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No effective competition between suppliers of jet fuel at Sydney Airport 

Caltex and the JUHI Participants have argued declaration will not increase competition. 
Further, they have rejected that there is monopoly pricing for jet fuel at Sydney Airport. 

Caltex has stated that ' There is no evidence that further entry would be likely or would 
materially increase competition' [. The IV Participants state that 'The JV participants reject 
any contention that there is monopoly pricing at Sydney Airport.,2 

The Applicant's motivation for seeking declaration of the Caltex Pipeline and Sydney JUHl 

is a direct result of many member airlines expressing ongoing concerns over the lack of 

effective competition between the suppliers ofjet fuel at Sydney Airport. The short 
submissions by Korean Air, Emirates and United Parcel Service Co highlight the problem in 
simple terms - when airlines put out tenders for the supply ofjet fuel at Sydney Airport the 
level of competition between jet fuel suppliers is often extremely limited. 

The Applicant considers that the lack of effective competition is also supported by: 

• 	 the estimated Herfindahl-Hirschman Index (HHI), 

• 	 the identified barriers to entry generated through the vertically integrated ownership 
arrangements of the Caltex Pipeline and Sydney JUHI, and 

• 	 the fuel differential information provided by IA T A. 

All information and evidence has its limitations, something submissions opposed to the 
declarations have focused on. The Applicant agrees with Sapere's argument that ' the level of 
market concentration alone may not necessarily be the prime determinant for the actual state 
of competition in a market.'} The stated inability of many international airlines to obtain 

competitive bids for jet fuel at Sydney Airport is perhaps the strongest indicator of the state 
of competition in the market. 

The Applicant considers that none of the submissions opposed to declaration have 
demonstrated that effective competition currently occurs between the incumbent suppliers of 
jet fuel at Sydney Airport. If effective competition did occur, then there would be no 

1 Caltex Submission, p.27. 

2 JUHI Sydney Submission, p. 6. 

3 Sapere Submission, p. V. 
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incentive for the Applicant's members to seek declaration ofthe Caltex Pipeline and Sydney 
JUHI. 

Ability and incentive for Caltex and JUHI Participants to exercise market power to 
adversely affect competition in dependent markets 

The Applicant considers that Caltex and the JUHI Participants have the ability and incentive 
to adversely affect competition in markets for: 

(a) the supply ofjet fuel at Sydney Airport; 
(b) into-plane services at Sydney Airport; and 
(c) international and domestic markets for the carriage of passengers and freight into and 

out of Sydney Airport. 

Caltex claims that they have no incentive to refuse access and currently provide access on 
commercial terms, arguing that: 

A more reasonable analysis of Caltex's incentives is that, where Caltex does increase capacity, 

it has an option-value on the additional capacity. That is, there is a positive value associated 
with it having the ability to expand its downstream supply in the event it is able to do so. 

However, if it is not able to secure additional supply - ie because alternative suppliers 

(including Shell) are winning volume in the downstream market at its expense - then its 

incentive is to make capacity available to other suppliers in order to improve its asset 

utilisation, provided it is fairly compensated for the costs incurred in its so doing (including a 
fair compensation for its lost option-value).4 

The Applicant considers that the problem with this argument is that the ability of competitors 

to win volumes from Caltex is a function of Caltex' s willingness to make its Pipeline 
available to them in the first place. That is, competitors first need to have secured (or 
certainty over the ability to secure) sufficient access to the jet fuel infrastructure supply chain 
before they can seek to actively compete at Sydney AirpOlt. The fact that Caltex currently 
provides access to its Pipeline about 5.5 days per month effectively limits the level of 

downstream competition. This is the very problem expressed by the Applicant's members in 
their submissions. Effective competition between jet fuel suppliers does not exist because of 

the inability of most suppliers to meet required demands. 

No effective access regimes are in place 

Neither Caltex nor the JUHI Participants have demonstrated that they have arrangements in 

place that provide access to their essential infrastructure on fair and reasonable terms and 
conditions. 

In the case of the Sydney JUHI, the JUHI Participants have provided information on the 
criteria used to assess potential applicants for equity participation.5 However, the criteria do 

not cover the actual terms and conditions of access should equity participation be allowed. 

4 Caltex Submission p. 71. 

5 JUHI Sydney Submission, pp. 25-28. 



3 


That is, reasonable application criteria are necessary, but not sufficient, to ensure an effective 
access regime. 

A vailable evidence indicates that equity participation is not provided on fair and reasonable 
tenns and conditions. The Applicant notes the Qantas Airways 2008 submission to the Select 
Committee Fuel and Energy Inquiry, which argues that: 

... while at the Sydney Joint User Hydrant Installation (JUHI) Qantas purchased a share of the 

on-airport storage and international distribution faci lities in 1988 and bought into the domestic 

distribution facilities in 2004. However, the Sydney JUH[ has stringent requirements and high 

costs which are prohibitive to smaller operators wanting to participate, and does not offer an 
itinerate rate - for example a throughput arrangement - without necessary equity investment.6 

Tn its submission to the Select Committee Fuel and Energy Inquiry, Qantas also argued that 'by 

controlling at least one part of the supply chain in each major Australian port, existing suppliers have 

been able to make it almost impossible for new suppl iers to enter the market. ' (p. 5). Given Qantas is 
now able to undel1ake a level of self supply through Q8 Aviation, it is reasonable to assume Qantas 
achieves far more competitive outcomes for jet fuel at Sydney Airport compared to other airlines. 

However, this outcome is limited to Qantas. As stated by Qantas, it is cost prohibitive for smaller 

airlines to become a member of the Sydney JUHI. In providing air transport services and as a member 

of the Sydney JUHI, Qantas is uniquely placed to make such observations. 

The Applicant understands that Caltex retains discretion over the capacity of its Pipeline that 
is made available to competitors. Whether this determined capacity is made available 
through open tendering or some other allocation process does not address the underlying 
problem over the amount of capacity made available to competitors. 

The Applicant also does not consider that the lack of effective competition between the 
suppliers of jet fuel at Sydney AirpOlt is a problem of capacity rather than access to available 
capacity.? Once the upgrade ofthe Caltex Pipeline is completed, it is forecast that further jet 
fuel transport capacity will not be required until some time in 2020. However, for the reasons 
stated above and as contained in the Applicant's initial submission, Caltex (and the mHI 

Participants) retains the ability and incentive to use its market power to limit the level of 
effective competition between jet fuel suppliers. This problem is not alleviated by the 
incremental expansion of the existing jet fuel supply infrastructure by the incumbent oil 

compames. 

The incentives associated with different ownership arrangements also explain the differences 
in expected market outcomes, as contained in the Applicant's initial and supplementary 

submissions. When Caltex (and possibly Shell) expands the capacity of its Pipeline to meet 
forecast demand, status quo arrangements prevail in terms of the ability of competitors to 
obtain access on fair and reasonable terms and conditions. 

If a competing transpOlt service was provided by an independent party, then they would have 

the incentive to make access available to jet fuel suppliers on a non-discriminatory basis. 

6 Qantas Airways (29 September 2008) Submission to the Select Committee Fuel and Energy Inquiry, p. 5. 
7 See Qantas submission. 
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This is because an independent provider of a competing jet fuel transport service has the 

incentive to encourage competition between jet fuel suppliers. The additional competition 

would reduce downstream costs and increase overall jet fuel demands through greater activity 

at Sydney Airport. This in tum would increase the total demand for the transport ofjet fuel 
to Sydney Airport, increasing the total profits that could be obtained. 

The existence of the SheIl PipeJine 

Caltex argues that the existence of the Shell Pipeline means that the Council cannot conclude 

that it is not uneconomic develop another facility in addition to the Caltex Pipeline: 

The mere existence of the Shell Jet Fuel Pipeline is therefore inconsistent with the Caltex Jet 

Fuel Pipeline being a natural monopoly.s ... it should be noted that it is irrelevant to criterion 

(b) whether Shell would make its pipeline available to third parties ... 9 

The Applicant considers that alternative jet fuel transport options for new competitors for the 
supply of jet fuel at Sydney Airport need to be considered on the basis of their ' practical 
economic merit' . The existence of a facility that cannot be used does not constitute an 
alternate facility that undermines the natural monopoly characteristics of the existing facility. 
This is the reason why the Applicant's service definition is the transport of jet fuel from 

Vopak's offsite storage facility to the Sydney JUHI, and not any offsite storage facility to the 
Sydney JUHI. 

The Shell Pipeline is clearly not a viable alternative for new suppliers of jet fuel to Sydney 
Airport. As stated in the SJFIWG Report, 'the only common-user bulk liquids berth in NSW 
is available at Port Botany ... ' 10 The Applicant is unaware of any intention by Shell to make 

its facility available to other suppliers ofjet fuel. Shell has not made a submission to the 

Council indicating that it would be willing to offer the use of its facilities to rival suppliers of 
jet fuel to Sydney Airport, should capacity be available in the first place. 

The Caltex Pipeline remains the only practical option available to importers ofjet fuel (other 

than Shell) to transport sufficient volumes of jet fuel to Sydney Airport to engage in effective 

competition. As such, the Applicant considers that its service definition accurately reflects 
the prevailing market anangements. 

Trucking jet fuel to Sydney Airport 

Caltex has argued that trucking jet fuel from offsite storage facilities to the Sydney JUHI 

represents a 'cost competitive' option to its Pipeline. Caltex claims that the cost of trucking 
is likely to be no higher than currently occurs in Melbourne. il 

The Applicant understands that trucking currently meets a very small fraction of the total 
demand for jet fuel at Sydney Airport. The SJFIWG Report notes that: 

8 Caltex Submission, p. 64. 

9 Caltex Submission, p. 58. 
10 SJFIWG Report, p. 23 

11 Caltex, p. 24. 
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Trucking of fuel into the Sydney Airport JUHI is possible, but not nonnally undertaken. The 

critical supply situation in December 2009 warranted this additional supply method and was 

successfully utilised to supplement the flow ofjet fuel into the JUHl by approximately 200,000 
L (0.2ML) per day. [2 

The Applicant does not consider that the trucking ofjet fuel represents any meaningful 
alternative to the Caltex Pipeline for the following reasons. 

First, any significant trucking ofjet fuel faces the problem of congested roads around Sydney 

Airport. This congestion increases the cost and limits the practical ability to truck jet fuel to 

Sydney Airport. The recent independent review by the Productivity Commission into 

Australia's major airports has identified significant congestion issues with surface transport 

access to Sydney Airport. As stated by the Productivity Commission: 

Sydney airport serviced almost 35 million passengers in 2009-10 and is also a major freight 


hub. It is eight kilometres from the CBD and situated next to Port Botany. Major arterial 

roads, which converge on and encircle the airport, are often congested with commuter, 

passenger, air freight and seaport container traffic. 13 


Second the SJFIWG Report casts serious doubt over the ability to truck large amounts of fuel 

to the Sydney JUHI: 

Trucking significantly increases traffic congestion around the immediate JUm area. It also 

increases safety risks at JUHI. 14 


Finally, the ability to truck fuel to the Sydney JUHI is currently limited to the JUHI 

Participants, as equity participation is required to input jet fuel into the Sydney JUHI. 

For all the reasons stated above, the Applicant does not consider that the trucking ofjet fuel 

has any practical economic merit in providing an alternative service to the Caltex Pipeline. 

Scope of the defined JUHI service 

The JUHI Participants, in their submission in response to the application for declaration, 

claim that the Applicant 'does not adequately define the service in respect of which access is 

sought.' (p. 33) The JUHI Participants maintain 'there are a large number of services 

facilitated through the JUHI infrastructme. These services include storage and pipeline 
distribution services, but also include various essential product testing and maintenance 

services to ensure fuel quality and reliability of supply, as well as services to support into

plane service providers, and services to support the delivery of fuel tankers rather than 

through the JUHI pipeline network and accounting, reconciliation and stock management 

services to enable fuel distribution from the JUHI.' (p. 33) 

12 SJFIWG Report, p. 25 . 


13 Productivity Commission (2011) Economic Regulation of Airport Services, Draft Inquiry Report, Canberra. 


14 SJFIWG Report, p. 25. 
p.XL 
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The Applicant maintains that it is clearly the case that each of the' large number of services 
facilitated through the JUHI infrastructure' are 'integral but subsidiary parts of the service' 
within the meaning of the definition of 'service' in s44B of the Australian Competition and 
Consumer Act 2010 for which declaration may be sought. Hence, the Applicant maintains 
that the service in respect of which access is sought in relation to the Sydney JUHI Facility 
has been adequately defined. 

29 November 2011 


