Agenda item no. 1

UK REGIONAL DOMESTIC AIR SERVICES – PRESERVATION OF SLOTS AT KEY UK AIRPORTS SERVICE

Introduction

1. At the last Annual Meeting, a number of regional airports expressed concern about the reduction in the number of slots available at London’s airports, mainly Heathrow and Gatwick, for regional services.  Dr. Peter Smart, Chairman of Aberdeen Airport Consultative Committee presented a paper on the issue and is attached at Annex 1 for further consideration.

2. Since the Annual Meeting, there is growing concern that the situation is getting worse.  It is clear that the economic downturn, airline sales/mergers and open skies have all exacerbated the whole question of domestic air services between London and the further regions of the UK.  Views of member ACCs have been invited and the responses received are reproduced in Annex 2. 
3.
The Working Group is asked to consider whether there is a case for representations to be made to the Government to consider the matter, particularly in review of the fact the use of the Public Service Obligations (PSOs) legislation is not appropriate to address the current situation.

Current Slot Allocation Regime

3. EU Regulation 95/93 provides common rules throughout Europe. These are aimed at ensuring neutral, transparent and non-discriminatory allocation, and at providing some certainty for airlines, whilst encouraging competition. 

4. The Regulation allows airlines to retain slots allocated to them by the co-ordinator provided they used them for 80 per cent of the previous equivalent season. When new slots become available, either as a result of new capacity being provided or because existing slots are handed back to the pool by airlines which no longer require them, some priority is given to new entrants. Slot allocation at Heathrow, Gatwick, Manchester, Birmingham, Glasgow and Stansted is carried out by a company approved for the purpose by the Secretary of State for Transport.

5. The pressure on slots in the UK has led to the development of a ‘grey market’ in which airlines trade slots with one another in order to increase their holdings or obtain more attractive slots that would not otherwise become available through the pool. This gives airlines commercial flexibility, enabling them to acquire additional or more attractive slots. 
6. The current allocation system contains fundamental weaknesses.  The Government recognises, however, that in deciding whether to buy or sell slots, airlines will not take into account all the wider economic and other benefits that domestic air services to London may bring to other parts of the UK.  It states in The Future of Air Transport White Paper that a key priority was to increase the choice of routes and services at airports outside the South East, to promote regional development, relieve pressure on the more overcrowded airports, and cut down on the need for long-distance travel to and from airports, thereby reducing emissions.  The Government also made it clear that it would be prepared to intervene in well-defined circumstances to protect access from regional airports to London airports by imposing Public Service Obligations (PSOs). Government guidelines, published in December 2005, sought to guarantee a minimum frequency of two daily return flights from regions with existing services to London. For the purposes of this policy London airports include Heathrow, Gatwick, Stansted, London City and Luton. If a region has services to any one of these airports, it will be considered as having a service to London. This means that the withdrawal or reduction of a service to e.g. Heathrow will not be enough to trigger the consideration of a PSO as long as it is considered that there is an adequate service provided by the combined services offered to the London airport system as a whole. 
7. Under current EU law it is not possible to impose a PSO on a route between two cities or regions on which adequate services are already being operated commercially and the airline concerned has no intention of withdrawing from the route. 

8. However, the current reduction in the number of services from the regions to London’s airports, mainly Heathrow and Gatwick, falls outside this legislation.

Current Regional Services to/from London’s Airports

The table below shows the number of regional services to each of London’s Airports:

	
	Heathrow
	Gatwick
	Stansted
	Luton
	London City

	Aberdeen
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	(
	

	Belfast City
	(
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	(
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	(
	(
	(
	
	

	Derry
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	(

	Durham Tees
	(
	
	
	
	

	Edinburgh
	(
	(
	(
	(
	(

	Glasgow
	(
	(
	(
	(
	(

	Glasgow Prestwick
	
	
	(
	
	

	Guernsey
	
	(
	(
	
	

	Inverness
	
	(
	
	(
	

	Isle of Man
	
	
	
	(
	(

	Jersey
	(
	(
	
	
	(

	Leeds Bradford
	(
	
	
	
	

	Manchester
	(
	(
	(
	
	(

	Newcastle
	(
	(
	(
	
	

	Newquay
	
	(
	(
	
	

	Plymouth
	
	(
	
	
	

	Total
	10
	12
	9
	7
	6


The BAA view

9. It is well documented that BAA supports regional air services in principle and in practice.  All seven UK airports serve their regions and supporting regional services both to London and to other locations is in their commercial interest.  BAA also recognises the economic and social benefits that arise from both transport links from UK regional airports outside the South-East to both London and other key cities. 

10. BAA believes that the case for Public Service Obligations (PSOs) should be used in very specific circumstances such as the Highlands and Islands routes to the Scottish Lowlands.  But the allocation of slots, the use of PSOs and the ring fencing for regional services is strictly limited by the EU slot regulation.  

11. BAA has always been concerned that the inappropriate imposition of PSOs would lead to the benefits to the particular region being significantly lower that the losses to the south-east region and to the UK as a whole.  The understandable desire for air services to the UK regions has to be balanced by the desire to maintain and strengthen access from the UK as a whole to the rest of the world.  Rather than focusing on PSOs a better solution is to focus on providing sufficient capacity so that the choice between domestic and international services does not have to be made.

12. It is important to remember that a slot reserved for a regional service is not available for another service.  So, reserving a slot at, for example Gatwick for an Aberdeen service means that the slot is not available for another Gatwick service which might better serve the needs of the Gatwick region.  London airports are also regional airports – they provide crucially important services for the London region and the South East region which, in turn, benefit the UK as a whole.

13. The reason that European hubs have multiple services to UK airports is not because they actually care more about our regions but rather that Amsterdam and Paris have sufficient capacity.

14. BAA therefore feel that it might be more appropriate to make representations to the Government to seek to ensure that where new capacity is being provided e.g. Stansted and Heathrow (as suggested in the Air Transport White Paper) airports/airlines be encouraged to maintain and perhaps develop domestic services.

UK Domestic Air Travel Market.

15. Anna aero published an article in December 2008 on the UK domestic air travel market.  The article is reproduced below as way of background information.

Anna Aero Article 

In 2007 the UK domestic air travel market ranked as the third largest in Europe with 25.5 million passengers, some way behind Spain (44.5 million) and just behind Italy (with 28.0 million). Germany with 23.8 million and France with 23.2 million are not far behind. However, while Spanish domestic traffic grew by 9% last year, and Italian and German domestic passenger numbers were up 8% and 6% respectively, UK domestic air traffic fell by around 2%. A significant factor in this was the increase in February 2007 of the government imposed Air Passenger Duty (APD) from £5 to £10 for short-haul flights.
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	Source: UK CAA


Segmenting the UK domestic market into three separate categories reveals some significant patterns. Domestic routes from Heathrow and Gatwick grew slowly between 1996 and 2004 and have since started to decline to the extent that domestic passenger numbers from these airports in 2007 were 10% lower than in 2004. Domestic traffic from London’s secondary airports at Stansted, Luton and London City trebled between 1996 and 2001 thanks to easyJet, Go and Ryanair. Since 2003 domestic traffic across these airports has remained relatively stable.

Regional routes boom from 2002 onwards

Domestic routes in the UK that linked cities and airports other than London had seen traffic grow slowly from five million passengers per annum to six million between 1996 and 2001. However, in the following five years traffic almost doubled from six to 11 million passengers on these ‘regional’ domestic routes as LCCs found numerous routes on which low fares could significantly boost traffic demand which had previously been suppressed due to high fares offered by airlines in a monopoly situation.

London routes share has fallen from 70% to 57%

The share of domestic passengers travelling on routes to and from London has fallen from a peak of 70% in 2001 to 57% in 2007. However, the seven busiest domestic air routes measured on a city-pair (rather than airport-pair) basis all involve London.
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Note: Glasgow includes Glasgow International and Glasgow Prestwick; Belfast includes Belfast International and Belfast City (George Best)


London routes to Glasgow and Edinburgh each generate over three million annual passengers, thus accounting for nearly 30% of all UK domestic air passengers. With no plans to introduce a dedicated high-speed rail link between London and Scotland air demand is likely to remain high for the foreseeable future.

Five of the six non-London routes that make it into the top 13 involve Belfast. This is not too surprising as it is separated from the rest of the United Kingdom by a significant stretch of water.

Flybe challenging easyJet for top honours

Unlike some European countries, there are several major airlines competing in the UK domestic market. British Airways, the airlines of the bmi Group (bmi, bmi Regional and bmibaby), easyJet and Flybe each have significant market shares and compete across many city-pair routes.
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By purchasing British Airways Connect in 2007 Flybe moved within touching distance of the other three with regard to passenger numbers. According to the latest CAA figures for August 2008 Flybe is now in a clear second place behind easyJet and with its new deal with Loganair it will be very close to easyJet. In terms of domestic aircraft movements it is already the clear leader. If it ends up acquiring either bmi Regional and/or bmibaby it will become by some way the leading airline in the UK domestic market.

Apart from UK airlines a number of other carriers operate domestic flights in the UK. The biggest of these is Ryanair which this winter operates 15 domestic routes including four daily flights between London Stansted and Glasgow Prestwick (a route it used to serve back in 2003 with up to 10 daily flights). These routes account for around 8.5% of all UK domestic capacity. Aer Lingus (Heathrow to Belfast International), Air France (two routes from London City operated by its partner CityJet), and VLM (three routes from London City) also provide capacity on key domestic routes. Attempts by Air Berlin back in 2006-07 to start UK domestic routes  from Stansted to Belfast, Glasgow and Manchester proved unsustainable.

APD set to rise 10% next year and again in 2010

The chancellor recently unveiled plans that would see APD on domestic flights increase from £10 to £11 in November 2009 and then increase to £12 a year later. At present APD is not paid on routes operating from airports in the Scottish Highlands & Islands, nor on any flight operated by an aircraft with fewer than 20 seats.

The Working Group’s views are sought.

PAULA STREET

Liaison Group Secretariat

ANNEX 1

UK REGIONAL DOMESTIC AIR SERVICES – PRESERVATION OF SLOTS AT KEY UK AIRPORTS


What this paper is about

The aim of this paper, prepared by the Chairman of the Aberdeen Airport Consultative Committee, is to stimulate discussion on the perceived need within the ‘peripheral regions’ of the UK, for them to have safeguarded slots at the main London airports for regular reliable air services. Such services, offering connectivity to London and onwards to the rest of the world, are critical for the effective discharge of business obligations and for the creation and maintenance of high value tourism (both inbound and outbound), all of which contribute to the wider economy of the UK.

Points for Discussion

Members are asked for their views on the safeguarding of slots at the main London airports for regional domestic services. The following questions are posed in order to stimulate discussion:

a) Is there a general view that the ACCs across the country should lobby for preservation of slots at LHR and LGW for domestic services?

b) Is there a general view that when an operator withdraws from a regional service, it should make the slots available to a legacy operator?

c) Is there, more specifically, a view that a specific allocation of slots at LHR should be preserved for regional UK services, at not less than the level currently required by BA and bmi for their domestic services, both in the immediate future and at such time as the capacity of LHR is increased, either through mixed mode operation or by the construction of a third runway?

d) Or is there a divergence of opinion that what may be good for the regions may be less good for the major hub airports?

Points for Possible Action

The meeting should consider whether to lobby the UK Government and/or the European Union for the reservation or preservation of slots in favour of air services to and from the ‘peripheral regions’ of the UK.

Background

1. Over the past two decades the number and range of regional domestic services to London’s main airports have reduced significantly. In the case of Heathrow, the number of UK regional airports served has reduced from 22 in the early 1980s to just seven today, as the DfT acknowledged in the consultation on a third runway for Heathrow
. Some of these services were low volume (for example, East Midlands or Norwich to Heathrow, using Shorts 340 aircraft), linking with cities which enjoy fast, frequent rail services to the centre of London. Others, such as Inverness to Heathrow (the latest route to be abandoned), are from cities that have no viable alternative transport connections (rail, about 9 hours, road 12+ hours). 

2. Despite a background of significant recorded growth in the number of UK regional passengers travelling to London since 1990, the wider choice of services to airports other than Heathrow (up 250% since 1990), the problems of Heathrow access, and the fact that passengers from the regions are less dependent on London airports for interlining to international services
, members from the further regions of the UK will corroborate the responses made to the Heathrow consultation by local authorities, economic development authorities, chambers of commerce and others, stressing a clearly perceived need for the maintenance of regional routes to the main London airports.

Scarcity of slots

3. The CAA
 have recognised that the scarcity (and consequent value) of slots at Heathrow continues to be perceived as a threat to more marginal domestic services, although the benefits of feeder traffic to the viability of many long haul services is likely to provide some restraint on discontinuing services.

4. Over an extended period, slots released by the cessation of regional services have been reallocated to, or sold for, long haul high volume services that are understandably more lucrative to the operators. The consequence, however, is detriment to the economy of UK regions, which rely on good connectivity to the rest of the UK and the world for their business interests. Neither the introduction of longer haul services from regional airports (for example, Edinburgh or Bristol to New York, or Glasgow and Newcastle to Dubai), nor the excellent connecting services through Amsterdam, Paris and Frankfurt with non-UK airlines can fully substitute for services to and through the capital of the UK. 

5. The recent open skies agreement with the USA, encouraging even more airlines to trade slots at LHR, increases further the threat to short haul services. The arguments adduced by airlines for a greater focus on long haul high yield services may be understood from the purely economic perspective of the airlines. But since LHR is operating effectively at capacity, unless concessions are made to regular mixed mode operation prior to the construction of a third runway, any further transfer of slots from regional services will exacerbate what is already seen in the regions as an intolerable situation.

6. Put simply, from a national (UK) perspective, a concentration on long haul services from Heathrow, to the detriment of regional domestic links, could be to the longer term detriment of the UK economy as a whole. Passengers departing from and arriving at LHR (and to a lesser extent LGW) are not uniquely from or heading to the London area. Many are from businesses in the regions, or inbound tourists heading to destinations other than London and the south east. From the regions, there seems to be complacency amongst the airlines and others that the regions do not really matter, when it comes to services from LHR and LGW. Yet there are few regional airports (other, perhaps, than Manchester) that are able to sustain frequent services to a reasonably full range of destinations beyond Europe. 

The alternatives to domestic air services

7. Some of the regional airports that have lost services to LHR are relatively close to London, have reasonably fast road and rail links, and were never served by aircraft larger than Shorts 340s. Some, such as Liverpool, which was served by DC9s, have an alternative airport (Manchester) with a direct link to LHR close by.

8. Others, such as Inverness and Aberdeen, Edinburgh and Glasgow, and Newcastle, for example, are neither relatively close to London by road or rail, nor have an airport that has a direct LHR service relatively close by.

9. To get to the centre of London by rail from Inverness takes a minimum of eight hours (once a day), from Aberdeen seven hours (three times a day) and Edinburgh and Glasgow nearly five hours. Another hour needs to be added for surface connections from central London to LHR. By road, the equivalent travel times vary from about seven hours to around 12. Such options are tenable neither for day return business trips from the regions to London, nor for making connections to global destinations.

10. Another other option is to connect to global services from the UK regions through such hubs as Amsterdam, Paris CDG, Frankfurt and Copenhagen, which of course many people do. Is it simply a coincidence that Amsterdam has connections to more than 20 UK airports (KLM alone connecting to 15), and that CDG serves more or less the same number? Or is it an indication that they actually care more about the UK regions (even if only in economic terms!) than LHR, LGW and the UK airlines that serve them? Could one imagine Air France, for example, abandoning its plethora of domestic regional services from Paris Charles de Gaulle, as BA and bmi have done within the UK?

Public Service Obligations

11. There is provision within European legislation that enables national governments to designate public service obligations (PSOs) as a means of ensuring the continuation of essential air links, although the legislation is both limited in its application and tortuous in its provisions. 

12. In respect of PSOs, the Dft guidance of 2005
 included the following paragraphs which demonstrated how circumscribed the provisions are in respect of destination cities with more than one airport:

13. The White Paper stated that for the purposes of this policy London airports will include Heathrow, Gatwick, Stansted, London City and Luton. If a region has services to any one of these airports, it will be considered as having a service to London. This means that the withdrawal or reduction of a service to e.g. Heathrow will not be enough to trigger the consideration of a PSO as long as it is considered that there is an adequate service provided by the combined services offered to the London airport system as a whole.

14. The Government recognises the concerns of regional stakeholders about protecting services to London's main airports. However, in order to be consistent with the position adopted by the European Commission (Commission Decision 94/291/EC), when assessing whether a PSO can be imposed on a route it is necessary to consider the adequacy of the link provided between two cities or regions, not between a city or region and a specific airport. On this basis, factors such as interconnectivity opportunities or the final onward destination of passengers are not relevant to the consideration of adequacy under the Regulation.
15. The UKACCs observed in December 2006
, there was great regret among a number of members of the UKACC that proposed changes to this legislation on PSOs were ‘so very limited in their scope’. The letter referred to the sensitivity of the issue for those regional airports that have lost their connections to LHR, for whom the withdrawal or loss of a service to LHR is not enough to trigger the consideration of a PSO, if the airport still has a connection to one or more of the other London airports, and to the fact that the legislation does not allow for the use of PSOs in the creation of new services from LHR to the regions.

Trading of slots

16. The UKACC website’s summary of European issues affecting the air transport industry
, in the section on European airport slot trading states that the response of the UK government to an EU consultation, ‘is worth noting for its support for the Commission’s proposal that parties other than air carriers could participate in slot trading.’ In theory, the website concludes, this proposal would allow regional bodies to buy slots to protect regional services.’

17. The theory may be correct. In practice, how many regional bodies could afford the millions for which pairs of slots are traded at LHR, or the lesser amounts at LGW, even if they could find an airline willing to provide the service?

Responses to the Heathrow consultation

18. It is of no surprise that economic development forums, regional transport authorities, local authorities and airport consultative committees in the further regions of the UK have, in responding to the Heathrow consultation, recommended to the government that a proportion of slots should be safeguarded for domestic services even before the construction of a third runway
. Without such slots, the argument goes, the regions will lose their dynamism in terms of business, commerce and tourism, and their ability to get access to the rest of the world through the UK’s main hubs. Again, put simply, many in the regions wish to have an agreed number of slots preserved for UK domestic services to LHR.

It’s not just Heathrow
Aberdeen – Gatwick as a case study

19. With the start of the summer 2008 season, BA relocated its Houston and Dallas services from LGW to LHR to coincide with the opening of T5. Consequential on these relocations, BA announced that it was withdrawing from its Aberdeen - LGW service, since a ‘significant proportion’ (about 10 per cent) of its Aberdeen passengers interlined to the Texas services, and therefore the LGW service would become less economic. Approaching 180,000 passengers (or 90 per cent) a year have used LGW other than for interlining to Houston and Dallas, but their interests were of little concern to BA
 and there was anxiety that they would be left without any service to LGW at all.

20. The slots and aircraft used for the Aberdeen services from LGW were retained by BA (since there is no requirement for them to be safeguarded), for deployment to holiday services to Spain and Portugal. These services are duplications of the services that had hitherto been BA services franchised to GB Airways, which were sold to easyJet during the latter part of 2007. 

21. This business decision by BA could have left Scotland’s third City, and the ‘oil capital of Europe’ without an LGW service, had Flybe not stepped in at short notice and managed to acquire slots from a non-UK airline that was ceasing to fly to LGW – fewer slots than BA had been using but fortunately sufficient to fly three rotations each week day and two each on Saturday and Sunday.

22. Had there been some slot safeguarding arrangement for domestic services at LGW, finding slots for an alternative airline to fly the route would have been simplified. It is not just Aberdeen that has lost out at LGW at the hands of BA: so too have Newcastle and Inverness, of the further regions.

Dr Peter Smart

Chair

Aberdeen Airport Consultative Committee

May 2008

ANNEX 2

VIEWS OF ACCS

Aberdeen ACC

The Aberdeen Airport Consultative Committee met earlier today (5th December) - a day which carried news reports of BA withdrawing its red eye service from Edinburgh to Heathrow, as it has done from Glasgow (but not, for the time being at least, from Aberdeen) and a couple of days after Stuart's email quoting the press reports about the purchase of bmi by Lufthansa and the potential onward sale by Lufthansa of bmi Baby and bmi Regional to Flybe.

The Committee had a discussion about the potential implication for Aberdeen, and other regional airports served by bmi mainline into LHR, of the purchase by Lufthansa, and whether they will be interested in maintaining UK domestic services - or whether their interest will be getting their hands on slots for expansion of long haul services.

The issue of slots for regional services was discussed at the Annual Liaison meeting and I gather has been or is about to be discussed further by the Working Group.

In Aberdeen we decided that until the purchase of bmi by Lufthansa becomes closer to a reality it is possibly too soon to start asking questions of both bmi and Lufthansa as to the intentions of the latter in relation to the preservation of regional feeder services into Heathrow. But that we should be ready through our Passenger Services Committee to take some action in this regard as and when.

I was asked to write to other airports that might be similarly affected (although I have to admit not being able to discern quickly an email address for Manchester and Durham Teesside), to ask whether you have identified the sale of bmi as a potential problem for links to Heathrow, and whether there is any concerted action we might take as a group of airports.

In the case of Aberdeen, we also have the maintenance base for bmi Regional and their fleet of Embraer 135s and 145s, which might be affected by any onward sale of Regional and Baby by Lufthansa, together with a network of routes to Manchester, Norwich, Esbjerg and Groningen.

Edinburgh ACC

EACC is concerned that the number of flights by BA to London Heathrow and Gatwick are being reduced but notes that there has been an increase in flights to London City which is beneficial to the business traveller. 

With the downturn in the economy particularly the traffic generated by RBS and HBOS it is inevitable that traffic numbers on these routes will continue to fall. In addition the competition from a vastly improved rail service and the ability of passengers to fly direct from Regional airports thus avoiding London will mean that the downward trend will continue. Heathrow in particular has the perceived reputation rightly or wrongly of somewhere to avoid if possible.

It is not yet known what the effect of the Lufthansa take over of BMI will have on their services to London as they already operate direct services to their main hub in Germany from Edinburgh.

Without additional runway capacity at Heathrow there is a real risk that Scottish and Regional Access will be squeezed out as slots become more and more scarce and airlines continue to make the maximum use of their own slots. This is important because Edinburgh and Scotland will always be dependent on onward connections to long haul destinations that cannot be sustained with a direct service eg China, India etc. With the open skies agreement now in place which allows any carrier to operate transatlantic services slots which are owned by the airlines have been changing hands for tens of millions of pounds between airlines. Whilst we in the regional airports may be unhappy with the reduction in our services  the airlines will always take a commercial decision in such matters.

We believe that there has been some debate as to whether a proportion of slots for the 3rd runway at Heathrow could and should be legally protected for regional services. BAA has chosen not to take a formal position on this but their understanding is that such action would require approval from the European Union competition authorities.

EACC believes that services to London will continue to be operated by the airlines but appreciates that with the present economic conditions and the continued competition from rail and direct services there may be further reductions in the future.

Glasgow ACC

At our meeting in December, GACC discussed the matter of  maintaining the provision of air services to all the London airports particularly LHR

We believe that it is of the utmost importance that these should be maintained. 

However with the improvements to rail services we realise that point -to-point demand will inevitably go down while transferring  passengers will still 

require to fly. This particularly applies to BA at Heathrow and to a lesser extent at Gatwick. We are sure that BA will continue to provide these 

connecting services to satisfy onward travel demand. We note, however, that a lot of passengers  are preferring to fly direct from Glasgow  or via 

Amsterdam whenever possible '' to avoid Heathrow at all costs''. Memories of the bad start at T5 are not yet forgotten!!

BA has added an extra return flight to London City from Glasgow which is welcomed by the business community.

British Midland also has a fair bit of onward travel from Heathrow and will want to maintain domestic links to connect.

EasyJet serves a somewhat different market to Gatwick, Stansted and Luton which is mostly domestic. As a budget airline it is in direct competition

with rail services and will hopefully keep fares low to maintain its share of the market.

GACC  is satisfied that services to London will continue to be provided by all the airlines concerned but at the same time realise that in these difficult 

economic times there may be some cutbacks from time to time.

I should also add that GACC fully supports the need for a third runway at Heathrow.
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