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CONTRIBUTION TO THE APEC “LIBERALISATION LIBRARY” ON AIR FREIGHT

RECOMMENDATION 4:
AIR FREIGHT

Noting that the current framework of bilateral agreements has generally worked well to provide the necessary capacity and route alternatives for the carriage of air freight; and

Recognising that the facilitation and enhancement of air freight services and selected activities can assist in:


promoting trade by air freight member economies; and


complementing broader efforts being made by APEC member economies to better facilitate trade within the region; 

the ASG recommended that APEC economies progressively remove restrictions in the operations of air freight services while ensuring 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 agreements between APEC economies.

The ASG also reached general consensus that adequate physical infrastructure, flexibility in intermodal operations and implementation of business friendly procedures are important to the development of air freight services.  

GENERAL CONSIDERATIONS ON LIBERALISATION 

Australia’s experience in international aviation over the past decade has been of increasing integration into a global market, both for our markets, and the international airlines that serve them.  Australia’s aim has been to manage that integration in a way that best accommodates Australia’s national interest.  

This has been driven by a policy objective of ensuring Australia’s international aviation regulatory structures meet travel, trade and tourism priorities.  This objective has been the focus of Australian policy for more than a decade.  

The net effect of liberalising market access has been positive.  Inbound travel, trade and tourism have become fundamentally important to the Australian economy, growing at an average of over 8% since 1989.  Inbound tourism alone generated $17 billion in exports in 1999, compared with $6 billion in 1989-90, and accounts for more than 15% of Australia’s total export earnings and 62% of total services exports.  

Outbound travel has also benefited by liberalised market access.  Growth in outbound travel has averaged over 5% since 1989 as Australians who might otherwise have holidayed at home are becoming more sophisticated and aware of destinations that can substitute for the Australian experience.  This has in turn, placed pressure on Australian destinations to become more internationally competitive to sustain their position in the Australian domestic market.  

Although outbound travel has declined as a proportion of the total Australian market, growth in outbound travel continues to add significantly to the value of the Australian market for both Australian and foreign airlines.  

Air freight exports over the same period have also grown steadily, with an increasing number of forwarders using dedicated freight capacity provided for under Australia’s air services arrangements.  

Following a comprehensive, independent and public review of international aviation policy, and following extensive consultation with all national stakeholders, the Australian Government announced substantial changes to its international aviation policy on 3 June 1999.  These changes are aimed at increasing the opportunity for both Australian and foreign airlines and for the Australian travel, tourism and trade sectors to make commercial decisions about how the Australian market should be served. 

Elements of this policy are discussed in this paper and each of the other seven papers the Australian Government has submitted to the coordinating economies, together with the benefits and difficulties of implementing each of the eight steps to more competitive air services. A full text of the policy can be obtained at http://www.dotrs.gov.au/aviation/index.htm. 

Australian policy provides for “open skies” arrangements where that is in the national interest.  Where this outcome is not possible Australia will seek to negotiate the most liberal outcome possible.  In addition, the Australian Government is publicly committed to encouraging moves beyond the bilateral system toward plurilateral, regional and multilateral agreements regulating international air services.  

The Australian Government is however realistic about the complexity of plurilateral and multilateral reform.  The bilateral system is universal and its principles are well understood.  Australia recognises that while many economies accept the need for change, they may have legitimate concerns about the timing and direction of moving market access for international airlines beyond the bilateral system and into new regulatory structures.  

The work of the Transportation Working Group offers APEC members an opportunity to explore and commit to alternative structures for market access, both for hard rights and for the “doing business” elements of air services arrangements, either bilaterally or plurilaterally.  

The recognition by APEC leaders that tourism and air services have a large contribution to make to development and community building in the region, and their support for implementing the eight steps for more competitive air services, shows that they clearly understand the link between liberalisation, competition and increased public benefit.  Australia’s history of liberalisation has been a model in this regard.  

There are other strong incentives for creating an APEC approach to liberalisation.  All APEC members will be aware that a debate on the future regulation of international air services is gathering momentum, not only within APEC, but also within the GATS and in several other forums.  It is important for the future of international aviation regulation in general that the wealth that APEC represents is properly accounted for in this debate.  

If APEC economies are going to be credible participants, then we must find a common view.  Plurilateral arrangements would play an important part in development within the region, and a regional approach to regulating aviation would also add weight to APEC economies’ participation in other forums.  

It is also becoming increasingly important that regional regulatory structures maintain pace with the development of alliances between airlines.  It is timely to discuss whether the bilateral system itself is appropriate to regulate these alliances and their member airlines within APEC, or whether there are other, more appropriate, structures that can still deliver the national benefits provided by the bilateral system while allowing airlines to behave like normal commercial entities.  

Australia is realistic about accommodating the differing approaches to the type and pace of aviation reform amongst APEC economies in any plurilateral outcome.  Australia also realises that plurilateral reform is not simply a matter of putting a bilateral concept into a plurilateral context, but a process that must start from first principles. 

It is important that this process include clear rules of engagement that are inclusive and transparent, so that economies who want to participate in the development of any APEC-wide outcome understand from the start the structure that they are working on.  This will require consensus on: who can join; how they can join; whether the approach will be modular or comprehensive; what dispute mechanisms will be in place; and how any outcome might be amended.  

Australia’s ultimate objective in international aviation reform is the freest possible movement of services and capital between members of any arrangement, subject to the general provisions of competition law.  This applies both to bilateral, and possible plurilateral, regional and multilateral arrangements.  

The fundamental aspects of this are market access, the treatment of airlines as normal commercial entities once market access has been granted (doing business), and ownership and control.  

The Australian Government is prepared to seriously consider any proposal for a regional plurilateral outcome.  However, in a piecemeal approach there are risks for us in not meeting our objective.  The concrete and measurable benefits of liberalising international aviation have been clear to Australia over the decade we have been engaged in it.  Our intention is to continue on this path for the benefit of consumers, airlines and the Australian economy.  

AUSTRALIAN EXPERIENCE OF LIBERALISING AIR FREIGHT

Fundamentals of the Australian Air Freight Market

Australia, given its geographic location, is not a natural freight hub, and has to rely on end to end freight traffic to support freight services.  Analysis of the carriage of air freight over the past five years confirms a longer term trend that inbound freight is growing faster than outbound freight in terms of both value and volume and that inbound freight has a higher unit value than exports.  

Australia has therefore found it difficult to attract dedicated freight services due to the relatively low unit value of Australian exports.  As a result a large proportion of freight continues to being carried in the belly hold of passenger services.  

AIR FREIGHT CARRIED TO/FROM AUSTRALIA 1996/2000


Total  Imports
Total  Exports
Total Freight

YE June
Value ($m)
Volume (tonnes)
Value ($m)
Volume (tonnes)
Value ($m)
Volume (tonnes)

1996
23,958
247,150
17,264
292,946
41,221
540,096

1997
23,497
267,690
16,910
310,416
40,407
578,106

1998
28,751
293,417
19,189
312,039
47,939
605,456

1999
32,539
289,736
21,451
305,340
53,991
595,077

2000*
34,052
321,918
20,383
331,367
54,435
653,285









% inc 1996/

2000
42.1
30.3
18.1
13.1
32.1
21.0

*Estimated

Australia’s Policy Objectives

Australia’s primary objective in its air freight policy is to ensure that air freight capacity is available to met the opportunities of our exporters and importers in international markets.  

In June 1996, the Australian Government announced that it would negotiate separate air freight capacity in its bilateral arrangements, allowing operators to make commercial decisions about providing dedicated freighters unencumbered by the need to cater for passenger capacity.  

At June 2000 Australia has negotiated an increase in dedicated freight capacity equivalent to 113 B747 freighter services a week, from a negligible level in June 1996.  In addition at June 2000, dedicated freight capacity is unconstrained between Australia and 22 of our bilateral partners compared with one at June 1996.  Over the same time period passenger capacity negotiated increased by 63% to 1186 B747 equivalent services per week thereby increasing significantly the belly hold capacity available for freight.  

Benefits of liberalising air freight services

The increase in capacity negotiated resulted in 52 dedicated freight services operating a week in June 2000 compared with 25 services a week in June 1996.  Thus although restrictions on the operation of dedicated freight services have been significantly liberalised, this has not revealed any substantial untapped demand for dedicated freight capacity.  The unit value of air freight in the Australian market, particularly for exports remains low and restricts the development of extensive freight services.  

Recent studies have shown that cost of freight carried in the belly hold of passenger aircraft is based on marginal pricing principles, with passenger revenues covering the aircraft operating costs.  By contrast freight carried on dedicated freight services needs to cover the full average cost of operation.  Therefore belly hold freight capacity can be supplied by passenger airlines as a cheap secondary product in a market driven by passenger demand.  Even though capacity is linked to passenger rather than freight demand this capacity has proven more attractive to Australian exporters than that provided by dedicated freighters.  

Liberalised market access for passenger services continues to provide significant quantities of belly hold freight capacity.  The availability of freight capacity for Australian exports is now no longer regarded as a substantive issue by exporters.  

Difficulties in liberalising air freight services

Dedicated air freight and passenger services share the same issues in terms of market access, ownership and control and airlines’ cooperative arrangements.  However, in Australia’s experience, and from the responses received to the APEC Matrix questionnaire conducted for TPT-WG 17, the negotiation of more liberal dedicated air freight arrangements is less controversial than the issue of market access for passenger services.  

A major challenge for the Australian Government has been to educate air freight export groups who had never previously been exposed to the bilateral system to understand its limitations and be realistic in their expectations from it.  This has been dealt with through providing them with direct access to the negotiators, and through a campaign of public education through forums and seminars across the country.  

This program has been enhanced by bi-annual aviation conferences in which all stakeholders, including freight interests, can provide advice, assist in reviewing Australian negotiating priorities and be briefed on industry and market developments.  The conferences also provide stakeholders with the chance to explore areas of common interest with other stakeholders as well as the chance to publicly question the direction and implementation of Government policy.  

Future

Australia has recognised the need to add value to its exports, and is addressing this through various domestic initiatives.  As the value of Australian exports rises, exporters will make increasing use of the dedicated freight capacity available in Australian bilateral arrangements.  Australia will continue to liberalise arrangements for dedicated freight both through its bilateral arrangements and, where the opportunity arises, through other forums.  

The APEC share of world exports also continues to grow, with particularly strong growth in high value exports.  It is clear that, as APEC economies continue to rebound from the Asian economic downturn, dedicated air freight will become increasingly important.  This is not just reflected in the increasing level of air freight carried in the region, but in significant airport developments which include better and more specialised air freight handling facilities.  

Liberalised air freight will be a key component of meeting Bogor goal of free and open trade and investment by 2020, and by 2010 for industrialised economies.  Even before then, APEC will be the largest single market and producer in history, and heavily reliant on air freight.  Liberalised air freight arrangements will make a substantial contribution to that prosperity.  

Australia is prepared to discuss air freight liberalisation, including the establishment of a separate bilateral or multilateral regime for air freight services with any APEC economy, or group of APEC economies.  
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