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Keeping the lid on
ANALYSING COMPETITION BETWEEN UK AIRPORTS

Frontier’s analysis of how passengers choose between airline services at different airports was
influential in persuading the Government to continue to regulate landing charges at Stansted
Airport, despite advice to the contrary from the Civil Aviation Authority (CAA).
The CAA regulates landing charges at “designated” UK airports, and reviews
them every five years, following a reference to the Competition Commission.
Until this year, the designated airports were Heathrow, Gatwick, Stansted and
Manchester. But in 2007, the Department for Transport (DfT) received a
recommendation from the CAA that both airports be de-designated1. The CAA
argued that charges at both airports are effectively constrained by competitive
pressure from rivals. Manchester, however, is very different from Stansted.
Manchester Airport is running well below maximum capacity. It has local rivals,
notably Liverpool John Lennon – which is only about 35 miles away, easily
accessible, and also has ample spare capacity. So a major competitor,
independently owned, could easily absorb traffic from Manchester. In contrast
Stansted Airport is operating close to capacity at peak times. So is Luton. And
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Stansted’s major London rivals, Heathrow and Gatwick, are close to capacity.
Furthermore, the BAA Group owns all three.
The CAA argued that Stansted operates in a market encompassing airports as far
as East Midlands, Birmingham, Bristol and even Southampton. And because
these airports are located close to others, the CAA suggested that landing charges
were constrained by a countrywide chain of substitution. Not surprisingly,
airlines using Stansted were unhappy: easyJet engaged Frontier to provide
empirical evidence against the CAA’s arguments during the ensuing consultation.
Our report, published in October 20072, demonstrated that the conventional
analysis of competition between airports relies excessively on examining the
overlap of arbitrarily-defined catchment areas. An example of the CAA’s analysis
is shown in Figure 1: if you draw two-hour driving-time “isochrones” around
different airports, you get significant areas of overlap.
Figure 1: Two-hour
approximate drive times
around selected airports

Source: CAA (2006) Airports
price control review – Initial
proposals for Heathrow,
Gatwick and Stansted
Key: STN, LTN, BRS, BHX,
EMA, MAN

But this information does not enable you to quantify the significance of these
overlaps in determining the choices that passengers actually make. What we need
to know is: if a passenger is 45 minutes drive time from airport A and one and a
half hours from airport B:
• how likely are they to choose A over B; and
• what role do relative prices play in influencing that decision?
A further weakness in the CAA’s approach was to focus excessively on passenger
choices, when airports sell landing services to airlines, not passengers.
Competition will only put pressure on airport charges if the number of
passengers prepared to switch is sufficient to persuade airlines to relocate
services, and the airlines can find enough capacity at rival airports to do so. To
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examine this question using robust empirical techniques, we created a model of
the factors that determine passengers’ choice of where to fly from.
OUR ANALYSIS

Our model used real customer data from easyJet’s booking system. This
consisted of more than three million bookings on both holiday routes (e.g, to
Malaga and Palma) and business or mixed routes (e.g, to Glasgow and
Edinburgh). Using customer-level information gives access to far more
information than aggregate data provides. For each booking we knew:
•

the destination and originating airport chosen;

•

the date and time at which the booking was made;

•

the date and time of the flight taken;

•

the price paid per flight per passenger; and

•

the post code of the booking passenger.

This enabled us to build far more detailed models of the determinants of
passenger choices, establish the true importance of distance and estimate the
extent to which changes in price compensate for it. Because we knew the
passenger’s post code, it was possible to use mapping software to estimate the
drive time for each passenger to every airport from which it was possible for
them to travel. And because we knew not only the price paid but when a booking
was made, it was also possible to compare this price with that paid by passengers
choosing the nearest equivalent flight at an alternative airport. As a result we
could identify both own-price and cross-price effects on passengers’ choices.
We used an advanced technique known as “multinomial logit”. This is designed
to help model the choices people make between discrete alternatives, based on
the characteristics of each option – the key ones, in this case, being distance and
price. The results of this analysis were stark.
We found that passengers’ preference for travelling from the closest airport is
extremely strong. For every 1% increase in distance, we found that the likelihood
of them flying from that airport declines on average by 4%. Graphical
simulations in Figure 2 demonstrate just how strong this local preference is.
But how does price influence this choice? We found that, on average, for every
1% increase in distance, a 1% change in relative prices would be needed to
persuade passengers to travel to the more distant airport. Airport charges make
up only about 10% of total ticket prices. So a 10% reduction in charges, fully
passed through, might be needed to compensate for an additional 1% travel time.
These results show that the CAA’s drive-time analysis is misleading. The
isochrones around airports may appear to overlap, but the likelihood of a
passenger choosing to switch between a close airport and a distant airport as a
result of a change in airport charges is negligible. And the strength of this local
preference traps the airlines, making extremely unlikely that they would relocate
services a hundred miles from Stansted to East Midlands in response to an
increase in landing charges at Stansted.
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Figure 2: Probability of
choosing Stansted Airport for
passengers flying to typical
international destinations
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Source: Frontier
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We carried out simulations to estimate the proportion of Stansted passengers that
would stick their chosen easyJet service if it were transferred. We did this by
replacing the travel time to Stansted with the travel time to East Midlands, and
re-estimating the probability of passengers choosing that airport. The resulting
loss of passengers was big: 30-50% on international flights, 60-70% on domestic.
Given the importance of load factors to low-cost airlines, such losses could not
be contemplated. So we used our model to try to estimate the price reduction
easyJet would need to persuade Stansted passengers to follow the airline to East
Midlands. On no route, however, was there a reduction that would persuade
sufficient passengers to do so. Our conclusion was clear: there was no possibility
of East Midlands exercising a competitive constraint on Stansted charges.
…AND THE RESULT?

The fact that airports serve local catchment areas is not a new observation.
Where our work was innovative, however, was in providing robust empirical
evidence of the strength of local preference and its impact on competition
between airports whose catchment areas may seem to overlap. Such analysis is
vital to getting market definition right. To judge from the references to our
analysis in the Secretary of State’s decision, the DfT seems to have found it
compelling. And this decision was, indeed – despite the CAA’s recommendation
– to de-designate Manchester but not Stansted.
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