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expansion objectives and outlines the pros and cons of three credible 
alternatives that could be used, whilst retaining the current system of 
allocation for season-to-season allocations. This report was supported 
by Virgin Atlantic and draws on internal research and modelling analysis 
conducted by ICF for Virgin Atlantic.



Disclaimer and legal
This report has been produced by WPI Economics, an independent economics and policy 
consultancy. The views expressed in the report are based on independent research and 
represent solely the views of the authors. They are provided for informative purposes only.

Whilst we undertake every effort to ensure that the information within this document 
is accurate and up to date, neither WPI Economics nor the report’s authors accept any 
liability for direct, implied, statutory, and/or consequential loss arising from the use of this 
document or its contents.



 / 3

Contents
About 1

 The Author 1

 WPI Economics 1

 The Report 1

Executive Summary 4

Allocating airport capacity 8

 Introduction 9

 Why think about creating a unique process? 11

 Precedent for a bespoke approach 12

 Assessing different options 14

 Why the current system won’t maximise the benefits 17

Alternative options 20

 Objective-led allocation process 21

 Auctions 24

 Allocation by lottery 28

Conclusion 31

Endnotes 32



Ticket to fly / Using the allocation of new capacity to maximise the benefits of Heathrow expansion.

Executive Summary
Expansion at Heathrow, the UK’s only hub airport, presents a once-in-a-generation opportunity to 
boost competition, lower fares and increase choice for UK air passengers. The benefits this could 
bring for consumers are at the heart of the case for expansion. This report shows that the system 
of allocating airport capacity is central to these benefits being maximised.

This should not come as a surprise; with expansion due to lead to 260,000 extra flight movements 
a year (more than a 50% increase in capacity), how these flights are allocated between different 
airlines will determine the shape and nature of future services from Heathrow. The existing system 
of allocating airport capacity is set by EU regulation and encompassed in UK law. It is based on 
international guidelines (Worldwide Slot Guidelines - WSG) produced by IATA (the International 
Air Transport Association). The system appears to work well on a season by season basis, 
particularly where the supply of slots exceeds airline demand. However, the scale of new capacity, 
combined with the expected airline demand for it, and the clear objectives set by Government for 
its use, means that it is right to consider whether the existing system is the right one to maximise 
the benefits of this unique allocation opportunity.

This is particularly true for the Government’s objective of increasing effective competition 
between airlines at Heathrow. Figure 1 shows the existing capacity shares of airlines at Heathrow, 
where one major hub carrier and its joint venture partners hold the majority of capacity. The 
remaining capacity is split between a large number of airlines holding very small shares, leading 
to fragmented competition and no airline with sufficient scale to provide effective competition to 
the existing hub carrier.
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The allocation of 
significant new 
capacity presents a 
unique opportunity 
to tackle this and 
increase effective 
competition and 
choice at Heathrow. 
In this respect, the 
Government has 
already signalled 
its concern that the 
existing system of 
allocation might 
not deliver on 
its objectives for 
expansion: 

“…the current allocation system is not designed to stimulate a 
competitive market environment and has no means of taking into 
account broader objectives”.1

Based on analysis of the likely allocation results presented in this report, we agree with the 
Government; the existing system of capacity allocation will not maximise the benefits of Heathrow 
expansion. In particular, results in this report suggest that, if applied to new capacity created 
by Heathrow expansion the current system is likely to lead to continued fragmentation of 
competition. This is not to say that the existing system should not continue for season-to-season 
allocations (where it provides certainty, investment incentives and an approach that seeks to 
balance the requirements of incumbent airlines and potential new entrants), just that a bespoke 
approach is needed to maximise the benefits of the unique circumstances of Heathrow expansion. 

This report considers three credible systems 
which could be used for the allocation of new 
capacity created by Heathrow expansion, whilst 
retaining the current approach for season-to-
season allocations. These are: an objective-led 
allocation; auctions; and lotteries. Based on a 
set of criteria formed from the Government’s 
stated goals, and a range of factors that impact 
on business certainty and administrative 
complexity, we outline the relative pros and 
cons of each approach, as well as highlighting 
some of the design questions and challenges 
that would need to be addressed. 

Each of these has merit and has the potential to better deliver the Government’s objectives for 
Heathrow expansion. More detailed work will be needed to build on these designs and ensure 
the chosen option delivers the desired policy objectives. However, one thing is certain; without 
a bespoke approach for the allocation of new capacity created by Heathrow expansion, the full 
scale of potential benefits is unlikely to be realised and a once-in-a-generation opportunity to 
boost competition, lower fares and improve service and passenger choice could be missed.

Our focus is on a bespoke 
approach to allocating 
new capacity at Heathrow, 
rather than permanent 
reform of the existing 
WSG

Figure 1: Existing share of total capacity at Heathrow

1. IAG (55%)
2. Virgin Atlantic / Delta JV 
(7%)
3. Lufthansa Group (8%)
4. 5 airlines with 1-3% 
capacity
share (11%)
5. 13 airlines with between 
0.5-1% capacity share (9.8%)
6. 20 airlines with 0.2-0.5% 
capacity
share (6.2%)
7. 39 airlines with <0.2% 
capacity
share (4.2%)
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Current regulations Current regulations 
+

Objective-led 
allocation

Auctions Lottery

What is it? Current process Current process 
with minor changes 
(e.g. including 
existing discussions 
on the definition of 
new entrant)

Administrator 
allocates based on 
business cases, to 
meet Government’s 
objectives

Government 
designs auctions 
process to 
attempt to meet 
objectives and 
make compatible 
with nature of 
slots. Airlines place 
financial bids for 
extra capacity.

Government 
designs lottery 
process to 
attempt to meet 
objectives. Within 
this, capacity is 
allocated based on 
the outcome of the 
lottery / series of 
lotteries.
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Scorecard: Extent to which different methods of allocating 
capacity created by Heathrow expansion will meet the 
Government’s objectives

Source: WPI Economics



 / 7

The scorecard summarises the conclusions below on the main pros and cons of the existing 
approach to slot allocation, as well as alternative approaches considered in this report. Further 
details of how these conclusions were reached can be found later in the report. 

Key:

Green – likely to meet Government’s objectives. 
Amber – significant uncertainty over outcome or only likely to part-deliver on 
Government’s objectives. 
Red – unlikely to meet Government’s objectives.
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Section 1

Allocating 
airport 
capacity.
...and why the current 
system won’t deliver the 
Government’s goals for 
Heathrow expansion.
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Introduction

Context

The aviation sector is key to the UK’s future prosperity. It provides the domestic links that families 
and businesses across the UK need to conduct their daily lives and acts as the routeway of choice 
for millions of Britons travelling in and out of the UK each year. Its international and economic 
footprint is also clear; boasting the third largest aviation network in the world and contributing 
more than £22 billion to the economy each year. More tangibly, it handled some £180 billion of 
freight in 2017,2 provides UK businesses with a route to international markets and was the access 
point to the UK for around 250 million passengers in 2018.3 In short, post Brexit, the UK aviation 
sector will be central to strengthening Britain’s global position. 

This report is the first in a series that will outline steps that can be taken to bolster and build on 
the existing strengths of the sector. It is written in the context of the Government’s ongoing work 
to set out an Aviation Strategy that reaches beyond 2050 and unleashes the sector’s potential 
and puts consumers, 
competition and 
choice at the heart of 
future improvements. 

Our focus is 
specifically on 
making the most 
of expansion at 
Heathrow, the UK’s 
only hub airport. 
The construction of 
a third runway is a 
once-in-a-generation 
injection of hub 
airport capacity. The 
focus of this report is 
on how extra capacity 
at Heathrow will be 
allocated amongst existing airlines already flying, and new airlines looking to fly, from the airport, 
and the risks and challenges this creates.

Why is the allocation of capacity important?

To fly into and out of any major UK airport, airlines need permission to use a given airport’s 
infrastructure (e.g. runway, terminal and gates) to take off or land on a specific date and time. 
The process of allocating these permissions at capacity constrained airports is known as slot 
allocation. The concept of slots and the allocation process has developed in response to the fact 
that, in many locations, increasing demand for air travel has not been met by increasing supply 
of airport capacity. This has meant that, instead of simply providing all airlines with the facilities 
they need, a system for allocating, or rationing, this limited airport capacity was created. With a 
growing number of airports becoming capacity constrained in recent decades, this system has 
also become increasingly important.

Figure 1: Existing share of total capacity at Heathrow
1. IAG (55%)
2. Virgin Atlantic / Delta JV 
(7%)
3. Lufthansa Group (8%)
4. 5 airlines with 1-3% 
capacity
share (11%)
5. 13 airlines with between 
0.5-1% capacity share (9.8%)
6. 20 airlines with 0.2-0.5% 
capacity
share (6.2%)
7. 39 airlines with <0.2% 
capacity
share (4.2%)
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3.

4.

5.

6.

7.
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In short, this means that slots are the airline’s ticket to fly. Without slots, even if an airline believes 
it can meet passenger demands, introduce new routes, or provide more competition, it is unable 
to do so as it cannot use the airport. This makes the allocation process central to maximising 
passenger, economic and social benefits of new and existing airport capacity.

How is airport capacity allocated now?

The existing system of allocating airport capacity is designed to ensure that, where capacity is 
scarce, the “…available landing and take-off slots are used efficiently and allocated in an 
equitable, non-discriminatory and transparent way to allow for the optimal use of airport 
capacity.”4

Since 1993, the process for capacity-constrained airports in the UK has been regulated by the EU 
Airport Slot Allocation Regulation,5 which itself encompasses the principles of the Worldwide Slot 
Guidelines (WSG) set by the International Air Transport Association (IATA). The body in charge of 
the process of slot allocation at UK airports is Airport Coordination Limited (ACL).
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Slots are allocated twice yearly (for the summer and winter seasons) at airports where the system 
is used. However, this does not mean that all capacity is “up for grabs” twice a year. This is 
because of the concept of “grandfathering”. This is one of the most important mechanisms in slot 
allocation and means that airlines keep their seasonal slots from year to year, subject to a “use it 
or lose it” principle. This means that an airline in possession of an existing slot keeps that slot if 
they have used it for at least 80% of the last equivalent period. 

This approach has a number of positive features. In particular, grandfathering provides airlines 
with the certainty they need when making long-term investments in new aircraft and crew or 
establishing new routes. In practice, however, if an airport is near to capacity it also means that 
relatively few slots are available for allocation at any particularly point in time.

Where new slots are created or existing slots lost or handed back by an airline, they are allocated 
through an administrative process, run by ACL. Through this process, airlines that are ‘new 
entrants’6 have priority access to 50% of the available slots. The remaining 50% are then available 
for existing slot holders. According to EU slot regulations, this should be undertaken in a way that 
is ‘fair, transparent, and non-discriminatory’. The expectation is that it is likely that the resulting 
allocation would maintain the incumbent airlines’ current proportion of slot holdings.7 This process 
provides certainty for airlines, but has been shown to lead to a fragmentation of competition 
amongst a large number of relatively small airlines (in terms of their slot holdings at a particular 
airport or airport system).8 Figure 2 provides an example of this fragmentation of competition at 
Heathrow, where nearly a third of all capacity is held by airlines with less than a 2.5% share of total 
capacity. Whilst this ensures there are many players in the market, none of these is able to acquire 
the scale of capacity needed to provide effective competition to the airport’s only hub carrier. 

Why think about creating a unique process for allocating 
additional capacity created by Heathrow expansion?
Various reports in the last 15 years have made recommendations for either wholesale, or 
incremental reform of the system of allocating airport capacity. However, they are not the focus 
of this report. This is because the majority of these arguments focus on the system as it applies 
to season-to-season operations, and it is clear that the introduction of new capacity at Heathrow 
is not a standard 
season-to-season 
allocation. 

In total, Heathrow 
expansion is due to 
create 260,000 extra 
flight movements a 
year (the equivalent 
of around 350 new 
daily slot pairs), 
reflecting more than 
a 50% increase in 
capacity. This means 
that, as highlighted 
by the Government, 
it is ‘…the first time a 

Figure 3: Increase in capacity Heathrow expansion compared to five years to 2019
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significant number of slots have been released at a severely constrained airport in the UK.’ 

Figure 3 highlights the scale of this issue, comparing the number of new slots created by 
Heathrow expansion to an approximation of the total number of new slots across all London 
airports over the last five years.

This demonstrates that the allocation of extra capacity is central to ensuring that the once-in-a-
generation opportunity to ensure the benefits to consumers, UK businesses and the economy 
through Heathrow expansion are maximised. As such, it is right to consider whether the existing 
system for allocating capacity is suitable for this unique allocation opportunity. Overall, this means 
that, rather than assessing the effectiveness of the current system in the context of season-by-
season allocations, this report assesses the effectiveness of the current system and a range of 
other options in terms of a one-off-process for the allocation of new capacity at Heathrow.

Precedent for a bespoke approach

IATA’s guidelines already allow flexibility and consideration of 
Government objectives

IATA’s guidelines already state that the allocation coordinator should:

1. Consider the balance of different types of services and markets (domestic, short and long 
haul);

2. Take “due account” of competitive factors; and

3. Ensure that the needs of the travelling public and shippers are met.
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Since each of these factors varies significantly between different countries and airports, allocation 
decisions at each specific airport are, in practice, tailored to different policy objectives. The WSG 
also make an explicit allowance for local guidelines to be created and used alongside the criteria 
set out in the WSG to allocate slots. The WSG state that the coordinator should:

“Allocate slots to airlines and other aircraft operators in a 
neutral, transparent and non-discriminatory way, on the basis of 
the applicable coordination parameters, and in accordance with 
the priority criteria of the WSG and any local guidelines and 
regulations”9

Local guidelines are already seen in the implementation of the WSG through European 
Regulations and, indeed, the UK regulations. This suggests that further local guidelines could be 
created to ensure that the allocation process for new capacity at Heathrow increases competition 
and maximises consumer benefits.

Other countries (and the UK) already target policy objectives through 
bespoke allocation arrangements

• Promoting competition (JFK and JetBlue): In 1994, the US Government took powers to 
exempt new entrants from slot regulations. These powers allow them to provide new entrant 
airlines with “slot exemptions” so that they can boost competition at airports where all slots 
had already been allocated (in essence creating new slots, and allocating them outside of the 
usual process).10 These powers were used at JFK, in 1999 when JetBlue were awarded 75 slot 
exemptions so that the airline could enter the market at scale with a significant number of slots 
during the (otherwise restricted) peak 3pm-7pm period.11

• Using local rules to maximise hub benefits (Amsterdam Lelystad): in an attempt to free up 
capacity to support and build upon the hub operation at Schiphol, the Dutch Government 
is seeking to introduce ‘traffic distribution rules’ (which distribute airline demand between 
two or more airports that serve a similar geographic area). The intention is to use these rules, 
alongside the existing WSG, to promote specialisation at Schiphol (hub operations) and 
Lelystad (point to point). As such, the proposed local rules would allow airlines moving point-
to-point operations from Schiphol to secure new slots at Lelystad when it opens to commercial 
operations. Capacity created at Schiphol from these movements would then only be available 
for transfer traffic (hub operations).12

• Boosting international connectivity (Tokyo Haneda): Expansion and airspace reorganisation 
have created addition slots at the airport. These have been ear-marked for increasing 
international visitors and enhancing international competitiveness, particularly during the 2020 
Olympic Games.13 Key to this has been the decision by the Japanese to allocate around half of 
these additional slots to US and Japanese airlines, and stating explicitly that the remainder will 
be allocated to deliver on the Government’s target of attracting 40 million foreign travellers to 
Japan in 2020.14

It is also worth noting that the UK Government has already suggested that it expects around 15% 
of slots to be used to serve domestic connections, thus allowing 14 UK airports to have links to 
an expanded Heathrow. This would not be guaranteed through the application of the current 
rules as they stand and, as such, this presumably requires the setting of new local guidelines or 
regulations. Equally, the UK already has a “traffic distribution rule” in place, which blocks any pure 
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cargo flight from obtaining a new slot at Heathrow or Gatwick in peak periods of the day.15

Overall, there is both the flexibility to, and precedent for, creating a bespoke approach to meet 
specific objectives that governments have from a particular increase in capacity. This can already 
be seen in both the UK and a range of countries who otherwise operate under the WSG for 
season by season slot allocation.

Assessing different options for allocating new capacity
at Heathrow
The next sections of this paper provide indicative assessments of the existing (and revised) 
process and three potential alternatives for allocating new capacity at Heathrow. These 
alternatives are:

1. An objective-led allocation process;
2. Auctions; and
3. A lottery process.

Whilst the outcome of the existing WSG process can be modelled with some degree of certainty, 
each of the alternative options could be tailored or adapted in an almost limitless number of 

ways. In turn, each of these different variants 
would result in different allocations of new 
capacity at Heathrow. In order to provide the 
reader with insight into the likely outcome of each 
of these approaches, results in this paper are 
based on internal research and modelling analysis 
conducted by aviation consultancy ICF, for Virgin 
Atlantic. 

These are based on approaches to each of 
the options that attempt to deliver on the 
Government’s objectives, and an assessment 
of the likely response of airlines to the process 
that has been developed. As such, we believe 
they represent a realistic indicator of the overall 
distribution of new slots at Heathrow that each 
approach would lead to. 

Results for the outcomes of the process are shown 
in terms of both the number of new slots and 
the total Heathrow slot share that the allocation 
process provides for the largest airline group 
at Heathrow, the next three largest airlines and 
other airlines (including any new entrants at 
Heathrow) with smaller slot shares. Figure 4 shows 
how existing slots are allocated based on this 
grouping.

Figure 4: Existing share of total slots

32%

55%

13%

IAG

Three next biggest airlines

Others (all with share <5%)
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Around 90% of the estimated benefits of Heathrow expansion are due 
to come from passenger benefits of lower fares and increased choice 
that derive from increased competition between airlines. As such, this 
is the Government’s primary policy goal. The Government has also 
highlighted its concern over “…one single airline holding a significant 
market share at an airport”. The CMA also highlights the need for 
“effective competitors” to be able to build up a sufficient portfolio of 
slot holdings. As such, we judge improvements in competition based 
on whether the allocation process is likely to lead to a meaningful shift 
in the overall distribution of slot holdings at Heathrow, without simply 
leading to fragmentation of competition amongst many small airlines.

Description

Effective 
competition

Primary
Objectives

What is the Government trying to achieve?

As well as understanding what each of these mechanisms might achieve in terms of slot 
allocations, a set of criteria needs to be developed against which each option can be judged. In 
highlighting potential reforms to the slot allocation system in the UK, the Government has already 
highlighted distinct goals:

1. Facilitating effective competition between airlines to lower airfares and increase consumer 
choice;

2. Improving connectivity to international destinations that are currently unserved or 
underserved; and

3. Improving domestic connectivity.

Alongside these, there are a range of other secondary policy and administrative objectives that 
might also be considered. Each of these is described in the following table.

The Government has an objective to “…improve connectivity to 
international destinations that are currently unserved or underserved”. 
Viewed like this, as well as increasing connectivity, there are also clear 
links with improving competition (where routes are currently only served 
by one airline).  As such, we judge this both on the extent to which it is 
likely that international connectivity could increase and on the extent 
to which options can deliver this through more than one airline. Given 
the commercial constraints of operating new international routes, we 
view this latter point as the need to establish a second hub carrier 
at Heathrow and ensuring otherwise unviable long-haul services are 
supported through feed traffic from short-haul services.

Increased 
connectivity to 
international 
destinations 
(and increased 
competition)
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DescriptionSecondary 
Objectives

Business certainty Airlines invest large amounts in serving new and existing routes. To do 
this, they need certainty over relatively long periods of time. Options 
that lead to continued uncertainty over the allocation of slots (e.g. 
needing to reallocate all slots each year) would damage business 
certainty. Equally, potential options that lead to very uncertain outcomes 
of the initial allocation might dissuade businesses from the upfront 
investment needed to compete for slots. We judge potential options on 
both short- and long-term certainty for airlines.

Administrative 
complexity and 
transparency

In most of the options considered, adaptations could be made to deliver 
the Government’s objectives. At the extreme, these would lead to 
extremely complex processes and potentially opaque outcomes. As a 
result, all else equal, a simpler and more transparent allocation process 
will be easier to navigate for both the operator of the process and 
airlines. It would also help to provide clarity and certainty of outcomes 
and potentially reduce the likelihood of challenge.

Compatibility with 
existing UK and EU 
regulation

Based on IATA’s slot allocation guidelines, current UK and EU regulations 
are well-established and used effectively for the allocation of marginal 
increases in capacity and re-allocation of slots that are returned by 
airlines. As such, all else equal, we believe that approaches that either 
undermine the future use of, or work against the principles of, the 
existing regulations would be less attractive. For approaches that could 
be delivered by reforming existing regulations, we also assess the extent 
of changes / new legislation that might be needed.

As with international connectivity, a clear objective of the Government 
has been to improve connectivity to underserved domestic routes. It 
has already signalled its intention to “…protect slots to support at least 
14 domestic routes”. Domestic connectivity also has a role to play in 
developing a second hub carrier at Heathrow, as these are the routes 
that will provide feed to the carrier’s long-haul routes. As such, we judge 
potential options on the extent to which they could both ensure extra 
domestic routes and be allocated in such a way as to provide feed for a 
hub carrier.

Better domestic 
connectivity 
(and supporting 
competition)
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Why the current system won’t maximise the benefits of 
new capacity at Heathrow

Description of approach

The existing approach for allocating slots at capacity-constrained 
airports is based on IATA’s Worldwide Slot Guidelines (WSG). A fuller 
description can be found earlier in this report.

Issues to consider

This is a recognised and well-used process. However, it continues the 
fragmentation of competition already seen, with close to half of all 
capacity held by a large number of airlines with only a handful of slots 
each. Of course, there are elements of this process that could be flexed 
or altered and the potential for this has already been considered by 
various reports and the Government’s aviation strategy Green Paper. 
These typically only suggest small changes such as adjusting the new 
entrant rules in order to try to boost competition. To understand the 
impact of this, further modelling was undertaken to assess the potential 
allocation outcome for a process based on WSG, but with a loosened 
definition of new entrant. The overall outcome was almost identical. 

Result of allocation of new capacity (existing regulations)

Number of slot
pairs allocated

Share of new
slot pairs

79 23%

54 15%

217

IAG

Three next biggest airlines

Others (all with share <5%) 62%

44% 44%

12%

Source: ICF, WPI Economics

IAG

Three next biggest airlines

Others (all with share <5%)

Share of total Heathrow capacity,
after new capacity is allocated

50% of slots 
available for 

“new entrants”

Remaining 50% 
available to 
incumbent 

airlines

Where one 
airline wants 

slot, they 
recieve it

Where more 
than one airline 

wants slot, 
administrator 

decides

Administrator’s 
decision based 
on high-level 

criteria set out 
in regulations

Slots allocated 
to airline that 
best meets 

criteria
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A greater share of total slots is held by smaller 
airlines, but this continues the fragmentation 
of competition that already exists. As such, 
no sizable competitor for large incumbents 
emerges.

Existing system, known process, but allocations 
only made six months in advance.

Assessment

Assessment

Effective 
competition

Business certainty

Primary Objectives

Secondary Objectives

Incumbent hub carrier and / or point-to-point 
operators may increase international routes. 
However, limited chance of establishing new 
hub carrier that could expand routes and boost 
effective competition and choice.

Existing system, known process.

Whilst airlines may choose to increase 
domestic routes, there is no route through 
which this (or specific routes) could be 
guaranteed. As such, would require 
Government intervention.

Existing system.

Increased 
connectivity to 
international 
destinations 
(and increased 
competition)

Administrative 
complexity

Better domestic 
connectivity 
(and supporting 
competition)

Compatibility with 
existing UK and EU 
regulation

Current System



Assessment

This demonstrates that, whilst it functions effectively in the context of season-to-season 
allocations, using the existing system without any changes to allocate new capacity at Heathrow 
will not meet the Government’s objectives. 

• It does not lead to a noticeable increase in effective competition: Overall, it will continue the 
fragmentation of slots amongst new entrants and small incumbents that has already occurred 
at Heathrow. None of these airlines will be able to exert significant competitive pressure on 
the existing hub carrier.

• No guarantee of choice: Without significant Government intervention, there is also little 
guaranteed chance of delivering the Government’s ambitions on choice for passengers over 
domestic and international routes.

As such, it is clear that the existing approach (based either on its current rules or adjusted to 
loosen the new entrant rules) will not deliver. If the Government is serious about using the 
allocation of new capacity at Heathrow to boost genuine competition and improve choice for 
passengers, a different approach will be needed.
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We agree with the 
Government - the 
existing system of 
capacity allocation will 
not maximise the benefits 
of Heathrow expansion. 
A bespoke approach is 
needed.
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Section 2 

Alternative 
options.
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Government
sets objectives it 
wishes to achieve 

and criteria for 
choices to be 

made

Airlines enter 
business case for 
slots from one or 
more categories

Administrator 
assesses bids 

against 
Government’s 

criteria

Slots allocated 
based on these 

assessments

Administrator 
splits slots in 
categories 

needed to meet 
these objectives

Different categories of slots to be made available

Domestic
connectivity

Unserved
international

routes

Short haul
with little/no
airline choice

Long haul
with little/no
airline choice

Facilitating
hub carrier

competition

Objective-led allocation process

Description of approach

These approaches are based on the Government setting objectives of 
the allocation process that the slot administrator must meet. Airlines 
would then apply for slots based on a business case and the allocation 
body would assess which bids best meet the objectives set out.

A range of different options for this exist, with varying degrees of 
prescription from the Government, from providing additional criteria 
to the slot coordinator to a route-by-route business case process. The 
option explored here is one of the least prescriptive and is based on 
the ‘scarce capacity’ process already in place today for allocating airline 
route rights. 

How it works

The process itself would involve the administrator splitting out the 
available slots into categories where increased competition is needed, 
based on the Government’s objectives (e.g. domestic connectivity, or 
greater long-haul competition). 

Airlines could then apply for slots in one, several, or all of the categories, 
based on their business aspirations. These allocations would require a 
business case, which would then be judged by the administrator against 
a range of criteria. As well as outlining the categories where increased 
competition is needed, the Government would set the criteria, which 
might include factors such as reduced fares, service levels for different 
passenger types and proven ability to increase competition (see figure 5 
for a stylised example).

Slots would then be allocated based on the relative strength of the 
business cases provided to the administrator. For example, the winning 
bidder might be allocated 50% of the available slots in the category, 
with the second-place airline awarded 30% and the third-place airline 
awarded 20%.

Figure 5: Stylised categorisation of slots needed to deliver on 
Government’s objectives for Heathrow expansion16
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Result of allocation of new capacity (objective-led process)

Number of slot
pairs allocated

Share of new
slot pairs 26%

61 15%

238 67%

52

IAG

Three next biggest airlines

Others (all with share <5%) 18%

42%

32%

Share of total Heathrow capacity,
after new capacity is allocated

IAG

Three next biggest airlines

Others (all with share <5%)

Issues to consider

In order to ensure airlines are not over-promising on their ability to deliver and hoard capacity, 
it is likely that restrictions on secondary trading would be needed (at least for a time) for slots 
allocated through this process. Equally, a refundable bond (which would be lost if they failed to 
take up allocated capacity) could also be required from all those entering the process.

There would also need to be a process to ensure that slots were continuing to be used for the 
“category” through which they were bid for, as is the case where ‘remedy slots’ are currently 
operated. 

Precedent and examples

This approach benefits from drawing upon the existing “scarce capacity” process operated by the 
CAA.17 For flights outside the European Economic Area (EEA) there can be restrictions on how 
many flights or air operators can use a given route. These limits are negotiated in bilateral treaties 
known as Air Services Agreements. ‘Scarce capacity’ describes the situation arising if UK airlines 
wish to operate more services to a destination country than are available under the Air Services 
Agreement between the UK and that country. In such circumstances, the CAA will determine 
which airlines should be awarded the right to operate the services available.

This process involves the airlines ‘pitching’ their proposed plans and the CAA allocating the 
scarce capacity in a manner which it considers is most likely to satisfy all categories of public 
demand, at the lowest charges, consistent with a high standard of safety in operating the services.  
To some extent, it could be also be argued that this is also a similar process to that which already 
operates when ACL is allocating slots on a season-by-season basis. For example, if a new slot pair 
is available and two new entrants both want it, ACL makes a decision based on high-level criteria 
set out in the regulations underpinning slot allocation. This makes it likely that a process similar to 
the one outlined above could be designed to be compatible with the WSG.
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The approach can be tailored in order to 
directly deliver the Government’s objectives. 
As modelled here, it delivers a significant shift 
in the distribution of slot holdings and provides 
opportunity for a sizable competitor to the 
existing hub carrier.

Decisions on slot allocation would be based on 
a detailed assessment of business cases. This 
would provide a transparent process, based on 
objective criteria. However, ultimately decisions 
would be placed in hands of administrator, with 
uncertain outcomes for airlines.

Assessment

Assessment

Effective 
competition

Business certainty

Primary Objectives

Secondary Objectives

The approach can be tailored in order to 
directly deliver the Government’s objectives. 
As modelled here it could be used to ensure 
increased international connectivity, and at the 
same time, facilitate airlines developing slot 
shares on domestic routes that would allow 
them to become a hub carrier.

Whilst this process could be based on existing 
procedures (e.g. the scarce capacity process 
that is already used), it would result in a more 
complex process and require Government to 
set out clear criteria and for allocation to be 
based on a detailed assessment of business 
cases.

The approach can be tailored in order to 
directly deliver the Government’s objectives. 
As modelled here, it could be used to ensure 
increased domestic connectivity, and facilitate 
airlines developing slot shares which allow 
them to develop feed for hub operations.

It is likely that this process could be delivered 
through amendments to existing regulations 
(an additional local rule). These could 
create more detailed criteria to guide the 
independent allocator, which are compatible 
with WSG. There are already examples of 
where local guidelines have been used to 
deliver specific policy objectives in other 
countries.

Increased 
connectivity to 
international 
destinations 
(and increased 
competition)

Administrative 
complexity

Better domestic 
connectivity 
(and supporting 
competition)

Compatibility 
with WSG

Objective-led Approach
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Auctions

Description of approach

 As highlighted by the CMA and Government, there are a range of ways in which auctions could 
be structured. Specific features are likely to be needed to tackle risks including incumbents’ 
market power. For instance, the CMA highlighted that auctions could (and have in other fields) 
been designed to favour new entrants, for example by allocating a proportion of slots to new 
entrants or limiting the number of slots that one airline can bid for.18 Auctions could also be 
delivered alongside other allocation processes (e.g. preferred bidders identified through a 
process of business case assessment and those preferred bidders allowed to enter the auction).

In order to provide insights into the potential outcomes from an auction, the results of the 
modelling presented below are based on a relatively straightforward “blind” auction. Under this it 
was envisaged that airlines would submit sealed bids for a range of slots reflecting the valuations 
they can commercially justify. 

Precedent / examples

Auctions have already been used in a range of fields. For example, auctions have been 
successfully held in countries including Canada, Germany, Slovakia, India and the USA. In the UK, 
the Government has used Ofcom to auction spectrum in 2000 (3G), 2013 (4G) and, most recently, 
in 2018 for future 5G mobile services. In each case (and in other countries), the nature or format 
of the auction has varied and different rules have been put in place. These have included limits 
on the amount of spectrum individual operators could hold (5G) and coverage obligations on the 
winning bidders (4G). Auctions are also common in the allocation of TV rights, particularly for the 
broadcasting of sporting events.

Result of allocation of new capacity (auction)

Number of slot
pairs allocated

Share of new
slot pairs

Share of total Heathrow capacity,
after new capacity is allocated

30%
107 31%

154 44%

89

IAG

Three next biggest airlines

Others (all with share <5%) 25%
47%

23%

IAG

Three next biggest airlines

Others (all with share <5%)
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Issues to consider

Whilst auctions have been used successfully in these areas, it is likely 
that their application to the allocation of new capacity at Heathrow will 
come with significant challenges and complexities that will undermine 
their theoretical benefits.

For example, as highlighted by the CMA, auctions typically favour 
incumbents. Here this could “…lead to incumbent airlines increasing 
their slot concentration and thereby exacerbating their market 
power”.19 Whilst the CMA argue that the challenges of auctions could 
be overcome by auction design, doing so would lead to a significant 
degree of complexity in the administrative and bidding process and add 
to the uncertainty that airlines face.

Alongside generic challenges, there are also a range of challenges that 
are specific to the allocation of airport capacity. Firstly, unlike spectrum, 
all slots are not equal (with value, for instance, varying based on time 
of day and how slots are bundled). Accounting for this will require 
significant complexity in auction design, with one report arguing 
that this would require airlines to consider “millions if not billions” of 
potential packages.20 It is also less than clear who actually “owns” slots 
– and, as such, who has the right to auction them. This is in contrast 
to the case of spectrum auctions, where it had been accepted that the 
spectrum was Government property to auction.

There are also broader challenges around the behaviour of participants 
in the auction. For example, there is a significant risk that state-backed 
carriers could use public balance sheets to over-bid and hoard slots, 
potentially limiting competition and the much-needed extension of 
domestic and international routes, with severe detriment to consumer 
interests. 

More generally, the Government’s objective is not allocative efficiency 
in the pure economic sense; it has already outlined three distinct 
objectives. This means that the auctions process will need to be 
designed to deliver these objectives. This would further complicate 
auction design and lead to business uncertainty. It would also mean 
that non-market-based criteria would be introduced into the design of 
the auction. This would diminish the theoretical benefits of auctions 
and, given the wider challenges of auctions, raise the question of why 
the process was being used in the first place (rather than a process that 
targeted the Government’s objectives more transparently).

Government sets 
out objectives for 

allocations 
process

Airlines provide 
sealed bids for 
the slots that 

they want

Slots allocated to 
the highest 

bidder

Detailed work to 
design auction to 

meet these

This may require 
one or more 

auction 
processes
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Modelled outcome demonstrates significant 
shift in distribution of slots. However, there is 
a risk of hoarding behaviour – which could be 
detrimental to competition. Risk that no sizable 
competitor emerges.

Assessment: Auctions

Once auction process has been decided, it will 
be possible to model the potential outcome 
based on “rational” behaviour of airlines. 
However, there is significant risk of “irrational” 
behaviour, including from those with non-
market motives (e.g. state-owned airlines), 
which increases uncertainty. Also introduces 
longer-term uncertainty if process sets 
precedent for future allocation process.

Assessment

Assessment

Effective 
competition

Business certainty

Primary Objectives

Secondary Objectives

Airlines increasing slot holdings may increase 
international routes. However, ensuring this 
happens would require slots to be bundled 
according to Government objectives, rather 
than relying on a purely market-based process.

Whilst the approach used here would be 
relatively straightforward in administrative 
terms, in practice, designing a process 
to auction something with significant 
heterogeneity, will require complexity. 
Delivering the Government’s objectives will 
likely require the process to be even more 
complex.

Airlines increasing slot holdings may increase 
domestic routes. Note, however that ensuring 
this happens would require slots to be bundled 
according to Government objectives, rather 
than relying on market process.

Significant step away from principles of 
existing regulations and not allowable under 
EU regulations. If developed could also set 
international precedent, thereby undermining 
continuation of WSG for season-to-season 
allocations.

Increased 
connectivity to 
international 
destinations 
(and increased 
competition)

Administrative 
complexity

Better domestic 
connectivity 
(and supporting 
competition)

Compatibility with 
existing UK and EU 
regulation
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Allocation by lottery

Description of approach

A range of different potential approaches for lotteries exist. The most 
straightforward lottery would see a completely random allocation 
of slots to interested airlines. This would be unlikely to meet the 
Government’s objectives. As such, approaches could be designed to be 
more likely to deliver the Government’s objectives. 

Here, results are based on a model that requires each airline to apply 
for the additional slots that it wishes to operate. Where only one airline 
applies for a particular slot, this is given to them. If more than one airline 
applies for that slot, a lottery is held. Rather than providing each airline 
with an equal chance of winning the lottery, chances could be weighted 
so that applicants more closely aligned with the Government’s objectives 
could be provided a greater chance of winning. For example, if one 
airline was planning to introduce competition on a route at Heathrow, 
they could be provided with three “tickets”, whereas an airline looking 
to serve an existing (well competed) destination could be provided with 
one. However, this would likely undermine the theoretical advantages 
(including transparency and simplicity) of such a system.

Lottery process 
outlined by 

administrator

Airlines apply for 
the slots they 

wish to operate

Where only one 
airline applies the 

slot is given to 
them

Where more than 
one airline 

applies - a lottery 
is held

Lottery 
weightings could 
also be aligned 
to Government’s 

objectives

Slots allocated to 
winner of each 

lottery
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Result of allocation of new capacity (lottery)

Number of slot
pairs allocated

Share of new
slot pairs

37%
69 20%

118 34%

163

IAG

Three next biggest airlines

Others (all with share <5%) 47%
43%

20%

Share of total Heathrow capacity,
after new capacity is allocated

IAG

Three next biggest airlines

Others (all with share <5%)

Precedent / examples

 Lotteries are regularly used as a non-market process for allocating scarce resource, for example, 
in the allocation of school places and event tickets. There are also limited examples from the 
allocation of airport capacity, including at La Guardia in New York in the 1990s and 2000s where 
existing airlines could apply for one out of three available slots, while new carriers could apply 
for two and results were decided through a lottery. In addition, the FAA also used a lottery 
mechanism when deciding which slots to suspend in order to reduce the number of operations to 
within a lower peak limit imposed for operational reasons.

Issues to consider

To dissuade participants from over-bidding, there would likely need to be a range of requirements 
surrounding slots secured through this process. For example, secondary trading could be banned 
(for a short period) on these slots or participants could be required to pay an entry fee, or bond 
(which would be lost if they failed to take up allocated capacity) to enter the lottery. As with the 
objective-led allocation process, requirements would also need to be made and enforced to 
ensure that airlines delivered on what they promised.
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A combination of uncertainty associated with 
administrative evaluation of business plans 
(see above) and a lottery to determine final 
outcome.

Assessment

Business certainty

Secondary Objectives

This would require Government to set out 
clear criteria so that weightings for each lottery 
process would be determined.  This is likely to 
be a complex and lengthy process as business 
cases are developed and assessed.

A step away from principles of current 
regulations and introduces a new mechanism. 
This could set precedent, thereby undermining 
continuation of existing regulations for season-
to-season allocations.

Administrative 
complexity

Compatibility with 
existing UK and EU 
regulation

Airlines increasing slot holdings may increase 
domestic routes. Ensuring this happens would 
require Government to design this into the 
lottery process.

Better domestic 
connectivity 
(and supporting 
competition)

A greater share of total slots is held by smaller 
airlines. However, fragmentation of slots means 
that it is unlikely that a sizable competitor to 
the incumbent hub carrier will emerge.

Assessment: Allocation by lottery

Assessment

Effective 
competition

Primary Objectives

The approach could weight applicants’ chances 
based on Government’s objectives. But this 
still leaves a chance that airlines not meeting 
these objectives would secure the slots, and 
also reduces the perceived benefits of “fair” 
approach.

Increased 
connectivity to 
international 
destinations 
(and increased 
competition)



Conclusion
This report has demonstrated the centrality of the process and rules for allocating airport capacity 
in maximising the potential benefits of expansion at Heathrow. It has also shown that, based on a 
range of plausible objectives of the Government, the existing rules of capacity allocation (based 
on IATA’s Worldwide Slot Guidelines) will not deliver what the Government wants from Heathrow 
expansion.

That is not to say that the existing system is broken or that a new system is needed for season-to-
season allocations. We also recognise that the outcome of the alternative approaches shown here 
is reliant on the precise specification chosen and assumptions used in the modelling. Inevitably, 
this means that further modelling (of these and other options) and consideration of detailed 
implementation approaches will be needed before a final decision is made. 

However, whilst that work is clearly needed, we strongly believe that a bespoke process of 
allocation should be used for allocating new capacity created by Heathrow expansion. Without 
this, the once-in-a-generation opportunity to boost competition, lower fares and improve service 
and passenger choice could be missed.
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