airport’s commercial returns, it has the incentive and scope to distort the development of that
competition.  This may be the case in contestable activities provided by the airport’s
downstream operations or in activities where the airport is economically integrated.  For
example, although an airport may lease the management of on-airport car parking facilities,
the airport nevertheless has an incentive to deny or limit access to the airport of off-airport
parking companies (such as valet parking companies).  Such a strategy will increase the
demand for the on-airport parking services and increase the value of the car park lease.

                                                

1  Crew, M. and Kleindorfer, P. 1986, The Economics of Public Utility Regulation, MacMillan Press Ltd, p. 15.
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3  Services provided by airports in Australia

Primarily, airports provide runway, taxiway, apron and terminal infrastructure and access to
the space surrounding that infrastructure and related services.  Airports may also be involved
in business undertakings on the airport, for example, managing car parks, retail outlets,
ground handling and other services provided at the airport to either consumers or other
business users.

Airports in Australia provide services across this spectrum.  Some airport services are
provided to service providers who in turn provide services to airlines or airline passengers (or
meeters and greeters).  Other services provided by the airport are provided directly to airlines
or airline passengers.

The services provided by airports include services in the following categories.

Airside services: Airside services include the provision of runways, taxiways, aprons and
airfield lighting.  These services are provided directly to the airlines.

Access to airside facilities:  Airports provide physical access to airside facilities, such as
airside terminal access and access to the airport’s aprons and hard stands for ground handlers.
They also provide access to airside space to store ground service and freight handling
equipment.  These services are used by service providers to provide services such as catering
and re-fuelling to the airlines, as well as by the airlines themselves for activities such as the
loading and unloading of  aircraft.

Terminal services: Terminal services consist of a range of services including access to the
terminal (using aerobridges, stairs, busses or a combination), check in facilities, gate lounges
and other passenger processing areas, access to baggage handling systems, space for
administrative offices and airline lounges and space for retail outlets and advertising.  In some
cases these services are provided directly to the airlines or airline passengers.  In other cases
they are provided to service providers (such as retail proprietors) who then provide services to
airline passengers.

It is not necessarily the case that the airport provides terminal services for domestic travel.  In
most of the major airports in Australia some terminal services for domestic air travel are
provided by domestic airlines.  In this case the service provided by the airport is access to
space adjacent to the runways and taxiways upon which the terminal is located.

Landside services: Landside services include car parking services, taxi waiting areas, etc.  In
some cases the airport provides these services directly to the users; in other cases it leases the
infrastructure to the provider of the services (such as the lease of a car park).

Landside access: Landside access involves the use of airport roads and other infrastructure to
gain access to the airport or terminal.  Landside access includes roads servicing the airport, as
well as taxi ranks, bus stops, etc.
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4  Market definition

In order to assess which airports have market power and for which services, it is necessary to
define the relevant market(s).  Only after defining the ‘field of rivalry’ can one sensibly
consider the competitive constraints placed on airports.  In defining the markets in which
airports compete, it is usual to consider the degree of demand and supply substitutability
across the range of services.  The degree of substitutability is considered across three
dimensions of the market: product, functional and geographic.  Time is often referred to as the
fourth dimension.

4.1  A cluster of services

In defining the market, it is necessary to recognise that airlines and airline customers purchase
a number of different services at the airport.  These are purchased from the airport itself or
from service providers using airport infrastructure.

In order for an airline to conduct its business at an airport it requires or demands a range of
services.  It requires access to runways, taxiways and aprons.  These are provided by the
airport.  It requires refuelling, ground handling, catering and maintenance services.  These are
usually provided by the airline directly with the use of airport facilities or by a service
provider with access to airport facilities.  International airlines require access to the
international terminal via aerobridges or remote access.  Within the terminal international
airlines require or demand office space, lounge facilities, storage areas, check-in and customer
service facilities and access to baggage services.  Again these services are either provided by
the airport directly or by airlines or service providers with access to airport facilities.  In an
economic sense these services are purchased as a package.  Once the airline has made the
decision to purchase landing and take-off services from an airport, it must purchase these
services from the airport operator or from service providers with access to the airport
infrastructure.

The same is the case for airline travellers.  In order to consume the service of air travel, airline
travellers require or demand access to check-in, customer processing and waiting areas.  They
also demand access to food and retail outlets, passenger drop-off facilities and so on.  These
services are provided by the airport itself or by airlines or service providers with access to
airport facilities.  As with airlines, the services form a package of services purchased by the
airline traveller.

Arguably all or most of the services provided by an airport are part of the same (cluster)
market.  As explained by Henry Ergas:

A cluster market arises when the economies of scope are such as to require firms to compete
not on individual items but rather on a set of items taken jointly.2

                                                

2 Ergas, H. Cluster markets:  What they are and how to test for them, The Centre for Research in Network  Economics and
Communications, Working Paper,. page 3.



BARA submission to the Productivity Commission

6

These economies of scope can be on the supply-side – that is it is less costly for a firm to
produce two services, than for individual firms to produce one of each.  They can also be on
the demand-side – that is, it is less costly for consumers to purchase these services as a bundle
than purchasing them separately (or it may be infeasible to purchase them separately).

As noted by Ergas:

Thus, to say that good A and good B form a cluster is to imply that a firm selling only A or
only B would not be able to compete with one selling both A and B – either because the supply
cost of producing A and B jointly is substantially below that of producing them as separately,
and/or because consumers incur additional costs when they purchase A and B separately as
against purchasing them separately.3

It is clear from the above discussion that the services provided on an airport to airlines and
airline travellers form a cluster.  Although different service providers may provide the various
services, each of the services is provided with access to, or by using the airport’s
infrastructure.

Furthermore, there are economies of scope to the airport in providing many of these services.
For example, there are economies in providing a full range of terminal services from retail
space, office space and check-in areas.

The existence of a cluster market is tested by reality.  Airports of similar size and with a
similar mix of passengers and freight provide the same or very similar services.  This is
consistent with the view that consumers and airlines demand a range of services from an
airport and that it is less costly or simply impractical for more than one provider to provide
individual elements of the package.

This conclusion is supported by the views of the Australian Competition Tribunal in its
assessment of an application for declaration of certain services at Sydney Airport.4  The
Tribunal decided that there was a cluster market for international airport services in the
Sydney region.  This market was functionally separate from the markets for a range of
downstream markets required by airlines, such as ground handling services.  The cluster
market was controlled by Sydney Airports Corporation Limited and involved the supply of
the complete suite of physical assets necessary to service international airlines flying into and
out of the Sydney region.  The Tribunal concluded that this market exhibited very strong
monopolistic (bottleneck) characteristics because of pervasive economies of scale and scope
and barriers to entry derived from both high sub-costs and the market size and location.

4.2  Availability of substitutes

The market power of airport operators does not appear to be constrained by the availability of
substitutes.

                                                

3 Ibid

4  Sydney International Airport [2000] A Comp T 1
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Substitutes for air services

In most cases there are no viable substitutes for airline passenger travel.   For international
travellers, there seem to be no viable alternatives (ie passenger shipping is not a substitute).
For some domestic and regional passenger services road and rail services may be a viable
alternative, but only for shorter trips and only for some travellers.  In the majority of cases
road and rail services are likely to be poor substitutes for air travel.

For some domestic overnight freight services road and rail might provide a viable alternative.

Substitute airports

For most airports in Australia,  there is no competing airport.  As noted by the Prices
Surveillance Authority:

'… the major airports in Australia are not particularly good substitutes for each other.
Apart from a few areas where there are effective alternative airports in close proximity,
such as the New South Wales north coast, most destination regions offer only one
airport.  In the capital cities, only the major airports are capable of handling large jet
aircraft used by RPT [Regular Passenger Transport] airlines.'  (p. 51).

Consumers demand air travel to specific destinations.  This is the case for both business and
leisure travel.  Air travel between Melbourne and Sydney is unlikely, for most consumers, to
be a substitute for travel between Melbourne and Adelaide.  Airlines offering services to and
from Sydney must purchase airport services in Sydney.  Purchasing airport services in
Adelaide is not a substitute.

Off-airport services

A large number of airport services required by airlines must be located on the airport, either
from physical or economic necessity.  For example airline lounges are only of value to
airlines and consumers if located in close proximity to the terminal gates.  Some other
services, such as catering preparation can be (and are in practice) provided off the airport.
However, for this to be a viable alternative, the provider must be able to gain access to the
airport.

4.3  Conclusions on market definition

Having regard to the matters referred to above, BARA believes that the markets in which
airports compete can be defined as a location specific market for the provision of a cluster of
infrastructure based services at the airport.  Having regard to the economies of scope that exist
within airport businesses, the cluster of services includes a wide range of airside and landside
services or, in other words, all those services used by airlines, or their contractors, in
providing civil aviation services (both passenger and freight).

It would be possible to define airport markets by reference to individual services (for
example, terminal services, runway services, ground handling services).  Such an approach
may be helpful if one was assessing market power in a downstream service such as ground
handling, which is generally provided by downstream service providers and not by the airport
itself (although the airport provides access to the necessary infrastructure for those services).
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This was the approach of the Australian Competition Tribunal in the Sydney Airport decision.
However, such an approach is less relevant when the object of the exercise is to assess the
market power of the airport.  As discussed above, it is apparent that the market power
possessed by airports affects a cluster of services and not merely individual services.

The functional dimension of the market in which airports provide services varies.  It includes
both access to infrastructure (including land and buildings) as well as the supply of services
(for example, car parking, baggage handling systems, security, information services, etc).

5  Sources of market power

5.1  Economics of duplicating airport infrastructure

The large economies of scale in providing airport services relative to the size of the market
that airports serve make it unlikely that it is economic for more than one airport operator to
provide airport services within most markets in Australia.  That is, most  airports are natural
monopolies.

As noted by the Prices Surveillance Authority its inquiry into the aeronautical and non-
aeronautical charges of the Federal Airports Corporation (Report No. 48, 1993):

’Airport service markets are largely non-contestable: provision of airport services tends
to be characterised by very large sunk costs and high barriers to entry.  In addition,
there appear to be economies of scale in the provision of airport services and
significant economies of utilization over a range of levels of airport activity, which
ensure natural monopoly status.  Airports, like other utilities, exhibit joint and common
production cost characteristics in the production of multiple services.  Airports
generally can be considered to be local monopolies in the provision of aeronautical
services.  Finally, the characteristics of airports has led to regulation of airport charges
in several countries, including the United Kingdom.’  (pp. 47-48).

More recently, in considering an appeal by Sydney Airports Corporation Ltd (’SACL’) against
declaration of various services pursuant to section 44H of the Trade Practices Act 1974, the
Australian Competition Tribunal commented:

’The Tribunal heard that most major commercial airports around the world exhibit
strong natural monopoly or bottleneck characteristics.  Once the basic infrastructure
(runways, taxiways, control tower) is in place, the owner of the facility faces sharply
falling costs of servicing increments of demand (economies of scale).  By contrast, a
new entrant would have to replicate this basic infrastructure which is inherently capital
intensive.’

5.2  Barriers to entry in the provision of airport services

Even if some airports were not natural monopolies, large barriers to entry make entry highly
unlikely.  The barriers to entry in the provision of airport services in Australia consist of three
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main types.  First are the large sunk costs associated with investing in airport infrastructure.
This combined with the large economies of scale in the provision of airport services make
profitable entry unlikely.  Second is the availability of land.  Third are the political and
regulatory constraints that make the construction of an alternative airport in most major cities
in Australia extremely difficult or infeasible.

Sunk assets have no alternative use once employed.  As a result, the cost of these assets
cannot be recovered if the service is discontinued – they are sunk costs.  A number of the
costs of investing in an airport are sunk once incurred.  The costs of land development,
runways  and taxiways, aprons and so on are sunk once incurred.  As incumbent airport
operators have already sunk airport infrastructure, the scope for profitable entry is reduced.
Assuming entry was otherwise possible, the existence of sunk costs would lower the likely
airport charges post-entry.  Furthermore, given the large economies of scale in the provision
of airport services, it would be necessary for an entrant to construct an airport on a significant
scale (in order to compete with the existing provider).  As a result, the size of the sunk costs
are significant.

The construction of an airport requires the acquisition of a large amount of land.  In many
cases it is virtually impossible for the required quantity of land to be acquired by private
interests in reasonable proximity to capital cities.

Constructing an alternative airport would also require the support of a significant number of
constituencies and governments.  It would require the agreement of local governments
concerned about noise and other environmental effects that may impact on the living
standards of the local community.  It would require the political  support and agreement of
state and federal governments to construct the appropriate infrastructure to service the airport.
It is apparent from the history of the proposed second airport to service the Sydney basin
during the past 40 years that such approvals would be difficult to obtain.

5.3  Countervailing power of the airlines

It is also relevant to consider whether the market power of airport operators is reduced to any
appreciable extent by countervailing power of their customers, particularly airlines.

The options available to parties of a commercial negotiation will affect the outcome of that
negotiation.  In the case of airport services in Australia, airport operators have significant
market power.

The bargaining power of parties in a commercial negotiation depends upon the value of their
outside options.  That is the options available to the parties if the transaction is not completed.
In a competitive market, neither buyers or sellers have bargaining power.  Both parties have
the outside option of transacting with others.

To consider the bargaining power of the airlines and the airport operators one must consider
the value to each of the parties of the transaction being completed.  That is each parties’
wealth with and without the transaction.  As there is no substitute airport in the capital cities
in Australia, individual airlines have limited outside options.  If they don’t purchase
aeronautical services from the airport, they will not fly to the city.  The loss to the airline in
not serving a major city is likely to be significant.  Not only would the airline lose traffic
between the major routes but also feeder traffic into those routes.
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On the other hand, the difference in the wealth of the airport if an airline decides not to fly to
the city is less significant.  For the airport there are other purchasers of aeronautical services
(other airlines).  Given the demand for air travel, it is likely that any slack will be taken up by
other airlines at least in the medium term.

The countervailing power of airlines serving Australia is extremely limited.

6 Economic efficiency consequences of allowing airports
to take advantage of their market power

The immediate consequences of allowing airports to take advantage of their market power
were described in section 2.  These included:

� monopoly pricing;

� inefficient costs;

� lower quality of service; and

� distorting the development of competition in downstream services.

These consequences harm economic efficiency.  In particular, they are likely to lead to:

� under consumption and use of airport services;

� under investment in airport infrastructure;

� resource wastage in the provision of airport services;

� inefficiency in the provision of downstream services provided on the airport; and

� flow on inefficiency and costs in the broader economy.

In this section, the first of these consequences is examined in more detail.  The aim is to
consider how the size of the associated loss in economic welfare should be assessed.

In the absence of constraints on the price of airport services, airports with market power will
set charges to maximise profit.  This involves increasing airport charges up until the point that
the increase in profits at the margin is zero.

Increasing airport charges will have two effects on airport profits.  One effect is through the
change in revenues.  The other effect is through the change in costs.  Most of the effect is
likely through the change in revenues.  An increase in airport charges will have two effects on
revenue:

� the charge per unit of airport services will increase, increasing revenues; and

� the quantity of airport services purchased will decline, decreasing revenues.



BARA submission to the Productivity Commission

11

The airport will continue increasing charges at least up to the point that the increase in
revenues from the increase in the charges will offset the decrease in revenues from the
decrease in the quantity.

The size of the economic welfare loss will depend upon the decrease in the quantity of airport
services purchased and the increase in the price.

If an increase in airport charges (from the status quo) will have little effect on the demand for
aeronautical services (i.e. demand is price inelastic) it means that, at the margin, an increase in
airport charges will increase the airport’s profits.  In other words, the increase in charges will
increase revenues without decreasing the purchases of airport services.  As there is little or no
change in quantity, the economic loss from the increase in charges will be small.

Given this, stopping at a small increase in charges would not be profit maximising.  The
airport would increase charges up to the point that, at the margin, the increase did have a
significant effect on the use of airport services.  That is, up to a point, the demand for airport
services is elastic.

As noted above, available evidence suggests that demand for air travel is relatively elastic.
However, aeronautical charges represent only a small proportion of air travel costs.
Accordingly, a reasonably large increase in aeronautical charges may result in a relatively
small increase in total air travelling costs.  This means that the current level of aeronautical
charges are not at the profit maximising level.  In other words, if unconstrained the profit
maximising price of aeronautical charges is significantly above its current level.

Furthermore, as the size of the economic loss is a product of both the price increase and the
decrease in airport services purchased, the lower the price elasticity of demand at the current
price the larger will be the likely size of the economic loss if airports are unconstrained.

The size of any economic loss from the monopoly pricing of airport services is likely to be
exacerbated by the different ownership of the major airports in Australia and around the
world.  For an air service from Melbourne to Sydney, airlines must purchase airport services
from Melbourne Airport and Sydney Airport.  As the ownership of the airports differs, they
will set their charges independently.  That is each airport will set monopoly charges given the
charges set by the other airport.  This will increase the economic loss compared to the
situation where the airports set their charges jointly.  There is likely to be a substantial
economic loss if airport charges worldwide increase significantly.

7  Economy-wide implications of allowing airports to take
advantage of their market power

Airport services are a major driver of economic activity within a local economy.   For
example, the State Chamber of Commerce (New South Wales) has expressed the view that
Sydney Airport:
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… is the single most important piece of transportation infrastructure in Australia and
plays a strategic role in the economy of Sydney and the nation.5

It also notes:

The efficiency and effectiveness of Sydney International Airport is of fundamental
importance if Sydney is to maintain a comparative advantage as a place to do
business.6

Given the economic importance of airport services, allowing the major airports to take
advantage of their market power will likely have significant effects on other parts of the local
and national economies.  Given the likely consequence of allowing the airports to take
advantage of their market power will be to reduce business and tourist travel and air freight
services, the effect on employment and efficiency in other industries and international trade
(especially in services) is likely to be significant.  Additionally, any increase in airport
charges in Australia will affect the cost of doing business in Australia and the cost of exports
and will, therefore, affect the comparative advantage of Australia as a place to do business
and the comparative advantage of Australian exports.

8  Evidence of the use of market power

In order to assess the likely consequences of allowing airports to take advantage of  their
market power, it is helpful to examine the current behaviour of ‘less’ regulated airports and
‘less’ regulated airport services.  Currently certain aeronautical services at Melbourne, Perth,
Brisbane Adelaide, Alice Springs, Canberra, Coolangatta, Darwin, Hobart, Launceston and
Townsville Airports are the subject of prices surveillance with a CPI-X cap.  Other
aeronautical and related services at these airports are subject to price monitoring.   The
charges for aeronautical services at Sydney (Kingsford Smith) Airport are subject to price
surveillance.

As displayed in Box 1,  the airports have proposed significant increases in a range of
aeronautical and related charges over the last few years.  Although this is not necessarily
evidence of the use of market power, it should be observed that the above conduct occurred
during a period in which the airports were aware that a review of the regulatory framework
would take place in the near future.

Where the use of market power appears to be more evident is in matters outside the oversight
of regulation, such as conditions of use and agreements concerning the level of service.

The general conditions of use of aeronautical services which airports seek to impose
unilaterally on airport users generally:

                                                

5 State Chamber of Commerce (New South Wales) Kingsford Smith Airport The Economic Impact, page 2.

6 Ibid, page 7.
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� do not specify the services and facilities to be provided in return for the aeronautical
charges;

� do not include any performance standard obligations on the airport; and

� contain exclusions of liability on the part of the airport, including liability for
negligence, delays or failure to supply any of the services.

8.1 Box 1: Some examples of recent changes (or proposed changes) in
airport charges

Sydney Airport Aeronautical Charges: Sydney Airport is the only major airport in Australia where
aeronautical charges are not regulated by a CPI-X price cap.  Sydney Airport is subject to price
surveillance (but not a CPI-X cap) where the airport must inform the ACCC of any proposal to
increase aeronautical charges.  In October 2000, Sydney Airports Corporation Limited (SACL)
informed the ACCC of its intention to more than double aeronautical charges at Sydney Airport.

Fuel throughput levy: Brisbane and Perth airports recently introduced a fuel throughput levy payable
by the major oil companies utilising a pipeline across the airport – the levy was passed-on to the
airlines.  The levies proposed were in addition to already commercial rates of rental paid by the fuel
companies for the right to run the pipeline across airport land.  No additional service or benefit was
received or proposed for the additional charge.  The pipeline and all associated infrastructure is
owned, operated and maintained by the oil companies.  The only service provided by the airports is a
licence to access airport land, for which the fuel companies already pay a fixed licence fee.  As
observed by the ACCC, the fuel throughput levy was unrelated to any cost increases at the airport.
The ACCC has recommended the introduction of a price cap on refuelling services.

Taxi access charges: Brisbane, Perth and Canberra airports have introduced and Melbourne airport has
proposed new charges payable by taxis accessing the airport terminals, without any corresponding
reductions in aeronautical charges.  In the case of Brisbane and Perth, no additional infrastructure was
provided.  The airports assert that these taxi charges are not included under the CPI-X price cap.  The
ACCC disagrees.

Staff car parking charges: SACL recently increased staff car parking charges at Sydney Airport by in
excess of 300%.  This was done with limited consultation with affected parties.  Staff car parking is a
monitored service.

Necessary new investment proposals: Many airports have sought to increase aeronautical charges to
recover amounts claimed to be 'necessary new investment'.  The proposals are assessed by the ACCC.

NB Further examples of substantial price increases and other monopoly behaviour of
airports will be provided in individual airline submissions.

9  What services should be regulated?

As discussed in section 4, airports compete in a cluster market for the supply of a range of
services required by airport users and particularly airlines.  As a result, the airport’s market
power extends across the package of services provided.   It, therefore, makes little sense
placing a regulatory constraint on the price of one of the elements of the package without
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placing a constraint on the price of the others.   As these services are purchased as a package,
constraining the price of one of the elements will simply result in a higher price for one or
more of the other elements.  In order to address the market power (and associated efficiency
loss) the regulation must encompass the package and it is for this reason that BARA believes
that the single till approach (or something similar) should be adopted.

10  What airports should be regulated?

As noted above, in their capacity as international carriers, BARA members use services
provided by seven airports in Australia - Adelaide, Brisbane, Cairns, Darwin, Melbourne,
Perth and Sydney airports.

In terms of determining which of these airports should be regulated two issues are particularly
relevant.

First, is the market power of any of the airports constrained, either by competition or the
countervailing power of customers?  As discussed in sections 4 and 5, the geographic markets
in which airports compete are location specific.  Furthermore, other modes of international
travel (ie shipping) are not substitutable with air travel.  Accordingly, the market power of
airports is not constrained by competition.  Furthermore, the market power of airports is not
constrained by countervailing power.  As a result, regulation is the only means to remedy the
market power of airports.

Secondly, it is necessary to consider whether the likely size of any gains from regulation will
outweigh the cost of regulation.  It is recognised that regulation is not costless.  The costs are
of two types:  administrative costs and the costs from adversely affecting economic
incentives.

However, in the case of airports, BARA believes that the gains from regulation are likely to
be substantial or, in other words, the welfare losses from failing to regulate airports will be
very large.  This is because airports represent bottleneck facilities within Australia’s
international transportation system.  The efficiency of Australia’s international transportation
system has enormous implications for the efficiency of the Australian economy generally.
Inefficiency in the provision of airport services is likely to have a significant impact on the
quality of air transport services generally and a corresponding large impact on the Australian
economy.  In contrast, the likely costs of regulation are not large.  Airports are relatively
discrete businesses and are not characterised by significant technological advances.
Accordingly, the risks of adversely affecting economic incentives are not great.

Futhermore, in weighing up a decision to change the current regulatory framework in any
significant way, consideration must be given to the costs of doing so.  These are likely to be
substantial.  Continual changes in regulation make decisions to invest in airport and airline
services more risky.  These investments are long term.  Furthermore, the airlines and the
privatised airports have spent the last four years adjusting to the current regulatory regime.  In
BARA’s view this regime is just beginning to be understood and operate effectively.
Changing the regime will incur another significant period of adjustment.
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Unless there are clear failures with the current regulatory regime the benefits are unlikely to
outweigh the costs of adjusting to a new regime.    There is a clear responsibility on those
advocating change to make the case that the benefits outweigh the costs.
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Appendix 1:  List of BARA Members

Aeroflot Russian International Airlines

Aerolineas Argentinas

Air Caledonie International

Air Canada

Air France

Air India

Air Mauritius

Air Nauru Corporation

Ansett Australia/Air New Zealand

Air Niugini

Air Pacific Limited

Air Vanuatu

Alitalia

All Nippon Airways Company Limited

American Airlines

Asiana Airlines

Asian Express Airlines

British Airways

Cathay Pacific Airways Limited

China Eastern Airlines

Emirates

Egypt Air

EVA Airways Corporation

FedEx Corporation



BARA submission to the Productivity Commission

17

Garuda Indonesian Airways

Gulf Air

Japan Airlines

KLM-Royal Dutch Airlines

Korean Air

Lauda Air

Lufthansa German Airlines

Malaysian Airline System

Olympic Airways

Philippine Airlines

Polynesian Airlines

Qantas Airways Limited

Royal Brunei

Scandinavian Airlines System

Singapore Airlines

Solomon Airlines

South African Airways

Sri Lankan Airlines

Swissair

Thai Airways International

Turkish Airlines Inc

United Airlines

Vietnam Airlines


