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Ref Code: Q5-045-LGW02 Date of issue: 31 October 2011 

 

Executive summary 

• The direction of Q6 for Gatwick Airport is fundamentally dependent on the CAA's 
competition analysis. We await the CAA's evidence for the continuation of direct price and 
service quality regulation, given the seismic changes in ownership and performance that 
we are now witnessing. 

• It is clear that regulation, if required, needs to evolve to ensure that it promotes 
competition between airports and is tailored to the circumstances and specific competition 
concerns identified at individual airports. 

• We encourage the CAA to adopt relevant best practice, including where there is interplay 
between competition and regulation, most notably in energy, telecommunications and 
postal markets in the UK. 

• The current Australian Productivity Commission review of the economic regulation of 
airports provides important lessons for the CAA. 

• Regulation needs to develop to ensure it delivers in the passenger interest, in terms of 
price and quality of service, through the promotion of competition. 

• Understanding the degree of current and prospective competition will be key in 
formulating proposals for future regulation. It is for the CAA to demonstrate the need for 
continued regulation of Gatwick Airport and any future regulation should be targeted at 
identified problems arising from a lack of competition. 

• Effective airport airline engagement is imperative and Gatwick is ensuring that effective 
processes are put in place, which encapsulate the CAA’s proposed operating principles of 
accountability, transparency, collaboration, no surprises and dispute resolution. 

• There is significant scope to improve the incentives on the delivery of capital projects and 
operating efficiency, with these being delivered through commercial agreements between 
the airport and airlines, incentivised by the easing or absence of regulation. 

• It is imperative that the CAA approaches the question of the appropriate form of 
regulation, including the scope of the regulatory till, from first principles. 

• We will fully engage with the CAA as it consults on its competition analysis and develops 
proposals for any future regulation of Gatwick Airport. 
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Introduction 

Gatwick Airport is currently designated for the purposes of economic regulation under Part 4 of the 
Airports Act 1986, as are Heathrow and Stansted airports. The current price control – Q5 – is due 
to expire on 31 March 2014. The CAA is currently undertaking a review of airport competition to 
inform what, if any, economic regulation is required at the currently designated airports beyond the 
end of Q5. 

This response provides our comments on the issues identified in the CAA’s consultation document: 

• The CAA’s objectives and strategic context; 

• The CAA’s proposed approach to ensuring a greater emphasis on passenger outcomes; 

• How market trends should shape the agenda at the three currently regulated airports; 

• The CAA’s approach to encouraging commercial outcomes and the operating principles of 
constructive engagement; 

• The relevant issues emerging at the three currently regulated airports; and 

• The CAA’s process and timetable 

The CAA’s objectives and strategic context 

Changing the CAA’s statutory duties 

We welcome the CAA seeking to provide additional clarity on how it will interpret its proposed new 
duties and resolve any potential trade-off between these duties. Specifically we welcome the CAA 
reaffirming its view of the importance of it assessing competition and that any future regulation 
takes into account the potential risks of distorting incentives to innovate. 

Under the existing and new regulatory framework, it is incumbent on the CAA to demonstrate the 
need for continued regulation of Gatwick Airport. Given the unleashing of competition effected by 
the sale of Gatwick by BAA to GIP and the subsequent marked improvement in Gatwick’s 
performance, we consider that there may be no need for regulation or, in any event, that the need 
for regulatory intervention will be substantially reduced. 

Alignment with the CAA’s strategic objectives 

We also welcome the CAA, in its discussion of how its proposals for Q6 will align with its strategic 
objectives, explicitly acknowledging that the degree of competition is a key consideration when 
formulating its regulatory proposals. The form of economic regulation can actively promote 
competition and the passenger interest. Likewise, it is also the case that the form of regulation 
could hinder the development of further airport competition, to the detriment of passengers. The 
CAA needs to be cognisant of this when developing its options for regulation beyond the end of 
Q5. The level of competition also means that it may be appropriate to impose different regulatory 
obligations at different airports and we welcome the CAA’s acknowledgement of this. 
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Government Policy Context 

While we acknowledge the relevance of Government policy, the CAA needs to be cognisant of the 
widely held view that the Government’s lack of policy on air transport is damaging to the economy 
and that pressure will grow for a review of its current position on further capacity in the London 
airports. We also agree that improvements to punctuality, increased resilience and delay reduction 
are best left to sector-led resolution rather than regulation and our track record since new 
ownership supports this. 

Outcome focussed key success factors 

We agree with the outcomes and success factors associated with the review of regulation identified 
by the CAA: 

• Furthering the interests of passengers and particularly the focus on trade off between present 
and future passengers; 

• Proportionate regulation that incentivises commercial and competitive behaviours; 

• Maintaining the confidence of investors in airports; 

• Engaging with stakeholders to encourage an open debate of the issues 

Lessons from Q5 and other regulators 

We welcome the CAA reviewing the performance of Q5 and using the lessons learnt to improve the 
performance of regulation beyond Q5. In particular: 

• Improving the focus on passengers in the CAA’s work and the airports and airlines engagement 
(and with other airport stakeholders where appropriate). 

• Seeking to improve constructive engagement in order to encourage more commercial 
outcomes. The greatest obstacle to more commercial outcomes emerging is the central role 
that the CAA plays and the lack of clarity from the CAA on how it envisages regulation, if any, 
beyond the end of Q5. The CAA’s Q6 Policy Update document scheduled for Spring 2012 will 
provide an opportunity for the CAA to provide much greater certainty to stakeholders and 
should, in our view, incentivise commercial, rather than regulatory, outcomes. 

• Improving the regulation of capex. In particular, the capital expenditure trigger mechanisms 
have been demonstrated during Q5 to have a number of faults. These will need to be rectified if 
such mechanisms are maintained going forwards.  

We also welcome the CAA looking to other regulatory regimes in order that it can better 
understand regulatory best practice and take on board lessons learned from other sectors. The 
CAA, in its discussion, notes that of the regulated sectors looked at (energy, water, rail and postal 
services) a major difference between these and airports is that for airports there is a greater 
interplay between competition and regulation. However, we note that for these sectors, in energy in 
particular there has been significant interplay between competition and regulation. For example, 
the retail markets were opened to competition in the late 1990s and Ofgem removed retail price 
regulation shortly thereafter. This was on the basis that competition was established in the market, 
not on the basis that the previous monopoly suppliers were no longer dominant. 
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We are disappointed that the CAA has seemingly not sought to review the regulatory regime of 
telecommunications in the UK. This sector has seen significant increase in the level of competition 
across the whole value chain over the last ten to fifteen years and the regulator (Ofcom) has 
changed, adapted and withdrawn regulation in order to promote effective competition. We note too 
that Ofcom has also recently proposed the removal of price regulation of first class postal services 
and a significant lightening of the regulation applied to second class postal services, in light of 
market uncertainty and the introduction of competition. Ofcom also has a duty to promote the 
interests of citizens and consumers, through the promotion of competition. These factors together 
would appear to make Ofcom a prime source of regulatory best practice insight for the CAA. 

In terms of seeking to learn from overseas, we understand that the CAA has been engaged with 
the Australian Productivity Commission (PC) on its review of airport regulation in Australia1. The 
PC’s review provides a source of information of how an alternative regulatory regime can be 
designed to encourage commercial outcomes, rather than outcomes being driven by regulatory 
decisions. Overall, the PC endorses the price monitoring regulation at the Australian airports, which 
are exposed to much less competition than the South East airports in the UK. Moreover, the PC 
cautions against a return to more heavy-handed regulation as this would risk undermining the 
commercial outcomes that the price monitoring regime has helped to foster. Some key points noted 
by the PC include: 

“There is evidence of significant investment in aeronautical infrastructure at Australian 
airports in the period since light-handed monitoring was introduced in 2002, with 
significant future investment planned. Compared to other Australian infrastructure, 
airport investment outcomes rate favourably.”2 

“Recent quality of service monitoring for the overall and passenger survey results 
alone do not indicate any persistent trends that would suggest the misuse of market 
power.”3 

“Quality of service ratings from airline surveys are notably lower, including ratings of 
‘poor’ for both Sydney and Perth airports. Concerns raised by the ACCC appear to 
place greater emphasis on the airline surveys.”4 

“Commercial agreements now incorporate features that airlines considered were 
absent or deficient in 2006. But despite these advances, airlines continue to claim 
that commercial negotiations with some airports are one-sided and dysfunctional.”5 

“Commercial agreements are the basis for the relationships between airports and 
most airlines. Problems with commercial negotiation are not symptomatic of system-
wide failure, but appear to reflect different practices across airports. Sydney airport in 
particular attracts more criticism than other airports. This variation underscores that 
commercial negotiation can, but may not always, work well.”6 

                                                 
1
 Economic Regulation of Airport Services, productivity Commission Draft Report, August 2011 

http://www.pc.gov.au/__data/assets/pdf_file/0019/111556/airport-regulation-draft.pdf  
2
 Draft Finding 5.2, Page XLIII 

3
 Draft Finding 6.2, Page XLIII 

4
 Draft Finding 6.3, Page XLIII 

5
 Draft Finding 9.2, Page XLV 

6
 Draft Finding 93, Page XLV 
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While we understand that there are differences between the UK and the Australian airports market, 
for example, dual till regulation rather than single till and greater ability for airports to increase 
capacity, we consider that there are important lessons that the CAA can learn from the Australian 
regulatory regime. We encourage the CAA to continue to engage with the PC and take on board 
the valuable lessons from its review of airport regulation in Australia, in particular to help deliver 
more commercial, rather than regulatory outcomes. 

Passenger focussed economic regulation 

We welcome the CAA seeking to clarify how it will take into account passenger interests and how it 
will seek to interpret its proposed new primary duty. 

Understanding the extent to which the market furthers passenger interests 

We agree with the CAA’s rebuttable presumptions that: 

• Commercial incentives driven by effective competition and innovation in airline markets are 
generally aligned to furthering passengers’ interests; and 

• Airports’ and airlines’ collective commercial interests often align with passenger interests for the 
purpose of Constructive Engagement 

However, we also agree that there could be examples where it might be necessary for the CAA to 
depart from these presumptions, in particular with regard to future passengers, where there are 
‘uncommercial’ passenger preferences and where there exist misaligned commercial incentives. In 
particular, we believe that the interests of future passengers is not necessarily well represented by 
the airlines that currently operate from Gatwick. A key aspect of competition is new entry, as well 
as incumbent exit – the “perennial gale of creative destruction” as Schumpeter eloquently put it. As 
such, the CAA should give particular weight to Gatwick’s aspirations to encourage new airlines to 
operate from the airport. 

Gaining evidence on passenger interests 

We agree with the CAA that it is important there is an evidence base to inform it of passenger 
interests and that such evidence, from the CAA, airports and airlines will be important for 
constructive engagement and discussions of future regulation. 

However, the CAA needs to be aware that this is not only important from an economic regulation 
perspective. It is critical to a business operating in a competitive market that it fully understands 
what its customers require. This is why we have been undertaking a programme of bilateral and 
multilateral engagement with our airlines (and potential future airlines) to ensure that we fully 
understand their commercial requirement of us, a key supplier in their supply chain.  

It is also why we have commissioned detailed passenger research. This has initially consisted of a 
range of passenger focus groups, currently being followed-up with a quantitative questionnaire. We 
have kept the CAA and airlines fully up to date with these pieces of research, including inviting 
them to observe the focus group sessions and making all research material available to them. The 
output of the research will form a key component of future discussions on how we deliver Gatwick’s 
ambition of competing to grow to become London’s airport of choice. Only by delivering for 
passengers and airlines will we be able to effectively compete with the other South East airports 
and airports in the EU more broadly. 
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Service quality incentives 

We agree that there needs to be a form of incentive on airports and operators to ensure that they 
deliver the level of service that their customers require (passengers in the case of airlines, 
passengers and airlines in the case of airports). Again, this is particularly important in a competitive 
market and service level agreements (SLAs) are features common in competitive markets. We 
would seek to agree appropriate SLAs with our airlines, on a commercial basis, in order to ensure 
that passenger interests are met.  

Our work to better understand passenger and airline needs will help inform what these service 
quality measures should encapsulate and seek to deliver. We note with interest that while the 
current service quality regime imposed by the CAA has delivered service delivery improvements 
across the measured metrics that this has not necessarily delivered an improved passenger 
experience at the airports. Taking Gatwick as an example, we are currently meeting or exceeding 
our targets across all our quality of service measures (see Figure 1 below) but in the ACI’s annual 
Airport Service Quality index, in terms of overall satisfaction with the airport, we have fallen from 98 
(out of 143) in the world in Q1 of 2010 to 145 (out of 180) as of Q2 2011. In the corresponding 
period our score has decreased from 3.86 to 3.79. In terms of the European comparators we are 
currently 36 out of 52 the sample airports and our score of 3.79 compares to the European 
average of 3.84. 

Figure 1 – Gatwick SQR achievement April 2009 to September 2011 

% of SQR targets achieved vs. not achieved (April 2009 - September 2011)
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This indicates that the incentives created by the service quality regulation imposed by the CAA are 
not adequately aligned with the passenger interest. A regulatory regime of which the output is 
airports that deliver below average passenger perception does not seem acceptable and indicates 
that the current service quality regime is not delivering in the passenger interest. It is important that 
any future regulation of service quality ensure that the airport’s and airlines’ incentives are aligned 
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to deliver what is important to passengers. By way of example, creating the ambience valued by 
passengers may not be a priority for some airlines and will not be delivered by the current SQR 
regime. Delivery of what is important to passengers is likely to be achieved by focussing on 
promoting competition between airports, rather than by relying on overly intrusive regulation. 

Market trends 

We agree that for the CAA to formulate effective and proportionate proposals for regulation that it 
needs to understand the market, in particular the commercial drivers faced by airports and airlines. 

Passenger traffic trends 

As noted by the CAA, at Gatwick (and the other regulated airports) the forecast traffic figures 
assumed by the CAA in setting its price controls have overstated traffic relative to the traffic that 
has actually materialised. This has been a significant contributor to Gatwick failing to have met its 
regulated return over the last ten years. While it is the case that a regulated company cannot 
expect to earn its regulated return every year, there should be symmetry between the potential for 
over- and under-recovery. The experience of the past shows that this symmetry does not exist 
under the CAA’s current approach to regulation. 

With the increase in competition from the sale of Gatwick and the impending sale of Stansted 
(which is currently subject to legal appeal), the risks to Gatwick of not earning its regulated return 
will only increase, assuming no change in the regulatory framework. It is important that any future 
price regulation at Gatwick appropriately recognises this increased risk in the market and that any 
regulatory cost of capital sufficiently takes the increased risk into account. 

In developing our traffic forecasts for the periods beyond Q5 we have been engaging with our 
airline customers to try and ensure that they can be as accurate as possible. We will continue to 
engage fully with our airline customers on traffic forecasts, including through constructive 
engagement.  

The CAA’s competition assessments and how they inform Q6 next steps 

The CAA, in the Market Trends section summarises a variety of factual data on key elements of the 
airport market related to an assessment of market power, including: 

• Airports’ shares of passenger traffic in the South East; 

• Airport ownership; 

• Airline market shares; 

• Cargo market shares;  

• Airport utilisation; 

• Passenger market structure; and 

• Airport pricing levels. 

The CAA has stated that it will publish its emerging views on its assessment of airport competition 
and its views on airports’ market power by the end of 2011. This assessment will apply the CAA’s 
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Competition Guidelines, published in March 2011 and build on previous competition analyses 
undertaken by the CAA, in particular in its de-designation reviews of Manchester and Stansted 
airports and on the CAA’s submissions to the Competition Commission’s airports market 
investigation. 

While the CAA expects that its emerging view on its assessment of market power will not be a 
binary yes/no, we would encourage the CAA to give as much clarity as possible on this question. In 
particular, if it transpires that it is possible to come to a decision for an individual airport (or a 
directional decision which has a high likelihood) on whether it expects it to have significant market 
power (SMP) / be dominant, then the CAA should be clear what this is. To  the extent that the CAA 
considers a particular airport to have SMP in a market, it should be clear and precise about what it 
considers the main competition concerns are likely to be. Only by being clear and precise will 
stakeholders and the CAA be able to take informed decisions about what form and structure any 
future regulation should take.  We repeat that it is for the CAA to demonstrate the existence, now 
and in the future, of SMP.   

Lack of clarity on this issue and on the CAA’s proposals for future regulation in its Q6 Policy 
Update document in spring next year, will only act to undermine discussions between individual 
airports and their airline customers in the constructive engagement process. By providing clarity, 
airport and airlines will be able to work together within known boundaries and seek to reach 
commercial agreement (or at least understanding) on how regulation, if any, beyond the end of Q5 
should be formed. 

Airport airline engagement 

We fully support the CAA’s encouragement of airport airline engagement. It is entirely appropriate 
for a supplier and its customers to engage with each other on the products and the prices for those 
products that they are seeking to agree to be supplied. This is perfectly normal in unregulated 
markets. Gatwick under new ownership, operating in a competitive market, is fully committed to full 
and transparent engagement with its airline customers to ensure that we are as able as possible to 
first understand what the suite of products is that they and passengers demand and then to seek to 
deliver these, at an appropriate price level. 

Purpose of constructive engagement: encouraging commercial outcomes 

We appreciate the CAA’s explicit recognition that expectations of airports and airlines about its 
stance with regard to potential commercial outcomes and how it might seek to regulate airports is 
an important element, which can affect the incentives and commitment of airports and airlines to 
agree commercial agreements. There is a classical chicken and egg conundrum in that commercial 
agreements are unlikely to develop meaningfully without strong indication as to regulatory direction 
which in turn will be influenced by the progress of discussions on commercial agreements. Without 
this indication of reduced regulatory intervention the CAA risks crowding out potential welfare 
enhancing outcomes and replacing these with regulatory-based outcomes, which will likely 
undermine the potential for the further development and promotion of airport competition. 

In light of these risks the CAA sets out a two-stage process. The first being to March 2012, to allow 
an opportunity for commercial discussions to progress. The second stage would be a more 
formally governed process of constructive engagement. However, despite the CAA setting out this 
two-stage process, our experience of exploring the prospect for commercially negotiated outcomes 
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since publication of the July consultation document, has demonstrated that uncertainty around the 
potential future stance of the CAA has undue prominence in the position of parties on both sides. 
This has undermined the ability of parties to progress the consideration of such commercial 
agreements during the first stage of the CAA’s process. We envisage that the prospects for 
commercially negotiated outcomes will be increased once the CAA sets out more clearly its 
proposed approach to regulation beyond Q5. 

Operating principles for formal constructive engagement 

We agree with the broad operating principles set out in the consultation document. 

• Accountability. We in particular welcome the proposal for the CAA to issue a clear upfront 
mandate as it did for the most recent NATS price control review. 

• Transparency. We view transparency as being key and have sought to be totally transparent 
with airlines and the CAA with regards to our ongoing discussions around our preparations of 
our Q6 business planning. This has so far included our traffic forecasting, our passenger 
research and potential capital investment projects. Going forward we will include operating 
expenditure and commercial revenues (subject to appropriate confidentiality undertakings). We 
will also set out clearly how different choices in terms of building block will impact airport 
charges. 

• Collaboration. Building on transparency we are actively engaging with airlines to get their input 
into our business planning. In addition, we are considering whether joint consultancy studies 
might bring additional positive benefits to the process. 

• No surprises. Our proposed approach to accountability, transparency and collaboration should 
ensure that there are no surprises during the process. 

• Dispute resolution. Having an effective dispute resolution process will be a critical input to the 
constructive engagement process.  At this stage however, we have not developed or agreed a 
dispute resolution process that would operate during constructive engagement. 

• Role of the CAA. The CAA needs to be cautious about taking too central a role in constructive 
engagement. The risk is that parties on one or both sides start talking to the CAA rather than to 
each other such that the engagement becomes regulator-led. That said, we agree there could 
be merit in the CAA being more active in the initial period to set out clearly its expectations and 
governance structure. The CAA should also be cautious about attending meetings even as an 
observer. This again risks one or both sides focussing on communicating with the CAA and not 
with each other. 

Emerging issues at Heathrow, Gatwick and Stansted 

Affordability of regulated charges 

The ability of airlines and ultimately passengers to pay to access airport infrastructure is obviously 
a key consideration for the airport and the CAA. However, the CAA has to take care to ensure that 
it does not limit its consideration of the ability to pay only to incumbent airlines and current 
passengers. In particular, at airports with excess demand there is clearly a willingness of the part of 
those that want to access an airport’s infrastructure to pay charges higher than the prevailing price. 
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We also note that many airlines impose significant additional charges on passengers, some times 
in order to incentivise particular behaviours. For example, significant charges for checking-in hold 
baggage or significant credit card fees (on a per ticket rather than per transaction basis). This 
might be indicative of passengers having an ability to pay greater than prevailing prices infer. 

Sensitivity of prices to changing assumptions 

It is clear that any change in assumption should be tracked through to a change in price. The 
business cases that we already provide to our airlines are one vehicle to achieving this. 

Improving incentives on capital planning and delivery 

We agree there should be incentives relating to capital planning and delivery: mechanisms to 
deliver such incentives are common in competitive markets where there is infrastructure 
investment e.g. liquidated damages. However, whether these are required to be imposed by the 
CAA or agreed between the airport and airlines will depend on the precise competition concerns 
identified by the CAA’s competition analysis. Our performance since takeover would not indicate 
that more regulation is the optimal way of improving these incentives 

We note the potential option identified by the CAA that it might be appropriate to identify ‘core’ and 
‘additional’ capex and treat these differently. This concept requires further exploration.  

Improving incentives in operating cost efficiency 

Many solutions to improving the product offering at an airport can be delivered through investment 
in people and processes rather than investing in infrastructure. Thus, it is imperative that there are 
effective operating cost incentives. Again, there is scope for such incentives to be agreed between 
the airport and airlines and will not necessarily require the CAA to intervene and we note, as is the 
case with capex incentives, that that our performance since takeover would not indicate that more 
regulation is the optimal way of improving these incentives. Therefore we will be engaging with 
airlines on how we can improve our operating cost efficiency and whether there are projects for 
developments that we can undertake that would help them increase their operating cost 
efficiencies also. This will help ensure that we are able to provide the products and services that 
airlines and passengers require, at an appropriate price. 

Maintaining airport investors’ confidence 

It is essential that airport investors are able to maintain confidence in the CAA and the way it 
regulates. Therefore we welcome the CAA stating that it intends to undertake a financeability 
analysis of any price cap proposals that it puts forward for Gatwick. This aspect of the CAA’s work 
is particularly important to Gatwick. As the CAA considers radical alternatives to the current 
regulatory framework, it will be necessary for the CAA to ensure that a transparent consultation 
process is undertaken. “No surprises” should be the CAA watchword. Radical change may not be a 
problem. Surprising changes will be.  

Competitive activities at the airport and the scope of the till 

It is imperative that the CAA approaches the question of the appropriate structure and form of 
airport regulation, including the appropriate scope of the regulatory till, with an open mind. This is 
particularly so with the increase in competition in the airports market with the sale of Gatwick and 
impending sale of Stansted.  
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As noted above, the CAA has stated that it will seek to draw lessons and experience from 
economic regulation in other countries. We note that there is a broad range of approaches to 
regulation in terms of the scope of the regulatory till, both across Europe and throughout the rest of 
the world. This suggests that the CAA’s previous approach of single till regulation is not necessarily 
optimal and may not be in the best interest of passengers.  

In particular, as the CAA notes, certain activities within the single till can be demonstrated to be 
competitive (the CAA gave the example of long-term car parks). As such the CAA’s approach of 
imposing single till regulation results in spill-over regulatory distortions in these markets, which 
undermines efficiency and welfare in these markets. In addition, single till regulation at airports with 
excess demand, of which Gatwick is one, results in prices being kept artificially low, preventing 
efficient price signals for aeronautical services emerging. This risks excess demand being greater 
than it otherwise would be, with associated increases in congestion and inefficient allocation of 
capacity, which again is unlikely to be in passenger interests. 

In light of these factors, to the extent that the CAA considers that price cap regulation is necessary 
at Gatwick, we encourage the CAA to undertake a first-principles review of the appropriate form of 
regulation. This should include whether single till regulation, or dual till or a hybrid till form of 
regulation might better deliver in the passenger interest and promote airport competition. 

Further Gatwick specific issues 

The CAA sets out three issues specific to Gatwick: 

• The potential for bilateral contracts 

• Lack of  common vision for Gatwick between the airport and the airlines (and between airlines); 
and 

• Airline concerns about the lack of effective consultation. 

Building on these issues identified by the CAA and adding to them, there are a number of other 
ongoing issues that the CAA needs to factor in to its decisions relating to future economic 
regulation at Gatwick: 

• There has been a significant improvement in performance at Gatwick since its sale by BAA, 
demonstrated across the whole of the airport. These changes need to be recognised and 
secured in any future regulatory settlement; 

• There is a risk that consensus on the future of Gatwick between the airport and airlines, or 
between airlines themselves will not materialise. Therefore decisions will have to be grounded 
and supported by the CAA in terms of what best delivers in the passenger interest; 

• This potential lack of consensus might be driven by the different business models and 
consequent requirements of the airlines at Gatwick. These differences and their impact on 
appropriate solutions, need to be acknowledged by the CAA ; 

• Gatwick requires flexibility to be able to offer the products and services demanded by 
passengers and airlines. For example we note we are one of the largest airports in the world 
not to have capability to commercially operate Airbus A380 aircraft. This undermines our ability 
to compete. 
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• Surface access is a key element of the airport service offer. As the CAA is aware, the Gatwick 
Express train service between the airport and London has suffered an ongoing degradation of 
service, to the detriment of air passengers. The CAA should support the maintenance and 
improvement of service standards on the Gatwick Express. 

Tailoring regulation better to the circumstances at each airport 

We welcome the CAA’s general approach of tailoring regulation at individual airports to the 
circumstances and characteristics at those airports. In particular, any future regulation at Gatwick 
needs to be cognisant of the competitive constraints present, be justified against specific 
competition concerns identified by the CAA and promote airport competition, to the benefit of 
passengers. 

Of the alternative regulatory models identified by the CAA in Figure 6.7 of the consultation 
document we agree that each of these should be explored further by the CAA. Which of these 
might be more appropriate for application at Gatwick can only be assessed once the CAA has 
been clear about what specific competition problems it is seeking to address. 

Next steps and timetable 

The timetable set out in Figure 7.1 of the consultation document indicates that the CAA will issue 
its Q6 Policy Update in April 2012 and that formal constructive engagement will also commence in 
that month. As we have previously stated and as acknowledged by the CAA, the precise form and 
requirements of formal constructive engagement will in part be dependent on the form of any price 
regulation proposed by the CAA.  

In the meantime, as previously discussed with the CAA, we will provide ongoing input to the CAA. 
In particular we intend to submit papers: 

• Highlighting the conditions of competition in the airports market that Gatwick Airport is 
competing in; and 

• Providing analysis to inform benchmarks for the competitive price level. 

We will of course fully engage with the CAA on its consultation on its competition analysis and on 
any future proposals for regulation beyond the end of Q5 

Conclusion 

The direction of Q6 for Gatwick Airport is fundamentally dependent on the CAA's competition 
analysis. We await the CAA's evidence for the continuation of direct price and service quality 
regulation, given the seismic changes in ownership and performance that we are now witnessing. 

We are happy for the CAA to publish this response. 

 


