
 

 

10 October 2012 

By email  

Richard Chadwick 
General Manager, Adjudication 
Australian Competition and Consumer Commission 
23 Marcus Clarke Street 
Canberra  ACT  2601 
 
 
No Restriction of Publication Claimed 
 

Dear Dr Chadwick 

Qantas Airways Limited and Emirates – Submission from Virgin Australia in relation to the 
Application for Authorisation  

Virgin Australia welcomes the opportunity to provide this submission on the application for 
authorisation made on 7 September 2012 by Qantas Airways Limited (Qantas) and Emirates (the 
Applicants) (the Application). 

As outlined in the Applicants’ submission (the Submission), the Applicants seek authorisation in 
relation to a broad Coordination Agreement under which they will coordinate their operations across 
their respective global networks, including services between Australia and New Zealand, Asia, North 
Africa, the Middle East, the United Kingdom/ Europe and, potentially, Southern Africa, the United 
States and South America (Proposed Conduct).  The Submission suggests that cooperation may 
also be extended to Jetstar in some markets.1  

Virgin Australia does not object to the application for authorisation of the Proposed Conduct but there 
are some matters (as outlined in this letter) that Virgin Australia considers the ACCC needs to 
address.   

As noted in its 21 September submission, Virgin Australia supports airline alliance proposals where 
there is a clear commercial rationale which will deliver substantiated benefits to consumers which 
outweigh any anti-competitive impacts.   Virgin Australia is confident that the ACCC will, consistent 
with previous practice, undertake a rigorous review of the Proposed Conduct in order to form a view 
as to whether the public benefits of the Proposed Conduct outweighs the anti-competitive detriment.   

Virgin Australia anticipates that the ACCC’s review will focus on the following questions:   

1 What is the competitive impact of the Proposed Conduct in the relevant markets? What is the 
size of the anti-competitive detriment?  What does quantitative fare analysis and QSI analysis 
indicate about the likely competitive effects in the relevant airline markets, in terms of fare levels 
and passenger numbers? 

                                                      
1 Submission, p 18. 



 

 

2 What are the public benefits that flow from the Proposed Conduct which would not flow in the 
counterfactual, and do these benefits outweigh the reduction in competition arising from the 
Proposed Conduct?   

3 What are the implications of Qantas’ recent announcement to implement network changes 
which had been identified in the Submission as delivering significant public benefits and which 
will now proceed whether or not the ACCC authorises the Proposed Conduct. In particular:  

(a) Does this change the likely counterfactual from that put forward by the Applicants in the 
Submission? Is the likely counterfactual more competitive and more likely to result in 
public benefits than the Proposed Conduct?  

(b) Does this mean that the majority of the public benefits as set out in the Submission, 
particularly those related to enhanced services and greater network connectivity, will be 
available absent the Proposed Conduct?  What benefits would then flow from the 
authorisation of the Proposed Conduct?  

(c) Given that Qantas has implemented these changes unilaterally, why is joint pricing and 
scheduling necessary in order to bring about the stated public benefits?   

4 What basis is there for the broad, open-ended authorisation sought? What basis is there for a 
10 year authorisation term? 

While it is not for Virgin Australia to assess or form a view in response to the above questions, we 
have set out below some observations which may assist the ACCC in its review. 

1 Competitive impact of the Proposed Conduct  

The Applicants consider that “the critical question” to ask to analyse the competitive effects in the 
relevant markets is: does the Proposed Conduct hinder competitors, in any way, from pursuing their 
regional or global strategies?2  The Applicants assert that the answer is “no”. 

Virgin Australia notes that this is not the accepted competition test.  As set out in the ACCC’s Guide to 
Authorisation, the test to apply is whether the Proposed Conduct is likely to have the effect of 
lessening competition in any relevant market.3  Then any detriment that arises from any lessening of 
competition must be considered against the public benefits. 

In Virgin Australia’s view, the relevant markets likely to be affected by the Proposed Conduct include: 

 the trans-Tasman market; 

 the Australia-UK market; 

 the Australia-Europe market; 

 the Australia-Middle East/Australia-UAE market; 

 the Australia-South Africa market; 

 the Australia-United States market; 

                                                      
2 Submission, p 19. 
3 ACCC, Guide to Authorisation, March 2007, p 42 (Authorisation Guide). 



 

 

 the Australia-South America market; 

 the domestic Australian market; 

 markets for corporate/government travel; and 

 markets for frequent flyer programs. 

In a number of these markets, Australia-UK, Australia-Europe, Australia-Middle East/Australia-UAE 
(following the network changes as announced on 4 October 2012), Australia-South Africa, Australia-
South America and markets for frequent flyer programs, the horizontal aggregation between the two 
Applicants is not insignificant.  Further, in the domestic Australian and corporate travel markets, the 
Proposed Conduct, by adding feeder traffic from Emirates operated flights and aggregating two 
airlines with a large business presence, is likely to further entrench Qantas’ existing dominant position.  

Given these potential impacts, Virgin Australia considers that, consistent with previous practice, it 
would be appropriate for the ACCC to conduct comprehensive fare analysis.  Such analysis would 
more definitively show the impact on competition from the Proposed Conduct and is particularly 
important in this case as Qantas already has a considerable fare premium over Emirates and its other 
rivals.   

2 Public benefit analysis and implications of Qantas’ network changes  

(a) Is the likely counterfactual more competitive than the Proposed Conduct? 

In their Submission, the Applicants put forward the position that, absent the Proposed Conduct, 
Qantas will retreat and become less competitive over time.  However, the 4 October 2012 
announcement of network changes by Qantas suggests that the counterfactual is actually one in 
which Qantas will continue to expand internationally and compete more vigorously on international 
services.  

In its 4 October 2012 media release, Qantas announced the following changes to its European and 
Asian operations which are said to occur “irrespective of whether its partnership with Emirates is 
approved”, noting that the changes “do not require coordination with Emirates and therefore do not 
need ACCC approval”:4 

 New Sydney-Dubai-London and Melbourne-Dubai-London services, which will replace services 
via Singapore.  As Qantas has a comprehensive domestic network, this would also facilitate 
connections from anywhere within Australia onto these services. 

 Retention of existing services between Sydney/Melbourne/Brisbane/Perth/Adelaide-Singapore, 
with additional frequencies and better timings: 

 Four new dedicated Sydney-Singapore services per week, timed to better connect to 
onward flights within Asia. 

 Daily dedicated Melbourne-Singapore services, timed to better connect to onward flights 
within Asia and also to Frankfurt services. 

                                                      
4 Qantas, Kangaroo route prepares to hop via Middle East, Media Release, 4 October 2012. 



 

 

 Continuation of codeshare on British Airways flights between Singapore and London (and 
presumably to other European destinations with British Airways and other partners)5.   

 Retention of Qantas-operated services between Singapore and Frankfurt until October 2013.  

This means that, in the counterfactual, Qantas will operate its Australia-London services through 
Dubai, in direct competition with Emirates.  Qantas has also sought traffic rights to enable it to carry 
local traffic between Australia and Dubai6, again in direct competition with Emirates.  Under the 
counterfactual, Australian passengers will be able to choose between services operated by either of 
the Applicants on these routes and will benefit significantly from the price and service competition 
between them.  In the counterfactual, passengers are likely to be able to choose between: 

 For travellers to London: Qantas operated and Qantas operated/coded services to London 
through the two alternative hubs of Singapore and Dubai, as well as independent Emirates 
services beyond Dubai; and 

 For travellers to other destinations in Europe: Emirates’ one stop services to 20 European 
destinations and the combined services of Qantas and its partners to a number of European 
destinations via Singapore and Hong Kong.7  

The counterfactual therefore appears to give passengers many more options in terms of price and 
itineraries than under the Proposed Conduct.   

Qantas’ retiming of its Singapore flights will enable it to better compete for onward connections in Asia 
and provide passengers with access to better services and connections to Singapore and beyond, 
irrespective of whether the Proposed Conduct is authorised by the ACCC. 

On this basis, we query whether the counterfactual is likely to be more competitive than either the 
status quo or the Proposed Conduct. 

(b) Most of the stated public benefits will be available with and without the Proposed Conduct 

Most of the stated benefits appear to be available to passengers with or without the Proposed 
Conduct,8 while a number of benefits appear to be unsubstantiated in the Submission. 

Addressing the key stated benefits in turn: 

(i) Expanded Qantas network, improved connectivity and greater customer choice.  

                                                      
5 See footnote 7.  
6 See http://www.iasc.gov.au/applications/files/4726.pdf. 
7 With and without the Proposed Conduct, Qantas will continue to codeshare with British Airways and other partners (such as 
Finnair) to the extent that Emirates does not operate on the relevant routes.  While not expressly stated, it is assumed that  if 
the Proposed Conduct is not authorised by the ACCC, Qantas will continue its JSA with British Airways and continue its 
codesharing arrangements to other European destinations with its other partners (including Cathay Pacific, Iberia and Air 
France).   

8 The consideration that the benefits appear to be available to passengers with and without the alliance was a key factor in 
denying authorisation in the ACCC’s assessment of the proposed alliance between Air Canada and Air New Zealand. In the 
ACCC’s assessment of that particular alliance, the ACCC noted that it had “doubts about the extent to which the Cooperation 
Agreement actually underpins the provision of the Direct Services given that those services have been in operation since late 
2007.” See, ACCC, Final Determination – Applications for authorisation lodged by Air New Zealand and Air Canada in relation 
to a Cooperation Agreement between the Applicants, 27 January 2009, p iii. 



 

 

Beyond asserting that the Proposed Conduct will lead to these benefits and providing one or two 
examples, the Submission, and Table 7 in particular, does not clearly identify whether the Proposed 
Conduct will lead to increased frequencies, new routes and/or improved connectivity.   

The Submission shows that, under the Proposed Conduct, the Applicants will not increase 
frequencies, rather Qantas’ Australia-UK services will be re-routed through Dubai instead of through 
Singapore.  This is said to provide the public benefit of an additional daily frequency to Dubai and 
beyond and improved flight times by travelling through the Dubai hub. These benefits do not flow from 
the Proposed Conduct as they are available in the counterfactual. 

Virgin Australia also notes that Emirates’ new frequencies ex-Australia, which are referred to in the 
Submission, appear to be independent decisions of Emirates, which are likely to go ahead irrespective 
of whether the Proposed Conduct is authorised.9   

In the absence of new services or improved connectivity offered by the Proposed Conduct the primary 
difference between the Proposed Conduct and the counterfactual appears to be that seats on flights 
operated and sold by Emirates to a number of destinations, will now also be available for sale through 
Qantas sales channels. Given that the Proposed Conduct involves joint pricing, this will not offer any 
additional choice in terms of pricing or itineraries. 
 
However Qantas frequent flyers will be able to earn and redeem frequent flyer points on these 
Emirates services whereas they cannot do this under the counterfactual. This is a clear benefit to 
Qantas frequent flyer members. 
 
However, the question is whether this outweighs the loss of choice (in terms of price and itineraries) 
which would be available to consumers wanting to fly to those destinations which would be served 
independently by both Emirates and Qantas (and its existing codeshare partners) under the 
counterfactual, particularly given that the majority of tickets sold by airlines are for cash rather than by 
frequent flyer redemption.    

(ii) Qantas fare reductions  

The Applicants claim that:10  

 “in the case of six destinations – Athens, Istanbul, Larnaca, Casablanca, St Petersburg and 
Tunis – fares could potentially be reduced by up to $330”; and 

 “Emirates would also potentially be able to offer lower fares for travel within domestic Australia 
as part of inbound international itineraries...” 

Virgin Australia anticipates that, consistent with past practice, the ACCC will conduct quantitative fare 
analysis to substantiate the Applicants claim that fares may decrease as a result of the Proposed 
Conduct in all of the relevant markets in which there is overlap between the Applicants’ operations.  

                                                      
9 Emirates new Adelaide-Dubai services were announced in July 2012 before the Proposed Conduct was announced (See, Matt 
O’Sullivan, Emirates expansion puts squeeze on Qantas, Smh.com.au, 5 July 2012, 
http://www.smh.com.au/business/emirates-expansion-puts-squeeze-on-qantas-20120705-21ivj.html.)  Similarly, the increase 
of the Perth-Dubai services to three times daily has been reported to be a strategic priority for Emirates for at least six months 
(see, Geoffrey Thomas, Airport under pressure to keep up, thewest.com.au, 5 July 2012, http://au.news.yahoo.com/thewest/a/-
/breaking/14136411/airport-under-pressure-to-keep-up/).  The delay in Emirates rolling out those services is likely to be due to 
the fact that the Perth airport has only a limited number of A380-capable gates.  While construction on those gates have 
commenced, Emirates cannot commence offering the new services until construction has been completed. 

10 Submission, p 49. 



 

 

The ACCC will also no doubt investigate whether the Applicants have an incentive to reduce or 
increase fares in each of the relevant markets as a result of the Proposed Conduct.   

(iii)  Competitive response from rivals 

While Virgin Australia and other carriers will continue to vigorously compete with the Applicants, there 
is a real risk that the Proposed Conduct will further entrench the Applicants’ already dominant position 
not only in markets for international travel, but within domestic Australia and particularly in relation to 
Australian corporate/government travel both domestically and internationally.   

In this context, the question arises as to whether any rival response, and the public benefit which flows 
from it, would be less or more effective with or without the Proposed Conduct.11   

(iv)  Enhanced economic efficiencies 

A key consideration in determining whether economic efficiencies are public benefits (and not just 
private benefits accruing to the individual parties) is whether they are durable and likely to flow through 
to the travelling public.  The Applicants will presumably be required to demonstrate to the ACCC how 
this will occur and that these efficiencies are unlikely to be delivered in the counterfactual.12 

(v) Economic benefits from enhanced and expedited Emirates growth in Australia 

It is clear from publicly available material that Emirates has had the ability and incentive to invest 
heavily in Australia13 with no impediments to growth; a factor that has been consistently recognised by 
both current and previous management teams at Qantas.14  In this context, the question arises as to 
whether Emirates’ approach to investment in Australia will be materially different as a result of the 
Proposed Conduct as compared to in the counterfactual. 

(vi) Long term sustainability of Qantas and the Australian aviation industry 

                                                      
11 The Submission (on page 28) cites the announcement by Singapore Airlines of additional services out of Adelaide as an 
example of competitor response to Emirates additional services.   In fact, Singapore Airlines made its decision to add capacity 
on its Adelaide services (as well as some capacity on its Brisbane services) in December 2011 (see, Singapore Airlines, ‘SIA 
Making Capacity Adjustments in Northern Summer Schedule’, Media Release, 19 December 2011, available at: 
http://www.singaporeair.com/jsp/cms/en_UK/press_release_news/ne111219.jsp) almost seven months prior to Emirates’ 
announcement (see, Steve Creedy, ‘Emirates to launch Adelaide flights, boost frequency to Perth’, The Australian, 5 July 
2012, available at: http://www.theaustralian.com.au/business/aviation/emirates-to-launch-adelaide-flights-boost-frequency-to-
perth/story-e6frg95x-1226417802555).  This example does not therefore show that the Proposed Conduct will trigger rival 
carriers to respond, rather it demonstrates that there has been vigorous competition between Australian-based and overseas 
(including mid-point carriers) absent the Proposed Conduct and that this competition is likely to continue in the counterfactual. 

12 On page 52 of the Submission, Qantas states that “the Proposed Conduct is expected to allow Qantas to deploy an A330 
aircraft on Brisbane–Singapore services, replacing the current Boeing 747 aircraft.”  Virgin Australia notes that Qantas 
previously operated A330s on this route and therefore has the clear capability to re-allocate its fleet in the absence of the 
Proposed Conduct.  This ability has been further demonstrated by Qantas’ announced network changes of 4 October 2012. 

13 The Submission (on page 12) notes that “Australia is one of Emirates’ five largest markets worldwide by passengers and 
revenue”.  Further, publicly available material suggests that Australasia is Emirates’ single biggest region and accounts for 
30% of its global revenue.  See, Clive Dorman, ‘Are airline ‘alliances’ actually useful for passengers?’, Smh.com.au, 8 October 
2012, available at: http://www.smh.com.au/travel/blogs/travellers-check/are-airline-alliances-actually-useful-for-passengers-
20121008-278au.html.     

14 See, for example, Qantas Airways Limited – 2011 Strategy Day, 12 December 2011; Qantas, CEO’s address at Annual 
General Meeting, 28 October 2011; Qantas, ‘Building a Stronger Qantas’, Media release, 16 August 2011; Qantas, CEO’s 
address at Annual General Meeting, 14 November 2007; Qantas, CEO’s address at Annual General Meeting, 21 October 
2004; Qantas, ‘Asia Pacific Aviation Summit – Keynote address by Peter Gregg, Qantas CFO’, 9 August 2005; Qantas, 
‘Qantas faces significant challenges’, Media release, 19 August 2004; Qantas, ‘Qantas statement on Emirates’, Media release, 
3 November 2005. 



 

 

The Submission asserts that “[t]he Proposed Conduct is essential to underwrite the sustainability of 
Qantas International and to continue to provide substantial benefits to Australia and Australians.”15  In 
support of its stated rationale that the Proposed Conduct is an “urgent strategic imperative”16, Qantas 
cites losses on its international operations, and small declines in its market share, as evidence of its 
inability to compete for international travel to and from Australia.  Qantas states that, in light of the 
competitive dynamics of the airline industry, “Qantas International is simply unable to compete or 
operate profitability”.17 

Yet, according to the announcement on 4 October 2012, Qantas will add new Australia-Singapore 
services, re-route Australia-Singapore-UK services to transit through Dubai and retain its Australia-
Frankfurt service until October 2013 irrespective of whether the Proposed Conduct receives ACCC 
authorisation.  These unilateral commercial decisions do not appear to be consistent with an airline 
that is seeking to withdraw from international markets due to substantial financial pressure.  Rather, 
they appear to be the decisions of a strong and vigorous competitor seeking to retain its position in the 
relevant markets, as Qantas itself notes “[e]ach percentage of passenger share lost to a competing 
carrier or competing hub has significant profit implications.” 18   

Virgin Australia considers that the decline in Qantas’ market share has been the result of increased 
competition from international and domestic carriers that have entered the market over the past ten 
years.  This competition and consequent decline in Qantas’ market share has not been to the 
detriment of Australian consumers.  To the contrary, competition has brought significant benefits to 
Australian consumers,19 resulting in lower fares, more choice of carrier and service model, and the 
offer of many more destinations.  Despite this competition, Qantas remains the dominant carrier for 
travel to and from, and within, Australia and a vigorous competitor, as is evidenced by the fact that 
Qantas continues to command a fare premium over its competitors.    

(vii) Conclusion on public benefits 

As set out above, there is a real question as to whether the claimed public benefits are in fact enabled 
by the Proposed Conduct and whether the Proposed Conduct is necessary to achieve those benefits.  
As with the competitive impacts analysis, the public benefits arising from the Proposed Conduct need 
to be tested in respect of each of the relevant markets.   

3 Scope and term sought by the Applicants is not justified 

(a) The scope of the Proposed Conduct is broad 

The scope of the Proposed Conduct appears to be very broad.  The Applicants are essentially seeking 
an open-ended authorisation which would allow coordination across their respective global networks, 
including services between Australia and New Zealand, Asia, North Africa, the Middle East, the United 
Kingdom/ Europe, as well as, potentially, Southern Africa, the United States and South America 
services and services offered by Jetstar.20  

                                                      
15 Submission, p 57. 
16 Submission, p 4. 
17 Submission, p 13. 
18 Submission, p 28. 
19 For example, in Figure 4, it shows that QF/JQ has ceded 8% of its market share over 10 years.  In the same period, Virgin 
Australia has gained 8% market share.  This is evidence of the emergence of competition, not Qantas’ inability to compete.  

20 In particular the Applicants state (on page 18 of the Submission) that “[t]he exact scope of the Proposed Conduct will evolve 
and may be altered from time to time.  The Applicants have broadly identified certain routes in relation to which flying 
operations will be coordinated from the outset – these are defined as Trunk, Codeshare and Interline Routes.  The Proposed 
Conduct may also include interlining and, at a later stage, codesharing on Jetstar-branded services where appropriate. For the 

 



 

 

It may be difficult to conduct a competition assessment, and a weighing of likely public benefit and 
detriment, where the potential competitive overlap cannot be readily identified at the time that the 
grant of authorisation is considered.   

(b) 10 year term for the Proposed Conduct 

As set out in the ACCC’s Guide to Authorisation, the ACCC may grant authorisation for a limited 
period of time.21  The ACCC notes that it considers the duration of authorisation on a case-by-case 
basis and that, in recent years, it has not granted authorisation for a period greater than five years.22   

The Applicants acknowledge in their Submission that the ACCC has previously been reluctant to 
authorise airline alliances for a period of time in excess of five years.  Indeed, the ACCC granted 
authorisation to the Virgin Blue-Air New Zealand alliance for a three year period.23   

Virgin Australia considers that, given the number of markets affected by the Proposed Conduct and 
the breadth of the Proposed Conduct, if authorised, the competitive effects and public benefits should 
be tested over a shorter period.   

4 Further information 

Please let me know if you would like further information or have any queries in relation to this letter. 

Yours sincerely 
 

 
 
Adam Thatcher 
General Counsel and Company Secretary 

                                                                                                                                                                      
avoidance of any doubt, the parties will engage in price and capacity coordination in relation to all of Trunk, Codeshare and 
Interline Routes”.  The Applicants reiterate (on pages 24–25) that “the Coordination Agreement contemplates the Applicants 
cooperating on a global, network wide basis. However, the exact nature and scope of cooperation may change from time to 
time. In future, the Proposed Conduct may therefore involve coordination between the Applicants on other routes where there 
are indirect operating overlaps, including between Australia and the United States, South America and South Africa. Qantas 
will continue to operate its authorised joint business with American Airlines on Australia-US routes on a bilateral basis. Qantas 
will also maintain its bilateral block space codeshare operations with both LAN and South African Airways.” 

21 Authorisation Guide, p 45. 
22 Authorisation Guide, p 46. 
23 ACCC, Final Determination, Applications for authorisation lodged by Virgin Blue Airlines Pty Ltd and Others in respect of an 
airline alliance between the applicants, 16 December 2010. 


