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Applications for Authorisation A91332 and A91333 – Draft Determination 
 
We refer to the Commission’s Draft Determination in respect of the above Applications, issued on 20 
December 2012, in which the Commission proposed to authorise the Proposed Conduct for a period 
of 5 years (Draft Determination).   
 
While the Applicants welcome the Commission’s positive Draft Determination, we would like to make 
a number of comments. 
 
Tasman Capacity Commitments 
 
The Commission has proposed that the Applicants: 
 

a) maintain base levels of capacity on particular city pairs where Qantas and Emirates 
operations overlap (Sydney-Auckland, Melbourne-Auckland, Brisbane-Auckland and Sydney-
Christchurch) (Overlapping City Pairs); and 
 

b) increase capacity (seasonally or annually) on the Overlapping City Pairs in accordance with a 
specified growth factor, set at zero for an initial period. 

 
As the Commission is aware, the Applicants proposed an alternative capacity commitment applicable 
to the total Tasman rather than specific city pairs (Applicants’ Proposed Commitment), on the basis 
that it would provide flexibility to manage aircraft fleet and scheduling to optimise passenger servicing 
across all Tasman routes.   
 
In the Applicants’ view, a narrow, city pair specific capacity commitment does not adequately 
recognise the broader competitive dynamics that apply on the Tasman.  The Overlapping City Pairs 
are the most competitive Tasman routes and are characterised by significant overcapacity.  
Mandating levels of capacity to be maintained on those specific city pairs will mean that the 
Applicants have no incentive or ability to profitably expand on currently non-contested routes (such as 
Adelaide-Auckland) or on routes where there may be additional customer demand.  
 
The Applicants consider the Commission’s Overlapping City Pairs and increased capacity proposal 
will not deliver an optimal competitive outcome, having regard to: 
 

a) the intensely competitive nature of the Tasman market and the absence of conditions 
conducive to coordinated effects (as outlined in previous submissions to the Commission); 

 
b) the inter-relationship between the Overlapping City Pairs and the many different origin and 

destination passenger traffic flows across the Tasman, which makes isolating capacity on a 
city pair basis an artificial way to preserve competition; 

 
c) the fact that the application of capacity commitments on the Overlapping City Pairs will 

prevent pro-competitive expansion on other Tasman routes; 
 

d) the likelihood that city pair based capacity commitments would significantly reduce price 
tension between substitute airports in both Australia and New Zealand;  
 

e) the fact that the application of capacity commitments on the Overlapping City Pairs will 
reduce Qantas’ operational efficiency on those and other Tasman routes;  

 
f) the substantial excess capacity that currently exists, and will continue for at least the next 5 

years, on the Tasman; 
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g) the impracticality of applying any kind of pre-specified growth factor, given that airline 

capacity cannot be added on an incremental ‘seat-by-seat’ basis and can only be added in 
‘lumpy’ increments (ie, one aircraft at a time); and 
 

h) the fact that any requirement to add extra capacity on the Tasman would fall on 
Qantas/Jetstar, given that Emirates has a limited fleet range and could only add wide bodied 
aircraft at any one time. 

 
These issues are addressed in detail below. 
 
Isolating Capacity on a City Pair Basis is an Artificial Way to Preserve Competition 
 
Airlines providing services on the Tasman compete for all traffic flows between Australia and New 
Zealand.  The best way to preserve competition and ensure that competitive levels of capacity are 
maintained is to grant the Applicants the flexibility to profitably deploy and vary the existing combined 
capacity to meet demand.  Locking in capacity levels on the Overlapping City Pairs (rather than on the 
Tasman as a whole) significantly reduces the flexibility with which the Applicants could respond 
competitively to changes in demand or competitor activity.  
 
As the Commission has noted, the Overlapping City Pairs represent approximately 65% of the total 
seats operated on the Tasman.  However, Qantas’ internal analysis shows that the same four routes 
carry approximately 60% of total Tasman passengers.  In other words, approximately 40% of total 
Tasman passengers are travelling on other routes.   
 
The Overlapping City Pairs carry a significant number of connecting passengers, as set out in respect 
of Qantas’ services in Confidential Table 1 below.  
 
[START QF CONFIDENTIAL - REDACTED – QANTAS COMMERCIAL IN CONFIDENCE - END QF 
CONFIDENTIAL] 
 
For example, passengers travelling on services between Sydney and Auckland may be travelling on 
that sector as part of a longer journey between Adelaide and Auckland.  However, this longer journey 
could alternatively be flown as Adelaide-Melbourne-Auckland or Adelaide-Auckland non-stop.  In 
other words, the Overlapping City Pairs are often only the ‘middle part’ of the total Trans-Tasman 
journey.  Passengers make a choice of routing based on a number of factors, including the 
attractiveness of schedule convenience, price, airline (full service or low cost), frequent flyer 
membership and seat availability. 
 
For these reasons, it is artificial to impose a mandatory capacity requirement on the ‘middle part’ of a 
longer journey, given that the demand for that capacity is influenced by traffic travelling between other 
origins and destinations.  
 
City Pair Based Capacity Commitments Will Prevent Pro-competitive Development of Other 
Tasman Routes 
 
Airlines seek to optimise their network and schedules to best meet demand on the Tasman by 
redeploying capacity in both the short term (seasonal variations) and the long term (addition of new 
routes and increased frequencies). 
 
As the Commission is aware, the Applicants’ Proposed Commitment was applicable to the total 
Tasman rather than specific city pairs, and was offered on the basis that it would address any 
potential competition concerns whilst still providing sufficient flexibility to manage aircraft fleet and 
scheduling to optimise passenger servicing across all Tasman routes.  
 
Specifically, the Applicants’ Proposed Commitment would provide Qantas with the opportunity to 
launch a new direct service between Adelaide and Auckland, a monopoly route currently operated 
only by Air New Zealand.  The introduction of a direct Qantas service would provide consumers in 
Adelaide and South Australia with significantly more choice in terms of direct travel to Auckland (and 
onwards to other ports within New Zealand). 
 
This new direct service would only be possible because of the flexibility to utilise Emirates’ capacity 
on Sydney-Auckland services and redeploy a Qantas aircraft for use on the new route.  By working 



 3

with Emirates on the Sydney-Auckland route, Qantas passengers in both Australia and New Zealand 
will continue to be offered 6 daily Qantas coded frequencies as today (using the operations of four 
Qantas B738s, one LAN A340 and one Emirates A380).  This maintains the competitiveness of the 
Qantas (and Qantas Frequent Flyer) value proposition on Sydney-Auckland against the competitors, 
especially in the crucial area of scheduled timings throughout the day. 
 
By contrast, the Commission’s proposed city pair based capacity commitments would remove any 
possibility that Qantas could introduce a new Adelaide-Auckland direct service.  Qantas does not 
have the aircraft available to provide this new direct service.  Qantas has a dedicated fleet of eight 
B738s operated by JetConnect for Tasman services.  This fleet is fully allocated to the current 
schedule which is already operationally tight.  A city pair based capacity commitment would effectively 
tie up 77% of this capacity (on only four routes).  Jetstar does not have interest in operating on 
Adelaide-Auckland and Emirates does not have the aircraft downtime in Adelaide to allow efficient 
patterning of such a long sector. 
 
This would leave Qantas two options to introduce any new Adelaide-Auckland service: 
 

a) purchase / re-allocate additional aircraft; or 
 

b) redeploy aircraft from other Tasman routes.  
 
Neither of these options is feasible for the Qantas Group, nor attractive to consumers. 
 
Qantas International’s recent poor financial performance and the Qantas Group’s capital constrained 
position do not permit the allocation of new aircraft to international services.  The redeployment of an 
aircraft from the domestic network is also not an option given the intense competitive environment. 
 
This leaves the possibility of redeploying aircraft from other Tasman routes operated by JetConnect, 
namely Sydney-Wellington and Melbourne-Wellington.  Qantas has limited interest in reducing 
capacity to Wellington, which is a key route for corporate, government and leisure traffic, as it would 
put it at a substantial disadvantage to Air New Zealand/Virgin Australia.  Clearly this would also have 
a detrimental effect on the Australia-Wellington services, with an approximate 30% reduction in 
capacity.  
 
Reduction in Price Tension Between Substitute Airports 
 
Limiting the Applicants’ flexibility will also reduce existing pro-competitive pricing tension between 
airports in both Australia and New Zealand.  Airports are natural monopolies and form an important 
portion of input costs for airlines, particularly low cost carriers such as Jetstar.  A city pair based 
capacity commitment would remove the incentive and opportunity for airports to compete for new 
services, especially using price, as significant capacity is ‘locked up’ or ‘grandfathered’.  This outcome 
is exacerbated on the Tasman given the level of existing overcapacity (as acknowledged by the 
Commission).   
 
For example, currently carriers can explore the possibility of offering services to Auckland from 
various airports in the South East Queensland area (Brisbane, Gold Coast or Maroochydore) but this 
ability to ‘shop around’ between substitute airports would be lost if Brisbane-Auckland is mandated as 
a specific city pair on which the Applicants must retain capacity.  This restriction would particularly 
limit Jetstar from successfully operating its low cost model and constantly seeking to innovate and 
offer new market opportunities.  A similar restriction would also dampen competitive tension between 
Melbourne’s Tullamarine and Avalon airports and between New Zealand’s South Island airports of 
Christchurch, Dunedin and Queenstown. 
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City Pair Based Capacity Commitments Will Inhibit Operational Efficiency  
 
Imposing a mandatory requirement in relation to city pairs will reduce Qantas’ operational efficiency, 
particularly due to the constraining effect on aircraft patterning.  The Overlapping City Pairs are inter-
connected to other Tasman routes via tight flight patterning to ensure high aircraft utilisation.  For 
example, an aircraft that starts in the morning from Wellington and operates to Sydney, will then 
return to Wellington and then operate its final sector to Melbourne.  There is very little flexibility in 
Qantas B738 Tasman patterns, with up to 4 sectors operated on one day.  
 
Introducing a mandated level of capacity on the Overlapping City Pairs would affect the flexibility with 
which Qantas can operate some sectors.  This is particularly the case if Qantas wished to react to a 
change in market demand by altering the frequency of services – for example, by reacting to 
increased demand on Melbourne-Wellington and increasing services from 7 per week to 10 per week.  
In this example, from a patterning perspective, Qantas would need to deploy aircraft from Sydney-
Wellington rather than more logically from Auckland-Sydney (where overcapacity exists).  
 
Qantas is already required to use aircraft from its domestic Australian fleet to operate services to 
Queenstown due to schedule and aircraft time limitations.  As set out above, Qantas/Jetstar cannot 
further profitably re-deploy any domestic Australia fleet. 
 
Jetstar would face the same operational challenges of maintaining high aircraft utilisation if a capacity 
mandate was introduced on Overlapping City Pairs.  Jetstar’s Tasman network is broader than 
Qantas’ in terms of the number of city pairs serviced, given that they also operate to ports such as the 
Gold Coast.  This relative complexity is possible due to Jetstar’s rotation of aircraft through its 
Australia and New Zealand domestic networks and the fact that it offers less than daily frequency on 
most of its routes.  An introduction of capacity requirements on the Overlapping City Pairs would 
significantly limit Jetstar’s flexibility to deploy idle aircraft to marginally profitable Tasman routes.  
 
These existing patterning limitations are compounded for all airlines by curfews at Sydney airport and 
the time difference between Australia and New Zealand.  A further requirement for capacity by city 
pair would, over time, drive an inability to effectively utilise aircraft (especially as maintenance 
demands increase with age), higher costs and ultimately less frequencies. 
 
Substantial Excess Capacity Will Continue In the Medium Term 
 
The Commission has acknowledged that there is excess capacity and that any growth rate should 
accordingly be set at zero, at least for an initial period (Draft Determination, para 487).  The 
Applicants support this conclusion and believe that the ‘initial’ period should extend for the full term of 
the proposed authorisation (ie 5 years). 
 
Seat factors vary across the various Tasman routes but are lower for the Overlapping City Pairs, 
which averaged 73% in FY12 versus 76% for the Tasman as a whole.   
 

Table 2: Seat Factors on Tasman Services (FY12) 
 

Route All Airlines 

Sydney-Christchurch 63% 

Melbourne-Auckland 79% 

Sydney-Auckland 73% 

Brisbane-Auckland 72% 

Total Overlapping City 
Pairs 

73% 

Total Other Tasman 
Routes 

76% 

Total Tasman 76% 
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Source: BITRE 

 
While the seat factor differential between the Overlapping City Pairs and the other Tasman routes 
does not appear large, the Overlapping City Pairs represent 65% of total Tasman seats (capacity) and 
therefore a larger number of actual seats. 
 
For Emirates, its aggregated seat factor in 2012 on its Tasman routes was 68% (all the overlapping 
routes). 
 
Qantas has used historical and projected passenger forecasts and load factor data to conduct further 
modelling of likely capacity conditions on the Tasman over the medium term (ie, the next 5 years).  
The analysis illustrates the substantial overcapacity that exists on the Tasman today.  The seat 
factors are based conservatively on a passenger growth rate (CAGR) of 2.6% (which we consider is 
too high) and seat growth of 1.0%.  
 

Table 3: Tasman Seat Factor – All Airlines (FY07 to FY17 actual and projected) 
 

 

Seat 
Factor 

Actual Projected 

FY07 FY08 FY09 FY10 FY11 FY12 FY13 FY14 FY15 FY16 FY17 

72% 75% 72% 74% 75% 76% 77% 78% 79% 81% 82% 

 
Source: BITRE (actual FY07-FY12) and Internal Qantas Estimates (projected FY13-FY17) 

 
Seat factors vary by route and city pair (as illustrated above in Confidential Table 2 above in relation 
to the Overlapping City Pairs).  However, they provide a useful guide to underlying passenger 
demand.  For example, recent year-on-year outbound passenger growth has moderated on the 
Tasman as the high Australian dollar has seen Australian leisure travellers substituting New Zealand 
for other international destinations.  However, airlines have continued to add capacity on the Tasman 
(particularly Emirates via upgauging of its services to A380s on the Melbourne-Auckland route), which 
has driven the reduction in seat factors.  
 
Australian outbound demand growth would have to rebound significantly to soak up the additional 
capacity that has been added and, as illustrated above, even a passenger growth rate of 2.6% and 
1.0% seat growth will not result in a shortage of seats. 
 
In respect of Emirates, its aggregated seat factor in 2012 for Tasman legs was 68%.  To further 
illustrate the overcapacity on these routes today, assuming a 5 years of growth at 5% year on year 
with no increase in capacity (which we think is an aggressive forecast that is not supported by 
industry analysis), Emirates’ seat factor would only hit 87% at the end of 2017. 
 
This analysis demonstrates that substantial excess capacity will persist on the Tasman in the medium 
term.  It also confirms that the Commission’s proposed approach to apply a zero growth factor for an 
initial period is entirely appropriate (though, as set out below, the Applicants maintain that any form of 
mandated growth factor is not necessary in any event for the entire period of the proposed 
authorisation). 
 
A Pre-Specified Growth Factor Requirement is Impractical and Would Burden Qantas 
 
Applying any kind of pre-specified growth factor would be impractical, given that airline capacity 
cannot be added on an incremental ‘seat-by-seat’ basis and can instead only be added in ‘lumpy’ 
increments (ie, one aircraft at a time).  This would result in non-viable capacity increases and drive 
significant costs such as for pilot and cabin crew recruitment and training to operate a new line of 
flying and additional maintenance. 
 
Upgauging aircraft is not a practical option for Qantas because bigger aircraft are already fully and 
more profitably deployed elsewhere. In addition, narrow body aircraft are better suited to Tasman 
operations given passenger demand for frequency over scale.  Upgauging is also not viable because 
the JetConnect, the operator of most of Qantas’ Tasman services uses only Boeing 738 aircraft and 
therefore cabin and technical crew cannot be easily transferred to other aircraft, if they were available.   
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Moreover, any requirement to add extra capacity on the Tasman would fall on Qantas and Jetstar, 
given that Emirates only has a limited number of very large wide-body aircraft in its fleet that are 
already flying to Australia from Dubai at any one time.  This is a function of Emirates’ Tasman 
services being operated as ‘add-ons’ to its longer haul services to and from Australia.  
 
[START QF CONFIDENTIAL - REDACTED – QANTAS COMMERCIAL IN CONFIDENCE - END QF 
CONFIDENTIAL] 
 
The example illustrates the practical issues faced by airlines when seeking to grow and the step 
change nature of capacity additions.  These challenges would be significantly exacerbated by a 
mandated growth rate. 
 
Alternative Proposal 
 
The Applicants urge the Commission to reconsider the Applicants’ Proposed Commitment.  The 
Applicants consider that a commitment to maintain base levels of capacity at an aggregate level 
across all Tasman routes is a more appropriate and pro-competitive way to address any potential 
concerns that the Commission may have as a result of the Proposed Conduct.  In particular, it would 
facilitate a pro-competitive development of services across the Tasman, while still preserving the 
operational efficiency and flexibility required to best and most profitably service existing ports.   
 
Having said this, the Applicants are willing to amend the Applicants’ Proposed Commitments to 
include a new provision that requires that the Applicants meet with the Commission in the event that 
their aggregated load factor reaches or exceeds 90% on the total Tasman network in any given 12 
month period.  In such circumstances, the Applicants would meet with the Commission and make 
submissions in relation to whether, when and by what measure capacity should increase.  This is a 
realistic and practical way of monitoring capacity conditions on the Tasman.  In all likelihood, should 
such circumstances arise, the Applicants would have already have added capacity in any event, given 
the need to remain competitive.  The Applicants are willing to meet with the Commission at any time 
to discuss the proposed capacity commitments in further detail. 
 
For completeness, we note that the base capacity levels originally proposed by the Applicants 
reflected the capacity being flown on the Tasman as at the year ending 30 June 2012.  Qantas has 
since reviewed the actual capacity that was deployed at that point and identified that the base levels 
included some services that were non-seasonal (ie certain extra flights that had been deployed to 
cater for once-off, unseasonal demand as a part of the Rugby World Cup) and seats for passengers 
transferring to onward international services that have since been withdrawn irrespective of the 
Proposed Conduct (ie the Auckland-Los Angeles services).  An adjustment needs to be made in order 
to ensure that the base level is not set artificially high.  Specifically, the base capacity levels would be 
1,769,376 for Qantas (102,034 less seats than originally proposed) and 799,277 for Jetstar (6 less 
seats than originally proposed), being a total for the Qantas Group of 2,568,653 (102,040 less seats 
than originally proposed). 
 
Other High Level Comments On Draft Determination 
 
In considering the Applications, the Commission did not place any weight on the effect of government 
ownership on the state of competition between airlines (Draft Determination, para 105) nor on the 
effect of different taxation regimes (Draft Determination, para 107).   
 
In Qantas’ view, Australia’s taxation laws and the legislative arrangements governing its ownership 
and corporate structure significantly constrain the airline’s ability to compete globally.  The fact is that 
Qantas International is at a significant disadvantage compared to most of its international competitors 
in respect of cost of finance, subsidised and material lower operating costs and below market rates of 
return on capital. 
 
The Commission has also indicated that the structural disadvantages that Qantas faces are most 
likely to only impact its services to London (Draft Determination, para 113).  However, the structural 
disadvantages – outlined in detail in previous submissions – also directly and materially impact all 
Qantas services to Asia. 
 
Finally, the Commission’s observation that the Qantas and Emirates networks are not highly 
complementary (Draft Determination, para 123) is too narrow an interpretation.  It seems artificial to 
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emphasise the limited overlap between international destinations served by both carriers when the 
reality is that the Proposed Conduct will enable Qantas to deliver passengers onto the extensive 
Emirates network, including many destinations to which Qantas does not, and will not, operate, while 
at the same time enabling Emirates to deliver passengers onto Qantas’ domestic network.  The lack 
of overlap between networks is demonstrated in the tables included in later parts of the Draft 
Determination (Draft Determination, para 130) and acknowledged by the Commission’s consideration 
of the new travel options available to Qantas and Emirates passengers as a result of the Proposed 
Conduct (Draft Determination, paras 131 and 132).  
 
 


