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Airport Regulation: Lessons learnt from Q5 
price control process and improvements for 
Q6 
Ref Code: Q5-027-LGW02 Date of issue: 19 November 2010 

Introduction 

Gatwick Airport is currently subject to economic regulation under the Airports Act 1986, with the 
current Q5 price control currently due to expire in March 2013. As such we welcome this 
consultation by the CAA and the opportunity to provide a response to the issues raised. 

Context of the CAA’s Q5 process review 

Before addressing the issues raised in the consultation document we re-iterate the points that we 
made in our letter of 13 October, attached at Annex 1. This is that we are concerned that this 
consultation document does not give sufficient acknowledgement to the increase in competition 
resulting from the sale of Gatwick to GIP or to the CAA’s own work to develop competition 
guidelines and to assess alternative forms of regulation. As we have already noted, these 
omissions, combined with discussion of the processes to be used for a Q6 price control, risk giving 
the impression that the CAA has already determined the way forward beyond the end of Q5. 

We note that in the CAA’s response to our letter it indicated that the consultation was intended to 
be restricted to a review of Q5 processes and not an indicator of its overall approach to Q6. We 
welcome this confirmation and look forward to future documents being more explicit in recognising 
the interaction between competition and appropriate regulation (including no ex ante regulation) 
beyond the end of Q5. 

We also note that the legislative arrangements, including the CAA’s statutory duties, under which 
the CAA will assess competition and consider what forms of economic regulation are appropriate at 
an individual airport, are uncertain. It might also be the case that the Q5 price control at Gatwick 
(and also Heathrow) is extended for a further year to the end of March 2014, as allowed for under 
the Airports Act 1986. As such, we recognise that the CAA is conducting this consultation without 
having precise clarity of the framework within which it will be operating. However, we recognise the 
need to seek to gain stakeholders views, despite this uncertainty.  

In the event that the current Q5 price control is extended by a year to the end of March 2014, it 
would seem sensible to us for the CAA to take advantage of such a turn of events and continue 
with its work to assess competition between airports in the south east, which it is currently planning 
to begin in Q2 2011. As the CAA has previously identified, the parallel running of its assessment of 
competition while developing price control proposals is not ideal. An extension of Q5 would provide 
an opportunity for the CAA to sequence its work in a more appropriate manner and inform its 
decision on the appropriateness, or not, of different price control options, or indeed whether there 
should be any price control at all. 
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Response to issues raised in the consultation 

Purpose and output of airport/ airline discussions 

We agree with the CAA’s view that the purpose of constructive engagement is not to reach 
agreement between an airport and its airline customers on future prices and that this should be 
made clear at the outset of the process. Rather, as noted by the CAA, constructive engagement 
provides a mechanism by which airports and airlines can discuss airline views and preferences, in 
particular with regard to the outputs that airlines would like an airport to deliver. To the extent that 
an airport can agree (or not) the outputs to be delivered (and the associated cost of provision) then 
the process by which this conclusion is reached will provide valuable information to the CAA to 
inform its decision as to the appropriate level and form of any future price control, if the CAA’s 
competition analysis concludes that this is necessary. 

We also agree that to the extent that an airport is found to have significant market power (SMP) in 
a market and the CAA concludes that it should be subject to price regulation, even if the airport and 
airlines can reach agreement, then the CAA will continue to have a role to ensure that any such 
agreement is in the interests of consumers and consistent with it fulfilling its statutory duties 
(whatever they may be). 

We note in paragraph 3.10 that the CAA states: 

“…the designated airports, by definition, will normally enjoy a degree of market power that would 
act as an obstacle to airports and airlines reaching agreement on price and service quality…” 

While this statement might be true for airports designated after any future designation review or 
review of competition, this cannot be assumed to be the case for all airports that are currently 
designated. 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 to have SMP in the future. 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, in its Q6 review cannot attribute any market power to Gatwick until it 
has undertaken full and robust analysis. Clearly, any finding that there was not SMP would point 
towards the de-regulation of Gatwick.  

We also note in 3.12 that the CAA states: 

“Even if the CAA’s duties change following the passage of an Airport Economic Regulation Bill into 
law, the CAA’s statutory functions with respect to the form of economic regulation it applies to 
airports with market power are likely to remain unchanged.” 

While the CAA’s statutory functions might well remain unchanged with the introduction of the 
Airport Economic Regulation Bill into law, the proposals as they currently stand provide the CAA 
with a much greater level of discretion as to the form of economic regulation that it can impose to 
address identified competition problems. In particular, the proposals, if implemented would not 
require the CAA to set a price cap for airport charges nor would they require that any price cap be 
of five years duration. The CAA’s future documents in this area should reflect this increased 
discretion. 
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Linked to this, we note the Davison Yarrow report noted that the issue of the framework for the 
price control review was not a priority issue for stakeholders. At 3.13 the report elaborated on this 
stating that there was an implicit assumption amongst stakeholders that: 

“the ‘structure and shape’ of the price control would be stable and known to participants during 
CE”. 

Further, footnote 34 states: 

“In essence, that the CAA’s approach to major design issues such as the cost of capital and the 
RAB was broadly understood, allowing participants to take a reasonably certain view on the impact 
of the output of CE on charges”. 

We find it difficult to reconcile these statements with the ongoing work that the CAA is progressing 
on alternative forms of regulation, which is looking a wide variety of possible alternative ways to 
regulate airports with SMP. The CAA’s current timetable for this work means that the structure and 
shape of any price control cannot be known, at least during the early stages of constructive 
engagement, which is due to commence in spring next year. Moreover, while the CAA’s approach 
to cost of capital is likely to be largely immune from different forms of cost-based price regulation, 
the CAA’s approach to the RAB might well be redundant. This will be the case if the CAA 
determines that such an approach to price regulation, which might be well-suited to regulating a 
monopoly market, is not appropriate for regulating prices in a market with competition. Therefore, 
there is a danger that some stakeholders do not understand the potential implications of the CAA’s 
work on competition and assessing different forms of regulation on the CAA’s work preparing for 
Q6 in general and on constructive engagement in particular. As such, it would have been helpful if 
these potential implications were drawn out in this consultation document. 

Scope of airport/ airline discussions 

We consider that the constructive engagement process is now an important and central part of the 
price control framework which can produce significant benefits, particularly in terms of information 
revelation to inform CAA decisions. However, with that in mind it is important that constructive 
engagement is deployed in those areas where it can aid such information provision and that it is 
not deployed in areas where there is likely only to be a clash of interests. For these latter cases, it 
would be much more productive for the CAA to take the lead, using more ‘traditional’ regulatory 
tools and consulting fully with stakeholders on its analysis and conclusions.  

We consider that the scope in Q5 and that used for the NATS price control provides a good 
framework. In the consultation document the CAA considers whether cost efficiency and 
commercial revenues should be part of constructive engagement, following comments from 
airlines. 

We agree with the CAA that scrutiny of cost efficiency should not be part of constructive 
engagement. That is not to say that we consider that these costs should not be subject to effective 
scrutiny, only that the best way to deliver such scrutiny is by a more traditional regulatory process, 
led by the CAA. If cost efficiency were part of constructive engagement, consistent with the view of 
the CAA, this is likely to lead to a clash of interests and risk derailing the process on other areas 
where progress could be made. 

Similarly, for commercial revenues, this again appears to be an area where the analysis and 
scrutiny should fall primarily to the CAA, with the CAA consulting on its analysis and conclusions. 
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Again, this is because to include this within the constructive engagement process would risk 
derailing the process on other areas that are better suited to that form of scrutiny. We also consider 
that discussions of cost of capital and consideration of an airport’s financing arrangements are not 
suitable for inclusion within constructive engagement. Again, that is not to say that these elements 
should not be subject to scrutiny, including that of airlines and passenger groups, but that the 
process should be led by the CAA. 

To make constructive engagement effective will also require effective input and information 
provision from airlines, for example on how their operating costs would be impacted by different 
capital expenditure projects. Therefore, the CAA should ensure that the constructive engagement 
process is designed in a way to maximise such effective input from airlines. 

CAA’s role in airport/ airline discussions 

The CAA’s role in constructive engagement is a key decision, because as noted in the consultation 
document, its presence in meetings could significantly affect the dynamics. In our view, the role 
that the CAA should play is intrinsically linked to the purpose of constructive engagement. To the 
extent that constructive engagement is seeking to gain some form of agreement then there might 
be merit in having the CAA present at meetings and actively participating. This might facilitate the 
discussions between the airport and airlines and would provide instant regulatory input on areas of 
disagreement, which would perhaps aid agreement being reached. 

However, if the purpose of constructive engagement is not agreement, but as proposed by the CAA 
and supported by us, is to provide an effective mechanism for information revelation, then the CAA 
being present at meetings is likely to be detrimental. A much better approach is likely to be that 
being proposed in the consultation document and that followed during the NATS price control. The 
CAA should provide clear guidance to airports and airlines through a mandate on the issues 
covered in paragraph 3.30 and 3.32. It will then be for the participants in constructive engagement 
to abide by that guidance. Important in this process will be ensuring that there are a finite number 
of meetings scheduled, with a clear purpose at the outset and that the CAA has timely access to 
transcripts and/or minutes of the meetings to ensure that it is kept up to date with the progress of 
the discussions. 

Having such an approach will help ensure that the constructive engagement process is conducted 
in an open manner, hopefully with significant goodwill between the parties involved. The output of 
the constructive engagement process, together with the various written records of the meetings 
would then provide part of the evidence base that the CAA will use to develop its price control 
proposals in the CAA-led phase. 

Interaction between airport/airline discussions and the price control review more generally 

We agree that it would not be appropriate for the CAA to rule as inadmissible relevant information 
that comes to light after the end of constructive engagement. It is critical that the CAA takes into 
account all relevant information in making its decisions. Indeed, to ignore such relevant information 
and not take it into account would likely not be consistent with it fulfilling its statutory duties. We 
also note that to the extent that such information does become available, there are a number of 
ways in which the CAA can ensure that stakeholders have adequate opportunity to provide their 
own scrutiny of the information, as noted in the consultation document. 
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We also agree that it is important that the work the CAA is proposing to lead on, such as assessing 
an airport’s cost efficiency, is carried out in a timely manner such that it can usefully be included in 
the conclusions of the constructive engagement process. 

Passengers 

It is important that passengers have an effective route into commenting on and an opportunity to 
try and influence the CAA’s price control proposals as passengers and the passenger interests are 
central to airport and airline operations and the functions and duties of the CAA. This will probably 
be through various passenger groups, but should also be open to individuals. 

We consider that constructive engagement is not the appropriate route by which passengers 
should engage with the CAA’s process. This is particularly the case where the purpose of 
constructive engagement is information revelation. It is also important, as noted by the CAA in the 
consultation document that the CAA has a key role to play in representing the passenger interest 
and ensuring that their voice is heard. 

The CAA should also consider how it can solicit the views of passengers in a more direct manner. 
Other regulators have made steps in this direction. Gatwick is also considering how to more 
directly solicit and understand the views of passengers, and we will make our views on this 
important issue known in due course. 

Contact details 

We hope you find this response helpful. If you would like to discuss any issues 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 


