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1. -..Introd_uzct_i:on_ |

The National Farmers’ Federation is concerned with the state of regional air services. These
services are vital to the ongoing survival and prosperity of many regional communities and farm
businesses. This submission outlines the i mlportance of regional aviation to the farming -
community, recent concerns about declining air services and posmbie solutions to these
problems. :

Regional air services are vital to farmers for both economic and social reasons. While farmers

export most of their production by sea; air exports form an important and increasing part of

Australia’s farm-related exports, reaching over $3bn in 2001-02.- Air travel is also vital to ensure
“social cohesion, access to service, and the ongomg vzabdity of rural comimunities. - :

However, it is becommg mcreasmgly dxff;cult for farmers and rural communities to access
 aviation services: Flights are becoming more expensive, | less frequent and less convenient. This
 has been caused by the collapse of Ansett, increasing costs, as well as fundamental market -
structure problems The NFF ; SUppOrts measures to a.ilevxate Or Femove these problems.

Some suggestions outhned in this subrmssmn include:
® Rmewmg airline costs, parucularly costs that impact disproportionately on regional aviation;

» Reduction or removal of excessive taxes and charges, parttcuiarly the Ansett levy, with
remaining charges to be levied equitably;

e Examination of measures to prevent antz-competitlve conduct in the aviation market,

e Promoting changes to the market structure of the aviation market to promote compeumon

mcludmg - _ _
- freeing up access to air termlnals reservat;on systems, and connectmg ﬁxghts,
- removmg cabotage and other restncmons on mtematzonal flights; and

- examining the potential for exclusxve hcensmg to address natural monopoly aspects of
regional aviation. : .

e Ensuring regional ﬂzghts maintain access to hubs pamcularly Sydney airport; and
e examining whether govemment subsidies of regionial aviation are required.

The NFF trusts that this i inquiry will provide valuable recommendations to support regzonai
aviation so that regmnal Australia ¢an grow and prosper.

. NEF Submission to Regiofial Business Development Analysis




2. The lmportance of Farmmg to Austraha

- Farming is a vital part of Australia’s economy and socxety

While rural productzon makes up around 3 percent of Australia’s GDP, it provides around
21 per cent ($34.0bn) of our goods and services exports.

* Many rural communities depend upon agrxcxﬂture for their prosperity. Agnculture contributes

more than 30 per cent of employment in 66 per cent of small non-coastal towns’.

Farmers are vital custodians of the Iand, w:th agncultural activities covering 60% of the

- Australian landmass

Agriculture is one of the largest empioyers in Austraha, prov1d1ng around 320,000 jobs -
levei which has actially increased in the past f ve years, even with substarmal unprovements
in productivity over this timeframe’.” © T

Agncultural productmty mcreased by 3. 3 per cent per year between 1988 anci 2000, Well

“above the average of 1.2 per cent and the second hlghest in'the market sector (after

communications)’,

- This fact in particular should dispel the myth that the agrxcultural sector is ‘old economy’.
“Farmers have been adoptmg new technologies and improving practices with fervour.

Agaculture also represents a szgmficant input into many other industries, particularly the food
processing industry, which had a turnover of $51.2 bn and a value added of $14.2 bn in
1999-2000, Food processing is the largest industry subdivision of total manufacturmg, both

by value added and by emploment It also prov;des over $11 bn of exports

Source: ABS, Agrigdee (Ca no 7113.0), table 1.3
Source: ABARE, Austridian; Commiodities, table 5
Agriculture contributes more than half of total employment in 28 per cent of small non-coastal towns.
Source; ABARE, County Australia, p38 .
- Source: ABS, Agrxulnﬂe {Catno 7113,0), table 5.1 - : E
- Source: ABS, Agriculire (Cat no 7113.0), table 1 4 w}nch aise shows non- Owner employment mcreased by
over 6,000 between 1996 and 2000, _

Source: OECD, Econoric Surves « Australia 2000-01, p82 ' .

i Source ABS meyﬁcmmgfmémy Aztszmlm, (Cat no: 8221 O)

NI;'F Subm.u;sxon on Rzgmnal' Avmt;on
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3. The importance of aviation

3.1 The importance of aviation to'exports '

- ‘While most of Australia’s farm exports travel through other transport modes, there is an
increasing reliance on air for export of particular (often high value added) products. The top 25

agriculture-related exports by air are listed at Attachment A. Out of a total $75.5bn of agriculture-

related exports (including manufactured food), 4.1% is exported by air - or $3bn. From

Attachment A (unless otherwise spec1ﬁed)

» . Almost all of Austraha 5 exports of pork to Sangapore go by air® and 53% of our total pork
" exports go by air - $323m out of $609m. . -

° "The cut flower export - market is now worth $76.9 rmlhon a year and is headed for further
- growth. Flower producers rely heavily on airfreight because of the I'ughly penshable nature of
 the product. Nearly 90% of the product 18 exported by air.

e The horticultural mdustry is making real inroads into Asian and Middle Eastern markets and a
lot of product goes by air - for example $58m of cabbages & cauhﬂower and $53m of
apricots, chemes, peaches, nectarmes & plums.

e The majority of live seafood exports travel by air - for example, the value of molluscs
exported by air was $203m in 2001-02, or 54% of total mollusc EXPOTts,

It is probable that further exports Would be carried by air if restrictions and costs were reduced
or removed. _ :

3.2 The lmportance of reg;onai awatlon

Lack of reasonable frequency of servxce - and cost imposes a burden on rural communities thar, is
‘not imposed on their ity counterparts. City residents and businesses usually have alternative
transport modes or alternative airlines that they can use; many rural communities do not,

Farmers, many of which are smail business, depend for their livelihood on their contact with
markets and suppliers. Given the state of telecommunication services, farm businesses have a
greater reliance on land and air transport to be able to deal with their customers. Like other
business travellers, farmers are likely to be relatwely price insensitive and therefore the most
significant problem is lack of flights and poor interconnections with trunk and international
flights’. Farm business travellers also need to be able to maximise the time spent face to face with
customers and suppliers and minimise travelling times, and hence are vocal in support of their
access to major airports. Given the important role of most capital cities as financial and industry
centres, 1€ is critical that farm businesses are not hampered from accessing these marketpiaces

“Many services in the wider reglonai commmnnes use air services such 4s the provision of
medical, postal and freight services. Limits on these services have a direct impact on the standard

 of living of rural Australians. Interest in rural tourism has increased in recent years and can be an
important component of supplementing incomes in regional centres. There is potential for =
growth in demand in this market should tourism and famlly travel on reglonal air services’
become more affordable. SR

Aviation also provides services directly to famung, particularly through crop dustmg However,
these services are outsade this Inquiry’s terms of reference. '

8. Source Austrahan Pork ernzted unpubixshed dar.a. o




4. ConceﬁmsOVe'r 'regiohalfa'\?i'ation-

Whﬂe reglonal air services were never plennfui many regional centres have recently lost air
services, patticularly because of the collapse of Ansett and its subsidiaries. Ansett’s collapse was
especially felt on regional routes, where there was already a distinct lack of competition. This
problem has been exacerbated by inappropriate government policy, including the management of
landing slots, terminals, fees and charges. These concerns are discussed further below.

'The NFF is concerned that there has been anu—compemwe conduct in the airline market,
pamcu}arly in'the aften"nath of Ansett’s coliapse Some concerns include:

o Inthe months unmedxately follswing the groundmg of Hazelron and Kenda]], the number of
* discounted fares available on régional routes was reduced and the “full fare’ increased. On 14
September, ’.U:aeAustmlm mckcated that d15c0unt fares have mcreased by 15% since Ansett '
. collapsed. . L

o Schedule changes have been uséd to progressxvely reduce the level of service to a regional
- centre. The New South Wales Farmers’ Association has: questioned whether recent actions by
Qantas are in line with the undertakings given to the Commission when Impulse was - '
acquired. In altering the schedule to make 4 day return business trip from Inverell to Sydney
~ or vice versa ~ impractical, the Association has argued that they are not offering a service
“equal or better than the service provided by either Qantas or Impulse as at 1 May 2000”,

s The timetable for flights to Roma in Queensiand has recently been changed to be much less:
~ convenient and three ﬂlghts per week have been caricelled (see Attachment B).

s Port meoin Ceduna, Cleve and Wldunna had access to air semces prev;ousiy, but are now
+ battling to retain those services. - - .

- More generally while most Ansett subsxcharxes are now operatmg agam they now have:
o reduced network coverage, | | |

o reduced frequency, and = ‘

o less convenient linkages W:th trunk and mternatlonal fhghts

4.1 Airline costs

“'The committee would no doubt be aware that many costs have been imposed or increased on
airlinies in the past couple of years. Regional airlines have not escaped all of these cost increases.

Some costs on aviation include:

o - Ansett Ticket Levy $1O (dxscussed in detail below)
o Terrorism Insufance Levy - $2. 50 to $6. 5010

o Sydney Noise Levy $3 58 to $3 T4,

o ' The GST, which provided Imnted ¢cost reductlon benefits to airlines; particularly because
aeropianes are nnported (hence did not benefit from the removal of embedded taxes).

e New company tax rules (parncularly removal of the balancing charge rollover) that increased
costs of fleet upgrading. .

e Alower Austrahan doIIar, mcreasmg unport COSts.

E Increased fuel Costs o




o Increased air safety regulations. While all airlines (anid the NFF) acknowledge the prime -
importanice of safety, many operators consider that recent regulations are overiy bureaucratm,
poorly administered, procedurally unfair, inefficient and unacceptably sub;ectwe

o Increased Airservices Australia nawgatlon charges (mcreased by 5. 1% in July).

o Increased airport fees and charges

- 'There has been much reporting about steep increases in aitport charges, particularly at
Sydney airport in the aftermath of its privatisation. While there are potential efficiency
benefits from airports being run privately, the NFF notes that there can be profound
difficulties with natural monopohes (such as a:rports) being transferred to private hands.

- At reglonal alrpoxts, we uﬁderstand that an importart cont.nbutor to mcreased airport -
~ fees is steep increases in local govemment fees.” o :

Hzgher insurance costs. The increase in insurance costs has riot missed the aviation mdustry-
- and most carriers have passed t:hese costs on thrOugh insurance levies.

Increased costs of access to airlifie resérvation systems

411 The zmpact of costs on regzonal aviation
Some of these taxes and regulations, particularly the Ansett levy, are imposed ata flat rate per
- flight, with no regard for the length or class of the flight. Others have a minimum dollar figure,
such as Airservices Australia charges at Sydney Airport ($20 minimum). So a passenger flying
from Orange 10 Sydney on a discount economy ticket could have the same charges imposed as
another passenger flying from Perth to Sydney on business class - which hardly appears
. eqmtabie In addition; these charges can also act as barriers to entzy and unpede a smaller .
operator s abﬂlty to compete agaxnst the farge operators e :

412 Tbe costs and prof tabzlzty of air tnmsport

The net impact of these increasing costs is that air transport (parncularly to reglons) has h;gher
costs and lower profitability than other comparabie industries. . .

A recently released report by the Bureau of Transport and Regxonal Econonncs (Infonnat:on
Sheet 19, Freight Rates in Australia, 2002) shows that there have been very large falls in road and
rail freight costs over the past 35 years; however, air freight rates have “been making some fairly
wide swings around a basically flat trend”.

A report to the NSW Air Transport Sumnmit has indicated that large regxonal axrhnes are less
profitable than national airlines, with small regaonals even less profitable (makmg alosson
average). The report isat Attachment E. _

413 Ansett Zeoy

'The Federal Government imposed a $10 levy on most air flights to pay for Ansett workers
‘entitlements. While small regional airlines were exempted from the levy, regional flights w;r.h
more than 16 seats were not: This would cover many ﬂlghts made by our membs.

Media reports suggest that the levy will be in place for some time yet The NFF does niot suppott
this levy, as it is both mequltable and inefficient: :

s As noted above, the levy is imposed at a flat rate, thus it is a heavier burden on shorter (eg
regional) and discount flights.

Sourc 1 NSW Axr Transport Summ;t Workmg Party sub:mssa,on to the Austrahaﬂ Transport Councﬂ’
rn;_tll regional alrhnes e




» Most of the passengers on the flights that are subject 1o the levy do not have the same
protection for their own enm;lements. .

e There is constant start up and faliure of businesses in the regionai aviation market, and few
people seem to care if these small dperators go out of business.

o Itappears that the levy may raise more money than will be needed to pay to Ansett workers,
and it is envisaged that the surplus funds will be used to support the tourism mdustry Itis
quite inefficient to tax the tourism industry in order to support the tourism industry”.

» The collective effect of the various taxes may be contnbutmg to some of the poor state of the
regional aviation market; and

e It scems unreasonable to put a tax on successfui busmesses to pay for the problems of a
failed business.

414 Comm‘e'nt

It should be clear from the discussion above that the NFF has significant concerns with the level

and increase in costs being imposed on airlines. The NFF asks that the committee examine the
“nature of these costs, and provides recommendations to alleviate the pressure they place on

regional air transport. Some changes that the NFF supports include:

» the immediate removal of the Ansett levy;

e reviewing the decision to remove price regulations from major airports;

o reviewing the costs of new regulations (particularly safety regulations);
e ensuring that regulatory charges are effic:lently spent; and |

e . ensuring that taxes and charges are applied equxtably 10 reg;onal ﬂxghts (not in the regressive
manner of severai charges cumantly nnposed' ~see section 4.1.1 above);

o) 'amlc dlemy.':'"d:cates that taxing an industry and then gmng the money b:mk 0 the same mdustry
15, the mdustry is inade worse off b th‘e arrangement) o

NFF Suf)mission on Reg;onaiA tmn




5. Competition

The NFF believes that it is vital that airline competition is encouraged and that market power is
not abused. Currently, there appeats to be a significant lack of competition, particularly in .
- regional markets. For example, the WA government recently released a Regional Airline Strategy,
- which found that “only Geraldton could clearly sustain competition, but even this route needed -
some protection to enable ¢ross-subsidisation of services to smaller centres” - see Attachment C
andD. ' : '

5.1 - ‘Market power - - S :
It has already been alleged that Qantas and QantasLink have been abusing their market power.
As a resporise to these allegations, the ACOC has undertaken an inquity into alleged anti- -~
competitive beliaviour in the domestic airlifie industry: On 7 May 2002, the ACCC indicated that
it would riot pursue the majority of these concerns, but it did commence court proceedings in
relation to alleged capacity dumping by Qantas on the Adelaide-Brisbane route. The NFF expects
 that the ACOC was thorough in its processés leading to this announcement, but we note that -
~ confidentiality restrictions mean that we are unable to examine the process. | -

' A well-resourced operator holding a significant market share has the ability to engage in
predatory pricing, A large operator is more than capable of lowering prices so that a new entrant
or incumbent small operator cannot compete, thus forcing them out of the market.

Of particular concern to rural communities is the poteatial for an operator with market power to

change the structure of regional flights. For example, a regional operator with the majority share

of the air traffic to two nearby towns could discount fares to town A (eg Armidale) and increase
 fares or make flights inconvenient to nearby town B {(eg Inverell), thus encouraging peopleto
- drive from B to A for flights. The operator could then withdraw flights to town B, citing lack of .
" demand. This could easily be seen as anti-competitive conduct, and there is anecdotal evidence
 that suppotts these allegations. - - T R

5.2 - Guidelines | o ! | |
The NFF has noted that there may be benefit to introducing guidelines over the conduct of
domestic aviation market, particularly as the guidelines may discourage anti-competitive conduct
and improve certainty for businesses as to which activities may be considered anti-competitive.
Canada currently has legislation that outlines airline industry activities that are considered
anti-competitive. Under the Canada Transport Act if a carrier operates at capacity at a fare that
does not cover the avoidable cost of providing the service or increases capacity at a fare that does
" not cover the avoidable cost of operating a service they are considered to be acting in an anti~ .
- competitive manner.-A similar approach could be taken by the ACCC in order to determine
“whether discount fares are indeed being used in an anti-competitive manner. _
 Particular market conduct (eg discounting) may be anti-competitive in some circumstances but
unremarkable irt others, guidelines should provide a useful indication of the types of actions.and -

the circumstances in Whithfthéywo'uld_be investigated. - .~

e For examiple, a carrier introducing or increasing the number of discount or low fare seats
after, or in preparation for, the commencement of a new low fare carrier on a specific route
may be responding appropriately to protect or grow market share. This delivers benefits ~
what competition is all about = such as more choice, lower fares and making air travel

~ accessible to more people. However, if the incumbent carrier already has a significant market
- share and the low fares mean cross-subsidising a loss for a sustained period in orderto -
- remove the new competitor, this can constitute misuse of market power. |

. NF¥ Submission to Regional Business Development Asalysis -




It is also necessary to ensure that Iarger carriers do not abuse their market power in order to
 prevent smialler operators - from contmumg to offer appropriate services or statt new ones.

Without adequate sanction, anti- competltive behiaviour can result in'the 1 permanent withdrawal of

air services from a regional community Jeaving them with no alternative, and scarce landing slots

. at Sydney airport are permanently transferred to inter-state or international services. Well-
structured guidelines may serve to send an appropriate signal chscouragmg such behaviour.

Howevet, there are concerns about the use of guidelines. If the gmdeimes are restrictively
interpreted and enforced, they could limit ACCC action against anti-competitive conduct, or
conversely they may prevent pro-cornpetmve action in other circumstanices. In addition the

- guidelines could to offer certainty to the mcumbent operators rather than promote competmon,
. 1f enforcement of the guidelmes were Weak. S o -

~More broadly, attempts to limit anu-competmve behawour on rna;or inter-state routes should not
‘restrict competitiont ori regional routes. The need for the - protection of compet;uon is argiably
 greater on reg:onal roUtes than on t;he lucrauve mter-state routes. :

107




6. Market structure & competition
There are fundamental reasons Whythe aitfine mdustry, particuiarlym Australia, is not

competitive. This section examines some of these “market structure” impediments to
competition, particularly in regional aviation,

6.1 . Access to air terminals
One of the main disadvantages faced by new entrants to the airline industry is a lack of access to
airport terminals. It is argued that this is the main reason why Compass collapsed. In addition,
Virgin Blue will be hampered in its expansion unless it can gain access to an adequate number of
gates, at a competitive rate. S : :
e Currently, only Qantas passenigers go to the Qantas terminal; this provides ancillary benefits
to Qantas because most if not all of the retail outlets, taxi ranks, bus stops etc are affiliated
- with the Qantas terminal. This can make it inconvenient for travellers arriving or departing
from another terminal. B e _
The NFF is concerned that some of the old Ansett terminals may provided for exclusive use to a
particular airline; it would be better for these terminals to be made open terminals; that is,
without access restrictions. An alernative is for terminals that are operated for a particular airline
to be available for use by any other airline on appropriate technical and cost recovery terms.
However, it is unlikely that this alternative would be acceptable to current airlines.

6.2 Reservation Systems _
Airlines can maintain market power by using exclusive distribution channels, particularly travel
“agents and websites. This is a complex issue; but it is generally best for product distribution .
channels to be available to all airlines on equal terms (enabling reasonable returns to the -
distribution channel), On the other hand, there are cases where special treatment of a particular
- airline is not anti-competitive, particularly if the airline owris the website, The NFF considers that
these situations probably should be the exception to the general rule of equal treatment.” '
The NFF suggests that the Committee should examine distribution channels, and their
independence from airlines, to determine whether they are anticompetitive and if so how to
address the problems they cause, such as by requiring greater disclosure of true fares.

6.3 Arrangements with regional airlines

As Qanitas provides most of the domestic and international air services in Australia, this provides

them with significant power to feed passengets to its own regional airline QantasLink, enhancing

its market power and preventing other regional airlines competing on a fair playing field: This
catises problems fora country such as Australia, which has 2 small population, concentrated in

some cities and otherwise widely dispersed across a sizeable land mass.’

Governments and the community are rightly concerned with the whole market, and not just
assuring Qantas’ continued success as an Australian international airline. -
While the combined operation of Qanitas and QantasLink provide synergies and economies (such
as from coordinated timetables), these are also a source of potential market power. For example,
Qantas can ensure that its flights from regional centres connect smoothly with connecting trunk
and international flights while competitors cannot. . _ o
A response to this could be to force Qantas to divest itself of QantasLink and be required to
‘operate at arm’s length from all regional operators. While this could be ari approach for a new
. airline market, this proposal would face a problem in Australia as it would be difficult to
-+ ‘unscramble the egg’ - it would be difficult to separate the two, The debate over the divestiture

NEE Subison o Rl Bt Develpuaen Ariye u




(separation) of Telstra has encountered similar concerns. On the other hand, it appears that
Quantas is already examining the potential to operate as a number of distinct airlines, within the
one group, SO e : '
An alternative is to consider whether Qantas could be required to deal at arm’s length from

- QantasLink. This may also be difficult to implement. Another possibility is making it easier for
regional competitors to operate by requiring Qantas to provide them with appropriate
information such as flight times and pricing.

6.4 - Natural monopoly aspects of regional aviation
‘Many regional aviation routes are natural monopolies, that is, it is only efficient for one airline to
- operate on a particular route. If more than one airline operates, they will operate at a loss and/or
“provide inconvenient flight times. For example, suppose a regional route can support four flights
-~ a day. If one airline operates the route, the flight times could be reasonably convenient, with one
. in'the morning, one at lunchtime, one in the afternoon and one in the evening. However, if two
airlines operate on the route, they could each provide four flights a day, which would be - '
inefficient, or each would provide two flights a day, which would be less convenient,
This implies that more hands-on regulation is required of these routes. A possible solution to this
issue is to introduce exclusive licensing for the right to fly regional routes. As noted in a recent
Productivity Commission report into harbour towage', exclusive licensing is generally an
appropriate means of addressing the problems with natural monopoly. While competition # the
market is inefficient, competition can be introduced for the market. Airline operators bid for the .
right to operate a particular route, and the government provides the licence to the airline that will
provide flights at lowest cost/highest quality (or will accept the lowest government subsidy, if
appropriate). The airline then has exclusive rights to fly on that route for a specified period. -
~ The NFF generally supports exclusive licensing to address the natural monopoly aspects of -
harbour towage, and we suggest that this option be explored further for air routes that are natural
monopolies. ST e T o
It should be noted that there are costs to exclusive licensing, particularly the costs of putting out
a tender, and the inability of licensing to be flexible to changing market circumstances. However,
the NFF considers that the issue of encouraging competition on regional routes must be
addressed, and exclusive licensing offers a good solution.

6.5 Restrictions on international and overseas airlines
Many anti-competitive restrictions still apply to initernational aviation, particularly the
requirement for bilateral agreements. While not immediately relevant to regional aviation, these
restrictions imply smaller feeder traffic to regional flights, indirectly support poor market
- structire in regional aviation, and harmi air exports from regional areas. Most, if not all, of these
- anti-comnpetitive restrictions are: R R :
‘e - anachronistic, because they date from ancther era and have not been liberalised;
‘o inefficient, because they support monopolies and deter efficient competition;
o inequitable as they hurt consurners and small airlines while protecting large airlines; and
e  inconsistent with the reform and liberalisation processes being undertaken in other markets
(such as the removal of many domestic marketing monopolies).

Source: BRW, The Dixon line, 29 August 2002,
tod Co 0, Eeorirmic Reilati

of Hirbour Tonuge ard Related Serics; Posiios Paper, June 2002.




6.5.1 Cabotage
Another particular restriction i on cabotage. Cabotage is not permitted for air passenger travel,
which means that only Australian flag carriers are able to carry passengers travelling on domestic -
routes. As a result, international flights can travel between major cities with many empty seats,

“which is clearly inefficient. This is particularly problematic at Sydney where there is a great deal of
congestion. The NFF supports the removal of cabotage restrictions, including for air passenger
transport. While this would help trunk route travel initially, regions could also benefit in the
longer term, For example; international flights could go directly to regional centres that are -
destinations in their own right and have lower landing charges, such as Darwin, Broome,
Townsville and Cairns. © ' s :

" NFF Submission to Regional Business D




| 7. Landing{-sbts

The New South Wales Farmers Association has been particularly concerned over problems with
the allocation of slots for Sydney’s Kingsford Smith airport. -The NFF trusts that access to
Sydney Airport slots will be maintained for regional service providers, particulatly during peak
periods. The prospect of being forced to use Bankstown Airport is unacceptable to regional
communities. It has been calculated that the additional travel costs for regional people travelling
to Sydney CBD from Bankstown Axrporl: ate $45m per year',

‘There may be greater scope for increasing compeanon for landing slots, within the parameters of
maintaining regional landing slots. Instead of bureaucratically allocating slots, they could be
allocated through a market mechanism, with airliries bidding for the right to operate a flight at a
particalar time. The NFF would appreciate the Committee explormg the costs and benefits of
- ‘moving towards a market allocation for non-regzonal slots. :

‘Landing slots are less of a concern at airports ‘other than ngsford Smlth but continual growth
in the demand for air tranisport means that congestion will increasingly becoime an issue at these
other airports. Again, regional communities “will be very concerned if these capacity constraints

mean a shifting of fhghts to inconvenient times or to inconvenient alternative airports.

] Source NSW Au- Transport Sunumt Working Party subnuss:on to the £ Austrahan Transport Ocmnczl’

:_1.6_-:...
i \viat orking Group 1 review of costs :mpactmg on small




8. Greater government intervention

All of the above suggestions are largely designed to enhance competition. The Committee may
also wish to consider whether there is a need for more interventionist policies; specifically
whether the Commonwealth government should pay for the provision of air services to particular
regional areas. This could operate in conjunction with exclusive licensing (outlined above), with
the tendering process for exclusive licences ensuring that the air service is provided at the lowest
cost to the government. - - '

It appears that the Commonwealth has never regularly funded particular airline routes; some
funding was provided in the aftermath of Ansett’s first collapse, The Queensland government -

- furids airlines to fly certain routes and the ACT government funded Hazleton to fly to Canberra

 until recently. The Committee could bear in mind that the need for these measures may be'
reduced if other pro-competitive policies are implemented; and it could be argued that this issue
‘may be best addressed at a state level. Howevet, it should be noted that the government has -~

- impleniented important community service obligations (CSO) on other services that are vitalto -
regional Australia, particularly telecommunications and postage. It is not clear why another
important service, regional aviation, should not also have CSOs applied. - ' '




9. Conciusien

Regional aviation is very xmportant to farmets and the communities that they live in. These
services have been cut back in recent years, particularly following the collapse of Ansett and its
subsidiaries. Communities are disappointed and chspmted by the lack of service, increases in costs
and policy failures.

It is an opportune time to rmake pohcy advances in addressing regional aitline services. In
particular, it is time that 2 longer term structural policy approach is taken to regional airline
services in Australia, rather than leaving these services at the mercy of carriers that are more
focussed on their international and national businesses. - :

The NFF has identified a number of regulatory reforms that could improve the cost, frequency, _
convenience and quality of regional aviation. These include the removal of cabotage, addressing .
the links between Qantas and regional operators, mtroducmg market conduct gmdehnes, and
'addressmg the natural monopoly aspects of reglonal aviation.

The NEF looks forward to the Committee examining - these proposals and provrdmg valuable
recommendations about how to ensure that regional communities can obtam the transport
services they need and deserve. .




Attachment A — Farm exports by air

Top 25 Agriculture-Related Exports by Air (2001-02 fimﬁéiéﬂ j}ear) _

Source: ABS, unpublished data (available on request from NFF).

NFFSubmxss}ontoRegwuaiBusmesDevelo ment Analysis L ) w7




Attachment B - QantasLink Schedule for

NFF Subisio on Reglonl Aviion




Attachment C- Regzonal competlt:on in WA

L!oyd’s List Daﬁy Commermal News 25 July 2002

The Western Australian Government will only issue one new intrastate air license for services to
the southern patt of the state before March 2003 because regional routes can not sustain
competmon

A report on intrastate air services found only the Geraldton and Kalbarri route can support
competition. :

- Applications for a new licence to service this corridor three times a week have been invited.
No other licences will be issued until after a review of services in March 2003.
SkyWest is being gwen an exchusive licence over its current network except in Kalgoorlie and

Geraldron. Kaigoorhe was not mciuded in the report as it is aiready compeuuve}y semced by jet -
aircraft. s _ _ ‘

“The airline has had to guarantee its service Jevels and fare structure and an aviation mdustry
observer will monitor the its performance.

Planning minister Alannah MacTiernan said: “Our aim is to develop sustainable competition.
However, we must také WA’s particularly difficult regional aviation conditions into account.

“These include long, thin routes and reiatlvely small regional commuinities and mean that there
will always need to be a level of cross subsidisation to guarantee that smaller centres are served.

“Intrastate passenger numbers are still 20% lower than they were pnor to September 11 even
though SkyWest has heavﬂy promoted discount fares.”

Mg MacT1ernan said comparable North Asvierican centres are - serviced by only one airline.

The govemrnent will pursue ‘the Federal Govemment for more eqmtabie treatment of WA in
aviation pohcy and assistance. - :

Mining compames will also be approached for. cooperat1on The govemment wants mining
companies in the Goldficlds and mid-west mcreased their use of regular services instead of

chartered flights.

A second report on routes in the north of the state will be presented to the government in
September.
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The State Government has moved to secure stab!e and sustamab!e air services in regional
Western Australia. :

Planning and Infrastructure Minister Alannah MacTiernan today announced the
Government's Regional Airline Strategy, saying it weu!d achieve a balance between
sustainability and competition. - S

Ms MacTiernan said the strategy was based on the first report of a Review of Intrastate Air
Services and would affect routes serviced by turbo-prop aircraft in the southern half of the
State excluding Katgoorile which was atso competitively serv:ced by jet aircraft.

"The review found that only Geraldton could clearly sustain competttlon but even this route
needed some pretectaon to enabte cress-subs;disatton of services to smaller centres, " she
said. . .

"Regional communities gave us a clear message that their primary concern was that we
ensure that aar services be mamta;ned at ieast at thelr current ievet

"Ouraimisto develop sustamable competztlon however we must take WA's particularly
difficult regional av;atlon condztsons mto acceunt

"These include long, thm routes and relatively small reglonal communities mean that there
will always need to be a level of cross subsidisation to guarantee that smaller centres are
served.

"lntrastate passenger numbers are currently still 20 per cent lower than they were pnor to
September 11, 2001, even though SkyWest has heavily promoted discount fares. "

Ms MacTiernan said the 'Government wouid' :

o invite apphcattons for one new hcence to service Geraidton and Kalbarri three tlmes
per week;

. Not issue new iscences for other foutes for the time being, subject to the current
service provider, SkyWest guaranteeing service levels ‘and fare structures;

» review the position in March, 2003, to examine any ‘changes in conditions’ and see if
and where more competition couid be introduced;

« appoint a WA aviation industry observer to monitor SkyWest's performance and
provide early warning of any significant changes in conditions;

= encourage partnering or other aihances wsth other aurlmes to delwer more efficient
and cost-effective services;

. adopt a more rigorous approach fo consudenng future i:cence applicatmns mciudmg
requlrmg cemprehenszve business p!ans frem 'appitcants i

ly seek: co»operatlon from the: : tO'-help 1mprove regular .
ge_ servrces in the Go]df elds a West Regions and -
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» pursue the Federal Government for more equitable treatment of WA in aviation pohcy
and assistance.

"Skywest will be given an exclusive licence over :ts current network except in Kalgoorlie,
and Geraldton,” Ms MacTiernan said.

*Two regional airlines which have expressed interest will be invited to apply for a licence to
service Perth, Geraldton and Kalbarri. '

"We will review the situation in nine months to see if and where more competltlon should
be introduced, un!ess there are slgntf icant changes in the regional aviation market before
then.

“Howevér, the _review'_fouhd that in comparable markets in North America, centres the size
of those in WA were usually serviced by only one airline.

"In the Goldfields "'and_M'Ed_—Wést increased use of regular services, rather than chartered
flights, by mining industry employees could increase the viability of these servié;es.‘"

Ms MacTiernan said the Review of Intrastate Air Services had included extensive
consultation with regional communities and the avnatzon industry, as well as examination of
interstate and international expenence

The second part of the review, which deait with routes in the north of the State serviced by
jet aircraft, wouid be presented in September.
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