MARKET ACCESS
CAPACITY
1. Please outline your capacity regime and indicate whether your economy has removed or progressively eased capacity restrictions through the bilateral air service arrangements with other APEC economies.

Canada does not have a single capacity regime that applies to all bilateral air services agreements with APEC economies and capacity entitlements therefore vary from economy to economy.  Most of Canada’s bilateral agreements with APEC economies  contain capacity restrictions on third and fourth freedom services.  Only the agreements with the United States and Mexico allow for open capacity with no restrictions on frequency, seats, or aircraft type.  

· Eight of Canada’s agreements with APEC economies specify a number of flights per week.

· The understanding with Singapore and the agreement with Thailand  prescribe the frequency of flights and aircraft type and the Australian agreement specifies the number of seats.

· The agreement with Japan prescribes capacity units to be attributed to specific aircraft types and sets out a total number of capacity units available for each bilateral partner.

· The agreement with Korea sets limits based on the frequency of flights, the aircraft type, and the number of seats.

In recent years, where predetermined capacity entitlements do not meet market demand, Canada has removed capacity restrictions or increased capacity entitlements with some APEC economies. In general, Canada wants to pursue more open third and fourth freedom capacity regimes.  Furthermore, each of Canada’s bilateral agreements provides a mechanism for the consideration of requests for seasonal capacity in excess of predetermined entitlements.

1c.
If case by case, please (i) elaborate on the different approaches that may be applied, indicating the APEC economies to which each applies, (ii) explain the process of removal or progressive easing that has taken place, and (iii) indicate the benefits and difficulties experienced in the process.

Canada’s approach to market access, including capacity, is driven by the needs of its own domestic stakeholders and the needs of its bilateral partners.  Rather than taking a philosophical approach to the issues, Canada’s approach is more practical and it differs from economy to economy.  In those cases where a more liberal approach satisfies the needs of both parties, a more liberal approach to market access is pursued. 

Over the last five years, Canada has increased capacity entitlements with many APEC economies.  There were increased entitlements with China, Hong Kong, Japan, Korea, Mexico, and New Zealand and Australia and there was increased flexibility with Chile.   There was a stepped increase in the number of flights available with China, and our agreement with Hong Kong was amended to increase the number of flights permitted for second designated carriers. The number of flights between Canada and Japan increased as a result of  periodic negotiations.  Korea saw an increase in the number of seats allowed in the market and there was an increase in the number of permitted flights with New Zealand.  In the last five years, capacity restrictions were eliminated in  the agreement with Mexico.  With Australia, Canada achieved much greater capacity flexibility by moving the capacity limits from a flight to a seat basis.  Recently there was a major increase in capacity allowed in the Canada-Australia market.  Permission to operate services not specifically provided for in the air agreement were used to provide greater flexibility and more capacity with Chile.  There was no change in the capacity provisions with other APEC economies.

There are two approaches to capacity predetermination.  One is based on the adjustment of entitlements based on mutual agreement where capacity is re-evaluated in the light of changes in demand.  A second approach involves "phasing" where there are set dates in the agreement for capacity increases.  Most of Canada’s agreements with APEC economies utilize the first approach to predetermination.  Two of Canada’s agreements have utilized phasing.  In addition to this, in some agreements, increases in capacity above the entitlement level set out in the bilateral air agreement can also usually be agreed from time to time between aeronautical authorities.

Difficulties in increasing capacity entitlements or increasing seasonal capacity above the entitlement level can occur with countries that have airport capacity problems.  Difficulties can also arise where the existing carriers in the market are resistant to any capacity changes. 

In most of Canada’s larger bilateral air markets, Canada has been willing to increase third and fourth freedom capacity in the market. Limitations on capacity, especially in larger markets, require Canada to allocate the available capacity between its eligible carriers.  Canada  has a number of carriers interested in, and capable of, operating long haul services.     

A "phasing" approach to capacity predetermination has several advantages over other approaches.  It eliminates the need to meet every few years to re-evaluate demand and determine new capacity levels.  It also provides  industry with certainty for planning purposes.  The main drawback to "phasing" is that it is not directly linked to changes in demand, and may prove to be inadequate.

2.  In addition to the above, please set out any other aspects in your economy’s experience in removing or progressively easing capacity restrictions that you would wish to share with other APEC economies.

We have no comments.
3.
Please indicate any further steps to liberalize capacity restrictions that your economy would like to propose with likely time frame for implementation, taking into account all relevant factors including any that have emerged from the “think pieces” prepared by some economies and distributed at TPT-

WG 17.

We have no comments.
4.  Please state your view, if any, on whether APEC might co-operate with other multilateral fora or regional associations on liberalizing capacity restrictions.

We have no comments.
5.  Please provide any additional “think pieces” relating to liberalization of capacity that your economy has developed on its own or in conjunction with other APEC economies.

We have no additional think pieces.
ROUTE AND TRAFFIC RIGHTS
Third and Fourth Freedom Rights
1.
Please outline the 3rd and 4th Freedom route and traffic rights restrictions, if any, your economy places on other APEC economies and indicate whether your economy has removed or progressively eased these restrictions through the bilateral air services arrangements with these APEC economies.

Most of Canada’s bilateral air agreements with APEC economies contain provisions that place limits on third and fourth freedom rights.  Only three agreements provide for totally open rights.  All the other agreements have some limits on the number and specific points that can be served.

· The Japanese agreement restricts both the origin and destination points that can be served by airlines of both countries, but it does provide flexibility by allowing the selection of optional points.

· The agreement with Peru specifies both origin and destination points.  One point of origin for both sides is substitutable.

· All of the others  place limitations on the destination points that can be served by airlines of each party to the agreement.

· Some of the agreements specify the specific points that can be served with no flexibility in terms of optional points.  Six of Canada’s agreements with APEC economies fall into this category.

· Five agreements do allow the option of selecting one or more optional points. 

1c. 
If case by case, please (i) elaborate on the different approaches that may be applied, indicating the APEC economies to which each applies, (ii) explain the process of removal or progressive easing that has taken place, and (iii) indicate the benefits and difficulties experienced in the process.

Canada’s approach to market access, including third and fourth freedom traffic rights, is driven by the needs of its own domestic stakeholders and the needs of its bilateral partners.  Rather than taking a philosophical approach to the issues, Canada’s approach is more practical and it differs from economy to economy.  In those cases where a more liberal approach satisfies the needs of both parties, a more liberal approach to third and fourth freedom traffic rights is pursued. 

Over the last five years, there has been an expansion of third and fourth freedom rights with a number of  APEC economies.    Negotiations with China led to an increase in the number of points that could be served by both sides.    A route specific regime with Mexico was turned into a fully open regime.  Canada also substantially liberalized its relationship with the United States.  Canada was granted open access to all points in the US.  In return,  the US was granted immediate open access to most points except for three major points where there was a gradual phase-in of access. This phase-in period is now complete, and American carriers have unrestricted Third and Fourth freedom access.  For all other economies, there was no change in the points that could be served.

For those countries that have only one main traffic generating hub, Canada is willing to grant increased or “all-city” access in Canada if it can obtain benefits in other areas of an agreement.

Fifth Freedom Rights
2.
Please outline the 5th Freedom route and traffic rights restrictions, to and from points intermediate to and beyond your territory, if any, your economy places on other APEC economies and indicate whether your economy has removed or progressively eased these restrictions through the bilateral air services arrangements with other APEC economies.

All of Canada’s bilateral air agreements with APEC economies have limits on fifth freedom rights.

· Five of Canada’s air agreements with APEC economies allow no fifth freedom rights.

· The agreement with the U.S. limits the number of fifth freedom points that may be selected.

· The agreement with Russia limits the number of fifth freedom points.

· Five agreements have limits based on the number of fifth freedom points that may be selected and capacity.

· The agreements with Korea and Japan limit fifths based on the number of fifth freedom points that may be selected and number of flights.

· The agreement with Philippines limits on the number of fifth freedom points that may be selected, the number of routes, the number of flights, and capacity.   

· The agreement with Peru limits the point of origin for fifth freedom services and limits the points that can be selected.

2c.
If case by case, please (i) elaborate on the different approaches that may be applied, indicating the APEC economies to which each applies, (ii) explain the process of removal or progressive easing that has taken place, and (iii) indicate the benefits and difficulties experienced in the process.

Over the last five years, Canada’s agreements with certain APEC economies have been amended to add fifth freedom rights.   The "no fifths" restriction in the agreement with China was eased by allowing Chinese carriers 5th freedom rights at a number of intermediate and beyond points in the United States.  Increased flexibility for 5ths was achieved with Korea as the number of points available with 5th freedom rights was increased for both sides.  In Canada's agreement with Mexico, 5th freedom rights were taken out of the agreement with the concurrence of both sides.  With all the other countries, there was no change in 5th freedom rights.  

In view of the bilateral approach to exchanging rights, the concept of propriety of home market traffic,  the reality of demographic and geographic advantages, and at home national policies limiting air carrier participation in international air travel markets, Canada’s experience has been that the operation of, particularly unrestricted, fifth freedom services is not normally in the long term interests of bilateral partners.

Unless fifth freedom rights are necessary for technological or service viability reasons, Canada’s attitude has been that markets should preferably be developed by third and fourth freedom air carriers and not carriers operating fifth freedom services.  Furthermore, with the proliferation of alliances and code sharing services, fewer airlines need fifth freedom rights to initiate an air service.

Canada’s  practice has been to avoid granting long-haul/ transoceanic fifth freedom rights.  Where some additional opportunities are essential in order to provide a balance in an exchange of rights, Canada has been prepared to consider granting short-haul fifth freedom rights.  Canada does not favour granting open fifth freedom rights and such rights are normally limited to specified points, by frequency or aircraft seat restrictions.

Over the past five years, Canada’s airline industry, for the most part, has not insisted that Canada pursue fifth freedom rights for use by Canada’s designated airlines. 

3.  In addition to the above, please set out any other aspects in your economy’s experience in removing or progressively easing 3rd /4th and 5th route and traffic rights restrictions that you would wish to share with other APEC economies.

We have no additional comments.
4.  Please indicate any further steps to liberalize 3rd/4th and 5th Freedom route and traffic rights restrictions, or any other market access restrictions, that your economy would like to propose with likely time frame for implementation, taking into account all relevant factors including any that have emerged from the “think pieces” prepared by some economies and distributed at TPT-WG 17.

In general, Canada’s approach to market access issues over the last five years has been influenced by the financial condition of the Canadian airline industry.  With a restructuring of the industry now essentially complete, Canada will soon undertake a review of its international air policy, with any resulting liberalization to take effect in the 2001/2002 winter season.

5.  Please state your view, if any, on whether APEC might co-operate with other multilateral fora or regional associations on liberalizing 3rd/4th and 5th Freedom route and traffic rights restrictions.

We have no comments.
6.  Please provide any additional “think pieces” relating to liberalization of 3rd/4th and 5th Freedom route and traffic rights restrictions, or any other market access restrictions, that your economy has developed on its own or in conjunction with other APEC economies.

We have no additional think pieces.
7.

Does your economy grant, or have your economy’s airlines obtained, 7th Freedom passenger route and traffic rights?  If so, where?  If not, are your economy or your airlines interested in granting/obtaining such rights?

Canada understands seventh freedom rights to be the right for a Canadian carrier to operate an international air service between two foreign countries without having to originate flights in Canada.  Canada does not grant, nor has it sought, seventh freedom passenger route and traffic rights.  The Canadian airline industry has never asked for such rights, and no APEC economy has requested such passenger rights from Canada.
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