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SPECIAL AIR SERVICES GROUP REPORT

3 September 2003

Report of the Special Air Services Experts Group

to the Steering Committee on Competitive Transport

Overview

1.
The Special Air Services Group (ASG) meeting was held on 2 September 2003 and was attended by 28 delegates from Australia; Brunei Darussalam; the People’s Republic of China; Hong Kong, China; the Republic of Indonesia; Japan; the Republic of Korea; New Zealand; the Republic of the Philippines; Singapore; Chinese Taipei; Thailand; the United States of America; and Vietnam.

2.
The key issues considered were: 


· reports from New Zealand, Vietnam and China on progress in liberalising air services in their respective economies; 


· the results and analysis of the annual survey of the implementation of the Eight Options for More Competitive Air Services;


· a paper from New Zealand on the implications of the International Civil Aviation Organisation’s (ICAO) Fifth World Wide Air Transport Conference for the Eight Options; 

· a paper from the United States on the elevation of cargo only accession to the Multilateral Agreement on the Liberalisation of International Air Transport (MALIAT) to a Pathfinder Initiative; and 


· future Chairmanship of the Air Services Group.


Discussion

3.
New Zealand, Vietnam and China made oral presentations on their reports (attached) of their economies’ progress in liberalising air services.

4.
These reports were supplemented by presentation from the Chair of the results of the annual survey of the Eight Options for More Competitive Air Services. The ASG noted that the response rate to the survey was declining and that as a result this valuable report was becoming less useful. Nevertheless, it was agreed there was substantial evidence of continuing progress in achieving the liberalisation objectives set out in the Eight Options.

5.
The ASG discussed New Zealand’s report on the implications for the APEC Eight Options of the ICAO Fifth World Wide Air Transport Conference. It was agreed that in some aspects the outcomes of the Conference had overtaken the current wording of the Eight Options and that it would be useful for the ASG to discuss at its next meeting a draft set of proposed amendments to the Eight Options. New Zealand agreed to prepare such a draft for ASG consideration. It was also agreed to defer any further consideration of the Eight Options as a Pathfinder Initiative until the ASG had discussed the draft amendments. 

6.
The ASG discussed a United States paper proposing that cargo-only accession could be an alternative and economically attractive way of joining the Multilateral Agreement on the Liberalisation of International Air Transportation (MALIAT). Japan and some other economies raised a number of concerns with the proposal as presented, including competition related issues and the difficulty of the proposal to include belly-hold cargo in a cargo-only agreement. The ASG concluded its discussion of this item without resolution. It agreed that there should be a further discussion at its next meeting, based on the text, if available, for such an agreement that was currently being drafted by MALIAT signatories.


7.
The Chair of the ASG indicated Australia’s intention to stand aside as Chair of the ASG. The Chair indicated his view that there had been strong progress in achieving the objectives of the ASG and encouraged other economies to consider positively the opportunity to assume the Chair and take the ASG agenda forward.

8.
The ASG agreed that there was no need for amendment to the Operational Plan for Air Services as a result of its discussions.

Projects

9.
The continuing project of the Air Services Group is the Annual Survey on Implementation of the Eight Options for More Competitive Air Services. The results of the most recent survey were reported to and discussed at the 22nd meeting of TPT-WG experts. The next results will be forwarded to ASG members before the 23rd meeting of the TPT-WG.

Recommendations

10.
Consistent with the Ministers’ Joint Statement, the ASG recommended that the Steering Committee on Competitive Transport:

· note the positive progress towards liberalisation evidenced in the attached reports from New Zealand, Vietnam and China on air services liberalisation;

· note that this progress was reflected in the latest Annual Survey on Implementation of the Eight Options for More Competitive Air Services;

· encourage all member economies to contribute to the Annual Survey to make it as effective as possible;

· note that the recommendations of the ICAO Fifth World Wide Air Transport Conference may necessitate changes to the Eight Steps for More Competitive Air Services, and that a draft of possible changes would be a matter for consideration at the next ASG meeting;

· note the reservations of some economies about cargo-only accession to the Multilateral Agreement on the Liberalisation of International Air Transportation (MALIAT), and note that there should be further discussions at the next ASG meeting, with the proposed text of such an arrangement to be provided, if available, to ASG members in advance of that meeting;

· note the intention of Australia to step aside as Chair of the ASG before its next meeting and encourage members economies to give positive consideration to nominating for the role of Chair; and

· note that there was no need for amendment to the Operational Plan for Air Services as a result of the latest meeting of the ASG.

REPORT BY NEW ZEALAND TO THE STEERING COMMITTEE ON MORE COMPETITIVE TRANSPORTATION INDUSTRY (INCLUDING INFRASTRUCTURE) ON IMPLEMENTATION OF AIR SERVICES GROUP RECOMMENDATIONS

The Steering Committee on More Competitive Transportation Industry (Including Infrastructure), at its meeting during the 13th Transportation Working Group Meeting, endorsed the Comprehensive Report on the Options submitted by the APEC Air Services Group on More Competitive Air Services With Fair and Equitable Opportunity.  The Steering Committee recommended that Economies could provide progress reports to the Steering Committee, on a voluntary basis, on their implementation of the recommendations, and TPT/19 encouraged economies to do this.

New Zealand presented progress reports to the 14th, 15th, 16th, 19th, 20th and 21st Transportation Working Group Meetings in Seoul, Santiago, Hong Kong, China, Bandar Seri Begawan, Manila and Brisbane respectively.

Implementation of the Options
New Zealand’s International Air Transport Policy provides for immediate implementation of the Air Services Group’s recommendations, as follows:

Option 1: Air Carrier Ownership and Control
New Zealand’s standard approach is to seek to remove from bilateral agreements, and exclude from new agreements, the provision referring to the ability for one Party to withhold etc, operating authorisation from an airline designated by the other Party where substantial ownership of that airline is not in the hands of nationals of the Party designating the airline. New Zealand seeks to have included, in place of the substantial ownership provisions, a provision that an airline be incorporated and have its principal place of business in the territory of the Party designating the airline, while retaining the provision that effective control be vested in the Party designating the airlines, nationals of the Party, or both. 

Such provisions have been included in arrangements signed with Australia, Singapore, Malaysia, Brunei, Chile, Mexico, Peru and the United States.

New Zealand is investigating “principal place of business” and “effective regulatory control” as criteria for use in its air services agreements but, in the interim, has recently agreed to this with one APEC economy.

Option 2: Tariffs

New Zealand’s standard approach is to seek to remove all tariff filing requirements from air services agreements. 

The requirement that tariffs be approved has been removed in arrangements signed with Australia, the United States, Singapore, Malaysia, Brunei, Peru and Chile.

Option 3: Doing Business Matters

New Zealand maintains a non-discriminatory, open market approach to these matters.

Option 4: Air Freight

New Zealand seeks, on a reciprocal basis, to remove from existing agreements and exclude from new agreements, all route, capacity and traffic rights restrictions on international air services, providing unrestricted opportunities for dedicated airfreight services, and for combination services.  

Option 5: Multiple Airline Designation

New Zealand has adopted a multiple designation policy since the 1960s.  Multiple designation is provided for in all but two of the bilateral air services arrangements negotiated by New Zealand with APEC economies.

Option 6: Charter Services

New Zealand has a liberal approach to the operation of non-scheduled/charter passenger and freight air services.  In some instances, this is explicitly provided for in bilateral air services agreements entered into by New Zealand whereby the unrestricted route, capacity and traffic rights arrangements applied to scheduled operations also apply to non-scheduled operations.  

In other cases, as is common practice world-wide, non-scheduled international air services are dealt with on a unilateral, case-by-case basis, requiring the approval of all relevant authorities. Applications that meet safety and security requirements, and do not circumvent bilateral air services arrangements are approved.

Option 7: Airlines’ Co-operative Arrangements

New Zealand’s standard approach is to create maximum opportunities for airlines to serve markets by whatever means those airlines deem to be commercially sensible, including third-country code-sharing arrangements.  Pursuing open market arrangements wherever possible increases the prospect of competitive service being provided by additional airlines.  Concerns regarding the impact on competition of airlines’ co-operative arrangements are addressed through the competition regulatory framework.

Option 8: Market Access
New Zealand seeks, on a reciprocal basis, to remove from existing agreements and exclude from new agreements, all route, capacity and traffic rights restrictions on international air services, including in respect of seventh and eighth freedom (cabotage) opportunities.

Multilateral Agreement on the Liberalization of International Air Transportation

In November 2000 New Zealand, together with Brunei Darussalam, Chile, Singapore and the United States of America, finalised a multilateral “open skies” air services agreement, which is open to others to join.  Features of the Agreement are:

· Open route and capacity arrangements;

· Traffic rights 1 through 6, together with seventh freedom cargo;

· A liberal airline investment regime (but nothing in the Agreement detracts from a Party’s ability to set its own limits on the foreign ownership of airlines it designates);

· No requirement for the approval of tariffs; and 

· Code-sharing opportunities, including third-country code-sharing.

The Agreement was signed in Washington DC on 1 May 2001 by Brunei Darussalam, Chile, New Zealand, Singapore and the United States, and came into effect between Brunei Darussalam, New Zealand, Singapore and the United States on 21 December 2001.

Peru deposited an instrument of accession to the Agreement on 21 December 2001 and it entered into force with respect to Peru on 17 May 2002. 

Samoa deposited an instrument of accession to the Agreement on 4 July 2002 and was the first non-APEC economy to do so.  The Agreement entered into force for Samoa on 9 November 2002.

Chile deposited its instrument of ratification to the Agreement on 4 September 2002 and the Agreement entered into force with respect to Chile on that date.

A Protocol to the Agreement provides for the exchange of seventh freedom passenger rights and/or cabotage.  Brunei, New Zealand and Singapore signed the Protocol on 1 May 2001 and it entered into force on 21 December 2001.

Chile deposited its instrument of ratification to the Protocol on 7 August 2003.

New Zealand has the role of depository for the Agreement and has established a web site for the Agreement at:

http://www.maliat.govt.nz
New Zealand Policy

The attached table sets out the rights exchanged with New Zealand’s “open skies” APEC partners.  New Zealand has also concluded less liberal air services agreements with a number of APEC economies (Canada; China; Chinese Taipei; Hong Kong, China; Indonesia; Korea; Japan; Mexico; Papua New Guinea; Russia; and Thailand).
New Zealand has negotiated air services arrangements with all but one of its APEC partners. New Zealand will also continue to pursue reciprocal liberalisation of its current bilateral air service agreements and, specifically, increases in capacity entitlements and route options. Furthermore, New Zealand is willing to consider, in bilateral air services negotiations, proposals for the removal of all barriers to trade in air services on a reciprocal basis. Liberalisation on a multilateral basis with groups of like-minded economies is also an option New Zealand is willing to consider.
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Note: Relations with Brunei, Chile, Peru, Singapore and the USA are now covered by the new Multilateral Agreement.

REPORT BY P.R. CHINA TO THE SPECIAL AIR SERVICES GROUP OF THE STEERING COMMITTEE ON MORE COMPETITIVE TRANSPORTATION INDUSTRY (INCLUDING INFRASTRUCTURES) 

ON IMPLEMENTATION OF THE RECOMMENDATIONS 

ON MORE COMPETITIVE AIR SERVICE

Implementation of the Eight Recommendations 

Conforming to the trend of liberalization in international air transport and the Bogor Goals of free and open trade and investment in the Asia Pacific, China has made progress in liberalizing air services. As of August 1, 2002, the new regulation on foreign investment in civil aviation (including airlines ownership) has become effective. According to the new regulation, the percentage of share capital can be reached at 49% in the project of public air transport enterprises, general aviation carriers engaged in public air transportation, aircraft maintenance and air fuel.  Foreign investment in China’s civil airport could be more than 49% provided that the airport’s Chinese partner holds relatively majority shares. As for the amount of foreign investment in cargo warehousing, ground handling, flight catering and car parking, it is subject to negotiation between the project's Chinese partner and its foreign counterpart. In addition, foreigners can be presidents of the above-mentioned joint ventures.   

Other liberalizing measures have been adopted, such as the principle of country of origin tariff on a reciprocal basis (Recommendation 2); equal treatment between national airlines and foreign airlines in currency conversion and remittance of earnings, employment of non-national personnel, aircraft repair and maintenance services; payment of local expenses and immigration and customs procedures (Recommendation 3). Wet leasing aircraft is allowed in the air service agreements between China and other APEC economies on a reciprocal basis.

Cargo services can enjoy more 5th freedom rights at intermediate points and beyond points, unrestricted designations and routes on a case-by-case and reciprocal basis; therefore, airlines can have more flexibility in the cargo operation (Recommendation 4).    

With respect to Recommendation 5 and 6, multiple airline designation has been adopted in air services agreements between China and other APEC members. Meanwhile, measures have been taken to maximize charter services access and to simplify charter application procedure.

Furthermore, bilateral code-share, third party code-share, and domestic sector code-share arrangement are encouraged and allowed between national carriers and foreign carriers on a reciprocal and case-by-case basis (Recommendation 7). 

In regard to Recommendation 8, the Chinese government has speeded up pace to liberalize market access to international passenger services. There is no restriction on aircraft type and designations in bilateral air services agreements on a reciprocal basis, and meanwhile more open policy for secondary gateways is adopted. This July we opened the 3rd, 4th and 5th freedom market access both in passenger services and cargo services in Hainan province, which is a pilot step in liberalizing Chinese civil aviation industry.  

Active and Progressive Liberalization in the Field of International Air Transport in China
Since 1980’s, there has been a gradual liberalization in the field of international air transport. Foreign companies were allowed to establish joint ventures to conduct airline business such as aircraft maintenance. Regulations have been relaxed on ownership and control, the number of designated airlines, route schedule, traffic rights and other aspects. All these have helped in developing China’s international air transport. We have turned the former emphasis on Chinese air carriers to a comprehensive consideration of national interests, public interests and airlines’ interests.  

We have also recognized that only by taking the market-oriented approach could the Chinese aviation enterprises sustain long-term development. The opening up of traffic rights for Hainan Province will lead to China’s further liberalization in air transport.

The Testing Program of 3rd, 4th and 5th Freedom Market Access in Hainan 
Province 

On July 1, 2003, the Civil Aviation Administration of China (CAAC) and Hainan provincial government have jointly adopted the decision of granting Hainan the 3rd, 4th and 5th traffic rights to national and foreign airlines, so as to support the Hainan’s economic and tourism development.  

Hainan province is the largest special economic zone in China. After more than 14 years construction and development, Hainan province's GDP has reached 62 billion yuan and the total value of exports and imports has amounted to 1.8 billion US dollars in 2002. Compared with the statistic in 1980, it has been increased by 31 times. Hainan bears the feature of island economy, which depends on outside resources a lot. The major industries in Hainan Island are tropical agriculture, tourism and exhibition industry. Therefore a comprehensive and efficient transportation system will surely play a significant role in economic development of Hainan. In order to meet the demand, Hainan province has constructed Haikou Meilan International Airport and Sanyan Phoenix International Airport. In 2002 the two airports received more than 7 million passengers. However the air transport system is still not sufficient to support the economic development. At present, there are only two regional routes from Hainan to Hong Kong and Macao and one international route to Seoul. Every week there are altogether 31 international and regional flights. The airfreight is especially underdeveloped. In 2002, the total volume of cargo traffic turnover is 24.1 billion ton kilometers in Hainan province; however only 0.5% of which is provided by air transportation, namely 122 million ton kilometers. Therefore we launched the pilot project of opening the 3rd, 4th and 5th traffic rights to national and foreign airlines in Hainan. Traffic rights could either be granted on reciprocal basis or unilaterally for air services to, from and via Hainan.

Tourism in Hainan is in great need of support from international air transport.  Hainan is famous for its rich tourist resources. It has 241 scenic spots, of which 123 have been open to the public and 83 have been distributed along coastal line. Hainan Island boasts for its beautiful undersea scenery and tropical landscape. Especially the scenery of some southern coastal areas centering around Sanya city could be compared to Hawaii.

However Hainan has not developed a systematic way of exploiting tourist resources, especially in the international tourists’ inbound travel. In 2002, 12 million people visited Hainan, but just 3 percent, or 389,400, came from outside China. By comparison, about 2.7 million foreign tourists visited Phuket in Thailand and nearly 1.3 million foreign travelers visited Bali in Indonesia in 2001. Hainan province has favorable visa policies allowing foreign visitors to get their visa upon their arrival. However, very limited and indirect international air services hinder the tourism in Hainan.

With the implementation of the pilot project, we hope more scheduled airlines and charter operators to take advantage from this opportunity. And the increasing flow of passengers and cargos in and out of the island will in turn boost the aviation industry as well as the economy in Hainan.

New development in Viet Namese air transport policy since the

5th World-wide Air Transport Conference

Since the 5th World-wide Air Transport Conference (ATConf-5), which was held in March 2003 in Montreal, Canada, Viet Nam has implemented and adjusted its air transport policy to step by step meet the needs for aviation cooperation I the region and in the world towards further liberalization. The bilateral air services agreements between Viet Nam and other countries which have been newly negotiated or amended and supplemented reflect many conclusions of the ATConf-5. The following outlines major development of the newly revised policy:
1. Airline Designation

Viet Nam has officially included a provision allowing designation of two or airlines in its bilateral air services agreements which replaces the one airline designation provision.
2. Air Carrier Ownership

Viet Nam has introduced the application of new criteria of air carrier ownership I line with ICAO’s model clause containing provisions of principal place of business and effective regulatory control to replace the old provision of “substantial ownership: as previously required.
3. Air Tariff Control

Viet Nam has progressively replaced the air tariff regime of “Dual Approval” with other air tariff control principles such as “ Country of origin”, “ Single Disapproval”, “Duel disapproval” or “ No formal filing requirements” for both passenger and cargo tariffs, specifically as the case may be.
4. Airlines Co-operative Arrangements

Viet Nam supports and facilitates airline cooperative arrangements between and among airlines which include bilateral code-sharing and third-country airline code-sharing.
5. Market Access

Viet Nam has gradually lessened capacity entitlement control with regard to 3rd and 4th freedom traffic rights; totally removed limitations on 6th freedom traffic right capacity; encourages airlines to provide their air services to Noi Bai International Airport and Da Nang International Airport which see no physical constrains; Viet Nam also encourage airlines of ASEAN countries to operate from/to other airports which are located in key tourist sports in Viet Nam. Viet Nam has already exchanged the 5th freedom traffic rights with several countries on a reciprocal and mutual interest basis in order to meet specific demands of airlines of the parties involved.

6. Air Freight

In some of its bilateral air services agreements with other countries, Viet Nam has applied a separate clause providing for all-cargo which services which lessens limitations on traffic rights more than those of passenger services.
7. Doing Business Matters

Viet Nam continues to further liberalize such services as sales and marketing of air -transport products, computer reservation system services (CRS) and aircraft repair and maintenance services. In the immediate future, Viet Nam will develop new regulations to allow all foreign airlines, including those of countries which do not sign bilateral air services agreements with Viet Nam to provide sales and marketing services for their aviation products in Viet Nam; to lift limitations on foreign capital participation on joint-ventures, and number of joint-ventures providing aircraft repair and maintenance services, computer reservation system services (CRS).
8. Aviation Security and Safety Matters

Viet Nam adopts and complies with new ICAO AVSEC and safety standards and turns them into new clauses which replace the old ones bilateral air services agreements the country signed with other countries.
9. Multilateral cooperation

In ASEAN cooperation, Viet Nam has signed and ratified the ASEAN Memorandum of Understanding on Air Freight Services which serves as a first step in liberalizing air fright services on a multilateral basis.
Viet Nam also coordinates with Members of the Sub-regional cooperation in Air Transport among Cambodia, Laos, Myanmar and Viet Nam (CLMV Sub-region) in developing a CLMV Multilateral Agreement on Air Transport. The Agreement which has been planned to be signed officially at the end of 2003/or early in 2004 reflects cooperative principles for cooperation and liberalization of air transport within the CLMV Sub-region. The Agreement will be a multilateral legal document to replace all existing bilateral air services agreements signed between member countries of the CLMV Sub-region.
In APEC cooperation, Viet Nam continues to implement the 8 air services recommendations for liberalization of air transport within APEC towards deepening widening such options; to review and adjust annually the Individual Action Plan(IAP- Air Transport).

