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1 Introduction

This document sets out the Jamaica Civil Aviation Authority’'s (The
Authority's) final determination on the airport charges that will apply at
Sangster International Airport (SIA) for the next quinquennium (QQ3)—i.e.
January 1, 2026 to December 31, 2030.

The current rates at SIA are due to expire on December 31, 2025." As
required by the Airports (Economic Regulation) Act 2002, the JCAA has
conducted an investigation to determine the appropriate charges for QQ3,
which is due to start on January 1, 2026.

The decisions made on the appropriate charges at SIA will have significant
implications for SIA, airlines, cargo shippers, passengers and other
stakeholders in Jamaica. This document incorporates views from
interested parties. The Authority would like to thank the airport, airlines
and other stakeholders for their positive contributions to its investigation.

Figures quoted in this document are in US$ and real 2025 prices, unless
stated otherwise.

" The rates set for QQ2 were due to expire on December 31, 2024, but the period was extended by
one year, as permitted by the Airports (Economic Regulation) Act 2002 and agreed between the
Authority and the airports.
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2 Context for the JCAA's determination

2.1 Introduction

This section sets out the process that has shaped the Authority's
determination, its relevant duties under the Airports (Economic
Regulation) Act 2002, the importance of stakeholder engagement, and the
most appropriate form of regulation at SIA. It also considers the
concession fees paid by MBJ Airports Limited (MBJAL), the operator of SIA,
to the Airports Authority of Jamaica (AAJ) and the taxes imposed on
airfares by the government. While the concession fee and taxes are
outside of the Authority's remit, they provide important context for the
review.

2.2 Statutory context to the JCAA's investigation

The Airports (Economic Regulation) Act 2002 (‘the Act') provides the
statutory context for the review. The Act mandates that the Authority
must, at the end of each five-year period, make any modifications to the
conditions imposed on airport charges that it considers appropriate for
regulating the maximum amounts that an approved airport operator may
levy. 2 The Act also states that the Authority must conduct a
comprehensive review of the airport operators’ business and operations
and the environment in which they function.

The rate review process is a major programme of work and it is important
that the Authority’'s decisions are well supported and subject to
appropriate consultation. The final determination is therefore based on a
process that commenced in 2024, for which the key milestones are
outlined below.

. Publication of JCAA's consultation document, outlining the
proposed timetable, consultation process, and framework for the
review.’

. Publication of our business plan guidance, outlining the

information that is required from airports and users, and to help
the airports in putting together their forecasts, business plans and
airport charges proposals for QQ3.

° First consultation between the JCAA and stakeholders, and
between the airports and stakeholders. Further information on
stakeholder engagement is included in section 2.4 below.

2 see Subsection 10 (5)(b) (Mandatory conditions for scheduled airports).
33cAA (2024), 'Consultation Paper: QQ3 Sangster International Airport’, July.
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o Publication of the JCAA's Key Issues paper, setting out the
Authority's initial views on the key issues for the QQ3 review.*

. Submission of airports' business plans, charges proposals and
supporting documents.

o Publication of the JCAA's draft determinations.

o Post-draft determination consultations between the JCAA and

stakeholders.

Upon conclusion of the review, pursuant to Section 12 of the Act, a copy
of the report is required to be submitted to the Minister of Transport. This
report must detail the investigation and consultations undertaken. A copy
of the report should also be submitted to the airport operator.

The Authority’s duties, set out in the Act, need to be central in setting the
rates for the next review. In this respect, our duties are:

o to further the reasonable interests of users of airports within
Jamaica, and to provide economical and reliable services to those
users by establishing a system for regulation of the airports that
takes account of those interests;

o to promote the efficient, economic and profitable operation of
airports;

o to ensure compliance with Jamaica's international obligations, as
notified by the Minister;

o to create an enabling environment for potential investors in
airports;

o to encourage investment in new facilities at airports in time to
satisfy demands by users of the airports;

o to impose restrictions on the operator as consistent with the
performance by the Authority of its functions;

o to further vital public interests as notified to the Authority by the
Minister;

o to ensure the airport is operated in accordance with performance

standards and service levels that are consistent with industry
best practice.

The duties are given equal weight, so some may need to be prioritised over
others in decision-making. In this document the trade-offs are set out in
taking decisions on specific factors.

In addition, in making decisions when exercising our functions under this
Act, reasonable standards of procedural fairness and the rules of natural

4 JCAA (2024), 'Key Issues for the QQ3 regulatory review', August.
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justice must be observed as well as acting in a timely fashion. Therefore,
the Authority must:

o consult with persons who are likely to be affected by a decision;

. give to such persons an opportunity to make submissions and to
be heard by the Authority;

o have regard to the evidence adduced at any such hearing and to
the matters contained in any such submissions;

o give reasons in writing for each decision.

The Act also requires that, in determining whether to approve airport
charges, the Authority shall take account of:

. its objectives (listed above);

° the efficiency of the operations;

. compliance with quality and performance standards;

o performance by the operator in terms of commitments

undertaken under the conditions by which it was approved as an
airport operator;

o whether the proposed charges would be reasonable in light of the
services provided;
o whether the proposed charges can be justified, taking into

account revenue from all sources from the airport’'s operations,
including aeronautical and as much of the non-aeronautical
revenues as the Authority deems appropriate.

2.3 Aerodrome safety and aviation security considerations

In the 'Key Issues' paper, the Authority noted that "evidence of whether
any additional costs related to the fulfilment of airport's regulatory safety
obligations are required should also be included in airport business plans
and forecasts, as relevant.”® These regulatory safety obligations refer to
aerodrome safety and aviation security.

As it relates to compliance with the Jamaica Civil Aviation Regulations
(Schedule 21), the JCAA Manual of Aerodrome Standards and ICAO Annex
14, currently MBJ Airports Limited is compliant and no major capital
expenditure for any deficiencies has been identified.®

On the topic of aviation security, however, the Authority noted that MBJAL
"needs to reconfigure their main screening checkpoint, upgrade their
screening equipment and have the requisite trained and contracted

5 JCAA (2024), 'Key Issues for the QQ3 regulatory review', August, p. 26.
6 JCAA (2024), 'Email: Aerodrome safety & Aviation Security Considerations for QQ3', November 26.
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security personnel to implement their security programmes effectively."’
In addition, the Authority noted that an audit by USAP-CMA 2024 found
that one key deficiency in the resources and facilities required for aviation
security was the shortage of consumables such as swabs for the
explosive trace detection equipment at the level 3 hold baggage system
at SIA.

In an email communication to the Authority, MBJAL confirmed that x-ray
machines at screening checkpoints have been upgraded in line with
international standards and local regulatory requirements. In addition,
MBJAL communicates deficiencies to the Port Security Corps (PSC), which
is responsible for training MBJAL's personnel and instituting corrective
action plans where necessary.

With respect to the concerns raised about a shortage of consumables at
the SIA level 3 hold baggage system, MBJAL has indicated that this issue
was corrected on the same day. While the swabs were available at the
security centre, and were collected by PSC officers and moved to the level
3 baggage screening areq, the swabs were not present at the time of the
inspection. The Authority's security inspectors were informed of this
development at the time.

To this end, the Authority is satisfied that the deficiencies identified have
been sufficiently addressed.

2.4 Stakeholder engagement

Stakeholder engagement is a central feature of the regulatory framework
that the Authority has established for SIA. The 'Key Issues’ paper® notes
that where there is evidence of good customer engagement, and in areas
where there is broad agreement between the airport and stakeholders,
there may be less regulatory scrutiny.?

During the first consultation process, all parties who provided responses
agreed with the need for stakeholder engagement and acknowledged the
benefits it could bring. The Fair Trading Commission (FTC) advocated
broadening the scope of stakeholder engagement, recommending that
airports consult regularly with stakeholders on the structure of charges
and gather input and concerns about charge adjustments. The FTC also
highlighted the need for broader stakeholder inclusion from a diverse
range of voices, including those currently unrepresented.

7 JCAA (2024), 'Email: Aerodrome safety & Aviation Security Considerations for QQ3', November 26.
8 JCAA (2024), 'Key Issues for the QQ3 regulatory review’, August.

? Less regulatory scrutiny may be applied in some areas, with the exception of highly technical
areas, such as setting the regulatory asset base (RAB) and estimating the weighted average cost of
capital (WACC). JCAA (2024), 'Key Issues for the QQ3 regulatory review', August, p. 7.
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A range of views was expressed about the Authority’s role in stakeholder
engagement. For example, the International Air Transport Association
(IATA) indicated that it would welcome a greater role for the Authority,
suggesting that the Authority attend all consultations between the
airports and stakeholders as an observer.

While the Authority concurs with the views expressed on the importance
of stakeholder engagement, it does not consider that it should have a role
as an observer or facilitator of these stakeholder consultations. It is
important to maintain the Authority's independence, and ensure that its
presence does not influence stakeholders' positions.

MBJAL has provided detailed minutes from a consultation held in July 2024
to inform the development of its Airport Master Plan, which included
meetings with several airlines and other stakeholders. To inform the
development of its business plan submission for the QQ3 review, MBJAL
then met with airlines and IATA representatives in October 2024, for which
it has also provided detailed minutes. Its business plan notes that
‘feedback from IATA and the airlines focused on the need for greater
details on the proposed capital program. MBJAL has committed to
engaging IATA further regarding the items raised.'®

MBJAL has also indicated that it holds consultations with airlines and
stakeholders through periodic meetings with the Airline Operators
Committee (AOC) and with the Facilitation and Aviation Security
(FALAVSEC) Committee. It also regularly consults with the Board of Airline
Representatives of Jamaica (BARJ) on the annual yield adjustment, as
well as with the AAJ on a quarterly basis.

The Authority recognises the effort made by MBJAL to engage with airlines
and other stakeholders over the course of this review so far. However,
based on the evidence submitted in its business plan and subsequently,
there are areas for improvement in its stakeholder engagement.

While the Authority recognises that MBJAL regularly holds meetings and
consultations with stakeholders, only one meeting seems to have been
held to directly inform the development of its QQ3 business plan. To this
end, in the draft determination, the Authority requested further details on
how MBJAL intends to deepen the level of engagement with its
stakeholders over QQ3. MBJAL has responded that it will provide the JCAA
with the schedule and attendance of meetings with its stakeholders,

0 MBJAL (2024), '3rd Quinquennial Airport Charges Review Submission to Jamaica Civil Aviation
Authority’, October, p. 25.
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including airlines through the AOC. The Authority welcomes this, and also
requests that MBJAL provides minutes for these meetings and clearly
indicate where stakeholder engagement has informed positions for the
QQ4 review and beyond. This is particularly in light of concerns raised by
IATA and the FTC regarding appropriate consultation with airlines on the
airport's investment plans, discussed further in section 5.2.4 below.

2.5 Form of regulation

In QQ2 the Authority introduced an incentive-based form of regulation
based on an ex-ante charge control that caps charges at a level that
allows the company to recover the efficient level of costs incurred in
providing the regulated services. However, under this form of regulation,
the company also bears the risk of lower profits, or even losses, if it fails
to control its costs and meet the regulator's forecasts. Typically,
regulated charges are set on a forward-looking, real-term basis—i.e. they
are adjusted for inflation through a formula based on the principle of CPI
- X, where CPIl reflects consumer price inflation and X an efficiency factor.™

Under this form of regulation, the total revenue requirement is calculated
as the sum of depreciation, the efficient level of operating expenditure
(OPEX), and a target return on assets. In the case of both SIA and Norman
Manley International Airport (NMIA), the concession fee is also included.
These building blocks are illustrated in Figure 2.1 below.

" Charges may also be expressed in nominal terms, in which case the company bears all the risk of
inflation in the economy varying from the level used in the regulator's forecasts.
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Figure 2.1 Building blocks for setting the price cap
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the regulatory model. MBJAL has also indicated that the charge cap
should continue to be applied on a price-per-passenger basis.™

Therefore, the Authority's final determination is to maintain the ex-ante
charge control that was introduced in QQ2, as this approach remains
appropriate and ensures stability and consistency in the regulatory
regime. As in QQ2, the charge cap will be set on a price-per-passenger
basis. This provides airports with the flexibility to set the structure of
charges and undertake periodic or annual rebalancing of airport charges
within overall guidance and approval from the Authority, and based on
consultation with users.

2.6 Concession Agreement

A Concession Agreement, signed between the AAJ and MBJAL in 2003 for
the period up until March 2034, sets out the terms and conditions under
which MBJAL operates SIA. As this agreement is due to end just over three
years after the end of QQ3, any QQ4 period will be shorter than the typical
five-year period. MBJAL has therefore suggested considering an eight-
year period as part of setting charges for QQ3 (i.e. until the end of the
concession in March 2034).

The Authority understands that changes may be made to the Concession
Agreement between the AAJ and MBJAL over QQ3 to address the expiry
of the agreement. Therefore, the Authority will consider the appropriate
approach to take to QQ4 at the end of QQ3, depending on the situation
with the Concession Agreement at this time. However, if it is the case that
there is still a three-year period until the end of the Concession Agreement,
the JCAA agrees that a lighter-handed review may be appropriate.

MBJAL agrees with this approach but has requested more detail on this
lighter-handed review. The Authority notes that the lighter-handed
approach is likely to involve less detailed scrutiny of the different
parameters.

The Concession Agreement also outlines the fees to be paid by MBJAL for
the right to operate the airport. The concession fee consists of two
components:

° the fixed concession fee (FCF): a fixed fee' per work load unit;
° the additional concession fee (ACF): 45% of the difference
between a base revenue benchmark (determined by the AAJ) and

2 MBJAL (2025), 'Response to the JCAA draft determination of the 3rd of March 2025, April, p.5.
B The original concession term was to March 2033 but was extended by a year to March 2034 in
light of the COVID-19 pandemic and its impacts.

4 $2.91 per work-load unit in real terms (2019 price base).
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total revenue collected by the airport. Total revenue includes both
the FCF and the ACF.

The concession fee, which is paid annually, is a significant sum of money.
As the fee is taken into account much like OPEX is in the building-block
model (see Figure 2.1 above), it ultimately increases the charges paid by
passengers.

In MBJAL's business plan, it forecast that the concession fee collected by

the government would increase the per-passenger charge by 115%-135%,
or $10.81-$12.64, as shown in Figure 2.2.

Figure 2.2 MBJAL proposed charges
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Source: JCAA analysis of MBJAL's tariff model.

The concession fee therefore significantly adds to the airport’s costs that
are ultimately paid for by passengers. This could in turn have a dampening
effect on traffic and traffic growth at the airport. In IATA's response to the
draft determination, it noted this potential negative impact on traffic, and
suggested that the government should re-invest these funds in the
industry.
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The concession fee arrangements between the AAJ and MBJAL have been
taken into account in forming the Authority's determination, and the
concession fee has been calculated in line with the approach set out by
MBJAL in its business plan submission. However, given that the concession
fee is a function of total revenue, if the Authority reaches a different view
from MBJAL on the amount of allowed revenue required over QQ3, the
concession payments will also change. The impact of the Authority's draft
determination on the concession fee is set out in section 10.

It is also noted that if SIA outperforms the QQ3 determination (e.g. if
traffic is higher than forecast), this will lead to an increase in the
concession fee paid to AAJ. The incremental concession fee due to this
outperformance would need to be recovered by MBJAL from the
additional revenues earned on passengers above forecast levels (i.e., on
the outperformance). MBJAL does not have the option to seek an increase
to airport charges to accommodate any extra concession fee it must pay
to the AAJ based on outperformance.

2.7 Taxes

This determination sets the maximum that SIA is permitted to charge
airlines at the airport. However, the Authority is conscious that airport
charges are only one component of the ultimate airfare paid by
passengers.

Another significant component of the airfare is government taxes and
charges. As shown in Figure 2.3 below, SIA has estimated that NMIA and
SIA have some of the highest airport charges per passenger in the region,
with a significant proportion of these charges attributable to Jamaican
government fees and taxes (including the travel tax and tourism
enhancement fee).
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Figure 2.3 Airport charges per passenger at NMIA and SIA versus
comparator airports
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Note: Although this figure is extracted directly from MBJAL's business plan, airport
charges have since been revised by both SIA (Montego Bay) and NMIA (Kingston); as
such, the most recent proposed airport charges and government fees per passenger may
differ from those shown in the figure. The above figure is included to demonstrate the
magnitude of charges at Jamaican airports compared to other airports in the region.
Source: MBJAL business plan, based on total charges per passenger for a Boeing 737-900
(Narrowbody).

Much like the concession fee, taxes increase the cost for passengers to
use the Jamaican airports. As such, traffic or traffic growth may be lower
than it would be in the absence of the taxes. The FTC has suggested that
the impact of high airport charges, which stem from concession fees,
taxes and revenue-sharing, on Jamaica's aviation and tourism sector
should be analysed.

The Authority notes that in its response to the draft determination, MBJAL
has stated that the Authority ‘fails to distinguish between airport charges
controlled by MBJAL and government-imposed taxes and fees over which
MBJAL has no control."®

The Authority acknowledges that the charges presented in Figure 2.3
above are meant to illustrate the total cost, including the charges the
airport cannot control (i.e. the government fees) and what it can control

5 MBJAL (2025), ‘Response to the JCAA draft determination of the 3rd of March 2025, April, p.5.
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(i.e. 'airport charges per passenger'). We note that this figure came
directly from the MBJAL business plan.

In addition, MBJAL has stated that it believes that taxes should not be
taken into consideration when setting the appropriate yield cap for SIA.
The Authority confirms that the yield cap is determined based on the
building blocks form of regulation detailed in section 2.3 and as set out in
the rest of this report. As mentioned earlier in this section, concession fees
and taxes are outside of the Authority's remit, but provide important
context for the review. This point is discussed further in sections 4.2.4 and
4.2.5.
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3 Traffic forecasts

3.1 Introduction

This section sets out the Authority's traffic forecasts for SIA for QQ3. It
provides the background to traffic forecasting, an assessment of MBJAL's
forecasts, and concludes with the Authority's final determination of SIA's
traffic forecast for QQ3.

3.2 Background

Air traffic forecasts are critical inputs to setting the price cap for airports.
Ensuring that such forecasts are robust and reliable is crucial for the: (i)
setting of charges; (ii) setting allowed costs; and (iii) risk management.

In the five years prior to COVID-19, SIA exhibited strong traffic growth, with
a compound annual growth rate (CAGR) of 5.9%, increasing from 3.7m to
4.7m passengers between 2015 and 2019." This may have been due to a
number of factors, such as improvements in global economic conditions,
increased city—pair connections, and lower airfares.” Despite a material
reduction in passenger numbers in 2020 and 2021 due to COVID-19, traffic
at SIA recovered quickly thereafter, exceeding its pre-pandemic levels by
2023, reaching 5.2m passengers per year.

As part of the QQ2 final determination, the Authority forecast that traffic
would increase from 4.9m in 2020 to 5.7m in 2024."® Figure 3.1 shows the
comparison of outturn and forecast traffic by MBJAL and JCAA for QQ2.

16 1cF (2024), '"Montego Bay International Airport: 30-year Long-Term Traffic, OPS and Cargo
Forecast', October, p. 17.

7 |ATA (2018), 'IATA Annual Review 2018', June, p. 12.

8 3cAA (2019), 'Final determination for Sangster International Airport’, August, p.22.
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Figure 3.1 QQ2 outturn versus forecast traffic
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Source: JCAA analysis using traffic data provided by MBJAL following a data request.

As illustrated above, due to the COVID-19 pandemic, traffic on an outturn
basis was materially below forecast levels, especially between 2020 and
2022. Although passengers at MBJAL returned from 2023 and exceeded
pre-pandemic levels, the numbers were still approximately 0.2m lower
than forecast at the QQ2 final determination. Passenger numbers in 2024
also decreased relative to 2023, and continued to be below QQ2 forecasts,
due in part to the US travel advisory for Jamaica and aircraft supply issues.
This is discussed further in section 3.3.

While passenger numbers at several airports have returned to pre-
pandemic levels, there are questions about whether pre-pandemic trends
in air travel can be relied on for forecasting future traffic, given the
changing nature of air travel post-pandemic. For example, due to the rise
of remote work and flexible working arrangements, it is likely that fewer
business trips will be made, reducing the demand for business travel
relative to pre-pandemic levels.”” Some of the traffic recovery post-
pandemic may also be pent-up demand. This illustrates how important it
is to consider whether there are any significant changes (i.e. structural

9 Bouwer, J., Saxon, S. and Lind, N. (2021), 'Back to the future? Airline sector poised for change post-
COVID-19', Mckinsey & Company, April 2, https://www.mckinsey.com/industries/travel-logistics-and-
infrastructure/our-insights/back-to-the-future-airline-sector-poised-for-change-post-covid-19
(accessed December 3).
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breaks) in air traffic that need to be accounted for when developing
forecasts.?0

3.3 MBJAL's traffic forecasts
In forecasting traffic for QQ3, MBJAL has adopted two approaches:

. a bottom-up approach for 2024 and 2025 using year-to-date
traffic and airline schedules;
o a top-down regression-based approach for 2026 onwards,

focusing on GDP projections in key markets (i.e. regions/countries
to which there is passenger traffic from SIA).2

MBJAL's bottom-up approach combines seat capacity and load factor
forecasts to produce estimates for the second half of 2024 up to the end
of 2025. The capacity forecast uses historical data from 2019, and
planned seat capacity published by airlines up to the end of the first half
of 2025, alongside industry benchmarks. MBJAL assumes that the load
factor for the rest of 2024 and for 2025 is the average of 2019 and 2023.
This is due to expected seat capacity being lower than 2023, but higher
than 2019, such that the load factor is expected to reach a midpoint
between the two years.??

For the top-down approach, MBJAL has used an econometric approach to
estimate the coefficient of GDP for relevant countries/regions.2® This GDP
coefficient represents the elasticity between GDP and traffic (i.e. the
change in traffic expected for a given change in GDP). Since many of the
coefficients were higher than the elasticities typically observed in such
markets, MBJAL sets a lower elasticity than that estimated by its analysis.

While MBJAL has provided an overview of its approach, it has not supplied
the models or the detail underlying its analysis, despite requests from the
Authority. Therefore, the Authority is not able to confirm the time period
that has been used to estimate the elasticities or the model specification.
Following a data request and discussions between the Authority and

20 A structural break exists if the relationship between air traffic and the drivers of traffic suddenly
change. For example, in the case of business travel, an increase in GDP before the pandemic may
have implied more business trips. However, since the pandemic and the growth of remote work, this
relationship may no longer hold.

2T MBJAL (2024), '3rd Quinquennial Airport Charges Review Submission to Jamaica Civil Aviation
Authority’, October, p. 38.

22 |CF (2024), 'Montego Bay 30-year Forecast Assumptions and Results Summary — Revised — Dec
2024', December, p. 12.

25 MBJAL lists the following regions/countries used in its top-down approach: (i) United States, (ii)
Canada, (iii) UK, (iv) Western Europe, (v) the Caribbean, and (vi) ‘Other’.
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MBJAL, the Authority believes that the following assumptions regarding
the traffic forecasting approach have been made:

° MBJAL has used a modelling period of 2005-19, and has reduced
the elasticity over time due to a high estimated coefficient;

o an ordinary least squares (OLS) regression has been used;

. elasticities have been applied to GDP projections for each market;

o projected growth rates in traffic across the regions/country

segments in QQ3 are applied to the bottom-up 2025 forecast. This
produces MBJAL's final traffic forecasts, as set out in Figure 3.2.

Figure 3.2 MBJAL's traffic forecast relative to outturn
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Note: Total passengers excludes transit, transfer and general aviation passengers.
Source: JCAA analysis based on traffic numbers provided by MBJAL.
The figure shows that traffic at SIA declined by 2.9% in 2024, which is
greater than the modest decline of 0.2% initially forecasted by MBJAL.?*
This was attributed to aircraft availability issues due to Boeing delays,
engine issues on Airbus aircraft, as well as the level 3 advisory from the
24 MBJAL (2024), '3rd Quinquennial Airport Charges Review Submission to Jamaica Civil Aviation
Authority’, October, p. 39.
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US Department of State urging travellers to reconsider travel to
Jamaica.?®

While traffic is not predicted to increase in the short term, MBJAL has
predicted an increase in traffic over QQ3, from 5.3m in 2026 to 6.2m
passengers in 2030, driven by projected economic growth and more
available aircraft.?¢ This represents a CAGR of 4.0%, which is lower than
the outturn CAGR of 5.9% over 2015-19, although, in absolute terms, the
annual growth in passenger numbers is similar between the two periods.

ICF has also provided conservative and high-case scenarios, ranging from
6m to 7m passengers by 2030 respectively.?’ This results in a CAGR range
of 2.6-5.8%.

3.4 The JCAA's draft determination
The following sections summarise the Authority's position on MBJAL's
bottom-up and top-down forecasts in the draft determination.

3.41  MBJAL's approach

In the draft determination, the Authority considered numerous aspects of
MBJAL's bottom-up approach to forecasting traffic in 2024 and 2025 to
be reasonable. In particular, the Authority agreed with the exclusion of
seat capacity and load factor data from the pandemic period (i.e. 2020
and 2021) given the unique impact of COVID-19 on air traffic.

Due to timings of the submitted forecasts, the Authority did not use
MBJAL's bottom-up forecasts directly. Instead, it used the forecasted
growth rate between 2024 and 2025, and applied this to the outturn traffic
for 2024.

As discussed in the draft determination, while the Authority agreed with
many aspects of MBJAL's top-down forecasts, it also identified a number
of limitations. These include:

e (i) the exclusion of recent years (2020-2024) from the modelling
period;

e (ii) a high GDP coefficient that was unsupported by evidence and which
had to be adjusted downwards;

25 bid, p. 38.

26 |bid, p. 39.

27 Relative to the base case, the conservative case assumes lower load factors (-3%) with slower-
than-expected GDP growth (-0.5%), while the high case assumes higher load factors (+3%) and
higher-than-expected GDP growth (+0.5%).
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e (iii) use of US GDP only (weighted alongside Jamaican GDP) as a sole
driver to explain traffic; and

e (iv) concerns that the GDP forecasts of the US and Jamaica were in
nominal terms.

3.4.2 The JCAA's approach

Due to the limitations of MBJAL's top-down approach, the Authority
estimated an econometric model that improved on MBJAL's approach in
the following ways.

o Using GDP inreal terms. This ensured that the interpretation of the
coefficient was not affected by inflation.
o Inclusion of recent outturn data with a COVID dummy. The

modelling period was extended to include 2020-24 to better
reflect the recent trends in air travel. A COVID dummy for the
years 2020 and 2021 was included in the model to account for
lockdown measures limiting air travel.?®

o Use of a weighted average GDP variable that incorporates other
regions that affect traffic in Jamaica. This meant that US GDP was
not the sole explanatory factor for predicting traffic to Jamaica.

Using the time period 2011-24, the Authority estimated a model as follows:
Log(total passengers;) = By + f1Log(Weighted real GDP;) + ,COVID; + &
Where t = year and the weighted real GDP is defined as the following:

Weighted real GDP, = Z Real GDP;; X Weighting of region;;

Where i = country or region.?’

The weighting was based on the proportion of passengers from the
respective region relative to the total passengers at SIA. That is, the
weighting on US GDP was based on the proportion of passengers
originating from the USA relative to total passengers at SIA.

However, due to data constraints at the time of the draft determination,
these weights were based on published seat capacity data. This data
provided the seat capacity in an origin and destination (O&D) pairing, but
the point of origin was not explicitly set out.*® Seat capacity was also
noted to be representative of supply, rather than demand from each

28 A dummy variable allows for categorical data to be accounted for in model. In the traffic model,
the COVID dummy variable is set equal to 1if the year is 2020 or 2021, and 0 otherwise. This allows
the model to account for differences in traffic attributed to COVID.

29 We have used the following countries/regions which account for most, if not all, traffic at MBJ: (i)
USA, (ii) Jamaica, (iii) Canada, (iv) UK, (v) Caribbean, and (vi) Latin America (LatAm).

30 MBJAL confirmed that the seat capacity data reflects the origin of a passenger travelling to SIA.
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region. Therefore, if load factors differ materially between regions, this
may affect the weightings.

Moreover, due to additional data limitations, the weightings for 2019 were
applied to all years included in the modelling period prior to 2019, while
weightings for 2023 were applied to the years 2020-22. Forecast years
were set equal to 2025 weightings. The Authority noted that this was an
area it would seek to refine ahead of the final determination using
additional data.

Based on its analysis, the Authority estimated a statistically significant
elasticity of passenger numbers to the weighted GDP variable at 1.76. That
is, a 1% increase in weighted GDP is associated with a 1.76% increase in
traffic. This was materially lower than MBJAL's estimate, and more in line
with precedent:

o Gallet and Doucouliagos (2014) performed a meta-analysis of
income elasticities of travel and found the elasticity of
international routes to be 1.546.%

° IATA (2008) found that income elasticities for air transport were
generally between 1 and 2, and that developing countries
‘typically have a greater responsiveness than developed
countries'.*? Long-haul travel from developing countries was also
found to exceed 2.

° the ACI (2011) states that 'typically income elasticity values [...]
range from 1.0 when applied to mature market segments to 2.5 in
the case of rapidly emerging markets’, and that ‘'median values of
around 1.5 would be normal.'®®

While alternative specifications were tested, these models did not
perform as well, due to material decreases in model fit, statistically
insignificant variables, and/or unexpected relationships.

The Authority's forecasts relative to MBJAL's forecasts in the draft
determination are summarised in Table 3.1.

31 Gallet, C.A. and Doucouliagos, H. (2014), 'The income elasticity of air travel: A meta-analysis’,
Annals of Tourism Research, November, 52:1, pp. 141-55.

32 |ATA (2008) 'Air Travel Demand — Measuring the responsiveness of air travel demand to changes
in prices and incomes', IATA Economics Briefing No. 9, April,
https://www.iata.org/publications/economic-briefings/air_travel_demand.pdf (accessed 2
February 2025).

33 ACI (2011), 'ACI Airport Traffic Forecasting Manual: A practical guide addressing best practices’,
June,
http://www.aci.aero/Media/aci/file/Publications/2011/ACI_Airport_Traffic_Forecasting_Manual_20
11.pdf (accessed 2 February 2025).
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Table 3.1 Comparison of traffic forecasts — draft determination

2024 2025

2026

2027

2028

2029

2030

CAGR
(QQ3)

MBJAL Levels 5.04 5.06
(m)

5.27

5.51

5.74

5.96

6.17

Growth 0.3%

4.2%

4.5%

4.2%

3.9%

3.6%

4.0%

JCAA Levels 5.11 5.12
(m)

5.30

5.49

5.68

5.87

6.06

Growth 0.3%

3.5%

3.6%

3.5%

3.4%

3.2%

3.4%

Note: The 2024 figure for JCAA is based on recent outturn traffic data provided by
MBJAL.
Source: JCAA analysis.

As shown in the table, the Authority forecasted traffic to increase from
5.30m to 6.06m between 2026 and 2030, with a CAGR of 3.4%. This was
lower than forecast by MBJAL, which forecasted an increase from 5.27m
to 6.17m over the same time period, with a CAGR of 4.0%.% The lower
forecast was driven by a reduction in the GDP coefficient (i.e. elasticity)
relative to MBJAL's estimates, which was a result of the seat capacity
data provided by MBJAL that was used as a proxy for point of origin mix
data.

Based on the seat capacity data provided by MBJAL, Jamaica had a
weighting of 0%. That is, no passengers were expected to originate from
Jamaica. The Authority noted in the draft determination that it considered
the use of seat capacity data as a proxy for point of origin mix to raise
concerns. It requested MBJAL provide historical point of origin mix data
across all years of the modelling period for consideration for the final
determination, otherwise it would adopt an assumption of 30% of the
origin and destination mix originating from Jamaica, and would adjust the
GDP weighting accordingly.

3.5 Responses to the draft determination
MBJAL responded to the draft determination with a number of concerns
related to the traffic forecasts.

34 The Authority's forecasts aligned with the lower end of the estimates proposed by MBJAL
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o Real GDP forecasts. MBJAL agrees with the Authority's approach
to forecast GDP in real terms, but believes the Authority's concern
that MBJAL had used nominal GDP is unwarranted.

o Inclusion of passengers not subject to passenger charges. MBJAL
stated that the JCAA forecast for 2024 may have included
transfer, transit, and general aviation passengers which are not
subject to passenger charges.

o COVID-19 effects. MBJAL raised concerns that the COVID dummy
variable used to capture the pandemic effects in 2020 and 2021 is
too simplistic. Furthermore, it believes that the exclusion of 2022
and 2023 from the COVID dummy may "bias the GDP coefficient
estimate upwards as the rapid traffic growth in 2022 and 2023 will
be ascribed to GDP alone.”"3 MBJAL recommended separate
dummies for each of the relevant years (if the analysis allows it).

o Use of seats as a proxy for point of origin. MBJAL stated that it is
incorrect to use seat capacity as a proxy for the Point of Origin
(PoO) mix of passengers.

o 30% point of origin assumption for Jamaica. MBJAL stated that a
30% point of origin mix for Jamaica is too high.
o Consideration of more recent traffic data. MBJAL believes that

more recent traffic data indicates a softening in demand which
suggests both MBJAL and the Authority's traffic forecasts may be
an overestimate.

The Authority notes that, in its consultation response to the draft
determination, the FTC acknowledges the robustness of the JCAA's traffic
model compared to that of MBJAL. It also suggests that the JCAA
validates MBJAL's assumptions with more recent data on seat capacity
and origin-destination.

3.6 The JCAA's final determination
The Authority has considered MBJAL's concerns and sets out its responses
to each point in turn.

Real GDP forecasts

The Authority welcomes MBJAL's agreement that all GDP data should be
in real terms.

Inclusion of passengers not subject to passenger charges

35 MBJAL (2025), 'Response to the JCAA Draft Determination of the 3rd March 2025', April, p.10.
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The Authority acknowledges that the draft determination traffic forecasts
included transfer, transit and general aviation passengers which may not
be subject to airport charges. This has been corrected for in the final
determination traffic forecasts presented in Table 3.2 below.

COVID-19 effects

The Authority does not agree that the use of a COVID-19 dummy variable
to account for the effects of the pandemic in 2020 and 2021 is too
simplistic. The majority of both years were characterised by lockdown
measures, which significantly restricted air travel.

The Authority also does not agree that 2022 and 2023 should be included
in the COVID-19 dummy. Since restrictions were lighter in early 2022 before
all restrictions were lifted in April 2022,3¢ this year is not considered to be
characterised by the same restriction effects of the pandemic on air
travel compared to 2020 and 2021.

Moreover, although 2022 and 2023 exhibited abnormally high levels of
traffic growth (69% and 19% respectively)®’, the Authority does not agree
with MBJAL's claim that this may bias the GDP coefficient upwards. This
claim would be valid if the traffic model was based on growth rates, the
first difference in traffic was included as an independent variable, or a
time-series model was used. However, due to the small sample size, and
to ensure consistency with the methodology implemented by MBJAL in its
business plan, an OLS model regressing traffic levels and GDP was used.
The following figure shows the underlying data used to estimate the
coefficient of GDP on traffic.

36 cNW (2022), '‘Jamaica lifts COVID test requirements and mask mandates for travellers’, April. Last
accessed April 16, 2025: https://www.caribbeannationalweekly.com/caribbean-breaking-news-
featured/jamaica-lifts-covid-test-requirements-and-mask-mandates-for-travelers/

37 MBJAL (2025), 'Response to the JCAA Draft Determination of the 3rd March 2025, April, p.10.
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Figure 3.3 Historical passengers versus weighted average GDP
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Note: Observations in blue represent the years that are included in the COVID dummy
variable. The line of best fit is based on all observations excluding 2020, 2021, and 2022.
Source: JCAA analysis.

As shown above, the majority of observations are close to the line of best
fit (based on all years except 2020-2022 which are the years of concern
by MBJAL)®*. The 2022 observation was tested by adding a separate
dummy for this year to the draft determination model. However, the 2022
specific dummy was not statistically significant at the 10% level. That is,
after accounting for GDP, the Authority finds that a year specific dummy
does not help explain traffic in 2022. This may suggest the year is not
abnormal in terms of traffic (after accounting for GDP). While the post-
pandemic environment may be different to pre-pandemic, we do not
consider 2022 (or 2023) warrants a dummy variable, nor should it be
included as part of the COVID dummy, since this variable accounts for
material effects of COVID restrictions on traffic.

Furthermore, MBJAL's suggestion of a separate dummy for each of the
relevant years is not appropriate, given the increased risk of overfitting,
which may already be high given the small sample size. Separating the
dummies for each year also has the same effect as removing these

38 2023 has been included despite MBJAL's concern given there were no COVID restrictions in this
year, and it appears to be very close to the line of best fit as indicated by the figure.

4.85
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observations altogether, which artificially changes the period that the
model, and more importantly the GDP coefficient, is based on. Overall, the
Authority considers separate dummy variables for the relevant years
could make the model less reliable for forecasts.

Overall, we do not consider the GDP coefficient estimate to be biased
upwards. In particular, the coefficient is in line with regulatory and
academic precedent, and is also materially lower than MBJAL's models
(which have a coefficient of above 3). We agree that the potential for a
structural break is difficult to determine so soon after the pandemic,*? and
have therefore not included an additional dummy for the pre-pandemic
period or an interaction term to reflect changes (if any) in the relationship
between income and traffic pre- and post-pandemic.

Use of seats as a proxy for point of origin and 30% point of origin
assumption for Jamaica

While the Authority agrees that available seat capacity is not an optimal
proxy for the Point of Origin (PoO) mix (relative to Origin & Destination,
O&D, data), seat capacity data was submitted by MBJAL for the draft
determination. No origin and destination information was provided
despite subsequent requests from the Authority.

We welcome the provision of O&D and PoO mix data by MBJAL, and
confirm that this has been used to form the weightings of GDP for the final
determination (rather than the 30% assumption for Jamaica, or setting
the weights constant to 2019 or 2023 levels). The GDP weightings for the
forecast years have also been set constant to 2024 levels for the final
determination. In addition, as the O&D and PoO mix data covers the period
2010-2024, the Authority has included 2010 as part of the modelling period
for the final determination.

Consideration of more recent traffic data

MBJAL suggests a decline of 0.6% in 2025 relative to both 2024 traffic and
its previous forecasts for 2025, introduces uncertainty into traffic
projections.“® The decline is evidenced by lower outturn traffic in the early
months of 2025 relative to the equivalent months in 2024. The Authority
considers the use of recent outturn data to revise the 2025 forecast to be
reasonable, and therefore accepts MBJAL's revised 2025 traffic forecast.

39 MBJAL (2025), ‘Response to the JCAA Draft Determination of the 3rd March 2025', April, p.9.
40 MBJAL (2025), ‘Response to the JCAA Draft Determination of the 3rd March 2025, April, p.12.
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However, while the Authority acknowledges the uncertainty in future
traffic, there is insufficient evidence to suggest that demand would soften
further in the long-term, beyond the Authority's initial projections. The
Authority also notes that some stakeholder consultations have suggested
strengthening demand. For example, Emirates announced new codeshare
services between Dubai and Montego Bay (via Frankfurt), improving
connectivity and tourism from the Middle East.*!

Therefore, overall, in the final determination, the Authority has generally
maintained its draft determination approach, though with the changes
discussed above based on additional clarifications and data provided by
MBJAL.

Based on the modifications outlined above, the Authority estimates a GDP
coefficient of 1.93. This continues to be in line with expectations from
academic literature (see section 3.4.2). While this is a slight increase
relative to the coefficient estimate of 1.76 from the draft determination,
this is explained by: (i) changes to the passenger numbers to reflect only
those passengers that are subject to airport charges; (ii) changes in the
GDP weightings to reflect O&D and PoO mix data (instead of available
seat capacity); and (iii) extension of the modelling period to include 2010.

The following table summarises the final determination traffic forecasts
at SIA for QQ3.

Table 3.2 Comparison of traffic forecasts — final determination

2024 2025 2026 2027 2028 2029 2030 CAGR
(QQ3)

MBJAL Levels (m) 5.05 5.02 5.27 5.51 5.74 6.17
Growth -0.6% 5.0% 4.5% 4.2% 3.9% 3.6% 4.0%

JCAA Levels (m) 5.05 5.02 5.23 5.45 5.67 6.12
Growth -0.6% 4.2% 4.2% 4.0% 3.8% 4.0%

Source: JCAA analysis.

As shown above, the Authority has accepted the revised bottom-up
forecast for 2025 from MBJAL. The Authority's forecasts, while higher than

4T our Today (2025), 'It's confirmed! Emirates flying to Jamaica via code sharing with Condor
Airlines', April. Last accessed April 21, 2025: https://our.today/its-confirmed-emirates-flying-to-
jaomaica-via-code-sharing-wit