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Section A

Answer this question.

1    BAA to face competition inquiry

The British Airports Authority (BAA) is the owner of seven airports in Great Britain, 
including Heathrow, Gatwick and Stansted in the south of England. It was privatised 
in 1987 and in 2006 was sold by its owners to Ferrovial, a Spanish construction 
company, for a reported £10 billion.

In 2007, BAA was referred to the Competition Commission amid concerns about 
its market dominance. The Office of Fair Trading (OFT) said it had decided on 
the reference after most industry bodies it consulted on the issue supported the 
decision. The inquiry could potentially result in BAA having to sell one of its three 
main airports in the south of England.

BAA has opposed the reference saying its ownership structure helps customers. 
The well-known budget airline Ryanair welcomed the decision, arguing it was ‘good 
news for consumers’.

The inquiry, expected to take up to two years, will focus on BAA’s ownership of 
Heathrow, Gatwick and Stansted and whether this distorts competition to the 
detriment of passengers. It will also examine BAA’s ownership of both Glasgow and 
Edinburgh airports. BAA has a 60% market share of all UK passenger flights, rising 
to 90% in the south of England.

‘Having considered the points made by respondents to the consultation, the majority 
of whom supported referral, the OFT is of the view that the competition concerns it 
identified prior to the consultation exercise remain valid and that an investigation by 
the Competition Commission is now warranted,’ the OFT said in a statement.

BAA argues its ownership of three of the UK’s largest airports enables it to reduce 
prices for airlines and their customers, while making it easier to raise investment to 
upgrade terminals.

Many airlines believe BAA’s current structure prevents real competition between 
airports and airport facilities have suffered as a result.

BAA’s regulators are the Civil Aviation Authority and the Competition Commission 
which review airports every five years. Each such review covers two major aspects 
of BAA’s business:

 •  annual increases in revenue from airport charges which most airlines believe 
to be excessive;

 • its conduct with respect to customers, business partners and suppliers.

The Civil Aviation Authority has stated that its proposals have been made to provide 
an environment conducive to long-term investment and BAA must deliver its £8.6 
billion ten-year investment plan, while working closely with customers. The regulatory 
policy also places clear accountability with BAA for delivery and dealing with the 
risks of operating airports.

Adapted from BBC News at http://news.bbc.co.uk, 30 March 2007
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 (a) State and explain two economic reasons for the private ownership of many of the UK’s main 
airports. [4]

 (b) (i) What is meant by the term ‘market dominance’? [2]

  (ii) Comment on the extent to which BAA has a dominant market position. [4]

 (c) Ryanair welcomed the decision to refer BAA to the Competition Commission, arguing it was 
‘good news for consumers’ (lines 11–12).

  (i) With the aid of a diagram, explain why economic theory suggests that competition is in 
the best interest of consumers. [4]

  (ii) Discuss the economic case for increasing competition in the provision of airports and 
their facilities. [6]

Section B

Answer one question.

2 (a) Explain the determinants of demand for rail passenger transport. [10]

 (b) Discuss the impact of a growing demand for rail transport services on rail infrastructure and 
on transport sustainability. [15]

3 (a) Explain the private and external costs associated with traffic congestion. [10]

 (b) Discuss, with the aid of examples, the effectiveness of using the cost benefit approach when 
appraising transport infrastructure projects. [15]

4 (a) Explain how the negative externalities caused by transport users result in a misallocation of 
resources. [10]

 (b) Discuss the extent to which taxes levied on transport users correct the misallocation of 
resources such users cause. [15]
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