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Hon Matt Doocey Action required by:
Associate Minister of Transport Friday, 31 May 2024

AIR NEW ZEALAND AND VIRGIN AUSTRALIA CODESHARE
AUTHORISATION - INITIAL ADVICE

Purpose

Air New Zealand and Virgin Australia have applied for atithorisation,ef a codeshare
arrangement. This briefing provides our initial advice’on the propoSalswhich is that you
authorise the arrangement. We are seeking your views at this stage, since we would need to
give the airlines an opportunity to comment if, gontrary to our adviee, you weresto decline
authorisation.

Key points

o Air New Zealand and Virgin Australia (the Applicants) are seeking authorisation to
implement a unilaterah@odeshare-Agreement,and,other related agreements (the
Proposed Conduet).

o Under the arrangements, Virgin Australia‘could put its code on Air New Zealand
operated tfrans-Tasman services. Air New Zealand will set the fares that Virgin
Australia will.chargeits passengers:.

o Virgin Australia'wants to be able to offer a trans-Tasman product to improve its
competitivenessiin the Adstralian market, particularly for corporate customers. The
codeshareswould alsefallow, Virgin Australia to offer customers a better frequent flyer
points ‘product and lounge access.

o Air New Zealand claims that this codeshare arrangement will increase passenger
numbers flying on the codeshare flights via Air New Zealand and improve the
efficiency and sustainability of its service.

o We consider it unlikely that Virgin Australia will re-enter the trans-Tasman market with
its own aircraft in the next two or three years with or without the codeshare.

o There is a risk that if market conditions on the Tasman improve for Virgin Australia,
there could be a point over the remaining period for which authorisation is sought
where the codeshare could disincentivise Virgin Australia re-entering routes other
than Queenstown.
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o The decision is finely balanced, but we conclude there is not sufficient reason to
decline authorisation. While we have identified only small benefits to New Zealand
from the arrangement, we recommend you authorise for five years as requested by
the applicants.

o The Australian Competition and Consumer Commission has issued a draft
determination authorising the codeshare for five years. This was based on benefits
they had identified in the Australian market, which do not apply to New Zealand.

Recommendations

We recommend you:

1 agree that we finalise advice to you recommending that§ou authorise the Air New
Zealand and Virgin Australia codeshare arrangement/for_five’years. Yes / No

or

2 indicate whether you wish to meet with officials,to’discuss.any concerns before
finalising our advice. Yes/No

ng@\. ; Z/L_OQ.W/\

Siobhan Routledge Hon Matt'Doocey
Acting Deputy Chief Executive, Policy Assaciate Minister of Transport
20 May 2024 o W Y LT N /... /...
Minister’s office to complete; &l Approved O Declined
O Seep’by Minister O Not seen by Minister

[hOvertaken by events

Commients
Contacts
Name Telephone First contact
Tom Forster, Manager, Aviation and Maritime s 9(2)(a) 4
Sonya van de Geer, Principal Adviser, Aviation and
o s 9(2)(a)
Maritime
Garrick Wood, Senior Adviser, Aviation and Maritime 59(2)(a)
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INITIAL BRIEFING: AIR NEW ZEALAND AND VIRGIN AUSTRALIA
CODESHARE AUTHORISATION

Air New Zealand and Virgin Australia have applied for authorisation of
codeshare arrangements

1

Air New Zealand and Virgin Australia are seeking authorisation of a codeshare
arrangement pursuant to section 88 of the Civil Aviation Act 1990. The effect of
authorisation is that the arrangements would be exempt from certain provisions of the
Commerce Act prohibiting cartel arrangements or arrangements=which substantially
lessen competition.

The proposal is for a unilateral codeshare arrangementAvhere Ait New' Zealand
sets prices

2

Under the proposed arrangements, Virgin Australia’ would promote and sell trans-
Tasman flights operated by Air New Zealand,under its VA code. Key features include:

. The fares for the services, including disCountspwilbbe set by Aif New Zealand.

o Virgin Australia’s Frequent Rlyeérmembers will gain access.to Air New Zealand’s
lounges and can earn and redeem points on Air New'Zealand trans-Tasman
services.

The codeshare won't@pply on routésvhere Virdin Australia operates its own trans-
Tasman services (currently onlyroutes'to Quéenstown) or any future points it serves
in New Zealand:

It is a unilateral codeshare (AirNew Z€atand will not be putting its code on Virgin
Australia services) andwenly“applies to.tickets sold in Australia for travel from
Australia;

Authorisation is.seught under section 88 of the Civil Aviation Act 1990

5

Authorisation is sought under section 88 of the Civil Aviation Act 1990. The effect of
autherisation is that the arrangements are exempt from provisions of the Commerce
Act 1986 that prohibit arrangements substantially lessening competition.

Section 88 sets out several statutory pre-conditions (in the form of prohibitions) that
must be met.

s 9(2)(h)

Our initial view is that the Commercial Framework Agreement does not appear to
breach sections 88(3) and 88(4) of the Act.
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The primary commercial rationale for the arrangements relates to Virgin
Australia’s competitive position

9 New Zealand is an important destination for Australian travellers, both for business
and leisure purposes.

10 Virgin Australia does not currently offer trans-Tasman services apart from flights to
and from Queenstown. Virgin Australia’s commercial rationale for the codeshare is
that this reduces its ability to compete effectively in Australia particularly for higher-
yield corporate and small business customers.

11 Air New Zealand claims that this agreement could incrementallydncrease passenger
numbers and improve the operational efficiency and sustainability‘effits flight
operations. It may also enable Air New Zealand access to-@dditional distribution
channels for its trans-Tasman services.

The pricing provisions of these arrangements afesufdsual

12 Under most codeshare arrangements, each airliné independently determines the
prices. In this case the arrangements allow, Air New Zealand to establish.fares which
Virgin Australia will market to its Australian,customers. This is hecause Air New
Zealand would not enter into a commercial arrangement where Vitgin Australia could
undercut it on its own services;

Stakeholders have concernstabout the proposed caedeshare

13 Auckland and Christchurch airports and the NZ Airports Association acknowledged
that the codeshare could benefit Virgin Australia's Australian customers. However,
they submittéd‘that'it could"patentially_ reduce competition and increase airfares on
trans-Tasmangroutes. Airports considenthat the codeshare will reduce the incentives
on Virgin Australia 1@ enter trans-Tasman routes other than Queenstown.
Queenstown Airpert stipported the'authorisation of the proposed codeshare
agreement on,the"basis that Queenstown is excluded.

14 Former VirgimAustralia employees opposed the codeshare, expressing resentment
for its Randling of job losses during COVID-19 and following administration. A Virgin
Australia customer identified the difficulties travellers experienced in trying to redeem
creditsvduring the COVID-19 pandemic.

The trans-Tasman market is still below pre-COVID levels but is recovering

15 We have reviewed the competitive landscape of the trans-Tasman market, including
market share, the capacity provided by other international carriers, and the post-
COVID recovery.

16 Data from Stats NZ shows international airfares are coming down overall, but they
remain volatile and higher than pre-COVID. The selected price index for international
air transport for April 2024 is 20 percent lower than April 2023 but 55 percent higher
compared to April 2020.
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International airfares are falling but remain higher than pre-COVID
Source: Stats NZ, Selected Price Index (SPI): International Air Transport, monthly indexes, July 2015-April 2024

COVID border closures

Index

2016 2017 2018 2019 2020 2021 2077 2023 2024

Monthly data directly feeds into the CPI and uses the same data source, data treatment, and quality agfustmemtg ag’the officialguarterfRCP!.

17 Historically, we have not had competition concerns ‘enthe Tasnian‘due to the number
of airlines operating to New Zealand. However, theypdst-COVID\rans-Tasman market
has duopolistic characteristics.

18 During the post-COVID period, Air New Zealand’s marketsshare has,deereased to
41 percent as other carriers returnedo.the market, with"-Qantas/Emirates/Jetstar at
48 percent for the first quarter of 2024. Virgin Australia’s market share is 3 percent,
reflecting its return to the Queenstown route/only.

19 While several fifth freedom carriers operate'on trans-Tasman routes, they make up
approximately 5 percent ofithe’ markét and mainly connect long-haul passengers
rather than direct pointt0 point passengers.

20 Trans-Tasmanscapacity is intreasing but it'rémains well below pre-COVID levels.
Statistics from the Bureau of'lnfrastructure,and Transport Research Economics
(BITRE) shows capacity for, January 2024 being over 112,000 fewer seats compared
to January*2020. Tetal capacity for 2023 was approximately 1.5 million fewer seats
than.2029.

21 Airlin€s are increasing capacity. In March 2024, Qantas announced from October
2024, it wilh.addrup to260,000 additional seats across three of its trans-Tasman
routes‘over, 12 months, compared to its current schedule.

22 [COMMERCIAL IN-CONEIDENCE] From April 2025, Jetstar plans to introduce daily
services to Hamilton from the Gold Coast and Sydney. This could be a sign that low-
cost carriers are seeing an opportunity to focus on regional airports.

23 Airlines are moving to fill the gap in capacity, but it is primarily shared between Air
New Zealand and the Qantas Group.
The applicants assert that the codeshare will bring benefits to New Zealand

24 The applicants assert that the codeshare will deliver incremental tourism to New
Zealand and incremental passengers on Air New Zealand services.
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Increase in tourism through better marketing

25

26

27

28

The applicants state that the codeshare would see enhanced marketing of New
Zealand as a destination to Virgin Australia customers (and Australian customers
more generally). They expect this enhanced marketing to result in incremental traffic
to New Zealand, with corresponding benefits in the form of additional tourism spend.

In considering other alliances, we have agreed that improved access to a home
country’s marketing network is beneficial, particularly where Air New Zealand does

not have a strong existing commercial presence.

In this case, however, we only place a small weight on this. Australia is culturally a

similar market to New Zealand, and Air New Zealand already has‘a strong

stand-

alone presence. It is the second biggest overseas airline infAustralia and Australia is
its biggest international market. It competes strongly with the\Qantas.Group in the
trans-Tasman market. Pre-COVID, it consistently toppedthe’most trusted brand in

Australia surveys.

Some Virgin Australia passengers might also/be encouragéd to come to New Zealand
due to the ability to use frequent flyer points."owever, we.donot expect this to be a

large number.

Incremental passengers on Air New Zealand’s sérvices

29

30

31

32

33

34

The applicants also assert that some Virgin Adstralia passengers who might

otherwise have travelled with Qantas will be,more likelysto travel via Virgin
code on Air New Zealand trans-Tasman services.

Australia

The applicants state thatthis incremental traffic\will benefit Air New Zealand by

improving the efficieney and sustainability ofits flight operations.

We agreerthat the codeShare may contribtte to an incremental increase in

passengers. Air New Zealand has esftimated this to be an additional 81 percent on
current\load factors, which equates,to up to§ passengers per flight for an A321neo
aifcraft. Wirgin Australia has estimated the additional load factor could be up to g
percent. Some'of tHese passengers might be higher value customers adding more to

AirfNew Zealand revenuethan an average customer.

To the extent there are additional passengers through the codeshare, this could
negatively impact existing passengers on pricing or other customer benefits, but this
may happen regardless of Air New Zealand’s customer growth through their own

marketing efforts.

Currently, Air New Zealand load factors for the Tasman hover between g

percent. While any additional revenue supports a service, at this load factor the

services are not at risk.

and g

From a system viewpoint we also note that many of these passengers will be
transferring from Qantas and so would have a negative reciprocal effect on it.
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Our key concern is the impact the codeshare might have on Virgin Australia
expanding services to New Zealand...

35 Trans-Tasman capacity has not yet returned to pre-COVID levels, and with Virgin
Australia being absent from most routes, the market has the appearance of a
duopoly. Generally, increased capacity and competition lead to reduced airfares.
Relatively high but declining post-COVID airfares are, in part, symptomatic of the
capacity currently being operated to New Zealand. They also reflect general cost
pressures.

36 There are some services offered by fifth freedom (third country) airlines,and we are
aware of additional such carriers considering operating on the Taspran. However,
these only offer limited competition, and this type of carrier has a history of entry and
exit.

37 We consider that Virgin Australia remains the airline,most likely to enterthe (non-
Queenstown) trans-Tasman market.

38 In setting out their commercial rationale for the codeshare, the applicants have
emphasised the importance for Virgin Australia of having.artrans-Tasman offering for
its frequent flyer and corporate customersiMarket conditions on the\{.asman for
Virgin Australia on non-Queenstown reutes may impreve over the.period for which
authorisation is sought.

39 It is reasonable to concludesthat, on the piargin, by remaoving the need to operate
itself to offer its customers a trans-Tasman product, the ‘eadeshare could count
against or delay VirginfAustralia’s eqtry.

40 The Applicants submit that the short period in which Virgin Australia independently
operated trans-Tasman services, following the dissolution of its broad Alliance with
Air New Zealand, s 9(2)(b)(ii)

41 Any decision ky*Virgin Australia,t0o’ re-commence services on non-Queenstown
Tasman routes will be héayily dependent on gauging demand from New Zealand
travellers, particularly/eisure’travellers. These passengers are not affected by the
codeshare!

42 The codeshare arrangement could also enable Virgin Australia to better gauge
whether sufficient profitable demand has emerged to make its re-entry into one or
more routes viable.

...but we consider entry to be unlikely in the short term

43 If the codeshare was to prevent Virgin Australia from re-entering the market, this
would have a cost to New Zealand that would outweigh the small benefits likely to
accrue if the codeshare is authorised. We would be unable to recommend
authorisation of the codeshare.

44 We also consider that even the threat of entry can have a beneficial impact on market
behaviour. Despite what Virgin Australia has told us, New Zealand airports consider
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50
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that the codeshare does reduce the incentive for Virgin Australia to re-grow its New
Zealand presence. If Air New Zealand and Qantas share this view, then authorisation
could encourage duopoly behaviour to the detriment of New Zealand.

However, we are not able to reach a firm conclusion on if or when Virgin Australia
would consider entering the market in the absence of the codeshare.

s 9(2)(b)(ii)

But equally operating conditions have not improved to suggest that re-entry is a
realistic possibility in the short term. 59(2))(i)

. s 9(2)(b)ii)
. s 9(2)(b)(ii)
. s 9(2)(b)(ii)
s 9(2)(b)(ii)

s9(2)m)a)  we are of the view that Virgin Australia’s re-entry into non-Queenstown
routes is very unlikely over the two to three years with or without the codeshare.
s 9(2)(b)(ii)

Both countries are"€xperiencing economic conditions that are not conducive to
inCreased demandor air'travel. Australia is facing subdued economic growth in the
short termand-New Zealandss experiencing a slowdown of growth due to high
inflatiomnand reduced spending.

Length of authorisation sought

51

52

The applicants have applied for authorisation of the codeshare for a term of at least
five years. This is consistent with similar airline co-operation agreement
authorisations. The applicants argue that five years will provide certainty to
customers, especially corporate and SME clients.

We considered authorising for three years as the uncertainty over a Virgin Australian
re-entry with its own aircraft increases with time. The Act does not easily provide for
setting conditions, such as length of authorisation. To do so would require the
applicants to amend their application.
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On balance, we do not consider that the uncertainty in years 4 and 5 to be such that a
shorter authorisation period would resolve it. We also see benefits in aligning the
reauthorisation timetable in New Zealand and Australia (see below).

Our analysis shows there is not sufficient reason to decline authorisation. This
conclusion is reinforced by the findings of the ACCC. While a decision is finely
balanced, our recommendation is to authorise for a period of five years as requested
by the applicants.

Australian Competition and Consumer Commission has issued-a.draft
determination granting authorisation

55

56

57

58

59

In Australia, collaborative arrangements in international airgServices areonsidered by
the Australian Competition and Consumer Commission the AGCC). Given,that the
codeshare agreement involves the trans-Tasman routesy.decisionsimade by the
ACCC are relevant to our assessment of the Application)

On 1 May 2024, the ACCC issued a draft detérmination and,interim authorisation
recommending to authorise the proposed condugt for a periad*5 years. The ACCC is
required to issue a final determination by 80 Juhe 2024follewing submissions from
interest parties. We understand therehas been no significant feedback that would
lead the ACCC to reach a different conclasion.

Commissioners have taken_ the view thatavhile the propased conduct will result in
minimal benefits to Australia, the potential detriments are.smaller, and there is no
reason to decline the agreement.

The benefits identified by the ACCC are:

. Increased,choice and-eonvenience forAustralian point of sale trans-Tasman
travellers

o Better loyalty programme benefits for Virgin Australia customers
® Internationalloungé aecess for eligible Virgin Australia customers

Thesefaraezalbbenefits that accrue to Australian based travellers. Given the nature of
thecedeshare, these benefits are not available to New Zealand customers.
Therefore, we have not given weight to them, nor are we required to, in reaching our
conclusions.
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