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While the current Commonwealth economic regulation of
interstate aviation will be terminated in October
1990, the authority to regqulate intrastate aviation
lies with State Governments Varlous approaches have
been adopted by the States ranging from stringent
controls on route access to one of complete economic
derequlation.

This Paper begins by briefly reviewing State
regulatory approaches and the implications of
Commonwealth legislation and policy for inrrastate
aviation and jits operators. Structural developments
in selected States that encompass a range of economic
regulatory approaches are then considered. The
analysis reveals thatr consumer benefits of competition
have emerged on the denser routes in each of the
States which have deregqulated some or all intrastate
services. However, this has also peen accompanied by
the replacement of aircraft operated to full airline
standard such as the Fokker F27 by commuter aircraft
in the 18-36 seat range in some intrastate markets.

Finally, the implications of the 1990 termination of
the two-airline policy for intrastate cperators and
their markets are canvassed. Structural developments
in Intrastate aviation, together with aspects of State
economic and Commonwealth operational regulation,
suggest that the major independent intrastate carriers
are a most unlikely source of future competition ever
major interstate routes in the post-1990 environment.

The views expressed in this Papez do not necessarily
reflect the opinions of the Bureau of Transport and
Communications Economics
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INTRODUCTION

The Australian States (and the Northern Territory) have the
Constitutional authority to impose economic controls on  intrastat
aviation. This is in direct contrast to the Commonwealth, where the
current economic regulation of interstate aviation is not derived fro,
explicit Constitutional powers.

Intrastate scheduied air services are provided by trunk, regional ang
commuter carriers. While the operations of the two trunk air]ineg
Ansett Airlines and Australian Airlines, are primarily based on
interstate services, both currently provide services over a number gf
intrastate trunk routes, particularly 1in Queensland.l Regiona)
airlines have traditionally provided intrastate services linking maior
regional centres with the State or Territory capital. Recent years
have seen some operators, particularly East-West Airlines, expand
their interstate operations. Commuter carriers, which operate under
different operational standards to trunk and regional airlines,
typically provide services over short-haul, lower-density intrastate
routes Tinking smaller regional centres with the State or Territory
capital. Figures 1 and 2 illustrate the major routes in each of the
four Tlargest dntrastate markets, together with a number of other
routes considered in this Paper.

The 1980s have seen pronounced regulatory and conseguent structura)
change in South Australia, Western Australia and Queensiand intrastate
aviation. Consumer benefits of competition have been evident on the
denser dntrastate routes in all three States. Developments in
QueensTand and South Australia have seen the replacement of aircraft
operated to full airline standard such as the F27 by commuter aircraft
in the 18-36 seat range. Whether there has been a cost in these two
States is necessarily somewhat subjective, dependent on the trade-off
between these benefits and factors such as comfort, in-flight service
and travel time.

The Paper begins by reviewing developments in State regulatory
approaches since 1979 before considering the influence of Commonwealth
legislation and policy. The Paper then examines structural
developments in selected States encompassing a range of economic

1. Trunk routes include any direct routes linking State and Territory
capitais plus 10 other major regional centres.
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regulatory approaches. Finally, the implications of the October 1990
rermination of the two-air]ine agreement are considered in retation to
ntrastate operators and their markets.

 STATE REGULATORY APPROACHES

nstaﬁé_regulatory powers over intrastate aviation assumed much greater
’;mpoftance from 1979 when the Commonwealth adopted & policy of not
zdiscouraging commuter operation over intrastate regional airiine
outes. The 1979 Domestic Air Transport Policy Review had earlier
onfirmed the Commonwealth's role in intrastate aviation be restricted
'safety, regularity and efficiency where regularity and efficiency
were. translated as pertaining to operational aspects aof domestic
aviation only.2  Until the 1979 change 1in Commonwealth policy,
ommuter services had largely complemented trunk and regional airline

intrastate
aviation in South Australia and Victoria, provided operators could
meet the operaticnal requirements of the Commonweaith.

In-each of the other States, intrastate aviation is subject to some
fm of economic control, with specific aviation or general transport
- Tégislation providing for the Ticensing of intrastate air services.
Up.until 1984, each of these States essentially maintained the status
- quoy with operators generally retaining exclusive royte monepolies,

.oJIOWing a policy review in Western Australia, specific routes were
'Xbosed to competition in 1984 where it was decided that the route
ould support more than one operater. The Western Australian approach
nsures operator _route monopolies on the thinner routes which are

ed to be able to support only one operator, commercial and non-
omiercial {directly subsidised} routes aiike.

n 1986, New South Wales is moving towards

roach adopted in Western Australia, which

potentially enable the licensing of more than one operator on the
JIntrastate roytes. After calling for expressions of interest
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to operate intrastate services in mid-1987, the New South Wales
Government had allocated Ticences far around one-third of the network
by March 1988 but had yet to announce Ticensees on all other routes.
Factors taken inte consideration before 1licence applications are
approved include the proposed level of operational capacity, aircraft
comfort and the scope for same-day return travel. Although not
formally part of the licensing criteria, movements of small aircraft
(that s, 7Tess than nine seats) will be discouraged at Sydney's
Kingsford Smith Airport.

Queensland deregulated almost all intrastate routes in May 1987, with
the exception of the non-commercial western routes radiating from
Brisbane and Townsville and the routes linking Cairns with Weipa and
Thursday Island.

The Northern Territory and Tasmania have both maintained a poticy of
exclusive route monopolies throughout the 1980s. This would appear to
be based on the premise of maintaining stable air services over
relatively thin routes.

COMMONWEALTH LEGISLATION AND POLICY

Although the Commonwealth two-airltine policy has primarilty been
directed at interstate aviation, the policy does have implications for
intrastate aviation and/or its operators:

. The Commonwealth instrumentality, the Independent Air Fares
Committee (IAFC), s responsible for the determination and
approval of all regional airline and incorporated commuter
operator fares. While the IAFC Act provides for the modification
of fare determinations where a State chooses to involve itself,
only the Western Austraiian Government has chosen to do so in 2
significant fashion.

The two-airiine policy largely precludes direct operation over
trunk routes by carriers other than Ansett Airlines and Australian
Airlines.

As part of the two-airline pelicy, the importation of Targer
aircraftd by regional and commuter operators is subject to

Restrictions apply te turbo-jet aircraft of over 30-seat capacity
or 3500 kilograms payload and propetler driven aircraft of over 38
seats or 4200 kilograms payload.
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- particular undertakings regarding aircraft use and dispesal. In
" particular, this preciudes commuter carriers from operating larger
aircraft over a mix of intrastate and interstate (trunk) routes.

othér important aspects of Commonwealth legislation relevant to the
i{scussion in this Paper include:

A’number of remote area subsidies are provided for the operation

of intrastate commuter services in the Northern Territory, Western
Australia, South Australia and Queensland.

SUppIementary (commuter) airline licences place limitations on the
size and type of aircraft that can be operated by commuter
erators.4

spects of this and other Commonwealth Tegislation and policy are
red further in Bureau of Transport and Communications Economics

NTRASTATE MARKET STRUCTURE

he. pre-1979 Commonwealth policy towards intrastate .aviation had
téfed_.a market structure whereby trunk or regional airlines
rally served the denser intrastate routes on a exclusive basis,
ter. operations were typically timited to the thinner routes,
viding a direct service to the State capital. In some cases,
liter services provided an alternative to the trunk or regional
rier ‘via one or more ports.  The 1980s have seen the market
uctire change dramatically at the intrastate Jevel. Ansett
S and Australian Afriines direct involvement in intrastate
ition i now limited to services over trunk routes only.
+ commuter services have replaced regiocnal airline
nS'in South Australia and previous Austrafian Airlines and Air
sland services in Queensland.

fthe direct withdrawal of the two trunk airlines from non-trunk
astate routes, these carriers exert a significant influence on
Slate markets.  Subsidiaries of the Ansett Airlines parent,
News, ‘own al1 put one regional airline and have ownership and/or
mmercial  1inks with several major commuter operators.

Tiah Airlines own the remaining regional airiine and have an

s t0 aircraft identified in footnote 3.
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interest in one major commuter carrier, together with strong
commercial ties with a number of other third-level airlines.

Regional airline operations

Intrastate regional airline services are currently provided in New
South Wales (East-West Airlines and Air NSW), Western Australia
(Ansett WA and East-West Airlines), Queensland (Air Queensland) and
the Morthern Territery (Ansett NT). The South Australian regionai
airtine, Airlines of South Australia, terminated services in June 1986
while Air Queensland services have been significantly rationalised in
recent years. It should be noted that Air Queensiand, a subsidiary of
Australian Airlines, also operate commuter air services.

Air NSW, Ansett WA and Ansett NT (as was Airlines of South Australia)
are all operating divisions of Ansett Transport Industries
(Operations} Pty Ltd, a subsidiary of Ansett Transport Industries
(ATI). ATI is in turn controlled by Thomas Nationwide Transport Ltd
and News Ltd (TNT-News). East-West Airlines was acquired by a
subsidiary of the TNT-News group, in June 1987, However, following
the subsequent Trade Practices Commission investigation of the
East-West takeover, the Trade Practices Commission and TNT-News
interests agreed in November 1987 that TNT-News interests:

. vacate all but two of the nine East-West intrastate routes in New
South Wales;

divest the Western Australian scheduled operations of both
East-West and Skywest;

divest a 37.5 per cent holding in the New South Wales commuter
operator, Eastern Australia (Eastern) Airltines; and

relinquish control of Lloyd Aviation by way of a reduction in
shareholdings (Trade Practices Commission 1987).

To date, action to be completed includes the sale of the Eastern
Airlines shareholding to Australian Airlines and the approval of
Eastern Airlines as the replacement carrier on five of the seven New
South Wales routes to be vacated by Fast-West. In addition, as a
buyer could not be found for East-West's Western Australian
operations, these services were terminated in May 1988.

Passengers carried by each of the regional airlines in 1986-87 are
presented in Table 1. The Table reveals that just over 2 millien
passengers were carried by regional airlines in 1986-87. By way of
comparison, the two trunk airtines carried 10.4 miliion passengers in
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TABLE 1 PASSENGERS CARRIED BY REGIONAL AIRLINES, 1986-87

Passengers ('000)

Intrastate Interstate Total

4652 444 509
439 72 511
391 41 432
101 5 106
121 5 126

1 517 2 084

_Consists of 405 000 passengers in New South Wales and 60 000
assengers in Western Austraiia.
ncludes regional ajrline passengers only.

aurcés' Department of Transport and Communications (1987). Bureau of
’ Transport and Communications Economics estimates.

ame .year. Apart from East-West, intrastate operations account

i the. vast majority of total patronage for each of the regional
ines.. Each of the three Ansett associates, Air NSW, Ansett WA and
NT. predominantly focus on servicing intrastate ports, thus
ent{ng Ansett Airlines' interstate servicas. Similarly, Air
and . services have been almost exclusively intrastate.
state traffic accounted for about 85 per cent of Air NSW
age, 90 per cent of Ansett WA passenger numbers and over 95 per
of ‘Ansett NT and Air Queensland passengers. While East-West
he “ largest number of intrastate passengers in 1986-87, the

- component  only represented just over half of total

2+ Moreover, given the changes to the East-West operation
he first half of 1988, East-West's importance as an intrastate

17] be greatly diminished,

egion&l airlines currently operate aircraft in the 44-75
-« These include the turbo-prop Fokker F27 and F50 and the
Fokker F28 and BAe 146. As at March 1988, East-West
_”fleet of seven 44-48 seat F27 and six 72-seat F28 aircraft
-announced in March 1988 are to double the F28 fleet to 12
Review 1988a).  Air NSW operations currently use one
7, three 50-seat F28 and four of the recently introduced
20 aircraft; the F50s having replaced older F27 equipment.
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In addition, Air NSW have part use of an additional F50 which ig
shared with Ansett Airlines. Ansett WA operate a fleet of three
55-seat F28 and two 75-seat BAe 146 aircraft, while Ansett NT have one -
dedicated 55-seat F28. However, some Ansett NT services are alsp

provided using an Ansett WA BAe 146 and 9-seat Cessnas operated by the :
Northern Territory commuter operator, Tillair (Reid 1987a). It should

be noted that specific fleet details of the Ansett associates are
somewhat ‘nominal' in the sense that some flexibility exists to
relocate aircraft to meet short-term fluctuations in market demand,
After the rationalisation of its services in recent years, Air
Queensland airline operations currently use two 36-seat F27 aircraft.

Commuter operations

As at March 1988, 47 active third-level (commuter) airlines were
providing services in Austraiia. This sector is comprised of 12
operators in Queensland, 10 in New South Wales, 9 in South Australia,
6 in Victoria, 5 in Western Australia, 4 in the Northern Territory and
1 in Tasmania.

While there are in excess of 40 commuter operators, Table 2 shows that
8 operators carried 70 per cent of the commuter passengers in 1986-87.
Moreover, Kendell Airlines carried almost twice as many passengers as
the next largest operator, Eastern Airlines. Kendell Airlines, which
operate a network of interstate and intrastate services across south
eastern Australia and Lloyd Aviation, with services in South Australia
and south east CQueensland, were the only ftwo operators providing
extensive services to two or more States in mid-1987. Eastern,
Aeropelican and Hazelton provided services almost exclusively in New
South Wales, white the Queensland based operators Sunstate and Air
Queensland, together with the Western Australian operator, Skywest
provided services within their own State.

An examination of individual commuter operations revealed that
generally those commuter operators with the most extensive networks
carry the largest number of passengers. This provides an indication
of the 'thinness' of most commuter routes. The one notable exception
is the Aeropelican Sydney-Belmont (Newcastle) route where around
90 000 passengers are carried annually.

Reid (i987b) identified 221 aircraft operated by third-level
(commuter) airlines in late-1987. Of the total commuter fleet, 130
aircraft, or about 60 per cent, fall into the nine seats or under
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TABLE 2 MAJOR COMMUTER OPERATORS, 1986-87

Proportion

of total

commmuter

Passengers patronage
{'000) {per cent)

227 18

“Eastern 121 10

Sunstate? 114 10
;Air Queenslang® 104
:Aérope]icanb 91
Skywest© 79
Hazelton? 58
55
349

1198

- Year ending June,

.. Year ending May,

- Year ending March,
Since figures are not available on a consistenrt basis, the
passengers carried by ‘other! operators is necessarily
approximate.

otes 1. Air Queensland traffic  excludes regional airtine
. passengers.
2. Figures may not add to totals dye te rounding.

ources - Reid (1987b). Bureau of Transport Economics {1987},

egory where only one pilot s required. The most common aircraft
PES in this category include the Piper PA-31 (44 in service) and the
Cessna 402 (20 in Service). Together, these twp aircraft constitute
JUst under 30 per cent of the total third-1eve? airline fleet., 1In the
P nine seat category, the most common aircraft types are the
20-seat Twin Otter (12 in Service) and the 18-seat Bandierante (10 in
Service),
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Apart from those commuter ownership 1inks with the trunk airlines -
previously mentioned, TNT-News subsidiaries hold interests in tyg
major commuter operators, Aeropelican Air Services {100 per cent) ang
Kendell Airlines (70 per cent). Ownership is not however the only -
form of connection between commuter operators and the twe trun
airlines. Given the predominantly feeder role of commuter operators,
they are generally dependent on substantial infrastructure provided by

Ansett and Australian Airlines. Arrangements relate te on-carriage, '
services at capital city airports and connection to a trunk carrier's
computer reservations system. Each of the major commuter operators
contained in Table 2 have 1links with either Ansett or Australian
Airlines. Kendell, Aeropelican and Hazelton all have ties with
Ansett, although Hazelten's arrangement with Ansett is expected to bs
terminated in favour of Australian Airlines (Trade Practices
Commission 1988). Similarly, Air Queensland, Eastern Australia, .
Sunstate and Skywest are all linked with Australian Airlines. Lloyd

Aviation is 1linked to Auwstralian Airlines in South Australia and :

Ansett Airlines in Queensland. It is interesting to note that Lloyd
competes against an Ansett feeder in South Australia (Kendell) and an

Australian Airlines feeder in Queensland (Sunstate). This arrangement :
has served te demanstrate that third-level airlines need not
necessarily be limited to support from one trunk carrier, if their _
operations expand inte unrelated markets.

RECENT DEVELOPMENTS IN MAJOR INTRASTATE MARKETS

The following section considers key developments 1in dintrastate
aviation and their implications 1in the four Targest dntrastate
markets, namely, New South Wales, Queensland, South Australia and
Western Australia. The deregulation of intrastate routes in South

Australia, Western Australia and Queensland is shown to have generated

improvements in service levels and a greater mix of fare types on the

denser competitive routes of these intrastate networks. This has
however been accompanied by the replacement of full airiine services
in South Austratia and to a large extent in Queensland by commuter
aircraft 1in the 18-36 seat range. In New South Wales, the
continuation of sole-cperator route monopolies has achieved a high
degree of service stability and probably assisted the maintenance of
regional airline services on some thinner intrastate routes.
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“South Australia

¥he South Australian intrastate network consists of 19 perts, which in
.ferms of passengers, is targely baseq on the four routes Tinking
:Adelaide with Port Lincoln, Kingscote, Whyalla and Mount Gambier. In
°1986-87, estimated bassenger numbers gn these routes ranged from
26 000 ({Mount Gambier) to 77 pop (Port Lincoln). Together these four

outes account for around 75 per cent of the 250 pog passenger South
Australian market.

previously mentioned, the South Australian market effectively
became deregulated in 1979, Competition in the post-1979 environment
as been based fargely on the denser intrastate routes operated on a
irtual monopely basis by Airlines of South Australia prior tg 19783,
"Eticular]y Port Lincoln, Kingscote, ang Whyalla.

‘examination of developments in the South Australian market from
1979 to mid-1983 Undertaken by Starrs apg Starkie {1985) found
3iﬁprovements in service levels and the mix of fare types an
competitive routes. In addition, after some initia
SEry perators remained virtually unp The same

that service levels on non-competitive roytes had
nOt_been subject to any significant change. Two centres were chserved
ta have Tost ali services,

i hat while 10 route

only one Operator, Commodore Air, hag developed a

_ twork enabling it to compete against Afrlines of Seuth

ustralia on more than one royte,

ate-1985 that further significant change occurred in
an market. In November 1985, Lloyd Aviation began
__ipes over the three largest roytes (Kingscote, Whyalla and port

It is apparent that
ation may have been

In particular,
geared around
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essentially captive traffic 1levels, which were only subject to
variations with movements in the overall level of demand for air
travel. The 25 per cent of the market held by commuter ocperators on
the major routes in 1985-86 was achieved largely at the expense of
Airtines of South Australia, given the minimal growth experienced in
the market. Without the support of lucrative charter operations,
which had offset sustained losses on scheduled services since 1879, it
could be argued that Airlines of South Australia would have withdraws
services a good deal earlier.

The termination of all Airlines of South Australia services in June
1986 effectively released 140 Q00 passengers (or around 55 per cent of
the entire intrastate market) to the third-level operators. In their
efforts. to capture this traffic and increase their market share,
Kendell, Lloyd and the 1long-established Commodore Air entered a
competitive phase which saw directly competing schedules (parallel
scheduling) become a feature of the market and the consequent
emergence of excess capacity. The Adelaide-Kingscote route provides
an example of these developments. In October 1886, Tuesday timetables
for the route revealed that only 1 out of 10 Adelaide departures was
unapposeds, while average operator load factors for 1986 show that
capacity increases were not matched by increased patronage. For the
1986 year, capacity increased by around 40 per cent while patronage
declined by over 10 per cent compared to 1984-85. This resulted in
the average operator load factor for the route declining to 36 per
cent in 1986. By way of comparison, the average operator load factor
had been stable at about 65 per cent hefore declining to 58 per cent
in 1984-85.

The fincreased competitive pressures in the South Australian market
resulted in two Tong established carriers terminating services in late
1986 due to financial difficulties. Opal Air, which had experienced
competition from Lloyd Aviation since November 1985 on its Olympic Dam
route, terminated services in August 1986. The collapse of State Air
{formerly Commodore Air) in December provided a graphic example of the
importance of trunk airiine on-carriage and reservations arrangements
to third-level airlines. State Air had been connected to Australian
Airlines' computer reservations system on a exclusive basis between

5. Flights were deemed to be unapposed if another departure was not
scheduled within the same hour.
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©1979 and Tate 1985. However, in November 1985 Australian Afrlines
introduced Lioyd

‘State Air. In arder to begin an exciusive arrangement with LToyd,
nustralian Airlines intended to cyt its ties with State Air in May
1986, However, legal action was initiateq by State Air to remain in
the ‘trunk carriers reservation system.  Following an out of court
settlement, State Air was removed from the Australian Alritines

' ber 1986 (Financiar Review 1986}, Th

rther capacity reductions in Seuth Australian market occurred in

d service frequency on the OTympic Dam,

» 211 of which are Served by Lloyd's

y56r competitor Kendell Airiines. It has been reperted that Lloyd
-Tosses on their South Australian operations were aroynd $1 mittion in
986-87 (Aviation News, 1987). The collapse of State Air, together
_with the rationalisation of Lloyd services, would appear to have
-Tafge]y eliminated the excess capa and conseguent reduced operator

Itfwas recently reported that Kendel1 holds around 70 per cent of the
“South Australian intrastate Passenger market, Lloyd 25 per cent and
the remaining 7 operaters, 5 per cent (Adelaide Adver tiser 1987}. The
-smaller carriers are almost without exception, long established
T particular market niches or operating the thinner

ou in their own right, Given the strong Kendell-Ansett Tink,
arket forces can be said to have resutted in a cyrrent market
ucture which is not unTike that prevailing in the early 1980s.

g fn the equipment used on the
36-seat F27

» Kendell and

seat Metroliner aircraft and a

ab SF340 in South Australia, while LToyd primari1y

18-seat Bandierante atrcraft. Furthermere, Lioyd could

Mchawk 298 to their South Australian

utes at a fytyre date. The smalier 9-seat aircraft have retained
heir rote in the market, operating aver market niches con the denser
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competitive routes and providing services on the thinnest routes in
their own right.

Western Australia

The Western Austraiian intrastate network consists of 56 ports
primarily hubbing around the State capital, Perth. Severai smaller
third-level airline routes d¢ however feed into the regional airline
jet network in the north of the State.

In 1986-87, an estimated 500 000 passengers were carried on Western
Australian intrastate services. Five routes providing direct Tinks
with Perth accounted for around 80 per cent of all passengers. These
include the two long-haul routes to the Pilbara region, Karratha
(123 000 passengers) and Port Hedtand (67 000), together with the
Kalgoorlie (92 000), Geraldton (42 000) and Rottnest Island® (93 000)
routes. Apart from these five routes, the next largest rcute is the
Perth-Esperance 1ink. In 1986-87 the estimated 19 000 passengers
carried on this route was less than half the number moved on any of
the 'big five' routes.

From early 1984, each of the five largest intrastate routes were
exposed to competition from an additieonal operator.

East-West commenced operation over the Karratha and Port Hedland
routes in February 1984 using a slightty earlier version of the F23,
compared to the Ansett WA F28 and BAe 146 cperation. Initially, as a
condition of their 1licence, East-West schedules provided a direct
contrast to those of Ansett WA. For example, Ansett WA's early
morning Menday departures ex-Perth were matched by East-West
departures from the Pilbara. Given that Ansett WA schedules are
largely geared to the travelling requirements of the mining and oil
companies in the north of the State, East-West's initial results were
not satisfactory. As a consequence, the State subsequently allowed
East-West timetable flexibility which saw their timetable becoms
Closely aligned to that of Ansett WA. As at March 1988, timetables
for Ansett WA and East-West revealed that around 85 per cent of

6. Perth-Rottnest Island traffic was greatly inflated in the 1986-87
year due to the influence of increased tourism to Western
Australia during the America's Cup.
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ht departures from Perth are scheduled within the same hour. The
i1bara routes, with their aimost total reliance on business travel,
ave | demonstrated that  similarities in scheduling (paralle]
heduling) are often simply related to business

(1985) observed that East-West's presence in the Pilbara had
~beth airlines to offer a better range of discount fares and
roved service levels, while East-West maintained a iower-price,

guality approach to economy fares than Ansett WA. Developments
ing 1986 and 1987 saw East-West's fares become more closely aligned
ose of Ansett WA. While East-West obtained some major
porate -contracts and reportedly captured a market share of around
~cent, this was largely accomodated by market growth,

Tarly on the Karratha route. East-West's ability to greatty

ééé;their share of the Pilbara market further was limited due to
peration of only one aircraft.

petitive environment under which services to the Pilhara have
ted: has temporarily, at least, been affected by the East-West
over:by TNT-News interests and the subsequent closure of East-West
: ions in Western Australia. However, a new development on these
=Pilbara 1inks may be the upgrading of the Karratha runway, which
otentiatly enable Australian- Airlines to operate the Targer
ircraft on these routes (The Western Australian, 1988),

era]dtbn and Kalgoorlie routes have seen third-level airline
argely complement the F28 jet services offered by Ansett WA.
ommenced services on both routes in 1984 using an 18-seat

L aircraft. Skywest have achieved good resuits on these
ded,by innovative fare discounts and the overall growth on
28+ In contrast to the Pilbara, only around 40 per cent of
eparture times (ex-Perth) are scheduled within an hour of
epartures., This has underpinned the Skywest strategy of
1891ng. in  head-to-head competition with the established

dstéte_&iriines (as did its predecessors) also provide a 1imited
Services to both Geraldton and Kalgoorlie.
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A unique set of circumstances have contributed to developments on the :
short-haul Rottnest Island route. The pre-deregulatien incumbent,
Skywest, had operated this route, together with the Bunbury route,
using a single 18-seat Bandierante. However, in Tight of falling
passenger loadings on both routes, together with the competition of
Rottnest Airbus (formerly Rottnest Airlines) using smaller 9-seat ang
under aircraft, Skywest withdrew from both routes in April 1986,
Skywest, uniike Rottnest, was also affected by the July 1984 reduction
in the threshold for two pilot operation from 19 fo 10 seats. :

Some industry sources have suggested that the larger aircraft used by -
Skywest was not well suited for the short-haul, high frequency service
appropriate for the Rottnest Island route (Aviation News 1985). 1In
this context, the Rottnest route may well provide an example of the
post-1984 competitive environment dictating that the aircraft best’
suited to meet consumer price-service requirements is used. Rottnest -
have since faced direct competition from Barrack Helicopters over a °
limitad period using a 25-seat Sikorsky helicopter which proved to be
unviable.

It is 1interesting to note that only the Rottnest Island route has
failed to sustain direct competition. This 1is in part due to the
increasing tevel of indirect competiticn provided by sea transport,
Conversely, each of the other four routes have experienced significant :
growth, which can be attributed to both the effect of competition and
general growth in the size of the air passenger market.

Since Western Australia has not exposed &ll routes to competition it
is of interest to consider whether a complete deregulation would bring
about entry to current sole-operator routes. In this context, .
industry sources suggest that Skywest's Perth-Esperance route may
effectively cross-subsidise others like the Perth-Albany link. This -
suggestion had previous support in the 1982 Western Australian Review .
of Internal Air Services. Based on 1979-80 data, the Perth-Albany
service was found to cover direct eperating costs but not allocatad
overhead expenses. Conversely, the Perth-Esperance service was found
to provide a return to the operator in excess of direct operating
costs and altocated overheads.

On the basis of this somewhat superficial evidence, it could be argued
that the 19 000 passengers per annum Esperance route may be perhaps
tha only current sole-operator route attractive to entry in 2
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ists of 82 ports, characterised

strip and a number of unprofitable and

inland routes. In 1985-86, excluding patronage carried

etween trunk ports, around 350 000 intrastate Passengers were carried

- ueensiand. Together, Ansett Airlines, Australian Airlines and

QWest carry around 700 000 passengers per annum over Queensland
rastate trunk routes.

_preﬁibus1y mentioned, almost the entire intrastate network was
Tated in May 1987, a direct subsidy was re-
te's unprofitahie western

il1e,8

significance for the western Queensland routes

éb_ ed by Australian Airlines at that time, Following the
Mination of a joint  Commonwealth-State subsidy in 1985, the
ueensiand Commissioner for Transport noted that 'an cperator has some
ction on the profitable coastal routes to enable him to sustain
ces on the unprofitable western routes: (Bureau of Transport
Airlines decision to

eensland in May 1987 provided the catalyst to

i of the commercial netwerk in  the same month,
Istratiant's decision can only be in part attributed to the licensing
dst-West gn the coastal strip. Although Australian Airtines had

Subsequently commenced Brisbane-Cairns services in July
©. Operation over further routes was planned as cperational
Capacity aliowed.
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replaced F27 eguipment with smaller 15-seat Jetstreams, falling
passenger Toadings saw Australian Afrlines' 7losses on these routes
reach $8.55 million in 1986-87 (Financial Review 1988c).

Financial problems have not only afflicted Australian Airlines in
Queenstand. The Australian Airlines® regional airline subsidiary, Air
QueensTand, has significantly scaled down operations after incurring
substantial losses in recent years, culmirating in a 1986-87 loss of
$17.07 miTlion (Financial Review 1888c). In addition, the five years
te 1986-87 saw nine Queensland third-level airlines terminate commuter
operations, predominantiy due to financial difficulties.

Since the adoption of an ‘'open skies' policy in Queensland, direct
competition has been Timited to routes Tinking Briskane with a number
of centres in the south-east corner of the State. These routes and
1985-86 passenger numbers include Brisbane-Gladstaone (58 000),
Brisbane-Bundaberg (41 000) and routes in the Brisbhane-Emerald
corrider (25 000). Lloyd Air commenced services on all these routes
in competition with Sunstate Airlines in June 1987;  however, poor
results saw Lloyd discontinue services over the Emerald corridor in
February 1988. Lloyd have since been replaced by another Ansett
Airlines feeder, Sungold Airlines.

Developments over the first six months on these routes reveal that,
not surprisingly, a broader range of fare types is available on the
competitive routes 1in comparison to Queensland's non-competitive
routes. For example, advance purchase and group discounts are not
generally available on the non-competitive Queensland routes. On the
denser Bundaberg and Giadstone 1links, the former F27 Air Queensland
operation has been replaced by 26-seat Mohawk aircraft (Lloyd Air) and
the 30/36-seat Shorts 330/360 operated by Sunstate Airlines. This
would seem to parallel the South Australian experience of increased
service frequency and somewhat smaller aircraft.

New South Wales

New South Wales intrastate services currently represent somewhat of an
enigma in Australian intrastate aviation. In 1984-85, 20 000 or more
passengers were carried on 30 Australian intrastate non-trunk routes,
with 10 of these routes being served by two or more operators.
Significantly, of those 20 routes served by & single operator, 18 were
in New South Wales. The 1986 Review of New South Wales Afr Services
suggested that no fewer than 12 of these routes should be able to
suppert lTimited direct competition (Fiying Towards 2000 1986, 164).
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atrlines to the thinner routes of the Air NSW network may undenmnef
the viability of 50-seat F50 operation.

CONCLUDING REMARKS

The full or partial economic deregulation of intrastate aviation in
South Australia, Western Australia and Queensland has brought aboy:
significant structural change and consumer benefits of competition oy
denser intrastate routes. This has also been accompanied by the loss -
of some intrastate services provided to full airline standard n South
Austraiia and Queensland. Reflecting their tight regulatory ;
approaches, 1ittle structural change has occurred in New South Wales,
Tasmania or the Northern Territory in recent years. Events following
the East-West takeover, together with the review of all New South .
Wales intrastate Ticences may well result in significant changes ir
that State.

The 1990 termination of the two-airline agreement potentially provides -
intrastate operaters with the opportunity to expand onto the
interstate trunk route network. However, the current structure of
intrastate aviation markets suggests that these operators will not
evolve into large scale competitors for the main interstate
incumbents, Ansett Airlines and Australian Airlines.

As previousty mentioned, each of the major intrastate carriers has
either trunk airline ownership ties or is dependent on substantial
infrastructure and on-carriage provided by either Ansett Airlines or
Australian Airlines. The collapse of State Air in South Australia
provided a graphic example of the importance of these 1inks. Although
a new entrant to the interstate trunk network could possibly provide
similar levels of infrastructure and perhaps financial support, the
important on-carriage provided to intrastate carriers would onily be in
proportion with the market share of the interstate carrier on the
trunk network. This factor suggests that intrastate operators will be
jimited to a 'choice of two' for some time to come.

The 1986 Independent Review of the Economic Regulation of Domestic
Aviation (1986, vol. 2, 134) noted that East-West's expansion onto the
trunk netwerk (from its New South Wales intrastate network) provided
an example of an operator effectively overcoming the operational and
financial dependence on either of the two trunk carriers. However,
Fast-West had the benefit of a intrastate route monopoly in New South
Wales, which provided the ‘springhoard' to interstate operations.
Regulatery change in each of the four largest States would seem to
have ensured that this cannot be repeated.
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gnaficant entry onte the trunk route network would almest

y' ‘require aircraft outside the 38-seat range, which

rmit commuter operators

S suggest that opportunities

ibie use of larger aircraft to full airline standard 4n

te non-trunk markets, as a forerunner ts interstate operation,

ﬁaiiy'non-existent. The one possiple exception may be the

‘Western Australian routes tg the Pilbara. However, these

e remote from the majority of the trunk network. Any

relax Commonwealth regulations tg allow operation of

ufbo-prop aircraft  above 38  seats under lower cost

ement"'y airiine {commuter) standards may alleviate this probtem
tain-degree,

the factors outlined abgve suggest that the independent
airlines (in terms of ownership) do not passess any
icaﬁtf advantage over other potential trunk route entrants
y.-outside the industry, Opportunities for commuter operators
nk' network would seem to he largely restricted to those

tes, which Ansett and/er Australian thoose not to Operate

“own right in the post-1949p era.
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