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Virgin Australia Airlines Pty Ltd & Ors – Application for Authorisation - A91575
& A91576 (the Application)

Air China Submission on the Application

Thank you for providing Air China Limited the opportunity to express its concerns in 
relation to the application for authorisation made on 17 February 2017 by Virgin Australia 
Airlines Pty Ltd, the HNA Aviation Group, Hong Kong Airlines Ltd and Hong Kong Express
Airways Limited (together the Applicants).

As outlined in the Applicants' submission dated 17 February 2017 (Applicants'
Submission), Virgin Australia, HNA Group, Hong Kong Airlines and HK Express and their 
respective passenger airline subsidiaries, seek authorisation to establish an integrated 
alliance to coordinate international passenger transport services between Australia and 
mainland China, and Australia and Hong Kong.  The integrated alliance is made up of the 
Alliance Framework Agreement, associated agreements including codeshare and special 
prorate agreements, a reciprocal frequent flyer participation and lounge access agreement 
and route planning agreements (the Proposed Alliance).

Air China supports airline alliances where the alliance delivers benefits to consumers and 
where there is no material adverse impact on competition.  However, it respectfully submits 
that the Applicants' submission has not addressed the impact the Proposed Alliance may 
have on competition for feeder traffic on Virgin Australia's domestic network.

Exclusivity restrictions on Australian domestic routes beyond international 
gateways

Air China acknowledges the enhanced products and services that can be provided to 
consumers under authorised alliances, in particular, the provision of online journeys across 
the alliance members' networks that would otherwise be unavailable.  The Applicants' 
submission identifies these benefits (see section 6.2 of the Applicants' Submission) but is 
silent on the impact the alliance may have on competition for international passengers 
traveling to destinations throughout Australia via Australia's international gateways.

Air China is concerned that the alliance may substantially restrict competition for feeder 
traffic on Australia's domestic routes.  For example, an express or implied exclusivity clause 
between the HNA Group and Virgin Australia would prevent Air China from reaching a 
procompetitive codeshare or other cooperative agreement with Virgin Australia.  A 
procompetitive codeshare agreement would enable international passengers to purchase a 
ticket on Air China and Virgin Airlines and would deliver significant benefits to consumers 
by increasing competitive choices for consumers and increasing competition between 
carriers.  If the Proposed Alliance contains such an exclusivity clause it will prevent potential 
customers from a competitive choice that might otherwise exist for international passengers 
travelling on behind-gateway routes.  Any such exclusivity restriction would also contradict
the assertion in section 7.1 of the Applicant's Submission that the Applicants would be 
'constrained by other competitors in the Australia-mainland China market, particularly 
China Southern, China Eastern and Air China' (our emphasis added). 

Air China recommends the ACCC confirms whether there are any exclusivity clauses in its 
Alliance Framework Agreement or associated agreements that would have a negative impact 
on competition for behind-gateway international passengers.  If such restrictions exist we 
understand that the negative impact such a restriction would have on competition would be 
considered by the ACCC in its assessment of the authorisation application.

Air China also notes that, if authorisation is granted, both major Australian carriers will be 
members of an alliance that allows them to coordinate international passenger transport on 
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services between Australia and mainland China, to the exclusion of Air China.  The Proposed 
Alliance, if granted, will further consolidate the aviation industry and increase barriers to 
entry.

The proposed 10 year authorisation term 

Air China considers the 10 year term sought by the Applicants is inappropriate for an alliance 
of this nature.  The competition effects and claimed benefits ought to be tested over a shorter 
period. The re-authorisation process ensures that consumer benefits promised actually 
occur.  A 10 year term would also ignore the dynamic nature of the aviation industry and it 
would be inconsistent with the ACCC's practice to limit authorisations for airline alliances to 
a period of 5 years.


