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Dear Mr Wheelens

APEC Liberalisation Library
Thank you for your e-mail of 19 May 2000 inviting our participation in establishing an "APEC liberalisation library".

We are pleased to have the opportunity to contribute to this process and you will find our comments attached.  We have attempted to follow the suggested format wherever possible, but have restricted substantial comment to the most relevant recommendations.

Given my area's responsibility for Australia's activities within the APEC Tourism Working Group, and the linkages between tourism and aviation, 1 appreciate being informed of progress within the Transport Group. 1 hope that the close working relationship between our two areas can continue, and I will endeavour to keep you informed of significant activities undertaken within the Tourism Working Group.

1 would also like to take this opportunity to thank all those involved in drafting the joint paper on tourism and air services liberalisation for the OECD Tourism Committee.  The paper was considered by the Committee on 3-4 July.  It was well received, promoted a lot of interest and discussion and represented a good cooperative outcome.

Yours sincerely

Janet Murphy

General Manager

Market Access Group

[Department of Industry Science and Resources]

  July 2000

COMMENT ON THE EIGHT OPTIONS FOR MORE COMPETITIVE AIR SERVICES
Option 1 - Air Carrier Ownership and Control
The Department fully supports the relaxation of ownership and control requirements for designations made under bilateral air services agreements.

For many countries, national carriers have been seen as an important means for projecting a national image and presence abroad, and have served to strengthen trade and cultural links, especially in tourism.  Many national airlines have, however, often operated at a significant loss.  This has put increasing pressure on Government budgets, and we are now seeing a transition in many countries towards privatisation of Government-owned airlines and deregulation.  For many smaller countries, the national airline provides a guaranteed link to larger economies.  However, the cost for some of these countries of complying with the current ownership and control requirements is increasingly unaffordable.

In its 1998 review of Australia's international air services, the Australian Productivity Commission found that of all the constraints on efficiency and competition existing under the bilateral system, the most fundamental problem is the requirement that national flag carriers be locally owned and controlled.  This has inhibited international mergers and takeovers prevalent in other industries, and the emergence of larger, more competitive global airlines.  It has prevented these airlines from competing on the basis of efficiency to provide lower prices and higher quality of services and has constrained broader national benefits, including tourism benefits.

The universal application of ownership and control criteria also comes at a cost for many countries which have relatively small domestic capital markets.  While airlines have access to a global market in which to borrow to finance their growth, ownership and control restrictions limit the degree to which they can be assisted by drawing on foreign investment.

Option 2 - Tariffs
The Department supports the recommendation under Option 2 for the removal, or progressive easing, of tariff regulations through bilateral air services arrangements where this promotes competitive pricing to the benefit of consumers.  The tourism industry regards airfares as one of the more important issues affecting tourism growth, both domestically and internationally.

In this regard, progress made by Australia in allowing the free determination of airfares in recent years has assisted tourism growth.  The use of the 'double disapproval' regime is a particularly useful means of taking this issue forward.

However, it is worth noting that free airfare determination is occurring within a somewhat constrained bilateral system, which in turn acts to dampen the level of airfare competition on any one route.  Therefore, progress on liberalising tariff articles will be complemented by progress made in other areas of liberalisation, particularly market access and multiple designation.

The pace of review of airfare articles is affected by the normal course of bilateral negotiations.  Plurilateral agreement, therefore, would be an ideal approach to achieving substantial and consistent progress on this issue.

Option 3 - Doing Business Matters
We do not wish to provide any substantive comments other than to support the Air Services Group's recommendation on this option.

Option 4 - Air Freight
The Department supports the recommendation under this option for the progressive removal of restrictions in air freight services.

Due to Australia's relative geographic isolation and distance from major trading partners, Australian industry relies on the provision of efficient air links for the transport of time sensitive goods.  A large proportion of Australia's air freight is carried in the hold of passenger aircraft.  An extensive net work of air services is, therefore, a vital factor underpinning the manufacturing sector's contribution to employment, investment and export earnings.

Option 5 - Multiple Airline Designation
The Department supports the recommendation made under this option, that APEC economies include, as appropriate, multiple airline designation in their bilateral air services agreements.

Multiple designation can increase the number of carriers operating on any particular route, and in any case, increases the threat of entry.  Additional carriers commencing operations on a route provides greater choices for consumers, increases competition, and has flow on benefits for tourism growth.

Multiple designation has been adopted by Australia as a policy since 1992 and has allowed Ansett International to join Qantas as a designated international Australian carrier.  This has provided Ansett International the opportunity to access all but a few markets in its own right, and the opportunity to benefit from cooperation with its alliance airlines.  In particular, through its alliance with Air New Zealand and Singapore Airlines, Ansett is able to offer consumers access to a wider international network comprising some 181 destinations in 48 countries and to alternative routes.

Multiple designation has also complemented other initiatives to encourage competition on routes and since 1991 the number of airlines serving Australia has increased from 31 to 58.  However, multiple designation, by itself, is not sufficient for additional carriers to exercise their rights of access to a route, there must also be sufficient capacity available.

Option 6 - Charter Services
We do not wish to provide any substantive comments other than to support the Air Services Group's recommendation on this option.

Option 7 - Airlines' Cooperative Arrangements
The Department supports the recommendation made under this option.  We believe that alliance structures in international aviation are inevitable as the industry becomes more global in its outlook.  Cooperative arrangements offered through alliances offer opportunities for Australian carriers to benefit from increased airline efficiencies and increases in network size.  Alliances have the potential to increase the size of source markets for inbound traffic and lower ticket prices.

The rapid growth in alliances worldwide reflects the high potential benefits that airlines see through closer cooperation and opportunities to increase their efficiency and the marketability of their services.  This can translate into greater choice of services, improved product quality and consequent growth in inbound tourism.  Alliances are a response to low profitability in the industry, and regulatory constraints such as on foreign ownership imposed by the bilateral aviation system.

Code-sharing is a common element of alliances.  It can serve to strengthen competition between airlines and assist in developing routes and emerging markets.  The Department has, in general, supported the greater availability for these rights in air services agreements.  This has been on the basis of the greater commercial flexibility that such arrangements can provide airlines in serving particular markets.

Code-sharing arrangements can help to maintain services on routes with low traffic flows, and in this regard, blocked space arrangements maintain an incentive for marketing airlines to sell all their 'blocked seats' and, therefore, competition between alliance carriers.  Third country code-share is an essential element allowing airlines to access the benefits available from closer cooperation with their alliance partners.

Code-share over domestic sectors is also supported as it facilitates the marketing and movement of international passengers beyond the major gateways in Australia and supports other Government initiatives to encourage the spread of tourism growth to rural and regional areas.

However, while code-sharing holds potential benefits for tourism, the precise effects and the provision of air services depends on the details of the particular code-sharing arrangement and the tourism markets/segments served.

Option 8 - Market Access
The Department supports the recommendation made under this option that APEC economies take an approach to progressively achieve more liberal market access under their bilateral air services arrangements.

Australia's experience of international air services liberalisation over the last decade has been very positive.  Australia progressive liberalisation of its air services policy has facilitated inbound tourism growth and also assisted domestic tourism flows.  Australia hosted 2.1 million short-term visitors in 1989, and in 1999 this had grown to around 4.5 million.  This represents an average annual increase of nearly 8 per cent, around double the rate in world tourist arrivals.  This year, we expect to welcome 5 million visitors.  The process of liberalisation has been supported by direct consultation with the range of stakeholders, including the tourism industry, tourism policy makers, the airlines and privatised airports.

As a consequence, airlines serving Australia have been able to react flexibly to the rapid changes in demand which have characterised many of Australia's major inbound markets over the period.  Increases in negotiated capacity and the lifting of various operational restrictions on airlines have allowed foreign and Australian airlines to gain reciprocal access to each others' markets and are helping to open up regional tourist destinations.

Tourism benefits of liberalisation
Liberalisation has resulted in a significant increase in competition on Australia's international routes and in lower prices and greater choice for consumers than would otherwise have been the case.  The potential price and market creation effects of a deregulated aviation environment, allowing new entrants, have been the subject of various quantitative analyses which have found evidence of falling discount airfares, increases in passenger travel and net economic welfare.  However, the benefits of deregulation are best underlined by the following examples:

*
Australia and New Zealand - Liberalisation of air services between Australia and New Zealand allowed three new entrants (Kiwi International, Freedom Air and Ansett

International) to commence scheduled services.  Over the subsequent 18 month period the trans-Tasman route experienced significant growth, with visitor arrivals increasing by around 25 per cent.  The impact on overall traffic, which includes Australians travelling to New Zealand, showed similar growth patterns.  While the carrier, Kiwi International, has since withdrawn from the route, Freedom Air continues to operate services between provincial New Zealand cities and Sydney, Melbourne, Brisbane and Coolangatta in Australia.

*
Impacts of domestic deregulation - Deregulation of the domestic aviation in Australia has provided net economic welfare gains to the Australian community and has benefited tourism.  New entrants in the market have demonstrated their ability to encourage greater capacity and services, innovative travel products and more competitive air fares.  In the June quarter of 1990, 2.9 million people travelled by air.  One year later, following the entry of Compass Airlines, traffic volume had increased 18.7 per cent to 3.6 million travellers, mainly on the major trunk routes.  Subject to the national interest, foreign airlines are now able to establish wholly owned domestic operations in Australia.  The new guidelines have already attracted the interest of the Virgin Group, which intends to commence operations in Australia as 'Virgin Blue' in August 2000 and will compete on trunk routes against the incumbent airlines, Qantas and Ansett.

