
 
12 February 2016 
 
 
Mike Brown 
Manager Runway Extension Project 
Wellington International Airport Limited 
WELLINGTON 6140 
 
Dear Mike 
 
 
WELLINGTON AIRPORT RUNWAY EXTENSION 
 
Thank you for providing the InterVISTAS reports on traffic volumes with and without the extension 
of the runway at Wellington Airport, and for providing the Sapere report and spreadsheets on the 
cost benefit analysis. 
 
BARNZ has commissioned reports from NZIER reviewing these two reports.  They are attached. 
 
Forecasting 
 
On the InterVISTAS reports, NZIER advise that the traffic forecasts are about five times too high. 
 
The InterVISTAS forecasts are too high partly because they rely on forecasts of GDP growth in China 
and Asia that are too bullish and partly because the volumes of passengers assume that seven routes 
would be viable, whereas only the route to Singapore has any prospect of being viable from an 
airline profitability perspective.  The other routes are: 
 

 Hong Kong, which would not have enough connecting traffic to the west if there were 
already a direct long haul route to Singapore. 
 

 Los Angeles, which the Inter VISTAS report says would only be viable for half the year, which 
would render it not viable. 

 

 Dubai via Melbourne, which does not need an extension of the runway because Melbourne 
is already reached by narrow bodied aircraft from Wellington. 

 

 Kuala Lumpur, which would not be viable if there is already a direct long haul route 
established to Singapore.  It would be unlikely that there would be sufficient traffic for both 
hubs. 

 

 Bangkok, which would not be viable for the same reason as Kuala Lumpur. 

 

 Adelaide, which can already be reached without the runway extension. 
 
When the forecasts are corrected by the elimination of routes that are unlikely to be viable and 
routes that do not need the extension, and corrected by reductions in the growth rates assumed for 
China and other Asia, the volumes reduce by a factor of about five. 
 
  



 
Cost Benefit Analysis 
 
On the Sapere report, NZIER advise that, while they are comfortable with the basic structure of the 
model, a number of troubling errors have been made with the analysis. 
 
Half the benefits of the project identified by Sapere arise from additional tourists to New Zealand.  
The benefits come from supplying goods and services in New Zealand to these tourists.  The benefit 
per additional tourist is overstated because the cost of supplying the goods and services has not 
included the cost of labour, plant and machinery.  Furthermore, there is no recognition of the dis-
benefit to New Zealand of the direct long haul services enabling more New Zealanders to travel 
overseas for holidays and purchasing goods and services overseas rather than in New Zealand.  This 
aspect is an offset to the increase in visitors to New Zealand generated by the introduction of direct 
long haul services. 
 
Sapere has also overstated the value of time saved by New Zealand residents not having to travel to 
Auckland or Sydney to connect to long haul flights from those two airports to destinations in Asia or 
North America.  The overstatement has arisen from an over-estimate of the value of travel time per 
hour for New Zealand. 
 
When adjustments are made to the Sapere report for: 

 the overstatement of the benefit per additional tourist  

 the overstatement of the value of time saved from not connecting through Auckland and 
Sydney, and 

 the volume forecasts being at least five times too high, 
the benefit cost ratio in the economic analysis drops from 1.7 to below 1.0. 
 
If the offset for increased numbers of New Zealanders being stimulated to travel overseas for 
holidays could be quantified and the Sapere analysis adjusted for that effect, the benefit cost ratio 
would be further reduced. 
 
That means that the project would be wasteful from a national perspective – the costs would 
actually exceed the benefits over the whole life of the runway extension.  The project would make 
New Zealand worse off as a whole.   
 
Worse still, if no service that needs the runway extension came to Wellington, there would be no 
benefits at all, and the benefit:cost ratio would be zero.  Not many infrastructure projects carry the 
risk of such a catastrophic failure. 
 
Effect on Wellington Airport 
 
We do recognise, however, that the project is nevertheless attractive from the perspective of 
Wellington Airport. 
 
We are fully aware that the capital costs of extending the runway could well enter the airport’s 
regulatory asset base and the increased operating costs would enter its estimate of operating costs 
for the airport in setting its charges.  Despite requests, the airport has not given any contractual 
guarantee that the full capital costs would not enter the regulatory asset base. 
 
We are also only too well aware that Wellington Airport is free to set prices as it sees fit.  Even if it 
complies with the Commerce Commission’s guidelines, it can set its total aeronautical revenue to 
provide a return of about 8.5% after tax on an investment in an extension of the runway.  With little 
additional revenue from airlines needing the extension, the revenue would be obtained by lifting 
charges on all other services — narrow bodied international, domestic trunk and regional services.  



Despite requests, the airport has not given any contractual guarantee that the costs of the extension 
will not be charged to airlines that do not need the extension. 
 
Furthermore, the airport is further motivated to increase passenger volumes through the airport, 
even with a socially uneconomic project, because of the increased profits it would make from its 
retail activities, carparking and services to taxis.  These profits are a by-product of increased 
passenger volumes, for which the airport has already recovered its aeronautical costs. 
 
BARNZ is therefore concerned that the airport could invest in a wasteful project, knowing that it can 
use its monopoly power to increase prices on all services into Wellington and derive profits from 
retailing, car-parking and taxis to make a handsome return on a socially uneconomic project.  BARNZ 
therefore advises the airport that, with no known airline demand for a longer runway, the project is 
highly speculative and should not proceed. 
 
For the avoidance of doubt, BARNZ members are highly supportive of sound market development 
and sound infrastructure development to go with it.  BARNZ members would welcome the 
opportunity to work with the airport to grow demand and develop the infrastructure that is required 
to support that growth.  BARNZ members would like to work with the airport to ensure that 
Wellington is well connected to the rest of New Zealand and to overseas destinations  
 
 
Yours faithfully 
 
 
 
John Beckett 
Executive Director  
 


