
20 November 2006 MINTER ELLISON BUILDING 25 NATIONAL CIRCUIT FORREST 
GPO BOX 369 CANBERM ACT 2601 AUSTRALIA 
DX 5601 CANBERRA www.minterellison.com 
TELEPHONE +61 2 6225 3000 FACSIMILE +612 6225 1000 

Mr Scott Gregson 
General Manager, Adjudication Branch 
Australian Competition and Consumer Commission 
470 Northbourne Avenue 
PO Box 1 199 
Dickson ACT 2602 
AUSTRALLA 

-Dear-Mr Gregson 

Authorisation A90855 - ACCC Revised Analysis of IATA Fares 

We have been are instructed to file the attached letter and report with you. The documents 
respond to matters raised in your letter of 6 September 2006 relating to IATA's application 
A90855. 

Yours pthfully 
MINTER ELLISON 

A/ 

Contact: Iain Sandford Direct phone: +612 6225 3014 Direct fax: +612 6225 +61(0)2 6225 1014 
Email: iain.sandford@minterellison.com 
Partner responsible: Russell Miller 
Our reference: 26-1417256 

MINTER ELLISON GROUP AND ASSOCIATED OFFICES 
SYDNEY MELBOURNE BRISBANE CANBERRA ADELAIDE PERTH GOLD COAST DARWIN 
HONG KONG SHANGHAI JAKARTA SAN FRANCISCO LONDON 
AUCKLAND WELLINGTON 



Mr Scott Gregson 
General Manager, Adjudication Branch 
Australian Competition and Consumer Commission 
470 Northbourne Avenue 
PO Box 1 199 
Dickson ACT 2602 
Canberra, Australia 

November 17,2006 

Ref: C200311470 

Re: ACCC Revised Analysis of IATA Fares 

Dear Mr Gregson: 

We are pleased that the ACCC's Determination concerning IATA's amended 
Authorisation application has now been issued, and appreciate the cooperation 
you extended to us in arriving at the sunset dates for IATA's immunities in 
Australia. We look forward to building on that spirit of cooperation in the future. 

With specific regard to the portion of the amended Authorisation application 
concerning the IATA Tariff Coordinating Conferences, IATA would like to take this 
opportunity to respond to the ACCC's letter of 6 September 2006 to Minter 
Ellison, IATA's outside counsel. In that letter, you enclosed a revised fare 
analysis prepared by the ACCC, which was based on the corrected IATA fare 
data, which we provided at your request. The discussion of the "coat hanger" 
issue, set forth in Paragraph 5 of the revised analysis, states in part that "the 
ACCC remains concerned that fares placed in the market by airlines can be 
influenced by the agreement of fares at IATA Tariff Coordinating Conferences." 

Although IATA is focusing its efforts on the development of new processes for 
establishing IATA interlineable fares, which we believe will dispel any coat hanger 
concerns, we are nonetheless mindful that the ACCC's conclusions could be 
adopted as support by third parties or regulators in other jurisdictions for the 
proposition that IATA multilateral fares have had an anticompetitive effect on 
individual airline fares. Moreover, the ACCC's conclusions could have the 
unintended effect of undermining the development of our new processes at the 
fledgling stage, and limiting the willingness of our Member airlines to continue to 
offer a joint venture product that provides valuable consumer choices that no 
single airline or alliance is able to replicate. Under these circumstances, we 
concluded that IATA could not take the risk that its silence on the issue would be 
misconstrued as an admission that we accepted the conclusions set forth in the 
ACCC revised analysis. 
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Therefore, we commissioned an independent review of the ACCC's fare analysis 
by CRA International, which resulted in the attached opinion. In the opinion, it is 
CRA's considered view that: 

The data relied upon by the ACCC does not support any concern about the 
possibility of collusion on fares, 

The data relied upon by the ACCC does not support the view that the IATA 
tariff coordinating system is facilitating collusion on carrier fares, 

It is unlikely that individual carrier fares would be lower absent the presence 
of IATA fares. 

We recognize that the Determination is now final; and we are not suggesting that 
it be reopened to take account of the CRA analysis. We believe that it is sufficient 
to provide a copy of that analysis, and to note our opinion that it persuasively 
demonstrates that IATA fares do not have a negative impact in the marketplace, 
but instead enhance consumer choice and, thereby, increase consumer welfare. 
We only ask that that you place a copy of this letter and the CRA opinion on the 
ACCC public register regarding the revocation and substitution of authorisation 
A90855. 

Yours sincerely, 

Colin T. Flynn 

Attachment 

cc: Robert L. McGeorge 
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CRA International and its authors make no representation or warranty as to the accuracy 
or completeness of the material contained in this document and shall have, and accept, 
no liability for any statements, opinions, information or matters (expressed or implied) 
arising out of, contained in or derived from this document or any omissions from this 
document, or any other written or oral communication transmitted or made available to 
any other party in relation to the subject matter of this document. The views expressed in 
this report are those of the authors and do not necessarily reflect the views of other CRA 
staff. 
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CRA International has been asked by IATA to comment on the ACCC revised fares 
analysis. We find that while the analysis represents significant progress in terms of 
understanding the data provided by the Agents Support Manual (ASM), it fails to give 
proper consideration to the nature of the allegation being investigated and the empirical 
outcomes that would be consistent (or inconsistent) with an economically coherent theory 
of harm. In short. we show that: 

The core antitrust concern in this case is collusion between the airlines based on 
discussions concerning the setting of the IATA fare. It is clear that the data does 
not support any collusion concern, whether or not allegedly facilitated by the 
IATA system, and therefore there can be no question that it supports a view that 
the IATA system is facilitating collusion on carrier fares; and 

The ACCC's primary claim of harm is that there is a link between Qantas retail 
fares and IATA fares. We show that it is difficult to argue that a firm will set 
higher prices unilaterally due to the presence of the IATA system, as it is difficult 
to produce a coherent argument explaining why an individual airline's optimal 
prices would be lower absent the presence of the IATA interlinable fares. 

Furthermore, to the extent that the ACCC claim there is a strong link between the Qantas 
book fare and its equivalent IATA fare, we show that this claim is not supported by the 
facts. In particular: 

We use simple graphical analysis to illustrate that the analysis presented by the 
ACCC does not present a predictable relationship between Qantas published 
fares and IATA fares; 

We show that Qantas fares are as strongly correlated with Qantas fares on the 
other (competitively unrelated) routes as they are with the comparable own route 
IATA fare. In other words the evidence suggests that Qantas looks as much to 
pricing its segments consistently as any suggestion that it looks to the IATA fare 
setting process to guide its pricing decisions; and 

We have tested for Granger causality between the Qantas and IATA fares, and 
conclude that there is no reliable evidence of a consistent relationship. The tests 
show: 

o Causality is found to flow in both directions on differing routes, and 
simultaneously in both directions in one class; and 

1 Letter from ACCC to IATA, IATA Application for revocation and substitution A90855 Passenger tariff 
coordination - ACCC revised fare analysis, 6 September 2006. 
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o That where causality is found it adds very little to the power of the 
regressions, suggesting any impact is economically unimportant. 

Finally, we present an analysis of recent retail prices on the routes examined, and show 
that there is no evidence in 2006 of a competition problem associated with the IATA fare 
system. In our view the evidence presented by the ACCC is more consistent with a 
theory that Qantas management adjust their prices as and when they believe the market 
allows than a theory that the fares are geared to IATA fares. 
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A properly argued antitrust allegation on conduct requires a number of steps: 

A clear description of the issues or allegations being investigated (in this case 
of the alleged anti-competitive conduct); 

An accurate description of the facts relevant to the investigation; 

A coherent economic theory to explain how the alleged anti-competitive con- 
duct leads to competitive harm; and 

Empirical analysis based on the facts showing that the conduct has lead to 
(anti-)competitive effects as defined by and consistent with the economic 
theory of harm. 

The investigation of IATA interline tariff conference system has taken many years 
including investigations in Europe. CRA has commented on the European competition 
regulators' assessment of the IATA conference system for setting multilateral interline 
fares and found it seriously wanting in terms of both the framework and the assessment 
of any data pre~ented.~ 

On 6 September 2006 the ACCC wrote to IATA's outside counsel in Australia enclosing a 
revised analysis of airline fare data obtained from the Agents Support Manual. This new 
ACCC analysis represents significant progress in terms of understanding the data 
provided by the Agents Support Manual (ASM). However, the analysis continues to fail to 
set out clearly the nature of the allegation being investigated and the empirical outcomes 
that would be consistent (or inconsistent) with an economically coherent theory of harm. 

An example clearly indicates the need for the analysis to be put in a carefully argued 
competitive framework. We note that paragraph 1.2 of the revised analysis tells us that 
the ACCC had been exploring the possibility of linkages between IATA and non-IATA 
fares. In any assessment of the linkage one needs to distinguish between the impact of 
the IATA conference system from other influences. We know that IATA interlinable fares 
are subject to the same supply and demand conditions that prevail for other similar fares 
offered by member airlines. Therefore any observation that IATA and carrier fares move 
together in itself implies very little about competition or whether any relationship observed 
could be considered a detriment to consumers. This case therefore needs a competitive 
framework that can distinguish between pro-and-anti competitive explanations of the ASM 
data. 

2 See for example the Annex to IATA's submission at: 
http:llec.europa.eulcomm/competitionlantitrusWotherdl6l7bisldiscussion.html 
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The ACCC investigation concerns a system that allows scheduled airlines to co-operate 
by setting fares (and establishing the systems) needed to support 'any-to-any' interline 
capability between participating carriers. Competition authorities are naturally interested 
in such arrangements as they involve some degree of collaboration amongst competitors. 

The United States Department of Justice (DOJ) and Federal Trade Commission (FTC) 
have issued guidelines3 intended to explain how the US agencies analyse certain 
antitrust issues raised by collaborations among competitors. The guidelines state at page 
4 that the general purpose of the analysis is to: 

. . . [analyse] the state of competition with, as compared to without, the relevant agreement. 

The central question is whether the relevant agreement likely harms competition by 

increasing the ability or incentive profitably to raise price above or reduce output, quality, 

service, or innovation below what likely would prevail in the absence of the relevant 

agreement. 

With respect to the potential for anticompetitive harm, the guidelines state at page 6: 

Competitor collaborations may harm competition and consumers by increasing the ability 

or incentive profitably to raise price above or reduce output, quality, service, or innovation 

below what likely would prevail in the absence of the relevant agreement. Such effects 

may arise through a variety of mechanisms. Among other things, agreements may limit 

independent decision making or combine the control of or financial interests in production, 

key assets, or decisions regarding price, output, or other competitively sensitive variables, 

or may otherwise reduce the participants' ability or incentive to compete independently. 

Competitor collaborations also may facilitate explicit or tacit collusion through facilitating 

practices such as the exchange or disclosure of competitively sensitive information or 

through increased market concentration. Such collusion may involve the relevant market in 

which the collaboration operates or another market in which the participants in the 

collaboration are actual - or potential competitors. 

Competitor collaborations and agreements come in a very wide variety of forms, and as 
such the statements above are very general. Nonetheless the core concern is clear: the 
potential to restrict independent action or decision making. In other words, and as clearly 
stated in the second paragraph of the quote above, the issue is the potential for explicit or 
tacit collusion. 

3 Antitrust Guidelines for Collaborations among Competitors ("Competitor Collaboration Guidelines"), available at 
http://www.ftc.gov/os/2000/04/ftcdojguidelines.pdf. 
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These concerns have been echoed in other competition guidelines issued by competition 
authorities around the world.4 

Another critical issue is that, as the opening statement on the purpose of the analysis 
makes clear, it is harm to competition - adverse impacts on market outcomes - that is the 
issue of interest. Simply observing changes in the prices or outputs of particular firms as 
a result of collaboration is, from an economic perspective, generally insufficient to show 
competitive detriment. This is an important caveat, because competitor collaborations 
that restrict output relative to the situation where the collaborating firms continue to 
operate independently are not particularly unusual, and are not normally anti-competitive 
unless they can be shown to adversely impact overall market  outcome^.^ Code-sharing 
arrangements are an important example of this in scheduled air transport markets. 

In this section we consider whether this investigation should be focussed on co-ordinated 
or unilateral anti-competitive effects, or both. 

As noted above and described in the US Guidelines on competitor collaborations, the 
potential for coordinated effects is often a core concern. In our view coordinated effects 
concerns provide a coherent economic basis for this investigation. Coordinated effects 
concerns might be thought to arise from a number of sources. These include direct 
interaction of competitors in the conference system, the exchange of information between 
airlines, or the IATA fare itself being used as a coordination device. The investigation 
should therefore aim to deal with the following primary concerns: 

1. Establishing whether there is any evidence to support a coordinated effects 
concern. If there is no evidence of coordinated behaviour, then in our view 
there is unlikely to be any credible economic argument that the IATA system 
creates any significant competitive detriment. 

4 For example see the Office of Fair Trading (UK) http://www.ofi.gov.uk/NR~rdonlyres~73EAAA9-2D86-4ACl- 
94BO-AF7DEAE72996/0/oft401 .pdf, and for the European Commission http://eur- 
lex.europa.eu/LexUriServlLexUriSe~~.do?uri=CELEX:32001 Y0106(01):EN:NOT. 

5 As an example consider a merger between two firms that results in the former firms consolidating production in 
a newer more efficient plant, but with reduced total output as inefficient plants are withdrawn from service. If the 
firms combined market share is small, the merger would not be subject to antitrust scrutiny as such a deal would 
not materially impact market outcomes. 
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2. If evidence consistent with coordinated effects concerns were found, this would 
not in itself prove that the IATA system was a concern. Issues that would need 
to be considered include how to discriminate between coordination and 
competition - parallel pricing could be expected with both for example. Even 
then if tacit or explicit coordination remained a concern a question remains as to 
whether the IATA system causes or exacerbates the concern. What is the link 
between the behaviour and the IATA system that suggests it is the root cause? 

3. Finally, if concerns remained about the system, an important issue remains - are 
the alleged competitive detriments significant? As the system produces clear 
benefits, the detriments would have to outweigh the benefits before it would be 
optimal to prohibit the IATA system. 

We do not consider in depth each of the steps above or the plausibility of the various 
mechanisms that might be thought to link the IATA system to coordinated conduct issues. 
This is for the simple reason that, as we will discuss further below in section 3, we do not 
think there is any evidence in the ACCC's analysis of the parallel behaviour that should 
be plainly evident if there was in fact a problem of collusion on the routes analysed. 
Given the obvious lack of coordinated behaviour, there is no reason to labour the 
discussion over whether it is plausible that coordination is facilitated or enhanced by the 
presence of the IATA system. It also implies there is no need to delve deeply into the 
issue of whether the observation of parallel behaviour is indicative of collusion or 
competition, or to carry out a balancing of detriments and benefits. 

The evidence of competitive harm that the ACCC presents in its revised analysis does not 
relate to co-ordinated effects, but rather to unilateral effects. There are significant issues 
with claiming that evidence of unilateral behaviour demonstrates competitive harm from 
the IATA interline tariff system. In particular: 

Does it make any sense economically? How would the IATA system alter the 
constraints on pricing faced by a single firm? 

If a unilateral effects concern makes sense at all, are there alternative plausible 
explanations for the behaviour? 

Even if a concern over unilateral pricing still remained and could plausibly be 
shown to relate to the IATA system, can this be assumed to provide evidence that 
the system is not in the net interests of Australian consumers? 

In competition analysis a concern around potential unilateral anticompetitive effects (that 
is, a firm unilaterally being able to exercise market power) normally requires either: 

pure monopoly which restricts output and raises price, or 
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if competitors exist, a lack of competitive restraint either because 

o products are highly differentiated or 

o the competitors cannot expand capacity in response to a unilateral price 
increase. 

If the conditions needed for a unilateral price increase to be possible do not appear to 
hold, and such an increase appears to be observed, then this might suggest a problem 
with the data (for example, the apparent price increase existed on paper but not in the 
market).6 If they do hold, then we need to consider how the IATA fare might alter the 
optimal price of a single firm. 

How could the IATA fare impact an individual carrier's pricing decisions? The key 
constraints that limit the ability of a firm to profitably increase its prices are (1) competitors 
behaviour and (2) the market elasticity of demand. Both of these combine to create an 
individual firm's demand curve. Coordinated effects concerns revolve around impacts on 
competitor behaviour, and as we have noted, are at least a plausible basis for this 
investigation. Unilateral effects concerns in the context of competitor collaborations more 
typically revolve around the potential for collaboration to internalise previously external 
impacts (similar to the results of merger), resulting in higher prices in the market. This 
might occur in the case of a production joint venture for example. However it is unclear 
how such a concern could be valid here, as the existence of the IATA fares does not 
result in internalisation of profit impacts on competitors carrier fares in the way that a 
merger or joint venture such as a code sharing arrangement might. 

If a unilateral effects concern was to be considered valid in this case, a prerequisite 
condition is identifying how the existence or operation of the IATA passenger tariff system 
alters an individual firm's elasticity of demand such that prices would be lower if the 
system was not in place. A theory of how this might occur is critical, because as we note 
below there may be alternative explanations for a relationship between IATA and carrier 
fares that do not suggest that carrier prices would have been lower absent the IATA 
system. 

6 In our view we think it unlikely that these conditions hold and hence concentrate on how the IATA fare might 
alter optimal prices. We note that the ACCC could disagree with this judgement, but in this case the analysis 
should be undertaken to determine whether or not a sustained unilateral price increase of the type apparently 
shown was plausible or whether it is a 'phantom' created by commercially irrelevant book fares 

- . .. . . .. . -. . - . - 
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If a firms pricing is not primarily constrained by competitors then its profit maximising price 
is determined by the sensitivity of its demand to price increases. Even a firm with no 
competitors will experience some demand sensitivity, as consumers will switch to 
alternatives or simply stop purchasing as prices increase. So at some point the lost 
volume and profit outweighs the profits from increasing prices further. The question is 
how the IATA fare affects this marginal calculus. It might affect it through altering 
competitors' prices, but this is a coordinated behaviour concern. It does not seem 
plausible that the existence of the IATA fare in some way reduces the alternatives to air 
travel available to consumers (which would make demand less elastic), nor does it seem 
plausible that it somehow reduces consumer elasticity of demand by some means other 
than by impacting substitution possibilities (i.e. consumers become less sensitive to 
carrier prices simply because of the existence of the IATA fares). If anything the IATA 
system can be considered an alternative to OneWorld or Star or Skyteam alliances. 

As it stands the ACCC has not offered a coherent explanation as to why the existence of 
the IATA tariff might lead to a carrier setting fares higher on a unilateral basis than might 
otherwise be the case if the IATA fare did not exist. As a matter of economic logic, it is 
not obvious to us that there is a coherent explanation that is consistent with the system 
producing a detriment to Australian air travellers. There are however some other 
explanations of why a relationship may be observed. We discuss these next. 

There are a number of explanations for the apparent consistency of Qantas and IATA 
fares over time that do not suggest that removing the IATA fare would be beneficial to 
Australian consumers. 

The IATA fare limits the carrier fare. One possibility is that the IATA fare is 
effectively a superior product to the top end carrier fares (in being more flexible 
across airlines and airline alliances), and as such a carrier with a very strong 
position in the market generally has to price at a level below the IATA fare 
(otherwise the consumers would migrate to this fare). An implication of this 
theory is that removing the IATA fare would, if anything, increase the carrier fare; 

The carriers own fare pricing intentions are reflected in the price setting process 
at the IATA conference. If a major carrier is in a strong position to set its own 
prices, it may have a strong influence on setting the IATA price on its key routes. 
As such, its pricing intentions may drive the IATA fare. Once again, there is no 
reason to think that if this theory is correct removing the IATA fare would result in 
lower carrier fares; 

The Qantas carrier fare shown is really a 'phantom' book fare of little relevance in 
the market. There is a serious question as to whether Qantas really could price 
as far above its competitors as the FFA fare seems to imply. It may be that this 
was a book fare that was rarely if ever sold in the market at this published level. 
The divergence of the Qantas wholesale fares that is evident in some of the 
graphical analysis is very strongly suggestive that this is a major problem; and 
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The visual correlation is more apparent than real. Although the Qantas book fare 
and IATA fares have the same broad pattern - increasing steadily in nominal 
terms over time, and hence look similar to the eye, as we will show the degree of 
matching of fare movements is actually quite limited. 

Any of these explanations, if correct, would suggest that removing the IATA fare would 
harm consumers because a valuable service for some travellers would be lost, while 
there is little likelihood that carrier fares would reduce as a result. 

Finally, even if a unilateral concern remained (that is, that the Qantas carrier fare was 
increased) does this provide evidence of net harm to consumers? 

As it stands, there is no evidence of a real market impact. It is unclear whether 
the Qantas fare of most apparent concern to the ACCC was ever consumed on 
any meaningful scale;' 

From a purely economic perspective, it is unlikely that significant harm could 
result. Even if prices were higher the segments concerned are likely to have 
exhibited highly inelastic demand, so a significant impact on volume is highly 
unlikely. This is particularly the case given that most passengers would trade 
down to a lower quality fare rather than not travel. Also, if any increased profits 
are competed away as seems highly likely, there is little likelihood of significant 
net economic harm to consumers; and 

If some harm was found, does it outweigh the benefits delivered by the system, 
implying net harm to consumers? No such balancing has been undertaken by the 
ACCC. 

7 This is an important factual issue that we are not able to investigate and, as far as we can tell from the analysis 
presented, has not been investigated. 

FINAL Page 9 



Response to ACCC Revised Fare Analysis 

2 November 06 

3. THE ACCC ANALYSIS 

In preparing this report we have to the extent possible relied on the data presented by the 
ACCC. We have however had additional access to the following source data: 

IATA has provided us with data on the official IATA fares on the relevant routes; 
and 

We have been provided with the ASM hard copy sheets referred to in paragraph 
2.3 for the relevant routes (those analysed by the ACCC). 

We have however not had access to the Qantas Fares From Australia (FFA) publication. 

With the data available we have tried to independently check the ACCC analysis. We 
have found a small number of anomalies in the ASM data where the graphs created from 
the data entered in excel by CRA analysts do not precisely match the appearance of the 
ACCC graphs. Given the age of the data and number of hard copy sheets these 
differences could have arisen for a number of reasons, however we conclude that overall 
the differences are generally very minor and in any case do not materially alter the 
conclusions to be drawn from the analysis. We have not been able to verify the analysis 
of the FFA fares. 

Before looking at the detail of the analysis, we need to comment on a number of 
overarching concerns that suggest that the analysis should be used and interpreted with 
care. 

One of the interesting features of the analysis is the relationship between the Qantas 1 
fare which we understand to be a Qantas retail 'book' or published fare, and the Qantas 2 
fare which is a wholesale fare. If we assumed that the Qantas 1 fare represented the 
retail fare actually paid by customers in the relevant class and the Qantas 2 fare is 
representative of the fares available to travel agents, then all else equal it might be 
expected that the margin between these fares would be similar over time. This is 
because if the margin diverged significantly and the travel agency business was 
competitive, then Qantas fares available from Travel Agents would be increasingly 
attractive to customers. In other words, the Qantas retail fare would be undercut by 
cheaper retail fares available from travel agents. 

With the analysis above in mind, it is interesting to note that the Qantas 1 fare appears to 
obviously diverge from a previously stable relationship with the Qantas 2 fare in the late 
1990's. This is plainly evident in a number of the graphs, with figure 4.2(a) from the 
ACCC's analysis (reproduced below) providing a good example. 

.- .- 
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This observation is important because it raises significant data interpretation issues. This 
pattern might be observed if Qantas is somehow able to price some of its seats at retail 
and sell them relatively independently of the wholesale price available generally in the 
market. We cannot rule this possibility out, although it seems highly unlikely that a 
significant number of seats would be sold in this fashion (it implies a highly inefficient 
retail market, which is unlikely in the airline business). Another, and in our view more 
plausible, explanation is that the Qantas book fare shown had very little to do with what 
was actually being paid by Qantas customers. Either way there is no available analysis to 
assist in understanding which is the more likely explanation. 
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It seems clear from the description of the data given to and reported by the ACCC* that 
the Qantas 1 or FFA fare is a published or book fare - that is a retail fare. However it is 
unclear how many passengers, if any, paid a fare close to this level. It is also unclear 
exactly what role the published fares depicted played in the market. It may be that the 
published fares were close to actual retail fares paid in the early years when there was a 
clearly defined relationship between Qantas published (which we interpret as retail fares) 
and Qantas wholesale fares, with the margin between these fares representing travel 
agent commission levels. However the divergence of the wholesale prices in later years 
raises serious issues as to whether the published fares are really representative of retail 
fares in the market. In turn, this would raise some fundamental questions about the role 
of Qantas book fares. Are they fares purchased by some customers directly? Why would 
they purchase these fares when it is clear significantly cheaper fares would be available 
from other channels? Are the book fares used as a benchmark against which 
negotiations take place with customers that have a direct relationship with Qantas (e.g. 
corporate customers), and if this is the case, is it plausible that such customers' fares are 
even remotely related to the Qantas 1 fares shown? 

6.000 -,- 

8 Reported for example at paragraphs 2.2, 2.7, 2.12, 3.1 and 3.7. 

. - .. ........ ....................... .... - .. ......................... ..-.. 
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What does seem clear is that the Qantas 1 fare does not directly report actual fares paid, 
and as it stands the link between these fares and actual fares paid is unclear. As noted, 
the divergence of the wholesale fares in later years strongly suggests that book fares 
from the late 90's may be at best only loosely linked to fares paid in the market if at all. 
For this reason we conclude that even if one formed a view that there was some form of 
problematic link between the Qantas published fares and IATA fares, the analysis 
presented has not demonstrated that this relationship held in the market in terms of actual 
traded prices. 

The analysis that could be conducted has been dictated largely by the historical records 
available to the ACCC from the operators of the Agents Support Manual. Inevitably there 
are features of the data that are not ideal for the purpose for which the data is now being 
used. One of the issues is that the ASM data available only covers up to 2001. 

We note that patterns in fares during the early years of the analysis presented are likely to 
be of limited interest in such a fast moving industry. Indeed even 2001 is arguably 
sufficiently long ago that it would be unsafe to simply assume that behaviour has not 
changed without analysis of market conditions then and now.g The ACCC has been able 
to extend the analysis until 2003 using Qantas FFA fares sourced from Qantas. This is a 
helpful improvement in that it makes the Qantas FFA data more contemporaneous. 
However for the reasons outlined above we think there are serious unanswered questions 
about the Qantas book fare data and what its relationship is with actual prices paid in the 
market and that this fundamentally undermines the value of the analysis. 

It is common in competition cases to be able to produce data that is either consistent or 
inconsistent with a particular hypothesis. However proving that a particular hypothesis is 
actually correct is another issue altogether. Also, it is often much easier to conclude with 
some degree of confidence that a relationship does not exist than to prove that it does. 
For example, showing that the prices of two goods behave quite differently is strong 
evidence that they are not in the same economic market. However evidence that the 
prices of two goods behave similarly does not on its own provide evidence that two goods 
are in the same market. Correlation does not show causation. The ACCC's investigation 
is subject to evidential problems of this type, but it is not clear that the limitations of the 
analysis have been understood. 

9 Competitive conditions may have changed due to entry of new or expansion of existing competitors, changes in 
access rights to key markets or hubs, new routes emerging, new competitive models being employed, and so 

on. 

.- 
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It may be argued that it is reasonable to use the ASM data as an initial filter to test for 
prima facie evidence of collusion. The case against the IATA system is primarily a case 
about concerns over potential competitor collusion. If competitors are colluding, one 
might expect to observe parallel pricing. So if we observe parallel pricing, it would be 
reasonable to argue that the potential concern has not been immediately dismissed. 
However this is a necessary but not sufficient condition for a conclusion that collusion has 
occurred. Parallel pricing would for example also be expected in tightly competitive 
markets. Parallel movements in IATA and carrier fares might well be consistent with a 
regulator's collusion concerns, but they might also be observed because both sets of 
fares are responding to the same supply and demand conditions. We need to be able to 
distinguish between pro and anti-competitive pricing. 

The key point is that it is rarely the case that simple empirical analysis can categorically 
prove an antitrust concern is valid, and even if evidence that is consistent with a concern 
is found, it is normally the case that there will be more than one potential explanation for 
the observed relationship and those potential explanations need to be considered in some 
detail before any final conclusions are reached. If for example parallel behaviour is 
observed on a route, is it indicative of competition, collusion facilitated by the IATA 
system or collusion caused by conditions on the route? Differentiating between the 
possibilities would need analysis of the nature of and constraints on competition on the 
route and would include considering issues such as the number of competitors, any 
capacity constraints that might exist on the route, and whether the behaviour was 
observed on only one or across many routes. 

In our view the above considerations are somewhat academic in the context of the 
analysis presented by the ACCC. This is because, as already noted, this case involves a 
possible collusion concern, and there is no obvious evidence of parallel behaviour to even 
support a prima facie concern. The unilateral concerns the ACCC have highlighted are 
logically problematic, as it is unclear how or why the IATA system would facilitate a firm 
unilaterally increasing its prices. Further, and as we show below, we do not believe the 
analysis presented produces evidence of an identifiable unilateral link. 

In this section we comment on the analysis presented by the ACCC. In doing so we note 
that the comparisons present a mixed comparison of retail and wholesale fares. This is 
not necessarily a problem at the conceptual level as it is reasonable to argue that if the 
retail travel agency business is competitive then there will be a close link between 
wholesale and retail prices. Nonetheless the mixing of rates is important to note because 
it does create room for some confusion. For example: 

-- . . . . ........ . . - . ". . " ." ..... 
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The ACCC comments at 3.15 (and in a number of other places) that 'Many 
Qantas 1 fare increases coincided with increases in the IATA fare. Up until April 
1998 the Qantas net business class fare (Qantas 2) also appeared to track 
movements in the Qantas I fare'. We agree that this is the case, but it is unclear 
why a close relationship between a Qantas retail fare (the Qantas 1 fare) and 
their associated wholesale fare (the Qantas 2 fare) is either surprising or 
concerning. On the contrary, we think the interesting observation is the 
departure of this relationship late in the period of analysis, which to our minds 
raises issues about whether the Qantas book fare reflects actual market fares. 

The mix of fare types makes the Qantas retail fare (shown as 'Qantas 1' or 'QF 
FFA' fare) look relatively expensive compared with its competitors. It is 
important to keep in mind that the competitor fares will also be subject to a retail 
mark-up. 

In the following sections we comment on the business class analysis only, as the 
comments are generally identical across classes. We have chosen business class rather 
than first class simply because it is the more important part of the market in terms of 
passengers carried and one where conditions for anti-competitive concerns should be 
evident if the data were ever to support an anti-competitive impact of the IATA 
conference system. 

3 2.1. Syc't~ey ?o Landon - Rlasiness Class 

The ACCC's graphical analysis is reproduced below. 

Figure 4.2(a) Sydney to London business class return lere cornparkon h a e d  on ASM fares 

The ACCC's conclusions are: 

Many Qantas 1 fare increases coincide with IATA fare increases. 
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Up until 1998 the Qantas net business class fare (Qantas 2) also appeared to 
track movements in the Qantas 1 fare. 

The position in relation to the fares of Singapore Airlines and Cathay is not as 
apparent as for Qantas. However there are occasions when their fares increase 
with similar timing and quantum to increases in the Qantas 1 fare andlor IATA 
fare. 

With respect to the issue raised regarding the Qantas 1 and 2 fares, as already noted 
above, it is unclear to us why a clear pattern in the retail and wholesale fare of an 
individual carrier raises any issues. This seems to us to be what should be expected. 

Overall the data presented on all three routes quite clearly shows that there is no 
evidence of sustained parallel behaviour, and hence there is no evidence to support the 
collusion concern that should be at the centre of this investigation. Regarding the claim 
that Singapore Airlines and Cathay match fare increases of the IATA and Qantas 1 fare, 
we think the evidence of such matching is extremely weak to say the least. Indeed, the 
only occasion where all three carriers have moved relatively similarly is in the change 
around May 1996. In examining the data it is important to note that the Qantas 1 fare is 
the retail version of the Qantas 2 fare. Most of the apparent matching is between these 
fares which, as we note, is hardly surprising or concerning. Once this is recognised and 
the Qantas 1 fare is ignored so that three wholesale fares are being reviewed, there is no 
obvious evidence at all of parallel behaviour, and certainly no evidence of such behaviour 
facilitated by the IATA fare. Furthermore, even if such evidence was observed, then the 
next problem would be to distinguish between parallel behaviour that represented 
competition and behaviour that represented collusion. 

In our view the most interesting issue, and we believe the key claim that the ACCC make 
from their revised analysis, is that there is an apparent relationship between the IATA and 
Qantas 1 fares. We agree that looking at the data the Qantas 1 fare looks more like the 
IATA fare in terms of its evolution over time than the wholesale fares depicted. We also 
think it is quite obvious visually that there is no significant relationship between the IATA 
fare and the wholesale fares shown. This leaves two questions of interest: 

Given the obvious separation of the Qantas retail fare from the behaviour of the 
wholesale fares, does it seem plausible that the Qantas retail fare is a reliable 
proxy for actual retail fares being paid in the market? As noted, we doubt that 
this can be the case. 

Is the apparent relationship as strong as the ACCC claim? 

On this second key question, we have undertaken some very simple analysis of the 
pattern of changes using the ACCC analysis. This is shown below. 
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We have taken the ACCC analysis and marked the dates of changes in the IATA fare, 
shown by the dotted vertical line. From this we note the following: 

The IATA JRT fare was adjusted (increased) 9 times over the period depicted. 

The Qantas FFA fare was adjusted (increased) 8 times, of which: 

o The Qantas FFA increased simultaneously with the IATA fare 4 times. 

o The Qantas FFA increased but without an associated IATA change 4 
times. 

So the Qantas fare was not always adjusted at the same time as the IATA fare. Indeed, it 
is a coin toss as to whether or not the published fare was adjusted when the IATA fare 
changed. It might be argued that some adjustments were simultaneous, whereas others 
were lagged. This may be the case but what is the mechanism? The ACCC analysis 
fails to provide one and if there is some predictable link, why are some changes lagged 
and others simultaneous? Might causation (if any is present) run in the opposite 
direction? Perhaps Qantas had a view on how it wished its book fares to evolve that is 
reflected in both the evolution of the Qantas fare and the IATA fare, as Qantas will have 
been influential in setting the IATA fare. 
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The ACCC state in a number of places that Qantas advised the ACCC that it would 
normally try to adjust its own published fare in line with changes to the IATA fares as the 
market allows, and the ACCC noted that changes to the Qantas fare appear to coincide 
with changes to the IATA fare on a number of occasions.1° It is correct that changes 
coincide on a number of occasions. It is also clear that changes did not coincide on a 
number of occasions, and specifically that the market apparently allowed Qantas to adjust 
its book fare without a simultaneous change in the IATA fare as often as not. It might be 
argued that some of the Qantas changes are lagged responses to IATA fare changes. 
But if this is the case, why does Qantas move simultaneously on some occasions and not 
others? This is inconsistent with a clear theory of causation, whether based on market 
factors or a management rule of thumb approach. The issue is, given this evidence, is it 
credible to argue that Qantas book fares would have been lower absent the presence of 
the IATA system? We think that the evidence strongly suggests this is highly unlikely, 
and this is supported further by the analysis that follows below. 

In general, our comments on the ACCC analysis of this route are identical to those 
already made in earlier sections. We therefore only record additional points in the 
commentary below. 

One key point we note is that the ACCC stated at 3.3 that it has chosen to look at the 
Sydney - Johannesburg route for the following reasons: 

The rationale for adding this route is that competition on the route is not as strong as on 

many other routes, with only two carriers, Qantas and South African Airways offering direct 

services and those carriers accounting for more than 70% of passengers on the route in 

2005. The ACCC considers that the possibility of linkages between IATA fares and market 

fares is likely to be higher on routes where competition is not necessarily strong. 

We think it is worth noting that the evidence presented does not support the hypothesis 
that IATA fares have affected behaviour on the route. If the ACCC's hypothesis was 
reasonable and correct, then evidence consistent with its collusion concern should have 
been readily evident on this route. The fact that no evidence was found to support (let 
alone prove) the core concern on this route must provide strong evidence that the IATA 
system should not be considered a source of regulatory concern. 

The ACCC produced the following analysis of the Qantas FFA and IATA fares: 

See for example paragraph 3.14. 

- -  . -. .. ... . . - - - . . ".. - -. .- - - - -  
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Once again, we have taken the ACCC analysis and marked the dates of changes in the 
IATA fare. From this we note the following: 

The IATA JRT fare was adjusted (increased) 6 times over the period depicted. 

The Qantas FFA fare was adjusted (increased) 4 times, of which: 

o The Qantas FFA increased simultaneously with the IATA fare 0 times. 

o The Qantas FFA increased but without an associated IATA change 4 
times. 

The lack of parallel price movements and the difference with Qantas price setting 
behaviour on the London route is striking. The Qantas FFA did not on any occasion 
move at the same time as the IATA fare. It might be argued that the price increases on 
this route were led by the IATA fare, with Qantas following some months later. If this is 
the case however, why did Qantas price changes happen (when they occurred) at the 
same time as the IATA fare change 50% of the time on the London route and 0% on the 
Johannesburg route? Also, why is it that if the Qantas policy was to match IATA price 
changes Qantas increased price four times when IATA fares increased six times? In our 
view the evidence is more consistent with a theory that Qantas management adjust their 
prices as and when they believe the market allows than a theory that the fares are geared 
to IATA fares. 

As in the case of the Sydney to Johannesburg most comments are identical to those on 
the analysis of previous routes. We only provide additional comments here. 
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In examining the data it is important to note that the Qantas 1 fare is the retail version of 
the Qantas 2 fare. Most of the apparent matching is between these fares which, as we 
note, is hardly surprising or concerning. Once this is recognised and the Qantas 1 fare is 
ignored so that three wholesale fares are being reviewed, there is no obvious evidence at 
all of parallel behaviour, and certainly no evidence of such behaviour facilitated by the 
IATA fare. 

The ACCC produced the following analysis of the Qantas FFA and IATA fares: 
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As before, we have taken the ACCC analysis and marked the dates of changes in the 
IATA fare. From this we note the following: 

The IATA C1 fare was adjusted (increased) 8 times over the period depicted. 

The Qantas FFA fare was adjusted (increased) 8 times, of which: 

o The Qantas FFA increased simultaneously with the IATA fare 0 times. 

o The Qantas FFA increased but without an associated IATA change 8 
times. 

The lack of any coincident movements of the Qantas and IATA fare is once again striking. 
Further, while it is quite obvious that the pattern of movement of the IATA C1 and C2 
fares are similar, there is no similarity in the pattern of movements of the Qantas FFA 
fare. 
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We also note that while the level of the Qantas FFA and IATA C2 fares are coincident at 
times there are serious issues associated with understanding the patterns observed. 
Questions and issues of note include: 

The IATA C2 fare does not exist on the other two routes. This raises interesting 
questions about the difference between this fare and other IATA fares, and also 
raises questions as to the role of this fare in the market. It is notable that the 
IATA C2 fare is at a level similar to the Qantas book fare -does this mean this 
IATA fare is used differently to other IATA fares by carriers on routes to the US? 
Why is this? These issues have not been investigated by the ACCC; 

If it has a different role, is the fare intended to be used as a more mainstream 
fare? If so, are carriers setting the IATA C2 in a way that is more similar to the 
way they set their own fares? Again, these key questions appear not to have 
been considered or investigated; and 

We note that it cannot be concluded that the Qantas fare is closely linked to the 
IATA C2 fare - it might be that the Qantas FFA fare tracks other carrier published 
fares much more closely, but this fact is hidden by the lack of analysis of any 
other carrier published fares. 

We have argued above that the ACCC analysis does not provide evidence that credibly 
supports a concern that the IATA system is producing anti-competitive effects. Our 
primary arguments so far have been: 

The core antitrust concern in this case that can be supported by a coherent 
economic theory of harm is collusion. It is clear that the data does not support 
collusion concerns in general, and therefore there can be no question that it 
supports a view that the IATA system is facilitating collusion on carrier fares; 

It is difficult to argue that a firm will set higher prices unilaterally due to the 
presence of the IATA system, as it is difficult to produce a coherent argument 
explaining why individual firms' optimal prices would be lower absent the 
presence of the IATA interlinable fares; and 

To the extent that the ACCC claim there is a strong link between the Qantas 
book fare and its equivalent IATA fare, as shown above this claim is not 
obviously supported by the facts. 

-- -- -. . . -- -- .- . -. - ..... . - ... . . ... .. . . .. . - ., ... .... . . . . . . - ,. .... 
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Beyond these points, we also noted in the opening discussion that if a prima facie 
concern was found, in general much more analysis would be required to confirm that a 
concern existed and to at least provide a more informed view on whether the IATA 
system was likely to be related to the concern. In the section above, we have touched on 
one of the issues that would need to be covered. That is, the claim the Qantas fare is 
related to the IATA fare suffers not only from the argument that (in our view) the evidence 
of a strong link is at best very weak, but perhaps even more seriously that analysis of 
other potential explanations has not been conducted. As it stands, the only analysis that 
has been conducted of retail or published fares is of the Qantas and IATA fares. We note 
that further analysis might well reveal that the Qantas book fare is much more directly 
related to competing carriers book fares than to the IATA fare, and that if all such fares 
were graphed the IATA fare would look like the odd one out (in terms of behaving 
somewhat differently). This would at a minimum be odd if the theory of harm is that the 
IATA system and fare was a factor facilitating collusion on retail fares. 

We do not have access to other carriers' retail fares to test this proposition. However we 
do have the ASM data across the three routes the ACCC examined. Using this, we can 
demonstrate that there are other relationships in the data that are stronger than the 
apparent relationship with IATA, which in turn generates fundamental questions over what 
was in fact driving the observed changes in Qantas prices. It also helps demonstrate that 
much of the apparent relationship simply reflects that fact that the series shown are 
broadly similar (nominal values increasing over time) and will appear similar regardless of 
whether there is any underlying causal relationship. To help show this, the table below 
shows the correlation coefficient for each of the Qantas fares recorded in the ASM as an 
'IATA' fare (i.e. the Qantas book fare) with the other Qantas fares, and the relevant 
comparator IATA fare. 

Table 1: Correlation in Price Levels 

Qantas Fare 

Correlation Syd-Lon Syd-Lon Syd-LA Syd-LA Syd Jbrg SydJbrg 
with: First Class Bus Class First Class Bus Class First Class Bus Class 

IATA fare on 0.96 0.97 (1) 0.94 0.90 0.98 (1) 0.96 (I=) 
same route 

*,ear .lra4i > . g . . . . . ~ y ~ k - i % r r  r?.=jjii p ' 

Syd-Lon 0.98 (1) 0.97 (1 =) 0.95 0.94 
F~rst Class 

Syd-Lon 1 0.89 0.92 0.93 0.95 
Bus Class 

..< ->- . > sM ~ 27w,>-w>=< - -- 
Syd-LA 0.98 (I) C l 00 99 0 95 0.93 
F~rst Class 

Syd-LA 0 97 0.92 0 99 1 00 0.97 0 96 (I =) 
Bus Class 

Syd-Jbrg 0.95 0.93 
First Class 

Syd-Jbrg 0.94 0.95 0.93 0.96 
Bus Class 
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Although correlation analysis is an unsophisticated tool and needs to be treated with a 
great deal of care, the analysis does demonstrate a number of important points: 

In general there is a very high degree of correlation in all cases. This is to be 
expected given the steadily increasing nature of each time series. Nonetheless 
the degree of correlation varies from 0.89 to 0.99; 

If correlation between classes on the same route is excluded (the area in the 
shaded boxes), then Qantas book fares on clearly separate routes that would not 
be considered to be in the same market exhibit correlations of between 0.89 and 
0.98. This can be used as a benchmark level of correlation that arises due to 
similar underlying factors being used to set book fares; 

Using this benchmark, the correlation between the Qantas book fare on any route 
and the IATA fare ranges from 0.90 to 0.98 - very similar to the correlation 
observed across routes, which is presumably the result of similar underlying 
drivers; and 

Another way to compare the level of correlation found between the IATA fare and 
its most comparable Qantas fare is to look at the level of correlation of a 
particular fare with its IATA fare and compare that with the correlations on other 
routes. So for example the Sydney - London business class fare exhibits a 
correlation of 0.97 with its equivalent IATA fare, which is the highest for that fare 
(excluding correlations between classes on the same route). Sydney - Los 
Angeles first class on the other hand exhibits the most correlation with Sydney to 
London first class at 0.98. In each column we have marked the highest level of 
correlation with (1). This exercise shows that of the six Qantas fares observed, 
the IATA fare is the most highly correlated in two cases, and is first equal with a 
non-IATA fare on anther route in one case. In three cases the highest correlation 
was with a Qantas fare on another route rather than the IATA fare. Once again, 
this does not suggest a particularly close link between the IATA fare and the 
equivalent Qantas fare. 

To demonstrate some of these issues graphically, we have reproduced below a graph 
similar to figure 4.4(b) of the ACCC analysis. The graph shows the Sydney to 
Johannesburg business class fares for IATA and Qantas.ll We have then added the 
equivalent Sydney to Los Angeles fare which in general sits between the two in dollar 
terms. 

The analysis appears slightly different because we have used the ASM data with a period of April 94 to April 01, 
whereas the ACCC analysis shows the period Oct 96 to Jan 03. There is also a difference in that the ASM data 
shows two increases in the Qantas fare in 2000 and 2001, whereas the FFA data appears to show only one 
change in early 2001. 

. - ... . .. ,.. ..... . - .. ........ . ... .. . . . .. .. . . - - -. . . -- - - .. . .- -. ... - . . . - 
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The ACCC claim that the Johannesburg business class fare exhibits a relationship with its 
equivalent IATA fare. However, when the Los Angeles Qantas fare is added, we would 
suggest that the issue of which of these time series are more closely related is one over 
which reasonable people could easily differ. From a purely statistical perspective, the 
simple correlation coefficient between the Sydney to Johannesburg and Sydney to Los 
Angeles business class fares is identical to that with the IATA business class fare at 0.96 
(see Table 1). 
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As a further test of the ACCC's suggestion that there is a systematic relationship between 
IATA and Qantas fares in particular, we have carried out a Granger causality test.12 It 
may be that IATA fares are systematically related to the airfares of Qantas, but with a lag 
in the timing of change i.e. IATA fares are increased and Qantas fares increase some 
months later. Testing for Granger causality is a statistical test designed to determine if 
this is the case by testing whether lagged IATA fares are statistically significant in a 
regression on the comparable Qantas fare. In conducting this test we have used the 
ASM data from April 1994 to June 2001, which we have confirmed is similar to that used 
by the ACCC by plotting the data and comparing it with the ACCC analysis presented. 
We have not used the Qantas FFA data that was available to the ACCC, as we do not 
have access to it. 

We have carried out a Granger causality test by regressing the Qantas airfare for a given 
route and class on a set number of lags of that Qantas fare, and the same number of lags 
of the IATA fare (full details of the methodology used are provided in Appendix A). The 
Granger causality test involves a statistical hypothesis test to determine if the IATA fares 
are statistically significant in this regression. If so, then the IATA fares are said to 
"Granger-cause" the Qantas fare. The term 'cause' is however a little misleading as it 
does not imply that one variable is the primary or sole 'cause' of a second variable's 
behaviour. If Granger causation is found all it implies is that from a statistical perspective 
one variable is found to impact another to a measurable extent. In itself this does not 
imply that the impact is actually economically important (it may be measurable, but 
unimportant as the impact is very small). As such, the results need to be interpreted with 
considerable care. 

We performed the test using monthly lags. For each route (Sydney to London, Sydney to 
Los Angeles and Sydney to Johannesburg) and class (first class or business class) we 
tested for Granger causality in 3 different models with 6 lags, 3 lags and 1 lag 
respectively. For example, with 3 lags we regressed the Qantas fare on: a one month lag 
of the Qantas fare, a two month lag of the Qantas fare, a three month lag of the Qantas 
fare, a one month lag of the IATA fare, a two month lag of the IATA fare and a three 
month lag of the IATA fare. We also tested whether Qantas fares Granger-cause IATA 
fares, by using the IATA fare as the dependent variable in the regression. This was done 
to test the direction of causality. 

A summary of the results from our analysis is shown in Table 2 (full details of the results 
are in Appendix A). For each route, class and regression model, the table indicates 
whether IATA fares are found to Granger-cause Qantas fares, and/or vice versa. 

l2 The test we have applied is not the same as that presented to the ACCC in the previous IATA submission. The 
test we have used is, in our view, significantly more powerful than the previous test. 

. . 
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The main observation is that the results are inconsistent. In turn, this is inconsistent with 
the hypothesis that there is a stable and systematic relationship between IATA fares and 
Qantas fares. For some regressions there is no Granger causality found, while for others 
it is found that Qantas fares Granger-cause IATA fares, and then for others that IATA 
fares Granger-cause Qantas fares. On Sydney to London (business class) the test 
shows causation running in both directions. The test results are also inconsistent 
between classes within routes. 

More generally, our detailed results from Appendix A also suggest that, where Granger 
causality is found, the following points hold: 

The variability in Qantas (IATA) fares is almost completely explained by the one 
month lag of the Qantas (IATA) fare. Adding lags of the IATA (Qantas) fares adds 
very little explanatory power to the model (in terms of changes in the R-squared - 
normally much less than 1 Oh to the fit of the model); 

Where the coefficients of the IATA (Qantas) lags are statistically significant in the 
regression on the Qantas (IATA) fare, they are often small (typically less than 0.3), 
suggesting that their impact on the Qantas (IATA) fares is minimal; and 

In a number of instances the coefficients of the IATA (Qantas) lags are statistically 
significant but negative. This implies that an increase in the IATA (Qantas) fare 
leads to a decrease in the Qantas (IATA) fare. It is also notable that both positive 
and negative (significant) coefficients are at times found in the same regression.13 

Table 2 below shows that there is no clear pattern of causation from IATA to Qantas. 
Overall, our Granger causality results suggest that there is little statistical support for the 
claim that the IATA fares analysed systematically and significantly impact the Qantas 
fares in the analysis. In reaching this view we note that a small number of routes are 
examined and that causality is found in some cases to flow from IATA to Qantas fares 
while in others from Qantas to IATA, and in one case in both directions. This is difficult to 
reconcile with a coherent economic model of causation which should consistently flow 
one way or the other. l4 

l3 See for example Table 27: Sydney-Johannesburg First Class Six Lags (Qantas dependent). The IATA lag 1 

and lag 2 coefficients are a good example. 

l4 It could be that different models applied on different routes, but some rational explanation for why this would be 
the case would be needed, particularly because we understand that there are no bilateral discussions on the 
IATA fares in the IATA conference. 
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Table 2: Summary of Granger Causality Results 

IATA fares Granger-cause Qantas Qantas fares Granger-cause IATA 
fares (YIN)? fares (YIN)? 

Route 6 lags 3 lags I lag 6 lags 3 lags I lag 

Sydney-London First Class N N 

Sydney-London Business N N 
Class 

Sydney-LA First Class N N N Y 

Sydney-LA Business Class N N 

Sydney-Johannesburg First Y N N N 
Class 

Sydney-Johannesburg Y Y Y N N N 
Business Class -- ---- -. 

- - " .- .- .- - . - 
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The ASM data used to date is relatively old. To try and generate more recent and 
hopefully more relevant data, we have been gathering information on retail fares available 
in Australia over a number of routes using data publicly available on the internet. 

Internet retail market fares have been sourced from the Travel Now website published by 
Agent Support Systems Limited. The site is located at www.travelnow.com.au. According 
to information provided on the Travel Now website, the fares displayed are updated every 
Tuesday. We have collected data each week after the fares have been updated since late 
November 2005 until September 2006. The data collection exercise has been conducted 
by pricing a standard ticket (return, for a two week trip abroad, departing three months 
from the date of collection) for each class of fare collected. 

The data on the website is as we understand it intended to capture retail fares available to 
consumers at the time of publication. However the site is not a travel agency, and fares 
cannot actually be booked directly from the site. Rather the site advises consumers to 
contact their local Travel Agency to book any specials found on the website. We 
therefore believe that the fares should be reasonably indicative of retail fares actually 
being supplied in the market. However, we would assume that the minimum fares 
advertised may not always be available in practice, given that the system is not a real 
time online booking system. 

The Travel Now website returns a range of fares for any particular airline, rather than just 
the minimum fare. In gathering the data we have captured all the fares offered, and have 
analysed both minimum and maximum fares advertised at each point in time. 

We have analysed the routes analysed by the ACCC. While we have examined both 
business and first class fares, we only reproduce the business class analysis here, as 
there are no significant differences observed between the two classes of fare. 

On the Sydney to London and Los Angeles routes there is no change in IATA fares during 
the period of our study, while there is a single change on Sydney to Johannesburg. It is 
clear that the constant IATA fares on the routes where there are no IATA fare changes 
have not resulted in any obvious lack of price flexibility - carriers adjust prices over time. 
On Sydney to Johannesburg route there is a single IATA change. We comment on this 
below the relevant graph for ease of reference. 
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5.2.1. Syrjriey to i"~nc;on -. Rljsir~r>r.s Ciass 

Max Fares 
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- QANTAS - A r  New Zeabnd - United - IATA C1 - IATA C2 

- QANTAS -Air New Zealand - Unlted - IATA C1 - IATA C2 

- - - .. . -. .- ... - .... .. .... . . , ,. .. - .. - . -- 
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-- QANTAS - SAA -Singapore - WTA 
- - - - 

PJjn Fares 

! -.-. QANTAS - SAA -Singapore - WTA 
. . . .  . .  

On this route an IATA fare changes at the end of March. There is no apparent impact on 
minimum fares, but maximum fares do seem to adjust at the same time for two of the 
three carriers. Both Qantas and Singapore Air adjust fares at the same time as the IATA 
fare moves, though by very different amounts. SAA, the second of the two major players 
(Qantas and SAA) does not move either in parallel or later.15 

We note that this may be reflect the fact that SAA only appears to publish what is close to one business class 
fare. 
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The evidence does not suggest that the IATA fare is facilitating collusion. We understand 
from IATA that 1 April is a common time to introduce new fares into the market. It is 
notable that the two big players did not move together, which would be very odd indeed if 
the IATA fare was being used to coordinate behaviour. Also, the Singapore Airlines 
increase is very large and is not comparable in magnitude to the Qantas adjustment. This 
appears more likely to represent a management conclusion that the lower maximum 
prices offered in the period prior to the price increase did not produce value for the Airline, 
rather than an attempt at coordinated price movement with Qantas. 

..-..- .. . . . ...... .. .. .. .. -. .. . " . -- . 
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In this appendix we outline the methodology and results of the Granger causality tests we 
have conducted. We note that the test applied here is not the same as that applied in a 
previous IATA submission to the A C C C . ~ ~  The test we have applied is in our view a 
significantly more powerful test. 

In conducting this test we have used the ASM data, which we have confirmed is 
comparable to that used by the ACCC by plotting the data and comparing it with the 
ACCC analysis presented in the ACCC's "Revised Fare Analysis" note.17 We have not 
however used the Qantas FFA data that was available to the ACCC, as we do not have 
access to it. 

The dataset comprises weekly Qantas fares (denoted "Qantas 1" in the Revised Fare 
Analysis) and the weekly IATA fares, for first class and business class travel for the 
Sydney to London, Sydney to Los Angeles and Sydney to Johannesburg routes from April 
1994 to June 2001. In some cases there are missing observations, and in these 
instances we have carried forward the previous week's observation. l8 

We perform our test using monthly data. This is because fare changes (when not 
coincident) are typically months rather than weeks apart. We use the fare in the first 
week of a given month as the monthly fare for that month. 

We tested for Granger causality to determine if IATA fares Granger-cause Qantas fares. 
To do this we first estimated the "restricted" regression, where the Qantas fare is 
regressed only on its own lags. That is: 

16 IATA submission 28.10.05 at: 

http:l/www.accc.gov.au/contentlindex,phtml/itemld1744580lfromltemld1278039/display/submission 

l7 ACCC, "IATA Application for Revocation and Substitution A90855 Passenger Tariff Coordination - ACCC 
Revised Fare Analysis", 6 September 2006. 

This appears to be a sensible approach, as fares are relatively constant over time with only occasional step 

changes in certain weeks. Most of the missing observations do not occur around these step changes. 

--- -- -. - - - -- - 
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Where Q, is the Qantas fare at time t , T is the total number of lags, a and b are 

regression coefficients to be determined and qt is a random disturbance term with zero 

mean and constant variance. 

We then regressed the Qantas fare on lags of the Qantas fare and IATA fare (the 
"unrestricted" regression). This is captured by the following equation: 

where, in addition to the variables noted above, I, is the IATA fare at time t , a , ,8 and 

y are regression coefficients to be determined and E, is a random disturbance term with 

zero mean and constant variance. 

The test for Granger causality is an F-test on the restricted and unrestricted regressions, 
where the null hypothesis is that the y j  coefficients in the unrestricted regression are 

jointly zero. If we can reject this null hypothesis (given by a sufficiently high F-statistic or 
low p-value, depending on the significance level), then it can be said that the IATA fares 
are jointly significant and thus IATA fares are found to Granger-cause Qantas fares. 

We ran the regressions given above separately for using 6 lags, 3 lags and 1 lag, where 
the number of lags for both Qantas and IATA fares is the same in the unrestricted 
regression as in the restricted regression (i.e. if we have 6 Qantas lags in the restricted 
regression, we have 6 Qantas and 6 IATA lags in the unrestricted regression). The lags 
are monthly so that, for example, with 3 lags we regressed the Qantas fare on: a one 
month lag of the Qantas fare, a two month lag of the Qantas fare, a three month lag of the 
Qantas fare, a one month lag of the IATA fare, a two month lag of the IATA fare and a 
three month lag of the IATA fare. We then tested for Granger causality for each 
regression. We also reversed the direction of each regression by using the IATA fare as 
the dependent variable, to test if Qantas fares Granger-cause IATA fares. Our results of 
this testing are set out in the sections below. 

For the Sydney to London first class route, we firstly test for Granger causality on a model 
with six lags (one month through to six months), where the lags are regressed on the 
Qantas fare as the dependent variable. The results of the restricted and unrestricted 
regressions are shown in Table 3, along with the R-squared values and the F-test results. 
Note that we assume a 5% significance level throughout this analysis, so that a p-value of 
less than 5% (0.05) implies we can reject the null hypothesis and conclude the 
coefficient(s) in question is significant. 

-- 
FINAL Page 33 



Response to ACCC Revised Fare Analysis 

2 November 06 

The key observation for this regression is that the F-test shows that the IATA lags 
together are not jointly significant (the p-value shown in parentheses for the F-test is 
greater than 0.05) -which suggests IATA fares do not Granger-cause Qantas fares. We 
have also tested for the reverse relationship i.e. whether Qantas fares Granger-cause 
IATA fares (with the IATA fare as the dependent variable). We find that we cannot reject 
the null hypothesis from the F-test and thus Qantas fares are not found to Granger-cause 
IATA fares, as shown in Table 4. 

Table 3: Sydney-London Fi rs t  Class: Granger Causal i ty Results fo r  S ix  Lags  (Qantas a s  

dependent variable) - 
Unrestricted regression Restricted regression 

Coefficient (P-value) Coefficient (P-value) 
-..? - 

Constant -676.73 (0.044) -59.667 (0.686) 

Qantas lag 1 

Qantas lag 2 

Qantas lag 3 
.- - - -- - - 

Qantas lag 4 

Qantas lag 5 

Qantas lag 6 

IATA lag 1 

IATA lag 2 

IATA lag 3 

IATA lag 4 

IATA lag 5 0.141 (0.433) 

IATA lag 6 0.101 (0.483) 

Table 4: Sydney-London Fi rs t  Class: Granger Causal i ty Resul ts  for S ix  Lags  (IATA a s  

dependent variable) 

Unrestricted regression Restricted regresslon 

Coefficient (P-value) Coefficient (P-value) 

Constant -21 1.23 (0.517) -333.81 (0.130) 

-- -- ... -. .- . .- . .. . . , -.-. 
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IATA lag 1 

IATA lag 2 

IATA lag 3 

IATA lag 4 

IATA lag 5 

IATA lag 6 

Qantas lag 1 

Qantas lag 2 

Qantas lag 3 

Qantas lag 4 

Qantas lag 5 

Qantas lag 6 

The regressions using three lags of the Qantas and IATA fares with Qantas as a 
dependent variable are shown in Table 5. The key observation here is that the 
coefficients on the IATA lags are not jointly significant. Therefore IATA fares are not 
found to Granger-cause Qantas fares in this regression. Testing the reverse relationship 
with IATA as the dependent variable, with results shown in Table 6, we also find that 
Qantas fares are not found to Granger-cause IATA fares. 

Table 5: Sydney-London First Class: Granger Causality Results for Three Lags (Qantas as 

dependent variable) 

Unrestricted regression Restricted regression 

Coefficient (P-value) Coefficient (P-value) 

Constant 

Qantas lag 1 

Qantas lag 2 

Qantas lag 3 

IATA lag 1 

IATA lag 2 

" 
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IATA lag 3 

R-squared 

Table 6: Sydney-London First Class: Granger Causality Results for Three Lags (IATA as 

dependent variable) 
----- - - - -  

Unrestricted regression Restricted regression 

Coefficient (P-value) Coefficient (P-value) - 
Constant -94.842 (0.724) -279 58 (0.153) 

lATA lag 1 0.819 (0.000) 0.855 (0.000) 

IATA lag 2 -0.009 (0 951) 0 000 (1 .OOO) 

IATA lag 3 0.157 (0.205) 0.177 (0.131) 

Qantas lag 1 0.079 (0.486) 

Qantas lag 2 0.032 (0.831 ) 

Qantas lag 3 -0.053 (0.650) 

R-squared 0.981 1 0.9806 

F-test 0.648 (0.586) 

Results for the model with only one month lag and the Qantas fare as the dependent 
variable are shown in Table 7. This shows that IATA fares are found to Granger-cause 
Qantas fares in this model, as we reject the null hypothesis that the IATA coefficient is 
equal to zero at the 5% significant level. When the IATA fare is the dependent variable, 
we cannot reject the null hypothesis, and thus Qantas fares are not found to Granger- 
cause IATA fares. 

Table 7: Sydney-London First Class: Granger Causality Results for One Lag (Qantas as 

dependent variable) 

Unrestricted regression Restricted regression 

Coefficient (P-value) Coefficient (P-value) 

Constant -365.33 (0.120) 26.188 (0 845) 

Qantas lag 1 0 908 (0.000) 1.003 (0 000) 

IATA lag 1 0.1 13 (0 044) 
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Table 8: Sydney-London First Class: Granger Causality Results for One Lag (IATA as 
dependent variable) 

Unrestricted regression Restricted regression 

Coefficient (P-value) Coefficient (P-value) 

Constant 113.13 (0.610) -145.71 (0.409) 

IATA lag 1 

Qantas lag 1 

We ran the same regressions as given above for the business class fares on the Sydney 
to London route. The results for monthly lags up to six months are shown in Table 9. 
The key observation from this table is that the six IATA lag coefficients are not jointly 
significant, so IATA fares are not found to Granger-cause Qantas fares. 

We also note that for this route, the regression for six lags with IATA as the dependent 
variable does suggest Granger-causality. That is, the six Qantas lag coefficients are 
jointly significant in the unrestricted regression on the IATA fare, and thus Qantas fares 
are found to Granger-cause IATA fares. These results are shown in Table 10. 

Table 9: Sydney-London Business Class: Granger Causality Results for Six Lags (Qantas as 

dependent variable) 

Unrestricted regression Restricted regression 

Coefficient (P-value) Coefficient (P-value) 

Constant 

Qantas lag 1 

Qantas lag 2 

Qantas lag 3 

Qantas lag 4 

". -" -.-p--p--pp--- 
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Qantas lag 5 

Qantas lag 6 

IATA lag 1 

IATA lag 2 

IATA lag 3 

IATA lag 4 

IATA lag 5 

IATA lag 6 

Table 10: Sydney-London Business Class: Granger Causality Results for Six Lags (IATA as 

dependent variable) 
. ... . 

Unrestricted regression Restricted regression 

Coefficient (P-value) Coefficient (P-value) 

Constant 

IATA lag 1 

IATA lag 2 

IATA lag 3 

IATA lag 4 

IATA lag 5 

IATA lag 6 

Qantas lag 1 

Qantas lag 2 

Qantas lag 3 

Qantas lag 4 

Qantas lag 5 -0.216 (0.274) 

Qantas lag 6 

- 
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The regression results using three lags of the Qantas and IATA fares are shown in Table 
1 1. The key observation here is that the IATA lags are not jointly significant. Therefore 
IATA fares are not found to Granger-cause Qantas fares in this regression. With IATA as 
the dependent variable in the regression, we find that Qantas fares with up to three month 
lags are found to Granger-cause IATA fares, as shown in Table 12. 

Table 11: Sydney-London Business Class: Granger Causality Results for Three Lags 

(Qantas as dependent variable) - 
Unrestricted regression Restricted regression 

Coefficient (P-value) Coefficient (P-value) 

Constant 

Qantas lag 1 

Qantas lag 2 

Qantas lag 3 
- 

IATA lag 1 

IATA lag 2 

IATA lag 3 

R-squared 

F-test 

Table 12: Sydney-London Business Class: Granger Causality Results for Three Lags (IATA 
as dependent variable) 

Unrestricted regression Restricted regression 

Coefficient (P-value) Coefficient (P-value) 

Constant 

IATA lag 1 

IATA lag 2 

IATA lag 3 

Qantas lag 1 

Qantas lag 2 

Qantas lag 3 
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Results for the one lag model are shown in Table 13. The key result is that IATA fares 
are found to Granger-cause Qantas fares in this model. If we use IATA as the dependent 
variable and test whether Qantas fares Granger-cause IATA fares (with a lag of one 
month), then we reject the null hypothesis that the Qantas coefficient is equal to zero i.e. 
Qantas fares are found to Granger-cause IATA fares, as shown in Table 14. 

Table 13: Sydney-London Business Class: Granger Causality Results for One Lag (Qantas 

as dependent variable) 

Unrestricted regression Restricted regression 

Coefficient (P-value) Coefficient (P-value) 

Constant 202.85 (0.151) 44.644 (0.725) 

Qantas lag 1 0.838 (0.000) 0.998(0.000) 

IATA lag 1 0.1 08 (0.020) 

Table 14: Sydney-London Business Class: Granger Causality Results for One Lag (IATA as 

dependent variable) 

Unrestricted regression Restricted regression 

Coefficient (P-value) Coefficient (P-value) 

Constant -428.24 (0.014) -41.463 (0.753) 

IATA lag 1 0.832 (0.000) I .OlO (0.000) 

Qantas lag 1 0.281 (0.001) 
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In this section we present the results for the Sydney-Los Angeles route with first class 
fares. The results with monthly lags going out to six months are shown in Table 15. The 
F-test indicates that the six IATA lags are not statistically different from zero, and thus 
IATA fares are not found to Granger-cause Qantas fares in this model. 

The results of the restricted and unrestricted regressions with six lags where the IATA 
fare is the dependent variable are shown in Table 16. In this case the F-test shows that 
the Qantas lags are statistically significant, and thus Qantas fares are found to Granger- 
cause IATA fares. 

Table 15: Sydney-Los Angeles First Class: Granger Causality Results for Six Lags (Qantas 

as dependent variable) 

Unrestricted regression Restricted regression 

Coefficient (P-value) Coefficient (P-value) 

Constant -143.95 (0.432) -41.990 (0.797) 

Qantas lag 1 0.821 (0.000) 0.875 (0.000) 

Qantas lag 2 0.010 (0.951) 0.013 (0.940) 

Qantas lag 3 

Qantas lag 4 

Qantas lag 5 

Qantas lag 6 

IATA lag 1 

IATA lag 2 

IATA lag 3 

IATA lag 4 

IATA lag 5 0.006 (0.965) 

IATA lag 6 0.025 (0.822) 

R-squared 

"-.. " ." " * 
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Table 16: Sydney-Los Angeles First Class: Granger Causality Results for Six Lags (IATA as 

dependent variable) 
-- - 

Unrestricted regression Restricted regression 

Coefficient (P-value) Coefficient (P-value) 
----*---- 

Constant -462.25 (0 025) -226 74 (0.267) 

IATA lag 1 0.745 (0.000) 0.870 (0.000) 

IATA lag 2 0.474 (0.002) 0.421 (0.009) 

-0.202 (0.212) 

IATA lag 4 -0.340 (0.031) -0.306 (0.062) 

IATA lag 5 0.076 (0.614) 

IATA lag 6 0.199 (0.107) 0.225 (0.072) 

Qantas lag 1 -0.166 (0.247) 

Qantas lag 2 0.127 (0.500) 

Qantas lag 3 0.147 (0.429) 

Qantas lag 4 

Qantas lag 5 

Qantas lag 6 

Using three lags in the model with Qantas as the dependent variable gives the results in 
Table 17. In this case, IATA fares are not found to Granger-cause Qantas fares. When 
we use the IATA fare as the dependent variable, we find that Qantas fares are found to 
Granger-cause IATA fares, as shown in Table 18. 

Table 17: Sydney-Los Angeles First Class: Granger Causality Results for Three Lags 

(Qantas as dependent variable) 

Unrestricted regression Restricted regression 

Coefficient (P-value) Coefficient (P-value) 

Constant -91.502 (0.551 ) -38.305 (0.797) 

Qantas lag 1 0.854 (0.000) 0.876 (0.000) 

Qantas lag 2 

FINAL Page 42 



Response to ACCC Revised Fare Analysis 

2 November 06 

Qantas lag 3 

IATA lag 1 

IATA lag 2 

IATA lag 3 

R-squared 

F-test 

Table 18: Sydney-Los Angeles First Class: Granger Causality Results for Three Lags (IATA 
as dependent variable) 

Unrestricted regression Restricted regression 

Coefficient (P-value) Coefficient (P-value) 

Constant -213.19 (0.240) -62.704 (0.725) 

IATA lag 1 0.829 (0.000) 0.916 (0.000) 

IATA lag 2 

IATA lag 3 

Qantas lag 1 

Qantas lag 2 

Qantas lag 3 

The results are similar when we reduce the model down to one lag of one month. With 
Qantas as the dependent variable the IATA lag is not statistically significant (at the 5% 
level) and thus IATA fares are not found to Granger-cause Qantas fares, as Table 19 
shows. On the other hand, with the IATA fare as the dependent variable, we find that the 
one month lag on the Qantas fare does Granger-cause the IATA fare, as in Table 20. 

Table 19: Sydney-Los Angeles First Class: Granger Causality Results for One Lag (Qantas 

as dependent variable) 

Unrestricted regression Restricted regression 

Coefficient (P-value) Coefficient (P-value) 

Constant -42.469 (0.762) -23.184 (0.870) 
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Qantas lag 1 

IATA lag 1 

Table 20: Sydney-Los Angeles First Class: Granger Causality Results for One Lag (IATA as 

dependent variable) - 
Unrestricted regression Restricted regression 

Coefficient (P-value) Coefficient (P-value) - 
Constant -222.22 (0 199) -11350 (0501) 

IATA lag 1 0.940 (0.000) 1.015 (0.000) 

Qantas lag 1 0.108 (0.033) 

In this section we present the results for the Sydney-Los Angeles route with business 
class fares. The results with monthly lags going out to six months are shown in Table 21. 
The F-test indicates that the six IATA lags are not statistically different from zero, and 
thus IATA fares are not found to Granger-cause Qantas fares in this model. Similarly, 
Table 22 shows that Qantas fares are not found to Granger-cause lATA fares. 

Table 21: Sydney-Los Angeles Business Class: Granger Causality Results for Six Lags 

(Qantas as dependent variable) 
-- - - -- - 

Unrestricted regression Restricted regression 

Coefficient (P-value) Coefficient (P-value) 

Constant 36.640 (0.784) 52.137 (0.662) 

Qantas lag 1 0.812 (0.000) 0.861 (0.000) 

Qantas lag 2 0.006 (0.971) 0.002 (0.991) 

Qantas lag 3 0.090 (0.604) 0.105 (0.542) 

Qantas lag 4 -0.083 (0 636) -0 092 (0 592) 
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Qantas lag 5 

Qantas lag 6 

IATA lag 1 

IATA lag 2 

IATA lag 3 

IATA lag 4 

IATA lag 5 

IATA lag 6 

R-squared 

Table 22: Sydney-Los Angeles Business Class: Granger Causality Results for Six Lags 
(IATA as dependent variable) 

Unrestricted regression Restricted regression 

Coefficient (P-value) Coefficient (P-value) 

Constant -387.85 (0 033) -156.95 (0 265) 

IATA lag 1 0.795 (0.000) 0.870 (0.000) 

IATA lag 2 0 452 (0.006) 0.435 (0.007) 

IATA lag 3 -0.225 (0.1 70) -0.208 (0.201) 

IATA lag 4 

IATA lag 5 

IATA lag 6 

Qantas lag 1 

Qantas lag 2 

Qantas lag 3 

Qantas lag 4 

Qantas lag 5 0.1 10 (0.638) 

Qantas lag 6 
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Using three lags in the model with Qantas as the dependent variable gives the results in 
Table 23. In this case, IATA fares are not found to Granger-cause Qantas fares. Table 
24 shows the results with IATA as the dependent variable, and again Qantas fares are 
not found to Granger-cause IATA fares. 

Table 23: Sydney-Los Angeles Business Class: Granger Causality Results for Three Lags 

(Qantas as dependent variable) - 
Unrestricted regression Restricted regression 

Coefficient (P-value) Coefficient (P-value) 

Constant 37.055 (0.749) 30.389 (0.780) 

Qantas lag 1 0.860 (0.000) 0.872 (0.000) 

Qantas lag 2 -0.004 (0.979) 0 012 (0.940) 

Qantas lag 3 0.106 (0.405) 0.1 18 (0.344) 

IATA lag 2 -0.065 (0.544) 

IATA lag 3 0.112 (0.180) 

Table 24: Sydney-Los Angeles Business Class: Granger Causality Results for Three Lags 

(IATA as dependent variable) 
-- 

Unrestrlcted regression Restricted regression 

Coefficient (P-value) Coefficient (P-value) 

Constant 

IATA lag 1 

IATA lag 2 

IATA lag 3 

Qantas lag 1 

Qantas lag 2 

Qantas lag 3 

R-squared 
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For a lag of one month only, IATA fares are not found to Granger-cause Qantas fares, as 
Table 25 shows. Similarly, with the IATA fare as the dependent variable, we find that the 
one month lag on the Qantas fare does not Granger-cause the IATA fare (although the 
significance of the Qantas coefficient is very close to the 5% significant level), as in Table 
26. 

Table 25: Sydney-Los Angeles Business Class: Granger Causality Results for One Lag 

(Qantas as dependent variable) 

Unrestricted regression Restricted regression 

Coefficient (P-value) Coefficient (P-value) 

Constant 

Qantas lag 1 

IATA lag 1 

R-squared 

F-test 

Table 26: Sydney-Los Angeles Business Class: Granger Causality Results for One Lag (IATA 

as dependent variable) 

Unrestricted regression Restricted regression 

Coefficient (P-value) Coefficient (P-value) 

Constant -269.58 (0.076) -80.317 (0.489) 

IATA lag 1 0.964 (0.000) 1.016 (0.000) 

Qantas lag 1 0.089 (0.057) 

In this section we present the results for the Sydney-Johannesburg route with first class 
fares. The results with monthly lags going out to six months are shown in Table 27. The 
F-test indicates that the six IATA lags are statistically significant, and thus IATA fares are 
found to Granger-cause Qantas fares in this model. 

-- -. -- - -- 
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The results of the restricted and unrestricted regressions with six lags where the IATA 
fare is the dependent variable are shown in Table 28. In this case the F-test shows that 
the Qantas lags are not statistically significant, and thus Qantas fares are not found to 
Granger-cause IATA fares. 

Table 27: SydneyJohannesburg First Class: Granger Causality Results for Six Lags (Qantas 

as dependent variable) 

Unrestricted regression Restricted regression 

Coefficient (P-value) Coefficient (P-value) 
. ,- 

Constant -261 .OO (0.078) -68.588 (0.607) 

Qantas lag 1 

Qantas lag 2 

Qantas lag 3 0.036 (0.808) 0.000 (I ,000) 

Qantas lag 4 

Qantas lag 5 

Qantas lag 6 0.123 (0.359) 0 128 (0 368) 

IATA lag 1 0.315 (0.000) 

IATA lag 2 

lATA lag 3 0 085 (0.455) 

IATA lag 4 

IATA lag 5 

IATA lag 6 -0.129 (0.190) 

Table 28: SydneyJohannesburg First Class: Granger Causality Results for Six Lags (IATA 

as dependent variable) 

Unrestricted regression Restricted regression 

Coefficient (P-value) Coefficient (P-value) 

Constant 

IATA lag 1 

IATA lag 2 
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IATA lag 3 

IATA lag 4 

IATA lag 5 

IATA lag 6 

Qantas lag 1 

Qantas lag 2 

Qantas lag 3 

Qantas lag 4 

Qantas lag 5 

Qantas lag 6 -0.227 (0.249) 

Using three lags in the model with Qantas as the dependent variable gives the results in 
Table 29 In this case, IATA fares Granger-cause Qantas fares. When we reverse the 
direction of the regression, by using the IATA fare as the dependent variable, we find that 
Qantas fares are not found to Granger-cause IATA fares, as shown in Table 30. 

Table 29: SydneyJohannesburg First Class: Granger Causality Results for Three Lags 

(Qantas as dependent variable) 

Unrestricted regression Restricted regression 

Coefficient (P-value) Coefficient (P-value) 

Constant 

Qantas lag 1 

Qantas lag 2 

Qantas lag 3 

IATA lag 1 

IATA lag 2 

IATA lag 3 

--......---..-------- ---- 
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Table 30: Sydney- Johannesburg First Class: Granger Causality Results for Three Lags 
(IATA as dependent variable) 

Unrestricted regression Restricted regression 

Coefficient (P-value) Coefficient (P-value) 

Constant 

IATA lag 1 

IATA lag 2 

IATA lag 3 

Qantas lag 1 

Qantas lag 2 

Qantas lag 3 

The results are similar when we reduce the model down to one lag of one month. With 
Qantas as the dependent variable the IATA lag is statistically significant and thus IATA 
fares are found to Granger-cause Qantas fares, as Table 31 shows. On the other hand, 
with the IATA fare as the dependent variable, we find that the one month lag on the 
Qantas fare does not Granger-cause the IATA fare, as in Table 32. 

Table 31: Sydney- Johannesburg First Class: Granger Causality Results for One Lag (Qantas 
as dependent variable) 

Unrestricted regression Restricted regression 

Coefficient (P-value) Coefficient (P-value) 

Constant 

Qantas lag 1 0.746 (0.000) 1.004 (0.000) 

IATA lag 1 0.213 (0.000) 

-- - 
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Table 32: Sydney- Johannesburg First Class: Granger Causality Results fo r  One Lag (IATA 

as  dependent variable) 

Unrestricted regression Restricted regression 

Coefficient (P-value) Coefficient (P-value) 

Constant 67.791 (0.670) 36.519 (0.818) 

IATA lag 1 0.903 (0 000) 

Qantas lag 1 0 122 (0.177) 

In this section we present the results for the Sydney-Johannesburg route with business 
class fares. The results with monthly lags going out to six months are shown in Table 33. 
The F-test indicates that the six IATA lags are statistically significant, and thus IATA fares 
are found to Granger-cause Qantas fares in this model. 

The results of the restricted and unrestricted regressions with six lags where the IATA 
fare is the dependent variable are shown in Table 34. In this case the F-test shows that 
the Qantas lags are not statistically significant, and thus Qantas fares are not found to 
Granger-cause IATA fares. 

Table 33: SydneyJohannesburg Business Class: Granger Causality Results for  Six Lags 

(Qantas as dependent variable) 

Unrestricted regression Restricted regression 

Coefficient (P-value) Coefficient (P-value) 

Constant 

Qantas lag 1 

Qantas lag 2 

Qantas lag 3 

Qantas lag 4 

Qantas lag 5 

Qantas lag 6 

IATA lag 1 

-- 
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IATA lag 2 

IATA lag 3 

IATA lag 4 -0.017 (0.865) 

IATA lag 5 0.179 (0.086) 

IATA lag 6 -0.066 (0.422) 

Table 34: SydneyJohannesburg Business Class: Granger Causality Results for Six Lags 

(IATA as dependent variable) 

Unrestricted regression 

. 

Restricted regression 

Coefficient (P-value) Coefficient (P-value) 

Constant 31 1.51 (0.098) 137.53 (0.388) 

IATA lag 1 

IATA lag 2 

IATA lag 3 

IATA lag 4 

IATA lag 5 

IATA lag 6 

Qantas lag 1 

Qantas lag 2 

Qantas lag 3 

Qantas lag 4 

Qantas lag 5 

Qantas lag 6 

R-squared 
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Using three lags in the model with Qantas as the dependent variable gives the results in 
Table 35. In this case, IATA fares Granger-cause Qantas fares. When we reverse the 
direction of the regression, by using the IATA fare as the dependent variable, we find that 
Qantas fares are not found to Granger-cause IATA fares, as shown in Table 36. 

Table 35: SydneyJohannesburg Business Class: Granger Causality Results for Three Lags 

(Qantas as dependent variable) 

Unrestricted regression Restricted regression 

Coefficient (P-value) Coefficient (P-value) 

Constant 

Qantas lag 1 

Qantas lag 2 

Qantas lag 3 

IATA lag 1 

IATA lag 2 

IATA lag 3 0 059 (0.442) 

R-squared 0 9826 0.9798 

F-test 4.159 (0.009) 

Table 36: Sydney- Johannesburg Business Class: Granger Causality Results for Three Lags 
(IATA as dependent variable) 

Unrestricted regression Restricted regression 

Coefficient (P-value) Coefficient (P-value) 

Constant 

IATA lag 1 

IATA lag 2 

IATA lag 3 

Qantas lag 1 

Qantas lag 2 

Qantas lag 3 
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The results are similar when we reduce the model down to one lag of one month. With 
Qantas as the dependent variable the IATA lag is statistically significant and thus IATA 
fares are found to Granger-cause Qantas fares, as Table 37 shows. On the other hand, 
with the IATA fare as the dependent variable, we find that the one month lag on the 
Qantas fare does not Granger-cause the IATA fare, as in Table 38. 

Table 37: SydneyJohannesburg Business Class: Granger Causality Results for  One Lag 

(Qantas as dependent variable) 

Unrestricted regression Restricted regression 

Coefficient (P-value) Coefficient (P-value) 

Constant 

Qantas lag 1 

IATA lag 1 

Table 38: SydneyJohannesburg Business Class: Granger Causality Results for  One Lag 

(IATA as dependent variable) 

Unrestricted regression Restricted regression 

Coefficient (P-value) Coefficient (P-value) 

Constant 159.00 (0.250) 102.10 (0.445) 

IATA lag 1 0.905 (0.000) 0.990 (0.000) 

Qantas lag 1 0.118 (0.137) 
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