Submission no 7

1 May 2001

Sydney Airport Demand Management Amendment Bill 2001 inquiry


1st May 2001

Mr. Andrew Sneddon

Committee Secretary

Rural and Regional Affairs and Transports

References Committee

Legislation Committee

Parliament House

CANBERRA      ACT       2600

Dear Mr. Sneddon

Please find attached response from SACL to the decision paper on proposed amendments to the Sydney Airport slot management scheme.

Yours sincerely

Chris Falvey

Director Corporate Affairs

Encl.

Introduction

Sydney (Kingsford Smith) Airport is operated by Sydney Airports Corporation Ltd, a public company wholly owned by the Commonwealth Government, under a 50-year lease (with a 49-year option) issued under the Airports Act 1996 from the Commonwealth which commenced in 1 July, 1998.

Sydney Airport is Australia’s major international gateway, catering for over 23 million international and domestic passengers for the year ended 30 June 2000. Sydney Airport accounts for 49 per cent of international traffic to and from Australia, and about 30 per cent of domestic traffic. It is also Australia’s busiest cargo airport, handling over 500,000 tonnes of airfreight.

Sydney Airport Corporation’s success in handling the 2000 Olympics has won it international and peer recognition, including a special commendation from Airports Council International, and the Australian Airports Association’s “Airport of the Year”.

A 1993 study of the economic significant of Sydney Airport found that:

· Sydney Airport contributes nearly $8 billion annually to the economy.  In the Sydney area alone international visitors using the Airport inject $2.6 billion a year into the economy

· Sydney Airport generates $3.5 billion of economic benefit throughout the local region plus a further 3.9 billion in flow-on effects

· Sydney Airport directly provides 35,000 jobs and a further 33,000 jobs through flow-on effects. This is approximately four percent of Sydney’s workforce.

SACL’s interest.

As the operator of Sydney Airport, SACL is an important stakeholder in any discussion on slot management as the form of slot management impacts on:

· The capacity of the airport and its ability to accommodate growth;

· The demand for infrastructure;

· The efficiency of utilisation of infrastructure; and

As a consequence of the above, the revenues, costs and value of SACL.

Airport Co-ordination Australia is currently the manager for the Sydney Airport Slot Management Scheme. SACL is also shareholder in ACA, and SACL’s Deputy Director of Aviation and Head of Aviation Business Development, Ms Julieanne Alroe, is the elected Chair of ACA.

As the operator of Sydney Airport, SACL appreciates the opportunity to comment on the Sydney Airport Slot Scheme Discussion Paper.

Slot system

The slot system has now been operating since 29 March 1998. It has delivered benefits as follows:

· Reduction of delays, firstly by smoothing out clusters scheduling on departures. Aircraft departure times are now spread more evenly through the hour at peak times and there is less queuing on the airfield by aircraft waiting to takeoff.  The next step came with the slot compliance system, (which started in November 1998 season) which focused airline attention on on-time performance. There are now clear signs that the airlines are taking comprehensive action to improve on-time performance. Furthermore, as the reasons for off-slot performance are analysed, the impact of other agencies or external factors on delays are better understood and this too will lead to action to minimise these factors as much as possible, e.g., airport and air traffic control activities. 

The most recent feedback from the Compliance Committee is that 80% of flight to/from Sydney Airport operate within the agreed slot performance margins.

· There is a more even flow of arriving aircraft with arrival numbers matched closer to the current processing ability of the Air Traffic Control system. This reduces arrival delays and holding over Sydney, which has beneficial environmental and economic effects as well as efficiency implications for the aviation industry.

SACL notes, however, that an administrative slot system alone is unlikely to result in an efficient allocation of scarce capacity. 

SACL recognises the Government has decided to set guidelines to protect access for certain groups on public policy grounds.   In this regard, SACL notes that regional ring-fencing arrangements were put in place at the outset of the scheme.

More recently, the Government has reaffirmed its commitment to regional airline access arrangements in its 13 December 2000 announcement on Sydney’s future airport needs.

However, apart from public policy considerations, market forces should be allowed to, or encouraged to, operate in order to secure the most efficient allocation of scarce resources.  There are a number of ways this could be achieved, namely:

· Slot auction;

· A secondary slot trading market; 

· Efficient pricing of runway access by the airport operator.

A formal slot auction system would, for instance, would permit some smaller airlines to formally trade some existing slots in order to recapitalise the business and to invest in newer aircraft. A secondary market in slots may already exist.  However, the illiquidity of the market and commercial incentives to ‘hoard’ slots is likely to limit its effectiveness

SACL clearly favours the continued development of efficient runway pricing, operating in parallel with an administrative slots scheme, as the preferred basis for ensuring efficient allocation of slots.

SACL notes that the Government expects that airlines will adopt aggressive commercial strategies to maximise the use of Sydney Airport in order to handle air traffic demand over the next ten years.  SACL agrees with this assessment. However Sydney Airport Corporation also notes that airlines are, quite properly, profit maximising companies first and foremost.  Airline commercial strategies to maximise profits may, over time, involve some degree of slot shepherding to restrict the growth of competitors.  Such an outcome, if allowed to develop, would lead to higher airfares than fully competitive levels.  Efficient pricing of runway slots can attempt to avoid or minimise the efficiency losses from airlines’ profit maximisation strategies that involve restricting capacity.

SACL notes the general Government support for efficient pricing, notably including:

· The letter to Professor Fels, ACCC Chairman, from Minister Anderson, dated 12 January 2001; and

· The Direction given to the ACCC by Minister Hockey on 19 April 2001 that clarifies the Government’s policy intent in relation to “single till” issues, with clear benefits for pricing efficiency.

SACL will continue to pursue enhancements to the efficiency of pricing structure and levels that apply to aircraft movements outside the regional ring fencing arrangements.

Specific Comments on the Proposed Amendments to the Sydney Airport Slot Management Scheme

In the context of, and subject to, the general comments on pricing efficiency above, SACL submits the following comments on the proposed amendments outlined in the paper.

Capping Regional Slots

· SACL supports capping the number of regional slots allocated in peak periods at the current level. It is noted that regional services currently account for 27 per cent of peak period slots with the peak being defined as 6am-11am and 3pm-8pm weekdays, with up to 38% of the peak hours (0700 to 0800 hours).

· This means that the combined impact of high peak numbers of regional services, and the more recent sharp increase in domestic services (also in the peak) due to new entrants and the competitive response by incumbents has the potential to ‘crowd out’ growth in international services.

· The discussion paper also notes that it is proposed that all regional slots allocated and used in the Northern Summer 2001 and Northern Winter 2001 scheduling seasons be classified as Permanent Regional Service slots.

· SACL would support only those slots that had obtained the status of “permanent regional service slots” as at the date of the Government’s 13 December announcement being so classified. The discussion paper would appear to be proposing ‘prospective grandfathering’.

Minimum Aircraft Size

· The paper proposes a minimum aircraft size of 18 seats to applications for new slots. While SACL supports this proposal, consideration should be given to a progressive stepped increase towards larger aircraft over the next five years. This would be consistent with the Government’s intention of encouraging airlines to progressively ‘upgauge’ average aircraft size and to the development of regional ‘hub-and-spoke’ systems.

· Regional communities are increasingly expecting a minimum standard of service offered by Saab 340 and Dash 8 style aircraft, and it is noted that both Qantas and Ansett subsidiaries are investing heavily in larger regional aircraft, including regional jets.

Increased Priority for Larger Aircraft

· SACL generally supports an amendment that gives priority to larger aircraft, given movement capacity constraints

· However, the proposed order of priorities, in SACL’s view, should have priority for international services ahead of aircraft size.

· International services generally have less discretion in terms of the time the service can operate due to curfews and scheduling windows in and out of busy international hub ports. It is worldwide practice to give priority to international airlines for this reason and in the national interest. New international services deliver substantial economic benefits to the economy.

· While international aircraft are generally large, the introduction of new international services with mid-sized (say, B767 size) aircraft is an important step in serving new international destinations.

· Accordingly, SACL recommends that the priority for international services retain its current 2nd place in priorities, with preference for larger aircraft elevated to position 3.

