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Introduction  

The CAA published its Competition Guidelines issues paper in September 2010, on which we have 
already provided comments. Further to the issues paper, the CAA published two working papers in 
December 2010. One on empirical methods relating to geographic market definition and one on 
empirical methods for assessing behaviour, performance and profitability of airports.  

Gatwick Airport is currently designated for economic regulation, under the Airports Act 1986. 
Gatwick was sold to GIP in December 2009 and the sale has resulted in an increase in 
competition, together with associated benefits for passengers. As we have previously stated, we 
consider it important that the CAA fully takes into account recent market developments and the 
potential for future enhancements in competition when it develops its proposals for the economic 
regulation of airports beyond the end of Q5. 

The designation status of Gatwick has not been considered since privatisation. The sale of Gatwick 
to GIP and the associated increase in competition that has resulted, means that Gatwick is much 
less likely to be found by the CAA to have significant market power (SMP) in the future. Moreover, 
the DfT recognised that common ownership of the airports by BAA was a factor in the decision not 
to de-designate Stansted. As such, the CAA cannot attribute any market power to Gatwick until it 
has undertaken full and robust competition analysis. Clearly, any finding that there was not SMP 
would point towards the de-regulation of Gatwick. The development of Competition Guidelines is 
critical to ensuring that there is a clear analytical framework set out in advance of the CAA 
conducting its competition analysis and that this framework is well understood by stakeholders. As 
such, we welcome the publication by the CAA of these working papers for comment by 
stakeholders. 

We also re-iterate that while there has already been delay to the publication of the draft 
Competition Guidelines for consultation, we hope that there is no further delay. This will help 
ensure that the CAA finalises its Competition Guidelines as early as possible and allow it the 
opportunity to conduct its competition analysis so that this can inform future decisions as to the 
appropriateness of different regulatory options to address identified competition problems (if any). 

We also note that while the CAA has published these two working papers on empirical methods, 
this is not to say that these areas are the limit of where empirical techniques can be applied in a 
competition analysis. For instance, empirical techniques can be and are used in relation to product 
market definition. As we commented in our response to the Competition Guidelines issues paper, 
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in the context of airports, this might be an area where further explanation of the CAA’s proposed 
approach could be of benefit to stakeholders. In particular, this would provide additional 
explanation of how the CAA proposes to construct a hypothetical monopolist test (HMT), including 
the application of the small but significant non-transitory increase in price (SSNIP) test. As we 
previously highlighted, it is not particularly clear to us from the previous work the CAA has 
produced how it will conduct this test, particularly within the context of a multi-sided platform 
analytical framework.  

The remainder of this response provides our comments on the two working papers. We begin with 
our comments on the geographic market definition paper, but note that there are common issues 
that fall across both working papers. 

Empirical methods relating to geographic market definition 

Forward-looking analysis 

As we understand it, the Competition Guidelines will have a dual role. One will be to guide the 
analysis for ex-post investigations, such as under section 41 of the Airports Act 1986 or under the 
Competition Act 1998. The second will be to guide ex-ante analysis for the purpose of determining 
whether an airport has SMP in a relevant market and following this what, if any, economic 
regulation, is appropriate at individual airports.  

The precise analytical techniques used by the CAA in its competition analysis will be determined in 
part by whether the analysis is backward-looking or forward-looking. For example, historic 
catchment area analysis would provide limited information to inform ex-ante the geographic scope 
of the relevant market. This is because it is based on actual historic usage and behaviour of 
passengers, reacting to prevailing market conditions and prices, not prospective market conditions 
or competitive price levels (see below), which are important for an ex-ante competition analysis. 
Catchment area analysis also only reflects the historic and current pattern of routes and mix of 
airlines at an airport. 

Moreover, whether the analysis is backward-looking or forward-looking is particularly important in 
the context of Gatwick Airport where there has been a recent change in ownership. Previously the 
three BAA London airports under common ownership were found not to compete with each other. 
The CAA cannot place weight on the past behaviour of passengers in terms of substitution 
between alternative airports where the data is from the time of common ownership. Even where 
there is more recent data available from when the airports are under separate ownership, the CAA 
will need to take care as to how it interprets this information. This is because the impacts of new 
behaviours and innovation arising from competition will take time to feed through to passengers 
and influence their choices. The same also applies to analytical techniques used to assess airline 
behaviour. 

Isochrone analysis 

Isochrone analysis would appear to provide a much more robust basis than catchment area 
analysis for defining the scope of the relevant geographic market on forward-looking basis. This is 
because it abstracts from actual historic usage. However, it is important that the CAA is able to 
substantiate its underlying assumptions, e.g. with regard to travel times, when determining airport 
isochrones. In the past this analysis has been conducted on the basis of one hour and two hour 
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travel times. However, there are likely to be a substantial minority of passengers that will be willing 
to travel over two hours to access services at an airport. 

The introduction of competition and differential service offerings are only likely to increase the 
willingness of passengers to travel further. For example, it is not difficult to envisage that after the 
recent performance of Gatwick during the snow before Christmas that more passengers than 
previously might have been the case will consider by-passing relatively closer airports and 
travelling to Gatwick if they view Gatwick as being more able to respond to such disruptions. Over 
time, as the changes in behaviour from competition between airports result in more differential 
passenger experiences, passengers may well be willing to travel further. 

Smaller airports 

We agree with the CAA that it is important that the analytical techniques deployed fully take into 
account the competitive constraints from smaller, more fringe airports. In the past, some of the 
techniques deployed by competition authorities have failed to adequately capture these 
constraints. 

Population density 

One of the major weaknesses of the CAA’s isochrone analysis that it has conducted in the past is 
that it fails to adequately capture population density. For example, while two hour (and to a lesser 
extent one hour) travel time isochrones for Gatwick, Heathrow, Luton and Stansted show 
significant areas of overlap, these are presented and analysed as purely geographical overlaps. To 
enhance the information that this analysis provides, the CAA should seek to also capture the extent 
of population overlap. This could be done using postcode-based data, such as by postal sector or 
postal area. This will provide a more refined analysis on which the CAA will be able to place 
greater weight on its conclusions.  

Focus on passengers rather than airlines 

The CAA’s analytical techniques focus primarily on the ability of passengers to switch their demand 
between airports. We agree that passenger substitution should be the focus of the analysis. This is 
because airline demand for airport services is derived from passenger demand for air travel. 
Therefore it is correct that passengers should be central to the CAA’s analysis. 

However, that said, the CAA needs to take care that it does not overlook the additional competitive 
constraints that arise directly from airlines. As previously discussed by the CAA in the Competition 
Guidelines issues paper, constraints from airlines include their ability to substitute to competing 
airports in response to relative price changes as well as them having countervailing buyer power, 
which limits the ability of airports to act independently. The extent of airlines’ ability to substitute 
and their degree of countervailing buyer power will be an area for empirical analysis, to be 
considered by the CAA and stakeholders. We note that in the past year there has been a 
significant level of airlines switching routes between different airports, including to and from 
Gatwick as well as airlines increasing and decreasing the volume of services offered at Gatwick. 

Competitive price level 

As the CAA has previously recognised in its Competition Guidelines issues paper and in the 
stakeholder working groups, it is important that the market definition in a competition analysis is 
conducted from the competitive price level. To do otherwise would risk the CAA drawing erroneous 
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conclusions as to the scope of the relevant economic market and thus risk it reaching erroneous 
conclusions as to whether or not an airport has significant market power and should be subject to 
economic regulation. As such, the CAA needs to take care not to conduct its substitution analysis 
from the prevailing regulated price level where it expects that the prevailing prices are not aligned 
with the competitive price level. 

As has been previously discussed by the CAA and stakeholders, there is good reason to expect 
that prevailing prices, particularly at the currently economically regulated airports, are not at the 
competitive level. This in particular  due to i) the existence of price regulation and ii) the form 
(single till). Moreover, prevailing prices do not reflect full economic costs, which the competitive 
price level for the purposes of a competition assessment should. This means that the opportunity 
costs associated with scarcity and congestion need to be fully taken into account in the derivation 
of the competitive price level. 

Econometric techniques 

Our initial view is that the CAA’s discussion of econometric analysis in sections 4 to 6 of the 
working paper broadly highlight some of the issues and caveats associated with the techniques 
being discussed. However, the general principles are abstract and we feel we are only able to 
comment in detail on these different techniques when actual analysis is undertaken. However, 
again, any analysis needs to use data from appropriate time periods and reflect the competitive 
price level rather than prevailing prices. 

Empirical methods for assessing behaviour, performance and 
profitability of airports 

Behaviour, performance and profitability as an indicator of SMP 

As we stated in our response to the Competition Guidelines issues paper, we consider that the 
behaviour and performance of airports will be important when the CAA is considering whether an 
airport has SMP in a relevant economic market. In particular, where there is evidence that an 
airport is behaving and performing in ways that suggest that it is actively competing in a market 
then this will likely provide a strong indicator that an airport does not have SMP. 

However, we caution that the opposite cannot be said to hold. The areas identified by the CAA are: 
congestion indicators, capex ratios, operating efficiency, service quality, and profitability. Even if an 
appraisal of these potential indicators of market power strongly suggest that there might be SMP 
present, the causes of any identified poor performance will be required to be examined and 
explained. It is not enough that the indicators suggest there might be SMP. The difficulty will arise 
in linking the outcome of the different indicators with the underlying cause, with exogenous 
contributory factors including past common ownership, economic regulation, planning restrictions, 
Government policy and changes to that policy. In addition, airline performance and behaviour 
impact the performance of the airport and this impact will need to be fully taken into account by the 
CAA in its assessment. We envisage that it will be extremely difficult for the CAA to untangle these 
exogenous factors from its observations and thus it will be unable to draw robust conclusions from 
its analysis of these factors. 
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Forward-looking analysis 

As is the case with the geographic market definition analytical techniques, in the context of the sale 
of Gatwick to GIP, the CAA will not be able to draw on evidence of behaviour, performance and 
profitability from the period of common ownership to support a forward-looking SMP finding at 
Gatwick. Such evidence could only be useful to the extent that, when compared to evidence from 
the time of new ownership, there is a difference in behaviour or performance which can be 
explained by the decisions of the new owners and management and not as a result of the 
exogenous factors listed above. 

Profitability analysis 

We agree that analysis of past airport profitability at regulated airports is unlikely to provide strong 
evidence as to whether an airport has SMP. We also note that in addition to the presence of 
regulation, common ownership could potentially also have affected past profits. 

The CAA in its working paper does not recognise that capacity scarcity might affect the level of 
profits at an airport which is not price regulated but where there is excess demand present. The 
issue of capacity scarcity was discussed at length in the Competition Guidelines issues paper. 
There the CAA recognised that scarcity is a common feature of many well-functioning markets and 
leads to fluctuations in prices (often above efficiently incurred costs) and profitability over time. The 
CAA will need to take care when it is assessing profitability at an airport where there are capacity 
constraints but no price regulation, that where accounting profits appear high, that it takes due 
account of the efficiency of these pricing signals. The CAA will need to ensure that it recognises in 
its competition assessment that such accounting profits could be the result of efficient pricing 
practices and are not evidence of SMP. 

Contact details 

We hope that you find this response helpful. If you would like to discuss any issue raised or seek 
clarification please use the contact details below. We are happy for you to publish this response. 

 

Colin Garland 

Senior Manager, Economic Regulation 

01293 505541 

colin.garland@gatwickairport.com 


