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Executive Summary

Executive Summary

The Ministry of Transport (“the Ministry”) engaged Motu to undertake independent economic
and competition analysis of the strategic alliance between Air New Zealand and Air China. The
alliance governs both airlines” operations on the Auckland—Shanghai and Auckland—Beijing routes,
and the authorisation is due to expire in March 2026. This report provides analysis to help inform
the Ministry of Transport’s advice on a proposed decision about whether to authorise the alliance,
to the Acting Minister of Transport. The alliance partners have applied for a five-year authorisati&lv
until 31 March 2031. v

The Civil Aviation Act 2023 (“2023 Act”) intends to improve the transparency and r §ness
of the process for authorising airline alliances. Under the 2023 Act the I\/Iinister&p y grant
authorisation if they are satisfied that: %?“

e granting authorisation will contribute to the main purpose or an@he additional
purposes of the Civil Aviation Act; and &Q/

e giving effect to the agreement would result, or be likely to res&n a benefit to the public
that would outweigh any lessening in competition. O

To support the 2023 Act, the Ministry introduced an asse @ nt framework and application
guidelines. These resources are designed for airlines to proviggxonsistent of information, data and
analysis in applications, and enable the Ministry to co@tly assess applications. Under the
Ministry’s assessment framework, applicants are Qqu red to demonstrate the benefits of
cooperation, present credible counterfactual sc n@os, and provide evidence on competition
effects and wider public value. i

The alliance between Air China and Air @Zealand enables deep cooperation and a merger-
like level of integration on the two alli \routes. On Auckland=Shanghai and Auckland—Beijing
services, the airlines share revenue, ccﬁate capacity and schedules, and align customer service
functions. While the alliance exc s cargo, it covers most aspects of passenger services. On
connecting feeder routes, they@ dinate sales and marketing but do not share revenue.

Under the alliance, Airéﬁ Zealand operates the Auckland—Shanghai alliance route and Air
China operates Auckla %ijing. Air New Zealand has operated Auckland—Shanghai since 2006,
and previously oper Auckland—Beijing between 2008 and 2012 before withdrawing to focus
on Shanghai. Air did not previously operate either route. Air China launched its Auckland—
Beijing service mbecember 2015 as part of the alliance.

v/
Re/evan&@%ts

We %Med relevant markets for the alliance routes by combining a qualitative understanding of
re@ nt geographic markets with empirically estimated cross-price elasticities. Starting with
row sets of nearby candidate routes and progressively widening the candidate set, we examine
here observed substitution is strong and where it tapers off. Drawing on the SSNIP logic outlined
in the Ministry’s Assessment Framework, these approaches helped to pin down the set of credible
substitutes (i.e., relevant markets) for each alliance route.

Results suggest that substitution is concentrated within specific economic regions, and that
distinct relevant markets are appropriate for each alliance route: the New Zealand—Yangtze River
Delta economic region (NZ-YRD) for the Auckland-Shanghai route, and New Zealand-Jing-Jin-Ji
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economic region (NZ—-JJJ) for the Auckland—Beijing route. On the New Zealand side, all international
departure points are appropriately categorised within a single relevant market.

In NZ-YRD, nonstop alternatives to the Air New Zealand operated Auckland to Shanghai service
include China Eastern’s Auckland—Shanghai service, as well as China Eastern’s newer Auckland—
Hangzhou option. In the year ending June 2025, the Applicants held an average market share of
48% among O&D (“origin and destination”) passengers. China Eastern has expanded its market
share over time to an average of 23% for the most recent year. Outside of Covid-19, the average
fares offered by the Applicants appear equal to, or slightly below, those of China Eastern. Sinc
Covid-19, and in contrast to before Covid-19, China Eastern’s seated (nonstop) capacity in %&
market has outstripped that of the alliance partners. When connecting passengers are in E’éd,
China Eastern has a materially larger share of overall passengers in the market —47%, vegsts 32%

for the Applicants. &
?U;ng service

The only nonstop service in the NZ-JJJ market is the Applicants” Aucklan %
operated by Air China. Since the Applicants introduced this service as part of th ance, they have
achieved a market share of 40-50% among O&D passengers (47% averzjgu@)r the most recent
year). One-stop options continue to provide viable alternatives, mostly ghrough other Asian hubs.
In the two years following the introduction of the Applicants’ nonst@uckland—Beijing service,
the size of the NZ-JJJ market increased by 28.5% and 57.6% r @e to pre-alliance passenger
volumes. Before and after Covid-19, the average fare on Air (i¥a’s direct AKL-PEK service has
frequently been below the average fare of many one-stop al atives.

P

Factual and counterfactual scenarios

In the New Zealand—YRD market, s 9(2)(b)(i), s 9(2)(b )p

\% We accept that Air New Zealand would
S 9(2)(b)(i); s 9(2)(ba)()  but suggest th \mterfactual case may overstate certain disadvantages
encountered by Air New Zealand.@kmr China, s 9(2)(b)(ii), s 9(2)(ba)(i)

Q
&
_. RO
s 9(2)(b)(ii), s 9(2)(ba&)/\,
~\Q~

v While data suggests that the Beijing
service @rrently a significant contributor to Air China’s portfolio of international routes,
s 9(2)(bXM, S9(2)(ba)(M

O?“ Many of these sales depend on the alliance. 5 9(2)®)(i), s 9(2)(ba)(i)

&K

Overall, we treat the counterfactual as binary: either the alliance operates across both routes,
or the relationship between the two airlines reverts to basic arm’s-length cooperation. We do not
adopt scenarios of a “partial alliance” (i.e., limited to one route) due to the imbalance of common
incentives that would likely undermine the cooperation. We also do not incorporate dynamic
competitive responses from potential new entrants in the counterfactual. There is insufficient
evidence that such responses would occur and, if they did, they are likely attributable to underlying
route profitability more than the presence or absence of the alliance.



Executive Summary

Competition effects

The Applicants argue that the alliance creates no competitive detriment because the two airlines
have never operated on the same route at the same time. In their own material, however, the
Applicants acknowledge overlapping competition from one-stop services. Some of these one-stop
services involve long-haul sectors which are operated by Air New Zealand, or where pricing is
coordinated by Air New Zealand through its other alliances. Such coordination on the long-haul leg
(e.g., between Auckland and Hong Kong or Singapore) gives Air New Zealand indirect influence over
the associated through-fare to Beijing or Shanghai, because the price of the long-haul component
dominates the one-stop cost structure and effectively sets the floor for end-to-end pricing. Th
one-stop options are not fully independent competitive alternatives. Before the alliance e
one-stop options provided independent competition on the Beijing route. The alliance h rved
to align Air New Zealand’s indirect influence on these one-stop options with direct influ&@ onthe
Air China operated service, thereby weakening the overall constraint. This is not th@??nary effect
of the alliance but, equally, it is not credible to suggest that the alliance crea&?ﬁo competitive
detriment.

Our assessment of competition effects is guided by two related,qﬁgstions: how does the
alliance affect competition in the NZ-YRD and NZ-JJJ markets, and th-options would consumers
face without the alliance? Q

In the New Zealand to Yangtze River Delta market, growth @ 2015 has been driven primarily
by China Eastern’s entry and subsequent expansion ra han increased capacity from the
Applicants. In the NZ-YRD market, the alliance contribute’&: Air New Zealand’s position as a viable
competitor, but is not determinative of market spQ€ture. The market gradually became less
concentrated prior to Covid-19. While Air New Zeilen s recovery on the Auckland-Shanghai route
has lagged behind China Eastern, the Applican Qpassenger traffic and capacity are not out-of-step
with recovery rates across other nonstop N%( ealand—China services. The investments of China
Eastern in the NZ-YRD market do not in@ that the alliance has constrained other carriers from
investing.

In the New Zealand to Jing-JirQ)market, the alliance has been central to sustaining a nonstop
Auckland—Beijing service, w @ expanded the market significantly following its introduction.
Without the alliance, consu&s would face only less convenient one-stop alternatives. This would
represent a material re%&’ron in choice and likely contract the size of the market. After an initial
increase in concentyd§igh following the authorisation of the alliance, the market became less
concentrated u&&vid—l&

Public valu Q}’

The prinﬁbal public benefit from the alliance is the continued operation of a nonstop service
bet Auckland and Beijing. Following the introduction of this service in December 2015, the
N&market grew considerably in the two subsequent twelve-month periods. This likely reflected

W demand stimulated by the direct service. The alliance also makes Air New Zealand’s service a
more viable competitor to China Eastern between Auckland and Shanghai. Additional benefits may
include modest contributions to the recovery of tourism flows post Covid-19, the stability needed
for future planning, and government and commercial ties between New Zealand and Beijing.

Conclusions and net impact

The alliance likely affects the market between New Zealand and YRD by shifting some passengers
from China Eastern’s direct services to the Air New Zealand service. The alliance makes Air New
Zealand’s service a more viable competitor to China Eastern, but it is unclear that there would be

iv
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any major change in the NZ-YRD market without the alliance (i.e., entry or exit of operating
airlines). It is, however, quite plausible that any direct service between New Zealand and the Jing-
Jin-Ji region depends on the cooperation of the Applicants. The empirical evidence suggests that
NZ-J1J is a distinct market, not well served by other routes between New Zealand and the eastern
China seaboard.

We acknowledge potential competition concerns associated with the alliance, including one-
stop services to J1J where Air New Zealand has shared or exclusive ability to influence the pricing
of the long-haul leg. Available evidence suggests that this is a relevant but minor concern. The Air
New Zealand and Air China alliance does not involve the loss or consolidation of nons
competition. Even if the alliance mildly softened competition in the short term, the pros &“of
longer-run entry or expansion acts as a disciplining force on profitability. The possible §of a
nonstop service between New Zealand and J)J without the alliance would, in our vief*Create a
more material impact. For these reasons, we conclude that the net impact of the '%e over the
proposed reauthorisation period is more likely than not to be beneficial for c&&ers and New
Zealand.

Where warranted, the Ministry may recommend conditions to a&éﬁ?’ance that sufficiently
reduce the competitive detriments, while enabling public benefit. In {#s case, we agree with the
Applicants’ position that imposing a reauthorisation condition /§\g/, maintaining or increasing
capacity) would undermine their ability to make commercially ﬁated decisions. Given that load
factors below 80% are not unusual on both routes, imgsing this type of condition could
disadvantage the Applicants relative to rivals. The underly conomic incentives indicate that the
alliance is sustainable only if it covers both routes,@ imposing an agreement restriction that
excludes one of the routes would make the aIIian$®viabIe.
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Glossary table

Glossary table

Air NZ Air New Zealand

Applicants The airlines seeking authorisation for their cooperation; Air New Zealand and
Air China.

CA Air China

Direct or Flights that operate from origin to destination without any intermediate stops.

nonstop flights Ry

EBIT margin Operating profitability ratio, equal to Earnings Before Interest and Taxes aw
percentage of revenue. R

IATA The International Air Transport Association (IATA) is the trade asso&'e@yﬁ
representing 350 airlines and over 80% of global air traffic. RN

1)) region The Jing-Jin-Ji economic region (Auckland to Beijing route) int es the

municipalities of Beijing and Tianjin with Hebei Province. @

Load factor

Percentage of available seats filled with passengers. ‘Q,\

Metal neutral

A form of agreement where partner airlines share re@rﬁes and costs

alliance regardless of which airline (“metal”) operates the fsht.

MIDT MIDT refers to global airline booking data extrQ&'eli from Global Distribution
Systems (GDSs). These datasets record pas er bookings made through
travel agencies, capturing information qrijneraries, origins and destinations,
carriers, and fares.

Ministry or The Ministry of Transport | Te I\/IEthD‘Waka.

MOT )

NZ New Zealand ,0:\

0&D The starting point and fi S estination of a passenger’s journey, regardless of
any stops or connecti made along the way. O&D passengers start and finish
their travel within \Ievant market, rather than connecting through the
market to anot estination.

One-stop or

two-stop flights

Flights thzgagre passengers to change planes or connect through one or

RBD

two inter; late airports before reaching the final destination.
A Resi@ﬁon Booking Designator is a one- or two-letter code used in airline
re jon systems to classify a flight's booking class, fare type, and

Ciated fare rules such as restrictions, change policies, and mileage accrual.

SAA \

trategic Alliance Agreement

SSNIPtestA (<>,
&\
O
O

The small but significant non-transitory increase in price test (also known as
the hypothetical monopolist test) is a conceptual tool used to define relevant
markets under the assessment framework. The test asks whether a
hypothetical monopolist could profitably impose a SSNIP in a given market
(Ministry of Transport, 2025b).

PA Special Prorate Agreement. A form of cooperation agreement about how to
split fares for itineraries that include flights operated by multiple airlines.
YRD region The Yangtze River Delta (YRD) economic region (Auckland to Shanghai route)

encompasses the municipality of Shanghai and the provinces of Jiangsu,
Zhejiang, and Anhui.

vii



Introduction and background

1 Introduction and background

1.1 Context and scope of analysis

Motu Economic and Public Policy Research (henceforth “Motu” or “we”) have been engaged by the
Ministry of Transport to undertake independent economic and competition analysis relating to Air
New Zealand’s alliance agreement with Air China. The agreement governs both airlines’ comme
activity on routes between Auckland and Shanghai, and Auckland and Beijing. The st ry
authorisation for the alliance expires at the end of March 2026. This economic analysis been
commissioned to inform the Minister’s proposed decision regarding reauthorisatiop&\éllowing a
recent reauthorisation application from the airlines. %?‘

The Civil Aviation Act 2023 introduced a new process for considering @l nce applications.
Compared with the previous regime, the 2023 Act places greater emph {{/on transparency and
stakeholder engagement. Under the Act, the Minister publishes a dra Ig%posed Decision setting
out the intention either to grant or to decline authorisation before Egﬁhal determination is made.
Interested parties then have the opportunity to provide sub, ons, ensuring that relevant
commercial and public interest perspectives are tested before %ecision is finalised.

To support this process, the Ministry has develop ?a“ structured assessment framework
(Ministry of Transport, 2025b). The framework sets o t’fh principles and analytical steps that will
guide the Ministry’s advice to the Minister. It requéf that applicants clearly define the relevant
markets, present credible counterfactual scenaﬂ&s, and provide robust evidence on competition
effects, public benefits, and net impacts. Th&@epth of expected analysis is proportionate to the
nature of the agreement. \%

Motu’s economic and competition a@ will feed into six assessment areas considered by the
Ministry. Several of these questiong&p ticularly 2, 4 and 5, contain a policy aspect that the Ministry
will address separately. %)

1. Does the applicati %’ata and supporting information supplied by the applicants validate
their claim for a Wisation? Does third-party data available to the Ministry, such as Cirium,
support theirQ/ s?

2. lIsthe ca.ﬁknterfactual provided by the airlines credible?

v/
3. H %ﬁe previous authorisations led to material changes in market share, capacity, market
C'Ss)ncentration and pricing (airfares)?

@. Are the claimed wider benefits and detriments of the alliance reasonable and is there
QQ~ sufficient evidence provided in accordance with the Assessment Framework?

5. Based on information available, does the economic analysis support authorisation? Would
competition be enhanced/promoted by including conditions in the authorisation? If so, what
conditions should apply?

6. Any key issues raised in submissions, e.g. the effect of other alliance and cooperation
agreements authorisations.

Within the Ministry’s framework, the scope of our analysis covers five topics. First, an analysis of
nearby routes is used to carefully define the relevant market boundaries, within which competition

1
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and public benefits are assessed. Second, a market assessment will be undertaken across relevant
dimensions. Third, factual and counterfactual scenarios will be examined, with attention to how they
differ from the status quo and the credibility of the Applicants’ claims. Fourth, we will address
competition effects of the alliance under both scenarios. Fifth, the public value and net impact of the
alliance will be considered. Analysis falling outside the Ministry’s Assessment Framework is generally
considered out of scope.

1.2 Ourteam

Established in 2000 as an independent charitable trust, Motu is the top-ranked economic rese %
group in New Zealand (based on RePEc rankings) and specialises in economic and publi icy
research. Dr. Tadhg Ryan-Charleton has overall responsibility for the economic analysi e Air
New Zealand and Air China reauthorisation, collaborating with Dr. Stuart Donovan and @on Stirk-
Wang. Ryan-Charleton brings over a decade of research on horizontal cooperatio %‘tween firms,
including Marsden-funded research on alliance partnerships among New Zealan&ms and earlier
work on competitor alliances in the semiconductor industry. He is a Fulbri holar with a PhD
from the National University of Ireland. Donovan holds a PhD in economj éfom the University of
Amsterdam and has more than twenty years’ experience in spatial, urbaﬁ‘ and transport economics
across Australia and New Zealand. Stirk-Wang earned his PhD in e ics from the University of
Otago. His research focuses on econometric theory, causal infer@@e and applied policy evaluation.

1.3 The strategic alliance agreement §

Air New Zealand and Air China have applied for reauth rémon of their Strategic Alliance Agreement
(SAA) under Part 6 of the Civil Aviation Act 2023. T lliance was initially authorised on 23 March
2015 and last renewed in March 2021. The curremkauthorisation is due to expire on 31 March 2026,
and the parties seek approval for a further fiv&%r term until 31 March 2031.

The alliance agreement governs cQ ation between the airlines on two direct routes:
Auckland-Shanghai (AKL-PVG) and nd—Beijing (AKL—PEK). It also extends to feeder routes
which connect with these Iong—ha,u,\s rvices. While the parties do not revenue share on feeder
routes, they coordinate on pricing)sales, marketing, and frequent flyer handling. This enables the
airlines to coordinate traffic @ng into and out of the long-haul routes.

On the direct allianc @es, the SAA provides for a high level of integration, including revenue
sharing, joint networ éﬁning, capacity decisions, coordination of operational requirements, and
alignment of airp nd customer service functions. The alliance is supported by a set of
implementing Qg\re ments, covering code-sharing, special prorate arrangements, frequent flyer
programme jorocity, and mechanisms for revenue sharing. The alliance does not cover cargo
coordinatj ith each carrier continuing to compete independently in the freight market. Both
partn re members of the Star Alliance network.

r'New Zealand has operated between Auckland and Shanghai since November 2006. Air New

and introduced a route between Auckland and Beijing in July 2008 (just prior to the Beijing

Summer Olympics) but withdrew in June 2012 to focus on Shanghai. Air China has operated a direct

service between Auckland and Beijing since it was introduced by the alliance partners in December
2015. This service has been the only direct service between the cities in this period.

1.4 Methods and data

As data permits, we use descriptive and econometric analysis of the alliance routes and relevant
surrounding routes to inform our conclusions. This includes estimating fare elasticities using an
instrumented regression approach; disaggregating market share, size, airfares, capacity and load
factors for relevant routes and markets; modelling plausible counterfactual scenarios; and examining
relevant competition statistics.



Introduction and background

Our priority is to provide analysis that can inform the reauthorisation decision up to 2031, and
our analysis of recent and historical trends is approached with this objective. The Covid-19 affected
period, involving Chinese and/or New Zealand governmental restrictions on air travel, spanned the
months of February 2020 to January 2023. Data from the Covid-19 affected period is of limited value
for understanding current and future market conditions, but is included in our figures and tables for
completeness. Naturally, the post Covid-19 recovery of capacity and demand is an important
consideration.

Unless stated, our analysis is based on data that comes primarily from the Cirium FM Traffic and
Schedules datasets. These datasets provide reasonably comprehensive coverage of internationa{%?d’
domestic aviation activity, allowing us to track traffic flows, market shares, and capacity at th &'r ier
or route levels from 2014 onwards. Cirium data provides consistency and comparabiitys across
markets, enabling meaningful benchmarking of alliance and non-alliance routes. &

That said, the Cirium datasets have certain limitations that readers should conskgglongside our

analysis: @

e Cirium use a ‘traffic and fares methodology model’ to generate pas&'g er and fare estimates
where data coverage is incomplete. In the markets we exa 'ﬂ‘@d, this model appears to
under report itineraries sold by airlines (‘Marketing Carriers@ﬂights they do not operate.

e Unless an airline provides specific seat counts associ@ith their aircraft configuration,
Cirium total seat data from the Scheduling dataset cts the default seat count for the
scheduled equipment type. As such, reported @;ies (and therefore load factors) are
likely to be a close approximation rather than Qpr cise measure.

e Fare classes are not reliably reported by i@m, so it is necessary to aggregate fare data
across all classes. Cirium assigns ticket/ig.fare classes using IATA RBDs (Reservation Booking
Designators), but not all airlines usir@ des consistent with IATA standards.

e Despite certain data docume %n implying otherwise, itineraries with three or more
connecting points are not 'n@ed by Cirium. After engagement with Cirium technical
specialists, we could not ﬂqg way to re-integrate these itineraries. We expect the extent of
omitted passenger o%‘(@ee—or—more stop itineraries is quite small, given that only around
10% of passengers ()5 liance routes have two-stop itineraries.

We supplement Cirium<gta with Applicant provided data where possible.

1.5 Key defini ins and analytical boundaries

In this reporg\ye use the term nonstop (or direct) to describe services that operate between two
cities wi intermediate stops. One-stop services involve a single connection, requiring
passe 'e%s to change planes or transit through another airport before reaching their final
de&t)!?rg{on. Two-stop services involve two connections.

Q~Ana|ysis of market shares and airfares focuses on origin and destination (“O&D”) passenger

Qtraffic. Passenger participation in a relevant market depends on true origin and destination,
regardless of whether they travel nonstop or via connections. Connecting passengers whose O&D
lies outside NZ—China (e.g. Nadi—Auckland—Shanghai, or Auckland—Shanghai—Tokyo) are important
for contributing to feeder traffic and overall route viability, but are not constrained by the
competitive options, and have credible alternatives outside the market (e.g. Nadi—Sydney—Shanghai,
or Auckland=Tokyo nonstop). In contrast, passengers beginning and ending their journey in New
Zealand and the Yangtze River Delta (YRD) are the consumers for whom NZ-YRD services are the
relevant competitive options.
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Additional elements of our analysis (e.g., overall passenger shares) include both O&D and
connecting passengers. For parsimony, we refer to this broader group as passengers who “engaged”
with a market — meaning that they either travelled between an origin and destination in the market,
or travelled through the market.

1.6 Report structure

To address the questions posed, our report is organised as follows. We begin by outlining our
approach to defining relevant markets for alliance routes and the results of our analysis. We proceed
to a descriptive analysis of relevant markets: between New Zealand and the Yangtze River D %’
economic region (Auckland to Shanghai route); and between New Zealand and the Ji -Ji
economic region (Auckland to Beijing route). We then unpack the counterfactual scenaris\against
which the alliance can be assessed, and consider likely competition effects under bo ‘bctual and
counterfactual conditions. A subsequent section considers the public value of the %nce, before
closing with conclusions about the alliance’s net impact and a discussion of an@limitations.
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2 Defining the relevant market(s) for the alliance routes

Defining the relevant markets is an appropriate first step in setting boundaries within which
competition will be assessed. Market definition clarifies which services and routes genuinely
constrain each other, ensuring later analyses of airfares, concentration, market shares, and
counterfactuals are meaningful:

“A market is a description of an area or space for transactions for a product or service. It
includes both actual and potential transactions. A market includes those products or servicexlﬂ??
are considered substitutable for one another as a matter of fact and commercial commag se
The market seeks to capture the factors that directly shape and constrain the rivaln tween
firms supplying the relevant products or services.” (Ministry of Transport, 2025b, Nég )

A key tool is the small but significant non-transitory increase in price (SSNIP t (Ministry of
Transport, 2025b). This conceptual test asks whether a hypothetical mo list controlling a
candidate market could profitably raise prices. If customers would switch fficient numbers to
substitute offerings, the market definition should be broadened. Phrasg{?h‘ erently, the SSNIP test
assesses the extent to which the relevant market would need to be br ed, before a hypothetical

monopolist could generate monopoly rents. O

In this way, the SSNIP test operationalises the logic of de@ substitution: markets are drawn
narrowly where passengers have few substitutes, and m &broadly where switching is easy. This
discipline helps ensure that the economic assessment Pégzts real competitive constraints, rather

than arbitrary route or product definitions. <§

2.1 Applicant material Q§

The Applicants argue that the relevant pfimary market is appropriately defined as China—New
Zealand. The application does not con rationale for defining the relevant market in this way,

other than that it is consistent With& evious reauthorisation in 2021.
Within the relevant primary erWet, the applicants highlight two focus Chinese catchment areas:

“(a) The Yangtze Riy, @ta region that comprises the city of Shanghai, and the provinces of
Jiangsu, Zhejian Anhui.

(b) The Beiji anjin-Hebei Region that includes the cities of Beijing and Tianjin, and the
province ei.” (Air New Zealand & Air China, 2025, para. 7.3).

The rele@ ew Zealand catchment area is argued to be the area around Auckland. According
t

to the Ap, s, the New Zealand market includes domestic feeder routes operated by Air New
Zealand\The Applicants do not state whether they have worked through relevant tests in
deteggdiing relevant markets.

QQZ Defining relevant markets

Consistent with the Ministry’s framework, careful definition of relevant markets is a key initial
assessment step. In a qualitative sense, the Chinese catchment areas outlined by the Applicants:
Yangtze River Delta and Jing-Jin-Ji, are appropriately treated as distinct relevant geographic markets.
Noted in Section 3, the Yangtze River Delta and Jing-Jin-Ji regions are large, separate economic areas
with multiple airports and surface transport links. Passengers originating from Shanghai, Hangzhou,
Nanjing, or other Yangtze River Delta cities can access the same international gateways within a few
hours’ travel. The major cities within the specific regions are highly interconnected by extensive high-
speed rail and expressway networks. Separately, the same is true for those originating from Beijing,
Tianjin, or Hebei.



Defining the relevant market(s) for the alliance routes

Due to the proximity to other hubs along China’s eastern seaboard, we supplemented the
qualitative intuition with quantitative analysis of substitution patterns. To define relevant markets
for a given alliance route, we sought to examine how changes in the average direct fare on the
alliance route cause passengers to switch to other nearby routes. This highlights the possibility to
use econometric methods within the Assessment Framework to define relevant markets based on
customers” willingness to switch from alliance routes to other route options.

We approach this by estimating cross-price elasticities for a range of potential nearby route
candidates. Our approach involves estimating the passenger increase on nearby routes in the event
of a price increase on the alliance route, using Cirium monthly records of fares and passengers {{o
January 2014 to June 2025. The elasticities give us a little more confidence in the relevant
definition by identifying nearby routes which see increased passenger volumes when pri crease
on the alliance routes. This is a helpful step in identifying substitution patterns; it G'Q}Sonstrates
which nearby routes customers used as alternatives to the alliance route.

We began by testing a narrow definition of nearby routes and then ex?kéd how demand
substitution changed as the definition of “nearby routes” got progressivel der. The narrowest
definition of routes nearby to the AKL-PVG and AKL-PEK (nonstop) alliancg tes is (i) indirect routes
to PVG/PEK. We then expanded the definition to (ii) other routes in t &roundmg city area and, in
turn, (iii) economic region. We also examined (iv) other pot QQ ubs along China’s eastern
seaboard (including Hong Kong), ! and finally (v) all of Ch| &HBoth Auckland-centric and New
Zealand-wide market definitions are tested for each of (i) , resulting in a total of ten possible
nearby routes for each Alliance route. &Q~

To estimate elasticities, we used the following g§§€ral regression model where all variables are
in natural logarithm and our unit of analysis is a C~Le ar month:

In D;; g\g?” + B, In P{}
Where:
e InD;; denotes the total r1umb@§\c passengers that travel on nearby routes that are not the
alliance route.
e InP;; denotes the aveg@e%re paid by those that travel between origins and destinations
on nearby routes thah
e In P{j‘ denotes t: verage fare for nonstop flights on the alliance route.

re not the alliance route.

e fyandp, e parameters to be estimated. As all variables are in logs, these parameters
can be id;erpreted as constant elasticities.

In adva@;ve expect f; < 0 and f, > 0. That is, an increase in average fare on nearby routes,
InP;j, j ociated with reduced demand on nearby routes, In D;; and an increase in average fare
ont liance route is associated with increased demand on nearby routes In D;;. The models we
Q_@mte also included controls for seasonality (month and year effects) as well as time trends.

Q Due to the small numbers of observations, we estimate models in a Bayesian setting. 2 This
allowed us to impose priors for the elasticity on the alliance route, 8, which were informed by the
literature, specifically N(—1.25,0.25) (Perera & Tan, 2019). For the cross-price elasticity, B,, we
impose weakly positive priors N(0.20,0.20). In estimating these models, we address the risk of
endogeneity by instrumenting In PA with the NZ dollar exchange to US dollar rate. The identifying

1 This is a broad, functional definition of eastern China, spanning the coastal provinces from Liaoning in the north
to Guangdong, and Hong Kong, in the south. It aligns with international trade, shipping, and aviation markets, but
is different (i.e., broader) than political interpretations of “East China”.

2 Specifically, brms in R Studio.



Defining the relevant market(s) for the alliance routes

Table 1: Example of estimated cross-price elasticities of demand on nearby routes
with respect to AKL-PVG and AKL—PEK direct fares

Demand response Fare driver

to/from | AKL-PVG AKL-PEK
Indirect routes to same airport AKL 0.52"* 0.577*

P NZ 0.51%* 0.63%**
... plus surrounding city area - respectively, SHA | AKL 0.55%** 0.56%* v
and NAY/PKX airports NZ 0.47%¥ 0.56%* \V\'
. . . A}

... plus §urround|ng ecgnomlc region - AKL 0.62%* , Q\
respectively, Yangtze River Delta and Jing-Jin-Ji 0-47,(\)
regions NZ 0.64*** Oéﬁ\
... plus eastern seaboard from Liaoning to AKL 0.20** A@*
Guangdong (incl. Hong Kong) NZ 0.14 , §\\b.07*

AKL 0.33**% 0.15
... plus rest of mainland China NZ 0.2;&&& 0.08*

Notes: *, ** and *** denote statistical significance at the 95%, and 99%@5@9.9% levels. Monthly unit
of analysis; n=91 for AKL-PVG and n=70 for AKL-PEK. SHA: Shanghai H Qo International Airport. PKX:
Beijing Daxing International Airport (opened in 2019). NAY: Beiji anyuan Airport closed in 2019.
Estimates are based on aggregation of bidirectional fares and tr

ZOA
AY

assumption here is the exchange rates represent e>Qgenous shocks to demand that isolate the
effects of fares on demand. 3

In theory, the effects operating via In P;; nP{? can be interpreted respectively as the own-
price and cross-price elasticities of deman @ nearby routes. The cross-price elasticity of demand,
captured by the parameter f5,, is of pri&a®y interest. The larger the value of 8,, the stronger the
evidence that passengers on the alli route readily substitute the alliance route for other direct
or one-stop options on nearby ro@i

Table 1 presents a repre %tive example of the estimated cross-price elasticities of demand
for each nearby route opt@, with respect to AKL-PVG and AKL—PEK direct fares for one model
specification. * Here, t Yaefficients reflect the fractional change in passenger volumes on the
nearby route when #%es on the alliance route rise by 1%. For example, the upper right most cell
suggests that a 1Q§(crease in the average nonstop fare on the AKL-PEK route causes a 0.57%
increase in pasSewgers on indirect routes between AKL and PVG airports. The row directly beneath
reports th@ésponding increase across indirect routes between NZL and PVG.®

In ef}(\ice, our estimates of the own-price elasticities, 81, which were of a plausible magnitude,
thatmv, approximately -1. We found estimates of the cross-price elasticity, f,, were relatively
ive to the chosen model specification. This finding is not itself unusual. Cross-price elasticities
%often hard to estimate even in normal circumstances given that their magnitude depends on the
relative size of the two markets being compared. Such challenges are only amplified in this setting,
given the small number of observations. We also found our instrument was relatively weak.

3 We did not use the CNY (renminbi) exchanged rate as this is a managed float, rather than a fully floating currency.
4 A complete set of estimates is included with the Supplementary Data.

5 The asterisks (*, **, ***) mark coefficients that are statistically significant at conventional thresholds; (i.e., less
uncertainty associated with the estimate), although we emphasise that this does not -- in itself -- necessarily imply
a large or economically important causal effect.



Defining the relevant market(s) for the alliance routes

By examining patterns of cross price elasticities across nearby routes under different model
specifications, we gained some empirical insights that were useful for pinning down relevant markets
(i.e., the set of credible substitute routes for each alliance route). Consistent with the SSNIP logic, we
defined the relevant market for an alliance route as the point where marginally expanding the nearby
route definition shows declining cross-price elasticities, indicating that including expanded origins
and destinations no longer provides credible substitution for the alliance route.

The results in Table 1, for example, suggest the level of substitution tails off significantly as the
definition of nearby routes is expanded beyond the surrounding economic region. In particular, the
top six rows of coefficients (both columns) are suggestive of reasonably strong substitution pattérs
on nearby routes as broad as New Zealand and the relevant economic region. The effec;gf off
once the nearby route definition is expanded to include the eastern China seaboard andthan all of
China (i.e., the bottom four rows). Similar results were found for other model specifica({ S.

On balance, and when triangulated with other evidence, we suggest the crossp¥ice elasticities
are capturing useful insights about the viable alternatives within narrowest ?’Edefinitions and,
ultimately, the addition of less relevant alternatives for the broadest deﬁi{?{) s. We suggest that
immediately surrounding routes (involving Auckland and New Zealand aLn{o s) are viable substitutes
for many customers; however, farther away routes (i.e., those in oth.r parts of eastern China or
further afield) do not provide credible substitution for the aIIianceQQDtes.

2.3 Summary ?ﬁ%

Our conclusions broadly support the Applicants’ pro %d Chinese “catchment areas” as the
appropriate market definitions on the Chinese side. 'IQe Yangtze River Delta and Jing-Jin-Ji regions
are large, separate economic areas with multiple a'r@ts and surface transport links. The elasticities
indicate that many passengers treat routes @in each region as substitutable. By contrast,

expanding the market to encompass “all o ina” adds routes with little evidence of meaningful
substitution. It is not clear that one can ‘New Zealand—China” as a single market: substitution
does not appear to extend that br , and such a definition would mask actual competitive

constraints faced by the alliance onlgh AKL—PVG and AKL—PEK routes. On the New Zealand side,
departure ports anywhere in t%&mtry appropriately fall within the same market.

&



3 Descriptive analysis of relevant markets

Figure 1: Key cities and provinces in China

Overall, markets between ealand and China are dominated by inbound visitors (i.e., resident
in China), comprising ap%' sately 60.5% of all travellers for the year to June 2025. ® Most of China’s

international air traffjc# concentrated along the eastern seaboard (see Figure 1) where the
country’s largest rgg%golitan and economic regions are located. Long-haul services from the South
Pacific almost exglusively enter through these coastal gateways, including Hong Kong, and the cities/
provinces gfNguangdong (Guangzhou and Shenzhen), Shanghai, and Beijing. This strong
concentrﬁh of hub airports in China’s coastal regions dominate international connectivity

comp o inland provinces.

€ Yangtze River Delta (YRD) economic region (Auckland to Shanghai route) encompasses the
Q&nicipality of Shanghai and the provinces of Jiangsu, Zhejiang, and Anhui. Several nonstop flights
Qhave operated between New Zealand and the Yangtze River Delta (NZ-YRD). Air New Zealand has
operated nonstop flights between Auckland and Shanghai since November 2006. China Eastern
launched a seasonal service on the same route in December 2014 that has since moved to a year-
round schedule. Since 2023, China Eastern has also operated flights between Auckland and
Hangzhou.

5 According to Statistics New Zealand, 248,391 overseas visitors arrivals reported China as their last permanent
residence, relative to 162,396 NZ-resident traveller arrivals visiting China (Statistics New Zealand, 2025).



Descriptive analysis of relevant markets

Figure 2: Size of relevant markets by passenger volumes, 2014-2025
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The Jing-Jin-Ji economic regio@ckland to Beijing route) integrates the municipalities of Beijing
and Tianjin with Hebei Provin@ here has never been more than one nonstop between New
Zealand and Jing-Jin-Ji (NZ t a given time. Air New Zealand operated direct flights between
Auckland and Beijing fro ?u 2008 until June 2012 when they exited to focus on Shanghai (Hembry,
2012). Shortly after%?ﬁplicants’ alliance was authorised, Air China launched a direct Auckland to
Beijing flight in DeQ_ er 2015 that continues to operate.’

Figure 2 iI@ates how demand in both markets is highly seasonal. The NZ-YRD market is the
larger of th o markets. NZ-YRD has recently averaged almost 30,000 O&D passengers in peak
months,@(ceeding 40,000 when connecting passengers are included. The New Zealand to Jing-Jin-Ji
(NZ-%@E smaller; with recent monthly volumes that are a little less than half of those in the NZ-YRD
m t. NZ-JJJ passenger volumes grew considerably in the period the introduction of a direct flight

een Auckland and Beijing (December 2015) shortly after the alliance began.

3.1 Descriptive analysis of New Zealand - Yangtze River Delta market

As the country’s leading hub for trade, finance, and advanced manufacturing, the Yangtze River Delta
economic region contributes a substantial share of national GDP and plays a key role in global supply

"From 2016 to 2019, Tianjin Airlines (GS) operated a flight between Auckland (AKL) and Tianjin (TSN) that is recorded
in some outlets as a direct flight. This flight operated with a technical stop in either Xi'an (XIY) or Chongging (CKG),
both in central China. For analytical purposes, and from a consumer perspective, this is appropriately categorised
as a one-stop flight.

10



Descriptive analysis of relevant markets

Figure 3: Market shares in the New Zealand - Yangtze River Delta market, 2014-2025
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chains. Aviation infrastructure is c%tkal to regional integration, anchored by four major international
airports: Shanghai Pudong Intggn®tional Airport (PVG), Shanghai Honggiao International Airport
(SHA), Hangzhou Xiaoshan I&national Airport (HGH), and Nanjing Lukou International Airport
(NKG). Pudong serves the region’s main international gateway, handling long-haul
intercontinental flights acting as a major air cargo hub. Honggiao, closer to central Shanghai,
primarily support%ﬁfmstic and regional business travel, linking the YRD to China’s political and
commercial centyeSwith high frequency. Hangzhou Xiaoshan complements the Shanghai airports by
serving both g}gowing international portfolio, and the technology and e-commerce industries
concentra@n Zhejiang. Nanjing Lukou, the key hub of Jiangsu, supports regional business
conne&ﬂ}i and provides international links for the province’s industrial base.

SQ?~ Market shares

Qgralysis of market shares and airfares focuses on origin and destination (“O&D”) passenger traffic
only, regardless of whether they travel nonstop or via connections. Unlike connecting passengers
who are not constrained by the options in the market, passengers beginning and ending their journey
in New Zealand and the YRD are the consumers for whom NZ-YRD services are the relevant
competitive options. The breakdowns of market shares and airfares also focus on the ‘marketing
carrier’ that sells the ticket and therefore holds market power at the point of sale (Ministry of
Transport, 2025b). (Section 3.1.3 decomposes passenger share by operating airline.)

Figure 3 outlines how market share in the NZ-YRD market has evolved since 2014. In the year
ending June 2025, the Applicants’ held an average market share of 48%. China Eastern has expanded

11



Descriptive analysis of relevant markets

Figure 4: Average fares in the New Zealand-Yangtze River Delta market, 2014-2025
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Q
its market share over time, from an{verage of 20% in the year ending January 2020 to 23% for the
most recent year of data (endi e 2025). Alongside China Eastern’s recent announcement of a

new Shanghai-Auckland-Bue Aires route, this pattern does not suggest that the alliance has
dissuaded China Eastern f entering and expanding in the market. China Southern one-stop sales,
commonly via Guangzh@ rom either Auckland or Christchurch, have averaged 12% recent market
share. Other indir@\’carriers, including Hainan Airlines and Cathay Pacific, offer additional
competitive con tth (recent average share: 16%).

N/
3.1.2 Av e fares
e

Figure@jeports average fares in the NZ-YRD market. Values are imprecise (due to the lack of credible
fa mss data) but suggest comparable average fares across major airlines serving the market.

chtside of Covid-19, the average fares offered by the Applicants appear equal to, or slightly below,
chose of China Eastern who are the alternative direct service provider in the market.

12



Figure 5: [Average fares by fare class for the Applicants’ Auckland to Shanghai route, 2015-
2025
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[Fare aggregate figure acted from Cirium are broadly consistent with trends in specific fare
class, based on data pr% by the Applicants outlined in Figure 5.]

3.1.3 Passenger, es by operating airlines

Several additi n'élpatterns emerge when focusing on passenger share according to the airlines who
carry passe , rather than those selling the tickets. Figure 6 decomposes the share of passengers
by opera{ airlines. The analysis includes both O&D and connecting passengers (i.e., all passengers
who “€ngaged” with the NZ-YRD market).

@1 the year ending June 2025, the Applicants’ direct Auckland to Shanghai service achieved an
Qgrage share of 32% of passengers travelling through the market (O&D and connecting combined).
China Eastern has significantly expanded its share from an average of 37% during the pre-Covid-19
year to 47% for the most recent year. This is reflective of the comparably high volume of connecting
passengers carried by China Eastern, particularly when considered against the earlier market share
analysis (Figure 3, “O&D” passengers only). Most remaining passengers travel via other one-stop
routes (recent average: 10%), and China Southern one-stop routes (recent average: 7%).



Descriptive analysis of relevant markets

Figure 6: Passenger share by operating airline in the New Zealand - Yangtze River Delta
market, 2014-2025
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Note: Data points reflect three month moving m 7}/ averages. Shares are based on bidirectional totals (sum of
each passenger in each direction), includin engers whose origin and destination are within the relevant
markets, and connecting passengers. T@vid—w affected period reflects Chinese and/or New Zealand
governmental restrictions on air travelJetWeen the countries, spanning February 2020 to January 2023. AKL:
Auckland, PVG: Shanghai Pudong,é—/\GQ)‘—langzhou.

"4
The introduction of @%%/Iliance’s service between Auckland and Beijing (December 2015)
coincided with a drop r%rr New Zealand’s passenger share in the YRD market. One possibility is that
the new Beijing rg aptured Air New Zealand passengers who previously travelled to/from/via
Shanghai. It is Iﬂﬁe that Chine Eastern’s decision around that time to transition from a seasonal

route to a y@vound route between Auckland and Shanghai, while also investing in considerable
extra cap 7was a bigger factor in Air New Zealand’s passenger share drop.

A

@ome relevant one-stop services to Shanghai involve long-haul flights where Air New Zealand
ha@ﬁer extensive cooperation agreements (including with Singapore Airlines and Cathay Pacific).
Q@ recognise that Air New Zealand does not coordinate with Singapore Airlines and Cathay Pacific

Qoutside of the jurisdictions covered by those authorisations (Air New Zealand & Air China, 2025b n.
61). Nonetheless, the issue of how Air New Zealand’s coordinated pricing on those long-haul flights
may have knock-on effects on the competition and pricing of one-stop services to YRD is of
significance to the authorisation decision. We return to this topic later in the report. We note in
Figure 3 that one-stops where Air New Zealand has shared or exclusive coordination power on the
key long-haul leg have a recent average 3% share of NZ-YRD passengers.

3.1.4 Direct capacity

Two of the three direct services in the NZ-YRD market link Auckland and Shanghai Pudong (PVG)
airports — one operated by Air New Zealand as part of the alliance and the other operated by China

14



Descriptive analysis of relevant markets

Figure 7: Capacity (nonstop seats) in the New Zealand - Yangtze River Delta market, 2014-
2025
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1.4).

>
Eastern. Since late 2023, %@Eastern has also operated direct flights between Auckland and
Hangzhou (HGH). ?‘

Figure 7 h|gh||ng>ht>w capacity on these services have changed over time. Since Covid-19, and

in contrast to p |d 19, China Eastern’s capacity in the market has outstripped that of Air New
Zealand. Acr ly 2024 to June 2025, China Eastern has offered 22,272 monthly seats in the
market ver ir New Zealand’s 16,099 (moving monthly average, three month window, both direct

routes N ined). For the most recent Northern summer season, Air New Zealand pointed to

s 9(2) )6)5 9(2)(ba)(i)  and weak post-Covid-19 demand as factors which caused them to trim capacity.

w Zealand state they intend to return to daily services for the Northern winter season and do

Q?m rule out adding capacity in the future “... where supported by underlying demand and
ommercial viability”. (Air New Zealand & Air China, 2025b, para. 1.4).

We revisit this topic later in the report as part of a wider discussion about post-Covid-19 recovery
of air travel between New Zealand and China.

3.1.5 Feeder traffic before/beyond New Zealand and YRD ports

Feeder traffic refers to passengers whose journeys on other routes connect into a long-haul hub and
who support the viability of a long-haul route or market. From the perspective of a long-haul
operator, feeder flows are important because they supplement demand from local passengers,
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Descriptive analysis of relevant markets

Table 2: Feeder routes before/beyond the New Zealand-YRD market, 2014-25

Before/ beyond NZ port Before/ beyond YRD port
Top 10 are all to/from AKL: Top 10 are all to/from PVG:

Rank | Route Pax. Pct. Route Pax. Pct.

1 Christchurch (NZ) 189,751  5.6% | Beijing (MU) 40,041 1.2%

2 Wellington (NZ) 90,877 2.7% London (VS) 34,483 1.0%

3 Queenstown (NZ) 54,803 1.6% Frankfurt (LH) 33,055 1.0%

4 Dunedin (NZ) 22,397 0.7% Fuzhou (MU) 25,920 0.8%

5 Palmerston N. (NZ) 16,698 0.5% | Osaka (MU) 24,743 o 7% {.?‘

6 Napier (NZ) 10,047 0.3% Osaka (CA) 21,690

7 Nelson (NZ) 9,055 0.3% London (MU) 20,344 @

8 Tauranga (NZ) 8,439 0.3% Paris (AF) 19,966 & 6%

9 New Plymouth (NZ) 5,565 0.2% Zurich (LX) 18, 568 0.6%

10 Christchurch (JQ) 4,736 0.1% Qingdao (MU) 18, 0.5%
No connection 2,920,266 86.7% | No connection &O 63.3%
Total passengers 3,369,740 Total passengers A 3%3869,740

Notes: Figures reported are bidirectional totals (sum of each passenger ( ”PGQ(.”)‘ in each direction) for
immediate beyond/before connections. Both “O&D” and connecting passeﬁrare included. Totals do not
capture passengers who travelled on flights that were booked as part of te itineraries. The lack of data
for three stop itineraries in Cirium is likely causing us to underestimat vo/ume of feeder passengers. NZ:
Air NZ, AKL: Auckland, JQ: Jetstar, PVG: Shanghai Pudong, M éna Eastern, VS: Virgin Atlantic, LH:
Lufthansa, CA: Air China, AF: Air France, LX: Swiss. &Q.

raising load factors and reducing per-passenger cos& routes that require high aircraft utilization
and fixed investments. Q‘

The availability of feeder traffic also ha 'Smpetitive implications. Airlines with wider networks
and alliance partners can aggregate mor necting passengers through their hubs, strengthening
their market position relative to rival lack significant feeder traffic. Conversely, constraints or
foreclosure of feeder flows reduce.ﬂbe effective catchment for a long-haul service, diminishing its
competitiveness and viability.

While the Applicants d revenue share on feeder routes, they coordinate on pricing, sales,
marketing, and frequen handling. This enables both to coordinate traffic feeding into and out
of the long-haul rout e alliance does not involve commitments for either partner to provide an
her

exclusive feed to t@_

Combinin 'é&D and connecting passengers, Table 2 outlines the largest immediate feeder
routes for?g{yengers finishing beyond or beginning before their New Zealand and YRD ports. # The
table u irium data that does not include three-stop itineraries and excludes additional flights
take ﬁ)part of different itineraries (see Section 1.4). As such, reported figures likely understate the
t &ftent of feeder traffic and the patterns discussed should be treated as indicative.

Analysis of the Cirium data suggests that 13.3% of passengers come from behind or go beyond
the New Zealand port. 5 9(2)(b)(i); s 9(2)(ba)(i)

This rate of domestic feeder traffic is significantly lower than comparable figures in prior reports

8 For 95.9% of passengers, the New Zealand port is Auckland. 3.5% of passengers leave/enter New Zealand to/from
Yangtze River Delta region through Christchurch, mostly on one-stop routes offered by China Southern. A tiny
fraction leave/enter New Zealand through Wellington (0.4%) and Queenstown (0.1%) via a connecting stop in
Australia.
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(e.g., Brueckner et al., 2016). °® On Air NZ operated long haul flights, about a quarter of passengers
had a beyond/ behind connection in New Zealand. The volume of beyond/ behind connections on
non-Air NZ operated flights is significantly lower (contributing to the low overall averages reported).

Nine of the top ten feeder routes before/ beyond Auckland are operated by Air New Zealand.
Overall, 97.5% of passengers who take a flight immediately behind/beyond Auckland do so on an
Air New Zealand-operated service. This control over feeder traffic gives Air New Zealand leverage
on long-haul routes, as competing carriers depend on its domestic network to provide connecting
passengers.

A larger proportion (36.7%) of passengers take a flight behind/beyond the YRD port than z
port. Before/ beyond traffic is distributed reasonably even across a range of Chinese, Euro@ and
Japanese onward flights. \)

Five of the top ten feeder routes before/ beyond the YRD are operated by Chinaé?iern. Overall,
China Eastern feeders carry 55.9% of the immediate feeder traffic to and from t D port. When
considered alongside the previous patterns, this highlights how China Eastern§¥anes are filled with
connecting passengers to a greater degree than Air New Zealand’s fli &/This trend will likely
become more pronounced with China Eastern’s introduction of a Shang#Qi to Buenos Aires route via
Auckland at the end of 2025. O

3.2 Descriptive analysis of New Zealand - Jing-Jin-Ji markeé%

The Jing-Jin-Ji economic region is one of China’s most ir@nt economic clusters, integrating the
municipalities of Beijing and Tianjin with the Hebei Proy/nseE. In the northeast of China, it is a hub of
political authority, and industrial and technological éelopment, housing over 100 million people
and generating a GDP comparable to that of mennum-sized countries. Aviation plays a key role in
connectivity and growth, with three major int ional airports serving as gateways: Beijing Capital
International Airport (PEK), Beijing Daxing | @national Airport (PKX), and Tianjin Binhai International
Airport (TSN). Beijing Capital is a criti for government and diplomatic travel, reflecting its
proximity to China’s central political {iRgtutions. Beijing Daxing, inaugurated in 2019 with a starfish-
shaped terminal, was designed % se congestion at Capital and to position Beijing as a global
aviation hub, particularly for g-haul international business connectivity. Tianjin Binhai, while

smaller, is strategically signj t as a base for low-cost carriers and as a cargo hub supporting the
manufacturing and exp iven economy of Tianjin and Hebei.
A

3.2.1 Market sh

Figure 8 report?‘market shares in the NZ-JJJ market since 2014. As above, analysis of market shares
and airfare ses on origin and destination (“O&D”) passenger traffic only, regardless of whether
they tra nstop or via connections. The breakdowns of market shares and airfares also focus on
the ‘m@rketing carrier’ who sells the ticket.

®)
K

% This study suggested that almost half of Air New Zealand long-haul passengers travelled before/ beyond Auckland,
and around one third of passengers on Air New Zealand’s alliance sector flights travelled before/ beyond Auckland
(p. 76). Using Air New Zealand’s proprietary data may have allowed Brueckner and colleagues to look at distinct
passengers, which could result in a larger number than the bidirectional total. Even so, it is notable that feeder
aggregates for the NZ-YRD market are significantly below prior reported averages.
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Descriptive analysis of relevant markets

Figure 8: Market shares in the New Zealand - Jing-Jin-Ji market, 2014-2025
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N}
rect Auckland to Beijing service as part of the alliance with Air

achieved a market share of 40-50% (47% average for the most

one-stop services held an average monthly share of 53% across the
most recent year, and ineql@'e services operated by China Eastern, Hainan Airlines, and Cathay Pacific

0 suggest that a nontrivial fraction of the market share gained by the

Figure 11 also appe
Applicants upon i&/ction of the direct service came at the expense of China Southern one-stop
options. {

v/
3.2.2 Q\Q& e fares

Flgure@)reports average fare trends in the New Zealand - Jing-Jin-Ji market, aggregated across all
?’dsses Exit from the Covid-19 affected period coincided with a spike in average airfares,

éﬁlcularly among China Eastern and China Southern one-stop tickets. This spike appears settled
omewhat in 2025.

Since Air China introduced th
New Zealand, the Applicants
recent year). Airlines provig

Before and after Covid-19, the average fare on Air China’s direct AKL-PEK service has been below
that of most one-stop options in the market (excluding Hainan Airlines). This is notable in a situation

where there is a single provider of a premium (i.e., nonstop) flight in a market. Air New Zealand argue
that s 6(a)
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Descriptive analysis of relevant markets

Figure 9: Average fares in the New Zealand - Jing-Jin-Ji market, 2014-2025
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The Applicants state that B@ fares have decreased since the route was introduced in
December 2015 (Air New Z@w & Air China, 2025b, para. 1.4b). s92)®)i), s 9(2)(ba)()

Q/?‘
<
&
323 P s@; hares b ting airli
L. as. r snares by operating airiines

As wit =YRD, it is instructive to also examine passenger share (both O&D and connecting

pass @rs) according to the airlines who carry passengers. Since Air China introduced the direct

AL@%T’]d to Beijing service as part of the alliance, Figure 11 illustrates how it has achieved a
senger share of 55-65%, depending on the season (60% average for the most recent year).

One-stop services have offered sustained, viable alternatives. Figure 11 illustrates how the
passenger shares of the Air China-operated direct flight have oscillated with that of one-stop services
on a seasonal basis. This appears to be influenced by Air China’s increased direct capacity during the
Southern Hemisphere summer. These one-stop services (excluding one-stops operated by China
Southern or involving Air New Zealand coordinated long-haul legs) held an average monthly share of

27% across the most recent year, and include services operated by Hainan Airlines, China Eastern,
and Korean Air.
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Figure 10: [Average fares by fare class for the Applicants” Auckland to Beijing route, 2015-

2025
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Descriptive analysis of relevant markets

Figure 11: Passenger share by operating airline in the New Zealand - Jing-Jin-Ji market, 2014-
2025
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governmental restrictions on air trave/.«et een the countries, spanning February 2020 to January 2023. AKL:
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Ra)
%

Up to November 20 “e., prior to the introduction of the Auckland to Beijing direct route), an
average 44% of passen¥efrs travelling in this market used one-stops where Air New Zealand had

shared or exclusiv%ordination on the key long-haul leg. This has since dropped below 10% since
(most recent llm th of data: 7% average).

N/
3.24 D@?/capacity

In Figt@ﬁZ, the only direct capacity in the New Zealand to Jing-Jin-Ji market is provided by Air
Chj n the Auckland to Beijing route, as part of the alliance with Air New Zealand. Air New
and operated this route from before the 2008 Summer Olympics until June 2012 when they
Qexited to focus on Shanghai (Hembry, 2012). Since 2015, Air China have adjusted the direct
capacity based on a seasonal schedule with a full suspension during Covid-19.
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Descriptive analysis of relevant markets

Figure 12: Capacity (nonstop seats) in the New Zealand-Jing-Jin-Ji market, 2014-2025
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Q'

3.2.5 Feeder traffic before@ond New Zealand and JJJ ports

Examining all pass ?r’s engaged in the NZ-JJJ market, Table 3 outlines the largest immediate
feeder routes for pa e%ers finishing beyond or beginning before their New Zealand and JJJ ports.
As above, the tab&:s on Cirium data that does not include three-stop itineraries and excludes
additional flight&aken as part of different itineraries (see Section 1.4). Reported figures therefore
likely under, the true extent of feeder traffic.

A }ing to the Cirium data, the proportion of immediate feeder traffic is smaller in the JJJ

mar an comparable YRD figures at both ends. Just 7.2% of passengers come from behind, or go

d, their New Zealand port. As previously, nine of the top 10 feeder routes are operated by Air

w Zealand. An extremely high proportion (97.9%) of passengers with a New Zealand
efore/beyond flight are on an Air New Zealand-operated flight.

A little less than one third of passengers travel behind/beyond their JJJ port (30.7%). Feeder
trafficis spread across a range of locations, including domestic, Asian and European airports. Like Air
New Zealand at the other end, Air China carry an extremely high portion of this traffic. All of the top

ten feeder services are operated by Air China, and 88% of total before/beyond passengers take an
Air China flight.
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Descriptive analysis of relevant markets

Table 3: Feeder routes before/beyond the New Zealand-JJJ market, 2014-25

Before/ beyond NZ port Before/ beyond JJJ port
Top 10 are all to/from AKL: Top 10 are all to/from PEK:
Rank | Route Pax. Pct. Route Pax. Pct.
1 Christchurch (NZ) 36,553 2.6% London (CA) 21,782 1.6%
2 Wellington (NZ) 35,006 2.5% Shenyang (CA) 15,705 1.1%
3 Queenstown (NZ) 8,057 0.6% Dalian (CA) 10,420 0.7%
4 Dunedin (NZ) 5,445 0.4% Chengdu (CA) 8,466 0.6% v
5 Palmerston N. (NZ) 3,666 0.3% Qingdao (CA) 7,789 0.6% *l~
6 Napier (NZ) 2,049 0.1% Paris (CA) 7,436 O.5°>/$?~
7 Nelson (NZ) 1,852 0.1% Xianyang (CA) 7,152 %%
8 New Plymouth (NZ) 1,393 0.1% Harbin (CA) 6,904 "Q %
9 Tauranga (NZ) 1,307 0.1% Incheon (CA) 6,841 % 0.5%
10 Christchurch (JQ) 863 0.1% Frankfurt (CA) 6,612 ?* 0.5%
No connection 1,299,640 92.8% No connection 97 ,ﬁ% 69.3%
Total passengers 1,400,968 Total passengers 8%0,968
Notes: Figures reported are bidirectional totals (sum of each passenger (“PakX) in each direction) for
immediate beyond/before connections. Both “O&D” and connecting passeng&: included. Totals do not

capture passengers who travelled on flights that were booked as part ofsg e itineraries. The lack of data
for three stop itineraries in Cirium is likely causing us to underestima e volume of feeder passengers,
albeit probably by a small amount. NZ: Air NZ, AKL: Auckland, JQ:&stan PEK: Beijing Capital; CA: Air

China. &Q~
X

3.3 Summary 4

The descriptive analysis highlights the distin@ﬂaracteristics of each relevant market. In the NZ-YRD
market, competition is defined by dual n p AKL—PVG services (one operated by Air New Zealand
as part of the alliance and another op d by China Eastern) and a newer AKL—HGH link, with China
Eastern now operating more capagitk and gradually expanding its market share. The Applicants (Air
New Zealand and Air China) h higher share of O&D passengers. Post Covid-19, China Eastern
has achieved higher over% ssenger shares (accounting for connecting passengers also). In
contrast, the NZ-JJJ mar emains centred on a single nonstop AKL—PEK service operated by Air
China within the allia supplemented by one-stop alternatives that provide some competitive
constraint. Across %arkets, feeder traffic plays a salient role. Feeder volumes are more material
before/beyond the'Chinese port via the connecting networks of China Eastern and Air China. Air New
Zealand’s dpNgstic network generates a proportionally smaller fraction of feeder traffic
before/b the NZ port. In the next section, we consider potential counterfactuals, with a view
to congt %Ing how existing market conditions would change without the alliance.

\e
®)
K
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Counterfactual scenarios

4 Counterfactual scenarios

This section assesses the counterfactual scenarios submitted by the Applicants in the application,
alongside other relevant issues. A counterfactual scenario is an evidence-based “what if” that helps
understand what would likely happen if the alliance did not exist. It is not a prediction of the future,
but rather a benchmark used to compare against the actual situation with the alliance in place. Asking
how relevant markets might look in the absence of the alliance helps to unpack whether the alliance
improves outcomes for passengers and, more broadly, the New Zealand economy. \l~?~

We begin by considering whether it is appropriate to consider the factual against %ck—
and-white counterfactual of ‘without the alliance’, or whether there are viable scenari ween
the two extremes (e.g., a restricted or partial alliance). We then consider key arguﬁ ts in the
application relating to the Applicants’ counterfactuals on the Auckland to Shanghaj e (AKL-PVG)
and, in turn the Auckland to Beijing (AKL-PEK) route. We also address points d in third party
submissions regarding dynamic responses from other participants, or poteptMPparticipants, if the
alliance did not exist. A

A

4.1 Counterfactuals involving modified forms of the alliance OQ‘

Ministry guidelines outline how proposed conditions may be mmended by the Minister for
inclusion in an authorisation (Ministry of Transport, 2025a ﬁre such condition is an ‘agreement
restriction’, which would require the Applicants to excl rom their cooperation a route where
competitive detriments are believed to exceed benefjts. Yhis type of condition is most likely to be
applied when the alliance delivers most benefits on @ route which could be preserved, while a less
beneficial route could be excluded.

When asked to consider a scenario wh &%; alliance was authorised for only one of the two
routes, the Applicants made clear that “ Alliance would not operate on a split or partial basis”
(Air New Zealand & Air China, 2025a, g\8}. They stated that if either Auckland—Shanghai (AKL-PVG)
or Auckland—Beijing (AKL—PEK) Were.hxcluded from authorisation, cooperation between the carriers
would revert to arm’s-length gements reflecting “the baseline obligations of Star Alliance
membership” (Air New Ze?ﬁé‘ Air China, 2025a, p. 3). This would entail interline connectivity,
limited loyalty reciprocity. some access to each other’s networks, but without coordination of
pricing, capacity, reven@anagement, or sales and distribution support.

The Applican%@dsition is consistent with the symmetrical incentives of the alliance: each
partner contrib.;.tce one direct, revenue-sharing long-haul service (Air New Zealand operate

Auckland-S ai while Air China operate Auckland—Beijing). The symmetry breaks down if
cooperatiQwere authorised on one route only. The carrier operating the route excluded from
coordjgmatton would be left bearing the full cost and risk without the support of the alliance, while its

co %part would continue to enjoy joint benefits on the retained route. Such an arrangement
d create a misalignment of Applicants’ shared incentives to generate revenues across both
Qroutes, thereby undermining cooperation (see, e.g., Arslan, 2018). An agreement restriction would
also limit opportunities for schedule coordination and reciprocal network access, undermining the
connectivity gains claimed as benefits of the alliance.

This suggests that the appropriate counterfactual is a binary one: either the alliance is
reauthorised to operate across both routes or cooperation reverts to arms-length arrangements. In
our view, the economic incentives underlying the arrangement reinforce the Applicants’ position
that they would not maintain the alliance on a single-route basis. There do not appear to be viable
intermediate scenarios in which the alliance is sustained on one route but not the other. It is
therefore not appropriate to evaluate the factual against a counterfactual involving partial or
constrained versions of the agreement.
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Counterfactual scenarios

While the Applicants note that basic Star Alliance obligations do not guarantee access to
commercially attractive SPA rates, it appears reasonable that they would maintain arm’s-length
cooperation on market terms without the alliance, such as an interline agreement and basic
codeshare (Ministry of Transport, 2021, para. 168). ® These transactional arrangements are
qualitatively distinct from an alliance, as they do not involve coordination of pricing, capacity,
revenue management, or sales.

4.2 AKL-PVG counterfactual (New Zealand - Yangtze River Delta market)

4.2.1 Air China’s AKL-PVG counterfactual @

s 9(2)(b)(ii), s 9(2)(ba)(i) @v

As part of their counterfactual submission, Air China provided modelling 1, ﬁﬁss‘ 9(2)(b)(ii), s 9(2)(ba)

0)
& We
requested additional information about how load and fares had been '&ected, as well as the basis
for projected costs. We received a short response stating that the mglrﬂng is based on s 9(2)(b)(i), s

% 9(2)(ba)(i)
Given the lack of

detail across these areas, it has not been possible %’&’aw conclusions about the credibility of
estimates provided by Air China. O

It is significant that Air China has never opeq:e\d the Auckland—Shanghai route independently of
the alliance. In 2024-25, the airline operat ly 14 international routes from Shanghai Pudong
(out of 131 in total), none of which involve stralia, New Zealand, or the South Pacific. 5 6(2)

N\
Q) On this basis, the claim that 5 9@)®)(i); s 9(2)(ba)(i)

Q/Q is accepted as the most likely situation
if the alliance did not exist. &)

4.2.2 Air New Ze s AKL-PVG counterfactual
s 9(2)(b)(ii), s 9(2)(ba i)Q~

Q The data and information we have been provided are supportive of Air New Zealand’s
counterfactual s 9(2)b)(ii), s 9(2)(ba)() . The data also suggests that, without the
alliance, Air New Zealand’s competitive position in the market may somewhat erode.

Noted by the Applicants, the lack of support from Air China would likely make Air New Zealand
less competitive in the NZ-YRD markets with its AKL-PVG service. The Applicants state that Air China’s

105 9(2)(b)(ii), s 9(2)(ba)(i) Absent the alliance, an
ongoing codeshare appears plausible in the medium-term. Including a codeshare in the counterfactual is helpful for
separating the benefits that are truly incremental to the revenue sharing alliance from those that might occur under
reasonable arms-length cooperation.
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support helped Air New Zealand to secure better departure times and a reduction in ground times;
which both reduce costs and increase passenger convenience (Air New Zealand & Air China, 2025b,

para. 1.4). SO@MOS O@OH0O
]
°_________________________ TheApplicants also point to their collaborative sales

activities, which has strengthened Air New Zealand’s abilities in North and Mid-China (Air New
Zealand & Air China, 2025b, para. 5.24).

There are several other aspects related to Air New Zealand’s counterfactual that are worth
highlighting as relevant in later parts of the report. X

\

AsqQsted, greater volumes of passengers
@n to leverage their hub and domestic

come from before/beyond the YRD port (allowing China& r
route network) than come from before/beyond the Ngpott.

In addition, Figure 13 highlights how China Ea&gwave typically carried greater passenger loads
(i.e., fuller planes) across both directions thg@'&r New Zealand. Excluding months most severely
affected by Covid-19 restrictions (Feb 2020—@ 023), Air New Zealand’s flights to and from Shanghai
have operated at around 78.1% capacig&\:rsus 81.4% for China Eastern. The trend is somewhat
more pronounced (a) pre-Covid-19 b) on flights departing Shanghai (PVG). Since Covid-19
restrictions lifted (i.e., part-year , full year 2024 and part-year 2025), load factors on Air New
Zealand operated flights hav nced back a little more quickly than China Eastern flights,
particularly for flights dep @@Auckland (AKL). A contributing factor may be China Eastern’s
investment in additional c?%city, which has not been matched by Air New Zealand.

@,

Air New Zealand’s segmentation of traffic across potentially overlapping partnerships is a
broader topic that falls outside the scope of the present analysis. It is, however, worth noting that
there may reasonable medium-term options for Air New Zealand to improve its AKL-PVG
performance (outside of the alliance) should it choose to do so—primarily by adjusting its approach
to segmenting passengers to/from/through Asia.
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Figure 13: Load factors for nonstop flights between Auckland and Shanghai, 2014-2025
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numbers and seat data. Noted in Section 1.4, repo oad factors are likely a close approximation rather than a
precise measure. \X

@‘

4.3 AKL-PEK counterfactual (@ealand - Jing-Jin-Ji market)

é&fk counterfactual
The

underpins Air New Zealand’s counterfactual suggests that operating AKL-

Notes: Reported load factors are nondirectional ag%’s\(.? month moving window) based on Cirium passenger

4.3.1 Air New Zealand’s

high-level modellingAhs
PEK 2

11

Ghe most convincing evidence supporting Air New Zealand’s AKL-PEK counterfactual is its
torical experience with the route. Air New Zealand launched a service to Beijing in July 2008,
shortly before the Beijing Summer Olympics. The service was suspended at the end of June 2012,

with Air New Zealand attributing this to SIS SRR

SN
[
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Counterfactual scenarios

s 9(2)(b)(ii), s 9(2)(ba)(i)

Given the ongoing constraints on Air New Zealand’s long-haul operations §9(2)(b)(ii), s 9(2)
(ba)(i)

we consider it unlikely that Air New Zealand would re-enter the NZ-JJJ market absent the
alliance. In this scenario, the more plausible counterfactual is a reversion to the pre-alliance pattern,
where Air China’s absence from Auckland—Beijing would strengthen Air New Zealand’s passenger
share of the long-haul component of one-stop routes to/from Beijing, and reinforce the e &F
strategic choice to prioritise other Asian hubs (including Shanghai) over Beijing (Hembry, 2@‘

4.3.2 Air China’s AKL-PEK counterfactual &\)

Arguably the most important counterfactual question relates to the future of the A&\Tna operated
Auckland - Beijing route. 59(2)(ba)(i), s 9(2)(b)(ii)

A core tenet of the application is that the viability of the route d % on the combined
beyond/behind connections and sales networks of both airlines. 59@)® (ﬁfw (2)(ba)(i)

Auckland to Beijing within Air China’s international route olio

A theme in the application is that the Auckland terijlng service would be of limited benefit/
significance to Air China without the alliance. As t @pplicants note, “For other carriers (i.e. other
than Air New Zealand), New Zealand is generaIQg_L t one route on offer in their wider network and
they are not concerned with furthering Ne and’s wider interests or re-building New Zealand’s
tourism market per se. They are much m ely to exit services (or offer more limited services) if
they see better opportunities elsewher&XYAir New Zealand & Air China, 2025b, para. 5.9)

Itis helpful therefore to consiﬁ‘(he position occupied by the Auckland to Beijing service among
the overall portfolio of intergatiohal routes operated by Air China. Using Cirium, we collated
passenger volumes and sea @city across all international routes operated by Air China from China
and Hong Kong to exam|i ow the Auckland to Beijing service performed relative to Air China’s
other international ro% 4

For the year e@#Yg June 2025, Auckland to Beijing had the 39" highest passenger volume of 131
Air China opera‘tgd international routes. Across the year, the average load factor on the Auckland to
Beijing rou %) ranked 68" of the 115 routes where credible capacity data was available. This
suggeststRat the current Auckland to Beijing service makes a significant contribution to Air China’s
overal@ternational passenger pool, while generating satisfactory load factors.

Qn their counterfactual submission, Air China compared the Auckland to Beijing route to the

isbane to Beijing route launched by Air China in December 2017 (Air China, 2025, para. 3.2). Air
China suggested that both were comparable because they were Southern Hemisphere locations and
shared similar peak and off-peak seasons. §9(2)(b)(ii), s 9(2)(ba)(i)

With this in mind, it is interesting to note that Beijing
to Brisbane ranked 102" of Air China’s 137 international routes for passenger volume across the
February 2018 to January 2019 year, and 74th (of 118) for load factor (average 74%). This was well
behind the outcomes of the Auckland to Beijing route on both metrics during the same period (39t
for load factor and 33™ for passenger volume).
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Counterfactual scenarios

Changes to Auckland to Beijing demand without the alliance

Before applying a quantitative lens, it is worth outlining the qualitative changes that would shape
demand for the Auckland to Beijing service without the alliance. If the alliance did not exist, the first
order effect would be a loss of passengers, driven by a reduction in itineraries sold by Air New
Zealand on the Air China operated service. By “itineraries sold”, we are referring to passengers who
buy tickets for the route under the “NZ” airline code and flight number. When an itinerary is sold by
Air New Zealand, their code appears on the ticket issued, even though the flight is operated by Air
China.

Even if a standard interline SPA remained in place, creating the possibility for some theﬁxj
ticketing, Air New Zealand would have a weaker incentive to place traffic on Air China] rvice
without the alliance. Without metal neutrality (revenue sharing) on the Beijing route, thgre would
be fundamental shift in incentives: Air New Zealand may instead prefer to prioritise g one-stop
routes to the JJJ region, including its own Shanghai service and its other rout volving other
revenue sharing alliances (e.g., Hong Kong or Singapore). This shift would Iike@]iﬂcantly reduce
Air New Zealand sales on the AKL—PEK route. The reduction would be most %t among passengers
originating from behind Auckland (e.g., Dunedin, Wellington, Christ 'uﬂ‘c ) requiring domestic
connections to/from Auckland, as well as South Pacific origins. 2 Q.

There are likely also several ancillary factors that would i CU AKL-PEK demand absent the
alliance. These factors are arguably less certain and signiﬂc&?@or instance, Air China-marketed
passengers on Air New Zealand’s Auckland to Shanghai s%‘\ke may switch to Air China’s one stop
route between Auckland and Shanghai via Beijing. '\

Air China’s modelling O

Air China submitted the results of modelling \&Q‘h it claimed showed [“... that if the two airlines did
not cooperate SOR)B)NISOR)BE)) \%

N\
The accompanying caIcuIations_Ke% on a third-party analytics module which, like Cirium FM
Traffic, may underreport ticketsQoId by airlines on flights they do not operate. §9(2)®)ii), s 9(2)

(ba)(i)
o

v
&

We conductéd ®ur own analysis because we lacked the detail to assess or replicate the results
submitted by \Mir China. When asked for this detail, Air China pointed to a third-party analytics
module t sed, but the assumptions and formulae underpinning the analysis were not made
availa &( ir New Zealand & Air China, 2025c, p. 8). There was also no evidence that Air China
und od, or agreed with, the results that the third-party module had generated.]

K

12| ost Air New Zealand sales may include higher-yield passengers through corporate accounts and travel agents. As
part of the revenue sharing alliance, Air China’s Auckland to Beijing route has been a credible option for Air New
Zealand'’s business and government travellers, and agency channels. Some higher yield passengers in the NZ-JJJ
market valuing convenience and/or comfort may continue to choose the direct route, even if it was more difficult
or expensive to procure.
1 [s 9(2)(b)(i), s 9(2)(ba)(i)
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Quantifying the potential demand change

The Star Alliance relationship between Air China and Air New Zealand suggests that there would
remain some arms-length cooperation between the Applicants without the alliance. It seems likely
that there would be standard Star Alliance frequent flyer reciprocity, a SPA on market terms, and, at
most, perhaps an ongoing codeshare. ** These arms-length arrangements make it unlikely that Air
China’s Auckland to Beijing route would lose the entirety of Air New Zealand sales, absent the
alliance. Instead, the key question concerns the proportion of passengers on itineraries sold by Air
New Zealand who would be lost to the AKL-PEK route.

The lack of observations from a credible comparison period makes it challenging to esti éke?;
causal effect of Air New Zealand’s alliance participation on Air New Zealand sales of, -PEK
itineraries. We can, however, attempt to look at descriptive evidence from recent instanses where
Air New Zealand had similar incentives to sell codeshare itineraries. We searched fg[ ¥outes from
Auckland where Air New Zealand had a code sharing partnership but did not ope&m the route
itself. > These instances would be somewhat comparable to the incentives nted to Air New
Zealand to sell AKL-PEK itineraries if the alliance did not exist. Q/

The only nonstop route that fulfilled these criteria during the most r&cent year (July 2024-2025)
was Auckland—Nouméa (AKL—NQU). Aircalin has been the sole norg@ﬁ carrier between Auckland
and Nouméa since 10 June 2024 when Air New Zealand suspe (Q its AKL-NOU service. The fact
that Air New Zealand’s decision to suspend was driven by u in New Caledonia (Pollok, 2024),
among other factors, makes this route an imperfect compgcRoh. At the same time, it may be useful
as an indicative benchmark of Air New Zealand sales on égaeshare route from Auckland without a
direct Air New Zealand option. Q

Across the year, the Cirium FM Traffic data ested 2.1% of passengers came from itineraries
sold by Air New Zealand. The corresponding re for Air New Zealand sales on the AKL—PEK route
(with the alliance) is 5.7%. Acknowledgin @t both these proportions are likely understated (see
Section 1.4), the relative difference of, % between Air New Zealand sales with and without a
revenue sharing alliance may still b&i%uctive. s 9(2)(b)(ii), s 9(2)(ba)(i)

Conclusions regarding Aj VI%W’S Auckland-Beijing counterfactual

Our objective has héfwto use a different set of data to independently assess Air China’s claims
regarding the Au I@'nd to Beijing route without the alliance. We have examined the role of Auckland
to Beijing in A% ina’s network of international routes and used evidence from a comparison route

to approxi likely outcomes without the alliance. The data available offers some basic evidence
about tbé\\sustainability of the Auckland to Beijing route absent the alliance.

ife the relative magnitude of Air NZ sales with and without a revenue sharing alliance may be
ctive, the overall proportion of Air NZ sales are likely understated. 45 9(2)(b)(i), s 9(2)(ba)(i)

%

Even though we lack

145 9(2)(b)(ii), s 9(2)(ba)(i) A codeshare
appears plausible in the medium-term. Including a codeshare in the counterfactual is helpful for separating the
benefits that are truly incremental to the metal neutral alliance from those that might occur under reasonable arms-
length cooperation.

15 We would have preferred to also filter by Star Alliance partners, but no such routes exist.

16 As noted, the Cirium FM Traffic tends to underreport, perhaps significantly, ticket sales from marketing carriers
on flights they do not operate. [From what we can tell, the third-party analytics module used by Air China was
constructed in a similar fashion and exhibits similar limitations.]
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data about Air China’s costs to operate this service, a major decrease in these percentages (e.g., in
the region of 63.4% as above) would create a material impact for route viability. Assuming an
unchanged schedule, a decrease of this nature would make AKL-PEK one of the poorest performing
routes in Air China’s international portfolio in terms of load factors — below the performance of the
Brisbane to Beijing route for that metric prior to its suspension.

To some degree, it is almost certain that Air New Zealand sales onto the Auckland to Beijing route
would reduce without the alliance. Due to the recognised limitations in third party aviation datasets,
we expect that the true contribution of Air New Zealand sales to AKL-PEK demand is significantly
greater than the 5.7% discussed above. Based on the potential decrease in AK
revenue and passenger numbers without the alliance, it is plausible that conditions would for
Air China to exit the route without the alliance. \)

&

4.4 Dynamic responses from other participants or potential participants ?~

Third-party submissions are correct to note that other airlines might respond d ?r“nlcally and enter
the market in a counterfactual without the alliance (Christchurch Inter %I Airport Limited,
2025). In the past, entries by other airlines have not been a stable f r|§/Of these markets, or
related markets. Services launched independently by Chinese alrllnes? often proven vulnerable
to suspension or exit, in contrast to the applicants” unbroken pre (interrupted only by Covid-
19). Except for airlines with the benefit of a hub at one end of oute (e.g., Air New Zealand, Air
China, China Eastern), it is difficult to envisage other carrier taining a stable service (Brueckner
et al., 2016). This risk is particularly relevant given that @vid-w recovery in these markets has
been slow and average load factors remain below 80 perdent. A recent example is Sichuan Airlines’
temporary suspension of its Chengdu—Auckland sefWice over the Northern summer (AeroRoutes,
2025), with only a late-2025 restart now cc?éf:(med (Radio New Zealand, 2025). Such cases
demonstrate that while new entrants can creﬂ emporary bursts of competition, their long-term
sustainability is uncertain. N\

On balance, it did not seem appro e to include dynamic responses within our counterfactual
analysis. In the short run, airlines an{ ely constrained by their existing aircraft and slots. Similar to
“Cournot” competition, rivalry ut on the pricing of fixed capacity. In a Cournot setting, because
output is limited, prices remditvabove marginal cost (for airlines, this reflects the constraints of a
fixed fleet and slot portfoligy2an the long run, however, capacity can adjust and new entrants may be
drawn in if routes are su#figiently profitable, producing more “Bertrand”-like outcomes. In a Bertrand
setting, firms comp ainly on price, and rivalry pushes price down closer to marginal cost (for
airlines, this cor, onds to reassigning aircraft to profitable routes or new carriers entering a
profitable magket). This framing is useful because it highlights that dynamic responses may be
understoq disciplining force on a profitable route, regardless of the presence or absence of the

alIiance&\

e NZ-YRD market, this has played out through the introduction of China Eastern’s new route

@een Auckland and Hangzhou, as well as additional capacity investments between Auckland and

QS anghai. Stated simply, expansion or entry may occur if the underlying market conditions support
it, regardless of whether the alliance exists.

4.5 Summary

Based on the information above, we consider the competition effects of the alliance against a single,
binary counterfactual. In this scenario, cooperation between Air New Zealand and Air China reverts
to arm’s-length arrangements. The parties may maintain an interline agreement on market terms,
basic codeshare, and standard Star Alliance reciprocity, but there would be no coordination of
pricing, capacity, revenue management, or sales and distribution.
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We do not consider partial reauthorisation—where the alliance is a t&&sed for only one
route—because the incentive structure of the alliance depends on the etry of each partner
contributing one long-haul service. Removing that symmetry would undé{mine the alliance. We also
exclude dynamic responses by other carriers from the counterfactu@
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5 Competition effects

Competition effects refer to the ways in which the alliance may change the level and nature of rivalry
in the market. Alliances can increase demand and generate efficiencies, but they can also reduce
competitive pressure where participating airlines no longer act as independent rivals. We consider
whether the alliance concentrates the market in ways that could give the partners scope to raise
fares, limit capacity, or reduce service quality; and whether these potential detriments are
outweighed by other benefits to consumers and the wider economy. \l~?~

Advanced methods such as difference-in-differences (DiD) (Ministry of Transport, 2025b %not
suitable for assessing the competitive effects of the Air New Zealand—Air China alliance. Di quires
both a credible control group of routes with comparable market dynamics and sufficie -alliance
data to establish parallel trends. Neither condition is satisfied in this case. In the NZ- market, only
one full season of pre-alliance data exists, which is insufficient to demonstrat ether fares and
capacity followed a stable trend. In the NZ-JJJ market, there are no obser months of direct
services before the alliance, so the counterfactual cannot be empirically es(g ished. These gaps are
compounded by over three years of Covid-19 restrictions which brokea\tinuity in relevant markets

and disrupted key variables. O
If data were more complete, structural differences bet these markets and potential
comparators (for example, passenger mix, slot access, and ¢ titive dynamics) would still make it

rather difficult to defend basic DiD assumptions. Taken @e her, the lack of sufficient or any pre-
alliance data, the absence of a suitable control group, aqj the Covid-19 impact mean it is problematic
to pursue advanced analyses. Examining simpler d@ iptive and cross-sectional approaches may
provide a more credible basis for evaluating co ition effects.

Within the constraints of the data, two@g’ced guestions guide an assessment of the alliance’s

iy _ N\
competitive effects: \é

e How does the alliance resh ompetition in the New Zealand—Yangtze River Delta (YRD)
and New Zealand—Jing—JinQD( 1)) markets? Has it primarily redistributed existing passengers,
or expanded (or redu @ market size; for example by enabling more frequent, convenient,
or higher-quality segés?

e Absent the alliak¢e, what competitive options would consumers face? Would those options
deliver gre oice, convenience, or affordability?

These question-s\are considered against the backdrop of the post-Covid-19 recovery, including
concerns t @%e Applicants have restored capacity more slowly than rivals.

5.1 @prlicants’ position

In %r reauthorisation application, the Applicants argue there is no competitive detriment
&ciated with the alliance because “the parties have never operated on the same route at the same
ime” (Air New Zealand & Air China, 2025b, para. 1.2). Expected competition analyses (see Ministry
of Transport, 2025, Table 2) are not included with the application. The Applicants state that they
discussed with the Ministry that “... given the lack of competitive overlap between the parties, this
alliance is not one where such tools are required.” (Air New Zealand & Air China, 2025b, para. 8.35)
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Claims that the alliance has no competitive detriment are inaccurate, in our view. Within the
Applicants” material, the position on competitive overlap is inconsistent. The Applicants assert there
is no overlap between the partners on the Beijing route irrespective of the alliance (Air New Zealand
& Air China, 2025b, para. 7.19). At the same time, they point to competing one-stop services as a
source of competitive constraint between New Zealand and Beijing (Air New Zealand & Air China,
2025b, para. 7.20 (a-d)). Several of these one-stop options involve connections via Hong Kong and
Singapore where the long-haul leg is operated or coordinated by Air New Zealand, through revenue
sharing alliances with Singapore Airlines and Cathay Pacific.

We recognise that Air New Zealand does not coordinate with Singapore Airlines and C YV
Pacific outside of the jurisdictions covered by those authorisations (Air New Zealand & na,
2025 n. 61) In the response to a request for additional information, Air New Zealand r their
position: “...These arrangements do not extend to co-ordination on pricing, capaut&\§ revenue
management (or otherwise) to/from Shanghai or Beijing. Any attempt to do so wou % outside the
scope of the relevant authorisations and raise issues under the Commerce Ac gapore Airlines
and Cathay Pacific manage the onward China sectors independently... Air Ne Z&and has no ability,
either legally or commercially, to influence the overall through-fare to Shav(g%eﬁ or Beijing.” (Air New
Zealand & Air China, 2025a, p. 2)

Nonetheless, the issue of how Air New Zealand’s coordinated p ‘@g on relevant long-haul flights
has knock-on effects on the pricing of one-stop services to % d PVG is not addressed by the
Applicants. We accept Air New Zealand’s statement that i ances with Singapore Airlines and
Cathay Pacific do not authorise coordination on onwa@na sectors. However, the economic
reality is that coordination on the long-haul leg (AKL— r AKL=SIN) gives Air New Zealand indirect
leverage over the overall through-fare to Beijing o&inghai, because that long-haul component

dominates the cost structure and effectively se e floor for end-to-end pricing. This means one-
stop options via Hong Kong or Singapore are r& fully independent competitive alternatives.

“Effective competition” is the fw@rmuple of the Assessment Framework (Ministry of
Transport, 2025b, para. 7). A thor analysis requires looking beyond the narrow legalistic
interpretation of the Appllcantsgtake an effects-based approach to recognising how Air New
Zealand’s indirect influence ma act airfares in the real world, even where onward segments are
not formally within the sco @coordination. Our intent is not to suggest that Air New Zealand’s
indirect influence is nece@ély good or bad for consumers, merely to establish Air New Zealand’s
direct influence on pricf@'on those long-haul legs creates the possibility for indirect influence over
one-stops into the {éﬁnt markets via Singapore and Hong Kong.

Prior to the~3LIiance, Air New Zealand already exercised shared or exclusive coordination power
on the lon sectors underpinning key one-stop services to Beijing (Figure 11). In the 2014
calenda yér, 48% of passengers travelling in or through the NZ-JJJ market used these one-stop
servic /S/\/ith the introduction of a direct Air China service under the alliance, this influence
ex ?ded further. In the first year of operation (Dec 2015—Nov 2016), the combined passenger share
outes where Air New Zealand could exert some degree of pricing influence (direct plus indirect)

ose to 67 percent.

[llustrated earlier by the cross-price elasticity analysis, and consistent with regulatory
precedents, one-stop services represent a credible competitive alternative for many passengers and
act to constrain fares on direct routes. The alliance therefore marked a qualitative shift in market
power. The practical impact of this shift will be discussed below. At the outset, it is important to
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recognise this as an empirical reality and to set aside the Applicants’ claim that the alliance entails
no competitive detriment. ¥

5.2 How does the alliance reshape competition in relevant markets?

We consider whether the alliance has increased the applicants’ market power and assess the
likelihood and extent of potential anticompetitive effects. This involves analysing changes in market
concentration using Herfindahl—-Hirschman Index (HHI) trends since 2014, alongside growth patterns
in passenger volumes and average airfares. These indicators help identify whether the alliance may
be associated with shifts in competitive dynamics. Each market is considered separately. \b?“

5.2.1 New Zealand - Yangtze River Delta $?~

Returning to Figure 2, the NZ-YRD market exhibited considerable growth in the years’fqﬁ%wing the
introduction of the alliance. Importantly, this coincided with the entry and expansidxXof direct AKL-
PVG flights by China Eastern, rather than further capacity investment from the cants.

As Figure 7 demonstrated, the alliance has not led the Applicants to ip&se capacity between
Auckland and Shanghai since 2019. China Eastern have invested in add@o al routes and capacity,
while Air New Zealand’s capacity has decreased post Covid-19. Q~

Figure 14 highlights how passenger and fare growth in t QIQYRD market have performed
relative to other markets between New Zealand and eastern C and Hong Kong. Passenger trends
reflect the growth difference (from the same month of th r year) between the relevant market
and other markets. After a period of high passenger groﬁ( following China Eastern’s entry and the
introduction of the alliance (thick black line), the RD market has since grown at a generally
slower rate than other markets. §9(2)®)(i), s 9(2)(Ba)()

NG
§
Table 4 reports changes in ttharket concentration of the NZ-YRD market over time. It uses a
Herfindahl-Hirschman Index ) as a standard measure of concentration, calculated as the sum of
the squared market shares firms in a market. Analogous to a merger on a given route, a revenue

sharing alliance treatin%?ﬁ\lew Zealand and Air China as a single ‘firm’. Higher HHI values indicate
th scores above 1,800 generally considered to reflect a more concentrated

greater concentratignNg
and less competit&arket.

7 There is also an acknowledged (small) competitive overlap on the Shanghai route associated with Air China one-
stop services via Beijing (Air New Zealand & Air China, 2025b n. 10).
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Figure 14: Passenger and fare growth in NZ-YRD and NZ-JJJ markets relative to elsewhere in
NZ-eastern China and Hong Kong, 2014-2025

Yangtze River Delta Jing=Jin-Ji
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Covid-19 affected == NZ - Yangize Rivéelta passengers == NZ —.Jing-Jin-Ji passengers
--- NZ- Yangtz‘:wver Delta fares === NZ - Jing-Jin-Ji fare

o

Notes: For each of NZ-JJJ and NZ-YRD, the trend @ﬂ\ect fare and passenger growth relative to other markets
between New Zealand and eastern China/ Hor@%g.

Fare trends reflect the difference betweer@erage fares in the relevant market versus other markets between
New Zealand and eastern China/Hon ng. In NZ-YRD, for example, average fares (thin black dash line) have
generally been higher than other m ré?s.

Passenger trends reflect the difference (from the same month of the prior year) in the relevant market
versus other markets. Sinc d-19, NZ-YRD growth (thick black line) has grown at a slower rate than other
markets between New Ze d and eastern China/Hong Kong.

Values are three m moving monthly averages. Analysis includes passengers whose origins and destinations
are within the ma&et. We use a broad, functional definition of eastern China and Hong Kong, spanning the coastal
provinces fropNgoning in the north to Guangdong, and Hong Kong, in the south. It aligns with international trade,
shipping,( %iaﬁon markets, but is different (i.e., broader) than political interpretations of “East China”.

C)\
le 4 reinforces the earlier descriptive statistics which suggested that NZ-YRD is a highly
@ﬁcentrated market. Outside of Air New Zealand’s share of the O&D market, a large fraction of the
Qemaining share is absorbed by China Eastern. There is evidence that the market is becoming less

concentrated over time, driven by the expansion of China Eastern. A reduction in concentration is
visible from 2015 until Covid-19.

One view offered in third party submissions that the alliance enables Air New Zealand to defend
its share of passenger volumes in the NZ-YRD market (Christchurch International Airport Limited,
2025). This would occur if, for example, Air New Zealand absorbs a moderate level of Air China sales
that would otherwise be distributed elsewhere.
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Table 4: Herfindahl-Hirschman indices for the NZ-YRD and NZ-JJJ
markets, 2014-2025

Year HHI- YRD HHH- JJJ
2014 4837 2008
2015 4207 2550
2016 3405 3351
2017 3037 2259

2018 2637 2196 \b?*
2019 2650 2199 $?~

2020 2373 2676
2021 z\\)
2022 RN
2023 4075 2987 Ko

2024 3193 2906 A

2025 2923 2832 AV

Notes: HHI: Herfndahl-Hirschman index. Larger HHI va %reﬂect a
greater degree of market concentration. Data from t@ eriod
affected by Covid-19 governmental restrictions ( 020 to Jan
2023) has been excluded. The alliance was ﬁr@ horised in
September 2015.

Vi
A

I\
It is accurate that Air New Zealand has held a simHQr share of the NZ-YRD O&D market since the
alliance began (see Figure 3), and that the alIianc&@ likely enabled this. 8 9(2)b)(ii), s 9(2)(ba)(i)

<
N4
1. s 9(2)(b)i), s 9(2)(ba)(i) §
=y

2. Air New Zealand’s aggre@pe fares in the NZ-YRD market have been, 59(2)b)ii), s 9(2)(ba)()

Q/ (Figure 4).

3. The investment hina Eastern does not support a conclusion that the alliance has
constrained oth¥ycarriers from investing in the NZ-YRD.

4. Air New Ze@a d’s flights to and from Shanghai have operated at around capacity. This zgg;(b
highlig{/‘t&a possible constraint on demand, rather than supply.

5.2.2 Ke}kg/ealand —Jing-Jin-Ji

Wer Q) China to stop operating the AKL-PEK route under the counterfactual scenario, the NZ-JJJ
m@ t would likely contract. The NZ-JJJ O&D market grew by 28.5% in the first twelve months after

€ Applicants introduced a direct route between Auckland and Beijing (increase of 23,197
passengers relative to 81,463 passengers in the previous twelve months). A further increase in the
second twelve months (total passengers: 128,425) exceeded pre-alliance O&D volumes by 57.6%. As
Figure 2 shows, and in addition to the increase in O&D passengers, there was considerable growth
in connecting passengers travelling through the market over the four years following the
introduction of the Applicants’ direct route.

Figure 14 illustrates how O&D passenger growth (from the same month of the prior year) in the
NZ-JJJ market has exceeded or equalled passenger growth in other markets between New Zealand
and eastern China/ Hong Kong. Passenger growth in the NZ-JJJ market (thick red line) significantly
outstripped other markets (from a low base), following the introduction of the alliance and then
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s 9(2)(b)(ii), s 9(2)(ba)(i)

Table 4 reports changes in the market concentration of the NZ-JJJ market over time. As above, it
uses a Herfindahl-Hirschman Index (HHI) as a standard measure of concentration. Over time, the
NZ-J1J market has exhibited a lower (but still significant) level of concentration relative to the NZ-YRD
market. While the Applicants hold considerable fractions of both O&D markets, the remaining share
is broadly dispersed in NZ-JJJ (versus concentrated on China Eastern in NZ-YRD). \l~

Consistent with the earlier market share statistics, the introduction of the alliance in ber
2015 is associated with increased levels of concentration in the NZ-JJJ market. After th@nitial HHI
spike, Table 4 suggests that the market became less concentrated up until Covid-19. &

Concentration in the NZ-JJJ market is in our view the secondary effect g mpetition. The
primary effect is the significant growth in the overall size of the market fo I%g the Applicants’
introduction of a direct service (e.g., Figure 2, Figure 14). In other Wordx& e alliance appears to
have expanded the overall pie between New Zealand and the Jir»g\Jin-Ji region, rather than

redistributing existing slices among competing carriers. O
5.3 What competitive options would consumers face with e alliance?
Without the alliance, consumers travelling between New nd and the Yangtze River Delta would

its Auckland—Shanghai service, while China Eastern become a strong and expanding rival with

continue to experience a reasonably competitive margfgmr New Zealand would likely still operate
both its Auckland—Shanghai and newer Aucklz\Q —Hangzhou services. One-stop connections,

including via Australia and Guangzhou, remain available and provide an additional
competition. While Air New Zealand argue hina Eastern holds structural advantages as the hub
carrier in Shanghai, Air New Zealand@rmance could to some extent reflect strategic choices

within its control about how it alloc eeder traffic across alliances, rather than insurmountable
disadvantages. The primary char@i(o the NZ-YRD market under the counterfactual might be a
redistribution of market share @ay from Air New Zealand due to fewer passengers coming from Air
China. The evidence does r&pport a conclusion that there would be immediate market entries
or exits if the alliance di V@ exist. Overall, the YRD market is likely to remain competitive without
the alliance, with co rs continuing to have several viable nonstop and one-stop options.

s 92)(b)i), s 9(2)(@(-|
X

Noted by ’@’plicants, such circumstances could mean that Air New Zealand’s direct service would
be less @\sc ive in competing with China Eastern (Air New Zealand & Air China, 2025b, para. 7.6).

s 9(2)%@»5 9(2)(ba)(i)
L
<

There are fewer nonstop options in the Jing-lin-Ji market, where the Auckland—Beijing service
operated by Air China is the only nonstop service. This service has been introduced and sustained by
the alliance. §92)(b)i); s 9(2)(ba)()
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Table 5: Post Covid-19 recovery of routes between New Zealand and China (including Hong

Kong), by route based on monthly peaks

Pre-Covid Post-Covid
Route Variable Peak Month | Peak Month | Diff. (#) Diff. (%)
AKL|CAN Passengers 27,601 Feb-17 | 27,875 Feb-24 | 274 1.0%
Capacity 32,220 Feb-17 34,274 Feb-24 | 2,054 6.4%
AKL|HKG Passengers 50,642 Feb-16 31,345 Feb-25 | -19,297 -38.1%
Capacity 88,277 | Feb-18 | 38,247 Mar-25 | -50,029 | -56.70%~
AKL|PEK Passengers 15,265 Jan-20 13,669 Feb-25 | -1,596 —AGS%
Capacity 17,971 | Jan-19 | 17,775 Feb-24 | -195 1%
AKL|PVG Passengers 30,318 Feb-19 | 32,177 Mar-24 | 1,860 &\ 6.1%
Capacity 38,032 Mar-18 | 40,056 Feb-24 | 2,0 ?“ 5.3%
AKL|SZX Passengers 7,532 Dec-19 | 6,354 May-25 | - & -15.6%
Capacity 9,252 Jan-20 7,787 Dec—24/l$,‘465 -15.8%
CHC|CAN | Passengers 14,743 | Feb-19 | 10,959 Jan-88-3,784 [ -25.7%
Capacity 18,027 Jan-19 12,932 J@@S -5,095 -28.3%
CHC|HKG Passengers 7,610 Feb-20 | 10,154 @‘n-ZS 2,544 33.4%
Capacity 9,520 Feb-20 11,857 Jan-25 | 2,337 24.5%

Notes: Figures reflect monthly bidirectional totals, averaged acros,

xenovmg 3 month window. Totals include

passengers whose origin and destination are within the re/e%g??arket as well as connecting passengers.

Auckland to Hong Kong recovery figures are affected by the exit
CAN: Guangzhou, HKG: Hong Kong, PEK: Beijing, PVG: Shan

ng Kong Air

i, SZX: Shenzhen, CHC: Christchurch.

lines in May 2019. AKL: Auckland,

Y

5.4 Recovery of direct flights to China ar@long Kong post-Covid-19

The issue of recovery of capacity an

senger traffic on the alliance routes post Covid-19 is

in third party submissions. Overseas visitor arrivals from

China remain well below pre Covi levels. The 248,391 overseas visitor arrivals from China for the

@ 9% of the corresponding figure for the year ending June 2019
d, 2019, 2025).

highlighted by the Applicants, as W§|

June 2025 year represents a
(421,113) (Statistics New Z

The data suggests t{faff Air New Zealand have lagged behind China Eastern in restoring capacity
between Auckland hanghai. Overall, however, it is not clear that the recovery of passenger
traffic, or seat c p@i‘ty, on the alliance routes is lagging behind other nonstop routes between New
Zealand and CQ% (including Hong Kong). ¢

Tab ’S?>Eports peak monthly volumes of passenger traffic and route capacity to China and Hong
Kon @pr to Covid-19 and compares them against peak volumes and capacity post Covid-19. It
in es passengers whose origin and destination are within the relevant market, as well as

Qﬂnecting passengers. On the Auckland to Beijing route, the peak of post Covid-19 passenger traffic
Q(February 2025, 13,669 passengers) is around 11% below pre Covid-19 levels (January 2020, 15,265
passengers). Peak monthly seat capacity has recovered to a level comparable the pre Covid-19 peak
on this route. This implies that demand, rather than capacity has been the constraint.

On the Auckland to Shanghai route, the peak of post Covid-19 passenger traffic (March 2024,
32,177 passengers) exceeds pre Covid-19 levels (February 2019, 30,318 passengers) by around 6.1%.
Peak monthly seat capacity post Covid-19 exceeds the pre Covid-19 peak by 5.3% or (2,024 seats).

18 As a more time passes, it will be possible to draw more meaningful conclusions based on annualised patterns.
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Table 6: Post Covid-19 recovery of AKL-PVG, by carrier based on monthly peaks

Post-
Pre-Covid | 3 mos Covid 3 mos

Carrier Variable Peak ending | Peak ending | Diff. (#) Diff. (%)
CANZ|AKL|PVG | Passengers | 17,468 Feb-17 15,043 Jan-24 | -2,425 -13.9%

Capacity 22,549 Mar-17 | 18,505 Aug-23 | -4,045 -17.9%
MU |AKL|PVG Passengers | 15,339 Jan-20 17,621 Mar-24 | 2,282 14.9%

Capacity 18,749 Jan-20 21,763 Mar-24 | 3,014 16.1“16_?“
Notes: Figures reflect monthly bidirectional totals, averaged across a moving 3 month window. Total. de
passengers whose origin and destination are within the relevant market, as well as connecting passeng@ CANZ:
the Air New Zealand operated AKL-PVG route governed part of the Air China revenue sharing allianseYMIU: China

Eastern, AKL: Auckland, PVG: Shanghai.
\?‘

We also decomposed the route level figures by individual carriers. For in e, it was argued in
a third-party submission that “[t]he alliance has not led to investment for a@é’uty growth from PVG
or PEK by the alliance partners. Other carriers outside of the alliance Maye recovered traffic faster
since COVID than the alliance has.” (Christchurch International Airpzﬁwited, 2025, para. 6).

China Eastern, who also operate AKL-PVG, is the only non—Aﬁgwce airline with a direct flight on
either alliance route. As Table 6 shows, China Eastern have ered passenger volumes and seat
capacity on the AKL-PVG route to a greater extent than t plicants. China Eastern’s post Covid 19
peaks have been 14.9% and 16.1% greater than pre Cayvid~19 peaks for passenger volume and seat
capacity respectively. In contrast, the Applicants’ po&ovid 19 peaks have been respectively 13.9%
and 17.9% lesser than pre Covid-19 peaks.

These patterns indicate that the Appli 'S‘s have not expanded their investments in line with
China Eastern on the Auckland to Shan o route. However, several additional factors are worth
mentioning. The Applicant’s load fact n this route do not suggest that there is significant unmet
demand, nor a significant differen -(&n average fares versus China Eastern (Figure 4). Returning to
points above, demand for Air é?ealand s flight would arguably be further behind China Eastern
without the alliance. The Aptpg&ts have also highlighted s 9(2)(b)(i), s 9(2)(ba)(i)

as factors contributing to investment decisions. Importantly,
the Applicant’s AKL- PV ute is not alone in a slow recovery towards pre Covid-19 peaks. Other

carriers operatmg%?y ealand to China routes —including Hainan Airlines (Auckland to Shenzhen)
and China South hristchurch to Guangzhou)— are similarly below their pre Covid-19 peaks.

5.5 Sum@y

Overa@e alliance has reshaped competition differently in the two markets. In the Yangtze River
D arket, growth since 2015 has been driven primarily by China Eastern’s entry and subsequent
nsion rather than by increased capacity from the Applicants. The alliance makes Air New
ealand’s service a more viable competitor to China Eastern between Auckland and Shanghai. In the
Jing-Jin-Ji market, the alliance has been central to sustaining a direct Auckland—Beijing service, which
expanded the overall market significantly following introduction. Post Covid-19, Air New Zealand’s
recovery on the Auckland—Shanghai route has lagged behind China Eastern. However, the Applicants’
passenger traffic and capacity on alliance routes are not out-of-step with the recovery of other
nonstop New Zealand—China services.
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6 Public value

The principal public benefit from the alliance is the continued operation of a nonstop service
between Auckland and Beijing. This service, established under the alliance, has provided direct
connectivity between New Zealand and China’s capital s 9(2)(b)(ii), s 9(2)(ba)(i)

its introduction in December 2015, the NZ—JJJ market grew
nearly 30 percent in the following twelve months, reflecting new demand stimulated by the dj
service. In this respect, the alliance delivers a clear incremental benefit beyond w he
counterfactual appears to support. The alliance also makes Air New Zealand’s service a@e viable

competitor to China Eastern between Auckland and Shanghai through, for exam Q. 9(2)(b)(ii),
s 9(2)(ba)(i)

Knock-on benefits likely include improved access for Chinese visitors to %\ﬁ?a\land, including
to areas beyond Auckland. While overall visitor numbers from China remﬁl elow pre-Covid-19
levels, the alliance may have contributed in a modest way to the recov f tourism flows and the
stability needed for future planning. ** More broadly, the alliance li advances government-to-
government engagement and commercial ties by strengther@ New Zealand’s aviation and
diplomatic links with the Chinese capital. é

Nl
&

¥ Tourism New Zealand (2025) provided a submission in support of the alliance, emphasising its role in marketing
New Zealand to Chinese travellers through Air China’s customer base, improving connectivity via Air China’s
domestic network, and delivering stability of services that enable long-term tourism planning. In June 2025, the
Applicants entered into a tripartite Memorandum of Understanding with Tourism New Zealand, committing NZD
S444k towards increasing inbound visitor numbers and promoting travel on the Alliance network (Air New Zealand
& Air China, 2025b, para. 4.2).
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7 Conclusions: The alliance’s net impact

The alliance likely affects the market between New Zealand and YRD by shifting some passengers
from China Eastern’s direct services to the Air New Zealand service. The alliance makes Air New
Zealand’s service a more viable competitor to China Eastern, but it is unclear that there would be
any entry or exit of operating airlines in the NZ=YRD market without the alliance. ?b9()%))(b)(ii), s9(2)
a)(l
The empirical evidence suggests that NZ—J1J is a distinct mar ‘i‘&
not well served by other routes between New Zealand and the eastern China seaboard.

We acknowledge potential competition concerns associated with the alliance, in one-
stop services to J1) where Air New Zealand has shared or exclusive ability to mﬂuence‘é pricing
of the long-haul leg. Available evidence suggests that this is a relevant but minor q% ern. The Air
New Zealand and Air China alliance does not involve the loss or consolidation of %c competition.
Even if the alliance mildly softened competition in the short term Wlt%{ ect to one-stop
alternatives, the prospect of longer-run entry or expansion acts as é\ sciplining force on

profitability.
OQ"

s 9(2)(b)(ii), s 9(2)(ba)(i)
these reasonsﬁonclude that the net impact of
the alliance over the proposed reauthorisation period is mov; ikely than not to be beneficial for
consumers and New Zealand. &

Where warranted, the Ministry may recomme@conditions to an alliance that sufficiently
reduce the competitive detriments, while enabllu& blic benefit. In this case, we agree with the
Applicants’ position that imposing a reauth ion condition (e.g., maintaining or increasing
capacity) would undermine their ability to r@e commercially motivated decisions. Given that load
factors below 80% are not unusual esoth routes, imposing this type of condition could
disadvantage the Applicants relative t@als. The underlying economic incentives indicate that the
alliance is sustainable only if it s both routes, so imposing an agreement restriction that
excludes one of the routes WO ake the alliance unviable.

7.1 Limitations of our @SIS

Our analysis is subjegt\ig¥several relevant limitations. First, we do not have access to the intricacies
of the Applicants)dgerational decision-making, which would provide relevant context to the
estimates prese-kted This type of information would normally sit within the detailed analysis
envisaged the Ministry’s framework. There were opportunities for the Applicants to provide
addition %alyas in some areas, which could have improved and expedited our assessment.

gdnd, our analysis does not anticipate the future recovery of tourism to and from China. Visitor

a &; remain materially below pre Covid-19 levels. While demand is gradually rebounding,

&jecting the precise rate of recovery would be speculative. Our analysis therefore uses current

data as the basis for assessing route demand, acknowledging that actual demand may change over
time.

Third, econometric treatment of competition effects, such as difference-in-difference analysis,
would have added greater confidence to our conclusions if viable. DiD requires both a credible
control group and sufficient pre-alliance data to establish parallel trends, but neither was available
in this situation. Only one full pre-alliance season exists for Auckland—Shanghai, none for Auckland—
Beijing, and over three years of Covid-19 restrictions further disrupted demand, capacity, and pricing.
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Even with more complete data, structural differences with potential comparator routes would
undermine such analysis. Descriptive and cross-sectional approaches were therefore more
appropriate for assessing competition effects.

Fourth, issues relating to Air New Zealand’s portfolio of international alliances are not the main
focus of this analysis. Going forward, there may be opportunities to revisit Air New Zealand’s
cooperative behaviour in totality, rather than on an alliance-by-alliance basis (Brueckner et al., 2016).
This could establish a helpful foundation for future assessments, including new authorisations
s 9(2)(b)(ii), s 9(2)(ba)(i)

Finally, our analysis relies primarily on Cirium traffic and schedule datasets, supplemented e
possible with Applicant-provided data. Cirium provides comprehensive coverage of internatighdl and
domestic aviation activity from 2014 onwards, but its datasets have relevant Iimitatio&‘@ineraries
sold by non-operating airlines are underreported. Unless an airline provides ific aircraft
configurations, seat counts are based on default settings, so reported capacities (giload factors)
are approximations. Fares are aggregated across all fare classes, as Cirium ?not consistently
capture airline-specific booking codes. In addition, itineraries with three or@ e connecting points
are excluded, though we estimate that such itineraries represent a smallshare of passengers. These
caveats should be kept in mind when interpreting results. OQ.
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