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Chart 3.1.8: Car parking prices, long-term—3 days
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In 2007-08, long-term car parking prices for three days at Adelaide and Perth (domestic) airports were
relatively stable (chart 3.1.8). In the same financial year, however, Melbourne and Perth airports’ prices
(for international terminal parking) increased by 25 per cent and 42 per cent respectively. Charges at

Sydney airport (domestic) increased from $46 in 2006-07 to $49 in 2007-08.

Chart 3.1.9: Car parking prices, long-term—7 days
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In 2007-08, Perth airport increased charges for seven days long-term parking for the domestic and
international facilities by 20 per cent and 61 per cent respectively (chart 3.1.9). From 2004-05 to 2007-08,
for long-term parking over seven days, prices increased for Melbourne airport (21 per cent) and Sydney

airport (domestic) (10 per cent), though decreased for Adelaide airport (25 per cent).
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3.1.2. Airport car parking revenue and expenses

As noted above, revenue and costs for airport car parking for public and staff car parking are not
separately reported by most of the airports. Therefore, to ensure comparability, profitability measures
presented below include data for both public and staff parking.

Chart 3.1.10: Total car parking revenue per car park space
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Since 2005-006, the monitored airports increased their total car parking revenue per car park space
(including public and staff car parking) by between 9 per cent (Brisbane airport) and 34 per cent (Adelaide
airport) (chart 3.1.10). In 2007-08, total revenue per car park increased the most for Melbourne airport

(13 per cent). In contrast, Brisbane airport recorded a decrease in total revenue per car park of 8 per cent.

Chart 3.1.11: Total car parking expenses per car park space
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Changes in total car parking expenses (including depreciation) per car park space varied considerably
across the monitored airports from 2004-05 to 2007-08 (chart 3.1.11). In the most recent period, total
expenses per car park increased for Brisbane (11 per cent) and Sydney (51 per cent) airports, and
decreased for Adelaide (15 per cent), Melbourne (7 per cent) and Perth (32 per cent) airports.

Separate airport car parking expense data were not available for 2003-04, which also affects calculations
for profit margins in this period.
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Chart 3.1.12: Airport car parking operating profit as a percentage of parking revenue
(before tax), 2007-08
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Car parking profit margins (that is, car parking operating profit as a percentage of parking revenue before tax)
for the monitored airports in 2007-08 ranged from 55 per cent (Sydney airport) to 77 per cent (Melbourne
airport) (chart 3.1.12). In 2007-08, profit margins increased for Adelaide (8 per cent), Melbourne (5 per cent)
and Perth (14 per cent) airports, which allowed these airports to recover to margin levels achieved in 2004-05.
Sydney airport’s profit margin decreased from 71 per cent in 2004-05 to 55 per cent in 2007-08, whereas
Brisbane airport’s profit margin only fell from 75 per cent to 73 per cent over the same period.

Chart 3.1.13: Car parking revenue as a share of total airport revenue
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In 2007-08, car parking revenue as a share of total airport revenue ranged from 7 per cent (Sydney
airport) to 21 per cent (Melbourne airport) (chart 3.1.13). Over the whole reporting period, car parking
revenue shares decreased for Adelaide, Brisbane and Sydney airports by around 2 to 3 percentage points.
On the other hand, Perth and Melbourne airports’ car parking revenue shares increased from 2003-04 to
2007-08 by 3.3 and 5.5 percentage points respectively.
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3.2.  Quality of airport car parking

Under direction 31, the ACCC is required to monitor the prices, costs and profits relating to the supply of
car parking services by the five major airports. In addition to its prices monitoring role, schedule 2 of the
Airports Regulations 1997 provides for the ACCC to monitor the quality of service of car parking at the
five specified airports.

Comparisons of quality of airport car parking facilities across the monitored airport are presented in
section 3.2.1. This includes overall comparisons of passenger survey results (for domestic and international
terminal users in total) of airport car parking standards, availability, and time taken to enter the car park
from the access road. Also, overall results for the number of car parks and average daily throughput for
both short- and long-term car parking are highlighted, which provide context to the more subjective
measures. The results obtained for each airport were aggregated to give an overall view of the quality of
parking provided by the airport operators over the whole reporting period.

In section 3.2.2, the quality of service indicators are presented for each of the monitored airports. These
measures are reported separately for the international and domestic passenger surveys where appropriate.

3.2.1. Comparisons across airports for overall quality of airport
car parking
Chart 3.2.1: Overall ranking of airport car parking quality
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The overall rating of quality of airport car parking at the five monitored airports over the whole reporting
period was mostly satisfactory at 3.75 on average (chart 3.2.1). The average overall rating for the airports

decreased from 3.74 in 2006-07 to 3.60 in 2007-08, though this was largely because of falls in ratings for

Brisbane and Perth airports.

Melbourne airport was ranked first among the monitored airports for car parking quality with a rating of
close to good at 3.96 in 2007-08. Perth airport was ranked second of the airports in 2007-08, despite its
rating having fallen since 2003-04.

Ratings for Adelaide and Brisbane airports were similar for the most recent period. Despite Brisbane
airport’s overall rating decreasing from good (4.22) to satisfactory (3.55) in 2007-08, over the whole
reporting period it had the highest average at 4.10.

Sydney airport was rated last in overall quality for car parking of the monitored airports. However, this is
based on ratings for car parking standard only, as survey results for availability of car parking spaces and
time taken to enter the car park from the access road were not provided by Sydney airport. Complete car
parking survey information will be collected by Sydney airport from 2008-09 onwards.
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Chart 3.2.2: Overall passenger survey results for airport car parking availability
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In 2007-08, overall ratings of the availability of airport car parking facilities were highest for
Melbourne airport, while Brisbane airport ranked the lowest of the four airports that provided survey

results (chart 3.2.2). On average, the airports’ ratings of availability decreased from about 3.65 in
2006-07 to 3.41 in 2007-08.

Brisbane airport recorded the highest rating of availability of airport car parking facilities from 2003-04
to 2007-08 at around 3.92 on average. Melbourne airport’s rating in 2007-08 (at 3.73) was above its
average over the entire reporting period (at 3.65). Since 2005-00, ratings of availability decreased for
Adelaide airport and Perth airport by 9 per cent and 15 per cent respectively.

Chart 3.2.3: Overall passenger survey results for airport car parking standard
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Melbourne airport achieved the highest overall rating for standard of airport car parking facilities in
2007-08 at 4.02 (and over the entire reporting period on average), while Perth airport ranked the lowest

(chart 3.2.3). On average for the monitored airports, ratings decreased from about 3.72 in 2006-07 to
3.56 in 2007-08.

Over the whole reporting period ratings of standard for Brisbane and Perth airports decreased by
18 per cent and 15 per cent respectively. In contrast, the rating for Adelaide airport increased by
9 per cent. Sydney airport’s rating increased from 3.04 in 2005-06 to 3.31 in 2007-08.
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Chart 3.2.4: Overall passenger survey results for time taken to enter the car park from the access road
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In 2007-08, overall ratings for time taken to enter the car park from the access road were highest for
Melbourne airport and Perth airport, while Adelaide airport ranked the lowest of the four airports that
provided survey results (chart 3.2.4). On average, the airports’ ratings decreased from about 4.11 in
2006-07 to 3.98 in 2007-08.

Notably, the rating for Brisbane airport decreased from 4.74 in 2003-04 to 3.93 in 2007-08. Moreover,
Brisbane airport’s rating fell by 12 per cent in 2007-08.

Chart 3.2.5: Overall airport results for number of short-term car parks and average daily throughput
for short-term car parking
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In 2007-08, both the number of short-term car parks and average daily throughput for short-term car
parking increased by 4 per cent and 9 per cent respectively (chart 3.2.5). From 2004-05 to 2006-07,
the number of parks and average daily throughput decreased by 8 per cent and 2 per cent respectively.
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Chart 3.2.6: Overall airport results for number of long-term car parks and average daily throughput for
long-term car parking
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In 2007-08, both the number of car parks and the average daily throughput for long-term car parking
increased by 20 per cent and 19 per cent respectively (chart 3.2.6). Over the entire reporting period,
the number of long-term spaces and the average daily throughput increased by 175 per cent and

98 per cent respectively.
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3.22.  Individual airport results for quality of airport car parking

Passenger ratings and objective measures of quality of car parking facilities for each of the monitored
airports are presented below.

Adelaide airport quality of airport car parking results

Chart 3.2.7: Adelaide airport—domestic passenger survey ratings for car parking
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From 2005-06 to 2007-08, domestic passenger survey ratings for airport car parking standard, availability
and time taken to enter the car park from the access road remained satisfactory, although ratings
decreased somewhat over this period (chart 3.2.7).

Chart 3.2.8: Adelaide airport—international passenger survey ratings for car parking
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In 2007-08, international passenger survey ratings for airport car parking standard, availability and time
taken to enter the car park from the access road remained satisfactory, though ratings increased by
between 5 per cent and 9 per cent (chart 3.2.8).
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Chart 3.2.9: Adelaide airport—number of car parks and average daily throughput for
short-term car parking
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The number of short-term car park spaces available at Adelaide airport decreased from 860 in 2005-06 to
829 in 2007-08, after increasing by 16 per cent from 2003-04 to 2005-06 (chart 3.2.9). Similarly, average
daily throughput for (domestic) short-term parking increased significantly from 2003-04 to 2005-06

(30 per cent), though fell slightly from around 3240 users in 2005-06 to 3070 in 2007-08.

Chart 3.2.10: Adelaide airport—number of car parks and average daily throughput for long-term car
parking
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At Adelaide airport, both the number of spaces available and average daily throughput for domestic,
long-term car parking increased significantly from 2005-06 to 2007-08 (chart 3.2.10). Data were not
available for 2003-04 and 2004-05.
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Brisbane airport quality of airport car parking results

Chart 3.2.11: Brisbane airport—domestic passenger survey ratings for car parking
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In 2007-08, domestic passenger survey ratings of airport car parking standard, availability and time
taken to enter the car park from the access road decreased by 30 per cent, 37 per cent and 15 per cent
respectively—with parking availability and standard rated as poor (chart 3.2.11).

Chart 3.2.12: Brisbane airport—number of domestic car parks and average daily throughput for short-
term car parking
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The number of short-term, domestic car park spaces increased slightly in 2007-08 after falling by

9 per cent in 2006-07 because of construction of the multilevel car park facility (chart 3.2.12). Average
daily throughput decreased from around 3170 in 2006-07 to 2830 in 2007-08. Brisbane Airport noted
in commentary to the survey that higher passenger numbers and car parking demand at the domestic
terminal have meant that short-term car parks are under capacity pressure. As such, Brisbane airport
stated that it is developing the short-term multilevel car park to manage the increased parking numbers.
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Airport car parking

Chart 3.2.13: Brisbane airport—number of domestic car parks and average daily throughput for long-
term car parking
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The number of long-term car park spaces for domestic terminal users remained fairly constant in 2007-08
(chart 3.2.13). Notably, from 2003-04 to 2005-06 the number of car parks increased by 173 per cent.

Over the whole reporting period average daily throughput for long-term parking increased by 87 per cent.
Brisbane airport noted in commentary to the survey that higher passenger numbers and car parking
demand at the domestic terminal have meant that long-term car parks are under capacity pressure.

Chart 3.2.14: Brisbane airport—international passenger survey ratings for car parking
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In 2007-08, international passenger survey ratings of airport car parking standard, availability and time
taken to enter the car park from the access road decreased, although these measures were consistently
around good over the whole reporting period (chart 3.2.14). As noted by Brisbane airport in survey
commentary, there is only one car park at the international terminal but the fee structure is different for
short- and long-term stays.
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Chart 3.2.15: Brisbane airport—number of international car parks and average daily throughput for
short-term car parking
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In 2007-08, the number of short-term car parks for the international terminal increased by around
790 spaces (83 per cent) (chart 3.2.15). In commentary to the survey, Brisbane airport noted that a
new multilevel car park for international terminal users opened in 2007-08. Average daily throughput
decreased from 2060 in 2005-06 to 1590 in 2007-08.

Melbourne airport quality of airport car parking results

Chart 3.2.16: Melbourne airport—passenger survey ratings for car parking
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Over the whole reporting period, passenger survey ratings of airport car parking standard and time taken
to enter the car park from the access road were mostly good (chart 3.2.16). Survey ratings of availability
were satisfactory for the whole reporting period.
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Chart 3.2.17: Melbourne airport—number of car parks and average daily throughput for short-term

car parking
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The number of short-term car park spaces decreased from 3740 in 2005-06 to 3240 in 2007-08

(chart 3.2.17). Average daily throughput increased by 2 per cent in 2007-08, after falling by 6 per cent

in 2006-07.
Chart 3.2.18: Melbourne airport—number of car parks and average daily throughput for long-term car
parking
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The number of long-term car park spaces at Melbourne airport increased by 22 per cent in 2007-08
(chart 3.2.18). Overall, the number of long-term car parks increased from around 5620 in 2003-04 to

14 600 in 2007-08. Average daily throughput increased by 30 per cent in 2007-08.
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Perth airport quality of airport car parking results

Chart 3.2.19: Perth airport—domestic passenger survey ratings for car parking
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Domestic passenger survey ratings of airport car parking standard and availability were consistently
satisfactory over the whole reporting period (chart 3.2.19). Survey ratings of the time taken to enter the
car park from the access road decreased from 2004-05 to 2007-08, though remained at good.

Chart 3.2.20: Perth airport—number of domestic car parks and average daily throughput for short-
term car parking
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The number of short-term car park spaces for domestic terminal users at Perth airport increased by

15 per cent in 2007-08 (chart 3.2.20). Notably, the number of short-term car parks increased by 450 spaces
in 2004-05, though fell by 570 spaces in 2005-06. This decrease was attributable to the conversion of
short-term car parking to long-term parking bays. Average daily throughput decreased slightly in 2007-08.
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Chart 3.2.21: Perth airport—number of domestic car parks and average daily throughput for long-term

car parking
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In 2007-08, the number of long-term car park spaces at Perth airport increased by 25 per cent

(chart 3.2.21). From 2004-05 to 2007-08, the number of car parks increased from 614 to 1830. Average

daily throughput decreased slightly in 2007-08.

Chart 3.2.22: Perth airport—international passenger survey ratings for car parking
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the car park from the access road decreased from 2005-06 to 2007-08 (chart 3.2.22).
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Chart 3.2.23: Perth airport—number of international car parks and average daily throughput for short-
term car parking
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The number of short-term car park spaces for international terminal users at Perth airport decreased
significantly in 2007-08 (38 per cent) (chart 3.2.23). Average daily throughput has followed a slightly
downward trend from 2004-05 to 2007-08.

Sydney airport quality of airport car parking results

Chart 3.2.24: Sydney airport—domestic and international passenger survey ratings of car parking
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Domestic and international passenger survey ratings of airport car parking standard were mostly
satisfactory over the whole reporting period (chart 3.2.24).
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Chart 3.2.25: Sydney airport—number of domestic car parks and average daily throughput for short-
term car parking
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At Sydney airport, the number of short-term car park spaces for domestic terminal users and average daily
throughput remained stable in 2007-08 (chart 3.2.25).

Chart 3.2.26: Sydney airport—number of international car parks and average daily throughput for
short-term car parking
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From 2005-06 to 2007-08, the number of short-term car park spaces for international terminal users
decreased by 25 per cent (chart 3.2.26). Over the same period, average daily throughput was fairly stable.
Sydney airport noted in survey commentary that the decline in the number of spaces was only temporary
due to the construction of the new multi-storey car parking facility, which opened in July 2008.
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Chart 3.2.27: Sydney airport—number of international car parks and average daily throughput for
long-term car parking

5000 700

4500 - / - 600
[
Q
o
S 1 Number of
g 4000 /./ - 500 %. Icar ptark spﬁigs—
5] — ; ong term (| )
® a
O »
5 s —B— Average daily
5 3500 F 400 O throughput—
.g long term (RHS)
>
z

3000 ~ - 300

2500 T T T T 200

2003-04 2004-05 2005-06 2006-07 2007-08

From 2005-06 to 2007-08, the number of long-term car park spaces for international terminal users
was constant—although in 2004-05 the number of car parks at Sydney airport increased by 62 per cent
(chart 3.2.27). Average daily throughput increased from 462 in 2005-06 to 594 in 2007-08 (29 per cent).

3.3.  Observations from airport car park monitoring

The overall rating of quality of airport car parking at the five monitored airports decreased on average
from 2003-04 to 2007-08, with ratings for Brisbane airport and Perth airport falling significantly over this
period (especially in 2007-08).

In 2007-08, Melbourne airport was ranked first among the monitored airports for car parking quality of
service, while Sydney airport was rated last. For the same period, Melbourne airport also had the highest
car parking revenue as a share of total airport revenue, whereas Sydney airport had the lowest car parking
revenue share.

Although expenses per car space increased from 2005-06 to 2007-08, profit margins for the monitored
airports’ car parking operations remained positive and clearly made important contributions to the
airports’ overall profitability.

The total number of car parks increased at a significantly higher rate over the whole reporting period
relative to total average daily throughput for the monitored airports. This largely reflects an increase in
the total number of long-term car spaces from about 9800 to 27 000 overall. Notably, a number of airports
have recently built, or have plans to construct in coming years, multilevel parking facilities:

* Adelaide airport is finalising plans for a new multilevel car park (as highlighted in its 2007-08
annual report).

*  Brisbane airport opened a new $35 million multilevel car park at the international terminal in August
2007, providing more than 1700 car spaces. Brisbane airport is reportedly also planning to expand the
domestic terminal car park.

* Melbourne airport opened an additional 2500 parking bays in its long-term car park in December
2007. Further, a $65 million expansion of the multilevel car park is due for completion in June 2009.
* In recent years, Perth airport has increased the number car parks by around 3300 and introduced a

courtesy shuttle bus service from remote car parks. Further, Perth airport’s 2007-08 annual report
indicates that a new multistorey car park and more long-term parking will be constructed.

¢ Sydney airport opened its $65 million eight-storey car park at the international terminal in July 2008,
creating around 3000 additional car parking spaces.
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Airport car parking prices for domestic and international terminal users were roughly constant or
increased slightly on average in 2007-08. Over the whole reporting period, average prices appear to have
increased more significantly. An index of prices would be required to make more reliable observations of
changes in overall price levels.

As shown in appendix A3, each airport charges customers different rates depending on the length of stay
and the type of car parking facility used. Significantly, this allows airports to increase the efficiency of
use of car parking supply. For example, if a single rate were charged for the different parking facilities,
the demand would be relatively high for parking conveniently located to the airport terminal and low for
parking provided further away. Moreover, there would be queues and delays for the most convenient car
parks, which would create costs for would-be users and, by adding to the congestion, each user would
create costs for the other users.?

In effect, the purpose of charging different rates for the various car parking configurations is to induce
some would-be users to switch their demand from more convenient parking to less convenient parking.?
This can be particularly important where parking adjacent to terminals is relatively scarce.

Analogously, the level of prices can be used to promote efficient use of a finite amount of land suitable for
car parking. Moreover, ‘low’ prices for convenient parking may not be in the public interest. If prices are
set too low, users will receive the wrong ‘signals’ and they will be encouraged to use car parking facilities
that are in short supply. Additionally, such prices could discourage airport investment in, for example,
multistorey car parks if airport operators are unable to recover the costs of providing these facilities.

However, airports may be able to exploit their position if they possess considerable market power in
setting parking rates. In these circumstances, the number of car parking spaces may be deliberately
limited by airports to maintain or increase prices. Also of concern is that airports can influence the
costs of alternatives to on-airport parking by, for example, imposing levies on them to access airport
terminal facilities.

3.4.  Market power in airport car parking

In monitoring airport car parking prices, costs, profits and quality of service, the ACCC seeks to improve
the transparency of the airports’ behaviour over time to:

e discourage airport operators from increasing prices excessively and providing unsatisfactory standards
of car parking services
* provide information to users of airport car parking facilities that would not otherwise be available

* facilitate comparisons across the monitored airports and over time.

Increased transparency of the airports’ pricing practices for car parking services cannot, however,
necessarily be expected to effectively constrain the behaviour of the monitored airports. Moreover,
monitoring does not, of itself, provide conclusive evidence of excessive prices.

Nevertheless, the ACCC considers it is likely that airport car parking charges reflect some element of
monopoly rents. In forming this view the ACCC considered: indicators from the monitoring results,
observations of structural characteristics, relevant economic literature, and previous findings from
Productivity Commission inquiries into airport pricing (as well as submissions to these inquiries).

22 W Baumol, A Blinder, A Gunther and J Hicks, Economics: Principles and policy, 2nd edition, 1992.

23 For example, users are able to access information for listed car parking rates on the airports’ websites before travelling
to the airport. This provides customers with an opportunity to decide on the trade-off between the cost of parking and
convenience to the airport terminal. As such, users that prefer to park close to the airport terminal have the option to
pay for this higher level of service. Conversely, where travellers are prepared to put up with more inconvenience and
are relatively sensitive to price, they have the choice to take advantage of the cheaper, less convenient alternative.
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34.1.  The economics of airport car parking

The monitored airports possess market power over a range of activities because of so called ‘barriers to
entry’. As discussed by the PC in its 2002 inquiry into price regulation of airport services, a barrier to entry
is something that gives an incumbent firm an advantage over a potential entrant. Barriers to entry can
originate from supply or demand conditions, or from regulation. Moreover, they need not be the result of
a deliberate action by an incumbent firm.?

In the case of on-airport car parking, barriers to entry arise because airports have control over landside
access to terminal facilities—including, for example, access to vehicle facilities for dropping off and
picking up passengers. Hence, the ACCC considers that the monitored airports have market power in the
overall ‘market’ for airport landside access.

The Australian Government has sought to address public concerns that airports are using their monopoly
position to exert significant market power and charge higher prices for parking by directing the ACCC

to formally monitor prices, costs and profits relating to the supply of car parking services at the five
major airports.”

High short-term parking rates are sometimes cited as an indication of abuse of market power. However,
as discussed in section 3.3, ‘high’ prices can be an efficient rationing mechanism that apportions the
limited available car spaces among users who are willing to pay the most for them.?

Any indication that an airport is unduly exercising its market power in car parking would depend on
whether prices reflect ‘locational rents’, or whether ‘monopoly rents’ are being extracted (section 3.4.2).
Where alternatives to on-airport car parking do not provide an effective constraint on prices, an airport
might have an incentive to charge monopoly prices for parking (section 3.4.3). Further, an airport
could limit any competition it faces from off-airport parking and other transport modes (including cars,
taxis, and bus and train services) by restricting their access to terminal facilities in order to increase
profits (section 3.4.4).

Although monitoring does not necessarily provide conclusive evidence that airports are abusing their
market power, some observations made available by the monitoring results are possible (section 3.4.5).
Also, structural characteristics that provide airports with an ability to potentially earn monopoly

rents from car parking can be observed. Additional information could assist in identifying inefficient
pricing outcomes.

34.2.  Distinguishing between locational and monopoly rents

Airport car parking charges set by the airport operators could potentially incorporate locational and
monopoly elements. Both types of economic rents represent benefits to owners resulting from raising
prices above the cost of supply, including the opportunity cost of the land.” It is important to make the
distinction between locational and monopoly rents because of the different efficiency implications.

Locational rents come about because users are prepared to pay a premium for preferred locations for
economic activity. Land adjacent to airports is highly valued for various activities that are related to the
operations of the airports, such as car parking.?® For example, the most convenient car parks are those
closest to the terminal and—to avoid costs such as time and inconvenience—airport users will often pay a

24 Productivity Commission, Price regulation of airport services inquiry, report no. 19, Canberra, January 2002.

25 A Albanese, Minister for Infrastructure, Transport, Regional Development and Local Government, New watch on airport
parking fees, media statement, Canberra, 6 April 2008.

26 On the other hand, queuing (as an alternative mechanism to prices) is an inefficient means of rationing capacity
because of delay costs. Further, if demand exceeds capacity, there is no guarantee that (scarce) car spaces will be
allocated to those users with the highest willingness to pay for them, which would result in a loss of consumer welfare.

27  That is, the value of the best alternative use of the land foregone. In the short-term where capacity constraint occurs, the
opportunity cost of car parking spaces is predominantly driven by the values placed on the foregone ‘consumption’ by
other users. Over the long-run where the number of car parking spaces is not fixed, the opportunity cost will generally
represent the value of the next best alternative use of the land. For example, an airport could reduce the amount of land
allocated to car parking and use the land for other purposes—such as car rental facilities or office space.

28 Unimproved land that is valuable purely on account of its location commands a rent based on its imputed value to the
user. In contrast, if the land has been improved by the airport operator (for example, by building a multilevel car park),
airport car parking charges would also in part reflect a recovery of airport costs.
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premium to benefit from them. Car parking can also be provided at some distance from the terminal or off
the airport altogether, which is typically on less valuable land. Such car park spaces involve greater travel
costs and are usually valued less by airport users.”

The size of locational rents depends on how scarce space is. For example, if there is plenty of land
convenient to terminals for car parking, it is not expected that locational rents would be high. The land
constraint will differ across airports where some airports can be readily expanded, while at other airports
land may be relatively scarce.*®

Airport operators may be able to exploit their monopoly position in car parking and set prices in excess
of locational rents. Airports that face less significant substitution possibilities for car parking will confront
less price-sensitive demand and, therefore, have greater market power. This market power may allow
airports to affect the ‘market price’ of car parking spaces and to achieve monopoly rents.>'

When considering whether airport car parking charges are too high, it is important to recognise the
efficiency outcomes from each type of economic rent. Monopoly rents come about because the owner has
set prices above an efficient level. On the other hand, prices that comprise locational rents are based on
the willingness of users to pay for ‘scarcity value’. As stated by the PC:

Importantly, if profits from non-aeronautical services reflect only locational rents, then they generate
no efficiency loss. At the margin, the rental paid for land used in a particular non-aeronautical service
will reflect the opportunity cost of not using that land to provide the highest-valued, alternative,
competitive, non-aeronautical activity.

Moreover, intervention that discourages such rents being earned unambiguously will reduce welfare
because scarce resources will not be allocated to their highest valued use. Economic surplus will be
forfeited. This result contrasts with the potential for intervention aimed at reducing monopoly profits
to enhance welfare. This is because monopoly profits are transfers from consumers to the monopolist
that may be brought about by an inefficient level of supply to the market.??

In practice, distinguishing between locational and monopoly rents is not an easy task. For example, as
discussed by Forsyth, airports may attempt to disguise monopoly rents as locational rents:

Not surprisingly, rents which emerge are often described by those who gain them as locational rents,
regardless of whether they have arisen though locational constraints or the use of market power
(airports, when they raise [their] parking charges, take pains to describe the resulting profits as being
locational rents, even though their ability to raise charges could be symptomatic of market power).>

34.3. Areairports in a position to earn monopoly rents from car
parking operations?

The airports’ ability to use their market power will be greater for short-term parking than long-term stays
because the substitution possibilities appear to be less significant for the former. As discussed by the PC:

In some locations, a number of off-airport operators exist, and provide competition for on-airport
facilities. The number of off-airport operators appears to be greatest for the larger core-regulated
airports (particularly Sydney and Melbourne). This competition is possible because establishing
car parks does not appear to require large and lumpy investments. The major investment appears
to be in land, which is not sunk. In addition, travellers who potentially would use long-term
parking are those most likely to find other travel modes, such as taxis, an attractive and cost-
effective alternative.>*

29 P Forsyth, ‘Locational and monopoly rents at airports: creating them and shifting them’, Journal of Air Transport
Management, vol. 10, 2004.

30  ibid.
31  Monopoly rents are generally described as increased revenue resulting from higher prices at the same or lower levels of

supply. In the context of airport car parking, monopoly rents are defined as the additional revenue resulting from prices
that are higher than those reflecting only locational rents.

32 Productivity Commission, Price regulation of airport services inquiry, report no. 19, Canberra, January 2002, p. 373.

33 P Forsyth, ‘Locational and monopoly rents at airports: creating them and shifting theny’, Journal of Air Transport
Management, 10, 2004, p. 52.

34 ibid, p. 157.
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The PC found that although the market power of airports is likely to be higher for short-term car parking
than long-term parking, there are factors mitigating the extent of market power in short-term facilities. For
example, rates for short-term parking will be constrained to some degree by those set in the more directly
competitive market for long-term parking. Also, the PC noted:

... unlike long-term parking, many of the users of short-term parking are not airline passengers, but
those meeting passengers or driving them to the airport. They have some options about whether to
use airport car parks—dropping people off without parking, or arranging to pick them up outside
terminals, for instance. The latter has become more viable with the increasing use of mobile phones,
allowing passengers to call ‘greeters’ to pick them up as soon as planes land.*

As part of the PC’s 2006 inquiry report Review of price regulation of airport services, movements in car
parking charges at airports were compared with those at ‘high locational rent’ central business district
(CBD) locations. The PC found that although car parking charges increased at all airports from 2001

to 2006 (in some cases significantly), the increases were generally no larger, and overall airport charges
were lower, than at central city locations. As asserted by the PC, ‘[tlhough not by itself definitive, this
comparative analysis suggests that constraints on the ability of airports to increase these charges have
been influential %

Accordingly, the PC considered that separately monitoring car parking charges was not warranted.
Moreover, the PC noted that ‘... the constraints on airport market power in setting car parking charges—
namely, the availability of off-airport parking and other options for travelling to and from airports—have
been influential.¥’

Placing aside the issue of the extent to which alternatives to on-airport car parking provide an effective
constraint on airports’ market power, it is the view of the ACCC that there are several limitations to

using CBD prices as benchmarks. For example, in any given city there are a range of prices offered for a
variety of parking services. Further, in some cases the prices of CBD car parking are subject to levies that
represent state government policies designed to deal with congestion.

Beyond these practical concerns, the ACCC notes that airports ultimately control the conditions of
‘front-door’ access to terminal facilities, which can affect the attractiveness of the various substitutes to
on-airport parking. As stated by the PC as part of the 2002 inquiry:

... the conclusion that airport market power in the provision of car parking is likely to be low is
robust only if the airport does not use its control over airport access to stifle competition from
off-airport car-park providers or providers of competing transport modes.*

3.4.4. Control over landside access matters too

Although passengers may use different forms of transport to access airports, airport operators can raise
barriers to entry by restricting their landside access as a ‘bottleneck facility’. As highlighted by the Board
of Airline Representatives of Australia (BARA), airports may have an incentive to frustrate access to those
with whom they directly compete:

... where the development of competition on the airport may adversely affect the airport’s
commercial returns, it has the incentive and scope to distort the development of that competition.
This may be the case in contestable activities provided by the airport’s downstream operations or in
activities where the airport is economically integrated. For example, although an airport may lease
the management of on-airport car parking facilities, the airport nevertheless has an incentive to deny
or limit access to the airport of off-airport parking companies (such as valet parking companies).
Such a strategy will increase the demand for the on-airport parking services and increase the value
of the car park lease.*®

35  ibid, p. 157.

36  Productivity Commission, Review of price regulation of airport services, report no. 40, Canberra, December 2006, p. 116.
37  ibid, p. 172.

38 Productivity Commission, Price regulation of airport services inquiry, report no. 19, Canberra, January 2002, p. 217.

39 BARA submission to the 2002 Productivity Commission inquiry, p. 3.
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Airport operators may also impose levies on transport modes not provided by the airports and off-site
providers of car parking for access to the airport. For example, airports may impose charges on buses
servicing off-site car parks, levy charges on taxis and where an airport is serviced by rail (such as for
Sydney and Brisbane airports), there may be scope for the introduction of an access levy.

In addition, airports are in a position to limit vehicle standing times—especially for dropping off and
picking up passengers—in excess of the necessary security provisions. Finally, as discussed by the PC,
‘[dlenial (or frustration) of access to potential competitors may arise from imposing unacceptable terms of
access rather than a prohibitive access price (for example, an inconvenient location for the setdown/pick-
up point)."

It should be noted, however, that fees on transportation providers and their shuttle operations potentially
incorporate a recovery of airport costs—such as capital, operating and maintenance costs associated with
roadway and kerbside space. Also, off-airport businesses benefit from the access to airport customers and
may enjoy their own locational rents if off-airport facilities are scarce.!

345 ACCC’s view on market power in airport car parking

In monitoring airport car parking prices, costs, profits and quality of service, the ACCC seeks to improve
the transparency of the airports’ pricing practices. However, monitoring does not, of itself, provide
conclusive evidence that airports are earning locational and monopoly rents.

Nevertheless, based on observations of structural characteristics and the monitoring results (box 3.4.1),
the ACCC considers it is likely that airport car parking charges reflect some element of monopoly rents.

Box 3.4.1: Observations of market power in airport car parking

A number of structural characteristics can be identified that provide airports with an ability to
potentially earn monopoly rents from car parking, namely:

* there are effective barriers to entry to on-airport car parking that arise from the airports’ control
over landside access to terminal facilities

e airports have a considerable amount of discretion in determining the conditions for which
alternatives to its car parking services compete (such as the allocation of kerbside space) and the
security measures relating to landside access

e levies imposed by the airports on alternatives to on-airport parking to access airport terminal
facilities are not monitored or regulated

e airports have direct control over the number of car parking spaces supplied that are in close
proximity to terminals.

An airport exercising market power in car parking would have discretion to increase charges, which
would be expected to result in the persistence of higher profits over time. Although not definitive by
any means, the monitoring results are consistent with this expectation. Specifically it can be observed
for the monitored airports:

e average prices for car parking increased significantly since 2003-04

e total revenue per car park space was well above expenses (including depreciation) per car park
space over the entire reporting period

e while the airports have made significant investments in multilevel parking facilities in recent years,
the overall rate of growth in the number of short-term car parking spaces was less than the growth
rate in average daily throughput for each of the monitored periods (except for 2004-05).

40 Productivity Commission, Price Regulation of Airport Services Inquiry, report no. 19, Canberra, January, 2002, p. 217.

41 R Golaszewski, ‘Location rents and the experience of US airports—lessons learned from off-airport entities’, Journal of
Air Transport Management, 2004.
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What information is required to more conclusively establish whether
airports are earning monopoly rents from car parking?

Although some observations of market power in airport car parking can be made from the current
monitoring program, the indicators are far from conclusive. Additional information could assist in
identifying inefficient pricing outcomes by broadening the suite of partial indicators.

For example, supplementary quality of service indicators that highlight passengers’ perception of parking
congestion could be developed to better understand the demand and supply conditions for airport car
parking. Security measures relating to landside access could also be benchmarked as an indirect indicator
of whether airports security provisions or other kerbside restrictions are excessive. Importantly, for any
benchmarking exercise to be useful, it would be necessary to consider if the benchmarked services
(including the regulatory environment) are comparable. Moreover, the success of benchmarking will
depend on the accessibility, verifiability, and cost effectiveness of the data required.

A comprehensive set of information beyond the scope of monitoring would be required to make more
definitive findings on whether airport operators are using their market power to charge excessive prices
for car parking (box 3.4.2). A complication is that as airports are multi-product firms that have shared
costs and, with many different ‘products’, there could be many different pricing strategies for car parking
operations adopted by airports to maximise overall profits. Further, any judgments about the adequacy
of investment levels in car parking facilities would have to be based on analysis of airport decisions,
including establishing priorities among competing projects.

Box 3.4.2: Identifying the presence of market power in on-airport car parking

The ACCC noted in its 2006 submission to the PC inquiry into airport services that the presence of
monopoly power could be explored in two main ways—basically from the ‘bottom up’ or the ‘top
down’. The first is at the level of the prices for on- and off-airport car parking that are observed in
the market. The difference in these prices may be attributed to two factors:

* the difference in the location of the (otherwise ‘equivalent’) parking spaces relative to the
airport terminal

* the airport’s application of its market power.*
The second way is at the level of company profit outcomes associated with car parking.
Both of these approaches pose empirical challenges. As suggested by the ACCC:

With regard to using the observed prices for on and off-airport car parking, the methodology
is to attempt to isolate the price difference that would be attributable to locational advantage
alone (as would emerge in a competitive market for both on and off-airport car parking), and
to compare that with the observed price difference. Any residual difference would be assessed
for attribution to the exercise of market power.

With regard to examining the profitability of an airport’s car parking business, the difficulties
are the usual ones for external assessment of profitability performance of a multi-product
enterprise, including the comprehensiveness and pertinence of the data that are available.
But, to the extent that car parking land valuation as a capital expense does not reflect market
locational rents, and of course where operating margins do not include these, measures of
parking business margins will be incomplete in capturing (and typically overestimate) any
monopoly rents. !

42 ACCC submission to the 2006 Productivity Commission inquiry.
43 ibid, pp. 11-12.
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One possible approach to undertaking a more thorough assessment of market power in car parking is to
examine the airports’ charging of off-airport firms to access the airport. As commented by Golaszewski,
whether the airport is simply recovering the costs imposed on it by other service providers or if it is able
to extract rents requires empirical research. Moreover, Golaszewski noted ‘[olne would need to develop an
econometric analysis that explained price and cost differences for various on- and off-airport services and
allowed estimation of the likely economic rents and to whom they accrue.*

Notably, even this level of analysis might not be sufficient to distinguish locational rents from monopoly
rents—as a direct indicator of inefficient pricing outcomes. However, the more detailed information would
be useful for understanding the structural characteristics and incentives for airports to exercise their
market power in car parking.

Finally, it should be noted that the ACCC’s monitoring role does not extend to setting airport car parking
charges or otherwise intervening in the airports’ price-setting decisions. In practice, there would be a
number of risks associated with this type of regulatory intervention. For example, if parking rates did
not reflect the value in use of the land in close proximity to terminals, airports would have an incentive
to re-allocate the land to other economic activities over the long term. Moreover, there are efficiencies
associated with the airports’ ability to price discriminate, which would be complicated to replicate.

Airports can leverage their market power in car parking

The monitored airports can act strategically to raise the costs of alternatives to on-airport car parking by
controlling the conditions of landside access to terminal facilities. Consequently, the competitive constraint
on airports’ pricing decisions for parking will be weak. Although the extent to which airports’ charges
exceed efficient levels cannot be determined based on the current monitoring program, it is likely that
airport car parking charges reflect some element of monopoly rents.

44 R Golaszewski, ‘Location rents and the experience of US airports—lessons learned from off-airport entities’, Journal of
Air Transport Management, 2004, p. 68.
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