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Demands to break up BAA's monopoly are intensifying

FOR BAA, the owner of London's three main airports, the timing could not have been worse. Last week, as security staff struggled to clear twisting lines of fractious passengers in the aftermath of a foiled bomb plot, even more furious airlines were making their submissions to the Office of Fair Trading, which is currently investigating Britain's airports market. 

Given such scrutiny, BAA might have been expected to be on its best behaviour. Instead, after the police announced that they had thwarted a plan to blow up passenger jets between Britain and America, it bungled the introduction of tighter screening of passengers, causing long delays and throwing Heathrow, Europe's busiest airport, into chaos. British Airways alone cancelled more than 1,100 flights. 
Moreover, BAA was misguidedly heavy-handed in the way that it managed the crisis. Amid all the disruption at Heathrow, Tony Douglas, the company's chief executive, threatened to expel airlines from the airport unless they cut flights. So it is little surprise that some of its most important customers are asking the Office of Fair Trading to refer BAA's grip over London's airports to the Competition Commission, which has the power to order the company's break-up. 

Similar calls have been made before. In 2003 a committee of MPs said that BAA should be dismantled. A year earlier, when the Civil Aviation Authority last capped its landing fees, airlines said the company should be broken up. In fact ever since it was privatised in 1987, they have railed against BAA's power. 

Over the past 15 years, the company's share of the national market has slipped: 63% of passengers in Britain passed through its airports in 2005, compared with 72% in 1990 (see chart). But its hold over the London market remains impregnable. Nine in ten passengers flying out of London go through Heathrow, Stansted or Gatwick, all owned by BAA. 


One reason why the company has survived previous assaults is that a break-up alone would do little to weaken Heathrow's dominance. Not only is the airport just a 15-minute express-train ride from central London, but it also offers many more connecting flights than its two rivals do. The airport is so attractive to passengers that a short-haul flight operating from it may gain as much as £2m a year in extra profit compared with one out of Gatwick, says David Starkie, an aviation expert. Even if Gatwick and Stansted were set free to compete with Heathrow, they would struggle to win much business from it. 

But there may be political and environmental, if not commercial, limits to the airport's potential. Noise and air pollution have angered residents in the neighbourhoods around Heathrow. The government argues that a new runway should not be built there any sooner than 2015, and only then if stringent limits on local air pollution are met. Although Gatwick cannot build a new runway before 2019, Stansted can expand provided that it is profitable. 

Many of the arguments against breaking up BAA assume that price-control regulations would remain in force because of Heathrow's dominance. That may be a mistake. Allowing landing fees to rise at Heathrow to reflect its popularity would make its rivals more appealing. That should stimulate investment in airports such as Stansted that have the government's blessing to expand, bringing relief to the jostling queues of passengers that will be thronging BAA's overcrowded terminals this weekend.

