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4 October 2001

Prof Richard Snape
Deputy Chairman
Productivity Commission
Locked Bag 2
Collins Street East VIC 8003

Via Fax: (03) 9653-2303

Copy to:
Dr Neil Byron
Commissioner
Productivity Commission
Locked Bag 2
Collins Street East VIC 8003

Via Fax: (03) 9653-2303

Dear Professor Snape

Impact of Ansett Collapse – Competitive Issues

I thought it might be worthwhile to summarise the impacts of the Ansett collapse on the
aviation market into and out of Canberra Airport and particularly look at the response of the
various airlines.

I advise as follows:

•  Effective Friday 13 September 2001, Canberra lost 50% of its flights which equated to
approximately 28,000 seats per week (or around 45% of capacity).

•  By offering discounts on airport charges (I believe we are the only airport in Australia to
have done so), we have facilitated the relaunch of Kendell and the introduction of
Hazelton.  Together these SAAB 340 aircraft deliver 8,000 seats per week - 6,200 to
Sydney and 1,800 to Melbourne.

•  We have encouraged Virgin Blue to enter the Canberra – Melbourne market with a
morning and evening flight each day.  Notwithstanding that this would represent only
4,760 seats per week, when 12,500 seats per week were lost in the Ansett collapse,
Virgin Blue at this stage is reluctant to enter this market because they believe they will be
the victim of capacity dumping and price discounting.

•  As I write this letter, which is already 3 weeks since Ansett ceased operations,
Qantas have not increased capacity into Canberra by a single seat either through
new services or larger aircraft.  Nor are there any plans to do so for at least another
month.
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•  So far as Canberra is concerned, with no effective competition (Virgin Blue have 1 flight
per day to Brisbane) there is no need from Qantas’ point of view to add capacity because
Ansett’s market share will be there for them whenever they want to come and take it.

•  Instead of introducing capacity to Canberra, Qantas has embarked on an aggressive yield
management strategy to maximise profits on the routes into and out of Canberra.  The
key weapon has been to reduce the number of economy seats and to significantly expand
business class, especially from Melbourne.  Some flights have seen an increase in the
size of business class of 300-500% with in excess of 25% of the aircraft cabin being
allocated to business class.

Of course, discount seats have also disappeared and interestingly the minimum frequent
flyer points redemption has been increased to 20,000 points – previously a Canberra-
Sydney return could be booked for 9,000 points.  This represents a 122% increase in the
cost of this fare type.

Not only does the above picture highlight some substantial consumer and competition concerns
which need to be investigated, but it also highlights three key issues as we contemplate a future
in which Qantas will have 85-97% of the market into and out of Canberra.  These key issues
are:

1 The success of the airport business, other businesses at the airport and in fact all
businesses in the tourism sector in Canberra is hostage to the seat capacity that Qantas
chooses to give us.  The capacity that Qantas provides at its choosing  and at its price
will, to varying degrees, determine the volume of our own business that we are able to
conduct.

2 Qantas will determine the capacity offered to Canberra based on what maximises
profits for Qantas.

3 Further, it is clear that in a business dominated market, Qantas will, acting as a
monopolist, maximise its profit by choosing a point on the supply and demand curve,
which is characterised by less volume and higher prices/yield.  This is in contrast to
before where if they set their prices too high people would fly with the alternative.

The reality is that Qantas’ capacity decisions govern the volume of all of my business – landing
fees, car parking, car rentals, etc.  My business is no longer within my control.   As such, we
need the right to freely negotiate and set our prices at levels which respond to the different
volume levels that Qantas’ capacity decisions deliver.

The consequences of Qantas’ domination is that they possess the right to choke off not only our
own business but in fact the entire tourism business in this town.  So we have a single airline
with the power to control all of the tourism businesses in the National Capital.
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It is not acceptable and we will do all that we can to ensure some competitive pressure.  We
will need community support and the leadership of organisations such as your own if we are to
address this crisis.

I look forward to your support.

Yours sincerely

Stephen Byron
Managing Director


