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Examination of witnesses

Witnesses: Dr Lucy Budd, Sophie Dekkers, Ben Garratt, Jonathan Sullivan and
Nigel Wicking.

Q187

Q188

Chair: Welcome to this morning’s evidence session. This is the third
session of our scrutiny of the Government’s draft Heathrow expansion
national policy statement. We have two panels today, focusing on the
strategic case for Heathrow expansion from the aviation point of view.
Please could I ask our first panel of witnesses to introduce themselves?

Nigel Wicking: 1 am Nigel Wicking from the Heathrow Airlines Operators
Committee, which represents all the airlines at Heathrow airport.

Jonathan Sullivan: 1 am Jonathan Sullivan, the chief corporate
development officer at IAG.

Ben Garratt: 1 am Ben Garratt, interim director of policy and
communications at Logistics UK, the trade association for the logistics
sector.

Sophie Dekkers: 1 am Sophie Dekkers, chief commercial officer at
easylet.

Dr Budd: Good morning. I am Lucy Budd, honorary professor of
sustainable transport at the University of Sydney and chair of the
Transport Geography Research Group at the Royal Geographical Society.

Chair: I will start with Lucy for my first question. A lot has changed in
aviation since the last national policy statement, in 2018. Have those
changes been adequately reflected in the draft Heathrow expansion
statement?

Dr Budd: 1 agree that an awful lot has changed since 2018, in terms of
demand profiles, economic and geopolitical conditions and environmental
policy. One of the key issues that has changed since 2018 is the decline in
business travel and the relative rise in leisure travel, which needs
additional exploration and consideration.

Chair: This question is to all of you. Some of our written evidence has
argued that there is a vacuum in the Government’s overall aviation
strategy—in fact, in their overall policy—and that a lot of the draft strategy
is based on 2013. Do you agree, and is that a problem for the Heathrow
expansion national policy statement?

Sophie Dekkers: Yes. I think there are still more gaps to be clarified—
you are absolutely right. Key focus areas for us are around affordability.
There are improvements in the draft HENPS, which says that charges
should be “no higher than necessary” and “financially sustainable”, but it
feels a bit woolly. We are really looking for it to be backed by objective
benchmarks, which seem to be lacking. We are also looking at whether the
charges would enable the growth that the policy intends to achieve.
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Ben Garratt: Our main concern about the gaps in the policy is around the
economic modelling and the lack of capturing freight benefits. Things like
the role of airports—particularly Heathrow—in trade and boosting UK
productivity and the role of freight in supply chain resilience need to be
addressed.

Jonathan Sullivan: Our view of the gaps that may exist is that, first, we
do not believe the policy statement does enough to show the importance
of our only national hub. Heathrow is a hub, and hub airports have much
better, and very different, economics for the nation than point-to-point
airports. Hub airports are precious—they are rare. Countries go to great
lengths to establish hubs, and the pressure to build a hub is really
powerful.

Secondly, like easylet, we do not believe the policy statement goes far
enough to address affordability and make it a fundamental and overriding
condition for the national policy statement. Whatever the airport needs to
invest to expand, the airline community needs to put forth £75 billion in
new, cleaner, more fuel-efficient, quieter aircraft for this to work. That
element of affordability needs to be done voluntarily, and it needs to be
maintained. If it is not, we risk losing the national hub. That is exactly
what we are working against as a community and at IAG. We want this
expansion to succeed, and we want it to be affordable.

Chair: We will come to hub airports in a moment. Nigel?

Nigel Wicking: Since 2013, Heathrow has unfortunately become the most
expensive airport in the world, and it has held that record for that period.
It is double the price of any of the local hubs and most international hubs
globally. From our perspective, affordability is the most important factor
that is not included.

In 2018, we had the test, but the Secretary of State’s position was that
charges would not significantly change from where they were at that
point. Heathrow airport supported that position. Now we have a situation
where charges could go up to £65 per passenger, from £26 today. That
will not be sustainable relative to the economic opportunity. It will not be
sustainable in terms of developing the traffic and opportunities that could
come from a hub airport such as this.

Dr Budd: There is scope for greater clarity about what this expansion is
seeking to achieve in terms of increased connectivity. Are we talking about
increased domestic connectivity, international connectivity or both? In
chapter 2, there is to my mind a certain ambiguity about the emphasis.
Paragraph 2.2 stresses domestic connectivity and paragraph 2.16 stresses
international connectivity, so I would like greater clarity about the actual
objectives of the expansion.

Chair: Thank you. Sorry, I should have said at the beginning to those of
you working in aviation that I thank you for giving up your time today.
Given the NATS outage yesterday, it must be very stressful. The Secretary
of State for Transport will be making a statement later. We are aware of
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you and your teams during this ongoing disruption.

Dr Arthur: I am an Edinburgh MP. Since covid, it feels like the point-to-
point routes operated by Edinburgh airport have increased substantially,
and Edinburgh benefits from that. When I think about going on holiday, I
look at where I can get to from Edinburgh; I do not look at where I can
get to through Heathrow. I understand that is the way we are going as an
aviation economy—we are going much more point to point rather than
through hubs. Lucy, am I right in that understanding? Is investing in
Heathrow investing in a model that we are moving away from?

Dr Budd: That is a very interesting question. Certainly, the academic
literature reports that between 2003-2013 there was a 31% drop in flights
between London and regional airports. We have seen some other carriers
developing what could be termed a hub bypassing strategy, whereby
instead of flying into Heathrow and then out again, airlines are transiting
passengers through hubs in Europe and the middle east, but I would
suggest that that is perhaps complementary to what is happening at
Heathrow. We have very different market segments developing, each of
which are serving particular traffic needs and customer demographics.

Jonathan Sullivan: To add to that, for long-haul traffic and long-haul
flying, a little bit more than 90% touches a hub at one end of the flight or
the other. It is really important for that to work.

Chair: Sorry, is that 90% of passengers—

Jonathan Sullivan: Roughly 90% of all long-haul flights in the world
need to touch a hub.

Chair: That is flights, but what percentage of passengers on long-haul
flights will take more than one flight in that journey?

Jonathan Sullivan: More than half.

Dr Arthur: How many of the people who touch a hub have the hub as
their destination? If I ever fly to Heathrow, it is because I am going to
London.

Jonathan Sullivan: To expand on this a little bit, short-haul economics
work really well in a point-to-point space. We have seen the rise of
easylet, Vueling—one of our airlines—and many others that work well in
short haul, but for long-haul flying, a hub is absolutely essential to make
that flying consistent and sustainable over time.

Heathrow is one of the most blessed airports in the world from a
catchment perspective, and even there, 45% of the passengers in 2024
were connecting as they went through it. Only 55% were direct out of
Heathrow, and it is one of the best airports in the world for that
perspective. We need a hub at Heathrow for it to work. Adding a hub in
Heathrow does not take away from any of the flying from Edinburgh over
time. We would expect all of the flights that Edinburgh has to other hubs
to stay and perhaps grow over time because of Heathrow’s expansion.
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Dr Arthur: That connecting point is interesting. A lot of those people, if
they have time, might sit down and buy a cup of coffee; but, other than
that cup of coffee, what is the benefit to the UK economy of those people
landing, waiting and then leaving?

Jonathan Sullivan: We have multiple benefits because of the hub system
itself. I am really glad you asked that question. First, the hub airport will
support more connectivity directly. All the areas within the UK—the
regions of the UK—that connect through Heathrow will have more
opportunities to do so, and the business area around the UK will have
more opportunities. Wide-body aircraft carry freight and that freight is
costed roughly at marginal cost for the cost of carriage. That is a
significant boon for the exporters and the importers in the economy.
Because there is more choice and more people can be served, you end up
with more frequencies to the regions because of this. As Heathrow
expands, we would expect that you would get more points within the UK
reconnected back to Heathrow, offering opportunities for businesses and
people in those areas for one-stop journeys elsewhere in the world and
more connectivity directly from Heathrow to the rest of the world.

Dr Arthur: So that 45% of connecting travellers who may or may not buy
a cup of coffee is just a price we pay for all the other benefits we get from
having a hub?

Jonathan Sullivan: That is part of how the hub itself works, and I would
not consider it a price we pay. The benefit we get is that we are able to
offer economically sustainable flights that are consistent over time,
because we can bring all that demand together in one spot and then
redistribute it. That is great for the economy, and it is also great for those
passengers. Many of those journeys have to be connected somewhere;
connecting them over a hub, particularly one here, helps the rest of the
UK do more.

Dr Arthur: Can we not maintain the same level of connectivity by perhaps
investing in other airports in the UK rather than Heathrow? We could talk
about the other London airports, and I have talked about what is
happening in Edinburgh. Can we not do it in that more distributed way?
That would distribute the benefits and some of the impacts of airport
expansion.

Jonathan Sullivan: 1 am glad you asked the question—maybe I can
start. From a point-to-point perspective, for short-haul travel, investment
can take place anywhere, but the benefits for the entire UK that connect
the UK to the world need to be at Heathrow. It is our only national hub,
and we will be able to spread those benefits across the UK better, because
you will more connectivity and more frequencies through Heathrow and
more points connected to Heathrow within the UK. That will allow more
connections beyond the UK.

Ben Garratt: Can I add a dimension from the logistics sector? Our
interest in this is that the wider logistics sector underpins the economy.
The rest of the economy relies on it to move all goods and to enable all
trade. That includes over £1 trillion of goods trade per year. A significant
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chunk of that—just over a quarter in terms of value—goes through
Heathrow.

Dr Arthur: We heard last week that a significant amount of the value
going through Heathrow is gold that goes back and forth to Switzerland. Is
that correct? That is not really helping UK trade, is it? When we talk about
value, we have to be clear about that.

Ben Garratt: Yes—I will be clear. Even if you discount the gold, Heathrow
carries more goods by weight and value than all the other airports because
of the way that a hub airport works and because of the role of long-
distance trade and wide-body aircraft. Gold slightly skews it because, by
its nature, it is heavy and valuable, so it will skew those numbers. It is
also relevant to the UK economy, given that London is a financial centre;
but even if you discount it, Heathrow is still the most important airport we
have in the country by value and trade.

Other airports play a really important role for goods movement as well.
From our sector’s perspective, it is not an either/or. There is a role that
hub airports play. There is a role that belly hold and smaller point-to-point
airports play. There is a role that almost-dedicated freight airports play,
such as East Midlands airport, which is right next to East Midlands
Gateway and works together with that hub.

The logistics sector is a very rational, efficiency-focused, low-margin
sector. It is focused on doing things in the most economic, rational way
that works for the customer. That is leading the sector to make significant
use of Heathrow. The sector is not being strong-armed into it. It is the
opportunity available and they are using it.

Dr Arthur: Lucy, I will end by coming back to you, and apologies if you
are not the right person. We talked about the hub model. Some people
think that might change. Heathrow aside, over the lifetime of the delivery
of the project—over the next 30 years or so—how do you think the hub
model is going to change, not just in the UK but elsewhere around the
world? Are hubs going to keep on getting bigger and bigger as we propose
through Heathrow? Or are we going to see more investment in regional
airports for those direct flights over the next 30 years?

Dr Budd: That is a really important question. Certainly, the hub-and-
spoke network model is underpinned by very powerful commercial drivers,
which are delivering clear and important cost and operational efficiencies
to airlines that choose to adopt them. That said, in the case of the UK
specifically, growth at other regional airports does not appear to be
dampening demand for additional capacity at Heathrow.

Certainly, if we look longer term into the future, even with the advent of
new, longer-range wide-bodied aircraft such as the Boeing 787 and the
Airbus A350, I think there is going to be a limit to which passengers are
going to endure ultra-long-range flights. For that reason alone, and the
constraints of geography, if we can term it that, I think we are going to
see a hub-and-spoke network model continuing, at least for the
foreseeable medium-term future.
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Nigel Wicking: When you look at Heathrow, it is full. The reality is that
most of those operators that have ended up in Edinburgh or elsewhere still
want to serve the UK market, and they are putting in point-to-point for
that purpose. I do not think that will ever go away, because that is now a
leisure market that has been created—an opportunity.

The reality is that we have trade connectivity going through Heathrow. If
we are not able to expand the capacity, that capacity and demand will go
elsewhere, because the other hubs are coming up. There is Istanbul, the
middle east, and some of the European hubs. They are still growing and
they will take the market between Europe and north and south America
from Asia. We have to be ready to combat that and take a position on how
the UK wants to be in that trading environment.

Chair: Obviously, a lot of our witnesses who support expansion have
made the case that Nigel, Jonathan and Ben have made: that Heathrow is
full and it is our important hub airport—which it is, there is no denying
that—and that there is a risk that others may take over. What is the
economic loss to UK plc if Heathrow does not expand? So what if there are
more flights, people and freight go to other hubs—Schiphol, Dubai or
wherever? Heathrow is my local airport, but if I was a business person well
away from London—in the north of England, Scotland or the far south-
west—if I needed to get from A to B and I or my goods had to change
planes, what is the loss to the UK of that expansion not going ahead as
opposed to just falling down a league table? It feels a bit macho to me.

Ben Garratt: This is a slightly non-aviation point. We commissioned
Oxford Economics to do a study for us a couple of years ago about the
relationship between the logistics sector and UK productivity. It found that
the relationship was very strong, and that we had been slipping back
because of general issues within the efficiency of our overall logistics
system caused partly by trade friction and customs issues and partly by
under-investment in transport infrastructure, innovation and some other
areas. It found that if we could reverse that and get more efficient again,
it would be worth up to £8 billion in productivity gain each year.

If we think about the logistics sector as a series of pumps and pipes, it is
about taking the friction out of that so that things can move as smoothly
as possible, it is as efficient as possible, things arrive on time as much as
possible and things are as cheap as possible to move. That helps UK plc. It
is about taking friction out of the system.

Chair: Okay, so you have costed to freight. Lucy, do you have an analysis
of the “So what?"?

Dr Budd: The important point in all of this is that expanding capacity in
and of itself at an existing hub is no guarantor of additional capacity. It
will depend on a multitude of other factors: the competitive landscape and
whether existing full network service carriers or alliance members wish to
base additional aircraft assets at that particular hub, and things such as
fees and charges, the efficiency and management of the proximate
airspace and the surface access. There is a whole range of additional
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considerations. It is not a case of, “"Build additional capacity and additional
connectivity to whichever world region you care to name will automatically
follow.” The whole piece is a lot more complex and nuanced than that.

Chair: What is the impact of having a single hub in the UK on the
resilience of aviation in the UK? Should we have a secondary hub? Could
we?

Jonathan Sullivan: The economics of Heathrow as a hub are very
powerful. To the extent that that hub can grow, it will provide the best
return for the UK. Building a hub is a gigantic investment to pull off. Over
the last 20 years, the middle east has tried to build large hubs in Doha
and Abu Dhabi. They have invested billions and billions in the airlines, the
capacity of the airlines and the aircraft itself, as well as the ground
infrastructure needed to handle the aircraft they are putting together, to
make it work.

Adding a second hub would be far more expensive, and we would probably
need to support another state-owned carrier in order to put in the capacity
because the losses it will suffer as it starts up and the amount of
investment it needs to get to scale would be significant. A hub requires a
hub airline. You can look through audited financial statements and public
disclosures on what has been spent in the middle east as a benchmark for
that, but it would be to the tune of billions. The best investment for the UK
is to make Heathrow work, make it affordable and expand it. That will
have benefits that flow to all the nations and regions of the UK.

Nigel Wicking: Just coming back on that resilience point, you will have
seen that yesterday Heathrow got to the point of being full. It did not take
very long for it to be full, which is a reflection of the fact that it is fully
utilised. In the end, that is why we need a third runway at the appropriate
price, in order to ensure that we have greater resilience because, relative
to other hubs, we are now in a really difficult position.

Chair: That is until it gets full. Okay, let’s move on to the demand for
expansion.

Jacob Collier: Perhaps I will start with Sophie first. Would you say that
the views of airlines and other airport users have changed since the last
draft in 20187

Sophie Dekkers: Certainly, from easylet’s perspective, our views have
not changed. I think there is still demand, particularly for London. I also
have some Oxford Economics data, which suggests that growth over the
next five years is expected—passenger demand will grow by 5% every
year—so the demand is there. We need to make sure that we have
infrastructure that meets that demand. We are seeing that London airports
are full, so that is a challenge in the broader sense.

What is interesting is that the DFT’s own appraisal suggests that capacity
growth needs to come with 30 million from short-haul passengers and 12
million from long-haul passengers. We need to make sure that there is the
infrastructure for short-haul passengers and airlines as well.
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What is interesting—building on the previous questioning around hubs—is
the criticality of hubs. Obviously, we are not a hub airline as such, but we
operate into 48 of the 50 busiest airports in Europe, so we are very used
to operating into hub airports—Heathrow and Dublin are the only two that
we do not operate into. So, it is not binary that that low cost-carriers can
operate successfully in those airports.

What is interesting, though, is that if an airline is based at an airport, that
generates jobs. Regarding the Chair’s point about connecting over Europe,
that does not generate the jobs. If an airline is starting and finishing at
Heathrow, it is generating local jobs. We employ 12,000 people in the
UK—pilots, crew, engineers and so on. It will be the same for all other
airlines.

If we can generate connecting traffic from the UK and make sure that
connection happens in the UK, that means you need based aircraft in
those airports, and that generates jobs. One of the benefits of Heathrow
expansion, or London expansion overall, is generating employment and
creating a stronger economy from it—taking on the point that a connecting
passenger might not spend that much in the terminal; nevertheless, that
connecting passenger does generate jobs. That is the criticality that we
should not forget in this process.

However, going back to your original question, our position has not
changed. I sat on this panel in 2018 and reiterated the same points: it
needs to be about affordability, it needs to be about not being gold-plated,
and it needs to meet passenger demand, which is growing in the UK. The
external economic modelling suggests that passenger demand is still
growing. We need to ensure that we are fit as an industry, with the right
infrastructure, to be able to do that across the UK and not just at
Heathrow. Fourteen out of our 20 growth aircraft in the last two years
have gone into regional UK. We have not been able to grow in London; it's
full.

Jonathan Sullivan: If 1 can add to what Sophie has said, Airlines UK
published some work that Steer had done, which suggested that four
times more jobs are brought by an aircraft that is based here than one
that is based overseas, and to the extent that that is a larger, wide-body
aircraft, which is what Heathrow will have more of over time, it is more—
perhaps up to nine times more jobs. If we do not make that investment,
we would lose out on a significant amount of good employment, good
careers and good economic activity, because we can connect passengers
here.

To the second point regarding your question, IAG’s views have not
changed either. The demand for expanding Heathrow is as big now as it
was before. The economics for expanding the hub are really important.
The really key, critical issue—the fundamental overriding principle—is that
we need to find a way as a nation to deliver this affordably, because if it is
affordable, and it is going to work for everybody.
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Ben Garratt: From a demand perspective, at Logistics UK and in the
conversations that we have had with our members, we have really seen
interest in infrastructure and improving infrastructure go up the agenda. A
few years ago, the private sector was doing its thing, being as efficient as
possible, and it was mainly concerned to ensure that regulation supported
efficiency and safety. Increasingly, we hear views not just about airports
but about road, rail and other aspects of infrastructure—namely, that they
are hitting a ceiling on what they can deliver for the economy.
Infrastructure investment is needed across the UK—including to grow
Heathrow, because it is full—to deliver more for the UK economy.

We also hear, from the Government, the focus on reindustrialisation. I
think people have characterised UK trade as our buying goods and selling
services. The reindustrialisation agenda implies that we will be selling
more goods too, which will create good jobs across the country, and that
means selling those goods around the world. The way to do that is through
air.

Nigel Wicking: The other operators at Heathrow are, like the base
carriers, very supportive of expansion, but again, it cannot be at any cost.
It has to be economically viable, and that goes more so for international
carriers, because they will go elsewhere.

Chair: We have questions on that.

Jacob Collier: If the Government cancel or delay this project, what will
that mean for airlines and the decision that you will make? Does it mean
that you will go elsewhere in the UK? You have already said that we are at
capacity; what will it actually mean if this does not go ahead?

Sophie Dekkers: From easylet’'s perspective, we are a pan-European
airline. We have 365 aircraft; 196 of them are based in the UK and the
rest are based in Europe. We will continue to grow in Europe because we
have choices about where we can place capacity. That is the reality.
Actually, several of the UK regional airports are becoming full as well, so
our options are becoming more limited. We opened the Newcastle base
this year, so that is a good opportunity for us, and we opened in Southend
airport last year because we want to grow in London, but there is no
London capacity available. Those are opportunities that we will be making
and that we are trying to build, but the reality is that our decisions will be
to grow in Europe faster than we grow in the UK if there is not the
capacity.

Dr Arthur: Sophie, are you not making the point that I made earlier? You
are looking at other airports because London is full. I think people
elsewhere in the country want direct flights to Europe and elsewhere. They
do not want to go to London, swapping at Luton or wherever, to get
another easylet flight to Europe; they would rather have it direct.
Although you are not happy with it, is that not delivering real benefits for
people who live in Newcastle, Edinburgh and elsewhere? They do not want
to go via London, do they?
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Sophie Dekkers: Yes, I completely agree with you. We used to operate
into Newcastle, then we ceased operations and we just restarted again this
year. The challenge with somewhere like Newcastle is that there is limited
demand for the opportunity we have there. Somewhere like Edinburgh is
full first wave, so we cannot base more aircraft there. That is the same for
Manchester, Bristol and Birmingham. Those airports are at capacity. The
opportunities to find profitable, commercially viable flying in other parts of
the UK are limited, so that is one challenge we face. We can look at the
whole of Europe as well, so those are the trade-offs we make when we
make those assessments.

Jonathan Sullivan: From IAG’s point of view, this is not an either/or
question. Investment in Heathrow does not need to change investment at
Edinburgh and other airports. If airports can develop affordably and add
the ability to handle more flights at particular times of day affordably,
airlines will find a way to put capacity where the demand actually wants to
be.

If Heathrow cannot expand, it makes it very difficult for British Airways to
expand, and the economics of British Airways are very good. It is a very
good employer; it has a very good network that has been built out over
100 years; it is a tremendous asset for the country. To the extent that we
are not able to expand that business, that is a lost opportunity for all the
United Kingdom and for London. We will push more of our investment into
Europe where we own three other airlines, all of which we are trying to
make as good as possible.

Chair: Some of the evidence we received points to the jobs not growing in
number but being diverted from other parts of the UK to west London. Is
that a risk, from your perspective? Jonathan and Sophie, that is
particularly for you.

Jonathan Sullivan: 1 find that economic analysis curious.
Chair: All right: you disagree with it. Sophie?

Sophie Dekkers: 1 would disagree as well. I do not think it is either/or,
as Jonathan said. We have 267 aircraft on order. We need places to put
them. We will be growing in the UK regions and growing in London if there
is the opportunity and if it makes commercial sense, so I do not think it is
either/or. Certainly, our track record recently is growing in the UK regions
where there is capacity and where it makes sense. Airport charges in the
UK regions are much more affordable than they are in London, which does
play a part in our investment there.

Jacob Collier: Just to pick up on that, Nigel, you said Heathrow has the
highest charges in the world. The draft HENPS says: “Without expansion,
passengers are likely to suffer from higher fares and more delays.” Do you
agree with that, and what other effects do you foresee?

Nigel Wicking: Higher fares I do not recognise, necessarily, because all
hubs must be competitive with each other. People will use software to
identify the best routeing to take, for the price. On resilience, I would raise
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a concern if we do not have expansion, because we are operating at full
capacity, and it takes quite a long period to recover from situations like
yesterday. We have a lot of aircraft that were dispersed across Europe;
they will find it very difficult to get back into the UK today, because there
are not many ad hoc slots available at Heathrow for them to get back in.

Jonathan Sullivan: We fundamentally disagree with the way that
modelling is carried out. Competitive forces in aviation are extreme and
severe, and we compete every single day. Those forces have an impact on
price, and prices out of Heathrow are roughly comparable to prices out of
any hub in the world, based on the distance being flown and the products
being served. The DFT has for a long time suggested that by now we
would have significantly higher prices, because Heathrow has been full for
20 years. The way the modelling is done is one thing, but it cannot be
pushed on to the airline community. As it is significantly competing every
single day, higher prices do not come through.

Jacob Collier: Do you think expansion at Heathrow would mean more
competition between airlines themselves, and that we would potentially
see more airlines flying from Heathrow?

Nigel Wicking: Yes. Heathrow itself is suggesting that there will be an
additional 30 routes coming into the airport, which will open new markets
and trade potential, and allow other airlines to potentially service the UK
market and connect with other airlines through alliances and relationships.

Chair: That is potentially true, isn't it? If the routes are going to be
determined by the market, it could mean, as you say, more routes—or
more flights to existing high-demand routes, like New York.

Nigel Wicking: Yes, it could be both, but the fundamental underpinning
all of that will still be affordability. It still needs to make economic sense
for airlines that are not based here to be able to fly into the UK, and to
have connecting flights and operations through Heathrow—and they will
look at other hubs from that perspective.

Chair: Picking up on cost, we had the session on the carbon and climate
change impact yesterday. Our witnesses talked about the carbon cost of
expansion and aviation in the future. Was that cost, as well as the cost of
construction, also modelled into both your analysis and the Government'’s
analysis?

Jonathan Sullivan: At IAG we are committed to net zero. We have a
road map that will work towards net zero; it has three core pillars, and
sustainable aviation fuel is a good portion of that. With the right policy
framework, and with a global approach driving to net zero, we believe
carbon will move in that direction.

Chair: And the price per tonne of carbon?

Jonathan Sullivan: The way the sustainable aviation fuel market will
work out, and the way, ultimately, new aircraft will be invested in, should
help to alleviate that problem as we move towards net zero by 2050.
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Chair: Even though the net zero trajectory is behind forecast?

Jonathan Sullivan: This is a global problem at the start. We need to
establish a global industry—as IAG, we are working with the UK
Government and Governments around the world to establish that. As
these mandates come in, we are working to make sure that global industry
is established. Delaying Heathrow’s expansion while we wait for the
industry to be established is only going to hurt the UK. This is a problem
that needs to be solved globally.

Nigel Wicking: From that perspective, IATA has sustainability as a
primary focus, and it is mandating net zero targets for 2050. SAF will be
65% of that, in terms of realisation. There is a lot still to be done to allow
Governments to catch up with what is needed.

Olly Glover: Dr Budd, we have touched on this a little already, but one of
the key cases for expansion of Heathrow is business travel and the
revenues that result from it. However, business travel has been declining
as a proportion of all journeys at UK airports since 2017 and is forecast to
continue declining until 2050. Have the benefits of business travel from
Heathrow expansion been overstated, in your view?

Dr Budd: As I said in my opening statement—
Olly Glover: Which I missed—apologies for that.

Dr Budd: One of the biggest changes since 2018 has been the decline in
business travel. According to the DFT’s 2026 aviation forecast, the
proportion of travellers flying purely for business purposes fell from 19%
in 2019 to 13% in 2024. While there are important variations—London
City and Heathrow airports are above that national average—the trend
does seem to be declining, and at the same time we are seeing a rise in
the proportion of leisure travellers.

We talked about affordability earlier. There is certainly some evidence
that, yes, some passenger segments are price sensitive, but, equally,
there is increasing evidence that some passengers, particularly on the
longer-haul leisure routes, are trading up to premium economy and
business class products. The issue of affordability is therefore quite
nuanced and perhaps not as straightforward as one might think.

Olly Glover: Would any of the other witnesses like to comment on that?

Jonathan Sullivan: There was a step change in business travel as a
result of the pandemic, but business travel itself is now growing in total.
As a proportion, maybe it is not growing as fast as the leisure travel
segment, but it is a mistake, from our point of view, to suggest that
business travel will be less in 2050, in absolute terms, than it is today. We
think the United Kingdom needs to be able to service as much of that
business travel as possible, and that needs to be done at the times of day
when business travellers need to travel.
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Dr Budd: If 1 can respond to that, we have certainly seen a number of
corporations fundamentally change their business travel policies in the
light of the pandemic, but also in the light of concerns about climate
chaos. We are also seeing individual consumers making more considered
choices about how, when and where they travel.

All those behavioural dynamics need to come into play when considering
what the future demand profile will look like, particularly for business
travel. We are already quite familiar with using alternative technologies—
video calls and so on—and there is scope for new technologies, not just on
the aviation side but in the IT and communications space, to change the
landscape of future business travel needs.

Chair: So who is generating the demand that you are projecting? Is it
Brits going on holiday once a year or many times a year, or is it people
coming into Britain? What is the balance of those projected increases in
passengers?

Sophie Dekkers: A lot of it is people travelling more frequently, but, from
a business travel perspective, the profile of business travel has changed;
people are now looking for value. What is interesting about business travel
is that short haul has not been as impacted; short haul into Europe and
into the major hubs has not been as affected as long haul.

I think we were at about 19% business passengers pre-pandemic, and we
are at about 16% now, but that is building back. Interestingly, that is very
closely correlated with the frequencies and schedules that you operate. If
we operate two a day into a major city, we are more likely to have a
business passenger profile than if we operate three times a week, for
example. We are actually looking at investing in building back some of our
city proposition to be able to serve that.

What has also changed is people’s behaviour in terms of where they are
working. A lot of people moved out of London during the pandemic; people
moved to Edinburgh or elsewhere in Scotland, and are how commuting in.

The profile of a business traveller has therefore changed slightly; it is less
about the big corporates travelling—I completely support what you are
saying, Dr Budd—and more about the SMEs that are still travelling, but
also the commuters; people are now commuting. That business travel is
therefore building back.

It is a combination of that and leisure travel, where demand continues to
grow. Interestingly, the profile of what people are spending their money
on post-pandemic is more around experiential spend—more about
experiences than material products. We are seeing that trend continue,
and therefore the demand for leisure travel continues to grow as well.

Chair: So the bulk of the increased demand is leisure travel and British
people going overseas. Is that right, that most of our British aviation
growth is Brits going to other countries, as opposed to other people
visiting Britain? What is the proportionality of the projected growth?
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Sophie Dekkers: We are now operating two thirds of our capacity on
leisure short haul—to beach destinations—and that has grown from about
a quarter pre-pandemic. So, yes, that growth is coming from leisure and,
predominantly, you are right that it would be outbound. The remaining
two thirds is city and domestics, and city travel is 50:50 from both
directions. That is what you typically see on a route, but as I say, the
schedule that you build and operate determines the type of passengers
you get. If you do three a week, it will very much be leisure city breaks; if
you do double daily, you are more likely to see business passengers on it.
We see that there is still a demand there, and that is where we are
investing some of our capacity—in building that back. It goes hand in hand
with the schedule that you operate.

Chair: That is helpful, Sophie, but you are not at Heathrow. What is the
profile of the passengers who will be using the third runway, if it goes
ahead?

Jonathan Sullivan: At a hub, it is slightly different from what the point-
to-point networks have. Sophie is exactly right that the more consistent
the schedule is and the more you have double daily, the more business
travellers you get.

The overall growth, and the way we look at estimates for it over time, is
closely tied to the overall growth of the relative economies. At IAG, one of
our most important markets is the transatlantic market, and to the extent
that the United States has been growing faster than Britain, that point of
sale—passengers originating from there, and through our partnership with
American Airlines—

Chair: What is the proportionality between leisure and business?

Jonathan Sullivan: 1 will have to write to you on where exactly that sits
over time; it is different on a revenue versus passenger basis.

Chair: That would be useful.

Jonathan Sullivan: But from a long-term view, when we look at the
economics, we do not distinguish passenger types that way; we look at
the money itself and where the value—

Chair: My understanding is that currently, Heathrow is somewhere in the
order of 80% leisure and 20% business. Is that what the projected growth
will be if runway 3 goes ahead?

Jonathan Sullivan: 1 believe it comes back to how well the UK economy
can do relative to the growth rates of the rest of the world. If the United
Kingdom is growing much more slowly, you would expect to have more
inbound travel, and perhaps more of that is leisure. If the United Kingdom
can go forwards economically, we will get more business travel as a
proportion. A lot of our flights are business based. It really comes down to
the ability of business to work.

Chair: Did you want to add anything, Nigel?
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Nigel Wicking: Only that we would need to come back to you with any
kind of statistical analysis, if there is any.

Chair: That would be helpful. Thank you. Jacob will now pick up a bit
more on freight.

Jacob Collier: The draft HENPS does not include detailed forecasts for
freight; it is assumed to be at 2019 levels. Ben, do you think that that is a
reasonable assumption? What will be the additional economic impact of
more freight at Heathrow?

Ben Garratt: We do not think it is a reasonable assumption, and we are
concerned that it underplays the role of freight. From our perspective, the
overriding reason to expand Heathrow is economic, to support the growth
of the UK economy, and freight is a key part of that. We see in various
parts of DFT modelling—this is not unique to this issue; it happens across
road, rail and other investment too—a struggle to capture the full benefits
of freight. We think it underplays the opportunity to move more goods
more efficiently by air cargo, which means it also underplays the
productivity benefit across the UK and the supply chain resilience benefits.
It is potentially harder to capture those benefits statistically than when
looking at passenger revenues, because the air cargo element is just one
part of a longer journey, but we do think it could do a better job of that.
We are confident that if it did capture that, it would increase the case for
Heathrow expansion even more.

Jacob Collier: Other than runway capacity, what barriers to freight would
need to change for it to grow?

Ben Garratt: There is the cargo handling estate element of it as well. For
transparency, Heathrow is a member of Logistics UK, and lots of our
members use Heathrow. They work closely with Heathrow to try to make
that cargo handling estate as efficient as possible. Obviously, it is in a
relatively constrained and congested part of the country. We want to see
continued investment in that. That is probably not a case of massively
expanding that part of the estate, but about investing in technology and
looking at where regulations can help to make it work as smoothly as
possible.

Much more broadly than that, there is what you would call surface access
for passengers. The road and rail networks and connectivity with Heathrow
all form part of the picture. We want to see—not necessarily from the
airport, but from policy more broadly—an improved understanding of and
a focus on how we can make our road and rail networks, including where
they connect to major hubs like Heathrow, work as smoothly as possible.
That perhaps means moving away from a piecemeal project-by-project
view of public infrastructure investment in the country, and more towards
understanding how the logistics system works as a network. We produced
some research on that in 2024. We published a map of where we think the
core logistics networks, road and rail, are in the country, and how they
connect to our key ports and airports, including Heathrow. We want that
to have a greater influence on investment plans from the Government so
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that we understand where we need to improve our efficiency as a country.

Jacob Collier: Olly is going to come on to rail in a second. The proposals
obviously contain changes to the road network around Heathrow. Is that
adequate to take the capacity for your members, or would there need to
be changes around that?

Ben Garratt: They are adequate if you zoom in at that level. The greater
concern from our members, like for lots of people, would be about
disruption to the road network during it. Things should be expanded, so
that is about communication between Heathrow, National Highways and
the logistics sector. We saw a good test case of that with a major junction
upgrade and the first closure of the M25 ever, I think, to deliver upgrades
relatively near Heathrow recently.

We need to look more broadly than that at general M25/M4 capacity and
freight network capacity across that part of the country to make sure we
can move freight as smoothly as possible. If you zoom out on that level, I
don’t think it is fair to say that that is a Heathrow responsibility. It is the
responsibility of the Department for Transport, working with the logistics
sector and others to establish where, over time, we need to keep investing
in our infrastructure to make it work smoothly.

Dr Budd: May I add a couple of points on the air freight side? The wide-
bodied aircraft that go in and out of Heathrow have the capacity to
transport belly hold cargo, and the narrow-body fleets that typically
operate the point-to-point services do not. That has enabled Heathrow to
develop quite a substantial cargo operation, despite having very few, if
any, dedicated cargo aircraft.

However, just as we have seen with the passenger side, where we have
specialisation between the point-to-point short haul and the full-service
network hub model, we see specialisation in the freight sector. Although
Heathrow has operating restrictions that prevent freight flights and any
other flights operating at certain hours of the night, other airports, such as
East Midlands and Stansted, do not have those operating restrictions,
which has enabled them to grow a very significant 24-hour cargo
operation. You have dedicated freighter aircraft coming in in the early
hours of the morning. It is important to consider that niche specialisation
of the integrator coming in on dedicated freight aircraft, as opposed to the
belly hold cargo, which comes in through Heathrow. That is an important
point to consider, certainly in terms of whether the operating restrictions
at Heathrow will remain, what they will look like, and what the impact of
that will be on logistics and forwarders in the country.

Chair: Speaking from a local point of view, one of the few conditions that
we were able to have on terminal 5 was night flight restrictions.

Ben, do your members operating at Heathrow raise issues about the road
network around Heathrow? That is often raised, and we have the local
authorities coming next week. There is frequent congestion—the M25 was
out last week. For your members coming in and out of the cargo terminal,
there are a lot of very narrow roads, Victorian bridges and so on, which we
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worry about. Is that an issue now? Do you think there is enough in the
draft policy statement about future road infrastructure?

Ben Garratt: There probably is not in the policy statement. It is an issue
that we have around many major hubs in this country. We often have big
hubs just off the strategic road network. There are differential levels of
investment in the strategic road network and elsewhere, and that
particularly affects the ports to the east of the country. That is why we
produced this map: to try to say that it is not just about the strategic road
network and the local network; it is about understanding where freight
flows go and, therefore, where we need to put that investment. But it does
come up. It is a congested part of the country. The south-east is a very
busy place, and our members want to see it work as efficiently as possible.
They are not arguing for building a hub elsewhere; they want this hub to
work as well as possible. Almost anywhere we talk about in the country,
we are seeing road speeds slow across the strategic road network, which
is harming UK productivity, so we need to see that addressed.

Chair: That probably moves us on to Olly’s question.

Olly Glover: Mr Garratt, in your written evidence, Logistics UK called for
the final Heathrow expansion national policy statement to place greater
emphasis on the use of rail freight during construction. In your view,
would the capacity of the existing rail freight corridor to Heathrow need to
be enhanced in order to make that possible?

Ben Garratt: Likely, yes. Rail freight plays a really strong role in our
overall logistics system—it is about 8%, nearly 10%, by tonne kilometres
across the country—and in certain segments it plays a particularly strong
role. Construction and the ability to move very heavy things is a forte of
rail freight. As we have seen in major infrastructure projects elsewhere, to
get more into that area would require some additional work. We have not
done a study on what additional work would be required, but it is not
necessarily building whole sections of new track; it could be additional
sidings, freight terminal capacity—things that could be done without
disrupting the passenger network. But if we want to get more on rail
freight in general, we are going to have to expand our rail freight network.

Olly Glover: I agree with your analysis. Of course, the Great Western
main line slow lines—in western region language they call them relief
lines, but that is one for another day—are much busier now because of
Crossrail, the Elizabeth line, so I think you are right about that. If at some
point this century or millennium we ever get the western or southern rail
access, how might that impact freight potential?

Ben Garratt: As you might have heard, we are pro building infrastructure,
so we want to see those projects go ahead. We heard from the Transport
Secretary yesterday the new interim target for rail freight growth of 40%
by 2040 ahead of the 2050 target. Delivering that rail freight growth, not
just around Heathrow but across the country, will inevitably require
investment in infrastructure for freight. That could be quite different from
passenger infrastructure. Often what happens in the rail freight planning
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space is that a passenger project is proposed and the freight community
can see it happening and say, “Oh, can we add this on top, please, to
make it work as well as possible?” We would really like to see a more
freight-centric way of doing things given that rail can play a much bigger
role, and the Government and the industry want it to play a bigger role, in
the movement of freight. We have not come up with a particular piece of
engineering around there, but the more capacity the better.

Olly Glover: Hear, hear.

Jonathan Sullivan: If I may add to that, one of the big deviations of this
national policy statement from the 2018 national policy statement is that it
is asking the airline community and the passengers to pay for all the
ground transport improvements, rather than taking the "“user pays”
approach that was more the case in 2018. That has a massive impact on
the ability to afford this expansion. To the extent that there are benefits
and users that are going to be shared over the overall infrastructure, we
believe as an airline community, and as IAG, that this should be done on a
“user pays” basis, consistent with how it was done in 2018, rather than by
asking airlines and airline passengers to pay for all of it.

Chair: While we are on the subject of rail, Nigel, I only recently became
aware of the line that brings oil into the airport, and the fact that it will
potentially be impacted by construction of a third runway and a terminal.
What are your members saying to you about that?

Nigel Wicking: Clearly, there is a lot of risk associated with moving the
M25, filling in lakes, moving a river, moving the rail head, moving a
substation and power lines—

Chair: I particularly want to know about the airlines” access to oil and fuel
with that line.

Nigel Wicking: Clearly, that line is a key provider of fuel. It also provides
some level of resilience, relative to the fuel lines that also come into
Heathrow. From our perspective, this is why risk is such a big issue with
the 3,500-metre runway from day one. We would prefer to have a phased
approach and to consider a shorter runway, and from there to look at
expanding to a longer runway. Combined with that, we would also suggest
that the HENPS must not lock in one scheme. It should stay open to a
phased approach and it should be open to alternative promoters rather
than just Heathrow Airport. We have got Heathrow West as an available
promoter, which provides competitive tension on pricing.

Chair: Sorry, I slightly cut you off, because I realised you have not had a
chance to raise concerns about the logistics of the proposal and the other
risks. Do you want to just elaborate a little?

Nigel Wicking: In terms of the fuel supply down that rail line, we have
not had any evidence on how that will be replaced and overcome as yet,
other than that it has to be moved.

Chair: You touched on the substation.
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Nigel Wicking: The substation would have to move, and I think there are
three lakes and a river—the lakes would probably have to be filled in. If
we are suggesting that all those could be done within a five-year period
and we will build a runway of 3,500 metres, then I would have concerns
about whether that is achievable when we have two tunnels that have
taken 13 years instead of three years to deliver and have been four times
the price. My confidence in taking the risk of moving the M25 in the initial
period is battered by the fact that Heathrow has not had great success in,
as an example, delivering tunnels, and I don’t think we need to go there
from day one. We need something that can be delivered and operated,
and a shorter runway would achieve that. From there, we obviously get
utilisation and an opportunity to expand at another point.

Chair: Thank you. We are going to move on to domestic connectivity.

Dr Arthur: I will try to keep this brief, because we are up against the
clock. Domestic connectivity—increasing flights into London and also
connecting to onward destinations—is part of the argument for it, isn't it?
Is there enough in what has been proposed to ensure domestic
connectivity, or should the Government be much more forceful in
ringfencing capacity? Or should we just leave it up to Heathrow to decide
what balance is right for the airport?

Jonathan Sullivan: Perhaps I can go first. We operate more than 95% of
the domestic connectivity out of Heathrow and more than 50% of the
domestic connectivity in London in general. The most important issue to
establish that is going to be affordability. I know I am banging on about
affordability, but to the extent that we can get that expansion built
affordably—the site built affordably—the airlines, including British Airways,
will have the financial capacity and the desire to add more flights and
more destinations to the UK regions and UK cities.

Dr Arthur: Your desire is great—I like desire—but should the Government
ringfence capacity to make that happen or just trust you to deliver on that
desire that you have?

Jonathan Sullivan: From our point of view, the Government need not
ringfence it, because the desire will be sufficient if the economics to build
it affordably are there. We need that extra runway and terminal capacity
in order to add that in. It has been crowded out a little over the last few
years. We can add those flights back in if the airport is delivered
affordably. The cost of delivering that airport needed to be borne by the
passengers and the airlines that are there. To the extent that the cost
rises above what airlines can bear and pass through to passengers, the
whole airport becomes unaffordable. All the domestic connectivity through
Heathrow is then at risk. That was the exact problem we are trying to
avoid.

Dr Arthur: But it is a pretty marginal activity. If I get on the British
Airways flight down to Heathrow to go on to Chicago or something, the
initial leg of that flight is quite a marginal activity for you, so it is
important we get this right in terms of cost.
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Jonathan Sullivan: Maybe I can reframe that. Our domestic network is
very important to us; it is not a marginal part of our business. We
maintain that domestic network because it is in the best interests of our
overall business. We want great connectivity to everywhere we serve, with
consistent service spread through the day, connecting to our overall route
network. That serves the local passenger very well. We have a significant
number of flights to Denver, of which I am a frequent user—as well as to
Glasgow. That also serves connecting passengers as they move through
the day.

Nigel Wicking: easylet is an example of where we should be achieving
connectivity at the right price in an economically viable way. Then, they
will be able to connect with all the Chinese airlines and other airlines that
go through Heathrow directly. Their passengers can come from Newcastle,
Edinburgh or Glasgow through Heathrow, go on to a Chinese airline and
then out to Shanghai. That would not be available on point-to-points,
because you are never going to get to a situation where Edinburgh has all
that choice available to it. Yes, it will have a concentration of some routes
into the middle east and north America, but the breadth of opportunity
that comes with Heathrow, for people to connect through easylet, will be
phenomenal.

Sophie Dekkers: 1 echo exactly what has been said. It comes down to
affordability. If think about how much people are prepared to pay for a
domestic flight, in reality they are not going to choose to fly where there is
a £65 airport charge—as was quoted earlier in this session—before adding
everything else on top.

I completely agree with what Jonathan said. I do not think that
Government should determine exactly how much is for domestic capacity.
One of the big game changers for us was the halving of ADP—obviously I
have to mention that in a Transport Select Committee. The halving of ADP
made a material difference to our domestic investment: we increased our
domestic capacity by 30%. In fact, we have launched Manchester-
Southampton, which we will start flying from December. We will continue
to invest in domestic capacity where it is affordable.

Another point I would add is on operational reality and being able to
deliver operationally. That is about having efficient terminal capacity that
facilitates the short turnaround typical of a low-cost model. We have
experience of doing that in other airports, like Lisbon, Amsterdam Schiphol
and Paris-Orly, where you can do that effectively. Being able to facilitate
that 35-minute turnaround means that you can keep prices low for
passengers because you have maximum utilisation of the aircraft.

When we talk about affordability, we should not think just about the cost
of construction; we need to think about the type of construction. We are
not asking for a specific terminal. In fact, you do not need a different
terminal to operate; you just need efficient infrastructure—including,
particularly for us, the ability to board with both front and rear steps. We
were able to introduce that at Lisbon, where initially we just had air
bridges. The fact that we now have rear step boarding as well has reduced
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the turn time by seven minutes. Heathrow does not need to design
anything specific; it just needs to enable that type of boarding to have
that efficiency.

Efficiency equals affordability, which means we can pass the savings on. If
you can keep the costs low, the attractiveness of doing domestic—shorter
sectors—becomes a commercial reality for airlines. That all needs to be
part of the considerations going forward, but let's not forget the impact
that things like APD can have on domestics by opening up capacity there,
too.

Dr Arthur: That vision for easylet, connecting into long-haul flights—
perhaps from Edinburgh, of course—also means that there will be much
more people moving between terminals and collecting their easylet
luggage to go on to their long-haul flights. That adds a lot of complexity to
Heathrow’s operation. Nobody likes picking up their luggage and checking
it back in. That adds a lot of headroom, doesn't it?

Sophie Dekkers: 1t is interesting that you say that. Today, we connect
with 16 other carriers through that manual process, but we have a live
project at the moment, “"Manage Connections”, which essentially looks to
do through bags so that we take that point of friction out for customers.
We are hoping to launch a trial with that in October, in Geneva, which has
a better set-up for us. That will enable easylet-to-easylet connections
with through bags, which we can then open up. As I just said, we can then
connect into long-haul carriers across the network. We see that as a real
opportunity. We are one of the few pan-European short-haul airlines that
operates in those airports.

Dr Arthur: You are doing a great job of selling easylJet.

Chair: Okay. I am conscious that time is moving on, we have another
couple of topics to cover and one of our withesses needs to leave early.
Olly, quick question, please.

Olly Glover: Hopefully we can make this a yes or no question and recover
some time. Do you support the conclusion of the draft national policy
statement that only a 3,500-metre runway can deliver the necessary
benefit?

Ben Garratt: Yes.
Jonathan Sullivan: No.
Nigel Wicking: No.
Sophie Dekkers: No.

Dr Budd: I'm afraid the academic caveat of “More research is needed”
applies here.

Olly Glover: Fair enough. We've got one yes and three nos.

Chair: If you want to add to that, write in afterwards.
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Jacob Collier: I guess this is the million-dollar question: how confident
are you that expansion can be delivered on time and on budget?

Nigel Wicking: 1 think it can. It depends on what you define as the
budget, because the key scheme provider, Heathrow airport, is suggesting
a budget of £49 billion at the moment. That is the starting point without
surface access and various other costs that would be built in. From our
perspective, 3,500 metres is not required from the outset and probably
would not be deliverable within the timeframe. If we had a phased
approach and delivered a shorter runway initially, that would take the
opportunity to deliver more capacity and could be delivered on time and at
a more effective price, particularly when you consider that there are
competitors out there offering a lower price.

Jacob Collier: You have all stressed that affordability is key. How could
that be achieved? Are the current proposals as affordable as they could
be?

Jonathan Sullivan: Let me boil this into three quick points. First, put
affordability into the national policy statement as a fundamental and
overriding principle that requires an assessment that is consistent across
the four tests. Secondly, have a through-line on accountability around
affordability through the regulation to the CAA over time. Thirdly, through
the regulatory change process that the CAA is undergoing—they recognise
that there is a problem with the regulatory framework around the
economics of Heathrow—bring competition to bear and better capital
governance over time. If we design from the start so that we need to
deliver this on time and affordably and make it work, we have a much
better chance of achieving it than if we try to fix it halfway through.

Ben Garratt: Airlines will have a more specific response to that. The
reason for my answer to the longer runway question is that it is crucial to
the wide-body, long-haul flights that support air cargo. From the
perspective of the logistics sector, we want to see it delivered on time and
on budget. We are generally believers in the market and hope that
Heathrow and others around the project would want to see it work for its
customers. We would look forward to working closely with them as an
industry and helping to scrutinise that while it is happening.

Sophie Dekkers: The key point for me, for easyJet and for the industry is
not forgetting the importance of airspace reform and London airspace
reform. We cannot continue to grow infrastructure on the ground without
fixing what is happening in the skies. The Government have committed to
that under UKADS, but I talked about it in 2018 and eight years later,
nothing has happened. Airspace has to change.

I know that environment is critical. Modernising the airspace would reduce
fuel emissions by 10%. We need to look at what is happening in the sky as
well as what is happening in the ground.

Dr Budd: 1 agree entirely. The discourse around expansion is being
framed very much in terms of additional ATMs. The ability to deliver that
depends on the infrastructure, assets, desigh and configuration of not only
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what is on the ground, but what is in the air, as Sophie rightly said. Given
that the airspace architecture and the ATC procedures have a direct and
significant impact on emissions, noise and efficiency, I wondered whether
there was any significance in the fact that there was not more
consideration about airspace design and modernisation in the document.

Dr Arthur: The tragedy here is that airspace modernisation will hopefully
reduce noise for some people and reduce emissions, but the whole project
has been delayed because that team is looking at Heathrow. In Edinburgh,
the consultation has already been done, but now we are in limbo. That is a
real issue.

Sophie Dekkers: Completely.

Daniel Francis: We have seen in some of the written evidence an
argument that affordability should be a fifth test in the HENPS. Do you
agree with that? If so, how would you want that to be defined and
expressed?

Nigel Wicking: 1t should actually be an overriding principle rather than a
test. Clearly, in 2018, it was a pre-statement to everything being done
that it would be within the realms of the existing charges. From our
perspective, the DFT should ensure that, all the way through the process,
they have to come back to affordability in assessing the proposals put
forward by the promoters.

Jonathan Sullivan: In what we wrote to you in our submission in
advance of this Committee, we did call it a fifth test. We have modified our
view and are asking for what we are now calling a fundamental, overriding
principle, which can be inserted into section 4 of the document. We
provided draft language to the Department for Transport as part of their
consultation on how to do so.

Ben Garratt: We have not argued that. From our perspective, what would
make the whole thing affordable and as efficient as possible is a greater
focus on, first, understanding the economic reasons for it and, secondly,
the surface access piece we were talking about and the wider transport
connectivity piece. That would probably be more meaningful for the
logistics sector overall.

Sophie Dekkers: The short answer—building on what I said at the
beginning about some of the woolliness of the wording in paragraph 4, in
particular, of the draft statement—is that our view is that it should be
independently assured. It needs to be independently assured rather than
being self-marked.

Dr Budd: From an academic perspective, my response would be: how can
this be done responsibly and sustainably?

Daniel Francis: How would you want the promoters to engage with you
on how the potential charges should work?

Jonathan Sullivan: We are working with both promoters, and the way we
are engaging with them is that they are trying to work through how their
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phasing would work and how that would work into a charging profile. What
we would need, though, is, for whatever the promoters put forward, with
evidence on how they want to spend things, how the competition itself can
be run, because the wording around competition in the national policy
statement makes it very difficult to effectively compete. How the
competition itself can be run can bring forward a way to make affordability
binding so that the promoters themselves are taking on some risk in that
process, in order for us overall to deliver this on time and on budget and
make it work for everybody. Remember: the airline community for this
work also has to put £75 billion of its own investment forward, and we
need the conditions right to do that. Building on the airport does not bring
the capacity; airlines have to bring the aircraft and run the schedules. And
it is just £75 billion in metal that we need to bring in to make this work.

Daniel Francis: Lastly, then, is there a scenario in which charges increase
to a point that may threaten demand at Heathrow?

Nigel Wicking: Yes. You should have heard this already, but the reality is
that if you get to a charge of £65 per passenger or anything—at the
moment, we are at £26, and with anything above £31 or £32, you are
starting to get into a situation where airlines and their passengers are
looking at alternative routings. As soon as that starts to go in the wrong
direction, it will just go into decline. You will not get the connectivity
opportunities, and the international operators will start looking at other
hubs to operate through.

Jonathan Sullivan: The economic work that we have conducted—we had
a consulting firm, Oliver Wyman, conduct some independent analysis on
this—validates the idea that the £6 to £7, or £5 to £6, increase in charges
starts to break what we would call short-haul economics, and it is very
difficult for short-haul capacity to remain in Heathrow at that point. This
environment, the whole airport, needs to work for everybody. That £75
billion of investment means that it needs to be a place where all airlines
want to compete. If charges rise too much and the short-haul element of
the airport does not work any more, that means the whole airport does
not work.

What we need to do is work together to drive an affordable programme
that does not have charges rising above the £5 to £6 increase that we are
talking about here, in real terms, so that everybody wants to compete
there and the full £75 billion of investment comes in. Without that, without
easyJet or other airlines wanting to come in, charges really balloon. At
that point, capacity comes down and we risk losing this precious national
hub. That is exactly what we are trying to avoid here.

Sophie Dekkers: 1 will give the real example of Amsterdam airport
Schiphol. Its charges, plus the tax in the country, have gone up
significantly since covid to the point where it is not financially viable for us
to operate the short-haul flights that we were doing before. We were doing
12 flights a day between London and Amsterdam. We are now having to
pivot that capacity and instead of doing multiple short sectors, where you
might do six to eight flights a day on an aircraft, we are doing maybe two
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flights into Egypt. There is no way that we can absorb those sorts of really
high airport charges on short sectors because passengers are not prepared
to pay it. In the last 12 months, we have had to really change our
network, reduce our capacity, and reduce that short-sector connectivity to
do long leisure flying, because there is no way we can make money and it
is not affordable for passengers on the short sectors. That would be the
reality.

Chair: What is the charge at Schiphol now?

Sophie Dekkers: If you combine the airport charges and the tax at
Schiphol it is €75 just to take off. That is a combination of the tax and the
airport charges, but imagine a London to Amsterdam flight—that is really
not economically viable.

Olly Glover: The Civil Aviation Authority is consulting on new regulatory
models. Do you think that the options shortlisted so far contain adequate
mechanisms to ensure that charges remain affordable?

Jonathan Sullivan: In the models that the CAA brought forward, it really
called for two different paths. One is to make more use of competition,
because the CAA has recognised that the regulation is not working in a
two-runway world. The best of those models is full-scale competition to
invest the capital. Long term, we believe you are going to have a price-
regulated airport where the capital that gets invested gets a guaranteed
return. We need competition so that the capital comes in to build the best
infrastructure for the lowest price, because good infrastructure at low
prices is better for everybody. That is model 7b, and that is what we are
pushing for the CAA to adopt.

Significantly, and connected to that, is better capital governance. The way
the process works today with Heathrow, which is a design of the
regulatory model, is that every five years there is a big argument about
how much money to spend for the next five years in capital. We would like
a longer-term view of planning around this precious national hub asset so
that we have a long-term view of capital spend and, as a community, we
can work really well with the promoters or the operators of the airport to
plan out the capital spend and to deliver a better quality airport that can
work at lower prices over the long term, supporting lower prices for
customers.

Chair: At one point, Jonathan, you talked about Heathrow Airport Ltd not
taking any of the risk on this. Am I right that the airlines are currently
having to fund the exploratory work and are taking a lot of the risk in the
future?

Jonathan Sullivan: Chair, you are exactly right. Under the regulated
pricing scheme that is there, the early charges that the airport is spending
on this are being added to the overall cost base or the capital base of the
airport. That gets passed through in charges to customers. From the 2018
work that was done, about £490 million was added into the capital base as
part of the CAA’s H7 decision. The decision earlier this summer was that
£320 million could be allowed into the capital base with this planning
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process. That presents two problems. The regulatory model is what it is
and it is important that Heathrow is spending to develop this and that we
get it right. I do not know if those quantums are necessary, but we need a
level playing field. It is impossible to ask one party to bear all the cost
while the other is subsidised to that extent.

Q239 Chair: Are you saying that Heathrow is not putting any money in at the
moment?

Jonathan Sullivan: Heathrow is spending the money but it now has the
right to be reimbursed for that money as part of its capital base.

Chair: Through the airlines?

Jonathan Sullivan: Through the charges to the passengers.
Chair: So it is not risking its own capital?

Jonathan Sullivan: No.

Nigel Wicking: No. Clearly the DCO would make a recommendation to
the Secretary of State as to whether to progress or not. The risk is that,
pre-DCO, another £6 billion could be spent by Heathrow—

Chair: That would all come to the airlines.

Nigel Wicking: That would all then go on to the RAB. During the next
regulatory period of five years, £5.8 billion is the current position that the
CAA is putting forward—Heathrow wanted £9.5 billion—so all that is
potentially going on the RAB, which is currently about £21 billion and is
the reason we have a £26 charge.

Q240 Chair: Is it quite good to be a shareholder of Heathrow Airport Ltd?
Nigel Wicking: One would think so.

Chair: It does not sound like there is any risk, and a nice dividend as well.
Nigel Wicking: Yes.

Q241 Dr Arthur: Is the bigger irony not that it is putting forward an option
that—I think I am right in saying—you do not fully support?

Nigel Wicking: 1 think there is too much risk built into it and it is too
costly from the outset, yes.

Q242 Dr Arthur: You are being asked to fund something that you don’t—

Nigel Wicking: One of the issues is the fact that we need to be involved
in the thinking, the discussions and so on. We have had lots of discussions
with Heathrow, but they have decided that they will follow the 3,500-
metre route, even though we suggested, “Actually, you don’t need to go
there from day one.” Heathrow West has listened to us and has reflected
that in its proposals; we need Heathrow to do similar to bring the cost
down, bring the risk down and deliver something on time. That does not
get away from the fact that we still have this risk of early spend and that
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still has to be funded by the passengers. As an airline community, we do
not agree with that. That would not be the case in any other industry.

Q243 Chair: That spend, since the Government statement, has to be spent by
someone. If for whatever reason runway 3 did not go ahead, do the
airlines currently at Heathrow have to absorb all that, while easylet does
not?

Jonathan Sullivan: That is correct.
Nigel Wicking: Yes.

Chair: Okay. Thank you for that. Thank you, all of you, for your evidence
and your contributions today. As I said, if there is anything that you want
to add, please email us. That brings our first panel to an end. I am going
to suspend the session for a few minutes while our witnesses for the next
session take their places.



