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Review of Implementation of Recommendation 3

Doing Business

Restrictions and discriminatory practices on "doing business" can profoundly impact the ability of airlines to maintain and develop competitive air services that are responsive to consumers' needs.  Any impediment that unnecessarily increases costs or interferes significantly with a carrier's ability to operate efficiently without compromising safety represents a "doing business" issue. Doing business issues may arise regarding many areas of airline operations including ground handling arrangements, currency conversion and remittance, employment of non-national personnel, the sale and marketing of air services products and access to computer reservation systems.

In developing the U.S. Open Skies initiative in the early 1990's, the United States identified eleven core elements as essential components of any Open Skies regime.  Four of these elements were aimed at addressing the "doing business" environment.  Those elements, which are included in all of our Open Skies agreements, pertain to conversion and remittance, self-handling, nondiscriminatory operation of and access to computer reservation systems, and procompetitive provisions on commercial opportunities, user charges, fair competition and intermodal rights.  We have Open Skies agreements with eight of our APEC aviation partners (Chile, Malaysia, Brunei, Peru, Singapore, Korea, New Zealand and Taipei).

In general, foreign airlines operating international services in the United States are free to exploit U.S. market opportunities with minimal interference from governmental restrictions and requirements.  Landing fees, facility rental and leasing charges, taxes and other costs related to doing business at U.S. airports also tend to be lower than at airports located in APEC economies.  Most of the doing business issues that have been brought to us in recent years have involved complaints of U.S. carriers concerning   an issue affecting their operations at a foreign airport.  We have received relatively few complaints from foreign carriers concerning charges, alleged discriminatory treatment or restrictions at U.S. airports.  We believe this is largely due to there being a positive environment for operations at most U.S. airports.  Most major airports in the United States are continually seeking to attract more service, which makes them highly responsive to carrier needs.  

In the last few years, of the few complaints from APEC economies that we have received, a large share have involved customs and immigration matters that are under the jurisdiction of the U.S. Treasury Department.  We have also noted a decline in the number of complaints reported to us by U.S. carriers regarding their operations to APEC economies.  We know that it is not uncommon for a U.S. carrier to try to resolve its doing business problems with a foreign economy on its own rather than seek involvement by the U.S. Government.  Many problems are simply not big enough to justify governmental intervention.  In other instances, a carrier may believe that it can resolve a problem faster by taking up the matter itself.  The large international carriers often have personnel located at the destinations they serve that are highly capable of dealing with whatever issues arise.  Carriers may also wish to avoid making an issue of something if, by doing so, they may harm their relations with the foreign authorities whose cooperation the carrier depends.  These considerations may account for our not being asked to intervene very often on "doing business" matters.  

In the case of Japan, the two most significant doing business issues have concerned the lack of adequate capacity at Tokyo, served by Narita Airport, and the inadequate passenger terminal facilities at Narita.  The U.S. Government has urged Japanese aviation authorities to increase the capacity of Narita, which continues to have less capacity than is needed.  A second runway now being constructed should help to relieve the problem.  The new runway will be available to meet the needs of short-haul regional flights by mid-2002.

The renovation and expansion of the older passenger terminal, called Terminal One, is also underway but will not be completed for several years.  The aviation bilateral with Japan states that airlines of a Party must be afforded "...a fair and equal opportunity to compete".  An argument can be made that under this language Japan is obligated to provide to U.S. airlines terminal facilities that are comparable to the terminal facilities made available to the Japanese carriers at Narita.  In 1993, the Japanese carriers moved into a new and more spacious Terminal Two.  Narita Airport authorities agreed at that time to renovate and expand Terminal One to make it comparable to Terminal Two.  Roughly half of the reconstruction work has been completed and we look forward to completion of this project in the next several years. 

Among APEC economies, China presents a difficult business environment for U.S. carriers.  U.S. carriers have sought U.S. Government assistance in addressing several doing business issues involving China.  These issues concern ground handling, procedures for hiring local personnel in China, and the rights pertaining to establishing sales offices in China by both the designated and the nondesignated airlines.  On the issue regarding sales offices, the bilateral allows U.S. designated airlines to set up sales offices only at the points in China that the airline serves.  It does not permit airlines that are not designated, but may nevertheless serve China on a code-share basis, to have any sales offices in China.           

We will continue to work with Chinese aviation authorities to remove constraints, such as those noted above, that raise costs and/or impede the ability of airlines to respond fully to consumer needs.  

With Thailand, our express freight carriers have difficulty in expeditiously obtaining customs processing upon arrival in Bangkok.  While Thai customs procedures are under review by Thai authorities, so far significant improvements have not occurred.

One of the most challenging doing business environments for U.S. carriers among the APEC economies is China.  We have no provision in our aviation agreement with China concerning ground handling.  Carriers have a choice of two ground handling firms, but neither one provides services that fully meet U.S. carrier needs.  We understand U.S. carriers often must use their own personnel for ground handling even though they have contracted for the services with a Chinese ground handling company.  Charges for ground handling services are generally high.  If carriers were free to self handle they could reduce their costs significantly while increasing the quality of service.  In China, carriers must hire local personnel through a government employment agency.  Compensation is paid to the agency which in turn pays the employee after making certain deductions.  Employment contracts between the airline and the agency normally have to be renewed every two years.  At that time the price to renew the contract may be raised substantially to levels that make retaining the employee very costly.  It is not unusual after a U.S. airline has trained a new employee for that employee to be hired by a Chinese airline.

A third doing business issue with China concerns the right of an airline that is not designated to provide direct service to China to have sales offices in China.  Our agreement with China permits the designated carriers to set up sales offices only at the points served in the other Party's territory.  We would like to change this provision to permit any airline to set up any number of sales offices at any points in the territory of the other Party.  

