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Business Council submission to the Sydney Airport Demand Management: Discussion Paper

Dear Director

The Business Council of Australia welcomes the Federal Government’s focus on supporting the aviation
sector and the opportunity to respond to the Sydney Airport Demand Management: Discussion Paper.

The stakes for this review are high. A typical daily year-round international service has been estimated to
generate $122 million in economic activity and create 1,300 jobs. While at the high end, a daily year-round
A380 service from China is estimated to generate $470 million in economic activity and create 5,200 jobs.
Every flight in and out of Sydney Airport contributes to securing the economic future of New South Wales,
with flow-on benefits around Australia.

The current rules have directly led to the inefficient use of Sydney Airport with aircraft movements rarely
above 75 per hour, which is below the movement cap of 80 movements per hour. The aviation sector
encourages this review to consider pragmatic changes that will ensure that every movement within the
cap is utilised in order to realise the full economic benefit of Sydney Airport. A more efficient system is
required to ensure the benefits are maximised.

The COVID-19 global pandemic has caused unprecedented challenges for the aviation sector - both
domestic and international. The Business Council recently commissioned EY to undertake analysis that
shows the economic fallout from the shutdown of domestic and international aviation between March and
October this year has been $17 billion and $61 billion respectively. This review is crucial to ensuring that the
settings are primed for Sydney Airport and the airlines to maximise their recovery and growth during these
unprecedented times.

The Business Council welcomes the Federal Government’s offer to resubmit responses provided to the
Productivity Commission’s 2019 Inquiry into the Economic Regulation of Airports. Please find our
submission attached.

Our key recommendations are outlined below, focusing on several of the issues raised in the discussion
paper.
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Key recommendations

1. Remove the flight cap on actual flight movements and apply it to allocated slots (scheduled
flights) only

Currently, there are essentially two caps: one for allocated slots, and one on actual movements or
flights. Applying only one cap on allocated slots (scheduled flights) would allow the airport and airlines
to recover faster and more efficiently from delays and result in reduced emissions with fewer aircraft
waiting on the tarmac or having to circle while waiting for the next rolling hour to begin.

2. Change the way the hourly movement cap of 80 flights is calculated by replacing the 15-minute
rolling hour of the slot management regime with an averaging approach over a longer period, for
example over a day or a week

The current method for calculating the regulated hour is very rigid and greatly impacts the airport’s
efficiency and the ability to accommodate and recover from disruptions. The existing requirement
directly contributes to operational inefficiencies that needlessly result in slots not being used.

3. Allow ‘weather related events’ and emergency flights to be included as grounds for curfew
dispensation and as a reason to exceed the movement cap during a single hour (but not when
averaged over a day or a week)

Adverse weather conditions, whether foreseen or not, can occur over relatively short periods, at highly
localised geographic locations, and have significant flow-on impacts (for thousands of passengers).
Dispensation to allow flight movements during curfew would minimise passenger disruption and
dislocation - which often occur at great cost to both passengers and/or airlines. These out-of-curfew
flight movements could reasonably be required to fly over the bay to limit the impact on residents.
Further, the ability to flex the measurement of the movement cap to average over a day, or a week
would enable airlines to better recover from delays.

In addition, emergency flights - such as air ambulance, emergency service, and other government and
defence flights - occur on an unforeseen and ad hoc basis. They should reasonably be exempt from
the movement cap given their overriding community interest.

4. Strengthen services to regional centres by updating the Permanent Regional Service Series
(PRSS) to reflect a modern-day economy

The time-of-day and day-of-week movement requirements set out in the PRSS have been preserved to
reflect services in 1997. Many of the services in place in 1997 no longer exist and when people want to
travel has changed too. The same number of services should be retained. However, there should be a
consistent number of services day-by-day rather than peaks and troughs and the specific time slots
expanded so that people get more choice and greater certainty of available services, particularly
around the peak periods.

5. Adopt greater alighment between the legislation and the Worldwide Airport Slot Guidelines
(WASG)

The legislation has not kept pace with industry-developed and widely adopted guidelines. Greater
alignment with the WASG will lead to streamlining global operations for airlines and for operators. It will
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be important, however, to maintain aspects unique and important to Sydney Airport such as the PRSS,
movement caps and noise limits.

6. Further explore excluding aircraft below a noise threshold from flights counted under the
movement cap

The Discussion Paper raises whether aircraft below a noise threshold should be excluded from the
movement cap. The Business Council believes this idea has merit and would incentivise additional
services to more regional communities. There are, however, several issues to work through around the
operation of the PRSS, slot management (including historic precedence), and the operational
efficiency of Sydney Airport. The Business Council welcomes further discussion on this issue.

Finally, the discussion paper refers to a Pandemic Recovery Pool. The Business Council does not see a
need for this measure, provided the existing system is improved and recommendations like those above

are effectively implemented.

Thank you for the opportunity to engage on this important issue. The Business Council and its members
stand ready to work with the Federal Government to improve the efficiency of Sydney Airport to the
benefit of the people of New South Wales and Australia.

Encl.  Business Council submission to the Productivity Commission's 2019 Inquiry into the Economic
Regulation of Airports
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The Business Council of Australia welcomes the opportunity to respond to the Productivity
Commission’s (Commission) Issues Paper on the ‘Economic Regulation of Airports’.

KEY RECOMMENDATIONS

1. The economic regulation of airports in Australia should encourage the efficient use of
critical infrastructure, preserve strong incentives to invest and innovate in the long-term
interest of consumers, minimise the regulatory burden faced by all parties and promote
commercially negotiated outcomes wherever possible.

2. Long-term strategic planning must support improved access to airports, such as
preserving transport corridors.

3. More efficient major project approval processes at the state and territory level are
needed to speed up investment in airports and the adjacent land transport infrastructure.

4. Operating restrictions at Australia’s major airports should be amended where this would
result in a net public benefit. For Sydney Airport, there should be greater flexibility in the
application of the flight cap and curfew dispensation. Such changes would yield
significant increases in productivity and prevent disruptions for passengers, while still
preserving the benefits of the operating restrictions for residents that live near Sydney
Airport. There should be no curfew at Western Sydney Airport.

BACKGROUND

Australia’s network of airports plays a vital economic role as the gateway infrastructure to our
major cities and regions. Over the past decade, Australia’s aviation industry has grown
strongly, with total passenger numbers at Australia’s four largest airports reaching 115 million
in 2016-17, up by 30 million (or 34.9 per cent) since 2007-08.* Air freight has also continued
to grow strongly, with over 1,000,000 tonnes of international air freight arriving in Australia in
2017, an increase of 4.8 per cent from a year earlier.2

A range of regulations apply to the operation of airports in Australia. As well as being subject
to Australia’s general competition laws, Australia’s major airports (located in Brisbane,
Melbourne, Perth and Sydney) are subject to a price monitoring regime under Part VIIA of
the Competition and Consumer Act 2010 (CCA).

In June 2018, the Australian Government asked the Commission to investigate whether the
economic regulation of airport services promotes the efficient operation of airports and
related industries. The focus of the inquiry is the provision of passenger and freight services
at the main passenger airports in Australia's major cities.

1 Australian Competition and Consumer Commission, Airport Monitoring Report 2016-17, May 2018, p. 12.

2 Australia's Bureau of Infrastructure, Transport and Regional Economics, International Airline Activity Annual
statistics for FY2016/17, November 2017.
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POLICY DISCUSSION

1. Economic regulation of airport services

This will be the Commission’s fourth investigation of the economic regulation of airport
services since 2000. The reforms that stemmed from previous reviews by the Commission
have helped to ensure Australia has a world-leading aviation sector.

It is vital that the Commission’s 2018 investigation continues to promote an evidence-based,
targeted and proportionate regulatory framework. If a case for reform is established, then the
Commission should identify competition issues with as much granularity as possible and
avoid introducing sweeping changes to the entire aviation sector.

The regulatory framework that applies to airports should continue to provide a strong
incentive for businesses to improve quality, reduce costs and innovate to meet the needs of
consumers. This means we need a regulatory framework that recognises that efficient
investment, innovation and increased productivity are crucial to provide consumers with
greater choice and quality at competitive prices over the long-term. Striking the right balance
between these objectives is key to ensuring vital infrastructure assets such as airports are
contributing to a more productive economy and are used as efficiently as possible.

The CCA and the Airports Act 1996 provide the legislative framework for the ACCC to
monitor the prices, costs and financial returns relating to the supply of aeronautical and
related services at designated airports.®* The ACCC releases its airport monitoring report
annually. At ministerial discretion, the ACCC can also undertake a price inquiry into airport
pricing under Part VIIA of the Act.

In its 2012 Inquiry Report ‘Economic Regulation of Airport Services’, the Commission
concluded that the ACCC’s monitoring regime that had operated since 2002:

o had led to a marked increase in private investment at Australia’s airports, which meant
that Australia’s major airports had not experienced the bottlenecks that had affected other
key pieces of infrastructure;

o had not led to the inappropriate exercise of market power, with Australian airports'
charges, revenues, costs, profits and investment found to be reasonable compared with
(the mostly non-commercial) overseas airports; and

o while there were some exceptions, Australia’s major airports were regularly regarded as
providing either ‘good’ or ‘satisfactory’ overall service quality.*

The Commission’s 2012 Inquiry Report therefore recommended that an airport-specific
arbitration regime, activated by deemed declaration of airport services under Part IlIA of the
CCA, should not be introduced because it could undermine effective light-handed regulation.
The Commission remained of this view in its 2014 National Access Regime Inquiry Report.®

However, the Commission’s 2012 Inquiry Report did note that fundamental to the
effectiveness of the light-handed approach is the existence of a credible threat of sanction for
airports that abuse their market power. While the Commission did not believe that this

3. Section 95ZF of the Competition and Consumer Act 2010 and Part 8 of the Airports Act 1996
4 Productivity Commission, Economic Regulation of Airport Services, 2012, p. xx
5 Productivity Commission, Inquiry Report: National Access Regime, 2014, p. 27
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warranted the introduction of formal ACCC arbitration powers, the Commission’s 2012
Inquiry Report did recommend that as part of its monitoring report process, the ACCC should
be able to nominate that an airport show cause why its conduct should not be subject to
scrutiny under a Part VIIA price inquiry.®

In 2015, the Australian Government’'s Competition Policy Review looked at the economic
regulation of airports in Australia and found that, “The price monitoring and ‘light-handed’
regulatory approach in aviation appears to be working well overall. However, if prices
continue to increase as fast as they have been, that would raise concerns and may warrant a
move away from light-handed regulation for individual airports.””

Following on from the completion of the Competition Policy Review, changes were made to
the National Access Regime that operates under Part IlIA of the CCA. In November 2017,
the government also introduced significant legislative changes to the section 46 misuse of
market power provision of the CCA.

In its most recent Airport Monitoring Report 2016-17 (released in May 2018), the ACCC

found that its price and service monitoring regime is limited in its ability to address behaviour
that is detrimental to consumers? and that the monitoring regime does not enable the ACCC
to assess in detail whether an airport has exercised market power to earn monopoly profits.®

For the 2018 Inquiry into the ‘Economic Regulation of Airports’, the Australian Government
has asked the Commission to consider the effectiveness of the ACCC'’s price and quality of
service monitoring in achieving the following objectives:

e promoting the economically efficient operation of, and timely investment in, airports and
related industries;

e minimising unnecessary compliance costs; and

o facilitating commercially negotiated outcomes in airport operations.

The Business Council agrees with the government’s emphasis on promoting efficient
investment, minimising compliance costs and facilitating commercial negotiation. Policy
makers should promote these market characteristics where possible and only regulate where

there is a clear rationale and in accordance with best practice regulation principles. The
Commission has set out the key elements of best practice in Figure 1 below.1®

Figure 1: Productivity Commission’s framework for regulation

Is there a rationale Is the current What is the How should

for government regulatory framework best policy it be
intervention? fit for purpose? option? implemented?

8 Productivity Commission, Economic Regulation of Airport Services, 2012, See Recommendation 9.2 on p. 199.
7 The Australian Government, Competition Policy Review, 2015, p. 205.

8 Australian Competition and Consumer Commission, Airport Monitoring Report 2016-17, 2018, p. 9.

9 Australian Competition and Consumer Commission, Airport Monitoring Report 2016-17, 2018, p. 189.

10 Productivity Commission, Inquiry Report: Economic Regulation of Airports, 2018, p. 3.
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In the context of Australia’s aviation sector, applying best practice regulation principles
means that:

1. The problem to be solved is well understood: Policy-makers must first understand the
problem or policy priority in depth. Is the current framework sufficient and have
circumstances changed since the previous reviews by the Commission and the National
Competition Policy Review?

2. Regulation is subject to cost—benefit analysis: The costs and benefits of regulation are
thoroughly assessed and tested with the community through a consultation process.

3. Regulation achieves its objectives at least cost: Regulation is carefully targeted to
achieve its stated objectives and minimise cost impacts, which ultimately impact on
consumers. Regulation is easily applied and understood by regulated entities. Opportunities
should be sought to co-design regulation with industry or consider the potential for self-
regulation.

4. Regulators can perform their role efficiently: The regulatory framework should be able
to be administered by regulators in the most efficient and timely manner possible. This will
facilitate investment, minimise unnecessary regulatory compliance costs and promote
efficient commercial negotiations.

2. Land transport linkages to airports

Australia’s major airports are used to transport passengers to and from Australia. They also
play a critical role in assisting Australian businesses and consumers to take part in global
trade and commerce.

Airports provide the critical infrastructure link that connects suppliers, air-freight services and
ground transport services to ensure the efficient movement of high-value and/or time-
sensitive goods. It is therefore vital that the Commission’s inquiry identifies any unnecessary
constraints on the provision of efficient land transport linkages to airport infrastructure.

Improving the performance of land transport linkages to airports will require:
o effective strategic planning and decisions about land use around airports

o efficient planning approval processes for new investment.

Australia’s 21 leased federal airports sit on Commonwealth land. Yet the planning and
approval processes for the areas surrounding these airports is subject to state, territory and
local government control.

More effective long-term strategic planning therefore requires consistent and effective
coordination between federal, state and local government. For instance, the incremental
urban encroachment around Australia’s major airports threatens to constrain access and the
efficient operation of airports and, if unaddressed, will only worsen as passenger numbers
continue to rapidly increase in future decades.

Evidence-based advice provided by Infrastructure Australia and the infrastructure agencies in
the states and territories should continue to play an essential role in identifying the land
transport projects near airports that have the highest net economic and social benefits.

To demonstrate the benefits that can be attained through effective long-term planning,
Infrastructure Australia research has found that the protection and early acquisition of just
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seven corridors identified as national priorities on the Infrastructure Priority List (such as the
Western Sydney Airport Rail Line) could save Australian taxpayers close to $11 billion in land
purchase and construction costs."

As outlined in the Business Council’s Competitive Project Approvals report (released
November 2016), planning reform should include all jurisdictions moving to a best practice
model for assessing and approving major investments, characterised by a more strategic and
timely approach to planning decisions.

3. Regulatory constraints on airport operations

Sydney Airport is Australia’s busiest airport and most critical international gateway. The
efficient operation of Sydney Airport is important for productivity and for growing Sydney’s
visitor economy.

To demonstrate the benefits of improving operational efficiency at Sydney Airport, a 2018
study (released earlier this year) by Deloitte found that an additional daily A380 service from
China would, on an annual basis, contribute $470 million to the NSW economy and generate
an estimated 5200 Full-Time Equivalent jobs.12

Sydney Airport’s operations are subject to a range of regulatory constraints that are designed
to minimise the noise impacts on neighbouring properties. In its most recent Airport
Monitoring Report (released in April 2018), the ACCC highlighted the need for policy-makers
to ensure that the restrictions that apply to Sydney Airport remain fit for purpose:

Such constraints on nationally important infrastructure can impose significant costs on
users and the broader economy. While there may be social policy reasons for these
constraints on Sydney Airport, they should be regularly reviewed given advances in
noise reduction technologies.

The rigid application of the regulations can result in major delays in take-offs and landings
when there are disruptions, and even the re-routing of aircraft (near the curfew), which
impose significant costs and inconvenience on passengers.

London’s Heathrow Airport also has restrictions on the number of permitted flights, including
overnight operations. However, the application of these restrictions has been designed to
provide the airport with more flexibility. For example, Heathrow’s cap on the number of flights
is only applied annually, rather than over a rolling hour as occurs at Sydney Airport.

The cap on overnight flights at Heathrow is also subject to a ‘Quota Count’ system, which
means that aircraft are distinguished based on their actual individual noise performance. This
means that older and noisier aircraft take up more of the annual cap than newer and quieter
aircraft. This system incentivises the use of newer and quieter aircraft and is designed to
better achieve the underlying policy goal of reducing aircraft noise.

There would be significant benefits to passengers from the Commission identifying
opportunities for greater flexibility in the way the operating restrictions are enforced at
Sydney Airport. Such changes could yield significant increases in productivity and prevent
disruptions for passengers, while still preserving the benefits of the operating restrictions for
residents that live near Sydney Airport.

" Infrastructure Australia, Corridor Protection: Planning and investing for the long term, July 2017.
12 Deloitte Access Economics, The Economic Contribution of Sydney Airport, April 2018, p. 12.
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Under the inquiry’s terms of reference, an evaluation of Sydney Airport’s operating
constraints is warranted under the reference that the Commission “should focus on the
provision of passenger and freight transport services at, and surrounding, the main
passenger airports operating in Australia's major cities”.

It is also recommended that the Commission quantify the economic effect of the current
operational constraints that apply to Sydney Airport and the potential benefits of reform. For
instance, understanding the opportunity cost of the Regional Ring Fence arrangements
would enable policy-makers and members of the public to better understand the economic
costs and benefits of those regulations.

The Business Council’'s recommendations are set out below.

1. Remove the prescribed list of allowable aircraft that can operate during curfew
hours.

The list of prescribed allowable aircraft is set out in the Sydney Airport Curfew Act 1995.
The prescribed list should be replaced with a principles-based approach, or an objective
noise measure, which would better achieve the policy intent of the operational constraint.

2. Remove the flight cap on actual flight movements and apply it to allocated slots
(scheduled flights) only.

Measured over a rolling hour, commencing every 15 minutes, the flight cap means no
more than 80 runway movements occur in any hour. Currently, there are essentially two
caps: one for allocated slots, and one on actual movements or flights. Applying only one
cap on allocated slots (scheduled flights) would allow the airport and airlines to recover
better from delays.

3. Remove the 15-minute rolling hour of the slot management regime, with the hourly
cap (currently set at 80 flights) ideally averaged over a longer period, say a day, a
week or a month.

The 15-minute reset period is designed to space out the noise pollution and to ensure
the flight cap is not breached. This is very rigid and greatly impacts the airport’s
efficiency and the ability to accommodate and recover from disruptions.

4. Allow ‘weather related events’ to be included as grounds for curfew dispensation.

Adverse weather conditions, whether foreseen or not, can occur over relatively short
periods, at highly localised geographic locations, and have significant flow-on impacts
(for hundreds of passengers). This mean dispensation is needed to allow flight
movements in the curfew to minimise passenger disruption and dislocation — often at
great cost to both passengers and/ or airlines.

The new Western Sydney Airport will cater for increasing demand for aviation services driven
by strong population growth and growth in the wholesale trade sector, which is a major user
of air transport services. The Commission should make an explicit recommendation that a
curfew not be imposed at Western Sydney Airport.
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