PAPER FOR
13TH ANNUAL WORLD CONFERENCE
AIR TRANSPORT RESEARCH SOCIETY (ATRS)

Regulating ADP Airports – An Economic Assessment

Hans-Martin Niemeier(
University of Applied Sciences Bremen, Werderstr.  73, D 28199 Bremen / Germany
P: +49-40-8119377 F +49-421-5905-4815

Hans-Martin.Niemeier@hs-bremen.de 
Peter Forsyth, 

Monash University

peter.forsyth@buseco.monash.edu.au
Jürgen Müller

Berlin School of Economics
jmueller@fhw-berlin.de
Harald Wiese 

University of Applied Sciences Bremen; 

harald_wiese@email.de 
Traditionally, there was heavy state influence in the French civil aviation sector. It is regulated by the DGAC (Direction Générale de l'Aviation Civile) under the authority of the French transport ministry, which is as well a service provider.

However, this changed with the partial privatisation of Aéroports de Paris (ADP) in 2006. For the first time, a regulation contract between ADP and the state was signed. Its main component is a single- till price cap regulation, combined with an investment programme and a quality of service regulation. While there are some resemblances to the BAA- regulation a number of details of the contract remain vague and there are doubts about the independency of regulatory authorities. 

In this paper we firstly provide an overview of the changes in government structure. Secondly we analyse how far the regulatory institutions obey the principle of “good” regulation such as fairness and transparency. Thirdly we investigate the incentive structure of the new price cap regulation in terms of cost and allocative efficiency. Finally, we study in particular the short term allocative issue of peak and congestion pricing and the long term issue of incentive regulation of investment.

Topic Areas: Airport economics, policies, Airline and airport performance; Regulation, competition and privatization of airports, Peak pricing

1. Introduction

Privatisation is one of the many issues on which the two European member states France and the United Kingdom have opposing concepts of economic policies. While the Thatcher government was the first government to privatise national strategic industries and public utilities on large scale in the eighties and nineties France was the “champion of nationalization” (Berne and Pogorel, 2006) and remained sceptical to privatisation for a long time. Later than the UK and on a lower scale and speed the French government privatised major companies like Air France, Bull, France Telecom, and Renault. In particular the French airport system had been traditionally under heavy state influence and remained literally unchanged for decades, but in 2006 it faced two major reforms. First, Aéroports de Paris (ADP) were partially privatised in 2006 with a price cap regulation contract between ADP and the state. Second, major regional airports were transformed into private law companies now owned by regional authorities and the chambers of commerce’s with an option for private capital
. 
In their assessment on the privatisation of French public utilities Berne and Pogorel (2006, 194) concluded that “French governments learned the hard way that privatization is a slow process and that one should pay as much attention to corporate governance of partially privatised firms as to privatisation moves”. Unfortunately their analysis stops with the year 2004 and does not cover the later privatisation of ADP. Nevertheless it raises the interesting question if the French government was indeed capable in the case of ADP to create a governance structure which promotes economic welfare. With this paper we try to fill the gap in the literature.

In the privatisation process the issue of governance is of central importance because privatisation as such does not necessarily create incentives to promote economic welfare. Theoretical and empirical evidence shows that competition and regulation are at least as important privatisation and probably even more (Amstrong and Sappington, 2006; Vickers and Yarrow, 1988). As competition is rather limited (see below chap 2) we focuses almost entirely on how well regulation of ADP is designed to increase economic welfare.
In this paper we firstly provide an overview of the changes in government structure including a short assessment on the competitive forces facing ADP. Given the monopoly character of ADP regulation becomes crucial. Therefore we define in section 3 the criteria with which we evaluate the regulatory system. The assessment (section 4) will be done in two steps. First we analyse how far the regulatory institutions obey the principle of “good” regulation such as fairness and transparency. Second we investigate the incentive structure of the new price cap regulation in terms of cost and allocative efficiency. We study in particular the short term allocative issues of peak and congestion pricing and the long term issues of incentive regulation of investment. Finally, we summarize our findings and give an outlook for further research.
2. The French Aviation Sector

While the French population has a share of about one per cent of the world population, its air traffic accounts for 7 % of the world in 2003 (OECD, 2004). The dominant airline in France is the Air France-KLM Group, which still belongs partly to the French state (17,9 %- share, Air France, 2008 )
France has 156 airports, which are organized in the „l'Union des Aéroports Français“ (2008). Traditionally, the French state was the owner of the airports. They were operated as public institutions (ADP, Bâle-Mulhouse) or by the chambers of commerce (long-term concession contracts). The French air traffic is highly concentrated. 90 % of air traffic takes place in 12 airports. The Paris ADP airports have of more than 50 % share of the French traffic (see below table and appendix exhibit 1). 
	Airport
	Passenger 2000

in 1 000 Pax
	Passenger 2007
in 1 000 Pax
	% Change

	PARIS CHARLES DE GAULLE 
	48 141
	59 550 
	23.7

	PARIS ORLY 
	25 380
	26 416 
	4.1

	NICE COTE D'AZUR 
	9 402
	10 381 
	10.4

	LYON ST EXUPERY 
	6  026
	7 193
	19.3

	MARSEILLE PROVENCE 
	6 458
	6 804
	5.3

	TOULOUSE BLAGNAC 
	5 350
	6 111
	14.2

	BALE MULHOUSE 
	3 702
	4 261
	15.1

	BORDEAUX MERIGNAC 
	3 067
	3 408
	11.1

	NANTES ATLANTIQUE 
	1 996
	2 519
	26.6

	BEAUVAIS TILLE 
	381
	2 155
	465

	STRASBOURG 
	2 032
	1 700
	-16.3


Source: Bulletin statistique DGAC trafic commercial
For the Paris Airports, the monopoly character differs between market segments: 

· Competition with other Hubs: The main competitors of ADP are the hubs of the other big Alliances: London (British Airways and OneWorld- partners), Frankfurt, (Lufthansa and Star Alliance- partners) and Amsterdam-Schiphol (second hub for Air France-KLM). Competition between those hubs unquestionably exists, but it is doubtful that this competition is strong. High switching cost for airlines due to specialised investment and not tradable slots limit competition. In addition the airport alliance (ADP/Schiphol) reduces even this type of competition to a large degree (Forsyth et al., 2009).
· Competition with traditional regional airports: The Paris Airports are the only European airports without competing airports of a comparable size in a range of 300 km. France is a centralized state, with Paris as its political, economic, cultural and touristic centre. Over 25 million people live in a range of 200 km of Paris. For the origin-destination- traffic the market power of ADP is substantial.

· Competition with low cost airports: the most important competitor for Paris airports is Beauvais Airport. Beauvais, situated 84 km in the north of Paris, has taken the role of a third Paris Airport, especially used by Low-Cost-Carriers. Although the passenger number has risen dramatically, it is still marginal (2000: 0,38; 2005: 1,8; 2007: 2,2 millions) ADP- airports (2000: 73,5; 2005: 78,7; 2007 86 millions) Some low cost airlines are not present at the Paris airports, like Ryan Air, Wizzair und Blue Air. While one could argue that ADP and Beauvais Airport are not in the same market as their products are different competition from low cost carrier effects full service airlines and thereby indirectly ADP. In other words, there is some competition, but it is limited due to product differentiation.
· Competition from other modes of transport: France has a network of high- speed trains, the TGV. Like a star, the network is spreading from the capital. It is assumed, that the train is preferred for connections in a range of 3 hours. Competition is in a range between 3 and 4 or 5 hours. Picture 3 shows, that large parts of the country can be reached by trains within 3 hours. Only 8 destinations on the map are in a range between 4 hours and 5 hours. Moreover, only 4 of the French destinations on the map need a travelling time of 5 hours or more. So the TGV is an important competitor for regional air transport and for the Paris London route. 

· Competition from new airports. While potential competition does limit market power in some industries this is not the case for ADP because the possibility of a third airport does not exist nay more. Although a location already had been found (Chaulnes in the north of Paris), the project had been cancelled in 2002 after a change of the government. It has been doubted that the former government had taken Chaulnes as a real alternative
. 
Overall, as long as the Paris Airports are jointly owned and managed no effective competition is limiting the monopoly power. 

The privatisation was enabled by the  „LOI n° 2005-357 du 20 avril 2005 relative aux aéroports“ proposed by of the transport minister Gilles de Robien in 2004 (Le Sénat, 2003)
Main points of the law were 

· creation of a societé anonyme

· transfer of assets to the company and details for the assets remaining at the state

· a list of duties to be fulfilled by ADP and sanctions in case the duties were not met.
The reason for the privatisation was state ownership constrained the development of ADP because it could not gain access to private capital and faced problems in engaging in international partnerships. 

A partial privatisation was chosen because the state intends to maintain its influence on the development and attractiveness of the country (Le Sénat, 2003). In his report, Senator Le Grand (2004) argued against a full privatisation because of the strategic importance of the airports. Furthermore, a full privatisation would pose problems with the constitution. The full privatisation was not subject for any serious discussion in parliament. The opposition criticized any such attempt as a "retreat" of the state from a "fundamental and eminent strategic sector" (Blazy, 2005 ). In particular the option of a separation of the Paris airports was not discussed at all.
The privatization was initiated by an increase of capital by 600 millions and the selling of another 799,6 million € share of the state. This was achieved by an initial public offering with different conditions for French private investors, French and international investors and ADP- employees between the 31 May 2006 and the 14 June 2006. Initially, the demand for the shares was high so that the lowest possible government share was reached with the government having a 67.5%, employees a 3.2% and all other investors a combined 29.2% share. 
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Exhibit 3 The ADP- share after the going public, Benchmark CAC40 

Source Yahoo 
The development of the ADP- share (exhibit 3) shows, that initially the ADP-share underperformed the French index CAC40. In autumn 2006, it is on the same level as the index and then from the end of 2006 onwards it clearly outperformed other shares. It seems that the share initially was not sold below its value, as the market expectations are likely to have changed later. 

There is some evidence that the privatisation process might continue as in 2008, VINCI bought outside the stock exchange another share of 3.3%. While the government and VINCI neglect that this is a first step to full privatisation, this could be a part of French government policy to form national champions (Financial Times Deutschland, 2008).
 
2. Objectives and criteria of regulatory reform

While regulatory economies differ in their assessments of certain regulatory tools there is an almost unanimously agreement about the set of criteria to evaluate regulatory institutions (see Baldwin and Cave, 1999; Forsyth, 1997; Kessides, 2004). The criteria of airport regulation consist of a set of economic welfare and institutional criteria. 

A. Economic welfare

Airports maximize economic welfare under the following conditions: 

1. Charges should be set at marginal cost or, if marginal costs are below average costs, at prices minimising the welfare loss.
2. Airports should produce technical and cost efficiencies.
3. Airports should ration demand efficiently by giving scarce capacity to those with the greatest willingness to pay.

4. Airports should invest an optimal amount
.

In addition regulation should be carried out with minimal costs and only if it crates net benefits. Airports should price environmental externalities correctly. This is usually treated as a separate problem and referred to environmental regulation. We follow this tradition noting that in the case of Orly such an approach has its limitations.

B. Fairness and democratic acceptance

Regulation is a process in which the airports interact with its users and with the regulator. For this process among others Baldwin and Cave (1999), Vass (2005) Wolf (2003) have developed the following criteria 

1. Legislative mandate from elected legislature and parliamentary control. Parliament should control the regulator if he fulfils his statutory obligations without intervention in day-to-day business

2. Independency and accountability to democratic bodies. The function of regulator and ownership should be separated.

3. The regulation should be a fair, accessible and open process. There should be transparency and a documentation of the goals, processes, data and decision accessible to all market participants.

3. Regulation of ADP: An Assessment
Article 9 of the reform law LOI n° 2005-357 du 20 avril 2005 contains regulation contracts for ADP for a period of 5 years (ADP, 2006)
. The preparations of the contract began in early 2005 by the consultation of the airport and its users by the „commission consultative économique“. After that, ADP published in September 2005 a dossier with financial data and forecasts and propositions for a regulation contract.  After a public hearing, the „commission consultative économique“ gave their final recommendation. Finally, the details of the contract were negotiated between ADP and the government. The contract covers in particular the capping of charges, quality standards for investment and service and consultations with users.
In this section we describe the new regulatory regime of the partially privatised ADP and assess the regime according to above criteria. We firstly outline the institutional aspects in terms of independency and fairness and then analyse the scope and method of regulation in terms of efficiency.
3.1. Regulatory Institutions
Since 1945, the DGAC (Direction Générale de l'Aviation Civile) is responsible for the supervision of the aviation sector. The DGAC is placed under the Ministry for Environmental Affairs which is responsible for transport in general. The organization has several missions of regulation, supervision, coordination and administration and is also provider of services like air traffic control and training of staff. For the economic regulation, there is a sub- direction called "direction de la régulation économique (DRE)" with 101 employees and an annual budget of 68,5 million EUR (DGAC, 2007).
As a result, an independent institution for regulation is still absent: The state is a shareholder of Aéroports de Paris and Air France- KLM and simultaneously a regulator and supervisor of the aviation sector.

During the preparation of the airport reform law 2005 the possibility of an independent authority was discussed by Senator Le Grand in the economic commission. Le Grand (2004) pointed out, that such an authority was generally needed, but that it was too early for this step as this would disturb the achieved balance between the different parties. Instead of an independent regulator, the "Commission consultative aéroportuaire" was created and placed under the transport ministry. The commission consists of members of parliament, the Sénat, the Conseil d'État (court of Justice), the Court des Comptes (responsible for financial audit) and the representatives of ministries. The tasks of the commission are the preparation of the regulation contract and to give general advice on the aviation sector Le Président de la République, 2005).
The economic regulation is indirectly affected by how well slots are allocated (see below section 3.2). Foremost this is a question of the allocation rules, but it also has an institutional aspect. Since 1995 slots at Paris Charles de Gaulle (level 3) and at Orly (level 3) are coordinated by COHOR
. COHOR is an independent coordinator but the organization has been subject to harsh criticism by Virgin
 and easyJet (Tourise4pro, 2004) with regard to the information policy, the treatment of Low Cost Carriers and preferential treatment of Air France. However, easyJet failed to prove these complaints at the European Court of Justice (Lexetius, 2006). Nevertheless, there remain some doubts about the independence of COHOR. COHOR is financed by its members which are airports and airlines. However, the board of directors, which elects the coordinator, is appointed only by the founding members.
The lack of independency affects the quality of consultation. France as other European countries have no doubt made progress in this respect by adopting ACI standards (ACI, 2003, Gillen and Niemeier, 2008). The consultation process between the airport and its users are done within the framework of the "commission consultative économique" (ADP, 2006). Members are Air France, Corsair, British Airways, Fedex, organizations of airlines and employees: CSTA (chambre syndical du transport aérien), SCARA (syndicat des compagnies aériennes autonomes), l'association des représentants de compagnies aériennes en France, l'IATA (international air transport association), FNAM (fédération nationale de l'aviation marchande) and different ADP- directors. The commission has to meet at least once a year. The information which are to be delivered to the commission consists of financial data including information about the investment programme, traffic data on passengers, cargo, MTOW and number of movements, service quality data and data on tariffs of fees including a calculations that the fees are within the range of the contract.

In 2006, the court of justice cancelled the setting of the tariff because the information to the commission was not complete Lex-aero.com (2008). This resulted in a new consultation with the commission, but without a change in the level and structure of the proposed charges (ADP, 2008b).

Though consultation has been improved it still has two weaknesses. First, the „Commission consultative aéroportuaire“ publishes only the results and not the positions of the different parties concerned. The consultation process is not open to the general public as in the UK. Second, essential data for the assessment of charges are not given to the users and the public. The investment bank Morgan Stanley (2006, p. 4) criticizes that “the value of the regulated asset base and the percentage return on capital are not disclosed by ADP or the French government.” 
3.2. Scope and method of price cap regulation
In this section we first analyse the scope of regulation (ground handling and single versus dual till) and thereafter the methods of regulations which includes price cap regulation and the regulation of investment and quality.

3.1 Scope of regulation
Regulation should target to those activities in which the airport has persistent monopoly power. At ADP landing fees, passenger fees, gasoline fee, lightening fees, parking fee are regulated (ADP, 2006). Non aviation activities and ground handling are left unregulated at ADP as the airport might have some market power, but potential competition might discipline the airport (Templin 2006). Problematic is how access to central infrastructure services such as bagage handling systems. At ADP as with other European Airports ( for example Madrid Barajas) the central infrastructure fee is not regulated (Templin, 2006) and could set incentives to shift costs from the regulated to the unregulated area. 
Non aviation activities can be regulated indirectly through the single till principle under a price cap. It is one of the most debated issues among airlines and airports and has also been a major issue in the design of the regulation of ADP. While the single till might be appropriate at airports with ample capacity and a cost recovery problem it has the disadvantage to regulate activities which could be at least in principle be competitive. The single till principle acts like a tax on non aviation business. The regulatory framework for ADP sets some mixed incentives to develop non aviation business. The retail and real estate business are, relative to other European Hubs, underdeveloped. One might therefore wonder why the French government having an interest to develop this business through privatisation chose a mixed single till. The single till includes a rather vaguely defined option to take part of real estate and retail income out of the till in the next regulation period from 2011 to 2015. The impact has been modelled by Morgan Stanley (2006). It values ADP in different scenarios, which differ mainly in their degrees of non-aviation business left out of the till, between € 38.1 and € 127.1 per share. 
3.2. Method of regulation
In this section we first look at the level and structure of charges with their implications for cost and allocative efficiency and then at the regulation of quality and investment.
Regulation of the level charges 
To analyse the price cap for ADP it is important to include the period before 2006 in order to know how large the gap between charges and costs were. However, it is difficult to provide a conclusive argument on this because only the airport but neither the regulator nor the public know the efficient level of costs. Exhibit 4 shows a moderate growth of regulated charges compared to inflation up to the year 2000 and then a remarkable rise of the level from the second half of 2000 onwards. This could be interpreted as adjustment of charges to cost or as an instrument to increase the revenues form privatisation. Yvon Collin (2002), speaker of the finance commission of airport reform, explained the moderate growth of charges prior to 2000 as a hidden subsidy to the Airlines, especially to the dominating French airlines. ADP has supported this view by pointing out that capital expenditure per pax has risen for the period 1995 to 2003 faster (+44 per cent) than the level of charges per passenger (+ 25 percent).

 Exhibit 4: The development of ADP’s fees compared to inflation
[image: image2.emf] Source: COLLIN (2004) 
The price cap is compared to other price caps more complicated as it does not only relate the level of charges to the inflation and productivity growth (x-factor), but also to as sliding scale related to traffic growth, the level of investment (treated separately below) and the quality of service. The price cap is build as follows: 

	GTRP(n,Tref(n))= GTRP (n-1, Tref(n)) x (1+PP(n)) which means that the price of the actual year is the price of the previous year + PP(n) which is the sum of inflation and max. additional 3,25 %


The incentives towards cost efficiency depend on this price cap and the price ADP achieved in the IPO. If the initial price cap is rather loosely set well above costs then share prices should be higher. The management should face an incentive to reduce costs and increase profits. As the price cap agreement does not intervene and reap profits within the regulatory period the price cap should set incentives for cost efficiency. However, these incentives depend on how partially privatised firms behave. Only if, they minimize costs as private firms these efficiency gains will materialize. Detecting the efficiency gains will be difficult as they will largely occur in the future and will involve the efficiency of capital as ADP is undertaking a major investment program which is regulated. This implies that the cost efficiency is to some degree dependent on the regulation of quality and investment (see below).

Regulation of the structure of charges
Price cap regulation does not regulate the structure of charges and leaves it to the airport to reshuffle the historic based price structure to increase traffic, revenues and profits. This is in particular important for busy airports. At these airports traditional weight based charges lead to an inefficient utilization of scare capacity. As at busy European airports capacity is allocated by the IATA slot system with modified European rules scarce slots are not give to those airlines making best use of scarce capacity. Slot rents are created and are reaped by incumbent airlines. This creates substantial welfare losses. Given these inefficient slot rules the airport can nevertheless improve the capacity utilization by peak pricing and adopting a fixed charge per movement. This leads to substitution of low valued by higher valued traffic and a reduction slot rents, which in turn makes such charging policy not attractive to incumbent airlines (Forsyth and Niemeier, 2008 a and b).

The price cap for ADP does not regulate the price structure, but the incentives are not as strong as with a simple price cap. This is due to the modulation in from of a sliding scale. The price cap for the charges contains modulations for the development of Traffic (TRAF), Quality (QDS) and investments (INV): 

	GTAP(n,Tref(n)) = GTRP(n,Tref(n)) x (1 + TRAF(n) + QDS(n)) + INV(n)


The modulation regarding traffic defines a margin of estimated growth between annually 3.5 % and 4 %. Within this margin, there is no change at all. Beyond this range the price cap is modulated by 70 percent of the difference to the maximum and the minimum. The sliding scale lessens the incentives to increase traffic as the additional revenues are not kept by the airport. It also leads to higher charges in case demand drops due to crises like in 2001 or 2009. This is most probably not how a competitive firm would respond as short marginal costs are lowered if demand decreases. 
A look at the structure of the charges in 2004 (Table 2) shows that the charge per ton is increasing sharply with aircraft size. For small airplanes up to 25 t. MTOW, there is a fixed amount , between 26 and 50 t, for each ton there is an increase of 2,62 Euros per ton, for airplanes with more than 51 t, this rises to a factor of 8,32. 

Table 2 Landing charges ADP 2004 and 2008 

	MTOW 
	Tariff 2004 (EUR, without taxes)
	Tariff 2008 (EUR, without taxes)

	from  1 to 25 t
	150,31
	173,12 

	from 26 to 50 t
	150,31 + 2,62 (t-25) 
	173,12 + 4,56 (t-25) 

	from 51 t
	215,81 + 8,32 (t-50) 
	287,12 + 7,99 (t-50) 


Source:  Collin (2004) and ADP (2008a)
From an economic point of view, this charge structure is even worse as the typical weight based charges with a linear relationship between charges and MTOW as large aircrafts are paying over proportionally more than small ones. Comparing the charges from 2004 with 2008, it is obvious, that the fee structure has only slightly changed reflecting the lack of string interests to price scarce capacity effectively in particular at Orly which is capacity constrained due to the environmental related movement limit
. Furthermore, it is clearly inefficient to have the same charges applied at two airports with different capacity utilization. The political problems implementing efficient structured charges demand further analysis, but it should be noted that the "Court des Comptes" (2003) had already criticised in 2003 the "atypique" inefficient tariff structure.

Regulation of investment and quality

For the duration of the contract an investment volume of 2478 million euro(constant 2006)  is intended, 1631 millions from that amount only for Charles de Gaulle (ADP, 2006). The breakdown is as follows: 

· 1167 M € for investments in capacity; 

· 208 M € for restructuring; 

· 687 M € for investment in maintenance; 

· 164 M € for investments in real estate; 

· 252 M € for technical studies and monitoring. 

For the big projects specific deadlines have to be met. This investment programme comes from the initial propositions from ADP and was discussed with users in the „commission consultative aéroportuaire“. The discussion is not published, only the commissions report (Commission consultative aéroportuair, 2006)e. Exhibit 5 shows that predicted demand grows by 3 % to 3.5 % up to 2015. Capacity will have grown considerably, although there are still periods characterized by over- and under capacity. 
Exhibit 6:  Predictions of passengers and capacity Charles de Gaulle (S3, 2E, T2G, CDG1, S4: terminals with capacity operations)
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Source ADP (2005)
This large investment program is challenging for regulation. Price cap regulation might lead to underinvestment if the airport expects that the regulator will behave opportunistically lowering charges to marginal costs and not allowing for a normal return on invested capital. A higher price cap also does not lead to investment as the airport might just reap higher profits. Given these problems the regulator has chosen a price path depending on the amount of investment.

Only the current investments are included in the price cap, not the total investments over the whole period up to 2015 (table 3). Not included are also investments in restructuring and real estate for diversification. 
Table 4 Investments in the regulated area

	Investments in the regulated area 

(millions in EUR 2006)
	2006
	2007
	2008
	2006 – 2008



	Total 
	675
	596,8
	414,6
	1686,4

	relevant for factor INV 
	232,7
	217,7
	211,2
	661,3


Quelle ADP (2005) 

This stream of investment is regulated by the following formula: 

	INV(2010)
= 0,266 x (DC2008 - 0,95x DP2008) if  DC2008 - 0,95 x DP2008< 0


This means, that the investment factor INV in 2010 only has an effect, when the real investments (DC) until 2008 are less then 95 per cent of the intended investments (DP). For example if instead of 661,3 millions  561 are only invested the INV
 equals -17,8 that means a reduction of 100 million investment leads to 17,8 millions lower charges.

Overall, the regulation of investment sets strong incentives for delivering the planned investment project, but the question whether the investment program has positive net returns is left open for a cost benefit study.
Quality is not monitored as in many price capped airports, but it is directly regulated through the pricing formula. Quality is defined by a detailed set of service indicators
. For each of the service indicators a goal, a maximum and a minimum exists. For the service indicators 1 - 9 mentioned under II., the maximum modulation is 0,05% and for indicator 10, it is 0,5 %, respectively.  Within the range, the modification depends on the proportion of the goal to the minimum or maximum. This factor is taken from the maximum modulation. The compensations for the indicators 1 - 9 are collected in a compensation account. The fees in the current year have to be changed once the cumulated compensation has exceeded 0,35. Indicator 10 only influences the ensuing year, because the number of posts at a terminal cannot be changed instantly. For assessing the impacts of this modulation, real data is needed. In any cases, the airlines are able to monitor the indicators by themselves. Factors of 0,5 % seem to be quite marginal but the different indicators are partially checked often, so that there is a possibility that this can sum up to a huge amount. 

While this regulation of quality is very detailed and gives the airport and its users a stable planning perspective it nevertheless remains unclear if regulation achieves market orientated different product qualities. In this respect further research is needed in particular on the issue if direct contracts between airports and specific users on different qualities could not improve the regulated outcome.

4. Summary 
In this paper we reviewed the partial privatisation of the Paris Airports. No doubt this represents a major change in the state orientated French economic and political system. The French government sold a share of 29,2 per cent for a price of nearly 800 million €. As France is a centralized country and the government never seriously thought about the option of separately privatising the Paris airports. ADP has a strong monopoly position.  This monopoly is only challenged slightly in some market segments by the low cost airport Beauvais and the TGV. Given the monopoly character, regulation becomes crucial for determining the effects of privatisation. Therefore we analysed the French regulatory system in terms of economic efficiency and procedural fairness.
While in many respects the reform falls short of achieving this standards the French government should be credited for changing the regulatory system from a cost based to an incentive based system. Unlike other European governments (for example Germany with Düsseldorf and the failed privatisation of Berlin) the French government undertook this major reform and did it prior to privatisation.
While reform is usually incomplete the analysis of the regulatory system in terms of above criteria brought out major failings:

· Incomplete institutional reform. ADP is not regulated by an independent regulator. Regulatory decisions can be influenced by major pressure groups such as the management and unions of ADP and of Air France. The system does not avoid regulatory capture.
· Lack of information. Although the quality of the consultation process has been significantly improved major factors are neither given to the users nor to the general public.
· The scope of regulation does not precisely target the monopolistic bottle neck. This is mostly due to the mixed single till principle which acts like a tax on the development of the non aviation business.

· The Price cap sets incentives towards cost efficiency but these incentives depend also on the motivation and behaviour of the partial privatised firm.

· Price cap sets incentives to improve the price structure towards allocative efficiency. Although Orly and CDG are both slot controlled and in particular the movement limit at Orly implies excess demand the airport charges the same prices. In particular the price structure has not been adjusted. It discriminates large aircrafts and leads to and underutilisation of given capacity. The incentives are obviously not strong enough and might reflect the effects of the sliding scale which acts almost like a revenue cap stabilizing revenues whatever the pricing structure might be.
· The regulation of the major investment program should set strong incentives for delivering the planned investment. However, the rationality of the investment program demands further research.

· Unlike with other price cap regulation quality is regulated. This should at least give the airports and its users a stable planning perspective.

Overall, the current regulation shows major weakness and this as well as other aspects create scope for further research:

· What are the objectives of ADP? ADP is still a majority government owned firm. What will it try to do? Maximise profit? Sales? Quality? Can it be described as a maximiser of anything? Economics is still to come up with a general theory of the public firm, so it is often difficult to characterise how such a firm will behave. However it is necessary to make some suggestions
. 
· How would we expect the regulation as described to work with partly public firms such as ADP? Would it seek to keep costs down, and invest where necessary?
 
· What are the regulators trying to achieve? Are the stated objectives useful, or are they just words without meaning? Might the regulators be trying to maximise welfare through improving the performance of the airports? Might they be trying to keep prices down to help airlines? Might they be keeping prices high to raise government revenue?

· How well are the Paris airports performing? Has performance improved prior or after privatisation? How has ADP performed compared to other airports? So far we have confined our analysis to the incentive structure, but it is important to study empirically the results in terms of productivity and efficiency.

· What efficiency problems might there be with the Paris airports? Are there any obvious problems? Is quality right- not too high or low? Are costs excessive? Is the airport capacity utilised efficiently? Is investment adequate and not excessive?

· What are the effects of traffic distribution rules between Orly and CDG?
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Exhibit 3 French train connections, Lines: within 3 hours, circles: over 5 hours
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� The paper does not cover this reform. See Wiese (2008).


� Philippe Subra (2004) claims that the project had been only a "political manipulation" to calm down the citizens concerned by the noise emissions of the existing ADP- airports 


� The marginal benefit of additional capacity should equal its marginal costs.


� The contract will be enforced by a common commission between Aéroports de	Paris,	la DGAC  and the "direction générale de la concurrence, de la consommation et de la  répression des fraudes" which is in charge of the supervision of competition. The contract can be cancelled or renegotiated, when the indicators for the traffic are leaving a fixed margin, investments are less than 75 % of the planned investments and the contract partners point out that the economic factors have seriously changed. Then the "commission consultative aéroportuaire" has to be consulted.


� COHO coordinates Lyon (level 3) and Nice (Level 2) as well.


�	 "It was a joke," Sies comments. "First, we put in an offer to take over part of Air Lib's assets and staff to get slots-as the government had indicated-but then COHOR decided not to take the argument into account. Then Virgin Express, acting independently, was allocated a set of slots which were, for the majority, absolutely useless, at least for the economics of an LCC. With the slots that were allocated to us we would achieve a daily aircraft utilization of around seven hours while we target 11. Also, in order to use the morning slots to Rome we would have to station an aircraft overnight, which was, needless to say, not our idea of establishing a base in Orly.", Air Transport World, 2004.


� A modulation for the noise is possible, but the system of 5 classes seems to be outdated because most planes are in the best class (Collin, 2004).





� INV(2010)=0,266x(561,3-0,95x661,3)=-17,8


� There are 13 quality indicators of which number 1-9 influence the price cap. 1.availability of aircraft parking spaces 2: availability of passenger boarding bridges, 3: availability of electromechanical equipment, such as elevators, escalators, freight elevators, 4: availability of baggage delivery bands 5: availability of information systems 6: satisfaction of the passengers on the cleanliness of the terminals 7satisfaction of the passengers on the announcement and information for flights,  8.satisfaction of the passengers regarding the availability of trolleys; 9: response time to complaints, 10: realization of posts at the terminal; 11 waiting time of passengers in the border ; 12: deadline for the delivery of baggage; 13: waiting time of passengers at border controls.





�Harald, this section has to be improved or shortened. Are there studies on this competition?  If not analyse the map derive results and summarize. For instance what per centage share of population is in the range of three, four and five hours?


�Harald, is this still the case? Please, check.


�Harald, could you please calculate charges for some typical aircrafts?


 only with fixed charges?


 with passenger charges and a typical load factor of 70 per cent.


�Jürgen could you write a section on this?


�Peter, could you write a section on this? 


�Jürgen could you write a section on this


�Jürgen, could Tolga prepare this? I think that it is sufficient to take ATRS data and make a summary. See Peter’s paper on Australia for the Brookings book


�Jürgen could you write a section on this


�Jürgen could you write a section on this?


Harald do you have anything on this?
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