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BA outbid for Heathrow slots 

Adapted from an article by David Gow, The Guardian, 21st January, 2004.


Qantas and Virgin Atlantic have trumped British Airways by paying record sums for scarce take-off and landing slots at London's congested Heathrow airport. The Australian flag carrier, a BA partner, has paid £20m - up to twice the normal rate - for two pairs of daily slots, industry sources said. Virgin has paid a similar sum for four pairs. 

"They've certainly paid top dollar, in fact a shedload of money," sources say. The moves by Qantas and Virgin are seen as underlining a more optimistic future for sales and growth in an industry ravaged by falling passenger numbers and revenues. 

Questions

1
Explain how an expectation of higher passenger numbers would shift the demand curve for Heathrow landing slots and explain the impact of such a shift on the equilibrium price.

2
Late in 2003, the government decided to block the proposed building of a third runway at Heathrow. How would this impact on the equilibrium price for slots?

