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Terms of Reference 

The Economics and Industry Standing Committee resolved to inquire into and report on 
matters relating to airfare prices on regular public transport (RPT) air routes in regional 
Western Australia. In particular, the Committee will evaluate the: 

a. factors contributing to the current high cost of regional airfares; 

b. impacts that high-cost regional airfares have on regional centres- from a business, 
tourism and social perspective; 

c. impact of State Government regulatory processes on the cost and efficiency of 
regional air services; 

d. actions that the State and local government authorities can take to limit increases to 
airfares without undermining the commercial viability of RPT services; 

e. actions that airlines can take to limit increases to airfares without undermining the 
commercial viability of RPT services; and 

f. recent actions taken by other Australian governments to limit regional RPT airfare 
increases 
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1. Introduction 

The Parliamentary National Party (PNP) welcomes the opportunity to make a submission to 
the inquiry into regional airfares in Western Australia. 

The PNP argue the piecemeal approach to regular public transport (RPT) air routes is not 
working. The exorbitantly high airfares across regional WA are a source of great frustration 
for residents and business, especially where intrastate air travel is the only form of public 
transport available. 

The PNP have a history of advocating for a cautious approach to deregulation in the regional 
air travel market. This is based on the premise that many regional residents utilise air travel 
as their form of public transport - and in some cases, their only form of public transport. In 
our submission to the State Government's 2014 review of regulated regular public transport 
(RPT) routes, the PNP suggested that a partially deregulated market could provide positive 
outcomes for some regional air fares. Three years have elapsed since that time, and there is 
limited evidence the current framework has benefitted customers or the regions serviced by 
the airlines. 

The PNP support deregulation when the deregulated market functions as a normal market. 
This is not the case in WA, where the intrastate flight market operates as a duopoly in most 
cases (and a monopoly in some cases) resulting in distorted market outcomes and failures. 

The PNP supports the need for this inquiry. In the lead up to the 2017 State Election, The 
Nationals WA also called for a review, arguing that it was necessary for the State 
Government to ensure lower air fares and better inter-regional connectivity for residents, 
tourists and business travellers. 

2. Factors contributing to the current high cost of regional airfares 

A number of factors contribute to the high cost of regional airfares. The PNP submit the 
following: 

A patchwork approach to airline regulation has failed 

The current policy objectives1 for intrastate RPT air routes in WA are: 

• Ensure an adequate level of RPT air services on regional routes in WA 
• Foster competition on RPT routes, potentially leading to reduced airfares, more 

frequent services and greater choice for consumers 
• Ensure charter air services do not detract from the viability of RPT air services; 
• Minimise costs on the resources sector and charter operators in WA 
• Reduce administrative 'red tape', and 
• Minimise direct costs to the State. 

Presently, the State has a three-tiered regime for regulating intrastate air routes - regulated 
air routes, deregulated air routes and private charter services. The State's regulated air 
routes are provided in Figure 1 below. 

Deregulated air routes include flights to and from Broome, Busselton, Geraldton, Kalgoorlie, 
Kambalda, Karratha, Kununurra, Newman, Paraburdoo, Port Hedland and Ravensthorpe. 

Closed charter air services operate on a needs-based system. The State's long-standing 
policy is to ensure that charter services do not detract from the viability of RPT air services in 
regional WA2. In order to retain the operation of RPT air services, the PNP considers this an 
important facet of the State's airline policy and recommend this policy be retained. The PNP 
submits that in some areas, the State has not achieved this policy objective. Mining charter 

1 http ://www. transport. wa .gov.au/aviation/air-services.asp 
2 http://www.transport.wa .gov.au/aviation/air-services.asp 
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aircraft dominate smaller airports when, if properly regulated, RPT air services could operate 
to serve mining and public transport. 

The current approach not only produces an unregulated duopoly over deregulated routes 
based on the lack of critical mass, it also prevents airlines tendering for regulated routes 
cross-subsidising fares across profitable and unprofitable routes. This creates an 
environment in which bigger airlines only operate in popular routes to generate profits, while 
smaller carriers with higher costs are left to tender for regulated routes . 

Figure 1 - Regulated air routes in Western Australia3 

Regulated RPT Air Routes in Western Australia 
As at January 2017 
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Lack of critical mass creates market failure 

Market deregulation is built on the premise that competitive markets will deliver appropriate 
price signals to the consumer. This theory relies on a critical mass of consumers to ensure 
that demand for services is high enough to entice more providers into a market place to 
compete with other providers and put downward pressure on prices. 

In many areas of regional Western Australia, even on deregulated air routes, this critical 
mass does not exist. Consequently, for most deregulated air routes in regional WA, there is 
a maximum of two providers. This contributes to the creation of a duopoly, in which there is 
little accountability for airlines to charge acceptable fares. In addition, it also creates a cycle . 
whereby airfares are too high to generate increased travel numbers, meaning demand 
remains stagnant and the critical mass is not achieved. 

The PNP submits that there is not a critical mass of travellers on regional Western Australian 
routes, and therefore a deregulated market cannot function properly. 

Table 1 below outlines the cost of the cheapest advertised airfare for a return trip to Broome 
on the last Thursday of the stated month for one week, returning the following Thursday, 
relevant as at 25 July 2017. By comparison, functioning competitive market return flights 
(Perth to Bali and Perth to Cairns) are offered. Airfare website 'Skyscanner' was used to 
determine best-price flights to these destinations in order to illustrate the effect of multiple 
providers in a functioning market. Skyscanner's best-price for flights to Broome in the same 
time period were comparable to those listed for the two carriers below. 

Table 1 - Flight comparison as at 25 July 2017. 

MONTH QANTAS Virgin Australia Perth to Bali Perth to Cairns 

(Perth-Broome) (Perth-Broome) 

July 2017 $822 $824 $358 $544 

August2017 $884 $704 $336 $420 

October 2017 $554 $461 $248 $392 

December 2017 $554 $461 $558 $636 

May 2018 $598 $398 $306 $531 

*Data collected from www.qantas.com, www.virqinaustralia.com and www.skyscanner.com.au 

As there are multiple providers, the route to Bali and route to Cairns have downward 
pressure placed on prices. As expected in a properly functioning market, when demand is 
high (such as Christmas time at the end of December) , prices increase. This is not reflected 
in the QANTAS and Virgin flights to Broome, drawing the conclusion that the Broome market 
does not operate efficiently. 

Inability for airlines to cross-subsidise popular and unpopular routes 

The partial regulation of the State's air routes means that airlines tendering for individual 
routes do not have the opportunity to cross-subsidise their routes to provide more equitable 
fares. Presently, the ability for airlines to pick and choose their preferred routes means that 
big profits can be made from deregulated routes while less popular regulated routes can be 
more expensive and poorly operated . Regulating to allow centralisation of overhead costs 
and cross-subsidisation across routes would produce a better community service at a more 
reasonable price. 

The PNP submits that in a scenario where one airline is able to tender for every RPT route in 
Western Australia , profit from frequently-used routes can be used to subsidise routes with 
lower profit margins, leading to lower average prices and better service to the community . 
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It should be State Government policy to achieve affordable air services for communities 
rather than only those that are commercially viable . The PNP submits that State Government 
policy needs to change to achieve this end. 

Recommendation 1 - That the State amends its policy objectives for intrastate RPT air 
routes to: 

• Recognise that regional air services are essential to the economic and social 
prosperity of Western Australia, and certain parts of WA rely on RPT air services 
as their sole public transport option 

• Ensure affordable pricing, service frequency and efficiency of RPT air services on 
regional routes in WA 

• Ensure charter air services do not detract from the viability of RPT air services; 
• Minimise costs on the resources sector and charter operators in WA 
• Reduce administrative 'red tape' and 
• Minimise direct costs to the State. 

3. Impact of State Government regulatory processes on the cost and efficiency of 
regional air services 

The PNP submits that the State Government's piecemeal approach to regulation has failed. 
There are not enough travellers on RPT routes to enable proper competition, and separating 
the State into different routes means airlines cannot subsidise more expensive routes with 
more profitable routes, leading to higher operating costs and therefore higher fares. 

The PNP submits that the piecemeal semi-regulated regime currently operating creates 
inefficiencies in the airline market for customers. For example, flights from Port Hedland to 
Newman, two towns connected by industry, require connecting flights via Perth . This means 
flying between Newman and Port Hedland costs in excess of $1000, and the shortest flight 
takes roughly the same time as driving. 

Inter-regional flights are important to improve business and intrastate tourism links, and 
using Perth as the sole aviation hub in the State creates inefficiencies in inter-regional travel. 
The PNP submit that the State should outline in any tender the routes required to operate, 
including inter-regional routes. 

4. Actions that the State and local government authorities can take to limit 
increases to airfares without undermining the commercial viability of RPT 
services 

Based on the argument outlined in parts 2 and 3, the PNP submit that all intrastate air routes 
in Western Australia be re-regulated and tenders be sought through a competitive process 
with specific requirements. 

Recommendation 2 - That the State seeks tenders for a whole-of-state regulated 
monopoly airline market through a competitive process with specific requirements. 
Contracts should be revised at five year intervals. 

The PNP believe that re-regulating air routes in regional WA will allow the State Government 
to set required air routes - including intra-regional aviation links - at appropriate prices. In 
the initial stages, this will allow the State to adhere to new pillars of the amended policy 
objectives found in recommendation 1. Centralising all airline overheads and allowing 
airlines to cross-subsidise their fares over profitable and non-profitable routes will reduce 
some of the more exorbitant air fares. 

Reduced prices will generate greater passenger numbers, promote tourism and business 
travel , and enable regular RPT routes to be used as initially devised - connecting regional 
residents and those seeking to visit our regions . 
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