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PSOVENEIC Jr”?" / ensures government has major role
P ANEarly all states have flag carriers
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./r\f r _1ons are embodied in local and
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DOESMILARGE COUNTRY OR ECONOMY

NEED'ANIINTERNATIONAL FLAG
| - |

Trerla US

SElEEVinEntitiuths Close links between the nationall flagl carrier and the State exist.

= USs/Palicy O[) ctives

~
Ehignge Challenge and Competition The National Commission to Ensure a Strong Competitive Airline Industry, A
REPOFt toithe President and Congress:

i

: _ “This nation’s civil aviation system is a vital national resource.”
e — XXX
The.air transportation system has become essential to economic
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progress for the citizens and businesses of this nation. "
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.  (US Intemnational Air Transportation Policy Statement (1995)

"Provide carriers with unrestricted okoportun/ties to develop types of service and systems based
on their own assessment of market demand.” (emphasis added)

(US Statute, No. 49 U.S.C. 40101 (a) (15))

- 'Strengthening the competitive position of air carriers to at least ensure equality with foreign. air
carriers, including the attainment of the opportunity for air carriers to maintain and
increase their profitability in foreign air transportation”.
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invAustralia

SAUStralian Pollcy Objectives
Aiterational t /LSE/‘V/CES_‘QMS/O A ct ] 992)‘ —

WIIENTIEIIENIG oI AUSHEIaI CalTiEr capap)e OI competing
r’ff:’C[//r'[ Wil airines of forelgn countries. ” (emphasis added)
e '\\-

(Pellley Srrjr' ent by: MP' Deputy Prime Minister and Minister for
Trz) Jgor d Regional Services 2000)

T =

he Gevernment will: xxx improve access by Australian airlines to
';"."~h natlonal aviation markets.”

T —— .n-—

Russia
China
France
India
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DOESIASSMALL COUNTRY NEED AN 1
EAGICARRIER?

infhePhilip e’é‘

T

it |onal Directives:

-

Priligglse Coyg) 5'

7' /Je State shall develop a self-reliant and /ndependent
national economy efiectively controlled by Filjpinos.”

— *A'rtXII Sec. 1 par. 2

. The State shall protect F///p/no enterprises against unifair
compet/tlon and trade practices.”



c. 10 par. 2

—— o
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JHe Congress SHall'eact measures. that Wil encourage. the

formaton and. Operauon. ol enteprises wiose cap/ta/ /s Who//y —
oyyrlgd J / F///,J/f/JJ

173, rnrf fant of r/ghts PIAVIIEGES and Concess/on covering
yIENIEL onal.economy. and. patrimony the State shall. give
r)fr’fr'fc’ cel to qualiried Filipinos.

X ".I-_

J ' tate shall regulate and exercise authority over
@ﬁ@/gn /nvestments within /ts nationa a/U/‘/Sd/CZ'/O/? and in
: _Jccordance wilth its national goals and priorities. ”
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‘*_‘{'"‘Art%,(ﬂ Sec 11

= ~ Public utility subject to nationality requirements
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lawiand Policy “ ‘{:’
- —
REPUBIIC Act No. 2232 (1-9%Act to React e

Itergiationall Air Transporit SErvices of the Phlllpplne Air Lines, Inc.
EROYADPrOPLIatE b NEEeesslry Pl ihereforer provides, to, wit:

——

SECL on 1. Declaration of Policy. — Because of the peculiar
raph/ca/ jocation or the Philippines, It Is vital to her
:'C/* gty and defense and to the enhancement of her commerce
i)z f she Shiould maintain her own international air operations.

’
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ééutlve Order 219 (1995) entitled Establishing the Domestic
== g!;.cgl)lnternatlonal Civil Aviation Liberalization Policy (E.O.

-
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At least two international carriers shall be designated official
carriers for the Philippines”
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CHICAGO CONVENTION T

Prezmole

-
WaYIEN UL deyelopment of internationa/ e r///r//‘/Jf can greatly help. to) cre
Uriderseridiie e ong the nations and. peop/ > O UHENO/7 ,,i;., - -

= X

X L —— e
YIEIYILCIIEl OB Gl e LGS0/ SE//GES JTIE) IELES f/J//Jf/s’f/ O UIEDES5/5 0l equalt op fty.e/d operated.
gouridly zird econormically;

5

OIfIENChicago Convention
"Soyereidrsy

[1g eoplireler, il J j ; Lrecognize. that every State has complete and exclusive sovereignty over the airspace above
IS0 '

Art, & gftige g'r OfConventlon
'-"5 .

“L:z a,g@f- ajr . SerV/ces
-—'-'-:_ m’fhedu/ea’ /nfématlona/ air service maybe operated over or into the territory of a contracting State, except with

e— thgﬁpeaa/ PErmission. or other authorization of that State, and in accordance with the terms of such permission or
= aut orization.

- — i

'NEtlonaI flag carrier is a necessity for States to exercise traffic rights and avail the other benefits in Air Services
Agreements (ASA)

Article 44 which lists among the economic aims and objectives of ICAO to be:

"(a) Insure the safe and orderly growth of international civil aviation throughout the world;
XXX
(e) Prevent economic waste caused by unreasonable competition;

() Insure that the rights of contracting States are fully respected and that every contracting State has a fair
opportunity to operate international airlines;”
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DECIARATION OFWL@FOR'T
INTERNATIONAL AIR TRA —-— -

ION OF
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WY eralrinGipIes::

A

7, "\ PromoLES the efiective and sustaliable participation in. and benerit from
termational air transport by all States, respecting national soverelgnty and

‘equality. of opportunity;

lGKes /Lo consideration the differing levels of economic development amongst

 Stales througl majintenarce or the far/nC/p/e of "community of interest” and the

~Jostering or preferential measures for developing countries.”

V' promotes efficiency and minimizes market distortions;
i Sgleguards fair competition adequately and effectively;

— -
o . e
——

4 E'-'; jfbéfalization
e XXX
- 4.4 Each State will determine its own path and own pace of change. in international

- air transport regulation, in a flexible way and using bilateral, sub-regional,
regional., plurilateral or global avenues according to circumstances.

4.5 States should to the extent feasible liberalize international air transport market
access, alr carrier access to international capital and air carrier freedom to
conduct commercial activities.



HGMWAdpes a country like the Philif: pines
Sislire 1ts contfiued partiCipe tlon in
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Conmlalels) Gyﬂsi . Variety of Approaches

SOVErE] JJ’ ity [ expressed by a wide spectrum of regulatory viewpoints

= 'E: Big Bang is not possible
- - > Location, size and economic development not a barrier
> Open Class Competition

10
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trategies and |7 PJOEIESHI

.

el shipibetween Government and. the Private Sector

—

Focus ol Pelklglel
GIDENS "J’lr‘ ey
ehing/siSpectacular Economic Growth

"'-.-—'—-

-

| =.=a~country like China the air traffic demand is self-evident. A
= Snapshot of some statistics readily shows this:

= ;" -=—-> The World Travel and Tourism Council (WTTC ) estimates China’s
—— inbound domestic and outbound traffic will generate US $ 184 billion in
-~ economic activity in 2004.

—= » China’s Domestic air market is 100 million

»  China’s INBOUND tourism is around 17 million arrivals per year. A
growth rate of 48% percent.

» China’s OUTBOUND traffic is around 30 million per year. A growth rate
of 43%

11
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C the country an attractive destlnatlon

12
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Totrdl Policyaginl?afogram

JelfisNesian engine of.griowth and a key. dri
IOIEIGIEXCIande, Investm yment, ete.

doursmin the Philippinesi -

9B of; tourist visiting the Philippines travel by air
ieUsmI sector dived due to terrorism and negative travel advisories
DIVEIGENE e.sﬁ approach between national flag carrier and foreign carriers

le\l leadsi; RST FOREMOST and ALWAYS in promoting the Philippines as a
destin fjl:'”'ﬁ

UmJH ‘Hubs
Hap IpE ) ourlsts, Happy Investors

“'_' —— 1.—‘__,,‘

_ Overseas Filipino Workers and Immigrants:
——— The Filipino Diaspora

Philippines is the planet’s top source of migrant workers.

As of last count, there are some 8 million Filipinos working abroad, scattered across
the four winds, and growing.

OFWs is a natural market for the NFC.

13
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NEWwsrnternationaliGateways an
Low Cost Carriers

-
ternational gateways such asr! .ﬂa*k Laoag, Cebu, Davao are underutilized to

of touri and OFWSs

ent of Clark Special Economic Zone (CSEZ) into a world class airport,
Nd tourlsm destination in Central Luzon as a Magnet for job and economic

'--

...J_

Order 219 directs the opening of new gateways —

-
=

e

e Deve/opmenta/ and Cooperative Air Services. The CAB may grant authority to
operate air services principally for the development of routes, destinations and
~gateways but not to exceed one (1) year.

. -

_.,-

= Further authority shall be granted in the operation of air services connecting non-
premier city airports of other countries to new international gateways of the country as
provided for under economic cooperation agreements with the Philippines.”

» Embracing LCCs as tools to stimulate demand and utilize air rights and airports

Government has been responsive and creative to encourage utilization of air rights.

(e.g. Air Asia, Tiger now flies to Clark daily) -
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Air Access Liberalization

DEfRItBRNGE Open: ky

. ——

-

“EX re sed Non Ex J\Jomme

—

e m//jl ok to the rea/ state or things without attaching decisive
/f//,./)ffs/f/f‘" 2‘0 the legal denomination which the party may give. their
Go00S5.,

Lt

1"'

*rheahs without restrictions

>
> = N’:SKIES IN AVIATION: Restrictions Exist (i.e. Cabotage, 7th Freedom,
~ Nationality Clause)

_..._E_J *-UST OPEN!SKIES: (6) Restrictions
_‘_,_. — Freedoms of the Air: Imprisonments of the Air

-—--'__.—-—'
-

: ‘OpenJSky IS not a Panacea

> Leap to open sky not advisable
> Benefits not guaranteed

> Open skies is inconsistent with some local laws which mandate Economic
Regulation

15



Sunveyiofil.S. Open Skies Agreement*
e -

BHBNG58 countries have?im&nto_open skies  agreements, out of a
peiERbal 190, bilateral partners:

i —

ElllES6Y0 o1 21 countries have no air services to/from the U.S.A at all.” Their
OPENI skies agreements with the U.S. are purely symbolic.

"'. =Y
BaEal), Benin, Brunel Darussalam, Burkinag Faso, Cape Verde, Luxembourg,
Melta, Worocco, Namibla, Netheriands Antilles, Norway, Oman, Qatar, Rwanda,
SEegaE), SIovakia, St Lanka, Tanzania, United Arab Emirates, Uganda and
UAIEKISLEN

—— f—JiN 31% or 18 countries have unilateral operations only, i.e., only U.S. carriers

‘;:'—-— fily tortheir country, or only the home country airlines fly to the U.S.

e =
- —

=  Austria, Aruba, Czech Republic, Denmark, Dominican Republic, Finland,

—-— = Gambia, Ghana, Guatemala, Iceland, Jordan, Malaysia, Nicaragua, Nigeria,
Pakistan, Poland, Romania and Sweden.

> 33% or 19 countries have meaningful competitive air services to/from the
U.S.A involving the airlines of both sides.

*Survey does not yet include 12 additional countries namely: Samoa, Jamaica, Tonga, Albania,
Madagascar, Gabon, Indonesia, Uruguay, India, Paraguay, Maldives, Ethiopia

16



) AAPA: Mainland China destinations

AAPA members serve a total

of 27 mainland Chinese cities s
: Changchun
Flights/Week sh Yanji
1. Shanghai 280 e o
2. Beijing 168 Beijing Dalian
3. Xiamen 47 LESAanpn
Jinan Yantai
4. Guangzhou 44 Xian _Qingdao
5. Qingdao 39 L Shanghai
6. Hangzhou 36 Chengoul - Wuhan” Hangzhou
" Chongqing Ningbo
7. Kunming 24 Changsha
. " Fuzhou
8. Dalian 23 Kunming Gw(l;n r)l(iamen
uangzhou
9. C_her_l_gdu 22 B rhen
10. Tianjin 17 Haikou

Sanya
800 flights per week

Source: AAPA

Hainan which has an open sky regime in place has not become a hub nor does it even occupy a slot in the top
(10) city destination in China. 17
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ElippInE™="US A gx:-

— ——— e

2fItlfle) O lJrJJ]m]'ted reduencies  unlimitéd s anadr4
=Eaomright ts and unlimited 5% freedom rights to
rigzighzzllie hiid country destinations has not

Iu Jm;J__r cally created demand.

e =
— — -

'—:E e

Gif
J’:

Gl
C

— /r;f/ ia |s not a passenger hub but remains a feeder
-'-- -F.hghts to the Philippine have not increased noticeably

.‘-—--

—F’i 'L} Visa restrictions to the US has dampen travel demand

—
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PROGRESSIVE LIBERALIZATION IS PERFEC
RESPEGTABLE APPROACH! --i"

- —

—

ASiEnleariErsihaveipiospereduisingithisiegimesinwell
negow" ed| air treaties.

-
T

Pro Jrez* e liberalization with the end goal of promoting fair

sompEtition across all market segments is a respectable and

_rmcs ‘alternative approach to the open skies model for

e E@I|zat|on It has been adopted almost universally for intra-Asia

== airF services, relationships, even by countries like Singapore and

~ Korea which have signed open skies agreements with the US.
~(“Don’t Open the Skies”by David Turnbull, Deputy Chairman &
Chief Executive of Cathay Pacific — article published in the Asjan

Wall Street Journal, June 7-9, 2002)

ALY L
\ |'\’I hu""i

19
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RIEeEIcempEtition exists under suchi a regime.
- -
Mo;r ]n'm ational route fieom the Phlllfplnes are fiercely

astedi by arnumber ofi fereign and local airlines lncludlng the
roJJowm ¢ Q\/ TEliKElS?

,(contested by at least 10 carriers)
RP=Viddle East (at least 12 carriers)
RP-Elirope (at least 11 carriers)

. RP-Ch |na (at least six carriers)

. RP-| ong Kong (at least four carriers)
=== __;:"5 P-Korea (at least five carriers)

== = .- RP-Singapore (at least five carriers)
~ 8. RP-Thailand (at least five carriers)

~ 9. RP-Indonesia (at least seven carriers)
10.RP-Japan (at least 10 carriers).

6th Freedom Rights Expand Traffic Rights Beyond Bilaterals

20



roralclr) Carrls

‘,L_L

underutilize their entitlements under their AS

‘flign"ci .

---

IUS/GIVIRGRSIIRIGILSA

- - =
> 40 to 50 airlineg'!@y.gnjpy righ F '

ts to fly tornew international
- gateways like Clark, Cebu and Davao. Yet only a handfiul operate these
hotgenerateiadditionalitiaffic,

& WEEKLY SEAT CAPACITY ENTITLEMENT AND USAGE

——

A_SMH!EEJDQE;

o

S By Region
Fagior '- ARG Capacity Airline Foreign Total Total
BRI RGNS per Rights on the Operations Seats Unused
- | Region Route Philippines Offered Rights
21,600 43,200 19,691 8177 17,999 25,201
:.-—'-'""‘Frrf _e,- 13,200 26,400 831 3,523 4,050 77,912
-r""t: - [ AsialPacific _ 68,560 161,190 38,482 92,796 91,278 93,390
[ widoieEast 22,268 42,996 3,639 12,875 16,028 26,968
GRAND TOTAL 125,628 281,786 62,643 77,371 129,355 152,431
Weekly
Capacity
énnua_lt 6,532,656 14,652,872 3,257,436 4,023,292 6,726,460 7,926,412
apacity

*RP-US market has unlimited frequencies and unlimited 314, 4th, 5t freedom rights

21
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S 4‘?

e | e-r,e: demand Chinal Uses a combination off progressive
]ZEE AN G eclared arpartialfopen sk o one pProvVince

CHINAVAPPROACH: .

r\g,)ro:f 1.not readily replicated since China conditions
dlie all erent

'*f:" "Huge market demand already exists
~ “China Inc. approach: Reform is from the top
-Chinese carriers are government owned and controlled entities

:.__;._,

p—
_ —_
=-'1'_'.L

=

- (“GOCCs™).

n ‘1,
H\ff"

Shanghai, Beijing, Guangzhou are firmly established hubs

The Chinese government has extraordinary levers of control to
protect the economy against ruinous competition.

Y V¥

22



sBhabitation of Unllateral Bilater
| Wet-h

CAO _)dC]rJrrJI‘JOJ’ oI Glopal PrnCI andorses all forms of

2 Jreerrwmr; .
d '1\:.

S1igiEral), ml }L Iateral and plurilateral agreements are essentially
peutral.

_1-._-_- -
- E

Bilater t: 1si;1:should not be equated with protectionism.

S
e —
— --
— | —

— =

= 5 BTateraI ASAs can be as restrictive or protective on market access,

= ——-—capaCIty and pricing or as open or liberal with the bilateral partner (e.q.

—— Tngger mechanism at 70% load factor)

Asian carriers have prospered using a network of bilateral
agreements.

23



T
Privatization of the Naﬁnal Elag
HESESEETIRaMM ajolibeEralizai

-

IIRSEE 20

SO IINIIEISIGIC fECOIIIZES thE IdISpensap/e role of

ISR alidPO) //r/vL /ﬁrenﬂves to needed jnvestments.”
< N lr

Ve lizationisia urm}' 1entall pre-requisite for further liberalization and consolidation

2\ private seclor, encourages private

> Incentive to J” J ofltable
~ /JOFJ\/rJEdd ;: costs

State 9\4:' S| _p‘_and control inhibits and discourages cross border merger.

—a — ,._
—

—— G thhsmclmed to merge
— P vate Company will reject merger with GOCC
--r ___f_:rr‘ p— -
= ""’*‘Eﬂvatlzatlon facilitates the relaxation of the nationality requirement.

> Search for and access to capital is beyond local borders

Privatization strengthens the airline industry because it removes distortions.

> Without access to public funds the playing field is level.
> The possibility of failure is real.

24
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RriVeatization: oft the national flag carrier or the'airline industry is riw '
PAPAFSE65 year hlstory as Asic alrl-'e show ies.

pROVErviewior PAL ownership -

— =

41 - PAL was incorporated as a private company.

11 - Government invested in PAL paving the way for its
-3 nationalization
e - Government ordered the immediate cancellation of
international services as an economy measure
Congress passes R.A. No. 2232 entitled “An Act to
Reactivate the International Air Transport Services of the

: . Philippine A|rI|nes Inc. and to appropriate the necessary
e funds therefor.”

_ January 1965 The government relinquished its control of PAL and
= bidded out half of its shares

Benigno P. Toda, Jr., Board Chairman of PAL acquired
majority control
Government takeover of PAL

Privatization of PAL

March. 1972

November 1977
March 1992

25
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PVerceming Post Privatization ChaIIenges"‘

POSt Privatization Birt u|fure chan
Jrrl'" , bUreaucratic proce

Volatile external factors (e.g. war, SAR S,_fuel prlce etc.)
RENE JFIOJ’JrJ]JAcJFJOJ’J SIS orrJAr o) SENVElas)d 0S5 J:‘sJC SO LOURST

-

PPl atization has transformed PAL into ai competitive organization with
PIVate Sector values and attitudes which can bring forward the agenda ofi
9Er@lIZation!

'--

itancy and [abor

3 ( ommerC|aI business instead of arm of government
- ‘53 No bail out; no subsidy (e.g. security, insurance)
? S|mple organizational structure
o > Corporate Governance

= ~ ~ Right sized

'ﬁl:"
.—ll'_ -

putr .-r_'___

"~ _PAL's status in the Asian Region as a privately owned carrier is a key
measure of the Philippines” commitment to liberalization.

> 6 out the 7 ASEAN countries are government and controlled corporation
(GOCCs)

> 11 out of 17 airlines in the Association of Asia Pacific Airlines (AAPA) or 65
percent of the membership are still GOCCs.

26



INbEralization of Ownershi%
_(Re axahWaﬁfy R

> | JrJFJOr]rJJJF\/ (UIZ5 2l droteetye devicas for IREIVIduaRs
eeligiErSiandl for the industry at large.

WIE OWIHERSHIP. IUIES have allowed a number of states, which thirty

WILy-Hive. years ago. did not have an air transport industry, to

r/r' Velop) suiccessiul.and financially strong airlines, The highly

g projitap/e:Singapore Alrlines, protagonists toaay of open skies |,

——— iysun//ved their infancy in the early 19/0s because of the

= pmtect/on they were afforded by the bilateral system. A more

= _: - recent successtul example has been Air Mauritius. Even today, the

-~ ownership rules ma /4 facilitate the emergence of new and potentially

viable flag carriers.” The Airline Business in the 21st Century by
Rigas Doganis

27



P ANBEORaNtY rules protect. the mdustl:y W

4oIfIation by a han ega carriers whichrwould
pEdeterthe ICA@ goals, of participation iniintermationza
VIEON.

i 'S

IiElrope and American can shed. the rules and. completely
/I ra//ze the airspace, the rest of the  world will be forced to
- fo low: The two regions together account for well over half
= -;_r — the world’s air traffic. Global takeover will then be possible,

= = - leading to consolidation and economies of scale. From this, a
— 'f*_j'j_ handrul of mega-aitiines could come to rule the skies”, (Open

-~ Skies and Flights of Fancy, The Economist, 4 October 2003, p.
- 65-67.)

28



e ChicagerConVENONNEOES Not contain any: ruledﬁjst“ricting the ownership and control off .
Aidines. Art. 17 and 18 deal' with the nationality of the aircraft.

INRMENYCFRICAO Worldwide AirTransport Conference -Therei €ed definition F
WisatiISImeant: by substantial owners fective control.

Neenality clauses have become the heart of bilaterallagreements and the battleground! for
IbEbVESIaMEAEiZingesatoiiaiiangementsiionrair tiansport:

SIINIENIISTE GECade. Of the! third. millennitm, It /s the ownership: and investment rules that are the
oSIILEl Lo Deiberalized.  x x x This Is because while there are strong economic forces
PUEIIgIENGIIe Inaustry towards concentration and the. creation of competing global alliances,
WONHEXIITIZE e POLEnLial DERENS Of scale and of global network. Moreover, relaxing the
OWIEISIIPIUIES WoUId also Imake It unnecessary any longer to safeguard domestic or Seventf
ieeqonights, x-x x“(Doganis, R. The Airline Business in the 21st Century, p. 147)

Philippines has Adopted Flexibility
: :;;ﬁ%ﬁipbines has liberalized the threshold percentage in the ASAs in select circumstances
= Philippine-Palau ASA relaxed the nationality requirements for two years requiring only 30%
-~ Palauownership
— _Philippine investment climate seeks and welcomes foreign investment up to 100% of equity.

-— o
—

—

1

> Exlisting foreign Equity in Public Utilities in Anticipated to Break the traditional 60/40
rule

> Philippine sentiment is in step with ASEAN and ICAO
> Philippines is ready with accelerated liberalization in airline sector with safeguards

» Embrace relaxation of nationality rules for investment purposes with the safeguard
guarantee that NFC will continue its operation

29
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il

e Inte JFr jon Agreement ensures: 1) fair development of the
ZUKchrhub, 2) the size of the long haul fleet, 3) SWISS quality
Prend, 4) the continued existence of SWISS as an operating airline
_JEJ;%I d im Switzerland, 5) A guarantee to preserve the SWISS air
—— trafficiinfrastructure for the long term where an independent
- .feundatlon will be established under Swiss law for a period of ten

~ years to ensure board representation in Lufthansa and the SWISS
Board.

__‘.
—

30
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FOIEIgRNnvestment in PAL sho
SEOREMIC mportaﬂ@-ta-the nation:

€ C mestlc and international Route Network
<] r ultlpher effiect on the local economy
source of technology

rwcmg the OFW

-.._..,-.—-___

arvicing Trourism

’> Strong carriers support the Hub

» Promote RP destinations on a sustainable basis regardless of
the state of world aviation.

» Strong local carriers are an integral component of major
hubs, e.g. Singapore, Hongkong, Tokyo, Seoul, London,
Frankfurt etc. Airlines of other countries use RP traffic as
feeder traffic for their long-haul routes. -

Tr
ne
Flr

'7 Y.y Y
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EREECT COMPETITION IN AN IMPERFECT MARKET

il
zed market requiremen

P POSS| )ity of failure s real
) | RS9 ECIAOSETIENCOMITIEGIBINPIESSUIIES

=
ot

& Imperfect competition

LeJ;ILJF. U.S. Billions of Dollars; in the E.U., Commission says it is not absolutely
jrec)

W, foreign airlines have sounded the alarm over state aid distortions.
= e nta'ElAirways' chief executive, Geoff Dixon, complained that the airline business is “/nferently
S Upad/sciplined and unfair because many carriers around the world are being propped up by governments'.
== = (Orfent Aviation Magazine, February 2005)

S

.-
- -
P -

~— Said Dixon: “7his /s a pretty bad industry. The whole industry is capital intensive, labour intensive, out of
- -~ control and effectively bankrupt, The competition is mainly subsidized and many of them [subsidized

— —_—

— airlines/ don't have competition authorities.”

1

= Dixon also stated that “ 7 think we can [compete on our own], but not if there is competition that is unfair.
US carriers, many operating under bankruptcy protection, are on state aid.”

The article went on to say: “Dixon said two-thirds of the 40 international airlines operating to and from
Australia each week are government-owned or subsidized. US airlines received US$ 15 billion in grants and
Joans after 9/11, as well as substantial government supfoort in relation to many security measures for which
Qantas /s not supported. The spectacular expansion or Middle Eastern operators such as Emirates and
Etihad is also a big concern.”

32




‘BrivsirArwaysythen) Chief ExecutivelRod Eddington complained. toiloyola P

e Palacio) Europearn transport commissioner, that action should b MO alt e

JFlestiaice of state ald to Alitalia, the struggling majorii /
R

GATIE e A XX T !

WEIG/S0.Called thelattention ofWas/inglos autiiorities on Statelsubsiaies tol US. aiilines
WiHEra Vet St OF e ikl drddieed ) rzsive dsidrtdn) oF edmde e Eleress e
AU GG AKX XTI ClGITIET ta L TGNl US: goVe et aclions 1idd granted Some

S INE relief o US airiines’ PENSIONS, contributions, while at the same: time: the US
goverment was heavily discounting US airiines’ insurance cover. X x x "State ajd is bad
o)A WAICHNIULS dlrlines, consumers and the broader economy alike.” " It creates a
GO GIStortion; inl competition between airlines and should not be permitted,”

( Financial Times, June 28, 2004)

L

Sie] ~0*wned carriers (i.e. so called “last restructuring” on a serial basis)

e
. = a——'_..--

.Ihe’b"/ngaporean government owns 57% of SIAS stock (some 20% Is held by money
— -‘"—*" managers). And... the government aids SIA in many ways. Tax breaks on the carrier’s aircraft
—— -hg/p SIA maintain one of the youngest fleets of any major airline. The government helpfully
~ ~ paid the multibillion-dollar construction cost of Singapore’s impressive Changi Airport, the

airines hub since 1981 and one of the best airports in the world,
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Nationality' rules are not the mai of thelindust
EXtiraneols factors such as war, idemic like SARS, fuel price, etc.

POpIManagement and governance -

—

Felltife o cut e,frwnw/H IEOIFCOSHS!
S Asian Wall'Street Journal reported: “How: the US Airlines Lost the Battle to Resist Change Following a
/J‘\/'—’( Fi ht “ After deregulation, carriers failed to cut. Instead of cutting cost, carriers relied on a
bBag|oft tricks  fiocusing on the revenue side of the business. (e.g. FFP, hub systems international
rJHJrJJ’] g to keep business customers)

.1 '._ “

ABLSE G fbe ki uptcy laws

J

= ..|-n._

Bam aotcy laws are not inherently unfair unless its protection is abused. (e.g. US Airways
ntere

— n---i“:V egal carrier under bankruptcy protection is a formidable competitor.

- —J...;.:_-__:e-‘ Jnited Airlines is setting its sights on new Asian routes as a strategy to exit Chapter 11
* Bankruptcy Protection.

- ~ ~ Aircraft manufacturer and lending institutions have tremendous leverage during the
~ e bankruptcy process to help remove excess capacity in the industry

— -
—

—

» Norinternational competition law; divergent national competition law

~ Three fourths of international air transport of passengers is accounted for by carriers
from developed countries

~  Global market place, Global market distortion

Each country is free to respond and provide a remedy in accordance with national

objectives
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IHEREgulator As A Safeg uaraﬁ Level Playi
nternatlonal Aviation

.
——

T

eI B2l aldinefnd sty ISHRNErENUyAURNECONOMICHIVECAUSE @ Gapacity. (
RIGES Dogan]s, Cranﬂeld BIIVETSILY) .

e Se\/v'rJF\ Gf-the financial problems faced by the US airline industry is breath
teldinlef; “Fv~ ‘market cycle since deregulation has been profoundly worse than
LIEORE that p eceded it:

re~rl~1r-- - $100 million losses in one year; no airline bankruptcies;

| 2-$1.4 billion losses in two years; two major airline bankruptcies; one liquidation;
LI ( 4 -$13 billion losses in five years; five major airline bankruptcies; two liquidations;

el
==
- d

-

::-' DOO 03 up to $36 billion losses in three years; three major airline bankruptcies, so far,
'but more likely.” (Prof. Dr. Paul Stephen Dempsey, Institute of Air and Space Law,
- McGill University)

& In 2005, IATA projects an industry loss of US$5.5 billion and over US$40 billion for the
.~ period 2001-2005

- — i
—

1

—Carriers cannot be left alone

Rﬁg_ulators in the saddle seat to weigh up conflicting interest and make critical
choices

35



™

Common Ground; ﬁ gred Destin

- el
IENIISLOrY G 'aviationelopmg world and the developed

vvo;chJ Siiglie;an Important element: an overriding m_otlv_atlon In aviation :
PRIIEYAGIENSUrEINEIeXISlence ol a nabionaliiiag carrier., But dierently, no.
collnIEry JJ}/;JJ rQ SEENLS NationalfiagrCarffiEr goraown

- US ;
- Speci 51 eglslatlon to save the industry; effectively a nationalization of
Ue a e industry
SGitzerland.
= Creation of Swiss after the demise of Swissair
L\l::w-f~ land
";*fJ ~  Re-nationalization of Air New Zealand

—

: _:ﬂMalaysm

i _-|=-__,...—-

-~~~ - Reversed privatization of Malaysia Airlines

—

- Paradox of Competition: over reaching ambition with overextended
— resources

= National Flag Carrier
e Participation and sustainability is a complex issue
e Economic analysis is inadequate. Political dimension must be considered
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AS J/' ampson has pointed out in his k
Sutied" Empires ofithe Sky: The*Politics and
eiuels, of World Airlines:

IIEN WS Of ITEel Enterprise carn never be
f/r/r///da simplistically to the airiine [industry/
WHICHITUSE always require both competition and
Ve gulation, As /ong as nations feel adepenaent
== :” airines. as the lifelines of their trade, they will
— ot deregulate the international system; and no
- glfine operating abroad —not even an American
airline — can escape from its dependence on the
government in the critical bargaining for landing

and traffic rights.
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