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Objectives (

o Take the Japanese Airline Industry as a case
study of competition policy in Japan



Review of 4 Cases (4

* Tokyo-Osaka Shuttle (
— > colluson?

 Merger of JAL & JAS JAL/JAS
— > Duopoly worse than three-company regime?

 Normal Airfare Revision
— > Rgect/Approve on what reasons?

 Removal of Unfair Competition against New
entries (

— > short-term gains vs. contestability (



Background ( Beforel986

* Routes allocated by the Ministry (
— JAL international & trunk domestic

— ANA al domestic
— JAS some trunk domestic and local /

o Airfares(
— Proportional to distance (
— No discounts but multiple coupons



Now (

e Deregulated in routes and airfares
(reporting)

« Slots at congested airports (Haneda and
Itami) are regulated

e Deregulation produced consumer welfare



Case Shuttle Service

Facts ( )

In 2000, JAL, ANA, JAS applied for
“Shuttle Service”

— Common tickets

— Expedited check-in

Competition against fast train (
FTCJdid not object ( )



Pros and Cons of Shuttle

e A collusion?

* Prosfor Shuttle ( )
— Consumer benefits (
— Competition from fast trains. No pricing power
— ( )
e Cons
— No reaction from trains?
— Flexible pricesin future?
— Tacit collusion in other routes?



Assessment ( )

» Opagueness. No public discussions over
pros and cons of the Shuttle arrangement
(no walver of anti-trust regulation, explicitly
approved)

e Logic of Pros arguments, realistic



Mergers of JAL and JAS
JAL/JAS

Facts ( )

In 2002, JAL and JAS planned a merger
JAL/JAS

FTCJ expressed concerns

JAL/JAS counter measures
JAL/JAS
FTCJapproval (FTCJ



2002

1V



Tokyo-Sapporo Routes before JAL/JAS merger and ANA-
ADO affiliation
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FTCJconcerns

(1) The number of maor companies, from 3 to 2.
Easier for collusive pricing behavior. ( )

(2) The ratio of special discount fights is lessand
the discount percentage of special discount flightsis
lower in the routes where the number of competing
flights Is smaller.

(3) Due to congested airports and restrictions on
landing rights and check-in counter space, new
entries are extremely difficult.

(4) Consumerswill suffer.
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FTCJAnNnayss

« All flightsin the route are offering the special
discounts (

— Monopoly routes 1 : 48.3%

— Duopoly routes . 56.8%
— Three-companies . 13.1%
e Average discount percentage ( )

— Monopoly routes (1 ) 15.0%
— Duopoly routes(  ): 18.9%
— Three-companies( ) 38.7%
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JAL/JAS counter measures
JAL/JAS

e (1) Normal airfares will be reduced by 10%. The
airfare would not be raised in at least three years

unless business environment changes drastically.
10

 (2) Special discounts will be offered in all routes
that are competing with another major airline, or
new monopoly routes due to the merger of JAL
and JAS. The degree of discounts would not
change.
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continued

e (3) The JAL-JAS will make efforts to enter
ANA-only routes or increase the number of flights
In routes dominated by ANA. ( )

 (4) 9 dots (landing rights) at the Haneda airport
will be given up. Moreover, iIf new entrants are
planned, additional 3 slots will be given up.
3

 (5) For new entrants, accommodate in airport
facilities and maintenance of airplanes.(

)
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Pros and Cons ( )

e Werethe concerns of FTCJreally addressed
by JAL/JAS counter measures? (JAL/JAS

FTCJ
)
e Criticism ;
— Reduction in Airfares would be cancelled
within ayear ( )

— 9 dots were not enough to encourage new
entries (9 )
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Assessment ( )

 Difficult to rebut criticism, unless JAL/JAS
makes progress in efficiency and lower
arfares further (

* Need to secure ways to encourage new
entries (or at least contestability). (

)

17



|ncrease In normal airfares, 2003

2003
Facts.
Ministry, Increase in landing fees (

)
Airlines, plan to increase airfares to pass on increased
landing fees ( ), but
rgjected by the Ministry ( )
Airlines, airfare increases due to the jet fuel price
Increase (

), but rejected by the FTCJ
JAL/JAS

18



continued

 Airlines argued airfare increase for the

reason of changes in the business condition
dueto SARS. (SARS

)

e Airfareincreasesin July (7 )
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Assessment ( )

e “Ministry and FTCJrgection of airfare
Increases due to landing fees or jet fuel
prices’ was wrong

» “FTCJapprova of airfare increases due to
SARS’ waswrong
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Cost Increase (landing fees) => Price goes up
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Demand Decrease (SARS) => price goes down
P4 D1
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L essons ( )

o Approval for airfare increases should be
based on economic logic (

)
e Trangparency in regulatory measures (

)

e Ministry and FTCJ must sort out functions

( )

23



Entries of New Airlines

( )

Air Do, Skymark, Skynet Asia

Air Do entry 1998--only 2 RT a day— between
Tokyo and Sapporo, countered by JAL, JAS,
ANA by matching airfare reduction for flights just
before and after Air Do. (

)
FTCJdid not act.
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continued
2002, Skynet Asia (Miyazaki-Tokyo),
Skymark (Fukuoka-Tokyo, Kagoshima-
Tokyo) challenged the mgjors. (

)

JAL, JAS, ANA introduced special
discounts to match the low airfares of new
entrants. ( )

FTCJwarned the majors ( )

JAL/JASANA increased airfares (
)
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Was FTCJright? (

)
» YES.

— Contestability should be secured—entries
should not be disadvantaged by the magjors. (

)
— Contestability resultsin lower pricesin the long
run (
)

— Predatory pricing has to be reected.
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Continued

 NO.

— FTCJ action resulted in airfare increases of the
majors, that harm consumers’ interest. (

)

— Competition policy should promote competition

( )
— Predatory pricing is difficult to establish, unless

arfares do increase after the exit of new
entrants )

27



Assessment ( )

* Yes, FTCJdecisonwasright. (
)

* New entrants should be given achanceto
survive (
)

* Long-run benefit of preserving contestability
In all potential markets outweighs short-run
benefit of lower pricesin one market. (

)
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Conclusion ( )

Contestability isimportant. ( )
Asiamay be integrated more for freer skies. (

)

FTC in charge of competition policy including
monitoring pricing behavior; the Ministry in
charge of safety and negotiations with foreign
government. (

)

Like EU, foreign companies (or subsidiaries)
should be allowed to operate. (
)
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