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Dear Dr Chadwick, 

Virgin Blue Airlines Pty Ltd and Etihad Airways Limited applications for 
authorisation 

Thank you for your letter of 27 August 2010. The Department of Infrastructure and 
Transport (the Department) welcomes tile opportunity to provide a submission to the 
ACCC on the proposed alliance between the Virgin Blue Group (Virgin Blue) and 
Etihad Airways Limited.(Etihad). 

The Department recognises that it is a matter for the ACCC to detennine tlie relative 
merits of arguments presented by the applicants on the public benefits and the effect 
on competition of the proposed alliance. However, to assist the ACCC in comiilg to a 
determination, this subinission will provide contextual information on the relevant 
aviation market, the air service arrangements which underpin it and the AustraIian 
Government's aviation policy. 

Regulatory framework and Australian Government policy 

The regulatory framework governing internatioilal air seivices is conlplex. While 
inost sectors of inteillational trade operate on the assu~nptionthat markets are open 
uilless goverrunents intervene to restrict access, international aviation cannot occur 
unless governments act to open the market. This action occurs in tlie fonn of at Ieast 
two governments negotiating and signing an air seivices agreement, specifying that 
international air travel call occur between their respective territories. Air services are 
contrary to most other inteimationally traded products, as without the cooperation of at 
least two governments, the product cannot be traded and the market would not exist. 

As you would be aware, the Depadment is responsible for negotiating ail-services 
agreements with foreign governments. These bilateral agreements typically set out the 
number of flights that airlines of the two countries can operate, cities they can serve in 
the other country and rights to operate via or beyond to third countries. The 
agreeilleilts typically also include provisions reIated to such matters as airline 
ownership and control, competition law, safety and security. 
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The Internatioi~al Air Services Commission is responsible for allocating the available 
capacity negotiated under air services agreements to the Australian aillines that apply 
to operate internationaIly. 

The Australian Government released the National Aviation Policy White Paper on 16 
December 2009. In the White Paper, the Government outlined its commitment to 
pursuing the liberalisation of international aviation to benefit consumers, broader 
Australian industry and provide Australia's airlines with the opportunity to compete 
effectively with their global rivals. The White Paper also stresses the importance of 
eilsuring a strong Australian-based aviation industiy. 

Air services arrangements between Australia and the United Arab Emirates 
(UAE) 

The Agree~nenf bel~leen fhe Gavel-nrtzent ofAusti-alia md the Governnzent of  he 
Unifed Arab Emirates relating to Air Services, done at Dubai on 8 September 2002, 
[2005] ATS 8, supplemented by the Memorandum of Understanding between 
aeronautical authorities signed in Canberra on 8 February 2010 (together the 
arrangements) outlines the capacity entitlements of air sei-vices between the two 
countries. These air services arrangements cui-rently allow designated aildines of the 
UAE to operate 28 sei-vices per week, with a maximum of 14 services to any one 
point, between Abu Dhabi and Australian gateway points (Sydney, Melbourne 
(including Avalon), Brisbane and Perth). Australian carriers can operate 105 services 
per week between Australian Gateway Points and the UAE, using any type of aircraft. 
Airlines of both countries are able to serve ally intermediate points and all beyond 
points. We note that airlines operating via interillediate poiilts wo~dd also need to 
operate in accordance with air services agreements between their home governments 
and the governments of the intermediate countries. 

The Memorandum of Understanding (MOU) between Australia and the UAE provides 
for designated airlines to conduct code share operations. Specifically, paragraph 19 
states that, 'In operating or offering the agreed services on any segment or segments 
of the specified routes, any designated airline of each Contracting Party may enter 
into code sharing arrangements, as marketing and/or operating airline, with any otber 
air1 ine(s)' . 

Paragraph 18 of the MOU permits any designated airline of Australia fifth freedom 
rights to any point beyond the UAE. Accordingly, Australian airlines can operate to 
the UAE and beyond without entering into a code share arrangement or alliance. It is 
then a commercial decision for the individual airlines of each country to determine 
whether to utilise these rights by providing services. 

The proposed alliaiice between Virgin Blue and Etihad is consistent with the authority 
granted under paragraph 1 8 and 19 of the arrangements. 

Status of the Market 

The international aviation market has experienced strong upward demand througl~out 
201 0 with global passenger traffic 3% higher than it was prior to the Global Financial 
Crisis period of early 2008. International Air Transport Association (IATA) statistics 














