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The OECD Competition Committee debated competition policy and international airport
services in June 1997. This document includes an executive summary, an analytical note by
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Commission, Germany, Hungary, ltaly, Japan, Korea, Norway, Poland, Sweden,
Switzerland, the United Kingdom, the United States and BIAC, as well as an aide-memoire
of the discussion.

Although airlines have long sought to enter alliances, an important new development in the last decade has
been the crystallization of international airline alliances around major airline groupings. The scope and nature
of these alliances differ, but there is a tendency towards deeper alliances involving co-operation on all aspects
of the airline business. These super-alliances are coming as close to actual mergers as aviation’s Byzantine
regulations allow, raising fundamental questions for competition policy-makers and enforcers.

Alliances have the potential both to enhance the level and quality of services offered to consumers and to
significantly restrict competition. Why do airlines seek to enter such alliances? What are the benefits to the
airlines or consumers? How do alliances restrict competition? What is the role played by frequent-flyer
programmes and other loyalty schemes? What remedies should competition authorities consider to alleviate
the harmful effects of alliances? What is the appropriate role for international co-operation between
authorities?
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FOREWORD

This document comprises proceedings in the original languages of a Roundtable on Competition
Issues in the Allocation of Airport Take-Off, Landing Slots and Ground Handling Services which was
held by the Working Party n°2 of the Committee on Competition Law and Policy in June 1997.

This compilation which is one of several published in a series named “Competition Policy
Roundtables” is issued to bring information on this topic to the attention of a wider audience.

PREFACE

Ce document rassemble la documentation dans la langue d'origine dans laquelle elle a été
soumise, relative a une table ronde sur les probléemes de concurrence dans l'attribution des créneaux
horaires de décollage et d'atterissage et concernant les services au sol aéroportuaires. Cette table ronde
s'est tenue en juin 1997 dans le cadre du Groupe de travail n° 2 du Comité du droit et de la politique de la
concurrence.

Cette compilation qui fait partie de la série intitulée “les tables rondes sur la politique de la
concurrence” est diffusée pour porter a la connaissance d’un large public, les éléments d’'information qui
ont été réunis a cette occasion.

Visit our Internet Site -- Consultez notre site I nter net

http://www.oecd.or g/daf/ccp
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EXECUTIVE SUMMARY

Looking back over the discussion and the country submissions, the following points emerge:

Regulatory concern over airports (and therefore of dots) stems from a lack of inter-airport
competition at many major cities. Restrictions on inter-airport competition should be eliminated.

The provision of air services between any two given cities requires two complementary inputsin
fixed proportions - aircraft services (flights) and airport services (including take-offs, landings
and ground-handling services). As aresult, if there is to be effective competition (in the absence
of government intervention) in the market for air transport services, there must be adequate
competition in both of these markets."

For example, if there is limited competition between airlines, enhancing competition between
airports (or regulatory controls on airport market power) alone will not reduce the prices faced
by consumers, as the market power that was previously exercised by the airports will simply be
transferred to the airlines. Similarly, if there is limited competition between airports (and no
other regulatory controls), enhancing competition between airlines alone will not reduce the
prices faced by consumers, as the market power previously exercised by the airlines will be
transferred to the airports.

Therefore, afirst step in the promotion of competition in air transport is the promation, as far as
possible, of inter-airport competition. In particular, restrictions on the establishment of new
and/or privately-owned airports should be eliminated. Where there are two or more airports
serving the same city, they should not be under the same private ownership or control.

However, there are certain economies of scale in the provision of airports. Relatively few cities
are served by two or more airports. In general, inter-airport competition is relatively limited.
Partly as aresult, partly for historical reasons, airports around the world are subject to significant
state intervention, both in the form of regulation and in the form of state ownership.

A profit-maximising, independent airport has strong incentives to allocate take-off and landing
rights and to invest in new capacity efficiently.

A profit-maximising airport has strong incentives to take whatever actions are necessary to
ensure that it is able to extract the maximum revenue possible from each take-off and landing.
As is well-known, this involves charging according to the demand elasticity of the service for
which the take-off or landing will be used. This would certainly involve charging more for the
right to take-off or land at peak times. It may further involve careful price discrimination
between different carriers operating different aircraft or different routes’ It may also involve
holding auctions to ensure that the rights are allocated to those airlines which value them most
highly.

When a particular collection of take-off and landing rights is more valuable than individua
rights on their own, the airport can package these together and sell them as a bundle which is
caled a “slot” (the equivalent of the “season ticket” in football). If the airport determines that
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airlines value the certainty that comes from holding such aright indefinitely (due to the need to

make investment in a particular route) the airport could offer the right in perpetuity (an
“infinitely-lived” slot). Otherwise, where airlines value the flexibility of being able to change
their routes without the potential liability of having to find a buyer for a slot, the airport could
offer slot “leases”. If the presence of a secondary market will make the slots more valuable to
the airlines (as it offers them liquidity), the airport can facilitate the establishment of that
market. However, the presence of a secondary market may make price-discrimination more
difficult. Indeed, it might be efficient, in such circumstances, for the airport to seek to suppress,
as much as possible, subsequent trades between airlines.

In any case, the airport will face the right incentives to set the charges for the take-off and
landing rights and the associated institutional arrangements efficiently.

In addition, of course, the airport (and other entrepreneurs), being able to observe the marginal
value of an extra take-off or landing right will have strong incentives to invest in new capacity
(in the form of new runways, new buildings, improved air-traffic control services, or an entirely
new airport) at the appropriate time.

Lastly, and importantly, this result remains true even if the airport has market power, provided
the airport can charge, for example, through a system of two-part charges. If the airport can use
two-part charges, it can maintain the “variable” component low to encourage airlines to make
use of its services, while extracting any available monopoly rent through the “fixed” component
of the charges.

. Regulatory concern over the allocation of dots or investment in new capacity only arises
because of either (i) weak, or imperfect incentives on airports as a result of imperfect regulation
or state ownership or (ii) vertical relationships between airports and airlines.

It is clear that where there is a vertical relationship between and airport and an airline, and the
airport is price regulated, the airline may have strong incentives to attempt to exclude other air
carriers from access to the airport, which may need to be addressed through regulatory controls
(such as the “essential facilities” doctrine).

However, regulatory concerns over slot allocation also arise at a number of airports where there
is no vertical relationship with airlines. A profit-maximising airport has efficient incentives to
allocate slots and expand capacity efficiently. In this case there would be no regulatory concern
over the allocation of slots. However existing airport regulation distorts the incentives on
airports to allocate slots efficiently, perhaps by limiting the incentives on the airport to engage in
profit-maximising behaviout Regulatory concern over slots is a response téathee of other

forms of regulation.

In particular, regulatory intervention in the allocation of slots may:
- make more transparent the number of available slots and the use of those slots, in order to
make it more difficult for incumbent airlines to prevent access by new airlines (on the basis

of lack of capacity); and

- encourage, through administrative means, an allocation of slots which might have arisen if
airports has appropriate incentives to price discriminate efficiently between flights.
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Where there is adequate inter-airport competition, regulatory controls on airports should be
removed so that airports face appropriate economic incentives. Where it is not possible to rely
on inter-airport competition, vertical relationships between airports and airlines should be
avoided; regulation on airports should be improved so that airports face efficient incentives in
the setting of charges and in rationing access to take-off and landing rights.

Where there is adequate inter-airport competition, we need not be concerned about airport
charges or vertical relationships between airports and airlines. Airports should be given the
incentive (through, say, privatisation, franchising or long-term leasing) and the ability (through
removal of regulatory controls) to set efficient charges.

Where there is not adequate inter-airport competition (as seems likely) the situation is more
difficult. Although there are certain economies of scope in the joint operation of airports and
airlines, these seem to relate primarily to the provision of ground services. This can be addressed
by permitting airlines to provide certain ground facilities and services themselves. There is a
certain amount of co-specialisation between airports and planes (for example, investment in
sophisticated landing systems), but such systems are typically standardised at the international
level. As a result, the costs of separating the airport infrastructure from aircraft operators are
relatively small. On the other hand, such separation greatly simplifies the regulatory issues
associated with airports. Therefore, vertical relationships should be avoided.

Although, where there is inadequate inter-airport competition, airports will need some form of
regulatory controls, such controls need not interfere with the incentives of the airports to set
efficient take-off and landing charges, etc. For example, the regulatory controls might fix a
ceiling on a basket of charges, but allow the airport operator flexibility within the overall basket
(i.e., “price-cap” regulation).

Where, for whatever reason, it is not possible to establish efficient incentives on airports, the
dlot allocation process should be regulated. Sots should be allocated using market processes, in
both the primary and secondary markets, subject to competition law.

In some circumstances, it may not be possible (at least in the short-term) to establish efficient
incentive arrangements on airports. In this case, as a second-best, it may be preferable to
regulate the slot allocation process directly.

In general, market allocation processes are preferred over administrative allocation processes.
Slots should be allocated to those who value them most highly (subject to the usual controls over
concentration found in competition law). This outcome is more likely to be achieved through
market processes than through administrative allocation. Although establishing a secondary
market in slots would make price-discrimination by the airport operator more difficult, in a
circumstance where the airport operator either cannot price-discriminate or does not face
incentives to do so efficiently, this is not a primary concern. All slots should be able to be traded
in the market, including those held by new entrants, regional carriers and international operators.

In particular, requirements that slots can only be swapped, without associated cash payments,
should be abolished. As the UK submission notes “bans on the buying and selling of slots is ...
an extremely clumsy and inefficient means of obtaining the objective [of preventing the
expansion of dominant airlines]... whilst they prevent a dominant airline expanding it also limits
the potential for successful and low cost airlines which are not dominant from increasing their
market share.”
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In principle, the establishment of a secondary market in slots is sufficient for efficiency. Even if
the dlots are given away for free in some initial alocation, provided transactions costs are low
enough, an efficient outcome will still result. Giving away the slots for free does provide a
windfall gain to the recipient airlines but does not result in a subsequent competitive advantage.

Where thereis no secondary market (for example, where inter-airline trades are not allowed), the

primary market is particularly important. In particular, certain numbers of slots should not be put

aside for certain categories of operators (such as “positive discrimination” schemes favouring

new entrants or regional airlines). Doing so increases the probability that slots will be used by
less efficient airlines.

Anti-competitive concentrations of slots should be prevented in the same manner as anti-
competitive concentrations of any other business assets. Establishing a market for slots will not
necessarily erode any existing dominance. Network effects are strong in the airline industry,
making small-scale entry difficult. Barriers to entry may remain high and a dominant position
may persist indefinitely. Concerns over this persistence of dominance do not merit additional
intervention in the slot market (over and above normal competition law restraints). Instead,
regulatory action should seek to reduce the barriers to entry by removing obstacles to airport
expansion, or the establishment of new airports.

. The hoarding problem, which is exacerbated by existing regulatory arrangements, should be
controlled through competition law. Sot rights should probably be infinitely lived. The use-it-or-
lose-it rule here, asin other sectors, produces inefficient outcomes.

Present arrangements may exacerbate the hoarding problem. The market price for a slot
represents its value to the next-best user of a slot. This is the opportunity cost to society of an
airline holding a slot. Where there is no primary and/or secondary market for slots airlines do
not face this opportunity cost. As a result, they may choose to hold slots even when doing so is
socially inefficient. In other words, present arrangements, which in many countries restrict the
existence of the secondary market, may exacerbate the problem of hoarding (which is then
addressed through other regulatory controls, such as the use-it-or-lost-it rule).

The introduction of a market for slots will not, however, completely eliminate the hoarding
problem. As the UK submission notes: “There is no incentive to hoard slots under a perfectly
competitive market system where the price reflects the expected present and future value of the
asset. However, if the market for slots is not perfectly competitive, e.g. because the initial
allocation of slots creates a dominant airline at a congested airport, airlines may well prefer to
use their slot on a low profit route rather than risk selling to a rival who could then enter on the
airline’s most profitable routes. ... Although a market based system may not entirely eliminate
hoarding one of its principal benefits is that it greatly reduces the incentive to under-utilise slots
which it does by increasing the opportunity cost of airlines using slots in an inefficient manner.
‘Hoarding’ can also be nearly eliminated in a market based system if dominant airlines are able
to place covenants on the sale of slots (or lease or franchise them) so that they do not fall into the
hands of rivals who might engage in head-to-head competition.”

Airlines make substantial specific-investments in their timetables. Inevitably, when a slot has a

finite life, the incentives to invest in that slot will diminish as the end of the slot life approaches.
This problem can be overcome by making slot rights infinitely-lived. The terms and conditions

10
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of these slot rights will need to clearly specify rights in the event of say, closure of the airport,
but these problems are not insurmountable.

Under the use-it-or-lose-it rule, an airline must use a dlot, or it returns to the issuer. Clearly,
depending upon the costs and difficulties of collecting together al of the inputs necessary to

operate a successful airline, there may be times when an airline may seek to acquire slots

without immediately using them (for example, the airline may be a new entrant seeking to

acquire a “viable bundle” of slots before commencing operations). To force such an airline to
“use” the slots gives rise to various inefficient forms of behaviour (such as retaining unprofitable
routes simply to continue to keep the slot utilisation up). Provided the airline faces the full
opportunity costs of holding slots (as discussed above) it should not be prevented from acquiring
slots before using them.

In the case of services provided at airports (ground handling services and other commercial
operations), airports should be required to introduce competition as far as that is possible. To
the extent that it is not possible, airport price regulation should control the prices charged by
these complementary services.

Of course, where there is inadequate inter-airport competition, the market power of airports
extends, not just to take-offs and landings, but also to any other complementary services for
which there are no suitable substitutes. In particular there are two important categories of
services for which competition may be limited - ground-handling services (including passenger
handling, baggage handling, flight catering and aircraft maintenance) and airport retail services
(including retail shops, restaurants and services such as car rentals, taxis, etc.).

In each case, the airport operator (depending on the ownership/regulatory arrangements) may
have strong incentive to exploit its market power by limiting competition and extracting rents,
with regard to these services.

Although it is, in principle, possible to control the prices charged by the airport for these
services, in general it is better to foster competition wherever possible. Therefore, as a first
choice, it is desirable to encourage the airport operator to allow as much competition as space
will allow (and, indeed to expand capacity to allow further competition in some circumstances).
In other words, airports should be encouraged to introduce several competing ground handling
operators, airport restaurants, airport retailers, airport car rental agencies, and so on. In some
cases, it may be possible to force this through application of a form of the “essential facilities”
doctrine.

In some cases, airports restrict competition even when there is no clear space constraint. For
example, a number of airports limit the number of taxis that serve the airport (perhaps by only
licensing a certain number to operate at the airport or, equivalently, by charging a fee for the
right to serve the airport). From a competition point of view, such practices are a pure exercise
of market power and are therefore indefensible.

Where true space constraints limit the number of providers of a particular service at the airport,
it may be necessary to directly regulate the airport’'s charges for that service. This can be
achieved by, for example, including the prices for the service within the basket of prices that are
capped. In other words, the “price-cap” should cover both “aeronautical’ services (take-off and
landing charges, ground-handling charges) and other “retail” services (concessions, parking,
taxis, etc.)

11
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NOTES

1 Of course, competition from other transport modes can be an important and effective discipline
and should be encouraged. For the purposes of this note, we will put this issue to one side. In
addition, and importantly, for certain classes of passengers, different cities may be adequate
substitutes for each other. For these passengers the relevant market to consider is the set of all
the airports serving all of the potential origin or destination cities. These passengers are likely to
be protected, to a greater degree, from restrictions on competition in air services at a particular
city.

2 For example, take-off or landing rights could be divided according to which route they are
allowed to serve (as occurs in Japan). Provided the airline can prevent a take-off or landing right
intended for one route from being used to serve another route, this device would allow the
airport to charge different prices according to the route that the slot is serving.

3 For example, through state-ownership or through regulations, such as those in the US, which
require airportsto reinvest all revenues raised within the airport itself.

12
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SYNTHESE

De la discussion qui précéde et des documents soumis par les pays se dégagent les grandes
lignes ci-apres :

. Les préoccupations d’ordre réglementaire concernant les aéroports (et, par conséquent, les
créneaux) tiennent a I'absence de concurrence entre les aéroports dans de nombreuses grandes
villes. Il faudrait lever les restrictions a la concurrence entre aéroports.

La fourniture de services aériens entre deux villes données nécessite deux apports
complémentaires dans des proportions fixes -- les services de transport (vols) et les services
aéroportuaires (notamment les décollages, les atterrissages et les services d’escale). De ce fait, si
I'on veut une concurrence efficace (en I'absence d’intervention gouvernementale) sur le marché
des services de transport aérien, il doit y avoir une concurrence suffisante deuxcesrchés

Par exemple, s’il y a une concurrence limitée entre les compagnies aériennes, le renforcement de
la concurrence entre les aéroports (ou les contrdles réglementaires sur le pouvoir de marché des
aéroports) ne suffira pas a réduire les prix pour les utilisateurs car le pouvoir de marché exercé
auparavant par les aéroports sera simplement transféré aux compagnies aériennes. De méme, s'il
y a une concurrence limitée entre les aéroports (et pas d'autres contrdles réglementaires),
l'intensification de la concurrence entre les compagnies aériennes ne suffira pas a réduire les
prix  pour les utilisateurs, car le pouvoir de marché exercé auparavant par les compagnies
aériennes sera transféré aux aéroports.

Par conséquent, une premiére mesure décisive a prendre pour stimuler la concurrence dans le
transport aérien est de renforcer, autant que possible, la concurrence entre aéroports. En
particulier, il faut éliminer les restrictions a I'établissement de nouveaux aéroports et/ou
d’aéroports privés. Lorsqu'’il y a plusieurs aéroports qui desservent la méme ville, il ne doivent
pas étre placé sous le méme contrdle financier et réglementaire.

Il y a toutefois certaines économies d’échelle dans la fourniture d’aéroports. Il y a relativement
peu de villes qui sont desservies par plusieurs aéroports. En général, la concurrence entre
aéroports est assez limitée. En partie a cause de cela et en partie pour des raisons historigues, les
aéroports sont soumis & une intervention notable de I'Etat, a la fois sous forme de réglementation
et sous forme de patrticipations au capital.

. Un aéroport indépendant qui cherche a maximiser ses bénéfices est fortement incité a attribuer
des droits de décollage et d'atterrissage et a investir dans de nouvelles capacités de maniére
efficiente.

Un aéroport qui cherche & maximiser ses bénéfices, est fortement incité a prendre toutes mesures
nécessaires pour pouvoir tirer le maximum d’argent de chaque décollage et chaque atterrissage.
Pour cela, c’est bien connu, il fera payer une redevance fixée en fonction de I'élasticité de la
demande du service pour lequel le décollage ou l'atterrissage sera utilisé. La redevance sera
certainement plus élevée pour le décollage et I'atterrissage aux périodes de pointe. L'aéroport
peut aussi opérer une soigneuse discrimination par les prix entre différents transporteurs

13
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exploitant différents avions ou différentes lighdspeut aussi procéder a des adjudications de
facon que les droits soient attribués aux compagnies aériennes qui les valorisent le plus.

Lorsqu’un ensemble particulier de droits de décollage et d’'atterrissage a plus de valeur que les
différents droits considérés isolément, I'aéroport peut les regrouper et les vendre en paquet que
'on peut appeler un “créneau” (I'équivalent d’'un “abonnement” au football). Si I'aéroport
estime que les compagnies attachent de I'importance a la certitude que procure la détention d'un
droit pour une durée indéfinie (en raison de la nécessité d’'investir sur une ligne particuliere), il
peut offrir le droit a perpétuité (un créneau a “durée indéterminée”). Autrement, lorsque les
compagnies aériennes apprécient la souplesse qu'offre la possibilité de changer de lignes sans
avoir a trouver un acheteur pour un créneau, I'aéroport peut “louer” les créneaux. Si I'existence
d’'un marché secondaire rend les créneaux plus intéressants pour les compagnies aériennes (du
fait que cela leur donne de la liquidité), I'aéroport peut faciliter la création de ce marché.
Toutefois, I'existence d'un marché secondaire peut, de fait, rendre plus difficile une
discrimination par les prix. En fait, dans ces cas-13, il serait peut-étre judicieux pour I'aéroport
de chercher a supprimer, autant que possible, les échanges ultérieurs entre compagnies.

En tout cas, l'aéroport sera incité a fixer les redevances de décollage et d’atterrissage et les
arrangements institutionnels correspondants de maniére efficiente.

En outre, bien entendu, I'aéroport (et les autres entreprises), étant en mesure de percevoir la
valeur marginale d’'un droit supplémentaire de décollage ou d'atterrissage, sera fortement incité
a investir dans de nouvelles capacités (sous forme de nouvelles pistes, de nouveaux batiments,
de services améliorés de contrdle de la circulation aérienne ou d’'un aéroport entierement neuf)
au moment opportun.

Enfin, et cet aspect est important, cela reste vrai méme si I'aéroport a un pouvoir de marché, a
condition qu'il puisse appliquer, par exemple, un systéme de redevances en deux parties. Si
I'aéroport peut appliquer ces redevances en deux parties, il peut maintenir la composante
“variable” a un niveau peu élevé afin d’encourager les compagnies aériennes a utiliser ses
services, tout en tirant une éventuelle rente de monopole par le biais de la composante “fixe” des

redevances.

. L'attribution de créneaux ou linvestissement dans des capacités nouvelles ne suscite de
préoccupations réglementaires que (i) parce que les incitations offertes aux aéroports sont
insuffisantes ou imparfaites en raison de l'imperfection de la réglementation ou du contréle
financier de I'Etat ou (ii) parce qu'il existe des relations verticales entre les aéroports et les
compagnies aériennes.

Il est évident que lorsqu’il existe une relation verticale entre un aéroport et une compagnie
aérienne, et que les prix de l'aéroport sont réglementés, la compagnie aérienne peut étre
fortement incitée a tenter d’exclure les autres transporteurs de I'accés a I'aéroport, situation qui
peut nécessiter le recours a des contrdles réglementaires (tels que la doctrine des “facilités
essentielles”).

Toutefois, des préoccupations d’ordre réglementaire concernant lattribution des créneaux
existent aussi pour un certain nombre d’aéroports ou il n'y a pas de relations verticales avec des
compagnies aériennes. Un aéroport qui cherche a maximiser ses bénéfices est incité a attribuer
les créneaux et a accroitre ses capacités de maniere efficiente. Dans ce cas, il n'y aurait pas de
probléeme réglementaire pour [attribution des créneaux. Cependant, la réglementation
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aéroportuaire existante fausse les incitations a attribuer les créneaux de maniére efficiente, peut-
étre en limitant les incitations qui poussent l'aéroport a adopter un comportement de
maximisation des bénéficese probléme de réglementation concernant les créneaux résulte de

la défaillancedes autres formes de réglementation.
En particulier, I'intervention réglementaire dans l'attribution des créneaux peut :

- rendre plus transparent le nombre de créneaux disponibles et l'utilisation de ces créneaux, de
sorte qu'il sera plus difficile aux compagnies aériennes en place d’empécher I'acces de
nouvelles compagnies (en arguant du manque de capacité) ; et

- encourager, par des moyens administratifs, une attribution de créneaux qui aurait pu se faire
si 'aéroport était suffisamment incité a opérer une discrimination efficiente par les prix entre
les vols.

Lorsqu’il y a une concurrence suffisante entre aéroports, il convient de supprimer les contréles
réglementaires sur les aéroports de facon que ces derniers soient soumis a des incitations
économiques appropriées. Lorsqu’il n’est pas possible de compter sur la concurrence entre
aéroports, il faut éviter les relations verticales entre aéroports et compagnies aériennes ; il
convient d’'améliorer la réglementation appliquée aux aéroports afin qu’ils aient des incitations
efficaces en matiére de détermination des redevances et de répartition de I'accés aux droits de
décollage et d’'atterrissage.

Lorsqu'il y a une concurrence suffisante entre aéroports, il n'y a pas a se préoccuper des
redevances d’aéroport ou des relations verticales entre aéroports et compagnies aériennes. Il faut
donner aux aéroport des incitations (par voie de privatisation, de franchisage ou de location a
long terme, par exemple) et la possibilité (par la suppression des contrdles réglementaires) de
fixer les redevances de maniére efficiente.

Lorsque la concurrence entre aéroports est insuffisante (comme cela semble probable), la
situation est plus difficile. Bien que I'exploitation conjointe d'aéroports et de compagnies
aériennes permette certaines économies d'échelle, ces derniéres semblent liées principalement a
la fourniture de services au sol. On peut résoudre cette question en autorisant les compagnies
aériennes a fournir elles-mémes certaines facilités et certains services au sol. Il existe une
certaine co-spécialisation entre les aéroports et les avions (par exemple, l'investissement dans
des systemes d'atterrissage trés perfectionnés), mais ces systémes sont généralement
standardisés au niveau international. Par conséquent, les co(ts de séparation de l'infrastructure
aéroportuaire des exploitants d’avions sont relativement faibles. En revanche, cette séparation
simplifie grandement les problémes réglementaires concernant les aéroports. Il faut donc éviter
les relations verticales.

Méme si, en cas de concurrence insuffisante entre aéroports, ces derniers ont besoin d'une
certaine forme de contréles réglementaires, ces contrbles n'ont pas a interférer avec les
incitations qui doivent amener les aéroports a fixer de maniére efficiente les redevances de
décollage et d’atterrissage etc. Par exemple, les contréles réglementaires pourraient plafonner un
panier de redevances, mais laisser a I'exploitant de I'aéroport une certaine flexibilité a I'intérieur
du panier global (réglementation par le “plafonnement des prix”).
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. Lorsque, pour une raison quelconque, il n'est pas possible d'offrir des incitations efficaces aux
aéroports, la procédure d’attribution des créneaux doit étre réglementée. Les créneaux doivent
étre attribués suivant les mécanismes du marché, sur le marché primaire comme sur le marché
secondaire, conformément au droit de la concurrence.

Dans certains cas, il arrive qu'il ne soit pas possible (du moins dans le court terme) d'établir des
systemes d'incitation efficaces pour les aéroports. Dans ce cas, comme solution de pis-aller, il
est peut-étre préférable de réglementer directement la procédure d’attribution des créneaux.

En général, on préfere les procédures dattribution par le marché aux procédures d’attribution
administrative. Les créneaux doivent étre attribués a ceux qui les valorisent le plus (sous réserve
des contréles habituels en matiere de concentration qui sont prévus par le droit de la
concurrence). Les chances d'obtenir ce résultat sont plus grandes avec les procédures
d’attribution par le marché qu’avec les procédures d’attribution administrative. Bien gqu’avec un
marché secondaire des créneaux il soit plus difficile a I'exploitant d’aéroport d'opérer une
discrimination par les prix, s'il arrive que I'exploitant d’aéroport ne puisse pas opérer de
discrimination par les prix ne soit pas incité a le faire de maniére efficiente, cela ne pose pas de
probléme majeur. Tous les créneaux doivent pouvoir s’échanger sur le marché, y compris ceux
des nouveaux arrivants, des transporteurs régionaux et des exploitants internationaux.

En particulier, il faut supprimer les dispositions qui prévoient que les créneaux peuvent
seulement étre troqués, sans paiements correspondants. Comme il est indiqué dans la
contribution du Royaume-Uni, les interdictions d’achat ou de vente de créneaux sont un moyen
extrémement peu commode et inefficace d’atteindre I'objectif (a savoir empécher I'expansion
des compagnies aériennes dominantes) et cela empéche les compagnies non dominantes qui
marchent bien et qui coltent peu cher d'accroitre leur part de marché.

En principe, la création d’'un marché secondaire des créneaux suffit a I'efficience. Méme si les
créneaux sont donnés gratuitement lors d'une attribution initiale, pourvu que les colts de
transaction soient assez bas, le résultat sera satisfaisant. Le fait de donner les créneaux
gratuitement représente bien un avantage inespéré pour les compagnies bénéficiaires, mais cela
ne leur confere pas, par la suite, d’avantage concurrentiel.

Lorsqu’il n'existe pas de marché secondaire (par exemple, lorsque les échanges entre
compagnies aériennes ne sont pas autorisés), le marché primaire est particulierement important.
En particulier, certaines quantités de créneaux ne doivent pas étre réservées a certaines
catégories d'opérateurs (comme les systeme de “discrimination positive” qui favorisent les
nouveaux entrants ou les compagnies régionales). Cela accroitrait les risques de voir les
créneaux utilisés par des compagnies aériennes moins efficientes.

Il faut éviter les concentrations anticoncurrentielles de créneaux de la méme maniére que les
concentrations anticoncurrentielles d’autres actifs des entreprises. La création d’'un marché des
créneaux ne réduira pas forcément une dominance existante. Les effets de réseau sont puissants
dans le secteur du transport aérien, ce qui rend difficile I'entrée de petites compagnies. Les
obstacles a I'entrée peuvent rester élevés et une position dominante peut persister indéfiniment.
Les préoccupations au sujet de cette persistance ne justifient pas une intervention additionnelle
sur le marché des créneaux (en sus et en dega des restrictions habituelles de la Iégislation de la
concurrence). Il faut plutdét chercher a prendre des mesures réglementaires afin de réduire les
barriéres a I'entrée en éliminant les obstacles a I'expansion des aéroports ou a la création de
nouveaux aeroports.
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Le probleme de la rétention de créneaux, aggravé par les réglementations existantes, doit étre
réglé par le droit de la concurrence. Les droits a créneaux doivent probablement étre accordés
pour une durée illimitée. La régle de péremption des droits inutilisés, dans ce secteur comme
dans les autres, donne des résultats peu satisfaisants.

Les arrangements actuels peuvent aggraver le probléme de la rétention. Le prix du marché pour
un créneau représente sa valeur pour le deuxiéme meilleur utilisateur. C’est le cot d’opportunité
gue représente pour la société la détention d’'un créneau par une compagnie aérienne. Lorsqu'il
n'y a pas de marché primaire et/ou secondaire des créneaux, les compagnies n'ont pas a
supporter ce col(t d'opportunité. De ce fait, elles peuvent choisir de conserver les créneaux
méme si cela est inefficient pour la société. En d’autres termes, les arrangements actuels, qui
dans de nombreux pays restreignent I'existence du marché secondaire, peuvent aggraver le
probléme de la rétention (qui est alors résolu a I'aide d’autres contrdles réglementaires, tels que
la régle de péremption des droits inutilisés).

La création d’'un marché des créneaux n’éliminera cependant pas totalement le probleme de la
rétention. Comme il est indiqué dans la contribution du Royaume-Uni, il n'y a pas d'incitation a
conserver les créneaux dans un systeme de marché parfaitement concurrentiel ou le prix reflete
la valeur présente et future attendue de I'actif. Toutefois, si le marché des créneaux n’est pas
parfaitement concurrentiel, par exemple parce que I'attribution initiale des créneaux confére a
une compagnie aérienne une position dominante sur un aéroport encombré, les compagnies
peuvent fort bien préférer utiliser leur créneau sur une ligne peu rentable plutét que de risquer de
le vendre a une concurrente qui pourrait alors entrer sur leurs lignes les plus rentables. Méme si
un systeme régi par les lois du marché ne supprime pas entiérement la rétention, I'un de ses
principaux avantages est de réduire grandement l'incitation a sous-utiliser les créneaux, ce qu'l
fait en augmentant le colt d’opportunité de I'utilisation inefficiente des créneaux par les
compagnies aériennes. La rétention peut aussi étre pratiquement éliminée dans un systéme régi
par les lois du marché si les compagnies dominantes sont en mesure d’'imposer des clauses
spéciales lors de la vente des créneaux (ou de les louer ou de les franchiser) de fagon gu’ils ne
tombent pas aux mains de concurrentes qui pourraient se lancer dans une concurrence directe.

Les compagnies aériennes réalisent d'importants investissements dans les créneaux.
Inévitablement, lorsqu’un créneau a une durée limitée, les incitations a investir dans ce créneau
diminuent & mesure que la fin de la période approche. Ce probleme peut étre résolu si I'on
accorde les créneaux pour une durée indéfinie. Les conditions d’attribution de ces créneaux
doivent clairement préciser les droits en cas de fermeture de I'aéroport, par exemple, mais ces
problémes ne sont pas insurmontables.

Selon la régle de péremption des droits inutilisés, une compagnie aérienne est obligée d'utiliser
un créneau, faute de quoi ce créneau retourne a celui qui I'a attribué. De toute évidence, en
fonction des codts et des difficultés d’obtention de tous les éléments nécessaires a I'exploitation
rentable d’'une compagnie aérienne, il peut arriver qu’'une compagnie cherche a acquérir des
créneaux sans les utiliser immédiatement (par exemple, la compagnie peut étre nouvelle sur le
marché et chercher a acquérir un “paquet viable” de créneaux avant de commencer ses activités).
L'obligation faite a cette compagnie d’ “utiliser” les créneaux peut donner lieu a diverses
formes inefficientes de comportement (telles que le maintien de lignes non rentables dans le seul
but de continuer d'utiliser le créneau). Pourvu que la compagnie supporte intégralement les
colts d’'opportunité de la détention des créneaux (comme on I'a vu plus haut), elle ne doit pas
étre empéchée d’'acquérir des créneaux qu’elle n’'utilisera pas immédiatement.

17



DAFFE/CLP(98)3

. En ce qui concerne les services fournis dans les aéroports (services d'escale et autres activités
commerciales), il faut obliger les aéroports a faire jouer la concurrence autant que possible.
Dans la mesure ou cela n'est pas possible, la réglementation des prix des aéroports doit
permettre de contréler les prix de ces services complémentaires.

Bien entendu, lorsque la concurrence entre aéroports est insuffisante, le pouvoir de marché des
aéroports s’étend non seulement aux décollages et atterrissages mais aussi aux autres services
complémentaires pour lesquels il n'y a pas de substituts appropriés. En particulier, il existe deux
catégories importantes de services pour lesquels la concurrence peut étre limitée -- les services
d’escale (y compris I'assistance aux passagers, la manutention des bagages, la restauration et la
maintenance des avions) et les services de commerce de détail dans les aéroports (boutiques,
restaurants, location de voitures, taxis etc.).

Dans chaque cas, I'exploitant d’aéroport (selon le régime de propriété/ les arrangements

réglementaires) peut étre fortement incité a exploiter son pouvoir de marché en limitant la
concurrence et en tirant des rentes de ces services.

Bien gu’il soit, en principe, possible de contréler les prix pratiqués par l'aéroport pour ces
services, il vaut mieux, en général, favoriser la concurrence chaque fois que possible. Il est donc
souhaitable, en premier choix, d’encourager I'exploitant de I'aéroport a autoriser autant de
concurrence que l'espace disponible le permet (et, de fait, & étendre ses capacités afin de
permettre une plus grande concurrence dans certains cas). En d'autres termes, il faut encourager
les aéroports a faire entrer plusieurs fournisseurs concurrents de services d’escale, plusieurs
restaurants, commercants et agences de location de voitures etc. Dans certains cas, il est peut-
étre possible de les y forcer en appliquant une forme de la doctrine des “facilités essentielles”.

Dans certains cas, les aéroports restreignent la concurrence méme lorsqu’il n’y a pas de manque
d’espace évident. Par exemple, un certain nombre d’aéroports limitent le nombre de taxis qui les
desservent (peut-étre en ne délivrant qu'un certain nombre de licences a cet effet ou, ce qui
revient au méme, en faisant payer une redevance pour le droit de desservir I'aéroport). D’'un
point de vue concurrentiel, ces pratiques sont un pur exercice du pouvoir de marché et sont donc
inadmissibles.

Lorsque de réelles contraintes de capacités limitent le nombre de fournisseurs d'un service
particulier a I'aéroport, il peut étre nécessaire de réglementer directement les redevances que les
aéroports font payer pour ce service. On peut le faire, par exemple, en incluant les prix du
service dans le panier de prix plafonnés. En d'autres termes, le “plafonnement des prix” doit
couvrir & la fois les services “aéronautiques” (redevances de décollage et d'atterrissage,
redevances pour services d’escale) et les autres services “commerciaux” (concessions, parking,
taxis etc.).
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NOTES

Bien entendu, la concurrence provenant des autres modes de transport peut étre une discipline
importante et efficace et elle doit étre encouragée. Pour les besoins de la présente note, nous
laisserons cette question de cbté. En outre, et cela est important, pour certaines catégories de
passagers, différentes villes peuvent se substituer I'une a l'autre. Pour ces passagers, le marché
pertinent a prendre en considération est I'ensemble de tous les aéroports qui desservent toutes les
villes potentielles d’origine ou de destination. Ces passagers seront probablement protégés
davantage des restrictions a la concurrence dans les services aériens dans une ville particuliére.

Par exemple, les droits de décollage et d’'atterrissage pourraient étre divisés suivant la ligne que
le transporteur est autorisé a desservir (comme c’est le cas au Japon). Pourvu que la compagnie
aérienne puisse éviter qu’un droit de décollage ou d’atterrissage destiné a une ligne soit utilisé
pour desservir une autre ligne, ce mécanisme permettrait a I'aéroport de faire payer des prix
différents selon la ligne que le créneau dessert.

Par exemple, du fait du contréle par I'Etat ou du fait de réglementations, comme celles des

Etats-Unis, qui obligent les aéroports a réinvestir la totalité des recettes obtenues dans I'enceinte
de I'aéroport.
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AUSTRALIA

Australian Aviation

Until 1990, the Australian aviation industry was characterised by a ‘two airline’ policy. The
incumbents, Australian and Ansett Airlines, were not challenged by new entry into the Airline industry
because of regulatory restrictions on entry by new industry players. In October 1990, Australia relaxed
this ‘two airline’ policy and a new small competitor, Compass Airlines entered the market. By late 1991,
Compass Airlines had failed to become a true rival to the two incumbent airlines and was forced to cease
business. The results of the (then) Trade Practices Commission’s inquiry into the failure of compass
airlines are discussed in the case studies at the end of this paper.

Airportsin Australia

Australia is currently undergoing reforms of its major airports. This reform is occurring at the
same time as reforms of other major utility industries in Australia, in particular the telecommunications,
electricity and gas industries. Reforms in these industries are occurring in line with the reforms that have
taken place in competition policy in Australia. The ownership of major Australian airports and their
general regulatory framework are in the process of change.

Airport Regulation

The ACCC's Role

The ACCC is the economic regulator for Australia’s major airports. The major tasks associated
with this role are significantly expanded with the privatisation of airports in Australia and recent changes
to competition policy in Australia. The ACCC's regulatory role has been restricted to reviewing changes
in aeronautical charges at major airports. Privatisation of airports and amendments to the Trade Practices
Act which introduce regulation of third party access to essential facilities involve a broader package of
regulatory roles for the Commission involving:

¢ access arrangements;

* a price cap on aeronautical services;

» prices monitoring on aeronautical-related services;

» quality of service monitoring;

» collection and reporting of airport financial accounts; and

» areview of regulatory arrangements in the fifth year of operation of the arrangements.

Access arrangements

Airport services which are provided by significant facilities at an airport and which cannot be
economically duplicated are covered by the new Part IlIA offtlade Practices Act 1974. The Part IIIA
provisions will imply that the terms and conditions of access to these airport services are to be negotiated
between parties seeking access to airport services and the airport service providers in the first instance,
with the Commission being empowered to determine access disputes notified to it. As an alternative to
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this process, airport operators can give access undertakings to the Commission specifying the terms on
which airport services will be made available to airlines and other users of airport services. In making
access determinations and in accepting access undertakings, the Commission must assess the terms and
conditions on which access is provided by an airport against the public interest, including the public
interest in having competitive markets. Access determinations and undertakings are enforceable by the
Commission in the Federal Court.

The Airports Act 1996 includes access provisionsin Part 13. This Part provides for the Minister
for Transport and Regional Development to automatically declare essential services at airports 12 months
after commencement of the lease if an access undertaking has not been approved by the ACCC by that
time.

Prices oversight of airport services

The ACCC will administer a CPI-X price cap on charges for aeronautical services at magjor
leased Federal airports. The price caps apply to aeronautical services from the commencement of leasing.
Under the arrangements there is scope for operators to seek approval for charges for necessary new
infrastructure investment, subject to support from* principal users. The ACCC will also assess new
charges for aeronautical services and any restructuring of the basis of existing aeronautical charges to
ensure the integrity of the price cap is maintained.

The ACCC will undertake formal monitoring of certain airport services which are not covered
by price caps but where airport operators could be expected to exert significant market power. Examples
of the types of services that may be covered by this process include charges for the services of check-in
counters, aircraft maintenance facilities, aircraft refuelling facilities, vehicle access charges and car
parking facilities.

This monitoring process is legislatively based and allows the Commission to collect information
on costs, profits and prices and to report publicly on the results of its findings.

Complementary regulatory provisions

The ACCC will undertake quality of service monitoring at newly privatised airports under
provisionsin the Airports Act 1996. This Act does not provide scope for the ACCC to set the standards of
service at individual airports. The ACCC will be able to report publicly on quality of service outcomes.

Airport operators are required to provide the ACCC with accounts and reports to improve the
transparency of airport operations and assist in the assessment of airport performance.

Review of pricing oversight arrangements

The ACCC will review the prices oversight arrangements for newly privatised airports toward
the end of the first five years of operation. The review will examine the appropriateness of the price cap
applied to aeronautical charges and aim to develop arrangements targeted at those charges where the
airport operator has most potential to abuse market power. A key objective of the review is to ensure that
the aviation industry retains appropriate protection.

22



DAFFE/CLP(98)3

The Role of Commonwealth Minister for Transport

The maor Australian airports are Commonwesalth business entities which are largely self
governing and self regulating and constitutionally immune from the reach of state and local government
laws on matters such as planning, rating, environmental and building controls. Some state and local
government laws do still apply, payroll tax is one example.

The Commonwealth Minister of Transport is responsible for oversight of the major airports and
currently has a role in approving aeronautical (airport) charges in addition to the ACCC and approving
corporate and devel opment plans for the airports.

Under arrangements for newly privatised airports, the Minister of Transport will not have arole
in approving airport charges or oversighting the financia performance of airports.

Newly privatised airports will be required to develop airport master plans and development plans
for significant developments at airports which will be subject to approval from the Minister of Transport.
Building activities on airport sites will also require approval. Privatised airports will be required to
develop environmental strategies which take into account public comments and which are subject to
Ministerial approval.

Certain on-airport activities, such as activities relating to liquor, gambling, smoking, vehicle
movements and commercial trading can be controlled through relevant State/Territory laws or by
Commonwealth regulation under the recent regulatory changes to airports. With respect to privatised
airports, it should be noted that state and local government laws will apply except where there is over-
riding Commonwealth legislation in place, for example, in the case of certain on-airport activities such as
ligquor, gambling, smoking and trading hours.

The Minister of Transport exercises controls which protect the airspace around airports and
which restrict the choice of fire fighting and rescue services. Air navigation and search and rescue
activities are to remain within the responsibility of Airservices Australia, a Commonwealth government
business enterprise which is responsible to the Minister for Transport and Regional Development.

Demand management schemes can be implemented at an airport by the Minister of Transport
[See discussion below under “Management of Airport Take-off and Landing Slots”.]

Ownership

The major airports in Australia are owned and operated by a Federal Government corporation,
the Federal Airports Corporation (FAC). The FAC currently owns and operates 22 airports in Australia
including all the major capital city airports. The only major airport not owned and operated by the FAC is
Cairns airport which is owned and operated by the Cairns Port Authority.

Privatisation of the FAC airports has commenced and is expected to occur over the next few
years. The privatisation involves the offering of long term leases for the airports. Specifically the
Government is offering fifty year leases with an option of a further forty-nine years. New airport
operators for Melbourne, Perth and Brisbane airports have recently been announced with the new
ownership expected to commence from 1 July 1997. These airports will be owned by three separate
airport companies.
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The privatisation arrangements for Australian airports could be said to involve a mixture of
public/private ownership to the extent that the airports have been offered for sale as long term leases
rather than on a freehold basis. The use of long term leases means the airports will continue to be
Commonwealth places and therefore be subject to Commonwealth regulation of certain activities on
airports. The leasing of airports implies that they remain Commonwealth places which has significant
implications for regulation of the airports. In particular the airports will be subject to Commonwealth
regulation, as opposed to State regulatory regimes. The regulatory regime had to be clearly defined before
privatisation to ensure that bidders were sure of the terms and conditions they faced.

The leasing arrangements require the continued use of the sites as airports. The leases are also
subject to a number of other restrictions and controls, including restrictions on the transfer of leases,
restrictions on carrying out non-airport business, restrictions on ownership of airport-operator companies,
control of land use, planning and building and controls related to environmental management.

Control on the ownership of privatised airportsis exercised through the general provisions of the
Trade Practices Act 1974 (S.50) and through specific provisions in the Airports Act 1996. Specific
provisions relating to ownership include restricting foreign ownership of airport companies to a 49 per
cent limit, restricting airline ownership to a 5 per cent limit and limits on cross ownership between
airports. The restriction on cross ownership is set at a 15 per cent for ownership combinations of the
airports of Melbourne, Brisbane, Perth, Sydney and Sydney-West, except the combination of Sydney and
Sydney-West. A party that has more than a 15 per cent equity interest in one of these airports cannot own
more than 15 per cent of another (except the Sydney/Sydney-West combination).

The combined effect of the application of the general merger and asset sales provisions of the
Trade Practices Act and the ownership restrictions of the Airports Act, imply that potentially competitive
airports are unlikely to be jointly owned and that there is vertical separation between airport and airline
operation.

An exception to the above arrangements is the future ownership of Sydney (Kingsford Smith
Airport) and Sydney West airports. Sydney’s second airport is in the planning and development phase.
Sydney and Sydney West airports will be jointly leased to a single airport operator company, though this
is not expected to take place for several years yet. Joint ownership of both Sydney and Sydney-West
Airports is an exception to the cross-ownership rule because Sydney-West is designed to be an overflow
airport for Sydney Airport. Sydney Airport is expected to become capacity constrained in the medium
term (largely due to environmental considerations) creating the need for a complementary facility to
handle additional capacity. A further factor in the decision to allow joint ownership of these two airports
is the consideration that competition between these airports will not lead to an efficient allocation of
traffic between the airports:

« the small geographic area of Sydney airport prevents future on site expansion of that airport
in response to price signals at the airport;

» there are significant noise externalities associated with the airport which also imply
expansion at the same location is undesirable; and

¢ Australia’s major domestic and international airlines, in particular Qantas, would have
significant sunk costs associated with moving operations to another airport.

Financing of capacity expansions

The FAC operates as a commercial entity without public funding or subsidies for its day to day
operations. However, the FAC does, on occasion, receive Commonwealth funding to undertake specific
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projects (for example, a runway extension at Adelaide Airport). The Corporation has paid normal
company income tax since July 1991. It raises funds on the capital market for expansion and development
of facilities across its airport network. Funds have been raised through domestic bonds which are non-
guaranteed.

Newly privatised airports will be expected to raise funds for expansion of capacity in a
commercial manner.

Regulation of accessto airport capacity

This is primarily governed by the application of Part I1I1A of the Trade Practices Act 1974 as
outlined above.

In Australia the main separation between owners of airport infrastructure and the actual airport
operators relates to domestic terminal at major airports. The two major domestic airlines own and operate
domestic terminals under long term leases with the airport operator, the FAC. These arrangements will
continue in the newly privatised airports. The trend with new airport facilities is the development of
common user facilities rather than dedicated airline terminals. This is the case at Brisbane and Alice
Springs airports.

Access arrangements to domestic terminals are governed by specific provisions in domestic
terminal leases which predate the new access arrangement under Part I11A of the Trade Practices Act.

Main features of standard licences for airport operation

Under the arrangements for newly privatised airports the Commonwealth will sell airport |eases.
The sale of three leases has raised a total of A$3.3b, involving A$1.3b for Melbourne Airport, A$1.4b for
Brisbane Airport and A$0.6b for Perth Airport. There are anumber of restrictions governing the | eases:

e a15 per cent cross ownership restriction on pairs of airports formed by Sydney, Melbourne,
Brisbane and Perth, as discussed above in more detail ;

» therewill only be one lease per airport site;

» Sydney (Kingsford-Smith) Airport and Sydney West Airport to be under common ownership;

» airport leases are granted subject to existing interests in the land;

* restrictions on acquisition and transfer of airport leases;

» provisions to allow prohibition of subleases of airport leases and licences relating to airport
leases.

In summary the operation of separate infrastructures within the same airport will be dependent
on existing contractual arrangements and the new single airport operator. Under existing arrangements
Australia’s two domestic airlines operate separate domestic terminals at most airports.

Regulatory framework for airport charges

See above.

Airport charges (landing and take-off charges, aircraft parking charges, passenger processing
charges) are defined as aeronautical charges in Australia. The current regulation of airport prices takes the

form of cost-based prices surveillance by the ACCC. As indicated above, these charges will be subject to
CPI-X price caps at major airports. The price caps are set for a five year period by the Government on
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advice from the ACCC. Airport operators have the flexibility to choose the structure of their individual
charges subject to aeronautical charges in aggregate complying with the price cap. Airport operators will
be free to vary charges by time of day thus allowing peak period pricing in the price cap. It should be
noted though that at airports where the Government institutes a demand management scheme involving
charges for slots (see discussion below) that these charges will be passed through the price cap (i.e. they
will be excluded from the price cap).

Under the current arrangements for FAC airports aeronautical (airport) charges are regulated
under a cost based approach. Sydney Airport (Kingsford Smith Airport) has peak period pricing of
landing charges.

Under the terms of the Chicago convention, to which Australiais a signatory, a country must not
charge foreign airlines more for the use of airports than they charge their own airlines. While this does
not prevent them from charging foreign airlines less than they charge domestic airlines, it does constrain
the forms of price discrimination in which airport operators can engage.

Management of Airport Take-Off and Landing Slots
Slot constrained airportsin Australia

No Australian airport is currently slot constrained, however a proposed framework for sot
management at Sydney Kingsford Smith Airport (KSA) has been developed. The slots system will be
introduced in support of the Government’'s commitment to cap aircraft movements at KSA at 80
movements per hour. It is anticipated that after further refinement of the framework the slots system will
be fully implemented at KSA by March 1998.

The binding constraint

Sydney Airport has a history of departure and arrival delays for aircraft, particularly during early
mornings and late afternoon periods. The congestion problem is associated with peak period cluster
scheduling. The current system does not prevent airlines scheduling a number of different flights at the
same time. This practice of cluster scheduling contributes to delays for passengers on the ground and in
the air.

The introduction of a proposed new traffic system of slot controls is expected to improve airport
efficiency by underpinning schedule reliability. This should deliver substantial time savings to interstate
and international passengers which is particularly important for time sensitive business travellers.

Disgtribution of existing slots among airlines

Not applicable
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Slot allocation decisions

Detailed slot allocation decisions have not been made, however the following system has been
proposed:

National Coordination Committee

- anational body will oversight slot coordination and appoint independent slot coordinators to
sot managed airports. This Committee will not initially be required as KSA is the only
Australian airport currently scheduled for coordination. The KSA Coordination Committee will
undertake the relevant functions.

KSA Coordination Committee
- a KSA Coordination Committee will formulate airport specific scheduling guidelines,
consistent with this policy framework and legislation.

Sot Coordinator
- the slot coordinator will allocate slots for airlines in accordance with guidelines set down by
the KSA Coordination Committee.

Criteria on which dot allocation decisions are made

Detailed slot alocation criteria have not been finalised, however the following arrangements
have been proposed:

Sot Definition
- adot is defined as the right to schedule an aircraft arrival or departure, on a specified day
within a specified time frame

Jot Allocation

- dot alocation will be based on historical precedence (or grandfather rights) i.e. an operator
who currently uses a slot can retain the slot. Grandfather rights will only apply to scheduled
RPT services or programmed charter services, not ad hoc requests.

Sot Pool
- adot poal is created from unallocated slots and carriers quitting slots. Unallocated slots will
be distributed alternately, one for new entrants and one for incumbent airlines.

Sotsfor new entrants

- anew entrant is defined as a carrier who holds less than 4 slots on that day, in the category
sought (i.e. regional, interstate, international). An airline which is more than 25 per cent owned
by an incumbent would not be considered a new entrant. New Entrants slots cannot be swapped
with another carrier (other than temporarily) in the first two seasons. If there is any doubt about
the validity of a New Entrant, the matter will be determined by the Airport Operator, in
consultation with other Committee members.

Sotsfor Regional Services

- regional services into KSA will be protected, through a separate slot pool which will ensure
that the number of slots available for regional services are maintained. A regiona service for
KSA is defined as any service that begins and finishes within the border of NSW - any
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intermediate stops also need to be within NSW. ACT-Sydney (and vice versa) services are not
regional services.

Sotsfor Unscheduled Services
- the Coordinator will allocate atemporary slot (as close to the requested time as available) when
details are confirmed (i.e. very likely to be close to the day of operation).

Relationship between dot allocation decisions and airlines

The proposed system will involve a new slot management system where each aircraft will need a
designated landing or arrival time. Special slots will be reserved for new entrants and regional airlines,
fulfilling the Government’'s commitment that residents of regional NSW will continue to have access to
Sydney Airport.

Consistent failure to comply with the slot system will see airlines lose their slot allocation or be
fined. The size of the fine would increase exponentially after the first offence.

All operations, except emergency or essential services, will be subject to the slot management
scheme.

The Government is looking to implement the slot control system as soon as possible on a
cooperative basis with industry. However, to support this process and if necessary to resolve any
conflicting positions within the industry the Government will be introducing relevant legislation later this
year. This legislation will enshrine an 80 movements per hour cap into law.

I mplementation of slot swaps
Detailed swaps procedures have not been finalised however the following have been proposed.

Exchange of Sots

- apart from regional services, slot swaps to be allowed between operational categories, with the
approval of the Coordinator - provided the operational limits of the airport are not exceeded and
separation requirements of air traffic control are not compromised.

Sots Returned to Sot Pool

- once initially allocated, slots not taken up by regional services or new entrants will be returned,
on a temporary basis, to the slot pool for use by any other operator. After 12 months if the slot is
still not required for a regional service or by a new entrant the temporary incumbent airline can
seek historical precedence for the slot.

Cluster Scheduling

- for planning purposes at KSA a rolling cap of 80 movements an hour, to be assessed every 15
minutes (both forwards and backwards), will be used. A rolling cap would assist in spreading
slot allocation more evenly across the whole hour (reducing clustering) and assist in ensuring
that the cap is not breached. Cluster scheduling will be regularly reviewed by the KSA
Committee and may be subject to specific Government policy initiatives if evidence of
inconsistency between slot coordination and cluster scheduling emerges.
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Enforceable grandfather rights
See above on grandfather rights.

The following compliance arrangements are proposed:

Use-it-or-lose-it
- operators must use the slot they have been alocated at least 80 per cent of the time in the
previous equivalent season or lose historical precedence for that slot.

Operating Off-dot

- for international flights this occurs when a carrier operates off-schedule (arrival or departure)
by more than 15 minutes. For domestic flights the criterion is the lesser of 15 minutes or 10 per
cent of scheduled flight rime (rounded up to the nearest minute).

Compliance Measures
- a system of review, judgement and appeals would be established. Air Traffic Control would
report off-glot occurrences to a Compliance Committee, which could fine (or otherwise sanction)

operators if necessary. Legislation to support the Committee’s actions, and delegations of power

to an office acting on behalf of the Minister, will be developed.
Market for slots

A market for slots has not been proposed.

Leasing of dots by airlines

Not proposed

Safeguard regulatory mechanisms to prevent improper use of slots
Detailed regulatory arrangements have not been finalised
Allocation of new slots

See above

Ultimate ownership of existing slots

Slots will not have an assigned property right.

Ground Handling Services

Ramp handling services at Sydney and Melbourne airports are currently the subject of an

application by Australian Cargo Terminal Operators Pty Ltd to the National Competition Council for
declaration of services under Part IlIA of the Trade Practices Act 1974. Accordingly the following
information relates to Sydney and Melbourne airports which are generally representative of Federal

Historically Ground Handling Services (“GHS”) have been provided by the two major

Australian airlines, Qantas and Ansett, with some limited handling performed in the check-in area by
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other carriers. A third operator, South Pacific Air Motive commenced limited ramp handling operations at
both airportsin 1996. United Airlines performs some self handling at Sydney airport.

The provision of GHS is currently the subject of proposed major reform at Sydney airport. In
the interests of increased competition and ensuring a choice of world class service providers the FAC has
called for Expressions of Interest (EOI) from persons/organisations interested in providing GHS. This
EOI exercise is being conducted in conjunction with a similar call for EOls in the provision of
international cargo terminal operations. Approximately 20 EOIls have been received from proponents to
become authorised ground handlers at Sydney airport. It is envisaged that approximately 3 to 4 ground
handlers will be appointed. Authorisation will be granted in accordance with the provisions of the
Federal Airports Corporation Act 1986 (FAC Act). At other airports the Corporation is considering the
current position with respect to the traditional situation whereby Ansett and Qantas are the magjor ground
service handlers.

Regulatory and market environment

The FAC Act and Federal Airports By-laws provide for the grant of leases, licences and
authorities by the Corporation to use areas of federal airports for specified purposes and prohibit the
conduct of business except in accordance with a lease, licence or authority from the Corporation. The
current position whereby Qantas and Ansett have traditionally conducted GHS is not reflected in express
written ground handling agreements but was a situation inherited by the Corporation and based upon past
practice.

Criteria for allowing self-provision by airlines and limiting participants

At Melbourne airport self handling is allowed subject to availability of check-in counters prior to
the introduction of Common User Terminal Equipment and subject to availability of space for operation
and storage equipment. Space limitation is a major criterion at Sydney airport. The position generally
with respect to self handling at Sydney airport is being reviewed in the context of the current EOI exercise
referred to above.

Criteria for choosing identity of participants

At Melbourne airport operators must satisfy safety and security requirements. In addition, at
Sydney airport, proponents in the current EOIl exercise are being evaluated against a number of criteria
such as capability, experience and independence to ensure that the best operators capable of delivering
world best practice are sel ected.

Decisions of allowing self-provision or number and identity of participants

The Corporation, as owner and operator of the airports under the FAC Act makes the above
decisions. At Sydney airport the evaluation committee for the EOI process includes an airline
representative and the process generally includes consultation with the airlines.

Federal Airports Corporation involvement in provision of GHS

The current airport operator is not involved in the provision of GHS.
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Airlineinvolvement in service provision
As noted above, the two Australian airlines, particularly Qantas, dominate service provision.
Access to GHS by independent operators

Client airlines contract with the service providers with associated charges. Generally the IATA
standard form agreement is used as the basis for these contracts.

Number of GHS providersin major airports
Two magjor, two subsidiary providers as discussed in more detail above.
Self provision by airlines

Self-provision by airlines plays a significant role, given Qantas and Ansett's role as the main
ground handlers.

Criteriafor restricting access to ground handling services
Not applicable
Regulation of ground handling tariffs

Ground handling tariffs are not regulated in Australia.
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ANALYSIS

AUSTRALIAN CASE STUDY - COMPASS AIRLINES

Until October 1990, the Australian Government had a ‘two airlines policy’ - a policy restricting
the entry of further competitors in the domestic airline industry. Under this policy, Ansett Airlines and
Australian Airlines (now Qantas domestic) were the two incumbent domestic operators. After this policy
was relaxed, Compass Airlines made an attempted entry into the Australian market. However, the airline
failed within two years of its establishment and the Australian Trade Practices Commission (“the
Commission”) was requested by an Australian Minister to investigate the surrounding circumstances.

Background

The Australian Government's aviation policy had an important influence on the conditions of
entry and the nature of competition in the domestic aviation market in 1991.

In October 1987 the Government announced that it would terminate the Airlines Agreement in
October 1990, effectively ending the ‘two airlines policy’. In practice that involved elimination of
economic regulation of the following:

» controls over the importation of aircraft;

» determination of passenger capacity on each trunk route;

» setting of airfares for passenger services by the Independent Airfares Committee; and
» constraints on the entry of new domestic operators to trunk routes.

While Australia’s interstate air services were opened to free competition by this decision. the
Government’s aviation policy continued to regulate aspects of the domestic aviation market which
Compass entered in December 1990. The key features of aviation policy in 1991, which had implications
for entry and competition in the domestic market, are summarised below.

Terminal leasing arrangements

Prior to the decision to deregulate domestic aviation, Ansett and Australian airlines held leases
over the existing terminal facilities which made no provision for access to terminal facilities by new
entrant airlines. The Government renegotiated those leases in 1987 to give new entrants some access to
terminal facilities as an interim measure in the period following deregulation. The FAC was given
responsibility for the construction of new terminal facilities to cater for actual and anticipated increases in
demand.

In December 1987, the Government entered into long-term leases (20 years with an option for a
further 10 years) with Ansett and Australian giving them a right to operate existing terminal facilities at
Sydney, Melbourne, Brisbane, Perth, Adelaide, Launceston and Coolangatta airports. The airlines were
also given eight year leases (with an option to renew) over significant ‘expansion lands’ at the airports to
be used for airport related purposes.

The head leases with the airlines required them to provide each entrant airline with gates at
certain terminals. They also required the airlines to provide new entrant airlines with terminal facilities of
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atype normally utilised by the airline for its own operations. There are currently few aternative terminal
facilities available to new entrants.

Other key features of aviation policy

The separation of domestic and international aviation markets and the Government’'s Foreign
Investment Policy were other features of Australian Government Policy.

The final general conclusions of the Trade Practices Commission from its study of the failure of
Compass Airlines are discussed below.

In its 1992 report the Trade Practices Commission concluded that on the information available to
it shortcomings in the entry strategy and management of Compass itself made a significant
contribution to the failure of the airline. Most importantly, Compass’ entry strategy misjudged
the operational, economic and regulatory obstacles to large scale entry into the domestic market
in 1990. The strategy also misjudged the competitive advantages of the incumbent airlines, their
likely responses to the additional capacity introduced by its entry and the capitalisation require
to achieve viable entry under those conditions. In addition, the severity of the recession
worsened the market environment for all three major airlines, resulting in fiercer competition
than might have otherwise occurred.

Shortcomings in the entry strategy and management of Compass appeared to be the most
important contributing factor to the failure of the airline. Importantly, Compass’ entry strategy
misjudged the operational, economic and regulatory obstacles to large scale entry into the
domestic market in 1990. It also misjudged competitive advantages of the incumbent airlines,
their responses to the additional capacity introduced by Compass and the capitalisation required
for successful entry in these market conditions.

Compass’ entry strategy involved providing a single class service on major trunk routes at fares
of 80 per cent of the standard economy of the incumbents and 50 per cent for back-of-the-clock
services. This strategy assumed Compass had a cost advantage and the incumbents would not
respond competitively.

A report by the Australian Bureau of Transport Communication Economics (“BTCE”") in 1991
determined that Compass had significantly lower operating costs than the two incumbent airlines
because it used larger aeroplanes and offered a “no frills” service. However, the TPC report
concluded that Compass Airlines failed because it misjudged what was possible in the Australian
market. Its strategy of competing very strongly on price against the two powerful established
airlines, despite having only limited capital, was almost inevitably bound to fail in the prevailing
Australian market conditions. The Compass strategy misjudged in particular:

» the type of aircraft and pricing strategy that would be appropriate;

» the effect on fare levels of bringing additional capacity into the market;
» the effect of limited access to terminals;

* how the established airlines were likely to respond to its entry; and

» the amount of capital required.
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Other contributing factors were the impact of the recession, the presence of excess capacity in
the market, the competitive responses of Ansett and Australian and the problems experienced by
Compass in gaining access to appropriate terminal facilities.

Because of their powerful market positions as the established airlines, Ansett and Australian had

the capacity to place a new entrant airline at a relative disadvantage, particularly in relation to

the high yield passenger market. It is quite a different question, however, whether their
competitive conduct during 1991 constituted a breach of the Trade Practices Act. During its

study the Commission did not find indications of predatory pricing within the meaning of the

Trade Practices Act on the part of the incumbent airlines. The airlines’ ownership of CRSs,
trav