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Background 

At the TPT-WG26 in Vladivostok, Russia, September 2005, the Air Services Group adopted a New Methodology survey (Attachment 1) to obtain information on progress of the liberalisation of air services arrangements of APEC economies.  

At the Air Services Sub-group meeting of the TPT-WG27 in Hanoi, Viet Nam, May 2006, Australia presented a preliminary analysis on outcomes of the new methodology survey which had been circulated by Australia and China in October 2005. It was agreed that Australia in consultation with China would analyse the survey outcomes against the Eight Options for liberalisation for this meeting. 

Progress on the survey will help inform the 5th APEC Transportation Ministerial meeting to be held in Adelaide, from 28-30 March 2007.

The New Methodology Survey contains 6 components:

1. a matrix of economies’ liberal arrangements with their APEC partners;

2. a summary of current international air transport policy;

3. voluntary policy statements (if available);

4. experiences and concerns on liberalisation;

5. new issues in liberalisation;  and

6. a summary of liberalisation progress from 1995-2005.

Overall 14 economies responded to the survey. Six of  the 14 economies provided input to all Components (1-6), with the remaining six economies to only Component 1 (the matrix); and two inputs to Components 2, 3 and 5).  The incomplete coverage and inconsistancies in data have not allowed quantitaive analysis.  This analysis presents some comments on the approaches to the 8 options as outlined by respondents.

Survey Analyses Summary

It is evident that within the APEC region economies are on the whole moving towards more liberal provisions within their bilateral air services agreements.  Most respondents are making progressive steps but differ in their priorities.  

As is consistent with APEC’s approach of supporting member economises to liberalise at their own pace, while moving towards the Bogor goals, a considerable diversity of approaches is noted.  

A clear trend is the use of doing business clauses in air services arrangements to facilitate more cooperative arrangements between airlines.  This is appears to support the argument that liberalisation is driven at least as much by commercial pressures as by public policy.  Home country carriers are expanding code share and other arrangements to extend their networks and distribution channels without bearing the risk of operating their own services and in circumstances where the route rights are difficult to get.  The influence of the globalisation of financial services and new technology in global distribution systems has facilitated the ease by which airlines can offer seamless interconnectivity under such arrangements.

Third country code-share is important for competition within markets and the fact that economies are increasingly seeking this provision demonstrates a genuine willingness to benefit consumers and the tourism industry and that their interests are not driven solely by the interests of their airlines.  It also recognises that restricting code-share to 3rd and 4th freedom carriers may result in some markets not being served.

The fact that substantial ownership and effective control is still the most common requirement for designation may reflect concerns about ensuring effective regulatory control is maintained (to guard against flags of convenience) in efforts to increase foreign ownership of airlines and maintain ‘home’ country designation. 

Ownership and control provisions regarding designation can produce difficulties for airlines based in economies with smaller capital markets.  It may also reflect concerns that countries with whom one has a bilateral arrangement will accept new designation terms if they were changed from substantial ownership and effective control to provide for more foreign ownership.  However, the growth of airline alliances, code share and other forms of cooperation is a clear market response to the limitations of the bilateral system and ownership and control provisions.

This trend is also reflected in the relatively limited application of ‘Seventh Freedom’ stand alone traffic rights, or ‘Eight Freedom’ consecutive cabotage rights.

Barriers to Analysis

The responses have been reasonably useful in providing a preliminary indication of the willingness of economies to work toward liberalisation within the APEC region.  However the survey has fallen short of providing enough detail to enable a comprehensive analysis of liberalisation within APEC to date.  Impediments to our being able to provide a detailed analysis inlude:

· a significant number of economies failing to respond to the survey; and

· a number of responses provided being incomplete.

The Air Services Sub-group previously agreed that the survey of economies against the Eight Options on liberalisation would be conducted on an annual basis.  Australia questions the usefulness of this approach given the difficulty economies have had in doing so up until now. It is recognised that providing the information required by the survey can be time-intensive and may account for the disappointing response.  In this context, Australia suggests that the Air Services Sub-group consider delaying the next survey response until 2008 – before economies are required to report on achievements toward the Bogor Goals.  This will enable those economies who have not been able to respond to the survey more time.  A thorough analysis would then appear to be more achievable taking into consideration the results of the APEC project on “Liberalisation of Air Services Arrangements in the APEC Region 1995-2005”.

Recommendation that the Air Services Sub-group:

· note the survey analysis summary provided above;


· note the analysis of survey outcomes against the Eight Options for Liberalisation (Attachment 2);


· agree that economies be asked to provide input to the Survey in 2008 to allow sufficient time for an outcomes report on the liberalisation of air services for the Bogor Goals in 2010. 

Attachment 1

Air Services Experts Group 
(TPT-WG26, Vladivostok, Russian Federation, 19-22 September 2005) 

NEW METHODOLOGY SURVEY – Liberalisation of Air Services in APEC 

Coordinator: Australia

Subject: New Methodology Survey on Liberalisation of Air Services in APEC 

Action Required: Economies are requested to provide Australia (coordinator) with their completed response to each of the six components of the Survey: 

Peter Siripol– peter.siripol@dotars.gov.au
Department of Transport and Regional Services

GPO Box 594 Canberra ACT 2601, Australia 

Tel. (61 2) 6274 7960; Mobile: 0401 867 982; Fax: (61 2) 6274 7744

Deadline: Friday 9 December 2005

New Methodology Survey

· At the last TPT-WG26 in Vladivostok, Russian Federation, in September 2005, the Air Services Group (ASG) adopted a new methodology survey to obtain information on progress of the liberalisation of air services arrangements in APEC. 

· The survey comprises 6 components: a matrix of liberal arrangements (Component One), with the remaining five requiring a summary on various aspects of international air transport policies and liberalisation issues:

1. Matrix of economies’ liberal arrangements with their APEC partners (provided for completion by economies);

2. Summary of current international air transport policy (to be provided by economies);

3. Voluntary policy statements (if available);

4. Experiences and concerns on liberalisation (to be provided by economies); 

5. New issues in liberalisation (to be provided by economies); and

6. Summary of liberalisation progress from 1995-2005 (to be provided by economies). 

· The matrix (Component One) seeks information along the Eight Steps
, with sub-headings based on ICAO terms on bilateral air services arrangements
. The matrix requires a description of economies’ progress on liberal arrangements with their APEC partners, indicating a number of partners and nature, without an identification of specific economies. 

· Inputs to Components 2- 6 (text to be provided by economies) will be essential for an analysis of survey outcomes and information sharing. 

· All efforts will be made to minimise the sensitivity of individual survey results which will be in the final analysis collaborated for an aggregated conclusion. 

Objectives of the New Methodology Survey

· The new Survey aims to use outcomes to demonstrate progress of the liberalisation of air services arrangements between APEC economies towards the Bogor Goals. 


Survey Milestones: 

· The survey is intended to meet 3 milestones: 1/ a preliminary report for the TPT-WG27 in March 2006 in Viet Nam; 2/ analysis for TPT-WG28 in September 2006 in Canada; and a progress report for the 5th Transportation Ministerial meeting in Adelaide 28-31 March 2007.

· A first deadline for the survey is 9 December 2005. However, economies will be subsequently asked to provide a yearly update on the status of negotiations of their Air Services Agreements.

Benefits: 

· Air Services Agreements are international treaties which are required to be registered with the International Civil Aviation Organization (ICAO). Information contained in ancillary documents (such as MOUs) could be required to track the process of liberalisation. Economies are not required to provide information considered sensitive or inappropriate.

· Outcomes of the survey are designed to:


1. INFORM of each others’ International Air Services Policies
Outcomes of the survey will enable economies to adjust their own strategies and policies for liberalisation because they can understand the objectives and needs of other economies.

The sharing of such information is fundamental to making true progress towards the Bogor Goals.

2.  ENABLE economies to reconsider their own policies
The purpose of setting out an economy’s policy for achieving liberalised air services is to help economies assess their progress against a set of goals. It also helps to ensure that progress can be measured systematically and objectively.

3. MAKE IT EASIER to assess progress toward the Bogor Goals.


The new survey provides a simpler process for an analysis of progress on liberalisation of air services towards the Bogor Goals.

Component 1/ Matrix of (insert economy’s name) Liberal Arrangements with its APEC Partners (based on Eight Options) 

Please explain progress from 1995-2005, where appropriate.

	Options/ APEC Member
	1995 -2005

	1/ Ownership & Control
	

	
	Principal place of business  
	

	
	Substantial ownership effective control
	

	
	Effective regulatory control
	

	
	Principal place of business and effective control
	

	
	Other
	

	
	

	2/ Tariffs
	

	
	Double approval
	

	
	Country of origin
	

	
	Dual disapproval
	

	
	No approval required
	

	
	Other
	

	
	

	3/ Doing Business-Ground Handling
	

	
	Provided by home airline
	

	
	Single domestic provider
	

	
	Competing domestic providers
	

	
	Self handling 
	

	
	Foreign designated foreign airline(s) able to provide ground handling services to others
	

	
	Currency conversion without restriction
	

	
	Earning remittance without restriction
	

	
	Non-national employment permitted
	

	
	Sale & marketing directly or through agents and intermediaries of choice, including right to establish offices
	

	
	Computer Reservation provision
	

	
	Aircraft repair & maintenance
	

	
	

	4/ Air Freight
	

	
	Open 
	

	
	Some restrictions  
	

	
	

	5/ Multiple Designation
	

	
	Single
	

	
	Dual
	

	
	Multiple
	

	
	

	6/ Charter Services
	

	
	Liberal approach
	

	
	Limited approach
	


	7/ Cooperative Arrangements
	

	
	Bilateral code sharing
	

	
	Third party code sharing
	

	
	Behind gateway domestic code sharing
	

	
	

	8/ Market Access (Passenger)
	

	
	Open route schedule
	

	
	Some route restrictions
	

	
	Open 3rd/4th capacity
	

	
	Predetermined capacity
	

	
	Open 5ths 
	

	
	Some restrictions on 5ths
	

	
	7th Freedom capacity
	

	
	Consecutive cabotage
	

	
	Stand alone cabotage
	

	
	

	8/ Market Access (Cargo)
	

	
	Open route schedule
	

	
	Some route restrictions
	

	
	Open 3rd/4th capacity
	

	
	Predetermined capacity
	

	
	Open 5ths 
	

	
	Some restrictions on 5ths
	

	
	7th Freedom capacity
	

	
	Consecutive cabotage
	

	
	Stand alone cabotage
	


Notes – Selected Terms

Principal place of business: territory where an airline having a substantial amount of its operations and capital investment.  

Substantial ownership: more than 50 per cent equity ownership.

Effective regulatory control: in addition to operating licence, an airline to meet the criteria for the operation of international air services, such as proof of financial health, ability to meet public interest requirement, obligations for assurance of service, maintaining safety and security oversight programs complying with ICAO standards.

Traffic Rights: The basic principle of international aviation is that every state has complete and exclusive sovereignty over the airspace above its territory. 

Therefore, the Chicago Convention provides in Article 6 that any scheduled international air service may not be operated over or into the territory of a contracting State, except with the special permission or other authorization of that State, and in accordance with the terms of such permission or authorisation.

Freedoms of the Air: 

First Freedom: The right to fly across the territory/airspace of another State (Country B) without landing.
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Second Freedom: The right to land in another State for non-traffic purposes (e.g. emergency repairs).

                      
[image: image4]
Third Freedom: The right to deliver traffic into another State. 
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Fourth Freedom: The right to pick up traffic from another State.
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Fifth Freedom:

· The right to carry traffic between two other states (e.g. a Country A flight originating in Country A can pick up passengers in Country B and take them on to Country C). Fifth Freedom rights can be in the form of either intermediate or beyond rights. For example:

Country A – Country C ASA: Fifth freedom rights between Country A and Country C, enable Country A to use Country B as an intermediate point. 
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Country A – Country B ASA: Fifth freedom rights between Country A and Country B, enable Country A to use the Country C as a beyond point.
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Sixth Freedom *:

· The right to carry traffic between two other States via the home State, allowing the flight to originate and terminate in foreign States. For example a Country B flight originating in Country A can pick up traffic from Country A and then take them to Country C via Country B. This freedom arises out of the combination of the terms of two or more Air Service Agreements, as shown below:
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       ( Sixth freedom rights arise through Country B having separate Air Service Agreements with both Country A and Country C, which they use to combine services.
Seventh Freedom *:

· The right to operate a stand alone operation between two foreign States by an airline from Country A (e.g. Country A operates a service from Country B to Country C, without originating or terminating in Country A).     
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* This freedom is not recognised by the Chicago Convention. However such a right can be included within bilateral agreements between nations.

Eighth Freedom *:  

· The right to transport intra-state traffic within a foreign state on a service that either originates or terminates within Country A (e.g. A Country A flight that originates in Country A, then lands in Country B and continues to another point in Country B). This freedom is also known as “consecutive cabotage”. 
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Ninth Freedom*:  

· The right to transport intra-state traffic entirely within the territory of a foreign State (e.g. Country A provides a service originating in Country B and terminating at another point in Country B). This freedom is also known as "stand alone" cabotage.   


· the right or privilege of transporting cabotage traffic of the granting State on a service performed entirely within the territory of the granting State (also known as a Ninth Freedom Right or "stand alone" cabotage).
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* These freedoms are not recognised by the Chicago Convention. However such a right can be included within bilateral agreements between nations.

* These freedoms are not recognised by the Chicago Convention. However such a right can be included within bilateral agreements between nations.

Attachment 2
Eight Options for Liberalisation of Air Services

Analysis of Survey Outcomes

Option 1 – Air Carrier Ownership and Control

“that APEC economies give consideration to relaxing the ownership and control requirements when considering designation made by partners under bilateral air services arrangements on a case-by-case basis.  The ICAO Air Transportation Regulation panel’s formulation could be used as a guide/option.”

· Medium priority for implementation.

Survey Analysis

Substantial ownership and effective control is still the most common requirement for designation even though some economies are moving to include principal place of business as an additional option in their designation provisions.  Relatively few economies have moved to more liberal provisions although it is clear that some economies are beginning to do so.  Designation clauses that include effective regulatory as an element (eg principal place of business and effective regulatory control) are appearing more often in bilateral arrangements.  

Some concerns exist around ensuring that moving to liberal positions on ownership and control (a) are able to guard against flags of convenience and (b) do not jeapoardise current bilateral and commercial relationships with those economies not willing to commit to such provisions at this time.  

Option 2 – Tariffs

“that APEC Economies support the removal or progressive easing off tariff regulations through the bilateral air services arrangements where this promotes competitive pricing to the benefit of consumers.  A double disapproval regime could be considered.  Consideration could also be given to the elimination of formal filing requirements.  Where filing is required, electronic filing could be considered.” 

· Medium priority for implementation.

Survey Analysis

Double approval, usually considered one of the least liberal tariff provisions, remains the most common regime for tariff approval.  However, a number of economies are now liberalising their approach to tariffs by easing formal filing requirements.  A significant number have now moved to the liberal provision of not requiring tariff approvals.  

Overall, most respondents recognise the value of a liberal approach to tariff approval.  The submissions also show a willingness to move towards the acceptance of electronic filing of tariffs.  There appears to be a general willingness

to review tariff regimes periodically in response to what other economies are doing.

Option 3 – Doing Business – Ground Handling

“that APEC economies work towards removing impediments to “doing business” matters whether under bilateral agreements or in domestic laws and by-laws, using as guidance the model clauses developed by the ICAO Air transport regulation Panel, or through other means”.

· High priority for implementation.

Survey Analyses

The survey indicates the responding APEC economies are moving to a liberal approach to ground handling with the most common treaty provisions reported permitting competition either between domestic providers or allowing airlines to perform their own ground-handling.  

There are also significant numbers of economies that allow foreign designated airlines to offer ground-handling services.

It appears that there is a general openess among economies to accept the ICAO model clauses with regard to currency coversion and remittance of earnings, employment of non-national personnel and marketing of air services products and access to computer reservation systems.  Although there were relatively few respondent to the survey, the trend is pleasing given APEC economies agreed this option to be high priority.

Option 4 – Air Freight

“that APEC economies progressively remove restrictions in the operations of air freight services while ensuring that fair and equitable opportunity for the economies involved.  One means of doing so would be to include, where appropriate, provisions for additional flexibility and capacity for air freight services in air services arrangements between APEC economies.

· Medium priority for implementation.

Survey Analyses

Responding economies have indicated a growing trend towards liberalising air freight operations. While most still report some restrictions in many of their agreements, a significant number have indicated they have open freight arrangements with their partners in APEC.

Several respondents seek the removal of all restrictions for freight only services on a reciprocal basis.  

Option 5 – Multiple designation

“noting that the growth in the number of airlines providing services within the region adds to competition and provides greater choice for consumers, it is recommended that APEC economies include, as appropriate, multiple airline designation in their bilateral air services agreements”.

· High priority for implementation.

Survey Analyses

The survey results show that for most responding economies liberal, multiple designation provisions in the air services agreements are the most common.  Less liberal dual designation and single designation provisions are clearly becoming less favoured by APEC member economies and can be expected to decline in numbers as treaties are re-negotiated and amended over time.

Option 6 – Charter Services 

“that APEC economies allow and facilitate the operation of both passenger and freight ad hoc charter services which supplement or complement scheduled services, having regard to the principle of reciprocity, as appropriate.

· Medium priority for implementation.

Survey Analyses

Responding economies continue to allow chater services for both passenger and freight although there is a greater tendency for these to be considered on a case by case basis. The majority of respondents continue to accept charter services where they supplemented or complemented scheduled services rather than competing with them.

Option 7 – Airlines Cooperative Arrangements

“that APEC economies facilitate cooperative arrangements such as code-sharing including third-country code-share and code-share over domestic sectors, joint operations and block space arrangements, where it can be shown to be of benefit to consumers and airline (s), and where there are not anti-competitive effects, and where fair and equitable opportunity for the economies involved can be ensured.”

· High priority for implementation.

Survey Analyses

The survey responses reflect indications by APEC economies in the 2000 ASG survey that they intended to include co-operative arrangements in bilateral agreements where they were absent, and to extend their scope where provisions already existed, were accurate.   Nearly all respondents indicated their bilateral arrangements included code sharing of one form or another, with a clear indication that third country code sharing and behind gateway domestic code sharing are becoming very common.

Option 8 – Market Access

“that APEC economies take and approach to progressively achieve more liberalised market access under their bilateral air services arrangements, while ensuring fair and equitable opportunity for the economies involved”.

· Medium priority for implementation.

Survey Analyses

Routes:  While most respondents reported experience with open route schedules for both passenger and air freight services, most indicated they still have agreements where there are some route restrictions in place.

Capacity:  The survey results indicate that nearly all responding economies have negotiated open 3rd/4th capacity with one or more APEC member economies.  However, pre-determined capacity arrangements continue to be represented in air services agreements.

Traffic rights:  While some economies have reported the removal of all restrictions on 5th freedom operations in their agreements with other APEC economies, most reported that some restrictions remained in most of their agreements.  Only a few reported 7th freedom arrangements and these were predominantly for dedicated air freight operations.  Most do not have consecutive or stand-alone cabotage arrangements with their bilateral partners in APEC.
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� Eight Steps for liberalisation of air services, identified in 1995 by the ASG, and subsequently endorsed by Transport Ministers in 1997 and APEC Leaders in the Auckland Declaration in 1999: 1/ carriers’ ownership and control; 2/ tariffs; 3/ doing business matters (air services-related ground handling; currency conversion etc); 4/ air freight; 5/ multiple airline designation; 6/ charter services; 7/ airlines’ cooperative arrangements; and 8/ market access.





� ICAO Template Air Services Agreements for Bilateral, Regional or Plurilateral Liberalisation (ATConf/5-WP/17) – March 2003.
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