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INTRODUCTION



Only one applicant in this case proposes to directly link China with a large and densely populated area of our country that does not already receive satisfactory air service to China, Hawaiian Airlines.  The proposals of all of the other carriers offer flights that either directly duplicate existing services or provide connections to a second or third gateway from areas that already have convenient, non-circuitous service to China.  If this case is to be decided on the basis of maximizing benefits to the traveling public rather than equalizing airline commercial opportunities, then Hawaiian Airlines’ application to operate single-plane San Diego-Honolulu-Shanghai service should be granted.

THE PROPOSALS OF ALL CARRIERS EXCEPT HAWAIIAN BASICALLY DUPLICATE EXISTING SERVICES


This proceeding offers the Department the opportunity to correct a serious deficiency in existing air service authorizations to China.  Most major cities in our country already have the benefit of either nonstop service to China or competitive online connecting service with little or no circuity.  The primary exception to this rule is San Diego.  The only choice for San Diego’s passengers traveling to China is to either navigate the long drive on congested highways to Los Angeles or endure a connection at San Francisco.  Hawaiian Airlines’ proposal to provide direct service between San Diego and Shanghai would remedy that deficiency and provide a much-needed service to San Diego passengers.


American Airlines proposes to operate service to China from Chicago, which would only duplicate China service already provided by United.  Continental proposes to operate its China service from New York/Newark, which already serves China (via Hong Kong SAR) from EWR.   Additionally, Continental proposes to place more China capacity into New York, a city that has a multiplicity of options to China.  From JFK, Air China serves the Beijing market, United and Northwest provide competitive options over their Tokyo (Narita) hubs and New York enjoys a plethora of third country carriers all offering competitive service to China (e.g., Japan Airlines, All Nippon Airways, Korean Air, Asiana, and Air Canada).  Delta proposes to operate its service from Atlanta, whose passengers already have several convenient enroute online gateways to choose from. United proposes to add service to no new gateways, only to add flights to its existing San Francisco service. And North American proposes to use Oakland as its gateway when that city’s passengers are already well served via United’s service from nearby SFO.  Additionally, North American implies connections will be available at Oakland to China, but these connections are not online connections and, even worse, they are with an independent carrier known for avoiding interline agreements.  It is for this reason that San Diego consumers would not avail themselves of this option.

SAN DIEGO IS A LARGE, POPULOUS AREA THAT CURRENTLY HAS NO CONVENIENT AIR SERVICE TO CHINA


San Diego, in Southern California, is geographically and economically a separate and distinct market with a large catchment area of its own (Exhibit SAN-R-1).   It is, in fact, the seventh largest city in the U.S.  At the present time, however, San Diego residents must journey 100 miles over increasingly congested roadways to an entirely different metropolitan area, Los Angeles, or fly via a connection at San Francisco to obtain air service to China.  Hawaiian Airlines’ service proposal in this case would remedy that difficulty.


This fact of life for San Diego residents unfortunately manifests itself in the reported O&D data which drastically under-reports true San Diego-China travel.  Our own studies of the market and traffic flows show that approximately 75 percent of the San Diego catchment area’s traffic to Shanghai leaks over the highways to Los Angeles because of the absence of direct air service from San Diego.  This means that San Diego’s true O&D traffic to Shanghai is over 22,000 passengers per year.  With a 32.8 percent market share provided by Hawaiian Airlines’ QSI, the service proposed by Hawaiian from San Diego would have the potential to carry over 7,000 annual passengers to Shanghai, which would bolster its onboard count to about 214 passengers per departure.  No other carrier’s proposal offers greater consumer benefits (SAN-R-14).


Even if the separate metropolitan areas of San Diego and Los Angeles are viewed as one, the combined area lacks adequate air service to China because it is served through only one gateway.  This Southern California area is home to over 20 million people, yet it is one of the very few comparable areas in the United States that does not already have two gateways to Asia.  For example, the East Coast New York – Philadelphia region is of comparable size, yet it already has two gateways in New York and Newark (Exhibit SAN-R-2).  The Portland-Seattle corridor is also an area of similar geographic size, although it only has 30 percent of the population of Southern California.  Yet, it too has two existing gateways to Asia (Exhibit SAN-R-3).  


The communities with the most competitive online U.S. air service options to China are located in the eastern part of the country.  The largest metropolitan areas that do not currently have competitive online U.S. carrier service to China are all located in the West: San Diego, Sacramento, Phoenix, Salt Lake City and Denver.  China-bound travelers from these cities have only one U.S. carrier to choose from.  If they want competitive service, they must endure circuitous eastward journeys to other carriers’ online hubs (Exhibit SAN-R-4). Three of these cities, however: San Diego, Sacramento and Phoenix, would be able to obtain their first online competitive China service if Hawaiian Airlines is chosen to receive one of the route awards in this case (Exhibit SAN-R-5).  In fact, an additional five metropolitan areas of the country that already receive two-carrier (U.S.-flag) service to China would obtain their third competitive service if Hawaiian Airlines is granted China authority: Seattle, Portland, San Francisco, Los Angeles and Las Vegas.  Indeed, Las Vegas would receive its second one-stop competitive service (Exhibit SAN-R-6).


Looking at the U.S. – China market another way, none of the proposals of the other carriers in this case would ameliorate the anti-competitive situation that is so acute today in western United States metropolitan areas.  The Atlanta, Chicago and Newark hubs proposed by the other carriers are all east of the Mississippi River and are not geographically proximate to the western markets that require competition.  Moreover, most of the eastern U.S. communities served through these gateways already have two choices of service to China on United and Northwest, and when Hong Kong is included, most eastern U.S. cities have three U.S.-flag carriers to choose from for service to China (Exhibits SAN-R-9 through 13)


China service provided by Hawaiian Airlines would also have other substantial public benefits.  For example, at present the least competitive multi-carrier U.S.-flag markets to Shanghai in cities having populations of over one million people are either airline hub cities or cities located in the western United States that are already served by Hawaiian Airlines.  Sacramento – Shanghai is a monopoly market.  One carrier dominates the Portland – Shanghai route.  San Diego – Shanghai is also concentrated in the hands of one carrier.  Similar concentrations are seen in the Phoenix – Shanghai market and the Las Vegas – Shanghai market despite the fact that the latter is served by two U.S. carriers (Exhibit SAN-R-7).  From a network perspective, Hawaiian Airlines would offer the most competitive consumer benefits of any applicant in this proceeding.  It would provide 2.19 percent of the total U.S. – China O&D traffic either with its first one-stop service or with its first online competitive service by a U.S. carrier.  This benefit is over four times greater than the next highest option: American Airlines service over Chicago (Exhibit SAN-R-8).

CONCLUSION


In a carrier selection case such as this where there are more applicants (five) than there are available authorizations (two), the SDCRAA does not believe the public interest is best served by awarding both of the authorizations to carriers that would add little additional competitive value to the consumer.  The only possible rationale for doing that would be to attempt to equalize the opportunities of all of the major U.S. airlines by rewarding those who are currently “have-nots.”  Such a course of action should not be undertaken at the expense of the traveling public – the parties for whom the airlines are supposed to provide service and whom the regulatory system is supposed to protect.  The interests of the communities, the traveling public and residents they serve deserve greater consideration.


For all of the reasons expressed herein, we therefore urge the Department to select Hawaiian Airlines to receive one of the route awards to China in this proceeding, with adequate frequencies to operate the service it proposes.
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