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plan announced by Cathay

Pacific, Cathay Dragon was
grounded immediately while approximate-
ly 8,500 positions were cut. Some 5,300
Hong Kong employees lost their jobs in
what is the largest layoff in the history of
Hong Kong. The company is now seek-
ing approval from regulators for Cathay
Pacific and its wholly-owned subsidiary
Hong Kong Express to operate most of
Cathay Dragon's routes.

Cathay Pacific's decision to abruptly
shut down its subsidiary has left experts
in the field puzzled, as Cathay Dragon's
short-haul routes from Hong Kong to
mainland China and other parts of Asia
were among those that could resume the
soonest, once the Covid-19 pandemic
comes under control. As traffic rights are
important public resources of Hong
Kong, the rights that were originally held
by Cathay Dragon must be handled by

the Hong Kong government in accor-

dance with established mechanisms. Sub-
sequent re-allocation of the traffic rights
should also take into account two princi-
ples, which are the maintenance of mar-
ket competition and the consolidation of
Hong Kong's status as an international
aviation hub.

Cathay Pacific, the largest commercial
flight operator in Hong Kong, acquired
Dragonair in 2006 and later rebranded it
as Cathay Dragon in 2016. Ever since its
acquisition, Cathay Dragon has main-
tained its good reputation and mainly op-
erated short-haul routes between Hong
Kong, mainland China and other parts
of Asia. It covers more than 20 Chinese
cities while its parent company only cov-
ers the four destinations of Beijing, Shang-
hai, Chengdu and Xiamen.

However, its operations seriously over-
lapped with Cathay Pacific's newly ac-
quired Hong Kong Express last year.

Being the first country to bring the Co-
vid-19 pandemic under control, China

has become the quickest in the world to
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recover both in terms of economic activi- that it could simplify its corporate struc-

ties and traffic, with over 600 million ture while maintaining all its routes.
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trips being recorded on its National Day.
Once the pandemic in Hong Kong is
brought under control and traffic with
the mainland is resumed, Hong Kong is
set to be integrated into China's econom-
ic "internal cycle".

Cathay Dragon's routes to mainland
China could have taken pressure off its
parent company, as those are very likely
to be the first of the groups' many routes
to get back into schedule, creating reve-
nue for Cathay Pacific. However, Cathay
Pacific ultimately decided to shut down
Cathay Dragon, leaving the rest of the
aviation industry surprised and puzzled.
The aviation giant will allegedly seek ap-
proval from the Hong Kong government
to absorb Cathay Dragon's routes togeth-
er with its other subsidiary Hong Kong
Express.

According to industry experts, Cathay
Pacific might be looking to consolidate its

monopoly on the Hong Kong market, so
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Traffic rights are aviation agreements
signed between countries that cover the
number of flights, destinations, and air-
space. Airlines must be granted traffic
rights before they can operate a route be-
tween the specified destinations.

The SAR government negotiates avia-
tion agreements directly with other coun-
tries and regions under the authority of
the central government of China. Applica-
tions of traffic rights are also managed by
the Hong Kong government.

The traffic rights granted to airlines
that are registered in Hong Kong are
therefore important public resources that
belong to the SAR government instead of
private properties of airlines.

Following the announcement of Ca-
thay Pacific's reorganisation, the Trans-
port and Housing Bureau has clearly stat-
ed that Cathay Dragon's traffic rights
must be returned to the government and

cannot be transferred to other compa-
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Other Hong Kong-based commercial
airlines can apply for the use of the said
traffic rights, and the Transport and
Housing Bureau shall re-distribute the
rights according to the established mecha-
nism.

The Transport and Housing Bureau
emphasised that the major principle of
air rights allocation is that public resourc-
es can be fully utlised to consolidate and
enhance the competitiveness of Hong
Kong's aviation industry. Both the avia-
tion industry and the society have point-
ed out that competition is crucial to prog-
ress and consumer welfare.

New competitors can also bring more
quality services and employment opportu-
nities, which is beneficial to the healthy
development of an industry.

Therefore, the government should bear
in mind the maintenance of competition
in the aviation industry when handling
the traffic rights issue that is brought
about by Cathay Pacific's restructuring.
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