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CAPA Consulting (CAPA) is currently undertaking an analysis of the progress achieved by the 21 APEC economies in implementing targeted goals to progressively liberalise passenger and cargo air services between member countries.

CAPA was retained by the Australian Department of Transport and Regional Services (DOTARS), on behalf of the APEC Secretariat, in July 2006 to provide the following services:

(1) Review liberalisation developments between 1995 and 2005 consistent with the Eight Options for More Competitive Air Services with Fair and Equitable Opportunity, as established at the APEC Conference in Bogor in 1994 and subsequently agreed by APEC leaders;

(2) Identify barriers to further development and gaps in the program where scope exists for further progress; and

(3) Prioritise areas for future focus, accounting for variations in the economic and industry circumstances of participating countries.

The study is due for completion in December this year, with the delivery of a final report incorporating findings of the analysis. This paper discusses the methodology used for determining progress and offers some general observations on liberalisation developments since 1995.

The Study Methodology

CAPA has developed a data collection model in the initial phase of its analysis. This was recently approved by DOTARS, and comprises defined regulatory and performance indicators in matrix form. These have been prepared on spreadsheets covering bilateral agreements and services between each of the APEC countries for the years 1995, 2000 and 2005. The year 2000 was included as it represented the last year before the September 11-related disruption to historic international aviation trends (with an increased focus on security)

.

The criteria adopted for the matrices largely reflects the reforms proposed under the Eight Options. These include: the structure of bilateral agreements; market access (passenger and freight); tariff controls; cooperative agreements; designation; charters; access points; and ownership and control provisions. 

Data is also collected on quantifiable performance factors by: (1) country, including average weekly seats and flights by APEC economy route; numbers of passenger and all-cargo operators; and (2) hub airport, including passenger and freight traffic, and numbers of city pairs operated and weekly flights and operating carriers.

Changes between the three designated years will then be mapped on separate summary spreadsheets. This will enable CAPA to establish areas of progress over the 10-year period, and those requiring greater attention in future. To provide context, the identified liberalisation developments will be qualified by the prevailing operating and economic environments, and variations between countries.

The required statistics are being drawn from various sources, including APEC economy survey returns, the International Civil Aviation Organisation (ICAO), the International Air Transport Association, OAG, the Association of Asia Pacific Airlines, CAPA’s own database and Pacific Asia Travel Association.

The study is constrained to an extent by several limiting factors on data availability, particularly relating to the availability of information on the structure of bilateral agreements existing in the 1995 base year, and variability in the quality of information supplied by some APEC economies. This has necessitated some compromise in the methodology for the study. As a consequence, CAPA will rely to a greater extent on performance data as indicators of liberalisation progress, especially for the earlier years being examined for this project.

Summary of Developments

While it is too early in the study process to define trends in the implementation of the Eight Options, CAPA offers the following general observations in relation to developments in air service liberalisation within APEC since 1995.

· There has been a discernible shift towards more liberal air service regimes during the 10-year period, though agreements are still primarily bilateral in nature.

· Little progress has been achieved with multilateral agreements – the Multilateral Agreement on the Liberalisation of Air Transportation (MALIAT) remains limited in scope with the US, Singapore, Brunei, Chile, and New Zealand as members. While Samoa and Tonga have subsequently joined MALIAT, Peru withdrew from the agreement in 2005. MALIAT has ambitious provisions, namely principal place of business criterion replacing ownership and control, and unlimited 5th freedom rights for parties. However, these liberal provisions have limited acceptance, as many countries are reluctant to accord unlimited 5th freedom or beyond rights to other parties and oppose moves to liberalise ownership and control rules.

· Other multilaterals are more limited – for example, the Multilateral Agreement for the Liberalisation of Air Passenger Services (MALPAS) within ASEAN has only Singapore, Thailand and Brunei as participants. MALPAS employs the traditional substantive ownership and effective control rule, and accords only unlimited 3rd/4th freedom rights  with no 5th freedom rights.

· In general, countries are wary of entering into multilaterals, except in situations where there is no dominant airline involved (eg the 2003 agreement between Cambodia, Myanmar, Laos and Vietnam. Even here, Vietnam Airlines appears to be principal beneficiary.

· As a consequence, the default model for liberalisation is still bilaterally based. Within this structure: 

i. There are numerous examples of replacement of traditional ownership and control requirements with principal place of business criterion.
This became particularly common after ICAO embraced the Model Clause at the 5th Worldwide Air Transport Conference in 2003;
ii. Liberalisation typically relates to 3rd/4th freedoms only – e.g. Korea-Japan, Singapore-China, Malaysia-China, Singapore-India;

iii. While 5th freedom relaxations are increasingly common, they tend to occur on a strict quid pro quo basis, for example Garuda’s flights through Singapore to Shanghai and Beijing, in exchange for greater 3rd/4th penetration by Singapore Airlines into Indonesian points;

iv. Effective 7th freedom rights exist in some cases, but these are extremely rare and usually laden with conditions;

v. Many APEC countries have open skies agreements with the US (Singapore, Taiwan, New Zealand, Brunei, Malaysia, South Korea, Indonesia and Thailand). Increasingly, there are also horizontal mandate agreements signed with the European Commission (Australia, New Zealand, Chile, Singapore, Malaysia).

· At a regional and sub-regional level, the impetus for liberalisation has also been provided by groupings of states. In Northeast Asia, Korea has been active in persuading China and Japan to agree to a liberalised trilateral structure between them, but with limited success. 

· Within the Southeast Asian region, the ASEAN Transport Ministers have produced various roadmaps for a staged process of liberalization, as follows:

i. For air freight (cargo) services, significant liberalization by 2006, and full liberalization by 2008; 

ii. For scheduled passenger services: 

· unlimited third and fourth freedom flights for all designated points within ASEAN sub-regions by 2005, and for at least two designated points in each country between the ASEAN sub-regions by 2006; 

· unlimited fifth freedom traffic between designated points within the ASEAN sub-regions by 2006 and at least two designated points in each country between the ASEAN sub-regions by 2008; 

· unlimited third and fourth freedom flights between the capital cities by 2008;

· unlimited fifth freedom flights for the capital cities by 2010.

· These deadlines appear optimistic. It seems likely that several key city-points will miss the ASEAN deadline (eg Singapore-Kuala Lumpur, one of the region’s most protected routes). 
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