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CONFIDENTIALITY & DI SCLAIMER STATEMENT 

This document is proprietary to Miller Aviation Partners trading as “CAPA Consulting” and the information 
contained herein is confidential and is provided solely for the purpose of responding to the Scope of Work, as 
defined by New Zealand Airports Association Incorporated (NZ Airports). This project is subject to the terms of 
the Consulting Agreement between CAPA Consulting and NZ Airports. 

Information contained in this document is subject to contractual arrangements between CAPA Consulting 
and NZ Airports. 

While care and attention has been exercised in the preparation of this document, any comments on, or 
opinions stated in this document whether or not expressed as being those of CAPA Consulting, are based on 
the information provided to CAPA Consulting by  or available from credible publically available sources of 
information. While CAPA Consulting does not have reason to believe that this information is in any way 
inaccurate or incomplete, responsibility for its accuracy and completeness does not rest with CAPA Consulting. 
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                                            Executive Summary 

The New Zealand Ministry of Transport’s (MoT) first review of its international air services policy 
since 1998 presents an opportunity to structure a radical approach which addresses substantial 
changes taking place in markets and regulatory systems globally. 

These changes include: an accelerated trend towards liberalisation of market access and airline 
ownership; the emergence of major new inbound tourism markets in China and other areas of Asia; 
expansion of cross-border industry alliances; and technological advances in aircraft size and range. 

In its Discussion Paper issued as part of the policy review, the MoT proposes a restatement of 
existing policy in relation to air rights (e.g. the objective of securing open skies in air services 
negotiation on a reciprocal basis) mixed with some fresh and interesting initiatives including the 
concept of “extra-bilateral” rights allocation and more liberal investment rules for NZ based carriers 
other than Air New Zealand. 

While CAPA Consulting wholly supports the proposal to provide additional service rights outside 
of bilateral agreements on a qualified basis, we continue to believe that demands for reciprocity are 
not in New Zealand’s best interests as this provides a potential impediment to service establishment 
and expansion with limited trade-off benefits for the local industry. The net effect can be a 
constraint on competition within the New Zealand market with consequent disbenefits for the 
extent of services available for New Zealand travelers, consumer pricing, tourism as a whole and 
connectivity - all prime objectives for New Zealand Government economic strategy.  

In our view, this does nothing to strengthen New Zealand’s regional and global position which has 
declined relative to other markets in recent years. 

In this paper, commissioned by New Zealand Airports Association to accompany its own 
submission to the MoT, CAPA Consulting considers the various policy components proposed by the 
Ministry and recommends where improvements could be made. In particular, we provide a 
preferred model for the extra-bilateral rights regime which aims to ensure that this initiative is 
applied effectively and satisfies requirements to respond expediently to approaches by airlines to 
introduce extra services. 

It is also recommended that the MoT should consider: 

 Introducing a multi-stage open skies package; 
 The potential for alternative airline ownership structures which utilize a mix of voting and 

non-voting shares; 
 Develop a specific strategy for ASEAN to leverage the introduction of the region’s Single 

Aviation Market in 2015; and 
 Expand consultation with stakeholders to include the period before Cabinet issues a 

framework mandate for negotiations. 

The paper also looks at the economic impact of the proposed initiatives, based on an earlier 
analysis undertaken by Tourism Futures International (TFI) for NZ Airports. TFI calculated that the 
additional value and GDP gains for New Zealand flowing from a 10% increase in visitors at NZ$473 
million and NZ$425 million, excluding airfares. 

TFI assessed the benefits from traffic growth brought about by full market liberalisation at 
NZ$1.88 billion for tourism expenditure, representing a contribution to New Zealand GDP of NZ$1.69 
billion. 
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1.  Introduction  

CAPA Consulting, a specialist aviation consultancy, prepared this submission in response to the 
Discussion Paper and Proposals provided by the New Zealand Ministry of Transport (MoT) in May 
2012 for its International Air Transport Policy Review. 

The submission reviews the MoT’s policy proposals contained in the Discussion Paper, identifies 
key reforms and perceived deficiencies, and examines the economic, market and industry impacts. 

It was commissioned by New Zealand Airports Association (NZ Airports) as a supporting 
document for its own submission to the review process.  

CAPA Consulting had earlier developed a preliminary paper on behalf of NZ Airports which 
canvassed various issues associated with the review and offered recommendations on key reforms 
and a preferred policy position for New Zealand1. This was provided by NZ Airports to the MoT late 
last year, together with an accompanying economic analysis by Tourism Futures International (TFI). 

Both the CAPA Consulting report and the TFI analysis underscored the value to New Zealand of 
embracing a more liberalised environment for international aviation to facilitate air service growth 
and strengthen the nation’s economic, trade and inbound tourism prospects. 

TFI’s analysis found that full market liberalisation for New Zealand has the potential to generate: 

 International passenger traffic increases of: 

- 50% for Asian and emerging markets (e.g. South America); 

- 25% for North American and European markets; and 

- 10% for more mature Pacific markets.  

 A related rise in tourism expenditure of NZ$1.88 billion; and 
 A contribution to New Zealand’s GDP of NZ$1.69 billion. 

In general, the Ministry proposals in the Discussion Paper are seen as progressing in the right 
direction, particularly by adopting a more flexible approach to market access and NZ-based airline 
investment.  

However, there are some issues which we believe should be given further consideration and a 
number of policy areas where reform may still be insufficient to achieve the stated policy objectives. 
These are discussed in further detail below. 

 

 

 

 

 

                                                           
1
 CAPA Consulting’s Independent Expert’s Report: New Zealand International Air Services Policy Review, of 18 October 2011, 

which was tabled with the Ministry of Transport at the Ministry’s request. TFI’s economic analysis was provided to the 
Ministry on the same date. 
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2. Review of Key Ministry Proposals  

2.1  Policy Objective 

The policy proposal in relation to overall objectives is broadly consistent with the principles 
espoused in the 1998 policy statement. The inclusion of specific reference to opportunities provided 
for foreign carriers as well as New Zealand-based airlines is highly relevant as this reflects the 
shifting balance in service growth.  

Our view is that the objectives also should clearly articulate the various components of the 
Government’s role through international air transport policy in: 

(1) Assisting economic growth as a whole; 
(2) Facilitating the development of the aviation, trade and tourism sectors, in particular;  
(3) Supporting a more competitive and productive business environment; and 
(4) Providing for improved market access and global connectivity. 

Recommendation: Strengthen the statement of policy objectives to incorporate (1)-(4) above 

2.2 Approach to Air Services Liberalisation 

The Ministry’s position is essentially constructed around maintenance of the status quo with 
requirements for reciprocity under bilateral air services agreements and open skies as the preferred 
“end game”. In our view, this does not go far enough in removing potential regulatory impediments 
to air service growth. 

Available data on passenger growth suggests that New Zealand has under-performed globally 
since 1998 when the current international air services policy was announced by then Transport 
Minister Maurice Williamson. International air traffic into and out of New Zealand increased at a 
Compound Annual Growth Rate (CAGR) of 4.0% between 1998 and 2011 - well below the worldwide 
CAGR of 4.7%. Australia, for example, achieved an annual growth rate of 4.9% CAGR for the same 
period.  

New Zealand’s poor relative performance was underlined by the economic analysis by TFI2 of 
trend growth in arrivals to New Zealand compared with a reference set of countries for 2001-2011. 
This showed that New Zealand’s annual growth rates were lower for all but two of 12 international 
markets examined3. 

TFI’s analysis also found the growth trends in visitors to New Zealand over the past decade 
support a need for improvement targeted at Northeast and South East Asia. China is one of the few 
Asian markets where New Zealand has kept pace with competing tourism markets even though its 
9.2% per annum annual growth is significantly below that of Australia for the same period (at 11.8% 
p.a.) 

The decline in New Zealand’s competitive position and recent developments with Air New 
Zealand indicate a more radical approach is required than that proposed generally in the Ministry’s 
policy proposals which effectively maintain the status quo. 

These proposals do contain one interesting variation – the concept of “extra-bilateral” rights - 
which has the potential to provide greater flexibility and responsiveness to airline service 
developments outside the constraints of the bilateral structure. These rights would effectively allow 
the Ministry to authorise the allocation of additional service access in certain circumstances on a 
qualified unilateral basis.  

                                                           
2
 New Zealand Air Services Policy Review: Economic Analysis, TFI, October 2011. 

3
 The 12 markets examined by TFI in its economic analysis account for 67% of all arrivals to New Zealand. 
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This concept should be explored further to refine the mechanisms required to make them 
workable and effective. 

The Ministry generally dismisses a unilateral rather than reciprocated bilateral approach as being 
extreme as it does not provide for equality of opportunity and unfairly tilts the competitive balance 
in favour of foreign operators.  

However, CAPA Consulting argues that, for New Zealand to optimise the development of 
international air services and market connectivity, it needs to adopt a structure which: 

1) Eliminates all impediments to airlines establishing or expanding services and/or capacity to 
New Zealand; 

2) Acknowledges that growth is more likely to emanate from foreign carriers as they take 
delivery of significant future fleet orders and respond to home market demand (particularly 
in Southeast and Northeast Asia); and 

3) Provides a highly-responsive tool capable of fast-tracking access to New Zealand as and when 
required. 

4) The most significant is the concept of “extra-bilateral” rights which effectively allows the 
Ministry to authorise the allocation of additional service access in certain circumstances on a 
qualified unilateral basis.  

Foreign carriers provided 63.7% of New Zealand’s international capacity in the year to June 2012, 
compared with 58.1% five years ago4. While a number of these operators maintain partnerships with 
Air New Zealand, the fact is that New Zealand is becoming increasingly dependent on the support of 
overseas airlines, especially those with a great capacity for growth. 

The high proportion of non-New Zealand operations, as well as the limitations of the home-based 
carrier in directly servicing all markets with available aircraft, underscores the importance of non-
New Zealand operators to New Zealand.  

This trend is expected to intensify as Asian and Middle East airlines realise orders for more than 
3,100 new aircraft over the next 5-10 years. China/Hong Kong and the Indian sub-continent account 
for around one third of these orders; the UAE and Qatar for 500-600 aircraft.  

The massive growth anticipated compares with extremely modest expansion planned by Air New 
Zealand. Only 11 of the 28 new aircraft on order are for international routes, and half of those will 
replace existing older aircraft types. 

In these circumstances, our view is that the requirement for reciprocity in bilateral agreements 
can act against the national economic interest by constraining prospects for open skies 
arrangements. The Ministry alludes to these difficulties in its discussion of negotiation factors, where 
it states that NZ airlines generally require 5th freedom rights explicitly included in agreements to 
serve long-haul markets and counter the advantages enjoyed by 6th freedom carriers.  

We understand that the reciprocity requirement has, for example, prevented establishment of an 
open skies agreement with South Korea. Hong Kong and Thailand (Bangkok), both important hubs to 
Europe and the Middle East, are also subject to limitations on beyond rights. 

While NZ-based airlines operate long-haul services through intermediate points in Asia (Hong 
Kong, on a limited basis which excludes access to mainland China) and the US (Los Angeles), other 
beyond rights have not been taken up, such as those with China and Singapore. 

 

                                                           
4
 Based on SRS Analyser data on annual seats on one-stop and non-stop services to/from New Zealand. 
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In its previous paper to the Ministry of air services policy, CAPA Consulting noted that: 

“In the changing global environment, New Zealand needs to position itself as a market wholly 
conducive to air services innovation and development if it is to attract the level of diversity required 
to maintain connectivity and the momentum for trade and inbound tourism. 

The benefits will flow through the economy indirectly and directly with improved export earnings 
and visitor expenditure, infrastructure investment and employment, as well as returns for airports. 

In order to access these benefits in a volatile and highly competitive international market, a more 
radical bilateral strategy may be required than an open skies policy built on reciprocity. The 
insistence that New Zealand-based carriers obtain equal opportunity through 3rd, 4th and 5th freedom 
access has a diminishing value where those carriers do not have the necessary resources to take up 
that opportunity.” 

 Our preferred model is most consistent with the objectives of the Ministry’s proposed “extra-
bilateral” arrangements in that it: simplifies the Air Services Agreement negotiating process by 
avoiding requirements for ongoing talks to provide incremental increases in access rights; expedites 
access for foreign carriers wishing to introduce or expand services; and establishes a more 
commercial and competitive platform for the NZ market. 

CAPA Consulting’s model envisaged that New Zealand would: 

 Offer open skies access to its bilateral partners without a requirement for reciprocity: 
 Foreign airlines from countries taking up this offer could apply for new or additional services 

to the Ministry of Transport for an International Air Service Licence, consistent with the 
current practice;  

 Licences would be granted automatically as long as operators meet the designation 
requirements under their Air Services Agreements with New Zealand and safety compliance 
requirements of the New Zealand Civil Aviation Authority; 

 As a safeguard to NZ-based carriers, the Ministry would conduct a review at the expiry of the 
licence period to determine economic and market impacts and any detriments such as 
market abuse. If the outcome was positive, the rights would be extended; if not, they would 
be revoked. 

The Ministry proposal for extra-bilateral rights is not dissimilar. It would see the case-by-case 
provision of rights outside the bilateral agreement as a temporary approval which is subject to an 
airline demonstrating its planned services would benefit New Zealand. Authorisation could 
subsequently be withdrawn or not renewed if the other government later proved unwilling to grant 
the same market access to NZ-based carriers. 

While the practicalities (and risks) of such a mechanism need to be considered in detail, the 
availability of a fast-tracked process to ensure that commercial opportunities are not lost for New 
Zealand is imperative to respond to the needs of a rapidly changing aviation environment. 

The fact that extra-bilateral approvals would be at the discretion of the Ministry in itself needs 
clarification. A consistent and transparent benefits test should be applied with agreed criteria 
accounting for the broader interests of the NZ economy as well as contestability issues. 

In our view, the mechanism for these rights should ensure that: 

 Ministry decisions on authorisations are expedited; 
 A reasonable (and set) period is allowed for bilateral partners to provide equivalent rights 

under their agreement with New Zealand, say 12 months. This will ensure some certainty for 
operators investing in new services; 
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 Any move to withdraw these rights is considered in light of the economic benefits/detriments 
brought by the additional services, and factors affecting the bilateral relationship in general 
(including diplomatic, trade and other issues). It may be that revocation of rights is more 
harmful to the economy than retention. 

The qualification test for extra-bilateral rights should be transparent and involve consideration of 
whether a route is currently flown or operated by only one carrier (i.e. non-contestable) and if 
demand exceeds available capacity. 

If the application involves an unflown route or one that is only operated by the applicant airline, 
the rights for additional services should be automatically approved. The argument against granting 
rights in this situation is untenable, given that it provides benefits that would not otherwise exist. 

In the case of competitive routes, the Ministry should consider whether the pre-existing supply of 
seats and services is sufficient to meet current and likely future demand (i.e. whether there is excess 
or a shortfall in capacity). If the supply is adequate for levels of demand or it can be shown that 
additional seats will lead to an excess, rights should be declined; if the converse is true then rights 
should be granted. 

The model described above is illustrated in Figure 2.1. 

Figure 2.1: Preferred Model for Provision of Extra-Bilateral Rights 

 

Source: CAPA Consulting 

There are a number of precedents in other countries: 

 The US Department of Transportation introduced a system of extra-bilateral authorities in 
the 1990s which allows foreign carriers to apply to operate to a point in the US for a period of 
one year (where that city is not designated in the bilateral agreement with the carrier’s home 
country). This is subject to a number of conditions, including one that no existing US carrier 
should be operating on that route. 

 The Philippine Government operates a similar “extra-bilaterals” mechanism with its so-called 
“pocket open skies” approach which applies to airports other than congested Manila. Under 
this system, the Filipinos can revoke the rights granted on a unilateral basis should an 
agreement on a reciprocal exchange not be reached within 12 months. However, the 
Government can also choose not to do so should the affected services be deemed to be in 
the national interest or there are mutual benefits provided. 
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As a general strategy, CAPA Consulting supports the Ministry’s stated objective of securing open 
skies agreements wherever possible or, falling short of that, the most liberal arrangements which 
can be achieved.  

New Zealand has in place a number of significant open skies agreements, particularly with 
Australia, the UK, Canada and the US and Singapore (the latter two through the Multilateral 
Agreement on the Liberalisation of International Air Transportation). However, constraints still exist 
in much of Asia despite recent renegotiated agreements with China and Japan. 

While the Ministry is cautious about economic assessments based on tourism expenditure 
impacts, TFI’s analysis for NZ Airports and other studies clearly indicate the growth stimulus offered 
by a removal of access constraints. This is discussed in more detail in Section 3 of this paper. 

CAPA Consulting acknowledges the important and valuable role played by NZ-based carriers in 
developing New Zealand’s international markets. However, this role increasingly has limitations, 
with Air New Zealand stating concerns about continuing losses on long-haul routes and 
strengthening competition. 

Figure 2.2: Percentage of Total Seats on Non-Stop Routes held by NZ-Based Carriers and 

Foreign Airlines 

 

Note: The routes are shown in order of annual seat volumes for the year to June 2012. The UK is not included as it is 
served by intermediate points. However, Air New Zealand capacity between New Zealand and London is reflected in seats 
for the Hong Kong and US markets. 

Source: SRS Analyser, CAPA Consulting Analysis 

As Figure 2.2 shows, 13 of the 24 international markets covered are served by one carrier. Of 
these, 9 are operated by foreign airlines and 4 by Air New Zealand (Canada, Japan, Niue and Norfolk 
Island). The other 11 markets are operated by Air New Zealand and one or more competing overseas 
airlines. Air New Zealand’s share of contested routes ranges from 75.3% for the US to 34.7% for 
Tasman services.  

Aside from mostly greater critical mass and in many cases geographic advantages, the foreign 
airlines access larger population catchments and represent established brands with expansive 
distribution networks in their home markets.  
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This provides a significant competitive advantage which NZ carriers do not share. As such, foreign 
operators supply critical links in the inbound tourism supply chain for New Zealand. 

We offer no specific comments in relation to prospects for a special access package for New 
Zealand regional airports and/or cargo-only services. The Ministry notes that offering access 
unilaterally (similar to Australia or the UK) will be considered on a case-by-case basis. Views on this 
vary between the airport members of NZ Airports, and comments will be provided in individual 
airport submissions. 

Recommendations: We believe the proposed maintenance of reciprocity within bilateral agreements 
is not in the wider interests of the New Zealand economy or the nation’s competitiveness. Our 
preferred position remains that consideration should be given to New Zealand opening up markets 
on a unilateral basis, particularly where NZ-based carriers are either not interested or capable of 
serving a particular route.  

Barring that, CAPA Consulting gives qualified support for the concept of “extra-bilateral” 
authorisations. The Ministry should develop further a mechanism providing for this outside of 
bilateral agreements, taking into account issues raised in the above section.  

This mechanism should include: (1) a requirement for expedited decisions by the Ministry to ensure 
opportunities are not lost; (2) allowance of at least 12 months for bilateral partners to agree to 
similar measures; and (3) adoption of an economic benefits test in considering services whether 
rights should be extended or revoked at the conclusion of the temporary approval period. This should 
entail consideration of prospective strategic and competitive issues, and the value brought to the 
whole NZ economy by the route approval. 

We believe the extra bilaterals model outlined in this section could achieve these objectives. 

2.3 Airline Investment 

New Zealand historically has been caught between the conflicting priorities of: a relatively 
progressive reform agenda for foreign airline designation; several key legacy agreements containing 
restrictive designation criteria; and a conservative ownership structure for NZ-based carriers built 
around substantial ownership and effective control by New Zealand nationals and with specific limits 
on foreign airline shareholdings. 

Historically, this situation has created difficulties, for example when Singapore Airlines expressed 
a desire in the late 1990s to secure up to 49% of Air New Zealand there was government resistance 
which eventually saw SIA withdraw from the offer.  

The Ministry’s proposed changes to airline investment rules reflects more relaxed attitudes 
globally in relation to the establishment of cross-border structures designed to enhance access to 
markets and capital.  

The traditional substantial ownership and effective control provisions of bilateral agreements 
increasingly are being replaced by more liberal countries with a principal place of business and place 
of incorporation criteria.   

This new standard can facilitate foreign investment in air carriers up to and even beyond the 
traditional maximum of 49%.  By and large the “effective control” requirement remains as states are 
generally wary of allowing foreign interests to assume control over their national carriers. 

Europe has seen a number of cross-border mergers (e.g. British Airways-Iberia and Air France-
KLM). Equity-based airline partnerships have been rarer in the Asian region, where many national 
airlines still remain a protected species.  
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However, this situation is evolving (albeit slowly) with the recent equity tie-up between Cathay 
Pacific and Air China and innovative cross-border joint ventures secured by the region’s major Low 
Cost Carriers AirAsia, Jetstar and Tiger Airways.  

These developments and other commercial alliances continue to push the boundaries of the 
substantial ownership and effective control test for airline designation to the point where reform 
appears inevitable (and indeed is taking place progressively).  

Significantly, the Ministry notes the move led by the US for the International Civil Aviation 
Organisation (ICAO) to establish a multilateral convention (i.e. the Multilateral Convention on 
Foreign Investment in Airlines (MCFIA)) which would provide a reciprocal mechanism for signatory 
countries to waive the ownership and control provisions in their Air Services Agreements. 

2.3.1 Ownership and Control Criteria for Foreign Airlines in ASAs 

The Ministry’s preferred criteria for the designation of foreign airlines remains principal place of 
business, place of incorporation and effective regulatory control. This is consistent with ICAO 
guidelines, industry best practice and the principle of sovereign accountability, and indeed has been 
New Zealand’s position since the mid 1990s. 

CAPA Consulting supports the Ministry’s proposals to encourage continuing reforms in this area, 
in particular by: 

1) Maintaining a more liberal designation definition for foreign carriers; 
2) Providing a qualified commitment not to exercise its discretion to withhold authorisation for 

airlines which do not meet the designation criteria of the relevant ASA. Each situation will be 
considered on a case-by-case basis and within the context of impacts on other bilateral 
agreements and future liberalisation. This has the potential to remove an underlying 
impediment to service establishment; and 

3) Providing a clear indication that New Zealand would accede to the MCFIA once an acceptable 
agreement structure was established, providing for the elimination of barriers to cross-
border investment. 

2.3.2 Ownership Criteria for the Designation of New Zealand Airlines 

New Zealand essentially operates a two tier-structure for foreign ownership of its international 
airlines with Air New Zealand being subject to more rigid controls than other NZ-based operators. 
The Ministry’s proposals do nothing to resolve this as the changes to foreign airline shareholding 
limits do not override the provisions governing Air NZ. 

The Ministry proposes removing the airline-specific foreign ownership limits for NZ-based 
international airlines (other than those affecting Air New Zealand). These currently stand at 25% for 
an individual airline and 35% for aggregated airline shareholdings.  

Air New Zealand, however, will continue to be subject to provisions in its constitution which 
dictate that foreign airlines cannot buy into the airline without approval from the Minister of 
Transport as holder of the Kiwi Share.  

The Kiwi Share also requires Crown approval for any non-New Zealand investor to take up shares 
with voting rights above 10%. The Government has made it clear that it will retain majority 
ownership of Air NZ through its planned future sale of shares. 

In Australia, the foreign airline ownership rules for all international airlines became uniform in 
2009 with the removal of the 25%/35% limitation for airline-related shareholdings. Prior to that, 
these restrictions applied only to Qantas.  
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While 49% was retained as the overall ceiling for foreign ownership, the Labor Government also 
agreed to discuss with Australia’s open skies partners more flexible arrangements for other 
Australian international carriers.  

Similar to Australia, the New Zealand Ministry: (1) intends to retain a 49% ceiling on foreign 
ownership of NZ-based airlines as a precaution against rights being withheld by a bilateral partner; 
and (2) will consider on a case-by-case basis adopting a more flexible approach towards designation 
in certain circumstances, such as: 

 Where the risk is minimal or agreements allow for a variation in ownership and control 
structures (e.g. with Australian owned, NZ-based airlines such as Virgin Australia and 
JetConnect which are currently safety-certificated but not designated as New Zealand 
carriers); and 

 With cargo-only operations. 

While the Ministry argues that the removal of the airline-related shareholder limits will provide 
greater access for NZ based airlines to capital, it is difficult to see the benefits given that Air NZ is 
currently the only operational designated international airline for New Zealand (Airwork and Vincent 
Aviation are licensed for international services but only operate domestically). 

There may be a tacit encouragement for NZ-based carriers to establish services internationally by 
allowing easier access to external capital. However, the extent of capital required, Air NZ’s strong 
competitive position and the limitations of the New Zealand market make this prospect less likely 
other than perhaps on niche routes. 

The proposed changes also carry some risk in that bilateral partners could view a 49% foreign 
airline owned entity as no longer being New Zealand controlled which in turn could impose 
constraints on the scope of market development. 

One prospect not considered in the Discussion Paper relates to ownership under a mix of equity 
types which differentiate between voting and non-voting shares. A foreign investor, for example, 
could take an economic shareholding in a NZ-based carrier of more than 50% but retain voting 
shares for only a minority shareholding. In this case, effective control would be vested only in the 
voting shares. Some  recent examples include AirAsia Japan, in which Air Asia holds a 49% economic 
share but complies with Japan’s foreign ownership limits by maintaining only 33% as voting shares; 
and Jetstar Japan (held by Qantas with a 42% economic share, 33% of which have voting rights). 

Recommendation: CAPA Consulting’s preferred approach is to establish uniform rules for foreign 
ownership which extended to Air NZ as well as other New Zealand carriers (Air NZ being the main 
beneficiary of such moves). In general, however, we support the Ministry’s proposal for a more liberal 
ownership structure for NZ-based international carriers (other than Air New Zealand) and cargo-only 
operators. We believe the Ministry should also consider the option of defining other equity structures 
for the purposes of designation (e.g. differentiated economic and voting share ownership) which may 
offer the prospect of offshore investors increasing levels of capital support beyond 49% without 
jeopardising bilateral agreements. This also may result in NZ carriers becoming a more attractive 
investment proposition. 

2.4 Elements of Agreements 

New Zealand’s open skies model has had a relatively limited take-up in its full form (i.e. 
unrestricted routes and capacity including 3rd, 4th, 5th, 7th, 8th and 9th freedoms). Seventh freedom 
passenger and cargo rights are allowed under only five agreements and for cargo only in two 
additional agreements. 
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While this package amounts to open skies in a true sense, the reality is that most countries will 
only accept at best a compromised version with 7th freedom rights and cabotage (8th and 9th freedom 
rights) unlikely to be agreed.  

Unlimited 5th freedom rights have even proved difficult to achieve with some bilateral partners 
(especially those with 6th freedom carriers operating through intermediate hubs). This reflects  
competitive issues on the one hand, and the limited attraction of New Zealand for 5th freedom rights 
on the other (except perhaps for Tasman access).  

Given this situation, CAPA Consulting believes a more pragmatic approach to open skies would be 
through a wholly structured package incorporating: 

 Stage 1: an offer of unlimited 3rd and 4th freedom rights with agreement to proceed to further 
discussions on other rights; 

 Stage 2: extending the package to 5th freedom rights; 
 Stage 3: consideration of 7th, 8th and 9th freedom rights. 

This type of approach would establish the principle of open skies from the outset in a limited 
fashion with bilateral partners, with a commitment to consider the removal of restrictions on other 
forms of access at subsequent negotiations (thereby setting a timetable for a phased release of 
rights).  

This has the advantage of removing initial impediments to services to/from the market of a 
bilateral partner, then building on the relationship at a subsequent date. It does not rule out the 
possibility of establishing more expansive agreements during Stage 1 or 2 as there would be some 
flexibility in what these negotiations entailed.  

While the Ministry may view this strategy as being impractical given the cost and other issues 
involved in organizing and holding bilateral negotiations, the potential exists for a better outcome 
and accelerated resolution of open skies arrangements.  

We note that open skies agreements currently cover markets accounting for around 65% of 
inbound visitors to New Zealand, but bilateral agreements with 27 key tourism markets including 10 
in Asia still fall short of that and contain constraints. 

Recommendation: The Ministry should consider introducing a multi-stage open skies strategy, as 
discussed above (similar to the US-EU Aviation Market negotiating structure). This would establish 
the principle of open skies with a bilateral partner and an agreed schedule for the removal of removal 
of remaining restrictions on more contentious issues. While the Ministry’s proposed arrangements 
offer for some flexibility, they do not provide a definitive path for the unwinding of restrictions within 
an open skies package. 

2.5  The Forward Negotiation Programme 

The Ministry’s proposed approach focuses in the short to medium term on East Asia and South 
America, as well as concluding air services negotiations with the European Commission. Recent 
agreements with China and Japan are consistent with this programme. 

While this rightly extends to a number of New Zealand’s current and likely future growth 
markets, CAPA Consulting believes that the Ministry should develop a specific strategy for the ASEAN 
region as a reflection of Southeast Asia’s increasing importance as a prospective driver of air services 
and trade within Asia.  

New Zealand has established relatively liberal agreements with Singapore, Malaysia, Brunei and 
to a lesser extent Thailand. However, the ASAs with Indonesia and the Philippines are restrictive and 
the one with Vietnam provides only for codesharing.  
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We note that negotiations with Indonesia, Thailand and Vietnam are on the current list mandated 
by Cabinet for future negotiations. At this stage, however, there are still no direct air services 
between New Zealand and 7 of the 10 ASEAN states.  

The development of an ASEAN Single Aviation Market by 2015 will be accompanied by open skies 
agreements between ASEAN and key markets, including China, Japan, Korea, India and possibly 
other countries. New Zealand needs to participate in the network of ASEAN open skies partnerships 
if it is to capture some of the benefits anticipated in terms of volume growth  

Economic estimates suggest that the move to a Single Aviation Market (SAM) will drive 20%-30% 
annual growth in markets within ASEAN and beyond. Its development offers an opportunity for New 
Zealand to engage more closely with Southeast Asia, and share in the growth by promoting an 
expansion of passenger and freight linkages.  There is also an inherent threat to New Zealand’s 
tourism prospects from the establishment of additional competing destinations in Asia. 

An ASEAN-New Zealand Open Skies ASA, building on the existing trade ties with the region, 
should be a priority focus for Government negotiators in the lead-up to the SAM’s formation. The 
alternative is that the New Zealand market could become more isolated, with inbound traffic from 
Asia gravitating to short-haul intra-Asian routes as opposed to more distant destinations. 

Within ASEAN, there are a number of substantial markets currently not connected directly to 
New Zealand, most notably Indonesia and the Philippines, which offer tourism potential. The present 
ASA with the Philippines is restrictive, offering only three weekly services. However, there may be 
scope for a more expansive agreement.  

New Zealand sees an opportunity to secure an open skies arrangement with Thailand. While the 
current Air Services Agreement is reasonably liberal, restrictions are applied to beyond rights which 
limit Bangkok’s attractiveness as an intermediary point en route to Europe or the Middle East.  

There are no direct services to Indonesia, ASEAN’s most populous state. However, Garuda 
Indonesia has shown recent interest in resuming links abandoned some time ago between Auckland 
and Jakarta. Vietnam is more an outbound market for New Zealanders travelling abroad, however 
there may be an opportunity for non-stop services if the currently bilateral agreement which is 
limited to code-sharing becomes more expansive.  

We agree with the Ministry’s priority in targeting hub and emerging markets which recognises 
the shift in growth away from the traditional markets of Europe to Asia and, potentially, to Central 
and South America. 

Recommendation: New Zealand should develop a specific strategy to leverage the development of 
the ASEAN Single Aviation Market and associated ASEAN Common Market for its own benefit, 
including closer engagement with ASEAN states and expansion of ASAs.  

2.5.1 Stakeholder Input on Negotiation Priorities 

CAPA Consulting welcomes the Ministry’s proposal to develop mechanisms for consultation with 
a wider range of stakeholders in determining priorities and approaches to air services negotiations.  

This was one of the issues raised in our previous paper on review issues. Subsequently, the 
Ministry has invited NZ Airports to provide input and sit in on air services negotiations with a 
number of bilateral partners.  

Prior to that, the current home-based carrier was the only commercial party attending Air 
Services Agreement (ASA) talks alongside the Ministry of Transport and Ministry of Foreign Affairs 
and Trade representatives.  
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While NZ Airports is now party to the negotiations, it still does not have the opportunity to 
influence the negotiating framework set for bilateral talks which is decided by Cabinet mandate 
before the Ministry takes the views of stakeholders. 

Recommendation: Consultation with stakeholders, including NZ Airports, should take place with the 
Ministry both before Cabinet mandates negotiations and after this has occurred. CAPA Consulting 
also sees a need for: a greater emphasis on a whole-of-government approach, aligning policies and 
priorities across sectors and agencies (e.g. air services negotiation strategies with tourism promotion, 
trade negotiations and economic and productivity goals); improved transparency; and development 
of explicit implementation goals and measures to enable the progress of the air services policy to be 
assessed. This should be supported by the establishment of a model for monitoring achieved 
performance and benefits. 

3. Assessment of the Impact of Proposed Policy Changes 

3.1  The Ministry Proposals 

The most significant proposals in the Discussion Paper, in our view, relate to: 

1) Retention of a policy pursuing open skies arrangements on a reciprocal basis; 
2) Introduction of a new provision for New Zealand to conditionally authorise carriers to 

establish services through the issue of extra-bilateral authorities; and 
3) Changes to the designation policy for NZ-based carriers (except Air New Zealand) to remove 

foreign airline-related ownership limits. 

From an economic perspective, the changes have varying implications. These are considered 
below in the context of likely gains and lost potential in whole-of-New Zealand benefits. 

3.1.1 Open Skies Policy 

CAPA Consulting’s preferred unilateral approach to the issuing of air rights is designed to wholly 
remove impediments to service expansion and establish an environment where commercial factors 
rather than regulation influence airline decision-making. In our view, this provides the greatest 
opportunity for a best case outcome in economic terms. 

TFI’s analysis for NZ Airports concluded that one additional flight per week has the potential to 
generate an average additional expenditure across New Zealand’s 28 visitor markets of NZ$11.5 
million (with four markets generating more than NZ$20 million).  

Furthermore, TFI calculated that the additional value and GDP gains for New Zealand flowing 
from a 10% increase in visitors at NZ$473 million and NZ$425 million, excluding airfares. 

Constraints on air service development therefore can lead to an economic detriment. Conversely, 
TFI assessed the benefits from traffic growth brought about by full market liberalisation at NZ$1.88 
billion for tourism expenditure, representing a contribution to New Zealand GDP of NZ$1.69 billion. 

The Ministry’s proposed retention of reciprocity as a requirement for open skies agreements 
represents a potential constraint on access which in turn may limit the associated benefits for the 
New Zealand economy, especially in terms of tourism expenditure and associated employment.  

However, we acknowledge that the negative impact of this is likely to be offset to an extent by 
the proposed use of extra-bilateral authorisations, depending on the model adopted by the Ministry 
and its accessibility. 
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The international airline market continues to be extremely volatile, with economic uncertainty in 
the US and Europe, high jet fuel costs and aggressive pricing competition eroding both profitability 
and yields, particularly on long-haul international routes.  As a consequence, there is a strong 
disincentive to invest in developing air services in marginal or under-performing markets. 

New Zealand is already at a substantial disadvantage due to geography: its distance from major 
markets other than Australia, and its position at the tail end of long-haul route systems. This risks 
developing an over-reliance on New Zealand-based carriers, and their alliance structures, to try to 
provide the necessary growth in connectivity with offshore markets and access to inbound traffic, as 
well as to improve the market reach for New Zealand’s relatively small resident population and its 
businesses that are dependent on foreign markets for trade. 

In this context, it is clear that the balance of opportunity for future international service growth 
will reside in the establishment of a regulatory environment most conducive to foreign airline access 
but still providing safeguards to ensure NZ-based carriers are not unduly disadvantaged. 

3.1.2 Relaxation of Airline Ownership Limits 

While the Ministry proposals fall short of eliminating ownership limits altogether, they can 
facilitate greater foreign airline investment and provide access to global capital for current and 
potential NZ-based carriers.  

Various studies have estimated the market and economic impact associated with a relaxation of 
foreign ownership and control restrictions on international airlines, including: 

 An analysis by InterVISTAS for Auckland International Airport5 which concluded that: 
-  Liberalisation of market access6 in concert with foreign ownership and control 

liberalisation7 could lift international passenger volumes to/from New Zealand by 
48% (from 2009 levels) or 4.28 million passengers within two years; and 

- Additional competition created by these initiatives would bring substantial benefits 
to consumers by lowering average fares by 35%; 

 Research by the World Trade Organisation which found that the removal of ownership and 
control constraints could stimulate international traffic by 34-39%.  

The introduction of a more liberal foreign ownership structure for NZ-based carriers, as proposed 
by the Ministry, provides an incentive for overseas airlines to invest in the New Zealand market. This 
could encourage the establishment of other designated international airlines, for example, with 
foreign cornerstone airline shareholders, or provide access to the capital required for local firms to 
start up offshore operations. Access to external capital and resources is critical, particularly for 
relatively small carriers competing in a global market. 

As the Ministry notes, it could also see NZ-based Single Aviation Market airlines such as Virgin 
Australia and JetConnect achieving New Zealand designation status. 

The changes to the foreign ownership regime, as a consequence, have the potential to provide 
additional international competition for Air New Zealand and other operators, with potential 
reductions in fare pricing and other benefits flowing to air travelers and the economy. 

 

 

                                                           
5
 Impact of International Air Service Liberalisation on New Zealand,  InterVISTAS, December 2010. 

6
 This refers to liberalisation in terms of the bilateral air service agreements relating to airline designation, capacity 

restrictions, pricing restrictions, authorized points, fifth freedom rights and co-operative arrangements. 
7
 This refers to the removal of foreign ownership and control restrictions on international operators. 
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4.  Emerging Issues for Consideration 

Subsequent to the Discussion Paper’s release, a number of developments have occurred which 
impact on New Zealand’s international air services network. These reinforce the rapidly changing 
environment for the airline industry and the issues associated with market-building and alliances. 

The developments concern the future of services linking New Zealand with the US and South 
American markets. The US is already an established source of inbound tourists, while South America 
(in particular Brazil) has been identified in the Discussion Paper as a priority for air services 
negotiations. 

In recent weeks: 

 Air NZ’s Star Alliance partner United Airlines announced it will no longer proceed with plans 
to establish a Houston-Auckland service; and 

 Aerolineas Argentinas decided to drop its Buenos Aires-Auckland service from June 2012. This 
was one of only two non-stop services connecting South America with New Zealand (and the 
sole operation to Argentina). 

Air NZ is now considering whether it can allocate additional capacity to the US market to 
compensate for the loss of United on what would have been the first direct connection to the 
Houston hub. It originally planned to code-share on this service, which was expected to generate 
100,000 passengers annually.  

Air NZ’s hopes of establishing a South American service in its own right seem unlikely to proceed 
unless it can find a commercial feeder partner. The only real prospect, LATAM Airlines, is expected to 
join oneworld alliance. 

In term of policy issues, these developments illustrate the relatively fragile position of the New 
Zealand market and its substantial reliance on foreign carriers and alliance structures to serve long-
haul routes.  

 


