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Dear Tony
APEC SERVICES GROUP ON MORE COMPETITIVE AIR SERVICES
I had not planned a response to your request for stakeholders' views on the benefits and difficulties in liberalising international aviation because the South Australian Government stated its position in some detail in its various submissions to the recent Productivity Commission inquiry into international air services.

However, Belinda Daley has suggested that a brief statement of the present situation from South Australia's viewpoint would still be useful, so 1 am glad to submit one. You should be aware that although Cabinet endorsed our comments to the Productivity Commission, the views included in this letter are not.

The key recommendations of our submission to the Productivity Commission were: 

· Implementation of free exchange or granting of 3rd and 4th freedoms in freight services;

· 
relaxation of cabotage to allow carriage of export air freight on some domestic sectors of international flights; and 

· 
interim liberalisation of access, capacity and code-sharing to secondary gateways while retaining the current regime at primary gateways until more general liberalisation can be achieved.

The first and last of these are now enshrined in the International Air Services Policy Statement issued by your Minister in June.

Implementation of this policy has not yet resulted in any changes to international air access to Adelaide Airport.  The service increases at Adelaide since the Commonwealth policy decision were taken have all been achieved within the constraints of existing air service agreements: addition of fourth f!ights by Malaysia Airlines in August 1999 and Singapore Airlines in November 1999, and addition of a third flight by Garuda in March 2000.

The Regional Package of entitlements giving unlimited access to Adelaide has been included in only four agreements to date: Dubai, United Arab Emirates, Brunei and Fiji.  The State Government together with Adelaide Airport Ltd has discussed the issue of future Adelaide services with Air Pacific and Emirates and it is clear that if total capacity in these agreements were limited, the opportunity cost of using capacity to Adelaide would be a factor influencing their decision to implement Adelaide flights.  The Regional Package of benefits effectively removes that possible restraint as it is intended to do.

It is important that the Commonwealth continues to exercise flexibility in the spirit of these policy changes, even when inclusion of the Regional Package has not been yet been achieved in certain agreements.  For instance Garuda has announced intentions to implement a fourth Adelaide service in October 2000 while the present agreement with Indonesia allows only three.  Garuda has also expressed interest in operating trans-Tasman services from Adelaide and presently has route but not traffic rights on the sector.  Malaysia Airlines wishes to increase Adelaide frequency and de-link the services from Melbourne.  The agreement with Malaysia still limits Adelaide capacity and requires it to operate two Melbourne services on to Adelaide.  Hong Kong capacity is fully utilised by both sides and we must be concerned that failure to secure a new agreement will increase the opportunity cost of Cathay Pacific's use of scarce capacity to Adelaide.

Further, it is important when establishing relationships with other foreign carriers and laying the groundwork for future Adelaide services, for the South Australian Government and Adelaide Airport Ltd to be able to point to the benefits of the Regional Package and the probability that the Commonwealth will view the award of trans-Tasman traffic rights favourably.

This approach is obviously most effective while entitlements to the major gateways continue to be traded - that is, in the absence of general open skies agreements.  Open skies regimes pose threats to the secondary gateways because of the risk that they will impose opportunity costs of use of scarce equipment rather than capacity to them.  The SA Government nevertheless supports in principle the pursuit of open skies agreements and is confident that the State's strengthening market will ultimately benefit from them.

The outlook for air service gains at Adelaide Airport is more favourable now than at any time since the rapid growth achieved during the period 1989-1993.  International passenger growth through Adelaide Airport increased more in Calendar 1999 from the previous year than at any other gateway.  At 13.2%, Adelaide's growth was more than treble that of Sydney, Melbourne and Perth and more than double that of Cairns and Brisbane.  Adelaide's growth of 10.9% in the year to May, 2000 continued to outpace the other gateways.

Encouragingly, this growth in large part is derived from total South Australian market growth rather than from retrieval of existing traffic from other gateways as a result of air service growth at Adelaide.  South Australian origin/destination traffic growth of 10.3% in 1999 increased to 11.3% in the year to May 2000, almost double the national average.

Your Department should be congratulated for its world leadership of efforts to overturn long entrenched restraints of trade in air services, while at the same time recognising that the existing system can be used as an instrument of policy to encourage the redistribution of air services to the secondary gateways.

Yours sincerely,

Mike Milin

SENIOR ADVISER - AVIATION
[Transport SA]
