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APEC ACTION PLAN TO LIBERALIsation and facilitation of AIR SERVICES
PURPOSE

To seek comment and additional recommendations on the draft Action Plan to Liberalisation and Facilitation of Air Services.  

It is intended to finalise the Action Plan at TPT-WG 29. The Action Plan will guide the work of the Aviation Experts Group until the 6th Ministerial Meeting. 

BACKGROUND

In May 2006 in Ha Noi, Viet Nam, the APEC TPT-WG27 Aviation Experts Group established a task force to develop a discussion paper on a Roadmap for Air Transport. This paper was to be based on the Eight Options endorsed by Transportation Ministers and Leaders. The Task Force comprised Australia (Chair); China; Hong Kong, China; Japan; USA; and Singapore. Following the 28th meeting of the APEC TPT-WG this was renamed an Action Plan, to avoid confusion with the Roadmap being prepared for the Working Group as a whole. The Action Plan was subsequently considered by Minister’s at the 5th APEC Transportation Ministerial Meeting in Adelaide, March 2007.  

This Action Plan is intended to complement the Roadmap developed for the APEC Transportation Working Group and the 5th Joint Ministerial Statement. The Action Plan should reflect the expectations set out by Ministers in those documents.  The Draft Action Plan is at Attachment 1.

The discussion paper presented at APEC TPT-WG28 Aviation Experts Group (2006/TPT-WG-28/AEG-SRV/003_v2) has been amended to form the basis of this Action Plan.  The Action Plan integrates the Agreed Actions from the Ministerial Statement with the specific liberalisation, safety and security needs of the aviation industry in the APEC region.  The current draft takes account of comments provided by a number of economies following APEC TPT-WG28, the Ministerial Statement and the draft Roadmap considered by Ministers.

Aviation safety and security

While the Action Plan focuses on air services, Action 5 refers specifically to safety and security.  Recommendations under Action 5 have been drawn from the current work plans of the Aviation Safety Experts Sub Group and Aviation Security Sub Groups.  

Comment and additional contributions are sought in the areas of aviation safety and security, including by incorporating project and other work being undertaken by those sub-groups.

CONCLUSION

Comments on and additional recommendations for the Action Plan are sought from member economies to enable finalisation of Action Plan at TPT-WG 29

Attachment 1.

APEC ACTION PLAN TO Liberalisation and facilitation of AIR SERVICES
The APEC Transportation Working Group (TPT-WG) is committed to fulfilling the expectations of Minister’s outlined in the Joint Ministerial Statement from the 5th Transportation  Minister’s Meeting (Adelaide, March 2007) and working towards the Bogor Goals through the liberalisation and facilitation of air transport services. 

This complements the existing work of the TPT-WG including the implementation of the ‘eight options for more competitive air services’ and the development of additional activities to promote the efficient transfer of goods, services and people in the APEC region.  This Action Plan outlines the progress towards the liberalisation of air services made to date by economies, identifies the remaining barriers to be overcome and briefly discusses the emerging issues and future challenges to be addressed.  It also begins to provide recommendations for future work that could be undertaken by the AEG. It is not an exhaustive or exclusive list and should be treated as a living document to be updated and adapted as appropriate by the Aviation Experts Group (AEG) or the TPT-WG more broadly.

INTRODUCTION

Aviation in the Asia Pacific has continued to experience growth since the decline in 2001-2002. Airlines in the region are growing, placing orders for new aircraft and expanding routes. The Asia Pacific last year carried 440 million passengers, 13 million tonnes of cargo, employed more than 300,000 people and used 2700 aircraft. 

The Asia Pacific region has some of the world’s most profitable airlines that are consistently rated highly for service. However, there is considerable variation within the region and sector. Aviation is not a highly profitable industry and competition is strong on many routes. Carriers in the Asia Pacific turned over $US92 billion in revenue but profits were less than $US2 billion.

The good news is that aviation in the Asia Pacific is growing. China, for example, is expected to double its passengers by 2010. Around the region new infrastructure is being invested in to meet this growth and the future is generally considered to be positive, in stark contrast to a few years ago.

Liberalisation in the region has in some ways assisted this growth. Economies that have allowed for new entrants, provided greater access to markets for foreign carriers and provided flexibility are reaping the benefits both in terms of strong, profitable carriers and increasing inbound passengers. 

There remains a real challenge to the liberalisation of air services in the region. APEC economies are at different stages of economic development, with varying population sizes and types of industry. This has lead most economies to take vastly different approaches to liberalisation. However, all economies have committed to reform in pursuit of liberalisation and facilitation. This Action Plan is designed to guide economies to implement the policies that allow them to undertake this reform and to assist the APEC TPT-WG to develop plans and projects to aid them.
PATH TO LIBERALISATION OF AIR SERVICES IN APEC

The APEC Leaders’ Declaration – the Auckland Challenge, made in New Zealand on 13 September 1999, committed economies to the “implementation of the Eight Options for more competitive air services, and the identification of further steps to liberalise air service in accordance with the Bogor Goals.” This was done recognising the significant contribution tourism and air services make to economic development and community building in the region. 

At the APEC Air Services Group (ASG) meeting in Singapore in October 1995, the bilateral air services agreement system was recognised as offering the best prospects for the development of more competitive air services. The ‘Eight Options’ were prioritised and recommendations made during meetings of the ASG in 1997 and 1998. A number of the options were given a high priority, yet remain largely unaddressed. The Eight Options broadly cover the full extent of aviation operations, both directly for airlines and more indirectly for aviation services such as ground handling. The extensive coverage of the Eight Options means that if full liberalisation of all options could be achieved, then APEC would take a significant step towards an open aviation market.

In response to the Eight Options, the Aviation Experts Group at the Transportation Working Group 27 in Ha Noi (TPT-WG27) agreed to establish a taskforce to develop a ‘Roadmap for air transport’ based on the Eight Options: TPT-WG Special Air Services Group on More Competitive Air Services with Fair and Equitable Opportunity paper presented at TPT-WG26. It was noted that the Eight Options remain a valid approach to the liberalisation of air services. Most economies have some way to go towards achieving the Eight Options.

The Air Services Sub-group at TPT-WG27 agreed to engage a consultancy to undertake the project ‘Liberalisation of Air Services Arrangements in the APEC region 95-05’. When complete, this project will provide a more comprehensive snapshot of the state of aviation in the APEC Region and the pace of liberalisation. The final report will be presented to TPT-WG29. It may then be used by economies to advise transport Ministers on the most appropriate way forward for each economy.  

At TPT-WG28 the U.S. presented the recent study “The Economic Impact of Air Service Liberalisation,” which was undertaken by InterVistas-ga2 Consulting. Member Economies may also wish to consider this study when developing national approaches to air services and to developing recommendations for this Action Plan.  

Progress

Of the Eight Options identified by the ASG, progress by APEC economies has been mixed. There has been progress in areas such as airline cooperative arrangements, multiple designations and open cargo arrangements which have become increasingly common. However there are several elements, fundamental to both airline operations and the APEC goal of liberalization and facilitation of trade, that remain to be fully addressed.

While individual economies have made efforts to introduce bilateral reform, others have elected to take a more measured approach to the aspirational goals of APEC.

There have been successes. Economies are continuing to liberalise aviation services. APEC has seen liberalisation in the form of multiple designations - allowing for the rise of low cost carriers in the region, expansion of liberal cargo arrangements and the opening of ground handling services to competition or allowing airlines to undertake their own services where airport conditions permit. 
The APEC TPT-WG has undertaken surveys of the progress of the Eight Options that provides a stocktake of the progress each economy has made towards achieving liberalisation in air transport. However, the survey itself does not assist economies to implement reforms identified as high priority. The survey has to date provided little information on the progress economies have made. Overall progress in meeting the Eight Options has been uneven and not adequately reported, even on those options identified as being a high priority. Additional detail on each option is included in Appendix 1. 

One area not addressed by the Eight Options is the removal of obstacles to the efficient movement of goods and passengers in the Asia Pacific region.  This is an issue common to all modes of transport, where APEC Members can take concrete action without prejudice to national approaches to transport policy, safety or security. Inefficiencies in the transport system have a substantial economic impact.  Improvements in this area offer a significant opportunity to facilitate the movement of goods and people and enhance economic growth in the region.  Obstacles can be both behind the border and in front of border and involve regulatory, infrastructure or human capacity issues. 

APEC Member’s may wish to consider developing options to address issues such as capacity building to improve transit of goods or passengers through airport facilities, enhancement of air traffic control capacity and management, and the removal, simplification or standardisation of regulatory requirements 

Remaining barriers 

All Eight Options were identified in 1998 as being of key importance to the progressive liberalisation of the air transport industry. As none of these options have been fully addressed, all remain as barriers to liberalisation and the facilitation of trade in APEC. An example is restrictive ownership and control designation requirements. This has been identified as a medium priority under the Eight Options. The impact on carriers from not being able to access global capital or cross ownership opportunities is significant. Only a global approach to removing ownership and control limitations will fully resolve this issue. Alternatively unilateral measures could be encouraged to help move it forward. 

Emerging issues

Since the development of the Eight Options, a number of new issues have arisen. These issues make addressing the Eight Options more pressing. While the Eight Options remain valid and important, these emerging issues have the potential to distract from APEC economies’ pursuit of liberalisation. These issues are likely to increase in importance and will need to be addressed when developing approaches to liberalisation.

Increasing Cost of Oil

The impact of oil on the financial stability of airlines is increasing as the cost of oil reaches to new highs. Airlines estimate that fuel now represents 25% of total operational costs. Airlines manage some of this cost increase by adding fuel surcharges to air tickets. Air traffic management services are developing more efficient flight paths and operations. Additionally, new more efficient aircraft are becoming available and in wider use. While new technologies are being developed, the application of alternative fuels and engines to aviation appears some way off. 

Skills Shortages

The lack of available pilots, air traffic controllers and engineers to meet the growth needs of the global aviation industry is gaining in significance. As Governments introduce liberal policies that allow airlines to grow, airlines may be hampered by a lack of technical experts such as pilots and aircraft engineers. Governments may increasingly need to work with industry to ensure the growth of the aviation industry is not constrained as a consequence of a lack of suitable employees. 
Environmental matters

Aviation’s small but increasing impact on the environment will need to be addressed. The Kyoto Protocol specifically excludes aviation emissions. ICAO, as the global body responsible for aviation, has been tasked with investigating measures for reducing the impact of aviation on the environment. It is yet to report but this issue is expected to be considered at the General Assembly in 2007. Environmental matters include but are not limited to: noise; local air quality; and emissions. The unilateral imposition of environmental mitigation measures on aviation, without full consultation, may have wide reaching impacts on the aviation industry. Any mitigation effort should be carefully assessed, including full analysis of the benefits these measures are likely to achieve and the accompanying costs on the industry and broader economic growth. 

New Technology

New larger aircraft are expected to come into widespread use in the coming five years. These are expected to relieve congestion at a number of airports. However the increased number of passengers in an individual flight may have impacts on the ability of airports to manage processing passengers through immigration and customs requirements in a timely manner. In addition, new technologies for fuel efficient aircraft engines and air traffic management tools such as flexible tracks will increase in use allowing for more efficient use of air space.

Security Issues 

While more stringent security regulations have been applied by the international community since the terrorist attacks in the U.S. on 11 September 2001, terrorists are refining and adapting their tactics to perpetrate further acts of unlawful interference against aviation, such as the 2006 transatlantic aircraft plot in the U.K. The threat from international terrorism against civil aviation remains real and serious. The enhanced aviation security requirements currently being introduced in most countries are likely to impact on passenger processing rates, especially at larger airports.  

Pandemic influenza
The emergence of pandemic influenza or a virus with pandemic potential has already had an impact on air transport and has the potential for greater impacts in the future. Pandemic outbreaks have significant potential to disrupt the social and economic development of APEC economies. As economies have differing capabilities to detect and contain infectious diseases, it is a great challenge to effectively respond and take measures to contain or slow the spread of a pandemic in the APEC region. The APEC TPT-WG suggests that economies take great efforts, including information sharing, to prepare for and respond to the outbreak of various infectious diseases in the field of air transport in the APEC region.  

Infrastructure congestion
Recent liberalisation of air services in the APEC region has resulted in significant growth in the air transport sector of APEC economies. A number of airports in our region are operating at or beyond full capacity.  In addition, the air traffic management system is facing great challenges to its operational capacity to manage the ever-increasing flights. The airspace, air routes, slots and other air traffic management resources need to be utilized and developed in a more efficient way. Infrastructure improvements are required to meet the sustainable fast growth of air transport in the APEC region.

Capacity building
On account of the diversity of economic, technical and social conditions in the APEC region, economies have different levels of expertise in air transport management and regulation. This diversity may be an impediment to development of a safe, secure, efficient and integrated air transport. It is suggested that developed economies and developing economies cooperate to improve human capacity and institutional development, with a particular focus on developing concrete results-oriented actions of economic and technical assistance and capacity building. 

Future challenges

The aviation industry is an industry highly susceptible to the changing fortunes of the world’s economy. Relatively small changes can have significant effects. When airlines are challenged financially by external pressure some economies are more inclined to institute heavily protectionist policies and procedures to protect airlines’ interests. However those industries that have been opened up have grown despite the shocks and turns of the global economy.

Policies that allow for growth must be supported by policies that support that growth. It will be a challenge for the TPT–WG and APEC economies to develop and implement policies that support the pursuit of the greater liberalisation and facilitation of trade and investment. Economies will need to work with other multilateral organisations, particularly ICAO, to ensure that liberalisation in the air services sector continues on a global level.

Economies will also need to work together to support the growth of trade links. Aviation is the key link for perishable and high value freight deliveries. As fuel becomes more expensive, airlines will need the flexibility to amend schedules and service any routes to maximise efficiencies and keep costs manageable. Air Freight liberalisation is an important area for that can be addressed by economies to provide carriers with greater flexibility.

OPTIONS FOR FURTHER PROGRESS TOWARDS LIBERALISATION 

The Joint Ministers statement establishes a number of Agreed Actions for the Transport Working Group.  Agreed Actions of particular relevance to the AEG are at Paragraph 38.  It is proposed that the Member Economies, through the AEG develop recommendations that are consistent with these. Not all of the Agreed Actions currently have recommendations. These will be developed over time.

Economies may wish to take account of their individual circumstances in the implementation of these recommendations. There may be differences in the pace and means of liberalisation between industrialized and developing economies. 
1. Continue liberalisation of transport services and increased industry participation in infrastructure provision

· TPT-WG, through the Aviation Experts Group, select one or two of the Eight Options as an annual priority. 

· This priority would then be recommended for leaders’ endorsement. Economies would be encouraged to achieve liberalisation of this option, reporting at TPT meetings and Ministers reporting at Transportation Ministerial Meetings.  

· Selecting one or two annual priorities will bring focus to individual issues. However each of the Eight Options will remain as important targets for each economy. 

· Each year the APEC TPT-WG would ensure that knowledge, information and ideas on the particular priority are spread throughout APEC through appropriate projects to be determined during the TPT meetings. 

· Implementation would be voluntary and take account of individual economies’ own circumstances.

· Undertake the survey of air transport liberalisation again in 2009. 

· The survey has been a useful tool for advising leaders of the progress towards liberalisation. The survey should be completed this year, with economies finalising input still outstanding to inform the next leaders meeting in 2007. The next survey should be reported on in 2009 to inform progress towards both the Bogor Goals 2010 reassessment and the comparative level of air liberalisation within the APEC region. 

· Make air services arrangements more transparent

· Economies to publish information on air services arrangements entered into with other APEC economies. 

· This will provide increased transparency, consistent with APEC principles, and enable airlines and others to make more informed investment, marketing and operational decisions. Transparency will allow APEC economies to identify the progress towards liberalisation in the region.

[NB This item is also for discussion at APEC TPT 29- Item 3 of Plenary Session II]

·  Work towards an agreement within the APEC region for an open air freight market. 

· Economies may wish to consider developing a highly liberalised stand alone, freight only air services agreement. 

Economies have demonstrated an unwillingness to accede to MALIAT in its current form. Negotiating a new freight only agreement from the ground up may present a more acceptable alternative. It would help economies to meet Option 4 of the Eight Options. While recognising that the MALIAT has been amended to allow other economies to accede for air cargo only, and that some economies may prefer to continue to liberalise on a bilateral basis, this recommendation is intended to provide an alternative.  As with overarching APEC principles, any agreement would be voluntary.  However it would only be viable if the majority of economies committed to the process.

Economies may wish to consider a number of options to achieving this aim, recognizing their individual circumstances, including but not limited to:

· Continuing Liberalisation through traditional bilateral agreements;

· Commitments to unilaterally liberalise freight arrangements through policy statements;

· Accession to the freight only MALIAT; or

· The development of a new and highly liberal multilateral freight arrangement

· Implement responses to the Recommendations in the Liberalisation of Air Services in the APEC Region, 1995-2005 Report

[NB This item is also for discussion at APEC TPT 29- Item 2 of Plenary Session II]

2. Facilitating trade by

2.1 Addressing capacity building issues.

[No specific recommendations as yet.  This Action reflects the in the Ministerial Statement. Ideas for projects or proposals to be included under either of these recommendations are welcome from members of the AEG].

2.2 Promote technological advances.

· Develop workshops on emerging aviation technologies to assist economies to build capacity and promote new technologies that improve safety, through the Aviation Safety Experts Sub Group.

2.3 Working towards harmonisation of regulatory practices and mutual recognition. 

[No specific recommendations as yet.  This Action reflects the in the Ministerial Statement. Ideas for projects or proposals to be included under either of these recommendations are welcome from members of the AEG].

2.4 Promote safety and security measures.

· Identify current practices in air cargo security within APEC economies across the APEC region. 

· Encourage member economies to share information and expertise regarding suitable screening equipment of passengers, baggage and cargo to facilitate air transportation across the APEC region.

· Cooperate closely with ICAO on the implementation of security measures in addressing the new and emerging threats to aviation security.

· Assist all economies to build capacity to develop safety management systems in response to newly approved ICAO Standards and Recommended Practices

· Identify and share efforts pertaining to English Language Proficiency regarding the recent ICAO SARPs for air traffic and air operator requirements and identify flight training resources within the APEC region to alleviate identified pilot, flight engineer, and dispatcher shortages. 

· Arrange aviation security related training for APEC economies in collaboration with ICAO and other international bodies.

2.5 Promote environmentally friendly and sustainable transport. 
· Support and participate in the APEC aviation emissions seminar to be held in the second half of 2007.

· Ongoing information exchange on technical approaches to the mitigation of aviation emissions. [Establishment of a contact list of relevant officials in each economy?]

· Support the work being done in ICAO to develop a balanced approach to address emissions from aviation operations, based on mutual consent.

APPENDIX 1

PROGRESS OF THE EIGHT OPTIONS FOR LIBERALISATION OF AIR SERVICES INN THE ASIA PACIFIC

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.

The May 2006 New Methodogy survey indicates that 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 principal place of business as a sole means of designation. 

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.

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 now have provisions that do not require approval of tariffs.  

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.

Option 3 – Doing Business Matters

“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.

Ground – handling:  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.

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.

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 liberalized freight arrangements with their partners in APEC.  

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.

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.

Responding economies continue to allow charter 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.

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.

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.

