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income and wealth, increased demand for air travel and continued expansion of many Asia-based
carriers.
China occupies a unique place in the world economy. In 2014, China’s economy grew by 7.4%,
adding $US708 billion to China’s economy. This compares with growth of 7.7% in 2013 ($US676
billion), 10.4% in 2010 ($US649 billion) and 11.3% in 2005 ($US338 billion).2 While the rate of China’s
economic growth may have decreased in recent years, it is a negligible slowdown in context.
Moreover, it is expected that China will continue to outperform other major economies. In 2019, China
will account for 18.7 percent of world GDP, up from 15.8 percent in 2013, compared with 15.4%
percent for the US (down from 16.5), 3.9 percent for Japan (down from 4.6) and 7.7 percent for India
(up from 6.6).3
The relationship between Australia and China is expanding and diversifying. For example, the
Australia-China Business Council ‘2014 Australia-China Trade Report’ (see Attachment 1) found that:
•
•
•
•
•

one in every 58 businesses in Australia is involved in direct exports to China;4
nearly 200,000 Australian jobs are sustained directly as a result of direct exports to China;5
the benefit to Australian households of trade with China has increased from $3,400 in 2009 to
$16,985 in 2013;6
China is the largest importer of Australian agricultural products, the third largest buyer of
Australian manufactured goods and a growing market for the Australian services sector;7
business survey results have shown that:

Most respondents across most industries agree

‘Respondents across most industries agree that partnering with Chinese firms stands to
benefit their business. The increasingly competitive environment in China requires Australian
companies to search for new strategies in order to maintain their competitiveness. One of the
most common strategies embraced by Australian firms is to form partnerships with Chinese
companies. Chinese partners provide Australian firms with networks of potential clients and
suppliers, local knowledge, market access, and resources. Partnering with a State Owned
Enterprises (SEOs) provides Australian businesses entry into restricted industries such as
transport, and can potentially help them overcome local government restrictions and barriers
and IP protection.’8
Regional social, political and economic factors drive competition between international airlines on a
day to day basis and have a direct bearing on regional and local operations and business models. In
this context, the Proposed Conduct will have no detrimental impact on real competitive dynamics
within the Australia-China market.
To deny authorisation to the entire Proposed Conduct on the basis of one single route overlap is
inappropriate, particularly given that the Commission is otherwise satisfied that the Proposed Conduct
will not have a significant impact on any other area of competition.9
The relevance of hub competition
Within the area of competition that the Commission has recognised is relevant – i.e, the provision of
passenger air services between Australia and China – there is intense competition between ‘hubs’ to
attract passengers transferring into greater China.
Competition between hubs has intensified, given the wide ranging and substantial economic benefits
that flow from hub connectivity. The use of longer haul aircraft has also meant that hub competition
spans a wider geographic area, with hub competitiveness driven by frequency of connections, price
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and service quality.10 To attract carriers, hub ports compete not just on their geographic location,
which defines flight times for passengers, but also in respect of offering liberal open skies policies,
competitive landing charges and quality infrastructure that moves people and luggage efficiently and
quickly. To attract passengers, hubs compete by offering improved customer experiences, such as
lounges, shopping and eating facilities at airports as well as being sought-after destinations in their
own right for stop over traffic.
Airports actively compete to attract more through-traffic and fund expansion. For example, on 18
March 2015, Hong Kong Airport announced that it had received approval for the construction of a third
runway, made necessary due to increased traffic flowing through the hub. It was observed that:
“Strong growth in China has been a key driver of Hong Kong airport traffic. Most of the visitors
to the specially administered Chinese region come from mainland China, which is one of the
fastest growing air travel markets. For the rest of the world, Hong Kong is also a gateway to
China.”11
The constraint imposed on the Applicants by services operating through vigorous and effective hubs
in Hong Kong, Singapore and Kuala Lumpur is clearly articulated in the report by the Centre for Asia
Pacific Aviation (CAPA) Report attached as Attachment 2. The CAPA Report shows the significant
increases in capacity between Australia and China, including via midpoints such as Hong Kong,
Singapore and Kuala Lumpur and on new direct routes. The Report indicates between March 2010
and March 2015, overall connection capacity beyond the Hong Kong, Kuala Lumpur and Singapore
hubs to the top 15 Chinese airports more than doubled, including +126% beyond Hong Kong, +111%
beyond Kuala Lumpur and +191% beyond Singapore. At the same time, the Chinese hubs of
Guangzhou, Beijing and Shanghai have experienced a surge in connectivity growth with overall
connection capacity to the top 15 Chinese airports increasing by 60.6%, 93.2% and 262%,
respectively.
The Commission has previously recognised the nature of hub competition and the ability of hubs to
provide constraints on coordinated conduct. For example, in authorising the Qantas/Emirates alliance
the Commission acknowledged that:
•

taking a regional approach to assess dynamics, the alliance would be constrained by competing
services through alternative hubs such as Singapore, Hong Kong, Abu Dhabi or several Chinese
cities (in respect of passenger services between Australia and the UK/Europe);

•

Singapore Airlines had ‘the ability and incentive to compete aggressively in order to maximise
passenger traffic to Singapore and ensure its continued role as a key aviation hub in the region;’12

•

hubs such as Singapore and Hong Kong would constrain Qantas/Emirates,13 noting that
Singapore was a significant hub for air passenger transport services to points in Europe and other
points in Asia;14 and

•

‘there are a range of alternative hubs and airlines available to consumers wishing to travel
between Sydney/Brisbane/Melbourne and other points in Asia.’15

The significant constraint provided by Cathay Pacific and its Hong Kong hub in respect of the
Applicants’ pricing on the Sydney-Shanghai route is discussed further below.
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The structure of Chinese aviation
Chinese aviation policy explicitly endorses hub competition with carriers allocated hubs from which
they offer services seeking to serve the Australia-China market.
The Civil Aviation Administration of China (CAAC) is responsible for China’s national civil aviation
affairs. Its mission is to ‘enforce the unified supervision and regulation on the civil aviation activities of
the whole country in accordance with laws and State Council’s decisions, to issue regulations and
decisions concerning civil aviation activities within its jurisdiction.’16
CAAC is responsible for establishing guiding principles, policies and strategies for the medium and
long-term development of China’s civil aviation industry. It drafts civil aviation laws and regulations
and supervises their implementation, carrying macro-control over the industry.17 CAAC also puts
forward the pricing policy and economic regulation measures for the civil aviation industry, monitoring
the economic benefits of the industry and managing relevant budget funds.
In 2001, CAAC decided to merge the carriers it controlled into three large groups: China Eastern,
China Southern and Air China. The consolidation gave each of these three airlines a base in a
different region of China. Subsequent growth has meant that there is some overlap but the primary
hubs remain the same. China Eastern operates primarily from its Shanghai hub on the central-east
coast. Its secondary hubs are Kunming in the south-west and Xian in east China. China Southern is
based in Guangzhou in the south-east, with additional hubs in Beijing in north-east, Chongqing in
central west and Urumqi in far west China. Air China operates an extensive domestic network across
all regions in China from Beijing, Shanghai and Chengdu, with Beijing being its primary hub.
The Applicants have provided extensive information to the Commission in respect of the competitive
tension that exists with Chinese carriers operating out of different hubs to Australia, as well as with
indirect operators competing out of their own hubs.
The nature of airline co-ordination and the importance of a gateway strategy
The Commission acknowledges that the networks of Qantas and China Eastern are largely
complementary in terms of geographic coverage and destinations served. The Commission
appreciates that the Proposed Conduct will assist Qantas’ to establish a gateway to North East Asia.
However, the Commission is concerned that Qantas has chosen to form an alliance with its main
competitor on the one route between Australia and China on which Qantas operates direct flights.
The Chairman of the Commission has publicly stated that an alliance between Qantas and one of the
other Chinese carriers, such as China Southern or Air China, would be less concerning:18
‘Mr Sims said he would be less concerned with Qantas signing a joint venture with Air China
or China Southern and then launching new services to Beijing or Guangzhou as a result, even
if the partners dominated the market share.
"There, we would be more open to the argument that we are not flying to Beijing now, we will
do this alliance and then we will fly to Beijing," he said.
"…I think had this been an alliance with another Chinese airline that might have been very
different. If it was the case that the three Chinese airlines were flying out of each other's hubs
that would be different. But they are very hub-based competitors. They are getting together
with the entity that has the hub they fly to now.’
The commercial reality of the aviation industry is that alliances generally need to be based on the
ability for each carrier to deliver traffic to the other carriers’ gateway port(s). A gateway strategy
depends on there being either a ‘meeting’ of networks or at least some operational overlap to deliver
16
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these traffic flows. It would not be feasible for Qantas to achieve its gateway strategy with another
Chinese carrier in a port to which Qantas does not already fly or has no intention of operating,
particularly in respect of a market like China which has its strongest growth activity orientated around
secondary interior markets.
The Chairman’s comments were hypothetical only. Nevertheless, they suggest that the Commission’s
view is that coordination of overlapping flying would be justified in circumstances where one carrier
introduces a new service to a totally different hub. The reality is that this would not deliver a more
optimal outcome from a competition perspective than what has been envisaged by the Proposed
Conduct. Hypothetically, for Qantas to form an alliance with China Southern would require Qantas to
withdraw from Shanghai and/or Hong Kong and shift hubs to Guangzhou, leading to one more
operator on the Sydney-Guangzhou route but one less operator on the Sydney-Shanghai and/or
Sydney-Hong Kong routes. Since China Southern holds greater than 90% of the Guangzhou-Sydney
route,19 Qantas/China Southern coordination would present the same concerns as the Proposed
Conduct based on the Commission’s narrow city orientated approach.
The overlap with China Eastern in respect of the Sydney-Shanghai route that the Commission
perceives as the fundamental problem is in fact what underpins the entire arrangement and therefore
the mutual commercial interest of the parties to deliver the public benefits of connectivity, schedule
choice and terminal co-location. These benefits would not be possible in a scenario where there is no
operating overlap or meeting of networks.
The Commission’s concern with there being one overlapping route between Qantas and China
Eastern, yet the willingness to endorse alliances where there is no such overlap, suggests that the
Commission would prefer airlines to offer ‘virtual’ international networks rather than to retain operating
metal. In the Draft Determination, the Commission observed that:20
In Australia, Virgin has stated its preference is to expand its international network in Asia
through strategic alliances with existing carriers. In considering the proposed alliance
between Virgin and Singapore Airlines, the ACCC concluded that absent the alliance Virgin
would be unlikely to commence standalone services to destinations serviced by Singapore
Airlines.21
Allowing the Virgin/Singapore Airlines alliance because one carrier has chosen not to operate to a
particular port, yet denying the Proposed Conduct because both Qantas and China Eastern wish to
retain an operating presence on a single overlapping route seems counter-intuitive in the context of a
public benefits test.
It should not be the case that the Commission is only prepared to endorse ‘virtual’ alliances where
there is no operating overlap. It is pro-competitive for Qantas to retain its services on SydneyShanghai rather than retreat and deliver diminished public choice.
A more appropriate framework for competition assessment
Given this global and regional context, the high level legal and economic principles that are relevant
to assessing the Proposed Conduct include:
•

understanding that the Proposed Conduct will produce limited detriment in circumstances where
the Applicants have only one operating overlap;

•

taking a forward looking approach that recognises that competitive constraints are not static and
that strategic behaviour by market participants, including indirect operators on a route, can and do
affect competition22 particularly in an industry that is rapidly evolving;23
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•

recognising that arrangements equivalent to the Proposed Conduct are important to the efficient
functioning of the economy because they allow firms to diversify risk, redress underperformance
and achieve efficiencies such as economies of scale, scope or density;24 and

•

recognising that the Proposed Conduct will take place in a global, dynamic and innovative
industry in which there is a high and increasing level of actual and potential import competition.
This is demonstrated by the speed with which offshore carriers are expanding capacity and
improving product quality on routes between Australia and China.

Genuine, vigorous and effective competitive constraints exist
The Commission considers that Air China and the various indirect services provided by other airlines
on the Sydney-Shanghai route are likely to be weaker competitive constraints on the Applicants than
the Applicants are on each other.25 This gives insufficient regard to the realities of market behaviour
and pricing activity and places undue weight on the combined market share of the Applicants.
Market share is not determinative of the degree of constraint imposed. As the Commission and the
Tribunal have both acknowledged, while market share is an important element of any competition
assessment, it does not necessarily reveal (in and of itself) that firms holding such shares will be able
to act in a way to cause competitive detriment.26
The Tribunal has noted:
‘It is a simple exercise to take a snapshot of a market at a moment in time and see a
combined market share of 80 per cent. However, such as snapshot tells us nothing about the
conduct in the market leading to that market share, or about the potential interaction in that
market with other competitors within the market who have either recently entered it or who
have recently commenced an expansion of their activities in it.’27
‘Market share tells us nothing about future competitive initiatives and outcomes in the
market.’28
‘Further, although market share can be a significant factor in determining the extent of
competition in a market, we believe that prime attention must be paid to market conduct. A
structuralist approach that focuses heavily on an increase of market power by using market
share as a proxy to assess market power fails to assess the whole picture. If competition is a
process, then there must be significant, and on one view primary, focus on conduct and
behaviour. Strategic behaviour is thus a significant analytical tool for market analysis…’29
‘In particular competition analysis demands an assessment of what barriers to entry and
expansion exist in a market in order to discover what constraints operate to affect the
behaviour of participants in the market.’30
Competition is a long-run phenomenon and in a competition assessment ‘significant consideration
should be given to predictions of dynamic changes and competitive initiatives in the future by rival
firms.’31
While the Commission has accepted that indirect flights between Sydney and Shanghai account for
around 12% to 15% of all passenger traffic between Sydney and Shanghai (notwithstanding the
Applicants’ higher estimate), the Commission has not placed appropriate weight on the nature of the
competitive constraint these operators impose. In a merger context, the Commission has accepted
24
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that the constraint imposed by import competition can be sufficient to restrain merging parties in
circumstances where those imports constitute only 10% of the total market. The Commission has not
articulated why the position should be any different in the current context.
The fact that the airlines offering a one stop flight between Sydney and Shanghai price comparably to,
and on occasion significantly cheaper than, direct flights offered by the Applicants has a direct and
genuine bearing on Qantas’ pricing. Houston Kemp found there is no visible correlation between the
number of carriers on a route and the price charged, indicating that airfares do not appear to be
consistently higher when there are fewer operators of direct services (see Attachment 3).32 The
pricing activity of indirect operators on the Sydney-Shanghai route constrains, and will continue to
constrain, both Applicants.
The Commission has placed little or no weight on the fact that rival carriers have engaged in a
competitive response to the Proposed Conduct, primarily on the basis that the carriers didn’t explicitly
link their announcements to the Proposed Conduct and because the announcements do not relate to
increased capacity on the Sydney-Shanghai route. This view again ignores the realities of regional
competition. The various carriers are all fighting for a share of Australia-China traffic, carried over their
respective hubs.
Houston Kemp’s Report states that indirect operators have a strong incentive to compete to attract
passengers on the Sydney-Shanghai route, partly because they can reduce their unit costs by
increasing the number of passengers through their hub.33 The Houston Kemp Report concludes that
the indirect carriers impose a significant constraint on the Applicants between Sydney and Shanghai
and expects that they will continue to do so looking forward.34
Since the Proposed Conduct was announced on 17 November 2014, competitors have reemphasised their commitment to the Australia-China market through capacity additions and marketing
activities. As part of supplementary information provided to the Commission on 2 March 2015, the
Applicants referenced multiple examples of announcements from competitors reiterating their
intentions to actively compete in respect of Australia-China passengers. There have been further
similar announcements, even since 2 March 2015, for example:
•

on 10 March 2015, Cathay Pacific announced the up-gauging of aircraft (from an Airbus 330 to a
Boeing 777) on Cathay’s services between Sydney and Hong Kong.35 This will result in an 8%
increase in capacity, equating to approximately 89 additional seats on each relevant frequency
per week. Aircraft up-gauging is a way in which Cathay can continue to maximise its capacity
entitlements under the Air Services Agreement between Australia and Hong Kong. Up-gauging on
other services would be possible given existing unused entitlements and Cathay’s fleet options;

•

on 11 March 2015, China Southern announced that it would add a fourth weekly service from
Perth to Guangzhou, commencing in July 2015.36 WA Tourism Minister Kim Hames said the extra
service on the Guangzhou to Perth route would further increase the already impressive gains
made in the Chinese tourism market since the State Government first signed an agreement with
the airline in 2011. ‘Since that first flight, the number of Chinese visitors to Western Australia has
increased by 63 per cent to 37,400 people,’ Dr Hames said. ‘Last financial year Chinese visitors
spent $181 million in WA, making China our third biggest international tourism market in terms of
visitor spend;’

•

on 23 March 2015, Singapore Airlines announced that it will add a fifth daily service between
Sydney and Singapore from 30 July, bringing their services to 31 per week.37 The new service will
be operated by an A330-300 aircraft;
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•

on 27 March 2015, Xiamen Airlines confirmed it is looking to open routes to Sydney and
Melbourne from Xiamen using its Boeing 787 fleet.38 The airline plans to double the size of its
fleet to 240 aircraft within the next five years;

•

on 27 March 2015, Hainan Airlines announced that it is ordering 30 more Boeing 787 for delivery
from 2021;39 and

•

on 31 March 2015, China Southern indicated that it will be increasing its weekly flights between
Australia/New Zealand and Guangzhou from 46 to 53 during 2015.40

The effectiveness of these competitors in reacting to the Proposed Conduct will mean that Qantas
and China Eastern will not have any ability or incentive to increase fares on the Sydney-Shanghai
route. If this was attempted, it is highly likely to result in an immediate and sustained decline in
passenger numbers as customers switch to alternative carriers.
Public benefits have been given insufficient weight
The Commission has construed what a ‘public benefit’ is narrowly in the Draft Determination. As the
Commission is aware, public benefit is not defined in the Competition and Consumer Act 2010 (the
Act). However, the Australian Competition Tribunal has stated that the term should be given its widest
possible meaning. It specifically includes:
‘…anything of value to the community generally, any contribution to the aims pursued by
society including as one of its principle elements … the achievement of the economic goals of
efficiency and progress.’41
The Tribunal has accepted a ‘total welfare standard’ test as the most appropriate measure of public
benefit under the Act. The total welfare standard recognises that cost savings and efficiencies that
accrue to private firms are relevant:
‘It follows that cost savings achieved by a firm in the course of providing goods or services to
members of the public are a public benefit which can and should be taken into account for the
purposes of s90 of the Act, where they result in pass through which reduces prices to final
consumers, or in other benefits, for example, by way of dividends to a range of shareholders
or being returned to the firm for future investment. However, the weight that should be
accorded to such cost savings may vary depending upon who takes advantage of them and
the time period over which the benefits are received.
Our reference to, and adoption of, a total welfare standard - subject to a caveat regarding the
weight to be given to public benefits to the extent to which they are not shared among
members of the community generally - should not be seen as a new development in the
jurisprudence of authorisation. The expression is no more than an economic label describing
an analytical tool for determining net public benefit. It may be that this expression has not
been explicitly used by tribunals and courts during the history of Australian authorisation
decisions. Nevertheless, the doctrine and principles which it represents may be found
consistently in the decisions to which we have referred, commencing with QCMA, and it is an
appropriate standard to use given the objects sought by the Act and the language employed
in the relevant legislative provisions relating to authorisation.’42
The Commission has acknowledged that the Proposed Conduct will deliver certain public benefits,
namely through:
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•

allowing the Applicants to coordinate flight schedules on the Sydney-Shanghai route and thereby
spread departure times, providing greater choice for some passengers;

•

providing passengers on Qantas flights from Sydney to Shanghai with improved connectivity and
convenience when transferring to a China Eastern flight for onward travel;

•

enabling better scheduling of complementary services by the Applicants, thereby facilitating
greater connectivity between services;

•

potentially enhancing the attractiveness of the Applicants’ loyalty programs;

•

cost savings resulting from terminal co-location in Shanghai, which allows for more efficient
management of transiting passengers and streamlining of processes for handling freight being
transported to Shanghai by Qantas and onwards by China Eastern; and

•

promotion of tourism and trade between Australia and China.

However, the Commission determined that these public benefits were not sufficient to outweigh the
assumed competitive detriment. The dilution of the public benefit claims appears to be a misapplication of the relevant test. Read in the context of the Tribunals ‘total welfare standard’ above, the
other benefits that will flow from the Proposed Conduct should be given more weight.
Increased tourism benefits
Australian Government policy encourages tourism, which in turn deliver broader public benefits to
Australians. The Minister for Trade and Investment Hon Andrew Robb has noted an increase in tourist
numbers – already Australia’s largest services export industry, now valued at over $27 billion. He has said:

‘”The number of short-term international visitor arrivals to Australia rose 8 per cent to 6.7
million with visitors from China among the largest groups heading to our shores,” Mr Robb
said. “That number will only increase as the government continues to put in place the settings
needed to capture the growth in this market, including the introduction of streamlined visa
systems and the tripling of air capacity between Australia and China over the coming years,”
he said.’43
Having an Australian carrier with a strong presence in China is vital to this vision. One of the
objectives of the Tourism 2020 Strategy is to ensure that tourism transport capacity and infrastructure
is developed to allow increasing numbers of visitors to travel to and within Australia on a sustainable
basis (see Attachment 4). The development of a healthy aviation environment is one of five key pillars
underlying Tourism Australia’s China 2020 Strategic Plan (see Attachment 5). The Strategic Plan
includes to:
•

partner with government and industry to support commercially sustainable aviation capacity that
meets existing demand as well as immediate growth opportunities;

•

focus on expanding routes and securing more direct services from existing and new airlines.

The China 2020 Strategic Plan also notes the importance of ensuring that airlines’ existing services
are commercially sustainable:
A healthy aviation environment will be critical to the success of the China 2020 goal. More
planes, with more connections to more destinations in Australia, aligned to the Geographic
strategy will be essential to bring the increase in economic value to Australia. Tourism
Australia has strong co-operative partnerships with the major carriers servicing Australia –
Qantas, China Southern, Air China and Hainan Airlines – and will look to extend these
relationships in the short term. The first priority is to work with relevant partners to ensure
sufficient capacity to meet demand from existing and immediate growth markets. Focus will
43
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be on securing more direct services, expanding routes, new airlines (including third country
carriers and low cost carriers) and partnering with airlines in cooperative marketing to ensure
new and existing services are commercially sustainable.44
The Tourism 2020 Strategy specifically recognises the need to ensure that the tourism transport
environment supports growth, one of the objectives being:
Tourism transport capacity and infrastructure needs to allow increasing numbers of visitors to
travel to, from and within Australia. Governments will work in partnership with industry to
ensure the supply of transport capacity and infrastructure continues to move ahead of
demand and facilitates, rather than hinders, tourism traffic.45
Tourism Australia has stated that:
‘Aviation is a strategic priority for Tourism Australia in achieving the industry’s Tourism 2020
strategy targets. Australia’s international aviation capacity needs to grow by 40–50 per cent to
reach the Tourism 2020 goal of growing overnight expenditure from China from its current
A$5.3bn to over A$13bn by 2020.’46
In announcing the significantly expanded air capacity entitlements in January 2015, the Australian
Government made it clear that its policy was directed towards facilitating, rather than hindering,
airlines’ access to Australia-China services:
‘Removal of unnecessary regulation has also been a priority for the Government, and
Chinese agreement to remove any requirements for government approval of airfares in China
will further reduce regulatory burdens on Australian airlines doing business there.
The Australian Government is committed to ensuring that we have the aviation capacity
necessary to meet future demand into and out of foreign markets and recognises the potential
of Australia as a prime tourism destination within the Asia-Pacific region.’47
The value of the Proposed Conduct to facilitate tourism was acknowledged by several of the public
submissions supporting the Proposed Conduct. For example, the Tourism and Transport Forum
supports the Proposed Conduct and noted that:
‘…the ability of Qantas to transfer China Eastern customers to all the points in its Australian
domestic network is an additional boost for stimulating regional tourism. These links will
enable greater dispersal of Chinese visitors into regional Australia, where there are significant
investments being made to cater for the China market.’48
Tourism Australia has identified that there is currently a relatively low degree of ‘dispersal ‘of Chinese
tourists beyond the gateway cities in which they arrive. The Proposed Conduct can assist to change
this, by offering arriving tourists more options for onward travel on the Qantas domestic network.
In addition, the Proposed Conduct will facilitate sales and marketing of Qantas fares and products in
China. In particular, the Proposed Conduct will enable Qantas to better penetrate the China’s Global
Distribution System (GDS), Travelsky, which is a monopoly platform owned by the CAAC. The
platform has an inherent bias towards Chinese carriers and the expansion of China Eastern code to
additional Qantas services will better enable Qantas to compete.
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Increased trade benefits
The Proposed Conduct will enhance trade between Australia and China by facilitating the expansion
of services and improved connectivity and supply chain certainty for exporters. As has been
acknowledged in the context of Australia-China business cooperation:
‘One out of every three dollars of Australian export goes to the China. Fifty-four out of every
100 tonnes of China’s imported iron ore come [sic] from Australia. Australian service export
[sic] to China amounted to AUD 7 billion and 80% of the value was created by Chinese
students and tourists. Australia has become the eighth largest trading partner of China.’49
The Australian Government has announced a focus on promoting the export of services to Asia,
including to China.
‘China continues to be the leading market for Australian services exports, worth $7.5 billion in
2013-14; a figure Minister for Trade and Investment Andrew Robb says will only increase as
businesses capitalise on opportunities created through our recently concluded Free Trade
Agreement.’50
The Commission considers that any trade-related benefits resulting from the Fair Trade Agreement
(FTA) between Australia and China are not attributable to the Proposed Conduct.51 The Applicants
have not suggested that the Proposed Conduct, in isolation, could deliver the broader benefits that
the FTA contemplates. Instead, improved coordination and the potential for expanded capacity
through the Proposed Conduct is consistent with the FTA objectives and the Australian Government’s
policy of fostering closer economic relations with China, which in itself has been identified as a public
benefit for the Australian community at large.
Denying authorisation to the Proposed Conduct is inconsistent with these policy objectives because it
will increasingly marginalise Qantas, making its commercial participation in the Australia-China market
less sustainable which, as explained below, would ultimately be to the detriment of the Australian
community. Denying authorisation would also mean that China Eastern’s growth will be more
constrained, with less ability to successfully and sustainably introduce to new services or frequencies,
which is again contrary to government policy of encouraging greater ties and expansion of
relationships between the two countries.
Likelihood of expanded capacity and new routes and expedited growth of China Eastern
The Proposed Conduct is designed to facilitate and support China Eastern’s growth into Australia.
The terms of the Joint Coordination Agreement have the effect that Qantas subsidises and supports
China Eastern operations, which de-risks their expansion plans in a way that would not occur absent
the Proposed Conduct. [REDACTED – COMMERCIAL IN CONFIDENCE].
Private benefits to Qantas are public benefits to Australians
The Commission notes that the Proposed Conduct provides an opportunity for Qantas to expand its
product offering in North East Asia. However, the Commission considers that this represents a
significant private benefit accruing only to Qantas, rather than a public benefit.
This is contrary to the Tribunal’s assessment that:
‘[A]ny alliance which will strengthen Qantas’ ability to compete on the international scene will
be in the national interest, and therefore a public benefit, so long as there is no significant
detriment from such alliance which outweighs that benefit.’52
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‘We are satisfied that there is a demonstrable public benefit in Australia having Qantas
strengthened as an domestic international [full service airline] with an enhanced ability to
compete across international networks with LCCs and strong government-based airlines.’53
‘Australia needs a strong locally based airline to provide critical international, domestic and
regional links between markets and with trading partners on a commercially sustainable
basis. This is particularly important for a country of Australia’s size and geographic location.’54
The Proposed Conduct will deliver specific benefits to the travelling public, particularly when referable
to the counterfactual position which drives Qantas towards an increasingly marginalised position in a
key region of the world.
The Proposed Conduct will improve the international competitiveness of a key Australian business
and iconic brand. A strong and efficient Qantas is in the long term national interest. While other midpoint carriers generally expand services which ultimately deliver the majority of wider economic
benefits to their home ports, a locally-based network carrier has the incentive to provide long term,
comprehensive and sustained network coverage to Australian travellers and to promote Australia as a
tourist and business destination.
As a sparsely populated and geographically isolated country, aviation is central to Australia’s
economic prosperity. As Australia’s ‘home carrier’, Qantas provides the most comprehensive network
of domestic and international destinations for Australian travellers, providing important business,
leisure and trade links. Qantas also generates direct benefits for the Australian economy through local
employment, procurement and its support for the domestic tourism industry. Qantas generates
significant direct economic benefits to Australia through employment and spending on Australian
goods and services. It is a large direct employer of Australians and every year spends a substantial
amount on Australia-based product and services – from accountants to information technology
experts to florists, construction companies and hotels. Qantas buys from thousands of Australian
providers of foods, wines and beverages, with such patronage helping many small Australian
companies grow, develop and find new markets.
The fact that strengthening Qantas’ ability to compete effectively over the longer term would benefit
Australians generally was acknowledged in submissions supporting the Proposed Conduct. For
example, the Australian and International Pilots Association stated that: ‘
‘the future public benefit arises not only in terms of the benefits flowing to the travelling public
from a Qantas better able to compete more effectively in more markets, but also in terms of
the national interest benefit that accrues from having a national carrier driven by Australian
interests that is both a large scale employer and consumer of goods and services.’55
By contrast, the Draft Determination locks in the commercial and competitive advantage of the South
East Asian hub carriers, who have multiple daily frequencies from Australia connecting into China’s
major gateways and secondary cities. The Draft Determination drives Qantas towards a less
competitive proposition which, again, seems counter-intuitive to a public benefits test.
Clarification of the counterfactual position
The Commission considers that if the Proposed Conduct does not proceed, the existing codeshare
arrangement between Applicants will likely continue. Therefore, in considering the public benefits
likely to result from the Proposed Conduct, the Commission’s assessment is limited to consideration
of any additional public benefits of the Proposed Conduct over and above those already resulting from
the codeshare agreement.
The Commission is aware that, absent the Proposed Conduct, Qantas is likely to become increasingly
marginalised in respect of the Australia-China market. The Commission acknowledges that Qantas
would be limited in its ability to respond to increased demand for services to and from North East Asia
by increasing the scope of its network in the region. Specifically, Qantas would be unlikely to be able
53
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to expand its presence in North East Asia as effectively by relying entirely on codeshare agreements
as it would under the Proposed Conduct. Nevertheless, the Commission considers that the most likely
outcome absent the Proposed Conduct is that Qantas will continue to operate on the SydneyShanghai route and will increase its capacity on the route in line with underlying demand if it is
commercially viable for Qantas to do so.56
The Commission’s view of the counterfactual is short term and narrow. It ignores the realities of the
regional dynamics described above and the fact that the market is growing and evolving at a rapid
rate, particularly given the announcement of additional capacity entitlements under the Air Services
Agreement between Australia and China. The Commission’s view also does not give appropriate
weight to the fact that denying authorisation will increasingly marginalise Qantas, making its
commercial participation in the Australia-China market less sustainable which, as explained above,
would ultimately be to the detriment of the Australian community.
The Proposed Conduct facilitates Qantas’ growth in the Australia-China market in a way that would
not otherwise be possible. [REDACTED – COMMERCIAL IN CONFIDENCE] By being able to
expand its product offering by selling on China Eastern’s services and coordinating complementary
customer propositions, Qantas can improve its profitability and retain an operating presence to China
in the long term without the need for significant additional capital outlay.
The Commission’s stated concerns ignore commercial realities
The Commission’s concern with the Proposed Conduct is that it will give Qantas and China Eastern
an increased ability and incentive to unilaterally reduce capacity or limit growth in capacity and
accordingly to increase airfares.57 This reflects a misunderstanding of the commercial terms of the
Joint Cooperation Agreement signed by the parties.
[REDACTED – COMMERCIAL IN CONFIDENCE] In any event, the notion that Qantas would have
any ability to influence the decision making of such a significant, global, Chinese-Government backed
carrier like China Eastern is artificial and ignores commercial realities. The Commission should
assess the Proposed Conduct on the basis of whether any competitive detriment is likely to
materialise in these circumstances, rather than focussing on a hypothetical and totally unrealistic
possibility.
[REDACTED – COMMERCIAL IN CONFIDENCE] Houston Kemp found that the Joint Coordination
Agreement will:
‘enhance the ability and incentive of both Qantas and China Eastern to meet any increase in
demand through better utilisation of existing capacity…. [and] will reduce the risk to either
party of expanding capacity and so, relative to the status quo, will enhance the incentive for
investment in new capacity, thereby bringing forward the point in time at which such
increased capacity is likely to be provided.’58
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A capacity condition would resolve the Commission’s concern
A conditional authorisation seems unnecessary in circumstances where:
•

the Joint Coordination Agreement itself incentivises and subsidises China Eastern’s capacity
growth in Australia;

•

the Australia-China market is growing in terms of both capacity additions and customer demand;

•

the Applicants are price takers;

•

the market will pay only what the market will bear – fares for a given level of capacity when
airlines operate jointly are unlikely to be different, on average, from the fares that would be set
independently over that same level of capacity; and

•

the Applicants remain significantly constrained by other operators.

As set out above, the Commission has indicated that its concern with the Proposed Conduct is that it
will give Qantas and China Eastern an increased ability and incentive to unilaterally reduce capacity
or limit growth in capacity and accordingly to increase airfares.59
On a confidential basis, the Applicants provided the Commission with an outline of a proposed
capacity condition on 2 March 2015. In its Draft Determination, the Commission indicated it was
‘difficult, if not impossible’ to design a condition that would address its concerns about the Applicants
reducing capacity or limiting growth in capacity. Following the discussion with the Commission on 16
April 2015, a revised capacity condition has been considered and is included as Attachment 6 (Draft
Capacity Condition).
The Draft Capacity Condition specifically addresses the Commission’s stated concerns. [REDACTED
– COMMERCIAL IN CONFIDENCE] This Draft Capacity Condition, coupled with the commercial
terms of the Joint Coordination Agreement and the realities of global aviation, mean that the
Applicants will neither have the ability or incentive to reduce capacity or limit growth.

24 April 2015
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A message from the Chairman and
National President of the Australia
China Business Council
It is with great pleasure that I present to you the 2014 AustraliaChina Trade Report.
Commissioned by the Australia China Business Council (ACBC),
this report expands on the ACBC’s “Benefits to Australian
Households of Trade with China” report which, since 2009, has
tracked the steady rise of benefits to ordinary Australian households from trade with China.
This year’s report confirms the trend: two-way trade with China
per household increased to AUD $16,985 from $14,480 reported
in the 2013 ACBC report and has increased almost five-fold from
$3,400 in 2009.
The 2014 report provides exciting new insights into how the
structural changes in the Australian and Chinese economies
are set to increase the value to our respective economies and
households, based on a more diversified trade and investment
relationship and increased confidence in the early conclusion of
a Free Trade Agreement (FTA) with China.
Thanks to major sponsorship from the National Australia Bank
(NAB) and seed funding from the Australia China Council (ACC)
of the Department of Foreign Affairs and Trade (DFAT), the 2014
report goes further this year by analysing the impact of AustraliaChina Trade across industry sectors, including Australia’s integration with global value chains, and the flow-on effects for the
Australian economy down to the household level.
This year the ACBC conducted an exclusive business survey of
over 200 Australian firms engaged in Chinese business, predominantly from its membership. Supported by case studies from different industries and a new data source, the World Input-Output
Database, this report demonstrates that as in the preceding
years of the resources investment boom, Australian governments, firms and households have benefitted from AustraliaChina trade through GDP growth, tax revenue, employment and
higher real wages.
This is now enhanced by new growth opportunities in industries
such as agriculture, manufacturing, real estate, tourism, education, financial and professional services. Benefits of trade with
China are thus more broadly based than generally assumed.
Australian businesses have developed a complex and sophisticated view of Chinese markets, although business understands

that China is a challenging market. Perhaps this is not surprising,
since more than half the respondents to the survey have now
been in business with China for over five years. Indeed, those
Australian businesses that invest in China and export to China
are more likely to be profitable than those that do not. Thus,
critically, the report confirms that far from being detrimental to
Australian households and businesses, the relationship in its
growing complexity and diversity continues to benefit households and is helping make Australian businesses more competitive at home and in the international market.
As the premier business organisation dedicated to promoting
business and trade between Australia and the People’s Republic
of China, the purpose of the ACBC’s report is to provide a trusted source of data which can be used to contribute to an informed public debate and understanding of how fundamental
the Australia-China Trade relationship has become to Australian
prosperity. China is and will remain for the foreseeable future, our
biggest trading partner.
The 2014 report could not be more timely. This year, Australia
hosted the G20 Leaders’ summit and a state visit by President Xi
Jinping. The conclusion of an historic Australia-China FTA provides a baseline against which progress can be assessed. All
of us engaged in the Australia-China business relationship can
draw much inspiration from this report and for the future of this
extraordinary economic partnership.
On behalf of the ACBC Board and our membership I would like to
sincerely thank our sponsors, the NAB and the ACC for making
this important report possible, and one which has now become
a regular and respected reference for the bilateral relationships.

John Brumby
Chairman of the Board
and National President
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Executive
Summary
New Perspectives on Australia-China Trade
The AustraliaChina Trade
Report is the
first close
analysis of
the impact
of bilateral
trade between
Australia
and China.

As Australia’s bilateral relationship with China becomes more complex, so too does the way in which
Australian businesses and households are benefitting from engagement with our biggest trading partner
via diversifying trade, increasing investment, deepening integration into global value chains, and enhanced international competitiveness.
This Australia-China Trade Report breaks new ground by providing the first close analysis of the impact of
bilateral trade between Australia and China on Australia’s business and economic integration with global
value chains. It also extends the findings of previous reports by evaluating the latest flow-on effects of
Australia-China trade for the Australian economy right down to the household level.
Commissioned by the Australia China Business Council (ACBC), this report expands on prior versions
of the “Benefits to Australian Households of Trade with China Report (Household Report)” which, since
2009, have tracked the benefits to ordinary Australian households from trade with China. Through data
collection, analysis and illustrative Australian business case studies, these reports have consistently
demonstrated that the benefits from two-way Australia-China trade to average Australians – as consumers, workers, investors, tax payers and small businesses – have been positive and increasing over time.
Based on an exclusive business survey of more than 200 Australian ACBC member firms (the ACBC
Australian-China Business Survey), case studies from different industries, and a new data source, the
World Input-Output Database, this report demonstrates that, as in the preceding years of the resources
investment boom, Australian governments, firms and households continue to benefit significantly and
increasingly from Australia-China trade through growth in Gross Domestic Product (GDP), tax revenue,
employment and real wages.
Australian businesses have a complex and sophisticated view of Chinese markets and have been adept
and innovative in doing business in these markets. As doing business with China becomes more diverse
and demanding, Australian firms have demonstrated that they are ready to embrace those opportunities,
while being prepared for the challenges. Global value chains are reshaping global economic activity as
China emerges as one of three key global production hubs, along with the United States and Europe.
Our Global Value Chain analysis, the Australia-China Business Survey and accompanying case studies
confirm that the China market is providing new opportunities in industries such as agriculture, manufacturing, real estate, tourism, education and financial and professional services.
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Engagement
with China
makes
Australian
companies
more
competitive
and facilitates
integration in
global value
chains.

Main findings at a glance
1. Two-way trade with China per

Australian household grew 17 percent
from 2013 to AUD $16,985, and has
increased almost five-fold since 2009.
2. Australia’s trade with China as a share

of total trade has risen from 8 percent
in 2003 to 23 percent in 2013.
3. Direct trade with China has

contributed 5.5 percent to Australian
GDP – double that of agriculture,
forestry and fisheries combined.
4. One in 58 Australian workplaces is

involved in direct exports to China.
5. Nearly 200,000 Australian jobs are

sustained by direct exports to China.
The three largest sectors are mining
(72,000), hotels and restaurants
(38,000), and agriculture (18,000).
6. The engine of growth is shifting

from resources to other sectors
and industries. Australian nonresources exports to China are
growing in agriculture, manufacture
and services. Twenty percent of
Australian non-resources exports go
into Chinese final consumer markets.
7. Chinese demand for premium

and high quality Australian food
products, such as beef and meats,
has increased dramatically in the
last two years.

8. Chinese direct investment in

Australia is creating employment
and expanding opportunities for
cooperation in sectors such as
agriculture and real estate.
9. Far from being detrimental to

Australian households and
business, engagement with China
makes Australian companies more
competitive and facilitates integration
in global value chains.
10. Australia-China trade is

complementary: firms that do well
in China have a higher tendency to
stay in Australia and expand their
Australian workforce.
11. Australia-China trade and investment

present a range of strategic options
for sustainable business engagement
with China – from integrating more
closely along value chains, targeting
final consumer markets in China, to
partnering with Chinese companies.
12. Australian businesses are generally

positive about the opportunities
offered by an FTA with China, while
noting longer term challenges,such
as the ability to deal in RMB and
opening of industries for foreign
participation.
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Benefits to Australian Households
One in 58
Australian
workplaces was
sustained by
direct exports
to China in 2011.

Since the ACBC’s first Household Report in 2009, the benefit to Australian households of trade with China
has increased almost five-fold from $3,400 in 2009 to $16,985 in 2013.
After a year of subdued growth in 2012, Australia-China trade by household grew by 17 percent in 2013,
lifting two-way trade with China per household to AUD $16,985, up from $14,480 reported in the 2013
ACBC Household Report. In comparison, the amount of Australia’s two-way trade with Japan and USA,
measured per household, declined to $7,958 and $6,149, representing a three percent and five percent
decrease, respectively, from the previous year.
Most importantly for Australian households, the contribution of direct trade with China to Australian GDP
surpassed 5.5 percent in 2011, reaching $74,213.52 million. This means that trade with China contributed twice as much to Australian GDP as did agriculture, forestry and fishing combined. Nearly 200,000
Australian jobs were sustained by Australian exports to China. This translates to about one in 58 Australian
workplaces being sustained by direct exports to China in 2011, double the figure for 2007 and four times
that for 2001. Benefits to households of trade with China are larger than those of trade with any other
major trading partner.
In order to make these benefits sustainable, Australian businesses must remain agile and adaptable in
the increasingly competitive Chinese market.

Benefits to Australian Businesses
China is the largest importer of Australian agricultural products, the third largest buyer of Australian
manufactured goods, and a strong and growing market for the Australian services sector. The AustraliaChina Business Survey, the first such study to focus on Australia-China business integration, provides
unique insights on the opportunities available to Australian businesses in China, on contemporary issues
that impact on the ability of Australian companies to do business with China, and on industry-perceived
impediments and incentives.
The outlook of Australia-China Business Survey respondents on China business is markedly positive.
Nearly 90 percent were optimistic about their business prospects with China. The survey also shows
the complementarity of trade between Australia and China. Success in China plays an important role
for economic survival in a globally competitive marketplace. Firms that do well in China have a higher
tendency to stay in Australia and expand their Australian workforce.

“China is the largest importer of Australian agricultural products and
the third largest buyer of Australian manufactured goods.”
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Further, the survey results reveal that Australian
businesses have a complex and sophisticated
view of Chinese markets and are integrated in
Chinese value chains and through China in global
value chains. Australian businesses see their
domestic and international competitors gaining
advantage from their business engagement with
China and, in turn, are keen to use their own links
with Chinese business partners to enhance their
domestic (Australian) and global competitiveness. As such, as they strive to enhance their
global competitiveness, Australian businesses
are both pulled and pushed into cooperation
with Chinese partners.
Most respondents across most industries agree
that partnering with Chinese firms stands to benefit their business. The increasingly competitive
environment in China requires Australian companies to search for new strategies in order to
maintain competitiveness. One of the most common strategies embraced by Australian firms is
to form partnerships with Chinese companies.
Chinese partners provide Australian firms with
networks of potential clients and suppliers, local
knowledge, market access, and resources.
Partnering with state-owned enterprises (SEOs)
provides Australian businesses entry into
restricted industries such as transport and can
potentially help them to overcome local government restrictions and barriers and IP protection.
The results of the Australia-China Business
Survey also reveal a range of structural benefits
accruing to Australian businesses, the economy
and society – from enhanced human capital
capability in cross-cultural negotiations to more
sophisticated approaches to international marketing, capital-raising and networking.

A New Era in Australia-China
Trade and Investment
The past year has witnessed significant structural
changes in the Australian and Chinese economies: changes with important implications for
future business links. The Australian resources
industry is at a tipping point, moving from an
investment phase to a phase of increased output
and declining investment. Resources exports
will continue to rise in 2014, but as employment in
the resources industry is now declining, growth
in jobs will have to come from other industries.
Accelerating change in the Chinese economy is
affecting the way Australian businesses engage
with China. China’s economic rebalancing is
generating greater demand for consumer goods,
high-end manufacturing and services. Australian
goods and services, such as clean food, high

“The scale and scope of bilateral business
engagement is being transformed.”
value added manufactured goods, tourism and
education, are increasingly within the reach of
China’s growing middle class. China is also the
key link for numerous international value chains
and, as such, is a significant avenue to global
markets for Australian exporters.
As Australian businesses focus on Chinese
demand in agribusiness, manufacturing and
services, the scale and scope of bilateral business engagement is also being transformed.
Australian firms are dealing in smaller volumes
than the previously dominant multi-million dollar
resources deals.
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In 2013, for
the first time,
Chinese
investment
in Australia
was not
concentrated
in the mining
sector.

They are also dealing with larger numbers of business partners. Partnering and coordination with Chinese
businesses enables Australian businesses to gain access to new value chains or to improve their position
in existing value chains. Australian businesses are also increasingly able to rely on synergies with Chinese
investors in Australia to expand into Chinese domestic and global markets.
A closer trade and investment nexus is emerging between Australia and China, with Chinese enterprises becoming more actively involved in the Australian domestic economy. Prospects for Chinese direct
investment in Australia are positive as China is expanding its global outbound direct investment. China
currently ranks sixth among countries investing in Australia.
Chinese enterprises are positioning themselves for investment in Australia outside the resources sector,
including agribusiness and real estate. Chinese state-owned and private investors are diversifying into
new industries and cooperating with smaller Australian firms.

“Chinese enterprises are more actively involved in the Australian
domestic economy.”
Australia figures prominently as a main destination for Chinese investment. Up to 2012, Australia was the
largest recipient country of Chinese investment globally. In 2013, Chinese investment in Australia for the
first time was not concentrated in the mining sector. As investment and trade are increasingly intertwined,
investment in Australia by Chinese firms will play a crucial role in the development of export industries and
the removal of barriers to entering Chinese value chains.

Opportunities and Challenges in an Era of Trade Liberalisation
Australian businesses surveyed expressed strong confidence in the China market. Three quarters of survey respondents expected their business revenue from China to increase over the coming year. AustraliaChina trade is increasing competitiveness at home: firms that do well in China have a higher tendency to
stay in Australia.
The fierce global competition in China’s market has drawbacks and advantages. Australian companies
face mounting competition from local Chinese and foreign competitors. In response, Australian firms
are seeking to diversify away from China into alternative markets and closer integration with Chinese
business partners.
Australian businesses have been successful in creating synergies through integration with Chinese partners. Through strategic use of relationships and nurturing of inter-organisational trust, Australian businesses are well placed to harness the networks of their Chinese partners to gain access to new markets
and higher positions in Chinese value chains and extended global value chains.
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Australian non-resource firms should continue
to engage actively in establishing a niche along
value chains, targeting final consumer markets
where competition is more driven by product
differentiation. Establishing foreign invested
enterprises (FIEs) in China is one option. This
brings firms closer to the consumer market.
Another option is to form a partnership with
Chinese companies, which affords Australian
firms access to new markets and the ability to
distribute goods and services to both the local
and export market for China.
While the new opportunities associated with
China require commercial responses along
these lines, the Australian Government can also
assist by opening new and additional avenues
for trade and investment.
In particular, Australian businesses place high
importance on the Free Trade Agreement (FTA)
with China, although expectations vary from

Conclusion
This report highlights emerging trends in the
Australia-China trade relationship. Starting from
2013/2014, the resources boom is shifting from its
investment phase to a phase of increased output
and declining investment. While resources trade
with China may even increase in volume, its contribution to employment is declining. At the same
time, Australian businesses in non-resource
industries are using their trade links with China
to become increasingly integrated in global value
chains. Tapping into China’s position as a global
business hub to access new markets, Australian
businesses in agribusiness, manufacturing and
services have strengthened their competitiveness at home as well as internationally.
Creating synergies with Chinese trading partners and investors is increasingly becoming one
of the ways to gain access to Chinese consumer
markets and value chains.

“Australian businesses in non-resource industries are using their trade links
with China to become increasingly integrated in global value chains.”
industry to industry. Tariffs are a major concern
for agriculture and manufacturing, but less so
for firms in other industries. Judging from international experience in other contexts, the benefits of free trade agreements only unfold over
time. Businesses also recognise that there are
longer-term challenges beyond the reach of the
FTA, such as the ability to deal in RMB and the
opening of industries for foreign participation.

Australian firms are deeply integrated in Chinese
consumer markets and Chinese value chains.
Most businesses see their own links with
Chinese firms, and those of their competitors,
as serving to enhance their competitiveness on
home soil and in the international market. Far
from being detrimental to Australian households
and businesses, the relationship with China, in
its growing complexity and diversity, is assisting
Australian businesses to become more competitive globally.
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Households –
the Benefits of Trade
with China

1.0

Two-way Trade Per Household in 2013 Increased to $16, 985 1
This shift in
trade relations
has delivered
enormous
benefits to
Australian
households.

Australia-China interdependency in trade and economic activities has never been as strong in history, surpassing Australia’s other trading partners. This shift in trade relations has delivered enormous
benefits to Australian households. As detailed below, Australian households have benefited from trade
with China in a variety of ways, through Terms of Trade, contribution to Gross Domestic Product (GDP)
and employment.
In 2013, two-way trade with China per household increased by 17 percent to $16,985, up from $14,480 in
2012.2 By comparison, two-way trade per household with Japan and the United States, Australia’s next
largest trading partners, measured $7,958 and $6,149, reflecting a three percent and five percent drop
from the previous year, respectively.

Figure 1.1 Australia’s two-way trade with major partners
per household in 2013
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Figure 1.2 Australia’s major trading partners’ share in Australian
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Since 2009, China has steadily consolidated its
position as Australia’s top trading partner and
expanded its share of total Australian foreign
trade from 17 percent in 2009 to 23 percent in
2013 (Figure 1.2). During the same period, the
long-term position of Japan and the United
States as the second and third largest trading
partners of Australia has remained relatively
stable. The growth of Australian foreign trade
in recent years was largely driven by China’s
demand for Australian exports. Australia maintains a strong surplus in its trade with China.
The increase in two-way trade with China per
household is attributable mainly to strong export
growth in 2013. Exports of goods and services
to China jumped 28 percent: from $79 billion in
2012 to $101 billion in 2013. The increase is most
apparent across minerals including iron ore,
coal, gold, and copper, and agricultural products
including beef, oil seeds and oleaginous fruits
and meat.
Imports from China grew by six percent in 2013.
The major categories of imported goods from
China were telecommunications equipment
and parts, computers, clothing and furniture.
Since 2009, China has moved to first position as
Australia’s major source of imports. In 2013, 15
percent of Australia’s total imports in goods and
services were sourced from China, ahead of the
United States in second position with 13 percent.
Australia’s high terms of trade are the result of
increasing prices for export goods, in particular resources, and increased affordability of
imported goods. Although Australia’s current
terms of trade have been in gradual decline since
2011, by historical standards, the terms of trade
remain high (Figure 1.3). Imported Chinese consumer goods thus remain affordable and continue to offer Australian households variety and
choice.

Main findings
Households – the Benefits of Trade with China:
›› Two-way trade with China
has outstripped that with
the US and Japan.
›› Australia-China trade
per household grew by
17 percent in 2013, lifting
two-way trade with China
per household to AUD
$16,985, up from $14,480
reported by the ACBC
in 2012.
›› Trade volume per
Australian household
increased almost five-fold
since 2009.
›› Increases in two-way trade
with China per household
are due mainly to strong
export growth in 2013.
Australia maintains a
strong surplus with China.
›› Since 2009, China has
contributed a higher
proportion to Australian
GDP than Japan or the
United States.
›› The contribution of direct
trade with China to
Australian GDP surpassed
5.5 percent in 2011.

›› Trade with China now
contributes twice as much
value added to Australian
GDP as agriculture,
forestry and fishing.
›› Approximately one in
58 Australian jobs was
sustained by direct export
activities to China in 2011.
This is double the figure for
2007 and four times that
of 2001.
›› Employment attributable
to trade with China is
highest in mining, primary
production and hospitality.
›› China trade in education
and tourism produces
positive spill-over effects
for local communities.
›› Chinese direct investment
in Australia contributes to
Australian tax revenue and
job creation.
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Exports of
goods and
services to
China jumped
28% from
$79b in 2012
to $101b
in 2013.

Direct Trade with China has Contributed 5.5 Percent to
Australian GDP
Gross Domestic Product (GDP) is an important tool for gauging the economic performance of a country
and for measuring the relative contribution of a specific economic activity to overall growth. An expanding GDP due to direct trade with China stands to benefit household income, create new employment,
encourage capital investment and have a positive impact on business confidence. Moreover, higher GDP
growth leads, at least potentially, to lower government borrowing and increased tax revenue for spending
on social and physical infrastructure, such as local schools and hospitals, roads and public transport.
GDP is also an indicator of the material wellbeing of a society. The level of per capita GDP is positively
correlated with life expectancy and negatively correlated with infant mortality and inequality.
There have been various attempts to estimate the contribution of the China-driven resources boom to
increasing Australian living standards and the volume of Australian output over the last ten years.3 The
more optimistic estimates are that over time the resources boom was responsible for a 13 percent rise in
real per capita household disposable income by 2013, a rise in wages of six percent and a reduction of
unemployment by 1.25 percent.4

“Since 2009, China has also contributed a higher proportion to
Australian GDP than Japan or the United States.”

Figure 1.3 Australian Terms of Trade, 2004 to 2014
120

Figure 1.4 Contribution of direct trade with China, the United
States and Japan to Australian GDP, 1995 to 2011 (AUD million)
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so far; Bureau of Resources and Energy Economics 2014, Resources and Energy Quarterly September Quarter 2014, p. 127 – 145; Minifie, J. 2013, The Mining Boom: Impacts and Prospects,
Grattan Institute report.
4. For lower estimates see Edwards, J. 2014, Beyond the Boom: A Lowy Institute Paper, 2014, Melbourne: Penguin Australia.
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By using the World Input-Output Database
(WIOD), we are for the first time able to calculate
the contribution of overall China trade, including
non-resource trade, to Australian GDP. During
the period covered by WIOD data (1995 to 2011)
the contribution of direct trade with China to
Australian GDP has risen continuously (Figure
1.4) and surpassed 5.5 percent in 2011, amounting to $79,150 million. By way of comparison,
trade with China has contributed twice as much
value added to Australian GDP as domestic
agriculture, forestry and fishing.5
Since 2009, China has also contributed a higher
proportion to Australian GDP than Japan or the
United States. Figure 1.4 shows that China, the
United States and Japan were at similar levels
in their trade contribution to Australian GDP for
the years from 2002 to about 2009 when China
trade surpassed the volume of trade with Japan.

One in 58 Australian
Workplaces is Involved In
Direct Export to China

Australia China trade per household grew by 17 per cent in 2013

17%
100

0

Since 2009 the benefit to the Australian household of trade with China
has increased almost fivefold from $3,400 to $16,985 in 2013

2009

2013

$3,400
Approximately one in 58 Australian
jobs is sustained by direct export
activities to China in 2011

Direct trade stands to underwrite growth in
employment as well as GDP. For example, the
United States Commerce Department estimates
that United States exports to China are responsible for 800,000 jobs.6 The corresponding 2009
figure for jobs sustained by China exports in the
European Union is 1.1 million jobs.7
Analysis of the WIOD allows us to measure the
employment effects for Australia of direct trade
with China. In 2011, nearly 200,000 Australian
jobs were sustained by exports to China. This
was double the number of China export-related
jobs that existed four years earlier. This translates to about one in 58 Australian workplaces
being sustained by direct export to China in
2011, double the figure for 2007 and four times
that for 2001 (see Figure 1.5).

2013

$16,985
Direct trade with China has
contributed 5.5 per cent to Australian
GDP, twice as much as agriculture,
forestry and fishing
Total GDP

5.5%
Almost 200,000 jobs were created via direct exports to China in labour intensive
industries e.g. 71,000 mining, 18,000 agriculture and 37,000 tourism (hotels and
restaurants)

5. World Input-Output Dataset (WIOD).
6. USCIB 2014, Participates in Greater China Business Forum, 13 October 2014, at http://www.uscib.org/index.asp?documentID=4857; Xinhuanet, 2014, Interview: Much can be done to improve U.S. Chinatrade ties – senior U.S. official, Washington 15
October 2014, downloadable at http://www.uscib.org/index.asp?documentID=4857
7. Gasiorek, M. and Lopez-Gonzalez, J. 2014, China EU global value chains: who creates value, how and where? – growing linkages
and opportunities. p. 147.
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Chinese
investment
in Australia
creates benefits
for firms and
households
through capital,
expertise,
export
markets and
technologies.

However, the job effect of direct export to China is not just a function of the overall trade volume. It also
depends on industries and trade composition. By diversifying trade with China towards more labour-intensive industries, Australia stands to bring the job effects closer to other trading partners of China that
depend less on resources exports. Looking at the distribution of job creation from China exports across
Australian industries, mining, hotels/restaurants and agriculture/forestry/fishing are the three sectors with
the largest levels of employment linked to China exports (Figure 1.6). In the resource sector, this accounts
for 72,000 employees, in the hotels/restaurants sector 38,000 employees and in agriculture, forestry and
fishing sector, 18,000 employees.
The above estimates only capture direct employment benefits of exporting to China. Indirect benefits from
spill-over activities are likely to be large but are difficult to quantify. Take education export as an example. A
case study in last year’s ACBC report showed that the indirect benefits from local community accommodation and other goods and services purchased by international students were almost equals the volume
of university fees they paid.8

Household and Community Benefits of Chinese
Investment to Australia
Like trade with China, Chinese investment in Australia creates benefits for firms and households through
capital, expertise, export markets and technologies. This assessment is supported by studies undertaken
by KPMG and the University of Sydney.9 Chinese state-owned and private investors create tax revenue,
local job opportunities and community benefits.

Figure 1.5 Total number of Australian jobs due to direct export to China, 1995 to 2011 (thousand people)
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While the community benefits and job creation arising from Chinese direct investment
in Australia have yet to be fully documented,
anecdotal evidence suggests that the impact is
positive and increasing. For instance, the attitude of Chinese investors towards local employment has been changing as Chinese investors
become more experienced and start to appreciate the advantages of the Australian job market. A recent study of the integration of Chinese
state-owned investors in Australia found that the
composition of mixed Australian-Chinese management teams is changing towards empowering local Australian staff and shifting the balance
towards a larger proportion of local employees
and fewer expatriates from China.10
The same study estimates that 23 major Chinese
investors sampled employ more than 5,000
full-time employees (FTEs) and contractors.
For example, Bright Food (Manassen) employs
900 FTEs, Yancoal and MMG both 500 FTEs
and contractors Zijin (Norton Goldfields) more
than 300 FTEs plus contractors, COFCO (Tully
Sugar) 200 to 300 people depending on the season, and the three established Chinese banks
together employ approximately 500 FTEs.11
Our case study of Goldwind Australia illustrates
how a first-time Chinese investor has managed
to integrate in the local Australian job market and
benefit from the pool of talent available. It shows
that employing local staff has become a major
localisation strategy for Chinese firms that strive
for successful investment in Australia.

Figure 1.6 Australians’ employment by industry due to direct export to China,
1995 to 2011 (thousand people)
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10. KPMG and the University of Sydney 2014, Demystifying SOE Investment in Australia: A report prepared for the Business Council of
Australia, p. 21, downloadable at http://www.demystifyingchina.com.au/reports/N12035MKT-Demystifying-SOE-Investment.pdf
11. KPMG and the University of Sydney 2014, Demystifying SOE Investment in Australia: A report prepared for the Business Council of
Australia, p. 21.
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Case Study:
Goldwind
Australia
Goldwind Australia Pty Ltd set up office in Sydney
in 2009 and entered the Australian renewable energy market with its initial Mortons Lane wind turbine
project in Victoria and the much larger Gullen Range
project in New South Wales. From 2013, the Gullen
Range Wind Farm near Goulburn with its 73 stateof-the-art wind turbines was supplying enough
electricity for around 63,000 households. Gullen
Range Wind Farm hosts the first 2.5MW gearless
Permanent Magnet Direct Drive (PMDD) wind turbines in Australia.

Permanent Magnet Direct
Drive 2.5MW Wind Turbine

Goldwind is a
model for the
integration of
Chinese firms
in Australia
through its
employment
and governance
practices.

proud sponsor

Goldwind operates across the whole value chain
of wind energy solutions, from installing wind turbines to selling and operating wind farms with
business partners, including local wind project
developers, international buyers of completed
projects and Australian and Chinese banks to provide long-term finance. In bringing technical expertise,
capital and institutional experience to the Australian wind farm market, Goldwind operates like other globalising Chinese investors who rely on global technology, local business partners and local government
and community support.
As Goldwind is a publicly listed company with some state ownership, all new investments have to be
approved by FIRB. This is a routine process and has not impeded progress.
Goldwind prides itself on being a model for the integration of Chinese firms in Australia through its employment and governance practices and most recently through path-breaking syndicated project finance.
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Local Employment
Goldwind employs 40 people in Australia, all of
whom are locally hired. Some of the seven staff
members in Accounting and Finance speak
Mandarin. This is one of the demographic
advantages of the Australian labour market
from which Goldwind is benefiting, as bilingual
staff members find it easier to communicate
with headquarters in China.
Engineers and technical staff working at the
wind farm sites are local people supported by
technical specialists from China. This helps
local employment along. The Gullen Range
project employed 115 people during construction, 70 percent recruited from the local
community. Gullen Range now employs nine
maintenance staff. Mortons Lane, for which
Goldwind has a 15 year maintenance contract,
employs two local staff, and the Melbourne
project employs five local people.

Gullen Range Wind Farm
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Multi-Industry
Benefits of Cooperation
with China
2.0

China’s
economy is
now dominated
by the private
sector.

Capitalising on China’s Transition from
Mass Production to Mass Consumption
China’s economic rebalancing, with emphasis on consumption, services and more sustainable, slower GDP
growth rates has signalled to some of China’s international trading partners that the ‘golden age’ of China
business is over.12 However, for Australian businesses, the change in drivers of overall economic growth in
China offer new and long-term opportunities in sectors beyond mining and resources.

$US

Projections by Oxford Economics show that China’s middle class consumers are moving into higher
income brackets (Figure 2.1).13 According to World Bank estimates, China’s share of world GDP rose
from two percent in 1990 to 11 percent in 2012 and is expected to rise further.14 Australian goods and
services, such as clean food, tourism and education, are increasingly within the reach of China’s growing
middle class. Overall trade figures suggest that only five percent of Australian exports go into Chinese
consumer markets, a ratio much lower than other comparable trading nations. However, if resources
exports are excluded, the ratio rises to 20 percent
Figure 2.1 Forecast of China’s total household income by income band
of Australian non-resources exports going directly into final consumption in the Chinese domestic
market. Reaching these new Chinese consum50,000+
7
313
ers will require new approaches and deeper engagement with Chinese business partners and
intermediaries.
30-50,000
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933

15-30,000
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1619
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499
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China’s economy is now dominated by the private
sector15: a sector more influenced by markets than
the state sector and a sector that demands more
engagement and flexibility from domestic and international suppliers.

112

2020

Source: Oxford Economics, Emerging Markets Weekly Economic Briefing, 11 May 2012
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12. The European Union Chamber of Commerce in China observed in their 2014/2015 position paper that China business is entering a long and sustainable ‘silver age’ with lower profits,
more competition and European firms increasingly looking for alternative markets to China. European Union Chamber of Commerce in China, 2014, European Business in China Position Paper
2014/2015, downloadable at http://www.europeanchamber.com.cn/en/publications-position-paper
13. Oxford Economics 2012, Emerging Markets Weekly Economic Briefing, 11 May 2012, www.oxfordeconomics.com/samples/emblog110512.PDF
14. World Bank Data, http://data.worldbank.org/
15. Lardy, N. 2014, Market over Mao: The Rise of Private Business in China, Institute for International Economics.
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Australian
manufacturing
exports to
China have
been increasing
since 2009.

Main findings
Multi-Industry Benefits of Cooperation with China:
›› Demand for Australian goods and
services is driven by Chinese
consumers and producers and
benefits from the rebalancing
Chinese economy. Australian nonresources exports benefit from a
rebalancing Chinese economy.
›› Australian exporters in non-resources
sectors have performed well during the
resources boom and have potential to
improve their future performance.
›› For Australian exporters, China is one of
the entry points into global value chains.
›› China is the top purchaser of
Australian agricultural products and
education services, the third-largest
buyer of Australian manufactured
goods, and a crucial growth market
for the Australian service industry.
›› Australian agribusiness exports have
growth potential in consumer and
producer markets.
›› Chinese demand for premium and
high quality Australian food products
has increased dramatically in the last
two years. In 2013, Australian beef
exports to China increased nearly
four times, oil seeds five times, and
meat exports doubled.

›› China is Australia’s top dairy export
market with exports to Greater
China (China, Hong Kong, Taiwan)
increasing 40 percent in 2013 alone.
›› Australian manufacturing exports to
China have been increasing since
2009. China is the only one of the
top three destinations of Australian
manufacturing exports that has shown
growth over recent years.
›› In services exports, Australian
providers are well placed to take
advantage of opportunities arising
out of Chinese deregulation and
reforms of the finance industry.
›› In-bound services exports in
education and tourism rely on
marketing of comparative
advantages such as Australia’s
unique natural and social
environment.
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Australia’s reliance on its traditional comparative advantage in high volume resources will give way to a more
diversified approach that targets markets and lower volume buyers. Senior government members are alert
to this challenge16 as are the businesses surveyed and consulted for this study.

China is the
top purchaser
of Australian
agricultural
products and
education
services.

Australian resources exports in recent years have overshadowed the export potential and achievements
by Australian exporters in other sectors. However, a closer examination of industry statistics reveals that
all major sectors experienced strong export growth during the resources boom.
Increasingly, growth in exports to China is being driven by market forces. One of the key drivers is consumer demand. Another is growing demand driven by Chinese value chains (where a value chain is defined
as ‘a set of production processes and services required to develop a product from its inception to its
commercialisation’17). Intensifying competition and technological sophistication means that production
lines are no longer necessarily co-located with designers or suppliers. The production line itself may be
dispersed over many locations.18 This is relevant to Australian exporters because value chains create
opportunities for specialised products and services.
China is also the key link for numerous international value chains. Research commissioned by the European
Commission concludes that China, as the centre of the Asian production hub, provides access to markets
in Europe as well as the United States:

Figure 2.2 Australian non-resources exports in value-added terms to China – by industry, 1995 – 2011 (AUD million)
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16. For instance, The Hon Malcolm Turnbull MP, Minister for Communications, in his speech at the NAB Australia-China Business Week in September 2014 remarked: “Not only will this result in
more opportunities for Australian businesses, but it will result in a different type of engagement. Rather than the multi-billion dollar deals negotiated in the resources sector, transactions in the
agriculture and services sectors, for example, involve many more parties and many smaller transactions. Even more so than resource companies, they will need to have a much keener sense
of the Chinese market and a deeper affinity with Chinese culture and business practices”. Turnbull M. 2014, “More than a mine, more than a market – history, empathy, economics in the China
relationship’, speech at NAB Australia-China Business Week, Sydney, 5 September.
17. Gasiorek, M. and Lopez-Gonzalez, J. 2014, China EU global value chains: who creates value, how and where? – growing linkages and opportunities. p. 89
18. Productivity Commission, 2014, Relative Costs of Doing Business in Australia: Dairy Product Manufacturing.
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China has emerged as one of the most dynamic
players in the Global Value Chain scene. Not
only does it (China) play a central role in ‘Factory
Asia’, it also truly embodies the ‘global’ part of
value chains through its bridging role between
‘Factory Europe’ and ‘Factory North America’.19

Table 2.1 Australian non-resources exports to Chinese industries 2011

Chinese industries

Share

Manufacturing

23.8%

China is therefore one avenue to global markets
for Australian exporters.

Final Consumption

19.3%

Australian non-resources exports have experienced strong growth during the final years of
the resources boom and the World Input-Output
Database (WIOD) allows us to trace the destination of these exports in the Chinese market. As
shown in Figure 2.2, the growth in food industry
exports was paralleled to a lesser degree in manufacturing sectors such as basic metals and fabricated metals, machinery, chemicals, electrical
and optical equipment and transport equipment,
as well as in services. As a result, China has also
become Australia’s most important export destination for industries other than resources.

Basic Metals and Fabricated Metal

9.4%

Food, Beverages and Tobacco

9.2%

Construction

7.6%

Agriculture, Forestry and Fishing

4.5%

Transport and Storage

3.9%

Financial and Business Services

3.2%

Real Estate

2.7%

Education

2.5%

Mining

1.4%

Tourism

1.4%

Health Services

0.9%

Electricity, Gas and Water Supply

0.7%

Other

9.4%

Total

100.00%

Australian Exports and
Chinese Value Chains
Along with the United States and Europe, China
is one of three global production hubs that uses
a large share of imported goods in producing
final output for the Chinese domestic market as
well as international markets. Research on global
value chains has detailed flows and distribution of
goods and services and pointed to the opportunities arising for niche market suppliers.20 China is
one of the entry points into global value chains for
Australian businesses. The manufacturing capacity that has been developed in China will continue
to attract further manufacturing activities.21 This
fundamentally changes opportunities and the
nature of competition for Australian businesses.

Source: USYD estimate based on WIOD

19. Gasiorek, M. and Lopez-Gonzalez, J. 2014, China EU global value chains: who creates value, how and where? – growing linkages
and opportunities. p. 147.
20. Taglioni, D. and Winkler, D. 2014, Making Global Value Chains Work for Development. World Bank Group; OECD, 2013, Interconnected Economies: Benefiting from Global Value Chains – Synthesis Report, downloadable at http://www.oecd.org/sti/ind/interconnected-economies-GVCs-synthesis.pdf
21. Baldwin, R. 2012, Global Supply Chains: Why They Emerged, Why They Matter, and Where They Are Going, Working paper FGI2012-1, Fung Global Institute, downloadable at http://www.fungglobalinstitute.org/sites/default/files/u1913/Global%20Supply%20
Chains%20Why%20They%20Emerged.pdf
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Australian exporters are actively involved in Chinese value chains, with 80 percent of Australian exports
going to a range of Chinese domestic industries as input into value chains. Table 2.1 shows the proportion
of Australian non-resources exports going into different Chinese industry sectors as their first destination. Chinese target industries absorb Australian goods and services into a global business environment
where business activities ranging from design, production, marketing, logistics, distribution and customer
support are increasingly separable.

Chinese target
industries
absorb
Australian
goods and
services into
a global
business
environment.

Whether targeting Chinese consumer markets or Chinese value chains, Australian exporters need to be
familiar with Chinese business culture and the need to build relationships and inter-organisational trust.
Case studies throughout this report will showcase the successful Australian experience.

Agribusiness
Export of agricultural and food products from Australia to China have risen dramatically since 2009 (Figure
2.3), with China now the largest market for Australian agricultural and food products.
Data on Australian major agricultural exports since 2011 confirm this positive trend (Table 2.2). Chinese demand for premium and high quality Australian food products, such as beef and other meat, has increased
dramatically in the last two years. In 2013, Australian exports in beef to China increased nearly four times,
oil seeds five times, and meat exports doubled year-on-year. In contrast, wool and cotton exports to
China, while much higher in value, showed little growth. Plans drawn up by China’s National Development
and Reform Commission up to 2020 envisage strong growth in beef and lamb imports to cope with
rising demand.

Figure 2.3 Australian agriculture exports to China
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The export market for Australian dairy products
is also set for strong growth. China is Australia’s
top dairy export market with exports to Greater
China (China, Hong Kong, Taiwan) increasing 40
percent in 2013 to 2.1 million tonnes.
There is considerable growth potential for
Australian agribusiness in processed food as
Chinese income rises. Seventy-four percent of
agribusiness exports to China are in the agriculture, forestry and fishing subsector compared to
26 percent in the food, beverage and tobacco
subsector, reflecting Chinese demand for fresh
Australian produce. In contrast, Australian
exports to Japan and Korea are dominated by
processed food while agriculture, forestry and
fishing claim a smaller share of exports (Figure
2.4). Demand for Australian processed food is
likely to increase as Chinese disposable income
levels approach those in Japan and Korea.

Table 2.2 Major Australian agricultural exports, 2012 and 2013 (AUD million)

Annual
growth

2012

2013

Beef

149

722

383.7%

Oil-seeds & oleaginous
fruits, soft

109

676

517.5%

Meat (excluding beef)

247

511

107.2%

Wool & other
animal hair

1,877

1,944

3.6%

Cotton

1,788

1,734

-3.0%

Wheat

570

283

-50.3%

Source: DFAT, Composition of Trade 2013

Figure 2.4 Australian agricultural exports to China, Japan and Korea, 2006 and 2011 (AUD million)
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Chinese Industry Destinations for Australian Agribusiness Exports
There is
considerable
growth
potential for
Australian
agribusiness
in processed
food as Chinese
incomes rise.

Exports from the agriculture, forestry and fishing sub-sectors are destined primarily for processing.
Certain raw agricultural materials, such as cotton, go into the textile supply chain (11%) where products
are sold both domestically and internationally. Australian premium quality beef products mainly go into
China’s hotel and restaurant supply chains before reaching end customers.
Exports from the food, beverages and tobacco sub-sectors usually go directly to the consumer market
(62%), while smaller quantities go to hotels and restaurants (7%) and further processing (14%).
Comparison with New Zealand food exports shows that New Zealand has a better penetration of
Chinese consumer markets (Table 2.3) and occupies a stronger position in the higher value consumption segment of the domestic Chinese market. Despite differences in agricultural industry structure, the
strong position of New Zealand in the consumer segment points to untapped market opportunities for
Australian exporters.

“Demand for Australian processed food is likely to increase.”

Table 2.3 Australian and New Zealand agricultural exports in Chinese markets

Chinese Industry Destinations

Australian
and New
Zealand
exports
Agriculture,
Forestry,
Fishing
Food,
Beverages,
Tobacco

Agriculture,
Forestry,
Fishing

Food,
Beverages,
Tobacco

Textiles,
Textile
Products

Hotels,
Restaurants

Final
consumption

Australia

20%

45%

11%

3%

3%

New Zealand

12%

25%

6%

2%

24%

Australia

8%

14%

1%

7%

62%

New Zealand

3%

5%

0%

3%

79%

Source: USYD estimate based on WIOD
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Outlook for Agribusiness
In view of its growing demand for clean and
safe food, China is set to remain the top export
destination for Australian agricultural exports.
A growing middle class in China will boost
demand for animal exports and exports for
processed products in the food and beverage
sector. Australian agricultural exporters face
positive prospects in Chinese consumer and
producer markets.

“China is set to remain the
top destination for Australian
agricultural exports.”
An encouraging development is Chinese plans
to invest in the Australian agricultural sector,
such as the recent announcement by the Beijing
Agricultural Investment Fund to invest $3 billion
in an agribusiness supply chain stretching from
Australian farms to Chinese consumers. This
degree of transnational supply chain integration
necessarily involves significant infrastructure
investment at both ends of the chain, as well as
major challenges in operations management.22
The commitment of Chinese investors to building up infrastructure in Australia and the challenges they face is well illustrated by the Ord
River Project by Shanghai real estate investor
Shanghai Zhongfu. The challenge for Shanghai
Zhongfu was to integrate off-take from its
planned Australian operation into the long supply chain of China’s domestic market.

20% of Australian non
resources exports go
to Chinese consumer
markets

20%

China is the top purchaser of Australian agricultural products and education
services, the third-largest buyer of Australian manufactured goods, and a crucial
growth market for the Australian service industry

1st 3rd

TM

In 2013, Australian exports in beef to
China increased nearly four times,
oil seeds five times, and other meat
exports doubled
2012

China is Australia’s top dairy export
market with exports to Greater
China (China, Hong Kong, Taiwan)
increasing 40 per cent in 2013 alone

2013

Beef exports

40%

Oil seed exports

Other meat exports
2012

2013

Australian manufacturing export to China has been increasing since 2002
(AUD million)
$10,616.08

$1,505.13

2002

22. As KPMG’s head of Asia Business, Doug Ferguson, has observed: “At least 50 percent is spent trying to improve China’s own
domestic infrastructure around cold storage, logistics and food safety. So it’s not just investment into Australia or New Zealand or
elsewhere. The (investors) are trying to solve the logistics and distribution issue back in China.” Sarina Locke, Chinese interest in
Australian farms is high but action is slow as China calls for reduced scrutiny from the Foreign Investment Review Board, ABC Rural,
http://mobile.abc.net.au/news/2014-10-28/monday-hold-nrn-chinese-investment/5839882?pfm=sm&section=news

2011
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Case Study:
Shanghai
Zhongfu
Group
Established in 1992, Shanghai Zhongfu Group
is one of Shanghai’s largest private real estate
developers, with over 20 years’ business experience. Over the years the Group has developed
some well-known buildings in Shanghai such as
Zhongfu Building and is responsible for several old
city reconstruction projects in Pudong and Puxi
districts. Recently, Shanghai Zhongfu Group has
expanded into areas such as network communications and auctioneering.
Kununurra local Stephen Davies
involved in the land clearing process

The challenge
for Shanghai
Zhongfu was
to integrate
off-take from
its planned
Australian
operation into
the long supply
chain of China’s
domestic
market.
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In 2012, Shanghai Zhongfu won the right to lease
and develop the second stage of the Ord River irrigation area with 13,400ha of land under its control
and projected investment of $700 million in the local agriculture, processing and related infrastructure.
Shanghai Zhongfu sees this project as its prime experiment in local integration.
Above all, the Ord River project is Shanghai Zhongfu’s first overseas investment project. As a diversifying property developer in China, Shanghai Zhongfu came across the opportunity to invest in Western
Australian agriculture by chance and was helped by Western Australian contacts and the state government, which convinced the chairman that an agricultural base in Australia was an opportunity for his
company to tap into China’s fast-growing demand for agricultural products.
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Shanghai Zhongfu’s familiarity with China’s
domestic market was crucial in making the
investment decision. Originally Shanghai
Zhongfu was planning to grow sugar cane, but
then settled on sweet sorghum as a more suitable crop for the immediate future. Locally grown
sorghum will first be processed in a sugar mill
that Shanghai Zhongfu is building for AUD $250
million. It will then be shipped to China for further
processing into ethanol and bio-fuel. In addition,
Shanghai Zhongfu is introducing the cultivation
of chia seeds which have been approved for food
consumption in China. The Ord River region is
one of the places suitable for the cultivation of
chia seeds. Demand in China for this type of
health food is strong.

“Chinese plans to invest
in the Australian agricultural
sector are an encouraging
development.”
More than a third of Zhongfu’s investment in the
Ord River project will be in infrastructure. This
includes construction of thermal power plants,
railways and port expansion. Poor infrastructure
has restricted the growth of local businesses as
local products cannot be exported because the
lack of rail and port infrastructure. Building local
infrastructure will benefit Zhongfu as well as the
local economy.

Cleared farmland on the Goomig
area north of Kununurra

Survey findings – Agribusiness
Findings from the Australia-China Business Survey provide a
snapshot of the opportunities respondents see for Australian
agribusiness in China.
›› 100% of respondents
rank China as important in
their company’s near term
global expansion plans.
›› 89% describe their two
year business outlook
with China as optimistic.
›› 67% feel that they would
benefit from coordinated
Australian branding.
›› 50% consider physical
infrastructure as an
impediment to their ability
to deal with China.

›› 33% of total business
sales are from China
business.
›› Chinese administrative
procedures, brand
recognition and Chinese
domestic market access
are the three top barriers
to doing business with
China.
›› Personal networks and
government agencies
are the two main ways
to find the right Chinese
business partners.
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Manufacturing
Manufacturing
is now the
second largest
Australian
exporting
sector to
China behind
the resources
sector

The fact that China is a strong buyer of Australian manufactured goods is not widely known. Manufacturing
is now the second largest Australian exporting sector to China behind the resource sector. In 2011, the
export value of manufacturing was twice the size of agriculture, forestry and fishing. High value-added
manufacturing exports complement Australian exports of metals and fabricated metals, which still dominate the sector.
Manufacturing exports to China have grown consistently since 2002. Since 2009, Australian manufacturers have been able to respond to the rise in Chinese consumer demand in a success story that has been
overshadowed by the much steeper rise in resources exports. All manufacturing sub-sectors, with the
exception of textiles and textile products, have shown growing export volumes to China in recent years
(Figure 2.5).
Australian manufacturers depend increasingly on China as one of their three major export destinations
in an overall slowing export market and at a time when domestic demand is shifting from manufactured
goods to services. China has thus become a crucial growth market for Australian manufacturers (Table 2.4).

Figure 2.5 Australian manufacturing exports to China by subsector, 1995 – 2011
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Outlook for Manufacturing

Survey findings – Manufacturing

The increase in manufactured exports to China
is set to continue. Chinese producers are
in-sourcing an increasing proportion of inputs
from global markets. China will continue to need
high value-added manufactured goods, including those that build upon Australian advantages
such as specialised mining equipment and R&D
intensive parts and components. The challenge
for Australian exporters will be to identify niche
markets and to safeguard intellectual property
rights while working closely with Chinese partners. Australian manufacturers are concerned
about the risks they are facing in this regard.

Findings from the Australia-China Business Survey on
the manufacturing sector highlight the positive outlook for
Australian manufacturers doing business with China and the
opportunities for Australian high value-added manufactured
products, while acknowledging some of the constraints.
›› 82% of respondents
describe their two-year
business outlook with
China as optimistic.

A firm that is directly addressing the problems and
risks involved in finding niche markets and sourcing materials and components is South Australian
engineering company, Mawson Global.

›› 80% claim that their China
business is part of their
global value chain.
›› 76% disagree that
increasing operations in
China means shrinking
operations in Australia.

›› Less than 30% state
their major competitors
are Chinese companies
entering the Australian
market.
›› Chinese administrative
procedures, lack of
intellectual property rights
protection, and brand
recognition are the three
top barriers to doing
business with China.

›› 23% of the total business
sales are from China
business.

Table 2.4 Australian manufacturing exports (AUD billion)

Country

Rank

2010-11

2011-12

2012-13

Share of total exports

5 year trend

New Zealand

1

5.35

5.28

4.95

12.5%

-3.7%

United States

2

4.61

4.72

4.44

11.3%

-3.2%

China

3

3.65

4.00

4.04

10.2%

10.9%

Source: DFAT, Trade in Primary and Manufactured Products Australia 2012-2013
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Case Study:
Mawson
Global
Mawson Global is a textbook case of a company
bridging gaps in increasingly fragmented production processes with their long value chain. Their
two-step approach of first sourcing materials and
then offering to source components facilitates the
transition from localised to globalised production
for clients.
Mawson Global is offering these services to
Australian SME clients who otherwise would not
be able to access global sourcing. Where clients possess competitive intellectual property
rights, this might be the only way for them to keep
production and R&D in Australia, while reducing
the scope of their production activity to the sustainable minimum.
Bringing Australian companies in contact with
Chinese suppliers can lead to flow-on business
when access to products affords access to markets and new supply chains. Peter Evans, the
founder of Mawson Global, observes that his company plugs Australian manufacturers into global supply
chains. The reason for sourcing in China lies more in the access to supply chains and information than
in cheap labour.

L-R: Peter Evans, Founder, Mawson Global,
Tony Capobianco, Owner, Nocelle Foods

Bringing
Australian
companies
in contact
with Chinese
suppliers can
lead to flow-on
businesss.
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Among the success stories of Mawson Global is a South Australian engineering firm trying to source
stainless steel products from China in order to reduce costs. After initial contacts with Chinese
suppliers, the sourcing scope expanded to include components of machinery which enabled the
manufacturer to resume the production of three types of machines which had been discontinued
because they were no longer competitive due to high local production costs. With Chinese components reducing production costs, these machines are able to go back into export markets in North
and South America.
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Services
Australian service exports to China have been
increasing for more than ten years. Performance
is strongest in areas where Australia has internationally recognised expertise or can bring its
own unique comparative advantages to bear, for
example in in-bound education and tourism.
In cross-border and in-country provision of
services in China, Australian providers are subject to regulatory constraints and face the same
hurdles as providers from other countries.
When, in November 2013, China’s new leadership released their 60-point decisions as the
economic blue-print for the period until 2020,
they included three commitments to opening
up services to international competition. The
first was to treat domestic and foreign service
providers on the same basis; the second to
establish the China (Shanghai) Free Trade Zone
and the third, and most detailed, was a list of
service sectors to be opened. 23

Australian companies have achieved partial
breakthroughs in insurance, banking and currency trading. At the same time, Australian
financial and professional service providers are
opening up two-way business opportunities for
their Australian and Chinese clients. Australian
companies operating in a market environment
are doing well in other service sectors such as
architecture and design.

“Australian financial and professional
service providers are opening up two-way
business opportunities for their Australian
and Chinese clients.”

To date, the opening up of the Chinese service
sector has been gradual, with reform being rolled
out cautiously via pilot projects and coordination with stakeholders. This makes the progress
and sequencing of these reforms difficult to predict, but at the same time creates incentives for
Australian business to be involved at an early
stage such as the big Australian banks or AMP
have done.

23. The list includes finance, education, culture, healthcare and other service sectors. Limits are also to be eased on access for
foreign investment in childcare, care for the elderly, architectural design, accounting and auditing, trade and logistics, electronic
commerce and other such service sectors, and further liberalize general manufacturing. Decision of the Central Committee of the
Communist Party of China on Some Major Issues Concerning Comprehensively Deepening the Reform, 2014, downloadable at http://
www.china.org.cn/china/third_plenary_session/2014-01/16/content_31212602_7.htm
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Case Study:
Snowden
Group
Snowden Mining is an Australian company utilising
its standing in the mining sector to partner with
an influential Chinese state-owned company, the
Design Institute. Snowden Mining spent years in
building a relationship and trust with their Chinese
counterpart that eventually led to global expansion
of their joint service.
Snowden Group achieved a breakthrough for the
Australian service sector by cooperating with one
of China’s central technical design institutes for
the mining sector. They jointly support Chinese
global mining investments through their special
expertise in international mining codes and their
application. Codes, such as the Australian Joint
Ore Reserves Committee Code (JORC Code), the
Canadian National Instrument NI 43-101 and the
Representatives from Snowden and Chinese company
South African Code for the Reporting of Mineral
ENFI at the signing of their cooperation agreement
Resources and Mineral Reserves (SAMREC), regulate the publication of mineral exploration reports
for investors. These reports protect investors from misleading information and are done against the respective codes by accredited competent persons.

Snowden
initially worked
with Chinese
geologists,
mining
engineers and
other experts
to translate
international
mining codes
into Chinese.
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Snowden Group discovered a market opportunity when Chinese mining companies started outbound investment and discovered that while possessing rich technical and industry know-how, they lacked crucial
regulatory expertise in working with international mining codes which impacted on their ability to source
external funding for their projects. Snowden identified a key design institute in Beijing as the best partner
to offer consulting services in international mining codes to Chinese mining companies.
Snowden initially worked with Chinese geologists, mining engineers and other experts to translate the
codes into Chinese and interpret them from a Chinese perspective. Over time this lead to closer cooperation with Snowden giving presentations in Beijing and training Chinese mining engineers and geologists
in Perth. Relationship building took the better part of three years. Once confidence was established,
the negotiation of a cooperation agreement was completed within months. The cooperation agreement
established a joint platform for the Design Institute and Snowden Group to offer their services to Chinese
state-owned mining companies intending to invest overseas.
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For example, Snowden was brought into a
Chinese mining project in a Southeast Asian
country where the Design Institute had already
done feasibility studies and required Snowden to
contribute specific technical expertise through
working together with the Chinese team. In
projects of this nature, Snowden has the international expertise and connections, while the
Design Institute has the expertise required for
the Chinese regulatory environment.

Table 2.5 Student enrolment in Australia

December
2012

December
2013

Annual
growth

China

149,758

150,116

0.2%

Total

515,853

526,932

2.1%

Source: Australian Education International, AEI International Student Enrolment Data

Turning to services provided to Chinese clients
and consumers within Australia, education and
tourism are the backbone of Australian-based
service exports that produce huge community
benefits. China is Australia’s biggest market for
international students. As of December 2013,
28 percent of international students studying in
Australia came from China (Table 2.5). Growth
in student numbers from China has stabilised
in recent years. Between December 2012 and
December 2013, the annual growth rate was only
0.2 percent, lower than the overall growth rate
for international student enrollment. Chinese
sources indicate that demand for overseas
education is stabilising and that flat growth for
Australia is the trend, while the United States and
United Kingdom are performing slightly above
trend.
Far-sighted educators in Australia have started
considering how international students from
China can be better integrated with local students in order to make educational export
of Australian universities more sustainable.
Caulfield Grammar School in Melbourne is
an example of how a long-term engagement
between Australian and Chinese students can
be achieved outside of commercial constraints
and with a view to creating intangible benefits for
the long-term integration of Australian students
in our region.

The signing of the cooperation between Snowden and ENFI
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Case Study:
Caulfield
Grammar
School
Sixteen years ago, Melbourne’s Caulfield Grammar
School looked to China to give its Year 9 students an
immersion experience as part of their normal academic program. Since its initiation, the program has
gone from strength to strength with over five thousand students from Year 9 and about one thousand
students from Year 11 participating in their China
cultural program.
Caulfield Grammar students
cycling in Nanjing, China

Annual
spending by
Chinese visitors
to Australia
could rise to
$13 billion
by 2020.
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In 1994, Caulfield signed a memorandum of understanding with Nanjing Middle School. Caulfield had
considered various Chinese cities and eventually
settled for Nanjing, a city with a long history and
the capital of China during the Ming Dynasty. Nanjing has an active sister city relationship with Melbourne
and is the capital of Jiangsu Province which has a sister province relationship with Victoria.
Caulfield Grammar and the high school affiliated with Nanjing Normal University jointly established a campus inside the grounds of Nanjing Middle School in a building designed by Caulfield’s school architect.
The partnership has given Caulfield Grammar a base in the heart of Nanjing. Currently, a team of 14 staff,
most of whom are appointed from Australia, work with students in Nanjing.
Chinese language was first taught at Caulfield Grammar in 1989 and it has remained a core subject in
primary year levels since 1994 and an elective subject throughout secondary level. The added stimulus
of the China program has had a significant impact on encouraging large numbers of students to continue
their language studies through to VCE.
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Through the immersion experience in China at
an early stage, Caulfield Grammar encourages
its students to become aware of their future in a
globalised world in close neighbourhood to Asia.
Students build leadership skills and develop
adaptability and resilience.
These skills and capabilities are increasingly
important as Australia enters a new phase
of deeper and broader engagement with the
world around it.

While numbers in the education sector are stabilising, the number of Chinese tourists travelling
to Australia is growing strongly overall with seasonal fluctuations (Figure 2.6).
China is now Australia’s fastest growing
inbound tourism market. Tourism Australia’s
latest projections suggest that annual spending
by Chinese visitors to Australia could rise to $13
billion by 2020, an increase of nearly 50 percent
on the previous estimate of $9 billion in 2011.24
The potential for growth in in-bound tourism
from China is illustrated by the family-owned
Tangalooma Island Resort which receives
40,000 Chinese visitors a year. Tangalooma
Island Resort built up a network of travel agents
in China that enabled them to target more affluent customer groups and then match expectations with carefully selected services in the
resort.

Figure 2.6 Number of short-term (less than one year) visitors arriving from China to Australia
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24. Tourism Australia 2014, Chinese visitor spending projected to hit A$13 billion by 2020, downloadable at
http://www.tourism.australia.com/news/media-releases/media-releases-chinese-visitor-2020.aspx
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Case Study:
Tangalooma
Island
Resort

Hand feeding wild dolphins at
Tangalooma Island Resort (Haitundao)

The number of
Chinese visitors
has increased
tenfold.

Tangalooma Island Resort’s David James began
to travel to China in the 1990s to forge business
links with Chinese partners in Beijing, Shanghai,
Guangzhou and Shenzhen. Since 2000, these arrangements have expanded to other major cities
such as Chongqing, Chengdu, Hangzhou, Suzhou
and Tianjin. China is Tangalooma’s fastest growing
tourist market. Over a decade of cultivating relationships and building up the Tangalooma brand,
the number of Chinese visitors has increased tenfold from 3,000 to 4,000 visitors per year in the
early 2000s to 40,000 a year today, creating vast
benefits to business, the local economy and the
local community.

From the outset, Tangalooma concentrated its efforts in China on a small number of highly selected travel
agencies and long-term relationships. Tangalooma’s strategy is to work with a select group of key travel
agencies, normally four to five wholesale agents and the same number of high volume retail agents in each
major city, to avoid brand erosion and price competition. These agents hold a crucial role in providing
information and resources to present the resort as a high quality holiday experience.
Tangalooma has built a strong and recognised Chinese brand name, Dolphin Island (海豚岛). The brand is
targeting China’s rising independent tourists who demand more unique and authentic experiences when
they travel. These tourists, often referred as Free Independent Travellers (FIT), tend to be younger, more
affluent and sophisticated than other tourists. A strong brand plays a key role in enhancing the overall
image of Tangalooma and attracts the more affluent travellers.
Carefully nurtured, the brand caters for travellers who want an Australian experience but in a familiar
Chinese environment. The resort has a Sichuan restaurant, Chinese speaking staff and special activities
on annual Chinese festivals.
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Resort guest quad biking at Tangalooma Island Resort (Haitundao)

Outlook for Services
Australian service providers in China are making
slow progress as they await regulatory change in
service areas that are tied to reforms of China’s
domestic services, some of which are state-controlled or under state monopolies.
Services open to market supply and demand
offer better opportunities and are expected to
grow, driven by China’s consumer and producer
demand. For example, in the healthcare sector,
Chinese companies such as Lancare Australia
operate across both markets to combine health
service provision in Australia and China.
For the Australian education sector, faced with stabilising Chinese student arrivals, the challenge is
to generate higher added value by providing more
differentiated products and improved or differentiated services, with an emphasis on high quality learning, work-integrated learning and strong
graduate outcomes. Similarly, the future growth
of the Australian tourism sector will depend on its
ability to shift from organised travel tours to more
high value-added free independent travellers.

Tangalooma Island Resort (Haitundao),
Moreton Island QLD Australia

Survey findings – Tourism
›› 96% describe their two
year business outlook
with China as optimistic.
›› Less than half of
respondents believe that
alternative markets to
China are improving.
›› 28% of the total business
sales are from China
business.
›› Brand recognition,
communications and
administrative procedures
are the top three
impediments to doing
business with China.

›› Increased competition
from foreign businesses
and deterioration that may
occur in Australia-China
relations are perceived
risk factors.
›› Avoiding corruption or
legally risky business
practices is regarded as
important for business
relations.
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Doing Business
with China: Realised
and Anticipated
Benefits to Firms
3.0

The outlook of
our respondents
on China
business is
markedly
positive.

The main conclusion from our Australia-China Business Survey is that Australian business respondents
have a complex and sophisticated view of Chinese markets and are integrated in Chinese value chains
and through China in global value chains. They see their domestic and international competitors gaining
advantage from their business engagement with China and in turn use their own links with Chinese business partners to enhance their domestic (Australian) and global competitiveness. Australian businesses
are pulled and pushed into cooperation with Chinese partners as they strive to enhance their global
competitiveness.
The outlook of our respondents on China business is markedly positive. Nearly 90 percent of all respondents were optimistic about their business prospects with China.

Survey Background
The Australia-China Business Survey commissioned by the ACBC is the first survey to focus on AustraliaChina business integration. It provides unique insights into the outlook of the China market from the
perspective of mostly small and medium-sized Australian companies.
The aim of the Australia-China Business Survey, reported in detail below, is to contribute to an informed
public debate about Australia-China business interactions with a view to improving Australia’s international competitiveness. The objectives were to investigate current business issues that impact on the ability
of Australian companies to do business with China, as well as perceived obstacles to, and incentives for,
doing business with China.
The survey items consisted of multiple choice and scaling questions. The survey questions covered topical statements relating to Australia-China business interactions, experience and expectations on future
business development and business operations in Australia. A total of 209 valid responses were recorded.
These businesses, predominately large and small members of the ACBC, represented all states and industry sectors including agribusiness, manufacturing, financial and business services, mining and real estate.
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All had experience in cross-border trade and
investment and all understand the business
environment in China with an average length of
five years in China business.
The detailed survey respondent demography is
reported in Appendix 1.

Business Outlook for the
China Market
Our survey results reveal that a positive outlook
towards doing business in China prevails across
all sectors with relatively little variation among
industries. Respondents have positive expectations based on past performance and realistic
evaluations of opportunities and risks. The survey results are broadly in-line with other surveys
by China’s major trading partners and reflect a
realistic assessment of a competitive and maturing market.
Reported profitability is higher than average
in the services and agribusiness sectors and
for companies involved in investing in China.
Companies that used their China activities to
move higher up the value chains also report
higher profitability. While respondents report
positive business results, they are also looking
beyond short-term profit to longer term strategic and competitive possibilities. A larger proportion of small businesses reported that their
trade with China had made them globally more
competitive. China engagement is actively pursued by businesses that see their domestic and
global competitiveness increase as a result.
DevWest is an example of a West Australian real
estate development company whose directors
have developed a close rapport with Chinese
clients over years of interaction and building up
relationships with investors from mainly second
and third tier cities in China.

Main findings
Doing Business with China:
Realised and Anticipated Benefits to Firms:
›› The outlook of our
respondents, mostly
ACBC members, on China
business is markedly
positive. Nearly 90 percent
of all respondents were
optimistic about
their business prospects
with China.
›› The survey reveals little
variation from industry to
industry on the question
of business outlook. A
positive outlook prevails.
›› Small businesses feel that
their China engagement
improves their domestic
and international
competitiveness.
›› Business engagement
with China makes
Australian businesses
more competitive globally,
as the engagement
facilitates integration of
Australian businesses in
global value chains. This
works as a pull factor for
China engagement.

›› Competitive pressure
has a push effect when
business see their
competitors gaining
advantages from
cooperating with Chinese
business partners.
›› Cooperation with Chinese
partners enables Australian
businesses to gain access
to new value chains or to
improve their position in
existing value chains.
›› Australia-China trade is
complementary: firms that
do well in China have a
higher tendency to stay in
Australia and expand their
Australian workforce.

Go to
Contents

Case Study:
DevWest
DevWest started as a residential real estate developer in Perth and is now one of Perth’s most diversified developers, with an established presence in
China and a major player in attracting Chinese real
estate investment into multi-level retail, mixed use
and residential development projects in Perth. A
significant proportion of the equity that DevWest
sources for its development projects now comes
from China.
After an initial introduction from an Australian contact based in Beijing, DevWest’s directors took less
than five years to build a reputation with Chinese
investors. At this time DevWest had a track record
with local and Singaporean investors, but not with
investors from China. The DevWest directors iniChinese capital played a key role
in the financing of DevWest’s commercial
tially relied on introductions in Beijing. However,
and residential project at 1 Richardson
after a focused and sustained effort, which inStreet, South Perth. The project is
under construction with completion
cluded trips to many different cities and plenty of
expected in the fourth quater.
pavement pounding, their network began to grow.
Notwithstanding their efforts, they did not gain real
momentum until they had delivered several successful projects for Chinese investors. Initial trust needed
to be followed by successful delivery.

DevWest’s
directors took
less than five
years to build
a reputation
with Chinese
investors.
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The DevWest directors have built active client networks through personal contact with visiting delegations
of investors, frequent presentations by its directors in China, meetings with migration agents, liaising with
Chinese banks and their private clients as well as introductions to family and friends of existing investors.
DevWest has investors from second and third tier cities in Zhejiang Province such as Wenzhou, Ningbo
and the provincial capital Hangzhou as well as from Shanghai and cities in the north including Beijing
and Taiyuan. Because of the wide regional spread, DevWest decided against setting up a permanent
office in China, but hired a Chinese staff member and set up a Chinese language web presence.
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DevWest is confident that its network-based
business model will serve it well as competition
from Sydney and Melbourne increases. Chinese
competitors are also expanding their reach into
Western Australia, but are currently hindered by
lack of familiarity with local practices.
DevWest demonstrates how small Australian businesses can break into markets that are difficult to
enter. DevWest’s success shows that relationship building continues to be the most significant
investment to attract Chinese clients.

Firms are also being drawn into China engagement when they have to respond to competitors
who gain advantages over them through China
exposure. Partnering with Chinese businesses
then becomes an important business strategy.
An overwhelming majority of our survey respondents from all business sectors and industries
indicated that they would benefit from partnering, including joint ventures, with Chinese businesses. Three quarters of respondents partner
with Chinese private firms. The one quarter of
Australian firms partnering with Chinese stateowned enterprises are larger in size than the
average respondents and are predominantly targeting Chinese industries where the state sector
has remained strong.

“Firms are also being drawn into
China engagement when they
have to respond to competitors.”

The interior of a DevWest apartment
in Subiaco, Western Australia
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High Confidence
87% of
respondents
said they were
either optimistic
or slightly
optimistic about
their business
with China.

The majority of respondents were positive about the outlook for their business with China. Eighty-seven
percent of respondents said they were either optimistic or slightly optimistic about their business with
China. Only six percent of respondents were pessimistic in outlook. Some 76 percent of respondents
expected their revenue to either grow or grow significantly over the coming year. Almost 70 percent expected profits to be better or much better next year.
The survey results reveal little variation from industry to industry on the question of business outlook
(Figure 3.1). Respondents from the education sector were most optimistic about the two-year business
outlook with 50 percent of respondents saying they were optimistic and 50 percent slightly optimistic. One
third of respondents from the tourism, energy, and real estate sectors expressed that they were optimistic
and 67 percent slightly optimistic. The least optimistic views were expressed by respondents from the
construction and manufacturing sector, though more than 80 percent of respondent companies from that
sector also said that they were optimistic.

Figure 3.1 Two year business outlook – by industry
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Past Performance
Half of our respondents (49 percent) increased
their profits from China-related business activities during last year. One third of respondents
(32 percent) reported that they maintained about
the same level of profitability as the year before.
(Figure 3.2). Over the last three years, 60 percent
of respondents achieved growth in turnover and
25 percent had a constant turnover. Nineteen
percent reported falling profits and 16 percent
shrinking revenue.

“Respondents from the education
sector were most optimistic about
the two-year business outlook.”

Figure 3.2 Previous revenue and profitability
Compared to last year, this year’s profitability is:
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Which Firms are Thriving?
A higher
proportion
of firms in the
agribusiness,
construction,
health services,
education
and tourism,
and real
estate sectors
said their
profitability
had increased
in 2013.

Around 50 percent of the respondents indicated that this year’s profits were either better or much better
than last year’s (see Figure 3.2 above). The survey responses indicate different criteria for successful
China engagement such as industry sector, type of business activity and movement along the value chain.
A higher proportion of firms in the agribusiness, construction, health services, education and tourism, and
real estate sectors said their profitability had increased in year 2013 (Figure 3.3).
More than 80 percent of firms in the real estate sector recorded positive growth. Health services, education
and tourism continue to benefit from China’s growing disposable income and Australian-developed
services markets.
Businesses investing in China and those exporting to China reported higher profitability than those investing in Australia and importing from China (Figure 3.4). This indicates that despite entry barriers and risks,
China offers considerable opportunities for profitable high growth.

Firms Working with Chinese Partners
Profitability is also linked to cooperation with Chinese partners and integration into value chains. Companies
that had moved up the value chain through their China engagement reported higher profitability (Figure 3.5).

Figure 3.3 Sectors in which firms do well

Figure 3.4 Type of business reporting profitability
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Small Businesses
In contrast to the general perception that small
businesses are disadvantaged in the global
economy, our survey results show that small
business respondents view China as a market
that can make them more competitive. If small
businesses succeed in entering value chains,
they are less hindered by their lack of ability to
establish reliable supply chains. Instead, by joining global production networks through Chinese
partners, small businesses expand their market
from local to global and capitalise on larger markets with more efficient factors of production
(Figure 3.6).

“Profitability is linked to
cooperation and integration.”
Pull and Push Factors
The survey underscores our observation that
trade with China is inherently global and not confined to bilateral exchange.
Trade with China influences domestic competition in Australia as well as global competition.
Even companies not dealing with China are
affected when their domestic and international
competitors are dealing with Chinese business partners through the impact on markets
and prices. In the survey, respondents agreed
most strongly when asked if their international
and domestic competitors were dealing with
Chinese partners. More than 90 and 75 percent,
respectively, answered in the affirmative.

Figure 3.5 Moving up the value chain
Our China operations enable us to move up the value chain
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Figure 3.6 Trade with China and global competitiveness
Trade with China has made our company globally more competitive
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For Australian
businesses,
links with China
are part of their
globalisation
strategy.

Asked about their own businesses, two thirds of respondents stated that ‘Trade with China has made our
company globally more competitive’, and more than half noted that ‘Trade with China has made our company domestically more competitive’. This suggests that for Australian businesses, links with China are part
of their globalisation strategies. They see their domestic and international competitors gaining advantage from
engaging with Chinese business partners and use their China links to improve their own competitiveness.
There is a double motivation at work for businesses engaged with China. There is a pull factor and a
push factor. The pull factor comes into play when Australian businesses see opportunities to improve
their products or services by dealing with a Chinese business partner. The push factor operates when
Australian business see that competitors gain advantage by linking up with Chinese business partners.

The Pull Factor
Profitability is only part of what makes cooperation with Chinese business partners attractive. The pull
factor goes beyond profitability by improving the long-term position and opportunities for growth of a business. Linking up with Chinese partners provides access to new markets, economies of scale, advanced
technology in the value chain and opportunities for clustering and innovation.
Cooperation with Chinese partners was closely related to expanding of or upgrading to higher positions
in value chains. Fifty-seven percent said that their China business contacts had provided access to value
chains for new markets. Half of the respondents (51 percent) stated that cooperation with Chinese partners had given them access to other markets (Figure 3.7).
The pull factor confirms that links to Chinese business partners have to be seen in a global context in the
sense that Chinese partners do have a bridging function to other manufacturing centres and markets.

Figure 3.7 Integration in value chains
Cooperation with Chinese partners has given us access to other markets
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Three quarters (73 percent) of Australia-China
Business Survey respondents – all of whom are,
by virtue of their membership of ACBC, Chinaengaged – indicated that their domestic competitors were working with Chinese partners
and 90 percent said the same for their international competitors.
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For many respondents, cooperation with China
is not a matter of choice. There is a push factor
at work when their local and international competitors are ahead of them in cooperating with
China. The logic here is simple but inexorable:
either emulate the competition or lose out to it.

Figure 3.8 Partnering with Chinese companies
We would benefit from being able to joint venture with Chinese partners
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Partnering with Chinese Companies
Chinese
partners
provide
Australian firms
with networks
of potential
clients and
suppliers, local
knowledge,
market access,
and resources.

The increasingly competitive environment in China requires Australian companies to search for new
strategies in order to maintain competitiveness. One of the most noted strategies by Australian firms is
to form partnerships with Chinese companies. Chinese partners provide Australian firms with networks
of potential clients and suppliers, local knowledge, market access, and resources. The survey shows
a large majority of respondents across most industries agreeing that partnering with Chinese firms
would benefit their business. The breakdown in industries shows the strength of support from health
services, transport and storage, real estate, mining, finance and business, agribusiness, energy and
education (Figure 3.8).
The survey shows that three quarters of respondents partner with Chinese private enterprises, which
is an indication of the growing maturity of the Chinese market environment.

Figure 3.9 Proportion of firms with SOEs partners across industries
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Partnering with State Owned
Enterprises (SOEs)
The reform of the state sector in China has resulted
in State Owned Enterprises (SOEs) emerging as
one of the main drivers of economic growth in
China itself. It is chiefly the larger Australian businesses that partner with Chinese SOEs: nearly
50 percent of the businesses working with SOEs
have a turnover of more than $25 million and a
higher percentage of firms in the energy, mining,
and transport and storage sectors have an SOE
as their main partner. The percentage is highest
in the transport and storage sector with four out
of five companies in these sectors partnering
with SOEs that still monopolise the sector. The
ratio of SOE partners is lowest in the manufacturing sectors.

Business engagement with China makes Australian businesses more
competitive globally, as they integrate in global value chains.

Competitive pressures are pushing businesses towards a China strategy.
90% of surveyed businesses have international competitors and 73% have
domestic competitors dealing with Chinese partners.

90%

73%

“Cooperation with Chinese
partners was closely related to
expanding or upgrading to higher
positions in value chains.”

Qenos is an example of an Australian-based
advanced manufacturer successfully creating
a space for itself in the value chain of a large
Chinese SOE. This has led to the development
of a new commercial business in the global value
chain of the industry.

competitiveness

One of the main reasons that Australian firms
chose this form of partnership is that SOEs provide entry into restricted industries such as transport.25 Partnering with SOEs also helps firms to
overcome local government restrictions and barriers and to qualify for preferential policy treatment. For overseas investment projects in energy,
mining and the transport and storage sector,
SOEs are still the dominant players (Figure 3.9).

Small businesses feel that their China
engagement improves their domestic
and international competitiveness.

China engagement

Firms that do well in China have a higher tendency to stay in Australia and expand
their Australian workforce.

Statements based on the responses from the exclusive ACBC business survey of 200+
businesses that are engaged with China

25. OECD, The Services Trade Restrictiveness Index (STRI).
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Advanced manufacturer
Qenos - Olefins Plant,
Altona at dusk.

Case Study:
Qenos
Qenos is Australia’s sole manufacturer of polyethylene and leading supplier of world class polymers.
It serves packaging, food and beverage, building
and construction, home wares and leisure, mining
and energy, agriculture, water conservation, waste
management, and personal care industries in
Australia and internationally. The company was incorporated in 1991 and is based in Altona, Victoria.
As of September 30, 2008, Qenos Pty Ltd. has operated as a subsidiary of China National Bluestar
(Group) Co Ltd – a joint venture between China
National Chemical Corporation (ChemChina) and
The Blackstone Group.

Qenos took
the initiative to
transfer safety
expertise to
China.

Qenos has a long history in managing hazardous
processes safely and effectively. Its operational expertise and safety, health and environmental (SHE)
management practices were important factors in ChemChina’s decision to acquire Qenos. Qenos took
the initiative to transfer safety expertise to China, starting with a program of SHE knowledge exchange to
the 22 Bluestar plants operating in China.
Initially, Chinese key personnel were brought out to Australia to shadow Qenos teams, but soon emphasis
shifted to Qenos teams travelling to China for visits of one to two weeks to work with ChemChina plants.
Qenos helped the Chinese businesses develop and implement management processes and control and
maintenance procedures for Chinese production facilities and their staff. Over time, these management
systems were refined and a scorecard system based on diagnostic assessment was introduced to track
improvements in operational practices and highlight areas where further support was required. This program has now been running continuously and with great success since 2007.

“Qenos helped Chinese businesses develop and implement
management processes and control and maintenance procedures.”
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Helped by their local ownership links, Qenos
teams were given access and information that
enabled them to expand what had initially been
technical advice into production management
support able to improve asset performance.
Demand for Qenos expertise has reached a level
that has seen seven teams sent to China in the
first months of 2014 alone. In addition, Qenos is
encountering demand from outside the group,
for example from Chinese local governments
keen to improve the performance and safety
record of local chemical production facilities.

Qenos Safety Health & Environment Training
Representatives at Chengrand with Bluestar trainees.

Faced with growing opportunities in China it
was a logical step to consolidate these activities
into a business platform. In 2013, with support
from the Victorian State government, Qenos
announced the establishment of a new business
unit to export SHE and operational management
expertise to hydrocarbon and chemical manufacturing companies in China.

Complementarity, Not Hollowing Out
There are concerns that Australian firms doing business in China will eventually outsource and migrate out of Australia to take advantage of lower
production costs in China. However, this view is not supported by our survey results (Figure 3.10). The survey finds 79 percent of the respondents
do not intend to shrink operations in Australia. Firms that do well in their
China operations have a higher tendency to stay in Australia, indicating
Australian operations in China complement rather than compete with
domestic operations.

Figure 3.10 Complementarity
Increasing operations in China means shrinking operations in Australia
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Challenges
and Opportunities

4.0

China’s Increasing Importance
Two thirds of
Australian firms
see China as
important for
their global
expansion.

China has long been a strategically important market for Australian resource companies. As China
emerges as one of three major global production hubs and the expansive growth of the consumer
middle class continues, China becomes an ever more crucial market for both resource and non-resource Australian companies.

China Ranks High in Global Expansion
For many Australian businesses, China is the driver of their global business. Of the more than 200 companies that participated in the Australia-China Business Survey, 88 percent stated that China is either ‘very
important’ in their global expansion plans (66%) or ‘important’ (23%) (Figure 4.1).
Three key reasons are cited by respondent companies for China’s increasing importance in their global
expansion: first, building up an international brand name; second, access to the Chinese domestic market; and third, access to global markets.

Figure 4.1 The importance of China in global expansion plans

Figure 4.2 Motivations for business engagement with China
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The motivations for Australian companies to
engage with China demonstrate the global
importance of engaging with China. The highest
ranking motivations refer to building international
brand reputation and access to the Chinese as
well as global markets (Figure 4.2).

“Competition from Chinese
domestic and foreign competitors
is seen as a major risk.”
Questions related to alternatives to the Chinese
market indicated an awareness of the need to
spread risk. Almost 60 percent of respondents
said that alternative market opportunities to
China were improving (Figure 4.3). On an industry
basis, those reporting that they were dependent
on China were most pronounced in energy and
agribusiness, while industries with the lowest
perceived dependence on China were construction, real estate and health services (Figure 4.4).

Main findings
›› Two thirds of Australian
firms see China as being
of high importance to their
plans for global expansion.
›› Australian businesses are
aware of the importance
of China as part of a global
market and access point to
global value chains.
›› Australian businesses
take a long-term strategic
view of their China
engagement.
›› The need to find alternative
markets to China is
recognised. For some
industries this is easier
than for others. Perceived
dependence on China
is greatest in energy and
agribusiness and lowest
in construction, real estate
and health services.
›› Competition from Chinese
domestic and foreign
competitors is seen as a
major risk in the Chinese
market.

›› Australian companies
doing business with China
are concerned about
regulatory and commercial
barriers and unforeseen
regulatory changes.
›› Support for a Free Trade
Agreement between
Australia and China is high
across most all industries,
with the strongest support
in transport and storage,
agribusiness, finance and
business services, real
estate, and mining.
›› Firms are evenly divided
on the potential benefits of
coordinated branding and
aggregated marketing/
distribution channels as
ways to help Australian
businesses in China.
›› Relationship building
with Chinese partners
is the preferred strategic
response to addressing
the challenges of the
Chinese market.
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Challenges
Australian
companies
are facing
increasing
competition
from local
Chinese firms
and other
multinationals.

The Chinese market is maturing, especially in sectors where foreign and private enterprises are able to fully
participate. Australian companies are facing increasing competition from local Chinese firms and other
Multinational Corporations (MNCs). Australian companies are aware they must start implementing new
strategies in order to maintain competitiveness, notably partnering with Chinese firms.

Competition
Increasing competitive pressure is regarded as a major risk for Australian companies. Increased competition from Chinese companies and other MNCs are ranked as a higher risk than other perceived market
challenges such as currency risk, rising production cost and lack of skilled labour (Figure 4.5).
Like Australian companies, global MNCs are increasingly seeing China as an important market. A recent 2014 survey by the EU Chamber of Commerce, for example, shows that 59 percent of respondent
companies believe that China is increasingly important in their company’s overall global strategy compared to last year.26 Many MNCs are already highly reliant on the Chinese marketplace for significant
portions of their global revenues and will therefore continue to compete with Australian companies to
maintain their positions.

Figure 4.3 Alternative markets to China
Overall, alternative markets to China are improving
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Many MNCs
are already
highly reliant
on the Chinese
marketplace
for significant
portions of their
global revenues.

Figure 4.4 Perceived dependence on China market
In our business we have no alternative to dealing with China
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Figure 4.5 Challenges in the Chinese market
8

Scale from 1-10
Average value

6
4

5.1

4.5

5.7

5.8
4.9

3.9

4.4

5.0

2

Increased competition
from Chinese
businesses

Political
risk

Currency
risk

Deterioration of
Australia-China
relations

Increased competition
from foreign businesses

Chinese economic
slowdown

Lack of
skilled labour

Rising production
costs

0

Go to
Contents

Concerns
The FTA will
help solve
problems
Australian
businesses
face in China.

Despite the solid opportunities presented by engagement with China, Australian businesses harbour a
range of concerns about some aspects of the relationship.27
Asked about areas of concerns when doing business in China, our survey respondents mentioned regulatory and commercial barriers and unforeseen regulatory changes. Respondents identified the following
top concerns for doing business with China.
›› Regulatory changes ranked as the top concern for agribusiness, education, real estate, transport/
storage, finance and business services, manufacturing, health services and mining.
›› Chinese administrative procedures were among the top three concerns for agribusiness, manufacturing, mining, health services, transport/storage, finance and business services, education and
real estate.
›› Visa issues were among the top three concerns for construction, real estate, education and
health services.
›› Intellectual property rights protection ranked among the top three concerns for transport/storage,
energy, manufacturing, mining and real estate.

Figure 4.6 Overall FTA expectations
A Free Trade Agreement (FTA) between Australia and China would help my company doing business
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27. John Lyndon, David Dyer and Chris Bradley, 2014, Compete to Prosper: Improving Australia’s global competitiveness, McKinsey Australia.
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Strategic Responses

Free Trade Agreement

Faced with global competition in the China market, one response is to draw on national comparative advantages such as Australia’s natural
endowments, proximity to China and a multicultural social environment. Respondents were
strongly supportive of potential action in coordinating branding across Australian industries and
coordinated marketing and distribution.

A highly anticipated FTA will help solve the problems Australian businesses face in China. Three
quarters of respondents expected an FTA to help
their business with China, while only seven percent hold the opposite view (Figure 4.6).
Support for an FTA between Australia and China is
high among nearly all industries represented in the
survey (Figure 4.7). The strongest support came
from transport and storage, agribusiness, finance
and business services, real estate and mining.

Figure 4.7 FTA expectations across industries
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RMB Convertibility
Finance and
business
services,
tourism, mining,
agribusiness,
and education
expect that
their China
operations will
expand if and
when they are
able to deal
in RMB.

While the financial services industry stands to benefit most from an Australian RMB trading hub, the
ability to deal in RMB received considerable support across industries, with 54 percent of respondents in
favour. However, different industries had different views on RMB convertibility. In general, export-oriented
sectors, including both goods and services, were more positive than import-oriented sectors. This is to
be expected given that import tariffs are mostly very low already. Finance and business services, tourism,
mining, agribusiness and education expect that their China operations will expand if and when they are
able to deal in RMB (Figure 4.8).

Coordination Among Australian Firms
Participants were asked for their views on ways to improve and deepen business engagement, including
more coordinated Australian business activities to present a consistent message to Chinese business
partners. In general, respondents have mixed views about a more coordinated approach to business
engagement with China.
Views were similar on both coordinated branding and aggregated marketing/distribution channels as
ways to help Australian businesses in China. In both cases, half the respondents (51 percent and 50 percent, respectively) agreed with the propositions that business would benefit from coordinated branding
and aggregated marketing/distribution channels.

Figure 4.8 RMB convertibility – across industries
Our China operations would expand if we were able to deal in RMB.
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Views on coordinated branding differed from
industry to industry. The industries targeting
Chinese consumer markets tended to be more
supportive of coordinated branding (Figure 4.9).
For example, tourism, real estate, agribusiness,
transport and storage, education, and finance
and business services strongly supported coordinated branding.

“Respondents have mixed
views about a more coordinated
approach to business engagement
with China.”

Aggregated marketing and distribution channels
were supported by tourism, energy, real estate,
finance and business, manufacturing and mining
(Figure 4.10).

Figure 4.9 Coordinated branding – across industries
In our line of business we would benefit from coordinated branding
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Relationship Building with Chinese Firms
The dominance
of relational
strategies
in working
with Chinese
business makes
it imperative to
locate Chinese
partners.

Relationship building with Chinese partners is the preferred strategic response to addressing the challenges
of the Chinese market. The dominance of relational strategies in working with Chinese business partners
makes it imperative to locate Chinese partners, in parallel to addressing specific business issues and drawing on their market knowledge and contacts. The importance of relationship building with Chinese firms is
common knowledge and not a specific theme for this report. However, our case studies show that relationship building is one of the areas where Australian firms have done well and been able to maintain market
share against multinational competition.
From the case studies emerge three distinct strategies for engagement that are linked to specific corporate aims and preparedness to take risks. The first is a basic relational approach, the second a coordinated
approach, and the third an integrated strategy.

Figure 4.10 Aggregate marketing and distribution – across industries
Our position in China would be stronger if we were able to aggregate marketing and distribution.
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The basic relational strategy refers to relationship building with Chinese partners with the
purpose of creating interpersonal trust. This
relational strategy does not commit either of
the partners to adjust their corporate structure
or business procedures, but requires demonstrated personal commitment to on-going performance that benefits both partners. Examples
for this type of relationship are the DevWest and
the Tangalooma case.

Nearly 90%t of all respondents
were optimistic about their business
prospects with China.

49%

“Our case studies show that
relationship building is one of
the areas where Australian firms
have done well.”
A transformational form of relationship develops
when both partners pool some of their resources
for the purpose of expanding existing cooperation. This relationship requires long-term commitment and inter-organisational trust between both
organisations. An example is Ferngrove Winery.
The most advanced form of commitment we
observe in our cases is when both parties contribute core know-how and resources in order
to jointly establish new ventures at positions in
the value chain that would have been beyond the
reach of the individual partners. Examples in our
case studies are Snowden Group and Qenos,
both of which created specialised services for
global clients after having spent years in preparation. Both new ventures are fully integrated
in the Chinese value chains and can serve the
global market through their unique combination
of expertise.

49% of our respondents increased
their profits from China related
business activities during last year.

90%
Two thirds of Australian firms see China as being of high importance to their
plans for global expansion.

76% of respondents expected an FTA to help their business with China.

FTA

76%

Statements based on the responses from the exclusive ACBC business survey of 200+
businesses that are engaged with China
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Case Study:
Ferngrove
Ferngrove is an Australian winery based at
Frankland River, in the Great Southern wine region of Western Australia. Established in 1997,
Ferngrove is a well-reputed private company with
high profile board members. Ferngrove produces
premium Shiraz, Cabernet Sauvignon, Riesling,
Chardonnay, Sauvignon Blanc, Semillon, Merlot,
Malbec and Pinot grapes from 305ha of its own
vineyards and 70ha of leased vineyards.

“Ferngrove Wines is an example
of a successful Chinese
investment in the Australian
agribusiness sector.”
Premium cool climate vines at
Ferngrove Estate, Frankland River
(Western Australia)

The business
strategy of the
joint operation
was to link up
Chinese capital
and access
to Chinese
consumer
markets with
Australian
expertise.
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In 2010, Ferngrove Wines found itself short of capital
and with sharply reduced revenue after the contract
that delivered 60 percent of its produce to a major
Australian winery came to an end.
Ferngrove received assistance from a well-connected Australian businessperson who arranged an
introduction to a Chinese entrepreneur, Mr Ma from Hangzhou who had interests in metal processing
and manufacturing.
In addition to investing in Ferngrove’s Australian operations, Mr Ma opened more than 50 Ferngrove
branded wine shops in China. These shops employ more than 100 staff and convey a specific Western
Australian wine offering to wealthier Chinese consumers. In addition, Mr Ma has recently purchased a
12,000 tonne winery in South Australia. Expanding from his investment in wine, Mr Ma is now pursuing
opportunities in other areas of Australian agribusiness and making use of the expertise of this Australian
top management team.
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Ferngrove Wines is an example of a successful
Chinese investment in the Australian agribusiness sector. It is a useful lesson in how cultural
and business motives have to come together to
make a successful business relationship. In the
case of Ferngrove, personal trust was indispensable in convincing a Chinese investor who had
limited experience in investing in agribusiness
and in Australia to make a major commitment.
Once the personal relationship was established,
the business strategy of the joint operation was
to link up Chinese capital and access to Chinese
consumer markets with Australian expertise in
running the operation of the winery.
This initial strategy paid off as Ferngrove was
able to continue expanding into global markets
and expand production. Access to these new
markets also enabled Ferngrove to introduce
new branding and wine ranges specific to consumers within China.

L–R: Anthony Wilkes, Managing
Director, and Kim Horton, Chief
Winemaker, with Ferngrove sale
staff at Fuzhou China National Sugar
and Alcoholic Commodities Fair

Ferngrove’s modern winery – the second
largest solar-powered winery in Australia.
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Conclusion
Australia’s
strong service
industry will
play a key role
in transforming
trade and
investment
patterns
between China
and Australia.

This report has shown that Australian exporters are integrated in Chinese value chains across a range of
industries and at different positions in the value chains. The diversity and complexity in integration across
sectors means a wider range of responses and strategies are required to sustain and expand trade with
China. For resources products, Australia is traditionally stronger in the lower end of the value chain where
goods feed into existing Chinese supply chains as intermediate products. This means resource companies are more reactive as they rely on coordination in the upper part of the value chains. In a competitive
market, strategies tend to be low-cost oriented in order to either increase margins or lower prices.
For other non-resources products, Australian firms should actively engage in establishing a niche along
value chains targeting final consumer markets where competition is more driven by product differentiation.
Firms will require different strategies to ensure their goods meet the immediate needs of the consumer
market. Establishing foreign invested enterprises (FIEs) in China is one option. This brings firms closer to
the consumer market. Another option is to form a partnership with Chinese companies, which affords
Australian firms access to new markets and distributes goods and services to both the local and export
market for China.

“Governments are important stakeholders in the formation
of global value chains.”
A deeper integration into the Chinese market means risk too. While our survey shows that Australian firms
are less affected by the recent anti-corruption campaign in China, as Chinese and Australian markets
intertwine and investments are made from Australia to China, Australian firms will face the challenges of
operating in restricted sectors and business conditions.
Services are a critical but often overlooked part of the growing global value chain phenomenon. Australia
has a strong service industry which will play a key role in transforming trade and investment patterns between China and Australia through enabling the development of value chains in goods and through the
creation of value chains in their own right. In this context, partnerships with Chinese firms in areas such
as technology R&D, design, advertising, marketing, data processing, financing, transport and insurance
help Australian service firms create value in the Chinese market.
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CONCLUSION

Understanding the diversity and complexity in
value chain integration is particularly important
because 2013/14 saw a qualitative change as
the resources boom shifted from its investment
phase to a production or harvesting phase. This
means the dividends of resource boom will continue for a while, as iron ore and LNG exports
reach full capacity in the next two to three
years. Yet benefits of trading with China relying
on resources trade will grow at a lower speed,
as activities and employment driven by investment in resources decline. Increasingly firms in
non-resource sectors are positioned in the front
line and hold the key to broader-based growth
between Australia and China.
International experience shows that governments are important stakeholders in the formation of global value chains as confirmed
by the Joint Ministerial Statement of the 2014
APEC Ministerial Meeting in Beijing in November
2014.28
Our report shows that there are areas where
governments in Australia and China can play a
key role in enabling global value chains by:
›› Improving physical infrastructure, such as
roads, ports, airports and electricity supply.
›› Removing market barriers to enable the services sector to move up the value chain.
›› Integrating trade and investment policies
to support cross-border partnership in value-added production.
›› Promoting partnerships between Australian
and Chinese companies to leverage the skills
and business networks of Chinese investors
and of the Australian multicultural workforce.
›› Jointly developing policies to help SME integration in global value chains.

Main findings
Conclusion:
›› Australia-China business
is changing as Australian
firms become more deeply
engaged with Chinese
consumer markets and
contribute to Chinese
value chains.
›› Increasingly firms in
non-resource sectors are
positioned in the front
line and hold the key to
broader-based growth
between China and
Australia trade.
›› Australian exporters are
integrated in Chinese
value chains across a
range of industries and at
different positions in the
value chains.
›› Partnerships with
Chinese companies afford
Australian agribusiness
and manufacturing firms
access to new markets
and distribute goods
to Chinese and
global markets.

28. ‘Recognizing that Global Value Chains (GVCs) have become a dominant feature of the global economy involving economies
at varying levels of development, we agree to take concrete actions to create an enabling environment for GVC development and
cooperation while taking into account the different economic circumstances of APEC economies.’ 2014 APEC Ministerial Meeting,
Joint Ministerial Statement, 8 November 2014, downloadable at http://www.apec.org/Meeting-Papers/Ministerial-Statements/Annual/2014/2014_amm.aspx

›› There are areas where
governments in Australia
and China can play a key
role in enabling global value
chains, such as improving
physical infrastructure,
removing market barriers,
integrating trade and
investment policies and
promoting corporate
partnerships.
›› Australian corporate
strategy needs to look
beyond bilateral trade to
sustain and expand valueadded trade with Chinese
and global value chains.
›› Partnerships with Chinese
firms in areas such as
technology R&D, design,
advertising, marketing,
data processing,
financing, transport and
insurance are plausible
options for Australian
service firms in order
to create value in the
Chinese market.
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Australia-China Business Survey
Survey Demographics
What sector best describes the business of your
company?

What is your current turnover?
33

Over $25m

Manufacturing

19%

Others

20%

Agribusiness

17%

$5m to $10m

Finance and business services

15%

$1m to $5m

Health services, education
and tourism

15%

$500k - $1m

Mining

12%

Construction

10%

$50k to $100k

Real estate

4%

$25k to $50k

Transport / Storage

4%

Energy

3%

%

9

$10m to $25m

15
19
5
13

$100k to $500k
4
1
0

5

10

15

20

25

30

35

Note: Businesses may choose more than one sector.

What type of business are you engaged in China?

We have been operating in the Chinese market for:
%

%
Investment into
Australia

15 to 20 years

28

Investment into
China

10 to 15 years

20

Export and
import

16

3 to 5 years

9

Export

49
0

13

5 to 10 years

24

Import

23

10

20

30

40

21

Below 3 years
50

27
0

Average = 8.83 years
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What percentage of your total business sales is
from business with China?
%
Above 50%

16

40% to 50%

7

30% to 40%

11

20% to 30%

11

18

10% to 20%

15

5% to 10%

25
5

10

Number of firms
Shanghai

66

Beijing

59

Guangzhou / Shenzhen

46

Second tier cities Middle China and Yangzi Region
(Hangzhou, Ningbo, Suzhou, Nanjing, Wuhan)

29

Second tier cities North China (Dalian, Tianjin, Hebei)

27

Western China (Chengdu, Chongqing)

17

Second tier cities South China (Dongguan, Hainan,
Nanning)

5

Central China

4

Australia

0% to 5%
0

Where are your China operations mainly located?

15

20

61

What is the time horizon of your China engagement (years)
25

Min Value

Max Value

Average Value

Standard Deviation

0

10

5.6

3.8

Average = 28%

Headquarter in Australia
NSW
25%

ACT
1%

VIC
34%

TAS
3%

NT
7%

WA
8%

SA
12%

QLD
10%
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Australia-China market
Overview:
1. The evolving China market
§ The Chinese aviation market is unlike any other. In scale, speed of growth,
variety of airlines, potential major airports and airport hubs, it is unprecedented.
It will rapidly outstrip even the US.
§ The fact that the Chinese market is maturing in a much more liberal era than
existed when other major markets were evolving means that its international
expansion will also be much more unpredictable.
§ At similar stages of development, other countries’ markets were subject to
stringent regulatory constraints – which typically meant foreign airline access was
restricted to one or, at most two gateways. China is much more open to foreign
access.
§ Similarly, the number of airlines designated by any party was typically a single flag
carrier. Today there are few limits. The market is much more open and is
becoming more open almost by the day.
§ Of the 48 passenger airlines in the world today operating over 100 aircraft, six
are in mainland China: Air China, China Eastern, China Southern, Hainan
Airlines, Shenzhen Airlines and Xiamen Airlines. And of the world’s 10 largest
airlines by passenger fleet size, three are in China.
§ By 2020 CAPA estimates there will be more than 13 Chinese airlines operating
with more than 100 aircraft. The majority of these will be operating at least some
international routes.
§ Vast amounts of airport infrastructure are being built, ensuring that all major
cities have international-access airports.
§ Depending on how they are counted, China has anything from around 50
(municipal) to around 300 (administrative) cities with populations over 1 million.
2. The major hubs and flag carriers
§ As China gradually opened up international operations over the past two
decades, it progressively permitted airlines other than Air China to fly
internationally. At first this involved only the other two majors, China Southern
and China Eastern. Smaller airlines were generally consolidated under the big
three.
§ Each was granted rights to dominate its respective hub: the much favoured Air
China in Beijing, China Southern in Guangzhou and China Eastern in Shanghai.
§ Over the past decade, these barriers have been removed, allowing each to
establish and grow at the others’ hubs.
§ This, and the entry of foreign airlines, is progressively diluting the dominance of
each at its “home” hub. The dilution has been particularly marked at Shanghai
Pudong (PVG), China Eastern’s home base. It is more fragmented than the other
hubs.
§ China Eastern accounts for only 24% of international seats at Shanghai Pudong
(PVG) (or 28%, if Shanghai Airlines is included). This contrasts with Guangzhou
(CAN), where China Southern provides 52% of seats and Beijing (PEK), where
Air China accounts for 33% of seats (and partner Dragonair another 6%).
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§

In turn, the dominant role of China’s three major hubs is being rapidly reduced.
Shenzhen (SZX), Kunming (KMG), Chengdu (CTU), X’ian (XIY), Chongqing
(CKG) and Hangzhou (HGH) airports each received over 340,000 international
seats in the w/b 01-Mar-2015 – eg against Guangzhou’s (CAN) 670,000. (Only
two Australian airports, Sydney (SYD) and Melbourne (MEL), have over 300,000
seats per week.) Those and other Chinese airports are quickly becoming major
international gateways, dispersing traffic flows as regional economies are opened
up.

3. Foreign airline developments
§ China is relatively open in foreign access terms, allowing liberal rights to foreign
airlines to gateways outside the three main cities. This is allowing a proliferation
of foreign capacity, typically from Southeast Asian airlines, into these awakening
markets. Much of this is coming from relatively new entrant airlines. Here LCCs,
short- and long-haul, are prominent.
§ For example AirAsia X and Thai AirAsia between them account for 25% of
international seats at Chongqing Jiangbei International Airport (CKG).
§ As long-haul low cost airlines proliferate (there are now 9 in Southeast Asia),
most are targeting the Chinese market and notably non-hub gateways. In many
cases these airlines are, or will be, connecting into Australia over their respective
hubs.
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Australia-China market
Key traffic data points for the period Mar-2010 to Mar-2015:
§
§
§
§

§
§

Direct capacity from Australia to China has increased from 10,336 to 24,076 seats per
week (+132.9%);
Meanwhile, non-direct capacity via Hong Kong (HKG), Kuala Lumpur (KUL) and
Singapore (SIN) to top 15 airports in China has increased from 154,416 to 239,572 seats
per week (+55.1%);
Six new direct routes were established during this period. On existing routes, growth was
at least double-digit;
Overall connection capacity beyond the Hong Kong (HKG), Kuala Lumpur (KUL) and
Singapore (SIN) hubs to top 15 Chinese airports more than doubled, including +126%
beyond Hong Kong (HKG), +111% beyond Kuala Lumpur (KUL) and +191% beyond
Singapore (SIN);
Growth in particular beyond Kuala Lumpur (KUL) and Singapore (SIN) was driven by
entry of foreign airlines and LCCs;
Overall connection capacity from the Chinese hubs of Guangzhou (CAN), Beijing
(PEK) and Shanghai Pudong (PVG) to the top 15 Chinese airports increased by 60.6%,
93.2% and 262%, respectively.
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1. The Chinese market and segmentation between carriers
China Southern Airlines – Guangzhou (CAN) hub
China Southern Airlines held a 49.3% share of total capacity at its Guangzhou (CAN) hub,
including a 48.8% share in domestic capacity and a more than half share (51.6%) in the
international market.
Guangzhou Airport domestic capacity share (seats) by carrier: Week commencing 01-Mar-2015
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Guangzhou Airport international capacity share (seats) by carrier: Week commencing 01-Mar-2015

Source:	
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Air China – Beijing Capital (PEK) hub
Air China held a 38.9% share of total capacity at its Beijing Capital (PEK) hub, including a
40.8% share in the domestic market and a 32.9% share in the international market.
Beijing Capital Airport domestic capacity share (seats) by carrier: Week commencing 01-Mar-2015

Source:	
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Beijing Capital Airport international capacity share (seats) by carrier: Week commencing 01-Mar-2015

Source:	
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China Eastern Airlines – Shanghai Pudong (PVG) hub
China Eastern Airlines held a 27.6% share of total capacity at its Shanghai Pudong (PVG)
hub, including a 31.0% share in the domestic market and a 24.4% share in international.
Shanghai Pudong Airport domestic capacity share (seats) by carrier: Week commencing 01-Mar-2015

Source:	
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Shanghai Pudong Airport international capacity share (seats) by carrier: Week commencing 01-Mar2015
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2. New entry and expansion (by carrier) on direct Australia/China routes – to new
routes by incumbent operators, increased frequency on existing routes
The chart below illustrates the increase in capacity on direct routes.
In aggregate this amounts to approximately 10% of the seats available on indirect routings.
Australia to China (seats per week, one way) by carrier: 19-Sep-2011 to 27-Sep-2015

Source:	
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3. The expansion of connection capacity within China, from incumbent operators
expanding to new routes from their current hub; new entrants establishing a new
hub; and LCCs wholly owned by incumbent operators: 2010-2015
Connection* capacity from Guangzhou (CAN) to top 15 airports in China:
• At its Guangzhou (CAN) hub, China Southern increased connection capacity by
176%;
• Hainan Airlines entered six of the 14 connection routes from Guangzhou (CAN) to
China’s top 15 airports;
• Air China increased its connection capacity at Guangzhou (CAN) by 141% (4328
seats to 10,421);
• Shenzhen Airlines and Shandong Airlines, both subsidiaries of (PVG), opened
between them a combined four new connection routes;
• China Eastern Airlines increased its connection capacity at Guangzhou (CAN) by
307%, although from a small base, from 436 seats to 1773.
Connection* capacity from Beijing (PEK) to top 15 airports in China:
• At its Beijing (PEK) hub, Air China increased its connection capacity by 172%;
• China Southern Airlines increased its connection capacity at Beijing by 277% (1907
seats to 7193);
• China Southern and its Xiamen Airlines subsidiary opened a combined five new
connection routes from Beijing;
• China Eastern Airlines increased its connecting capacity from Beijing by 1513%
(from 585 seats to 9433);
• China Eastern and its Shanghai Airlines subsidiary opened seven new connections
from Beijing;
• Hainan Airlines opened nine new connections from Beijing.
Connection* capacity from Shanghai Pudong (PVG) to top 15 airports in China:
• At its Shanghai Pudong hub, China Eastern Airlines increased its capacity by 531%;
• Air China, which had no connections (within 240 minutes) from Shanghai Pudong,
added 6207 connection seats from Shanghai Pudong between Mar-2010 and Mar2015with the opening of four new connection routes;
• China Southern increased its connection capacity from Shanghai Pudong by 634%
(from 570 seats to 4181), opening four new connection routes;
• Spring Airlines, a major LCC based at Shanghai, only opened one connecting route
and adding 720 connection seats from Shanghai Pudong between Mar-2010 and
Mar-2015, although, its domestic connection could be much higher at Shanghai
Hongqiao.
(*240 minute connection)
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1. Weekly direct capacity (seats) between Australia and China by city pair: Week commencing 01-Mar2010 vs week commencing 01-Mar-2015
BNE-CAN
Mar-2010: n/a
Mar-2015: 1090
CNS-PVG
Mar-2010: n/a
Mar-2015: 1,128
MEL-CAN
Mar-2010: 801
Mar-2015: 2,840 (+255%)
MEL-CTU
Mar-2010: n/a
Mar-2015: 729
MEL-PVG:
Mar-2010: 2,048
Mar-2015: 3,993 (+95.0%)
SYD-CAN
Mar-2010: 1,876
Mar-2015: 4,198 (+124%)
SYD-CKG
Mar-2010: n/a
Mar-2015: 976
SYD-NKG
Mar-2010: n/a
Mar-2015: 792
SYD-PEK
Mar-2010: 1,000
Mar-2015: 2,029 (+103%)
SYD-PVG
Mar-2010: 4,611
Mar-2015: 5,651 (+22.6%)
PER-CAN
Mar-2010: n/a
Mar-2015: 654

Source:	
  CAPA	
  –	
  Centre	
  for	
  Aviation	
  and	
  OAG	
  

•
•

•
•

Between Mar-2010 and Mar-2015 total capacity from Australia to China doubled (+133%)
New direct routes launched between Mar-2010 and Mar-2015:
o Brisbane(BNE)-Guangzhou (CAN),
o Cairns (CNS)-Shanghai Pudong (PVG),
o Melbourne (MEL)-Chengdu (CTU),
o Sydney (SYD)-Chongqing (CKG),
o Sydney (SYD)-Nanjing (NKG) and
o Perth (PER)-Guangzhou (CAN)
At least double-digit growth across all routes
Only capacity decline was from Air China’s Sydney (SYD)-Shanghai Pudong (PVG) (28.9%).
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2. Weekly connecting capacity (seats) from Australian cities to top 15 airports in China via CAN: Week
commencing 01-Mar-2010 vs 01-Mar-2015

URC
Mar-2010: 383
Mar-2015: 679 (+77%)
CTU
Mar-2010: 990
Mar-2015: 6,735 (+580%)
CKG
Mar-2010: 843
Mar-2015: 4,852 (+476%)
KMG
Mar-2010: 1,107
Mar-2015: 2,255 (+104%)
XIY
Mar-2010: 747
Mar-2015: 2,147 (+187%)
WUH
Mar-2010: 459
Mar-2015: 1,284 (+180%)
CSX
Mar-2010: 701
Mar-2015: 1,795 (+156%)
XMN
Mar-2010: 418
Mar-2015: 2,414 (+478%)

BNE
Mar-2010: n/a
Mar-2015: 1,090

PEK
Mar-2010: 4,339
Mar-2015: 8,765 (+102%0

SYD
Mar-2010: 1,876
Mar-2015: 4,198 (+124%)

TAO
Mar-2010: 450
Mar-2015: 1,634 (+263%)

MEL
Mar-2010: 801
Mar-2015: 2,840 (+255%)

NKG
Mar-2010: 316
Mar-2015: 2,136 (+576%)

PER
Mar-2010: n/a
Mar-2015: 654

PVG
Mar-2010: 296
Mar-2015: 1,665 (+463%)
SHA
Mar-2010: 1,579
Mar-2015: 6,029 (+282%)
HGH
Mar-2010: 1,033
Mar-2015: 3,877 (+275%)

Source: CAPA - Centre for Aviation and OAG

•

•

•

New routes between Mar-2010 and Mar-2015:
o Perth (PER)-Guangzhou (CAN) and
o Brisbane (BNE)-Guangzhou (CAN)
Three-digit growth in:
o Melbourne (MEL)-Guangzhou (CAN) and
o Sydney (SYD)-Guangzhou (CAN)
Faster connection growth from Guangzhou to Shanghai Pudong (PVG) than to Shanghai
Hongqiao (SHA) - although from a much lower base
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3. Weekly connecting capacity (seats) from Australian cities to top 15 airports in China via PEK: Week
commencing 01-Mar-2010 vs week commencing 01-Mar-2015

URC
Mar-2010: 260
Mar-2015: 3,686 (+1318%)
XIY
Mar-2010: 790
Mar-2015: 3,996 (+406%)
CTU
Mar-2010: 702
Mar-2015: 4,838 (+589%)
NKG
Mar-2010: 1,514
Mar-2015: 1,480 (-2%)
WUH
Mar-2010: 158
Mar-2015: 1,903 (+1104%)
CKG
Mar-2010: 334
Mar-2015: 1,954 (+485%)
CSX
Mar-2010: 185
Mar-2015: 1,203 (+550%)
KMG
Mar-2010: 547
Mar-2015: 4,898 (+795%)

TAO
Mar-2010: 633
Mar-2015: 1,281 (+102%)
PVG
Mar-2010: 728
Mar-2015: 2,096 (+188%)
SHA
Mar-2010: 2,502
Mar-2015: 9,392 (+275%)
HGH
Mar-2010: 587
Mar-2015: 3,450 (+488%)
XMN
Mar-2010: 158
Mar-2015: 3,290 (+1982%)
SZX
Mar-2010: 1,207
Mar-2015: 4,557 (+278%)
CAN
Mar-2010: 2,016
Mar-2015: 7,563 (+275%)
Mar-2010: 1,000
Mar-2015: 2,029

Source: CAPA - Centre for Aviation and OAG

•

•

Three routes with four-digit growth:
o Urumqi (URC),
o Wuhan (WUH) and
o Xiamen (XMN)
All other routes recorded three-digit growth with the exception of Nanjing (NKG), which
saw a 2% decline
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4. Weekly connecting capacity (seats) from Australian cities to top 15 airports in China via PVG: Week
commencing 01-Mar-2010 vs week commencing 01-Mar-2015

URC
Mar-2010: n/a
Mar-2015: 498
PEK
Mar-2010: 596
Mar-2015: 3,496 (+487%)
TAO
Mar-2010: 312
Mar-2015: 2,901 (+830%)
XIY
Mar-2010: 588
Mar-2015: 6,992 (+1089%)
CTU
Mar-2010: 993
Mar-2015: 6,038 (+508%)
WUH
Mar-2010: 254
Mar-2015: 3,378 (+1230%)

KMG
Mar-2010: n/a
Mar-2015: 4,025

CNS-PVG
Mar-2010: n/a
Mar-2015: 1,128

CAN
Mar-2010: 698
Mar-2015: 3,423 (+390%)

MEL-PVG:
Mar-2010: 2,048
Mar-2015: 3,993

SZX
Mar-2010: 312
Mar-2015: 4,942 (+1484%)

SYD-PVG
Mar-2010: 4,611
Mar-2015: 5,651

XMN
Mar-2010: n/a
Mar-2015: 2,138

NKG
Mar-2010: 96
Mar-2015: 488 (+408)
CSX
Mar-2010: 316
Mar-2015: 2,311 (+631%)
CKG
Mar-2010: 350
Mar-2015: 3,698 (+957%)

Source:	
  CAPA	
  –	
  Centre	
  for	
  Aviation	
  and	
  OAG	
  

•

•

Three new airports with connections within 240 minutes between Mar-2010 and Mar-2015:
o Urumqi (URC),
o Kunming (KMN) and
o Xiamen (XMN)
Three-digit growth in connection capacity (within 240 minutes) from Shanghai Pudong
(PVG) to all top 15 Chinese airports with connections
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5. Weekly connecting capacity (seats) from Australian cities to PVG via HKG: Week commencing 01Mar-2010 vs week commencing 01-Mar-2015

Mar-2010: 11,337
Mar-2015: 21,276 (+87.7%)

BNE
Mar-2010: 3,309
Mar-2015: 3,539, +7.0%
BNE-CNS-HKG
Mar-2010: 933
Mar-2015: 753 (-19.3%)
SYD
Mar-2010: 14,677
Mar-2015: 10,439, -28.9%
MEL
Mar-2010: 9,108
Mar-2015: 7,350 (-19.3%)
ADL
Mar-2010: n/a
Mar-2015: 1,004
PER
Mar-2010: 1,230
Mar-2015: 2,259 (+2.0%)

Source: CAPA - Centre for Aviation and OAG

•
•
•
•
•

New route between Mar-2010 and Mar-2015: Adelaide (ADL)-Hong Kong (HKG) by
Cathay Pacific
Double-digit declines from Melbourne (MEL) and Sydney (SYD) to Hong Kong (HKG)
Similar (-19.3%) decline from Qantas and Cathay Pacific on Melbourne (MEL)-Hong Kong
(HKG) sector
Virgin Atlantic withdrew from Sydney (SYD)-Hong Kong (HKG)
Brisbane (BNE)-Cairns (CNS)-Hong Kong (HKG) operated by Cathay Pacific
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6. Weekly connecting capacity (seats) from Australian cities to PVG via SIN: Week commencing 01Mar-2010 vs week commencing 01-Mar-2015

Mar-2010: 3,307
Mar-2015: 8,032 (+143%)

DRW
Mar-2010: 1,582
Mar-2015: 1,344 (-15.0%)
BNE
Mar-2010: 10,642
Mar-2015: 12,252 (+15.1%)
OOL
Mar-2010: n/a
Mar-2015: 2,010
SYD
Mar-2010: 15,330
Mar-2015: 15,327 (0%)
MEL
Mar-2010: 12,910
Mar-2015: 13,644 (+5.7%)
ADL
Mar-2010: 2,886
Mar-2015: 1,995 (-30.9%)
PER
Mar-2010: 11,205
Mar-2015: 11,041 (-1.5%)

Source: CAPA - Centre for Aviation and OAG

•
•

•
•

New route between Mar-2010 and Mar-2015: Gold Coast (OOL)-Singapore (SIN) by Scoot
Despite the entry of Scoot and significant (+614%) capacity growth by British Airways on
Sydney (SYD)-Singapore (SIN) sector, capacity remained unchanged due to significant (36.4%) capacity cuts by Qantas
Brisbane (BNE)-Singapore (SIN) and Melbourne (MEL)-Singapore (SIN) only sectors to
record positive capacity growth
Adelaide (ADL)-Singapore (SIN) capacity decline due to Qantas withdrawal from sector
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7. Weekly connecting capacity (seats) from Australian cities to PVG via KUL: Week commencing 01Mar-2010 vs week commencing 01-Mar-2015
Mar-2010: 1,148
Mar-2015: 3,487 (+204%)

DRW
Mar-2010: n/a
Mar-2015: 640
BNE
Mar-2010: 1,410
Mar-2015: 1,981 (+40.5%)
OOL
Mar-2010: 2,345
Mar-2015: 2,639 (+12.5%)
SYD
Mar-2010: 2,513
Mar-2015: 11,221 (+347%)
MEL
Mar-2010: 9,774
Mar-2015: 13,692 (+40.1%)
ADL
Mar-2010: 1,128
Mar-2015: 4,620 (+310%)
PER
Mar-2010: 4,621
Mar-2015: 7,920 (+71.4%)

Source: CAPA - Centre for Aviation and OAG

•
•

New route between Mar-2010 and Mar-2015: DRW-KUL by Malaysia Airlines
Three-digit growth in Sydney (SYD)-Kuala Lumpur (KUL) and Adelaide (ADL)-Kuala
Lumpur (KUL), both attributable to the entry of AirAsia X while MAS also increased its
Sydney (SYD)-Kuala Lumpur (KUL) capacity by 137%
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8. Weekly connecting capacity (seats) from Australian cities to top 15 airports in China via HKG:
Week commencing 01-Mar-2010 vs week commencing 01-Mar-2015
PEK
Mar-2010: 6,868
Mar-2015: 13,455

PVG
Mar-2010: 11,337
Mar-2015: 21,276

TAO
Mar-2010: 852
Mar-2015: 1,716

CKG
Mar-2010: 128
Mar-2015: 1,872

XIY
Mar-2010: 156
Mar-2015: n/a

HGH
Mar-2010: 1,638
Mar-2015: 4,837

CTU
Mar-2010: 1,414
Mar-2015: 4,951

CSX
Mar-2010: 638
Mar-2015: 990

WUH
Mar-2010: 798
Mar-2015: 2,443

SHA
Mar-2010: n/a
Mar-2015: 1,784

NKG
Mar-2010: 1,636
Mar-2015: 6,451

KMG
Mar-2010: n/a
Mar-2015: 670
CAN
Mar-2010: 1,313
Mar-2015: 1,944

BNE
Mar-2010: 3,309
Mar-2015: 3,539, +7.0%

XMN
Mar-2010: 2,430
Mar-2015: 3,697

BNE-CNS-HKG
Mar-2010: 933
Mar-2015: 753 (-19.3%)
SYD
Mar-2010: 14,677
Mar-2015: 10,439, -28.9%
MEL
Mar-2010: 9,108
Mar-2015: 7,350 (-19.3%)
ADL
Mar-2010: n/a
Mar-2015: 1,004
PER
Mar-2010: 1,230
Mar-2015: 2,259 (+2.0%)

Source: CAPA - Centre for Aviation and OAG

•

Between week commencing 01-Mar-2010 - week commencing 01-Mar-2015, overall
connection capacity between Hong Kong (HKG) and top 15 Chinese airports
increased by 126%
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9. Weekly connecting capacity (seats) from Australian cities to top 15 airports in China via SIN: Week
commencing 01-Mar-2010 vs 01-Mar-2015
XIY
Mar-2010: n/a
Mar-2015: 360

PEK
Mar-2010: 2,867
Mar-2015: 6,437 (+125%)

CTU
Mar-2010: 644
Mar-2015: 1,610 (+150%)

TAO
Mar-2010: n/a
Mar-2015: 2,240

CKG
Mar-2010: 354
Mar-2015: 878 (+148%)

NKG
Mar-2010: 646
Mar-2015: 804 (+24.5%)

KMG
Mar-2010: 803
Mar-2015: 1,210 (+50.7%)

PVG
Mar-2010: 3,307
Mar-2015: 8,032 (+143%)

WUH
Mar-2010: n/a
Mar-2015: 834

HGH
Mar-2010: 169
Mar-2015: 1,220 (+622%)
CSX
Mar-2010: n/a
Mar-2015: 406
CAN
Mar-2010: 684
Mar-2015: 3,843 (+462%)

DRW
Mar-2010: 1,582
Mar-2015: 1,344 (-15.0%)

SZX
Mar-2010: 860
Mar-2015: 1,495 (+73.9%)

BNE
Mar-2010: 10,642
Mar-2015: 12,252 (+15.1%)

XMN
Mar-2010: 689
Mar-2015: 2,676 (+288%)

OOL
Mar-2010: n/a
Mar-2015: 2,010
SYD
Mar-2010: 15,330
Mar-2015: 15,327 (0%)
MEL
Mar-2010: 12,910
Mar-2015: 13,644 (+5.7%)
ADL
Mar-2010: 2,886
Mar-2015: 1,995 (-30.9%)
PER
Mar-2010: 11,205
Mar-2015: 11,041 (-1.5%)

Source: CAPA - Centre for Aviation and OAG

•
•

•

Between week commencing 01-Mar-2010 - week commencing 01-Mar-2015, overall connection
capacity between SIN and top 15 Chinese airports increased by 191%
Four new connection destinations among top 15 Chinese airports:
o Xi’an (XIY),
o Wuhan (WUH),
o Qingdao (TAO) and
o Changsha (CSX), served mostly by foreign airlines (SilkAir, Scoot and Tigerair)
Strong three-digit connections growth to China’s three main hubs of Guangzhou (CAN), Beijing
(PEK) and Shanghai Pudong (PVG), particularly Guangzhou (CAN)
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11. Weekly connecting capacity (seats) from Australian cities to top 15 airports in China via KUL:
Week commencing 01-Mar-2010 vs week commencing 01-Mar-2015
PEK
Mar-2010: 1,971
Mar-2015: 2,074 (+5.2%)
PVG
Mar-2010: 1,148
Mar-2015: 3,487 (+204%)
HGH
Mar-2010: 670
Mar-2015: 754 (+12.5%)
CAN
Mar-2010: 932
Mar-2015: 2,714 (+191%)
SZX
Mar-2010: n/a
Mar-2015: 540
XMN
Mar-2010: 458
Mar-2015: 1,325 (+189%)
XIY
Mar-2010: n/a
Mar-2015: 754
DRW
Mar-2010: n/a
Mar-2015: 640

CKG
Mar-2010: n/a
Mar-2015: 1,131

BNE
Mar-2010: 1,410
Mar-2015: 1,981 (+40.5%)

CTU
Mar-2010: 1,675
Mar-2015: 2,262 (+35%)

OOL
Mar-2010: 2,345
Mar-2015: 2,639 (+12.5%)

KMG
Mar-2010: 498
Mar-2015: 480 (-3.6%)

SYD
Mar-2010: 2,513
Mar-2015: 11,221 (+347%)
MEL
Mar-2010: 9,774
Mar-2015: 13,692 (+40.1%)
ADL
Mar-2010: 1,128
Mar-2015: 4,620 (+310%)
PER
Mar-2010: 4,621
Mar-2015: 7,920 (+71.4%)

Source: CAPA - Centre for Aviation and OAG

•
•
•
•

New route between Mar-2010 and Mar-2015: Darwin (DRW) to Kuala Lumpur (KUL)
Between week commencing 01-Mar-2010 - week commencing 01-Mar-2015, overall connection
capacity between Kuala Lumpur (KUL) and top 15 Chinese airports increased by 111%
New connection destinations from Kuala Lumpur (KUL) to:
o Shenzhen (SZX), Xi’an (XIY) and Chongqing (CKG), all served by AirAsia X
Kuala Lumpur (KUL)-Beijing (PEK) capacity increased 5% despite withdrawal of Air China and MAS
halving its capacity, mainly in response to entry of AirAsia X
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Report parameters:
•
•
•
•

•

•

•

•

All data sourced from CAPA – Centre for Aviation, OAG
Figures are for one-way capacity
Weekly capacity for week commencing 01-Mar-2010 vs week commencing 01-Mar2015
Capacity from AU cities to Hong Kong (HKG)/Kuala Lumpur (KUL)/Singapore
(SIN) and from Hong Kong (HKG)/Kuala Lumpur (KUL)/Singapore (SIN) to AU
cities refer to total seats
Capacity from AU cities to Guangzhou (CAN)/Beijing (PEK)/Shanghai Pudong
(PVG) and from Guangzhou (CAN)/Beijing (PEK)/Shanghai Pudong (PVG) to AU
cities refer to total seats
Capacity from Hong Kong (HKG)/Kuala Lumpur (KUL)/Singapore (SIN) to top
15 Chinese airports and from top 15 Chinese airports to Hong Kong (HKG)/Kuala
Lumpur (KUL)/Singapore (SIN) refer to connections departing within 240 minutes
of their arrival
Capacity from Guangzhou (CAN)/Beijing (PEK)/Shanghai Pudong (PVG) to top
15 Chinese airports and from top 15 Chinese airports to Guangzhou (CAN)/Beijing
(PEK)/Shanghai Pudong (PVG) refer to connections departing within 240 minutes
of their arrival
Top 15 airports in China refers to the following airport rankings by annual passenger
numbers:
o PEK: Beijing Capital International Airport
o CAN: Guangzhou Baiyun International Airport
o PVG: Shanghai Pudong International Airport
o SHA: Shanghai Hongqiao Airport
o CTU: Chengdu Airport
o SZX: Shenzhen Airport
o KMG: Kunming Airport
o XIY: Xi'an Airport
o CKG: Chongqing Airport
o HGH: Hangzhou Airport
o XMN: Xiamen Airport
o CSX: Changsha Airport
o WUH: Wuhan Airport
o URC: Urumqi Airport
o NKG: Nanjing Airport
o TAO: Qingdao Airport
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CAPA – Centre for Aviation: Established in 1990, CAPA is the leading provider of
independent aviation market intelligence, analysis and data services, covering worldwide
developments.
	
  
Note on schedules data used: OAG is the leading provider of global airline schedule data,
sourced from its proprietary airline schedules, flight status, fleet, MRO and cargo logistics
databases. OAG is best known for its airline schedules database which holds future and
historical flight details for more than 900 airlines and over 4,000 airports. The capacity data
in this report are derived from OAG’s comprehensive airline schedules database, and
building on this, all possible global airline connections.
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Executive Summary
Qantas and China Eastern propose to enter into a Joint Coordination Agreement (JCA) for the provision of
their services between Australia and China. The parties recognise that they each face challenges in
providing effective and efficient air passenger transport services between Australia and China.1 Both face
limitations in serving passengers to a range of destinations outside of their home country and we understand
that Qantas, in particular, lacks the capital to significantly expand its service offering in the absence of a
strong partnership with another airline.
Although Qantas and China Eastern have operated under a codeshare agreement since 2008, its terms are
inadequate to address these challenges. In particular, the existing codeshare agreement does not provide
each of Qantas and China Eastern with a strong incentive to offer the other open access to their direct
Australia-China services or to their extensive domestic networks. It also does not provide for any form of
coordination of the services offered by each of Qantas and China Eastern that would otherwise enhance the
services they could provide the travelling public.
Under the JCA Qantas and China Eastern plan to coordinate their services and leverage each other’s
strengths in order to improve their service offering to customers and the profitability of their respective
operations between Australia and China.2 By co-locating their terminal operations and improving the timing
of connecting services the JCA will allow both parties to more effectively develop China Eastern’s hub in
Shanghai. The JCA will also alter the financial incentives that Qantas and China Eastern have to provide
each other with access to their Australia-China, domestic China and domestic Australia services, thereby
improving flexibility in inventory management and enhancing the service offering they can each provide.
[REDACTED – COMMERCIAL IN CONFIDENCE] Irrespective, the level of coordination contemplated under
the JCA requires regulatory approval in Australia. More specifically, the proposed JCA requires authorisation
from the Australian Competition and Consumer Commission (ACCC). This process requires consideration of
whether the JCA is likely to result in public detriment by providing the parties with an enhanced ability and/or
incentive to engage in behaviour that would have the effect of lessening competition in one or more relevant
markets.
In this report we consider two aspects that are relevant to an assessment of the likely competitive effects of
the proposed JCA:


whether the parties are constrained in the provision of their direct services between Australia and China
by other operators of direct and indirect, one-stop services; and



whether the JCA is likely to enhance the ability and/or incentive of the parties to restrict or limit capacity
on routes between Australia and China in order to raise average fares.

We also consider whether the structure of the proposed conditions of authorisation put forward by Qantas
and China Eastern are appropriate in light of the ACCC’s concerns regarding the potential effect of the JCA
on competition for direct services between Sydney and Shanghai.

Constraint imposed by operators of indirect services
In our opinion, operators of indirect services impose a strong constraint on the fares for direct travel between
a range of Australia-China city-pairs, and more specifically, between Sydney and Shanghai.
The ACCC has concluded that 12 to 15 per cent of passengers currently travel between Sydney and
Shanghai on indirect services via other hub airports (although we note that Qantas considers this to be an
1

Submission for Authorisation dated 18 November 2014, section 3.3, p. 9.

2

Submission for Authorisation dated 18 November 2014, section 3.3, pp. 9 – 10.
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underestimate, and potentially a very significant underestimate). However, this information alone is
insufficient to suggest that operators of these services represent a weak constraint on the parties. Rather,
the extent to which these operators constrain the parties must be determined by reference to:


the proportion of passengers that would switch from direct to indirect services following a change in their
relative price; and



the proportion of ticket sales that an operator of direct services would need to lose in order to make an
increase in airfares on direct routes unprofitable, ie, the critical loss of sales.

Although it has not been possible to estimate either of these effects for the purpose of this report, we
conclude that indirect operators do impose a strong constraint on the price offered for direct services on the
Sydney/Shanghai route on the basis that:


the proportion of passengers travelling between Sydney and Shanghai on indirect services is greater
(and potentially much greater) than 10 per cent, which is the market share at which the ACCC considers
imports to impose a competitive constraint in the context of merger reviews;



the gross margin on the sale of incremental seats on long-haul flights, such as that from Sydney to
Shanghai, is likely to be very high, suggesting that the critical loss of sales that would make a small but
significant non-transitory increase in price (SSNIP) on direct services between these two city-pairs
unprofitable is likely to be relatively low;



indirect operators have a strong incentive to attract Sydney/Shanghai traffic through their own hub to
supplement their direct point to-point traffic and reduce their average costs;



there is clear evidence that some indirect operators are competing strongly to attract passengers
travelling between these two city-pairs; and



there is a lack of any discernible (negative) correlation between the number of carriers that provide direct
services on Australia-China routes and the prices they charge on these routes, indicating that airfares
are not consistently higher when there are fewer operators of direct services.

Incentive to expand or limit capacity
The JCA is likely to have two effects in relation to the use of and investment in capacity on routes between
Australia and China. First, the JCA will enhance the ability and incentive of both Qantas and China Eastern
to meet any increase in demand through better utilisation of existing capacity. Second, the JCA will reduce
the risk to either party of expanding capacity and so, relative to the status quo, will enhance the incentive for
investment in new capacity, thereby bringing forward the point in time at which such increased capacity is
likely to be deployed.
In our opinion, the JCA can only be taken to enhance the ability or incentive for one or both parties to limit
capacity, relative to the status quo, if it can be shown that:


the benefits of coordinating to reduce or limit capacity and so to raise prices above the level that would
otherwise apply are greater than those that would accrue from the expansion of capacity in the face of
growing demand; and



the JCA provides one or both parties with an enhanced ability to influence the capacity decisions of its
JCA partner; and/or



the sharing of information in respect of load factors and route profitability and the coordination of certain
activities provided for under the JCA would provide the parties with greater assurance that a reduction in
(or limitation of) capacity by one in an attempt to raise prices above the level that would otherwise apply
would not be countered by an offsetting increase in capacity by the other.

[REDACTED – COMMERCIAL IN CONFIDENCE]
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Conditions of authorisation
[REDACTED – COMMERCIAL IN CONFIDENCE]
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1. Introduction
This report has been prepared at the request of Johnson Winter & Slattery (JWS) on behalf of Qantas
Airways Limited (Qantas). The context for our report is the application for authorisation of a Joint
Coordination Agreement (JCA) between Qantas and China Eastern Airlines Corporation Limited (China
Eastern) (together ‘the parties’).
The parties currently operate under a codeshare agreement, whereby they distribute and sell flight capacity
on each other’s services between and within Australia and mainland China (China)3. This agreement does
not provide for any form of coordination of services or business activities. By contrast, under the proposed
JCA the parties will:


coordinate various actives such as terminal location, scheduling of services, sales activities and ground
handling services;4 and

[REDACTED – COMMERCIAL IN CONFIDENCE]
Qantas and China Eastern consider that the JCA will better enable them to offer seamless, competitive, high
quality and cost efficient passenger services on codeshare routes between Australia and China and beyond.5
However, the Australian Competition and Consumer Commission (ACCC) has proposed to deny
authorisation of the agreement.6
We have been asked by JWS to examine two particular aspects of the ACCC’s Draft Determination, ie:


the ACCC’s analysis of the competitive constraint imposed by other airlines; and



the terms of the Joint Coordination Agreement and whether their application is likely to result in Qantas
and China Eastern having an increased ability and incentive unilaterally to reduce capacity, or to limit
growth in capacity, on the Sydney – Shanghai route.

We have also been asked to provide our opinion as to whether the proposed conditions of authorisation are
appropriate in light of the ACCC’s concerns.
The remainder of this report is structured as follows:


section 2 sets out our understanding of the rationale for the JCA;



section 3 provides a summary of the way in which air passenger transport services are provided between
Australia and China and the competitive constraints operating on Qantas and China Eastern in the
operation of their services between these two countries;



section 4 provides our analysis of the extent to which the JCA will be likely to provide China Eastern
(and/or Qantas) with an incentive to expand or restrict capacity on routes between Australia and China;
and



section 5 provides a brief summary of the proposed conditions of authorisation and our opinion as to
whether the structure of these conditions is appropriate in light of the competition concerns raised by the
ACCC.

3

For the purpose of this report we consider Hong Kong to be distinct from mainland China given the nature of the way in which air
passenger transport services are provided within the region.

4

Under the JCA the parties may coordinate their activities in the following areas: flying operations; codesharing; interlining; pricing and
revenue management; scheduling (including frequencies and connection requirements); cargo; passenger sales and marketing;
holiday/vacation products and packages; group bookings; frequent flyer programs; distribution; customer rebates, incentives and
discounts; agency arrangements; ground handling; airport services; co-joint selling activities; and corporate sales. See Joint
Coordination Agreement, dated November 2014, clause 3.3(b).

5

Joint Coordination Agreement, dated November 2014, clause 3.1(a).

6

ACCC Draft Determination, Summary, p. i.
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2. Rationale for the JCA
The Applicant’s submission states that the objective of the JCA is to enable Qantas and China Eastern to
coordinate their services and leverage each other’s strengths in order to improve their service offering to
customers and the profitability of their respective operations between Australia and China.7
The parties recognise that they each face challenges in providing effective and efficient air passenger
transport services between Australia and China.8 In particular, we understand from Qantas that it has
insufficient capital to be able to operate direct services on a number of Australia/China city-pairs and is
unable to provide domestic flights from a hub within China and thereby serve a greater number of city-pairs
via one-stop services. Although China Eastern has a strong domestic network within China, it has limited
ability to offer services for passengers to multiple destinations within Australia.
Although Qantas and China Eastern have operated under a codeshare agreement since 2008, its terms are
inadequate to address these challenges. In particular, Qantas considers that it is likely to become
increasingly marginalised in respect of the Australia-China market and that it will not be able to keep pace
with the capacity growth of other carriers.9

2.1 The existing codeshare agreement
Qantas and China Eastern entered into a codeshare agreement in July 2008 in an effort to expand their
respective networks.10 Under the existing codeshare agreement:
Qantas has access to seats on China Eastern’s services between:



>

Shanghai and Melbourne ([REDACTED – COMMERCIAL IN CONFIDENCE]); and

>

Beijing and Sydney (via Nanjing), Singapore and Shanghai, and Shanghai and other cities in China
([REDACTED – COMMERCIAL IN CONFIDENCE]); and

China Eastern has access to seats on Qantas’ services between:



>

Shanghai and Sydney ([REDACTED – COMMERCIAL IN CONFIDENCE]); and

>

Singapore and Sydney/Melbourne/Brisbane, and various trans-Tasman and domestic flights within
Australia ([REDACTED – COMMERCIAL IN CONFIDENCE]).

[REDACTED – COMMERCIAL IN CONFIDENCE]

2.2 The proposed JCA
In order to enhance the benefits from their complementary networks and capabilities, Qantas and China
Eastern propose to enter into the JCA. The JCA allows for the transfer of information between the parties
and the coordination of various activities in respect of their Australia-China services, such as flight
scheduling and fare types. [REDACTED – COMMERCIAL IN CONFIDENCE]

7

Submission for Authorisation dated 18 November 2014, section 3.3, pp. 9 – 10.

8

Submission for Authorisation dated 18 November 2014, section 3.3, p. 9.

9

Submission for Authorisation dated 18 November 2014, section 3.3, p. 10.
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In addition to its codeshare agreement with China Eastern, Qantas also has a codeshare agreement with China Southern for services
to China. It also has an agreement for interlining with Cathay Pacific as part of the one-world alliance. These agreements collectively
increase the network reach of Qantas to other destinations in China.
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3. Assessment of Competitive Constraints
Passengers travelling between Australia and China have the option of travelling on a range of direct and
one-stop services offered by various airlines. In this section we first summarise the current structure of air
passenger transport services offered between Australia and China. We then consider the extent to which
operators of one-stop services may constrain operators of direct services, with particular attention to the
Sydney/Shanghai route. Finally, we set out our assessment of whether airfares tend to be greater when
there are fewer carriers operating direct services on particular routes between Australia and China.

3.1 Structure of air passenger services between Australia and China
There are a number of different operators of direct and indirect services between city pairs in Australia and
China.
3.1.1

Direct services

At present, five airlines operate direct services between cities in Australia and China, being: Air China, China
Eastern, China Southern, Sichuan Airlines and Qantas. Each of the four Chinese airlines operates out of its
China-based hub or hubs.11 In particular:


Air China has its primary hub in Beijing and operates direct services to Sydney,12 and a second hub in
Shanghai from which it operates direct services to Sydney and Melbourne;



China Eastern has a hub in Shanghai and operates direct services to Sydney and Melbourne,13 while
also operating a service between Sydney and Nanjing that then connects to Beijing;



China Southern has a hub in Guangzhou and operates direct services to Sydney, Melbourne, Brisbane
and Perth; and



Sichuan Airlines has a hub in Chengdu and operates services to Sydney, while also operating a service
from Chongqing to Sydney.

Qantas has no hub in China and its only direct service between Australia and China is on the
Sydney/Shanghai route (see Appendix A1.1 for a discussion of hub-and spoke vs point-to-point models for
the provision of air passenger transport services).
In figure 3.1 we illustrate the direct services offered by each of the above carriers.

11

Transition to a Hub and Spoke operating model began for Air China and China Southern in 2002, instigated by major domestic reform
to consolidate the resources of China’s airlines favouring the three majors (Air China, China Eastern and China Southern). However,
China Eastern did not begin developing a Hub and Spoke network until a decade later, after completing a 2010 merger with Shanghai
Airlines. As a result, China Eastern is only now rapidly expanding services and facilities to create an efficient air hub at Shanghai
Pudong (PVG) that can compete with Beijing (PEK) and Guangzhou (CAN) for domestic and international passengers.
See Flight Global, Focus – Building the hub system in China, 2012, accessed at: http://www.flightglobal.com/news/articles/focusbuilding-the-hub-system-in-china-367350/, accessed on 23 April 2015.

12

13

Air China has announced that it will introduce a four day a week direct service between Beijing and Melbourne on 1 June 2015. See
Air China Media Release dated 27 January 2015 at https://www.airchina.com.au/AU/GB/info/news/#.
China Eastern also operates services between Shanghai and Cairns on a seasonal basis.
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Figure 3.1

Direct services between Australia and China, Northern Summer 2015

Notes: Air China will start a direct Beijing/Melbourne service in June 2015 and China Eastern operates a seasonal service
between Shanghai and Cairns at other times of the year.
Source: Department of Infrastructure and Regional Development, International Airlines Timetable Summary – Northern
Summer 2015, accessed at: http://www.infrastructure.gov.au/aviation/international/timetable.aspx, accessed on 20 April
2015.
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One consequence of the hub-based nature of services offered by each of the four China-based airlines is
that most city pairs between Australia and China are served by only one airline. In particular, of the 10 direct
routes between Australia and China, eight are served by only one carrier, being:14


Beijing/Sydney (operated by Air China);



Chengdu/Melbourne (operated by Sichuan Airlines);



Chongqing/Sydney (operated by Sichuan Airlines);



Guangzhou and each of Sydney, Melbourne, Brisbane and Perth (operated by China Southern); and



Nanjing/Sydney (operated by China Eastern).

The two remaining routes are served by two and three airlines respectively, being:


Shanghai/Melbourne (operated by Air China and China Eastern); and



Shanghai/Sydney (operated by Air China, China Eastern and Qantas).

It follows that the structure of services on the Sydney/Shanghai route is unusual in that:


two Chinese-based airlines operate from the same hub in Shanghai, and so can both offer services to
Australia on the same route; and



it is the only route between Australia and China on which an Australian-based airline operates.

We set out the schedule and frequency of services on each direct route between Australia and China in
Table 3.1 below. The frequency of services and weekly capacity differs between routes, with the
Sydney/Shanghai route having both the highest frequency and weekly capacity of all routes.
However, despite it having the highest frequency of service, the range of departure times on this route are
narrower than those on some other routes served by only one carrier. In particular, departure times for travel
from Sydney to Shanghai range from 9:35am (Qantas) to 11:00am (China Eastern) for arrival in Shanghai at
6:30pm and 7:20pm respectively (with Air China operating a service between these two times). By contrast,
China Southern:


operates two daily services from Sydney to Guangzhou with one morning departure time of 10:05am and
one evening departure time of 10:15pm, for arrival in Guangzhou at 5:50pm and 5:55am respectively;
and



operates one daily service from Melbourne to Guangzhou with an evening departure time of 10:30pm
and three services per week with a morning departure time of 10:30am, for arrival in Guangzhou at
6:00am and 6:10pm respectively.

These arrangements suggest that, when there is only one carrier serving a route with sufficient demand to
justify more than one daily service, absent any relevant slot constraints, that carrier will offer a range of
departure times. However, where there is more than one operator on a route, for which each can offer only a
daily service, the choice of departure times will tend to be quite narrow, since each airline has an incentive to
operate its one daily service at the most convenient time of day for the majority of passengers.

14

This would be increased to nine if Air China’s new Beijing/Melbourne services was included.

HoustonKemp.com

11

Effects of the Qantas/China Eastern Alliance

Table 3.1

Schedule and frequency of direct services between Australia and China

Carrier

Flight number

Departure time

Arrival time

Frequency

Total Estimated
Capacity

Beijing – Sydney (Return)
Air China

CA 173
CA 174

4:50pm
7:40pm

6:50am
5:30am

M*WTF*S
MT*TFS*

1,260

12:50am
9:10pm

1:10pm
5:50am

M**T*S*
M**T*S*

822

11:50pm
7:45pm

12:20pm
4:45am

M**T***
*T**F**

548

9:15pm
9:55am

8:25am
5:00pm

M*W*FSS
MT*T*SS

1,085

CZ 321
CZ 322

9:00pm
10:30pm

8:40am
6:00am

MTWTFSS
MTWTFSS

1,925

CZ 343
CZ 344

9:00am
10:30am

8:30pm
6:10pm

**W*FS*
**W*FS*

825

9:55pm
8:30am

6:00am
4:40pm

*T*T*S*
**W*F*S

684

CZ 301
CZ 302

8:20am
10:15pm

7:40pm
5:55am

MTWTFSS
MTWTFSS

1,519

CZ 325
CZ 326

9:05pm
10:05am

8:25am
5:50pm

MTWTFSS
MTWTFSS

1,519

7:30pm
10:30am

8:30am
7:25pm

M*W*F**
*T*T*S*

861

Chengdu – Melbourne (Return)
Sichuan

3U 601
3U 602

Chongqing – Sydney (Return)
Sichuan

3U 605
3U 606

Guangzhou – Brisbane (Return)
China Southern

CZ 381
CZ 382

Guangzhou – Melbourne (Return)
China Southern

Guangzhou – Perth (Return)
China Southern

CZ 319
CZ 320

Guangzhou – Sydney (Return)
China Southern

Nanjing – Sydney (Return)
China Eastern

MU 727
MU 728

Shanghai – Melbourne (Return)
China Eastern

MU 737
MU 738

8:15 pm
11:00am

9:00am
7:20pm

MTWTFSS
MTWTFSS

1,624

Air China

CA 177
CA 178

7:15pm
10:35am

8:05am
7:15pm

**W*F*S
*T*T*S*

756

Shanghai – Sydney (Return)
Qantas

QF 130
QF 129

7:55pm
9:35am

8:30am
6:30pm

M*WTFSS
MT*TFSS

1,782

China Eastern

MU 561
MU 562

8:20pm
11:00am

9:00am
7:20pm

MTWTFSS
MTWTFSS

1,624

Air China

CA 175
CA 176

7:35pm
10:20am

8:10am
7:10pm

*T*T*S*
**W*F*S

756

Source: (1) Carrier’s booking websites, accessed 20 April 2015; and (2) Department of Infrastructure and Regional
Development, International Airlines Timetable Summary – Northern Summer 2015, accessed at:
http://www.infrastructure.gov.au/aviation/international/timetable.aspx, accessed on 20 April 2015.
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3.1.2

Indirect services

Air China, China Eastern, China Southern and Sichuan Airlines each have extensive domestic networks
within China and can connect a large number of Australia-China city-pairs via one-stop services through their
respective China-based hubs.
In addition, there are a number of carriers that operate hubs within the Asian region that are able to offer
indirect services on the ten city pairs serviced by Qantas and the four China-based carriers identified above.
These include Cathay Pacific/Dragon Air, Singapore Airlines/Silk Air and Malaysia Airlines. We illustrate the
range of direct services operated by each of these carriers between their hubs in Hong Kong, Singapore and
Kuala Lumpur, and each of Australia and China respectively, in Figure 3.2 and Figure 3.3 below.
These carriers have a strong incentive to attract passengers travelling between Australia and China in order
to supplement demand for direct services to and from their own hub locations and improve the financial
performance of their operations (see Appendix A1.1 for a discussion of the economic incentives for hub-andspoke operators). Cathay Pacific, in particular, actively markets its indirect services between Australia and
China. For example, our review of Cathay Pacific’s Australia-based website, accessed on 17 April 2015,
demonstrated that:


its Sydney/Hong Kong/Shanghai service was the most predominant route advertised that day (see
screenshot of the home page for Cathay Pacific in Appendix A.2, Table A.2.1);



Shanghai and Beijing were identified as two of the top four cities on the “Explore Destinations” tab of its
website (see screenshot of Cathay Pacific’s website in Appendix A.2, Table A.2.2);



eight of the ten cities identified on the first page of the “Latest Offers” tab of its website are located in
China (see screenshot of Cathay Pacific’s website in Appendix A.2, Table A.2.2); and



Cathay Pacific promotes Shanghai as a major destination and provides customers with information on
various “Things to do” while in Shanghai (see screenshot of Cathay Pacific’s website in Appendix A.2,
Table A.2.3).

In addition, our analysis of fully flexible economy airfares offered by Cathay Pacific for services between
Sydney and Shanghai via Hong Kong indicates that it is currently offering indirect services between these
two cities at a lower price than Qantas or China Eastern’s direct services and at a lower price than its own
return services between Sydney and Hong Kong.15

15

As at 22 April 2015, the price of a fully flexibly ticket on Cathay Pacific’s service from Sydney to Shanghai via Hong Kong (return),
departing 13 May 2015 on CX110 and returning 20 May 2015 on CX111 was $771.84. By contrast, the price for a fully flexible ticket
on Cathay Pacific service from Sydney to Hong Kong (return) on the same dates on the same aircraft was $908.74. Information
sourced directly from Cathay Pacific Airways, Booking Website, accessed at: http://www.cathaypacific.com.
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Figure 3.2

Services offered by Cathay Pacific/Dragon Air between their hub and each of
Australia and China

Source: Cathay Pacific Airways, Booking Website, accessed at: http://www.cathaypacific.com, accessed on 21 April 2015.
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Figure 3.3

Services offered by Singapore Airlines/Silk Air and Malaysian Airlines between their
hubs and each of Australia and China

Source: (1) Singapore Airlines, Booking Website, accessed at: http://www.singaporeair.com, accessed on 21 April 2015; and
(2) Malaysia Airlines, Booking Website, accessed at: http://www.malaysiaairlines.com, accessed on 21 April 2015.
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3.2 Regional or route based competition?
In our opinion, there is strong evidence that operators of indirect services constrain the fares charged by
operators of direct services for travel between a range of Australia-China city-pairs, including between
Sydney and Shanghai.
The ACCC has concluded that 12 to 15 per cent of passengers currently travel between Sydney and
Shanghai on indirect services via other hub airports (although we note that Qantas considers this to be an
underestimate, and potentially a very significant underestimate).16 However, this information alone is
insufficient to suggest that operators of these services represent a weak constraint on the parties. Rather,
the extent to which these operators constrain the parties must be determined by reference to:


the proportion of passengers that would switch from direct to indirect services following a change in their
relative price; and



the proportion of ticket sales that an operator of direct services would need to lose in order to make an
increase in airfares on direct routes unprofitable, ie, the critical loss of sales.

Although it has not been possible to estimate either of these effects for the purpose of this report, we
conclude that indirect operators do impose a strong constraint on the price of direct services on the
Sydney/Shanghai route on the basis that:


the proportion of passengers travelling between Sydney and Shanghai on indirect services is greater
(and potentially much greater) than 10 per cent, which is the market share at which the ACCC considers
imports to impose a competitive constraint in the context of merger reviews;



the gross margin on the sale of incremental seats on long-haul flights, such as that from Sydney to
Shanghai, is likely to be very high, suggesting that the critical loss of sales that would make a SSNIP on
direct services between these two city-pairs unprofitable is likely to be relatively low;



indirect operators have an incentive to attract Sydney/Shanghai traffic through their hub to supplement
their direct point to-point traffic and reduce their average costs; and



there is clear evidence that some indirect operators are competing strongly to attract passengers
travelling between these two city-pairs.

3.2.1

Applicants submission and ACCC views

In their application the parties submit that it is not necessary to define the relevant markets with precision
because the JCA will not result in a lessening of competition in any market, however defined.17 However, for
the purpose of the submission the parties consider the appropriate air passenger market to be the market for
passenger air services between Australia and China.18
Although it did not define any relevant market in its Draft Determination, consistent with the parties’
submission, the ACCC accepted that the relevant and primary area of competition for the purposes of
assessing the JCA to be international air passenger transport services between Australia and China.19
Notwithstanding this conclusion, the ACCC considered that it is appropriate to examine the competitive
effects of the proposed alliance by reference to individual routes where necessary – in this instance, the
Sydney/Shanghai route, being that on which the operations of Qantas and China Eastern overlap.20

16

ACCC Draft Determination, para 212, p. 37.

17

Submission, para 5.1, p. 13.

18

Submission, para 5.1, p. 13.

19

ACCC Draft Determination, para 80 and 81, p. 17.
The ACCC also recognises that while business and leisure passengers could be assessed separately as substantial parts of the
overall market, it considers that its assessment of public benefits and detriments is not significantly affected by this distinction. See
ACCC Draft Determination, paras 83 and 84, p. 18.

20

ACCC Draft Determination, para 82, pp. 17-18.
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The ACCC concluded that Qantas and China Eastern are each other’s closest competitor and that neither
Air China nor other carriers that operate indirect services between Sydney and Shanghai would be likely to
constrain the parties from reducing capacity and raising prices on this route.21 In particular, the ACCC
concluded that these other carriers impose a significantly weaker competitive constraint on Qantas and
China Eastern than they do on each other because:
although Air China also operates direct services on this route:



>

it has less capacity and its share of capacity has fallen over the past five years;22

>

any expansion of capacity by Air China is unlikely to be sufficient to make a unilateral reduction or
limitation in growth of capacity unprofitable for Qantas and China Eastern;23

indirect services between Sydney and Shanghai are not a sufficiently strong substitute for direct services
given that:



>

some passengers are more price sensitive, whilst others are more time sensitive;24

>

indirect flights involve additional travel time relative to a direct flight;25 and

>

indirect traffic is growing more slowly than direct traffic,26 with indirect flights accounting for only 12 to
15 per cent of all travel between Sydney and Shanghai.27

3.2.2

Framework for assessing competitive constraints

The relevant question for assessing the potential for detriment on the Sydney/Shanghai route is whether
other operators of direct and one-stop services impose a sufficiently strong constraint on the parties to
prevent them from reducing capacity (or increasing capacity by less than they otherwise would) as a result of
the JCA. It follows that it is the degree of competitive constraint imposed by these operators collectively that
is of interest, as opposed to the constraint they each impose relative to that which the parties impose on one
another.
The appropriate and widely accepted framework for assessing whether potential substitute products or
services are sufficiently close to constrain the parties whose conduct is at issue that which underpins the
definition of markets. The hypothetical monopolist test (HMT) is a framework used to establish which
business activities and geographic areas are sufficiently close substitutes to warrant inclusion in a market.28
The HMT determines the smallest product and geographic space within which a hypothetical current and
future profit maximising monopolist could effectively exercise market power.29 That exercise of market power
is characterised by the ability to impose a small but significant and non-transitory increase in price (SSNIP)
above the price level that would prevail under effective competition.30
Application of the HMT using the SSNIP comprises three steps:
Step 1 – begin with the narrowest reasonable market definition, usually the supply of the products or
services in question;



21

ACCC Draft Determination, para 209 and 212, pp. 36-37.

22

ACCC Draft Determination, para 203, p. 36.

23

ACCC Draft Determination, para 205, p. 36.

24

ACCC Draft Determination, para 210, p. 37.

25

ACCC Draft Determination, para 211, p. 37.

26

ACCC Draft Determination, para 207, p. 36.

27

ACCC Draft Determination, para 212, p. 37.

28

See for example, ACCC v Cement Australia, [2013] FCA 909 (10 September 2013), para. 983 and Fortescue Metals Group Limited
[2010] ACompT 2 (30 June 2010), paras. 1,024-1,034.

29

ACCC, Merger Guidelines, November 2008, p.17.

30

ACCC, Merger Guidelines, November 2008, p.17.
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Step 2 – determine whether a hypothetical monopolist controlling that narrowly defined market could
profitably impose a SSNIP of five to ten percent from the competitive level; and



Step 3
>

if the SSNIP would be profitable, adopt the current market definition; or

>

if the SSNIP would not be profitable, expand the candidate market to include the closest substitute
products and repeat step 2.

The narrowest reasonable market definition in this case is direct flights on the Sydney/Shanghai route.
Whether or not a hypothetical monopolist offering this service could profitably impose a SSNIP of five to ten
percent from the competitive level depends on the extent to which:


the increased fares would result in passengers switching to indirect flights between Sydney and
Shanghai or between other destinations from their point of origin; and



the profit of the hypothetical monopolist would fall as a result of the loss of passengers following the price
rise.

Although it is not practicable to undertake a full market definition exercise in the context of this report, it is
helpful to set out the circumstances under which operators of indirect, one stop services between Sydney
and Shanghai would impose a sufficient competitive constraint on the parties such that their services could
be considered to fall within the bounds of the relevant market. In other words, we consider the conditions that
are relevant to a determination of whether operators of indirect services impose a sufficient constraint on
operators of direct services between Sydney and Shanghai such that the relevant market should be
considered a region-to-region as opposed to a narrower, point-to-point or city-pair market.
3.2.3

Effect of passenger switching to indirect services

In general, passengers prefer to travel on the most direct service between their point of origin and their point
of departure, ie, the service involving the shortest elapsed travel time. Although most passengers prefer to
travel on direct rather than indirect services for short and medium haul routes, this preference is unlikely to
be as strong on longer haul routes, such as those between Australia and China. This is because factors
other than flight duration play a more important role in the passenger’s choice of carrier or service as flight
duration increases. For example, in United Airlines/USAirways, the European Commission stated:
“the results of the Commission’s investigation indicate that, on the transatlantic city-pairs
considered [being services between Europe and the United States31], those drawbacks may be
mitigated by a number of countervailing elements. In particular, it appears that, on long-haul flights
such as transatlantic services, indirect flights are at a lower disadvantage than on short or
medium-haul services, because intermediate stops have a lower relative impact on the total
elapsed time as the total trip duration increases. In that context, factors other than total flight
duration may play a more important role on the passenger’s decision to choose a given flight. In
particular, a number of competitors referred to such criteria as (i) convenience of departure/arrival
times, (ii) number of frequencies (and therefore flexibility), (iii) frequent flyer programs or corporate
schemes, and (iv) type of service (including airline reputation, presence of a flight bed etc.).”32

The ACCC concludes that 12 to 15 per cent of passengers currently travel between Sydney and Shanghai
on indirect services via other hub airports.33 Although Qantas considers this to be an underestimate (and
potentially a very significant underestimate), this level of traffic need not be insufficient to impose a
significant competitive constraint on a hypothetical monopolist. Indeed, in the context of merger analysis the
ACCC takes the view that imports may provide an effective and direct competitive constraint where they

31

Note that these services generally take longer than 7 to 8 hours duration.

32

United Airlines/US Airways Case No COMP/M.2041. See paragraph 15.

33

ACCC Draft Determination, para 212, p. 37.
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represent only 10 per cent of total market supply and there are no significant barriers to expansion at current
prices.34
Irrespective, the proportion of passengers that currently travel on indirect services does not necessarily
indicate how many passengers would switch to indirect flights following an increase in airfares for direct
services. As the ACCC acknowledges, the parties monitor and at times respond to prices offered for travel
on indirect services – as a result, the share of indirect passengers is kept low by the competition that occurs
between the parties and the airlines offering indirect flights.
The extent to which customers would switch to indirect flights depends, amongst other things, on how
substantial customers consider the SSNIP to be. In particular, it depends upon how substantial the price rise
is for marginal customers that are most likely to switch at competitive prices.
For example, Table 3.2 sets out the fully flexible economy fares currently offered for travel from Sydney to
Shanghai (return) by each of Qantas and Cathay Pacific for departure in various weeks within the next three
months. At present, a direct flight on a Qantas service is approximately $200 - $250 more expensive than an
indirect flight on a Cathay Pacific service for three of the four departure dates considered. A five per cent
SSNIP on the Qantas fare is, for most departure dates, around $50. This represents a 20 – 25 per cent
increase in the price differential between Qantas’ direct and Cathay Pacific’s indirect flights for these three
departure dates. Such an increase in the price differential would encourage at least some customers to
switch from direct to indirect services.35

Table 3.2

Effect of a SSNIP on fully flexible economy fares on Qantas for travel on direct
services from Sydney to Shanghai (Return)
Depart WB 27 April

Depart WB 11 May

Depart WB 8 June

Depart WB 6 July(2)

$1,026.00

$1,026.00

$1,026.00

$1,321.00

Cathay Pacific Fare

$821.84

$771.84

$771.84

$1,392.84

Difference in Fares

$204.16

$254.16

$254.16

($71.84)

5% SSNIP on Qantas
Fares

$51.30

$51.30

$51.30

$66.05

Percentage increase in
difference between fares
post-SSNIP

25.13%

20.18%

20.18%

(91.94%)

Qantas Fare

Source: Airfares accessed from Qantas and Cathay Pacific websites on 22 April 2015
Notes: (1) Prices for Cathay Pacific services are for those services where Cathay Pacific is the operator of the service for both legs of
the passenger’s journey. (2) The higher prices observed for the first week of July may be due to this period being the end of the school
holiday period in Australia and the beginning of the school holiday period in China increasing demand for flights from China to Australia.

The prospect of customers switching from direct to indirect services in response to an increase in the price of
the former will have the effect of reducing the gain to be made from that price increase, ie, the carrier would
receive a higher average price but on fewer sales. The extent of any such effect on profits will depend on the
margin that the carrier makes on incremental sales. Where a carrier has a degree of excess capacity, the
incremental cost of providing an additional passenger with a seat on a flight is very small, ie, it largely
34
35

ACCC, Merger Guidelines, November 2008, p.41.
We acknowledge that the price differential between direct and indirect services can vary substantially depending on which carriers are
being compared, which time periods are chosen for the analysis and what class of travel of level of flexibility in terms of ticket
conditions is considered.
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comprises the cost of a meal, any passenger-based charges and taxes and perhaps a very small amount of
fuel.36 Because the gross margin on incremental sales is relatively high, the loss of a small number of
passengers can have a significant effect on the profitability of a flight or route.
It follows that a hypothetical monopolist of direct services on the Sydney/Shanghai route may only need to
lose a relatively small proportion of passengers to indirect services following a SSNIP for that price rise to be
unprofitable (assuming the monopolist could not reduce the frequency of service or type of aircraft used in
order to reduce its cost base). If the margin on incremental sales over the very short term was, say, 90 per
cent, the carrier would only need to lose five per cent of passengers to make a five per cent price rise
unprofitable.37
3.2.4

Capacity constraints for operators of indirect services

Indirect operators would likely be capable of absorbing additional passengers without the need to invest in
additional capacity. For example, Table 3.3 shows that if ten per cent of direct customers on the
Sydney/Shanghai route decided to travel on indirect services on Cathay Pacific, Malaysia Airlines and
Singapore Airlines, then these airlines would experience an increase in demand of just 1.7 per cent of their
collective capacity available from Sydney to their hubs.38

Table 3.3

Year

Number of passengers flying direct relative to capacity of indirect operators to fly
from Sydney to their hubs
Number of passengers flying
direct Sydney/Shanghai

Capacity from
Sydney to Hong
Kong on Cathay
Pacific

Capacity from
Sydney to
Singapore on
Singapore
Airlines

Capacity from Total capacity
Ten per cent of
Sydney to
of these airlines Direct SYD/PVG
Kuala Lumpur to travel from
traffic / Total
on Malaysia Sydney to their
Capacity of
Airlines
hub
Cathay,
Singapore and
Malaysia Airlines

Number of
passengers

Ten per cent
of passengers

2009

247,549

24,755

662,230

989,972

417,212

2,069,414

1.2%

2010

313,276

31,328

680,124

982,675

415,529

2,078,328

1.5%

2011

339,574

33,957

761,064

1,079,794

460,986

2,301,844

1.5%

2012

374,979

37,498

711,082

1,067,307

463,474

2,241,863

1.7%

2013

386,030

38,603

699,382

1,044,806

429,919

2,174,107

1.8%

2014

393,901

39,390

699,972

1,014,464

597,640

2,312,076

1.7%

Source: HoustonKemp analysis of BITRE data

Even if these carriers were capacity constrained, in the face of an increase in the price of direct services
between Sydney and Shanghai, they could alter their fares on other routes so as to attract a greater
proportion of passengers travelling between these city-pairs (as opposed to other city-pairs involving travel to
or from Sydney or Shanghai via their hub). For example, in response to a price increase for direct services

36

The cost of operating air passenger services on any particular route are largely fixed over the very short term.

37

This is defined as the ‘critical loss’ of sales.

38

This estimate is understated to the extent that there are a proportion of passengers that currently travel on direct Sydney/Shanghai
services as part of a longer journey to or from another point of origin or destination. Each of Cathay Pacific, Singapore Airlines and
Malaysian Airlines service a large range of city-pairs between Australia and China via their respective hubs.
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on the Sydney/Shanghai route, Singapore Airlines could make less discounted economy tickets available for
travel between Sydney and Beijing in order to serve a greater proportion of Sydney/Shanghai traffic.
To the extent that indirect operators may need to increase capacity in order to satisfy additional demand in
response to a price increase on the Sydney-Shanghai route, they are likely to be able to do so more easily
than operators of direct, long-haul flights. This is because:


these carriers have greater flexibility in their ability to alter fleet capacity in order to meet increased
demand on any one route - the flight time for one or both legs of an indirect service is considerably less
than that for a direct service and so an Asian-based carrier can facilitate travel on indirect services using
a wider range of aircraft types; and



any increase in capacity by an operator of indirect services can feasibly occur in much small increments to the extent that the carrier has available capacity on one leg and is capacity constrained on the other, it
would only need to alter capacity on one leg of the route to satisfy additional demand.39

3.2.5

Incentives of operators of indirect services

Indirect operators also have a strong incentive to compete to attract passengers to their services between
Sydney and Shanghai. This is because these carriers can reduce their unit costs by increasing the number
of passengers carried through their hub (see Appendix A1.1 for a discussion of the economic incentives for
hub-and-spoke operators). This may be demonstrated in relatively low prices being offered for travel on
indirect services to reflect the different service proposition that indirect operators provide, ie, a slightly longer
flight with a requirement to stop and change aircraft. For example, Cathay Pacific is currently offering a lower
price than Qantas and China Eastern for a return ticket for travel from Sydney to Shanghai via Hong Kong.
Further, its fully flexible economy fares for travel on this route are less than those offered for travel between
Sydney and Hong Kong on the same long-haul service.40
In our opinion, these considerations and evidence suggest that the operators of indirect services impose a
strong constraint on operators of direct services between Sydney and Shanghai and that they will continue to
do so looking forward.

3.3 Competition and route concentration
If operators of indirect services do not impose a close competitive constraint on those that operate direct
services between Australia and China, it would be expected that the number of carriers offering direct
services would have a strong influence on the prices they charge.41 Put another way, if each direct route
between Australia and China was not constrained by carriers operating on indirect routes, cost and demand
difference that may otherwise affect price notwithstanding, we would expect:


city-pairs between Australia and China served by only one operator of direct services to have higher
prices, on average, than city-pairs served by two or more operators of direct services; and



carriers to set higher prices on routes for which they are the sole operator of direct services, as
compared with those routes also served by a competing carrier.

39

Where a direct operator may be required to increase its services by, say, a minimum of one service per week using an A330-200, an
indirect operator such as Cathay Pacific may be able to increase capacity on the route by adjusting its aircraft on the short-haul
services between Hong Kong and Shanghai using much smaller A320’s or A321’s. These aircraft are capable of carrying
approximately half the number of passengers as an A330-200.

40

As at 22 April 2015, the price of a fully flexibly ticket on Cathay Pacific’s service from Sydney to Shanghai via Hong Kong (return),
departing 13 May 2015 on CX110 and returning 20 May 2015 on CX111 was $771.84. By contrast, the price for a fully flexible ticket
on Cathay Pacific service from Sydney to Hong Kong (return) on the same dates on the same aircraft was $908.74. Information
sourced directly from Cathay Pacific Airways, Booking Website, accessed at: http://www.cathaypacific.com.
Cathay Pacific is also advertising its Sydney/Shanghai flights prominently on its website (see Appendix A2).

41

On the assumption that firms compete in quantities, produce a homogeneous product and have a constant marginal cost, then the
price-cost margin for each airline is equal to the Herfindahl-Hirschman Index (HHI) divided by the market elasticity of demand on each
route. The HHI when there is one, two or three suppliers is 10,000, 5,274 and 3,788. It follows that, under these assumptions, the
price-cost margin would be 47.3% lower with two suppliers compared to three and 62.1% lower with one supplier as compared to two.
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In order to test this proposition, we collected data on prices offered for travel by operators of direct services
on various routes between Australia and China.42 We collected these data:


across all direct services on Australia-China city-pairs identified in Table 3.1;



for travel from Australia in one week, four weeks, eight weeks and twelve weeks’ time;43



for both economy and business class travel, with the price collected being the fare for the least flexible
ticket offered by each carrier for each class of travel.

The results of our analysis are set out in Figure 3.5 to Figure 3.7 below. They show that there is no
discernible (negative) correlation between the number of carriers that provide direct services on AustraliaChina routes and the prices they charge on these routes, indicating that airfares are not consistently higher
when there are fewer operators of direct services. This follows from our observations that:


prices on routes serviced by one carrier are not systematically higher than prices on routes serviced by
two or three carriers, whether comparing maximum or average price;



for routes serviced by one carrier, prices on routes with less capacity are not systematically higher than
prices on routes with more capacity, and in many cases are lower; and



prices charged by carriers operating services on routes for which (a) they are one of a number of
carriers; and (b) they are the sole carrier, are not systematically higher on those routes on which they are
the sole carrier:

42
43

>

Air China appears to charge more on its service from Sydney to Beijing than on its services from
Melbourne and Sydney to Shanghai, for all time periods considered (although we note that the
Beijing route involves significantly greater distance); however

>

China Eastern does not charge more for services on the Sydney/Nanjing route, for which it is the sole
carrier, than it does for services on the Sydney/Shanghai route, for which there are three carriers
operating services.

See Appendix A3 for more detail on the data we collected and the analysis we undertook.
Data was collected on 21 April 2015 for travel on Tuesday, Wednesday or Thursday for the weeks beginning 27 April 2015, 11 May
2015, 8 June 2015 and 6 July 2015.
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Figure 3.4

Least flexible economy fares for travel from Australia to China (return) on direct services, April 2015

Source: HoustonKemp analysis of data from carriers’ own booking websites. Notes: (1) Prices are for the least flexible, non-sale economy fare offered by a carrier; (2) Prices are for flights
returning on the same day the following week; if there is no return flight on the same day the following week, a return flight on an adjacent day is used; (3) Single carrier served routes are
ordered from least to most capacity serving the route.
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Figure 3.5

Least flexible economy fares and concentration of direct services for travel from Australia to China (return), April 2015

Source: HoustonKemp analysis of data from carriers’ own booking websites. Notes: (1) Prices are for the least flexible, non-sale economy fare offered by a carrier; (2) Prices are for flights
returning on the same day the following week; if there is no return flight on the same day the following week, a return flight on an adjacent day is used.
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Figure 3.6

Lowest price business class fares for travel on direct services on routes between Australia and China, April 2015

Source: HoustonKemp analysis of data from carriers’ own booking websites. Notes: (1) Prices are for the cheapest, non-sale business fare offered by a carrier; (2) Prices are for flights returning
on the same day the following week; if there is no return flight on the same day the following week, a return flight on an adjacent day is used; (3) Single carrier served routes are ordered from
least to most capacity serving the route.
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Figure 3.7

Lowest price business class fares and concentration of direct services for travel from Australia to China (return), April 2015

Source: HoustonKemp analysis of data from carriers’ own booking websites. Notes: (1) Prices are for the cheapest, non-sale business fare offered by a carrier; (2) Prices are for flights returning
on the same day the following week; if there is no return flight on the same day the following week, a return flight on an adjacent day is used.
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4. Incentives to Expand or Limit Capacity
Our analysis shows that the JCA is likely to have two effects in relation to the use of and investment in
capacity on routes between Australia and China. First, the JCA will enhance the ability and incentive of both
Qantas and China Eastern to meet any increase in demand through better utilisation of existing capacity.
Second, the JCA will reduce the risk to either party of expanding capacity and so, relative to the status quo,
will enhance the incentive for investment in new capacity, thereby bringing forward the point in time at which
such increased capacity is likely to be deployed.
[REDACTED – COMMERCIAL IN CONFIDENCE]

4.1 Payment terms of the JCA
[REDACTED – COMMERCIAL IN CONFIDENCE]

4.2 Incentive to expand capacity
At present, Qantas and China Eastern make capacity decisions for Australia-China routes at six monthly
intervals, each in isolation of the other. For any one scheduling season:


both carriers may increase capacity;



only one carrier may increase capacity; or



both carriers may maintain (or reduce) their capacity.

[REDACTED – COMMERCIAL IN CONFIDENCE]
Qantas has stated that its ability to expand capacity on routes between Australia and China is restricted by
its limited access to capital. In the immediate term, it is therefore unlikely that Qantas will expand capacity on
routes between Australia and China, with or without the JCA. It follows that the likely effect of the JCA is to
increase the prospect and/or bring forward the timing of any capacity expansion by China Eastern.
[REDACTED – COMMERCIAL IN CONFIDENCE]

4.3 Incentive to reduce or limit capacity
The ACCC has expressed concern that the JCA will provide the parties with an increased ability and
incentive unilaterally to reduce or limit growth in capacity to increase airfares on the Sydney/Shanghai
route.44 It concludes that this is a significant public detriment, since it has also taken the view that Air China
and other carriers that operate indirect services between Sydney and Shanghai do not impose a strong
competitive constraint on Qantas and China Eastern, and that new entry and/or expansion on this route is
unlikely.
The ACCC’s conclusion implicitly assumes that, by allowing the parties to discuss and coordinate their
activities, the JCA provides them with an increased ability and/or incentive to reduce or restrict capacity on
the Sydney/Shanghai route, as compared with the ability and incentive they have under the existing
codeshare arrangement.

44

ACCC Draft Determination, para 237, p. 40.
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In our opinion, the JCA can only be taken to enhance the ability or incentive for one or both parties to limit
capacity relative to the status quo if it can be shown that:45


the benefits of coordinating to reduce or limit capacity and so to raise prices above the level that would
otherwise apply are greater than those that would accrue from the expansion of capacity in the face of
growing demand; and



the JCA provides one or both parties with an enhanced ability to influence the capacity decisions of its
JCA partner; and/or



the sharing of information in respect of load factors and route profitability and the coordination of certain
activities provided for under the JCA, would provide the parties with greater assurance that a reduction in
(or limitation of) capacity by one in an attempt to raise prices above the level that would otherwise apply
would not be countered by an offsetting increase in capacity by the other.

[REDACTED – COMMERCIAL IN CONFIDENCE]

45

If the parties are not presently constrained by the other airlines on the Sydney-Shanghai route, they may already have an incentive to
reduce or limit capacity on this route in an effort to raise prices. It follows that any assessment of competitive detriment must focus on
the extent to which the parties would be better able to achieve this objective under the JCA, relative to the existing codeshare
agreement.
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5. Conditions of Authorisation
[REDACTED – COMMERCIAL IN CONFIDENCE]

5.1 Draft conditions of authorisation
[REDACTED – COMMERCIAL IN CONFIDENCE]

5.2 Opinion on the draft conditions of authorisation
The ACCC considers that the JCA is likely to result in significant public detriment by giving Qantas and China
Eastern an increased ability and incentive to unilaterally reduce capacity, or limit growth in capacity, to
increase airfares on the Sydney/Shanghai route.46 In our opinion, the JCA is not likely to provide the parties
with any such incentive given the objective and terms of the JCA and the strong constraint imposed on the
parties by other direct and indirect operators serving this route. To the extent that the parties are so
constrained, the draft conditions of authorisation are indeed, unnecessary.
Putting this fundamental qualification aside, in this section we consider whether the draft conditions of
authorisation as outlined above are appropriate to meet the ACCC’s concerns.
In order to address the ACCC’s concern, the conditions of authorisation should ensure that the aggregate
capacity of Qantas and China Eastern is increased by at least as much as it would be under the
counterfactual, ie, the continuation of the existing codeshare arrangement. It follows that the relevant
considerations are whether the conditions of authorisation are likely to ensure that the aggregate capacity of
Qantas and China Eastern on the Sydney/Shanghai route:


increases by at least as much as demand over time; and



falls by no more than demand over time.

One of the primary difficulties with any such condition is determining an appropriate measure of or proxy for
the change in demand over time. In particular, it is not possible to estimate precisely how demand for direct
travel between Sydney and Shanghai changes over time because:


demand for the Sydney/Shanghai route is fundamentally linked to that of other routes - it is difficult to
separately identify passengers wanting to fly from point to point only, and those flying on journeys which
may include the Sydney/Shanghai route; and



the demand for travel (measured by how many passengers travel) is a function of price and quantity, but
both of these will change over time.

[REDACTED – COMMERCIAL IN CONFIDENCE]

46

ACCC Draft Determination, para 237, p. 40.
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A1. Nature of Competition in the Airline Industry
The airline industry, and particularly, its international element, has a number of features that underpin both
the structure of the industry and the nature of competitive interaction between carriers:
first, the route network of individual airlines and the structure of the entire sector are fundamentally
affected by:



>

the freedoms of the air and the role of air services agreements (ASA’s) in dictating the international
routes that each airline may fly by reference to its status as a flag carrier of one country or another;

>

the home base of each airline and efficiencies in operating a hub and spoke vs a point-to-point
network;

second, international route allocation and capacity decisions are made:



>

in light of rigidities created due to long lead times for new aircraft and limitations on the
substitutability of different aircraft types between serving long and short haul routes;

>

by reference to an industry-wide scheduling season that operates on six monthly intervals; and

finally, prices on any particular flight vary according to the balance between available seat capacity and
passenger demand (which varies according to season, day of the week, and so on), as determined by an
airline’s yield management systems.



We discuss each of these issues in further detail in the sections below.

A1.1

Freedoms of the air, ASAs and hub-based competition

The privilege to enter and land in another country’s airspace is conferred on an airline by a set of commercial
aviation rights known as the Freedoms of the Air, originally set out at the 1944 Convention on International
Civil Aviation (the Chicago Convention). The first two freedoms, which confer the right to transit over a
foreign country, were drawn up in a multilateral agreement known as the International Air Services Transit
Agreement. The third to fifth freedoms were left to be negotiated between nations in bilateral agreements
known as Air Service Agreements (ASA).47
The third and fourth freedoms confer on a carrier the right to fly passengers directly between a foreign nation
and its home nation, and are commonly agreed to in ASAs. The fifth freedom confers the right to fly
passengers between two foreign countries, including by codeshare, as a part of a longer service that
originates or terminates in the carrier’s home country, and to sell tickets for any segment of that service. As
this right allows third nation carriers to compete with domestic carriers on all their international routes, it is
less common for governments to include the fifth freedom in ASAs.48
It follows from the reluctance of governments to grant fifth freedom rights that often the only carriers able to
operate direct services between two international cities are the home carriers of the two nations in which the
cities are located. Further, a lack of ASAs conferring extensive fifth freedom rights to a carrier limits it to
operating services between two foreign cities via a third city in its home country, as per its third and fourth
freedom rights. Therefore, notwithstanding the efficiency gains of such operating models, a carrier serving an
extensive network is constrained by the Freedoms of the Air to using a Hub and Spoke network.

47

International Civil Aviation Organisation, Freedoms of the Air, accessed at: http://www.icao.int/Pages/freedomsAir.aspx, accessed on
23 April 2015.

48

The Air Services Agreement between Australia and China is one of those that does include the fifth freedom right. See Australian
Treaty Series, Agreement between the Government of Australia and the Government of the People’s Republic of China relating to air
services, 2006, Article 3.2.(c).
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A Hub and Spoke network is a route network where an airline will not only plan on transporting passengers
between two points, but also to connect passengers between two distant cities via its hub. This is distinct
from a Point to Point network, for which an airline focuses mainly on its origin and destination traffic. This
means that the airline is more interested in transportation of passengers originating from one city (A) to
another (B) and vice versa, but not in connecting passengers between A and C via B.
With advancements in technology the international airline industry has trended toward an operating model
built on Hub and Spoke networks, as have many industries characterised by the supply of products over a
geographically dispersed customer base. This trend is due to the efficiency gains available from economies
of scale in the international airline industry, namely:
the decreasing average cost from serving additional locations;



>

for example, a Point to Point network serving 50 locations must add a minimum of 50 services (one
between each city-pair) to connect one extra location to the rest of its network - by contrast, a Hub
and Spoke network serving the same 50 locations only requires one additional service (between the
location and its hub); and

the decreasing average cost of providing associated facilities and services;



>

for example; the costs of passenger lounges, customer service and freight handling are significantly
lower when operated at one, large central location than at many, small dispersed locations.

Airlines are incentivised to grow the size of their hubs and achieve economies of scale by increasing the
number of destinations served from their hub, and the number of seats on those services flown to and from
their hub.
In relation to China specifically, transition to a Hub and Spoke operating model began for Air China and
China Southern in 2002, instigated by major domestic reform to consolidate the resources of China’s airlines
favouring the three majors (Air China, China Eastern and China Southern). However, China Eastern did not
begin developing a Hub and Spoke network until a decade later, after completing a 2010 merger with
Shanghai Airlines. As a result, China Eastern is only now rapidly expanding services and facilities to create
an efficient air hub at Shanghai Pudong (PVG) that can compete with Beijing (PEK) and Guangzhou (CAN)
for domestic and international passengers.49
In contrast to its competitors in China and South-East Asia, Qantas is in the relatively unique position of
operating a developed network without a large air hub. This is due to two peculiarities of Australia’s
geography. First, the concentration of Australia’s population in five geographically dispersed cities generates
inefficiencies to operating a single international air hub. Further, together with New Zealand, Australia is at
the ‘end of the line’ for international air travel in the Asia-Pacific region, depriving Qantas of gains from
serving beyond traffic via a hub.
The fundamentally point-to-point nature of the network that Qantas must operate places it at a structural
disadvantage, particularly when compared to mid-point carriers such as Cathay Pacific, Singapore Airlines
and Malaysia Airways. These mid-point carriers are also at a distinct advantage in their ability to deploy
capacity. Where an operator of a direct service can only deploy capacity in discrete units of planes on a
route, a mid-point carrier has the ability to alter capacity by changing the scheduling of their one-stop
services. The mid-point carrier may also choose from wider selection of smaller aircraft for at least one leg of
their service.
It follows from the above commercial, economic and structural advantages of operating a Hub and Spoke
network that modern airlines compete to grow their hubs. This conclusion has two bearings on the
assessment of the JCA between Qantas and China Eastern. First, China Eastern does not have an incentive
to limit capacity on the Sydney-Shanghai route if doing so would limit the attractiveness of Shanghai Pudong
49

Flight Global, Focus – Building the hub system in China, 2012, accessed at: http://www.flightglobal.com/news/articles/focus-buildingthe-hub-system-in-china-367350/, accessed on 23 April 2015.
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as a hub. Further, Chinese-based hub carriers are competing with other mid-point carriers in the Asian
region to attract passengers travelling between Australia and China.

A1.2

Capacity-based decision making

The nature of the interaction between competitors in the airline industry at both the route and firm level can
best be likened to a ‘Cournot’ model of competition. Under the Cournot model, firms decide on their output
levels, taking account of expectations regarding the decisions of competing firms, and then accept the price
they achieve for this output. This framework for assessing competitive conduct is generally suitable for
industries in which capacity must be chosen in advance of prices and for which it is relatively difficult to alter
capacity in the short term.
This is broadly consistent with the nature of competitive interaction between airlines – fleet capacity
decisions are made relatively infrequently, while international route schedules are established and fixed in
six monthly blocks. Importantly, once a route schedule has been fixed, carriers operate their yield
management systems (see below) so as to maximize the passenger revenue per sector flown, subject to the
constraint that competitors are also trying to maximize the profitability of their prior capacity allocation
decisions by attracting passengers onto their aircraft. Competing airlines adapt their capacity decisions
periodically, taking account of both the profitability achieved on any individual route and their ability to
manage fleet capacity, etc.

A1.3

Yield management – a capacity clearing mechanism

Yield (or revenue) management is essentially a ‘clearing mechanism’ that seeks to sell the available seats on
a particular flight to the right customers at the right time and at the right price. Aside from the prior fixing of
capacity in the form of flight schedules and available seats, the industry features that make yield
management an integral function for airlines are that:


available seats are ‘perishable’, in the sense that the opportunity to sell them is lost once the flight
departs; and



different passengers are willing to pay significantly different prices for the same seat, usually as a
consequence of differentiation by reference to associated attributes.

The task of a yield management system is to maximise revenue from the available seat capacity, as it
reduces during the period prior to flight departure. Yield management models forecast demand for each
origin/destination pair on the basis of historic data (by inventory class), alter fares in order to best fill the
available seats while also attempting to protect sufficient space for late-booking, high-yield traffic. Yield
management systems typically recognise different passenger characteristics, seasonality, underlying
changes in demand, peak travel periods within a given day, network effects, and so on.
The increasing use of a la carte pricing and bundling to help separate customers according to their
willingness to pay represents the outward manifestation of airline yield management. Optional ‘extras’ may
include baggage allowances, the ability to reserve a preferred seat, the degree of flexibility, boarding priority,
lounge access, reward points, food, entertainment options, etc.
Airlines’ yield management systems are ‘dynamic’ in that the number of seats sold on a flight is constantly
being compared against sale predictions, given underlying demand forecasts. Should sales be slower than
anticipated, fares in some or all classes are reduced and vice versa. Yield management systems also
continuously monitor and respond to the fares on offer from competing airlines for comparable flights.
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A2. Promotion of Australia/China Routes by
Cathay Pacific
The following figures contain screenshots of advertisements of Cathay Pacific’s services between Australia
and China, via Hong Kong, as of 17 April 2015.
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Figure 5.1

Promotion of Australia/China services on Cathay Pacific website, 17 April 2015

HoustonKemp.com

34

Effects of the Qantas/China Eastern Alliance

Figure 5.2

Promotion of Chinese cities on Cathay Pacific website, 17 April 2015
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Figure 5.3

Promotion of Shanghai as a destination on Cathay Pacific website, 17 April 2015
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A3. Price and Route Concentration
The analysis of price and route concentration in section 3.3 makes use of data on:


prices for fares on direct routes between Australia and China, and identifying information including day
and time of travel and class of fare; and



capacity operated on direct routes between Australia and China.

The method used to collect and analyse these data is described below.

A3.1

Capacity data

Airline capacity is set in advance for six month windows. The two windows during the year are Northern
Winter (November to March) and Northern Summer (April to October). Before a window starts, airlines
operating services in and out of Australia are required to submit their capacity commitment to the
Department for Infrastructure and Regional Development. The Department then publishes all capacity
commitments for the upcoming window on its website in a publication titled the International Airlines
Timetable Summary.
We have used as our primary measure of capacity the number of carriers servicing a route, as published in
the timetable summary for Northern Summer 2015. We also measure capacity by the number of seats flown
one way on a direct route over a week, also taken from the timetable summary for Northern Summer 2015.
As capacity committed on a route can vary significantly during the year (for example, BITRE data shows
China Eastern doubled seats on existing services into Australia between July and December 2014, and
operated an additional route to Cairns), we have used the base capacity figures from the timetable summary
absent any annotated fluctuations.

A3.2

Price data

Prices for airline tickets will vary across multiple dimensions. These dimensions include fare class, time until
departure, length of flight, distribution method and bundled extras. We collected data that allows us to hold
dimensions constant across observations, so that the data can be used for an apples-to-apples comparison
of prices. As such, we collected price data that is:


quoted on each carrier’s own booking website, on the same date;



for flights departing on Wednesday of the weeks beginning 27 April, 11 May, 8 June and 6 July, and
returning on the same day the following week;
>

for those carriers that do not operate services on Wednesday, we take the price of a return flight on
an adjacent day;

>

for those carriers that do not operate daily services, services are operated in pairs, eg, they fly one
way on Wednesday and then back on Thursday. As such, if a service is not operated both ways on
the same day of the week, we take the price for a return flight eight days after the departing flight;

>

if a carrier operates multiple services on a day, preference is given to the service taking off and
landing on the same calendar day, and then to the first service departing that day;



for a return flight to China departing from Australia; and



for the least flexible economy class fare offered by the carrier on international flights and the cheapest
business class fare, with no sales discount or additional extras.
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This method produces price observations that are comparable in terms of fare class and bundled extras and
distribution method. By taking observations at different periods across time, we mitigate the risk of relying on
a period for which patterns occur in that data for reasons unique to that period. For example, the last period
for which we have taken data coincides with the beginning of China’s summer holidays and Australia’s
school holidays, generating price observations that are noticeably higher than for other periods.

A3.3

Analysis

We plot the ticket price for each route-carrier observation against the number of carriers operating services
on the route, and calculate the average price charged for direct routes served by one, two and three carriers.
We also plot the ticket price observations against the routes, ranking routes by the amount of capacity
operated on the route.

A3.4

Results

The specific airfares collected for the purpose of our analysis are set out in Table A.1 below.
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Table A.1

Least flexible economy fares and lowest price business class fares for travel on all direct routes from Australia to China (return),
April 2015

Route (Return)

Carrier

Sydney - Beijing

Air China

Melbourne – Chengdu

Sichuan

Sydney – Chongqing

Sichuan

Brisbane – Guangzhou

China Southern

Melbourne – Guangzhou China Southern
Perth – Guangzhou

China Southern

Sydney – Guangzhou

China Southern

Sydney – Nanjing

China Eastern

Melbourne – Shanghai

China Eastern
Air China

Sydney – Shanghai

Qantas
China Eastern
Air China

Least Flexible Economy Fare

Lowest Price Business Fare

WB 27 April

WB 11 May

WB 8 June

WB 6 July

WB 27 April

WB 11 May

WB 8 June

WB 6 July

$1,216.34

$1,046.34

$1,146.34

$1,641.34

$5,676.34

$3,941.34

$3,491.34

$6,326.34

$958.42

$818.42

$818.42

$1,113.42

$1,858.42

$1,858.42

$1,858.42

$5,388.42

$860.14

$853.14

$835.14

$1,070.14

$1,875.14

$3,640.14

$1,875.14

$3,640.14

$1,206.50

$856.50

$976.50

$1,341.50

$4,436.50

$3,936.50

$3,936.50

$3,936.50

$1,120.62

$1,015.62

$880.62

$1,190.62

$3,920.62

$3,920.62

$3,920.62

$3,920.62

$942.72

$837.72

$837.72

$1,122.72

$3,917.72

$3,917.72

$3,917.72

$3,917.72

$1,482.34

$1,132.34

$922.34

$1,272.34

$4,437.34

$3,937.34

$3,937.34

$3,937.34

$1,093.64

$1,093.64

$943.64

$1,343.64

$4,496.34

$3,896.34

$3,296.34

$4,996.34

$1,226.92

$1,151.92

$926.92

$1,426.92

$4,979.62

$3,879.62

$3,279.62

$4,979.62

$1,144.62

$994.62

$924.62

$1,374.62

$5,044.62

$3,094.62

$3,744.62

$4,694.62

$1,026.00

$1,026.00

$1,026.00

$1,321.00

$6,326.00

$5,986.00

$5,986.00

$5,986.00

$1,493.64

$1,093.64

$943.64

$1,443.64

$4,496.34

$3,896.34

$3,296.34

$4,996.34

$1,011.34

$1,011.34

$871.34

$1,291.34

$3,111.34

$3,111.34

$3,111.34

$3,761.34

Source: Carriers’ Australian booking websites.
Notes: (1) Prices are quoted in Australian Dollars. (2) Prices are for return services departing from Australia. (3) Economy class is the least flexible economy fare offered by a
carrier. (4) Business class is the cheapest business class fare offered by a carrier. (5) Prices are for flights departing mid-week and returning on the same day the following week; if
there is no return flight on the same day the following week, a return flight on an adjacent day is used. (6) If carrier operates multiple services on one day, prices are recorded for
services that take off and touch down on the same calendar day. (7) Prices are excluding sales and discounts.
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A4. [REDACTED – COMMERCIAL IN CONFIDENCE]
[REDACTED – COMMERCIAL IN CONFIDENCE]
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A5. Example of Incentive to Expand Capacity
Under the JCA
[REDACTED – COMMERCIAL IN CONFIDENCE]
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Tourism 2020
Whole of government working with industry to achieve Australia’s tourism potential
December 2011
The National Long-Term Tourism Strategy was launched in
December 2009, followed by the 2020 Tourism Industry Potential
in November 2010. The National Long-Term Tourism Strategy is
being updated and sharpened since its launch to more closely align
the strategy with the 2020 Tourism Industry Potential.
Tourism 2020 marks a further milestone in Australian tourism
policy. It represents an integration of the long term focus, research
and collaboration commenced under the National Long-Term
Tourism Strategy with the growth aspirations of the 2020 Tourism
Industry Potential. Tourism 2020 builds on this foundation to
support industry to maximise its economic potential.
Tourism 2020 represents an unprecedented level of cooperation
between industry and the Australian and state and territory
governments to address the barriers to industry growth. It is
a whole of government approach to improve the industry’s
productive capacity. It focuses on creating a policy framework that
will support industry growth and provide industry with the tools
to compete more effectively in the global economy and to take
advantage of the opportunities that Asia presents.

Opportunities: Australia’s tourism offering of natural, cultural and
man-made attractions remain highly regarded and sought after
by visitors. Achieving the 2020 Tourism Industry Potential would
increase tourism’s contribution to GDP by as much as 50% to an
estimated $51 billion. Economic powerhouses in Asia, particularly
China and India, are driving new wealth and consumption that
can translate into huge demand for visitor experiences. The digital
revolution will be fast-tracked in Australia with the roll out of the
National Broadband Network, allowing tourism operators to better
engage with customers and create new business opportunities.

Government response – working with industry
Tourism Ministers have led and endorsed the work program under
the National Long-Term Tourism Strategy, and committed to
working towards achieving the 2020 Tourism Industry Potential.
The work program continues to evolve over time as new issues of
national significance require the attention of governments, with
research highlighting areas in need of action.

Tourism is a significant industry for Australia. It generates $94
billion in spending and contributes nearly $34 billion to Australia’s
GDP, directly employs over 500,000 people and earns nearly 10%
of our total export earnings, making it Australia’s largest service
export industry. It helps to fund critical economic infrastructure
like airports, roads and hotels, and provides the people-to-people
linkages to Australia’s international interests. It also plays an
important role in the economic development of regional Australia,
with 46 cents in every tourist dollar spent in regional Australia.

Tourism 2020 marks the next phase in the evolution of the
National Long-Term Tourism Strategy. Through Tourism 2020,
governments at all levels will need to work with tourism industry
operators to implement the strategy and monitor progress against
the 2020 Tourism Industry Potential.

Diversity in the industry

Total overnight expenditure nominal Billions

The importance of tourism

investment in new product, boosting productivity, increasing uptake
of digital technology, and addressing labour and skills shortages, all of
which will ultimately impact on improved product and service quality.

$140B
$130
$110

Improved quality, product choice, skills and infrastructure will
maximise and sustain economic value from Australia’s natural
advantages as a tourism destination.

The current environment – challenges and
opportunities
Challenges: Increasing competition and the rise of the Australian
dollar are two of the many significant challenges currently facing the
Australian tourism industry. Australia’s international market share
has reduced in recent years and domestic tourism expenditure has
fallen since 2000. Together with governments, the industry needs to
work towards the 2020 Tourism Industry Potential. Priorities include

$115B

$90

$70B
as at YE Jun 2011

Dec -18

Dec -17

Dec -16

Dec -15

Dec -14

Dec -13

Dec -12

Dec -11

Dec -20

Trend
Potential

$50

Dec -19

$70

$30

Australia’s competitive advantage
Australia has a wealth of assets that differentiate it from other
destinations around the world, including unique landscapes and
nature-based tourism offerings; Indigenous culture and heritage;
sophisticated cities and regions; and friendly, tolerant, culturally
diverse population. However, a successful and growing tourism
sector requires more.

Total expenditure (includes pre-paid international airfares and packages in nominal terms)

Dec -10

Tourism is more than holiday travel, incorporating a broader
“visitor economy” that includes domestic and international travel
for business, study and work, and for visiting family and friends.

TOURISM INDUSTRY POTENTIAL - INTERNATIONAL + DOMESTIC

$150

Dec -09

The tourism industry consists of almost 280,000 enterprises that
support the visitor economy from accommodation and cafes,
casinos, tour companies, travel agents, transport companies, and
parts of the retail and education sector. The industry is supported
by a supply chain that generates significant economic multipliers.
Every dollar spent on tourism generates an additional 91 cents in
other parts of the economy – higher than multipliers in mining,
agriculture and financial services.

The potential for the industry in 2020

Industry findings:
>> There are currently 36,000 unfilled jobs in the tourism industry,
while an additional 56,000 - 152,000 jobs will need to be filled to
meet potential
>> 40,000 - 70,000 new rooms are required to meet potential
>> Aviation capacity will need to grow by 40-50% for international
and 23-30% for domestic to meet potential
>> Only a third of Australia’s tourism operators have online booking
and payment facilities

By 2020:
>>
>>
>>
>>
>>
>>

Achieve $115 billion-$140 billion overnight spend
Hold or grow market share in key markets
Grow labour force
Increase accommodation capacity
Increase international and domestic aviation capacity
Improve industry quality and productivity

Following a review of the progress made by the National Long-Term Tourism Strategy Working Groups and
the 2020 Tourism Industry Potential, the updated Tourism 2020 will have six strategic areas. The new strategic
areas build on the day-to-day work undertaken by industry and across government in building the tourism
brand, converting demand into visitation, developing tourism product, and contributing towards a more
globally competitive tourism industry.

THE SIX STRATEGIC AREAS ARE:
1. Grow demand from Asia
While marketing investment across a balanced portfolio of markets is required, Australia has a unique opportunity to drive
demand from Asia. Over the 2010-20 period, Asia is expected to contribute more than half of the projected growth in international
visitation with 42 per cent of that growth expected to come from China. Most countries in Asia have growing economies with
good consumer confidence, burgeoning growth in the middle class (especially China, India and Indonesia), and Australia is a
near “western developed”, English speaking country, with strong destination appeal. Industry and governments need to deepen
consumer understanding, strengthen distribution, develop tailored marketing campaigns, and appropriate product, as well as
relevant policy frameworks.

2. Build competitive digital capability
Strong digital capability is essential in both marketing Australia and in the distribution of product. Eighty percent of Australians are
online and by 2020, 66% of the world is expected to be online. Developing strong and efficient digital marketing and transactional
capabilities is essential to remain competitive. Currently only a third of Australia’s tourism operators have online booking and
payment facilities, limiting their ability to service customers both domestically and overseas. Governments will continue to work
with industry to ensure more tourism enterprises are able to take advantage of online opportunities.

3. Encourage investment and implement the regulatory reform agenda
Tourism investment in Australia is lagging. From 2000-01 to 2009-10 investment in tourism grew at only half the pace of
investment in the rest of the Australian economy. Tourism currently faces a disproportionate regulatory burden that impacts
negatively on investment. Governments will work with industry to reduce the barriers to investment so that industry can invest in
the products and infrastructure consumers are seeking.

4. Ensure tourism transport environment supports growth
Tourism transport capacity and infrastructure needs to allow increasing numbers of visitors to travel to, from and within Australia.
Governments will work in partnership with industry to ensure the supply of transport capacity and infrastructure continues to
move ahead of demand and facilitates, rather than hinders, tourism traffic.

5. Increase supply of labour, skills and Indigenous participation
The tourism industry has a labour shortage of 36,000 and an employee vacancy rate over four times the national average that
is preventing parts of the industry from effectively servicing global customers. By 2015, an additional 56,000 people will be
needed to fill vacancies (including 26,000 skilled positions). Government will work with industry to support industry recruitment,
retention, labour mobility, education and training to fill these gaps, and explore ways to increase the supply of skilled tourism
labour and Indigenous participation.

6. Build industry resilience, productivity and quality
Industry productivity is low compared to the rest of the Australian economy and to tourism firms in competitor countries. This
is limiting Australian tourism operators’ ability to provide consumers with value for money experiences. Building on Australia’s
competitive advantages, governments will work with industry to increase industry productivity, innovation and quality.

Tourism 2020
OVERVIEW OF ACTION PLANS, DELIVERABLES AND MEASUREMENT [TABLE PAGE 1 OF 2]

GROW DEMAND FROM ASIA*
OBJECTIVE
Tourism operators can attract visitors
who spend more, particularly from
growing Asian markets, by providing
high quality products and services
that these visitors are seeking
ACTIONS
>> Promote tourism interests in
the development of the Asian
Century White Paper (Australian
Government – RET to lead in
consultation with PM&C)
>> Implement 2020 China
Strategy (TA, STOs)
>> Develop 2020 India
Strategy (Australian
Government – TA to lead)
>> Implement Operating Plans
across Asian markets (TA/STOs)
>> Continue building on China
Approved Destination
Scheme (ADS) (Australian
Government – RET to lead)
>> Implement Quality
initiatives including T-QUAL
accreditation (Australian
Government – RET to lead)
>> Implement Improving
Quality in the China Market
T-QUAL Strategic Tourism
Investment Grant (Australian
Government – RET to lead)
>> Evaluate business events
opportunities and further
develop plans for Asia (TA/
STOs/Business events sector)
>> Lead training for tourism
operators on China readiness
(industry associations)
>> Address quality and product
opportunities for Asia
(STOs, industry associations,
tourism operators)

BUILD COMPETITIVE
DIGITAL CAPABILITY
OBJECTIVE
Tourism operators can take full
advantage of information and
communication technology
to attract visitors and enable
online transactions

ENCOURAGE INVESTMENT
AND IMPLEMENT REGULATORY
REFORM AGENDA
OBJECTIVE
Businesses can more easily invest
in new visitor accommodation and
tourism infrastructure by governments
removing red tape barriers and
facilitating major new projects

ENSURE TOURISM TRANSPORT
ENVIRONMENT SUPPORTS GROWTH
OBJECTIVE
Tourism transport capacity and
infrastructure is developed to
allow increasing numbers of
visitors to travel to and within
Australia on a sustainable basis

INCREASE SUPPLY OF LABOUR, SKILLS
AND INDIGENOUS PARTICIPATION
OBJECTIVE
Tourism operators can meet their
labour and skills needs to deliver
high quality customer service to all
visitors, including those from Asia

ACTIONS

ACTIONS

ACTIONS

ACTIONS

>> Implement National Online
Strategy for Tourism (NOST)
(responsibilities as per Action Plan)
>> Progress the 2020 Digital
Marketing Strategy action
plans such as develop a new
social media strategy (TA)
>> Undertake continuous
improvement and industry
take up of the Tourism e-Kit
(industry associations, STOs)
>> Roll out the National Broadband
Network and support programs
to assist businesses (Australian
Government – DBCDE to lead)
>> Undertake benchmarking and
tracking research (TRA, Digital
Distribution Working Group)
>> Develop research agenda
on digital trends (TA/TRA,
Research Advisory Board)
>> Monitor progress (Digital
Distribution Working Group)

>> Finalise the tourism reform agenda
and progress these matters to
the point where they might be
referred to COAG (Australian
Government – RET to lead)
>> Implement plan to support tourism
investment attraction and facilitation
recognising different geographic
needs (TA, Austrade,STOs)
>> Work with government to identify
and promote tourism investment
opportunities (tourism operators,
Industry Associations, STOs)
>> Develop implementation plans
to address key regulatory
reform priorities, working across
government (STOs working
with other state/territory
government agencies and RET)
>> Track tourism investment (Australian
Government – TRA to lead)
>> Finalise and support national
usage of Destination
Management Plan tool (ARTN)
>> Monitor progress (Investment and
Regulatory Reform Working Group)

>> Negotiate air service agreements
ahead of demand requirements
(Australian Government – DIT to lead)
>> Build sustainable growth in capacity
and new routes (airports, airlines,
STOs and TA working together)
>> Complete and communicate “Regional
Airports Strategy” (Tourism Access
Working Group, STOs and airports)
>> Capitalise on aviation opportunities
(tourism operators)
>> Continue current work on Cruise
Shipping, Tourist Refund Scheme,
and research on Trans Tasman
passenger processing arrangements
(Tourism Access Working Group)
>> Continue to ensure 2020 passenger
movement scenarios are considered
in planning/staffing for airports
(Tourism Access Working Group,
TRA, National Passenger Facilitation
Committee and airports)

>> Implement the 8 Hot Spots pilots
(Labour and Skills Working Group)
>> Progress outcomes from Ministerial/
Industry roundtable discussions,
including simplification of 457 visa
processing guidelines, development
of a template labour agreement for
the tourism and hospitality industry
and roll out of the Pacific Seasonal
Worker Pilot Scheme to tourism in
Broome (Australian Government
RET, DIAC and DEEWR to lead)
>> Develop and implement a pilot
program to facilitate skills transfer
between Indigenous and non
Indigenous businesses (Indigenous
Tourism Working Group)
>> Communicate and encourage
uptake of government and industry
initiatives to address labour and
skills shortages (STOs, industry
associations, tourism operators)
>> Deliver ‘Labour and Skills Connect’
as an online solution for education,
training, recruitment and retention for
the tourism and hospitality industry
(Labour and Skills Working Group)
>> Develop a T-QUAL Strategic Tourism
Investment Grant to provide business
skills training for Indigenous people
at the National Indigenous Tourism
Training Academy (Ayers Rock Resort)
(Australian Government – RET to lead)
>> Facilitate partnerships between
Indigenous and non-Indigenous
businesses in the tourism sector
to allow skills transfer and
overall business development
and growth consistent with the
Indigenous Economic Development
Strategy (Australian Government
– RET and FAHCSIA to lead)
>> Participate in the Fair Work
Act Review (industry)

* Whilst maintaining investment in a balanced portfolio of markets to achieve the potential

BUILD INDUSTRY RESILIENCE,
PRODUCTIVITY & QUALITY
OBJECTIVE
Tourism operators can grow their
profitability and marketability by
delivering higher quality products
and services using improved business
planning, systems and standards
ACTIONS
>> Deliver T-QUAL grants (Australian
Government (RET) administers,
industry associations/
tourism operators apply)
>> Encourage tourism operators’
quality focus and uptake of T-QUAL
accreditation (TQCA) working
with industry associations and
STOs; Australian Government
to support administration
(RET), and marketing (TA)
>> Roll out and promote Enterprise
Connect and existing small
business initiatives nationally
to tourism operators as a way of
growing entrepreneurial capability
within businesses (Australian
Government – DIISR to lead)
>> Develop an Industry Resilience tool
kit (Resilience Working Group)
>> Engage tourism businesses in
climate change adaptation through
CSIRO Climate Change Adaptation
project (Resilience Working Group)
>> Consider further research to
support improved tourism
industry productivity (TRA,
Research Advisory Board)
>> Encourage high quality experience
based product development
through Australia’s National
Landscapes program (RET, TA,
STOs, and Parks Australia)
>> Facilitate greater linkages between
tourism and the arts through
measures consistent with the
Australian Government’s National
Cultural Policy (Australian
Government - PM&C & RET to lead)
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OVERVIEW OF ACTION PLANS, DELIVERABLES AND MEASUREMENT [TABLE PAGE 2 OF 2]

GROW DEMAND FROM ASIA*

BUILD COMPETITIVE
DIGITAL CAPABILITY

ENCOURAGE INVESTMENT
AND IMPLEMENT REGULATORY
REFORM AGENDA

ENSURE TOURISM TRANSPORT
ENVIRONMENT SUPPORTS GROWTH

INCREASE SUPPLY OF LABOUR, SKILLS
AND INDIGENOUS PARTICIPATION

BUILD INDUSTRY RESILIENCE,
PRODUCTIVITY & QUALITY

KEY DELIVERABLES

KEY DELIVERABLES

KEY DELIVERABLES

KEY DELIVERABLES

KEY DELIVERABLES

KEY DELIVERABLES

>> More ‘business friendly’
procedures for infrastructure
development applications
>> Reduced red tape and compliance
costs to increase attractiveness of
investment in tourism assets
>> Streamlined procedures for
development of tourism assets in
high natural amenity locations
>> Greater levels of investment attraction
by the Australian Government and
state and territory governments
>> Greater levels of investment
facilitation by state and
territory governments
>> Tools for tourism regions to
undertake effective destination
management planning

>> Facilitation of increased levels of
international and domestic airline
seats on a sustainable basis
>> Encouragement of airlines to
utilise regional airports
>> Enhanced stakeholder understanding
of cruise ship berthing and
related infrastructure needs
>> Enhanced visitor understanding
of Tourist Refund Scheme

MEASUREMENT

MEASUREMENT

>> Marketing to a larger
number of cities in China
>> Updated consumer market
research on China relevant
to tourism operators
>> Higher level of tourism operator
participation in China ADS
>> Programs for building industry
capability in servicing a
greater number of visitors
from Asian markets

MEASUREMENT
>> Increase in visitor numbers and
expenditure from key Asian
markets as measured by TRA’s
International Visitor Survey
>> Hold or grow long haul market
share in key Asian markets as
measured by Tourism Economics

>> Tools to enable tourism
operators to enhance their online
marketing and sales, including
social media marketing
>> Up to date information
on digital trends relevant
to tourism operators
>> Higher visibility and leverage for
T-QUAL accredited businesses
through preferential listing on
Australia.com and STO websites

MEASUREMENT

>> Strategies for tourism operators to
fill labour vacancies in nominated
tourism hotspots and other regions
in each State and Territory
>> Improved training opportunities
for staff through the Service Skills
Australia revised Tourism, Hospitality
and Events Training Package
>> An online tool for industry to
consolidate information across
tourism employment opportunities
and assist transfer of labour
and skills across Australia
>> Facilitation of greater level of
participation of Indigenous
Australians in tourism businesses
>> Improved information regarding visa
rules to help tourism businesses
engage overseas workers
MEASUREMENT

>> Increase in the percentage of
>> Increase in visitor accommodation
>> Increase in international and domestic >> Increase in the number of full time
industry doing transactions
capacity - to be measured by ABS
aviation capacity - as measured by the
and part time jobs– as measured by
on line – TRA to repeat
Survey of Tourist Accommodation (and
Bureau of Infrastructure, Transport
ABS Tourism Satellite Account (and
benchmark tracking research
reported in TRA Tourism Scorecard
and Regional Economics (and
reported in TRA Tourism Scorecard
and State of the Industry reports)
reported in TRA Tourism Scorecard
and State of the Industry reports)
>> Increase in web and social media
and State of the Industry reports)
metrics that TA currently tracks (TA) >> Increase in levels of tourism
>> Change in number of Indigenous
investment - to be measured
Australians employed in the
by new TRA ‘Tourism
tourism industry - indicator
Investment Monitor’ report
under development by TRA
>> Uptake of Destination Management
>> Track tourism labour
Planning tool – ARTN to report
productivity growth (TRA)

* Whilst maintaining investment in a balanced portfolio of markets to achieve the potential

>> Marketing campaign for T-QUAL
tick to raise consumer awareness
and understanding of T-QUAL
accredited operators
>> Assistance for tourism businesses
to improve their productivity and
profitability through Australian
Government Enterprise Connect
program and T-QUAL grants
>> Tools for tourism operators
to undertake more effective
business and risk planning

MEASUREMENT
>> Increase in tourism sector productivity
– as reported by TRA regularly
>> Increase in the number of
businesses with T-QUAL
accreditation – TQCA to report

Implementation of Tourism 2020
All stakeholders have important roles to
implement Tourism 2020.
>> Tourism operators and industry bodies will continue
to participate in or support Working Groups, as
well as use, refine and promote the deliverables
of the strategy. This includes integrating the
work into their own sectoral strategies and plans,
and capitalising on market opportunities.

2020
2019
2018

PLE

2016

2017

SEEING THE RESULTS

NATIONAL LONGTERM TOURISM
STRATEGY &
2020 TOURISM
INDUSTRY
POTENTIAL

N

2009–
2010

TI O
NTA

>> Leadership is provided by Tourism Ministers,
both at a Federal level and across all states and
territories, supported by the Australian Standing
Committee of Tourism (comprising the CEOs
of peak government tourism organisations).

2015

ME

>> State and territory governments will continue
to work closely with industry and have key
responsibilities (including lead roles) across
all strategic areas. Other state and territory
government agencies hold critical levers of
tourism and so have important roles, as do
regional and local tourism organisations.
>> The Australian government has a lead role to play in
several areas led by the Department of Resources,
Energy and Tourism and Tourism Australia and other
Australian government agencies which hold critical
regulatory and policy levers affecting tourism.

IM

ACHIEVING
THE POTENTIAL

>> Working Groups will continue to progress
and oversee key actions under the Strategy,
bringing together members from the Australian
state and territory governments and industry.
The Tourism Quality Council of Australia will
continue to bring together governments and
industry to drive the competitiveness and
quality agenda across the Australian industry.

2011
TOURISM
2020

2012

2013

2014

PROGRESSING
THE STRATEGIC PRIORITIES

Implementation will be phased.
A more detailed implementation plan will be developed supporting the Strategy, including timelines and details around measurement.

Communications Strategy
Ongoing communication is key to keep
stakeholders and industry up to date
with Tourism 2020. A summary of the
communications plan is on the right:

Glossary:
ARTN
DBCDE
		
DEEWR
		
DIAC
		
DIISR
		
DIT
		
FAHCSIA
		
PM&C
		
RET
		
STOs
TA
TMM
TQCA
TRA
		

Australian Regional Tourism Network
Australian Government Department of 		
Broadband, Communications and the Digital Economy
Australian Government Department of Education, 		
Employment and Workplace Relations
Australian Government Department of Immigration
and Citizenship
Australian Government Department of Innovation,
Industry, Science and Research
Australian Government Department of Infrastructure
and Transport
Australian Government Department of Families, Housing,
Community Services & Indigenous Affairs
Australian Government Department of the Prime
Minister and Cabinet
Australian Government Department of Resources, Energy
and Tourism
State and territory tourism organisations
Tourism Australia
Tourism Ministers’ Meeting
Tourism Quality Council of Australia
Tourism Research Australia (part of the Australian 		
Government Department of Resources, Energy &Tourism)

Annual Directions
Conference and
outreach through
Industry Briefings

Reporting through
State of Industry
Document and yearly
strategy reports

Tourism 2020
branding of
presentations - by
RET, TA, States,
Industry Associations
as appropriate

Media and press
releases to reference
Tourism 2020 (Ministers’
offices, RET, TA, STO’s,
Industry Associations)

Tourism 2020
updates provided
for inclusion in
TA, STO, Industry
Association
newsletters
TOURISM 2020
RET
Website
redevelopment
and You Tube channel
production of 6 initial
videos, tied in with
TQUAL grant
recipients

Presentation
repository for
updates and sharing
of presentations,
releases and
promotional
collateral
New
Communications
Culture for TMM/
ASCOT-Working
Groups

Tourism 2020
Working Group
Outcomes Audit Top
5 for Policy, Business
and Industry

Communication
packages developed
for – Road Shows,
Workshops, Briefings,
Websites,
Conferences

2020
Domestic

Summary of Tourism Australia’s
China 2020 Strategic Plan

International

WHY CHINA?

• Helped build a broad and robust
distribution network, having trained
and qualified over 2,000 Chinese agents
through the Aussie Specialist Program and
developed 70 Premier Aussie Specialist
agents;

China is Australia’s most valuable
inbound tourism market. In
2010 the China inbound market
contributed $3.26 billion to the

• Driven over 3 million online users to
Australia.com in a single year;

Australian economy. By 2020,
2009 has the potential
2020
this market
to

• Generated significant publicity through a
range of public relations activity (valued at
more than $13 million in 2009/10);

contribute $7 to $9 billion annually.
Australia has experienced faster arrivals
growth from China than any other market.
In 2010, China was Australia’s fourth largest
source of visitor arrivals with 454,000 Chinese
visitor arrivals to Australia, 24 per cent higher
than 2009.1

• Provided marketing support for seasonal
air charters and supplementary services
from China and Hong Kong to Cairns,
Brisbane, Sydney and Adelaide (35 over the
last two years);

Tourism Australia (formerly the Australian
Tourist Commission) opened an office in
Shanghai in 1999 after Australia received
Approved Destination Status. Since then, in
China, Tourism Australia has:

• Worked with and supported Australian and
Chinese Governments on visa processingAustralia is recognised by the China
National Tourism Administration as ‘Best
Practice’ and the benchmark for other ADS
destinations.

• Rolled out major campaigns with key
partners such as Visa for the landmark
‘Australia Prefers Visa’ campaign, Qantas,
China Southern Airlines, Singapore Airlines
and State Tourism Organisations;

1

$7-9billion
Potential spend by Chinese visitors in 2020

860,000
100million
us$838bn

Potential Chinese visitors to Australia in 2020

Outbound Chinese travellers by 20202

Predicted value of China’s outbound
market by 20203

2

Tourism Economics and United Nations World Tourism Organization
3
Boston Consulting Group, 30 March 2011

Tourism Research Australia, International Visitors in Australia and

Australian Bureau of Statistics, Overseas Arrivals and Departures
(cat. no. 3401.0)

WHAT WILL SUCCESS LOOK LIKE IN 2020?
CHART 1: CHINA POTENTIAL FOR OVERNIGHT TOURISM EXPENDITURE
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HOW WILL WE ACHIEVE THE CHINA MARKET’S TOURISM POTENTIAL?
KEYS TO SUCCESS

The five areas pivotal to achieving China’s 2020 tourism potential
and winning market share are:
1. KNOW THE CUSTOMER

2. GEOGRAPHIC STRATEGY

During the first year of implementation,
Tourism Australia will increase its direct
marketing effort in China, doubling the
marketing budget for China in 2011/12.

The Geographic Strategy identifies the focus
for Tourism Australia’s resources to maximise
the Chinese market growth opportunities and
achieve the 2020 goal.

Tourism Australia’s target audience is affluent
Chinese couples who have an independent
travel mindset and want to explore and
experience local culture. This group delivers
high volume and spend and are geographically
concentrated in Tourism Australia’s current
priority cities. Tourism Australia will use this
consumer knowledge to understand what
Chinese couples read, watch and listen to and
how they research, plan and book holidays to
our competitive advantage.

Tourism Australia is currently active in 13
cities, with distribution development in all
13 and consumer marketing in five (Chart 2).
Over time Tourism Australia will develop and
implement a competitive expansion strategy
(Chart 3) informed by an analysis of over 600
Chinese cities using economic, demographic,
distribution, visa and aviation data.

Ongoing consumer research conducted by
Tourism Australia in existing and new targeted
cities will provide the base for digital, media
and distribution strategies and help ensure the
strategy remains relevant to the needs of the
market.
Tourism Australia will leverage the strong
digital and social network channels in China to
reach our target segment.
Business Events Australia and the Association
of Australian Convention Bureaux are
undertaking research to provide a thorough
evaluation of the potential, distribution,
motivations and channels for the Business
Events market in China. This research will
support the development of a three-year
Business Events Plan for China which will
commence in 2011/12.

In the short to medium term the focus will
remain in Greater Beijing, Greater Shanghai
and Guangdong to allow marketing and trade
efficiencies. Tourism Australia will ultimately
extend marketing into the rising wealth areas
of Greater China.
Trade and distribution development will be the
initial focus in new cities. Tourism Australia
will build upon the strong distribution network
of over 2,000 qualified Aussie Specialist
Program agents in line with this geographic
strategy to ensure consumers have access to
well trained and knowledgeable distribution.

CHART 2: EXISTING MARKETS

BEIJING

TIANJIN
QINGDAO

NANJING
SHANGHAI
HANGZHOU

CHONGQING

XIAMEN
GUANGZHOU
FOSHAN

DONGGUAN
SHENZHEN

NINGBO

CHART 3: PHASED CITY EXPANSION STRATEGY
Phase 2
Seeing the Results

Phase 3
Achieving the Potential

13-24 Cities

24+ Cities

30+ Cities

Estimated households with income
> RMB 120,000 in priority cities (millions)

Phase 1
Setting the Foundation

21.95 +

9.41 +

3.78 - 9.41

2011

2014

2017

2020

3. QUALITY AUSTRALIAN EXPERIENCES

4. AVIATION DEVELOPMENT

5. PARTNERSHIPS

While Chinese consumers generally rate
Australia as a highly desirable destination,
there are instances where visitor expectations
have not been met – particularly relating to
group travel and shopping experiences.

A healthy aviation environment will be critical
to the success of the China 2020 goal. More
planes, with more connections to more
destinations in Australia, aligned to the
Geographic strategy will be essential to bring
the increase in economic value to Australia.

Tourism Australia’s success in the Chinese
market has been achieved through effective
partnerships with Government and industry
including Qantas, China Southern Airlines and
other carriers along with States and Territories.
Expanding and strengthening our partnerships
will be integral as Tourism Australia expands
to new cities in China.

Other issues impacting visitor satisfaction
include the availability of Mandarin speaking
guides and relevant product for Chinese
visitors.
Tourism Australia’s Chinese customer insights
will help the industry to deliver targeted
products and experiences. Through its support
for both the extended ADS Scheme and the
TQUAL tourism accreditation mark, Tourism
Australia will be working with Governments
and industry to address quality issues.
Tourism Australia’s work with Austrade and
the State and Territory Tourism Organisations
will aim to drive infrastructure investment
in Australia.

Tourism Australia has strong co-operative
partnerships with the major carriers servicing
Australia – Qantas, China Southern, Air China
and Hainan Airlines – and will look to extend
these relationships in the short term.
The first priority is to work with relevant
partners to ensure sufficient capacity to
meet demand from existing and immediate
growth markets. Focus will be on securing
more direct services, expanding routes, new
airlines (including third country carriers and
low cost carriers) and partnering with airlines
in cooperative marketing to ensure new and
existing services are commercially sustainable.
Charter programs will continue to be used to
maximise opportunities such as Chinese New
Year, and as a way to prove viability of new
services and open up new destinations.

Tourism Australia will continue to work with
its partners by leading the:
• China Industry Advisory Group
(based in China)
• China Market Advisory Panel
(based in Australia)
To streamline consultation and engagement
on whole of government issues and
approaches to market development, Tourism
Australia will be involved in:
• Government Reference Group (based in
Australia to consider whole of government
issues and approaches)
• Government Advisory Panel
(based in China)

China 2020 Strategic Plan – 2011

WHAT DOES IT MEAN FOR YOU?

HOW DO YOU GET INVOLVED?

The China 2020 Strategic Plan means being
part of a bigger picture for Australian tourism.
It means:

For more detail, please contact the
International Markets team in Sydney.

• E xpanding your reach and cut-through in the
world’s fastest growing outbound market;
• Having greater access to Tourism
Australia’s research and insights on the
Chinese target customer;
• Being able to more confidently enter new
markets within China with the benefit of
Tourism Australia’s market analysis and
established distribution networks;
• Understanding where and how to invest in
your product to attract and retain Chinese
customers; and
• Working together with the tourism industry
to maximise the China opportunity.

WHO IS ON BOARD?

Contact:
Monica Armesto
Business Support Manager Asia
Email: marmesto@tourism.australia.com
Phone: +61 2 9361 1264
Tourism Australia’s corporate site
(www.tourism.australia.com) contains
information on the market and the Chinese
consumer. Updates on Tourism Australia
activities and the China market are published
in Tourism Australia’s industry newsletter,
Essentials.
For more information on the Approved
Destination Status scheme, please refer to
‘Tourism Programs’ at www.ret.gov.au/tourism
State and regional tourism organisations are
also a source of market intelligence on China.

In October 2010, Federal, State and Territory
tourism ministers committed to working
towards achieving the 2020 Tourism
Industry Potential and called on industry and
Government to work together to address
demand and supply side challenges.
The China Strategic Plan is the result of
this government and industry partnership.
Significant engagement and consultation was
undertaken to develop the Plan, including:
• Tourism industry leaders in China
and Australia
• Industry associations
• State and territory tourism organisations
• Government stakeholders in China
and Australia
The China 2020 Strategic Plan has the full
support of key industry players and State and
Territory Tourism Organisations.
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