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CONTRIBUTION TO THE APEC “LIBERALISATION LIBRARY” ON CHARTER SERVICES

REVIEW IMPLEMENTATION OF APEC ASG’S RECOMMENDATION FOR MORE COMPETITIVE AIR SERVICES

RECOMMENDATION 6 - CHARTER SERVICES 

The Air Services Group recommended 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.

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 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. 

RECOMMENDATION 6 - CHARTER SERVICES

1. Experience in implementing the recommendation
1.1 Please outline your economy’s regime on charter services.

Australia’s geographical isolation, relatively small and dispersed population and distance from its major markets have limited its appeal as an origin or destination for large-scale charter services. When these charter services occur, primarily from developed charter markets like the UK, they are in part seen by the operators as a method of getting an increased return on under used aircraft in the northern winter. 

Charter services were also operated between Australia and other APEC economies by both Australian and foreign airlines in the early to mid 1990s to test and develop markets in advance of negotiations for scheduled capacity, particularly where the market was highly seasonal. 

Freight charters in the Australian market have generally been ad hoc, or short programs, reflecting the low general value of the Australian outbound freight market. Where long -term freight charters have operated, it has been as a substitute for rights that were not available under the relevant bilateral arrangements. 

Charters can be a stimulus for growth in travel, trade and tourism, by providing services on routes not normally served by scheduled carriers at prices affordable to travellers who would not otherwise consider the route. This was recognised by the Australian Government in June 1996, when it released a new policy that allows charter services to compete directly with scheduled services.

The Australian Government also permitted the temporary designation of domestic airports as “international” to allow charter services to access Australian regional markets. 

Several charter airlines, such as Airtours and Harlequin Air operate regular seasonal charter programs to Australia, while Canada 3000 operates a year-round charter service.  There are fewer major charter programmes operating today than in the past, as more liberal air services agreements have facilitated more flexible and competitive scheduled services to Australia.  For example, Britannia has recently discontinued its seasonal services, citing increased competition with scheduled airlines as the reason for its withdrawal.

Freight charter services remain ad hoc, and the programs that used to operate in response to seasonal spikes in outbound demand have largely been superseded by either dedicated scheduled freight services, or by bellyhold capacity in scheduled passenger services.

Charters – regulatory requirements

Australia has fully implemented recommendation 6 – Charter services. In general, proposed charter operations to Australia require approval of the Government. Applications for charter operations are analysed against broad public interest criteria that focus on consumer needs, the promotion of trade and tourism and potential benefits to Australia’s aviation industry and to regional Australia.  Satisfaction of one or more of these criteria will generally lead to favourable consideration of the application.

When applying for permission to operate charter services, a charter operator may also request approval to exercise traffic rights over fifth-freedom sectors.  A successful applicant will generally receive permission to exercise these rights, in order to allow charter services to compete as effectively as possible with scheduled airlines.

Permission to operate international air charter services is not required for certain categories of flights, such as:

· flights where passengers, cargo or mail are not carried for reward;


· single charter flights; and

· flights where the entire capacity of the aircraft has been chartered by a single organisation.

Operators of these flights simply notify the Department of details of such flights within fourteen days of the flight having taken place.

In addition, for passenger charter services that require the Department’s approval, a charter operator has a legislative obligation to provide for consumer protection.  To obtain permission to operate such services, a charter operator must have arrangements in place so that passengers will receive appropriate compensation in the event that they suffer financial loss arising from a failure by the operator to complete the charter services.  There is no prescribed method to satisfy this requirement.  Rather, the matter is left for the charter operator’s commercial judgment, provided that it meets the Department’s overall requirements for consumer protection.

Finally, a charter operator must also have in place all other necessary approvals relating to security, safety, border control, airport access and environment protection.

We have developed a set of guidelines to assist potential charter operators in applying for permission to operate charter services.  A copy of these guidelines can be obtained at http://www.dotrs.gov.au/aviation/index.htm#InternationalRelations.






YES
NO
CASE BY CASE

1.2
Has your Economy made provisions in air services arrangements for international charter services for passengers and/or cargo on a reciprocal basis with other APEC Economies?
X



1.3
If ‘YES’ or ‘CASE BY CASE’ please explain the process of removal or progressive easing that has taken place.


In one case both parties to the arrangements have agreed to take a liberal attitude to charter services.

In the other case freight charters are not distinguished from scheduled freight services in an ‘open skies’ arrangement.



1.4
If CASE BY CASE, please state the different approaches that may be applied, indicating the APEC to which each applies. 




1.5
If ‘YES’ or ‘CASE BY CASE’ does your economy impose restriction or otherwise on the followings:



PASSENGER
CARGO
COMBINATION OF PASSENGER/CARGO



RES*
UNRES*
RES*
UNRES*
RES*
UNRES*

a)
Capacity;

X

X

X

b)
routes;

X

X

X

c)
traffic rights at intermediate points;

X

X

X

d)
traffic rights at beyond points;

X

X

X

e)
7th freedom services; 
X

X

X


f)
Designations;

X

X

X

g)
.aircraft type;

X

X

X

1.6
If any of the answer to Question 1.5 (a) – (h) is “RESTRICTED”, please indicate when likely full liberalisation of the above-mentioned elements will take place.


No further liberalisation envisaged.

RES* – RESTRICTED;
UNRES* - UNRESTRICTED

1.7
Has your Economy permitted the operation of ad-hoc passenger and/or cargo charter services: 
YES



PASSENGER
CARGO
COMBINATION OF PASSENGER & CARGO



RES*
UNRES*
RES*
UNRES*
RES*
UNRES*

a)
capacity;

X

X

X

b)
routes;

X

X

X

c)
traffic rights at intermediate points;

X

X

X

d)
traffic rights at beyond points;



X

X

X

e)
aircraft type;

X

X

X

f)
No of operators;

X

X

X

g)
7th freedom services;







h)
A program of charters.

X

X

X

RES* – RESTRICTED;
UNRES* - UNRESTRICTED

2. Benefits in implementing the recommendation
2.1. What are the benefits to your economy in implementing the recommendation?

While the level of charters have declined as a result of liberalisation of market access for scheduled airlines, charter services still provide an avenue for attracting services that would not otherwise operate under the bilateral arrangements, and also provide a competition benefit through acting as a threat of entry to a bilateral market. 

2.2. Who in your economy would benefit from the implementation of the recommendation?

The direct beneficiaries from liberalised passenger charter services have been the inbound and outbound tourist industry and its consumers. More generally, where passenger charters have competed against scheduled services, the travelling public has benefited from the increase in services and lower prices. 

Dedicated freight services have provided domestic industry with fast access to imports and associated increases in productivity. Export markets in the past have been able to export seasonally through dedicated freight services. Specialist freight movements (out sized loads) are also catered for by chartered specialist freight aircraft. 

3. Difficulties in implementing the recommendation 
3.1. What are the difficulties encountered by your economy in implementing the recommendation?

Australia implemented its liberal charter policy in 1996 and has not encountered any major difficulties with it. However, unlike bilateral services, which provide a bilateral guarantee of access to any airline that qualifies under the arrangements, charter services still require two separate sets of unilateral approvals. 

Australia is only able to extract the full benefit of liberalised charter services with economies with a similarly liberal approach. 

3.2. How would your economy overcome the difficulties? and

4. Identification of further steps to liberalise air services, including factors which have emerged from the ‘think pieces’ prepared by some economies and distributed at the TPT-WG; and

4.1. Please identify any further steps that are required to liberalise charter services?

Australia is encouraging economies to liberalise charter services regulation bilaterally, and regionally within APEC, and is willing to discuss this with any APEC economy or group of APEC economies. 

Australia will also seek to include non-scheduled services in the GATS as part of the mandated review of the GATS annex on air transport, which starts later this year. 

4.2. When would be the earliest possible time the difficulties be overcome? 

This is a matter for individual economies to determine, but from the responses to the APEC survey wide survey completed for TPT-WG 17, recommendation 6 is already widely practiced. 

5. Development of additional ‘think pieces’
5.1. Please provide any additional “think-pieces’ to liberalise charter services.

Not applicable

6. Implementation of the recommendation
6.1. What action needs to be taken by your economy for the implementation of the recommendation?

None

6.2. Considering the benefits and difficulties in implementing the recommendation, when likely will the recommendation be implemented by your economy?

Already implemented
X

In the next 2 years


Between 3 to 5 years


Between 5 to 10 years


Others (Please specify)


6.3. In your economy’s view, when should the recommendation be implemented APEC-wide?

Immediately
X

In the next 2 years


Between 3 to 5 years


Between 5 to 10 years


Others (Please specify)


6.4. In your economy’s view, if any, should APEC cooperate with other multilateral fora or regional associations on liberalising charter services?

Yes See answer to Questions 3 and 4.
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Chris Stamford

A/Director North Asia and Multilateral Reform
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