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@ AIRLINE COMPETITION POLICY

Note by the Secretary of State for Transport

lﬂmonu%

=i

?itl E:;s Paper Reeks colleagues' agreement to the decisions I propose to
e | e? On the recommendations of the Civil Aviation Authority (CAA) in
Efﬁ‘ thelr Tecent report on airline competition policy. It proposes that
. o Government 's nse to these recommendations is published
éij ediately in a (fitd Paper.

) BACKGROUND

b
! !‘ﬂ 2

boA Airw Last December, whé ounced our plan to privatise British
.Qﬁ the Zys (BA) in early 19 1so made it known that I was asking
g o AA to review the implicp¢ipns of BA's privatisation for

f Thepgtltlon and the sound d&% ment of the British airline industry.
gy its » after full consulta th airlines and others, published
il Supn CPOTt in July. Its main adI\sions and recommendations are

¥ 5
.;i reco I put forward proposals for ddaTipp\with some of the CAA's

_,‘.*«" . groumend&tmns last month in C(84) 274 which was discussed by a small
iy meetl:'z of colleagues under the Prime Mi on 11 September. This
il U8 reached four conclusions - @

..',Il' 5

“ ;‘ it felt that legislation to enfot{transfers of routes from

A would pe undesirably contentious an¥ would arguably be in

A4 ;each of undertakings given by Sir John Nott, when Secretary

oL State for Trade, in 1979;

oy - : ; .

fa E 1t therefore asked me to discuss with BA@ tiated

.5 TOute swap" with British Caledonian (BCal), i of transfers;
-!.' ;’ ,it urged me to consider the strengthening of rds

“_tzl' 8ainst predatory behaviour; and

{ 1t requested clarification of the anti-trust litig
B ¢h BA (and BCal) are exposed in the United States.

oy

¥
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;Iﬁm Preparing a separate paper on item d. I have now dealt with
ltems b, a

-

=

th nd c., and the following paragraphs of this paper record
€ outcome, in the course of describing the response I propose to
cﬁﬁﬁake to the CAA's report as a whole.

@JECTIVE‘

My objective is, without postponing the privatisation of
Airways, to settle the issues raised by the CAA in such a
promote a British airline industry both competitive within
strong internationally. To this end I propose a response
elements of which should be -

a-remove barriers to competition in domestic air services;
@

eek the designation, wherever we sensibly can, of two
Or mor¥ British airlines to operate in competition on international
routes ('"dual designation");

C. to encoyyagy) new services, especially by the smaller :
Independent \air¥ines, between regional airports and overseas
(eSpecially co ntal Europe);

d. to strengthe as a credible competitor and potential

Substitute for BA rseas routes both long and short-haul;

€. to ensure adequat guards against predatory pricing

and other anti-competl ss practices by any airline;

. to avoid the need fo lation or for excessive interference

With BA's present operatio ch as would delay privatisation,
PROPOSA.LS % ;
a /

< P..?_‘E_‘?_S__t__i_c_Air Services V
5l
" and“?;)& I propose to endorse the CAA posals (recommendations

1+ that British airlines be enabled to operate scheduled services

€tween any two points in the United Kingd ther than
Heathroy or Gatwick (excluded for capacity(regbkons), and any
Other specifically excluded (eg "lifeline" where

;Sglated communities are dependent on a vuln air link);
n
;1. to cease regulating domestic air fares (excep% far as
§ Necessary to prevent predatory pricing).
The C

AA cap lmplement both these proposals under their pres ers.

b
248l Designation
6
1 @fd

that nzdp’f"POSe to welcome the CAA's proposals (recommendations
Touteg :1t10na1 competition by British airlines on inter-continent <§§§>

Should be licensed wherever possible" and that it "will seek

z o
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:° Increase the range and market penetration of European scheduled

HEEVLce? from Gatwick" (that will be operated largely in competition
is h BA s services out of Heathrow). T shall also instruct the
affic rights negotiators in my Department to make all efforts to

C;fﬁcure the right to dual designation from foreign Governments at an
eptable price.

<g§§%§ernational Services from Regional Airports
7
from

;0 CAA proposed (recommendation 5) that "BA's European routes

ncial airports should be taken over by other British

ai . p . :

n:;tl es”~) This proposal is contested by regional interests and a

mak er>of supporters there. And it would require legislation to
‘e BA p any of their regional air services, which would delay

prIVatlsa

BA have now made a counter proposal for modest assistance
¢h airlines ready to operate new services between regional
he rest of Europe -

1. to pay any airline licensed by the CAA up to £450,000

Chree years as a contribution to their start-up
ek b international services from the regions either
o= themselves or on new routes; and

costs in lau
1n competiti

i%- to provide thg ith back-up services (booking, ground-handling,
timetabling etc) o5

BA!
cosy _Lferqwould be limited Co
of £6 Q million over thfee
8. :
bue 1 [Pis offer is well below
Expect5911eve there would be takeys
BA to do, short of legisla¥

d. ) V
British Caledonian C§§>>

90
Enforcseveral of the CAA's recommendatl , 2, 4 and 6) concerned
s c°1§2 transfers of BA's routes out of , largely to BCal.

a

Suggest; gues wished to_avoid legislation ave followed up their
BA ang Bgn. at the meeting on 11 September,\»f a route swap between
has } al, instead of the route transf?rs, to.wh%ch BA were opposed.

a SatiSfEEH extremely hard to persqade either a1¥11 to contemplate '
Without actory swap (ie one that gives BCal suffi 1y enhanced profits,
1sruption to BA's operations on a scale ould threaten
difflculttlon and be unacceptable to Lord King). e greatest

nex p Y I have prevailed upon BA to agree to the et out in
€Xtra p; wblch Son BA's figures) would give BCal about
short ofit while reducing BA's profit by about £20 mi

Tun (more detailed figures in Annex C).

10, C§§9
Such 4 swap would involve costs to the Exchequer - <:::>

1; BA's loss of expected profits would mean a reductiort(gégs6
Proceeds from the sale (if we sell 100 per cent of the sh

of Perhaps £80 million to £100 million; 8i§Z§Ea

Privatjg,
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of the need) about £50 million worth of additional aircraft
(probably two Tristar 500s) to operate their new routes
(they may be able to lease these); and

aﬁ
-
A
fé;Q 11. BA would have to acquire (subject to my being satisfied

<:::> iii, as a result of ii. BA's debt:equity ratio-at the time of

Privatisation may be worsened; they may therefore have to retain
more of the proceeds of sale.
i this to be a defensible compromise between forcing a larger
sza rysn BA, which would need legislation, and doing nothing to
boiﬁn <;ﬁﬁg(lal. But it cannot be effected without the agreement of

it v reasonable one, and that his board must either take
vé °T leave I expect their answer shortly. The deal would b?
inrfggaluable to BCal (the airline's pre-tax profit was £3.2 million
addit°2-83)’ and they would be well placed to take advantage of

5 lonal dual de tion opportunities that my Department may be
Though BCal should make profits in the longer
more compe opportunities, some capital investment and

e involved, and new operations would probably

;;'- I ha%ééfﬁld the Chairman of BCal (Sir Adam Thomson) that this offer
in my 1 a

12,

offer It now seems more 1 : however, that BCal will reject the
theiy’ on thE_grounds that i 1d involve their giving up one of
eavier?te§ in the south-ea (Atlanta}:- they have invested

Y 1n it, and see it as e of growing traffic and profit.

so I :
to Beg should have to give up

to £ 's b?nefit; and I should
QOnCe{ to Rlyad?. My discussions and BCal haYe ?xplored all
aboyy ngle options, and I am sure rther negotiations (except
Put ¢ Mnor details) would not find agrped settlement, and would
posj .¢ timetable for privatising BA ly at risk. Sych a

our inin on BCal's part should not dete from early publication of
OPport e?t}ons to seek further }iberalisa and more competition
limite“nltles. But BCal's ability to.tgk? dvantage ?f the@ would be
Strep tﬁ and we should be strongly criticiséd for hav1?g fall?d to
that 8then the independent operators. Our defence against this is

Nea of route transfers and swaps

o give to BA BCal's new licence

Ve offered a deal which BCal rejected. gi:ﬁ)
e,
EEEQEEEEX_?ricing and Other Anti-competitive ) s
3%
behav.The CAA draw attention to the need to deal wit competitive
effEci?ur (recommendations 9 and 10); and we must inde in place

alrlin;:e means of acting_against Fh%s, so as to protec
Part; o, against BA's dominant position. I have asked th
.3 attention to this, and am satisfied that they ca
'Vely within their present powers., Specifically -

ect
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t&
a. in the charter market, where anxiety is strongest now,
the CAA would undertake to monitor prices, and act to limit
Capacity if any airline was growing too fast through predatory

cjﬁ’ competition; I propose a new back-up role for the Office of
Fair Trading (OFT) here;

b, even after we have freed scheduled domestic services,
e CAA would be able to consider charges of predatory behaviour
could if necessary raise unrealistic fares or cut the
dules of any airline found dumping capacity; the OFT already
back-up role here, which could be further enhanced;

c?af predation wherever our international agreements
allo

c.é?intemational services, the CAA can and does consider

The
SleEEGry of State for Trade and Industry agrees.

OTHER MATTERS

1%,
The CAA made ndations in two other areas -

L. Wider licenSi#gspowers. The CAA proposed (recommendation 9)
ny transport licensing powers in order to
ent of a competitive British

posal has found very little public
both unnecessary and undesirable,

airline industry". Thi
Support. I bélieve it
and T propose to reject
1. Airports policy. The oposed (recommendation 7) that
L should ™ook again at the iPility of increasing available
¢4pacity at Heathrow and GatwiGk™ D\There is a strong case for
3 Teview of airports policy and JZamipressing ahead with it;

but I must await the report of th %§QCtor on the Stansted

g?blic inquiry and the results of tation on the operation
the limit on air transport movem t Heathrow.

NEXT Srppg
15

eary, E;me is now short if we are to hit the target of privatisation
City s 1985, We need very soon to begin positi G a! ion to get

Mugt 1?:§St0r5 used to an unfamiliar stock. The pRegs ncertainty
and ¢, < t be dispelled. If colleagues can now agregq 1y proposals
Unlegyg Y announcing them in a White; Paper immediate lieve that,
arising fere are unforeseen developments - and subject &6/prdblems
ttacy , EOm Laker - we can still meet the timetable. afay D 1

raft of the proposed White Paper.

CONCLYg T /@
16
. I i
aCCordlugly invite my colleagues - <€§§S§
a - -
to endorse the response to the CAA report set out in <ﬁi§2¢%§

Paragraphs 5-12 above; and
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b. to agree to immediate release of the White Paper at

Annex D (this is drafted on the assumption that BCal accept
@ the route swap with BA outlined in paragraph 9 and Annex B;

if they do not, some amendments will be needed and I shall

@ circulate a revised draft).

Department of Tra

! October 19g4

2,
%
D
S
T
2
%

-
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ANNEX A

MMaRy OF MAIN CONCLUSIONS AND RECOMMENDATIONS

There should be some reduction in the relative size of British Airways so that other a:rlmcls; l}qv}?

JoCquate Opportunity 1o develop and prosper including at least one airline fit to rcplacc_ ! rm; '

ﬁ“-“-"ays On any major intercontinental route should the need arise. Additional competition y
Ntish

e airlines o intercontinental routes should be licensed wherever possible (paragraphs 4-14, 25
n 46)

(1)

Specifie intercon

tinental routes should be transferred from British Airways at Heathrow to British
tdonian 51 G

atwick (paragraph 49). %

The Authority,

Mark acting within existing policies and powers, will seek to increase the range and
r

€U Penetration of European scheduled services from Gatwick (paragraphs 56-57).

ainl h AirwayS' scheduled service routes from Gatwick should be taken over by other British
Ineg (paragraphs 56-58).

air:? Airways’ European routes from provincial airports should be taken over by other British
1S (paragraph, 63).

o Jovernmeng ecifi ive effect 10 the reallocation of routes in
should take specific powers to to give effec
0 fecom €ndationg (2), (4) and (SI)) above. These powers should then lapse (paragraph 90).
). : ; ¥
arli];(; ‘ernment shoyld look again at the possibility of increasing available capacity at Heathrow
o “Wick (paragraphs 26.38). . -

Airayer ShoUld be made foraccess to Heathrow for competing services on those of Briuls;h
Tedu:;y OMestic trunk routes where direct competition does not already exist, if necessary by
) "8 Britjsh Alrways’ frequencies (paragraph 66). :
B ] . . . o .
the :\mhomy Would favour a strengthening of its air transport licensing powers in order to promote
iR bf‘-ha\?'un tvelopment of a competitive British airline industry and deal with anti-competitive
(]0) lour Paragraph 88). - .

e 1 - . . ] . 3 s . ¥
ch&r::ulhonty does not propose any immediate restriction on British Airways’ or British Airtours
limiy 1f oPerationg but, given a strengthening of its powers, will not hesitate to set a quantitative
pOSiliao fir Penetration of the holiday charter market if it is shown there is abuse of a-dommant

iy 4 n (Paragraphs 77-78). . .
e 1 ‘ ; . 1 B .
aifiilleslzlhont? Proposes to introduce, on a two-year experimental basis, an area facility allowing
(1) 10 serve any domestic route other than those specifically excluded (paragraph 93).
The ‘ - .
Vit ﬁls][horily Proposes to cease regulating domestic air fares but prRell require faresio be mec:
ands o hat j ¢an intervenc to prevent predatory or monopoly pricing. It will consult the Channe
A Isle Man before extending the new arrangements to them (paragraphs 94-95).
ﬁ A 1 - ; -
the carl;ulomy has decided gy least for the present not to amend the general exemption so as to a]l?w
clilai%e SCparate fare traffic on aircraft with ten or fewer seats on any route covered by t e
g . Y (Paragrapp, gg).
The

are will]:li Ority has updated its Statement of Policies so as to reflect those changes of emphasis that
fithe SCope of jis present statutory powers and duties (paragraph 102).

(EhiniD e T AL 2 B 29
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ANNEX B

. )
Prpoposed route swap between

BA and Bcal

By ;
i 0u¥d give up to BCal its routes to Jeddah and Dhahran
0. Sanudi Arabia’ (10 services & week )

Ecal :
W ‘ -
oula give up the following route rights to BA:-

-

Atlanta (USA) (7 servicgs a week)

-

their south Atlantic route - ie .Brazil and,
when once more available, Buenos Aires and
Santiago de Chile (2 services a week )

their mid-Atlantic route - ie San Juan -
(Puerto. Rico), Caracas (Venezuela) and Bogoté
(Columbia) (one service a week )

Morocco (not at present operated)
BCa)

app ; Would also undertake not to- object to BA's
. PPlicatjong to the CAA for licenceslto serve Orlando

a .
" Tampa (Florida).
' B .
.. fiowould also be allowed to tranfer back to Heathrow

Lisgo Gatwick its services to Madrid, Barcélona and

of 2+ on- condition. that it ensured (by transfers
necesther' services from Heathrow tol Gatwick, as :
abOUtsarY) that the total package did not bring

.~ @ny increase of movements at Heathrow.

B , g ;
wef Yl b G2 iLd.’y—..!\'l'

216,




A ANREXL C
MIPECT OF ROUTE SWAP ON BA'S AND BCAL'S PROF1TS ~
AS ASSESSED BY BA (CMO)
Effect on Effect on
BCal : BA
£ £n
|
S : "
;udl e + 20 T
Hanta ey Gy il
Car " "
B SCas g Bogot4 R T S Y- et
e 1.5 + 2 -
Inte
sTest op :
1nvestmen2ew capital T
+ 170 = 20,0
Effe
3 ' ,
m}:eon interline traffic
IbErimgval of BA's main
Atyia SCrVices from :
1EXs o Heathrow 2 (3) # - 3
+ 150 - 1¥.0
.&EEE ; ‘
(1) ‘ ' Sl i : . :
de up of lost routé profit 12185
Jost interline 'profit ‘1.5
. 20.0
(2) y .
BA" W :
havg eévenue gain less than BCal's loss because BA would
@ of Dcig)use less suitable equipment (Tristar 500 .instead
(3 1
] LOSS el .
(q) lmlnated-
< BA wo . a n : ) /
' Secuﬁ}d serve more economically’ than BCal by adding
(5) S once a week to their present Trinidad service.
el L : ;
l_s-latESt figure.
Cap .
26 S, B

-~
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DRAFT AVIATION POLICY WHITE PAPER

Introduction

1-

T
he Secretary of State for Tr ransport asked the Civil Aviation

uthop
Aty in December 1983 to conduct a review of airline competition

Poljq
¥y, The Authorlty consulted widely and published its final report in

Uly al
%84, The report is a comprehensive and authoritative analysis of

Compet 3
tion Policy in an important and complex industry. This White Paper
SOU
t the decisions which the Government has taken on the main issues

Sc¢ Sse .
d in the report, and the action it will now take.

2-
Aip;
rlineg are complex businesses, using advanced technology and

eXilStlcat ¢ communications and marketing. But the only reason they
ks carry people and goods. The pattern of services and the fares
Margeq

Yan
ngi S what they will pay for. Those airlines which provide the right
il SNSALLeL it B Towest pEloe. shonld thelves:  But they should be
SQWic::usly Open +to challenge by competitofs. The barriers to new
a

b Nd airlines who can provide a safe and reliable service should
101.,'.

3

His L o
Yoy torlcally most sectors of air ftransport have been heavily

ed
and Drotected by the State. That is still so in many overseas

QOUntrie

bﬂﬂt i the Government has to take account of that in its bilateral
io
Stq RegUlation is clearly needed in the case of safety where high

m ' ;
USt be mentioned; the case for regulating the commercial

oY I I ‘
alrlines is much less clear. The Government will move as

CONFIDENTIAL
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fap
and ! . : ;
fast as it can from a world of regulation to one where airlines

Con p
ete 4
for the customer's attention. In doing so, it will release the
*Nergs eg

of an industry whose growth since the second world war has

Enp-
iched the lives of many.

The Government's Objectives

h : :
¢ Objectives of UK airline policy are therefore these:-

Firs .
=18t to encourage a sound and competitive multi-airline industry

With :
2 variety of airlines of different characteristics serving the

Whole
Tange of travellers' needs and strong enough to compete

ag gr\e &
SSively against foreign airlines;

Secon
S 5o promote competition in all markets: internationally by

Worky
n 5 -~ . . N 4 M :
€ to reduce restrictions on services and by making it easier
Or‘n
ew a3 s 3 .
alrlines to enter the market; and domestically by cutting out

Co'ntr
ol : ;
S on ney services, and on fares and capacity;

Thirg
T % ensure adequate safeguards against anti-competitive or

Pedato
LY behaviour by airlines, to protect the long term interest of
Publjis 4
le through the maintenance of a competitive industry;

Fo
'-\H_I:EE

to PUt the ownership of British Airways into the hands of

Priy
ate
i . : : ’ :
nVehtors, including its employees, so as to remove from it

bot
the B
Festrictions and the protection of state ownership;

F.
ity ¢

O mas .
: T"filnta:.n high standards of safety.

CONFIDENTIAL . 2 7 9
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(1)

T M
he Edwards Committee report
airline

of 1969 set the pattern for Britain's

industry over the last decade. The Committee supported the

devel
)
Pment of g competitive multi-airline industry as the best way to

NEQt
Co . ] %
fSumer needs. Its conclusions are as valid today, as demand has

Eroy
N a ; 5 ik ;o
nd become more varied. There is now a wide range of efficient
&ipcr
aft : ! o : "
» large and small, with which airlines of all sizes can offer

Ce
§ Yo meet demand of all kinds.

T : : .
he benefits of competition are evident. In the charter market

Olid

Aymakc : y ; ;

YMmakepg have benefited enormously from the liberal licensing regime

with.

in g

Yrope. so too have British independent airlines who have risen to

€ cha)

\ lenge and now have a major presence in the charter field. Since

9

79

the g
] Overnment has encouraged agompetition on domestic services as a
e

libe
rat :
¢ act of policy. Travellers on the trunk routes from Heathrow to

land
B and Belfast can testify to the improvement in the quality of
Eryy g
4 c
an °Mpared with the days when there was only one carrier. Nor can
¥

o "
bt the effects of competition on overseas routes to places like

h
i Kong,

3 New York and Los Angeles. In the United States, domestic
Feauy
atj
i ; °n hasg generally benefited the traveller by forcing improvements
he o
fic;
Wing teiency of airlines previously protected by regulation from the
8
of Competition,

(1)
Br\it.
ish a4
nquiry ?1f Trgnsport in the Seventies: Report of the Committee of
Mto Civil Air Transport, Cmnd 4018.
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Building competition

7

Over the last five years, the CGovernment has taken a number of
ity g

ative iy, .

tives to build up competition between British airlines themselves

fnq wi
th foreign airlines. The Civil Aviation Act 1980 was a major step.
Th

e int
e - : . Sy
Tests of users are now given equal weight to those of the airlines

W
en
Seryi . . .
Vices are licensed. Simple though it was, that change to the

egisla-' ]
tion has produced significant results. It led directly to the

OPen
n
€ up of the domestic market and was a further step towards

cﬂmp #
etity ;
: 2O on irternational: routes.

G!
But bef0re

additional carriers can come in to provide competitive
sehvices

' there must be sufficient opportunity. This does not yel exist

&
VEPYwhere. 0 :
q N some routes for example, both domestic and international

i
o b prohably too low at present to support more than one British
abr. 3

len.
’ Blthough ~‘this does not ‘mean the entrenched positions of

ing
Bkt
flclent Operato

2 rs will be preserved. Internationally, overseas
nn

ent;
S have o be persuaded that they do a disservice to the

tn
er '
Bog) by inSlsting on highly protectionist regimes. The long term
a
mu$t
oy be to liberalise services wherever possible - where foreign
‘Pe

tity
on ; e
18 fair and Britain's interests are not prejudiced.

9

. SQ e
Cverseag markets are already fairly open, notably the United

8,
Ly e European Community offers the best chance for further
eralisaticn
limited

State

The Regional Air Services Directive of 1983 was a very

st
139 50

65y N the pright direction, allowing smaller airlines more
O
e s O moun+- A ; :
“hs. . UM services between the regional airports in the Community.

b O RIS ST TP o e & na ey #oay

CONEIDENTTAL
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(671

The o
“OVernment hag welcomed the European Commission's Second Memorandum on

Community Air Transport Policy which should provide the - basis for

Worth, ..
thwhlle liberalisation, though it does not go far enough. The

'ernment is seeking to persuade other member states that the Community
Shou) g P8pidly move to a liberal aviation market.
lo, AR he cans time the Government is seeking to negotiate more liberal
Uaieral Pégimes with other member states. The new arrangements agreed
%
Tt the Netherlands allow any British or Dutch airline supported by its
SPhmen to mount new services between the two countries at whatever
¢ :
_apmnty et thinks appropriate and to charge any fares approved by the
mmtry in which the traffic originates. The Government believes other

embe
I\ - 3 .
States will also come to recognise the need for liberalisation.

Civj :
.ﬁuahh“ilﬁﬂxiiﬁigg Authority's Review

11,

b fie GOVeanent plans to privatise British Airways early in 1935, It
ds

domlnant position in the industry, because of its size and its

Deratlng Beee

B Heathrow, the world‘s busiest international airport.
ut

OVer
the last ten years, the other British airlines have accounted for

growl
"€ shape of the industry's available output, though their networks
of

Sch
Sduleq Services include many routes which British Airways has

ed
h i ere ones in which its interest is marginal. British Airways
ag
be . : - 3 -
£ °ent years made substantial improvements in its efficiency and
fangy

ia)
4 Performance. The independent airlines fear that a more
I‘lcienL 5

8 Nd more competitive British Airways could overwhelm them.

ar‘ . - 3 .
Pen, S woulq need to be recognised even if British Airways were to
An 4

n
the Public sector.

CONF'IDENTIAL
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120

The Covernment is concerned to establish as free a market as possible

I oiys s .
Vil agn transport but one in which a multi-airline industry can

Mive and prosper. It is no part of Government policy to protect the
inEfﬁcient. But all Britain's airlines have a right to expect a
*erket Which jg not only competitive - and one in which competition is
faip _ but alge allows them to operate in a stable regulatory environment.

It
wcn i
Beito Meet those concerns that the Secretary of State for Transport

ke : .
4 the Civil Aviation Authority to review the implications of
Brivans.
atlalng British Airways for competition and the sound development of
the 5,

UStry., The Government is grateful both to the Authority for its

etgs -
a3 . . .
teq and thorough work and to the many interests, airlines and others,
Whoo
On 3 .
tllbuted their ideas during the Authority's consultations.

13,

Th . g P
he Main conclusions and recommendations of the Authority's report
wer.
e:

G There should be some reduction in the relative size of British
Airways so that other airlines have adequate opportunity to
develop and prosper including at least one airline fit to replace
Br‘itish Airways on any major intercontinental route should the
Neeq arise. Additional competition by British airlines on inter-

continental routes should be licensed wherever possible.

(2)

Intepcﬂntinental routes to Saudi Arabia and Harare should be
tbansfepPEd from British Airways at Heathrow to British
Caledon

an at CGatwick.
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(3)

(4)

(6)

(8)

CONMIDENTIAL 7

Ly . .
The Authority, acting within existing policies and powers, will
Seek to increasec the range and market penetration of European

Scheduledq services from CGatwick.

British Airwvays' scheduled service routes from Gatwick should be

taken gyer by other British airlines.

British Alrways' Buropean routes from provincial airports should

be taken over by other British airlines. ;

The Government should take specific powers to give effect to the
*allocation of routes in recommendations (2), (4) and (5) above.

These powers should then lapse.

The Covernment should look again at the possibility of increasing

Vailable capacity at Heathrow and Gatwick.

Prova: ... .

OVision should be made for access to Heathrow for competing
Seryi . P te . .

PVices on those of British Airways' domestic trunk routes where
di . ! :

Tect competition does not already exist, il necessary by

Tedycj o : :
ducing British Airvays' frequencies.
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(9) The Authority would favour a strengthening of its air transport
1icensing povers in order to promote the sound developnent
°f a competitive British airline industry and deal with
anti-competitive behaviour,

(10) The Authority does not propose any immediate restriction

°n British Airways' or British Airtours' charter operations

butt given a strengthening of its powers, will not hesitate
to set g quantitative limit +to their penetration of the
hOliday charter market if it is shown there is abuse of

& dominant position.

(11
) The Authority proposes to introduce, on a twe-year experimental
basig’ an area Tfacility allowing airlines to serve any
domestic route other than those specifically excluded.
(12)

The Authority proposes to cease regulating domestic air

fares pyug will still require fares to be filed with it
80 that it can intervene to prevent predatory or monopoly
Dricing. It will consult the Channel Islands and Isle

©f Man before extending the new arrangements to them,

COBFIDENTITAL

283




CONFTINENTIAL

The CGovernment's response

14

DeCiSionS on the Authority's report are now required. There has

Ably been uncertainty in the industry about the outcome of the

Teviey :
\ * Airlines have found it difficult to plan for the future and their

ploye
€3 ha ; oy k .
S_hﬂVe not unnaturally been anxious. Uncertainties affecting the

Privay .
atisgt; ; .
ation of British Airways must be resolved.

15
" Th
2 CoV@rnmtnt has decided that there will be no forced reduction in

Alrvays' gize relative to the rest of the industry. The

5 have grown despite Brltnsh Airways and should continue to be

ah)
RE
C gr s 3 (i ; 0 .
a grow, given fair competition, provided sufficient opportunities
Pe

avay
dilable to  them
Ry,
tar-e
S* Of those opportunities. If these conditions can be met, the

and provided they have the resources to take

D{Lnge
the Nt will pe able to grow so as to reduce further the imbalance in
industr,y :

C{)m
;;E‘“‘“mﬂ_ﬁﬂ_ﬁgggpean Scheduled Services

S this g
his yhite Paper has already explained, the best prospects for

intr
Oducy
n

Buyp € extra competition lie in the short haul routes to continental

Ope,

Pra : it i

Co raffic on many of these routes is sufficient to support

lpet_.

"Ng  Brjtq :

deg Titish airlines. It is a major objective to obtain dual

i natiorls

%iat both bilaterally and as part of the liberalisation of
ion i
n
the European Community.

. would develop mainly, but not uyclus1vely between
SH ; ; : : e 25 ]
\lr‘\fa L e iy, . g 4 PRLRTP L - G T 2 3

ys at heathrou nnd HrlLlrh Calcdon1an at Gatw1cb That would
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€ deas
Sirable not only because of its direct benefits but also to help the

d@v
elo . 1 : _— : 5
Plient of Gatwick as a major centre of international operations,

Gaiy 4
Vi . L ; :
k hag develeped rapidly as a major hub airport for London over the

la
st
s : :
€ven years, and now offers a wide range of services. Its
dev
€lop ;
Pment as 4 major airport will be encouraged further by the

r'eﬁr .
&thenlnﬁ of British Caledonian and by the imposition, from the end of
1985

of a limit of 275,000 air traffic movenents at Heathrow._ The

Vern

e : : :

nt therefore welcomes the Authority's intention to seek, through
NSing decisions, to increase the range and penetration of Luropean

8Chap
€du) e -
d Services from Gatwick.

18
Ll T h =
: ¢ Government considers that the development of Gatwick will be
lpeq

if Ry ; : ; ;
Brltlsh Airweys continues to operate scheduled services there.

Rm
30vi
NE Brjins s '
S PMitain'g largest airline would only diminish Gatwick's stature,

CUptg 5
ai)
¢ S i I A o 41

: Ompetition and prevent British Airways from offering direct
.er‘v' :

lcEE t
& Some points in the USA. The Government is not therefore able
0

acce
Pt the Authority's recommendation that British Airweys'

&ched
Uleq
Services at Gatwick should be transferred to other airlines. It

h°Deg .

Seryy e that British Airways will further develop its CGatwick
" “espite the penalty it suffers from splitting its London-based

ats

uvéilons between two airports. zfn order to reduce the penalty, the

Se ‘ent is Prepared to allow British Airways to move its scheduled

to Madrid, Barcelona and Lisbon from Gatwick tc Heathrow on

SRt Sufficient of its other scheduled services are moved from
Catwick To ensure no net increase in the level of British

aip ,
*ransport movements at Heathrow./
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19

The Authority recommended that British Airways' regional routes to

Rup
Obe : e ;

Shoula pe compulsorily transferred to other airlines. The main

a

Pguments for

&i
Yl Ereater

this are that the smaller independent operators should be

opportunities than they now have; that they could develop
Sy
tCh Services more single-mindedly than British Airways; and that such
B
ﬁmfepﬁ vwould be a way of reducing British Airways' relative size
it
hout W@akening its Heathrow network. British Airways is the major
Prgy s
fiden of services to Furepe from Britain's regional airports,

¥ from Manchester and Birminghan. Apart from British

Cal
eaon.
La he ™ . 4
Ny which now only operates European services from Gatwick, the

Peng
SR :
"t airlines also have a growing role. They have developed routes

iy
Cn
nuy, ; : : W . ,
Unber of airports either on their own initiative or following

Bpi
Mrways! withdrawal from routes. The Government has received

ra
Cpresentations from local authorities and other interests that

Ing
144
Sh A3
TWays should retain its regional presence.

20
bal; :
X *ldnce, the Government has decided not to accept the Authority's
e
"“"E_nc:q '
u 2 tion, A transfer of routes would not in itself increase
o .
£ N, ang there is a risk that without the major airline operating

’
“ANcheed.
Ds €Ster ang Birmingham both airports would become less attractive.
1tig)
= A.-
the tTvays and the independent airlines should instead compete in

Ons, 4 : s \
by It is open to the independents to challenge British Airways
&eekint‘r

L=

°Wm ko replace it on routes if it serves them inadequately, to
g

it on those routes or to develop completely new routes. The

al),
er ..
Qlrlines
Seoy Nes may be much better able than BA to operate these routes
Omicn
B e
d“ml VA rang elffectively. But inevitably there are costs in
L Qp-r.r\
R Ry : :
S, Qihlnncw routes and routes in competition with a large

»
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e

estahl.
18hed airline. British Airways has offered to help the independents

by
ma i rr . . . -
klnb available to any airline Jother than BCa;? up to £450,000 per
*Oute
SPread over 3 years tomeet some of the development costs and to help

the

N owiy
i ; : p : ;
th Supporting services. The offer is confined to a maximum of 15

Touteg

© SWpporting services. The offer is confined to a maximum of 15
g

e from the 6 regional airports at which British Airways currently
Oheps 4.

ePuLeS’ whether they are completely new routes or routes on which
Pits

Hsh Airuays itself flies. The Government now looks to British
ﬁirwayg

to Carry forward its proposals in discussion with any interested

ines e
Who obtain the necessary licences from the Authority.

¥
‘nte
Pcont 5
inental) Scheduled Services

2l

n S . S .
British Airways and British Caledonian the UK has the advantage,
Outside the United States, of +two airlines capable of

0
PE0atin,
J & network of 1long haul, intercontinental services. The

nmen 3
ot L will take all appropriate opportunities to negotiate with the
Ovep ; " e
i “nments concerned dual designations and opportunities for less
Pee
COD oh ok I . . . . -
Petition (such as designating two British carriers on routes to

in the same country). But, for the reasons explained

“Nis White Paper, progress on terms acceptable to the UK is

The Civiy

hey, viation Authority proposed then the Government should take

Y powers to transfer certain solidly profitable inter-
outes from British Airways to British Caledonian. The aim
StPEngthen the latter as a potential competitor, direct or

i ang . ¢ s, :
to make it better able to replace British Airways on a

CONT'IDENTIAL
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a3
‘uol\ i s 3 4 1 1
international route, should the need arise. While the Government

8ree
8 €enerally with these objectives, it considers that the Authority's

DPQD
Osals ; . ;
als for compulsery route transfers would be excessively disruptive

Brit; ;
tish Airways end went further than necessary to enable British

& edon
o) 2 il prE .
Mlan Lo take advantage of new competitive opportunities likely to be

ab el
le, Instead of compulsory transfers, the Covernment favours a

Pec 2
1prg .
cal arrangement to strengthen BCal financially, under which each
aj

Pline ;
Yould withdraw from routes which the other might then take up.

23
S Tha 7
two airlines have agreed to such an arrangement. British
Ay
SWayg
T 8 hag agreed to withdraw Trom Jeddah and Dhahran in Saudi Arabia.
he '
Goy
L) e . H . .
ment jg ready, subject to the licensing processes, to designate
Pltish 2 '

@ledonian as a British carrier in place of British Airways on
and to negotiate with the Saudi authorities to obtain rights

1} Serve Riyadh. For its part, British Caledonian proposes to
Tay
frop Atlanta in the USA and from its South American routes. It

Supp
e . . i . ‘
Nder jtg licences to Morocco, which it currently does not use.

*ON, British Caledonian will not oppose British Airways' licence

a1y
Catig
18 to serve Orlando and Tampa in the USA. The Government is

Pead
! agaj d i
Ay 8ain Subject to the licensing processes, to designate British
Ways
un bl
the der the relevant Air Services Agreements. It will now be for

airlin 1=
the g apply to the Civil Aviation Authority in the usual way for

icenc.
Sty &8 they require. The effect of these transfers would be to

ahouhd

=

sh Caledonian with increased annual profits estimated at

L5y m
S ¥ The reduction in British Airways' profits would be of the
y ordep
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24,
IneVltably, an exchange on these lines wouldmean that the Exchequer

and t
he taxpayer would receive less on the privatisation of British

ir\wa
YS than would otherwise be the case, other things being equal. But

e g
ov 4 ; . : ;
ethment considers that some reduction in the proceeds of sale is

i

ed by the benefit to the consumer from strengthening British
=] edon <

n

‘8n ag g competitor to British Airways on international routes, and

€ be
nefi{ o e g 4 ;
fit to the economy of Keener and more efficient competition with

fol"eign . :
Carriers, This agreement should prove of advantage to both

&lpy ines _
* @d ghould avoid undue disruption for their networks and the
Stargp

The Government looks to both airlines to smooth the

+ 80 far as possible, for the travelling public and for the

%5,

Th :
Ouol - A L 3 o =
&h an exchange on these lines would not in itself increase direct

Compeys
Detlti on i1 . S : . w it
» 1T will place British Caledonian in a strong position to take

adva
Nta
e
ﬁ 8¢ of the further opportunities for dual designation of British
rlin
es
on EUPopean and long haul routes which the Government is

Comy »
mmltted to
Seek, But competition need not be solely between British

it‘w
NE 5
2 Britigp Caledonian. The  Governments welcomes too  the

t
ngenCe o :

an Suitable routes of specialist carriers who can provide
e

allonae to the established airlines.

AMNMPTOTNRIMTAT
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Do 3
estic Services

2 :
R R s - e ] . .
¢ United Kingdom is the only significant market in which there
he ¢,
freedom +to 1liberalise air transport without the constraints
imp
0$ed
by agreements with other countris. This VWhite Paper has

alpe
ad !
Y Pointed to the benefits of competition on domestic services

Tor
that reason the CGoverment strongly endorses the Authority's

DPQD
Osa) ‘
to Introduce, initially as an experiment for two years,

ar‘ea >
1lcen51ng facility allowing airlines to fly, subject to certain

epty
on . . 5 . , ¥
S, between any two points in the UK. This will be an important
Ste
P a1y
owi ; St ;
Wing our domestic airlines to develop services based on

Cy
stomer need

th

The Government also welcomes the Authority's proposal

at g
Olesty
1¢ fares should no longer require specific approval.

c
Lrterg

2,

Yiths
Nin g : ;

in A Europe, the charter market is already virtually a free market
Which ;

- alrlines can compete unhampered by Government regulation.

Spi+
Q‘mGCWmmm

by expressed by the charter airlines aboul the impact a

Vati
S€d R as
Britisy Airways could have on their activities, the Government

Ig
PEIUCtant t L1

%v 3 © initiate measures which directly restrict the present
e

CO| 42 : .
uht Mpetition, The Government therefore agrees with the Authority

ban pysaes
British Airways from whole plane charters, or to require

Aip
tours o be disbanded or sold separately would not benefit

of “he consumer. In the CGovernment's view abuse by any airline

dong
fing T
%ecif "t position in the charter market is best dealt with by
o
Safeoys
Feionds against anti-competitive behaviour. Provided the

are - 5 2 .
effectlve, the Covernment believes there is no need to
out ch

arte i ;
ters fop special treatment.
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Safeguards against anti-competitive behaviour

28
. C : > = i’ o .
ivil Aviation Authority's report drew attention to the need to deal
With
ant ikl ; . .
‘“tlhcompetltlve behaviour. The Government agrees that it is
Qsaenti

al the Authority is able to do this. The Authority will remain

the
Maji 2 ;
N regulator of the civil air transport industry and thercfore the

Sulwark against airlines acting in a predatory fashion towards

\ Comﬂetitors. However, the GCGovernment is satisfied the Authori£y
alp
: i 188 sufficient pewers to act against anti-competitive and
Ped
; atory behavi oupr in the industry. Through the licensing system, the
Wthgps
% S ¢an attach appropriate conditions to an air transport licence in
A
lnterests of users. It can refuse lower prices to an airline where

th
Sy
Can pe
€ shown to be predatory; increase prices which are being frozen,

re

Bardlegq Of “piaz ‘ : . i
L Plsing costs, with predatory intent; and cut back capacity
nd i

Tequency
e ; 5 e : .
NCies designed to force out rival airlines. The Government is

aaking (o
¢ Authority to use its powers accordingly.

29,

Alyg
hough  the Government regards the Authority as the primary

Ngty
um.en-t fOr‘ . . s ‘s . 1 . L
acting against anti-competitive behaviour, the Director

ene
Cra] of Faip T

to rading also has a back up role. The Government intends

ang thig and to bpin

cop g civil aviation more into the mainstream of the
i p ;

Copp as they apply to industry generally. Under the
Eultion Act 1980
L]

See), the Director General can already investigate and

Teneq !
v anti-competitive conduct in domestic air services. Under

the Pag

. m 3
Qegyy fading Act 1973 the Director General can refer monopoly
On

SiEek:
o) 3 N . . . " .
the lonopolies and llergers Commission, subject to the
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Sec
Pete PR .
tary of State for Trade and Industry's veto, with a few exceptions

incl .
Ud st el . - . . .
Mg civil gviation. The Government proposes to give him the power

to
i S o
nve°tlgate chiarters under the Competition Act 1980 and to refer
mOno
Poly Questions concerning both charter and domestic services to the

"IOn
%Polig : , . iy
168 ang Mergers Commission under the Fair Trading Act. He will

hav
e
n ) L ; 5 :
© such povers in relation to international scheduled services bhut
Ove 3 3 : 5o
€fnment will retain its presenl powers to refer any aspect of civil

The

n, including international scheduled services, to the Commission.

s : ;
Vernnent will lay the necessary Statutory Instruments before
Py
Dlia
I"l ; u o '
SR ) extend the DRirector General's powers. The Director General

Will
11 ’
N be able to give more substantial support to the Authority in its
bole
as

the Tirst line of defence against anti-competitive behaviour.
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The air transport licensing system

3
0. Where the other governments concerned choose to favour their

BE8ke iy )ines by subsidising them or restricting competition it
i1l be impossible to liberalise international scheduled services.
Noz Will it be possible to deregulate domestic services completely
9iven that there cannot be free access to all the UK's airports.
The Civil Aviation Authority will need to continue regulating entry
© Many of the routes airlines wish to fly.
31, The Authorities favour a strengthening of the powers and
: mu4@& in order to provide the sound development of the industry.
The Present statutory framework has, however, proved sufficiently
flelele and adaptable to allow the competitive development of
?lrline Services and will in the Government's view be sufficient to
"Plement tpe policies in this White Paper. After very careful
nsideration the Government has concluded it is neither necessary
desirable for the Authorities to be given a duty to promote
& SOung development of a competitive British airline industry.
3
ii' As this White Paper has made clear, the Government believes
; S i the consumer's interest to ensure there are a number of
2 i;clent and profitable British airlines strong enough to compete
€ach Other directly or indirectly where the opportunity occurs,
wZiSPQCtlve of whether there is a competing foreign airline. It
; ot be possible to secure direct competition between British
Fines On every route. Even theh, the Government considers the
Iouizznce Of a British airline indirectly competing on other
And able to take over a part*cular route if the airline

0
peratlng i '
t should withdraw, is a spur to efficient service and
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a :
Market-orientated approach by the incumbent airline. 1In the
Goy
€rnment's view, the Authority can generally achieve all this

hr :
%Ugh the licensing system with its present powers,

33

Appeals from a licensing decision by the Authority are
etermined by the Secretary of State for Transport. Although
"e must recognise that the Authority has primary responsibility
r liCensing decisions, he will consider each case referred to him
this Way on its merits. Before directing the Authority to
SVerse Or vary any of its decisions, he is bound by the Civil
Mation pct 1982 to have particular regard to the Authority's
n statutory duties, Nevertheless, he may form his own judgement
o the Merits of the issues facing the Authority in the light of his
TeSponsibilities and against the background of this White

Pape
Tl e Will not lightly substitute his own judgement for that

0
th : s
. 5 A“Lhorlty, but the Secretary of State is free to do so where,

Sls
tently with the statute, there is in his opinion a
bsta
Ntial reason for directing the Authority to reverse or vary

a]']y
o
fits decisions,

Airports policy

3¢

Th
€ Civil Aviation Authority recommended that the Government

evle

W

o lts airports policy, particularly in order to give airlines
e g

pportunltles of using Heathrow for domestic services. The

Goye
m@ﬂ:::int has reaffirmed the intention announced by its
mla'r tSOrS to impose an annual limit for environmental reasons
-]“to peransport movements at Heathrow, when Terminal 4 comes

S . .
abOQt 3 aLlon nextnyeggs Consultation is at present in progress
Goy I= vay 1n which that limit will be administered, and the
in et ) take careful account of the Authority's views

@de-
INg that guestion,
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%, The longer term provision of airport capacity in the London

rea iy depend on the report of the planning inquiry into the
applications to develop Stansted or alternatively a fifth terminal
At Heathrow. The Inspector's report is still awaited. Until the
Governwent has had an opportunity to consider it, it cannot make

A Changes ip the present policy for the London area airports.

CONCLys 1o

36

This White paper marks out the the way ahead for the air
.ranSPOrt industry, It provides a stable framework for Ehe
“Teseeap) future, Within it, Britain's airlines can and must

v adVantage of present and emerging opportunities to compete
m]fair terms, Only competition will ensure a flow of innovative
ldeas' and new management and marketing methods which is essential
£ Britain'g airlines to keep their place in the world, and serve

t
. the traveller well,
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