	
	


	
	



1
About the inquiry
The main purpose of airports is to enable aircraft to land and take-off, facilitating the movement of people and freight. Beyond that, there are significant differences between airports. Some airports:

· are unstaffed aerodromes, with rudimentary facilities catering to infrequent general aviation

· are ‘end’ destinations catering predominantly to the (often price-sensitive) tourism market 

· are near population centres, but separate from capital cities, sometimes becoming hubs for low‑cost carriers 

· are essential, national gateways with associated clusters of aeronautical and non‑aeronautical business services 

· develop into an airport-centred economic region (or ‘aerotropolis’) with substantial employment in not only airport services, but also in commercial activities.
Airports also differ in their forms of ownership (local or state government, or private), proximity to other airports (for example, Brisbane, Archerfield and Gold Coast) and their sensitivity to economic conditions (budget tourism versus business travel). A particularly important area of difference is the scale of the airport footprint and its capacity to expand (which can be constrained by its proximity to either urban settlement or geographic features), including diversification into large‑scale non-aeronautical commercial development. 

These differences are critical to the economic regulation of airport services. In general, the larger the airport, the greater the potential for tensions between it, its key stakeholders — the airlines — and also surrounding communities. A privatised airport will seek to maximise its return on investment and to undertake new investment necessary to grow passenger numbers and freight volumes. Some airlines will similarly seek to increase passenger numbers, others will be more focused on yield, and dominant carriers are likely to seek to entrench themselves at their hub airports and oppose airport investments that increase airline competition. People in surrounding communities (and their elected representatives) are sensitive to noise and air pollution and traffic congestion. On the other hand, state and territory governments may simultaneously encourage investment around airports because of their economic benefits, while confronting the planning independence of federally-leased airports and the budgetary challenges of building infrastructure to support growth.

The economic regulation of airport services in Australia has evolved within this context of differing airport characteristics and competing interests. 
1.1
Background to the inquiry

In 1997, the Australian Government began privatising the 22 airports then operated by the Federal Airports Corporation (FAC), concluding with the sale of Sydney airport in 2002. 

The Government recognised that some major airports
 had significant market power, which they could potentially use to unduly inflate their charges, or to allow service quality to deteriorate. Consequently, privatisation was accompanied by airport‑specific price regulation — then comprising price notification, price monitoring, price caps and special provisions for ‘necessary new investment’ and quality of service monitoring. These measures were additional to the prevailing general competition laws, applicable to all industries.
In 2002, a Productivity Commission inquiry into the price regulation of airport services determined that market power concerns did not warrant such heavy-handed regulation. The Commission concluded that the potential costs of the price control regime were compounded by the severe information problems confronting the regulator. The upshot was a significant risk of regulatory failure, leading to distorted production decisions and, in particular, a ‘chilling’ of airport investment decisions.  

The Commission recommended that price caps and price notification of aeronautical services be replaced with light-handed regulation as a ‘probationary regulatory package designed to facilitate the transition to a more commercial environment, while providing credible constraints on the use of market power’ (PC 2002a, p. XLV). This recommendation was implemented, with light-handed regulation largely consisting of price and quality monitoring of aeronautical services at Adelaide, Brisbane, Canberra, Darwin, Melbourne, Perth and Sydney airports. The exception to this was (and still is) the price notification arrangements for regional air services using Sydney airport. 

A further Commission inquiry, in 2006, concluded that light-handed regulation had delivered important benefits and that the regime should continue with some changes, including the excision of Canberra and Darwin airports from coverage. Accordingly, since 2007, price and quality monitoring of aeronautical services has applied to five airports: Adelaide, Brisbane, Melbourne, Perth and Sydney. In 2008, the Government directed the Australian Competition and Consumer Commission (ACCC) to formally monitor car parking prices, costs and profits at these airports as a separate undertaking. Car parking has been monitored continuously since 1997, but was previously encompassed in the general monitoring program.
In the 2009 National Aviation Policy White Paper (DITRDLG 2009a), the Government confirmed that the price and service quality monitoring would continue and announced a new, second tier self-administered price and service quality monitoring regime for Canberra, Darwin, Gold Coast and Hobart airports. Other airports, including those not regulated under the Airports Act 1996 (such as Cairns), were encouraged to adopt web-based reporting of customer satisfaction measures and outcomes. 
In line with its annual reporting responsibilities, in March 2010, the ACCC released the 2008‑09 Airport monitoring report (ACCC 2010a). In the press release that accompanied the report, the ACCC observed that Sydney airport had increased profits at the expense of the quality of its services, and also expressed concerns about monopoly pricing for car parking: 

This year's report has found the performance of Sydney Airport to be of greatest concern. The indications are that Sydney Airport has increased profits by permitting service quality to fall below that which the airlines reasonably expect … 
The indications are that car parking prices likely reflect an element of monopoly rent. At least some car parking charges increased at all of the monitored airports during the 2008‑09 financial year, or since then. The ACCC has observed that some airports may affect the cost or convenience of potential alternatives to on-airport parking, which could contribute to the high margins reported for on-airport car parking. (ACCC 2010b, p. 1) 

In light of these concerns, the Government announced that it would bring forward the scheduled review of the economic regulation of airports:
We had announced previously … that the Productivity Commission would do a review in 2012. As a result of this ACCC report, I have asked the Productivity Commission to bring that forward to as soon as possible. (Albanese 2010, p. 1)

The ACCC subsequently restated its concerns in its 2009‑10 Airport monitoring report (ACCC 2011a), released after this inquiry commenced. Its submission to this inquiry synthesises concerns from the two most recent monitoring reports, which states:

… indications that Sydney Airport has increased profits by permitting service-quality levels to fall … It seems that the timing of Sydney Airport’s upgrade of the international terminal … might have been (inefficiently) delayed, and there was inadequate maintenance before this time. … it is possible that Brisbane Airport has been earning monopoly rents for airport parking as a result of inefficiently delaying investment. … Melbourne Airport seems to impose excessive levies on, and limit the service offering to, off-airport parking and private bus operators. (sub. 3, pp. 11, 27, 28)

At the same time, concerns have also arisen about land transport access to airports, including interfaces with surrounding state, territory and local government planning regimes and infrastructure provision:

[Airports] are vital transport hubs operating in multi-layered local, state, national and international transport networks. Ensuring ease of access to our airports is therefore critical for the end-to-end value chain. Whether for business or leisure, a journey never ends at the airport.
At present, land transport access to our major airports is problematic. Planning and investment in land transport to airports has not kept pace with the rapid growth in airport passenger traffic over the last decade. … When investment has occurred, it has often fallen short of meeting the needs and requirements of both airline travellers and airport employees. … Transport demand around airports however, is not solely generated by the aviation sector — airports are often located beside key metropolitan arterial roads which carry heavy commuter traffic to the CBD. ... These factors have led to severe road congestion in and around airport precincts. (Tourism and Transport Forum, sub. 53, Booz & Company attachment, p. 6)
As discussed below, land transport access issues have been included in the terms of reference for this inquiry. 
1.2
The Commission’s task

The Australian Government asked the Commission to report on the effectiveness of the current economic regulatory regime for airport services, centering on three main objectives: 

· promoting the economically efficient and timely operation, use of and investment in airports and related industries

· minimising unnecessary compliance costs

· facilitating commercially negotiated outcomes in airport operations.

The focus of the inquiry is on: 
· aeronautical services and facilities provided by airport operators

· passenger-related aeronautical services and facilities provided by major airline tenants

· land transport facilities providing access to the airports.

An overarching concern of the inquiry — reflected in the terms of reference — is the need to balance the ability for airports to price, operate and invest in infrastructure in an efficient and timely manner, with the effectiveness of remedies aimed at deterring and dealing with potential abuses of market power. In looking at this issue, the Australian Government asked the Commission to examine the economy-wide costs and benefits and distributional impacts of the regime. Distributional concerns focus on the share of resources between different groups within society, rather than the wellbeing of society as a whole. Specifically in the context of airport regulation, the focus is typically on the distribution between:
· consumers: that is, passengers or end-users of other airport services

· airlines: that is, the major operators of regular public transport air services. Returns obtained by airlines will flow back to their financial owners. The two major domestic airlines in Australia are Qantas and Virgin Australia. While both face restrictions on their total level of foreign ownership, nonetheless overseas interests own significant shares in these businesses. Further, international airlines that operate in Australia have a variety of ownership structures, including some sovereign-owned airlines
· airport operators: that is, the companies that hold airport leases and are responsible for the operation of airports and their land. Major airports in Australia are mostly owned by Australian superannuation funds, who manage the retirement savings of Australian workers. 
Beyond these three major groups, further relevant groups include other intermediate users of airport land and services (such as fuel or freight providers, or hotel owners); those who live, work or commute near airport land; and taxpayers who, through governments of all levels, fund infrastructure and services affected by airport operations. 
Scope of the inquiry
The terms of reference direct the Commission to focus on main passenger airports in Australia’s major cities. As such, the Commission has primarily examined the five currently monitored airports (Adelaide, Brisbane, Melbourne, Sydney and Perth). Nevertheless, other airports — including those covered by the second tier monitoring regime (Canberra, Darwin, Gold Coast and Hobart), as well as airports with substantial levels of regular public transport (such as Cairns) — come within the scope of this inquiry when evaluating the current regime and assessing whether its coverage is appropriate. Further, as specified in the terms of reference, the Commission has also considered the performance of a number of overseas airports. 
The terms of reference also specify that two particular aspects of the regulatory regime for airports are outside the scope of this inquiry, namely the: 

· regulatory price cap and price notification regime for regional air services into and out of Sydney airport

· second tier self-administered monitoring regime for price and quality of service. 

The full terms of reference are reproduced at the front of this report.

1.3
The Commission’s approach

The Commission’s approach to this inquiry takes into account the matters specified in the terms of reference and is ultimately directed by the general policy guidelines in the Productivity Commission Act 1998 (Cwlth). Among other things, section 8 of the Commission’s Act directs it to:

(a) improve the overall economic performance of the economy through higher productivity in the public and private sectors in order to achieve higher living standards for all members of the Australian community

(b) reduce regulation of industry where this is consistent with the social and economic goals of the Commonwealth Government

(c) encourage the development and growth of Australian industries that are efficient in their use of resources, enterprising, innovative and internationally competitive.

In pursuing these objectives, the Commission is to recognise the interests of the community generally, as well as those (such as consumers or industries) likely to be affected by its proposals. 

Key stages in the Commission’s approach have been to: 

· identify the objectives of economic regulation of airport services, including any policy-relevant problems that may necessitate regulatory intervention (such as the potential abuse of market power)
· evaluate the performance of, and outcomes from, the existing regulatory arrangements

· investigate any necessary modifications or alternatives to the current regulatory regime that could address identified deficiencies

· recommend options for future regulation (if any) that are likely to yield the greatest net benefits to society as a whole. 

Reflecting this approach, there are five parts to this report:

Chapters 1 to 5 provide context for the Commission’s analysis with a description of Australia’s major airports, the regulations that apply to them, their performance in an international context, and the framework for analysing issues of market power. 

Chapters 6 to 8 analyse the outcomes at the monitored airports for a range of issues including investment, price, quality of service and commercial negotiations.
Chapters 9 and 10 formulate the appropriate future regime for the economic regulation of airport services and improvements to the monitoring regime.

Chapters 11 and 12, analyse the outcomes for car parking, and ground transport access, formulate the future regulatory settings in the market for ground transport access to the airports, and examine broader planning and transport integration issues.

Finally, chapter 13 examines a range of broader aviation policy areas related to the core economic regulation of airports. 

Terminology

In preparing this report, the Commission has focussed on the economic impact of the existing, and proposed future, regulatory regimes. Specifically, the Commission has used the terms ‘misuse’ or ‘abuse’ to refer to instances where market power could be exercised in a way that leads to a negative impact on the Australian community as a whole. 
As such, the Commission’s use of ‘misuse’ or ‘abuse’ should not be interpreted as a judgment as to whether a party is guilty of a legal offence (such as ‘misuse of market power’ under section 46 of the Competition and Consumer Act 2010 (Cwlth)).

1.4
Conduct of the inquiry

In preparing this report, input was sought from a broad range of key stakeholders. The Commission:
· met informally with major and regional airlines, major airports, transport providers, Australian and international academics and Australian, state, territory and local government officials (listed in appendix A) 

· released an issues paper on 25 January 2011 outlining a range of matters on which it was seeking comment and information from participants. 142 submissions were received — 82 prior to the release of the draft report, and a further 60 in response to it (appendix A) 

· held roundtables in Canberra and Sydney with representatives from airports and airlines. 
The Commission released its Draft Report Economic Regulation of Airport Services on 22 August 2011. It sought further submissions on the proposals in that report, held public hearings in Melbourne and Canberra, and held roundtables in Sydney.
As well as information from participants, the Commission has drawn on past Commission inquiries (and submissions to them), the ACCC’s monitoring reports and academic literature on the regulation of airports (including comparisons with foreign airports). 
�	At the time, these consisted of those airports identified in the Airports Act 1996 (Cwlth) as ‘core�regulated airports’, namely: Adelaide, Alice Springs, Brisbane, Canberra, Darwin, Gold Coast, Hobart, Launceston, Melbourne, Perth and Townsville. Sydney airport was also considered a core regulated airport but, due to its different time of sale, was subject to separate, but similar, regulations. 
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