
 

 

 

 

 

01 October 2012 

 

Dr Richard Chadwick 

General Manager, Adjudication Branch 
Enforcement and Compliance Division 
Australian Competition and Consumer Commission 
23 Marcus Clarke Street 
CANBERRA ACT 2601 

 

Dear Dr Chadwick, 

SUBMISSION ON REQUEST FOR AUTHORISATION A91332 
AND A91333 BY QANTAS AIRWAYS LIMITED AND 

EMIRATES 

INTRODUCTION 

The Australian & International Pilots Association (AIPA) welcomes the opportunity to 
provide a brief submission on the applications by Qantas and Emirates for ACCC 
authorisations relating to the proposed Qantas Airways Limited and Emirates Master 
Coordination Agreement. 

AIPA is the largest Association of professional airline pilots in Australia.  We represent 
nearly all Qantas pilots and a significant percentage of pilots flying for the Qantas 
subsidiaries (including Jetstar Airways Pty Ltd).  We are a key member of the 
International Federation of Airline Pilot Associations (IFALPA) which represents over 
100,000 pilots in 100 countries. 

AIPA is committed to: 

 sustaining, developing and expanding careers in professional aviation in 
Australia; 

 consultative and cooperative engagement with like-minded management 
teams to further the benefits of aviation for all stakeholders; 

 ensuring that safety and technical standards are upheld and that aviation 
businesses can flourish in a sensible and focused regulatory regime; and 

 participating openly, honestly and forthrightly in all activities to achieve these 
aims. 

We believe that it is important to restate the introduction to our submission to the 
Senate Inquiry into the Qantas Sale Amendment (Still Call Australia Home) Bill 2011: 

“It is critical … that there is a widespread public and political recognition that AIPA is 
highly motivated to see Qantas succeed in a business sense so that we, directly, and 
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more broadly the rest of Australia, benefit from that success.  However, AIPA, in 
combination with what we believe to be the majority of the Australian public, is 
committed to see the success of this great Australian business take place with the 
minimum leakage of contributions to the Australian public purse, employment, skills 
development, national infrastructure and the national reach in time of emergency. 

AIPA is particularly aware that Qantas and its employees live in a dynamic and changing 
world of aviation as well as a changing world of business.  We offer our considered 
advice … against the backdrop of the national interests of prosperity, influence and 
security for all Australians.” 

It has always been the preference of the AIPA membership to be able to provide our 
advice with the benefit of a deep and meaningful engagement with the Qantas Group 
as our employer.  That preference reflects our acknowledgement of a shared interest 
in maintaining a prosperous business.   

Sadly, Qantas has elected not to engage with its employee groups regarding its 
ambitions for the Proposed Conduct with Emirates.  Our advice is therefore limited to 
the information made available by Qantas to the general public. 

WHY IS THIS ARRANGEMENT NECESSARY? 

The key rationale put forward by Qantas is: 

In light of the competitive dynamics of the international aviation industry and the 
competitive advantages enjoyed by mid-point carriers outlined above, Qantas 
International is simply unable to compete or operate profitably. Qantas International has 
embedded structural cost disadvantages compared to other international carriers, which 
benefit from favourable tax regimes, lower labour costs and government funded 
infrastructure. For many years, Qantas International has been in terminal decline and has 
been supported by the other profitable Qantas businesses (Qantas Domestic, QFF and 
Jetstar) but its losses have continued to grow, with a $450 million loss in fiscal year 
2012. The growing magnitude of the losses cannot continue.1 

While AIPA shares the concerns of others that the magnitude of the published losses 
may be more reflective of financial engineering and manipulation of cost allocation 
rather than the realities of the marketplace, it seems equally clear that a range of 
previous and current management decisions have managed to strangle Qantas’ 
profitability in the current economic environment.  It also seems clear that the 
management strategy of using Qantas as the cash cow to fund the capital and cash 
flow requirements of the burgeoning Jetstar franchises has run aground, making it 
much more difficult to hide those growing requirements within the smokescreen of 
consolidated accounts. 

Given that Qantas has now cancelled the Boeing 787 orders that offered the only 
viable way of attacking the increasing fuel costs, the future of Qantas under the Alan 
Joyce plan to “shrink to greatness” is indeed gloomy.  As an aside, AIPA notes that the 
much lauded $418 million payment from Boeing will hardly dent the increased fuel cost 
from operating old technology aircraft in the period until the next purchase window for 
B787s opens. 

                                                
1  Qantas, Applications for Authorisation Qantas Airways Limited (ABN 16 009 661 901) and 

Emirates Coordination Agreement Submission to the Australian Competition & Consumer 
Commission, 7 September 2012, page 13 
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AIPA therefore recognises that the current state of Qantas International operations 
reflects a management “own goal” and some form of coordination agreement is one of 
the few survival options available.   

Unfortunately, one of the consequences of Alan Joyce’s constant inference that the 
Qantas business is a ‘basket case’ means that the choice of partners is limited, if not 
singular, and the current proposal may be the only one likely to eventuate.  In many 
ways, it is difficult not to feel that we and the Australian public have been carefully 
positioned for “Hobson’s choice”, left to choose the least-worse option to support. 

Consequently, our view is that there is clearly a public detriment through the 
foreshadowed collapse of Qantas International operations should authorisation be 
refused.  That leaves us with little option other than to support the Proposed Conduct, 
but with reservations.  Importantly, AIPA support for authorisation is, as we also 
understand the tests of the ACCC to be, conditional upon achieving a positive benefit in 
addition to merely avoiding a detriment. 

AIPA’S CONCERNS 

AIPA has long-running concerns about the future of Qantas as an international airline.  
Those concerns have previously been focused on internal organisational manipulation 
rather than market-based issues.  Nonetheless, the common thread has been the 
management infatuation with the low cost carrier (LCC) model at the expense of the 
full service airline (FSA) and as a vehicle to circumvent the Qantas Sale Act 1992. 

Those concerns have been put to the Senate Rural Affairs and Transport Legislation 
Committee2 and to the International Air Services Commission (IASC)3.  While the 
previous debates were focused on a different vehicle, i.e. the ‘shelling out’ of Qantas 
via its subsidiaries, the relevance of our concerns in the current context is simple: the 
potential net public detriment of a much diminished Qantas is very much the same! 

AIPA noted the possibility that Qantas was not in any way compelled to conduct 
international airline operations in its own right. 4  The key messages delivered to the 
Senate were about publicly unpopular but potential strategies for Qantas.  While we 
believe that it is highly unlikely that Qantas would cease conducting scheduled 
international air transport operations altogether, it is nonetheless an option legally 
open to the management.  While our focus at the time was Jetstar becoming a 
substitute for Qantas, our caution that it would be possible to conduct all scheduled 
international air transport operations with an entity that does not bear the Qantas 
brand applies equally as a possible outcome of the Proposed Conduct. 

AIPA is concerned that the Emirates Master Coordination Agreement might provide a 
platform for Qantas to shrink back from being an ‘operating carrier’ to becoming 
predominantly a ‘marketing carrier’, in a similar fashion to that which we envisaged 

                                                
2  Australian & International Pilots Association, Submission 4 to the Senate Rural Affairs and 

Transport Legislation Committee Inquiry into the Air Navigation and Civil Aviation 
Amendment (Aircraft Crew) Bill 2011 and the Qantas Sale Amendment (Still Call Australia 
Home) Bill 2011, 14 October 2012. 

3  Australian & International Pilots Association, Submission to the International Air Services 
Commission in Regard to the Qantas Application for Renewed and Revised Capacity 
Allocations, 28 October 2011. 

4  AIPA, Submission 4 op cit., Executive Summary page ii and pages 20-26. 
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may have been planned for Jetstar.  Should that occur, Qantas might even be able to 
relinquish its International Air Operators Certificate altogether, but still issue tickets in 
its own name for international flights on Emirates, even though the Qantas 
international business would mainly consist of just a call centre and associated IT 
facilities. 

Is There a Place for ‘Virtual Airlines’? 

AIPA notes that ‘virtual’ airlines, that is airlines that operate no aircraft in their own 
right, currently exist in other parts of the world.  Furthermore, the CEO of Virgin 
Australia, John Borghetti, recently confirmed that a good alliance strategy can be 
profitable: 

if you look at our international business - which was, you might recall two years ago, 
losing significant amount of money, and I'm talking tens of millions of dollars - it's now 
very much in the positive side ... 

…But, you know, one of the things that's really interesting about that is that we've done 
it effectively without buying any more aeroplanes.5 [emphasis added] 

Prima facie, the concept of moving from an alliance strategy as an ‘operating carrier’ 
towards becoming a ‘virtual’ airline or ‘marketing carrier’ might tick most of the boxes 
in a test of economic public benefit that measures productive, allocative and dynamic 
efficiencies.  AIPA is concerned about the weight given to the related public detriment, 
both economic and non-economic, when all of the outcomes of such an airline model 
are considered.  We also believe that the merits of such models change with time and 
the so-called corporate life cycle 

Establishment and Growth 

We believe that setting up business as a ‘virtual’ airline or ‘marketing carrier’ is a viable 
model for a start-up carrier with limited resources.  AIPA is of the view that the 
necessary alliances to support this expansive phase of the corporate life cycle would 
generally result in net public benefit, not only in the efficiency context but also in the 
context of future employment, training and potential contribution to the national 
infrastructure. 

Although already an established carrier, Virgin Australia’s fledgling international 
operation provides a supporting example for our view.  In many ways, the 
revitalisation of Virgin Australia resembles a start-up operation.  The benefits are best 
explained by the CEO: 

TICKY FULLERTON: You talked about a cost advantage that Virgin has - double digit 
levels of cost advantage. I know you don't want to put a dollar figure on that, but why is 
there a cost advantage; can you explain to me why? 

JOHN BORGHETTI: In any market in the world, when a new entrant starts, they always 
start with a clean piece of paper so they can design processes, systems without any 
legacy issues - and we did that 10 years ago or 11 years ago of course - and I suppose 
to some extent we're doing that again now but for a segment of the market in the 
corporate sector that you see us playing in.  

                                                
5  ABC “The Business”, Borghetti pilots Virgin back to the black, Transcript Updated 

Tuesday Aug 28, 2012 11:02pm AEST at http://www.abc.net.au/news/2012-08-28/its-
up-up-and-away-for-virgin-as-its-game-changer/4229190 

http://www.abc.net.au/news/2012-08-28/its-up-up-and-away-for-virgin-as-its-game-changer/4229190
http://www.abc.net.au/news/2012-08-28/its-up-up-and-away-for-virgin-as-its-game-changer/4229190
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So we aren't burdened with a lot of legacy issues. You know, sometimes you hear stories 
about us paying our staff half the rate of others. That's clearly not true, because if we did 
we wouldn't have any staff working for us. So it really is about processes, systems and 
the way you do things. 

TICKY FULLERTON: Going forward, you've announced a new program to squeeze out 
$400 million in productivity gains. Now you're very, very careful to stress this wasn't 
about job cuts. How will you achieve it? 

JOHN BORGHETTI: It's absolutely not about job cuts. We're growing; you know, 
we put on about 1,000 staff last year, we're putting on hundreds and hundreds of staff 
this year. But what we want to do is, in that growth phase, make sure that 
proportionally our costs don't grow in the same manner.  

An example of what I mean by that by the way are things like: fuel burned per hour, 
turnaround costs at airports and so on. So it's that kind of nature.6 [emphasis added] 

Importantly, AIPA believes that an important feature of this example is that the value 
of such alliances and agreements that may exist is that they allow Virgin Australia to 
‘stay in the game’ internationally while maximising the development (and thus potential 
economic benefits) of their domestic operation.  However, we do not believe there is a 
place for this strategy in a mature business which already enjoys a developed domestic 
support base. 

Maturity and Decline 

AIPA believes that the ‘virtual’ airline or ‘marketing carrier’ model offers little or no 
economic benefit to a mature or declining business such as Qantas.  Indeed, we 
believe any significant movement toward that model in the absence of a supporting 
business-wide internal efficiency plan offers only public detriment. 

Qantas is very clearly a major contributor to Australia’s economic well-being and 
national infrastructure.  AIPA recognises that businesses need to adapt to their 
circumstances and is willing to play its part.  However, we are concerned that merely 
shrinking the International operation, with or without the Emirates Master Coordination 
Agreement, is actually creating a reduction (and ‘diseconomy’) of scale with no 
improvement in any of the three elements of economic efficiency. 

AIPA also notes that, in relative terms, the Qantas focus is not on capitalising and 
revitalising its domestic FSA operation but rather is on supporting the Jetstar LCC 
operation with the majority of that support destined for offshore.  While we recognise 
the potential benefits of creating an offshore foil to the expansion of Air Asia in the LCC 
space, the potential sacrifice of the Qantas FSA International operation is very much at 
odds with our position of “the minimum leakage of contributions to the Australian 
public purse, employment, skills development, national infrastructure and the national 
reach in time of emergency.” 

We are therefore of the view that the Emirates Master Coordination Agreement should 
not of itself require or facilitate further shrinkage in the scale of Qantas operations.  
AIPA sees public benefit stemming from the Agreement permitting redeployment of 
assets onto the more profitable of Qantas’ existing routes or to the opening of Asian 
routes which Qantas has chosen thus far not to service.  We have a strong view that 
further shrinkage is detrimental, both to employye groups as well as to the national 
interest. 
                                                
6  Ibid. 
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Qantas Employees as a Beneficiary Group 

In the present context, we would argue that the AIPA position on maximising domestic 
benefit and minimising the transfer of those benefits to offshore entities falls squarely 
within the concept of a ‘total welfare’ or ‘public benefit’ standard.  We would further 
assert that the very specialised nature of the skills and experience embodied within the 
Qantas employee groups clearly identifies us as a direct beneficiary group to be 
considered by the ACCC in their assessment.  AIPA’s role is to represent the majority of 
the Qantas Group pilots in this debate. 

Continuing on that basis, AIPA therefore seeks clarification as to the applicants’ 
intentions as well as the imposition of certain conditions to ensure that the Proposed 
Conduct benefits a greater congregation than just the shareholders. 

CLARIFICATIONS 

Operating Capacity Allocations 

AIPA seeks clarification as to whether the Proposed Conduct will require Qantas to 
further reduce capacity (post-Frankfurt) in favour of Emirates on particular routes.  If 
so, what are Qantas’ intentions for the operational capacity that is released? 

AIPA seeks clarification as to whether the Master Coordination Agreement requires a 
baseline capacity share to be established at the commencement of the Proposed 
Conduct.  If so, how would the Master Coordination Agreement apportion capacity 
growth and capacity contraction between the two carriers with regards to existing and 
new routes? 

AIPA seeks clarification as to whether the Master Coordination Agreement is limited to 
the identified routes.  If not, what are the intentions of Qantas and Emirates in regard 
to Fifth Freedom routes not currently served such as Dubai-Sydney-Los Angeles? 

Cabotage 

AIPA seeks clarification as to whether Qantas and Emirates intend to seek approval 
from the Department of Infrastructure and Transport (DIT) to add so-called “tag 
flights” to Emirates routes within Australia.  If so, what controls do they intend to put 
in place to prevent to avoid contravening the spirit and the letter of Australian 
workplace laws?  Further, is there any intention to seek approval to carry Qantas 
domestic passengers on Emirates “tag flights” under the guise of a domestic code-
share arrangement? 

International Air Service Agreements 

AIPA seeks clarification as to whether the Master Coordination Agreement will provide 
Emirates with an enhanced status when it comes to the negotiation of Australian Air 
Service Agreements and the consideration of Fifth Freedom access to markets 
presently unavailable to Emirates in their own right.  We note that any clarification 
would need to come from DIT. 

The “Total Welfare Standard” Test 

AIPA seeks clarification from the ACCC on the identification of Qantas employees as a 
direct beneficiary group and whether the benefits or detriments of the Proposed 
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Conduct that flow to employees (by way of greater job security and promotion 
opportunities) should be identified in the Request for Authorisation.  Are the 
benefits/detriments to employee groups considered in a similar way to those for 
shareholders?  If so, what relative weights might be accorded to employee welfare? 

Are Low Air Fares The Most Compelling Metric of Competitive Benefit? 

AIPA understands that much of the underpinning of competition law is based on 
economic principles.  We also believe that the most ubiquitous references to 
competitive success in the public arena are all about cheap airfares.  However, we 
have made the point in the Senate and elsewhere that low airfares, at least in a 
headline sense, may not reflect the true cost of production or may result in cost 
pressures on areas that have significant safety-related costs. 

AIPA seeks clarification on the metrics employed by the ACCC to identify benefit and 
detriment in the aviation industry.  In particular, we seek clarification as to whether 
contributions to operational and training infrastructure, national skills development, 
supplementation of military assets and assistance in the projection of national reach in 
time of emergency are metrics considered in parallel with the more obvious and 
popular metrics. 

CONDITIONS FOR AIPA SUPPORT 

Length of the Authorisation 

AIPA believes that the level of uncertainty associated with the Proposed Conduct 
makes the requested 10 year period too long.  We continue to be concerned regarding 
the future state of Qantas International and we believe that there is a real risk that the 
current management of Qantas is solely focused on the production of cash flow to 
support their Jetstar ambitions, regardless of the actual productive capacity of Qantas 
International.   

AIPA is concerned that much of Qantas’ international market share will be effectively 
gifted to Emirates with little opportunity to prevent it.  On the other hand, if Qantas 
redeploys existing capacity into the Asian markets, an acceptable balance may be 
achieved without detriment to the national interest.   

Given the uncertainty associated with the Qantas management behaviour and 
intentions, AIPA recommends no more than a five year authorisation. 

A Low Water Mark 

AIPA believes that allowing Qantas to shrink towards becoming an international 
marketing carrier only is contrary to Australia’s national interest.  We acknowledge that 
market forces will have effects on employment and that no business is immune.  
However, at least for two employment groups, pilots and maintenance engineers, there 
is no ready market within Australia to absorb that skilled workforce.  There is a real 
risk that the highly trained and experienced workers may be lost overseas or from 
aviation altogether, neither possibility reflecting allocative efficiency of such a 
significant training investment. 

Earlier, we noted ‘that the Emirates Master Coordination Agreement should not of itself 
require or facilitate further shrinkage in the scale of Qantas operations.’  Our support 
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for Authorisation is therefore conditional upon the establishment of a workforce ‘low 
water mark’ that reflects the current employment levels of pilots, cabin crew and 
engineers within Qantas International after those reductions already identified and 
announced to the ASX. 

The intention of this low water mark is not about “jobs for life”.  AIPA is of the view 
that any further reductions in employment levels must be shown to be for causes 
clearly identified as unrelated to the Emirates Master Coordination Agreement or the 
Proposed Conduct.  AIPA is concerned that nowhere does the Qantas submission refer 
to growing its own employment, yet the document cites the impressive growth in the 
Emirates level of employment. 

Employees as Key Stakeholders 

AIPA believes that the ACCC tests (and most certainly Qantas management) pay 
insufficient attention to employees as key stakeholders in the industry.  Importantly, 
what is good for Qantas shareholders is not automatically or necessarily good for 
Qantas employees.  As we have already pointed out, AIPA has been totally ignored by 
Qantas management in seeking a cooperative way forward in improving the business.   

AIPA support for the requested Authorisation is therefore conditional upon Qantas 
management engaging in meaningful dialogue on the practicalities of how the 
Proposed Conduct will be implemented, the implications for the employee groups and 
how the staff engagement that is essential for success is activated and maintained. 

SUMMARY 

AIPA is concerned that the fortunes of Qantas International have been manipulated 
towards making this Proposed Conduct the only available option. 

AIPA believes that the prospects for Qantas under the present management strategy 
are worse without the Proposed Conduct. 

AIPA is concerned that the information available is insufficient to truly judge whether 
the Proposed Conduct offers any positive net benefit for Qantas employees as a direct 
beneficiary group.   

AIPA support for the Proposed Conduct is therefore conditional. 

AIPA believes that the applicants must show how the proposed conduct: 

a. protects and enhances Australian jobs;  

b. retains skill and expertise; and 

c. benefits the national interest.  

 

Yours sincerely, 

 

Captain Richard Woodward 
Vice President 
Australian & International Pilots Association 


