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Profit maximising prices for the airside service

1. Introduction

Gilbert + Tobin has asked Frontier Economics to provide advice on the extent to
which SACL, atting as an uncondrained profit maximisng monopaligt, is expected to
st prices for the arsde sarvice above the competitive levd, taking into account the
complementarities in  demand beween the ardde savice and nonraeronautica
services.

Frontier has dso been asked to advise on the expected Sze of any markup in the
price of the airsde service over competitive levels.

Frontier's advice has been sought in the context of Virgin Blues goplication to the
Nationd Compstition Council (“*NCC”) for it to recommend that the ardde sarvice
provided by Sydney Airport Corporation Limited (“SACL”) be declared under Part
[11A of the Trade Practices Act 1974.

This report responds to these requests. Specificdly it outlines

» A modd for examining the sze of the price mark-up over compeitive leves
that SACL could be expected to impose if it is not condrained in its pricing of
the airdde service,

» The extent to which SACL’s current prices for the argde service are likely to
reflect competitive levels,

» Why complementarities in demand for non-aeronautical services would not
condran SACL from materidly increesng prices for the ardde service
relaive to competitive levels and congders the order of magnitude of the price
increase that SACL could profitably impose;

» Why SACL would have incentives to continue to increese prices for the
ardde savice until they reach a level tha would be expected to have a
gonificant effect on competition in the maket for domedic ar trangoort
sarvicesto and from Sydney.

1.1. Thearddeservice

The arsde sarvice has the same meaning in this report as in Virgin Blues Submission
in Response to the National Competition Council’s Issues Paper (“the Submisson”).
Tha is, the ardde sarvice is defined as the use of those fadilities necessary to dlow
arcraft carrying domestic passengersto:

» take-off and land using the runways a Sydney Airport; and

» move between the runways and the passenger terminals a Sydney Airport.
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Profit maximising prices for the airside service

Thesefadilitiesindude a aminimum:

>
>
>
>
>
>
>

Virgin

the runways at Sydney Airport;

the taxiways a Sydney Airport;

the parking gprons a Sydney Airpat;
arfiddlighting;

ardde roadways,

arsdelighting; and

visud navigaion ads

Blue noted in the Submisson that this is not an exhaudive lig of the fadlities

required to provide the ardde sarvice and that the fadilities required to provide the
ardde savice may change over time. For the purpose of discussing posshble price
increases in this report, the argde sarvice is teken to mean the use of the facilities
listed above.

The term ‘agronautical sarvices is a commonly used term in economic literature. The
term ‘arport charges is commonly used in recent Audrdian regulatory sudies of the
revenue and refers, in broad terms to the charges associated with the provison of
aeronautical services. The airsde service is a subset of those sarvices generdly taken
to comprise aeronautica services.
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Profit maximising prices for the airside service

2.A mode for considering the mark-up over
competitive prices

Recent economic literature on  arport regulation has highlighted the fact that
complementarities in demand between aeronauticd and nonraeronautica  services will
condrain the profit maximidng leve of monopoly prices for agronadtical sarvices
This conduson dravs on a conogpt initidly established by Cournot in 1838, and is a
generdly accepted conclusion.

However, the rdevant question in congdering the need for arport regulaion
generdly, and the application for dedaration of the ardde savice spedficdly, is the
extent to which the uncondrained prices for the ardde service will exceed the
competitive leve, taking the complementarities in demand into account.

A dear and robugt dgebraic mode for consdering:

a) an uncondrained profit maximisng arport's optimd prices for agronadtica
savices rdaive to the comptitive leve; and

b) the effects of complementarities in demand between agronauticd services and
non-agronautical sarvices on  the profit maximisng monopalig’s  optimd
prices,

is detailed in Oum, Zhang and Zhang (2002)! We outline the principd assumptions
and rdevant conclusons of this modd here by way of background because it provides
a redidic framework for the condderation of the price SACL could be expected to
charge for the airside sarvice in the abosence of regulatory congraints.

2.1. Main assumptions

The Oum, Zhang and Zhang (2002) modd consders investment and pricing decisons
for an arport under two different gods:

» In the firg case the arport has the god of maximisng socid wefare (rather
than profits). Under this scenario the optimum levd of invesment and the
prices for aeronauticd and non-aeronautical services are set & the competitive
leve.

> Inthe second case, the airport’s objective is to maximise profits.

1 ‘Concession Profits and the Efficiency Implications of Alternative Forms of Economic
Regulation of Aimports’, Presented at the American Economics Association’s Transport and
Public Utility Group, December 2002.
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Important assumptions in the modd that ae rdevant to our andyss incude the
following:

» complementarities in demand operate such that an increese in the number of
passengers resuilts in an increase in revenues from non-agronattical services’;

» demand (defined as number of flights) for landing depends on the full price of
ar trave. The full price of ar travd is the price percaved by passengers and

includes the arport charges (which in turn include landing fees and passenger
fees);

» even when arport charges are st a compeitive levels, the arport charges
will be st to enable the arport to be financidly viable This means that if the
arport is not congested, and the magind cos to the arport of providing
arport sarvices for an additiond flight are very low, the competitive levd of
prices will 4ill dlow the arport to cover operating and cepitd cods (taking
into account revenue from non-aeronautica services); and

> irrespective of whether the drport's god is wedfare maximisation or profit
maximistion, the arport will, over time cgoture ay monopoly profits
associated  with  nonagronautical services because the maket in which
competitors bid for the concessons (the right to supply non-aeronautica
sarvices) a the arport is competitive.  Consequently, the arport should be
able to extract the full amount of expected monopoly rents associated with
non-aeronautica services through the lease arrangements.

2.2. Key conclusonsof the modd

Oum, Zhang and Zhang prove tha an unregulated arport with a god of maximisng
profits will st arport charges above the compditive levd. This is one of the key
conclusons of the modd.

The extent to which arport charges are maked-up above the competitive leve
depends on a number of factors’ induding:

2 Oum, Zhang and Zhang describe this as ‘unidirectional demand complementarities from
passenger volumes (or aircraft movements) to concession sales’ (page 3). The term concession
sales refers to the revenue the airport receives from non-aeronautical services.

8 Oum, Zhang and Zhang page 89. The full list of variables that affect the amount of the mark-up
on airport charges imposed by the profit maximising airport relative to the competitive level
includes the consumer surplus associated with sales of non-aeronautical services, the profits from
sales of non-aeronautical services, the price elasticity of demand for air travel with respect to
changes in the full price of air travel, the full price of air travel, and the change in social welfare
that would result from small changes in the profit constraint under competition.
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> the price dadticity of demand of ar travel with respect to changes in the full
price of aair travel as perceived by passengers,

» thefull price of air travel; and
» the prafits from non-aeronautica servicesthat the airport receives.

In section 4 we condder the empiricd evidence in the case of SACL usng the basic
framework adopted by Oum, Zhang and Zhang (2002) and the assumptions outlined
in 21 This is sufficient to draw important conclusons about the magnitude of the
mark-up on the price of the airdde sarvice SACL would be expected to impose when
acting as an uncondrained profit maximising monopolis.
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3. Assumed competitive level of prices for the airside
service

Before conddering the extent to which SACL may increese prices for the ardde
sarvice reaive to competitive levels it is useful to review how current prices compare
to ‘comptitive prices for thearsde sarvice.

The mogt subgantive recent public assessment of SACL’s charges for aeronautica
savices (of which the arsde sarvice is a subsat), is the Audrdian Competition &
Consumer Commisson (“ACCC’) review of SACL’s pricing proposds in 2000 —
2001 In it's May 2001 decison regarding the pricing a Sydney Airport, the ACCC
adopted the following approach?

The commission condders tha, as fa as possble the prices for agronautical services a
Sydney Airport should reflect the following principles:

The cost base underlying the proposed chargesis efficient;

The airport operators faces appropriate signds for efficient new investment
decisons,

The arport users recelve approprigte signas for the efficiency use of airport services,
and

The arport operator earns a reasonable rate of return which does not reflect
monopoly rents.

That is, the ACCC adopted a competitive sandard in determining the set of prices for
aeronautica chargesthat it would regard as acceptable.

The competitive standard used by the ACCC is conagtent with the gpproach adopted
in Oum, Zhang and Zhang (2002) in explicitly recognisng the aeronauticd charges
should endble an efficent arport to be financidly viable (taking into account other
sources of revenue), even if the magind cogt of providing agronautical services is
low. For the purpose of this andyss we assume tha the prices outlined in the
ACCC's May 2001 decison regarding SACL’s aeronauticd pricing proposd are a
ressonable gpproximation to the competitive level.®

4 Sydney Airports Corporation Ltd Aeronautical Pricing Proposal: Decision, Australian
Competition & Consumer Commission, May 2001, page 53.

5 Ibid. See, for example, the set prices which the Commission noted it would ‘not object to’ on
page 23.
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4. Expected price mark-up relative to competitive
levels

The uncondrained profit maximising price for the arsde service will be that which
meximises the difference between revenue (from aeronauticd and non-aeronautica
savices) and aggregate costs. We make the assumption that the margind cost of

handling extra passengers is zero. This means tha maximisng profits can be
moddled as maximisng revenue.

According to our modd, an increese in the price of the ardde service will incresse
passenger prices. This will reduce the number of passengers. Providing the percentage
increese in the price of the ardde sarvice is less than the resulting percentage
decrease in passenger numbers, revenue from the airside service will increase.

However, as dl commentaors acknowledge, the reduction in the number of
passengers will dso reduce nonagronauticad revenue. So SACL  will increase the
price of arsde savices if, and only if, the increase in revenue from the arsde sarvice
is gregter than the decrease in revenue from non-aeronautical services.  The profit
maximisng arport will cesse increesng prices when the rae of increese in the
revenue from the ardde service from an increase in the price of the airsde savice, is
just equd to therate of decrease in the revenue from non-aeronautica services.

A review of the data suggests that the prices for the ardde service accepted by the
ACCC in May 2001 as compditive prices ae subdattidly bdow the profit
maximisng levd. This can be detemined by conddering the extent to which profits
would be expected to increese for a given increese in the price of the arsde service
teking into account the:

> price dadicity of demand for ar trave as a function of the full price of ar
travel;

» proportion of the full price of ar travel that reflects charges for the arsde
service, and

» the proportion of the SACL'’s totd revenue tha is generated by the arsde
sarvice.

The way in which we condder the impact of a change in the ardde service is
illusratedin Figure 1
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Figure 1: Impact of a changein the price of the airsde service

PIiCE s senvice

Pricerigets

Revenue giside service Revenue non seromautical service

The extent to which the a change in the price of a ticket affects the demand for air
trave is referred to as the price dadiicity of demand for ar trave with respect to the

price of tickets (ep(t)). That is

eP(T) = % changein Quantity(no. Passengers)

% changein Pricerixes
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The extent to which a change in the price of the arsde service affects the demand for
ar travel is referred to as the price dadticity of demand for air travel with respect to

the price of arside services (epag). Thet is:

epns = % change in Demando, passengers)

% changein Priceps

We would expect epas) to be very low, if the cost of the ardde service is only a small
proportion of the totd price of an airfare.

The assumptions and data sources used in our andyss ae liged in 4.1 and the
edimated impact of a change in the price of ar service on SACL’s totd revenue
under various scenariosis outlined in section 4.2

4.1. Assumptionsand data sources

4.1.1. Pricedasticity of demand

It is difficult to obtan religdble edimaes of the price dadicity of demend for ar
travd. It is widdy acknowledged that the price dadticity of demand for ar trave
vaies by fare dass (eg. busness, economy, discount) and distance (Since this affects
the avalability of dterndive forms of travel). However, generdly the price dadicity
of demand is edimaed a an aggregate levd. Edimates vary widdy and with most
lying between -0.8 and —2.0.5

A recent sudy of the demand for domedic ar travd in Audrdia by Batershy and
Oczkowsky condgders the price dadticity of demand for different classes of trave on
four different routes between 1992-98". Three of the four routes considered originate

in Sydney.

The edimates of the price dadticity of demand ranged from —0.07 (discount airfare on
the Sydney Mdbourne route) to —1.68 (full economy airfares on the Sydney- Brishane
route). The edimaes obtaned in this dudy for the three routes originating from
Sydney are outlined in Table 1.

6 See for example, Oum, Waters and Yong, “Concepts of price Elasticity of Transport Demand
Recent Empirical Estimates: An Interpretive Survey”, Journal of Transport Economics and Policy
Vol 26, No. 2, May 2002, pages 139-154.

7 Battersby B, and Oczkowsky E, “An Econometric Analysis of the Demand for Domestic Air
Travel in Australia.” Intern ational Journal of Transport Economics, Vol 28 (2), pages 193-204.
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Table 1: Estimated price dagticity of demand for air travel in Augtralia
(Batter shy and Oczkowski (2001))

Discount Full Economy Business
Sydney-Melbourne 0.07 -0.81 -0.10
Sydney Brishane 0.59 -1.68 -0.58
Sydney Coolangatta 0.46 -1.63 -111

The edimaies of the price dadicities of demand obtaned by Batershy and
Oczkowski (2001) ae very imprecise (the standard deviation associated with the
edimaes is genedly high). Further, they give somewha counter-intuitive results
about the price dadicity of demand for discount arfares.  The results suggest thet
demand for discount fares is veay price indagic which is not consgent with
experience in recent years. They note that this may be because the data used were for
19921998, which was prior to the entry of Impulse and Virgin Blue, and a period
when discount tickets may have been more redtricted.

Notwithsanding this they provide a useful guide. We propose to adopt a base case
assumption of a price dadicity of demand of —1, and condder the impact on our
conclusions of assuming a price dadticity of demands of —0.5and —1.5.

4.1.2. Charges for the airdde serviceas a proportion of the full price
of air trave

The Productivity Commisson report, Price Regulation of Airport Services contans
edimates of arport charges as a proportion of full economy arfares.® We outline the
edimates in the Productivity Commisson's report, and then comment on how these
differ when only the ardde savice (which is a subset of the arport charges) is
consdered.

The Productivity Commission notes thef”

For domestic passengers, participants suggested that airport charges compiise 2 to 3 percent of
the average airfare (MTAA Super Fund, sub. 22) while on: particular routes this can be lower.
For instance on the Sydney —Mebourne route (the busiest route in Augtraia), airport charges
comprise less than 1 per cent of the total full economy airfare (Hastings Funds Management,

8 The Productivity Commission, Price Regulation of Airport Services, Inquiry Report No. 19,
January 2002, pages 127-129.

° Ibid page 128. The Report notes that these calculations were based on charges in place before
the ACCC’s May 2001 Decision and SACL’s subsequent price rises, and before price increases at
other airports following the change in the form of airport price regulation in October 2001. The
Productivity Commission concluded that since airfares have also increased since September 2001,
it is not clear how the proportions have changed.

10
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sub 19), and are less than 0.8 per cent of a CanberraBrisbane full fare (Capital Airport Group,
sub. 32).

However, it is dso acknowledged in the report that conddering the arport charges as
aproportion of ‘total full economy airfares may be mideading given that:

» drport chages include both termind chages and landing charges, but
incumbents that operate ther own domedic terminds do not incur termind
charges. Airport charges (but not the price of the airsde service) are therefore
likely to be a grester proportion of an average arfare for a new entrant that
does not operate atermind; and

» the average arport charge will be a higher proportion of the totd arfare for
discount fares and for fares offered by low-fare carriers than for a ‘totd full

economy airfare’.

On the bass of SACL’s dated intention to implement passenger based charges for
domedtic arlines usng the runways a Sydney Airport of $286 per passenger
(exduding security and GST) from 1 July 2003, we assume a price for the arsde
sarvice of $2.86 per passenger. We aso assume that this represents gpproximately 3%
of an average arfare to and from Sydney. Virgin Blue would anticipate that average
fareislikely to be higher than $100, but we adopt this as a conservative assumption.

4.1.3. Proportion of SACL’s total revenue generated by the
aeronautical servicesand by the airsde service

The ACCC's Regulatory Report Sydney Airport 2001/02 provides information on the
proportion of its totd revenue generated by aeronauticd and non-aeronautica
services.

Aeronautical revenue is not dissggregated into international and domedtic, nor does it
isolate revenue from the airdde sarvice. In the notes to its accounts, SACL dates that
aeronautica revenue condds of agronautical revenue from internationd flights, other

flights, and recovery of codts of security procedures. SACL sates that aeronautica
revenue from domestic flights condists of: 1°

a) chages levied on arcraft runway movements (teke off and landing) where the invoiced
amount is based on the maximum teke off weight of fixed wing arcraft and movements of
rotary wing aircraft.

b) charges levied on ariving and depating passengers on arlines utilisng the common user
(Domestic Express) termindl.

¢) time based aircraft parking charges.

10 Regulatory Report Sydney Airport 2001, Australian Competition and Consumer Commission
January 2003, page 35.

11
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It is not posshle to determine what proportion of SACL's total aeronautical revenue
is made up of revenue from the ardde savice based on publidy avaladle
information.

For the purpose of this ardlyss we have been indructed that a reasonable assumption
is that that the revenue from the arsde sarvice will comprise a proportion of totd
aeronautical revenue between 20 per cent and 30 per cent.

4.2. Egimated impact of a change in the price of the airgde
service

We condder the incentives for SACL to increase its price for ardde services under
three scenarios:

» Scenario 1 (Basecase): In this case we assume

0 a price dadicity of demand for ar travd with respect to a change in
the price of air travd of —1;

0 the price dadicity of demand for ar travel with respect to a change in
the price of the arsde sarvice is —0.03; and

o revenue from the arsde service accounts for gpproximeately 25 percent
of the SACL’stotd aeronautica revenue.

» Scenario 2 (less conservative) We assume:

0 a price dadicity of demand for ar travel with respect to a change in
the price of ar travel of —0.5;

o the price dadticity of demand for ar travel with respect to a change in
the price of the arsgde sarvice is —0.02; ard

o revenue from the arsde sarvice accounts for approximately 30 percent
of the SACL’stota aeronautica revenue.

» Scenario 3 (extremely conservative): We assume:

0 a price dadicity of demand for ar travel with respect to a change in
the price of air trave of —1.5;

0 the price dadticity of demand for ar travel with respect to a change in
the price of the arsgde sarvice is —0.05; and

o revenue from the arsde service accounts for approximately 20 percent
of the SACL’stotd aeronautical revenue.

12
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Scenario 3 may be conddered so consarvative as to be scarcdy redidic, but it is
ussful to demondrae that even with these assumptions it is gill profitable to increase
the price of the airsgde service by up to 800%.

In each case:

>

the garting point for the revenue comparison is SACL’s totd revenue reported
in the ACCC'sRegulatory Report, Sydney Airport 2001/02;

the average fare (prior to any increase in the price of the ardde sarvice) is
assumed to be $100. To the extent tha this is less than the average fare on
routes to and from Sydney, the edimaes in Table 2 will underdae the
revenue gains to SACL from increasing the price of the airsde sarvice;

in dl cases we assume that the argde saervice comprises 3 per cent of an
average airfare;

we assume changes in revenue from nonaeronauticd services are directly
proportiond to the change in the number passengers traveling. This is an
extremdy consarvdive assumption given that intenationd  passengers
contribute far more to norntaeronautical revenue than domedtic passengers, and
a change in the price of the ardde service will have little, if any, effect the
number of international passengers, and

we assume there is no change in revenue from other aeronautica services (i.e.
other than the arsde service) in response to the decrease in passengers.  This
is congdered appropriate given that, we understand:

o totd payments required for usage of domedic terminds will not fall
subgtantidly if the number of passengersfdls

0 intenationd passenger numbers are unlikdy to be dfected by a
change in the price of the airsgde sarvice; and

o other dgnificant components of aeronautica revenues are dther cost
pass through items or are charges to recover fixed costs which will be
st to ensure full cost recovery.

Our edimates of the impact of a change in the price of ar service on SACL’s totd
revenue under various scenariosisoutlined in Table 2

13
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Table 2. Estimated impact of a change in theprice of the airside service

Scenario 1
% Increasein thepriceof theairside service 100% 500% 1000%
Airfare 103 115 130
Changein the number of passengers -3% -15% -30%
Revenue from the airside sarvice ($m) 11 291 440
Revenue from other aeronautica services ($m) 171 171 171
Revenue from non-aeronautical services ($m) 217 190 156
Totd revenue ($m) 499 652 767
% change in tota revenue (relative to 2001/02) 10% 448% 6%
Saenario 2
% Increasein the price of theairside service 100% 500% 1000%
Airfare 103 115 130
Change in the number of passengers -2% 7% -15%
Revenue from the airside sarvice ($m) 135 380 641
Revenue from other agronautical services ($m) 160 160 160
Revenue from non-aeronautica services ($m) 220 206 190
Totd revenue ($m) 515 747 990
% change in totd revenue (relative to 2001/02) 13% 64% 118%
14
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% change in tota revenue (relative to 2001/02)

Scenario 3
% Increasein thepriceof theairside service 100% 500% 800%
Airfare 103 115 130
Changein the number of passengers -5% -23% -45%
Revenue from the airside service ($m) 87 212 276
Revenue from other aeronautica services ($m) 183 183 183
Revenue from non-aeronautical services ($m) 213 173 123
Totd revenue ($m) 483 563 582
6% 25% 28%

In scenario 3 the maximum price increase for which we show results is an 800 per
cent increase in the price of the arsde sarvice. This is because, under the assumptions
used for scenario 3, we edimate tha price increases beyond this point generae a

sndler increase in SACL’s totd revenue.

15
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5. Profit maximising pricesfor the airside service

As demondraied above, even under extremdy consarvdive assumptions, we expect
SACL could profitably increase the price of ardde services by up to 800 — 1000 per
cent.

It is not possble to edimate the maximum price that SACL could charge (i.e the
profit maximisng price), because the price dadicity of demand for ar travd with
respect to arfares will change as SACL moves dong its demand curve.  There is no
robus way for us to estimate the rate of change in the price dadicity of demand if
SACL depats dgnificantly from its current levels of prices  However, it is
reasonable to assume that within the range of the change in arfares conddered in
section 4.2, the price dadticities of demand are Sable.

As discussed in section 4, SACL, acting as an uncondrained profit maximising arport
will only cease to increase its prices when the rate of increase in the revenue from the
ardde savice from any additiond rise in price is just equd to the rae of decresse in
the revenue from non-aeronautical services.

The rddionship between the profit maximisng price, totd revenue from arsde

svice and totd revenue from non-aeronauticd services is illusraed in Fgure 2
below.

16
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Figure 2: The profit maximising pricefor the airsde service
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Profit maximising prices for the airside service

The graph a the top of Figure 2 shows the demand for the airsde sarvice as a
function of the price of the arsde sarvice. P, could be regarded as the current price of
the airsgde sarvice.

In the absence of complementarities between the demand for the airdde service and
non-aeronautical  services, a profit maximisng monopolis could be expected to st
the price of ardde sarvice & P-. As shown in the middle diagram in the figure, P is
the price a which totd revenue for the ardgde service is maximised. However, taking
into account the complementarities in demand, the profit maximisng monopoligt will
st prices a P,, the point a which the sum of revenue from both the ardgde service
and non-aeronautical services is maximised. In the diagram this is where the absolute
values of the dopes of the tota revenue lines in the second and third graphs are equdl.

As noted in section 2 we have assumed that margind codts are zero, to endble us to
focus soldy on revenue. In the more redidic case of pogtive margind cods, profit
maximisgng prices will be higher than those we have edimated, and the associaed
demand, or number of passengers, will therefore be lower.

The profit maximisng level of prices for the arsde sarvice, taking into account the
complementarities in demand, is expected to be associaed with a substantid decresse
in the number of passengas Under the assumptions outlined in scenaio 1, an
increese in the price of the arsgde service of 1000 per cent would be consgtent with
moving towards profit maximisng pricess and could be expected to result in a
decrease in passenger number of around 30 per cent.

In summary, if SACL ads as an uncondraned profit maximisng monopolis in
sting the price for the ardde sarvice it would have a dgnificant effect on the
market for ar trangport services to and from Sydney Airport.
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Profit maximising prices for the airside service

6. Conclusion

Frontier Economics was asked to condgder the extent to which an uncongrained profit
maximisng monopolis would be expected to charge above the compeitive levd,
taking into account the complementarities between the ardde savice and non-
aeronautical services. Frontier was dso asked to advise on the expected magnitude of
the mark-up over compeitive leves.

Based on the ACCC's May 2001 determination, we assume that the level of prices for
the ardgde service accepted by the ACCC can be regarded as gpproximating the
competitive level of prices for the airsde sarvice.

As outlined above, we conclude that:

» SACL, opeding as an uncondrained monopolis, hes a drong incentive to
materidly increese prices for ardde services aove competitive levels The
evidence indicates that complementarities in demand for non-aeronautica
savices would not condran SACL from increesing prices for the ardde
sarvice by at up to ten times the current leve;

» SACL would have incentives to continue to increese prices for the arsde

sarvice until the increase in revenue from a further price increase was exactly
off -set by a decrease in revenue from non-aeronautical services.

At the profit maximising price for the ardde sarvice, SACL would be operating on a
aufficiently eadtic portion of the demand curve for ardde services, that a further
increase in the price of the arsde service would result in such a stbgtantid decrease
in demand for ar trave tha the associaed fdl in revenue from the sde of non-
agronautical  services is aufficient to offset the increase in revenue from the arsde
service.

If prices for the ardde services ae set a SACL’s unconstraned profit maximisng
levd, it is likdy to have a subdantid effect on competition in the market for ar
trangport services to and from Sydney.
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