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                                 The Multilateral Agreement on the Liberalization

of  International Air Transportation

The Cargo-Only Option

On May 1, 2001, five APEC-member economies, namely Brunei Darussalam, Chile, New Zealand, Singapore and the United States, signed the Multilateral Agreement on the Liberalization of International Air Transportation, referred to as the MALIAT, or, more simply, “the Multilateral”.  This was the first multilateral agreement to contain the essential elements of an Open Skies regime.  Since the initial signing of this agreement, two other economies, Peru and Samoa, have become parties.  

We hope other economies will decide to sign this agreement and we look forward to participation in the Multilateral by many other economies in the years ahead.  At the same time, the United States also believes that the goal of full liberalization for international air services would be well served by offering countries not yet ready to sign the Multilateral an alternative: they could sign the Multilateral on a cargo-only basis.  We see several advantages in offering such an option.  

First, offering a cargo-only option enables economies not willing to sign the full Multilateral to make a step toward significant liberalization.  There are numerous examples of economies agreeing to much more liberal regimes for their cargo services than for their passenger services.  In just the Asia-Pacific region, Australia, China and the Philippines are three examples.  It may be that some economies may view full participation in the Multilateral as too ambitious but will be willing to consider participation on a cargo-only basis.  By amending the Multilateral to allow cargo-only accession we can create a new liberalization option to advance the stated goals of this Air Services Group.  Also, those economies that join on a cargo-only basis may do so as an intermediate step to full participation.  It is therefore our hope that making available a cargo-only option will ultimately lead to a greater number of signatories of the full Multilateral.  

Second, we recognize that the needs of air cargo services differ greatly from the needs of air passenger services.  Air cargo has different ground-side needs in the way of cargo facilities, customs clearance procedures, and surface transport.  In contrast to air passengers, which normally travel in roundtrips, air cargo moves in one direction only.  The one-way nature of cargo movements can result in cargo markets being highly directional when exports and imports between two countries are imbalanced.  Thus, in the air cargo business, non-linear routings are often beneficial.  Nighttime operations are also frequently advantageous for cargo.  Shipper and customer needs may require that carriers be able to respond quickly by increasing capacity and/or adjusting aircraft routings.  All of these various needs and requirements suggest a need for a highly flexible and liberal regime that addresses the particular needs of air cargo, including overnight express service.  

Third, air cargo services can be vital to an economy’s growth and competitiveness.  We believe that this is true quite apart from an economy’s policy with respect to its international air passenger services.  While there are compelling reasons supporting an economy opening its air passenger market, air cargo and air passenger markets are distinctly different markets that can be viewed quite independently of each other.  

Thus, we believe a compelling case can be made on broad public interest grounds for an economy joining the Multilateral and opening its market for air cargo services.  Increasingly, companies are using just-in-time manufacturing processes and express delivery of finished products to manage costs of production and to provide the highest levels of service and performance.  By value, approximately 40 percent of the world’s cargo is transported by air.  This statistic demonstrates that the businesses most reliant on air cargo services tend to be those producing high-value products, just the type that communities seeking economic development, jobs and tax revenue seek to attract.  Air cargo, in other words, is an “infrastructure” industry, essential to enabling an economy to reach its full potential.  By liberalizing air cargo services, an economy creates the necessary environment for business success in today’s highly competitive world.    

The economic impact of better air cargo services is dramatically demonstrated by the experience in the Philippines.  In 1995 Federal Express began operating its Asian hub out of Subic Bay in the Philippines.  FedEx started its Subic hub with six flights per day and about 100 employees.  The facility now employs over 650 people that manage over twenty flights per day.  In the five years between 1993 and 1998, general employment in Subic Bay grew from 7000 to 40,000 and is projected to exceed 200,000 by 2005.  Investment has grown from US$436 million to US$2.4 billion.  Exports have grown from US$24 million in 1994 to US$559 million in 1999, four years after the hub was established.  FedEx now employs over 1000 people in the Philippines.  

In considering how best to achieve our objectives, one of the issues to consider is the question of whether belly cargo should be included in a cargo-only option.  We believe that it should, for several reasons.  One reason is that, according to The International Air Cargo Association, roughly half of international air cargo is transported in the bellies of combination aircraft.  Therefore, if belly cargo were not included, a large portion of air cargo would not be covered, and this would not be consistent with our objective.  It would also be unfair to shippers and carriers that rely extensively on belly space to transport cargo.  Although some combination carriers also operate freighters and transport a large part of their cargo on such aircraft, others rely heavily, if not completely, on belly space. 

We also believe that it is desirable to have as much uniformity as possible in the rules that apply to air cargo.  In other words, the same rules should apply to every cargo shipment, regardless of whether that shipment is transported on an all-cargo-configured aircraft or in the belly or on the main deck of an aircraft providing combination (passenger and cargo) services.  Uniformity will spare carriers the burden of dealing with two regulatory regimes, and enable them to offer more efficient service.
The Organization for Economic Cooperation and Development (OECD) has spent a great deal of time and effort preparing a document titled “Multilateral Agreement for the Liberalization of Air Cargo Services”.  This document can be found on the web at http://www.oecd.org/dataoecd/44/2/2086192.pdf.  It is worth noting that this document also treats belly cargo as we would -- by including it as cargo covered by the agreement.  

To conclude, it is our hope that more economies will join the Multilateral.  For those economies not yet ready to participate fully in the Multilateral, we would encourage them to consider joining on a cargo-only basis.  We are in the process of preparing a draft amendment to the Multilateral for this purpose and look forward to discussing it with our APEC partners.      
