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Section 1. Review of Airports Commission Traffic Forecasts 

1.1. Introduction 

This section provides further analysis in support of our critique of the Airports Commission traffic 
forecasts in the main response document. The key issues are analysed in more depth and supporting 
evidence is provided for assertions we make in the main response. 

The main focus of this appendix is to introduce new material not included in the main response 
document.  However, in places we have reproduced analysis included in the main response to enable 
this appendix to be read as a stand-alone document.  

The ICF traffic report (see Appendix 1) also critiques the Commission traffic forecasts, providing an 
independent perspective. While there is inevitably some overlap between the different documents, the 
ICF report focuses more on the technical issues associated with the forecast methodology. 

 

1.2. Performance of Previous DfT Forecasts 

The main response document analysed the performance of the DfT forecasts issued in 2003 and 
2009. A brief reference was made to more recent forecasts issued in 2011 and 2013. 

The first spot year in the more recent forecasts was 2020. In the tables below, we show how Gatwick 
has already exceeded the traffic forecasts for 2020. In contrast, traffic at all other London airports is 
currently significantly below the 2020 projection. This indicates that the serious traffic allocation issues 
affecting Gatwick were still present on more recent forecasts. 

 

 

  

DfT UK Aviation Forecasts (constrained max use, central case), August 2011

Forecast
2010 (A) 2020 (F) Growth 2014 Outturn Growth Difference % Difference

Gatw ick 31.3m 35.0m 3.7m 38.1m 6.8m  (3.1m)  (8%)
Heathrow 65.7m 80.0m 14.3m 73.4m 7.6m 6.6m 9%
Stansted 18.6m 25.0m 6.4m 19.9m 1.4m 5.1m 25%

Luton 8.7m 12.0m 3.3m 10.5m 1.7m 1.5m 14%
London City 2.8m 7.0m 4.2m 3.6m 0.9m 3.4m 92%

127.2m 155.0m 31.8m 145.5m 18.4m 13.5m 7%

Note. Rounding error for 2020 forecast total

DfT UK Aviation Forecasts (constrained max use, central case), January 2013

Forecast
2012 (A) 2020 (F) Growth 2014 Outturn Growth Difference % Difference

Gatw ick 34.2m 37.3m 3.1m 38.1m 3.9m  (0.8m)  (2%)
Heathrow 70.0m 75.5m 5.5m 73.4m 3.4m 2.1m 3%
Stansted 17.5m 25.4m 7.9m 19.9m 2.5m 5.5m 27%

Luton 9.6m 13.8m 4.2m 10.5m 0.9m 3.3m 32%
London City 3.0m 4.9m 1.9m 3.6m 0.6m 1.3m 34%

134.3m 156.9m 22.6m 145.5m 11.2m 11.4m 8%

2020 F'cst v 2014 Outturn

2020 F'cst v 2014 Outturn
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1.3. Review of Airports Commission Forecast Results 

Context 

In the main response document, the share of new traffic growth allocated to Gatwick in the 
Commission forecasts was contrasted to historic trends. In particular, over the last decade Gatwick 
has contributed 40% of all new traffic growth in London, compared to 37% at Heathrow and 12% for 
Stansted/Luton combined. 

The table below shows the share of growth implied by the Commission forecasts for all scenarios. Of 
the Gatwick expansion scenarios, it shows that only in Low Cost is King does Gatwick gain a higher 
share of new traffic to 2030 than historic trends. This is despite Gatwick being the only airport with 
new runway capacity in London. 

In contrast, growth at Stansted/Luton is generally very strong in the Commission forecasts (higher 
than Gatwick), despite no additional runway capacity and a clear market preference for Gatwick. 

The table below outlines how new traffic is allocated across the London airports between 2014 and 
2030 across all the Commission scenarios involving Gatwick expansion or the Heathrow North West 
Runway scheme. 

 

 
Relative Attractiveness of Gatwick v Stansted / Luton 

These results are contrary to the clear evidence of the attractiveness of Gatwick. As well as clear 
evidence from historic trends, the strength of the Gatwick catchment was recognised in the CAA’s 
market power assessments in 2012. 

Airports Commission Forecasts: Share of New Growth 2014-2030

Historic* AoN GG RDoE LCiK GF
LGW R2 Scheme, Carbon Traded

Gatw ick 40% 28% 36% 28% 50% 6%
Heathrow 37% 27% 23% 24% 13% 32%

Stansted / Luton 12% 37% 35% 37% 31% 56%
London City 12% 8% 6% 11% 6% 7%

Total 100% 100% 100% 100% 100% 100%
LGW R2 Scheme, Carbon Capped

Gatw ick 40% 22% 20% 15% 47% 3%
Heathrow 37% 32% 39% 36% 27% 32%

Stansted / Luton 12% 37% 36% 36% 18% 58%
London City 12% 9% 5% 13% 7% 8%

Total 100% 100% 100% 100% 100% 100%
LHR NWR Scheme, Carbon Traded

Gatw ick 40% 2% 5% 3% 3% 2%
Heathrow 37% 72% 69% 81% 77% 69%

Stansted / Luton 12% 23% 24% 15% 19% 24%
London City 12% 4% 2% 1% 2% 5%

Total 100% 100% 100% 100% 100% 100%
LHR NWR Scheme, Carbon Capped

Gatw ick 40%  (8%)  (25%)  (8%)  (26%)  (10%)
Heathrow 37% 88% 110% 98% 121% 88%

Stansted / Luton 12% 16% 14% 9% 5% 16%
London City 12% 3% 1% 1% 1% 6%

Total 100% 100% 100% 100% 100% 100%

* Share of new traffic in period 2004-2014

Note. London City percentages include impact of any rounding issues

AoN=Assessment of Need, GG=Global Growth, RDoE=Relative Decline of 
Europe, LCiK= Low Cost is King, GF=Global Fragmentation
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“…In addition passenger airlines continue to regard Gatwick’s catchment as particularly attractive, 
supporting comparatively high airfares, even compared to comparatively close neighbouring airports 
such as Stansted.” 

Civil Aviation Authority, Gatwick - Market Power Assessments Non-confidential Version, The CAA’s 
Initial Views – February 2012, P56 

Peak Hour Capacity v Demand 

The Commission traffic model outputs suggest that airlines would prefer to use off peak capacity at 
Luton and Stansted, despite peak period capacity being available at Gatwick. This is the opposite of 
what has happened historically and contrary to the view in the ITF/SEO1 reports on airline behaviours. 

Gatwick has experienced much stronger traffic growth than Stansted/Luton over the last decade, 
despite much greater capacity constraints. Gatwick is completely full at peak times; growth has 
primarily been driven by greater utilisation of shoulder and off peak periods as well as increases in 
passengers per flight. 

Stansted and Luton continue to have significant spare capacity at peak times, with very limited 
utilisation in the off peak periods.  

 

Following the development of a 2nd Gatwick runway, total runway capacity will increase from 55 to 98 
movements per hour (a 78% uplift). However, the Commission forecasts that traffic growth will be 
much lower.  

• For example, in the Assessment of Need (carbon capped) scenario, only 21% traffic growth is 
forecast for Gatwick in the period 2014-2030 (CAGR 1.2%, from 38m to 46m).  

• This implies that in 2030 peak period capacity at Gatwick will be poorly utilised, with overall 
annual capacity less than half utilised. 

However, for the same Assessment of Need (carbon capped) scenario, growth of 56% (Stansted) and 
24% (Luton) is forecast.  

• Clearly all of this growth cannot be accommodated at the peak (where currently circa 20% 
spare capacity is available at both airports). Therefore, for the forecasts to be delivered, there 
will need to be a dramatic improvement in utilisation during off peak periods. 

• Overall, the Commission forecast Stansted to be at 89% of passenger capacity by 2030, with 
Luton at 72%.  

We struggle to understand the logic that could be driving the Commission’s forecasts. We believe 
there are fundamental flaws in the methodology that leads to results that are contrary to evidence. 

                                                           
1 See Section 5.1 for description of ITF/SEO reports. 

Runway Utilisation at Gatwick, Stansted and Luton

Movements Capacity Utilisation Movements Capacity Utilisation
Gatw ick 55 55 100% 263,162 313,110 84%
Stansted 39 50 78% 149,198 293,370 51%

Luton 27 33 82% 75,919 189,280 40%

Source: Airports Coordination Ltd Start of Season reports, Gatw ick analysis

Summer 2014 Peak Hour Annual (Summer 2014, Winter 2014/15)
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1.4. Forecast Sense Checks 

Context 

Given the issues with the traffic allocations in the Commission forecasts, we have developed some 
simple sense checks that provide guidance on the minimum share of traffic that Gatwick (or 
Heathrow) would expect to achieve. 

These “forecast overlays” reallocate London demand in line with some simple historic and current 
traffic metrics. These overlays generate alternative traffic forecast outputs, with the impact varying by 
scenario and forecast year. The approach is deliberately simple and transparent and should be used 
to sense check modelling outputs. 

Methodology 

We have used the London traffic totals that the Commission has generated for each spot year (2030, 
2040 and 2050) and then allocated traffic between airports according to a high level metric.  

We acknowledge that the Commission model allocates traffic at a UK level. However, for modelling 
simplicity, we have only analysed allocation of traffic within the London airport system.  

Two approaches have been modelled: 

• Approach 1: New traffic (from 2014-2030, 2014-2040, and 2014-2050) allocated in line with 
share of new traffic growth between 2004 and 2014. Traffic is then constrained by airport 
capacity at individual airports2. Any “spill” traffic from one airport is reallocated to other airports 
on the same basis as our original unconstrained traffic allocation. 

• Approach 2: New traffic allocated in line with available capacity. 

While there are other assumptions made by the Commission that we believe should be adjusted, this 
modelling allocation has purely focussed on exploring the impact of allocating traffic in line with the 
approaches described above. For example, we have not incorporated our own assumptions on airport 
capacity, airport attractiveness, airline competition or fares. 

The overlays provide the lower end of a credible range of traffic forecasts. For example, we would 
expect Gatwick to capture a greater share of traffic than historic trends demonstrate when it is the 
only airport with new runway capacity and has a wide range of competing routes and airlines.  

Gatwick’s own forecast (as set out in the May submission) generally exceed the results from these 
simple sense checks. It takes into account other factors such as favourable market trends, the 
attractiveness of the Gatwick market, greater critical mass of services, and the efficiency of the new 
infrastructure.  

 Assessment of Need Results (Gatwick Airport under Gatwick Runway 2 Scheme) 

The results from the overlay exercise for the Assessment of Need (carbon traded) scenario are 
illustrated in the chart below. This shows that Gatwick forecasts are higher in all years and for all 
approaches. 

On average, the overlay adds 11m passengers by 2030 (compared to Commission forecasts), 13m by 
2040 and 7m by 2050. The lack of alternative airport capacity by 2050 results in a narrowing of the 
difference between the overlay results and the Commission projections. 

                                                           
2 For consistency, we have adopted the Commission’s maximum passenger throughput (in the case of new 
runway options) or the stated current passenger capacity. 
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In the Assessment of Need (carbon capped) scenario, there is a similar magnitude of difference 
between the overlay results and the Commission forecasts (10m in 2030, 12m in 2040 and 10m in 
2050).  

 

All Scenario Results (Gatwick Airport under Gatwick Runway 2 Scheme) 

The charts below show the range of results for the different scenarios. The charts on the left illustrate 
the average results from the overlays. The charts on the right outline the Commission forecasts.  

It can be seen that the forecast range is generally narrower and higher for each year in the overlays 
than in the Commission projections.  

The exception is the Commission forecasts for the Low Cost is King scenario, which are higher than 
the overlay outputs. This reflects the simplistic nature of the overlay modelling, where Gatwick’s 
suitability for low cost carrier traffic does not lead to additional traffic capture. 
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On average, across the period 2030-2050, the overlay projections result in circa 12% additional 
Gatwick passengers across the carbon traded scenarios. This rises to around 15% additional 
passengers across the carbon capped scenarios.  

This additional Gatwick traffic is almost entirely at the expense of Stansted and Luton i.e. forecasts for 
Heathrow and London City are generally similar to the Commission projections. This is completely 
consistent with the historic profile of passenger growth in the last decade. 

  

  

 
All Scenario Results (Heathrow Airport under Heathrow NWR Scheme) 

Overlays have also been applied to Commission projections for Heathrow Airport under the Heathrow 
NWR scheme. There is little overall difference to the results in the carbon traded scenarios. However, 
Heathrow traffic is on average 12% lower than Commission projections across the carbon capped 
scenarios. 

Traffic Allocation Overlay Detail 

The complete set of results from the overlay exercises are presented in the tables below. 
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Carbon-traded
LGW 2R 2030 2040 2050 2030 2040 2050 2030 2040 2050 2030 2040 2050 2030 2040 2050
Airports Commission Forecasts

Heathrow 85 91 96 86 93 91 83 88 95 82 87 97 84 87 93
Gatwick 50 62 82 58 86 96 49 62 83 72 91 96 40 53 68

Stansted / Luton 46 52 53 50 53 53 45 53 53 51 53 53 49 53 53
London City 7 7 8 7 8 9 8 8 8 8 8 8 6 7 8

London 188 212 239 201 240 249 185 211 239 213 239 254 179 200 222
Allocation Approach 1: Incremental Traffic Allocated Based on Share of New Growth in Last Decade (subject to capacity)

Heathrow 86 90 96 86 90 96 86 90 96 86 90 96 86 90 96
Gatwick 58 73 89 68 95 97 56 72 89 78 94 97 52 64 76

Stansted / Luton 36 41 46 39 47 48 36 41 46 42 47 49 34 38 42
London City 8 8 8 8 8 8 8 8 8 8 8 8 8 8 8

London 188 212 239 201 240 249 185 211 239 213 239 254 179 200 222
Allocation Approach 2: Incremental Traffic Allocated Based on Share of Available Capacity

Heathrow 79 84 93 81 89 95 79 84 93 82 89 96 78 82 89
Gatwick 64 76 89 71 92 94 62 76 89 79 92 97 58 69 80

Stansted / Luton 40 45 50 43 51 52 39 45 50 45 51 53 38 42 46
London City 6 6 7 6 8 8 5 6 7 7 8 8 5 6 7

London 188 212 239 201 240 249 185 211 239 213 239 254 179 200 222
Average of Allocation Approaches

Heathrow 82 87 94 83 89 95 82 87 94 84 89 96 82 86 93
Gatwick 61 75 89 70 94 96 59 74 89 78 93 97 55 67 78

Stansted / Luton 38 43 48 41 49 50 37 43 48 44 49 51 36 40 44
London City 7 7 8 7 8 8 6 7 8 7 8 8 6 7 7

London 188 212 239 201 240 249 185 211 239 213 239 254 179 200 222
Variance (Average of Allocation Approaches v Airports Commission Forecasts)

Heathrow (3) (4) (2) (3) (4) 4 (1) (1) (1) 2 2 (1) (2) (1) (0)
Gatwick 11 13 7 12 8 (0) 10 12 6 6 2 1 15 14 10

Stansted / Luton (8) (9) (5) (9) (4) (3) (8) (10) (5) (7) (4) (2) (13) (13) (9)
London City (0) 0 (0) (0) (0) (1) (2) (1) (0) (1) (0) - 0 (0) (1)

London - - - - - - - - - - - - - - -

Gatwick Airport Second Runway terminal passenger forecasts (mppa), carbon traded
Assessment of need Global Growth Relative decline Low-cost is king Global Fragmentation

Carbon-capped
LGW 2R 2030 2040 2050 2030 2040 2050 2030 2040 2050 2030 2040 2050 2030 2040 2050
Airports Commission Forecasts

Heathrow 85 89 93 85 90 96 83 86 94 82 83 90 83 87 93
Gatwick 46 56 69 44 49 60 42 49 61 53 78 86 39 50 63

Stansted / Luton 44 50 53 41 46 49 40 48 53 36 37 43 48 52 53
London City 6 7 8 5 7 8 8 8 8 7 7 7 6 8 7

London 181 202 223 175 192 213 173 191 216 178 205 226 176 197 216
Allocation Approach 1: Incremental Traffic Allocated Based on Share of New Growth in Last Decade (subject to capacity)

Heathrow 86 90 96 84 90 96 84 90 96 85 90 96 85 90 96
Gatwick 53 65 77 50 58 69 49 57 72 51 68 79 50 62 72

Stansted / Luton 35 39 42 34 36 40 34 36 40 34 39 43 34 37 40
London City 8 8 8 7 8 8 7 8 8 7 8 8 7 8 8

London 181 202 223 175 192 213 173 191 216 178 205 226 176 197 216
Allocation Approach 2: Incremental Traffic Allocated Based on Share of Available Capacity

Heathrow 78 83 90 77 81 87 77 81 88 78 83 90 77 82 88
Gatwick 59 71 80 56 65 75 55 64 76 58 72 82 56 68 76

Stansted / Luton 38 43 47 37 41 44 36 40 45 38 44 47 37 42 45
London City 5 6 7 5 6 6 5 6 6 5 6 7 5 6 6

London 181 202 223 175 192 213 173 191 216 178 205 226 176 197 216
Average of Allocation Approaches

Heathrow 82 86 93 81 85 92 80 85 92 82 87 93 81 86 92
Gatwick 56 68 79 53 61 72 52 61 74 54 70 81 53 65 74

Stansted / Luton 37 41 44 35 38 42 35 38 43 36 41 45 36 40 43
London City 6 7 7 6 7 7 6 7 7 6 7 7 6 7 7

London 181 202 223 175 192 213 173 191 216 178 205 226 176 197 216
Variance (Average of Allocation Approaches v Airports Commission Forecasts)

Heathrow (3) (3) (0) (4) (5) (4) (3) (1) (2) (0) 4 3 (2) (1) (1)
Gatwick 10 12 10 9 12 12 10 12 13 1 (8) (5) 14 15 11

Stansted / Luton (7) (9) (9) (6) (8) (7) (5) (10) (10) (0) 4 2 (12) (12) (10)
London City 0 0 (1) 1 (0) (1) (2) (1) (1) (1) 0 0 0 (1) 0

London - - - - - - - - - - - - - - -

Note. To avoid rounding issues, London total traffic in AC scenarios is shown as sum of individual airports.

Gatwick Airport Second Runway terminal passenger forecasts (mppa), carbon capped
Assessment of need Global Growth Relative decline Low-cost is king Global Fragmentation



10 | P a g e  
 

 

 

 

Heathrow Airport North West Runway terminal passenger forecasts (mppa), carbon traded
Carbon-traded
LGW 2R 2030 2040 2050 2030 2040 2050 2030 2040 2050 2030 2040 2050 2030 2040 2050
Airports Commission Forecasts

Heathrow 116 134 138 125 138 148 119 129 136 129 138 149 104 121 133
Gatwick 39 43 47 42 47 45 40 46 49 40 46 45 39 43 46

Stansted / Luton 44 49 53 48 53 53 39 45 53 44 53 53 41 48 53
London City 5 8 8 5 7 9 5 8 8 6 7 8 6 7 7

London 204 234 246 220 245 255 203 228 246 219 244 255 190 219 239
Allocation Approach 1: Incremental Traffic Allocated Based on Share of New Growth in Last Decade (subject to capacity)

Heathrow 111 132 138 123 140 145 110 127 138 123 140 145 101 121 133
Gatwick 43 45 49 43 45 49 43 45 49 43 45 49 43 45 49

Stansted / Luton 42 49 51 46 52 53 42 48 51 46 51 53 39 45 49
London City 8 8 8 8 8 8 8 8 8 8 8 8 8 8 8

London 204 234 246 220 245 255 203 228 246 219 244 255 190 219 239
Allocation Approach 2: Incremental Traffic Allocated Based on Share of Available Capacity

Heathrow 115 134 140 126 142 146 114 130 140 125 141 146 105 124 136
Gatwick 41 44 48 42 44 49 41 43 48 42 44 49 40 43 47

Stansted / Luton 42 49 50 46 51 52 42 47 50 46 51 52 40 46 49
London City 6 7 8 7 8 8 6 7 8 7 8 8 5 7 7

London 204 234 246 220 245 255 203 228 246 219 244 255 190 219 239
Average of Allocation Approaches

Heathrow 113 133 139 125 141 146 112 129 139 124 140 146 103 122 134
Gatwick 42 44 48 42 45 49 42 44 48 42 45 49 41 44 48

Stansted / Luton 42 49 51 46 51 53 42 48 51 46 51 53 39 45 49
London City 7 8 8 7 8 8 7 7 8 7 8 8 7 7 8

London 204 234 246 220 245 255 203 228 246 219 244 255 190 219 239
Variance (Average of Allocation Approaches v Airports Commission Forecasts)

Heathrow (3) (1) 1 (0) 3 (2) (7) (0) 3 (5) 2 (3) (1) 1 1
Gatwick 3 1 1 0 (2) 4 2 (2) (1) 2 (1) 4 2 1 2

Stansted / Luton (2) (0) (2) (2) (2) (0) 3 3 (2) 2 (2) (0) (2) (3) (4)
London City 2 (0) (0) 2 1 (1) 2 (1) (0) 1 1 (0) 1 0 1

London - - - - - - - - - - - - - - -

Assessment of need Global Growth Relative decline Low-cost is king Global Fragmentation

Heathrow Airport North West Runway terminal passenger forecasts (mppa), carbon capped
Carbon-capped
LGW 2R 2030 2040 2050 2030 2040 2050 2030 2040 2050 2030 2040 2050 2030 2040 2050
Airports Commission Forecasts

Heathrow 109 128 135 109 130 139 111 126 132 115 131 138 110 128 134
Gatwick 35 36 41 30 31 34 35 35 40 29 30 34 34 36 40

Stansted / Luton 37 41 45 35 35 40 34 36 40 32 33 38 37 41 46
London City 4 5 7 3 4 6 4 5 7 3 5 6 5 6 7

London 185 210 228 177 200 219 184 202 219 179 199 216 186 211 227
Allocation Approach 1: Incremental Traffic Allocated Based on Share of New Growth in Last Decade (subject to capacity)

Heathrow 97 114 124 90 106 118 96 108 118 91 105 115 98 115 124
Gatwick 43 45 49 43 45 49 43 45 49 43 45 49 43 45 49

Stansted / Luton 38 43 47 36 41 44 38 41 44 36 41 44 38 43 46
London City 8 8 8 8 8 8 8 8 8 8 8 8 8 8 8

London 185 210 228 177 200 219 184 202 219 179 199 216 186 211 227
Allocation Approach 2: Incremental Traffic Allocated Based on Share of Available Capacity

Heathrow 101 118 128 96 111 122 100 112 122 97 110 120 102 119 128
Gatwick 40 42 46 40 42 45 40 42 45 40 41 45 40 42 46

Stansted / Luton 39 44 47 37 42 45 38 42 45 37 41 44 39 44 47
London City 5 6 7 5 6 6 5 6 6 5 6 6 5 6 7

London 185 210 228 177 200 219 184 202 219 179 199 216 186 211 227
Average of Allocation Approaches

Heathrow 99 116 126 93 109 120 98 110 120 94 108 118 100 117 126
Gatwick 41 44 48 41 43 47 41 43 47 41 43 47 41 44 47

Stansted / Luton 38 43 47 36 41 45 38 42 45 37 41 44 38 44 47
London City 6 7 7 6 7 7 6 7 7 6 7 7 6 7 7

London 185 210 228 177 200 219 184 202 219 179 199 216 186 211 227
Variance (Average of Allocation Approaches v Airports Commission Forecasts)

Heathrow (10) (12) (9) (16) (21) (19) (13) (16) (12) (21) (23) (20) (10) (11) (8)
Gatwick 6 8 7 11 12 13 6 8 7 12 13 13 7 8 7

Stansted / Luton 1 2 2 1 6 5 4 6 5 5 8 6 1 3 1
London City 2 2 0 3 3 1 2 2 0 3 2 1 1 1 0

London - - - - - - - - - - - - - - -

Note. To avoid rounding issues, London total traffic in AC scenarios is shown as sum of individual airports.

Global FragmentationAssessment of need Global Growth Relative decline Low-cost is king
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1.5. Forecast Methodology Review 

In this section, some of the points raised in the main response document in relation to the traffic 
forecast methodology are discussed in more detail. 

Impact of Fares / Airport Charges on Passenger Choice of Airport 

The Commission has stated that “Air fares have not been found to be a significant driving factor of 
airport choice….an extensive exercise. …failed to find a statistically significant relationship between 
fares for particular routes and passengers’ choice of airport”. 

However, it is then acknowledged that “this may in part be attributable to the difficulty in deriving 
reliable mean fares with the increasingly wide spread of fares for each route available with web based 
ticketing and modern yield management systems”.  

We acknowledge the difficulties inherent in collecting accurate fares data. Notwithstanding this, we 
consider it inconceivable that fare levels have no impact on passenger choice. A major component of 
the classic low cost carrier business model is to use low fares to successfully compete with legacy 
airlines from alternative airports.  This is widely acknowledged and accepted. 

There are various published references to the impact of fares on passenger choice of airports. 

 “Leisure passengers are significantly more price sensitive…less time sensitive than business 
passengers and therefore prepared to travel longer distances to reach a preferred airport.” 

Copenhagen Economics, “Airport Competition in Europe”, June 2012, pp65 

“After surface access reasons, price was the most often stated reason why passengers chose to fly 
from Stansted (33%) and Luton (24%)” 

Civil Aviation Authority, “Airport Market Power Assessment, Passengers’ airport preferences. Results 
from the CAA Passenger Survey (Working paper November 2011)” 

 “Generally, passengers prefer to use the airport closest to them, to reduce the cost and time of 
travelling to the airport, but passengers (particularly leisure passengers) do use airports other than 
their nearest airport to take advantage of greater choice of destinations, more conveniently-timed or 
frequent flights and/or lower air fares available on those flights”. (Page 40) 

“The evidence therefore confirms that neighbouring airports do compete with one another….LCCs, for 
which airport charges are likely to represent a significantly larger component of costs, and whose 
passengers are likely to be particularly price-sensitive, are in turn particularly sensitive to airport 
charges in their choice of airport. In line with this, we found particularly strong examples of price 
competition between neighbouring airports trying to attract LCCs.” (Page 46) 

The Competition Commission, “BAA airports market investigation. A report on the supply of airport 
services by BAA in the UK, 19 March 2009”. 

The absence of a fares component in the Commission’s traffic modelling clearly has a negative 
impact on the share of traffic allocated to Gatwick. While difficult to quantify, we believe the impact is 
likely to be significant. It is likely to lead to results more aligned with market traffic growth trends over 
the last decade. 

Gatwick Critical Mass with Two Runways 

We understand that no allowance is made in the modelling for Gatwick to become more attractive to 
passengers and airlines with a second runway. We find this difficult to comprehend. A two runway 
Gatwick will build a stronger critical mass of services and improve its brand recognition with UK and 
overseas passengers. 
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The importance of critical mass has been recognised in various studies. 

“The range of airline routes and business models attracts a large number of passengers to the airport, 
building passenger familiarity with the airport, and attracting further airlines to open services.” 

Civil Aviation Authority, Gatwick - Market Power Assessments Non-confidential Version, The CAA’s 
Initial Views – February 2012, P56 

“Passengers generally prefer to use airports in which they have greater flexibility in departure and 
arrival times, and they value multiple flight frequencies. This is more pronounced with business 
travellers. Related to flight frequency, some passengers have shown a demonstrated preference for 
large airports, based on the notion that they have more options for reaching their destination in the 
event of a problem (e.g., if the passenger missed a flight, the passenger can get another flight later 
that same day). Given a choice between two airports in competitive aviation zones, passengers may 
rank additional flight frequencies above access time.” 

ACRP Report 98: “Understanding Airline and Passenger Choice in Multi-Airport Regions”. Airport 
Cooperative Research Program (2013), P13 

The “S-Curve” impact – also highlighted by the International Transport Forum (ITF/SEO) Report3 
(p48) - is a factor which pushes down Gatwick fares. On competing routes, Heathrow – for historical 
reasons - tends to have a significant frequency advantage. A two runway Gatwick would result in the 
frequency differential being eroded over time, also reducing the average fare gap. 

The ITF/SEO report also states that: 

“…there is a positive feedback mechanism between airport choice and network development by the 
airline and passenger/ user behaviour. Growth in the network on offer will decrease travel costs for 
consumers/ users due to higher frequencies, more destinations and more competition/lower fares. 
Hence, the airport will attract more demand from and to its hinterland, which increases the likelihood 
of further connectivity growth by the airline.” 

The International Transport Forum Report, “Expanding Airport Capacity: Competition and 
Connectivity, The case of Gatwick and Heathrow”, P48 

Clearly the absence of this critical mass factor also results in a lower allocation of traffic to Gatwick. 
Heathrow already has full critical mass, and its existing pull is factored into the Commission model 
calibration. 

 

  

                                                           
3 Expanding Airport Capacity: Competition and Connectivity, The case of Gatwick and Heathrow, November 2014 
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1.6. Scenario Selection and Input Assumptions 

In this section, we address in more depth some of the issues highlighted in the main response 
document in relation to the Commission scenario definitions and input assumptions. 

Low Cost Carrier Presence at Heathrow 

In the main response document, we commented that Heathrow is fundamentally incompatible with a 
genuine low cost carrier business model. 

An obvious risk we identified for the Heathrow schemes is that the type of capacity provided will not 
be suitable for this market segment which has been delivering UK short haul traffic growth over the 
last decade, and is highly likely to be the main source of traffic growth in the medium term. 

While it is possible there may be some low cost carrier (LCC) development at Heathrow in the 
absence of capacity elsewhere, we do not think this should be the primary modelling assumption. At 
the very least, we would expect the impact of no significant LCC development at Heathrow to have 
been analysed. 

If LCCs do not use Heathrow under Heathrow expansion, the impact would be significant. There will 
be insufficient capacity to accommodate low cost/charter demand in the Low Cost is King (carbon 
traded) scenario. 

• Currently, only three major London airports have significant LCC and charter presence 
(Gatwick, Stansted and Luton). Under the Heathrow NWR option, the combined 2050 
passenger capacity for these airports will be 98mppa (according to Commission analysis). 

• In 2013, total traffic from the major London airports was 139m, of which 53m was low cost and 
charter (representing 38% of all traffic). 

• By 2050, total London traffic is forecast to grow to 255m. While the Commission does not 
provide a breakdown between different airline types, the Commission states that “This scenario 
sees the low-cost carriers strengthening their position in the short-haul market and capturing a 
substantial share of the long-haul market”. We would agree with this as the most likely 
outcome. 

• Even if low cost / charter only grows in line with overall traffic (maintaining 38% market share), 
demand will be circa 98m by 2050 (i.e. fully utilising all capacity at Gatwick, Stansted and 
Luton). 

• However, given the scenario description and the continuing major market share gains by the 
LCC segment, it is clear that demand will significantly exceed supply in this scenario. For 
example, if LCC / charter was to gain a 60% market share by 2050, this would equate to 
demand for 153mppa (compared to Gatwick, Stansted, and Luton capacity of circa 98mppa). 

The implications of low cost carriers not developing at Heathrow are substantial, and we believe this 
major risk must be modelled and quantified by the Commission. 
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Passengers per PATM 

Context 

In 2013, the average passengers per Passenger Air Transport Movement4 (PATM) at Heathrow was 
155, compared to 145 at Gatwick. In the Heathrow NWR scheme option, the Commission forecasts 
the Heathrow pax/PATM to rise as high as 201 by 2050 (+46 PATMs v 2013). This projected 
Heathrow average passenger load is at the top end of plausible outcomes. 

This compares to a maximum Gatwick pax/PATM of 172 in 2050 (+27 PATMs v 2013). 

In recent years, the average aircraft size at Heathrow has reduced5 for long haul services and 
expanded only marginally for short haul. This reflects aircraft technology developments (cost efficient 
medium sized aircraft) and airline economics (reduced focus on transfer traffic).This trend will 
continue as British Airways continues to predominantly replace its higher capacity B747-400 fleet with 
lower capacity B787 and A350 aircraft (based on current fleet orders). 

By contrast, at Gatwick average aircraft size has grown, reflecting the changes in traffic mix at the 
airport.  

 

The trend of modest changes in aircraft size are not restricted to Heathrow. At the 50 largest global 
airports (as measured by scheduled seat capacity), there has been limited development of average 
aircraft size over the last decade. Whilst average short haul aircraft size has increased modestly, 
there has been a slight decline in average long haul aircraft. This trend is set to continue as more next 
generation long haul aircraft are delivered. 

                                                           
4 Commercial flights carrying passengers. 
5 Based on average number of seats per aircraft, which reflects changes in seating density as well as type of 
aircraft. 
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Historic and Projected Pax/PATM Development at Heathrow 

We have analysed the historic development of passengers per PATM at Heathrow and compared it to 
the Commission’s forward projections for the period to 2050. 

 

Passengers per PATM have increased from 138 to 155 since 2002 (+17). This comprises of: 

• +10 passengers per PATM due to traffic mix (increased share of long haul services, which 
typically operate with larger aircraft than short haul). 

• +9 passengers due to increased seat factor. 
• Loss of 2 passengers through reduction in average short haul and long haul aircraft size. 

This covers a period when Heathrow was highly constrained, yet there was a reduction in average 
aircraft size. 
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For the period to 2050, passengers per PATM are forecast by the Commission to increase to 201 in 
the Low Cost is King (carbon traded, Heathrow NWR scheme) scenario. Of the additional 47 
passengers per PATM compared to 2013: 

• Greater long haul traffic share contributes +9 passengers. 
• We do not have the assumptions for seat factor or average aircraft size that the Commission 

used. However, if we assume a seat factor improvement of 5 percentage points, this would 
generate another 11 passengers per PATM. 

• This implies an average increase in 26 passengers per PATM from larger aircraft, a huge 
increase in the context of historic trends where average aircraft size was actually decreasing. 

In this scenario, the average aircraft size would need to be circa 185 seats for short haul aircraft 
(including domestic), and circa 345 seats per aircraft for long haul. This is based on our assumption of 
a 5 percentage point increase in seat factor. To put this in context, this is equivalent to short haul 
average aircraft size of A321 or B737-900 (in full service carrier configuration) and B747-400/B777-
300 for long haul aircraft. 

The trend is similar for the Global Growth (carbon traded) scenario, where passengers per PATM also 
rise to 201 by 2050. This comprises of +12 passengers from traffic mix, +11 passengers from seat 
factor increases and +22 passengers from increase in average aircraft size. Again, this is contrary to 
recent trends and the British Airways fleet orders noted earlier. 

It should also be noted that the next generation B787 and A350 aircraft comprise almost 70% of all 
outstanding wide body aircraft orders. This clearly supports our view that average long haul aircraft 
will have fewer seats than implied in the Commission forecasts for Heathrow. 

Finally, Heathrow Airport Limited’s own assumptions on average aircraft size are significantly lower 
than the Commission. Its forecasts for 2050 imply an average of 182 passengers per flight. 

Historic and Projected Pax/PATM Development at Gatwick 

At Gatwick, the Commission appears to be assuming a decrease in average aircraft size (once impact 
of traffic mix has been accounted for). 

 

At Gatwick, passengers per PATM have increased from 128 to 145 since 2002 (+17, the same 
increase as Heathrow). However, the source of the increase is very different to Heathrow. 
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• Loss of 8 passengers per PATM from increased short haul share (following EU-US Open Skies 
in 2008 and movement of North American flights to Heathrow). 

• +8 passengers due to increased seat factor. 
• +18 passengers per PATM through increases in average aircraft size (within short haul and long 

haul segments). 

For the period to 2050, passengers per PATM are forecast by the Commission to increase to 172 in 
the Low-cost is King scenario (carbon traded, Heathrow NWR scheme). Of the additional 27 
passengers per PATM compared to 2013: 

• Greater long haul traffic share contributes +32 passengers. 
• As for Heathrow, if we assume a seat factor improvement of 5 percentage points, this would 

generate another 16 passengers per PATM. 
• This implies an average decrease in 21 passengers per PATM from smaller aircraft, a reversal 

of historic trends which we view as both illogical and implausible. 

Summary 

We believe it is clear that the Heathrow passenger per PATM assumptions are out of line with historic 
performance, future aircraft orders, airline economics and the profile at large peer airports around the 
world. 

Clearly there is a substantial risk that future passengers per PATM at Heathrow are limited to more 
normal levels in the Global Growth and Low Cost is King scenarios. There are constraints on how 
much traffic mix and improved seat factors can contribute to future growth in passengers per PATM. 
Therefore, larger aircraft will need to play a major role in delivering higher passengers per PATM, in 
contrast with historic trends experienced at a time when Heathrow has been very constrained. 

The traffic risk associated with the Commission assumptions is material. For example, limiting 
passengers per PATM at Heathrow to the same increase assumed for Gatwick would result in 182 
passengers per PATM. This is still a substantial increase given historic trends and (compared with 
Gatwick), relatively small contribution from traffic mix changes. 

Limiting passengers per PATM to 182 at Heathrow would constrain passenger throughput to 135m 
compared to 148m-149m (Heathrow NWR option, Low Cost is King and Global Growth, carbon 
traded). This is in line with Heathrow Airport Limited’s long term forecast of 134.6m by 2050 in its May 
2014 submission. 

Furthermore, under the Gatwick R2 option, Heathrow traffic would be limited to 87m (compared to 
96m in Global Growth (carbon traded)). Much of this “spilled” traffic would then be served from 
Gatwick. 

We believe this analysis clearly illustrates the significant risks associated with the implausibly high 
passengers per PATM assumptions for Heathrow. These assumptions should be modified to more 
realistic levels. 
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1.7. Implications of Commission Forecast Results 

We have highlighted serious issues with the Commission forecasts in relation to the allocation of 
demand between airports. However, as noted in the main response document, we are more 
comfortable with the national level projections. 

There are some interesting insights from the Commission forecasts which have not been sufficiently 
highlighted in the Commission commentary. These issues are important to consider in the overall 
Commission evaluation in relation to their terms of reference. 

Total UK Passengers 

We have analysed the total UK passengers associated with both the Gatwick R2 and Heathrow NWR 
options for each of the spot years 2030, 2040 and 2050. 

The chart below shows the differences between UK passengers associated with the Gatwick R2 
scheme and the Heathrow NWR scheme. The Heathrow NWR scheme UK passenger totals have 
been subtracted from the Gatwick R2 scheme UK passenger totals. Therefore, values above the axis 
indicate greater UK passengers in the Gatwick R2 scheme. Conversely, values below the axis 
indicate greater UK passengers in the Heathrow NWR scheme. 

 

Across all of the scenarios, the Gatwick R2 scheme generates – on average – more passengers than 
the Heathrow NWR scheme. The average UK passengers are forecast to be 3m higher per spot year 
in the Gatwick R2 scheme. This is calculated by contrasting the average UK passengers from all 5 
scenarios x 2 carbon sensitivities x 3 spot years. 

In all of the carbon capped scenarios, the Gatwick R2 scheme generates more UK passengers than 
the Heathrow NWR option. In most cases, the difference is very significant, especially towards the 
end of the forecast period. 

This is partly offset in the carbon traded scenarios, where Heathrow NWR more often (but not always) 
is associated with higher UK passenger volumes. 

The Commission’s terms of reference relate to meeting the needs of the UK overall. The analysis by 
the Commission suggests that new runway capacity at Gatwick is the best overall solution for the UK.   
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Total UK Passengers by Airport 

The same analysis has been undertaken, looking at UK passengers split by the following airport 
groupings: 

• Heathrow + Gatwick combined passengers. 
• Other London airports. 
• Regional airports. 

We have clearly shown how traffic is under–allocated to Gatwick in the Commission forecasts. This 
results in implausibly poor utilisation of new capacity in the Gatwick R2 scheme compared to the 
Heathrow NWR scheme. Therefore, combined Heathrow/Gatwick passengers are always higher in 
the Heathrow NWR option (based on the Commission analysis). Clear evidence points to Gatwick 
capturing a higher share of London airport traffic growth, primarily at the expense of Stansted / Luton. 

Nevertheless, the Commission analysis shows that the Gatwick R2 option is superior for regional 
airports by a considerable margin – and, by extension, beneficial for the passenger base in the UK 
regions. On average, an additional 11m passengers per spot year travel from regional airports in the 
Gatwick R2 option (compared to the Heathrow NWR option). 

 

This increase in direct services from the UK regions should provide significant economic benefits to 
the regions rather than to continue to overheat London airports. This would fully align with UK 
Government aviation policy. 
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Total UK Passengers by O&D6 v Transfer 

We have also analysed total UK passengers in the Gatwick R2 v Heathrow NWR schemes by O&D v 
transfer: 

• O&D Passengers (passengers which start or end their journey in the UK and do not change 
flights at a UK airport e.g. London-Berlin). 

• Domestic-International (D-I)/Domestic-Domestic (D-D) Transfer Passengers (as above but 
involving a change of flights at a UK airport e.g. Glasgow-London-Berlin). 

• International-International (i.e. passengers with origin and destination outside the UK but which 
change flights at a UK airport e.g. Berlin-London-New York). 

It is widely accepted that international to international (I to I) transfers have little direct economic 
benefit to the UK. In comparison, passengers whose journey starts or ends in the UK (O&D/D-I/D-D) 
provide economic, social, cultural and inbound tourism related benefits for the UK.  

Interestingly, the Gatwick R2 scheme generates a much higher volume of O&D/D-I/D-D passengers 
than the Heathrow NWR option – on average 15m passengers per spot year. 

 

The Gatwick R2 scheme provides clear benefits for the UK as a whole which we would expect to be 
properly reflected in the Commission’s economic appraisals informing the recommendations on new 
runway capacity. 

 

  

                                                           
6 Origin & Destination passengers i.e. passengers with initial origin or final destination within the UK. 
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Total UK Passengers by Business v Leisure 

In a similar way, the business and leisure passengers associated with the Gatwick R2 and Heathrow 
NWR options were compared. The Gatwick R2 option is forecast to generate an average of 2m per 
spot year additional business passengers travelling to/from/within the UK. It is also forecast to provide 
an additional 13m passengers per spot year of inbound and outbound leisure passengers. Clearly 
additional business and inbound leisure passengers is of major economic benefit to the UK. 

 

Other Analysis 

We have also analysed foreign and UK passengers travelling to/from the UK. An average of 4m per 
spot year of additional foreign passengers travel to the UK in the Gatwick R2 scheme (compared to 
Heathrow NWR). This will be of significant economic benefit for business and inbound tourism. 

Similarly, the UK population would also travel more for business and leisure in the Gatwick R2 option 
(an average of 9m passengers per spot year compared to Heathrow NWR). 

In our May 2014 submission (SD1), we analysed how the different options performed in relation to 
emerging markets. This analysis is not explicitly provided in the Commission’s projections. However, 
the total passenger kilometres flow from the UK are provided for Newly Industrialised Countries (NIC) 
and Less Developed Countries (LDC). 

Taking an average of all scenarios, the Heathrow NWR scheme generates only 1% additional 
NIC/LDC passenger KM (compared to the average of the Gatwick R2 scenarios). Presumably the 
Heathrow NWR option contains more international transfer passengers than the Gatwick R2 option. 
Therefore, with the Heathrow scenarios having a high dependence on transfer passengers, it is 
reasonable to conclude that the Gatwick R2 scheme would provide more O&D passengers to these 
destinations. 
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1.8. Connectivity 

Destinations Served 

The Commission forecasts are accompanied by projections of the number of destinations served 
under each scheme. Gatwick’s own analysis (summarised in the May submission) resulted in different 
conclusions – namely that connectivity would be superior under the Gatwick R2 option. This is 
because the additional development of low cost carrier services would generate a higher number of 
additional destinations than the relatively minor benefit from additional feeder traffic in the Heathrow 
NWR option. 

However, we acknowledge that there is inevitably a degree of subjectivity in these assessments. The 
main conclusion we draw from the Commission’s analysis is that the different options deliver very 
similar outcomes in relation to the number of destinations served. 

Looking at the UK as a whole, the Commission analysis concludes: 

• The Gatwick R2 option delivers an average of 239 destinations that are served on a daily 
scheduled basis (average of 2030, 2040 and 2050 spot years and all scenario options). 

• The Heathrow NWR is assessed as generating 246 destinations on the same basis. This 
additional 7 destinations is equivalent to just an extra 3% destinations served. 

• Considering destinations served on any basis, the number operated in the Gatwick R2 option 
rises to an average of 398. 

• This is higher than the equivalent average number of destinations from the Heathrow NWR 
option (395).  

The Commission’s analysis suggests that the UK would be equally well connected with expansion of 
Gatwick compared to expansion at Heathrow. This also demonstrates that the claims that expanding 
Heathrow is the only way to secure connectivity for the UK are unfounded. 

Impact of Feeder Traffic on Destinations Served 

The Commission has undertaken a sensitivity where all international to international transfer 
passengers are removed. This has been undertaken for the Assessment of Need scenario only 
(carbon traded and carbon capped). 

In the Heathrow NWR scheme, the total number of destinations served from the UK on a daily 
scheduled basis averaged 245 (average of 2030, 2040 and 2050 spot years and carbon traded / 
carbon capped for Assessment of Need).  

If all “I to I” passengers are removed – a very extreme sensitivity – then this average is reduced to 
236. For all destinations served (on any basis), the equivalent figures are a reduction from 395 to 388. 

In other words, the impact of feeder traffic on the number of destinations served is very small. Feeder 
traffic, according to the Commission’s analysis, adds an additional 1% to the number of destinations 
served, and an additional 4% to the number of destinations served on a daily basis. 

Furthermore, the “I to I” sensitivity actually has a positive impact on total travel to/from and within the 
UK7. On average the removal of “I to I” transfer passengers would result in an increase of “local” 
passengers by 2m per spot year. 

This suggests a disproportionate focus on the role of an expanded hub in generating UK connectivity. 
In all scenarios, Heathrow will remain an important connecting point. However, even if all “I to I” 

                                                           
7 O&D passengers, domestic-international transfer passengers and domestic-domestic transfer passengers. 
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transfer traffic was lost, this would only have a marginal impact on overall UK connectivity. This 
confirms the Gatwick view that the case for a large hub airport is hugely overstated. 

Services from Local Airports 

As well as considering the total destinations served from the UK, the availability of routes from local 
airports is an important economic factor for the development of the UK as a whole.  

For example, for the UK regions it is more important to have direct services from local regional 
airports than a greater range of destinations at London. London is typically only one of a range of 
potential connecting hubs for regional passengers. 

It is interesting to note that the number of destinations served from regional airports is higher with 
Gatwick expansion. On average, Gatwick R2 generates 124 daily scheduled destinations for the UK 
regions versus 118 with Heathrow NWR. Taking into account all services, Gatwick R2 generates an 
average of 331 destinations compared to 326 for Heathrow NWR. 

For South East of England passengers, it is also beneficial to have a wide range of services at local 
London airports. The surface access travel time for South East passengers varies significantly 
depending on which London airport has the required services. 

The Commission acknowledge in its competition analysis that the Gatwick R2 option would generate 
more airport competition. This suggests that there would be a greater range of destinations served 
from local airports in the Gatwick R2 option. It would be helpful if these metrics were produced by the 
Commission, to ensure that this important aspect of London and UK connectivity can be properly 
evaluated. 
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Section 2. Airline Supply Side Analysis 

2.1. Context 

Importance of Hub Development in Commission Heathrow Scenarios 

Under Heathrow expansion, a key component of much of the analysis undertaken by the Commission 
and its consultants is that there will be a strong growth of hub operations at Heathrow. For example: 

“Airline response 1: Hub carrier growth at Heathrow, point-to-point growth at Gatwick. 

The most likely airline response across all scenarios explored by the Commission is for the current 
hub carrier to expand its operations at Heathrow. The additional capacity when Heathrow expands 
would enable the hub airline and its partners to grow capacity at Heathrow, potentially expanding the 
route network, both in terms of higher frequencies of service and new routes.” 

“The Heathrow scheme’s strengths lie in its ability to provide a large route network of both short-haul 
and long-haul connections in terms of number of destinations offered and frequencies of service. The 
scheme’s connectivity benefits are likely to be largest if Heathrow’s capacity is taken up by the hub 
carrier and its partners as that would allow for a significant expansion of the route network. This airline 
response is most likely in the global growth and assessment of need scenarios.” 

Airports Commission: “Heathrow Airport North West Runway: Business Case and Sustainability 
Assessment”, November 2014 

“Only hub carriers like British Airways and its partners at Heathrow are able to really ‘extend’ the local 
market by carrying transfer traffic via their hub.” 

“Additional runway capacity at Heathrow could be expected to be taken up predominantly by hub 
operations.” 

“The additional capacity at Heathrow enables the hub-carrier British Airways (and partners) to grow 
from today’s constrained, sub-optimal hub-and-spoke system to an efficient fully developed hub 
operation using a wave-system for coordinating arrivals and departures.” 

“The share [of] transfer traffic within the network of British Airways (and partners) at Heathrow grows 
to 60% on long-haul and 50% on short-haul due to increased hubbing operations.” 

“If insufficient to restore the seat capacity at LGW, non-Oneworld FSC traffic is relocated to LGW.” 

International Transport Forum/ SEO Economic Research: “The Impacts of Expanding Airport Capacity 
on Competition and Connectivity”, November 2014 and December 2014. 

Strong development of hub services is central to the traffic forecasts and broader assessments 
associated with Global Growth and Assessment of Need. In effect, this means that strong 
development by British Airways / IAG (“BA”) or a successor network carrier based at Heathrow would 
be required to achieve the traffic forecasts. 

“While Heathrow is a hub for BA, it is much less of a hub for any other airline. British Airways and its 
Oneworld alliance partners have about 35% of their passengers transferring at Heathrow. However, 
for all other airlines operating at Heathrow, only 10% of passengers connect.” 

ICF SH&E: “London Traffic Report, Market Trends, Forecasts, and Implications for Airport Capacity”, 
10 May 2014 (included as Appendix A1 to Gatwick’s May submission to the Airports Commission). 

Given the limited transfer traffic at Heathrow from non Oneworld airlines, the strong development of 
BA and partners is a necessary condition for key Commission scenarios. A more modest expansion 
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by BA would lead to significantly reduced traffic volumes relative to key Commission scenarios, and 
consequently higher airport charges and lower economic benefits. 

The Commission and its consultants have not put forward evidence in support of their assumptions for 
how BA will develop following the opening of a third runway at Heathrow. Supporting material is 
typically limited to discussions of the general business model of hub operators, without reference to 
the specific conditions in the London airport market or BA’s current strategy.  

In this section of our response we highlight some of the risks to the inherent assumption that BA will 
expand strongly in the event of Heathrow expansion. 

Current British Airways / IAG Strategy 

Like most privately owned airlines, the strategy and growth plans of International Airlines Group (the 
parent company of British Airways) are driven by shareholder returns. The airline has demonstrated 
that it prioritises financial returns ahead of volume or market share growth. Examples include: 

• Reducing average aircraft size in the late 1990s by replacing B747-400 aircraft orders with 
B777s (and equivalent reduction in short haul aircraft size). This reduced the airline’s exposure 
to lower yielding transfer traffic. 

• “Future Size and Shape” restructuring of the airline in the aftermath of the events of 11th 
September 2001. 

• Disposing of loss making subsidiaries in Germany, France and the UK regions. 
• New aircraft orders conditional on improvements to underlying profitability and competitiveness.  

This target driven approach to adding capacity at Heathrow was reinforced when it recently 
summarised its strategy for Heathrow. 

• “Opportunities for disciplined long-haul growth 
• Continuing improvements in operating cost 
• Improved operational and customer performance 
• 2015 operating profit target of £1.3bn reiterated (~10% margin) 
• IAG’s long term planning goal (2016-2020): 10% to 14% operating profit margin, 12%+ 

sustainable RoIC [return on invested capital]” 

IAG: Capital Markets Day, 7th November 2014 

The sensitivity of IAG growth to Air Passenger Duty was also highlighted. This demonstrates the 
importance of airport charges (a similar type of cost) in relation to full service airline growth. 

 “Majority of the bmi slots still available for longhaul growth subject to: 

• Strict RoIC [return on invested capital] criteria 
• Further progress on reducing APD” 

IAG: Capital Markets Day, 7th November 2014 

British Airways / Oneworld already has a large slot holding at Heathrow which could be used to 
develop a large number of additional long haul flights. The fact that BA chooses to limit the number of 
additional long haul flights is, we believe, the reaction of a rational business to profitably meet market 
demand. 

Therefore, we would expect British Airways / Oneworld, along with other carriers to put in place 
measured and profitable capacity to reflect the underlying strength of the London market. A rapid 
build-up of hub services in order to accommodate large volumes of lower yielding transfer passengers 
would represent a significant change in the current and recent strategy. 



26 | P a g e  
 

The issue of transfer traffic and its price sensitivity is covered more extensively in Section 4.2, 5.2 and 
5.3 of this appendix. 
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2.2. Recent Fleet and Traffic Development of British Airways 

BA Fleet Development 

The growth of the BA mainline fleet over the last 15 years has been measured, reflecting BA’s 
financial return driven approach to growth. Excluding the impact of the acquisition of bmi, the current 
fleet size is actually smaller than in the late 1990s. 

 

BA Passenger Growth at Heathrow 

Over the 2002-2013 period, British Airways8 has focussed the majority of its growth on mature 
international market segments. The airline has been the main contributor of Europe growth at 
Heathrow. It also grew very strongly in the North American market. Since 2002, despite new airlines 
gaining entry to Heathrow (following US-EU Open Skies in 2008), BA’s growth matched that of all 
other airlines combined.  

These mature markets are where BA is structurally strong. For geographic reasons, London is suited 
to act as a transfer point for Europe to North American traffic. 

In less mature markets, BA traffic growth has been more modest. Other airlines have generated the 
vast majority of growth to the Middle East and Asia Pacific. In these markets, London is less suited to 
act as a transfer point, and feeds traffic to better located hubs. 

BA and Oneworld partner LATAM Airlines Group have been responsible for most of Heathrow traffic 
growth to South and Central America. In these markets, flag carriers from the other end of the route 
have faced financial difficulties and often exited the market. 

                                                           
8 We have included historic bmi traffic within the BA traffic category to avoid distortions following BA’s acquisition 
of the airline. 
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We have grouped destination markets in the same categories as the Commission’s traffic forecasts. 
This involves splitting long haul destinations into OECD countries and other countries (comprising 
Newly Industrialised Countries and Less Developed Countries). 

BA’s share of Heathrow growth to OECD long haul destinations was 56%. BA’s contribution to other 
long haul (typically less mature markets) was much lower at 24% of all Heathrow traffic growth. This 
reflects the structural strengths of BA, where it can expand more profitably into more mature markets. 
It also highlights the stronger growth from non-UK airlines in less mature markets. 
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BA Network v Heathrow Network 

We have analysed the network of destinations served from Heathrow, and highlighted which routes 
BA is the only operator. This analysis shows that BA provides the only service for a significant 
proportion of routes within mature markets. However, with the exception of Africa, most routes in less 
mature markets are operated by other airlines or by BA in competition with other carriers. 

Once again, this is a function of BA’s strengths in Europe and North America, with a relatively weaker 
position to growth markets.  
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2.3. Implied Growth under Heathrow Expansion 

Context and Approach 

We have analysed the potential consequences of the Commission traffic forecasts in relation to the 
implied role of BA (or a successor network carrier). To meet the Commission traffic projections for 
2030, we have investigated how BA may need to develop, and whether this is realistic. 

This analysis has been undertaken for the Assessment of Need (carbon traded) scenario.  

We have followed the guidance given by the Commission in relation to overall traffic projections and 
the nature of its Assessment of Need scenario. However, we have needed to make our own 
assumptions where detailed Commission assumptions have not been provided.  

On this basis, two scenarios for potential BA growth have been developed, a low share scenario and 
a high share scenario. 

BA Share of 
Heathrow 

Passengers 
Low Scenario for 2030 High Scenario for 2030 

Overall • 47% (i.e. maintain 2013 level) 

• 55%, in line with levels observed 
for home carriers at major 
European hubs 

UK Traffic • Increases from 87% in 2013 to 94% in 2030 (returning to the 2011 level) 

European 
Traffic • Increases from 53% to 55% • Increases from 53% to 59% 

Long Haul 
OECD Traffic • 43% (i.e. maintain 2013 level) • Increases from 43% to 55% 

Long Haul 
Other Traffic • 32% (i.e. maintain 2013 level) • Increases from 32% to 43% 

 

Given the Commission forecasts lower traffic growth in the more mature markets, BA would need to 
grow share in individual segments to maintain current overall market share. Therefore, in the low 
scenario we assume some market share gain on short haul markets. 
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Fleet Implications 

We have analysed the necessary fleet growth for BA to deliver the implied passengers for the low and 
high scenarios described above. In addition to the assumptions above, we further assume: 

• No change in aircraft utilisation from current levels. 
• Low scenario - Passengers per ATM growth for both long haul and short haul to be equal to the 

Airports Commission 2013-2030 CAGR of 0.8% (Assessment of Need (carbon traded), 
Heathrow NWR scheme). 

• High scenario – no change in passengers per ATM for long haul and 0.4% CAGR passengers 
per ATM for short haul (broadly in line with historic trends). 

Between 1997 and 2013, BA’s mainline fleet grew by 28 aircraft (including the impact of BA’s 
acquisition of bmi). This is equivalent to less than 2 aircraft per year. 

The implied growth for the BA fleet at Heathrow between 2013 and 2030 would be 89 aircraft in the 
low scenario. This is equivalent to net fleet growth of over 5 aircraft per year. In the high scenario, net 
fleet growth would be as high as 194 aircraft (equivalent to over 11 aircraft per year). 

Clearly this level of fleet growth would be a major undertaking for BA, and represent a step change 
from its more measured historic growth pattern. The growth would also be taking place in the context 
of much higher airport charges at Heathrow. 
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Implied Passenger and Network Growth Implications 

The implications of the Assessment of Need scenario are also very strong growth across the different 
traffic segments. The growth rates are generally much higher than historic trends. 

• UK: Market flat in line with Commission forecast assumptions. 
• Europe: BA growth in the range 13.1m-15.5m from 2013 to 2030. This is equivalent to 0.77m-

0.91m growth per year, compared to historic growth per year of 0.16m (2002-2013). 
• OECD Long Haul: Implied growth by BA of 4.2m-7.6m (0.25m-0.45m per year). This compares 

to historic rates of growth of 0.20m. 
• Other Long Haul: Total BA growth of 3.8m to 7.2m, equating to 0.22m-0.42m per year to 2030. 

Again, this rate of growth is significantly in excess of historic trends of 0.14m per year. 

 

The scale of growth implied by the Commission forecasts is notable: 

• European traffic on legacy airlines has been broadly flat in recent years, as low cost carriers 
increase market share. The level of growth implied would require a reversal of recent trends. 

• BA would need to capture a much higher share of growth for less mature long haul markets 
than has historically been the case, especially in the high scenario. 
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2.4. Conclusion 

Strong hub expansion of hub services by BA (or successor network airline) is a key component of the 
traffic forecasts for at least two of the Commission scenarios. Our supply side analysis demonstrates 
that such growth from BA cannot be taken for granted: 

• BA has historically demonstrated measured capacity expansion, driven by financial returns 
rather than market share. 

• To be compatible with the Commission forecasts for Assessment of Need, growth of BA fleet 
and passengers would need to be substantially higher than historic levels. Given the much 
higher airport charges at an expanded Heathrow, these assumptions look very optimistic. 

• In particular, BA would need to grow very strongly in the European traffic segment (which is 
relatively mature and faces strong competition from low cost carriers) and develop a much 
stronger market position for less mature long haul destinations. This is a major change from the 
carrier’s current strategy for profitable growth. 

We recommend that the Commission reconsiders the supply side implications of its Assessment of 
Need and Global Growth scenarios. We believe that the traffic forecasts for an expanded Heathrow 
contain significant risk in relation to development of hub traffic. 

Elsewhere in our response, we have also highlighted that Commission assumptions in relation to low 
cost carrier development at Heathrow lack credibility. 

 

 

 

 

 

 

 

 

  



34 | P a g e  
 

Section 3. Review of Cargo  

3.1. Introduction 

The needs of air cargo users are an important consideration in the Commission’s appraisal 
framework. However, air cargo issues have only been discussed at a high level in the consultation 
documents published by the Commission. 

In this document, we provide analysis to support the consideration of cargo issues by the 
Commission. This includes an analysis of relevant aspects of the current air cargo market and how 
this is expected to develop in the case of Gatwick or Heathrow expansion.  
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3.2. Development of the UK Air Cargo Market 

UK air cargo market is 2nd largest in Europe but volumes have been flat since 2000 

The UK’s air freight and mail (together, “cargo9”) market is the second largest in Europe behind 
Germany, with 2.5m tonnes from UK airports in 2013. It plays a crucial role in the development of the 
UK economy. 

The movement of goods by air is typically the fastest method of transportation for medium to long 
distances. However, compared to surface modes of transport, air cargo is relatively expensive. As a 
result, goods flown by air are characteristically high value and/or time critical. Typical air cargo goods 
include perishable products, pharmaceuticals, medical supplies, express parcels, specialist 
equipment and luxury consumer goods. 

Air freight in the UK accounts for less than 1% of the volume of goods exported. However, these 
goods represent over 35% of the value of goods exported (Source: CAA, HMRC). In some product 
categories and for more distant markets, air freight is a much higher share of overall exports. 

Unlike other major European markets, UK cargo tonnage has not grown since 2000, with 2013 
volumes 3% lower than 2000 volumes. This follows strong growth in the 1990s.  

 

The reasons behind this stagnant performance are varied, some applying to the global air cargo 
industry and others more specific to the UK. These include: 

• Growth in UK imports and exports volumes lower than overall UK economic growth.  
• Global switch of cargo transport mode from air to surface modes (maritime, trucking). This is 

partly driven by higher oil prices (which disproportionately impact cost of air cargo) and also 
change in the mix of goods (shift towards goods that are typically transported by sea). 

• The UK’s geographic position being less suitable for carriage of cargo from the fast growing 
Asia market (due to high fuel costs, it is cheaper to operate to mainland European airports from 
Asia, then dispatch UK destined goods by truck). 

Cargo is mainly carried in the belly of passenger aircraft, especially for long haul 
                                                           
9 The terms cargo and freight are sometimes used interchangeably. In this document, references to cargo relate 
to freight and mail combined. For some analyses, it is more appropriate to examine freight in isolation – any 
references to freight in this document exclude air mail.  

1.6m
1.7m

1.9m2.0m
2.1m

2.3m
2.4m

2.5m
2.4m2.4m2.4m

2.6m2.6m2.5m2.5m2.5m

2.3m

2.5m2.5m2.5m2.5m

12%
7% 5%

10%
6% 5% 6%

-7%

1% 0%

9%

-1%

-3%

1%

-1%

-10%

12%

-1%
0%

-2%

19
93

19
94

19
95

19
96

19
97

19
98

19
99

20
00

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

20
09

20
10

20
11

20
12

20
13

Air Freight & Mail Flown from UK Airports (1993-2013)
Million Tonnes

Source: CAA Traffic Statistics, Gatwick Analysis



36 | P a g e  
 

The UK cargo market is dominated by bellyhold carriage, which accounted for nearly 70% of total 
tonnage in 2013. The proportion rises to 85% for volumes transported to/from non EU markets. 

 

This trend is reflected on a global basis as carriers reduce their exposure to dedicated freighter 
aircraft operations, partly driven by weak demand and higher oil prices. Furthermore, there is 
upgraded cargo capability on the latest generation passenger long haul aircraft: 

• The Boeing 777-300ER has cargo carrying capacity of up to 30 metric tonnes, thus enabling it 
to carry circa 18% more cargo volume than the 747-400.  

• The Boeing 787 provides 20-30% more capacity than today’s equivalent (Boeing 787-800 
compared to Boeing 767-300).  

The exception to this is the A380, which has a relatively small cargo capacity in its passenger aircraft. 
For example, the A380 can carry 4 cargo pallets compared to 8 cargo pallets on the B777-300. 

London airports serve the entire UK cargo market 

Air cargo is much less time sensitive than air passengers. Therefore, cargo is commonly trucked long 
distances to an airport that provides suitable air services at a competitive cost. In this way, the major 
cargo airports in the UK have a catchment that extends across the entire country. For example, long 
haul export goods from Scotland would typically be trucked to Heathrow for onward flight. 

Taking this further, major European airports consider the UK to be part of their catchment from a 
cargo perspective. Trucking is often used to transport goods to major cargo airports in Europe. This is 
normally for reasons of cost i.e. savings in the cost of flying from other European airports rather than 
London outweighs the additional cost of trucking.  

The key UK airports in relation to cargo are: 

• Heathrow is the largest cargo airport in the UK, accounting for over 61% of total cargo tonnage 
in 2013 (1.5 million tonnes). This strong market position reflects the airport’s extensive long 
haul passenger flight network, which generates substantial belly hold cargo capacity. 

• East Midlands is the main integrator / express hub in the UK, acting as a hub for DHL and 
Royal Mail operations. The airport has a central UK location, integrated into the UK motorway 
network, 24 hour operations and is not congested. In 2013, it was the second largest UK airport 
for air cargo, with a 12% share of 2013 tonnage (37% of all UK air cargo carried on dedicated 
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freighter aircraft). The airport also has a relatively high share of UK/European air cargo (which 
tends to use freighter services or is trucked rather than flying in the bellyhold of passenger 
services). 

• Stansted is the main airport in London for freighter services (Heathrow and Gatwick freighter 
services are heavily restricted by traffic distribution rules). In 2013, it accounted for 10% of the 
overall UK air cargo market (29% of the UK market for goods carried on freighter aircraft). 

• Gatwick is the fourth largest UK air cargo airport. Almost all cargo at Gatwick is carried in the 
bellyhold of passenger services. The airport’s share of the UK market has declined from 10% in 
2003, reflecting the loss of key passenger long haul routes to major cargo markets (e.g. 
transatlantic services following US-EU Open Skies implementation). 

Vast majority of freight at Heathrow and Gatwick is carried on long haul services 

Traffic distribution rules heavily restrict the ability of freighters to operate from Heathrow and Gatwick 
airports. Freight volumes at Heathrow and Gatwick are primarily driven by the availability of 
passenger long haul services to key markets. For both airports, around 95% of freight is carried on 
long haul aircraft10. Only around 5% of freight is carried on short haul segments and almost none on 
domestic flights.  

 

More generally, air cargo on passenger aircraft flying short haul services is not very competitive: 

• Short haul aircraft typically have limited cargo capacity. 
• Transport of goods to/from airports, loading/unloading and handling of cargo at airports etc. is 

disproportionately time consuming for a short sector journey. 
• Similarly, handling of cargo adds complexity to short haul passenger operations, reducing the 

ability to implement fast aircraft turnarounds. 

Therefore, short haul passenger aircraft contribute only marginal freight volumes at Heathrow and 
Gatwick. This is the case for both full service and low cost carriers. The vast majority of short haul 
freight is typically flown from integrator hubs (e.g. East Midlands) or uses surface modes of transport. 

Availability of passenger long haul services is vital to generate cargo volumes 

                                                           
10 At Heathrow, there is a limited number of freighter services to long haul destinations. 
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There is a clear link between the network of long haul passenger services and total air cargo uplift at 
Heathrow and Gatwick. From a cargo perspective, Heathrow benefits from being the main UK 
gateway for long haul passenger services. 

Gatwick cargo throughput in 2013 was 0.1 million tonnes, carried almost entirely on passenger 
aircraft. Gatwick has carried much higher cargo volumes in the past when there was a greater 
prevalence of long haul flights. For example, Gatwick cargo consistently reached 0.3 million tonnes 
between 1996 and 2001. 

 

The decline in recent years has been driven by the consolidation of US services to Heathrow in 2008 
following the implementation of US-EU Open Skies. As a result, Gatwick’s services to the US declined 
as did the resulting cargo volumes.  

 

Comparisons show that on a route by route basis, similar freight volumes were being achieved at 
Gatwick before the switch of this passenger capacity to Heathrow.  
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Whilst Gatwick’s current freight volumes per long haul movement are lower than that of Heathrow, this 
is driven by Gatwick’s long haul destination mix. Gatwick has a higher proportion of flights to markets 
with limited freight activity, such as the Caribbean or Florida  

Where the same markets are operated from Heathrow and Gatwick, uplifts per flight are generally 
comparable. For example, services to Dubai provide greater freight uplift on a per movement basis at 
Gatwick than at Heathrow whilst other Asian markets served by Gatwick also generate significant 
volumes. Airline feedback confirms that freight follows capacity, rather than there being a specific 
Heathrow or Gatwick catchment.  

 
 
 
 

  

12.0

15.1

5.7

3.4

7.7

14.6

10.5

7.5 7.0

3.8 3.4

2013 2013 2013 LGW 2007, LHR
2008

LGW 2007, LHR
2008

2013

Emirates Air China Vietnam Airlines Continental Delta Non-Europe Total

Freight Tonnes per ATM
Heathrow v Gatwick; Sample Airlines and Non-Europe Total

Source: CAA Statistics, Gatwick Analysis 

Heathrow Gatwick



40 | P a g e  
 

3.3. Discussion on Airport Commission Cargo Commentary 

There are brief references to cargo in the Commission consultation documents “Business Case and 
Sustainability Assessment” for each scheme. The assessment is qualitative. 

In this sub-section, we highlight key aspects of the Commission’s commentary in relation to freight, 
and provide our response. 

Scheme Benefits to Air Cargo Sector 

 “Expansion at Gatwick may produce benefits for the air freight sector, though this would be 
dependent to some extent on changes to established operations within that sector”.  

“Expansion at Heathrow is likely to be highly beneficial to the air freight sector”.  

The Commission is more positive about the potential air cargo benefits associated with Heathrow 
expansion, compared to Gatwick expansion. The Commission presents little rationale or evidence in 
support of this view. 

We contend that total cargo throughput at the UK level is likely to be very similar regardless of 
whether Heathrow or Gatwick is expanded. In the Commission passenger traffic forecast, there are 
comparable levels of long haul activity from UK airports regardless of the selected expansion scheme. 
Gatwick’s future long haul programme is forecast to expand substantially in the Commission 
projections, overtaking current Heathrow levels in some scenarios. 

We have shown evidence in Section 3.2 that freight tonnage is linked to availability of long haul 
capacity to key markets. There is no distinct Heathrow or Gatwick catchment for cargo. Given that 
cargo is trucked from across the UK, there is no discernible difference between the locations of the 
two airports in cargo terms. 

Whilst forwarders currently have a preference for consolidating cargo at Heathrow, this is driven by 
the size of the Heathrow cargo volumes relative to other London airports. A two runway Gatwick with 
a more extensive long haul programme would result in forwarders have a strong presence at both 
airports. As we discuss in Section 3.5, a stronger Gatwick would bring many competitive benefits to 
the air cargo sector that are currently absent. 

Freighter Operations  

“Freight and logistics companies operating dedicated cargo aircraft may also choose to make use of 
spare capacity at the site to increase dedicated freighter operations, although commercial factors 
relating to slot prices and aero charges might potentially act as a constraint upon this” 

We note that development of freighter services at Gatwick will require adjustments to current traffic 
distribution rules. Having said that, as noted in our May submission (SD1), Gatwick could better serve 
the needs of the UK cargo industry by being able to offer some dedicated freighter flights. This would 
allow more airlines with passenger and freighter aircraft wishing to operate to London to consolidate 
operations at Gatwick. 

Implications of Low Cost Carrier Development for Cargo Volumes 

“Should most growth emerge from the low cost sector, then any prospective cargo benefits may be 
reduced, because currently few low-cost airlines carry bellyhold freight. This is because doing so 
makes it more difficult to achieve a rapid turn-around time on stand. Changes in low-cost business 
models such as growth in low-cost long-haul may alter this to some degree.” 

Currently few low cost airlines carry bellyhold cargo on short haul services. We agree with the 
Commission that short haul LCC services are unlikely to generate large cargo volumes in the future. 
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However, we disagree that the penetration of low cost carriers at Gatwick could be a significant 
impediment to cargo growth. As we demonstrated in Section 3.2, short haul passenger services 
generally carry limited cargo volumes. Whether these services are operated by low cost carriers or 
legacy airlines is immaterial. 

Long haul LCCs already see cargo as a vital part of their business model. For example, Norwegian 
has successfully developed its cargo volumes on long haul routes from Scandinavia and is actively 
developing its UK cargo business on its US services from Gatwick.  

Therefore, we consider the main driver of future cargo volumes at Gatwick will be the destinations 
operated, with long haul services to key cargo markets generating higher cargo volumes regardless of 
operator.  

Cargo Facilities at Gatwick  

“There is currently only a limited freight handling and forwarding presence on or around the Gatwick 
site. Any significant growth in the cargo sector at Gatwick would require significant investment by third 
parties in the provision of these facilities. Sufficient space exists around the proposed Gatwick Airport 
Second Runway masterplan for the provision of these facilities, but the commercial factors that would 
determine their success are difficult to appraise with any degree of certainty at present.” 

In the event Gatwick adds a second runway and develops a stronger long haul programme, there will 
be strong commercial opportunities to develop cargo related infrastructure in the airport vicinity. 
Gatwick already has facilities sufficient to accommodate a much larger cargo operation. Therefore, 
under Gatwick expansion, development of facilities would not need to be speculative but could be 
implemented once demand had been established. 
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3.4. Gatwick Cargo Forecasts 

Introduction 

The Commission do not provide cargo forecasts for any of the schemes. 

ICF has produced traffic forecasts for Gatwick. These forecasts include cargo projections for key UK 
airports under “Do nothing”, Gatwick expansion (“2+2”) and Heathrow expansion (“3+1”) scenarios. 
The forecasts are aligned to the equivalent passenger projections under the 3 scenarios described. 

The passenger flights generated by the passenger forecasts were used as an input into the cargo 
study. For key market segments, a bottom up approach was used considering supply side and market 
demand assumptions. 

In the Gatwick expansion scenario, it is assumed that the cargo uplift per long haul flight at Gatwick 
will improve from current levels, although remaining below current Heathrow uplift per long haul 
movement. The assumed increase in average cargo loads is driven by a broadening of Gatwick’s long 
haul flight mix (less share of traffic to smaller cargo markets) and greater penetration of aircraft with 
high cargo capacity. No freighter services are assumed, given existing traffic distribution rules. 

National Forecasts 

The overall UK cargo forecast is similar between Heathrow expansion and Gatwick expansion. This is 
because the overall passenger long haul programme is similar in both scenarios. The additional long 
haul flights relative to the Do Nothing case generate additional cargo traffic from runway expansion, 
wherever the location. 

In the expansion cases, air cargo is forecast to grow by CAGR 1.6% (2013-2050). Cargo growth is 
slightly higher under 2+2 in the period 2025-2030, due to the assumption than under 3+1, new runway 
capacity is delayed to 2030. 

The Do Nothing case sees air cargo constrained by lower long haul passenger development, resulting 
in an equivalent CAGR of 1.1%.  
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This level of projected growth is generally lower than European air freight projections by bodies such 
as Boeing, Airbus and IATA. This reflects recent trends where air freight growth in the UK has been 
weaker than other major European markets. 

Forecasts by Airport (Gatwick Expansion) 

ICF forecast that Gatwick air cargo will reach 1.1 million tonnes by 2050, following Gatwick 
expansion. Nevertheless, Heathrow is forecast to remain the leading cargo airport (1.9 million tonnes 
in 2050, accounting for 44% of the UK market). 

 

 

 Forecasts by Airport (Other Scenarios) 

With Heathrow expansion, future air cargo growth is forecast to be focussed on Heathrow. By 2050 
the airport is projected to reach 2.7m tonnes. 
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Air cargo by airport is also forecast in the Do Nothing scenario, when neither Heathrow nor Gatwick 
can expand to accommodate all long haul passenger demand or air cargo demand. 
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3.5. Summary 

An additional London runway is needed to facilitate the development of long haul passenger services. 
In turn, this will enable air cargo capacity to grow in line with increased market demand. 

Total UK air cargo volumes are forecast to be similar regardless of whether Gatwick or Heathrow is 
selected. This is because: 

• The range and frequency of long haul services from London are – according to Commission 
passenger forecasts – expected to be broadly equivalent for both the Gatwick and Heathrow 
schemes.  

• There is a single UK catchment for air cargo, rather than separate Gatwick and Heathrow 
catchments. The 43 miles between Heathrow and Gatwick is almost negligible compared to the 
long distances air cargo is trucked across Europe after arrival or before departure at the 
respective airport. 

• Historic trends show similar uplift per flight for similar routes at Gatwick and Heathrow. 
• Airline type has little impact on cargo carried. 

While forecast volumes are the same, expansion at Gatwick would lead to some key benefits for the 
air cargo sector (compared to expansion at Heathrow). Given the price and time sensitive nature of air 
cargo, the London airport system will better serve the needs of the industry and the UK with a second 
runway at Gatwick: 

• Gatwick can provide the land, the infrastructure and the excellent surface access networks 
needed to promote the expansion of cargo operations. 

• Logistics facilities would develop around Gatwick to complement existing facilities near 
Heathrow. Given the more reasonable cost of land around Gatwick, the rentals would be more 
competitive for users than around Heathrow. Labour costs are also likely to be lower, offering 
an added incentive to logistics companies to develop operations. 

• The lower costs, better facilities and reliability of operating from Gatwick will be a compelling 
proposition for air cargo users.  

• A Gatwick second runway will generate much needed competition. Heathrow will remain an 
important cargo airport, but a two runway Gatwick would give customers genuine choice. 
Customers would select which airline and airport based on flight availability, reliability and cost. 

We therefore request that the Commission should revisit its analysis of the cargo proposals taking 
account of the points raised in this section. We believe that this will show that the Gatwick proposals 
will significantly benefit the UK’s cargo customers, offering more capacity and introducing real choice 
and competition into the market place. 
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Section 4. Review of Air Fares & Airport Charges Analysis 

4.1. Air Fares & Airline Yields 

Context 

There are several references to a substantial fare / yield differential between Heathrow and Gatwick in 
the material published by the Commission. The references below indicate that Heathrow flights can 
command a 2-3 times yield differential versus Gatwick. Furthermore, the Commission analysis also 
suggests Gatwick yields are significantly lower than Stansted yields. 

We believe this is incorrect, and contrary to evidence from a range of sources. 

The implications of using incorrect fare / yields differentials are to understate the strength of the 
Gatwick market and to downplay the extent that Heathrow and Gatwick compete for traffic. It is likely 
that this analysis has resulted in a substantial weakening of the traffic case for the Gatwick scheme.  

In addition, the conclusion that Gatwick has low yields is also used to suggest that it may be difficult 
for airlines to absorb increases in airport charges linked to Gatwick expansion. 

References in Commission Material 

In the December 2013 Airports Commission Interim Report, it is stated that: 

“The attractiveness of Heathrow to airlines is in part driven by its high yields compared to other 
London airports. In 2012, airlines operating out of Heathrow earned approximately 21 US cents per 
passenger mile on average. In contrast, the average yield at Stansted was approximately 15 cents 
per passenger mile and at Gatwick just under 10 cents.” (P62, Section 3.18) 

The source for this information is “Commission analysis of data taken from Sabre ADI”. 

This analysis is referenced in the “Expanding Airport Capacity: Competition and Connectivity” report 
by ITF/SEO, published by the Airports Commission in November 2014. However, the Heathrow yield 
is reported as being 25 US cents per passenger mile (P53). 

The PWC report “13. Cost and Commercial Viability: Funding and Financing”, published by the 
Airports Commission in November 2014, also highlights yield differentials between Heathrow and 
Gatwick. 

“Based on ticketing data from Milanamos Planet Optim Future, the current estimated average one-
way fare in 2013/14 (including Air Passenger Duty) for passengers at Gatwick and Heathrow are £132 
and £401, respectively.” 

Comments on Commission/Consultant Methodology 

There are some significant deficiencies in the approach taken to estimate fare/yield differentials 
between London airports: 

• Data sources appear to only cover only a small and unrepresentative proportion of the traffic 
base at Gatwick and Stansted. Sabre ADI has, as far we are aware, very limited coverage of 
the low cost carrier segment. Therefore, it is not an appropriate data source for analysing either 
the overall Gatwick or Stansted traffic base. We are not familiar with the Milanamos Planet 
Optim Future data source, which does not appear to be an established data source. 

• There does not appear to have been any attempt to compare yields or fares on a like for like 
basis. Given the very different short haul v long haul mix at Heathrow and Gatwick, it is 
necessary to disaggregate fares by sector length.  
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Published Material of Fare & Yield Differentials 

The CAA has analysed the respective yields of Gatwick, Heathrow and Stansted as part of its 
economic regulation activity. Its investigation into the market power of Gatwick produced the following 
findings: 

“…a number of airlines stressed the higher yields earned at Gatwick, explaining that the reduction in 
yield experienced when switching away from Gatwick contributed to the airport’s market position” (P7) 

“… airlines continue to regard Gatwick’s catchment as particularly attractive, supporting comparatively 
high airfares, even compared to comparatively close neighbouring airports such as Stansted.“ (P56) 

“A number of airlines … [redacted by CAA] ... we spoke to quoted ... that they could achieve higher 
yields from Gatwick than from other London airports (except Heathrow) and from UK regional airports” 
(P78). 

 “There is, perhaps, a relative hierarchy of airports in terms of the cost of airfares, with Heathrow 
generally the most expensive of the four major airports, followed by Gatwick, with Luton and Stansted 
offering lower fares.” (P84)  

Civil Aviation Authority, “Gatwick - Market Power Assessments Non-confidential Version, The CAA’s 
Initial Views”, February 2012 

Analysis of International Passenger Survey Data 

We have also undertaken our own analysis of International Passenger Survey (IPS) data for 2013. 
This data source has the advantage that it has good coverage from all types of airline, unlike fares 
data from global distribution systems, where low cost carrier coverage is often patchy. 

We have compared fares at Heathrow v Gatwick and for Gatwick v Stansted on the same route. This 
avoids issues with more aggregated analysis where long haul fares are compared to short haul fares, 
or business routes with leisure routes.  

There are a number of other steps we have taken to avoid distortions: 

• We have excluded passengers travelling on a connecting itinerary. For example, on the 
Heathrow and Gatwick routes to Dubai, we have excluded passengers transferring in Dubai to 
an onward destination as their fare will include a component associated with the onward leg. 

• We have only compared routes to the same destination airport (as opposed to different airports 
within the same city destination). 

• We have excluded routes where there is only an infrequent service at one of the comparator 
London airports. A minimum threshold of 10,000 O&D passengers per airport has been applied. 

When comparing fares on the same route, we have segmented the comparisons into the following 
categories: 

• Same airline operating a route at both airports e.g. Emirates operate both Gatwick-Dubai and 
Heathrow-Dubai. 

• Route is operated from both airports by different full service airlines e.g. Tunis is operated by 
British Airways from Gatwick, Tunisair from Heathrow. 

• Route is operated from both airports by different low cost carriers e.g. Madrid is operated by 
easyJet at Gatwick and Ryanair at Stansted. 

• Route is operated by a full service airline at one airport and a low cost airline at the other airport 
e.g. Zurich is operated by easyJet from Gatwick and British Airways / Swiss from Heathrow. 
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As expected, this analysis shows that Heathrow does typically command higher fares than Gatwick. 
However, the differential is much lower than suggested from the analysis by the Commission and its 
consultants. 

 

When the same airline operates from both airports, average fares at Heathrow are around 17% higher 
than Gatwick. For different full service airlines at Heathrow and Gatwick operating the route, the 
differential is lower at around 12%. 

Not surprisingly, the differential is highest (27%) when LCCs at Gatwick compete with Heathrow full 
service airlines. This represents the differences in airline business models as much as any underlying 
market characteristics. Gatwick’s ability to accommodate LCCs enables lower fares to be offered to 
consumers from the airport. 

These results are entirely in line with extensive research undertaken by InterVISTAS (see Appendix 
2). 

The ITF/SEO report states that “Carriers such as … Emirates … also serve long-haul destinations 
from Gatwick, but these flights are operating in a lower yield segment than those at Heathrow”. This 
statement appears to be made without analysis or justification – the IPS analysis suggests that the 
yield differential is only 8% on this service. 

It is also worth noting that on competing routes, frequency of operation is (on average) twice as high 
at Heathrow. Some of the fare differential can be attributed to more attractive schedules at Heathrow 
(due to its historical market position). A two runway Gatwick would reasonably expect to compete 
more strongly on frequency with Heathrow service (see Section 5.6, Scarcity Rents and Competition). 

We have undertaken a similar analysis comparing Gatwick fares with equivalent Stansted routes. This 
shows that Gatwick fares are consistently higher than Stansted, reinforcing the attractiveness of the 
Gatwick catchment relative to Stansted. These results are consistent with the CAA’s finding outlined 
earlier. 

 

Route level detail of fare differentials is included below. 

 

 

2013 Heathrow v Gatwick Fare Differentials
M edian of difference in average fares across common routes

Same Airline
Different Full Service 

Airlines
Full Service (LHR) vs. 

Low Cost (LGW)
Heathrow  vs. 

Gatw ick
17% 12% 27%

Source: ONS IPS 2013 survey data; CAA 2013 data; Gatwick analysis

2013 Gatwick v Stansted Fare Differentials
M edian of difference in average fares across common routes

Same Airline
Different Low Cost 

Carriers
Full Service (LGW) 
vs. Low Cost (STN)

Gatw ick vs. Stansted 16% 15% 19%

Source: ONS IPS 2013 survey data; CAA 2013 data; Gatwick analysis
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4.2. Airport Charges 

Introduction 

In this section, we review the analysis undertaken by PWC in relation to the ability of airlines to pay 
increased airport charges. This analysis is set out in the document “13. Cost and Commercial 
Viability: Funding and Financing”. 

In this part of our response to consultation, we do not comment on the approach taken by the 
Commission and its consultants in generating the future airport charge projections. This is dealt with 
separately in the main response document (Q4 response, Module 13). 

Context 

Our analysis from 2013 International Passenger Survey (IPS) data suggests that the average one-
way fare at Gatwick is £139, compared with £230 for Heathrow. Note that these averages exclude 
domestic O&D and international-international transfer passengers, which we understand are not 
included in the survey. 

The analysis undertaken by PWC assumed average one way fares for Gatwick and Heathrow of £132 
and £401 respectively. While the Gatwick fare estimate is broadly similar to the IPS data, the 
Heathrow fare estimate appears significantly overstated. 

The breakdown between international short haul and long haul is set out in the table below. It can be 
seen that on average long haul fares are almost 4 times higher than short haul fares.  

 

According to Commission forecasts, the share of long haul traffic at Gatwick will generally rise from 
current levels. For example, in the Low Cost is King scenario, by 2050 long haul passengers are 
projected to account for 48% of all traffic. This compares to 19% in the Commission’s base forecast 
year of 2011. 

Therefore, assuming no change in short haul and long haul fares, the average fare at Gatwick would 
be expected to improve significantly by 2050 due to changes in traffic mix. In contrast, the share of 
long haul traffic at Heathrow (under Heathrow expansion, carbon traded) is generally fairly stable. 
Therefore, the average fare level for Heathrow would not be expected to change substantially as a 
result of traffic mix changes. 

Using the IPS short haul11 and long haul fares data and the Commission’s traffic mix projections, we 
have generated weighted average fares for the various Commission carbon traded scenarios. 

Weighted fares for Gatwick range from £137 to £227, depending on the spot year and the scenario 
selected. The simple mean of the different values is £168.The equivalent range for Heathrow is £264 
to £312, with simple mean of £283. 

                                                           
11 For simplicity, we assume that domestic fares are the same as international short haul. This is likely to 
overstate domestic traffic fares, although the impact is not expected to be material as domestic is a small share 
of overall traffic. 

2013 Average Fares (International O&D Only)

Overall 
International

International 
Short Haul Long Haul

Gatw ick £139 £95 £364
Heathrow £230 £118 £431

Source: International Passenger Survey, Gatwick analysis
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Airport Charges as % of Fare 

The PWC analysis estimated that airport charges would account for between 11.7% and 13.6%12 of 
Gatwick fares (from existing 6.8%) under Gatwick expansion. Using the Gatwick fare adjusted for 
traffic mix would give an alternative range of 9.1% to 10.8%. Note that these figures would be 
markedly lower if Gatwick’s assumptions on construction cost and traffic development were applied. 

The equivalent range for Heathrow (under Heathrow NWR expansion) is 9.4% to 11.1%, compared to 
PWC analysis of 6.7% to 7.8%. 

 

In other words, using IPS data and adjusting for traffic mix reverses the PWC conclusion – namely 
that airport charges will be a smaller proportion of air fares in Heathrow NWR expansion compared to 
Gatwick expansion. 

We also believe that the approach of looking at airport charges as a percentage of overall fare is 
somewhat simplistic. The average fare at an airport will comprise of different fares from a wide range 
of different traffic types. The different traffic types will in turn have differing levels of sensitivity to 
airport charges. 

Sensitivity to Airport Charges 

We consider that airport charges will be of less relevance to long haul or premium cabin traffic. Airport 
charges will be a small proportion of the overall fare. In fact, airport charges will be dwarfed by the Air 
Passenger Duty component of the overall trip cost. Furthermore, traffic in these categories will often 
be relatively price insensitive. 

In contrast, the following types of traffic will be more sensitive to rises in airport charges / fares: 

                                                           
12 Note that using the PWC data, we calculate a slightly different range to that reported. This could be due to 
rounding issues. 

Weighted Average Fare Estimates (2013 prices)

2030 2040 2050 2030 2040 2050
Assessment of Need £149 £140 £137 £279 £281 £291

Global Grow th £159 £158 £182 £284 £293 £312
Relative Decline of Europe £168 £173 £171 £266 £264 £278

Low  Cost is King £209 £227 £223 £276 £286 £303
Global Fragmentation £146 £141 £138 £276 £273 £279

Gatwick (Gatwick 2nd Runway) Heathrow (Heathrow NWR Scheme)

Source: 2013 fares from the International Passenger Survey, short haul and long haul traffic mix applied from 
Commisison traffic forecasts. Assumes no underlying change in short haul or long haul fares at each airport.

Average Fares as % of Airport Charge

Gatwick R2 Heathrow NWR

PWC Assumptions*
Weighted Aero Charge / Pax - Minimum £15.36 £26.71

Weighted Aero Charge / Pax - Maximum £18.22 £31.32

Average Fare £132 £401

Airport Charge as % of Fare - Minimum 11.6% 6.7%
Airport Charge as % of Fare - Maximum 13.8% 7.8%

Adjusted Assumptions**
Average Fare £168 £283

Airport Charge as % of Fare - Minimum 9.1% 9.4%
Airport Charge as % of Fare - Maximum 10.8% 11.1%

* Source: PWC, 13. Cost and Commercial Viability: Funding and Financing
** Simple mean of IPS w eighted average fares, adjusted for traff ic mix
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Low Cost Carrier Traffic 

An important aspect of the LCC business model is control of airport charges. LCCs have traditionally 
focussed on airports with competitive charges to compete against legacy airline on price. Operational 
efficiency – enabling LCCs achieve high aircraft utilisation – is another critical factor in airport 
selection. 

In recent years, LCCs have developed a stronger presence at primary airports. While this usually 
leads to higher airport costs, this is offset by the additional yield that can be achieved by attracting a 
greater share of business passengers.  

In Section 4.1 we provided evidence that the Gatwick market is a higher yield market when compared 
to more traditional LCC airports such as Stansted. Gatwick’s traffic forecasts assume that ultra-low 
cost carriers will continue to focus on Stansted and Luton, for reasons of cost. However, airport 
charges of around £15 per passenger (Gatwick believes its charges will be in the range £12-15) 
would be compatible with Gatwick’s competitive position within a strong overall London market. 
Airport charges at this level would be in line with charges for low cost carriers at attractive airports 
serving other major cities in Europe. 

However, the assumption that Heathrow would be able to attract a significant low cost carrier 
presence in the Low Cost is King scenario seems optimistic.  

• Airport charges of around £30 per passenger at Heathrow would mean total airport charges of 
£35+ (taking into account airport charges at the other end of the route). 

• This represents 50%+ of the current total revenue per passenger of airlines such as easyJet. 

The high airport charges and operational issues associated with operating from Heathrow would 
present major challenges to an airline with a genuine low cost business model. Therefore, we 
consider that the Low Cost is King scenario under Heathrow expansion has major risks. 

Short Haul Legacy Airline Traffic 

As noted in the ITF/SEO reports, the network carrier business models are under pressure, especially 
in the short haul traffic segment. Fares have been driven down by LCC competition – the average 
international short haul fare for members of the Association of European Airlines was £85 in 2012. 
The profitability margins for short haul legacy airline traffic are typically thin or non-existent. Most 
short haul growth is derived from low cost carriers, as legacy airlines have consolidated services to 
focus on premium and transfer traffic. 

Therefore, we also consider this traffic segment to be sensitive to airport charges. The average short 
haul Heathrow fare in the IPS analysis was £118 (see earlier in this section). Therefore, airport 
charges at Heathrow following runway expansion would account for circa one-quarter of the current 
air fare. 

Short haul traffic at Heathrow is forecast to remain an important part of the traffic base, according to 
the Commission traffic forecasts. In 2030, the average forecast for short haul traffic at Heathrow 
(under the NWR scheme across all carbon traded scenarios) is 58m passengers. This compares to 
32m passengers in the Commission’s baseline year of 2011. 

We conclude that the charges at an expanded Heathrow would result in loss of legacy airline traffic in 
the short haul segment. This significant risk has not been modelled by the Commission and its 
consultants and should be re-examined. 
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Transfer Traffic 

It is generally recognised that transfer traffic is very price sensitive. This is because: 

• Transfer passengers typically have a wide range of hub options to select from, making the 
segment very price competitive. This competition has intensified with the development of major 
hubs in the Gulf and Istanbul, which enjoy structural cost advantages.  

• Connecting via a hub is less convenient than a direct service (where one exists), and therefore 
often needs to be provided at a price discount. 

From an airline perspective, transfer traffic is also expensive to accommodate, with the costs and 
complexity associated with two flight legs. 

These points are recognised in the ITF/SEO reports: 

“Transfer traffic is much more price elastic and footloose in terms of the choice of alternative routings. 
It therefore delivers lower yields than local OD traffic.” 

 “Given the severe competition in the transfer market, it is unlikely that the hub carrier will pass 
through higher charges to transfer passengers on existing destinations, as it would face significant 
declines in market share.” 

“For the transfer market, a conservative substitution elasticity13 of -3 has been used although at other 
hub airports these elasticities can average values of -4 to -7.” 

The Commission traffic forecasts predict the level of transfer traffic at Heathrow. In the Heathrow 
NWR scheme, international-international transfer traffic projections for 2030 at Heathrow average 
33m (across all scenarios). 

Therefore, a major part of the traffic base of an expanded Heathrow would be in the very price 
sensitive traffic segment. The higher charges at expanded Heathrow would result in loss of transfer 
traffic. This does not appear to have been adequately taken into account by the Commission and its 
consultants in their assessment of traffic and related risks, and should be re-examined. 

Review of Commission Case Studies 

In section 5.4 of the PWC report, a number of case studies are briefly analysed. We agree with the 
comment in the report that “it is very difficult to disentangle the impact of the change in aero charges”.  

We agree that in the three case studies presented, it is likely that increases in airport charges will 
have contributed to some extent to the decline in traffic. However, other factors may have been 
equally, if not more, important: 

• Stansted: The traffic decline at Stansted coincided with the increase in airport charges, the 
downturn in the global economy, a major increase in Air Passenger Duty, improvements to 
domestic rail services and availability of capacity at Gatwick following EU-US Open Skies. 

• Netherlands Air Passenger Tax: As noted, the tax was introduced during a period of 
economic downturn. The relatively stronger performance of transfer traffic in that period was a 
general trend at major European hubs. As local demand reduced, hub carriers sought to 
replace this lost traffic with increased transfer flows (assisted by cutbacks to direct services 
from smaller airports). This trend can be seen in the relatively strong performance of hub 
airports in the economic downturn. 

                                                           
13 An elasticity value of -3 means that a 10% rise in fare would result in a 30% decline in traffic. Transfer elasticity 
values can be as high as -7, meaning a 10% increase in fare would lead to a 70% decline in traffic. 
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• AENA: We agree it is difficult to separate the impacts of airline restructuring and the increase in 
airport charges from the underlying collapse in demand in the Spanish market, resulting from 
the economic downturn. 

Notwithstanding the difficulties of isolating the impact of airport charges in the case studies above, 
there is clear evidence that airport charges do influence traffic development, especially in relation to 
the allocation between competing airports (see Section 1.5).  

Conclusion 

The increase in airport charges associated with the expansion schemes are material and are likely to 
have some impact on traffic development. A major flaw of the Commission’s traffic forecasts is that air 
fares and airport charges are not considered. 

The analysis undertaken by PWC could be improved by: 

• Using more accurate baseline air fares data. 
• Reflecting the changes in traffic mix on future fare levels at Gatwick. 
• Analysing the importance of increases in airport charges by traffic segment. 

Our analysis shows that: 

• Contrary to the PWC analysis, airport charges are likely to be a higher proportion of air fare at 
an expanded Heathrow compared to an expanded Gatwick. This is the case even using PWC 
estimates of future aeronautical charges. 

• The PWC analysis of traffic sensitivity to airport charges would benefit from more 
disaggregation by traffic type. The response of different traffic segments will be very different. 

• There is major traffic risk associated with Heathrow expansion in the Low Cost is King scenario 
(the highest Heathrow expansion traffic scenario). The assumption that low cost carriers will 
develop at Heathrow is extremely questionable as airport charges would represent 50%+ of 
their existing fare levels. 

• We also see significant traffic risk at an expanded Heathrow due to higher charges for short 
haul legacy airline traffic and transfer traffic. Both segments are low yielding and price sensitive. 

• Higher charges at Gatwick would deter some segments of the low cost carrier market. 
Gatwick’s traffic forecasts assume that ultra-low cost carriers will continue to focus on Stansted 
and Luton, for reasons of cost. However, airport charges of around £15 per passenger (Gatwick 
believes its charges will be in the range £12-15) would be in line with charges for LCCs at 
attractive airports at other major cities in Europe. 
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Section 5. Review of ITF/SEO Competition & Connectivity Analysis 

5.1. Introduction 

Context 

The UK Airports Commission requested that the International Transport Forum (“ITF”) and SEO 
Economic Research (“SEO”) to undertake studies to determine the how the shortlisted expansion 
schemes may impact the competitive nature of the UK airport system. 

In particular, the work “aims to provide the Airports Commission with an evidence based assessment 
to scrutinise the airport capacity expansion options in regard to their competitive outcomes, 
connectivity and overall user benefits”. 

As part of the Airports Commission consultation process, two ITF/SEO studies have been published.  

• The first report, “Expanding Airport Capacity: Competition and Connectivity” was published in 
November 2014. It provides a qualitative analysis of issues impacting competition and 
connectivity. This includes a review of historic market development and providing an 
assessment of likely airline responses to additional capacity at either Gatwick or Heathrow 
(“ITF/SEO qualitative report”). 

• The second report, “The Impacts of Expanding Airport Capacity on Competition and 
Connectivity”, was published in December 2014. It provided a “quantitative assessment of the 
impact of the most likely airline responses to expansion of capacity at Gatwick or Heathrow on 
connectivity, competition and scarcity rents”. This report (“ITF/SEO quantitative report”) built on 
the analysis undertaken as part of the ITF/SEO qualitative report. 

We welcome the Commission’s decision to expand its evidence base by commissioning external 
analysis covering supply side issues. We have consistently stressed the importance of taking into full 
consideration how the immediate customers of new capacity – the airlines – are likely to respond. 

In this section, we comment on the analysis presented in the two ITF/SEO reports. In particular, we 
focus on airline industry factors, highlighting areas where we: 

• Agree that the ITF/SEO analysis provides useful evidence in support of the Commission’s 
ultimate recommendations. 

• Disagree with either the analysis or the conclusions put forward by ITF/SEO. 
• Provide additional evidence to supplement the ITF/SEO analysis. 

In other parts of the overall Gatwick response to consultation, some of the key issues raised in the 
ITF/SEO analysis are reviewed in greater depth. For example: 

• Oxera has separately reviewed the material provided by ITF/SEO in relation to the 
quantification of wider economic benefits.  

• There is an InterVISTAS report covering the impact of airport competition on air fares (see 
Appendix 2 of overall Gatwick response). 

• Some of the supply side issues raised in the ITF/SEO analysis are covered in detail in Section 
2. 

Scope of ITF/SEO Studies 

We are not clear how the ITF/SEO analysis will be used to complement the Commission’s own 
analysis. 

In some areas, it appears that ITF/SEO take a differing view to the Commission on traffic issues. For 
other aspects of the analysis, ITF/SEO seem to use Commission assumptions without modifications. 
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For example, it would be helpful to clarify whether the ITF/SEO analysis is intended to critique the 
Commission’s traffic forecast results or merely use the Commissions traffic analysis as a starting point 
for its airline reaction analysis. 

Similarly, the role of the quantitative analysis generated by ITF/SEO is not clear in relation to the 
overall economic evaluation of the Gatwick and Heathrow schemes. 

Structure of Document 

The structure of this document broadly follows the structure of the two ITF/SEO reports. However, to 
avoid repetition, issues that are raised across different areas of the reports are, where appropriate, 
dealt with in one place only. The qualitative report is analysed first, then the quantitative report. 
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5.2. Airline Business Models and Segments 

Introduction 

We agree with the diagnosis that airline business models are blurring, with low cost carriers and 
network airlines adopting aspects of each other’s traditional business models. We accept that, 
nevertheless, important differences between different types of carrier remain and it is useful to 
analyse airline behaviours separately. 

The importance of taking into account the impact of airline financials has also been highlighted by 
ITF/SEO, which we endorse. 

Network Carriers 

Applicability of Hub Analysis to London Market 

We broadly agree with the ITF/SEO’s description of the network carrier segment in general industry 
terms. 

However, as ITF/SEO recognise, the London market is atypical. For a range of reasons (some 
identified by ITF/SEO), network carriers at London do not operate a classic hub and spoke operation. 

In our May 2014 submission (SD1), we set out how the world’s largest aviation markets have a lower 
dependence on transfer traffic. The main hub airports around the world are not typically located in 
cities with very high local demand. Therefore, while we do not necessarily dispute much of the 
analysis presented in relation to hub operations, we consider it has limited relevance to the London 
market. 

Figure 2.2 in the ITF/SEO qualitative report indicates that London is underperforming in relation to 
long haul destinations served, compared to its catchment size. In particular, it is noted by ITF/SEO 
that Paris has a similar number of long haul destinations to London, despite a smaller catchment. 

However, we note that a similar analysis showing non-stop long haul departures (rather than 
destinations served) would demonstrate that London enjoys an advantage relative to Paris of around 
+60%. Overall, in our analysis we found no evidence that London has lost any meaningful connectivity 
due to lack of hub capacity.  

Network Carrier Economics 

It is important that the implications of network carrier economics are properly considered. 

ITF/SEO acknowledges that network carrier business models are under pressure. We agree and 
would add that carriers are finding it increasingly difficult to achieve any level of profitability on their 
short haul networks (typically failing to meet their cost of capital by a significant margin):  

• Connecting traffic for European airlines has always tended to be substantially lower yield (and 
therefore only profitable on a marginal cost basis).  

• Strong competition from Gulf carriers has further eroded European network carriers’ financial 
returns in this segment.  

• For these reasons, it is likely that the importance of connecting traffic will diminish in the future 
for European network carriers.  

This will be reinforced by the advent of new generation aircraft:  

• We agree that one impact of hub-buster aircraft will be more direct services which bypass hubs 
(as noted by ITF/SEO).  

• However, ITF/SEO does not acknowledge that a larger impact is likely to be that European 
network carriers can reduce their current dependence on connecting traffic. The improved 
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economics of new aircraft technology allows smaller aircraft to fly the same distances as larger 
aircraft, and with similar unit seat costs. 

• Therefore, it is logical that airlines will seek to revenue manage lowest yielding traffic (primarily 
connecting) to improve financial returns. 

Overall, we consider that the analysis undertaken by ITF/SEO would benefit from taking the factors 
outlined above into account, and reflecting this in later aspects of the analysis when potential airline 
reactions to new capacity are evaluated. 

Low Cost Carriers 

We broadly agree with many aspects of the ITF/SEO discussion on low cost carriers. However, we 
believe more recognition should have been given to: 

• The role of LCCs in improving London connectivity (more significant than the role played by 
network carriers, which are given more prominence in the analysis). 

• The sector’s continued development of products targeting business passengers is only 
mentioned in passing. For example, the comment that short haul low cost carriers “mainly focus 
on leisure passenger markets” does not capture the clear evolution in the main LCC strategies 
to successfully target business passengers, with data showing over 20% (and growing) of LCC 
passengers travelling for business purposes.  

The ITF/SEO report significantly understates the existing LCC share of UK short haul traffic, stating 
that “A small group of low-cost carriers now account for over 30% of the short-haul scheduled market 
from and to the UK within Europe”. In fact, CAA passenger statistics for 2013 show that the LCC 
share of the UK short haul scheduled market was 61%. 

We would also dispute the statement that the LCC market “appears to be nearing saturation, in 
particular in the UK”: 

• In 2013, short haul LCC traffic in the UK grew by 5.2m passengers (compared to 1.5m growth 
from other short haul traffic). 

• Strong growth has continued in 2014. 

This does not suggest a market nearing saturation. 
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5.3. The London Airports System 

Competition 

We endorse the recognition by ITF/SEO that journey times and accessibility “means that there is 
substantial potential for competition between the London airports”. We would add that: 

• The Competition Commission recognised the high degree of catchment overlap with only 11% 
of passengers originating from Heathrow’s core catchment (defined as districts where Heathrow 
is the only airport capturing more than 20% of the market).  

• Almost two-thirds of London passengers are travelling to or from parts of the overall Gatwick 
catchment (comprising core and overlapping catchment areas). 

However, it is not clear that this level of traffic overlap and competition is reflected in either the 
Commission’s traffic forecasts or the subsequent ITF/SEO analysis. 

From a route competition perspective, ITF/SEO acknowledge that many of Heathrow’s routes face no 
effective competition: 

• “Generally speaking, it is the passenger at Luton, Gatwick and City that has most reasonable 
substitutes in terms of destinations offered, whereas at Heathrow and Stansted there are fewer 
alternatives… In particular Heathrow offers a lot of exclusively served long-haul destinations.” 

However, as we discuss later, the competition and connectivity benefits subsequently quantified by 
ITF/SEO, merely relate to carrier concentration levels across London. We believe it is important that 
the benefits of airport competition and competition between different types of airline are considered. 

Airport Charges 

There are various references across the ITF/SEO reports which suggest that airline yields at 
Heathrow are substantially higher than Gatwick. In turn, this appears to influence the ITF/SEO 
analysis on the impact of increases in airport charges. 

We provide evidence that the yield differential between the airports is significantly smaller than 
suggested in the ITF/SEO analysis. Furthermore, much of the difference in yields can be attributed to 
differences in airline business model rather than inherent market differences. This analysis is 
presented in Section 4.1. 

The discussion on the impact of increase in charges for both Heathrow and Gatwick concludes that: 
“In the case of Heathrow expansion, airlines would be less sensitive to a rise of charges than they 
would be in the case of an equivalent increase at Gatwick because Heathrow is predominantly used 
by legacy carriers, which are less sensitive to costs than low cost carriers”.  

We note that this assertion is not supported by any analysis of airline economics. Section 4.2 includes 
analysis which demonstrates that a large section of the Heathrow traffic base is likely to be very 
sensitive to significant airport charge increases. 

We also consider that the transfer passenger segment at Heathrow will be sensitive to airport charge 
increases. These passengers usually have multiple options via a number of hub airports: 

• Subsequent analysis by ITF/SEO recognises the low yields associated with transfer traffic: 
“transfer traffic is much more price elastic and footloose in terms of the choice of alternative 
routings. It therefore delivers lower yields than local OD traffic”. 

• When considering potential airline responses, ITF/SEO comment that: “Given the severe 
competition in the transfer market, it is unlikely that the hub carrier will pass through higher 



60 | P a g e  
 

charges to transfer passengers on existing destinations, as it would face significant declines in 
market share.” 

• The suggested solution is that “A stronger differentiation in passenger charges (transfer versus 
OD) than is currently the case at Heathrow might be a way to compensate for the expected 
stronger effects in the transfer market”. 

The implication of this approach is that airline costs will be higher for O&D traffic. This is the demand 
that is most relevant from an economic benefits perspective. The proposed cross-subsidisation of 
transfer passengers is likely to ultimately result in even higher fares for O&D passengers. 

The analysis in the report accepts that the transfer segment (which is seen as a key beneficiary of 
Heathrow expansion) is very price sensitive, and may need financial support. It will deliver little wider 
economic benefit, and will provide negligible additional connectivity (see Section 1.8). 

The consequences of the points identified by ITF/SEO are not fully reflected in the subsequent 
commentary on potential airline reactions to airport expansion. It is not clear how (if at all) these 
insights feed into the quantitative analysis undertaken by ITF/SEO. 

Hub Development 

The ITF/SEO qualitative report accepts that connectivity at London is less dependent on transfer hub 
traffic than for other cities. This is also consistent with the traffic forecasts developed by the 
Commission which indicate almost negligible connectivity benefit from international to international 
transfer traffic. 

These findings are in line with our own analysis. 

Nevertheless, the ITF/SEO qualitative report discusses in some length the theoretical benefits of 
additional connectivity, derived from higher feed traffic from an expanded Heathrow hub. Given the 
above, in our opinion, the benefits of additional transfer traffic are given undue weighting in the 
commentary. 

Finally, we also note that transfer share of London airports is derived from CAA survey data. 
However, CAA survey data appears to significantly overstate the number of transfers at London. 
Gatwick has used other data sources which appear to be more consistent with airline reporting 
(particularly British Airways) on transfer traffic levels. Further details of the Gatwick analysis was 
presented in the ICF traffic report included in the May submission (Appendix A1, P33). 

Low Cost Carriers at London Airports 

We endorse the ITF/SEO conclusion that: “The low cost /point-to-point segment has the best 
opportunities for growth”. We also agree with the comment that: “Gatwick plays an important role for 
short-haul, point-to-point connectivity and also has a share in the long-haul market.” 

The ITF/SEO qualitative report states that: “Heathrow is less attractive to low-cost and leisure carriers 
due to congestion, the high slot prices and high airport charges”. We agree with this diagnosis and 
our May submission (SD1) provided LCC economic analysis to support this view. 

However, in the ITF/SEO quantitative report, Low Cost is King is one of the two scenarios selected for 
modelling the consumer benefit from Heathrow expansion. In this scenario “despite the increased 
airport charges at Heathrow, low-cost airlines establish a significant operational base at Heathrow to 
target the premium market”.  

This appears to be an obvious contradiction between the reports. It is not clear whether ITF/SEO 
endorse the Commission’s assumptions in relation to this scenario or are merely building on the 
Commission’s analysis. 
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While it is possible that existing LCCs may develop some services from an expanded Heathrow, this 
would require a change from the traditional LCC business model. It is likely that incremental traffic 
would be modest, with growth restricted to niche routes or replacement of existing legacy carrier 
traffic. In other words, any future LCC traffic at Heathrow would primarily cannibalise existing traffic 
rather than generating substantial new growth. 

We consider that the assessment of the Heathrow versus Gatwick schemes is unbalanced, as 
arguably the most likely airline response to the Heathrow scheme (no major transfer traffic and no 
major LCC growth) has not been considered. 

It would be helpful to provide further reasoning as to why this assumption was adopted, and some 
discussion of the risks associated with this assumption. Our concern is that this represents an 
extreme scenario with a low probability of being achieved. Yet, according to the ITF/SEO analysis, 
this produces the highest benefit. 

Airport Ownership 

The ITF/SEO analysis would benefit from an assessment of how the separate ownership has driven 
competition between airports. 

Creating the environment for effective competition between airports was a key factor for the 
Competition Commission’s recommendation in 2008 to break up BAA.  

We firmly believe that separate ownership of the main London airports is a significant factor in 
Gatwick’s leading share of new traffic in the last decade. 

Other 

We agree with the ITF/SEO conclusion that: “Expected future growth in particular the inbound leisure 
market from Asia may increase the scope for long-haul services in the London market. An important 
question is if this would give Asian carriers a competitive advantage to European carriers, as inbound 
leisure travellers from Asia may show a preference for Asian carriers”. 

We would add that Asian carriers are less reliant on feed traffic at the London end of the route. 
Therefore, the airport choice in London will be driven by O&D market considerations. As a result, we 
would expect Gatwick to be a strong option for Asian carriers to in all the Gatwick expansion 
scenarios. 

In relation to the comment “We note that the London airports together currently have 40-50% spare 
capacity available”, it is not clear which airports this refers to or what capacity measure is used. It is 
likely that this statement, unless qualified, will give a misleading impression of the current level of 
spare capacity in the London airports system. 
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5.4. Relevant Factors in Airport Choice by Airlines and Other Users 

Connectivity and Competition 

We endorse ITF/SEO’s recognition of the “mutual relationship between airport connectivity and 
passenger/ user behaviour.” The report notes that: “…there is a positive feedback mechanism 
between airport choice and network development by the airline and passenger/ user behaviour. 
Growth in the network on offer will decrease travel costs for consumers / users due to higher 
frequencies, more destinations and more competition/lower fares. Hence, the airport will attract more 
demand from and to its hinterland, which increases the likelihood of further connectivity growth by the 
airline.” 

This is used as an argument for concentrating capacity at a single point. However, the competition 
arguments for dispersing capacity are not addressed in this part of the report (or in depth in 
subsequent parts). The report goes on to say that: “In other words, growth of the network at a certain 
airport within a multi-airport system tends to reinforce itself over time. This results in a dominant role 
for a single airport within the multi-airport system”. 

The need to build a more competitive London airport system – by expanding Gatwick – is clear from 
this analysis. 

Scarcity Rents 

A key component of the quantified consumer benefits attributed to airport expansion are derived from 
a reduction in scarcity rents. 

The ITF/SEO qualitative report states that: “At capacity constrained airports with substantial excess 
demand, expansion will result in a decrease in airline scarcity rents, with potentially lower fares for 
consumers. Fare levels may not decline overall, however, as the level of aero charges will go up at 
the same time. On balance Airlines are unlikely to increase airfares. Instead, higher charges will lead 
to a fall in scarcity rents/ airline margins. In other words, the increase in airport charges following 
expansion leads to a further reduction in airline margins, as competition brings fares closer to a 
(higher) cost base.” 

This assertion underpins much of the subsequent consumer benefit analysis but no supporting 
evidence basis is presented. 

We view this approach to modelling scarcity rents as potentially applicable in situations where there is 
a lack of alternative airports e.g. an airport with no competition in its core catchment. However, in the 
case of the London airports system, it has been established by the CAA and Competition Commission 
that there is significant overlap of catchment between Heathrow and Gatwick. 

Therefore, excess demand at one airport can largely be accommodated by alternative airports. It is 
unrealistic to assume that passengers squeezed out from one airport will choose not to fly rather than 
use an alternative airport. 

We would also expect that in many cases, substantive increases in airport charges will ultimately be 
passed onto passengers, as airline margins will not be strong enough to absorb the additional costs. 
This is particularly likely for short haul network carriers. 

More detailed comments on the issue of scarcity rents were provided in Gatwick’s May 2014 
submission (see Appendix A3, Oxera/PA Economic Impact Assessment).  
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5.5. Airline Response for Different Capacity Expansion Options 

In this part of our review, we focus on issues raised in sections 5 and 6 of the ITF/SEO qualitative 
report, relating to potential airline responses and the likelihood of these. The airline response analysis 
in the quantitative report is discussed later in Section 5.6 of this document. 

Expanding Heathrow: Airline Response 1: Hub Carrier Growth at Heathrow, Gatwick Point to 
Point Growth 

Airline response 1 is seen by ITF/SEO as the most likely airline response in the event of Heathrow 
expansion. It is deemed to have a high likelihood for 3 of the 5 Commission scenarios. 

There are a number of aspects we wish to raise in relation to the assumptions associated with this 
airline response. In particular, we consider that development of a hub operation as envisaged in this 
airline response is unlikely. 

Supply Side Issues 

The analysis undertaken by ITF/SEO seems to assume that British Airways (and more broadly 
Oneworld) will grow strongly in the event of Heathrow expansion. For example, the ITF/SEO 
qualitative report states that: “The additional capacity at Heathrow enables the hub-carrier British 
Airways (and partners) to grow from today’s constrained, sub-optimal hub-and-spoke system to an 
efficient fully developed hub operation using a wave-system for coordinating arrivals and departures.” 

We believe there are significant risks to this assumption. It is not clear that rapid development of a full 
hub operation would be financially viable or consistent with BA’s existing strategy. For BA to achieve 
the implied level of growth at Heathrow, it would need to undergo a major fleet expansion and grow 
rapidly in markets and traffic segments outside its core areas of strength. The financial rationale for 
this type of expansion is unclear. 

In Section 2, we set out a detailed analysis which illustrates that major hub development (by BA or 
alternative network carrier) at an expanded Heathrow is far from assured. 

Switch of BA Gatwick Flights to Heathrow 

ITF/SEO state that: “Due to scarcity at Heathrow, BA has also allocated 13% of its long haul flight 
seats to Gatwick. Hence, in this scenario the current Gatwick flights of the hub carrier, both long and 
short-haul would move to Heathrow.” 

We would contend that the British Airways operation at Gatwick is there for reasons of cost and 
market served. It is speculative that all or indeed any flights would relocate to a more expensive and 
less operationally efficient Heathrow.  

British Airways’ long haul slot holding at Gatwick is equivalent to 2.6% of their Heathrow slot holding. 
By discontinuing short haul outbound leisure routes such as Marseille, Pisa, Larnaca, Palma de 
Mallorca, Ibiza, Faro, Mykonos, Thira, Alicante, Gran Canaria and Malaga at Heathrow, the entire 
British Airways long haul operation at Gatwick could be switched to Heathrow currently. This would 
suggest to us that slot scarcity at Heathrow is not the driver of BA’s decision to continue to profitably 
operate these services at Gatwick.  

Impact of Higher Airport Charges on Transfer Traffic 

As noted in Section 5.3 (Airport Charges), ITF/SEO comment that the transfer segment is very price 
sensitive, and may need financial support. 
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Impact for Competition and Consumers 

The ITF/SEO qualitative report discusses some of the downsides of this airline response, stating that: 
“…the expected higher airport charges will discourage high frequency, low capacity feeder flights into 
Heathrow. The probability of new long-haul direct flights from UK regional airports will also diminish.” 
However, these conclusions are not fully reflected later in the report when the overall impacts are 
summarised. 

The report also states that: “Short-haul competition in the OD market may increase, in particular at 
Gatwick and City airports as BA moves some of its flights there to Heathrow. Airlines at Heathrow will 
face increasing competition from low-cost carriers at Gatwick.” This is confusing as it is clear that 
Gatwick expansion is the only option will result in stronger competition from low cost carriers, both 
within Gatwick and also between Heathrow and Gatwick. The option where Gatwick cannot increase 
capacity severely limits future competition from the low cost carrier segment.  

Expanding Heathrow: Airline Response 2: Two Hub Operations at Heathrow, Point to Point 
Growth at Gatwick 

This airline response is considered as less likely by ITF/SEO. It shares a number of similarities with 
airline response 1, and much of our commentary is also applicable for this response. 

Expanding Heathrow: Airline Response 3: Point to Point Growth at Heathrow and Gatwick, 
Heathrow remains Network Hub 

Airline response 3 is considered by ITF/SEO as the most likely response in 2 of the 5 Commission 
scenarios.  

Our consistent view has been that transfer traffic is in structural decline (as a share of overall traffic) 
at London, regardless of airport capacity issues. Therefore, the assumption in this scenario that the 
Heathrow scheme would not lead to significant transfer growth is reasonable. 

We also agree that low cost carriers are the most likely source of future point to point growth. 
However, it is surprising that this scenario envisages that “Despite the much higher charges at 
Heathrow, low-cost airlines establish a significant operational base at Heathrow to target the premium 
market.” 

This is in contrast to the consistent messaging earlier in the ITF/SEO report relating to why Heathrow 
is unsuitable for low cost carriers, even at current airport charges. For example, earlier in the report it 
is stated that: “Heathrow is less attractive to low-cost and leisure carriers due to congestion, the high 
slot process and high airport charges”. It is also in sharp contrast to current experience. 

We believe that if LCCs do develop a significant presence at Heathrow, it is likely to be in the form of 
network carrier subsidiary airlines (e.g. Germanwings, Vueling) replacing existing services. In other 
words, any future LCC traffic at Heathrow would primarily cannibalise existing traffic rather than 
generating substantial new growth. 

Expanding Heathrow: Summary 

We would have expected ITF/SEO to examine airline responses with more modest growth of the hub 
structure at Heathrow. The Commission’s own traffic forecasts support our view that there is limited 
potential for more transfer traffic than currently accommodated. However, two of the three airline 
responses incorporate significant hub traffic development. 

Furthermore, in the only scenario where point to point traffic is the dominant source of growth, it is 
assumed that low cost carriers enter Heathrow to fill the volume gap. No rationale or evidence is 
presented as to why low cost carriers would reverse current behaviour, especially considering the 
higher airport charges at an expanded Heathrow. 
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In our May 2014 submission (SD1), we set out an analysis of LCC economics, including the impact of 
airport charges and the importance of airport operational factors on aircraft utilisation. This 
demonstrated that operations from an expanded Heathrow would be incompatible with any genuine 
low cost carrier business model. 

For these reasons, we believe that there is a material degree of traffic risk associated with Heathrow 
expansion. This risk has not been reflected in the analysis by ITF/SEO or the Commission traffic 
forecasts. We consider that the assessment of the airline responses are not balanced, as arguably 
the most likely airline response to the Heathrow scheme (no major transfer traffic and no major LCC 
growth) has not been considered. 

Expanding Gatwick: Airline Response 4: Hub Operation at Gatwick and Hub Operation at 
Heathrow 

In the event of expansion of Gatwick, this airline response is seen as the most likely outcome only in 
the Global Growth scenario. We agree with this diagnosis – while many of the conditions for the 
development of a second London hub would be in place, we do not think it would be prudent to 
assume this as a base case. The structural decline in transfer traffic within European hubs, strong 
growth of the low cost carrier segment and the inefficiencies of dual hubs could all prevent the 
development of a traditional hub operation at Gatwick.  

Impact for Air Fares and Competition 

ITF/SEO argue that: “the growing scarcity of capacity at Heathrow will increase the opportunity costs 
of slots and will result in a continuation of crowding out of short-haul and lower capacity/ low yield 
flights, higher airline economic rents and higher ticket prices”. 

However, ITF/SEO then continue: “BA and partners at Heathrow will face more competition in both 
the short and long haul network from the new hub operation at Gatwick”. 

In this context, there is no analysis of the impact of stronger competition from Gatwick on Heathrow 
airlines and (in particular) the impact on fare levels at Heathrow. Given the extensive overlaps 
between the Heathrow and Gatwick catchments, a hub operation at Gatwick would be expected to 
reduce airline economic rents at Heathrow and provide downward pressure on Heathrow fares. This 
point does not appear to have been adequately considered, either in the descriptions in the ITF/SEO 
qualitative report or in subsequent analysis in the ITF/SEO quantitative report. 

Impact for Connectivity 

ITF/SEO states that: “this scenario is suboptimal in connectivity terms: spreading two hub operations 
over two airports with essentially limited peak-hour capacity results in a lower number of connecting 
opportunities via the hubs, lower connecting traffic volumes and less airport connectivity than would 
be the case if peak-hour capacity growth were concentrated at a single location”. 

We accept that theoretically a single hub would generate more transfer passengers than a dual hub. 
However, the very high airport charges associated with a three runway Heathrow could result in 
significant pricing out of the transfer segment. In the London context, a dual hub system would see 
more reasonable airport charges at Heathrow (lower than currently) and competitive airport charges 
at an expanded Gatwick. This could lead to higher volumes of transfer than at the expanded 
Heathrow scheme. 

We also comment on the use of the term ‘connectivity’. In this context, connectivity seems to relate 
purely to connecting transfer traffic. However, the subsequent definition of connectivity provided later 
in the ITF/SEO report is wider and more aligned with the general use of the term.  

The wider definition, relating to the ease with which people can travel to, from and within the UK to 
key destinations is more relevant. The future hub structure at London airports has very little impact on 
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the wider UK connectivity. The Commission’s own traffic forecast analysis shows that hub traffic has a 
negligible impact on the number of destinations served from the UK.  

In any case, the Commission’s forecast indicate that “I to I” transfers will only account for 3%-6% of 
UK traffic by 2050 (LHR NWR option, carbon traded scenarios), so the attention given to this issue by 
ITF/SEO is disproportionate. 

Gatwick Expansion: Airline Response 5: Partnerships – Gatwick becomes a Low-Cost 
“Gateway”, Heathrow remains the Network Hub 

ITF/SEO conclude that this airline response has a high likelihood in 4 of the 5 Commission scenarios. 

This airline response is closest to the Gatwick forecast with the reference to “the share of transfer 
traffic will remain limited, in the range of 10-20% maximum” consistent with our forecasts. This 
reaction is a continuation of clear market trends and does not rely on assumptions on how airlines will 
adapt their business models to meet the forecast outputs of some of the Commission’s scenarios.  

We contend that this outcome represents the lowest risk of all the outcomes discussed. 

Gatwick Expansion: Airline Response 6: Gatwick Point-to-Point Growth, Heathrow remains 
the Network Hub 

This airline response is judged to have a high likelihood in 2 of the 5 Commission scenarios. In one 
scenario (Global Fragmentation), it is seen by ITF/SEO as the most likely outcome. It is seen as 
equally likely as an outcome (alongside airline response 5) for the Relative Decline of Europe 
scenario. 

This is similar in most aspects to airline response 5. The major difference is the lack of feeder traffic 
from LCCs (due to LCCs not modifying current business models). This results in lower volumes of 
long haul traffic compared to airline response 5, with the only new long haul routes being delivered by 
long haul LCCs. 

Gatwick’s view is that transfer traffic is likely to play only a limited role for many long haul destinations. 
We do not agree with the assumption that absence of feed will have a major impact on long haul 
development at LGW. A significant (and growing) section of the long haul market served by non-UK 
airlines could be expected to be relatively indifferent between Heathrow and Gatwick as London 
would be the destination and would not require connecting traffic at the London end of the route.  

Expansion at Gatwick would also allow a net increase in short haul connectivity as otherwise LCC 
capacity in the London system would be insufficient for future demand. Heathrow would be expected 
to remain as the main long haul airport. This is on top of any LCC long haul development, where 
Gatwick would clearly be the most suitable location. 

Heathrow and Gatwick Expansion: Conclusions 

Below, we review the ITF/SEO conclusions from their qualitative evaluation of airline responses. 

• “Connectivity is expected to improve most when the hub carrier at Heathrow uses new capacity 
to reinforce its hub system”. We disagree with this assessment, which also contradicts the 
Commission traffic forecasts. We comment more extensively on connectivity assessment in the 
next section, reviewing the ITF/SEO quantitative report. 

• “In terms of reduction of scarcity rents and connectivity gains, a UK consumer is likely to gain 
most by expanding Heathrow. With severe capacity constraints and high yield demand, the 
scarcity rents can be expected to be largest there. Hence, reduction of excess demand 
following Heathrow expansion is likely to reduce fares more than following Gatwick expansion”. 
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As discussed earlier and also in the next section, we believe the approach to assessing scarcity 
rents is not robust as it appears to ignore the impact of new capacity at neighbouring airports. 

• “Expansion of Gatwick is likely to have the strongest positive impacts on competition, with 
benefits to the consumer due to the expected increase in low-cost carrier competition and a 
less dominant position of a single alliance, resulting in more choice for the consumer and lower 
fares”. We agree with this qualitative assessment. However, key aspects of this assessment do 
not appear to be reflected in subsequent quantitative assessments. 
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5.6. Discussion on Quantitative Analysis 

Detailed commentary on the economic benefit calculations is included in the Module 2 response to 
consultation. In this sub-section, we focus on some broader market related points in relation to the 
ITF/SEO quantitative analysis. 

Selection of Combinations of Airline Responses and Aviation Demand Scenarios 

The ITF/SEO qualitative report concluded that: “taking into account the overall likelihood of the airline 
responses in all scenarios, any further quantitative impact analysis may most usefully consider airline 
responses 1, 5 and 6”. We would agree that these represent the more credible airline responses to 
investigate further. 

However, the subsequent ITF/SEO quantitative report also analyses airline response 3 in relation to 
Heathrow expansion in the Low Cost is King scenario. This unlikely outcome gives the largest 
economic benefits in the ITF/SEO projections. We consider that the results from this combination 
should be treated with significant caution as it represents a somewhat extreme high case for 
Heathrow expansion. 

More generally, we would expect the same Commission demand scenarios to be analysed for both 
Heathrow and Gatwick expansion. These demand scenarios are independent of new runway 
decisions. By selecting different aviation scenarios, this prevents a like for like comparison of forecast 
economic results and significantly reduces the usefulness of the results. 

Selection of 2030 as Year of Analysis 

ITF/SEO acknowledge that choosing 2030 as the only spot year for its quantitative analysis does 
have implications for the results, namely that: “Growth in demand is delayed under the Relative 
Decline of Europe scenario and this results in consumer welfare benefits from capacity expansion 
accruing mainly after 2035 under airline response”. 

The economic implications for the Relative Decline of Europe scenario are only modelled for Gatwick 
expansion. It generates – according to ITF/SEO analysis - by far the lowest levels of economic benefit 
of the four combinations examined.  

We disagree that: “formulation of airline responses beyond 2030 would significantly reduce credibility 
as uncertainty regarding future business models, financial performance of the airline industry, cost 
levels and the survival of individual carriers becomes increasingly large.” Even to 2030, there is 
significant uncertainty. Extrapolating beyond 2030 would be a meaningful exercise, and would allow 
the economic impacts to be considered more fully. 

We have also provided clear evidence in our response that in a number of scenarios, the Commission 
forecasts for Gatwick in 2030 lack credibility. As 2030 is used by ITF/SEO as the reference year, this 
leads to lower benefits for Gatwick. 

The selection of different aviation demand scenarios for Heathrow and Gatwick expansion, combined 
with focussing on a single spot year shortly after runway opening, introduces significant biases into 
the economic benefit evaluations. 

Airport Charges 

The treatment of airport charges is inconsistent. In relation to the substantive increases to the already 
high Heathrow airport charges, ITF/SEO conclude that: “Despite the increased airport charges at 
Heathrow, low-cost airlines establish a significant operational base at Heathrow to target the premium 
market14.” As noted earlier, no rationale or evidence is provided to support this assumption. Charges 

                                                           
14 This is in relation to airline response outcome 2. 
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at an expanded Heathrow are likely to be double the highest current charges at airports with 
significant LCC presence. This casts doubt on its credibility as a scenario. 

However, airport charges are assumed to have an impact at Gatwick. In relation to airline response 
outcome 3 “…lower yield low-cost airlines may decide to move part of their operations to airports such 
as Luton and Stansted”. 

Furthermore, it is not clear how this reconciles with the Commission forecasts which do not consider 
the impact of airport charges. 

Finally, ITF/SEO do not model the impact of airport charges when considering consumer benefits 
from reduced fares: “To 2030 the assumption in the modelling is that increases in charges do not get 
passed on to passengers.” 

This is justified by the theoretical assumption that increased competition following airport expansion 
would reduce scarcity rents by more than any increase in airport charges. This assumption is very 
questionable. No empirical evidence is provided to support this assumption. Given the low or negative 
profit margins of legacy airlines on short haul services, this may be considered an unlikely outcome. 

Scarcity Rents and Competition 

ITF/SEO separately model economic impacts from scarcity rents and competition. Of the two impacts, 
the modelled reduction in scarcity rents dwarfs the benefits envisaged from competition. 

Our understanding of the modelling approach is that: 

• Reductions in scarcity rents are estimated by contrasting supply and demand at individual 
airports. In other words, if demand exceeds supply, scarcity rents and air fares rise. When new 
capacity is added, this reduces scarcity rents and air fares. 

• Competition benefits are estimated from analysis of airline concentration levels across the 
overall London airport system. 

In our view, this approach has major drawbacks. It appears to ignore how: 

• New capacity at one airport can reduce scarcity rents at neighbouring airports. 
• Competition between airports, between airlines at different airports and between different airline 

types can exert downward pressure on air fares. 

Gatwick already acts as a substitute for Heathrow in many business and leisure markets15. An 
expanded Gatwick would have a greater critical mass of services, making it an even more effective 
alternative. For example, in the Low Cost is King (carbon traded) scenario, the number of destinations 
served from Gatwick is forecast to rise from 216 (in 2011 baseline) to 269 by 2030. The overall 
average daily departures per destination is forecast by the Commission to grow from 1.6 in 2011 to 
2.5 in 2030. 

The ITF/SEO modelling of scarcity rents appears to imply that each airport has its own distinct, closed 
market. Competitive impacts from neighbouring airports seem to be ignored. Therefore, in the event 
of Gatwick expansion, scarcity rents continue to rise at Heathrow. The modelling suggests that 
passengers would pay increasingly high fares at Heathrow until they are priced out and then they 
would not travel at all.  

In practice, passengers would instead use a convenient and lower fare alternative service at an 
expanded Gatwick. In this way, Gatwick expansion would reduce scarcity rents at Heathrow as well 

                                                           
15 “36 per cent of passengers who were surveyed at Heathrow indicated that they would have chosen Gatwick if 
Heathrow had not been available”. The Competition Commission, BAA airports market investigation. A report on 
the supply of airport services by BAA in the UK, 19 March 2009, P80. 
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as at Gatwick (and other London airports also). The simplistic modelling approach implemented by 
ITF/SEO leads to scarcity rent economic impacts that are not credible. 

The ITF/SEO study suffers from analysing competition purely in relation to airline concentration levels. 
Not surprisingly, this approach shows relatively minor competition benefits from all of the airline 
response outcomes. 

Research has shown that impacts are much greater when competition is between airlines of a 
different type. Impacts are also significantly greater when airlines are competing at neighbouring 
airports, rather than at a single airport.  

Gatwick commissioned InterVISTAS to assess the “Importance of Airport Competition on Air Fares 
Paid by Consumers” (see Appendix 2). The InterVISTAS work draws upon a review of 30 year 
literature on market structure (i.e. competition). This research included the 1,000 largest airport pair 
markets for both the US and Europe.  

The InterVISTAS report concluded: 

• The presence (or not) of an LCC in a city-pair market is a key driver of lower fares for 
consumers with 20%-40% fares reduction (depending on type of airport competition) compared 
to full service network carrier only scenarios. 

• There is also a pure airport competition effect, one that is separate from the LCC effect. In other 
words, airport competition matters for the average fares paid by consumers, regardless of 
whether that competition is delivered by LCCs or network carriers. This impact is in the range 
30%-40% fares reduction. 

• Combined impact of airport competition and presence of LCCs can reduce fares by up to 60% 
(compared to a market with a monopoly full service network carrier). 

• Additional network carrier competition on the same airport pair produces limited fare benefits 
for consumers. 

We recommend that the analysis of scarcity rents and competition is extended to better reflect the 
dynamics of a competitive London airport system. Independent evidence by Oxera suggests that the 
quantified direct benefits of competition from Gatwick expansion are around £10-14 billion; and that 
indirect benefits could be just as large. This is because Gatwick expansion permits an increase in the 
number of airlines operating on overlapping routes and an increase in the number of routes competed 
between airports.  

On the other hand, Heathrow expansion would result in domination of the market for long haul routes 
that would otherwise be competed across other London airports and would therefore lead to a 
reduction in competition in the London airports system. Further detail is provided in Module 2 of this 
document and the full Oxera report in Annex X.Y. 

Connectivity 

The connectivity benefits modelled by ITF/SEO seem to be restricted to increases in frequency. The 
range of destinations served or which airport provides services does not appear to have been 
considered. 

Low Cost is King Scenario  

According to Commission analysis, UK ATMs in the Gatwick expansion scheme are significantly 
higher than in the equivalent Heathrow schemes. In 2030: 

• UK ATMs are 136,000 higher than under the Heathrow NWR scheme. 
• +158,000 higher relative to the Heathrow ENR scheme. 
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This differential appears to be reflected in the higher connectivity benefits attributed to the Gatwick 
scheme in the Low Cost is King scenario by ITF/SEO.  

Relative Decline of Europe (Gatwick expansion) v Assessment of Need (Heathrow expansion)  

We have compared the connectivity benefits of Gatwick expansion under the Relative decline of 
Europe scenario with Heathrow expansion under Assessment of Need. A direct comparison between 
equivalent schemes is not possible due to the scenarios selected by ITF/SEO for quantitative 
analysis. 

We do not understand the major differentials in connectivity benefit for these cases. The projected 
connectivity benefits are £303m and £21m respectively i.e. the Heathrow expansion generating 15 
times greater connectivity benefit. 

However, the total number of UK ATMs in the Commission forecasts are almost identical between the 
two cases in 2030: 2.638m-2.640m (Assessment of Need, Heathrow expansion) versus 2.639m 
(Gatwick expansion). While we note that the ITF/SEO approach may not use identical ATMs as the 
Commission, we would not expect material divergences given the alignment of ITF/SEO analysis to 
Commission forecasts. 

Other Aspects of Connectivity 

Furthermore, we believe the simple ATM calculations ignore other aspects of connectivity which 
would generate greater relative economic benefits in the Gatwick expansion scheme: 

• The value of additional ATMs at Gatwick is likely to be higher than additional ATMs at Heathrow 
from a connectivity perspective. According to the Commission traffic forecasts, the average 
daily departures per destination at Heathrow will rise from 3.7 (2011 baseline) to 4.1 (2030, Low 
Cost is King (carbon traded), Heathrow NWR scheme). This level of increase is fairly minor in 
the context of an already good level of service frequency. 

• In contrast, as noted earlier, the equivalent increase in average daily departures at Gatwick is 
1.6 to 2.5. This is a large increase in departures per destination, from a much lower base. As 
such, this is a much more meaningful increase in connectivity for the South East of England 
market. 

• Gatwick expansion also results in more destinations being served from local airports, which 
boosts connectivity by reducing average surface access times to airports. In contrast, Heathrow 
expansion results in more concentration at one airport. In general, Commission analysis shows 
a greater number of destinations served from multiple London airports and from regional 
airports in the Gatwick expansion scheme, compared to Heathrow expansion. 

Value of Transfer Passengers 

In the ITF/SEO quantitative analysis, transfer traffic is forecast to generate substantial economic 
benefits. For example, £1.2bn is estimated in the Heathrow expansion, Assessment of Need case. 
This represents 44% of total benefits for this case. 

ITF/SEO acknowledge that: “The gains for transfer passengers accrue to non-UK residents to a 
considerable extent”. We agree with this assessment, as international-international transfer 
passengers are widely accepted to contribute minimal economic benefits to the country where the 
flight transfer is taking place. 

For this reason, only the economic benefits from O&D traffic should be considered. 
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5.7. Conclusions 

We support the inclusion of airline industry analysis in the Commission’s evidence base. As we have 
consistently argued, it is critical that the strategy, business models and potential responses of airlines 
– the immediate customers of new airport capacity – are properly considered. 

We are in broad agreement with much of the general airline industry commentary in the ITF/SEO 
qualitative report. However, it is too general in tone and does not adequately reflect the specific 
characteristics of the London and UK markets. For example, the traditional hub and spoke model is 
given undue prominence despite acknowledgments that London is a market with very strong O&D 
demand and hub operations are less relevant. More recent developments such as the rise of Gulf 
hubs, new aircraft technology, low cost carrier penetration of business markets etc. are not covered in 
sufficient depth. 

The alignment with Commission traffic forecasts is unclear. In some areas, ITF/SEO appear to take 
Commission analysis as an input into their own assessment. For example, the assumption that low 
cost airlines use Heathrow under the Low Cost is King scenario contradicts earlier comments on 
Heathrow’s suitability for this market segment. No rationale is provided for this assumption, and there 
is a lack of clarity whether this is an assumption endorsed by ITF/SEO or merely adopted without 
critique. 

In other areas, such as assumptions on flight frequency in the different schemes, ITF/SEO appear to 
ignore Commission outputs. The reason for this approach is not clear.   

The quantitative analysis suffers from the selection of scenarios and restricting projections to a single 
spot year (2030). This introduces biases into the evaluations and makes it impossible to undertake a 
like for like comparison between Gatwick and Heathrow expansion. 

Gatwick agrees with the qualitative assessment from ITF/SEO that expansion of Gatwick is likely to 
have the strongest positive impacts on competition. The quantitative analysis from ITF/SEO also 
estimates higher average competition benefits from Gatwick expansion.  

Nevertheless, we believe that the competition benefits are significantly understated. Estimates of 
reductions in scarcity rents and air fares do not reflect the impact of competition from airlines at 
neighbouring airports, nor the downward pressure LCCs bring on fares across the whole market.  

We have provided evidence that suggests the scale of the benefit from stronger competition under the 
Gatwick expansion scheme is substantially greater than modelled by ITF/SEO. 

We also believe that the connectivity benefits of Gatwick expansion are understated. The simple 
approach to connectivity calculations ignores destinations served or the benefits of more services at 
local airports. Even the frequency based analysis adopted by ITF/SEO produces results that appear 
to be inconsistent with the Commission’s traffic forecasts. 

Finally, ITF/SEO estimate substantial economic benefits for transfer passengers, although these 
largely accrue to non-UK passengers. For this reason, we believe that only the economic benefits 
from O&D traffic should be considered. 
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