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Executive summary 

Overview of 
submission

While accepting that the Charter Alliance will result in material public benefits, the 
ACCC’s Draft Determination proposes to deny authorisation as, on balance, it was 
considered that the detriment from a likely lessening of competition in the Western 
Australian FIFO market outweighed the benefits.

In response, the Applicants submit that:

the economic conditions and nature of competition for FIFO services in 

Western Australia are such that any material adverse effect on competition 

within the authorisation period is unlikely;

denial of authorisation will preclude the achievement and delivery of material 

benefits to FIFO customers across Australia in terms of enhanced products 

and services and increased competition;

there is scope to monitor the impact of the Charter Alliance; and

should the ACCC determine not to grant reauthorisation, the Charter Alliance 

(which is not a merger but simply an operational/commercial alliance) can be 

practically unwound without adverse ongoing operational or commercial 

effects to either party.

In this submission, the Applicants provide further evidence and information in 

support of the Charter Alliance, demonstrating that the Charter Alliance is likely to 

lead to significant public benefits and no material competitive detriment and 

therefore authorisation should be granted.

Material 
anticompetitive 
detriment
unlikely

The Applicants submit that the Charter Alliance is unlikely to result in any material 

anticompetitive detriment.

There is no material overlap between the Applicants operations outside of Western 

Australia and the Alliance will clearly enhance the competitive offer available to 

FIFO customers in those areas.

In Western Australia, the Applicants’ submit that there is unlikely to be any material 

adverse competitive effect in FIFO services (at all or at least within the five year 

authorisation period).  The Applicants note the following:

the fundamental rationale for the Charter Alliance is to provide a superior, 

more competitive product to corporate charter customers and not to increase 

prices or reduce service levels;

sophisticated mining (and other FIFO) customers of all sizes exercise strong 

countervailing and bargaining power through their procurement processes

and through contractual arrangements which provide contestable optionality;   

there is strong competition from existing FIFO operators: Qantas, Cobham, 

Skippers and Airnorth in the market, as well as from smaller operators, 
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including Maroomba and Rex, for new and renewed FIFO contracts;

it is not correct to characterise Western Australia as served by four (reducing 

to three) operators (in fact there are currently eight established and capable 

operators in Western Australia), and there is historical evidence of both entry 

and expansion by smaller operators in this market; and

the state of competition is intense and will remain so with the Charter 

Alliance for the foreseeable future (and certainly within the period of 

authorisation) – as all operators have excess capacity due to the decline in

demand for FIFO services.

The Applicants have provided further evidence, including evidence from CEG, as to 

the economic conditions, and nature of competition, for FIFO services which 

demonstrate that the economic conditions are not conducive to likely adverse 

unilateral or coordinated effects.

[CONFIDENTIAL– RESTRICTION OF PUBLICATION CLAIMED]

The Applicants further note that there is no apparent strong consistent customer 

opposition that would be expected if the risk of a substantial lessening of 

competition was material. Instead, the public register reveals support for the 

Charter Alliance.

Denial of 
authorisation 
would preclude 
the achievement 
and delivery of 
material benefits 
to FIFO 
customers 
across Australia

The ACCC in its Draft Determination has recognised the following material benefits 

that will be valued by corporate charter customers:

enhanced products and services by allowing the Applicants to offer a more 

extensive integrated charter and RPT service, a broader mix of aircraft, and 

expanded access to the Velocity frequent flyer program and Virgin Australia’s 

lounges; and

promotion of competition in the supply of FIFO services on the east coast 

and in central Australia (but not in Western Australia) through the enhanced 

product and service offering which is likely to trigger a competitive response 

from Qantas.

The ACCC also recognises that the Charter Alliance is likely to result in operational 

efficiencies in Western Australia through integrated operational bases, increased 

flexibility and optimisation of aircraft utilisation, and cost savings through pooling 

aircraft components and inventory and integration of sales and customer service 

teams. These are recognised as public benefits in and of themselves.

Denial of authorisation would preclude the achievement and delivery of these 

material benefits to FIFO customers across Australia.

The Draft Determination considered it unlikely that the benefits of the operational

efficiencies will substantially be passed through to customers in Western Australia.

The Applicants note that this assessment is contrary to the key rationale for the 

Charter Alliance, which is to enable the Applicants to deliver to their customers 

material improvements in terms of enhanced products, services and operational 
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efficiencies.  

Consistent with the rationale, the Applicants submit further evidence, including 

economic evidence from CEG, to demonstrate that the economic conditions, and 

nature of competition for, FIFO services are such that operational efficiencies 

(which result in reductions in both fixed and marginal/variable costs) will 

substantially be passed through to customers.

The risks to 
competition can 
be monitored 
and managed 
through the 
grant of 
authorisation 

The Applicants submit that the benefits of the Alliance are material and substantial 

and that the risk to competition (limited to Western Australia) identified in the Draft 

Determination is largely theoretical and unlikely.

The Applicants note that the grant of authorisation for a 5 year period provides 

scope to monitor the impact of the Charter Alliance over time, such as the trip rate 

net of fuel.

The Charter Alliance is not a merger but simply an operational/commercial alliance.  

The Applicants have the capacity to unwind the Alliance should re-authorisation not 

be sought or granted.  The Applicants provide further information as to the steps 

that would be implemented to unwind the Charter Alliance in those circumstances.
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1 Overview 

1.1 Summary of the ACCC’s Draft Determination

The ACCC released a draft determination on 19 December 2016 proposing to deny 

authorisation for a proposed Charter Alliance Agreement (Charter Alliance) between 

Virgin Australia Regional Airlines (VARA) (and its parent Virgin Australia) and Alliance 

Airlines (the Applicants) (the Draft Determination).

Under the Charter Alliance, VARA and Alliance Airlines propose to jointly bid for and 

contract with corporate charter customers in relation to the provision of fly-in-fly-out 

(FIFO) air services and to cooperate in relation to various aspects of their FIFO 

operations including aircraft maintenance, procurement of aircraft and parts, parts 

pooling, airport operations, airport handling, check-in, frequent flyer programs, lounge 

access, scheduling, pricing, sales and marketing and service policies.

In its draft determination, the ACCC concluded that the Charter Alliance is likely to result 

in public benefits in the form of:

enhanced products and services by allowing the Applicants to offer a more 
extensive integrated charter and regular passenger transport (RPT)

1
service, a 

broader mix of aircraft, and expanded access to the Velocity frequent flyer program 
and Virgin Australia’s lounges; and

promotion of competition in the supply of FIFO services on the east coast and in 
central Australia (but not in Western Australia) through the enhanced product and 
service offering which is likely to trigger a competitive response from Qantas.

However, the ACCC considered that the Charter Alliance was likely to result in a public 

detriment by lessening competition for the provision of FIFO services in Western 

Australia.  In particular, the Draft Determination concluded that the Charter Alliance will 

reduce the number of major FIFO services providers in Western Australia from four to 

three and concluded that the Charter Alliance will materially enhance the ability and 

incentive of the Applicants to unilaterally raise prices or reduce service levels in Western 

Australia.

The Draft Determination concluded that, given the likely lessening of competition, it was

unlikely that the benefits of the operational efficiencies would substantially be passed 

through to users in Western Australia and therefore the ACCC placed less weight on the

cost savings and efficiencies.

Further, the Draft Determination notes that, at the conclusion of the five year term for 

which authorisation is sought, Alliance Airlines may face difficulties in re-establishing a 

separate operation.

The ACCC invites further submissions from interested parties on these issues.

1
As defined in the Charter Alliance Agreement.
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1.2 Overview of submission

The Applicants provide this submission to respond to and address the concerns identified 

in the Draft Determination.

The fundamental commercial rationale for the Charter Alliance is to enhance the 

competitiveness of VARA and Alliance Airlines in bidding for new FIFO contracts, through 

enhanced operational capability, cost savings and efficiencies and enhanced product and 

services; not to lessen competition for such contracts.  An essential feature of the 

cooperation of VARA and Alliance Airlines under the Charter Alliance for new FIFO 

contracts means that VARA and Alliance Airlines would not individually compete for those 

new contracts (and in a number of cases, would not be in a position to bid for that 

business on a stand-alone basis
2
).  

It is acknowledged that there is a theoretical risk that the Charter Alliance, by replacing 

VARA and Alliance Airlines as potential individual competitors for new FIFO contracts 

with a joint VARA and Alliance Airlines group, may overall result in a lessening of 

competition in Western Australia, where they currently both have charter/FIFO 

operations.  However, for the reasons, and having regard to the additional evidence and 

material, set out further below, it is submitted that no material detrimental lessening of 

competition will or is likely to occur, and in particular is not likely to occur within the period 

of authorisation.

Further, a refusal to grant authorisation on the basis of the risk to competition for certain 

customers in Western Australia (which the Applicants submit is unlikely to materialise) 

would remove the ability to deliver FIFO customers material public benefits that the 

ACCC has accepted including:  

enhanced products and services by including a more extensive integrated charter 
and RPT service, a broader mix of aircraft, and expanded access to the Velocity 
frequent flyer program and Virgin Australia’s lounges; and

promotion of competition in the supply of FIFO services on the east coast and in 
central Australia through the enhanced product and service offering which is likely 
to trigger a competitive response from Qantas.

It is notable that there appears to be no strong opposition from customers to the Charter 

Alliance.  There are no opposing submissions on the register and three positive 

submissions (Adelaide Airport, the Department of Infrastructure and Regional 

Development and Tourism Western Australia).

We understand that the ACCC sought informal feedback from customers which resulted 

in a range of views across corporate charter customers.  For some customers, given their 

procurement processes, there appears to be a natural concern with a reduction in the 

number of FIFO operators that may respond to a request for proposal.  Interestingly, this 

is by no means a uniform (or even a particularly strong) view across corporate charter 

customers.  A number of customers see the potential for operational synergies and 

product enhancements from the Charter Alliance which would be of benefit to them and 

2
In the case of VARA, [CONFIDENTIAL– RESTRICTION OF PUBLICATION CLAIMED] In the case of Alliance Airlines, 
[CONFIDENTIAL– RESTRICTION OF PUBLICATION CLAIMED]
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would also put the Applicants in a better position offer a stronger more competitive 

proposal.  

The informal response to the ACCC is consistent with the Applicants’ commercial 

engagement with its customers, which tends to reflect overall a neutral position.  This is 

understandable because customers have the benefits of existing contractual 

arrangements; and while they can benefit from product and operational improvements 

under the Charter Alliance, they have not undertaken an assessment of that.

[CONFIDENTIAL– RESTRICTION OF PUBLICATION CLAIMED]

The authorisation process ensures that the period within which any competition risk may 

arise is limited to the period of authorisation.  In that period, the risk to competition is even 

more limited given the extent of excess operating capacity, the commercial imperatives 

on the Applicants to ensure the highest rate of utilisation of their fleet and the fact that 

current contractual arrangements will be unaffected and the limited number of contracts

that are likely to come up for tender in that period.

As authorisation is time limited, the ACCC is provided with an opportunity to monitor the 

performance of the Charter Alliance over time (including its impact on competition) and 

accordingly can determine whether to grant reauthorisation should it be applied for.  

Monitoring can include a review of performance metrics, such as average trip rates net of 

fuel, to see whether there is any material adverse movement in such rates over time. For 

the reasons noted above, this is a highly unlikely outcome, but in any event could be 

transparently monitored by the ACCC. Other metrics that could be reviewed include the 

cost of value-adds charged to customers and the gross margins on charter contracts 

generated by the Applicants. 

It is recognised that the ACCC is concerned that, at the conclusion of the five year term

for which authorisation is sought, Alliance Airlines may face difficulties in re-establishing a 

separate operation. The risk of this is low, given the nature of the Charter Alliance, the 

continued maintenance of its operating and commercial capacity under the Charter 

Alliance including continued performance of its existing contracts (which apart from those 

customers having access to the benefits of lounges and frequent flyer program  - will 

otherwise effectively remain outside the scope of the Charter Alliance).

Further, each of the Applicants has carefully considered the commercial implications of 

not receiving reauthorisation of the Charter Alliance or otherwise terminating and has in 

place, or will put in place at the appropriate time (such as when a new contract is entered 

into with a customer), practical operational and contractual arrangements for such a 

contingency.  The Applicants would propose that any reauthorisation application would be 

made at least 12 months prior to expiration of the authorisation period, to allow them to 

put in place arrangements to unwind the Charter Alliance should reauthorisation not be 

granted.

This submission addresses these issues in further detail, and provides further evidence in 

support of the Applicants’ key contentions that:

there is no material adverse risk of a substantial lessening of competition in 
Western Australia (or elsewhere); 

refusal of authorisation would remove the ability to deliver material customer/public 
benefits, both outside of Western Australia and within Western Australia; and
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the authorisation process provides a practical mechanism to monitor the 
performance of the Alliance and to address the competition risk through non-
reauthorisation.

2 Scope and nature of the Charter Alliance

2.1 Scope of the Charter Alliance

[CONFIDENTIAL– RESTRICTION OF PUBLICATION CLAIMED]

2.2 Nature of the Charter Alliance

Cooperative arrangements in this industry fall on a broad spectrum.  At the one end, there 

is a merger, which involves complete integration of two previously separate businesses or 

a joint venture arrangement / deep alliance, such as the Qantas-Emirates alliance. At the 

other end, there are codeshare and interline arrangements.

The Charter Alliance falls in between the two extremes.  It does not involve full integration 

and cooperation but involves partial integration and cooperation.  It is best described as

an operational/commercial alliance through which the Applicants can deliver a superior 

product to customers.

3 No material competitive detriment

The ACCC in its Draft Determination identified a public detriment from a lessening of 

competition in the provision of FIFO services in Western Australia. In particular, the 

ACCC highlighted a concern that the Charter Alliance would reduce the number of major 

FIFO service providers in Western Australia from four to three (Qantas, Cobham and the 

Applicants) with the majority of services being supplied by Qantas and the Applicants.

In response, the Applicants submit that:

the competition concerns are at odds with the rationale for the Charter Alliance;

customers have strong countervailing and bargaining power - both during their 
tender and procurement processes and during the terms of their contracts;

the state of the market means that competition for each and every customer is 
intense and will remain so with the Charter Alliance;

there are eight sizeable charter operators operating in Western Australia and it is 
an unduly simplistic characterisation of the Charter Alliance to say that it results in 
a reduction in the major FIFO operators from four to three;

there is a history of charter operators entering and expanding their operations in 
response to commercial opportunities – there is no reason to conclude that any 
attempt to increase prices to corporate customers would not prompt a similar 
response in the future;

there is no apparent strong and consistent customer opposition that would be 
expected if risk of a substantial lessening of competition was material; and
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the economic and competitive conditions are not conducive to unilateral and 
coordinated effects.

3.1 The rationale for the Charter Alliance is pro-competitive

As noted in Section 5 of the submission dated 31 August 2016 (Submission), the 

Charter Alliance is a response by the Applicants to address the gaps in their offerings to 

corporate charter customers. Through the Charter Alliance, each Applicant will benefit 

from the other Applicant’s strengths.

For Alliance Airlines, it will be able to offer its charter customers a superior product and a 

more complete range of services.  It will be able to offer connections from its charter 

flights on to Virgin’s RPT network around Australia and it will be able to offer other value-

adds such as the Velocity frequent flyer program.

For VARA, it will be able to use Alliance Airlines’ east coast bases, charter aircraft and 

provide a valuable charter product outside of Western Australia.

In Western Australia, working together will be highly beneficial to both Applicants as will  

involve significant fixed and variable cost savings.  

Fixed cost savings include ACMI costs (aircraft, crew, maintenance and insurance) and 

some corporate costs.  For instance, the parties will pool the costs of spare parts and 

maintenance.

Variable or marginal cost savings will include the sharing of ground staff, joint purchasing 

fuel, joint purchasing catering, and [CONFIDENTIAL– RESTRICTION OF PUBLICATION 

CLAIMED]

The Charter Alliance therefore enables the Applicants to be in a position to offer a 

competitively priced and superior quality product to corporate charter customers. 

As set out in section 2 above, [CONFIDENTIAL– RESTRICTION OF PUBLICATION 

CLAIMED]

The rationale for the Charter Alliance is therefore at odds with the competition concern 

that the Charter Alliance may result in a lessening of competition.

3.2 Customers have strong countervailing and bargaining power 

In balancing the public benefits and public detriments in the ACCC’s Draft Determination, 

the ACCC considered that it is unlikely that the benefits of the Charter Alliance will be 

substantially passed through to consumers.  This conclusion misunderstands the 

competitive dynamics of the market for the provision of FIFO charter services and fails to 

recognise the strong countervailing and bargaining power of customers and their ability to 

extract favourable terms and prices from FIFO providers.   

(a) Mining operators and resource companies 

Mining operators and resource companies have significant countervailing power and 

exert pressure on FIFO operators both in tender and RFP processes and during the 

contractual term.  As outlined in Figure 13 of the Submission, FIFO customers have been 

able to exert pressure on FIFO providers to achieve enhanced value including through:
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substantial price decreases and volume price discounts; 

reduction in the number of services or upgrading charter requirements from high 
frequency, low gauge aircraft to low frequency, high gauge aircraft; and 

extension of credit terms.  

As set out in the Submission, FIFO operators have a largely fixed cost base and rely on a 

number of key contracts with the charter customers to cover both the fixed and variable 

costs of their operations.  Consequently the loss of, or opportunity to win, a charter 

contract can have a significant impact on a FIFO operator’s profitability.  This provides the 

charter customer with significant leverage.  For example, VARA’s contracted total charter 

revenue for FY2016 [CONFIDENTIAL– RESTRICTION OF PUBLICATION CLAIMED].

Similarly, Alliance Airlines’ FIFO charter revenue for FY2016 [CONFIDENTIAL–

RESTRICTION OF PUBLICATION CLAIMED]

As the ACCC is aware, a number of the corporate charter customers with operations in 

Western Australia are global mining and resource companies that also have a global 

procurement function.  For example, BHP Billiton and Rio Tinto both have a global 

procurement team in Singapore.  In addition, Bechtel, the world’s largest construction 

company, runs procurement processes around the world from its head office in Houston, 

Texas.  These customers are therefore able to bring significant experience and expertise 

to bear when they conduct their procurement processes.

Table 1 below provides additional examples of customers exercising strong countervailing 

and bargaining power in negotiations with the Applicants.  These examples show that 

[CONFIDENTIAL– RESTRICTION OF PUBLICATION CLAIMED]

Increasingly, FIFO providers are under pressure from their customers to improve price, 

schedules or other terms of supply during the term of their contracts – that is, contracts 

that have been negotiated in competitive tender processes.  

[CONFIDENTIAL– RESTRICTION OF PUBLICATION CLAIMED]

Table 1 Case studies: FIFO customers exerting pressure on FIFO operators

FIFO customer Examples of countervailing power of customer

[CONFIDENTIAL–
RESTRICTION 
OF 
PUBLICATION 
CLAIMED]

[CONFIDENTIAL– RESTRICTION OF PUBLICATION CLAIMED]

[CONFIDENTIAL– RESTRICTION OF PUBLICATION CLAIMED]

(b) Charter brokers

In addition to mining and resource customers, charter brokers also play a significant role 

in the market.  Charter brokers are specialist agents that act as a representative for the 
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chartering of an aircraft and are paid an agreed commission by the client for finding 

aircraft available for charter.  Charter brokers have sound knowledge of all operators’ 

capabilities and can use this knowledge to ensure that their customers receive a 

favourable outcome.

Charter brokers such as Adagold,
3

Independent Aviation,
4

and Avmin
5

provide charter 

solutions throughout Australia in the form of a ‘one stop shop’ service whereby customers 

can arrange the most suitable aircraft at the most competitive price for each individual 

charter. 

On the home page of their website, Independent Aviation claims they have “considerable 

buying power in the market” and that they are able to “access rates that are not normally 

available to the individual customer.”
6

Owing to their broad experience and vast 

knowledge of the market (including information about the competing operators, their fleet 

size and their operations), a number of customers rely on charter brokers to find a 

competitive deal in the market. [CONFIDENTIAL– RESTRICTION OF PUBLICATION 

CLAIMED]

3.3 The Applicants will face strong competition from other FIFO operators in Western 
Australia 

The ACCC’s Draft Determination sets out a concern that the Charter Alliance would 

reduce the number of major FIFO service providers in Western Australia from four to 

three (Qantas, Cobham and the Applicants) with the majority of services being supplied 

by Qantas and the Applicants. This concern forms the basis of a conclusion that the 

Charter Alliance will materially enhance the ability and incentive of the Applicants to 

unilaterally raise prices or reduce service levels in Western Australia.  Not only does this 

conclusion discount the significant countervailing power of customers (see section 3.2

above), but it does not acknowledge the reality that the Applicants face strong 

competition from a number of FIFO operators in Western Australia (see section 8 of the 

Submission).

Currently, there are eight main airline operators in Western Australia that actively 

compete for FIFO service contracts with corporate customers: Qantas, Alliance Airlines,

VARA, Cobham, Skippers, Airnorth, Rex and Maroomba. Though the Charter Alliance will 

bring two of these operators together, it leaves six sizeable and independent operators as 

well as a number of smaller operators, including turbo-prop operators, such as Star 

Aviation, Goldfields Air Services, Paul Lyons Aviation and Ozwest Aviation, that will 

continue to compete vigorously.

The other sizeable FIFO operators in Western Australia have a number of competitive 

advantages over the Applicants as outlined below in Table 2. These competitive 

advantages are evidenced by the fact that these FIFO operators have won a number of 

key customer opportunities over the past 18 months. 

3
https://www.adagold.com.au/

4
http://www.independentaviation.com.au/

5
http://www.avmin.com.au/

6
http://www.independentaviation.com.au/
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Table 2 Examples of competing FIFO operators in Western Australia

Operator Overview Customers Competitive advantage of other FIFO providers 

Qantas Qantas, via its primary brand 
QantasLink, offers an integrated 
charter and RPT service to its 
customers with all value added 
features.

Qantas has the largest share of 
47% of FIFO directed operating 
capacity in Western Australia.

7

The QantasLink fleet consists of 
over 78 aircraft with a range of 
capabilities including: Bombardier 
Q200, Q300, Q400, Boeing 717-
2007 and Fokker F100.  

Anglo American, 
AngloGold Ashanti, 
BHP Billiton, 
Fortescue Metals 
Group, Hancock 
Prospecting, 
Newcrest Mining, 
OZ Minerals and 
Santos.

Market leading offering: Qantas is in a unique position to provide a full suite of 
corporate-related services which include charter, RPT, frequent flyer and lounge 
benefits nationally.

[CONFIDENTIAL– RESTRICTION OF PUBLICATION CLAIMED]

Cobham Cobham is a strong international 
aviation provider with a substantial 
presence in Western Australia. 
Cobham supplies closed charter 
services and also operates charter 
and RPT services for Qantas under 
a long-term contract. 

Cobham has an expansive fleet with 
varied capabilities including: BAE
14-100, 146-300, Boeing 717-200, 
Embraer 190 and BAE 146/RJ jets.

Chevron, Doray 

Minerals Limited, 

Goldfields, 

Glencore, Metals X

and

Commonwealth 

Government.

Access to capital: Cobham’s parent company, Cobham plc, is listed on the 
London Stock Exchange and therefore it has access to large amounts of foreign 
capital.  
Diversified revenue streams and lower cost base: Cobham plc is a global 
technology company with diverse operations.  In Australia, in addition to its 
charter operations, Cobham provides regional RPT services on behalf of Qantas 
under a long term contract as well as long term, exclusive contracts with the 
Commonwealth Government. Cobham therefore has a diversified revenue 
stream and higher aircraft utilisation (thus reducing its unit costs). 

Diverse fleet: Cobham’s diverse fleet with varying capabilities allows it to 
directly fly to sites that have gravel/unpaved airstrips. Additionally, due to its 
expansive fleet, which now includes the addition of four Bombardier Challenger 
CL-604 jets, Cobham is able to broaden its scope of operations and thus 

7
See Figure 14 in Submission. 
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Operator Overview Customers Competitive advantage of other FIFO providers 

diversify its revenue streams.

[CONFIDENTIAL– RESTRICTION OF PUBLICATION CLAIMED]

Skippers 
Aviation 

Skippers has a significant charter 
operation in Western Australia with 
a fleet of 28 well-suited aircraft to fly 
the key routes in the region, 
including directly to sites that have 
gravel/unpaved airstrips. 

Skippers’ recent purchase of 2 
Fokker F100s adds to their strong 
turbo fleet of aircraft that comprises 
of Embraer Brasilia and De 
Havikland Dash-8. 

ABM Resources, 
AngloGold Ashanti, 
Barrick, BHPB, 
Goldfields, 
Independence 
Group, Karara 
Mining, Lynas 
Corporation, 
Northern Star, 
Norseman Gold, 
Pilbara Iron and 
Regis Resources.

Diverse fleet: Skippers has a large turboprop fleet in addition to two F100s.
Like Cobham, Skippers can also fly directly to sites that have gravel/unpaved 
airstrips. 

[CONFIDENTIAL– RESTRICTION OF PUBLICATION CLAIMED]

Airnorth Airnorth is a major RPT and charter
operator based in Darwin that 
services over 20 destinations 
including Northern Territory, 
Queensland, Victoria, Western 
Australia, East Timor and the 
Philippines.

Airnorth is currently the largest 
corporate charter operator in 
Central Australia and earns 40% of 
its revenue from charter services.
After recently receiving new 
Embraer E170 aircraft, Airnorth’s 
fleet comprises of Embraer 170 Jet, 
Embraer 120 Brasilia and Metroliner 
23. 

South 32, Alcan, 

FMG, Glencore, 

ConocoPhillip,

Inpex, Newmont 

Asia Pacific and 

Truscott Mining 

Corporation.

Diversified capability: Airnorth was acquired by Bristow Helicopters Australia 
Pty Ltd (a division of the US based Bristow Group Inc) in 2015 (85% share with 
the balance acquired in 2016). This foreign investment has enabled Airnorth to 
extend its operations beyond fixed wing capability to include rotary wing, further 
improving the airline's capabilities to offer its clients a full service point-to-point 
logistics solutions. 

Access to capital: Airnorth’s parent company, Bristow Group Inc, is listed on 
the NY stock exchange and thus Airnorth has access to a large amount of 
foreign capital which it can use to expand its operations in Australia. 
[CONFIDENTIAL– RESTRICTION OF PUBLICATION CLAIMED]

REX Rex is a major RPT and charter WA Government, Diversified capability: Rex operates a number of licenced routes and routes 



PUBLIC REGISTER VERSION - Restriction of publication claimed

Gilbert + Tobin 38360463_1.docx page | 13

Operator Overview Customers Competitive advantage of other FIFO providers 

operator based in Sydney with a 
wide range of services in all states.

Rex is Australia’s third largest air 
operator by aircraft number (after 
Qantas and Virgin).

8

Queensland 

Government

subsidised by state governments.  Rex has a large fleet of turboprop aircraft 
deployed all over Australia.

Access to capital: Rex is a publicly listed company on the ASX but is majority 
foreign owned and has capital readily available

Maroomba Maroomba Airlines is based at 
Perth, Western Australia and has 
been providing air services since 
1985 to rural and remote locations 
throughout Western Australia.

WA Government, 

Rio Tinto 

(LifeFlight Jet)

Diversified capability: Maroomba has a wide range of aircraft types for up to 
36 passengers including both turboprop and jets.

[CONFIDENTIAL– RESTRICTION OF PUBLICATION CLAIMED]

8
http://www.rex.com.au/AboutRex/OurCompany/fleet.aspx
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3.4 Scope of entry and expansion in response to commercial opportunities 
demonstrated through practical experience

In its Draft Determination, the ACCC suggested that new entry into the provision of FIFO 

services in Western Australia does not appear to be likely. 

The critical issue is not simply whether competitors are likely to enter or expand in 

Western Australia over the next five year period in absolute terms, but whether any 

attempt to increase prices to corporate customers over that period of time would be meet 

with expansion or entry by other operators.

It is accepted that the economic conditions and nature of competition in Western Australia 

over the next five year period is such that there is likely to be excess charter capacity, 

and prices and returns to charter operators are unlikely to be attractive for new entrants 

or for substantial expansion.  However, this is simply a reflection of the highly competitive 

conditions in the market, it is not evidence to support a conclusion of unilateral market 

power. 

It is also important to note that there is a clear history of charter operators entering and 

expanding their operations in response to commercial opportunities in Western Australia 

and there is there is no reason to conclude that any attempt to raise prices above a 

competitive level would not prompt a similar response in the future.

The recent entry of Regional Express (Rex) in the Western Australian market is a good 

example which demonstrates that barriers to entry and expansion in the provision of 

charter / FIFO services in Western Australia are not significant or insurmountable.

Further, given aircraft are moveable assets and the fact that a number of existing 

operators have operations both inside and outside of Western Australia, expansion by 

existing operators in Western Australia is operationally straightforward and relatively 

quick to implement.
9

This has been demonstrated by a history of expansion – as 

discussed further below.

(a) Rex’s entry

Rex entered into the Western Australian market in 2015 which shows that entry has 

occurred recently and therefore barriers to entry are not insurmountable.
10

Figure 1 

below provides an outline of Rex as a case study of a new entrant in the Western 

Australian market.

9
In fact, as a foreign-owned entity can operate in Australia, overseas operators that have pre-existing relationships with key 
customers, such as in North America, are also able to enter the market should they have an incentive to do so.

10
https://www.mediastatements.wa.gov.au/Pages/Barnett/2015/11/New-airline-to-operate-in-WAs-regions.aspx
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Figure 1 Rex’s entry into Western Australia in late 2015

Rex was formed in August 2002 by a pilot-led consortium under the company Australiawide 

Airlines, Rex represents the merger of former Ansett country carriers Hazelton and Kendell, 

which were acquired by Australiawide Airlines in April 2002. Rex was listed on the ASX in 

November 2005. Rex is now acclaimed as Australia’s largest independent regional airline, 

providing RPT and charter air transportation across regional Australia.

Pel-Air Aviation is a wholly-owned subsidiary of Rex that performs FIFO charter services,

specialising in providing FIFO charters, corporate jet charters, freight charters, defence 

support missions, aero-medical services for Ambulance Victoria and Air Tours charters.
11

Pel-

Air employs over 100 personnel with operational and maintenance facilities at Brisbane, 

Nowra and Essendon, and crew based at Townsville and Mackay.
12

Pel-Air currently has a

fleet comprising of 11 Jet and 7 Turbo-prop aircraft (including the SAAB 240, Westwind Jet 

and Kind Air B200C) and has access to over 40 Saab aircraft owned by Rex, making it one of 

the larger independent operators of Corporate Jet and Turbo-prop aircraft in Australia.
13

Although Rex is predominantly a regional RPT operator, it has sizeable charter operations 

including bases, fleet and crew, and the capability to increase services quickly and efficiently. 

This capability is demonstrated in Rex’s win of the Perth-Albany and Perth-Esperance routes 

in a competitive tender process conducted in late 2015. In selecting Rex as the preferred 

tenderer, the Transport Minister outlined that its service frequency and capacity were 

attractive.
14

Rex also has a frequent flyer program for business travellers and its booking systems are 

linked to Global Distribution Systems used by travel agents and corporate travel management 

companies and customers to book flights online. 

Rex was ranked by Aviation Week and Space Technology magazine as the Top Performing 

Regional Airline in the world over the period 2009-2014 and has been voted the Best Regional 

Airline in the Australian Traveller People's Choice Awards Survey three times since 2011.
15

In FY2016, almost 10% of Rex’s total revenue comprised of charter flight revenue.
16

(b) Likely expansion by existing operators 

The tailored nature of customers’ needs in the FIFO market means that expansion is 
possible and likely.

Recent examples of expansion in Western Australia include:

11
Pel-Air, FIFO (11 July 2016) <http://www.pelair.com.au/FIFO/FIFO.aspx>.

12
Regional Express, Our Company – Subsidiaries (17 January 2017) 

<http://www.rex.com.au/AboutRex/OurCompany/Subsidiaries.aspx>.  
13

Regional Express, Our Company – Subsidiaries (17 January 2017) 
<http://www.rex.com.au/AboutRex/OurCompany/Subsidiaries.aspx>.

14
See https://www.mediastatements.wa.gov.au/Pages/Barnett/2015/11/New-airline-to-operate-in-WAs-regions.aspx.

15
See https://www.mediastatements.wa.gov.au/Pages/Barnett/2015/11/New-airline-to-operate-in-WAs-regions.aspx.

16
Regional Express Annual Report for the Year Ended 30 June 2016, available at 

http://www.rex.com.au/AboutRex/InvestorRelations/img/AR_FY1516.pdf
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Qantas/Network – has steadily expanded its fleet since Qantas purchased 
Network Aviation in 2011.  In 2011, Network Aviation had two Fokker 100 aircraft.  
Currently, Qantas has 17 Fokker 100 aircraft.

Skippers – in 2013, Skippers acquired two F100s which took its total capacity to 
almost 1000 seats.

Cobham – in 2014 Cobham acquired an Embraer 190 for exclusive use in Western 
Australian FIFO operations.

Airnorth – in 2016 Airnorth acquired an additional Embraer 170.

As noted in Table 2 above, two operators – Airnorth and Cobham – are foreign owned 
with parent companies listed on stock exchanges (NYSE and LSE, respectively) and 
therefore have access to foreign capital.

17
This means that these operators can expand 

should they have an incentive to do so. In fact, the CEO of Airnorth has publicly declared 
Airnorth’s intention to expand their charter service offering, stating: “Our new partnership 
with Bristow Australia will see further expansion for the company and its services to 
charter clients.”

18

3.5 Circumstances are not conducive to unilateral and coordinated effects and 
therefore there is unlikely to be a substantial lessening of competition

(a) Market circumstances

The nature of the FIFO contract market is such that:

customers set the level of demand – customers approach operators to participate 
in their tender processes and specify their requirements (being the number of 
passengers and the schedule of services);

customers will then generate competitive tension by playing operators off against 
each other to secure a favourable outcome and often this is no more than 2 or 3 
operators;

customers will then enter into a contract for approximately a 3 to 5 year period –
the contract will specify a fixed price for the services over the life of a contract 
(usually but not always) with a rise and fall provision for CPI and other cost pass 
throughs.

The Applicants have no ability individually, and in circumstances where the Charter 

Alliance is authorised, have no ability jointly, to impose a price increase on its customers.  

Any attempt to do so would result in customers threatening to switch, or actually 

switching, to another provider.  [CONFIDENTIAL– RESTRICTION OF PUBLICATION 

CLAIMED]

Further, the conditions that are conductive for coordination are not present in this market:

17
Further, as Australia has an open aviation environment, a foreign airline (or foreign persons) can acquire up to 100% of the 

equity in an Australian airline,
17

unless it is contrary to the national interest. This means that foreign entities can enter 
Australian markets and compete with existing operators.  [CONFIDENTIAL– RESTRICTION OF PUBLICATION CLAIMED]

18
See http://bristowgroup.com/bristow-news/latest-news/2015/bristow-helicopters-australia-acquires-controlling/.
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there are a range of FIFO providers each with different capabilities, aircraft and 
cost structures;

there is a lack of price transparency and the full extent of the product being 
supplied to corporate charter customers is also not transparent;

there is product heterogeneity – in that each product supplied is bespoke and 
tailored to an individual customer’s needs; and

any coordination could be disrupted by customers, all of whom have strong 
countervailing power and bargaining power, and smaller operators – smaller 
operators have the ability to expand and customers could ‘sponsor’ this expansion 
by shifting their contracts to these operators.

In addition, notwithstanding all of the above, even if the Charter Alliance was a four to 

three (which the Applicants dispute), then there is unlikely to be a substantial lessening of 

competition because there will continue to be strong and vigorous competition between 

the all other operators.

In this respect, it is relevant to consider that the Australian Competition Tribunal in the 

AGL and Macquarie Generation decision concluded that:
19

[t]here is nothing inherently wrong with a market in which three large firms compete 

vigorously for market share where there are incentives to steal customers away from 

rivals. It is behaviour that matters, not structure per se. It appears to the Tribunal that it 

has been invited to assume that the “Big 3” will not constitute a competitive market 

principally on the basis of their combined market share immediately post-acquisition on an 

assumption that competition between them would become muted over time. In the opinion of 

the Tribunal, oligopolies should not be thus prejudged. (emphasis added)

Further, the Tribunal stated “it cannot conclude that a more atomistic market structure 

that favours a particular class of competitors is intrinsically better for consumers in the 

long run.”
20

(b) CEG’s analysis

The CEG report firstly examines the nature of competition in the WA FIFO market and 

identifies that it is a bidding market.  In a bidding market, the following characteristics

apply:
21

‘winner takes all’ – so each supplier either wins all or none of the order. There is 
therefore no smooth trade-off between the price offered and the quantity sold.

‘lumpy competition’, that is, each contest is large relative to a supplier’s total sales 
in a period.

19
Application for Authorisation of Acquisition of Macquarie Generation by AGL Energy Limited [2014] ACompT 1, [365].

20
Application for Authorisation of Acquisition of Macquarie Generation by AGL Energy Limited [2014] ACompT 1, [370].

21
OECD, Policy Roundtables, Competition in Bidding Markets, 2006 cited in CEG Report ‘Economic analysis of the Charter 

Alliance between VARA and Alliance’ January 2017.
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‘every contest is a new contest’. In other words, there is no “lock-in in” by which the 
outcome of one contest importantly determines another.

sometimes, “entry of new suppliers into the market is easy”; and

involves a bidding process.

In particular, it is noted that ‘markets having the first three characteristics experience 
Bertrand price-setting competition, where indeed “two is enough” to ensure a competitive 

outcome.’

CEG concludes that the first three characteristics apply here, and as such, competition is 

intense in the market even with only two bidders.

CEG then conducts modelling on the unilateral price effect.  CEG concludes that:

Lower (quality adjusted) costs for the Applicants will result in cost savings putting 
downward pressure on prices in at least 39% of tender processes but as many as 
63% of tender processes.

A lack of competition between the parties will result in upward pressure on prices in 
only 6.7% of tender processes. 

CEG’s modelling result demonstrates that there are more circumstances in which the cost 

savings under the Charter Alliance will be determinative of the final price set rather than 

the lack of competition effect.

CEG also conclude that, even if the Charter Alliance only resulted in a small amount of 

cost savings, these are likely to result in lower average prices.  Indicative analysis 

suggests that without any cost savings, average prices in Western Australia across all 

FIFO contracts would rise by just 0.84%, while a 2% cost saving would be sufficient to 

fully offset this effect. Cost savings of more than 2% will lead to lower average prices in 

Western Australia.

3.6 The state of the market means that each customer is contested vigorously and this 
will remain the case should the Charter Alliance be authorised

As set out in detail in section 4.2 of the Submission, the mining downturn has meant that 

there are very few new resources projects coming online, there have been material 

reductions in the size of FIFO workforces and some mines have been closed or 

mothballed.  This has led to a substantial drop in demand for FIFO air services and there 

is substantial excess capacity to support FIFO services.

The Applicants consider that the ‘new projects’ that will be brought to the market for FIFO 

services over the next few years are very limited but may include:

[CONFIDENTIAL– RESTRICTION OF PUBLICATION CLAIMED]

Outside of this, the Applicants will be competing with incumbent operators to attract new 

charter customers as well as competing with the other operators in the market to maintain 

existing customers.
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Figure 2 below shows the contractual terms of the Applicants’ existing customers.  As 

Figure 2 makes clear, opportunities will come up at various stages across the 

authorisation period.   [CONFIDENTIAL– RESTRICTION OF PUBLICATION CLAIMED]
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Figure 2 Applicants’ WA customers – contractual terms

[CONFIDENTIAL– RESTRICTION OF PUBLICATION CLAIMED]

Given the state of the market and the fact that all FIFO operators have excess capacity, 

there is a clear incentive to compete vigorously on price for corporate charter customers.

3.7 No strong opposition to the Charter Alliance

From discussions with customers, the Applicants consider that the majority of customers 

are neutral to positive in support of the Charter Alliance.  As noted above, 

[CONFIDENTIAL– RESTRICTION OF PUBLICATION CLAIMED]

Not only is there no strong opposition to the Charter Alliance, there are a number of

positive submissions in support of the Charter Alliance on the ACCC’s public register.

For example, Tourism Western Australia has stated that the Charter Alliance “provides 

improved pricing, product and connections as well as additional benefits in increasing 

overall competition against Qantas”.  The Department of Infrastructure and Regional 

Development also considers that the Charter Alliance will not result in any significant anti-

competitive detriment, noting in their submission: 

“The Department considers that the proposed charter alliance, while relating to the offer of 

integrated charter and RPT services to corporate customers, will provide benefits through 

bringing increased competition and greater customer choice in the national market.

The proposed cooperation in relation to frequent flyer programs and lounge access, and 

improved charter and RPT connections should allow both airlines to compete more

effectively against competitors for charter traffic and increase choice available for the 

market, particularly for the fly-in, fly-out sector.

The charter market is highly competitive, with a range of airlines active in the market and 

resource companies in particular holding substantial bargaining power in the fly-in, fly-out 

sector. Given the aggressive competition… we do not believe there will be any significant 

anti-competitive impact from the proposed alliance.”

Adelaide Airport has also observed the pro-competitive effects of the Charter Alliance in 

the South Australian market noting that the mining downturn has intensified competition 

for charter services and resulted in increasing pressure on the sustainability of such 

services.  Adelaide Airport expressed a view that the Charter Alliance “will bring together 

two complementary businesses and networks and enable a more sustainable operation 

for both Virgin and Alliance and facilitate the entrance of Virgin into the South Australian 

market”. This view was re-iterated in their supplementary submission which stated:

“The Charter Alliance is capable of generating significant benefits to corporate charter 

customers in South Australia and potentially throughout Australia.  The corporate charter 

traffic in South Australia is critical to mining companies looking to commence new operations 

and re-open closed mines.  It is our view that the Charter Alliance also stands to benefit both 

parties’ customers, who will be able to access a competitively priced, superior product 

compared with what each party could provide on a stand-alone basis.  By working together, 

the parties will be able to benefit from operating their aircraft more efficiently and at higher 

load factors and will have operational cost and fixed cost savings, the benefits of which 

should flow through to their customers.  It is the view of AAL that any Charter Alliance that 

can reduce cost within the resources sector of South Australia and assist to stimulate the 

economy is of benefit to South Australia.”
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4 Benefits that will be highly valued by corporate customers

The ACCC has recognised that the Charter Alliance will result in public benefits in the 

form of:

operational efficiencies, particularly in relation to: integration of the Applicants’ 
Perth operational bases, increased flexibility and optimisation of aircraft utilisation 
and cost savings through pooling aircraft components and inventory and 
integration of sales and customer service teams;

enhanced products and services by allowing the Applicants to offer a more 
extensive integrated charter and RPT service, a broader mix of aircraft, and 
expanded access to the Velocity frequent flyer program and Virgin Australia’s 
lounges; and

promotion of competition in the supply of FIFO services through the enhanced 
product and service offering which will not only allow the Applicant to compete for a 
larger range of corporate customers, but is also likely to trigger a competitive 
response from other FIFO providers including Qantas.

These benefits are valued by corporate customers.  

In relation to operational efficiencies, this will result in a reduction in the Applicants’ fixed 

and operational costs which will ultimately be passed through to customers (see further 

discussion in section 5 below).  

Enhanced product and service offerings will be valued by corporate customers who 

require their FIFO solution to be tailored to their very specific needs.  The ability to offer a 

more extensive integrated charter and RPT service will allow the Applicants to be more 

responsive to the needs of their customers to support their business.  

For Alliance, the lack of an effective RPT offering has been a limitation on its ability to 

service the needs of particular FIFO customers.  For example:

[CONFIDENTIAL– RESTRICTION OF PUBLICATION CLAIMED]

Under the Charter Alliance, customers will be able to access more extensive and 

integrated charter and RPT services (on Virgin Australia’s domestic network) which 

allows greater flexibility and options to fulfil their FIFO needs.  This will enhance the ability 

of the Applicants to compete, leading to more choice for corporate customers and 

therefore promoting competition.   

In addition, the Charter Alliance will provide expanded access to the Velocity frequent 

flyer program and to Virgin Australia’s lounges.  These types of value-ads are valued by 

corporate customers and are almost always included in RFP buying criteria. For 

example, [CONFIDENTIAL– RESTRICTION OF PUBLICATION CLAIMED]

Further, as set out in the Submission, the Charter Alliance increases competition in FIFO 

markets by allowing VARA to enter into regions outside of Western Australia. 

[CONFIDENTIAL– RESTRICTION OF PUBLICATION CLAIMED]
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5 Significant public benefits from operational efficiencies and 
these cost savings will be passed through to customers

5.1 Cost savings and operational efficiencies will lower marginal/variable costs

Under the Charter Alliance, the Applicants will be able to achieve operational efficiencies 

and flexibility in airline operations for corporate customers, including through enhanced

fleet flexibility, aircraft maintenance efficiencies, joint procurement of aircraft and parts, 

co-operative wet leasing arrangements,
22

joint airport operations (eg joint operations at 

the Perth bases) and ground handling.

Operational efficiencies will result in reductions to both fixed costs and marginal/variable 

costs and therefore will be passed through to mining operators.

In Western Australia, working together will be highly beneficial to both Applicants as it will  

allow significant fixed and variable cost savings.  

Fixed cost savings include ACMI costs (aircraft, crew, maintenance and insurance) and

some corporate costs.  For instance, the parties will pool the costs of spare parts and 

maintenance.

Variable or marginal cost savings will include the sharing of ground staff, joint purchasing 

of fuel, joint purchasing of catering, and [CONFIDENTIAL– RESTRICTION OF 

PUBLICATION CLAIMED]

The Applicants understand that the ACCC’s position in respect of efficiencies is that if 

they lower marginal/variable costs, they are more likely to be passed through to 

customers.  Further, if there is evidence that efficiencies will directly affect the level of 

competition in a market, efficiencies will be more relevant to competition analysis.

The Applicants submit that the Charter Alliance leads to both marginal and variable costs

and, as set out above, will directly impact upon the level of competition in the market as 

will impact upon the price that the Applicants will charge for their product.

Further, there is a clear commercial incentive to pass efficiencies on, as noted by the 

Australian Competition Tribunal in Re Qantas Airways Limited 2004 A CompT 9, it was 

concluded that:
23

We are also satisfied that it would be in Qantas’ commercial interests to pass on these cost 

savings to travellers either by way of fare reductions or other benefits in order for it to remain 

competitive. It should also be remembered that the Alliance would only be given an 

authorisation for five years, and if Qantas were interested in having the Alliance continue 

thereafter it would be necessary for it to demonstrate during the five-year period of the 

authorisation that there had been significant benefits which had been passed through in 

large part to travellers.

22
A wet lease is a leasing arrangement whereby one airline (the lessor) provides an aircraft, crew, maintenance, and insurance 

(ACMI) to another airline (the lessee), which pays by hours operated.
23

Re Qantas Airways Limited 2004 A CompT 9 [653].
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5.2 CEG analysis

CEG model whether there will be cost pass through under various scenarios. The 
scenarios are as shown in Table 3 below.

Table 3 Tendering scenarios pre- and post-transaction

Scenario Pre-transaction Post-transaction Price effect

Charter Party 1 Charter Party 2 Charter Alliance

1 1 2 1 Upward price pressure*

2 1 1 Nil*

3 2 1 Downward price pressure

4 2 2 Downward price pressure

5 1 Downward price pressure

6 2 Downward price pressure

*Assumes that customers cannot force tender winner to share some of their cost advantage over the 

second bidder.  

Only in one of those scenarios, scenario 1, is there an upward price effect. In the other 

five scenarios, there is either no price effect or a downward price effect.  The outcomes of 

scenarios 2 to 6 are much more likely to occur than scenario 1, whereby the latter 

involves VARA and Alliance Airlines being the top two bidders. This means that, 

assuming cost savings materialise, it is more likely that prices for a given tender will fall 

than rise as a result of the Charter Alliance.

CEG explains the logic of this result as follows:

In order to see why scenarios 2 to 6 are more likely to occur than scenario 1, let us return to 

the assumption of five symmetrical cost competitors.  In this case, the Charter Alliance 

would be the second ranked bidder 25% of the time (given that there are 4 competitors post 

transaction and the probability of being second placed is equal for all parties).  This is 

double the 10% probability that VARA and Alliance would have been ranked 1 and 2 under 

the same set of assumptions.  

This is true even before taking into account:

situations where the Charter Alliance cost savings cause it to win a tender where it 

would not otherwise have; and

the fact that, based on current market shares, the probabilities of the relevant 

scenarios are higher than estimates based on symmetric costs for all parties.  

Specifically, Qantas wins roughly 50% of tenders, which suggests that the Charter 

Alliance and Cobham will be second placed more often than if tender rankings 

were random.  

If we take account of these factors, the proportion of tenders where cost savings will be 

passed through to customers must fall between:

39% - which is the pre alliance probability of VARA or Alliance being the second 

bidder to a non-alliance lowest cost operator; and
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63% - which is 100% minus the probability that VARA or Alliance was the lowest 

cost bidder pre-transaction.  This upper bound assumes that cost savings post 

transaction imply VARA or Alliance always become the number 1 or number 2 

bidder in all post-alliance tenders.  

The best estimate will be somewhere between these values and will depend on the 

magnitude of the cost savings (the higher the cost savings the closer to the upper bound of 

63%).  We have used simulation methods to estimate the proportion of tenders in which 

prices would fall if the cost reduction was 5%.  Our best estimate is 44% following the 

analysis in Appendix B.

6 The risks to competition can be monitored and managed 
through the grant of authorisation 

The Draft Determination notes that the ACCC considers there to be some risk that at the 

conclusion of the five year authorisation term, Alliance Airlines may face difficulties in 

re-establishing a separate operation in circumstances where the Charter Alliance 

establishes an operating model for five years under which the Applicants “provide a 

national integrated FIFO service including integrating the fleets of the two airlines, jointly 

contracting with corporate customers, joint procurement of aircrafts and parts and joint 

airport operations and ground handling”. 

As discussed above, without authorisation the ability to deliver customers across 

Australia the significant public benefits made possible under the Charter Alliance is 

removed. On the other hand, any risk to authorising the Charter Alliance are unlikely to 

eventuate and can be effectively monitored and managed under the terms of 

authorisation. Denying authorisation would therefore be denying FIFO customers the 

benefits of the Charter Alliance for a largely theoretical detriment.

The Charter Alliance is about providing a better, more competitive offering to customers 

in economic and market conditions that provide no material possibility of negative

unilateral or coordinated effects by the Applicants.  The nature of the services involved,

the customer power and control over what is being tendered for, by whom and on what 

conditions and the dynamics of the market both structurally and behaviourally are such 

that the Charter Alliance will remain subject to vigorous and effective constraints.  This is 

evidenced by the real market tender experience of the Applicants as set out above.

In addition, there is no risk to granting authorisation as the Charter Alliance can be 

effectively and efficiently unwound and to the extent the ACCC is concerned about any 

risks, these can be monitored and managed over the five year authorisation period. 

6.1 The Charter Alliance can be effectively and efficiently unwound if terminated by 
either party or not reauthorised after the five year term 

Confidential Annexure B sets out the various aspects of cooperation under the Charter 

Alliance, how those aspects will be unwound should the Charter Alliance not be 

re-authorised and the time that the steps would take.

As shown in the table in Confidential Annexure B, the various aspects of the Charter 

Alliance can be unwound within a six month period. The Applicants therefore propose to 

apply for reauthorisation 12 months before the expiration of the term of authorisation 

allowing 6 months for the authorisation process to run and, in the event that it is not 
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reauthorised, a further 6 months to facilitate the unwinding of the Charter Alliance before 

expiration of the authorisation term.

The table also shows that neither VARA nor Alliance Airlines will face material hurdles in 

re-establishing a separate operation at the end of the authorisation term – should the 

Charter Alliance not continue.

The Applicants note that the ACCC has previously accepted an unwinding model, 

including in far more complex alliances such as the Virgin/Air New Zealand alliance and 

has practical experience in relation to the discontinuance of the Qantas/British Airways’ 

Joint Services Agreement. 

In this case, where the extent of integration and cooperation is not as deep, a formal 

unwinding model is not required.

6.2 Any risks can be monitored and managed over the term of the authorisation

As set out in Figure 2 above, the contract opportunities come up fairly irregularly and 

therefore any risks of a price increase could be monitored. The Applicants consider that 

there is scope to monitor the impact of the Charter Alliance over time by examining key 

metrics, such as the trip rate net of fuel. Other metrics that could be reviewed include the 

cost of value-ads charged to customers and the gross margins on charter contracts 

generated by the Applicants.
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Annexure A – CEG report

Please find enclosed.
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Confidential Annexure B – Steps involved to unwind the Charter Alliance

[CONFIDENTIAL– RESTRICTION OF PUBLICATION CLAIMED]
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Confidential Annexure C – Case studies evidencing the
countervailing power of VARA’s FIFO customers

[CONFIDENTIAL– RESTRICTION OF PUBLICATION CLAIMED]
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1 Executive summary 
1. This report analyses the ACCC’s draft determination to deny authorisation to the 

proposed Charter Alliance Agreement (Charter Alliance).  Under the Charter 
Alliance, it is proposed that Virgin Australia Regional Airlines (VARA) and Alliance 
Airlines (the parties) would coordinate their charter operations, which typically 
involves providing ‘fly-in-fly-out’ (FIFO) services to resource (mining and 
petroleum) operations. The majority of these customers are located in Western 
Australia (WA) but there are a material number of customers in other parts of 
Australia, including Queensland, South Australia and the Northern Territory.   

2. The parties submitted, and the ACCC in its draft determination accepted, that the 
Charter Alliance will likely result in material public benefits, including cost savings 
and quality improvements through the coordination of operations, enhanced 
products and services and increase in competition in states and territories outside of 
WA. 

3. The key question from the ACCC’s perspective is whether the benefits of 
coordinating operations in WA exceed the detriments associated with not 
competing for customers in WA.  The ACCC’s draft determination is that they would 
not, and that the detriment of no competition in WA would outweigh the other 
benefits such that the Charter Alliance results in a net public detriment.   

4. This conclusion in the draft determination was reached largely based on the view 
that the Charter Alliance would reduce the number of major competitors in the WA 
FIFO market from 4 to 3.  In particular, it was concluded that the Charter Alliance 
would result in a significant reduction in competition such that it was a material 
competitive detriment.  In the draft determination, it was considered that, given this 
detriment, any cost savings flowing from the Charter Alliance were unlikely to be 
passed on to customers and that, notwithstanding those cost savings, the parties 
will have an increased incentive to unilaterally raise prices.   

1.1 Approach to assessing competition in the WA FIFO 
market 

5. The conclusion in the ACCC’s draft determination appears to be based on an 
informal qualitative analysis consistent with the standard Cournot model (the ‘work 
horse’ model of oligopolistic competition), whereby suppliers will respond to a 
reduction in the number of competitors by reducing the output that they 
(cumulatively) make available to the market. Under a standard Cournot model, a 
reduction of competitors from 4 to 3 (being the ACCC’s characterisation of the 
Charter Alliance) would typically result in price increases in excess of 5% 
(depending on assumptions about the market demand curve), and any cost savings 
for one will not typically be reflected in lower market prices.    
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6. While the use of a standard Cournot model may be reasonable in many of the 
oligopolistic markets that the ACCC deals with and is therefore a sound default 
position, in our view, it is not reasonable in the present context.   

7. The WA FIFO market does not exhibit the characteristics of a Cournot-style model 
of competition. In the WA FIFO market, there is no prospect of ‘dividing up the 
contract’ in the same way that firms ‘share the market’ in Cournot competition.  
Indeed, there is no single market in which firms sell their output and all receive the 
same price (adjusted for differences in perceived quality). 

8. Instead, the WA FIFO market is characterised by large sophisticated customers who 
establish procurement processes designed to maximise competition for the contract.  
Typically, competition proceeds in discrete ‘winner takes all’ lumps – only the 
winner of the contract receives any business while other bidders receive nothing.    
Moreover, these contracts are tendered relatively infrequently, creating discrete 
competitions for each – typically long term – contract to supply a customer.   

9. The conditions in the WA FIFO market therefore give rise to what is called a 
‘bidding market’.  In such markets, the nature of competition for each contract is 
best characterised as ‘Bertrand competition’, which can deliver highly competitive 
outcomes with a small number of suppliers.   

10. The OECD (2016) summarises the conditions typically associated with ‘bidding 
markets’ [emphasis added]:1 

•  “Winner takes all,” so each supplier either wins all or none of the 
order. There is therefore no smooth trade-off between the price offered 
and the quantity sold. 

• “Lumpy competition,” that is, each contest is large relative to a 
supplier’s total sales in a period. 

• “Every contest is a new contest”. In other words, there is no “lock-in in” 
by which the outcome of one contest importantly determines another. 

• Sometimes, “entry of new suppliers into the market is easy”. 

• Involves a bidding process. 

Markets having the first three characteristics experience 
Bertrand price-setting competition, where indeed “two is 
enough” to ensure a competitive outcome.  

11. Resource and mining customers of FIFO operators will typically fall into the 
category of well-resourced and informed customers who are able to flexibly set 

                                                           
1  OECD, Policy Roundtables, Competition in Bidding Markets, 2006. 
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contract terms in order to extract a competitive price – from 2 providers (or even a 
single provider) in the market.  They therefore possess considerable buyer power 
that acts as a competitive constraint on FIFO providers. 

1.2 Cost reductions tend to dominate competition effects of 
coordination in bidding markets 

12. Using the relevant economic model, the effects on competition from the Charter 
Alliance can be clearly seen to be as follows: 

 Lower (quality adjusted) costs for the parties will result in cost savings putting 
downward pressure on prices in at least 39% of tender processes but up to 63% 
- being many more than those actually won by the Charter Alliance.2   

 A lack of competition between the parties will result in upward pressure on 
prices in only 6.7% of tender contracts. 3    

13. This result is due to the fact that there are likely to be very few scenarios in which 
both VARA and Alliance will be the first and second ranked bidders in a tender 
process, in which case competition between these two firms sets the final price.  By 

                                                           
2  The calculations below conservatively assume that cost savings are only passed through if the costs of the 

second lowest cost bidder in a tender are reduced (i.e., cost savings are not passed on if VARA or Alliance 
would have been the winner because the prices that they can extract are assumed to be based on the next 
highest cost competitor for that tender).  However, with sophisticated and powerful customers it is 
plausible that they will be able to demand some of the winners cost advantage is shared with them – in 
which case the probability of lower prices is materially higher.   

 There are 36 possible arrangements where one of VARA and Alliance has the second lowest cost and the 
other has a higher cost before. The probability of each arrangement is calculated based on the method 
described in OECD (2006), p. 40. For example, 𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃(𝐴𝐴 = 1𝑠𝑠𝑠𝑠,𝐵𝐵 = 2𝑛𝑛𝑛𝑛,𝐶𝐶 = 3𝑃𝑃𝑛𝑛,𝐷𝐷 = 4𝑠𝑠ℎ) =
𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃(𝐴𝐴 = 1𝑠𝑠𝑠𝑠) 𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃(𝐵𝐵=1𝑠𝑠𝑠𝑠)

1−𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃(𝐴𝐴=1𝑠𝑠𝑠𝑠)
𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃(𝐶𝐶=1𝑠𝑠𝑠𝑠)

1−𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃(𝐴𝐴=1𝑠𝑠𝑠𝑠)−𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃(𝐵𝐵=1𝑠𝑠𝑠𝑠).  Using the market share as the probability of lowest 

cost, it implies the probability of downward pressure on price is at least 39%.  That is, VARA or Alliance 
wound have been the second lowest bidder pre-alliance and, therefore, cost savings would have resulted 
in a lower price that the tender winner had to beat to win the contract.   

 However, there are additional scenarios where cost savings cause one of VARA or Alliance to ‘jump’ the 
rankings in a tender and, as a result, change who the second lowest bidder is (either jumping to #2 
directly or jumping to #1 and pushing the former #1 to #2).  The extent to which this occurs will depend 
on the magnitude of cost savings.  However, if the cost savings were sufficient enough to “jump” the 
alliance partners to #1 or #2 in all circumstances when they would otherwise have been higher ranked 
then prices would fall in 63% of all tenders.  This is 100% less the sum of the market shares for VARA 
and Alliance (27% + 10%) being the best estimate of the proportion of tenders in which VARA or Alliance 
would have been ranked #1 even without the alliance.   

3  Consistent with the calculation in the previous footnote there will be upward pressure on prices when 
both VARA and Alliance would have been ranked #1 and #2 pre alliance but, post alliance, one of the 
parties does not bid and the new second lowest cost bidder has a higher cost.  Using market share data 
and the same OECD analytical technique the probability of this occurring is 6.7%.   



  
 

 
 

Privileged and confidential 4 

contrast, there are many more circumstances in which one of VARA or Alliance are 
competing against other firms in the final stages of a tender.  Therefore, there are 
more circumstances in which their cost savings under the Charter Alliance will be 
determinative of the final price set in that tender process. In these circumstances, 
cost savings under the Charter Alliance will be strongly reflected in lower prices for 
customers. 

1.3 Estimate of net benefit 

14. The fact that downward pressure on prices will be felt in many more scenarios than 
upward pressure means that, even if the Charter Alliance only resulted in a small 
amount of cost savings, these are likely to result in lower average prices.  Indicative 
analysis in Appendix C suggests that without any cost savings average WA FIFO 
prices across all contracts would rise by just 0.84% while a 2% cost saving would be 
sufficient to fully offset this effect (see Table 6-4).  Cost savings of more than 2% will 
lead to lower average WA FIFO prices.   

15. However, it should be noted that the impact on prices is an under-estimate of net 
public benefit.  On the assumption that demand for FIFO services is highly inelastic 
(a reasonable assumption on the basis that resource companies have relatively fixed 
workforce requirements and will not adjust these materially based on FIFO costs), 
then price impacts are, to a first approximation, a pure transfer.  That is, if prices 
are lower, then customers gain at FIFO operators’ cost and vice versa.   

16. Further, when considering the timing of the tender processes of existing customers, 
we are instructed that the majority of these tender processes only come up after a 
year or more into the five year authorisation period.  Therefore, any price effect on 
customers will not arise until at least 2018, whereas the cost savings will be realised 
in the first few months of the Charter Alliance coming into effect. 

17. The overwhelming source of economic benefit associated with the Charter Alliance 
results from (quality adjusted) cost savings – irrespective of who these flow to.  
Thus, the best estimate of net economic benefit is the cost savings themselves (not 
the impact on prices).   

18. The ACCC draft determination appears to, instead, focus on the issue of whether 
cost savings will be passed on.  Our analysis suggests that they will, and that WA 
FIFO customers will be better off on average as a result of the Charter Alliance.  
However, even if this was not the case, the net public benefit would still likely be 
positive and, to a first approximation, equal to the cost savings from the transaction.   
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1.4 Other considerations  

1.4.1 Coordinated effects 

19. Our modelling assumes that there are no coordinated effects as a result of the 
transaction (i.e., no increase in the prospect of collusion between Qantas, Charter 
Alliance and Cobham).  The ACCC draft determination (at paragraphs 133 and 136) 
acknowledges the specific market conditions that create heightened obstacles to 
coordination between suppliers in this market.  On this basis the ACCC concludes:4 

In conclusion, the ACCC considers that with the Charter Alliance in place 
there is likely to be some increased risk of coordinated conduct occurring 
in Western Australia. However, having regard to the factors discussed 
above, the ACCC considers that any increase in the likelihood of 
coordinated effects, and the associated public detriment, is uncertain but 
unlikely to be significant.  

20. For the reasons that the ACCC sets out and consistent with the economic literature 
on ‘winner takes all’ bidding markets with sophisticated customers, we do not 
consider that there is any material increase in the risk of coordinated effects flowing 
from the Charter Alliance.   

1.4.2 Benefits outside WA and non-cost based WA benefits 

21. The Charter Alliance may lead to greater coordination of Virgin’s RPT operation 
outside WA with Alliance’s non-WA FIFO operations.  For example, this could take 
the form of a superior integrated service and a more effective ticketing system. 

22. Such benefits would need to be added to the benefits within WA.  Similarly, the first 
benefit applies within WA also and is a potential non-cost based benefit to miners 
that should be factored into a public benefit test. 

 

                                                           
4  ACCC draft determination paragraph 139. 
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2 Introduction  
23. Gilbert + Tobin has requested that CEG provide a report that examines the net 

impact on competition from the Charter Alliance.  

24. The Charter Alliance is a proposed arrangement between VARA and Alliance, both 
of which currently conduct FIFO operations in Australia. We are asked specifically 
for our expert opinion regarding: 

 The ACCC's theory of harm that the Charter Alliance is likely to result in a 
public detriment by lessening competition for the provision of FIFO services in 
Western Australia, in particular that: 

 the Charter Alliance will reduce the number of competitors from four to 
three in Western Australia and will materially enhance the ability and 
incentive of the Applicants to unilaterally raise prices or reduce service 
levels in Western Australia (unilateral effects theory); and 

 the Charter Alliance will increase the risk of coordinated conduct among 
airlines supplying FIFO services in Western Australia (coordinated effects 
theory). 

 The ACCC’s position that operational efficiencies and cost savings will not be 
passed on to customers. 

25. The remainder of this report has the following structure: 

 Section 3 outlines the issues identified by the ACCC in its draft decision; 

 Section 4 shows that the WA FIFO market exhibits the characteristics of a 
bidding market, and explains why bidding markets result in prices that are 
consistent with Bertrand competition, whereby the market remains contestable 
even with a small number of firms; 

 Section 5 explains why the transaction is unlikely to result in price increases, 
while cost savings are likely to be passed on to customers; 

 Section 6 concludes. 

 Appendix A discusses the well-known “winner’s curse” observed in economic 
literature on auction theory, and how its effects on the WA FIFO market can be 
exacerbated by [CONFIDENTIAL– RESTRICTION OF PUBLICATION 
CLAIMED]; 

 Appendix B presents a literature review of the implications of bidding markets 
on competition; and 

 Appendix C demonstrates our methodology for modelling the impact that the 
transaction is likely to have on the WA FIFO industry. 
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3 ACCC draft determination theory of 
harm 

26. The ACCC draft determination accepts that the Charter Alliance would, or would be 
likely to deliver public benefits in the form of: operational efficiencies; enhanced 
products and services; and promotion of competition on the east coast and in 
central Australia.  However, the draft determination takes the view that: 

142.  …the Charter Alliance Agreement is likely to lessen competition for 
the provision of FIFO services in Western Australia. The Charter Alliance 
will reduce the number of major FIFO service providers in Western 
Australia from four to three, largely eliminating competition between 
VARA and Alliance. Such a reduction is likely to lessen competition. More 
importantly, two suppliers (Qantas and the Applicants) will supply the 
vast majority of FIFO services. The ACCC considers that this is likely to 
materially enhance the ability and incentives of the Applicants to 
unilaterally raise prices, reduce service levels or reduce the intensity of 
competition.  

143. The ACCC also considers that there is an increased risk of coordinated 
conduct among airlines supplying FIFO services in Western Australia. 
Although, the ACCC acknowledges that there are a number of factors that 
mitigate this risk.  

3.1 Coordinated effects 

27. The ACCC draft determination acknowledges the specific market conditions - 
discussed at paragraphs 133 and 136 of the draft determination - that create 
heightened obstacles to coordination between suppliers in this market.  On this 
basis the ACCC concludes: 

In conclusion, the ACCC considers that with the Charter Alliance in place 
there is likely to be some increased risk of coordinated conduct occurring 
in Western Australia. However, having regard to the factors discussed 
above, the ACCC considers that any increase in the likelihood of 
coordinated effects, and the associated public detriment, is uncertain but 
unlikely to be significant.  

28. For the reasons that the ACCC sets out and consistent with the economic literature 
on ‘winner takes all’ bidding markets with sophisticated customers, we do not 
consider that there is any material increase in the risk of coordinated effects flowing 
from the Charter Alliance.  
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3.2 Unilateral effects 

29. Unilateral effects occur when the merging parties, or other parties in the market, 
find it in their own best interests to reduce output/quality or raise prices following a 
transaction, irrespective of the actions of competitors.  The main reason provided by 
the ACCC for rejection of the application is that the parties will have a unilateral 
incentive to raise prices.  The ACCC concludes: 5 

The ACCC is concerned that the elimination of this rivalry will increase the 
incentive for the Applicants to unilaterally raise prices when tendering to 
supply charter services in Western Australia. The ACCC considers this is 
likely for a number of reasons. 

First, the Charter Alliance will reduce the number of independent major 
suppliers of FIFO services in Western Australia from four to three.  More 
importantly, two suppliers (Qantas and the Applicants) will supply the 
vast majority of FIFO services. 

Some customers who the ACCC spoke to considered that the Charter 
Alliance would allow Alliance Airlines and VARA to compete more 
effectively, particularly with Qantas. However, other customers raised 
concerns that a reduction from four major FIFO service providers to three 
would reduce competition in Western Australia. 

While the ACCC recognises that the Applicants will continue to face 
competition from Qantas and Cobham, their enhanced market position 
combined with the elimination of the risk of losing contracts to one 
another will likely provide the Applicants with a degree of freedom to 
profitably raise prices. 

30. The ACCC goes on to argue that other FIFO providers (such as Skippers, Airnorth, 
Rex and Maroomba) and potential new entrants into the WA market are not likely 
to provide a material competitive constraint – especially for large miners.6   

31. Neither the applicants nor the ACCC provide a formal basis on which to model 
unilateral effects and determine the potential magnitude of these effects (both 
public benefits and detriments to competition).  In the absence of such formal 
modelling, it is not surprising that the ACCC would fall back on a cautious position 
that a transaction that reduces the number of competitors from 4 to 3 could involve 
a significant detriment to competition and that the magnitude of this detriment 
could offset the public benefits that flow from the transaction.   

                                                           
5  ACCC draft determination paragraphs 118 to 121.   

6  ACCC draft determination paragraphs 122 and 123.   
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32. Such a conclusion would be consistent with the standard prediction of many models 
of oligopolistic competition such as the Cournot model (a ‘work horse’ of many 
models of oligopolistic competition).  In this model, suppliers in the market will 
respond to a reduction in the number of competitors by reducing the total output 
that they (cumulatively) make available to the market.     

33. If the nature of competition in this market was consistent with the Cournot model, 
then the ACCC’s draft determination would not be unreasonable.  However, while 
such a default position may be reasonable in many of the oligopolistic markets that 
the ACCC deals with, it is not, in our view, reasonable in the FIFO market context.   

34. The FIFO market does not exhibit the characteristics of a Cournot-style model of 
competition.  In the Cournot model, firms take the quantities set by other firms as 
given and maximise profit by incrementally adjusting supply given the residual 
demand curve they face (the residual demand faced by each firm is the market 
demand curve less the supply of other firms).  All firms sell into the same 
marketplace and all firms receive the same market price.  Critically, at no stage does 
a firm face the prospect that it simply can’t sell its product.   

35. Because of these characteristics, in a Cournot context, a merger or cooperative 
arrangement will create incentives for the merged entity or cooperating parties to 
reduce combined output below pre-merger levels.  This is because the merged entity 
or cooperating parties has/have, by definition, increased infra-marginal sales.  
There is therefore a stronger incentive to reduce output (relative to pre-transaction) 
in order to benefit from higher market prices on the larger base of infra-marginal 
sales.   

36. By contrast, there is no similar common market for FIFO output from which all 
providers receive the same market price.  Unlike in a Cournot setting, FIFO 
suppliers are not able to ‘turn up’ to the market and sell whatever quantity that they 
have and receive a common market price.  The FIFO tender process is undertaken 
on a customer-by-customer basis and is essentially a ‘winner takes all’ process 
where contracts are long-term and ‘lumpy’.7  A FIFO operator can win either 100% 
or 0% of the contract.  That is, there is no distinction between infra-marginal and 
marginal sales in the FIFO market.  The lumpiness of contracts means that there is a 
significant opportunity cost to not winning a contract – with assets potentially left 
idle for extended periods.   

37. The fact that providers must set a price first and, on the basis of this price, win or 
not win a lumpy tender process makes the nature of competition fundamentally 

                                                           
7  With the typical individual contract revenue value forming a significant fraction of a suppliers’ total 
revenues over the period in question. The top 10 contracts for Alliance represent YTD November 2016 was 
[CONFIDENTIAL– RESTRICTION OF PUBLICATION CLAIMED] (period is July 2016 to November 
2016) while total revenue for the period [CONFIDENTIAL– RESTRICTION OF PUBLICATION 
CLAIMED].   That is, the top 10 contracts represent over 85% of revenues.  
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different to a situation where a provider has the safety net of selling their available 
output at the prevailing market price.   

38. These conditions give rise to what is called a ‘bidding market’.  Section 4 and 
Appendix B summarise the economic literature on competition in ‘bidding markets’.  
The second half of section 4 also explains why the WA FIFO market falls into this 
general category of competition.  However, the important point to foreshadow is 
that in such markets, the nature of competition for each contract is best 
characterised as Bertrand competition, which can deliver highly competitive 
outcomes with a small number of suppliers.  As noted by Gans et al (2014):8 

Bertrand competition is more likely where firms compete directly over 
price before setting output.  For example, when tendering for a one-off 
project, like building a major highway in Melbourne or Sydney, 
competitors face a situation like Bertrand price competition.  The firm 
with the lowest bid wins the tender and gets to build the project 
and the losers get nothing. [Emphasis added.] 

39. In markets that are characterised by Bertrand competition, we would expect to 
observe the following outcomes: 

 the provider with the lowest incremental cost of supplying the contract wins; 
and  

 the price paid is fractionally below the incremental cost of the provider with the 
next lowest cost of providing the service.   

40. Under this model of competition, it is possible to quantify the unilateral effect of the 
Charter Alliance on its conduct in tenders and, therefore, on the average price paid 
for FIFO tenders in WA. Under the Charter Alliance, VARA and Alliance will no 
longer compete against each other to win tenders.  This means that it is only in 
those circumstances where VARA would have been lowest cost and Alliance would 
have been second lowest cost (or vice versa) that customers will pay a higher price 
because they will need to rely on a higher priced competitor (typically Qantas but 
also Cobham and, to a lesser extent, Skippers).   

3.2.1 Cournot FIFO thought experiment 

41. It is useful to imagine the circumstances in which the WA FIFO market might be 
characterised by a Cournot-style competition.  In order for this to be the case, 
miners would have to cease holding tenders for ‘winner takes all’ auctions and 
would have to give up their monopsony power over the selection of FIFO operator to 
serve them.  The best way to imagine this happening would be if a mining company 

                                                           
8  Gans, J., King, S., Stonecash, R. and Mankiw, M., (2012) “Principles of Economics”, 5th Edition, Cengage 

Learning, page 378. 
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(or other FIFO customer) outsourced the transportation solution to individual 
employees and offered to reimburse the employee for their self-incurred travel 
expenses.   

42. In this circumstance, there would be a market for the route supplying the individual 
employees, and FIFO operators would choose whether to fly that route and what 
capacity they would make available at what prices.  Under this model, there might 
be multiple actual (or potential) FIFO operators serving a given FIFO customer (not 
unlike standard passenger RPT services in Australia).  In that circumstance, FIFO 
providers might artificially limit their supply on a route in order to raise prices – as 
is predicted by Cournot-style models (assuming that the threat of new entry on the 
route does not constrain such behaviour).  Similarly, a merger or cooperative 
arrangement between two airlines that are simultaneously flying a route would 
likely create an incentive for the merging parties or cooperative entities to reduce 
available capacity at a given price in order to benefit from higher market clearing 
prices – just as is also predicted by Cournot-style models. Individual passengers 
acting alone would have no power to prevent such an outcome.   

43. However, mining companies have the option, and in fact typically do, act as 
monopsony purchasers of FIFO services for a particular route.  Mining companies 
can create a ‘winner take all’ competition for FIFO services and can determine the 
length of the contract as they see fit.  That is, a mining company purchasing FIFO 
services does not face the same potential competition concerns as would individual 
employees were they to be tasked with purchasing their own transport.   

44. This thought experiment underscores the different nature of competition for FIFO 
contracts, as compared to the competition that exists in other markets where 
Cournot-style outcomes associated with a merger or cooperative arrangement are of 
more relevance.  
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4 WA FIFO is a ‘bidding market’ 
45. In the draft determination, the focus of concerns about the Charter Alliance relate to 

a potential unilateral reduction in the incentives of FIFO operators to compete with 
one another.  In our modelling, we assume that competition between VARA and 
Alliance will be eliminated in WA (which is a conservative assumption as we 
understand that they will continue to compete for ad-hoc customers as well as 
supply to customers through charter brokers – although overall, these services are 
unlikely to be significant in terms of the whole WA FIFO market).   

46. Any reduction in competition in the WA FIFO market as a result of the Charter 
Alliance is modelled to be very small and is likely outweighed by synergies in the 
operations in WA that will be achieved under the Charter Alliance.   

47. Importantly, there will be no detrimental impact on either: 

 the competition between the (newly formed) Charter Alliance and other FIFO 
providers; or 

 the competition between non-Charter Alliance FIFO operators.   

4.1 OECD description of ‘bidding markets’ 

48. The term ‘bidding market’, while common in the literature, can be misleading and 
potentially means different things to different authors.  We consider that the 
OECD’s (2006) discussion of the literature provides an accurate and useful 
summary (including its advice that the term ‘bidding market’ itself can distract from 
the key structural factors of importance):9 

(1) The term “bidding market” does not contribute to understanding 
competition in a market. 

Definitions of “bidding market” typically include the following concepts: 

• “Winner takes all,” so each supplier either wins all or none of the order. 
There is therefore no smooth trade-off between the price offered and 
the quantity sold. 

• “Lumpy competition,” that is, each contest is large relative to a 
supplier’s total sales in a period. 

• “Every contest is a new contest”. In other words, there is no “lock-in in” 
by which the outcome of one contest importantly determines another. 

                                                           
9  OECD, Policy Roundtables, Competition in Bidding Markets, 2006. 
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• Sometimes, “entry of new suppliers into the market is easy”. 

• Involves a bidding process. 

Markets having the first three characteristics experience Bertrand price-
setting competition, where indeed “two is enough” to ensure a competitive 
outcome. Markets having the first four characteristics are like contestable 
markets, where one supplier - and many potential suppliers - is enough to 
ensure a competitive outcome. The use, or not, of a bidding process is 
irrelevant. A market that involves a bidding process does not necessarily 
have any of the other four features. Therefore, one cannot assume that 
markets where bidding processes are used will have the characteristics 
implied by Bertrand competition or a constable [sic: contestable] market. 
That is, one cannot assume that bidders have no market power or that any 
market power can be easily eroded. 

49. We broadly endorse the above conclusions, in particular: 

 The OECD’s point that it is the existence of each of the first four structural 
market conditions that are relevant for economic analysis; 

 That the fifth dot point is not a structural market condition and is not 
determinative of the strength of competition in the market.  In particular, that: 

 if the first three dot points are satisfied, there will be strong “Bertrand” 
competition even with 2 or 3 providers and this is true whether or not the 
customer holds a formal bidding process or an informal negotiation with 
potential suppliers; 

 if the first three dot points are not satisfied, it can’t be assumed that there 
will be strong “Bertrand” competition and holding a formal bidding process 
will not provide a remedy for weak competition that flows from violation of 
the first three assumptions; and 

 the assumption of ‘free entry’ is only necessary to conclude that the market 
is competitive in circumstances where there is a single ‘monopoly’ 
incumbent.  This assumption is not typically necessary if there are multiple 
incumbents providing the service(s) in question.   

50. Appendix B provides a fuller discussion of the economic literature but the above 
quote from the OECD provides the key insights.   

51. The rest of this section discusses each of the OECD conditions, particularly whether 
they are present in the WA FIFO market, and explains the role each condition does 
(or does not) play in determining a competitive market outcome.  In summary, we 
explain why: 

 when the first two of the OECD’s conditions are met, the market equilibrium 
will reflect Bertrand competition – i.e., where prices for each contract will be 
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based on the incremental cost of the second lowest cost provider.  (The lumpy 
winner- takes-all nature of competition effectively creates an element of 
monopsony power in each tender process).   

 the third condition is necessary to be confident that Bertrand competition will 
lead to cost reflective prices in the long run.  Specifically, that short run 
Bertrand competition does not lead to market exit and effective monopoly in 
the long run (where no or only very high cost alternative suppliers remain); 

 the fourth condition is just a variant on the third condition – stating that 
Bertrand competition can still lead to cost reflective prices in circumstances 
where there is a single incumbent, provided that new entrants do not face 
materially higher costs than the incumbent does; and   

 the fifth condition is, as the OECD states, not an economically sensible 
condition.   

52. It will be noted from our above summary, that the OECD states that all of the first 
three conditions are sufficient for achieving Bertrand competition.  We agree that all 
of the first three conditions are sufficient to be confident that Bertrand competition 
will deliver cost reflective prices.  However, only the first two conditions are 
necessary to deliver Bertrand competition.  The third condition ensures that this 
competition does not devolve into a monopoly.  

53. It is worth noting that the distinction between the first and second conditions can be 
somewhat arbitrary. The requirement for “lumpy” competition can sometimes be 
viewed as just stating that “lumpy competition” approximates “winner take all” 
competition if the “lumps” are big enough.   

4.1.1 Winner takes all 

54. Where a tender process involves a ‘winner takes all’ outcome, then each competitor 
to supply the tendered service faces a perfectly elastic demand curve at an unknown 
price.  Above that price, they will receive none of the custom being tendered for.  
Below that same price, they will receive 100% of the market for that service (i.e., 
they will win the tender).   

55. The supply of FIFO services is strongly characterised by ‘winner takes all’ tendering 
processes.  The tenders are almost universally conducted for the supply of all FIFO 
services on a specified route, and the successful tenderer is required to deliver a 
plane with the required capacity, on schedule, and on an exclusive-use basis (i.e., 
there is no sharing of capacity).10 

                                                           
10  We understand that BHP has chosen to split the supply of FIFO services between Perth and Barimunya 

and Coondawana.  The fact that BHP has, and decided to, exercise the option to make this tender not 
‘winner takes all’ is evidence of it having the power to structure its tenders to elicit costs reflective bids 
given the size of individual suppliers (that it may not have otherwise been able to achieve with a tender 
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56. In these circumstances, each FIFO operator seeks to set or negotiate (depending on 
the nature of the process) a price that is: 

 as high as possible above their cost of providing the service; while still being  

 below the price of the other tenderers. 

57. A rational and well-resourced tenderer will establish a bidding process that 
approximates the results of a second price auction – where all bidders bid their 
costs for the project and the winning bidder receives a price based on the costs of 
the second lowest cost bidder.11   

58. As previously discussed, if the purchase of FIFO services were not ‘winner takes all’, 
a Cournot outcome might be observed.  This would arise, for example, if FIFO 
customers instead required individual workers to make their own travel 
arrangements to mine sites.  In the state of the world where workers purchased 
individually, FIFO operators would face a smooth relationship between the price 
offered and the quantity demanded (rather than the binary relationship under the 
‘winner take all’ tender processes).  In that scenario, FIFO operators would more 
likely compete with each other in the Cournot sense of facing a residual demand 
curve for their services given the output choices of their rivals.  Of course, that is 
clearly not actually how services are procured.   

59. The FIFO service industry therefore closely matches a “winner take all” competition 
structure, with individual contracts usually being awarded to a preferred operator 
(see box 1 for example). While there are occasions where the customer may make 
arrangements with other operators, these are neither common nor material. This is 
because customers require a reliable service to move FIFO workforces from Perth to 
the mine site/area and back. 

Box 1: Illustration of competition in bidding markets 

To illustrate how bidding markets work, consider the case of BHP issuing a request for 
                                                                                                                                                                                     

for the entirety of its FIFO requirement for this mine given this is the largest volume FIFO operation in 
Australia). 

11  This argument holds for common-value tenders, whereby each bidder has its own valuation of the 
revenues that will be generated from the FIFO contract. In the case of common-value tenders, the FIFO 
contract will generate the same revenues for all bidders, but each bidder does not know ex-ante what 
this value is.  Common-value tenders generate a “winner’s curse”, since the winning bidder would 
usually have overvalued the underlying contract. This causes bidders to bid more conservatively, leading 
to higher FIFO prices.  

 The analysis in this report proceeds on the assumption that the FIFO tenders have private values. 
However, we discuss the winner’s curse effect in Appendix A, in which we also demonstrate that the 
winner’s curse actually strengthens the pro-competitive effect of the Charter Alliance, since the Charter 
Alliance would face a smaller winner’s curse due to its cost savings. 
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tender to deliver a schedule for FIFO services to one of its mines for a certain number 
of passengers per service.  Based on BHP’s requirements, Qantas may have the lowest 
cost to serve BHP, followed by VARA then Alliance then Cobham.  (This ordering need 
not be the same for every tender but will reflect, amongst other things, the match (over 
the contract period) between the available capacity and the schedule demanded by 
BHP.)  In a ‘bidding market’ model, the assumption is that BHP’s procurement process 
will be able to drive the final price that they negotiate with Qantas (who has the lowest 
cost to serve) down to be similar to, or just below, the cost VARA incur when serving 
BHP (the second lowest cost to serve).  This is also the result in formal ‘second price’ 
‘winner takes all’ auctions.   

In the BHP example, unilateral effects are unlikely to arise as VARA and Alliance did 
not provide the two lowest bids.  However, if VARA had lower costs as a result of the 
agreement then this would have resulted in a stronger competitive constraint on 
Qantas and a lower price.  This is a critical point to note when considering the impact 
on competition from mergers and other cooperative arrangements in bidding markets. 

   

60. Even if there was a material amount of ad hoc FIFO work, there will be “no smooth 
trade-off between the price offered and the quantity sold” and therefore the first 
condition is met.12  

4.1.2 Lumpy competition 

61. Bertrand competition is unambiguously the result when there is only a single ‘all or 
nothing’ contest.  In that context, there is no potential for collusion because one 
firm wins and all other firms lose – there being no future competitions where 
today’s losers become winners.  (Of course, even with a single process, firms could 
seek to collude with ‘side payments’ from the winning firm to losing firms.  Such 
collusion would prevent Bertrand competition only by (illegally) turning a ‘winner 
takes all’ process into a market sharing process.) 

62. However, if there are repeated contests then there is the potential for coordinated 
effects (as discussed previously), such that bidders on one tender ‘drop out’ before 
revealing (bidding) their true cost of providing the service.  Bidders might do this, 
thereby sacrificing potential lost profits on the tender at hand, if doing so sent a 
signal to other bidders to do likewise and raised the expected profitability of other 
future tenders that the bidder expects to win.   

63. This requires that the bidders can coordinate some sharing of future contracts 
(promising not to compete fiercely in the future in return for other bidders not 
competing fiercely in the current tender).  If such a collusive agreement (tacit or 
explicit) can be reached, then Bertrand competition for each individual tender can 
be undermined.   

                                                           
12  Klemperer, Bidding Markets, UK Competition Commission Occasional Paper No. 1, June 2005, p. 6. 
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64. This is the key role of the “lumpy” competition criteria in the OECD’s list, namely, 
that each contract is large relative to a supplier’s total sales over the same period.  
This makes forming a collusive arrangement hard because the pay-off from 
‘cheating’ on the collusive agreement is also large for any given contract.  The ACCC 
explicitly recognises this constraint on coordination in the FIFO market in the third 
dot point of paragraph 135 of the draft determination.  The ACCC also notes a large 
number of other structural features that make coordination difficult in the FIFO 
market (see paragraphs 133 to 136 of the draft determination).  These could just as 
easily fit in as ‘sub points’ to the OECD’s second point.   

65. Internationally, the European Commission’s decision in MAN/Scania concluded 
that “lumpy orders” made the market difficult to predict, and thus hampered 
sustainable cooperation among firms [emphasis added]:13 

In addition, fleet operators buy buses at irregular intervals and 
in different quantities ("lumpy orders"). This volatility makes 
the market very difficult to predict and makes it most difficult 
to establish co-ordination mechanisms that are sustainable 
over time. Moreover, the different size of the bids and the fact 
that some bids of the large customers can affect a large number 
of buses make it unattractive for competitors to miss a single 
bid. The market investigation furthermore has not indicated any 
existence of structural links between the leading suppliers of city buses in 
Sweden. Finally, the remaining players on the Swedish city bus market 
are far from having a parallel structure63. Not only in terms of market 
shares (with DC as an important but significantly smaller competitor than 
Volvo and Scania/MAN), but also with respect to characteristics (e.g. 
different geographic focus, different integration level etc.) important 
differences between the remaining competitors on the Swedish market can 
be observed, which would make any attempt to tacitly collude even more 
unstable. 

66. Pal (2008) also points out that the European Commission has used a “very broad 
spectrum of terms” when assessing the number of tenders in a bidding market:14 

In many decisions the Commission considered the number of tenders 
available to the market players and the timing of the tenders as very 
important factors. It uses a very broad spectrum of terms to express the 
importance of the number of tenders on bidding markets. In some cases it 
was a few,71 in other a few hundred,72 in GE/Honeywell a limited 
number,73 in Oracle/PeopleSoft between 100 to 200 for two years,74 in 

                                                           
13  European Commission, Case No COMP/M.4336 – MAN/SCANIA, December 2006, p. 32 at [138]. 

14  Pal, Bidding Markets and Competition Law in the European Union and the United Kingdom – Part I, 
European Competition Law Review, 29(1), 2008, pp. 16-32, at p. 24. 
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WNU/WPP/JV 15 in 12 years75 and finally in Ernst & Young 
France/Anderson France 24 between 1997 and 2002.76 

67. FIFO contracts are typically long term in nature.  Pal (2008) summarises European 
Commission precedent, noting that the presence of long term contracts is an 
important determinant of whether a ‘bidding market’ exists: 15 

The Commission seems to use the expressions frequent and infrequent to 
determine how often there are invitations to tenders on the market, but 
unfortunately numbers are rarely attached to the terms in public 
documents. Sometimes tenders were very infrequent77 or rare78 while in 
other cases infrequent.79 In Pirelli/BICC, the Commission evaluated the 
differences in frequency,80 in Alcoa/British Aluminium there was absence 
of regular bidding pattern,81 while in MAN/Scania irregular intervals.82 

… 

The length of supply contracts bears also considerable impact on the 
bidding behaviour not least because usually the longer the period the more 
valuable a contract is. Moreover, ‘‘small advantages in intensely 
competitive markets can lead to very large market shares for a transition 
period’’.100 The Commission found bidding markets with two to five 
years,101 four to eight years,102 six years103 and with ‘‘up to 15 years’’ 
amounting to long-term supply contracts.104 The fact that a supply 
contract is concluded for a long term and that this feature is important 
was repeated in many decisions.105 

68. The ACCC’s draft determination appears to indicate its assessment that FIFO 
contracts appear to be fairly lumpy in terms of the number of tenders and 
frequency:16 

However, FIFO contracts are long term in nature (generally several 
years) such that there is not regular, repeated competitive interaction in 
relation to specific customers – in this sense there is periodic competition 
for segments of the market rather than ongoing competition in the market. 

69. We note that the ACCC’s description that competition for FIFO contract is “not 
regular, repeated” matches the EC’s usage of “infrequent” and “irregular intervals”.  

                                                           
15  Pal, Bidding Markets and Competition Law in the European Union and the United Kingdom – Part I, 

European Competition Law Review, 29(1), 2008, pp. 16-32. 

16  ACCC, Applications for authorisation lodged by Alliance Services Limited Virgin Australia Pty Ltd Virgin 
Australia Regional Airlines Pty Ltd in respect of a proposed Charter Alliance Agreement, A91552 & 
A91553, Draft Determination, December 2016, p. 22. 
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70. The lumpy and unpredictable nature of FIFO contracts in turn makes explicit 
collusion through coordinated action more difficult since the incentive from 
cheating is too high, while also dissuading implicit collusion through unilateral 
action since the infrequent tenders make it difficult for bidders to formulate an 
effective scheme for tacit communication. 

4.1.3 No “lock-in” by which the outcome of one contest importantly 
determines another 

71. The third dot point in the OECD summary is, essentially, a statement that: 

 Economies of scale/scope are not decisive at the level of the overall market.  
That is, that the market can support multiple providers in equilibrium; and/or  

 Incumbency advantages for individual contracts do not mean that customers 
are ‘locked in’ at the end of their first contract.  That is, that non-incumbent 
firms remain credible alternative suppliers of the service to that individual 
customer. 

72. If the first dot point is not true then, notwithstanding that each tender process will 
be characterised by Bertrand competition, the winner (being the firm with the 
lowest cost) will tend to be the largest firm.  The largest firm’s costs per tender will 
fall as it grows larger and the smaller firms’ costs will rise as they shrink (and 
ultimately exit the market).  Thus, a monopolist can be established through time 
even though each individual tender process is characterised by Bertrand 
competition. 

73. The second dot point involves similar logic, except that instead of applying at the 
level of the overall market, it applies at the level of each customer.  In effect, each 
customer becomes their own separate market only capable of being competitively 
served by their current supplier.  This could be the case if there are large sunk costs 
incurred by customers in accommodating a particular supplier.  An example of this 
might be the building of an airstrip that is specially designed for the aircraft 
uniquely flown by their current provider and which cannot be used by a competing 
provider.  A more subtle example might be that current providers are attuned to the 
needs of their current customers and those customers are very risk averse in 
selecting alternative providers who might be less attuned (this might be 
characterised as a ‘learning by doing’ effect).17   

                                                           
17  Such incumbency effects go above and beyond mere switching costs, which do not affect the 

contestability of the market. Instead, the problematic incumbency effects are ones that entrench the 
incumbent and make alternative suppliers non-credible even if the latter submitted bids that were 
substantially lower than the incumbent’s. 
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74. Analysis of this ‘no lock in’ condition suggests that, if anything, the Charter Alliance 
might be pro-competitive, but there is no basis for arguing that it is anti-competitive 
(at least not based on this condition being violated).   

75. Consider the scenario where the long run equilibrium is for the largest firm 
(Qantas) to continue to expand and reap economies of scale, while smaller firms 
shrink and their costs rise.  In that case, the Charter Alliance can only be pro-
competitive by virtue of creating a competitor to Qantas with more similar scale.  
This could potentially stop (or slow) what would otherwise be the inevitable exit of 
the individual entities.  There is no basis for believing that the Charter Alliance 
would exacerbate the scale economy advantage enjoyed by Qantas.   

76. Similarly, if the long run equilibrium for the market is for current incumbents to 
monopolise their current customers,18 then the transaction will neither promote nor 
hinder such monopoly power.  To the extent that such monopoly power is 
problematic, it already exists and the Charter Alliance will not alter it.   

77. As noted in the first dot point of paragraph 71, the no “lock-in” condition goes to 
whether Bertrand competition will ultimately devolve into a monopoly (or near 
monopoly) outcome.  If this is a risk then allowing the Charter Alliance will either: 

 Ameliorate the risk if the risk is created by the existence of WA-wide economies 
of scale.  This amelioration is achieved by allowing the creation of a large 
symmetrical competitor to Qantas; or  

 Have no effect if the risk relates to existing customers being ‘locked into’ 
existing suppliers due to the existence of material supplier specific fixed costs 
incurred by the customer or customer specific ‘learning by doing’ assets 
accruing to the current supplier.   

78. Klemperer (2005) cites an example of the second source of ‘lock in’, whereby the 
winner of the UK National Lottery had developed “substantial learning-by-doing 
and reputation advantages by the time of the subsequent contest”,19 which made the 
subsequent tenders far less competitive. 

79. It is not obvious that such ‘learning by doing’ effects are powerful in relation to 
FIFO contracts for specific miners.   

80. However, we are instructed that Qantas has experienced a material increase in 
market share over time.20  Then this may (or may not) be symptomatic of 
unexploited economies of scale/scope even at large scale.  It may (or may note) 

                                                           
18  For example due to the existence of supplier-specific fixed costs incurred by customers. 

19  Klemperer, Bidding Markets, UK Competition Commission Occasional Paper No. 1, June 2005, p. 11. 

20  Qantas originally had a fleet of 2 Fokker 100 aircraft after acquiring Network Aviation 2011, but it has 
since grown its Fokker 100 fleet to 17 in 2017. 
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arise, for example, from Qantas being able to use the same set of airport lounges for 
its RPT and FIFO services, or from scale benefits in relation to the larger fleet 
management and scope benefits in terms of better coordination between regular 
RPT and FIFO services.  If so, then the Charter Alliance would appear likely to be 
pro-competitive, in that it would establish a competitor of more similar scale to 
Qantas and with potential to exploit similar synergies.21   

4.1.4 Entry of new suppliers into the market is easy 

81. If this condition is true then a competition analysis can ignore the number of 
existing providers of the service in the knowledge that should prices rise above costs 
then new entrants would appear to compete away monopoly profits.  Of course, if 
this assumption is not true then, at least in the short to medium term, the number 
of existing competitors may be important.  However, exactly how important it is will 
depend on whether Bertrand competition exists (determined by the first two 
conditions) and the similarity of costs of the existing providers (which is also related 
to the third condition). In section 5 and Appendix C, we provide modelling that 
quantifies these effects for the FIFO market in WA.   

82. The ACCC is concerned that new entry into the FIFO services industry in Western 
Australia appears unlikely:22 

Third, new entry into the provision of FIFO services in Western Australia 
does not appear to be likely, even in the event the Applicants raise prices. 
A decision to commence offering FIFO services is likely to involve 
significant costs not least being the cost of establishing a base in Western 
Australia. These costs are unlikely to be recovered if an entrant 
subsequently decides to exit. 

The ACCC also notes that the demand for FIFO services has fallen 
significantly in recent years with the mining downturn. One apparent 
consequence of this is a degree of excess capacity among charter service 
operators at present. While the ACCC notes that there is no certainty that 
this fall in demand is permanent, current excess capacity is likely to lessen 
the likelihood of new operators seeking to supply services in Western 
Australia and/or existing smaller operators expanding. 

83. We first note once again that ease of entry for new suppliers is not a pre-requisite 
for a bidding market to be a competitive one if said market already contains two or 
more firms. Instead, ease of entry is only a requirement if the bidding market 

                                                           
21  This issue is discussed in more detail in Appendix A. 

22  ACCC, Applications for authorisation lodged by Alliance Aviation Services Limited Virgin Australia Pty 
Ltd Virgin Australia Regional Airlines Pty Ltd in respect of a proposed Charter Alliance Agreement, 
A91552 & A91553, Draft Determination, December 2016, p. 21. 
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contains only one firm. This concept is explained by Klemperer (2005), referring to 
the same numbered characteristic as the OECD [emphasis added]:23 

With two identical firms, characteristics (1) to (3) perfectly fit a 
once-and-for-all, Bertrand (price-setting), competition for a 
single consumer who accepts the lowest offered price. Such a 
competition is, of course, also equivalent to the standard Bertrand 
competition in a homogenous-product market with many consumers that 
is described in elementary text-books. 

It is straightforward that the existence of two identical firms is 
indeed sufficient for perfect competition (assuming constant 
marginal costs and no capacity constraints), and that historic market 
shares imply neither future success nor market power. 

If we add the ‘easy entry’ assumption, (4*), we have described a perfectly 
contestable market (as described by Baumol, Panzar, and Willig (1982)), 
and in this case it follows that an optimal outcome is obtained even when 
only one firm is actually present. 

84. Notwithstanding the above discussion, we also note that there are other operators in 
the WA FIFO market, namely Skippers, Airnorth, Rex and Maroomba, all of which 
can expand their operations after incurring some fixed costs.  

85. OECD (2006) notes that the European Commission had made a similar finding in 
the Oracle/PeopleSoft merger case even though the other bidders were fairly small 
in terms of market share [emphasis added]:24 

With respect to coordinated effects, the EC found that the number of 
potential bidders was too large, the products too differentiated, their 
market shares too asymmetrical and their structural links too few to 
sustain coordination. (EC paras. 209-211) With respect to possible 
coordination among only the major two remaining players, the 
Commission did not exclude the possibility despite the product 
heterogeneity and the obscuring effect on market transparency of huge 
discounts. However, the minor players were seen as credible 
bidders who could destabilise a duopoly. (EC paras. 212-3) 

86. Pal (2008) identified further cases where the European Commission emphasised 
that the important variable was the number of credible competitors available during 
the bids – a statistic that is not directly observable from market shares, which only 

                                                           
23  Klemperer, Bidding Markets, UK Competition Commission Occasional Paper No. 1, 2005, p. 7.  

24  OECD, Policy Roundtables: Competition in Bidding Markets, 2006, p.43. 
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reflect the final tendering results without being indicative of how vigorous the 
competition for each contract actually was [emphasis added]:25 

In Ernst & Young France/Andersen France, the Commission emphasised 
that for a bidding market to be competitive, the main requirement is that 
there exists a sufficient number of credible bidders that are willing to 
compete having the incentive and the ability to do so. In this case the 
market share did not reflect the ability to win a tender, because 
all of the so-called ‘‘Big Five’’ could possibly win a tender.131 

In Bombardier/ADtranz, the Commission took into account that most of 
the few contracts were awarded as a result of a bidding process in public 
call for tenders, and so market share figures only take into account 
the activity of the winners of a given contract, but do not show 
how many credible competitors actually participated as bidders 
and thus created competitive constraints.132 The credibility of 
bidders was important also for example in Boskalis/HBG,133 
Pirelli/BICC134 and Continental/Phoenix.135 

87. It is therefore clear that international regulatory precedence from the US Antitrust 
Division and the European Commission suggest that having a low market share is 
not on its own indicative of the competitive threat being posed by a firm. 

88. The ACCC takes a more cautious position in its draft determination:26 

Second, it does not appear that smaller providers of FIFO services impose 
a strong competitive constraint on the Applicants. While some corporate 
customers considered smaller operators are viable options, most larger 
customers considered that Qantas and, in some cases, Cobham were VARA 
and Alliance Airlines’ closest competitors. 

89. We consider that there are two important observations worth making.   

 First, the fact that some FIFO customers consider smaller operators as viable 
options in today’s market is relevant.  This supports a conclusion that, at least 
for some customers, these providers are currently credible competitors for the 
larger providers. 

 Second, the fact that some FIFO customers do not share this view does not 
mean that the smaller FIFO providers would not become competitors if prices 
rose post-transaction.  That is, the relevant question is not whether customers 
would look to shift custom to the smaller providers in today’s market. The 

                                                           
25  Pal, Bidding Markets and Competition Law in the European Union and the United Kingdom – Part I, 

European Competition Law Review, 29(1), 2008, p. 28. 

26  ACCC draft determination, pp. 20-21. 
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relevant question is whether customers would do so in response to price 
increases by the larger providers – allowing today’s small competitors to 
become large competitors.  The fact that some customers say that they would 
not do so given current market conditions does not mean that they would not 
do so if prices were to rise.   

90. The fact that Qantas and Cobham are at times seen as VARA and Alliance’s closest 
competitors therefore does not mean that smaller providers such as Skippers, 
Airnorth, Rex and Maroomba would not become stronger competitors that are able 
to apply competitive pressure on the larger providers. 

4.1.5 Involves a bidding process 

91. The OECD states, and we concur, that this condition which is sometimes cited in the 
literature is a distraction.  The OECD states: 

The use, or not, of a bidding process is irrelevant. A market that involves a 
bidding process does not necessarily have any of the other four features. 
Therefore, one cannot assume that markets where bidding processes are 
used will have the characteristics implied by Bertrand competition or a 
constable [sic: contestable] market. That is, one cannot assume that 
bidders have no market power or that any market power can be easily 
eroded. 

92. We agree.27  We also note that the obverse is true – the lack of a formal bidding 
process does not prevent Bertrand competition from asserting itself.  Bertrand 
competition is just as likely to occur in a context where contracts are awarded 
following informal negotiations as where they are awarded in formalised bidding 
processes.   

93. The OECD’s argument thus suggests that it is still necessary to actually assess 
whether the contracts are awarded in a manner that leaves the market contestable, 
with reference to the other characteristics described in sections 4.1.1 to 4.1.4. 

94. VARA and Alliance’s submission states that the bidding process involves bidders 
submitting a proposal, after which “FIFO customers enter into commercial 
discussions and negotiations with one or more operators around requirements”.28 

95. As identified by the ACCC in its draft determination, the tendering process for FIFO 
services is fairly opaque:29 

                                                           
27  Noting once more that the OECD is using “Bertrand competition” to mean “Bertrand competition that 

delivers cost based prices”.  This distinction is important because Bertrand competition between a 
dominant provider with low costs and a ‘fringe’ provider(s) with high costs will still result in prices being 
set well above the dominant incumbent’s costs.   

28  VARA and Alliance submission, p. 14. 
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there is little transparency about prices charged for FIFO services – FIFO 
services are negotiated, usually through tender, with supply terms, 
including price remaining confidential between the parties 

96. The second stage of negotiation with operators produces pricing outcomes that are 
consistent with those implied by the Bertrand model, in the sense that the entire 
contract eventually gets awarded to the lowest bidder, who is paid the lowest 
valuation among all of the bidders. This occurs because the negotiation round 
allows parties to revise their initial bids in order to undercut their competitors. 

97. The bidding process employed by the FIFO service industry, coupled with the other 
characteristics set out in sections 4.1.1 to 4.1.4, therefore result in a contestable 
market. 

4.1.6 Related characteristics of the FIFO service industry 

98. Aside from the characteristics of a bidding market, which were discussed in sections 
4.1.1 to 4.1.5, the FIFO services industry also includes a number of further 
characteristics that increase the likelihood of the market remaining contestable 
following the Charter Alliance. These characteristics are discussed in sections 4.1.6.1 
to 4.1.6.3. 

4.1.6.1 Customers are large and well-informed 

99. Most FIFO customers are mining companies, and thus tend to be large and well-
informed. Klemperer’s (2005) criticism about the limits of buyer power (section 
B.3.3) due to issues such as credibility and lobbying therefore do not apply since the 
customers have sufficient resources to fend off any lobbying attempts. 

100. In assessing the Pork Farms/Kerry Foods (2015) merger, the UK CMA found that 
buyer power arose not just from the threat of switching to other options, but also 
through other mechanisms in the tendering and contractual framework. The fact 
that the customers were sophisticated and well-informed increased the amount of 
countervailing buyer power that they could exert on the bidders [emphasis 
added]:30 

We have found that customers are generally sophisticated, in 
that they monitor supplier costs, will at times run range 
reviews and/or tenders, and they will require suppliers to back 

                                                                                                                                                                                     
29  ACCC, Applications for authorisation lodged by Alliance Aviation Services Limited Virgin Australia Pty 

Ltd Virgin Australia Regional Airlines Pty Ltd in respect of a proposed Charter Alliance Agreement, 
A91552 & A91553, Draft Determination, December 2016, p. 22. 

30  CMA, Pork Farms and Kerry: A report on the completed acquisition by Pork Farms Caspian Limited of 
the chilled savoury pastry business of Kerry Foods Limited, June 2015, pp. 38-39 at [7.49] – [7.50]. 
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up requests for price increases with evidence of an increase in 
raw material prices etc. Most of the customers told us that if the 
request appeared to be unjustified and the supplier did not 
retract the request they would consider delisting and switching 
to alternative suppliers. We also heard of cases, outside of any 
tendering process, where retailers had been talking to other 
suppliers and received a better offer which they required the 
supplier to then match or else lose the business. 

Our consideration of alternative suppliers and their capacity is set out in 
Appendix I. From what we have been told and our analysis, it would 
appear that pre-merger, there was significant buyer power with 
customers credibly threatening to delist and substitute a supplier. 

101. Similarly, Oxera (2006) also cites the case of CHC/Helicopter, in which the UK 
Competition Commission cleared a merger between the providers of helicopter 
services to oil and gas offshore installations, on the basis that:31 

Oil companies are much larger and commercially stronger organizations 
than helicopter operators and their purchasing power is concentrated. 

102. FIFO customers are similarly large and well-informed, including some of Australia’s 
biggest firms such as BHP, Rio Tinto, and Santos.32 As with the CHC/Helicopter 
case, FIFO customers are primarily mining firms that are large and commercially 
strong. Similar as well to the Pork Farms/Kerry Foods case, FIFO customers 
periodically review their service contracts and are able to identify the best offer 
before them, taking price, quality and service levels into account. This makes it 
much more difficult for collusive action on the part of suppliers to succeed, and also 
serves as a disincentive against collusion since the likelihood of getting caught is 
considerably higher when customers are well-informed. 

4.1.6.2 Balance of power primarily lies in the hands of customers 

103. Buyer power has been a material fact in a number of cases involving transactions in 
bidding markets. Oxera (2006) states:33 

Another common feature of bidding markets is that of buyer power. The 
larger the contract relative to the individual bidders, the more likely it is 
that the bid-taker or buyer has greater resources than the bidders 

                                                           
31  Oxera, Bidding farewell? The ‘bidding market’ defence in competition investigations, March 2006, p. 4. 

32  The full list of major resource companies requiring FIFO services in Australia can be found in Figure 3 of 
VARA and Alliance’s submission (pp. 11-13). 

33  Oxera, Bidding farewell? The ‘bidding market’ defence in competition investigations, March 2006, p. 4. 
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themselves. This makes it more likely for the buyer to be well informed (or 
willing to spend resources to gain information). 

104. The role of buyer power can also be seen in the Pork Farms/Kerry Foods (2015) 
and Alpha Flight Group/LSG (2012) cases. In the former, the UK CMA found that 
customers often imposed a range of credible threats to pressure suppliers into 
granting lower prices, such as threatening to split volumes between suppliers and 
multi-sourcing:34 

Apart from complete retendering or switching, customers have various 
potential strategies to apply pressure on suppliers (see Appendix G, 
paragraphs 70 to 78), including the threat of splitting volumes between 
suppliers and multi-sourcing, or they can drive volume from one supplier 
to another through how they use promotions. In addition, they could 
threaten to switch volume away from a supplier in other categories. Of 
course, suppliers will not have full visibility of the range of the retailer’s 
options, meaning they will have to take a view on whether there is any 
additional element of bluff in the retailer’s negotiations. 

105. With the Alpha Flight Group/LSG case, the UK CC concluded that the balance of 
power most likely resided with the airlines instead of the caterers, since it found 
evidence that [emphasis added]:35 

We found that there was some evidence from contract terms which 
suggested that certain airlines may possess a degree of buyer power pre-
merger. The evidence can be divided into two broad groups:  

i. a unilateral ability on the part of airlines to impose changes in 
service levels, product specification or product sourcing; and 

ii. open-book pricing, a requirement to share efficiency savings 
and/or an inability to pass through cost increases. 

Airlines may be able to exercise a constraint on catering suppliers if they 
are able to change the terms of supply and/or terminate their contracts 
with little or no consultation with their catering supplier. Airlines may be 
able to use contractual provisions to resist price rises, either by 
threatening to terminate the contract and/or by changing the overall 
value proposition for the caterer by imposing changes to service levels, the 

                                                           
34  CMA, Pork Farms and Kerry: A report on the completed acquisition by Pork Farms Caspian Limited of 

the chilled savoury pastry business of Kerry Foods Limited, June 2015, pp. 38-39 at [7.48] – [7.50]. 

35  Competition Commission, Alpha Flight Group Limited and LSG Lufthansa Service Holding AG: A report 
on the proposed joint venture between Alpha Flight Group Limited and LSG Lufthansa Service Holding 
AG, pp. 31-32 at [7.33] – [7.37]. 
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product specification or product sourcing (eg using more nominated 
supply: see paragraphs 7.39 to 7.43). 

Contract data from airlines showed that some airlines in the past have 
instigated changes to contract terms following the signing of the contract. 
We also noted that a number of contracts currently in place were costed 
on an ‘open-book’ basis, whereby input costs were passed straight through 
to the airline. 

Whilst each supply contract will be different, we found that the 
contractual terms of some in-flight catering supply contracts 
allow airlines to switch provider and may also allow airlines to 
change the terms of supply in such a way as to reduce the 
overall value proposition to the in-flight caterer. 

In conclusion, though the evidence may be impressionistic, the contract 
information we reviewed tended to suggest that the balance of power 
rested with airlines, rather than in-flight caterers. This view was 
confirmed by some third party in-flight caterers, eg Gate Gourmet. 

106. Resource companies using FIFO operators are typically well resourced and also 
have the ability to structure their procurement processes to maximise competitive 
tension – even with a small number of competitors (e.g., by structuring a ‘winner 
takes all’ process and varying the length of the contract offered (see below)).  In the 
present case, it is also true that the end of the mining boom has led to a considerable 
decline in demand for FIFO services, resulting in a “buyer’s market” where 
customers hold the balance of power. This is evidenced by the fact that customers 
have been able to negotiate better contractual terms from providers, such as:36 

a. Negotiating price decreases for their services; 

b. Reducing the number of services; 

c. Reducing costs by switching their charter requirements from high frequency, 
low gauge aircraft (such as F50s) to low frequency, high gauge aircraft (such as 
F100s and A320s); 

d. Requesting an extension of credit terms from 30 days to 60 and 90 days; and 

e. Obtaining volume price discounts by aggregating their air travel requirements 
(eg combining regions and sites to create a national package) in order to receive 
greater discounts. 

                                                           
36  ACCC, Applications for authorisation lodged by Alliance Aviation Services Limited Virgin Australia Pty 

Ltd Virgin Australia Regional Airlines Pty Ltd in respect of a proposed Charter Alliance Agreement, 
A91552 & A91553, Draft Determination, December 2016, p. 9. 
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4.1.6.3 Tender processes that typically end up in negotiation with one or more 
operators regarding requirements 

107. As identified by the ACCC in its draft determination, the tendering process for FIFO 
services is fairly opaque:37 

there is little transparency about prices charged for FIFO services – FIFO 
services are negotiated, usually through tender, with supply terms, 
including price remaining confidential between the parties 

108. This has the effect of alleviating Klemperer’s (2005) criticism about the likelihood of 
collusion among bidders since potential bidding rings will find it difficult to observe 
deviant behaviour among their members. 

                                                           
37  VARA and Alliance submission, Figure 13, p. 33. 
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5 Why competition is intense with 2 or 
more bidders 

5.1 Price increases are very unlikely for customers 

109. This section illustrates that there is a very low probability of price increases for WA 
customers as a result of the Charter Alliance, even absent any cost savings.  

5.1.1 Illustrative scenarios: how the Charter Alliance will affect tender 
processes 

110. The effect that the Charter Alliance has on tender processes can be illustrated 
through considering a circumstance where there were only five FIFO providers 
(Qantas, VARA, Alliance, Cobham and Skippers) and assuming (unrealistically)38 
that each provider has symmetrical costs.  That is, that each provider has the same 
mean expected cost to serve a standardised tender (which we have arbitrarily 
assumed to be $8,000 per flight hour) and the same variability in that cost across 
tenders.  In this case, for an individual tender, the provider that had the 1st, 2nd, 3rd, 
4th or 5th lowest cost would be random. Figure 5-1 illustrates this symmetrical cost 
distribution of the five FIFO providers and shows the outcome of three tender 
scenarios.   

111. In order to consider the impact of the Charter Alliance, we think about the bidding 
conduct of the Charter Alliance ‘as if’ the parties were separate and produced bids 
based on their independent costs.  The Charter Alliance would then only put in the 
lower of these bids – maximising the probability of winning the tender and 
eliminating any potential for competition from the higher cost party to lower the 
price received by the lower cost party.  These assumptions allow us to isolate only 
the anticompetitive impacts of coordination, assuming no change in costs while the 
following section analyses the pro-competitive impact of cost reductions from 
coordination.   

112. In the first (orange) tender scenario, the Charter Alliance has no effect on the 
market price. Qantas has the lowest cost at $7,200 and VARA has the second lowest 
cost at $7700 per flight hour. Without the Charter Alliance, the contract price will 
be competed down to $7700 per hour (VARA’s cost). Following the Charter 
Alliance, it is assumed (potentially simplistically)39 that Alliance will not compete 

                                                           
38  We relax this unrealistic assumption in the following analysis. 

39  If VARA and Alliance do compete directly in some or all tenders post alliance then our results are 
conservative.   
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because it has higher cost than VARA. However even though Alliance does not 
compete, the market price remains $7700 because the buyer is still relying on 
VARA’s bid to set the price it pays to Qantas. 

Figure 5-1: Five FIFO providers with equal expected costs (three tender 
scenarios) 

 

113. In the second (red) scenario illustrated in Figure 5-1, VARA has the lowest cost 
($7,400) and Qantas has the second lowest cost at $9000. In this scenario, the 
market price pre- and post-Charter Alliance is also unchanged at $9000. On the 
assumption that Alliance will not compete because it has a higher cost than VARA, 
this reduction in competing offers again doesn’t have any impact on the market 
price. This is because the second lowest cost carrier is Qantas at $9000. 
Competition from Qantas will continue to exist under the Charter Alliance to set the 
price or to drive it down. 

114. The third (green) scenario illustrated in Figure 5-1 is one of the only two possible 
scenarios where the Charter Alliance can impact the market price – it occurs when 
one of VARA or Alliance are the lowest cost providers and the other is the second 
lowest cost provider.  In this scenario, Alliance has the lowest cost ($8,000) and 
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VARA has the second lowest cost ($8,400). 40 Prior to the Charter Alliance, the 
buyer can rely on Alliance’s competition against VARA to drive the price down to 
$8400. However, after the Charter Alliance, VARA will not enter the bidding 
process. Therefore, the buyer will need to rely on the next lowest cost provider 
(Qantas in this example) to drive the price down against Alliance. This is because 
Qantas has the third highest cost at $9200. Therefore, in this scenario the Charter 
Alliance causes the price to increase from $8400 to $9200 per flight hour. 

5.1.2 Probability of price increases 

115. This section sets out how the probability of a price increase in any given tender can 
be calculated and shows that the probability of a scenario in which the Charter 
Alliance will result in increased prices in tender process is low.   

5.1.2.1 Symmetrical costs 

116. If costs are symmetrical across all providers, then the ranking of their costs to serve 
any given tender will be random.  With five FIFO providers and assuming that all 
providers have the same expected cost per contract (but actual cost is drawn from a 
distribution around expected costs), there are 5 factorial (5!=120) possible 
orderings of the providers (eg, ABCDE, ACBDE etc).  However, only in 12 (2×(5-2)!) 
of these are the same two providers first or second (e.g., ABCDE, ABDCE, BACDE, 
etc).  Therefore, only in 12/120 (=10%) of tenders will an agreement of two parties 
(A and B) not to compete with each other cause the price to be higher.   

117. Alternatively, if there are four symmetrical competitors there are 24 (4!) possible 
rankings of which only 4 (2×(4-2)!) will have A and B ranked first and second.  
Therefore, only in 4/24 (=17%) of tenders will an agreement of two parties (A and B) 
not to compete with each other cause the price to be higher. 

118. Table 5-1 summarises these impacts. 

                                                           
40  The other possible scenario has VARA as the lowest cost and Alliance as the second lowest cost. 
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Table 5-1: Probability an agreement not to compete results in higher 
prices assuming symmetrical costs amongst competitors 

# Competitors 
pre agreement 

Possible 
rankings 

Where parties to agreement 
would have been ranked 1 and 2 

Probability price 
increases 

n n! 2×(n-2)! 2×(n-2)!/n! 

5 5!=120 2×(5-2)!=12 12/120=10% 

4 4!=24 2×(4-2)!=4 4/24=17% 

Source: CEG calculations 

5.1.2.2 More realistic cost assumptions make price effects much less likely 

119. The above analysis assumes costs are symmetrical, which is clearly a simplified 
model.  In fact, each FIFO provider serves a different proportion of the market and 
has a different cost base.   

120. The OECD41 sets out an analytical method for estimating the probability of price 
increases as set out in Table 5-1, but taking account of the fact that different firms 
have different market shares (which are associated with different expected costs per 
tender).  This method makes the standard assumption for “second-highest [second-
lowest] bids to be in proportion to highest [lowest] bids”. That is, if three bidders A, 
B, and C win 50%, 30% and 20% of the time, then B would be the runner-up 60% 
[calculated as 30%/(1-50%)] of the time when A wins but 37.5% of the time when C 
wins [calculated as 30%/(1-20%)]. 

121. The current market shares strongly suggest that the allocation of tenders is not 
random (i.e., that each provider does not have the same expected quality-adjusted 
cost for a tender and therefore chance of success in each bidding process).  Qantas 
has the highest market share of 47%, which is consistent with it being placed first in 
a tender 47% of the time (more than double the 20% share that would exist if 
placement in a tender were random amongst 5 FIFO providers).  Alliance, in 
contrast, having just 10% market share (half the random result).42  In other words, 
in the WA FIFO market, Qantas appears to have materially lower expected cost 
(adjusted for perceived quality) than other parties (and therefore higher market 
share). It is important to note that this does not necessarily imply Qantas is more 

                                                           
41  OECD, Policy Roundtables, Competition in Bidding Markets, 2006, p. 40 

42  If it was the case that one provider always had a lower cost than all other providers, then that provider 
would always win each tender and end up with 100% market share.  The fact that we observe more than 
one provider in the market implies that their relative costs must vary across tender opportunities.  For 
example, one provider may have an aircraft fleet better suited to serving some, but not all, customers’ 
schedules.  Similarly, one provider may, at the time of a given contract, have more excess capacity 
(creating lower marginal costs of providing the service) that other providers do not have. 

 It is this variation in relative costs across tendering processes that means that it is not always the same 
provider winning tenders – even if one provider typically has the lowest cost.  
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technically efficient than the Charter Alliance parties.  Rather, the perceived quality 
adjusted cost advantage for some proportion of customers may flow from, for 
example, a high value placed on Qantas’ RPT connectivity.  Such attributes can 
create a ‘competitiveness gap’ for some customers without necessarily implying one 
operator is more technically efficient than another.  It is the stated intention of the 
Charter Alliance to close this ‘competitiveness’ gap with Qantas. 

Table 5-2: Market share observed 

 Qantas VARA/Virgin Alliance Cobham Skippers 

Market Share 47.0% 27.0% 10.0% 12.0% 4.0% 

Source: Application data 

122. Using these market share estimates and following the OECD method, the 
probability that VARA and Alliance are first and second ranked in a tender is just 
6.7%.  The calculation can be understood intuitively by noting that, since a FIFO 
provider only wins the contract if it has the lowest cost for that contract, the market 
share of each provider can be interpreted as the probability of that provider having 
the lowest cost for a contract. Therefore, the probability of VARA and Alliance 
having the lowest or second lowest cost can be estimated as the sum of each of these 
probabilities weighted by the probability of the other having the lowest cost of the 
other providers. 

𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃(𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝑛𝑛𝐴𝐴𝐴𝐴 = 𝐴𝐴𝑃𝑃𝑙𝑙𝐴𝐴𝑠𝑠𝑠𝑠,𝑉𝑉𝐴𝐴𝑉𝑉𝐴𝐴 = 2𝑛𝑛𝑛𝑛 𝐴𝐴𝑃𝑃𝑙𝑙𝐴𝐴𝑠𝑠𝑠𝑠) + 𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃(𝑉𝑉𝐴𝐴𝑉𝑉𝐴𝐴 = 𝐴𝐴𝑃𝑃𝑙𝑙𝐴𝐴𝑠𝑠𝑠𝑠,𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝑛𝑛𝐴𝐴𝐴𝐴 =

2𝑛𝑛𝑛𝑛 𝐴𝐴𝑃𝑃𝑙𝑙𝐴𝐴𝑠𝑠𝑠𝑠) = 𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃(𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝑛𝑛𝐴𝐴𝐴𝐴 = 𝐴𝐴𝑃𝑃𝑙𝑙𝐴𝐴𝑠𝑠𝑠𝑠) 𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃(𝑉𝑉𝑉𝑉𝑃𝑃𝑉𝑉=𝑙𝑙𝑃𝑃𝑙𝑙𝑙𝑙𝑠𝑠𝑠𝑠)
1−𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃(𝐴𝐴𝑙𝑙𝑙𝑙𝐴𝐴𝑉𝑉𝐴𝐴𝐴𝐴𝑙𝑙=𝑙𝑙𝑃𝑃𝑙𝑙𝑙𝑙𝑠𝑠𝑠𝑠) + 𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃(𝑉𝑉𝐴𝐴𝑉𝑉𝐴𝐴 =

𝐴𝐴𝑃𝑃𝑙𝑙𝐴𝐴𝑠𝑠𝑠𝑠) 𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃(𝐴𝐴𝑙𝑙𝑙𝑙𝐴𝐴𝑉𝑉𝐴𝐴𝐴𝐴𝑙𝑙=𝑙𝑙𝑃𝑃𝑙𝑙𝑙𝑙𝑠𝑠𝑠𝑠)
1−𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃(𝑉𝑉𝐴𝐴𝐴𝐴𝐴𝐴=𝑙𝑙𝑃𝑃𝑙𝑙𝑙𝑙𝑠𝑠𝑠𝑠) = 0.1 × 0.27

1−0.1
+ 0.27 × 0.1

1−0.27
≈ 0.067. 

123. Under this model, the Charter Alliance will only be expected to affect prices in 
around 6.7% of cases.  That is, the 10% probability of the Charter Alliance affecting 
prices estimated, assuming the same mean expected costs for each provider, falls to 
6.7% when more realistic cost assumptions are made.  In both cases, the vast 
majority of tendered prices are likely to be unaffected. 

124. This effect is illustrated in Figure 5-2, which shows the expected costs of each FIFO 
provider calibrated to reflect its market share (the expected costs are highlighted in 
yellow).  We again assume arbitrarily that Qantas has a mean expected cost of 
$8000 per flight hour.  We assume for simplicity of illustration that each operator 
has the same standard deviation in costs. 
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Figure 5-2: FIFO providers’ costs calibrated to market share 

 

125. This figure shows that Qantas will typically be either number 1 or number 2 bidder 
for a contract (i.e., much more commonly than if it was random as in the above 
calculations).  When this occurs, the Charter Alliance would not be expected to have 
any effect on prices.  

126. In addition, in situations where Alliance or VARA would have been the number 2 
bidder but now fail to bid (because the other is the number 1 bidder), the likelihood 
is that Qantas or Cobham will not have materially higher costs – suggesting that 
even in the relatively small number of cases where a price impact may occur, it will 
typically be small. 

127. These considerations are all formally modelled in section 5.2 and Appendix C.  
However, the above summary provides a useful intuitive explanation for why the 
impact of VARA and Alliance ceasing to compete with each other (but continuing to 
compete with others) will have only a small effect on WA prices.   
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5.2 Cost savings will be passed on in bidding markets 

128. In the previous section we explained that the coordination between bidders only 
resulted in higher tender prices when the bidders would have been ranked 1 and 2 in 
a tender.  This is because the number 2 ranked tenderer sets the price paid and an 
agreement between VARA and Alliance not to compete only results in a change in 
the number 2 ranked tenderer when both are ranked in the top 2.   

129. Similarly, Charter Alliance’s related cost savings will be reflected in lower prices if: 

 the Charter Alliance is the second ranked bidder; or 

 the cost savings cause the Charter Alliance to ‘jump’ rankings in a tender from a 
rank of 2 or below to win a tender – pushing the previously first ranked (lowest 
cost) bidder into second place and lowering the contract price in this manner.   

130. Table 5-3 shows the six possible combinations of scenarios pre- and post-
transaction, with the second to fourth columns showing the bid rankings of the two 
charter parties before the transaction and the bid ranking of the Charter Alliance 
after the transaction. Without loss of generality, we define Charter Party 1 as the 
party with the lower pre-transaction bid between VARA and Alliance, while Charter 
Party 2 is the party with the higher pre-transaction bid. 

Table 5-3: Tendering scenarios pre- and post-transaction 

Scenario Pre-transaction Post-transaction Price effect 

Charter Party 1 Charter Party 2 Charter Alliance 

1 1 2 1 Upward price pressure* 

2 1 ≥3 1 Nil* 

3 2 ≥3 1 Downward price pressure 

4 2 ≥3 2 Downward price pressure 

5 ≥3 ≥3 1 Downward price pressure 

6 ≥3 ≥3 2 Downward price pressure 

*Assumes that customers cannot force tender winner to share some of their cost advantage over the second 
bidder.   

131. In both of the asterisked scenarios it is assumed that, despite the Charter Alliance 
winning the tender, they do not pass on any cost savings.  This is likely to be a 
highly conservative assumption given the significant countervailing power of 
customers and their ability to extract value in their FIFO contracts.  The logic 
underpinning this assumption is that, in both scenarios, the Charter Alliance would 
have won the tender without the cost savings.  Consequently, the second lowest 
bidder is either unchanged (scenario 2) or becomes a higher cost bidder when the 
other Charter Party drops out of the tender (scenario 1).  Consequently, if the final 
price only reflects the cost of the second lowest bidder then none of the Charter 
Alliance cost savings will be passed through.   
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132. However, this is likely to be a highly conservative assumption.  It is likely to be more 
realistic that some of this cost advantage is shared with customers – especially 
where the customer is large and sophisticated.  That is, a FIFO operator may well be 
asked to materially beat the next best offer in order to win the contract – especially 
in a context where the customer believes that they have materially lower costs to 
serve.  In that context a sophisticated customer may well prefer to credibly threaten 
to give the contract to the second bidder unless some of the lowest cost providers’ 
cost advantage is shared with them.43  

133. If we accepted that this was a likely outcome, then the price effect in scenario 1 
would change from “upward price pressure” to “indeterminate” and the price effect 
in scenario 2 would change from “nil” to “downward price pressure”. 

5.2.1 Cost pass through under various scenarios 

5.2.1.1 Scenario with full pass through 

134. Charter Party 1 submits the runner-up pre-transaction bid in Scenario 4. In this 
scenario, the Charter Alliance manages to achieve cost savings that allow it to 
submit a more competitive bid, but these savings are not sufficient for it to improve 
its position from runner-up to the winning bid. The net price effect is a full pass 
through of cost savings, with a price decrease that is equal in magnitude to the cost 
savings achieved by the Charter Alliance. This is shown in Figure 5-3. 

135. Figure 5-4 shows a simulation analysis of scenario 4. Pre-transaction, the runner-up 
bid is $9000, submitted by Alliance. VARA’s absence after the transaction does not 
affect the runner-up bid submitted by Alliance, which decreases to $8550. Here, the 
full cost savings achieved by Alliance also passes through into the final price. 

Figure 5-3: Illustration of full pass through in scenario 4 

 

 

                                                           
43  Such a threat will indeed be credible unless some portion of the cost advantage is shared because if none 

is shared the customer is indifferent between lowest and second lowest cost providers.  It will also be 
rational to establish a reputation for punishing the lowest cost provider for not sharing cost advantages 
which will be advantageous in future tenders including at other mine sites.   

Non-charter bidder Charter Party 1 Charter Party 2 

Lower Higher 

Net price effect 

Charter Alliance  
(post alliance) 
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Figure 5-4: Simulation of scenario 4 

 

Source: CEG simulation 

5.2.1.2 Scenario with partial pass through 

136. Scenarios 3, 5, and 6 result in a partial pass through of cost savings. In scenario 3, 
one charter party is the runner-up bidder, while the other is ranked third or higher. 
The Charter Alliance is then assumed to submit the winning bid as a result of cost 
savings. The net price effect will then be a reduction that is equal in magnitude to 
the difference in bids between Charter Party 1 and the lowest pre-transaction bid. 
Equivalently, the net price effect can also be calculated as the cost savings minus the 
difference between the Charter Alliance’s bid and the lowest pre-transaction bid. 
This is shown in Figure 5-5. 

137. Figure 5-6 shows a simulation analysis of scenario 3. Pre-transaction, the runner-up 
bid is $9000, submitted by VARA. With Alliance absent after the transaction, the 
runner-up bid decreases to $8700, submitted by Skippers. Here, $350 of the $500 
cost savings is passed through in the form of a price decrease. 
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Figure 5-5: Illustration of partial pass through in scenario 3 

 

 

Figure 5-6: Simulation of scenario 3 

 

Source: CEG simulation 

138. Scenario 5 occurs when both charter parties did not submit the two lowest pre-
transaction bids, but the cost savings achieved by the Charter Alliance allow it to 
leapfrog into the winning bid. Here, the net reduction in price will be the difference 
between the winning and runner-up bids pre-transaction. 

139. With scenario 6, both charter parties once again did not submit the two lowest pre-
transaction bids. Unlike in scenario 5, the Charter Alliance only manages to submit 

Non-charter bidder Charter Party 2 

Lower Higher 

Net price effect 

Charter Party 1 Charter Alliance  
(post alliance) 
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the runner-up bid. The net reduction in price will then be the difference between the 
bids submitted by the Charter Alliance and the pre-transaction runner-up bid. 

5.2.1.3 Scenario with no net effect on price 

140. In scenario 2, one charter party is the lowest bidder, while the other is ranked third 
or higher. The Charter Alliance thus continues to be the lowest bidder after the cost 
savings from the transaction are taken into account. As the second place bid 
submitted by a third party bidder remains unchanged, the contract price is also 
unchanged, and the transaction has no net effect on the final price. This is shown in 
Figure 5-7.  As already noted, this conservatively assumes that customers cannot 
force the winning FIFO operator to share any of their cost advantage relative to 
their next lowest cost competitor.   

141. Figure 5-8 shows a simulation analysis of scenario 2. Pre-transaction, the runner-up 
bid is $8500, submitted by Cobham. VARA’s absence after the transaction, does not 
change the runner-up bid submitted by Cobham, which remains at $8500. 

Figure 5-7: Illustration of no net price effect in scenario 2 

 

 

Charter Party 1 Non-charter bidder Charter Party 2 

Lower Higher 

No change in price 
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Figure 5-8: Simulation of scenario 2 

 

Source: CEG simulation 

5.2.1.4  Scenario with price increase 

142. In scenario 1, both charter parties have the two lowest pre-transaction bids. After 
incorporating the cost savings from the transaction, the Charter Alliance will remain 
the lowest bidder. However, instead of the contract price being set at the bid of 
party 2, the post-transaction price will be set at the third-lowest pre-transaction 
price. The net effect of the alliance in scenario 1 is therefore an increase in price, 
with a magnitude equal to the difference in pre-transaction bids between Charter 
party 2 and the next lowest bid. This is shown in Figure 5-9.  As already noted, this 
conservatively assumes that customers cannot force the winning FIFO operator to 
share any of their cost advantage relative to their next lowest cost competitor.   



  
 

 
 

Privileged and confidential 42 

Figure 5-9: Illustration of price effect in scenario 1 

 

 

143. Figure 5-10 shows a simulation analysis of scenario 1. Pre-transaction, the runner-
up bid is $8000, submitted by Alliance. With Alliance absent after the transaction, 
the runner-up bid increases to $8500, submitted by Cobham.  Even though VARA 
wins the tender and has lower costs these are not passed onto the customer.   

Figure 5-10: Simulation of scenario 1 

 

Source: CEG simulation 
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5.2.2 Likely outcomes from transaction 

144. Of the 6 scenarios set out in Table 5-3, the outcomes of scenarios 2 to 6 are much 
more likely to occur than scenario 1, whereby the latter involves VARA and Alliance 
being the top two bidders. This means that, assuming cost savings materialise, it is 
more likely that prices for a given tender will fall than rise as a result of the Charter 
Alliance.   

145. In order to see why scenarios 2 to 6 are more likely to occur than scenario 1, let us 
return to the assumption of five symmetrical cost competitors.  In this case, the 
Charter Alliance would be the second ranked bidder 25% of the time (given that 
there are 4 competitors post transaction and the probability of being second placed 
is equal for all parties).  This is more than double the 10% probability that VARA 
and Alliance would have been ranked 1 and 2 under the same set of assumptions.   

146. This is true even before taking into account: 

 situations where the Charter Alliance cost savings cause it to win a tender 
where it would not otherwise have; and 

 the fact that, based on current market shares, the probabilities of the relevant 
scenarios are higher than estimates based on symmetric costs for all parties.  
Specifically, Qantas wins roughly 50% of tenders,44 which suggests that the 
Charter Alliance and Cobham will be second placed more often than if tender 
rankings were random.   

147. If we take account of these factors, the proportion of tenders where cost savings will 
be passed through to customers must fall between:45 

                                                           
44  Market share estimates provided by the parties suggest that Qantas has 49% share of the total traffic of 

the four largest FIFO operators in WA.   

45  The calculations below conservatively assume that cost savings are only passed through if the costs of the 
second lowest cost bidder in a tender are reduced (i.e., cost savings are not passed on if VARA or Alliance 
would have been the winner because the prices that they can extract are assumed to be based on the next 
highest cost competitor for that tender).  However, with sophisticated and powerful customers it is 
plausible that they will be able to demand some of the winners cost advantage is shared with them – in 
which case the probability of lower prices is materially higher.   

 There are 36 possible arrangements where one of VARA and Alliance has the second lowest cost and the 
other has a higher cost before. The probability of each arrangement is calculated based on the method 
described in OECD (2006), p. 40. For example, 𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃(𝐴𝐴 = 1𝑠𝑠𝑠𝑠,𝐵𝐵 = 2𝑛𝑛𝑛𝑛,𝐶𝐶 = 3𝑃𝑃𝑛𝑛,𝐷𝐷 = 4𝑠𝑠ℎ) =
𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃(𝐴𝐴 = 1𝑠𝑠𝑠𝑠) 𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃(𝐵𝐵=1𝑠𝑠𝑠𝑠)

1−𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃(𝐴𝐴=1𝑠𝑠𝑠𝑠)
𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃(𝐶𝐶=1𝑠𝑠𝑠𝑠)

1−𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃(𝐴𝐴=1𝑠𝑠𝑠𝑠)−𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃(𝐵𝐵=1𝑠𝑠𝑠𝑠).  Using the market share as the probability of lowest 

cost, it implies the probability of downward pressure on price is at least 39%.  That is, VARA or Alliance 
wound have been the second lowest bidder pre-alliance and, therefore, cost savings would have resulted 
in a lower price that the tender winner had to beat to win the contract.   

 However, there are additional scenarios where cost savings cause one of VARA or Alliance to ‘jump’ the 
rankings in a tender and, as a result, change who the second lowest bidder is (either jumping to #2 
directly or jumping to #1 and pushing the former #1 to #2).  The extent to which this occurs will depend 



  
 

 
 

Privileged and confidential 44 

 39% - which is the pre alliance probability of VARA or Alliance being the second 
bidder to a non-alliance lowest cost operator; and 

 63% - which is 100% minus the probability that VARA or Alliance was the 
lowest cost bidder pre-transaction.  This upper bound assumes that cost savings 
post transaction imply VARA or Alliance always become the number 1 or 
number 2 bidder in all post-alliance tenders.   

148. The best estimate will be somewhere between these values and will depend on the 
magnitude of the cost savings (the higher the cost savings the closer to the upper 
bound of 63%).  We have used simulation methods to estimate the proportion of 
tenders in which prices would fall if the cost reduction was 5%.  Our best estimate is 
44% following the analysis in Appendix B.  

149. The fact that downward pressure on prices will be felt in many more scenarios than 
upward pressure means that, even if the Charter Alliance only resulted in a small 
amount of cost savings, these are likely to result in lower average prices.  Indicative 
analysis in Appendix C suggests that without any cost savings average WA FIFO 
prices across all contracts would rise by just 0.84% while a 2% cost saving would be 
sufficient to fully offset this effect (see Table 6-4).  Cost savings of more than 2% will 
lead to lower average WA FIFO prices. 

                                                                                                                                                                                     
on the magnitude of cost savings.  However, if the cost savings were sufficient enough to “jump” the 
alliance partners to #1 or #2 in all circumstances when they would otherwise have been higher ranked 
then prices would fall in 63% of all tenders.  This is 100% less the sum of the market shares for VARA 
and Alliance (27% + 10%) being the best estimate of the proportion of tenders in which VARA or Alliance 
would have been ranked #1 even without the alliance.   
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6 Conclusion 
150. The WA FIFO market is characterised by large sophisticated customers who 

establish procurement processes designed to maximise competition for the contract.  
Typically, competition proceeds in discrete ‘winner takes all’ lumps – only the 
winner of the contract receives any business while other bidders receive nothing.  
These contract tender processes are relatively infrequent and involve discrete 
competitions for each – typically long term – contract to supply a customer.   

151. The conditions in the WA FIFO market therefore give rise to what is called a 
‘bidding market’.  In such markets, the nature of competition for each contract is 
best characterised as ‘Bertrand competition’, which can deliver highly competitive 
outcomes with a small number of suppliers.   

152. In a bidding market competition is characterised by ‘Bertrand competition’ where 
two competitors are sufficient to deliver intense competition.  Based on current 
market shares and OECD analytical techniques the effects on competition from the 
Charter Alliance are estimated to be: 

 Lower (quality adjusted) costs for the parties will result in cost savings putting 
downward pressure on in between 39% and 63% of tender processes. 

 A lack of competition between the parties will result in upward pressure on 
prices in only 6.7% of tender processes.  

153. This result reflects the fact that in bidding markets competition between the first 
and second ranked bidders sets the price.  Based on current market share estimates, 
there are very few scenarios in which competition between VARA and Alliance sets 
the final price.  However, there are many more in which competition between VARA 
or Alliance with a third party sets the price.  

154. The fact that downward pressure on prices will be felt in many more scenarios than 
upward pressure means that, even if the Charter Alliance only resulted in a small 
amount of cost savings, these are likely to result in lower average prices.  Indicative 
analysis suggests that without any cost savings average WA FIFO prices across all 
contracts would rise by just 0.84% while a 2% cost saving would be sufficient to 
fully offset this effect (see Table 6-4).  Cost savings of more than 2% will lead to 
lower WA FIFO prices.   

155. However, it should be noted that the impact on prices is an under-estimate of net 
public benefit.  On the assumption that demand for FIFO services is highly inelastic 
(a reasonable assumption on the basis that resource companies have relatively fixed 
workforce requirements and will not adjust these materially based on FIFO costs), 
then price impacts are, to a first approximation, a pure transfer.  That is, if prices 
are lower, then customers gain at FIFO operators’ expense and vice versa.   
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156. Further, when considering the timing of the tender processes of existing customers, 
we are instructed that the majority of these tender processes only come up after a 
year or more into the five year authorisation period.  Therefore, any price effect on 
customers will not arise until at least 2018, whereas the cost savings will be realised 
in the first few months of the Charter Alliance coming into effect. 

157. The overwhelming source of economic benefit associated with the Charter Alliance 
results from (quality adjusted) cost savings – irrespective of who these flow to.  
Thus, the best estimate of net economic benefit is the cost savings themselves (not 
the impact on prices).   

158. The ACCC draft determination appears to, instead, focus on the issue of whether 
cost savings will be passed on.  Our analysis suggests that they will, and that WA 
FIFO customers will be better off on average as a result of the Charter Alliance.  
However, even if this was not the case, the net public benefit would still likely be 
positive and, to a first approximation, equal to the cost savings from the transaction.   

159. When effects outside WA are taken into account the net benefits from the 
transaction are higher still.  The Charter Alliance may lead to greater coordination 
of Virgin’s RPT operation outside WA with Alliance’s non-WA FIFO operations.  For 
example, this could take the form of a superior integrated service and a more 
effective ticketing system.  Such benefits would need to be added to the benefits 
within WA.  Similarly, the first benefit applies within WA also and is a potential 
non-cost based benefit to miners that should be factored into a public benefit test. 
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Appendix A Winner’s curse and Qantas 
advantage  

160. An important consideration in ‘bidding markets’ is the impact of the “winner’s 
curse” on the nature of bidding conduct.  The winner’s curse exists in common value 
auctions where the most optimistic bidder wins (in a procurement auction it is the 
most optimistic in terms of cost to provide the service).  The risk for bidders is that 
they win the auction because they are the most over-optimistic bidder and 
underestimate the cost of providing the service.   

161. When this risk exists, bidders typically raise their bid above their best estimate of 
actual cost in order to reduce the potential for ‘winners curse’.  Moreover, bidders 
will typically: 

 raise their bid by more the larger the number of competitors in the tender.  This 
is because a higher number of tenderers implies that the ultimate winner is 
more likely to have won because it underestimated costs;46 and 

 raise their bid by more if a known lower cost firm is operating in the market.  
This is because winning a tender against a lower cost competitor raises the 
probability of having done so due to over-optimism.47   

162. These considerations suggest that, even if there are a large number of potential 
competitors, a customer may not wish to invite more than 3 to tender and/or the 
expected price from inviting 3 competitors to tender may not be materially lower 
than the expected price from inviting 4.   

163. In this context, we note that Qantas’ higher market share implies that Qantas 
typically has lower costs than competitors. 48 [CONFIDENTIAL– 
RESTRICTION OF PUBLICATION CLAIMED] 

164. Qantas’ quality adjusted cost advantage is potentially problematic for the FIFO 
services industry. As Klemperer (2005) argues, an auction with one bidder being 

                                                           
46  See OECD (2006), p. 22: “The winner’s curse effect is stronger when there are more rivals. That is, as 

there are more bidders, bidders shade their bids more.” 

47  See Klemperer (2005), p. 22: “The reason is that winning against a bidder whose value of winning is 
greater than yours is even worse news than usual about the opponent’s valuation of the prize; so you 
must bid extra cautiously. And because he knows you are being extra cautious, beating you is not very 
bad news for him about your valuation; so he need not worry much about the winner’s curse and can 
bid more aggressively than if you and he were symmetrically placed. So the effect is self reinforcing—
because the weak bidder faces a very severe winner’s curse and is bidding extra cautiously, the 
advantaged bidder faces very little winner’s curse and is bidding extra aggressively.” 

48  [CONFIDENTIAL– RESTRICTION OF PUBLICATION CLAIMED] 
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stronger than the others can significantly raise the tender price due to the winner’s 
curse. This results in a cycle in which weaker bidders bid conservatively, causing the 
stronger bidder to bid aggressively, in turn causing weaker bidders to bid even more 
conservatively, and so on.49   

165. The UK CC accepted in Tradebe/Sita (2014) that mergers in bidding markets could 
result in efficiencies. In that case, which involved a 3-2 merger, the CC found that 
the variable cost savings from the merger could enhance rivalry in the market since 
the joint venture would be a stronger second player to market leader Stericycle. This 
would allow the merged firm to impose a stronger competitive constraint to 
Stericycle [emphasis added]:50 

Our assessment suggests that the efficiencies generated by the merger 
through internalizing the treatment of HT waste would reduce the JV’s 
supply costs in the area of 50 miles around Birmingham compared with 
those of Tradebe HRW and Sita HRW. In the majority of cases these 
efficiencies would be rivalry-enhancing and would be expected 
to lead to a reduction in price. In certain cases, where the JV is 
already the lowest cost competitor, the efficiency benefits resulting from 
the merger would be retained by the JV because the JV would not need to 
use them to bid lower to win the customer. However, in the majority of 
cases we found that a share of these benefits would be passed through to 
customers in the form of lower prices when the JV retenders for HRW 
services. This is because the JV would need to reduce price to win the 
customer. There will also be cases where the JV is still not the lowest cost 
supplier but SRCL is forced to bid lower to retain the customer because the 
costs of the JV as the second lowest cost bidder are lower as a result of the 
JV. This means that the merger enables the JV to compete more 
effectively with SRCL than Tradebe HRW and Sita HRW 
separately. Customers in the overlap areas are likely to benefit 
because not only is SRCL likely to effectively constrain the JV 
post-merger, but the JV will also be a more effective constraint 
on SRCL. Our assessment suggests that the overall effect of the merger 
efficiencies would be to reduce customer prices in the area of 50 miles 
around Birmingham by over 5 per cent on average. 

                                                           
49  See Klemperer (2005), p. 22: “The reason is that winning against a bidder whose value of winning is 

greater than yours is even worse news than usual about the opponent’s valuation of the prize; so you 
must bid extra cautiously. And because he knows you are being extra cautious, beating you is not very 
bad news for him about your valuation; so he need not worry much about the winner’s curse and can 
bid more aggressively than if you and he were symmetrically placed. So the effect is self reinforcing—
because the weak bidder faces a very severe winner’s curse and is bidding extra cautiously, the 
advantaged bidder faces very little winner’s curse and is bidding extra aggressively.” 

50   Competition Commission, Tradebe Environmental Services Limited and Sita UK Limited, A report on 
the joint venture, Tradebe Healthcare (Holdings) Limited, between Tradebe Environmental Services 
Limited and Sita UK Limited, relating to the healthcare risk waste sector, March 2014, p. 64 at [6.135].  
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166. The proposed Charter Alliance between VARA and Alliance could thus promote 
increased competition with Qantas, since the Charter Alliance is likely to lead to 
material cost savings as identified by the ACCC:51 

operational efficiencies, particularly in relation to integration of the 
Applicants Perth operational bases, increased flexibility and optimisation 
of aircraft utilisation and cost savings through pooling aircraft 
components and inventory and integrating sales and customer service 
teams. 

167. This would thus allow the Charter Alliance to become a stronger second player to 
market leader Qantas, and also enable it to impose a stronger competitive constraint 
to Qantas.  Specifically, in situations where the Charter Alliance is the second lowest 
cost provider, then the final price (typically earned by Qantas) would be lower by 
the level of the Charter Alliance cost savings.  Moreover, the reduction in Qantas’ 
quality adjusted cost advantage would also mean that the Charter Alliance faces a 
smaller winner’s curse compared to VARA and Alliance, thereby allowing it to bid 
more aggressively on contracts. 

168. Another risk of having one firm with a cost advantage is the “dominance” factor 
identified by Klemperer (2005), in which “bargain-then-ripoff” bids may reduce the 
vibrancy of competition in subsequent auctions (discussed in Appendix B.3). These 
risks can be mitigated by the cost reduction that would be attained by the Charter 
Alliance, which would then be able to compete more effectively. 

                                                           
51  ACCC, Applications for authorisation lodged by Alliance Aviation Services Limited Virgin Australia Pty 

Ltd Virgin Australia Regional Airlines Pty Ltd in respect of a proposed Charter Alliance Agreement, 
A91552 & A91553, Draft Determination, December 2016, p. 22. 



  
 

 
 

Privileged and confidential 50 

Appendix B Unilateral and coordinated 
effects in bidding markets  

169. We now briefly review the literature on bidding markets in terms of how their 
characteristics differ from that of a perfect market, as well as the competitive issues 
that arise from the unique elements of bidding markets. 

B.1 Global Legal Group (2016)52 

170. GLG (2016) outlines the types of competition issues associated with bidding 
markets, and discusses the empirical evidence that can help with assessing the 
competitive effects of mergers in bidding markets. 

B.1.1 Unilateral effects in bidding markets 

171. In terms of unilateral effects, GLG (2016) notes that the US horizontal merger 
guidelines establish that unilateral effects from mergers in bidding markets are tied 
to the pre-merger likelihood of the two merging firms being the bidders with the 
two lowest bids:53 

The US horizontal merger guidelines, however, explain that “anti-
competitive unilateral effects in these settings are likely in proportion to 
the frequency or probability with which, prior to the merger, one of the 
merging sellers had been the runner-up when the other won the business.” 
The US guidelines also go on to state that “these effects are likely to be 
greater, the greater advantage the runner-up merging firm has over other 
suppliers in meeting customers’ needs.” 

172. A similar position can be found in the UK, with the UK’s Competition Commission 
(CC) making the same argument in its Tradebe Environmental/Sita (2014) report, 
along with cases decided in UK Courts:54 

                                                           
52  GLG, The International Comparative Legal Guide to: Merger Control 2016, Chapter 1: To Bid or Not to 

Bid, That is the Question: The Assessment of Bidding Markets in Merger Control, 12th edition, 
December 2016. 

53  GLG, The International Comparative Legal Guide to: Merger Control 2016, Chapter 1: To Bid or Not to 
Bid, That is the Question: The Assessment of Bidding Markets in Merger Control, 12th edition, 
December 2016. p. 1. 

54  GLG, The International Comparative Legal Guide to: Merger Control 2016, Chapter 1: To Bid or Not to 
Bid, That is the Question: The Assessment of Bidding Markets in Merger Control, 12th edition, 
December 2016. p. 1. 
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the CC explained that “to win a tender process the winner must beat the 
next best offer. Unilateral effects will be most likely where the parties 
ranked first and second in tenders merge.” The CC went on to state that 
“the merger is most likely to be harmful in situations where the merger 
parties were the two most competitive bidders for a customer as this 
constraint is then removed.” A similar analytical framework has been set 
out in a number of other UK cases, notably in relation to Capita/IBS 
(2009) and Stericycle/Ecowaste (2012). 

B.1.2 The unimportance of market shares 

173. GLG (2016) goes on to argue that historical market shares appear to be 
uninformative of the degree of market power held by each firm in a bidding market. 
This arises because competition in a bidding market is winner-take-all, such that 
market shares will only reflect the winner of each contract without actually 
reflecting the vigour of competition for each contract. In particular, bidding markets 
with contracts that are large in size, small in number, and long in duration tend to 
result in misleading market shares [emphasis added]:55 

More generally, the greater the size of the contracts, the smaller 
the number of tenders and the longer the duration, the more 
likely it is that market shares are a poor proxy of market 
power. For example, in Siemens/VA Tech (2005), the European 
Commission stated that “the fact that there is bidding on a market does not 
in itself allow any conclusion to be drawn as to the intensity of competition 
to be expected, or as to the significance of market shares as an indicator of 
possible market power. The key factor is rather the bidding pattern in 
individual cases. For example, even where there is a small number of 
credible bidders, particularly intensive competition is to be expected if, in 
a bidding market, a large proportion of tenders is awarded in a few large 
transactions […] In this and similar cases, market shares would, in 
practice, provide very little information on the possible market power of a 
bidder.” 

In the context of large and infrequent contracts, a supplier’s 
market share at any particular point in time is unlikely to 
reflect accurately the competitive constraint that it will exert on 
the next “competition” (i.e. the next contract to come up for 
renewal). Indeed, the winning or losing of one contract can completely 
change the market share profile of the different suppliers in the market. 
For example, in its assessment of the acquisition by Northgate of Anite, the 
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OFT concluded that “given the length of the contracts negotiated in this 
instance the OFT considers it likely that market shares estimated on a 
legacy basis may give a distorted picture of the recent competitive 
situation.” The OFT went on to state that “the set of data which relates to 
newly tendered offers within the last five years, offers the best measure of 
recent competitive interactions.” 

B.1.3 Two bidders may be sufficient 

174. GLG (2016) cites the well-known result that two bidders may be sufficient for a 
bidding market to be competitive, so long as certain conditions are met.56 GLG 
(2016) identified two similar cases in which 3-2 mergers in bidding markets were 
approved by the respective regulatory bodies: Syniverse/BSG (approved by the 
European Commission in 2007); and Tradebe/Sita (approved by the UK’s 
Competition Commission in 2014). 

175. There were two crucial factual similarities between both of the above cases. First, 
the regulators found that the merging companies rarely bid against each other. 
Second, in tenders where the merging companies did bid against each other, they 
were seldom winner and runner-up. 

176. With Syniverse/BSG, the merging firms were never the only two bidders for a 
tender – half of the tenders featured three firms while the other half featured one of 
the merging parties and the third non-merging firm (Mach). Only in 1 out of 20 
tenders did the merging parties finish as winner and runner-up.  

177. With Tradebe/Sita, the CC found that the non-merging firm (Stericycle) was always 
the winner or runner-up in every relevant tender, and there were no tenders in 
which customers switched between the two merging firms. This led the CC to 
conclude that:57 

while the merger parties regularly bid in the same tenders, they did not 
constrain each other’s pricing to a significant extent. 

B.1.4 Quantitative evidence in bidding markets 

178. GLG (2016) identifies four possible sources of quantitative evidence of whether a 
merger in a bidding market was likely to result in unilateral effects: 

a. participation analysis; 

                                                           
56  See discussion in Klemperer (2005), as discussed in section B.3. 

57  GLG, The International Comparative Legal Guide to: Merger Control 2016, Chapter 1: To Bid or Not to 
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a. If the merging parties seldom bid against one another in tenders, they were 
likely to not be close competitors. However, caution must be applied 
because even if the parties often bid on the same contract, that does not 
imply that they were the winner and runner-up in those bids. 

b. customer preference (ranking) analysis; 

a. If bid data shows that one merging party is often the runner-up whenever 
the other party is the winner, then this suggests that the merger is likely to 
result in higher prices. This is because the runner-up is usually the bidder 
that exerts the strongest competitive constraint on the winner. 

b. For example, in the Northgate/Anite case before the UK OFT in 2008, the 
OFT found that Anite seldom competed against Northgate, and often did 
not make it past the shortlisting stage in tenders where the two firms did 
compete against each other. 

c. regressions between prices and the number/identity of bidders; and 

a. If regressions show that prices decrease as the number of bidders increase, 
then a merger that will reduce the number of bidders can result in 
unilateral effects. This is especially so if further regressions show that one 
merging party lowers its price whenever the other merging party is 
competing against it. The opposite holds true if each merging party does 
not change its price when bidding in the presence of the other merging 
party. 

b. Caution must be applied when interpreting such regression results, because 
these can be biased by omitted variables. For example, in 
Oracle/PeopleSoft, the European Commission’s econometric study found 
that the number of bidders did not affect the magnitude of discounts 
offered once the size of the contract was accounted for. 

d. the assessment of win/loss data (i.e. customer switching). 

a. The frequency with which the merging parties win/lose contracts from each 
other can be indicative of their competitive closeness. For example, in the 
Pork Farms/Kerry Foods (2015) case, the UK CMA found eight switches 
between the parties out of 60 tenders, but Kerry’s contracts were mostly 
lost to non-merging parties, while Pork Farms lost half of its contracts to 
Kerry and half to other firms. 

b. However, GLG (2016) cautions that win/loss data may be misleading in 
long term contracts since switching alone is not indicative of the 
competitive vigour behind each tender, especially if the incumbent was not 
a party to the second tender. 
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B.1.5 Buyer power in bidding markets 

179. GLG (2016) addresses the issue of buyer power in bidding markets, arguing that it is 
“widely recognised” that buyer power is a competitive constraint on market power 
by suppliers. This is especially the case if buyers are able to implement sophisticated 
strategies as part of their tendering process:58 

Such strategies could involve: threatening to re-tender contracts, delay 
tenders, or to delist products to extract lower prices; investing time and 
effort to identify and develop alternative sources of supply; engaging in 
multi-sourcing purchasing strategies to reduce the reliance on any one 
supplier; or designing contracts in such a way to achieve the best possible 
terms. The availability of large and/or long-term contracts may also be 
an attractive way to support new entry or expansion. 

180. GLG (2016) cites the role of buyer power in the Xchanging/Agencyport (2015), 
Pork Farms/Kerry Foods (2015), and Alpha Flight Group/LSG (2012) cases.  

181. In Xchanging/Agencyport, the UK CMA noted that customers were sophisticated 
and well-informed:59 

a. customers conducted periodic reviews of the software offerings available in the 
market to assess whether or not they should switch supplier, and they put 
considerable effort into the purchasing decision, including obtaining detailed 
information on the different product offerings (including information from 
other customers’ experience); 

b. customers were found to assess price, quality and likely levels of servicing over 
the lifetime of the product when making purchasing decisions, and incentives to 
find the best option were considered to be strong given the adverse 
consequences of a poor product choice or implementation; and 

c. some customers opted to delay the time of purchase if they were not satisfied 
with the offers available, indicating a further strategy for exerting pressure on 
suppliers. 

182. In Pork Farms/Kerry Foods, the UK CMA found that customers often resorted to a 
number of strategies to pressure suppliers into granting lower prices, such as by:60 
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a. threatening to split volumes between suppliers and multi-sourcing; 

b. driving volumes between suppliers through the use of promotions; and 

c. threatening to switch volumes away from a supplier in other food categories. 

183. In Alpha Flight Group/LSG, which involved contracts suppling in-flight catering, 
the CC concluded that the balance of power most likely resided with the airlines 
instead of the caters, since it found evidence that:61 

airlines may be able to use contractual provisions to resist price increases, 
either by threatening to terminate the contract and/or by changing the 
overall value proposition for the caterer by imposing changes to service 
levels, the product specification or product sourcing.  

184. GLG (2016) therefore concludes that buyer power could arise not just from the 
threat of switching to other options, but also from the tendering and contractual 
framework, which could entrench certain disciplining mechanisms against 
suppliers. This was especially the case with large and infrequent contracts. 

B.1.6  Efficiencies in bidding markets 

185. Finally, GLG (2016) observes that the UK CC has accepted that mergers in bidding 
markets could result in efficiency gains. In the Tradebe/Sita (2014) case, which 
involved a 3-2 merger, the CC found that the variable cost savings from the merger 
could enhance rivalry in the market since the joint venture would be a stronger 
second player to market leader Stericycle.  

186. This would allow the merged firm to impose a stronger competitive constraint to 
Stericycle:62 

On the basis of a detailed analysis of the average costs of Tradebe, Sita 
and the market leader, Stericycle, the CC concluded that Stericycle would 
win 13 out of 15 customers, and come second where it does not win (on the 
basis that it was the lowest cost provider). However, by combining the 
various different plants of Tradebe and Sita, the CC observed that the 
parties would be able to manage capacity better and to internalise more of 

                                                                                                                                                                                     
60  GLG, The International Comparative Legal Guide to: Merger Control 2016, Chapter 1: To Bid or Not to 

Bid, That is the Question: The Assessment of Bidding Markets in Merger Control, 12th edition, 
December 2016. p. 6. 

61  GLG, The International Comparative Legal Guide to: Merger Control 2016, Chapter 1: To Bid or Not to 
Bid, That is the Question: The Assessment of Bidding Markets in Merger Control, 12th edition, 
December 2016, p. 6. 

62  GLG, The International Comparative Legal Guide to: Merger Control 2016, Chapter 1: To Bid or Not to 
Bid, That is the Question: The Assessment of Bidding Markets in Merger Control, 12th edition, 
December 2016, p. 7. 



  
 

 
 

Privileged and confidential 56 

the costs that were being outsourced to third parties, which would lead to 
an immediate reduction in the average treatment costs of the JV. Although 
this was partly offset by higher transport costs (as the parties own sites 
were located further away from the customer), the CC concluded that the 
parties’ average costs would be lower as a result of the merger, which 
would allow them to bid more competitively in future tenders. 

B.2 Patterson and Shapiro (2001)63 

187. Patterson and Shapiro (2001) evaluate the GE/Honeywell case that went before the 
US Department of Justice (DoJ), the Canadian Competition Bureau (CCB) and the 
European Commission (EC). 

188. GE/Honeywell involved a merger between a manufacturer of large aircraft engines 
(GE) and a manufacturer of small aircraft engines and other aircraft components 
(Honeywell). While the DoJ and CCB both declined to oppose the merger, the EC 
decided to deny the transaction. 

189. Patterson and Shapiro (2001) consider that there were two main reasons for the 
disconnect in outcomes among the regulators. First, North American antitrust 
authorities operated under substantially different doctrines compared to their 
European counterparts.  

190. Second, the antitrust framework in North America included a series of independent 
judicial reviews that served as an effective check and balance against arbitrary 
decisions by regulators, while the lack of independent judicial review in Europe left 
considerable discretion in the hands of the EC, which allowed it to block the merger 
on “dubious economic grounds and very weak evidence”.64  

B.2.1 Bidding market 

191. Patterson and Shapiro (2001) identify a series of questions that can determine 
whether or not a particular industry is a bidding market:65 

i. Do multiple suppliers typically enter the bidding competition? 

ii. Do customers consider these suppliers capable of offering good alternatives? 
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iii. Have suppliers historically preserved their strengths and capabilities despite 
setbacks? 

iv. Is bidding vigorous? Are there multiple rounds of bidding in which the bids 
move significantly? Do suppliers offer major concessions to win the bidding? 

v. Have multiple suppliers shown the ability actually to win bids with regularity? 
and 

vi. Are multiple suppliers positioned technically to remain capable and attractive 
for upcoming bidding events? 

192. They subsequently argue that GE operated in a bidding market:66 

There is no dispute that the market for large jet engines is a bidding 
market: GE, Rolls Royce, and Pratt & Whitney invariably engage in 
bidding to have their engines selected by customers. In the case of Boeing 
and Airbus, engine suppliers bid to have their engines accepted on a new 
aircraft “platform.” In the case of airlines, engine suppliers bid to win a 
particular engine order, very often in situations where multiple brands of 
engines can be placed on a given model of airplane. 

193. However, Patterson and Shapiro (2001) found that the treatment of bidding 
markets differed between the North American and European regulators:67 

In short, the EU can find dominance in a bidding market based on the 
ability of the firm in question to win bids through aggressive discounting. 
In contrast, in the United States, dominance would be found in bidding 
markets when rivals were unable to offer credible, attractive alternatives 
so that the firm in question was not forced to compete aggressively to win. 
These are diametrically opposed approaches to the assessment of 
dominance, or monopoly power, in bidding markets. In our view, the U.S. 
approach is grounded in solid economics. 

B.2.2 Other issues on competitive doctrines in North America and Europe 

194. Aside from the differing conceptual approaches towards bidding markets, the North 
American and European regulators differed on a number of other issues: 

 Lower prices/efficiencies: North American regulators welcomed lower 
prices from mergers even if it caused leading firms to increase their market 
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shares. In contrast, the EC was more averse towards deals that caused leading 
firms to compete even more effectively, even if the deal led to lower prices. 

 Size: The EC was concerned that GE’s dominance in engines arising out of its 
size and financial might would be applied to Honeywell’s lines of business – a 
view that the authors likened to the debunked “big is bad” doctrine. Instead, the 
authors consider the application of financial might from one industry to 
another related one to be a pro-competitive one that would benefit customers. 

 Foreclosure: The EC evaluated the merger as giving GE the ability to 
foreclose competition, in the sense that the merged firm would be able to make 
attractive package offers to customers, which competitors would not be able to 
match. The authors instead consider such conduct would enhance competition, 
and argue that the concept of “foreclosure” should only refer to the use of 
monopoly power to prevent other firms from competing, such as through tying 
and exclusive dealing. 

 Efficiencies: North American regulators embraced cost savings from mergers 
as long as they were credible and merger-specific. Thus, the presence of an 
incentive to lower prices would count in favour of the merger, which is 
effectively an efficiency defence. The EC instead applied an efficiency offence, 
with the merger being blocked precisely because it created an incentive for the 
merged firm to lower its prices. 

195. The ACCC’s approach appears to be broadly in line with the approach taken by 
North American regulators as set out in Patterson and Shapiro (2001). In particular, 
the ACCC assesses conduct:68 

in accordance with the relevant net public benefit tests contained in the 
CCA. In broad terms, the ACCC may grant authorisation if it is satisfied 
that the likely benefit to the public from the proposed conduct would 
outweigh the likely detriment to the public, including from any lessening 
of competition. 

196. As was demonstrated in section 3 and Appendix C, we consider that even small cost 
savings of around 3-4% would not only create net public benefits but, in doing so, 
lower average prices paid by customers. 
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B.3 Klemperer (2005)69 

197. Klemperer (2005) assesses the treatment of bidding markets within antitrust 
regulation. In particular, Klemperer (2005) is critical of three fallacies pertaining to 
bidding markets in cases where conditions do not meet the characteristics of a 
bidding market: 

 That market power is impossible in a bidding market; 

 That market power does not matter in an auction; and 

 That pernicious market power does not warrant regulatory intervention. 

198. It is important to note that, in spite of these criticisms, Klemperer (2005) accepts 
the premise that bidding markets do not suffer from many of the antitrust issues 
observed with conventional markets. Klemperer (2005) therefore should not be 
viewed as being critical of the concept of bidding markets in and of itself, and is 
instead a caution against the application of the concept in an inappropriate manner 
in cases where the assumptions that underlie a bidding market are not met:70 

Clearly these assumptions neatly lead to the conclusion that there are few 
antitrust problems in bidding markets: … 

It is straightforward that the existence of two identical firms is indeed 
sufficient for perfect competition (assuming constant marginal costs and 
no capacity constraints), and that historic market shares imply neither 
future success nor market power.16 

If we add the ‘easy entry’ assumption, (4*), we have described a perfectly 
contestable market (as described by Baumol, Panzar, and Willig (1982)), 
and in this case it follows that an optimal outcome is obtained even when 
only one firm is actually present. 

199. As shown in section 4, the elements of a bidding market can be found in the FIFO 
services industry. Klemperer’s (2005) criticisms therefore do not apply, and the 
implications of a bidding market will continue to hold in these circumstances. 

B.3.1 Auctions as bidding markets or ordinary markets 

200. Klemperer (2005) identified a number of circumstances in which auctions may not 
meet the characteristics of a bidding market: 

i. Winner-take-all condition: Multi-unit auctions that can have multiple 
winners are not winner-take-all, while single-unit sealed-bid auctions may 
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violate the condition there is no way for bidders to predict their opponents’ 
costs. 

ii. Lumpy competition condition: Many industries are characterised by 
bidding for several small contracts, such that there is scope for bidders to come 
to a collusive agreement in which each bidder agrees to cede some contracts to 
others in the bidding ring. 

iii. Competition beginning afresh condition: The incumbent may have 
valuable information about the right price for a contract, or may have a 
reputational or learning-by-doing advantage that is not available to other 
bidders. 

iv. Easy entry condition: Entry will not be easy in an industry with high sunk 
costs. Where this condition is not met, a bidding market with only one firm will 
not be competitive, but a bidding market with two firms will be competitive if 
the other three conditions are met. 

201. Klemperer (2005) then identified factors that make auctions similar to ordinary 
markets: 

v. Dominance: In industries with specialised contracts, the incumbent may have 
reputational and learning-by-doing advantages. This may not be problematic in 
itself, since the advantages gained from completing the first contract can be 
priced into the first auction. However, bargain-then-ripoff bids may reduce the 
vibrancy of competition in subsequent auctions. 

vi. Coordinated effects: If some of the conditions in paragraph 200 are not met, 
then characteristics such as market transparency, high frequency of firms’ 
interactions, and difficult entry can facilitate collusion. 

vii. Unilateral effects: Factors such as high concentration, lack of buyer power 
and difficulty of entry can facilitate unilateral effects. 

B.3.2 Common values 

202. Common-value auctions feature bidders that each have different information 
regarding the value of the underlying asset. Such auctions suffer from the “winner’s 
curse” problem, whereby the winner of the auction is often the one that has 
overvalued the asset, in turn causing all bidders to bid conservatively. 

203. Contrary to the widely held view that the problems of collusion are mitigated by the 
“winner’s curse”, Klemperer (2005) argues that the “winner’s curse” effect is not 
typically sufficient to negate the problems of collusion: 

a. Collusion in common-value auctions has the effect of reducing competition, 
which leads to conservative bidding, but also reduces the winner’s curse, which 
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leads to aggressive bidding. The direction of the overall net effect is still not well 
understood. 

b. Common-value auctions in which one bidder is slightly stronger than the others 
will greatly amplify the winner’s curse effect on weaker bidders, causing them 
to bid conservatively. In turn, the strong bidder reacts by bidding aggressively, 
which further increases the winner’s curse effect on weaker bidders, leading to a 
death spiral that results in the final price being considerably less competitive 
for the bid-taker.  

B.3.3 Bid-taker power 

204. From the auctioneer’s perspective, one of the benefits of using an auction is the 
ability to control the competitive process. It is often argued that by skilfully and 
carefully designing the bidding process, the auctioneer can mitigate most of the 
issues pertaining to market power among bidders. 

205. Klemperer (2008) suggests that the argument may be problematic because there are 
limits to the auctioneer’s ability to adjust the rules of the process when issues such 
as credibility, lobbying, and legislative constraints are taken into account. 

B.4 The OECD (2006)71 

206. The OECD (2006) summarises a roundtable discussion among delegates regarding 
the topic of competition in bidding markets. The paper explored a number of issues 
such as the characteristics that define bidding markets, as well as concepts such as 
the winner’s curse, and how auctions and tenders can be designed in a manner that 
discourages collusion. 

B.4.1 Collusion in auctions 

207. In terms of auctions and tenders, OECD (2006) notes that one shortcoming of open 
ascending auctions is the potential for tacit signalling among bidders. For example, 
they cite a simultaneous multi-unit auction for telecommunications licenses in the 
United States in 1994, in which two bidders were bidding fiercely for market 378, 
and one of them (USWest) began making bids ending with “378” in other markets 
as a threat of punishment against the other bidder (McLeod).72 

208. OECD (2006) then suggests that the following recommendations could reduce 
collusion among parties:73 
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 Where collusion is a significant threat, use sealed-bid rather than ascending bid 
auctions; 

 Impose a high but credible reserve price; 

 Carefully consider the information provided to bidders and the public; and 

 Consider bundling smaller auctions and refraining from announcing a future 
schedule of auctions. 

B.4.2 Mergers in bidding markets 

209. OECD (2006) then investigated the issue of mergers in bidding markets, affirming 
that there were circumstances in which two firms would be sufficient to produce 
competitive outcomes, and suggesting that such circumstances (while rare) were not 
impossible:74 

Conditions 1 to 3, plus an assumption of identical firms, yield the Bertrand 
model of competition in which firms compete on the basis of price to sell to 
a single buyer. With constant marginal cost and no capacity constraint, 
the equilibrium is perfectly competitive with just two suppliers. So, “two is 
enough” when these conditions are met. 

210. OECD (2006) also affirms that the effect of increasing the number of competitors in 
an auction with common values is uncertain.75 Having more competitors increases 
the level of competition, resulting in higher prices while simultaneously amplifying 
the winner’s curse that leads to conservative bidding. The net change in prices 
resulting from a change in the number of competitors is ultimately an empirical 
matter. 

211. In the case of auctions with private values, the lack of a winner’s curse effect means 
that a merger between bidders will always lead to adverse outcomes for the 
auctioneer. The impact that a merger would have on auction results can be 
quantified under a few assumptions: 

i. The merged firm places a private value on the asset that is the minimum of the 
private values of the merging parties;76 and 

ii. The distribution of second-highest bids is proportionate to the highest bids. 

212. An example of the second assumption is:77 
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if three bidders A, B, and C win 50%, 30% and 20% of the time, then B 
would be assumed to be the runner-up 60% of the time when A wins but 
37.5% of the time when C wins. This assumption is clearly violated when 
bidders have characteristics that make them significantly closer or more 
distant competitors, such as different transport costs or technical 
capabilities. 

213. In section 5.1.2.2, we apply the above analysis to the FIFO services industry. 

B.4.3 Oracle/PeopleSoft case 

214. Finally, OECD (2006) review the Oracle/PeopleSoft case, in which the US District 
Court and European Commission used different econometric techniques to arrive at 
the same decision to allow the merger. 

215. Oracle and PeopleSoft both produced Enterprise Resource Planning (ERP) software 
and Enterprise Application Software (EAS). In particular, the regulators were 
concerned about their software for Human Relations Management (HRM) and 
Financial Management Systems (FMS). 

216. Professor McAfee, who was the expert for the US Antitrust Division, carried out 
three types of analysis to quantify the impact of the merger, using a combination of: 
summary statistical analysis; regressions; and economic modelling of an ascending 
auction. These three approaches showed respectively that: 

 Oracle faced competition from PeopleSoft for approximately half of its bids for 
larger transactions; 

 Oracle’s discounts increased by 7.6% to 13.6% whenever PeopleSoft was a 
competitor for a transaction; and 

 HRM prices were expected to increase by 13.0% to 30.4% as a result of the 
merger, while FMS prices were expected to increase by 4.6% to 9.0%. 

217. The US District Court, however, rejected Professor McAfee’s analysis on the ground 
that a model of Bertrand competition with differentiated products was more 
appropriate than an ascending auction model.   

218. The European Commission considered that the merger would reduce the number of 
major players from three to two, but was of the view that the existence of several 
small but credible players would mean that the market remains competitive.  

219. The Commission also investigated both issues of coordinated and non-coordinated 
effects. Market simulations and regressions were used to assess non-coordinated 
effects, but the findings of the former were rejected since they assumed a three-to-
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two merger, while the findings of the latter were rejected because the number of 
bidders had no significant impact on the magnitude of discounts. 

220. The Commission also concluded that coordinated effects were unlikely because “the 
number of potential bidders was too large, the products too differentiated, their 
market shares too asymmetrical and their structural links too few to sustain 
coordination”.78 In addition, the Commission concluded that although it was 
possible for the two remaining major players to coordinate, the presence of minor 
yet credible players would sufficiently destabilise a duopoly structure. 

B.5 Pal (2008)79 

221. Pal (2008) reviews the treatment of bidding markets in case law from the European 
Union and United Kingdom. The first part of the paper provides an introduction to 
the economic considerations of bidding markets. Most of the issues pertaining to 
auctions and the characteristics of bidding markets have been covered in Patterson 
and Shapiro (2001) [see section B.1] and Klemperer (2005) [see section B.3], so we 
do not repeat them here. 

B.5.1 Collusion in bidding markets 

222. One issue that has not been covered in the previous sections is the effect of collusion 
on the pricing outcomes of bidding markets. Pal (2008) notes that collusion tends 
to be more problematic when prices and quantities are more transparent, and that 
the actual impact of collusion will vary depending on auction design and the object 
being auctioned. 

223. Pal (2008) also cites Klemperer (2001) on the problems of tacit collusion (if the 
competition is not ‘winner takes all’):80 

i. ascending auctions allow signalling to ‘‘divide the pie’’; 

ii. ascending auctions allow punishment of rivals to support collusion; 

iii. uniform price auctions allow ‘‘extra’’ bids to be used as a punishment device; 

iv. ascending auctions encourage violation of the rules to collude; and 

v. inadequate reserve prices encourage collusion. 
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224. However, Pal (2008) suggests that good auction design can also play a role in 
antitrust enforcement, and that the transparency in auctions tend to be ameliorated 
in bidding markets with large and infrequent contracts. This is because there is a 
very strong incentive to deviate from a bidding ring in such circumstances, which 
are usually coupled with individual contractual negotiations, thus making it difficult 
for cartels to form effectively. 

225. We note that the issues cited from Klemperer (2001) largely do not apply to the 
FIFO market, since procurement processes are “winner takes all” and are carried 
out as informal negotiations rather than in a formal auction setting.   

B.6 Janssen and Karamychev (2015)81 

226. Janssen and Karamychev (2015) study the effects of mergers between bidders 
operating in a bidding market. They consider a first-price sealed-bid auction (note 
that under this framework the winning bidder is paid their lowest bid so they do not 
have an incentive to reveal their actual costs) with private valuations and investigate 
the incentives for individual firms to merge, as well as how such a merger would 
affect bidding and procurement prices.82 

227. Janssen and Karamychev (2015) consider two merger variations. First, they 
consider a bidding market in which each firm has one valuation of the procurement 
contract, and the merged entity’s valuation is assumed to be the maximum 
valuation of the merging parties. This scenario is referred to as the single-aspect 
model. 

228. Second, they consider a bidding market where firms value the procurement contract 
as the sum of two separate components. The merged entity is assumed to inherit the 
lowest cost of each component from the merging parties. For instance, if merging 
party A has lower cost in component 1 while merging party B has lower cost in 
component 2, then the merged entity would have a valuation that is the sum of 
component 1 from party A and component 2 from party B. This scenario is referred 
to as the multi-aspect model. 

229. One important implication of these assumptions is that in the single-aspect model, 
the merged entity’s valuation can only be as low as the minimum among its merging 
parties. With the multi-aspect model, the merged entity’s valuation can be lower 
than the minimum valuation among its merging parties. The second scenario 
therefore allows for the possibility of synergies between the parties. 

                                                           
81  Janssen and Karamychev, Mergers in Bidding Markets, Tinbergen Institute Discussion Paper, TI 

2013-012/VII, January 2013. 

82  Janssen and Karamychev (2013) refer to “revenue” as the auctioneer’s revenue. For the sake of 
consistency, we substitute any discussion of “revenue” with terms relating to procurement. 
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230. The authors analysed both models using numerical methods because the 
asymmetric nature of bidding markets with mergers causes analytical approaches to 
be non-trivial – even if the pre-merger bidding market could be assumed to be 
symmetric, the post-merger market would still have an asymmetric structure. 

231. Analysis of the single-aspect model showed that a merger would result in an adverse 
outcome for the auctioneer. This arises because the merger produces two unequal 
forces that act in opposite directions. First, the merged entity faces one less 
competitor and thus has an incentive to shade its bid by bidding a higher price than 
its private value. In response, the non-merging firms will individually have an 
incentive to bid more aggressively under the knowledge that one of their 
competitors is “stronger”. The authors demonstrate that, under the single-aspect 
model, the first force dominates, resulting in a higher procurement price for the 
auctioneer. 

232. On the other hand, the multi-aspect model produces the opposite result, with 
mergers leading to lower procurement prices for the auctioneer. This arises because 
the merged entity is “stronger” in the multi-aspect model compared to the merged 
entity in the single-aspect model, since the former has the potential to realise 
synergies that will reduce its cost below the minimum of the costs inherited from its 
merging firms. This creates an incentive for non-bidding firms to bid even more 
aggressively in response to the even stronger opponent, and the authors show that 
the increased aggression is sufficient to tip the scales, such that the second force 
ends up dominating the first force, thereby resulting in a lower procurement price 
for the auctioneer. 

Appendix C Indicative modelling of 
alliance impact on prices 

233. This section sets out our modelling of the impact of the cooperative arrangement on 
WA FIFO prices.  For the absence of doubt, our modelling does not attempt to factor 
in the ‘winner’s curse’ impacts discussed in section Appendix A. 

C.1 Model specification 

234. The FIFO market has the attributes of a ‘bidding market’ and can be modelled as a 
second price procurement auction. 

235. We do not contend that a second price auction strictly characterises the tendering 
process for FIFO services.  However, the outcomes of the tendering process can 
reasonably be modelled as a second price auction.  This is because under the FIFO 
procurement market, the negotiation process can be expected to drive the price 
down to the cost of the carrier with the second highest cost.  This is achieved by the 
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tenderer seeking counter-offers until every shortlisted bidder, except for the bidder 
with the lowest cost, can no longer reduce its price and drops out of the race. Once 
the price has been driven down to the cost of the second lowest cost carrier, the 
buyer no longer has the power to use competing offers to drive the price down any 
further.   

236. That is, it does not matter whether a formal second price auction is implemented or 
an informed but informal negotiation takes place.  The key point is that in either 
case, absent collusion across tenders, the price will settle at around the level of the 
second lowest cost supplier for that contract.   

237. If it was the case that one provider always had a lower cost than all other providers, 
then that provider would always win each tender and end up with 100% market 
share.  The fact that we observe more than one provider in the market implies that 
their relative costs must vary across tender opportunities.  For example, one 
provider may have an aircraft fleet better suited to serving some, but not all, 
customers’ schedules.  Similarly, one provider may, at the time of a given contract, 
have more excess capacity (creating lower marginal costs of providing the service) 
that other providers do not have.   

238. It is this variation in relative costs across tendering processes that means that it is 
not always the same provider winning tenders – even if one provider typically has 
the lowest cost.  In order to model this we have assumed that the cost for each 
bidder varies for each procurement auction. The cost of each bidder assumed to 
follow a normal distribution as illustrated in Figure 6-1.   
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Figure 6-1: Simulated distribution of carrier costs 

 

Source: CEG Calculation 

239. Note that the relevant concept of cost here (i.e., horizontal axis of Figure 6-1) is a 
standardised measure of cost such as cost per flight hour. Obviously, contracts that 
involve more flight hours (e.g., more planes flying longer distances) will typically be 
more costly to provide.  However, it is not this source of variation that is being 
described in Figure 6-1.  Rather, it is the variation in the costs (adjusted for 
perceived quality)83 that a single provider incurs in providing a standard unit of 
service (e.g., a flight hour for a standard capacity plane) across different contracts 
that are tendered at different times. 

                                                           
83  For simplicity we tend to discuss and model the explanation for differences in market share as relating to 

differences in ‘costs’.  However, this is equivalent to modelling costs that have been adjusted for 
differences in perceived quality, in the sense that if one provider has a better quality of service than 
another provider (e.g., greater network connectivity), then they will be more attractive even at the same 
cost as a competitor.  This is equivalent to them having a lower cost for what is perceived as an identical 
quality offering.   
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240. We are able to use the market share data from Figure 14 of the parties’ application 
in order to estimate the average cost (mid-point of the distribution in Figure 6-1) of 
each provider in the industry in WA.  That is, the firm that has the largest market 
share (Qantas) must have the lowest cost (on average across tenders) otherwise it 
would not win the most business.  Similarly, the firm with the second largest market 
share (VARA) must have the second lowest cost (on average across tenders) and so 
on.   

241. The more similar the market shares of the providers the more similar will be 
midpoint of their cost distribution and, equally, the more disparate their market 
shares the more disparate the midpoint of the distribution.    

 

242. It can be seen that, based on Figure 14 from the parties application, Qantas has 
materially higher market share in WA than VARA who in turn has materially higher 
market share than Cobham.  Cobham has a similar market share to Alliance and 
both have substantially higher market share than Skippers or Airnorth. 

243. We are also able to use price variation across contracts to determine the variability 
of the cost distribution. In order to arrive at an estimate of this variable we have 
gathered data from the parties on the revenue per flight hour84 for contracts that 
they serve.  For both parties the normalised standard deviation is around 20% (i.e., 
standard deviation is 20% of mean).  We could potentially use this as a measure of 
the standard deviation of costs across the industry.   

244. However, this would likely be an underestimate because it assumes that costs have 
the same distribution as prices when it is likely that cost are more widely distributed 
(given that prices are determined by the costs of the second bidder in each tender 
and, therefore, will tend to be drawn from the middle of the distribution of costs for 

                                                           
84  Revenue per flight hour is likely an imperfect measure of standardised prices in that it is unlikely that it 

is purely flight hours that determines the quality of service provided.  However, it is a useful starting 
point for the analysis and, as we show, the results are not sensitive to the assumed standard deviation.   
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each tender (assuming 4 tenderers)).  We have accounted for this issue using the 
method set out in section C.4 below and this raises our estimate of the normalised 
standard deviation to 25.9%. 

245. The model determines the market share and expected revenue of each bidder based 
on the simulation of a larger number of procurement processes.  In order to do this 
we use a statistical package that that has the following iterative steps: 

 Step 1: Start with a user generated distribution for each supplier’s costs.  This 
consists of: 

 expected cost (midpoint of the distribution of costs) for each provider; and  

 normalised standard deviation around that midpoint (as set out above 
25.9%). 

This defines the distribution of possible (standardised)85 costs that each 
provider could have for a given tender.   

 Step 2: the statistical package runs 40,000 simultaneous draws from each 
provider’s cost distribution and records which provider has the lowest cost 
(wins the contract), allowing a simulated market share to be calculated.  (For 
example, if Qantas won 30% of the 40,000 simulated tenders it would have a 
30% market share etc); 

 Step 3: compare the simulated market shares to the actual market shares.  For 
those firms who have a lower simulated market share than their actual market 
share, reduce the assumed expected cost of that provider relative to other 
providers (and vice versa).  

 Step 4: compare the distribution of simulated market prices to the variability of 
revenues per flight hour across contracts. 

 Step 5: repeat steps 2 to 4 until simulated market shares converge on actual 
market shares and the variability of the simulated market prices is similar to 
actual price variability across contracts.  The end result is an estimate of relative 
cost distributions that is internally consistent with the observed market shares 
and price distribution.   

246. We have, somewhat arbitrarily and purely for the purpose of illustration, assumed 
that a cost per flight hour for Qantas is $8,000.  This has no impact on our results 
because our modelling purely determines relative (not absolute) costs.  The 
assumed $8,000 Qantas cost simply scales all relative costs accordingly.   

247. The cost of serving a contract can often be related amongst the FIFO operators. For 
example a contract for services on a Monday maybe cheaper for all FIFO operators 
compared to a Wednesday because majority of the mining operators do not contract 

                                                           
85  E.g., cost per flight hour of similar capacity plane.   
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for FIFO services on a Monday resulting in under-utilisation of assets on that day. 
Therefore we assume a correlation of 0.2 in the cost amongst FIFO operators. 
However sensitivity analysis will show that the correlation assumption has little 
impact on the result. 

248. The end result of this process is shown in Figure 6-2 and Table 6-1.  

Figure 6-2:  Distribution of each bidders’ incremental cost per 
(standardised) contract  

 

Source: CEG Calculation based on applicant market share and price variability data. 

249. The expected cost is indicated by the horizontal line in Figure 6-2. The higher the 
horizontal line the higher the expected cost (midpoint of the distribution). Higher 
market share for Qantas implies Qantas enjoys a cost advantage (adjusted for 
perceived quality) over the other carriers. Alliance and Cobham have similar 
expected costs due to similar levels of market share. Table 6-1 shows the observed 
market share and the calculated market share of the model. The estimated 
difference in expected cost exactly replicates the difference in the market share.  



  
 

 
 

Privileged and confidential 72 

Table 6-1: Marginal cost distribution and market share 

 Qantas VARA/Virgin Alliance Cobham Skippers 

Mean Cost 8000 8909 10811 10375 12731 

Standard Deviation 2072 2307 2800 2687 3297 

Observed Market Share 47.0% 27.0% 10.0% 12.0% 4.0% 

Calculated Market Share 47.0% 27.0% 10.0% 12.0% 4.0% 

Source: CEG Calculation based on submission data 

250. This model also allows for differences in quality or product features of each carrier. 
The calculated difference in the expected cost of each carrier can be thought of as 
the difference in expected cost – adjusted for differences in perceived quality. The 
model calculates the difference in expected cost (adjusted for perceived quality) 
between Qantas and VARA is $909 as shown in Table 6-1 – which is equivalent to 
11.0% of Qantas’ expected cost. 

C.2 Cooperation simulation 

251. After calibration, the model can be used to examine the impact of a merger (or other 
agreement to cooperate) between VARA and Alliance on the market price and 
market share of each carrier. The Charter Alliance is simulated by assuming only the 
firm with the lowest cost, between VARA and Alliance, enters each procurement 
auction.  If VARA has lower cost it will enter into the bidding process and Alliance 
will not compete against VARA.  If Alliance enters into the bidding process, VARA 
will not compete against Alliance.   

C.2.1 Simulation assuming no cost savings 

252. This initial simulation assumes that there are zero cost/quality synergies associated 
with the agreement.  That is, the only economic effect of the agreement is that the 
two parties agree not to compete with each other.   

253. The following diagrams shows the impact of collaboration on the market outcome. 
In Figure 6-3, Qantas has the lowest cost and VARA has the second lowest cost at 
$7720 per flight hour. Without agreement the contract price will be $7720 per hour. 
After merger, Alliance will not submit a bid because it has higher cost than VARA. 
However even though Alliance does not submit a bid, the market price is still $7720 
because the buyer is still relying on VARA’s bid to drive the price down.  
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Figure 6-3: Example 1 (no impact from Charter Alliance) 

 

Source: CEG simulation 

254. In this scenario, the Charter Alliance has no effect on the market price.  

255. In another scenario illustrated in Figure 6-4, VARA has the lowest cost and Qantas 
has the second lowest cost at $8978. Therefore the market price pre-Charter 
Alliance is $8978. After the Charter Alliance, Alliance will not submit a bid because 
it has a higher cost than VARA. However, it again doesn’t have any impact on the 
market price. This is because the second lowest cost carrier is Qantas at $8978. 
Therefore, after the merger/alliance, the buy is still relying on the competition 
against Qantas to drive the price down. 
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Figure 6-4: Example 2 (no impact from Charter Alliance) 

 

Source: CEG Simulation 

256. Figure 6-5 shows one of the only two possible scenarios where the Charter Alliance 
can lead to an increase in the market price. Here, Alliance has the lowest cost and 
VARA has the second lowest cost.86 Before the merger/alliance, the buyer can rely 
on Alliance’s competition against VARA to drive the price down to $8454. However, 
after the agreement, VARA will not enter the bidding process. Therefore the buyer 
will need to rely on the next lowest cost provider (Skippers in this example) to drive 
the price down against Alliance. This is because Qantas has the third highest cost at 
$9234. Therefore the merger/alliance causes the price to increase from $8454 to 
$9234 per flight hour. 

                                                           
86  The other possible scenario has VARA as the lowest cost and Alliance as the second lowest cost. 
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Figure 6-5: Example 3 (positive impact on price due to Charter Alliance) 

 

257. The Charter Alliance has an impact on price in only two of the many possible 
scenarios – i.e., where both VARA and Alliance would have had the lowest costs for 
the project. The model runs 40,000 simulations or tender process to predict the 
impact of the Charter Alliance.  

258. The average impact of the Charter Alliance is a 0.84% increase in price as shown in 
Table 6-2. When Skippers is ignored to simulate the effect of a 4 to 3 
merger/alliance, the average percentage change in market price increases to 0.97% 

Table 6-2: Impact of Charter Alliance on market price  

Model with Skippers Model without Skippers 

0.84% 0.97% 

Source: CEG simulation 

259. Table 6-3 shows the impact of changes in key assumptions of the model. The 
variability of market prices is allowed to increase/decrease by 50%. The correlation 
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is also doubled or removed. The result shows either change dramatically cause a 
material change in the impact of the merger/alliance on market prices. 

Table 6-3: Sensitivity analysis 

 Correlation 
=0.2 

Correlation 
=0 

Correlation 
=0.4 

Standard deviation of price is 20% of 
average price 

Core Model 
0.84% 

1.07% 0.67% 

Standard deviation of price is 10% of 
average price 

0.47% 0.58% 0.35% 

Standard deviation of price is 30% of 
average price 

1.18% 1.44% 0.96% 

Source: CEG simulation 

Figure 6-6: Distribution of percentage change in price due to Charter 
Alliance 

 

Source: CEG calculation 
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260. Figure 6-6 shows the distribution of the percentage change in price. In 93.2% of 
scenarios, the Charter Alliance results in no increase in price. In 2.1% of the cases, 
the Charter Alliance results in a price increase of less than 5%.  Price increases of 
over 5% occur in 4.7% of all tenders.   

261. It should be noted that the far right of the above chart, showing a very small number 
of very large price increases, must be interpreted with caution.  First, the very large 
increases are an artefact of our use of a normal distribution for each bidder’s costs.  
The normal distribution has very long (infinite) tails and it implies that in some of 
our 40,000 simulations, some suppliers have negative cost of providing a service 
and others have extremely high costs.  This gives rise to the potential for a (very 
small) number of simulated very large absolute price increases.  However, these are 
largely illusory and would disappear if we curtailed our distribution.   

262. Second, the use of percentage change is somewhat misleading because the 40,000 
simulations will inevitably throw up scenarios pre-transaction that have extremely 
low prices.  If the transaction results in even modest absolute price increases for 
that contract, it will show up as a very large percentage price increase – even if the 
“higher” final price is below the industry average. 

C.3 Impact of cost savings 

263. If the Charter Alliance results in cost savings, the effect of these can be simulated 
directly by a given percentage reduction the expected cost of the parties (i.e., 
shifting the distribution of costs for VARA and Alliance down). This is illustrated by 
Figure 6-7 below.  

264. Due to transaction synergies, the cost distribution of VARA and Alliance shifts 
down, so they are more likely to be less costly for a contract. In this sample, prior to 
the Charter Alliance, Qantas has the lowest cost at $8234 and Skippers has the 
second lowest cost at $8356. VARA, Alliance and Cobham are all more costly, as 
indicated by the orange points. The market price will be $8356. However, after the 
Charter Alliance, synergies result in a 5% cost reduction for Alliance and VARA. 
VARA’s cost reduces from $9289 to $8825 and Alliance’s cost reduces from $8541 
to $8114. As a result of the Charter Alliance, VARA will not compete against Alliance 
in the procurement and Alliance will win the procurement because it is now the 
least costly provider.  The market price will reduce from $8356 per flight hour to 
$8234 (Qantas’ cost). 
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Figure 6-7: Effect of synergy on cost 

 

Source: CEG simulation 

265. The impact of cost saving is shown in Table 6-4. Without any cost savings, the 
Charter Alliance causes the average market price to increase by 0.84%. However, 
even with just a 3% cost reduction due to the alliance, the market price would 
decrease by 0.43%. The impact of the 3% cost reduction due to the Charter Alliance 
is enough to outweigh the negative competition impact of the Charter Alliance. 
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Table 6-4: Impact of synergy on market price 

Cost 
Reduction 

Average market price before 
Charter Alliance 

Average market price after 
Charter Alliance 

Percentage 
Change 

0% 8551 8624 0.84 % 

1% 8551 8587 0.42% 

2% 8551 8551 -0.01% 

3% 8551 8515 -0.43% 

4% 8551 8479 -0.84% 

5% 8551 8444 -1.26% 

6% 8551 8409 -1.66% 

7% 8551 8375 -2.07% 

8% 8551 8341 -2.46% 

9% 8551 8308 -2.85% 

10% 8551 8275 -3.23% 

Source: CEG Calculation 

266. Table 6-5 compares the result in the 5 to 4 firms scenario against the 4 to 3 firms 
scenario assuming a 5% cost reduction. The result shows the two scenarios have 
little impact on the market price when there is a cost reduction, indicating that our 
results remain the same whether or not the ACCC view that Skippers is or isn’t a 
close competitor to VARA and Alliance is accepted. 

Table 6-5: Model comparison at 5% cost reduction 

Model with Skippers Model without Skippers 

-1.26% --1.26% 

Source: CEG Calculation 

267. Figure 6-8 shows the distribution of the percentage change in price when cost 
reduction is assumed to be 5%. It shows that the probability of no change in price is 
50%. The probability of a price decrease is 44% (23% probability of an up to 5% 
price reduction and a 21% probability of a larger price decrease), while the total 
probability of an increase in price is only 7%. 
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Figure 6-8: Distribution of percentage in price after agreement under 5% 
cost reduction 

 

Source: CEG simulation 

C.4 Calculation of normalised standard deviation of costs 

268. An input into our analysis is how variable are supplier’s costs of providing a 
standardised unit of service (e.g., a flight hour for a F100) across different contracts 
at different times.  This is captured by the standard deviation of costs divided by the 
mean expected cost of the service (i.e, the standard deviation normalised by the 
mean).   

269. In order to arrive at an estimate of this variable we have gathered data from the 
parties on the revenue per flight hour87 for contracts that they serve.  For both 

                                                           
87  Revenue per flight hour is likely an imperfect measure of standardised prices in that it is unlikely that it 

is purely flight hours that determines the quality of service provided.  However, it is a useful starting 
point for the analysis and, as we show, the results are not sensitive to the assumed standard deviation.   
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parties the normalised standard deviation is around 20%.  We could potentially use 
this as a measure of the standard deviation of costs across the industry.   

270. However, doing so would be an aggressive assumption because, in a second price 
auction, the standard deviation of prices will not reflect the standard deviation of an 
individual providers’ costs.  Rather, it will reflect the standard deviation of the 
second lowest cost provider in each tender.  This will be materially lower than the 
standard deviation of each individual providers’ costs because, in a market with four 
or five bidders, the second lowest price is, by definition, never at the extreme.   

271. We have accounted for by assuming a 20% standard deviation of market prices as a 
proportion of mean market prices and solving for the standard deviation of costs 
(relative to mean expected costs) that delivers this variation in market prices.  The 
full steps are as follows: 

 Step 1: Start with a user generated normal distribution for each supplier’s costs.  
This consists of: 

 expected cost (midpoint of the distribution of costs) for each provider; and  

 normalised standard deviation around that midpoint. 

This defines the distribution of possible (standardised)88 costs that each 
provider could have for a given tender.   

 Step 2: the statistical package runs 40,000 simultaneous draws from each 
providers cost distribution and records which provider has the lowest cost 
(wins the contract) allowing both:  

i. a simulated distribution of market prices across 40,000 contracts; and  

ii. a simulated market share to be calculated (for example, if Qantas won 30% 
of the 40,000 simulated tenders it would have a 30% market share etc); 

 Step 3: compare the: 

i. simulated normalised standard deviation of distribution of market prices 
with the target of 20%.  If the simulated standard deviation of normalised 
market prices is lower than 20% then increase the assumed normalised 
standard deviation of costs for suppliers (and vice versa).   

ii. simulated market shares to the actual market shares.  For those firms who 
have a lower simulated market share than their actual market share reduce 
the assumed expected cost of that provider relative to other providers (and 
vice versa).  

 Step 4: repeat steps 2 and 3 until simulated market shares and variability of 
market prices converge on actual market shares and our 20% estimate of 
normalised standard deviation of market prices.  The end result is an estimate 

                                                           
88  E.g., cost per flight hour of similar capacity plane.   
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of relative cost distributions that is internally consistent with the observed 
market shares.   

272. This process simultaneously solves for cost distributions that are consistent with 
both: 

 The observed market share data; and 

 The observed normalised variability in prices for contracts served by VARA and 
Alliance.   

273. The result is an estimate of the normalised standard deviation of costs for each 
supplier of 25.9%.  This implies that, 68% of the time the cost of serving a contract 
falls between 100%±25.9% of their mean expected cost.   
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