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This Submission:

This cross-submission makes comment directly on the applicants reply to the NZCC Draft Resolution. 
We note that much of the applicants’ current submission has been written or heavily influenced by overseas parties and we would ask that the NZCC carefully consider all of this overseas information for relevance to the applications. 

We wish to make several comments beyond our two initial submissions relating particularly to Fifth Freedom Carriers, and VBA entry. 
The applicants’ new submission, for all its volumes, pays scant attention to the fact that they will have a monopoly or virtual monopoly position in the New Zealand - Domestic, New Zealand – South Pacific Islands, and NZ – North America markets. 
Their submission on VBAs and Fifth Freedom Trans-Tasman competition does nothing to allay our fears of this monopoly.  
We therefore continue to recommend that the New Zealand Commerce Commission decline authorisation of both applications.

VBA Entry:
While the VBA chapter of the applicants’ submission makes interesting reading it is not particularly relevant to the New Zealand situation. We wish to note the following points:

· The VBAs used as examples - Air Tran, Southwest, Frontier, Jet Blue and Gol and even Virgin Blue, operate in markets with populations vastly different to that of New Zealand.
· We do not believe Virgin Blue is keen to fly domestic services in New Zealand. Even if they did decide to, we believe only the main trunk route would be economic given their 737 only fleet. 
· The applicants’ assertion that Virgin Blue may look at operating services to any destination with a population of more than 50,000 is simplistic. The Virgin Blue route network map (dated June 2003) used in the applicants latest submission shows that all of Virgin Blue’s current services operate to or from Sydney, Melbourne, Brisbane, Adelaide or Perth, with each having a population over 1 million.

· Certainly Virgin Blue does fly to smaller cities but only from or through these 1M+ cities. The vast size of the Australian domestic and international tourism markets allow Virgin to economically fly into these smaller centres.
· Auckland is the only New Zealand city of the 1M size and the tourism market is much smaller than that of Australia’s. Only Rotorua and Queenstown could be considered worthwhile tourist destinations in Boeing 737 terms.

· A large population base, and/or major tourist area/attractions are required at least at one end of any point to point route to make it viable, whether it is a VBA or FSA.

· Virgin Blues stated expansion to international services with a total fleet of six 737’s for Trans-Tasman, Vanuatu and Fiji is a relatively small entry to these markets.

· Freedom Air was not formed as a result of an earlier Air NZ strategy to offer a VBA services in Australia. (Chapter 3 – para 3.94) It was formed in 1995 purely to blast Kiwi Air out of the skies. As recently as late in 2002 Air New Zealand sales staff was stating that Freedom Air existed to stop another budget airline starting up on Trans-Tasman routes. 
· Much of the balance of the VBA analysis is not relevant to the NZ and Australian markets as neither country has the vast populations, major hub and spoke operations or totally unionised workforces of the US FSA markets.

Fifth Freedom Airline Competition:
It is our view that the applicants are talking up the relevance of Fifth Freedom Airline competition to their market positions and applications. We wish to note the following:

· The applicants’ analysis totally ignores the fact that their proposed merger offers Air New Zealand and Qantas a monopoly for all points south of the Bombay Hills.

· Even if/when Virgin Blue enters the Trans-Tasman market the merged NZ/QF entity will have significant market dominance south of the Bombay Hills.
Fifth Freedom Airline Competition (cont’d)

· Communities south of the Bombay Hills should be insulted that in a key 15 page section pf the submission they rate consideration in one mere paragraph. (para 4.57). That assertion that: “the market would not tolerate a significant fare differential between Auckland – Sydney and Wellington – Sydney services” is totally un-proven. 

Given this assertion the applicants may want to explain why people in Nelson are forced to pay an airfare to Auckland (lowest available) 25% higher than people in Wellington, or people in Invercargill pay an airfare (lowest available) to Auckland 40% higher than people in Dunedin, or 12% more than people in Queenstown. It is because there is less competition into these cities, and the market does tolerate it - because it has no choice. (fares source Amadeus CRS – 18 July 2003)    
· We stand by our views in our second submission, that Fifth Freedom carriers do not offer head to head competition, and that history tells us that fifth freedom carriers do not offer reliable long term competition – e.g. in recent weeks Malaysia has announced a reduction in services between Auckland and Brisbane.
· Fifth Freedom competition is only to/from Auckland and we see no reason to think this will change in the short to medium term.
· Fifth Freedom carriers only ever offer limited schedules and these are generally unsuitable to the very important and lucrative corporate travel market.

· With the arrival of Emirates, Auckland will benefit from increased competition. However, even when Emirates and Thai’s offerings are combined, Air New Zealand and Qantas will have a significant market share position on the Sydney route, or when they are combined with Garuda and Malaysia, NZ/QF will still have a significant market share to Brisbane, and retain its dominance to Melbourne.
· Other fifth freedom carriers currently operating - Lan Chile, Polynesian, Aerolineas Argentinas and Royal Tongan take an insignificant share of the market even when combined. Their schedules dictate that this is unlikely to change and while their presence in the market is welcomed, despite Tim Malone’s (NZ Manager –Aerolineas Argentinas) view, unfortunately they do not offer significant competition.

· Air New Zealand and Qantas singly or combined can easily compete and retain market share/power by changing/increasing schedules. The planned change of gauge to narrow-bodied A320 aircraft by Air New Zealand is a valid strategy in the short term.

· Air New Zealand’s planned entry of “Express Class” to the Trans-Tasman market with lowest fares of approx NZ$199.00 each way shows that they have a low enough cost structure to compete even against fifth freedom carriers’ marginal costing position.

· The planned entry of “Express Class” at these levels also demonstrates that Air New Zealand has a significant cost advantage over Qantas and we believe it would be in a strong position to compete against Qantas when the merger is disallowed. The war of attrition will not happen between Air New Zealand and Qantas. 

· The applicants’ assertion that 12 other airlines could enter the Trans-Tasman market is puffery! Four of these – American, British Airways, Continental and United have had a significant presence here within the last 15 years. All have pulled out closing their operations here completely and are most unlikely to re-enter. The other carriers mentioned, some not even flying to Australia, must also be considered unlikely to enter! 
Company Background:

Bon Voyage Marketing Ltd is a travel company operating as Bon Voyage Cruises and Travel and e-travel.co.nz . The company has been trading for 9 years and operates as a personal travel consultancy for leisure and business travellers and a retail travel agency. The company is totally independent in ownership and operation.

Gerard Murphy has been involved in the travel industry for over 20 years and has held roles from Travel Consultant through to General Management in wholesale and retail travel companies and travel groups, prior to forming this business. Gerard holds tertiary qualifications in travel consultancy, marketing and management. 
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