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This paper is designed to provide an evidence-based response to the following questions in the Scoping Document:
5.8 How might the cost of regulation to the aviation sector be reduced, while achieving the Government’s objectives of promoting sustainable aviation, improving the passenger experience at airports, and maintaining high standards of safety and security for passengers and freight? 
5.26 Could existing airport capacity be more efficiently used by changing the slot allocation process, for example, if the European Commission were to alter grandfather rights? If so, what process of slot allocation should replace it? 

Reducing the cost of airport regulation
1. Because demand for slots at Heathrow and Gatwick exceeds supply, in a free market the airport owners could put up landing fees and airport charges, thus making what would be considered excessive profits.   To prevent this, the price of airport landing fees and airport charges is held down by a system of price control operated by the CAA.   In addition to an RPI – x  formula, there is an complex system of penalties and rewards designed to try to give airports some incentive to increase their efficiency.    
2. The result of reducing airport charges is to increase demand for air travel, causing extra climate change damage, additional noise and pollution, and excessive demand for the expansion of airport capacity.  This has been reinforced by the often criticised single till principle, whereby all retail profits are used to reduce airport charges still further.

3. It would be very much more simple, and much better for the environment, if the whole bureaucratic paraphernalia of price control were swept away, replaced with a free market, with airports being granted licences to operate, and with the cost of a licence set at a level designed to cream off any excess profits for the benefit of the public.  
4. Legislation is due to be introduced this autumn designed to reform the system of economic regulation. It is important that the legislation ensures that the duty of protecting the environment is given equal status as the aim of improving the service for air passengers.    With Heathrow, Gatwick and Stansted now being encouraged to compete, there is a real risk that the environment will suffer.  An additional benefit of airport licensing is that it would enable the government to ensure proper environmental protection, without each minor matter having to go through a lengthy Parliamentary process.

5.   We therefore suggest that the new White Paper should float the idea of changing from the system of price regulation to a system of airport licensing.
Slot Allocation
6. Heathrow and Gatwick are among the most congested airports in the world. Yet they have some of  the lowest landing fees and airport charges in the world.   These low levels artificially stimulate growth in the demand for air travel, with a damaging effect on noise, pollution and climate change.
7. The shortage of slots arises from the geographic and environmental limits on new runways, and there is no reason why the benefit of slot ownership should accrue to airports or to airlines.  GACC therefore supports primary auctions, where the slots are sold by the government, in preference to secondary auctions where the airlines who happen to ‘own’ a slot can sell it to other airlines.

8. Either type of slot auction would:

·   encourage the use of larger aircraft

·   ensure higher load factors 

·   increase competition and efficiency

·   match demand and supply, thus reducing congestion and delays
·   support the use of rail

9. Primary auctions would, in addition:
·    bring in large sums to help finance public services

·    be a logical step to follow the decision not to construct new runways

·   partly balance the benefit aviation gains through paying no fuel tax and no VAT

·   be politically easier to implement than tax increases on air travel.
10. Various estimates have been made of the likely Exchequer revenue from the sale of slots.  These vary from £5 billion to £12 billion and would depend on the type of auction scheme introduced and the frequency at which slots were put up for sale.

11. Environmental groups at regional airports have expressed some concern that slot auctions at London airports would merely push more flights in their direction.  In fact, however, because the auction prices would settle at the level where all the slots were sold,  Heathrow, Gatwick and Stansted would still be handling as many flights as present.

The EU review
12. As the Scoping Document recognises, the EU Commission is conducting a review of slot regulation.  GACC has told them that:  ‘We believe that airspace is a common good and that those who use it should pay national governments for slots, so that the general public are compensated for the noise and pollution caused.’


13. Since Heathrow and Gatwick are the most congested airports in Europe, the UK is likely to have the most to gain from slot auctions.  Other EU Member States may not be keen to pay more for the privilege of using our airports, and may therefore refuse to change the allocation system.  That will be an issue that can only be resolved by bargaining between Heads of State.

14. We suggest that the new White Paper should repeat the Government support for the principle of primary slot auctions, and should state that the UK Government will negotiate at the highest level for EU agreement.
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