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= Figure 1 Balance of Airfreight Trade — Australian airports
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Source: Study team with data from www.Airfreightstats.com

4.2 Utilisation of Aircraft
Melbourne and Adelaide have both achieved significantly greater utilisation levels of international
aircraft than other airports in Australia. Melbourne has been able to move 208,064 tonnes per
annum with only 25,250 aircraft movements, whilst Sydney needs more than double the amount of
aircraft to move only 43% more product. Table 6 shows Melbourne is moving considerably more

with fewer aircraft.

= Table 6 Tonnes carried per aircraft 2006

Melbourne Sydney Brisbane Adelaide Total
Tonnes carried 208,064 298,194 75,814 19,417 | 601,489
Number of international flights 25,250 55,971 16,848 2,247 | 100,316
Tonnes per aircraft 8.2 5.3 45 8.6 6.0

Source: Study team with data from www.Airfreightstats.com and various airports homepages
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4.3 Growth in Freight Volumes
The nature of international airfreight movements is such that volume growth is directly linked to

the number of international freight servicing an airport. This is particularly true for Melbourne,
where aircraft utilisation is high in comparison to other Australian airports, meaning there are
fewer opportunities to utilise the existing fleet’s spare capacity. Table 7 compares changes in the
number of international aircraft at each of the major airport in Australia with the percentage change
in tonnes carried.

The number of export tonnes has grown at each location, reflecting the excess capacity or
underutilisation of outbound airfreight. Import tonnages have decreased in both Melbourne and
Sydney, which is likely to be a reflection of the reduced number of international airlines servicing
these markets. Brisbane has been able to achieve freight growth despite major reduction to the
number of international aircraft servicing the airport. Similarly Adelaide achieved large freight
growth with affectively the same aircraft fleet. In both cases this is the result of the small original
freight volumes on which to expand, and significant excess capacity.

= Table 7 Growth in international cargo - Tonnes 2005-2006

Melbourne @ Sydney : Brisbane : Adelaide | Total
Imports tonnes -4% -2% 6% 11% -2%
Exports tonnes 3% 2% 13% 20% | 5%
Change in total freight tonnes -1% -1% 9% 15% 1%
Change in no. of international flights -9% -3% -24% 1% | -9%

Source: Data from www.Airfreightstats.com, DIIRD — Victoria the Gateway of choice for Airfreight

4.4 Future Projections

The future growth or reduction of airfreight volumes are directly influenced by the number of
international airlines operating at an airport, and the destinations they service. It is anticipated that
Melbourne’s airfreight volumes will grow in response to initiatives to gain additional international
flights and destinations. In the long term, should Sydney Airport’s ability to offer acceptable
freight services diminish as it approaches capacity limits, Melbourne will be ideally placed to
capitalise on this and increase its freight base. Melbourne’s competitive advantages stem from its
geographic positioning and high number of serviceable international locations.

4.5 Origins and Destinations of Freight

Figure 2 and Table 8 show Melbourne’s airfreight trade partners by tonnes handled in 2006. This
shows that the majority of Melbourne’s trade is with Asian countries, at 50.9%. This trade is
almost balanced, having 54,152 tonnes of exports and 51,802 tonnes of imports. Trade with New
Zealand is almost two thirds outbound, and one third inbound. North America and Europe are less
balanced, with the majority of freight being imported, and very little exported.
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= Figure 2 Melbourne Airfreight Trade
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= Table 8 Tonnes handled by destination from Melbourne Airport 2006

Export | Imports Total %
Asia
China 1,257 14,126 15,384 7.4%
Hong Kong 9,740 10,398 . 20,138 9.7%
India 2,379 2,379 1.1%
Indonesia 2,145 2,145 1.0%
Japan 5,117 4,315 9,432 4.5%
Malaysia 3,684 4,087 7,772 3.7%
Saudi Arabia 9,846 9,846 4.7%
Singapore 10,369 11,539 21,909 | 10.5%
Taiwan L2217 2217 | 1.1%
Thailand 3,864 2,738 6,602 3.2%
Un Arab Emirates 6,981 6,981 3.4%
Vietnam 1,146 1,146 0.6%
Sub-total Asia 54,152 51,802 105,955 | 50.9%
Europe
France 2,594 2,594 1.2%
Germany 9,667 9,667 4.6%
Italy 3,246 3,246 1.6%
Sweden 3,870 3,870 1.9%
Switzerland 1,099 1,099 0.5%
United Kingdom 1,565 5,493 7,058 0.8%
Sub-total Europe 2,665 24,871 27,537 | 13.2%
North America
USA 4763 22,437 27,200 | 13.1%
Oceania
Fiji 1,441 1,441 0.7%
New Zealand 14,462 9,244 23,707 | 11.4%
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Export - Imports Total %
Sub-total Oceania 15,903 9,244 25,148 | 12.1%
Other Countries 6,576 15,648 22,224 | 10.7%
Total 84,061 124,005 208,064 | 100%

Source: Study team with data from www.Airfreightstats.com

4.6 Commodities Handled
The following Section presents information on imports and exports handled at the Melbourne
Airport in the financial year ending June 2007, by weight and value.

4.6.1 Imports

The top 20 products imported by airfreight into Melbourne are predominately engines, electrical
goods, pharmaceuticals, and clothing. Table 9 and Table 10 show the products with a high
monetary value but do not necessarily represent a significant proportion of the total volumes
moved. This is quite typical of airfreight, and could be expected given the nature of those products
that lend themselves best to air transit, i.e. light weight, high value, low metric volume, and time
sensitive. The USA is a leading supplier of engines, machines, motors, appliances, radios, TVs
and pharmaceutical products. These products are also sourced from a variety of alternative
locations, with the UK and Germany being favourite alternatives. China and Hong Kong are the
dominant providers of clothing and apparel imports.

» Table 9 Top 20 imports by weight carried = Table 10 Top 20 imports by value
Commodity Kg Commodity $
Engines, Machines 15,952 Engines, Machines $1,664.8M
Motors, Appliances, Radio, TV 10,196 Motors, Appliances, Radio, T V $1,658.5M
Clothes Other 6,602 Spectacles Cameras Instruments $818.0M
Clothes, Knitted 6,290 Pharmaceutical Goods $645.2M
Polymers Plastics 4,030 Helicopters, Balloons $611.2M
Fruit & Nuts 3,584 Clothes Other $186.8M
Spectacles Cameras Instruments 3,472 Clothes, Knitted $142.4M
Motor Vehicles Cycles Trailers 3,370 Chemicals Organic $116.1M
Books, Paper Arts 2,981 Precious Stones, Jewels $109.7M
Fish & Crustaceans 2,923 Motor Vehicles Cycles Trailers $75.2M
Vegetables 2,239 Solvents Thinners Organic $73.6M
1& S Products 1,776 Polymers Plastics $69.6M
Pharmaceutical Goods 1,516 Books, Paper Arts $68.4M
Footwear 1,486 Games, Sports Equipment $58.6M
Leather Arts 1,276 1& S Products $54.4M
Games, Sports Equipment 1,236 Tools, Cutlery $48.1M
Iron & Steel 1,138 Temp Trade + Confidential $42.0M
Rubber, Articles 1,109 Rubber, Articles $36.1M
Locks, Safes, Fastenings 1,004 Essential Oils Perfumes $34.9M
Solvents Thinners Organic 929 Footwear $34.9M

Source: Study team with data from www.Airfreightstats.com
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4.6.2 Exports
Melbourne’s major airfreight exports are medical goods, fresh food products, and electrical parts.

The range of food products offered is quite diverse and includes meats, fish, fruits, vegetables and
dairy. Medical products are widely exported, with major customers in Europe, North America, and
Asia. Singapore accounts for almost 50% of our outbound products (by value) overall.

= Table 11 Top 20 exports by weight = Table 12 Top 20 exports by value
Commodity Kg Commodity $
Meat Fresh 16,254 Medical Products $520.4M
Fruits and Nuts - Fresh 7,047 Fish and Crustaceans $223.8M
Spec Transaction 6,975 Electrical Parts $207.1M
Fish and Crustaceans 6,294 Aircraft $153.9M
Vegetables 5,540 Mach Office $138.9M
Dairy, Eggs and Honey 3,416 Spec Transaction $135.3M
Medical Products 2,227 Confidential $134.5M
Printed Matter 1,988 Instruments Other $128.7M
Motor Vehicles 1,615 X-ray and Measuring Instruments $115.7M
Confidential 1,510 Machine Eng and Plant $107.8M
Zinc & Products 1,377 Meat Fresh $101.6M
Misc Edible Preparations 1,230 Domestic Apps - Entertainment $91.9M
Electrical Parts 1,208 Phot+Cin+Med Ins $72.8M
Beverage Non and Alcoholic 1,185 Electrical Domestic Appliances $61.0M
Machine Engine and Plant 1,160 Motor Vehicles $56.7M
Machine Parts 886 Electrical Parts Other $56.7M
Domestic Apps - Entertainment 881 Animals Live $51.6M
Animals Live 881 Mach Parts $51.0M
Mach Office 707 Plastic Films Etc $49.0M
Cosmetics, Oils, and resins 704 Powerplant Equipment $40.5M

Source: www.Airfreightstats.com
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5. Safeguarding Melbourne Airport’s Strengths

5.1 Melbourne Airport Strengths
Melbourne Airport has been able to increase the level and range of its services, supporting the

local, state and national economies by protecting and enhancing its competitive position within the
Australian air services and general transport sectors.

The main strengths of the airport include its relatively unrestrained capacity for growth, its
proximity to the Central Business District of Melbourne, the quality of transport links to the airport,
its comparative absence of general aviation and the absence of a night-time curfew on operations.
All of these strengths enable Melbourne Airport to continue to operate in a more competitive
fashion and generate greater employment and economic activity for the region, state and nation.

Melbourne Airport has also recognised the need to maintain and develop its facilities and services
to meet changing demands and technology. To do this Melbourne Airport has made a substantial
and on-going capital development commitment which has meant that it has been ready to accept
new larger aircraft and to provide the specific and appropriate quality facilities and services
required by existing and new customers.

Each of these strengths is considered briefly below.

5.1.1 Absence of Night Time Curfew
Melbourne Airport’s ability to operate 24 hours a day, 7 days a week is a powerful and significant

competitive advantage compared with other large Australian airports, such as Sydney, which are
bound by a noise curfew between 11pm and 6am. Having the ability to operate through the night
time hours also provides greater flexibility in scheduling flights from Melbourne to match available
landing slots at key overseas destinations, such as Heathrow, therefore increasing the attraction of
Melbourne as a destination and launch point for international travel.

This competitive advantage is also important for the developing LCCs. LCCs provide services with
limited numbers of aircraft and seek to recover costs through efficient operations including, among
other things, high load factors, frequency, and extended operating hours. These carriers will be
looking to fly as many hours as possible as their markets develop (potentially up to 14-18 hours a
day). A curfew would limit the flexibility of operation and potentially reduce an LCC’s growth.

As noted below (Chapter 5.2.3 New International Airline Charges), the flexibility which comes
from 24 hour operation reduces the cost of operating in Melbourne to international (and to a lesser
extent, domestic) carriers, since they are not losing valuable time on the ground waiting for a
curfew to lift. Given the time differences and average flight times between Melbourne and major
South East Asian destinations, the lack of a curfew also provides the convenience of departing
Melbourne late at night and arriving the following morning.
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The amount of traffic during the ‘curfew hours’ of 11pm to 6am at Melbourne Airport fluctuates
with changes to domestic and international airlines’ schedules, however two weeks’ activity chosen
at random (the third weeks in January and July, respectively) illustrate the level of activity which
takes place on a nightly basis between 11pm and 6am. During both weeks, an average of 40 aircraft
movements took place (arrivals or departures) moving approximately 12,000 passengers, in and out
of Melbourne.

= Table 13 International “Curfew-Period” Activity (Random Week, January 2007)

Arriving Departing Total Total

AIRLINE Aircraft | PAX Aircraft PAX Movements | Passengers

AIR PACIFIC 4 738 4 738
EMIRATES 7 2,634 7 2,634
MALAYSIA 6 1,862 6 1,862
QANTAS AIRWAYS 2 741 7 2,466 9 3,207
SINGAPORE AIRLINES 7 2,089 7 2,089
THAI AIRLINES 7 1,882 7 1,882
Grand Total 9 3,375 31 9,037 40 12,412

= Table 14 International “Curfew Period” Activity (Random Week, July 2007)
Arriving Departing Total Total

AIRLINE Aircraft | PAX Aircraft PAX Movements | Passengers

AIR PACIFIC 1 171 1 171
CATHAY PACIFIC 1 250 1 250
EMIRATES 12 3,392 12 3,392
MALAYSIA 5 1,195 5 1,195
PHILIPPINE AIRLINES 2 297 2 297
QANTAS AIRWAYS 6 2,289 1 260 7 2,549
SINGAPORE AIRLINES 5 1,865 7 1,710 12 3,575
Grand Total 26 8,093 14 3,336 40 11,429

Source: Study team, Melbourne Airport Statistics, excludes freighter movements

If a night time curfew was applied to Melbourne Airport between 11pm to 6am, it would be
expected that some of these 80 aircraft movements across the two random weeks would relocate to
other times of the day, with minimal net loss of economic impact or employment (as daytime or
night time flights are considered good substitutes for each other). However some of these flights,
(particularly international passenger flights to South East Asia) are believed to be viable only as a
result of Melbourne Airport’s availability around the clock. These flights would cease in the event
of a night time curfew, bringing an associated loss of employment, passenger movements and
freight export opportunities.
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There are a number of ways to demonstrate the ‘value’ of curfew-free status to Melbourne Airport
and beyond, and two different methods are presented in this report. The first considers the average
employment effect of each aircraft movement and the potential loss of employment which would
occur with a curfew.

The second approach is to apply a computable general equilibrium model to the scenario and
determine the overall impact upon employment and production which would flow through the
economy if Melbourne Airport were forced to abide by a curfew.

The findings of both approaches are discussed in the next Chapter.

5.1.2  Absence of Physical Capacity Constraints
As a result of well-conceived long term planning, Melbourne Airport is unconstrained by external

land use, outside of the airport boundary, nor is it constrained by lack of development space within
its bounds.

The Melbourne Airport Strategy (Dames and Moore, 1989) and subsequent work have provided a
platform for continued growth and enhancement of the services provided by Melbourne Airport.
The 1989 study provided strategies to address runway capacity, landside infrastructure, land use
within the airport boundary and beyond and surface access. Subsequent planning reviews, such as
the 2003 Melbourne Airport Master Plan, have refined the strategies and forecasts put forward in
earlier work, maintaining the airports’ competitive flexibility.

In contrast with the constrained space at Sydney Airport, the 2,379 hectares of space at Melbourne
Airport provides room for growth into the future, with 350 hectares allocated for commercial and
office development.

5.1.3 Very Low Use by General Aviation

The near absence of general aviation pressure at Melbourne Airport has provided it with relatively
unconstrained capacity for expansion into the foreseeable future. Other large airports in Australia
are required to cater for large volumes of small general aviation aircraft (<7,000kg MTOW) which
restricts the capacity of runways, taxiways and apron stands. Data on aircraft movements is
provided by AirServices Australia for the 2007 calendar year. As shown in Table 15, 96% of
Melbourne Airport’s aircraft movements are presently used by aircraft heavier than 7,000 kg,
whereas Brisbane and Sydney have 86% and 91% respectively. The General Aviation load for
Greater Melbourne is carried by Essendon (over 53,800 GA movements per annum) and
Moorabbin (over 310,000 GA movements per annum).
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= Table 15 Movements at Australian airports (Calendar year 2007)

Aircraft Approx

Weight | >136 | 7-136 <7 Helicopter™ | Military Mngrtna(l,nts GA% of

tonnes total
Adelaide 2,900 i 71,374 27,930 3,898 272 106,374 30.2%
Avalon 158 7,248 1,574 14 164 9,158 19.1%
Brisbane 21,904 : 127,362 21,418 1,574 1,020 173,278 13.9%
Cairns 6,484 . 37,612 49,302 12,016 344 105,758 58.3%
Canberra 332 . 34,798 41,178 1,634 2,846 80,788 56.5%
Darwin 1,994 : 27,316 53,816 3,950 2,980 90,056 67.5%
Essendon 3,374 39,166 11,102 160 53,802 93.7%
Melbourne | 38,712 : 138,528 6,630 170 452 184,492 3.9%
Moorabbin 118 267,244 42,938 22 310,322 100.0%
Perth 17,110 | 72,184 17,910 1,964 242 109,410 18.4%
Sydney 73,204 | 191,290 18,756 6,094 1,002 290,346 8.9%
TOTAL® 163,030 | 858,584 @ 1,893,714 240,526 | 19,094 3,174,948 67.8%

" Special includes helicopters and aircraft of ‘unknown weight’

@A (General Aviation) includes special, military and aircraft below 7 tonnes

® Total is for all 30 AirServices reported airports, not only those presented in the table.
Source: AirServices Australia, Dec 2007.

The reasons for the relative lack of General Aviation at Melbourne Airport compared with other
large Australian airports include:

= The original design and intention for Melbourne-based GA services to remain at Essendon and
Moorabbin airports when Melbourne Airport was opened in 1970, as opposed to airport
developments in Sydney and Brisbane which maintained their GA services to a greater extent
as they developed:;

= The smaller geography of Victoria, with most major regional centres within comfortable
driving distance of Melbourne; and

= The continued policy support that the state government provides for the present arrangement,
in respect of planning provisions for aircraft movements at Melbourne, Essendon, Moorabbin,
Avalon and other airports servicing the Melbourne basin.

5.1.4 High Standards of Transport Links
While Melbourne Airport is some 22km from the Melbourne CBD, its excellent road links to the

city and to industrial areas in greater Melbourne reduce travel time and cost to a very competitive
level. Improvements such as Sectional upgrading of the Tullamarine Freeway were identified.
Since that time, significant items delivered include;
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= City Link (relevant elements being Tullamarine Freeway upgrade to Bulla Road and Bolte
Bridge to Westgate Freeway);

= Completion of the Western Ring Road and link road to the Southern boundary of the airport
(2006).

= $150m upgrade to the Calder and Tullamarine Freeway intersection, providing an effective
access road to freight and commercial areas.

The arterial road developments mentioned above have had a marked impact on the pace of
development of industrial areas through Melbourne’s west and northwest, considerably improving
the competitive position of Melbourne Airport as a freight hub and business precinct, both of which
have been developed considerably since 2003.

5.1.5 Capital Development Program
Melbourne Airport spent some $246 million on major projects (projects in excess of $5 million

each) between 2003 and 2007. These included a $45 million expansion and upgrade of the short
term multi level car park, $26 million on expansion of the terminal to accommodate A380/Code F
aircraft, $25 million on runway widening, $23 million on domestic checked bag screening to
provide the increased passenger safety in advance of mandatory requirements to meet new security
requirements and $16 million on expansion of the northern apron, in addition to a number of
smaller projects between $5 and $12 million enhancing a range of passenger services including
security, long term car parking, retail, check in capacity and lounges.

The airport forward capital works program provides for nearly 50 major projects over the next ten
years. Included in this program are major terminal upgrade and expansion projects staged over a
number of years, increased and upgraded security facilities, improved baggage check in and
handling systems, extended and improved taxiway areas, runway overlays, internal road and
lighting enhancement, replacement and enhancement of utility services including power and water
and additional car parking.

In addition to ensuring Melbourne Airport stays at the forefront of international airports and retains
its competitive edge, the substantial capital expenditure is a key generator of employment. As an
indication of the potential employment it is assumed that at least two thirds of the capital works can
be undertaken by Victorian companies and that the general construction industry direct
employment (initial) multiplier (some 6-7 FTE jobs created per $1 million capital expenditure)
provides a reasonable estimate of employment creation. These assumptions suggest that the
airport’s capital expenditure from 2003-2007 could have generated direct employment of over
1,000 FTE people or on average 200 FTEs per annum if the expenditure was spread evenly over the
period and that the planned capital expenditure over the next 10 years could create direct
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employment of nearly 6,100 FTEs over the period, with a peak direct employment of some 800
FTEs in 2009.

5.2 Recent Developments at Melbourne Airport

5.2.1  Tiger Airways (Melbourne)
In mid 2007, Tiger Airways announced that it will base its Australian operations in Melbourne. The
company, which is a part of Tiger Aviation, is jointly owned by Singapore Airlines (49%), and a
US-based private equity group (24%). It operates according to a low-cost air carrier model,
utilising a fleet of Airbus A320-200 aircraft and based on the model applied in Europe by Ryanair,
which is one of its minority shareholders.

It has been estimated by the company that Tiger Airways will lead to the creation of over 1,000
Victorian jobs, providing extra air services to Victorians and attracting visitors to the state.

In mid 2007, the then-Premier Steve Bracks said Victorians would have unprecedented access to
low cost flights connecting them across Australia and the world. Melbourne will host Tiger
Airways’ new Australian head office, facilities for aircraft maintenance and crew training, and its
start-up fleet. In late 2007, Tiger Airways commenced operations from Terminal 4 (T4) at the
southern end of Melbourne Airport terminal precinct.

Tiger Airway’s Australian flight schedule is steadily increasing with links from Melbourne already
announced to 13 interstate destinations as well as a linking flight to Singapore via Darwin.

5.2.2 John Holland Aviation Services

John Holland has acquired Ansett Aviation Engineering Services, an employer of 150 people,
which has continued to operate under the control of Ansett Aviation's administrators since the
airline collapsed in September 2001. John Holland offers maintenance and engineering services to
commercial airlines such as Tiger Airways with its operations to be based at Melbourne Airport.

This acquisition is expected to create up to 500 jobs within four years. Six years after Ansett's
demise, the aviation industry is experiencing a resurgence, particularly in Victoria.

5.2.3 New International Airline Charges
Melbourne Airport offers international airlines a charge of $18.75 (inc GST) per passenger arriving

in Melbourne, compared with $25.19 for Sydney, and $25.72 for Brisbane (all inc GST). The
airport has signed a five year deal with airlines to maintain its position as the country's lowest cost
arrival point. As shown in Table 16, Melbourne Airport’s price offering is consistently cheaper
than comparable international airports along Australia’s east coast. Melbourne offers a flat
domestic passenger rate, whilst other airport offer varying rates dependent on the terminal used.
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s Table 16 Airport charges (GST inclusive)

Arrival and departure
charges (per person)

Landing fees (per
tonne)

Security and
passenger/baggage
screening

Aircraft parking (after
first three hours) per
15 minutes

Total for on time
departure

Melb
Syd
Bris(y
Melb
Syd
Bris(z
Melb )
Syd

Bris(
Melb
Syd
Bris(z
Melb

Syd

: BI’iS(z)

International
passenger

$3.81% t0 $13.75
$24.45 to $25.19
$20.62

$5.00

$5.10

$38.50

$550.00

$8.81 to $18.75
per PAX

$24.45 to $25.19
per PAX plus
$38.50 per 15min

$25.72 per PAX
plus $550
standing

Domestic
passenger

$3.81% to $8.62
$4.95 to $8.59
$4.35t0 $7.79
$3.40 to $3.78

$0.96 to $2.06
$0.29 to $2.86

$38.50

$550.00

$3.81 to $8.62
per PAX

$9.31to $8.62
per PAX plus
$38.50 per
15min

$4.68 to $10.65
per PAX plus
$550 standing

(1) Aircraft not utilising terminals operated by APAC (Melbourne Airport)
(2) All Brisbane charges include a 25% noise surcharge
(3) Based on a Boeing 747, charges are applied after 2 hours and apply for a 24 hour period.

(4) Melbourne Airport currently does not charge for federal police security services

Source: Pricing airport charges pricing schedules from Melbourne, Sydney and Brisbane airports

524

The development will be required to conform to a number of environmental and traffic-related
conditions. Melbourne Airport will also be required to develop a ground travel plan for the whole

airport site within the next two years.

SINCLAIR KNIGHT MERZ

New Retail Precinct and Office Development
In mid 2007, The Federal Minister for Transport approved a major development plan for

Melbourne Airport that would be constructed in three stages over the next five years. The
48,000sgm development at the Melbourne Airport has been estimated to create an additional 1,100
jobs after its construction. The development will include bulky goods retailers and trade suppliers,
along with a child care centre, petrol station, supermarket, fitness centre and licensed premises.
Adjacent to this will be a 17,000sgm campus style office development predicted to support an
additional 750 new jobs upon completion. These new premises are designed to cater for the day-
to-day needs of the 12,500 people who work at the Melbourne Airport, plus additional new tenants.

Dedicated
freighter

$7.46
$4.17
$15.08

$32.00
$38.50

(3y$550.00

$7.46 per tonne,
and $32 per
15min

$4.17 per tonne,
and $38.50 per 15
min

$15.08 per tonne,
and $550
standing
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5.2.,5 International Terminal Expansion

Melbourne Airport has recently embarked on a program to refurbish its International Terminal
(T2), including significant additions to concourse space, aircraft parking spaces, customs security
screening and baggage handling spaces. The works will address prospective growth in passenger
throughput as well as new aircraft dimensions with the entry into service of the Airbus A380. The
total package of works has a value of $330M, and commenced in late 2007 with completion
scheduled for 2012.
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6. Wider Economic Impacts of Melbourne
Airport

6.1 Introduction
This Chapter describes the results of three concurrent economic impact studies of Melbourne
Airport

= Asurvey of employment and wages paid by businesses based at Melbourne Airport

= A survey of the *micro’ employment requirements of specific activities undertaken at
Melbourne Airport — passenger and freight flights and

= A study of the anticipated macroeconomic impact of Melbourne Airport, derived via a
computable general equilibrium model and applying the data collected in the direct survey
stage.

Employment results are presented for the survey and then for the ‘micro-studies’ and finally for the
macro-economic effects.

6.1.1  Survey results - Direct Employment
Melbourne Airport is a major contributor to the local employment base north of Melbourne. The

most intuitive measure of economic impact for communities and policy-makers is employment
generated and there are three categories of employment impact: direct employment, indirect
employment, and induced employment.

Direct employment is the sum total of all employment at firms necessary to meet the final demand
for an economic sector’s production.

Indirect employment is employment at goods and service suppliers resulting from the level of
activity of direct employers. This employment is generated because the economic sector directly
involved, require materials, supplies, equipment and services to meet demand for their goods and
services.

Induced employment is employment generated through expenditures of individuals employed
indirectly or directly by the economic sector under study. For example, if an individual directly
employed by a sector decides to expand or re-model his/her home, this would result in additional
(induced) employment hours in the general economy. Specifically, the home renovation project
would support hours of induced employment in the construction industry, the construction
materials industry, etc.

Total employment is the sum of direct, indirect, and induced employment.
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6.2 Airport Business Survey
Employment by location and type at Melbourne Airport was determined via a survey conducted

from May to June 2007, for financial year 2006/07, of all businesses situated within the airport site,
including airlines, retail establishments and others. The survey was sent to all tenants located
within the 185,000m? terminal and also the 200ha business park. This comprised of some 180
business including AQIS, Kathmandu, BP Australia, Cathay Pacific, and McDonalds to name a
few. This survey received responses from a significant portion of tenants, over all market areas and
recorded 12,542 directly employed personal. The survey showed 83% of staff were full time, and
58% on site, as shown in Figure 3.

= Figure 3: Number of employees by employment type Fin Year 2006/07

Off-site: part
On-site: full time
. 4%
time
45%

Off-site: full
time
38%

On-site: part
time
13%

Table 17 and Figure 4 (below) provide a break down of job types recorded during the survey phase
in numbers and percentage. The largest employment group was the airline services trade sector.
Jointly, flight attendants, aircraft and vehicle mechanics, customer service agents and aircraft
servicing staff accounted for over 40% of total employees. Management and clerical staff made up
7.0%, security services 8.2%, air traffic controllers 3.3% and pilots 2.2%.
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= Table 17 Number of employees by occupation

Employees | Percent
General
Managerial 424 3.4%
Clerical 455 3.6%
Tradesperson 355 2.8%
Maintenance 83 0.7%
Airline service trades
Pilots 280 2.2%
Flights attendant 1400 11.2%
Aircraft and vehicle mechanics 1409 11.2%
Customer service agents 873 7.0%
Aircraft servicing 1441 11.5%
Support Trades
Security guards 1031 8.2%
Food services workers 422 3.4%
Drivers/Delivery/Couriers 116 0.9%
Dispatchers 29 0.2%
Call centre/Reservations 5 0.0%
Air traffic control 419 3.3%
Other
Other 3800 30.3%
Total 12,542  100.0%

» Figure 4 Percentage employees by occupation
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Trades
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Airline service
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Retailers were the highest responding employment group, at 23.1% of total responses, followed by
freight forwarders with 15.4%. Despite these high response rates, Figure 5 shows retailers and
freight forwarders only contributed 4.9% and 2.4% respectively to the overall employment
generation of the airport. Scheduled carriers, air navigation services providers and security groups
are the largest generators of employment. These groups represent 44.4%, 25.6% and 6.8% of the
total 12,542 direct employment opportunities created by the airport.  Whilst hotel and
accommodation employees only represented a relatively small portion of the total labour force
identified, the 300 measured employees at on site hotels provide valuable support to the facilitation
of curfew free airport operations.

= Figure 5 Employment by company operations
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6.2.1 Per Flight Employment Generation
Observations were conducted for each of the major flight types handled at Melbourne Airport on

20 March 2007. These included international freight and passenger flights and domestic 767 and
737 flights. The survey aimed to record all parties involved in preparing the aircraft for take off,
and the amount of time they spent conducting each function. The functional areas examined
included:

= Flight crews;
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= On the tarmac operations;

= Off the tarmac operations;

= Inthe terminal;

= Complementary services;

= Health and safety;

= Freight loading/unloading; and

= Warehouse — goods receival and put away.

A summary of these findings are shown in Table 18. The approach used for the 2007 survey
differed slightly from those recorded in the 2003 study, with a stricter adherence to the inclusion of
those activities directly related to flight activities and exclusion of any overhead services. In
addition to the exclusions there were also notable efficiency gains over the period and additional
streamlining of services that effectively reduced the number of staff required on a per flight basis.

A typical international flight is more labour intensive than a domestic one. These flights require
more personnel on account of the number of passengers they carry, (average of 360 compared with
150 on a domestic flight), and the typical flight duration (14 hours compared with around two
hours for domestic). Additional cabin crew, catering, cleaning, check in and security staff are all
required to prepare the aircraft for takeoff.

International freight aircraft also have a large requirement for staff hours. In addition to the regular
activities required to prepare an aircraft, there are also the materials handling activities associated
with unloading the freight and border security. Freight needs to be unloaded from the aircraft,
brought into the warehouse, unpacked, and put into storage. These materials handling activities
account for 43 hours worked, cumulatively.

= Table 18 Summary of personnel hours required, various flight types

Personnel Total hours worked
Average domestic Mel-Syd 385 73.57
International passenger 695.5 694.79
International freight 248.5 107.85

Source: Study team with direct survey.

The analysis showed that the average of a domestic 767 and a 737 flight between Melbourne and
Sydney accounted for 73.6 hours of employment. A breakdown of the activities involved and the
time taken for each is shown in Table 19.
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= Table 19 Domestic Services — Melbourne - Sydney

Domestic
Personnel Total hours worked
Flight crew 8 16.00
On the tarmac 17 9.25
Health and safety services 19 0.32
Off the tarmac 11 6.63
In the terminal 244 21.35
Complementary services 85.5 20.02
Total 384.5 73.57

Source: Study team with direct survey

The significance of these observed flights is notable for the 41,900 domestic flights between
Sydney and Melbourne which take place each year®. An average direct per flight employment of
88 hours employment (noting this is above 73.57 as one of the flights surveyed outsourced its
catering and other services) sums to 3.7 million hours of employment per annum, or equivalent full
time employment of 2,046 people (40 hours per week, 45 weeks per annum) simply to service this
single city pair, aside from other ‘overhead’ or shared employment which is also supported, such as
deeper level maintenance of aircraft, airline and airport corporate services (such as legal, HR,
finance, marketing, etc) freight forwarders who prepare airfreight for transport, and airport and
navigation-related bodies which create and implement procedures for safe interstate flight in
Australia.

6.3 CGE Modelling - Introduction
This Section sets out the findings of the macro-economic analysis undertaken by the Monash

University Centre of Policy Studies (CoPS) and updates its previous economic modelling work on
Melbourne Airport that formed the basis of the impact analysis of the 2003 report.

In this study we report on the following tasks:

= Estimate the direct economic impact of Melbourne Airport
= Estimate the economic effects of higher productivity at Melbourne Airport
= Estimate the economic effects of Melbourne Airport’s curfew-free status

= Estimate the economic effects of high growth in Melbourne Airport traffic.

The first task employs a recent survey of Melbourne Airport businesses, plus data from the
Centre’s MMRF data base, to estimate the direct effects of the airport on Victorian industries. For

2 The number of flights between Sydney and Melbourne reached a new peak in YE June 30 2007 of 41,907.
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the remaining task, we undertake the analyses with the computer model of the Australian economy,
MMRF (MONASH Multi-Regional Forecasting).

MMREF is a dynamic multiregional computable general equilibrium (CGE) model that captures the
behaviour of economic agents in each Australian state and territory. Results for Victoria are
provided on an annual basis over a ten-year period commencing in 2007/08. The state results for
Victoria are disaggregated into the effects on three Victorian regions (airport district, rest of
Melbourne and rest of Victoria) using a top-down decomposition method. Chapter 6.4 reports on
the direct economic contribution of Melbourne Airport. Chapter 6.5 provides a description of each
set of MMRF simulations undertaken, including the computation of the economic shocks imposed
for each year of the particular simulation, and the underlying macroeconomic assumptions. Chapter
6.6 reports on the results of the MMRF simulations.

6.4 The Economic Contribution of Melbourne Airport

This Section considers the question of the direct economic contribution of Melbourne Airport,
This is defined as the activity of those businesses and other operations located within the precincts
of Melbourne Airport and their associated off-site operations. This encompasses:

= Airline operations (including such ancillary operations as check-in, baggage handling, in-flight
meals preparation)

= Supporting operations (such as aircraft maintenance and air traffic control)
= Transport operations which use airline services (such as freight forwarders)
= Various government services (such as customs and police)

= Security services

= Activities that locate themselves at the airport to service travellers (such as retail outlets, car
rentals and buses).

The employment and wage income effects of the airport were collected via a survey of business
and other organisations based at the airport. The number surveyed covered most operations on the
Melbourne Airport site??. The first column of Table 20 shows the direct employment associated
with Melbourne Airport by 11 of the 49 MMREF industry classifications. The figures include part-
time, casual and contract workers. They also include workers located off-site who undertake

L For a discussion of the question of economic contribution of a major airport and why it is not possible to legitimately
measure such an airport’s indirect contribution, see Madden (2003).
22 Estimates for operations that did not respond were made on the basis of 2003 survey data and other information.

These operations accounted for only 2 per cent of the total.
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activities directly associated with the airport, such as work at a Melbourne central business district
sales office.

While the survey requested wage bill data, the degree of non-response to this question was
sufficiently large that the second column of Table 20 had to be based on estimation methods. The
estimation was based on the MMRF data base, ABS figures on earnings by industry, and to a
limited degree on survey responses. The payroll tax figures provided in the fourth column were
computed using the current Victorian payroll tax rate of 5.05 per cent on a firm’s payroll above
$550,000. For firms which had other establishments not included in the survey, only a portion of
the threshold was allocated to their Melbourne Airport operation.

The remaining columns for gross operating surplus and other taxes were estimated on the basis of
the MMREF data base for 2006-07.

As a major international airport, Melbourne Airport is associated with a considerable value of
export sales. It is estimated that the value of air passenger services sold to international visitors in
2006-07 was $2.9 billion. A substantial proportion of these sales may be attributable to Melbourne
Airport.

= Table 20 Direct Contribution of Melbourne Airport

MMRF Industry Employment W%giﬁ Ope(rzart(i)r?; Pay;glxl Sathe;
Surplus
No. Jobs Jobs (FTE) $m $m $m $m
20 Other Manufacturing™ 1059 64.4 13.2 3.2 15
33 Construction 27 1.1 0.3 0.0 0.0
34 Trade & Hotels 1218 35.2 14.4 14 1.9
36 Road Transport 184 8.8 4.8 0.4 0.2
41 Air Passenger Services 4602 283.6 302.6 11.6 7.6
42 Airfreight Services 235 124 13.7 0.5 0.3
43 Services to Transport 1872 130.8 1141 6.0 0.0
44 Communication 305 18.2 21.2 0.8 0.0
45 Finance, Business Services 444 23.1 21.7 0.6 0.6
47 Public Services 24 1.3 0.2 0.0 0.1
48 Other Services 995 46.2 20.5 0.5 2.2
Total 10,965 625.1 526.8 25.0 14.6

Source: Centre for Policy Studies, Monash University, Sinclair Knight Merz

@ Aircraft repair and maintenance (included in ANZSIC industry 2394)
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6.5 Modelling the Year-on-year Effects of Melbourne Airport Scenarios
6.5.1 Economic Effects of a Productive Melbourne Airport

Modelling the Sustained Benefits of Productivity Growth
The aim of this simulation is to examine the degree to which Melbourne Airport has contributed to

the economy through increases in the efficiency with which it uses productive resources. In doing
so, it would be possible to take a narrow view of Melbourne Airport as just the operations of
APAM, or a rather wide view as all of the activities listed in Table 20 above as occurring at
Melbourne Airport. We have chosen a middle path of looking at the efficiency contribution of the
core activities at the airport, namely all those activities relating to aircraft operations (i.e. Air
passenger services, Airfreight services, and aircraft repairs and maintenance) and to services to the
air transport industry.

The previous report on Melbourne Airport (SKM, 2003) coincided with recent historical
simulations by CoPS that provided, inter alia, estimates of productivity improvements by Victorian
industries for the period 1997-98 to 2001-02. There has, however, been no update of these
productivity estimates since. There has been a detailed econometric study of the efficiency of 12
Australian airports including Melbourne by Abbott and Wu (2002), but no update of their 1999-00
estimates were available at the time of the present study.

In the present report, we again look at the effects of the improvement in productivity that occurred
at Melbourne Airport in the period 1997-98 to 2001-02. During that period, productivity in the Air
transport industry (passenger and freight combined) was noticeably higher (by around 2.4 per cent
per annum) than the all-industry average productivity growth. Productivity growth in Aircraft
maintenance and repair was also above the average, but only by about two-thirds a per cent per
annum. No separate estimate was available for productivity growth in Services to Air Transport.
However, productivity grew in Services to (all) Transport at an annual rate very slightly below the
all industry average. Our simulation examines the effects of the deviation in productivity growth
by each industry in the Victorian air transport sector (namely: Victorian Air passenger transport,
Victorian Airfreight transport, the aircraft repair component of Victorian other manufacturing, and
Victorian Services to Air Transport)®® from all industry productivity growth in the five years to
2001-02.

In this report, however, our focus is on how this past faster productivity growth at Melbourne
Airport for the five years, 1997-98 to 2001-02, impacts on the economy in the five years
subsequent to the productivity shock, 2002-03 to 2006-07. It may be the case that the selected

23 Note that each of the four industries is shocked with their own measure of productivity change (faster or slower than
average). Thus, for consistency, we shock Services to transport with a slightly slower rate of productivity than the all-

industry average.
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activities at Melbourne Airport continued to experience faster than average productivity growth in
the most recent 5 years. However, we ignore this possibility, since we do not have information, one
way or the other. Thus the results we present in this report are for the legacy of the good
productivity growth in the 5-year period surrounding the turn of the century that remained during
the subsequent 5 years. That is, the results show the benefits to the Victorian economy in the period
2002-03 to 2006-07 of past good productivity growth at Melbourne Airport compared to what
would have been the case had that past good productivity growth not occurred.

6.5.2  Other Assumptions — Productivity Scenario

Labour Markets

At the national level we assume that the productivity improvements had no lasting effect on nation-
wide aggregate employment into the post 2001-02 period. At the regional level, we assume that
inter-state wage-rate differentials are maintained at their base case levels. Accordingly, states that
were most favourably affected by the productivity improvement would experience a positive
deviation in net in-migration from the baseline forecast®*.

Real Consumption

In each year of the productivity improvement scenario (1997-98 to 2001-02), aggregate real private
consumption in a state diverges from its base case level by an amount reflecting the divergence in
real income available to the residents of that state.

The time path of real public consumption, both state and federal, is assumed to be unaffected by the
productivity improvement.

Balance of Trade
It is assumed that macroeconomic policy settings are such that the productivity improvement has
no affect on Australia’s balance of trade in each year of the simulation period.

Investment and Capital Stocks
At the national level, we assume that the productivity improvement induces no effects on aggregate

investment. Together with our assumption of no deviation in the balance of trade from its baseline
path, this assumption has the advantage of making real consumption a reasonable indicator of
welfare. Short-run divergences in rates of return on regional industry capital stocks from the
national average rate of return are allowed to occur. This in turn causes inter-industry and inter-

* The baseline forecast projects a hypothetical path the economy would have followed from 2002-03 to 2006-07 had
the activities at Melbourne airport all grown at the all-industry average.
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regional divergences in investment and capital stocks. Divergences in capital stocks across regions
and industry gradually erode the divergences in rates of return.

Production Technologies

MMRF contains many types of technical change variables. In the deviation simulations we assume
that, except for the four Victorian industries in what we have called the air transport sector, all
technology variables have the same values as in the base case simulation.

6.5.3 Curfew-Free Status

Estimating Night-Time Operations

In order to model the benefits of Melbourne Airport’s curfew-free status, we examine the economic
consequences of the hypothetical introduction of a curfew of the same type as that operating at
some other major Australian airports. It is assumed that such a curfew would operate on each night
of the year from 11 p.m. until 6 a.m. the following morning.

The starting point for estimating the direct effects of a curfew were figures for Melbourne Airport
traffic distinguished between daytime and night-time (within the hypothetical curfew hours) flights.
Aircraft and passenger movements were provided for two sample weeks in 2007 — the 7 days
ending Sunday 21 January and Saturday 21 July. There were 6,929 aircraft movements (an arrival
or departure) in those two weeks of which 421 (or 6.0 per cent) occurred at, what we shall term,
“night” (i.e. between 11 p.m. and 6 a.m.). However, a much greater percentage of flights (i.e. an
arrival plus a departure) were affected. This is because almost sixty percent of flights that either
takeoff or land at night have either arrived during the daytime or will not depart until then®.

We thus undertook all of our estimations in terms of flights rather than individual aircraft
movements. Table 21 shows the number of flights by broad category of aircraft and by
vulnerability to the imposition of a night curfew. VVulnerability is defined as those flights that either
land and/or takeoff currently during the hours of the hypothetical curfew being examined. It can be
seen in Table 21 that 9.2%of all flights are vulnerable. This is just over 1% times the percentage
of movements that occur during the hypothetical curfew time.

It also will be noticed that most flights to and from Melbourne are domestic passenger planes but it
is freighters and international passenger planes that comprise the majority of flights vulnerable to
the curfew. However, the vast majority of airfreight is carried on passenger planes. We estimate

» Virtually all passenger aircraft that land or take-off in curfew hours, undertake the corresponding movement in day-
time hours. However, the reverse is true for curfew-time domestic freight plane movements, two-thirds of which

comprise planes which both arrive and depart again within the curfew period.
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that just around 15 per cent of domestic freight activity is vulnerable to the curfew, but almost a
quarter of international freight is vulnerable.

= Table 21: Vulnerability of Flights to a Night Curfew

Vulnerable Daytime Total | Percentage

flights i only flights | flights | Vulnerable

Domestic Passenger planes 28 1,363 1,391 2.0%
Freighters 82 11 93 88.2%

General aviation 1 7 8 12.5%

International Passenger planes 40 175 215 18.6%
Freighters 7 8 15 46.7%

All flights 158 1,564 1,722 9.2%

Having estimated the number of flights vulnerable to the hypothetical introduction of a curfew, it is
necessary to consider what reduction in flights might occur in the event of such a curfew. At one
extreme all vulnerable flights would be withdrawn, at the other extreme all flights would be
rescheduled. We were unable to obtain very much information on this matter. One of the major
determinants of departure and arrival times for the flights that are vulnerable, particularly the
international ones, relates to restrictions in destination and origin airports. This is a factor that
might prevent a rescheduling of all flights. In the absence of better information, we decided to
model the worse case scenario in which it was not possible to reschedule any of the vulnerable
flights into non-curfew hours. We also looked at an alternative case in which half the domestic
flights could be rescheduled as could half of the international flights.

6.5.3.1 Modelling the Introduction of a Curfew

Looking at the worst-case scenario (no rescheduling possible) first, our task was to model a 9.2 per
cent reduction in flights to and from Melbourne Airport in the year in which the hypothetical
curfew is assumed to be imposed (which we take to be the beginning of 2008/09 for this report).
We assume that the size of the reduction in flight numbers is the same for each category of aircraft
as that shown in Table 21 (except for general aviation which we ignore). In years after the
imposition of the curfew, we allow traffic through the airport to grow unrestricted®®. Thus the
airport is allowed to grow after 2008/09 with a similar growth rate to its base case forecast, but
from a now lower base.

We consider in turn the way the hypothetical imposition of the curfew was modelled for each of the
four major types of aircraft categories, commencing for convenience with international passenger

SINCLAIR KNIGHT MERZ

I\SBAP\Projects\SB18198\Deliverables\Final Report\The Economic Impact of Melbourne Airport doc 280408.doc PAGE 41



flights. Since the demand for air transport is a derived demand, it is necessary in the case of
passenger flights, to model what happens to the expenditure that passengers would cease to make at
their intended destination if a curfew prevented their travel. We thus model foreign travellers to
Australia as purchasing a trip that consists of air travel, accommodation, restaurants and other
services connected with the trip. The introduction of a curfew is modelled as restricting the
number of seats available for travelling to and from Melbourne. The remaining seats are rationed
among travellers by an increase in airfares. Prospective visitors consider the degree to which this
changes the cost of the entire trip in weighing up whether they will still proceed with the trip.
Those who continue to travel pay the higher fare. However, local suppliers of accommodation and
other tourist services lose the custom of those foreign visitors who decide not travel to
Melbourne.?’ It should also be noted that, for passenger planes, the data indicated that night-time
planes carried a greater number of passengers per plane than day-time planes (i.e. 23 per cent of
international passenger numbers are vulnerable to a curfew). We use this higher percentage in our
estimation of tourism demand.

International flights are used both by inbound tourists from overseas and outbound local residents.
For all Australian airports, overseas visitors made up around 52 per cent of international travellers
to and from Australia in 2006-07.® However, Australian outbound tourists spend about 14 per
cent more per person trip on goods and services purchases from overseas suppliers than foreign
tourists do on purchases from Australian suppliers®. It is thus particularly important to model
comprehensively the reduction in outbound tourists. This is modelled in a similar way to the
inbound tourists, with the higher airfares reducing the purchasing power of those Australians who
continue to travel overseas via Melbourne Airport®. For those locals who no longer journey
overseas, it is assumed that they transfer the expenditure they would have made on their trip
towards local purchases of such items as restaurants and entertainment.

%% That is, it is assumed that while the hypothetical introduction of a curfew would prohibit night-time flights from 2007-
08, it is assumed that it would not prevent either the take-up of current excess day-time capacity or the growth in the
airport’s capacity over time.

7 We assume a certain portion (10 per cent) of overseas travellers who would have entered and departed Australia
through Melbourne Airport in the absence of a curfew, still travel to Australia, but not to Victoria. The remaining 90 per
cent of potential visitors are assumed to no longer travel to Australia. For our simulations it is not necessary to make
any assumption about the alternative spending that foreigners who might choose not to visit Australia after a curfew
was imposed would make, including whether they would choose one or more other countries for their trip.

%8 Derived from Tables 1 and 2 of ABS (2007a). However, detailed figures from Tourism Futures (2001) indicate that this
percentage could be lower for Melbourne Airport. That document shows local residents made up 55 per cent of
international passengers.

® Derived by using average travel expenditure figures for 2005-06 made on outbound and inbound trips by source of
purchase (See Tables 14 and 15 of ABS, 2007b).

3% Outbound tourists are found to have a much lower elasticity to the increase in air fares than inbound tourists.
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With respect to domestic flights we model a reduction on expenditure on Air Transport by
Victorians and interstate visitors. It is assumed Victorians and interstate residents redirect some of
their expenditure away from interstate goods towards local goods. In the case of interstate freight,
it is assumed that road transport is substituted for Air Transport.

6.5.4  Other Assumptions — Hypothetical Curfew

Labour Markets

At the national level we assume that a curfew at Melbourne Airport would not affect nation-wide
aggregate employment which in the current tight labour market we consider to be dependent on
demographic factors and the industrial-relations environment. At the regional level, we assume that
inter-state wage-rate differentials are maintained at their base case levels. Accordingly, states that
would be most unfavourably affected by a hypothetical introduction of a curfew at Melbourne
Airport would experience a negative deviation in net in-migration from the baseline forecast®.

Real Consumption

In each year of the deviation scenarios, aggregate real private consumption in a state diverges from
its base case level by an amount reflecting the divergence in real income available to the residents
of that state.

The time path of real public consumption, both state and federal, is assumed to be unaffected by the
hypothetical curfew at Melbourne Airport.

Balance of Trade
It is assumed that macroeconomic policy settings are such that the curfew has no affect on
Australia’s balance of trade in each year of the simulation period.

Investment and Capital Stocks
At the national level, we assume that the curfew induces no effects on aggregate investment.

Together with our assumption of no deviation in the balance of trade from its baseline path, this
assumption has the advantage of making real consumption a reasonable indicator of welfare.
Short-run divergences in rates of return on regional industry capital stocks from the national
average rate of return are allowed to occur. This in turn causes inter-industry and inter-regional

3 Technically we assume labour is mobile between state economies. This would appear an appropriate long-run
simulation, but may not be appropriate in the short-run. However, there is very little difference between this
assumption and that of assuming that unemployment rate varies with both interstate wage relativities and interstate
labour mobility held constant. The only difference is that our assumption does not take into account the (automatic

stabilizing) impact of unemployment benefits.

SINCLAIR KNIGHT MERZ

I\SBAP\Projects\SB18198\Deliverables\Final Report\The Economic Impact of Melbourne Airport doc 280408.doc PAGE 43



divergences in investment and capital stocks. Divergences in capital stocks across regions and
industry gradually erode the divergences in rates of return.

Production Technologies
MMRF contains many types of technical change variables. In the deviation simulations we assume
that all technology variables have the same values as in the base case simulation.

6.5.5 Higher Growth in Melbourne Airport Passenger Movements

Alternative growth rates for passenger and freight traffic through Melbourne Airport formed the
starting point for our simulations. The Melbourne Airport forecast for the period 2006/07 to
2026/27 decomposed into international passengers domestic passengers and aircraft movements.
For each set of forecasts three scenarios were forecast, namely “Low”, “Most Likely” and “High”.

Our task in this Section is to model the effects on the economy of the high and low scenario
compared with the base case. In order to do so we must determine the economic shocks that result
in Melbourne Airport growing more quickly or more slowly than the “Most Likely” case which we
assume to coincide with our base case.

In making their estimates the authors of the passenger traffic forecasts have taken into account such
factors as predictions for overall economic conditions, aviation fuel prices, and the like. However,
if such a set of shocks are imposed, the results will show the effects on the Australian, Victorian
and local economies of such economic events as a fuel price change, changes in the average
propensity to consume, changes in world economic conditions and the like.

Modelling such events, as described in the previous paragraph, would seem to have little relevance
to an examination of Melbourne Airport unless one wished to re-estimate the Melbourne Airport
growth scenarios themselves. It would consequentially seem more appropriate to model the effects
on the Victorian and local economies of factors that relate more directly to Melbourne Airport
itself. Such factors might include alternative forecasts for foreign demand for local Melbourne Air
Transport services, changes to the industry’s productivity growth rate (as is examined in Section
6.4), and switches in tastes and technology.
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We chose to model two factors affecting Melbourne Airport directly. These were:

= Change in foreign demand for Victorian Air Transport (as the factor altering international
passenger numbers)®’, and

= Change in Victorian households’ consumption pattern relating to Air Transport, as the factor
affecting domestic passenger numbers.

In the case of the latter change, we assumed that an increase/decrease in Victorian residents’
demand for Victorian output of Air Transport involved a substitution away from/towards
commodities imported from foreign sources.

s Figure 6: Forecast for International Passengers Serviced by Melbourne Airport
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It should be borne in mind when considering the results of the growth simulations that they are the
outcome of just one of a large number of alternative scenarios that could generate the specified
deviations in Melbourne Airport’s growth rates. Other scenarios are likely to generate results that
are non-trivially different from the results presented in this report. In particular, scenarios that
involved substitution of domestic commaodities for Victorian Air Transport can be expected to lead
to smaller deviations from the base case forecast for both the high and low growth scenarios. Also,
if the forecast higher growth path were dependent on the advent of new airport infrastructure, the
cost to the economy of forming this new capital would need to be also taken into account.

32 . . . . . . .
Unlike the curfew simulation we do not assume a consequential change in inbound tourist expenditure on local goods
like accommodation. We take this approach to confine our economic shocks as narrowly as possible to factors where

the direct effect relates reasonably exclusively to Melbourne Airport.
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m  Figure 7: Forecast for Domestic Passengers Serviced by Melbourne Airport
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It should be noted that we only model the passenger component of Air Transport for the growth
scenarios. However, freight forms a quite minor component of Air Transport industry’s output.

Figure 6 and Figure 7 (above) depict the forecasts for Melbourne Airport passenger numbers for
international and domestic services respectively. To undertake the simulations we computed the
percentage growth rate each year for each of the time paths. We then modelled the effects of the
deviation between the high growth rates and the most-likely growth rates (the “High” scenario) and
between the low growth rates and the most-likely growth rates (the “Low” scenario).

Finally, we employ the same macroeconomic assumptions as those specified in Chapter 6.5.4
above.

6.6 Results

6.6.1 The Effects of Productivity Improvements at Melbourne Airport

Percentage deviations from the base case forecast resulting from the above-average productivity
growth in the Melbourne Airport component of the Victorian air transport sector are shown for key
macroeconomic variables for Victoria, the Rest of Australia (RoA) and Australia as a whole in
Table 22%. Victorian results are shown in Table 23 for both percentage deviations and absolute
deviations (e.g. $ million, average-time jobs) from the base case. The base case almost coincides
with observed outcomes. The difference is that the base case does not include the effects of the
above-average productivity growth associated with Melbourne Airport.

3 5ee Glossary at the end of this report for a definition of terms.
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= Table 22: Macroeconomic Effects of Past Productivity Improvements
(percentage deviation from base case)

2002-03 = 2003-04 = 2004-05 2005-06 | 2006-07
real Gross State Product Vic . 0.34 0.35 0.37 0.39 0.40
ROA -0.10 -0.10 -0.11 -0.12 -0.12
Real Gross Domestic Product | Aus 0.02 0.02 0.02 0.02 0.02
Vic 0.28 0.30 0.31 0.33 0.34
Real consumption ROA -0.03 -0.04 -0.04 -0.05 -0.06
Aus 0.05 0.05 0.05 0.05 0.05
Vic 0.54 0.53 0.54 0.54 0.54
Real investment ROA -0.22 -0.22 -0.22 -0.22 -0.23
Aus 0.00 0.00 0.00 0.00 0.00
vic 036! 036! 037 038! 039
Employment (hours) ROA 013 013  -014  -014 .  -0.15
Aus 000/ 000 000 000 0.0

WROA = Rest of Australia

It can be seen from the third row of Table 22 that the higher productivity that the economy enjoyed
from 2002-03, as a result of above industry-average productivity improvements in the previous five
years, added around 0.02 per cent ($170 million) to Australian GDP on average over the period.
However, the impact on the Victorian economy is considerably greater. Victorian Gross State
Product (GSP) is estimated as being 0.37 per cent (or, as Table 23 shows, around $850 million)
higher as a result of the past productivity improvements at Melbourne Airport. It can be seen that
most of the gain to Victoria comes at the expense of the other states. This reflects the improved
interstate competitiveness that accompanied the productivity improvement.

s Table 23: Impact of Past Productivity Improvements on Victorian Macroeconomic
Variables (deviation from base case)

%
Real Gross State Product

m
. %
Real consumption
$m
) %
Real investment
$m
Employment® %
jobs

2002-03 | 2003-04 | 2004-05 | 2005-06 | 2006-07
0.34 0.35 0.37 0.39 0.40
739 794 849 904 959
0.28 0.30 0.31 0.33 0.34
356 388 419 451 482
0.54 0.53 0.54 0.54 0.54
325 327 333 340 347
0.36 0.36 0.37 0.38 0.39

8072 8371 8832 9213 9713

®Employment numbers are in terms of average-time jobs

This highlights the nature of the scenario being modelled. Only the impact of faster growth in the
Victorian air transport sector is being modelled (and only that part of the sector located at, or
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closely attached to, Melbourne Airport). The airports in the other states also experienced similar
productivity growth in their precincts®. However, the above-average productivity growth achieved
at airports in other states is already incorporated into our base case. This should be kept clearly in
mind when considering the results presented in this Section.

The effects of the productivity improvement on the Melbourne Airport District are shown in Table
24. It can be seen that well over a quarter of the impact on Victorian GSP is comprised of the
Airport District’s GRP. However, only a little over a tenth of the Victorian employment income is
projected to occur in the Airport District. Recall that part of the productivity improvement was
greater efficiency in the use of labour, which means a lower amount of labour employed per unit of
output. This is also reflected in the Airport District’s low share in real household consumption.

m  Table 24: Effects of Past Productivity Improvements on the Melbourne Airport District

2002—03| 2003—O4| 2004—05| 2005—06| 2006-07

Real Consumption $m 38 44 49 54 59
Gross Regional Product $m 212 224 235 246 256
Employment jobs 843 916 1,003 1,079 1,166

6.6.2 The Effects of a Hypothetical Melbourne Airport Curfew

6.6.2.1 Overall Results

Percentage deviations from the base case forecast resulting from the hypothetical curfew are shown
for key macroeconomic variables for Victoria, the Rest of Australia (RoA) and Australia as a whole
are shown in Table 25. Victorian results are shown in Table 26 for both percentage deviations and
absolute deviations (e.g. $ million, average-time jobs).

Results are shown for 10 years assuming a hypothetical introduction of the curfew this financial
year, 2007-08.

6.6.2.2 National Results

It can be seen from Table 25 that the curfew has only a small negative effect on the national
economy. While Victoria loses activity and employment, the resources released are taken up by
activities in other states. A slight terms of trade deterioration is projected through the period,
leading to a slight negative deviation in national real household consumption of 0.01 per cent
below the baseline forecast.

3* This is to be expected, given that almost ninety per cent of the above-average productivity improvement in the air

transport sector was in the Air passenger transport industry.
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6.6.2.3  Victorian Aggregate Results
The effects on Victoria are, however, considerably more substantial. As shown in Table 26 there

are projected strong negative effects on Victorian employment (a 4,642 jobs loss increasing to a
4,743 job loss by 2016/17) and Victorian GSP (a negative deviation of $309 million in 2007/08
increasing to $485 million by the end of the forecast period).

m Table 25: Macroeconomic Effects of Hypothetical Curfew
(percentage deviations from baseline)

2008 2009 2010 2011 2012

Vic -0.12 -0.13 -0.13 -0.13 -0.14

Real Gross State Product oo 004 | 005| 005| 005| 0.05
Real GDP Aus 0.00 0.00 0.00 0.00 0.00
Vic -0.07 -0.09 -0.10 -0.11 -0.12

Real consumption ROA 0.02 0.03 0.03 0.03 0.03
Aus 0.00 0.00: -0.01: -0.01: -0.01

Vic -0.34 -0.31 -0.28 -0.26 -0.25

Real investment ROA 0.14 0.13 0.12 0.11 0.11
Aus 0.00 0.00 0.00 0.00 0.00

Vic -0.18 -0.18 -0.17 -0.17 -0.17

Employment (hours) ROA 0.06 0.06 0.06 0.06 0.06
Aus 0.00 0.00 0.00 0.00 0.00

2013 2014 2015 2016 2017

Vic -014 015 -015 -0.16 -0.16
Real Gross State Product  pon | 005 | 005| 005| 006 006
Real GDP Aus 0.00: 0.00: 0.00: 0.00: 0.00
Vic -0.12 . -0.13 . -0.13  -0.14 = -0.14
Real consumption ROA 0.03 0.04 0.04 0.04 0.04
Aus 001 -001 -001 -001 -0.01
Vic 024 | -024| -024| -023| -0.23
Real investment ROA 0.10 0.10 0.10 0.10 0.10
Aus 000/ 000| o0.00| o0.00]| o0.00
Vic -0.17 © -0.17 - -0.17 : -0.17 . -0.17
Employment (hours) ROA 0.06 0.06 0.06 0.06 0.07
Aus 0.00 0.00| 0.00 0.0 0.00
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s Table 26: Impact of Curfew on Victorian Macroeconomic Variables
(deviations from baseline)

2008 | 2009 | 2010 . 2011 @ 2012

% 012 013 -013 -013  -0.14

Real Gross State Product $m -309 331 -348 -366 -385
_ % 007 009 010 -011  -0.12

Real consumption $m 105 | 141 | 61| 177 | 101
, % 034 031 -028 -026  -0.25

Real investment $m 242 | 220| -205| -195| -188
% 018  -018  -017: -017: -0.17

Employment* jobs | -4,642 -4595 -4500 -4,447  -4,437
2013 | 2014 i 2015 2016 | 2017

% 014 015 -015 -0.16 -0.16

Real Gross State Product $m -405 425 445 465 485
_ % 012 -013 013 -014 -0.14

Real consumption $m -205 218 231 244 257
_ % 024 024 024 -023 -023

Real investment $m 185  -183  -183  -183  -184
® % 017 | -017| -017| -017| -017
Employment jobs | -4464 -4514 -4582 -4,658  -4,743

WEmployment numbers are in terms of average-time jobs

6.6.2.4  Victorian Industry Sectors
The estimated potential employment losses by industry if a curfew were imposed is shown in the

following table (Table 27).

s Table 27: Effects on Employment by Victorian Industry of a Melbourne Airport Curfew

(no rescheduling of curtailed night flights)

2008 2009 2010 2011 2012
Agriculture, Forestry, Fishing 122 111 102 93 87
Mining 7 5 4 3 2
Manufacturing 345 270 203 145 97
Utilities -22 -20 -18 -17 -16
Construction -430 -420 -393 -370 -354
Trade & Hotels -2,185 : -2,101 : -2,019 : -1,964 : -1,934
Air Passenger Services -426 -385 -354 -333 -321
Airfreight Services -158 -152 -149 -147 -146
Other Transport Services -57 -62 -63 -63 -64
Services to Transport -186 -173 -163 -156 -152
Communications -98 -92 -87 -84 -82
Finance & Business Services -866 -869 -852 -840 -835
Services -685 -706 -711 -714 -718
All industries -4,642 | -4595 -4500  -4,447 | -4,437
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2013 |

Agriculture, Forestry, Fishing 81
Mining 1
Manufacturing 55
Utilities -16
Construction -343
Trade & Hotels -1,923
Air Passenger Services -316
Airfreight Services -146
Other Transport Services -65
Services to Transport -150
Communications -81
Finance & Business Services -836
Services -725
All industries -4,464
6.6.2.5 Victorian Regions

2014 °
76

1

19

17
-337
-1,927
-314
-145
67
-149
-81
-841
733
-4,514

2015

71

1

-12
-17
-332
-1,940
-315
-146
-68
-148
-81
-849
-744
-4,582

2016

-40
-18
-330
-1,960
-318
-146
-70
-149
-82
-860
-755
-4,658

2017
64

0

-66
-18
-328
-1,984
-321
-146
-72
-149
-83
-872
-768
-4,743

The estimated potential economic effects of a curfew on the Melbourne Airport district is shown in
Table 28

»  Table 28: Effects of Curfew on the Melbourne Airport District
(deviations from base case)

2008 | 2009 = 2010 2011 2012
Real Consumption $m -26 -34 | -38 -41 44
Gross Regional Product ~ $m 77 -80 -83 -86 - -90
Employment jobs -1156 ¢ -1110 ! -1068 | -1043 i -1032

2013 1 2014 2016 | 2017
Real Consumption $m 47 1 50 56 -58
Gross Regional Product ~ $m -94 -98 -106 - -110
Employment jobs -1032 | -1039 -1063  -1078

6.6.3 The Effects of a Higher Growth Rate
Table 29 to Table 34 show the effects respectively of achieving higher and lower passenger number
growth rates at Melbourne Airport under the assumptions outlined in Chapter 6.5.5.

It can be seen from Table 29 that the consequences for the national economy of a higher growth
rate are small, ranging from a GDP deviation above baseline of 0.0004 per cent ($4 million) in
2007-08 to 0.002 per cent ($24 million) in 2026-27. The effects on Victoria (see Table 30) are
more significant ranging from a positive deviation of Real Victorian GSP from almost 0.01 per cent
($21 million) in 2007-08 to 0.14 per cent (reaching $492 million in 2026-27).
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s Table 29: Macroeconomic effects of Higher Growth

(deviation from baseline)

Real GSP
Real GDP

Real consumption

Real investment

Employment (hours)

Real GSP
Real GDP

Real consumption

Real investment

Employment (hours)

Real GSP

Real GDP

Real consumption

Real investment

Employment (hours)

SINCLAIR KNIGHT MERZ

Vic
ROA
Aus
Vic
ROA
Aus
Vic
ROA
Aus
Vic
ROA
Aus

Vic
ROA
Aus
Vic
ROA
Aus
Vic
ROA
Aus
Vic
ROA
Aus

Vic
ROA
Aus

Vic
ROA
Aus
Vic
ROA
Aus
Vic
ROA
Aus

2008
0.01
0.00
0.00
0.01
0.00
0.00
0.03

-0.01
0.00
0.01
0.00

0.00

2015 |
0.04
-0.01

0.00
0.03
0.00
0.01
0.08
-0.03
0.00
0.04
-0.02

0.00

2022 |

0.09
-0.03
0.00

0.08
-0.01
0.01
0.16
-0.07
0.00
0.10

-0.04
QOO|

2009
0.01
0.00
0.00
0.02
0.00
0.01
0.03

-0.01
0.00
0.02

-0.01

0.00

2016 |
0.04
-0.02

0.00
0.04
0.00
0.01
0.08
-0.04
0.00
0.05
-0.02

0.00

2023 |

0.10
-0.04
0.00

0.09
-0.01
0.01
0.17
-0.08
0.00
0.11

-0.04
ooo|

2010
0.02
-0.01
0.00
0.02
0.00
0.01
0.05
-0.02
0.00
0.02
-0.01

0.00

2017 |
0.05
-0.02

0.00
0.05
0.00
0.01
0.10
-0.04
0.00
0.06
-0.02

0.00

2024 |

0.11
-0.04
0.00

0.09
-0.01
0.02
0.19
-0.08
0.00
0.12

-0.04
aoo|

2011
0.02
-0.01
0.00
0.02
0.00
0.01
0.05
-0.02
0.00
0.03
-0.01

0.00

2018 |
0.06
-0.02

0.00
0.05
0.00
0.01
0.11
-0.05
0.00
0.07
-0.02

0.00

2025 |

0.12
-0.04
0.00

0.10
-0.02
0.02
0.20
-0.09
0.00
0.13

-0.05
ooo|

2012
0.03
-0.01
0.00
0.02
0.00
0.01
0.05
-0.02
0.00
0.03
-0.01
0.00

2019 °
0.07
-0.02
0.00
0.06
-0.01
0.01
0.12
-0.05
0.00
0.07
-0.03
0.00

2026 |
0.13
-0.05
0.00

0.11
-0.02
0.02
0.22
-0.09
0.00
0.14
-0.05
QOO|

2013
0.03
-0.01
0.00
0.03
0.00
0.01
0.06
-0.02
0.00
0.03
-0.01
0.00

2020 |
0.07
-0.03

0.00
0.07
-0.01
0.01
0.14
-0.06
0.00
0.08
-0.03
0.00

2027
0.14
-0.05
0.00

0.12
-0.02
0.02
0.23
-0.10
0.00
0.15
-0.06
0.00
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2014
0.03
-0.01
0.00
0.03
0.00
0.01
0.06
-0.03
0.00
0.04
-0.01
0.00

2021
0.08
-0.03
0.00
0.07
-0.01
0.01
0.15
-0.06
0.00
0.09
-0.03
0.00
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» Table 30: Impact of Higher Growth on Victorian Macroeconomic Variables
(deviation from baseline)

2008 2009 . 2010 2011 2012 2013 2014
% 001 00l1: 002 002 003 003 003

Real GSP $m 21 31 49 59 70 81 94
_ % 001 ] 002] 002] 002] 002] 003 003

Real consumption ¢, 17 24 26 33 38 45 53
, % 003| 003| 005| 005| 005| 006 0.06
Realinvestment ¢, 18 23 34 37 40 44 49
% 001 002 002 003 003 003 004

Employment* jobs 307 419 611 706 791 886 994

2015 2016 2017 2018 2019 2020 2021

% 000| 000| 000| 000| o000| 000| 0.00
Real GSP $m 113 131 155 181 208 237 268
_ % 000 000 000 000 000 000 000

Real consumption ¢, 60 71 82 96 110 126 142
_ % 000 000 000 000 000 000 000
Realinvestment ¢, 59 66 78 89 100 112 124
% 000 000: 000, 000 000 000 000

Employment*

jobs 1,178 | 1,341 1,571 1,815 | 2,053 | 2,299 | 2,557

2022 2023 2024 2025 2026 2027

% 000 000 000 000 000 000
Real GSP $m 301 334 370 408 449 492
% 000 000 000 000 000 000

Real consumption ¢ 159 177 . 195 215 236 258
_ % 000 000 000 000 000 000

Real investment o 136 147 . 160 174 188 203
" % 000 000 000 000 000 000
Employment jobs | 2828 | 3088 | 3372 | 3672 | 398 | 4315

BDEmployment numbers are in terms of average-time jobs
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Over 35 per cent of the Victorian impact of higher growth is, in an average year, in the Melbourne
Airport district, as can be seen from Table 31%.

= Table 31 Effects of High Growth from the Melbourne Airport District
(Deviation from base case)

2008 2009 2010 2011 2012 2013 2014

Real Consumption $m 12 17 10 14 15 18 22
Gross Regional Product ~ $m 15 22 19 24 27 32 39
Employment jobs 218 294 243 287 308 351 . 414

2015 2016 2017 2018 2019 2020 : 2021

Real Consumption $m 23 28 31 35 40 45 50
Gross Regional Product ~ $m 44 52 58 66 75 85 95
Employment jobs 456 533 590 662 742 824 909

2022 2023 2024 2025 2026 2027

Real Consumption $m 56 62 68 74 81 88
Gross Regional Product ~ $m 106 : 117 : 129 : 141 : 154 : 168
Employment jobs 998 | 1,087 | 1,177 1,271, 1,371 | 1,475

BA considerably higher proportion (around 70 per cent) of the impact in the first two years are in the airport district, as

the effects of the higher growth in those years are largely confined to industries largely located in the region.
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Table 32 to Table 34 (below) show the effects of lower growth at Melbourne Airport.

m Table 32 percentage deviation from base line

2008 2009 2010 2011 2012 2013 2014
Vic -0.01 -0.01 -0.02 -0.03 -0.03 -0.04 -0.04
Real Gross State Product ROA 0.00 0.00 0.01 0.01 0.01 0.01 0.01
Real Gross Domestic Product Aus 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Vic -0.01 -0.01 -0.02 -0.02 -0.03 -0.04 -0.04
Real consumption ROA 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Aus 0.00 -0.01 -0.01 -0.01 -0.01 -0.01 -0.01
Vic -0.02 -0.04 -0.04 -0.07 -0.07 -0.08 -0.09
Real investment ROA 0.01 0.01 0.02 0.03 0.03 0.03 0.04
Aus 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Vic -0.01 -0.02 -0.02 -0.03 -0.04 -0.05 -0.05
Employment (hours) ROA 0.00 0.01 0.01 0.01 0.01 0.02 0.02
Aus 0.00 0.00 0.00 0.00 0.00 0.00 0.00
2015 2016 2017 2018 2019 2020 2021
Vic -0.05 -0.06 -0.07 -0.07 -0.08 -0.08 -0.09
Real Gross State Product ROA 0.02 0.02 0.02 0.02 0.03 0.03 0.03
Real Gross Domestic Product Aus 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Vic -0.05 -0.06 -0.06 -0.07 -0.07 -0.08 -0.08
Real consumption ROA 0.00 0.00 0.00 0.00 0.01 0.01 0.01
Aus -0.01 -0.01 -0.01 -0.01 -0.01 -0.02 -0.02
Vic -0.11 -0.12 -0.12 -0.13 -0.14 -0.14 -0.15
Real investment ROA 0.05 0.05 0.05 0.06 0.06 0.06 0.07
Aus 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Vic -0.06 -0.07 -0.07 -0.08 -0.08 -0.09 -0.10
Employment (hours) ROA 0.02 0.03 0.03 0.03 0.03 0.03 0.04
Aus 0.00 0.00 0.00 0.00 0.00 0.00 0.00
2022 2023 2024 2025 2026 2027
Vic -0.10 -0.10 -0.11 -0.11 -0.12 -0.12
Real Gross State Product ROA 0.03 0.03 0.04 0.04 0.04 0.04
Real Gross Domestic Product Aus 0.00 0.00 0.00 0.00 0.00 0.00
Vic -0.09 -0.09 -0.10 -0.10 -0.11 -0.11
Real consumption ROA 0.01 0.01 0.01 0.01 0.02 0.02
Aus -0.02 -0.02 -0.02 -0.02 -0.02 -0.02
Vic -0.16 -0.16 -0.17 -0.17 -0.18 -0.18
Real investment ROA 0.07 0.07 0.07 0.08 0.08 0.08
Aus 0.00 0.00 0.00 0.00 0.00 0.00
Vic -0.10 -0.11 -0.11 -0.11 -0.12 -0.12
Employment (hours) ROA 0.04 0.04 0.04 0.04 0.05 0.05
Aus 0.00 0.00 0.00 0.00 0.00 0.00
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s Table 33: Impact of Lower Growth on Victorian Macroeconomic Variables
(deviation from baseline)

2008 2009 2010 2011 2012 2013 2014
% -0.01 -0.01 -0.02 -0.03 -0.03 -0.04 -0.04
Real Gross State Product $m 16 3 47 s 90 107 129
. % -0.01 -0.01 -0.02 -0.02 -0.03 -0.04 -0.04
Real consumption $m 14 21 32 -39 50 62 73
. % -0.02 -0.04 -0.04 -0.07 -0.07 -0.08 -0.09
Real investment $m -14 -26 -33 -49 -56 -61 -71
- % -0.01 -0.02 -0.02 -0.03 -0.04 -0.05 -0.05
Employment jobs -237 441 -599 882 -1062  -1211  -1406
2015 2016 2017 2018 2019 2020 2021
% 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Real Gross State Product $m -156 -178 -202 -223 -246 -269 -293
- % 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Real consumption $m -86 -98 -111 -123 -135 -147 -160
. % 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Real investment $m -83 -91 -99 -104 -111 -118 -125
" % 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Employment jobs 1662 1846  -2,035  -2189 2350 2532  -2,707
2022 2023 2024 2025 2026 2027
% 0.00 0.00 0.00 0.00 0.00 0.00,
Real Gross State Product $m 318 2340 364 388 412 437
- % 0.00 0.00 0.00 0.00 0.00 0.00
Real consumption $m -174 -187 -199 -212 -226 -240
Real investment % 0.00 0.00 0.00 0.00 0.00 0.00,
$m -133 -138 -144 -150 -156 -162
- % 0.00 0.00 0.00 0.00 0.00 0.00,
Employment jobs 2883 3028  -3185  -3345  -3504 _ -3,664
* Employment numbers are in terms of average-time jobs
m Table 34 Effects of Low Growth on the Melbourne Airport District
(deviations from base case)
2008 2009 2010 2011 2012 2013 2014
Real Consumption $m -11 -10 -17 -15 -18 -23 -26
Gross Regional Product $m -12 -16 -24 -27 -32 -40 -47
Employment jobs -185 -216 -313 -326 -379 -453 -509
2015 2016 2017 2018 2019 2020 2021
Real Consumption $m -30 -33 -37 -41 -44 -47 -51
Gross Regional Product $m -54 -60 -67 -74 -80 -87 -93
Employment jobs -574 -623 -674 -723 -768 -815 -862
2022 2023 2024 2025 2026 2027
Real Consumption $m -55 -59 -62 -66 -69 -73
Gross Regional Product $m -100 -107 -113 -120 -126 -133
Employment jobs -909 -952 -992 -1,033 -1,074 -1,116
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7. Summary of Main Findings

7.1 Value of the Airport
Melbourne Airport fulfils a vital role for Melbourne and Victoria in connecting the city and state to

interstate and international commerce. In 2006/2007 Melbourne Airport carried almost 22.5 million
international and domestic passengers and over 200,000 tonnes of international freight.

The airport is estimated to employ some 12,542% people in an estimated 10,965 equivalent full
time positions. This compares with some 10,300 people in 9,000 equivalent full time positions in
September 2002%, over 20% growth over five years. The job creation at Melbourne Airport is well
above both the state and national averages and is largely contributable to the significant capital
investment made by the group.

Rather than seeking to describe the ‘value’ of Melbourne Airport by comparison with how the city
and state may appear without Melbourne Airport, the economic impact may be described in terms
of how the productivity improvements at Melbourne Airport have generated consumption,
production and employment.

The legacy of Melbourne Airport having made above average productivity improvements resulted,
on average, over the past five years in an estimated additional 8,840 jobs in Victoria and an $850
million increase in Victorian Gross State Product per annum. The local area around Melbourne
Airport has seen an increase in real gross regional product of $256 million in 2006/07 relative to
average productivity growth.

The impact of Melbourne Airport achieving its high target growth rate (based on the high
passenger demand shown in Figure 6 and Figure 7) would be significant for the Victorian economy
where it would add an additional $21 million to Gross State Product in 2008 with a continuing
strong positive, reaching $495 million by 2026-27. With the higher growth rate, employment
across Victoria would be over 300 positions higher in 2008 relative to the base case, and over 1,000
jobs by 2014. And 4,300 jobs by 2026/7.

7.2 Main Strengths Protecting These Values
Melbourne Airport has been able to achieve these remarkable results by focussing on its strengths —
both structural strengths and policy strengths.

3 Including off site Air Services Australia personnel

% Melbourne Airport economic Impact Study, March 2003
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7.2.1  Structure
Its structural strengths relate to its relative lack of runway congestion, ample space for airside and

landside development and its excellent links to the Melbourne Central Business District and the
industrial heartlands of the city. Each of these strengths adds to the efficiency of operations at
Melbourne Airport and adds to its appeal.

7.2.2 Infrastructure

The airport’s infrastructure strength is recognised and significant expenditure has been made to
retain its competitive position in terms of providing the facilities and services required by all its
various customers and other stakeholders. Capital investment of some $246.1m at Melbourne
Airport since 2003 has enhanced the capability and capacity of the airport, creating employment at
the airport and maintaining international competitiveness. This level of capital works is estimated
to have generated an average of 200 FTE jobs over the five years. Future programmed capital
expenditure will improve the airport’s facilities and services, assist in retaining the airport’s
competitive edge and create an estimated direct employment of over 6,000 FTE jobs ranging from
around 400 to 800 depending on the expenditure in different years

7.2.3 Policy
The policy-related strengths of the airport are equally important. The three main areas of policy-
derived strength are tourism marketing, amenable planning legislation and curfew-free operation.

As noted above, Tourism Victoria’s longstanding support of and cooperation with Melbourne
Airport is an important feature of the airport’s operating environment. For example, the $10 million
Tourism Recovery Package released by the Victorian Government in September 2001 following
the September 11 attacks was seen as having a large bearing on the 1.3% annual international
passenger growth that the airport has seen in the following year.

Careful development planning around Melbourne Airport and appropriate planning legislation
(such as provision for Airport Environs Overlays and reservation of appropriate land) have given
the airport the opportunity to grow at a suitable pace without becoming congested or causing it to
encroach upon its neighbours.

The very low rates of general aviation activity at Melbourne Airport also minimise congestion of
runways at the airport.

The final, and perhaps most potent, policy support that the airport enjoys is the lack of a night time
curfew on aircraft movements. The lack of a curfew facilitates both international passenger and
freight traffic through the airport which would otherwise not pass through Victoria, or would only
arrive through other, less efficient means. If a night time curfew were to be applied to Melbourne
Airport, Victorian employment would be an estimated 4,642 jobs less in 2008 and employment
within the local airport region would fall by some 1,156 jobs (Table 26 and Table 28). These
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impacts will increase over time with the potential reduction in Victorian jobs increasing to some
4,743 by 2017.

s Table 35 Growth at Melbourne Airport — 2002 to 2007

Dimension 2002 2007 % change
Gross State Prod ® | AUD $187 Bn AUDS$ 250 Bn 34%
Passenger numbers Total International 3.41million Total International 4.53 million 33%
Domestic 12.81million Domestic 17.81 million 39%
Freight Domestic Domestic
Volume (tonnes) 127,000 Volume (tonnes) 141,936 12%
International International
Value $13.8bn Value $14.0bn 1%
Volume (tonnes) 204,000 Volume (tonnes) 208,064 2%
Total Total
Volume (tonnes) 331,000 Volume (tonnes) 350,000 6%
Employment — total 10,300 people 12,542 people® 22%
9,000 full time equivalent 10,965 full time equivalent 22%
— per flight | Domestic 125hrs i Domestic®” 74hrs -40%
International passenger 303hrs International passenger 695hrs 129%
International freight 342hrs International freight 108hrs -68%
Impact of an imposed | GSP -$127million GSP -$309million 143%
curfew Jobs (FTE) -2,680 | Jobs (FTE) -4,642 73%
Table Notes:

O GSP figures (Current Prices, State Final Demand). Source: State and Regional Indicators, Vic. ABS 1367.2
@ Domestic labour figure presents the average of a Melbourne to Sydney 767 and 737 flight

(i) Relates to the year implemented, i.e. 2008, subsequent years would impact at different rates.

7.3 Conclusion - Recommendations

The findings of this report indicate the extent and magnitude of the economic impact of Melbourne
Airport at the regional, state and national levels. A well-functioning airport, with the support of
government and solid long-term planning, has and will continue to provide enormous benefits to all
stakeholders in terms of employment generation and production.

BA survey of all firms located at Melbourne Airport showed 12,542 people working for firms (both onsite at the airport
and off site). This included a total 2,423 off site employees, working for AirServices Australia (ASA), who have been
excluded from the computable general equilibrium (CGE) modelling calculations, giving a net total of 10,965 full time
equivalent employees. The ASA employees were excluded from the CGE model on the basis that only a portion of their

national function is directly linked to Melbourne Airport’s existence.
SINCLAIR KNIGHT MERZ

I:\SBAP\Projects\SB18198\Deliverables\Final Report\The Economic Impact of Melbourne Airport doc 280408.doc PAGE 59



The conclusion of this report is that, in order for these impacts to continue into the future and even
possibly to be enhanced, the airport must continue to protect and build upon its strengths — its
favourable geography and policy environment.

Local, State and Federal Governments should continue to support Melbourne Airport by:

= Ensuring its ability to operate without a night time curfew

= Controlling development around the airport, to ensure urban growth in the area remains
sympathetic to the airport’s long term operations

= Continuing to support other general aviation airports within the Melbourne basin, to
reduce runway congestion at Melbourne Airport

= Continuing to support the development of complementary road and rail infrastructure to
the airport, which will improve:

= the attractiveness of the airport as a freight hub
= its attractiveness as an easy airport for passenger to access and use

= Continuing to support tourism to Melbourne, via direct and indirect promotion of
Melbourne and other Victorian tourism destinations to international markets.

With these important strengths secured, Melbourne Airport will have a greater chance of
continuing its success and providing benefits which accrue to stakeholders across the country.
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Appendix B Glossary

An average-time job represents about 34 hours work a week (an average of part-time and full-time
hours).

Consumption refers to expenditure by households on goods and services (including the services of
Other Transport which operates toll roads).

Deviation from the baseline means the percentage/dollar/job deviation from the baseline forecast
result for that variable which comes about as a result of the hypothetical curfew or higher growth
rate. The baseline forecast assumes there is no curfew, and in the second simulation, a lower
growth path.

Full Time Equivalent (FTE) positions have been used interchangeably with average time job,
broadly they refer to the same thing, a 40 hour week, 45 weeks of the year.

Gross State Product (GSP) is the value of final goods and services produced annually in a state
(valued at market prices)

Investment refers to formation of capital (i.e. the production of physical assets such as
infrastructure, plant, machinery and equipment).

Real values refer to economic aggregates that have been appropriately deflated for changes in price
levels.

Value Added of an industry is equal to the value of the primary factors employed by the industry.
That is, value added is the difference between an industry’s total output and its bought-in inputs
(materials and services).

SINCLAIR KNIGHT MERZ

I\SBAP\Projects\SB18198\Deliverables\Final Report\The Economic Impact of Melbourne Airport doc 280408.doc PAGE 62



SINCLAIR KNIGHT MERZ

I:\SBAP\Projects\SB18198\Deliverables\Final Report\The Economic Impact of Melbourne Airport doc 280408.doc

PAGE 63





