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Introduction

The continuing growth of passenger and cargo traffic in the Asia Pacific region, despite economic and financial problems emanating from the Asian currency crisis of 1997,presents a number of challenges and opportunities to airline and airport operators alike. Before making some observations on the development of hub and spoke airports it may be useful to single out some factors driving both their origins and,more importantly, their viability.

.  Globalisation and De-regulation

The spread of deregulation and globalisation of the world’s airline systems has been a factor in the spread of hub and spokes airports.In the US the Airline Deregulation Act  marked a staged seven year withdrawal of US Federal regulation of airline routes and services. Domestic airline traffic expanded considerably and while some airports experienced double digit growth other airports lost traffic to other rivals. At this point the airline hub and spokes system emerged. With deregulation in Australia on 31 October 1990 domestic airline passenger numbers soared and existing major airports experienced significant growth of terminal use and expansion, together with hub and spokes development, even if in a smaller domestic aviation market compared to the US. Notably regional airports, such as Brisbane and Cairns ,developed hub and spoke features fuelled by increased local domestic traffic and also new chartered and scheduled tourist driven flights from North Asia (notably Japan) and New Zealand.

Hub and spokes generation following deregulation has repeated itself in Europe The elevation of regional airports such as Munich, Belfast and Manchester to international operator status; the farsightedness of governments both national and local is testimony to the advantages these airports have built upon these as well as pre-deregulation, innovative , pivotal players such as Schipol .

Bilateral agreements and the alliance strategy

Bilateral air services agreements effectively limit airline capacity, routes to be flown and operating capacity between each party to the agreement.  The aim in negotiating these agreements is to obtain the best outcome in the national interest of each party.

The creation of the European Union as a truly common market in 1994 accentuated the move from bilateral to multilateral air traffic agreements.  This will result in negotiations on a bloc to bloc basis rather than nation to nation becoming the standard pattern.

Critics of the bilateral system claim that it restricts the expansion of world aviation markets and enhancement of efficient airlines, which then places limitations on tourism and trade. These are factors in airport growth and development.

The Australian government has encouraged new services and routes, for both Australian and foreign carriers in order to boost trade and tourism. This has involved, in the context of bilateral agreements, the granting of reciprocal rights, particularly to Asian carriers. Consequently Asian  and Australian carriers have gained considerably increased access to each others’ markets.

The Australian Productivity Commission in its Report on International Air Services  (July 1998) observed that the international system governing international aviation, operating through the international bilateral system arrangements, imposed restrictions on airline ownership and control, capacity, frequency and destination of flights. The Commission concluded that the system restricted competition, increased the costs of aviation activities and was unable to cope with the ever growing demands for international air services. While the Australian Government had been loosening these restraints, the Commission viewed this process as being too slow

As long as the rest of the world remained committed to the bilateral system the Commission regarded  unilateral action by Australia to remove all current bilateral access restrictions on foreign carriers as making Australia worse off.The Commission proposed a policy of liberalizing on a reciprocal basis with other countries, bilaterally, plurilaterally and eventually, multilaterally.

In June this year the Federal Government announced its response to the Productivity Commission Report. The Minister for Transport and Regional Services, the Hon. John Anderson, emphasised international air travel as Australia’s link to the world, underpinning a valuable inbound tourist industry .Since March 1996 capacity to and from Australia had increased by the equivalent of 276 Boeing 747’s per week.

Australia would offer foreign international airlines unrestricted access to all international airports except Sydney, Melbourne and Perth.Foreign international airlines operating to regional Australia would have unlimited capacity, code share, and own stopover rights. This decision was a boost for cities such as Adelaide ,Cairns and Darwin as airlines would have greater freedom to develop their Australian routes.

However, foreign international airlines would not be  permitted to fly domestically within Australia. With the exception of New Zealand (which is within a Single Aviation Market with Australia-an open skies model) none of Australia’s trading partners allow Qantas or Ansett to operate domestically within their countries. The Productivity Commission, although in favour of removing cabotage, concluded that the benefits of doing so were small.

The Treasurer ,the Hon Mr Peter Costello, stated 

“International air travel is governed by a complex system of bilateral aviation agreements..The Productivity Commission pointed out that the bilateral system has stifled the growth of efficient airlines, as well as hurting consumers and the industries that depend on air travel. Australia cannot end the bilateral system by itself. we will, however, seek to negotiate open skies arrangements with like minded countries where this is in the national interest .Under bilateral open skies, international airlines from Australia and a second country would be free to operate whatever services they wished from one to the other.Australia’s competition laws will be part of any open skies arrangements.

Bilateral open skies will not effect our ban on foreign international airlines flying domestically .In addition, Australia will be proposing that international aviation be liberalised on a multilateral basis through the General Agreement on Trade in Services round that begins next year (2000).

Foreign persons (including foreign airlines) will be allowed to acquire up to 49 per cent of the equity of an Australian international airline,and up to 100 per cent of the equity in an Australian domestic airline,unless this is contrary to the national interest.

The Government will retain the existing ownership restrictions on Qantas..”

In addition:

· Australia will offer unrestricted access to all international airports for dedicated freighters

· Australia will, in all cases, aim to achieve a more liberal regime for designating international airlines

· *Australia will establish a formal consultation process to help develop its position  in international air services negotiations

· the Federal Government will reform the roles and responsibilities of the International Air Services Commission (IASC) to simplify the processes for allocating capacity to Australian airlines.

Trading international aviation rights ,as outlined in the above Australian Government policy statement ,negotiated as part of overall trade agreements, needs to be undertaken in a flexible way which maximises increase in overall traffic to develop hub airports and facilitate access for carriers to new and existing routes in the Asia Pacific region and beyond.

.

Airport privatisation; Australian version

Outside of the United Kingdom, Australia is the only country to attempt full-scale privatisation of its airports. This measure was commenced in 1995 by the Keating Labor  Government and finalised by the present Howard Coalition Government. This involved the sale of the 22 airports controlled by the now defunct Federal Airports Corporation(FAC) In 1995,Australia’s major hub,  Sydney (Kingsford Smith) Airport, generated 38% of the FAC revenue,48% of international and 27% of domestic passenger movements..

 The total sale price  of the FAC airports reached $4067.75 million;Schipol ended up as a major investor in Brisbane Airport with British Airports Australia taking a significant holding in Melbourne and Launceston Airports (see Table).

The Federal Government ,following the airport divestment program, announced in May 1998 that remaining airport holdings which included Sydney Airport and local Sydney airports(Bankstown, Camden and Hoxton Park),would be under a Commonwealth-owned body, the Sydney Airports Corporation. The Federal Government will retain control of Sydney’s airports until the environmental impact process for the second Sydney airport is finalised. The final Environmental Impact Statement for the proposed airport at Badgery’s Creek was released on November 1 1999.

Geoffrey Ambrose, project and Planning Manager for British Airports Authority Australia, predicted that there would be an increasing market for Sydney West domestic and international services after 2000 as slot and capacity restrictions and increased inbound tourism affected Sydney Airport. Sydney Airport is currently under a curfew between 11pm and 6 am each day by virtue of the Sydney Airport Curfew Act 1995(Cth).These tight curfew laws will force night time freight operators to consider moving to Sydney West (when built)..A Federal Government slot management scheme (which is capped at 80 to 85 aircraft movements per hour) has been operating since Ocober 1998. In July 1999 the Federal Minister for Transport and Regional Services claimed that  delays and congestion at Sydney Airport had been minimised to the extent that there are now fewer delays there than at major American airports such as Los Angeles International,Chicago O’Hare,and Atlanta Hartfield with 85 per cent of arrivals and departures at Sydney Airport within 15 minutes of the scheduled time.

The issue of differential airport pricing has been cited by Geoff Ambrose as being successful in spreading business between the three London airports and Luton. This raises the issue of the viability of secondary airports such as Sydney West, although the assumption is that the successful investors in the two Sydney airports were satisfied with the validity of the projected projected traffic for Sydney West..Montreal and Washington have had distinct problems while,in contrast, New York,London(Gatwick) and Milan have established resilient niche markets for themselves.

The Airports Act 1996(Cth) provides the regulatory umberella for the new privatised system of Australian airports.It was amended at Bill stage to change the powers of the Transport Minister to declare an airport subject to specific management measures to alleviate capacity difficulties without referring to the operator or the airlines. The Act now enshrines the industry’s right to consultation over the introduction of demand management schemes at airports.

The Airports Act 1996(Cth) sets out the basic rules for airport leases by the Federal Government. The Act provides for the acquisition of only one airport site by a person with Sydney and Sydney West under common ownership. No airport lease is to be transferred without permission of the Minister. The Act limits foreign ownership to 49% and to 5% by airlines. Each airport is required to produce a draft and final master plan to be approved at each stage by the Minister. Any major airport development must not be carried out except in accordance with a major development plan approved by the Minister. Similarly draft and final environmental strategies are subject to Ministerial approval.The Act provides for reporting and accounting requirements.

Chinese Dragons versus White Elephants?

Within the region of South East China,the Republic of Korea and Japan the last 5 years have seen unprecedented construction of civil airports. Yong Dong,Kansai,Chek Lap Kok,Macau, Zhuhai as well as the new Pudong Shanghai International Airport all bear witness to this fact. Despite the Asian financial crisis the domestic and international passenger markets of the People’s Republic of China remain relatively bouyant. There are ,however, transport infrastructure projects including airport construction which have taken place in Guandong Province, as an example , which may have not been based on a careful assessment of market needs.

The Zhuhai Airport at a construction cost of $240 million operates at around 10% of capacity and is only expected to break even in 2005.It is within a few kilometres of Macau Airport and thus has all the problems vying for markets with a well established international competitor let alone Chek Lap Kok over in the Hong Kong Special Economic Zone.There are now eight airports  within 200 kilometres of Guangzhou.

Zhuhai symbolises the zeal with which Guangdong Province’s leaders accepted their designation as a model for national economic reform.Following Deng Xiaoping’s visit in 1992 the Pearl River Delta Co-ordination Council took on the task of co-ordination  of major projects which included the raising of $28 billion mainly from foreign investors.In the Delta cities port development boomed in the 1992-1997 period. The Special Economic Zone of Shenzhen has four ports; in all the Delta has 13 ports,exclusive of Hong Kong’s extensive facilities. In the words of Richard Yue-Chim Wang,director of the Hong Kong Centre for Economic Research “if they all have ports,none can survive”.

The resulting winners and losers in the battle to become hub airports following the 1978 aviation deregulation in the United States show what happens when market forces determine what airports will grow and those that will shrink. However, more than market forces were at work.

US airport development was fuelled by billions of dollars of funding by combinations of federal and local grants ,added to by municipal bonds backed by airport revenues..The US Federal Aviation Administration(FAA) played.(and plays). a role through the Airport Improvement Program (AIP) which has a priority system which determines which projects receive federal funding. Apart from safety as a major priority, the second is capacity (including runways).The other priority is the size of the airport. This means that under the AIP large airports get larger, even though it might be more sensible to have hubbing traffic shifted to other airports (contrast the Sydney/Sydney West model).Capacity issues in the US are covered by the  FAA under its National Plan of Integrated Airport Systems (NPIAS).However, this does not mean that the US has a national airport system as the FAA cannot make any city or region build or expand an airport. All it can do is offer funding to the municipal government and wait for that body to act.

Airport development:Acts of Political Faith?

Paul Bollinger,Vice President Day & Zimmerman Transportation Services, in a paper given to the 3rd Asian Institute of Air and Space Law Conference in Beijing in August 1995 made the telling statement;” The policies affecting airport development are driven by politics” adding that money and politics go hand in hand. This would seem to be an observation that can apply to airport development anywhere in the world, including the People’s Republic of China.

In the bid to create major hubs in the world-in our immediate region such as Yong Dong Airport outside Seoul and the development of Shanghai Pudong Airport -national policies and capital resources are joined. The increase in passenger traffic in the region generates substantial demand for capital investment in major airports.

Once the policy has been set by government, regarding investment and related criteria, co-ordination is vital due to demands placed on airlines, local authorities, environmental agencies.

Against this background of passenger demand some of the developments in liberalisation of bilateral air services agreements and privatisation of airports have influence on the growth and location of hubs.

Conclusion

There are a number of factors driving the development of major airport hubs and their feeder systems. Globalisation and deregulation of air services and privatisation of airports are examples of some of these factors. However economic determinism is not a universal creed in the political spectrum .The growth of airports, and their decline like the rise and fall of maritime ports through history, are not governed by economic forces alone .Political goals, municipal pride, national aspirations play there part. Some of these have resulted in the wrong airports in the wrong places-yet investments made on poor financial data may also be in the lists of failures.

The success of major airports hubs delivers an impetus to economic growth through employment, ancilliary services, increased tourism. Are there are lessons for Asian airports in the recent privatisation of airports by Australia? The need for coordination of airport development is ensured in Australia through the Airports Act. which in its provisions might provide some indications for other countries. Inducing investment through privatisation but ensuring national policy goals are followed would similarly seem to be a worthwhile aim. If policy is the key then in the words of Mao Tse Tung;

“Sailing the seas depends on the helmsman.”
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