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Introduction

Air transport, a leadt, the direct provison of the sarvice, is currently excluded from the
provisons of the Generd Agreement on Trade in Services (GATS) by a specid Annex.
However the GATS dso contains a provison that the

..Council for Trade in Services shall review periodically, and at least every five years, developments
in the air transport sector and the operation of this Annex with a view to considering the possible
further application of the Agreement in this sector.

Time is up. This clause bites in the year 2000 and a review of the current trestment of ar
trangport is then bound to begin.

This paper outlines the features of the current arrangements for the regulation of trade and
invetment in this sector. It reviews some routes to reform of the sector, including the
multilaterd track and options for dedling with air transport in the GATS. It reports work done
on the impacts of reform and consders some competition policy issues that adso require
attention.

The paper contains a specid focus on the issues facing the members of ASEAN." We illudrate
many of the issues by reference to the experience in ASEAN and in the concluson we
generalise from the ASEAN experience to comment on policy issues with respect to this sector,
in the context of aWTO review, from a developing country perspective.

Current regulatory system

The regulation of internationd trade in ar transport services involves an daborate structure of
bilaterd agreements (there are over 3500 such agreements) which fix aset of rulesto

- identify the airlines of the contracting parties with the rights to fly on each route

= determine the capacity that can be provided by each of those designated airlines

- limit the capacity that can be offered by arlines from third countries.

The system therefore imposes a set of country-specific quotas in each market, where markets
are defined in terms of routes between pairs of countries and in terms of the two-way traffic
flow. Competition on each route is limited to those suppliers designated by the relevant bilatera
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The ASEAN economy material istaken from acompanion paper, Nikomborirak, D., 'A Survey of the
ASEAN Airline Industry: what lies ahead after the Crisis, TDRI Research Paper, 1999.



ar sarvices agreements. When privatdy owned, effective ownership and control of the
designated carriers must rest in the countries negotiating the agreement?.

Features of this current systlem can be highlighted by considering the options for providing
services, which are summarised below.

CONSIDER A FIRM Operating from aforeign base | Operating from aloca base
WHICH HASYIIS.... adjacent to the consumer.
Foreign Ownership (ie A1l. Cross-border supply: B. Commercial presence:
ownership of adifferent eg Singaporeairlines eg Singaporeairlines
nationdity to that of the operating out of Singapore | establishesan Australian
consumers) picks up Australians on operation to serveroutes

Singapore-Australiaroutes | to and from Audtralia
A2. Consumption abroad:
Eg Singapore airlines
carries Augralians
between two foreign points

Domestic Ownership (iethe | C. Commercial presence: D. Homedédivery: eg

same ndiondity asthe eg Qantas establishes a Audgtralian airline Qantas
consumers) businessin Singaporeto operates on routesto and
serveroutesto and from from Audralia
Australia

A typicd bilaterd agreement will

a) put limits on access in option Al: the cagpacity available to carriers based in one of the end
points of aroute is often restricted.

b) put limits on access in option A2: only those carriers dlocated rights under the bilatera are
alowed to pick up passengers on a route and rights of access to third parties are usudly
tightly congrained.

¢) ban options B and C (option C might be sought by a carrier based in a high cost economy
which seeks to maintain its competitiveness)

d) not permit foreign carriers access to domestic routes (not illustrated in the table as an option)

€) note the posshility that a sgnatory will want to nominate more than one domestic operator
for mode D

In terms of WTO principles, MFN is not satisfied since there is discrimination between foreign
suppliers. Nor is nationd treatment satisfied since foreigners operate on different terms than

2 A recent description of the system is provided by the Australian Productivity Commisioninits

report on international air transport (see Productivity Commission, International Air Services, Inquiry
Report, 11 September 1998, Melbourne).




domestic carriers, for example, in terms of access to domestic markets. Clearly, market access
is regtricted.

Trade liberdisation refers only to option A1 and A2: this scope is appropriate for goods where
it is generdly assumed that there is free entry in the domestic market. In that case, the main
issue is related to the terms of access of goods coming over the border from whatever source
(including those produced by capacity owned offshore by locd firms). Investment liberdisation
covers B and C. Neither trade nor investment liberaisation covers conditions of entry for
domestic firms (D).

Of the modes of supply as they are described in the GATS, namely,

1) cross border supply

2) consumption abroad

3) commercia presence

4) presence of natura persons

the firgt three are noted in the table. Mode 4 is dso important, eg for the movement of arline
gaff and those who work in suppliers of complementary services, and of interest to countries at
number of stages of development.

In the following section, we discuss ways in which this sysem might be reformed to shift it
closer to meeting the principles of the world trading system.

Routes to reform

Bilateral "Open Skies" agreements

One route to reform is from within the bilateral system. It is estimated there about 50 or more
bilateral agreements which have removed restrictions on access between and beyond the
negotiating countries for their arlines. A lot of the North Atlantic is now covered by such
agreements. It isaso estimated that nearly 70% of the 400 agreements that have been initiated
or amended since the GATS came into effect are either open skies agreements or contain one
or more liberalising messures®

United States model

The United States was an initiator of this trend. Its ‘Open Skies Agreements retain the key
feature of the bilaterd system, which is discrimination againgt third parties. Countries that do not
enter into such agreements with the United States risk a loss of traffic because of the diverson
of travellers to routes which are more compstitive, where frequencies are higher and where
sarvice is better.  The process of reforming internationa air trangport by this bilatera route

8 These data are reported John Gunther, “ The review of the GATS air transport annex - an ICAO

perspective’, paper presented to the UNCTAD expert meeting on air transport services, Geneva, June 21-23,
1999.



therefore creates some red advantages for those who move firs or furthest in reation to
neighbours, and in particular for the United States carriers.  In this way, the development of
Open Skies agreements is expected to bring pressure on those who have not signed to join up.

The problem is that this Strategy is a ‘hub and spokes approach to reform. It does not
necessarily achieve an adequate standard of openness. For example, Open Skies agreements
do not cover domestic routes. Therefore the United States carriers have the advantage of being
able to draw on their extensive domestic networks to which Asian carriers, for example, do not
have direct access. Moreover, the United States continues to indst that those on United States
government business use United States arlines (and even where those officids are not moving
through a United States city, ie thisis aredtriction on ‘ consumption abroad’).

At the same time, a sequence of Open Skies agreements, by themsdaves, give United States
carriers much more liberal access to Ada Pecific routes. To see why, suppose the United
States sgns up with both Singgpore and another ASEAN economy. Then the United States
arlines and those of the signatory country have free access - in terms of capacity and aso points
sarved - on dl the routes between the two countries. Even more sgnificant is that these Open
Skies agreements aso generdly provide each party with autometic beyond rights. That is, the
United States arlines have the right to pick up traffic in a Sgnatory country and carry them to
other destinations, subject to the agreement of those degtinations. This means that the United
States carriers will have unrestricted access to routes between Singapore and its ASEAN
partner. However, airlines of the two ASEAN economies only have free access on their direct
routes to the United States, but not necessarily between themselves.

Severd conditions would need to be met for ASEAN carriers, for example, to gain the right to
the same access as United States carriers dready have from the ‘“ hub-and-spokes agreements.
Firgly, the ASEAN governments would need to sgn Open Skies agreements among
themsdlves. Secondly, they would need to ensure that thelr own agreements with the United
States do not contain undue restrictions on their ability to exercise their beyond rights to carry
passengers or cargo to the United States.

On this issue, the ASEAN economies have diverse interests.  Singgpore and Mdaysa have
sggned Open Skies Agreements with the United States, while the Philippines is weighing the
potentia cost and benefit of such an agreement. Thailand is most unlikely to dtrike such an
agreement as Tha Airways route network is very much regiona.  That is, it Sandsto gain little
from unrestricted access to the US market and to other markets that might be associated with
the beyond rights.

Regional agreements

A series of bilaterd, ‘hub-and-spokes Open Skies agreements with the United States (or any
other hub) does not lead smoothly towards a progressively more open, competitive and non-
discriminatory international system for trade in international air trangport. The *spokes need to



co-operate among themsdves in smilar terms as with the hub. In fact, many have aready
begun to do so.

In addition to developments aready discussed, a number of incipient regiond ar trangport
arangements are emerging. Before 1995, the important regional agreements were the EU
arrangement to establish a single market by 1997 and the Andean pact open skies agreemen.
Since then there have been 7 other regiond initiatives, 2 in the Americas, one in Asa (among 4
dates in Indo Chind), four in Africa and and the Middle East. Many of these agreements are
associated with other regiona trade arrangements.

In ASEAN, many countries are still cautious about exposing the domestic carrier to competition
from other foreign airlines. This is despite the contradiction between this postion of protecting
the nationd carrier and the objectives of efficiency improvements and of tourism promotion. It
aso contradicts their vison of making the domestic arport a regiond hub. Consequently, the
idea of establishing a "regiond open-skies policy” within the ASEAN region, as proposed by
Singapore, will require more work and evauation before it will be endorsed.

The proliferation of regiona arrangements raises the question whether these, in turn, are likely to
fragment or integrate the globd ar transport market. The formation of blocs could result in
greater competition within them, but barriers could rise for arlines from outsde the region, in the
absence of WTO-type limits on discrimination.*  For ingtance, in one case, members of a
regiond agreement have declared ther internd routes to be domestic and therefore not
accessible by carriers not based in bloc members. The bloc has therefore restricted access to
non-members. In thisway, protectionist blocs with large internal markets could use their power
to the disadvantage of smdler third parties.

The question is how can the regiona blocs be encouraged to adopt an open approach to
membership a the same time as promoting liberal competition within the group? One option
could bethe GATS itsdlf.

Multilateral

The Generd Agreement on Trade in Services annex on internationd air transport says (in part):

1. This Annex applies to measures affecting trade in air transport services, whether scheduled or
non-scheduled, and ancillary services. It is confirmed that any specific commitment or obligation
assumed under this Agreement shall not reduce or affect a Member's obligations under bilateral or
multilateral agreementsthat are in effect on the date of entry into force of the WTO Agreement.
2. The Agreement, including its dispute settlement procedures, shall not apply to measures affecting:
(a) traffic rights, however granted;
(b) or servicesdirectly related to the exercise of traffic rights,
except as provided in paragraph 3 of this Annex
3. The Agreement shall apply to measures affecting:
(a) aircraft repair and maintenance services;
(b) theselling and marketing of air transport services;

4 Ballantyne, T., 1996. New group on the bloc. Airline Business 12 (9), 100.



(c) computer reservation system (CRS) services.

4. The dispute settlement procedures of the Agreement may be invoked only where obligations or
specific commitments have been assumed by the concerned Members and where dispute settlement
proceduresin bilateral and other multilateral agreements or arrangements have been exhausted.

5. The Council for Trade in Services shall review periodically, and at least every five years,
developmentsin the air transport sector and the operation of this Annex with aview to considering
the possibl e further application of the Agreement in this sector.

The Annex spells out that the GATS shall not gpply to traffic rights and ‘ services directly related
to the exercise of traffic rights. Its coverage is therefore limited to the provison of
complementary services.

In total, 40 countries made commitmentsin at least one of three air trangport services covered in
the Annex (33 in maintenance, 26 in sdles and marketing, and 23 in CRS). Twenty eght
countries took MFN exemptions with respect to at |least one of the three activities.

Thereisanumber of issues related to the Annex, to methods of changing it and to the usefulness
of the GATS as an instrument for monitoring regional arrangements. Before reviewing those
issues we review the commitments made in the GATS by ASEAN members.

Aircraft repair and maintenance services

Repair and maintenance services account for gpproximately 10 percent of an arline's operating
costs. It is estimated that maintenance costs over 15 years represent gpproximately two thirds
of the sde price of the aircraft. Thus, arcraft and maintenance services are of significance to the
aviation indudry.

Maintenance is traditionaly undertaken by companies for their own account, often without the
cregtion of subgdiaries and internd hbilling.  With recent trends toward deregulation, however,
such activities are increasingly being undertaken externdly. Yet, ddivery of such servicesis ill
restricted to the nationa carrier or a government-owned business. Foreign operations are often
not permitted.

To promote effective competition in the repair and maintenance services, 103 GATS members
have complied with the MFN obligations for arcraft repair and maintenance services. (This
figure excludes the EC which has preferentid trestment for members). Among ASEAN
countries, Thalland is the only country that gpplied for an exemption from the obligation,
meaning that preferentia trestment can be given to certain suppliers of repair and maintenance
services outside its territory.

As far as market access is concerned, out of 45 members (counting 12 EU member dates as
one country) who made commitments to liberdise particular modes of supply of this service,

5
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only two are from the ASEAN-5, namdy, Thalland and the Philippines. Table 1 illusirates
ASEAN-5 countries obligations and commitments in repair and maintenance services in GATS.
Note that since cross-border supply for this type of service is likely to be technicaly infeasible,
commitments to mode 1 are not shown in the table.

Table 1: ASEAN-5 obligations and commitments in repair and maintenance servicesin GATS

Country MFN Market Access
obligations
Mode 2 | Mode 3 | Mode 4

Indonesia Yes Did not commit

Mdaysa Yes Did not commit

The Philippines Yes Fll | Patd | Patd
Singapore Yes Did not commit

Thaland No Full Non- Partia

commitments

Source: WTO document, Council for Trade in Services: S/C/W/59, November 1998

As can be seen from the table above, only Thailland and the Philippines made commitments to
alow consumption abroad of repair and maintenance services without any limitations (mode 2),
but only the Philippines made a commitment to dlow foreign providers to establish commercid
presence, with certain limitations.

Selling and marketing of air transport services

Sdling and marketing of transport services is defined in the Annex of Air Transport Services as
"opportunities for the air carrier concerned to sell and market fredly its air transport services
including al aspects of marketing such as market research, advertisng and distribution. These
activities do not include the pricing of air trangport services nor the gpplicable conditions™ This
definition is cearly redricted to sdling and marketing activities undertaken by the arline
company itsdf, and does not cover activities when carried out by CRS and ERSP (Electronic
Reservation Service Providers).

The sdling and marketing of air transport services are important components of an airlings
operaing cos. The size of this market is roughly twice the size of market for maintenance and
ten times the size of the CRS market. It is estimated that ticket sales and promotion account for
between 15.5 and 16.5 percent of operating expenses. This figure may be somewhat over
edimated as it includes commissions paid to travel agents, which are not covered in the GATS
definition of selling and marketing of ar trangport services.

As can be seen from Table 2, Thaland is the only ASEAN-5 country that gpplied for an
exemption from MFN obligations concerning services of selling and marketing of ar transport
sarvices. An exemption is often used to obtain equivaent treetment on the basis of reciprocity
or bilateral agreements that may involve reciproca redtrictions, or preferentid trestment, for



sling and marketing activities.  In case of Thaland, the exemption is required as locd
regulations stipulate that only airlines registered with the Amadeus system can inddl their own
system at any travel agency in Thailand.

Table 2 ASEAN-5 obligations and commitments in sdling and marketing of ar transport
svicesin GATS

Country MFN Market Access
obligations
Mode 1 | Mode 2 | Mode 3 | Mode 4

Indonesia Yes Did not commit

Mdaysa Yes Did not commit

The Philippines Yes Did not commit

Singapore Yes Did not commit

Thaland No Non- Non- Partial Partial

commitments | commitments | commitments | commitments

Source: WTO document, Council for Tradein Services: S/IC/W/59, November 1998

While most ASEAN members comply with the MFN obligations, only Thailand, who is
exempted from the obligation, made commitments to market access. It is committed to dlow
foreign commercia presence in the marketing and sdes service market and to dlow foreign
experts to offer services in the domestic market, abet with some redtrictions on foreign equity
share and movement of natura persons according to horizontal commitments.

Computerised Reservation Services (CRS)

Computerised reservation services are defined in the Annex as "sarvices provided by a
computerised system that contains information about carriers schedule, availability, fares and
fare rules, for which reservations can be made or tickets may beissued”’. The Sze of the market
is esimated roughly at US$4 hillion. The figure includes non-aviation businesses such as train
and hotel reservations. The market is split half and half between the United States and the rest
of the World.

As can be seen in Table 3, Singapore and Thailand are two countries in the ASEAN-5 that
have obtained exemptions for CRS. As mentioned earlier, the locd regulationsin Thailand give
preference to the Amadeus system, in which the nationa carrier holds an equity stake. As for
Singapore, preferences are given to the Abacus, which is based in Singapore.

In terms of market access, no ASEAN-5 members made any commitments. Nevertheless, the
number of vendors in Indonesia, the Philippines and Thailand increased during the period 1995
1998, dgnifying greater competition in the market. The lack of corrdation between
commitments made and the actual development of competition in the CRS market is observed
not only among ASEAN states members, but also other WTO member states.




Table 3: ASEAN-5 obligations and commitmentsin computer reservation servicesin GATS

Country MFN No. of Market Access
obligations | Vendors
9% | 98 | Model | Mode2 | Mode3 | Mode4
Indonesia Yes 2 3 Did not commit
Maaysa Yes 5 3 Did not commit
The Philippines Yes 3 4 Did not commit
Singapore No 5 4 Did not commit
Thailand No 2 4 Did not commit

Source: WTO document, Council for Trade in Services: S/IC/W/59, November

To conclude, ASEAN countries have committed very little in ar trangport in the WTO. The
ASEAN economies experience illustrates the sorts of resstances that exist, there is scope to
extend the number of commitments made.

Reform of the Annex

The Annex is to be reviewed and a number of directions of reform are possble. Itsremovd is
the most radical form of surgery. This would mean al the processes of the GATS would gpply
to ar trangport. The risk is that a host of MFN exemptions would then be sought and few
commitments would be made. It isworth considering some intermediate steps.

Extend paragraph 3

Before reform occurs some further discusson will be required on the coverage of the Annex.
The exiging coverage could be clarified by consdering a more detailed definition of the ar
trangport sector, including the related activities.  Such definitions are in common use in the
industry.  Options for extending the coverage, for example, specifying more sarvices in
paragraph 3, a the same time as reducing the list covered by paragraph 2, could then be
specified. For example, it has been proposed on a number of occasions that ar freight be
included in the GATS coverage. The same proposa has been made for charter services. Many
developing countries are interested in markets for other sorts of air transport services, such as
firefighting or surveying.

Carve out modes of delivery

Another route to reform within the GATS could be to modify the Annex to carve out modes of
delivery. A report UNCTAD Expert Mesting on Air Trangport Services observed that alarge
number of countries might wish to exclude the coverage of Mode 1. Mode 3 (commercid
presence), however, isincreasingly common, even within the bilateral sysem. If this mode were
covered then the benefits of the GATS in terms of MFN, market access and nationd treatment
would gpply to foreign investors in this sector.  Commitments under modes 2 and 4 are aso
relevant. |If there was a consensus on this gpproach of carving out mode 1, then paragraph 2
could be amended to specify that the exemption gpplies only to that mode.
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Regional extensions of the GATS

ASEAN nations have established a framework for negotiations in trade in services known as
AFAS or ASEAN Framework Agreement on Services. The basis for negotiation is based on
commitments member made in the GATS. That is each member is to "offer” additiond
commitments to liberdise rdlevant service markets beyond what has dready been committed in
the GATS, known as the "GATS plus' offers. At the same time, members aso submitted
specific "requests’ for other membersto liberalise. For example, Singapore submitted a request
for Thailand to abolish regulations that require transmission of data via public networks only.

The scope of the negotiations under AFAS has been focused on seven so caled "priority
sectors', induding ar transport. A review of the outcome of these negotiations shows that
minima additional commitment have been made a the regiond leve, which reflects members
unwillingness to open up their aviation industry even among neighbours (see
Nikomborirak (1999).

Multilateral disciplines on regional blocs

Some of the concerns about following the regiond route to reform were noted above. The
GATS has provisgonsin Article V which apply to regiona arrangements. However these do not
currently gpply to ar trangport because of the exemption under the Annex. Even if the GATS
did apply, then the regiona gpproach to air trangport reform as currently practised would not be
sanctioned by the GATS which requires “subgtantia coverage’. The GATS may gpply to ar
transport when the regiona arrangements developed are part of a larger set of regiond trade
arangements. There is some flexibility in Article V for developing countries but that flexibility
may not be sufficient to support arrangements which gpply to just one sector.

In the absence of a multilateral discipline are there dternatives? How can the regiond blocs be
encouraged to adopt an open gpproach to membership a the same time as promoting libera
competition within the group? One s&t of principles designed with the aim of achieving this god
are those of the so-called Open Club.® Appendix 1 spells out the Open Club principles as they
might apply to ar transport. Reform of the air trangport system requires the remova of
restrictions on capacity on sets of routes between economies. The rules of the club explain to
whom this unredtricted access is available and to whom it is not available. Club members would

6 The specification of the Open Club model istaken from A. Elek, C. Findlay, P. Hooper and T.
Warren, “Open skies or Open Clubs: new issues for Asia Pacific economic cooperation”, Journal Air
Transport Management, 5 (1999), 143-151. As Snape (1996) points out, thereis aprecedent in the GATS for
aclub approach to liberalisation. This precedent appliesto professional services. Article VII of the GATS
provides that members can recognise the qualifications of suppliers from other countries and that this might
be the result of negotiation or of autonomous action. But once recognised in thisway, members are obliged
to provide opportunity for other interested members to negotiate accession or to demonstrate that they meet
the criteria. Members are also to report their negotiations or decision to the WTO Council for Tradein
Services. Members are urged to use already agreed international standards or to work towards such
standards. A set of generally applicable criteriafor Open Clubs to facilitate trade or investment among
groups of economies was first proposed by Drysdale, Elek and Soesastro (1997).
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exchange unrestricted market access rights with each other.  As a consequence, members and
non-members would be trested differently: the rules of the club would divert activity awvay
from, deny opportunities to and therefore discriminate againg outsders. The only way for
outsiders to prevent this consequence is to join arrangements pioneered by others. A key
feature of an Open Club regimeis that its rules should aso specify how new members can join.

These principles could be established and then monitored by another regiond trading
arrangements to which some or al the participants belong. In East Asa, the obvious place to
document these commitments and monitor their implementation is within the APEC process,

It should aso be noted that even if the Open Club gpproach is adopted, there are ill other
competition policy issues to be tackled. These are discussed in more detail below.

GATS and developing countries

A number of suggestions have been made by ICAO, IATA, and specidised regiond
organisations to increase the participation of developing economies in these markets. GATS
has an aticle on this issue (IV). This aticle avoids a specid and differential gpproach to
developing country participation and stresses the capacity to compete in internationa markets.

The Secretariat of IACO has dso made some suggestions relating to greater degrees of
flexibility for developing countriesin bilaterd agreements’

Developing countries stand to gain from wider coverage of ar transport in a number of ways,
including the scope to use in this sector as part of the bargaining processes in the WTO. In
addition, they gain from the coverage of the terms of access to markets® Data reported in the
next section suggests many are likely to be highly competitive in those markets. These sorts of
gans hdp reduce the redgtances dready evident, in the ASEAN experience, to liging
commitments in the air trangport sector.

! For more information, see recommendations of ICAQO’s Air Transport Regulation Panel and

adopted by the ICAO Council on 27 June 1997. Details are available from the ICAO web site at
WWW.icao.org.

8 Our commentator, Thomas Chan, made the following points about the relevance of alliances for
newcomer suppliers. “For the smaller airlines of latecomers/small nationsto survive, the strategic alliances
now they are taking part in might be the best organizational means for them to escape the brutal fate of
market failure or elimination. As members of the alliances, when the competition pressure has made it
necessary for the alliances to evolve from loose strategic cooperation to tighter forms of cooperation,
including equity exchange and eventual merger, they would be in agood position to be incorporated
through fairer negotiations and with better, more equal treatment. Eventually, they might not survive as
independent national airlines. But through incorporation into the global airlines, they would maintain their
share and say in theinternational and domestic air transport markets. This should be the best fate or
outcomein the increasing unequal competition of globalization for these smaller airlines and for the
latecomers/small nations.”
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Impacts of reform

Developing country competitiveness

The regulatory systlem has the effect of denying some of the gains from trade in this service.
One indicator of the extent of those gains is the variation in cogs between airlines based in
different countries. The evidence is that there is substantid variation in carrier costs depending
on their home base.

Figure 1 reports the result of the analysis by Oum and Yu of differencesin carriers unit costs®
These differences include the variation due to differences in output characterigtics but include
those due to differences in input prices and to “efficiency”. The latter includes the sources of
vaiation in cost differences which cannot be attributed to input prices or operdating
characterigtics (such as stage length or frequency): it is a measure of the extent to which some
arlines fal to reach the frontier given their output mix and input prices. This measure could
therefore be interpreted as a summary of the variables which affect performance but which are
not able to be included in the andyss: these variables might include

- the extent of competition in markets in which the firm operates,

- characteridtics of the overdl management and control of the firm, including the impact of
government ownership and the extent of monitoring and control by a commercialy oriented
board of directors,

= access to modern processes of arline management, including IT systems, aircraft utilisation
planning, etc,

> levels of ill in the airline workforce,

The differences among airlines in the Oum and Yu sample (at 1993) are reported in the figure
relative to American Airlines (a positive number means the particular effect contributes to a
higher cost compared to American). The firs column shows the difference between that
carier's costs and those of American due to variation in labour cost. The second shows the
difference due to efficiency effects. The third (‘cost competitiveness) is the sum of the
differences in costs due to input prices (labour costs plus other inputs, where the latter is not
shown) and that due to efficiency.

Airlines in the figure are ranked in terms of diminishing competitiveness compared to American.
The data illugrate the possihility for developing economies to host internationaly competitive
cariers. Thisisreflected in the fact that the right hand side of the figure is dominated by arlines
based in developed economies. Those devel oping economy airlines in the sample are located a
the left hand Sde.

o Tae Hoon Oum and Chunyan Y u, Winning Airlines: Productivity and Cost Competitiveness of the

World’'s Major Airlines, Kluwer Academic Publishers, Boston, 1998.
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Tha Internationd is an outlier in the sample. Its advantages due to lower input prices are offset
by low levels of efficency,™

Oum and Y u observe that input prices have traditionaly been the more important determinant of
competitiveness.  Thear view is tha as the importance of globa sourcing increases, the
importance of input pricesis likely to diminish. Efficiency they say will become more important
as a determinant of competitiveness. The dress on efficiency will dso increase in those
economies where as a consequence of development input prices rise rapidly.

The ligt of variables that was suggested as sources of measured “inefficiency” dso indicates that
reform policies can lead to improvements in competitiveness. Openness to foreign investment
can lead to tighter commercia control and the transfer of technologies. Liberdisation will lead
to more competitive markets. The experience of Tha suggests that airlines based in developing
economies have much to gain from policy changes of thistype.

Figure 1. Cost competitiveness of internationa airlines, 1993
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Oum and Yu dso sress that the cost Sdeisonly part of the profitability equation. They point to
examples of carriers who have low costs compared to competitors but who dso fail to make
profits.  This is a result of the failure to use “clever pricing and yidd managment” (p. 204).

10 For details of some of the issues related to Thai airlines, see the companion paper by Nikomborirak.
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Again, management capacity for these purposes might be delivered through cooperation with
other airlines.

Modelling results

The Productivity Commission in Audtraia has undertaken work to modd the effects of reform
by various methods. Commisson saff developed a spatia equilibrium modd in which arlines
can choose route structures to meet demand in an environment of imperfect competition.** The
model was used to examine two policy changes, one the desgnation of mutliple domedtic
carriers, and the other the introduction of an Open Club mode.

The modd aso concentrates on passenger travel so the spillovers to the freight markets are not
incorporated. It is dso a partia equilibrium gpproach, so the results do not capture the effects
on the rest of the economy. The Commission pointed to a couple of ways in which the inter-
sectord effects would be important.  Increased air travel will lead to grester demand for
sarvices like those listed in paragraph 3 of the Annex. Second, there will aso be an effect on
the tourism sector.  The Commission suggested that examining the changes in net passenger
movements would provide some information on the likely impact of reform on the locd tourism
indudtry.

The Commisson examined the effects of entry of another carrier into routes to and from
Audrdia The estimated impact on prices ranged from fals of 2.4% to 7.7%. Both Audrdian
and foreign wefare increased.  Airline profits fel and consumer surplus increased and the net
gain was about $A30m. Totd net passenger movements increased by nearly 4% (in the second
of the 2 yearsin which the smulation was run, and by 2% in the firs year).

The Commission dso examined the effects of the introduction of an Open Club approach to
reform. In their example, the club included Austrdia, China, Hong Kong and Jgpan. The totd
benefits of openness within the group to members was $A253m (in 1997). Consumer surplus
increased and profits decreased. There was dso an effect on non-members whose welfare
decreased as a consequence of a fdl in profits that was higher than an increase in consumer
welfarein their economies.

These results are the consequence of a number of effects induding

competition effects

n Theresults are summarised in Append F of Productivity Commission, International Air Services,

Inquiry Report, 11 September 1998 and presented in more in atechnical paper available form the Commission
web site at http://www.pc.gov.au/inquiry/airserv/finalrep/index.html.

12 This discussion of effects of the introduction of an Open Club model istaken from Andrew Elek,
Christopher Findlay, Paul Hooper and Tony Warren, “’ Open skies' or open clubs? New issuesfor Asia
Pacific Economic Cooperation”, Journal of Air Transport Management, 5 (1999), 143-151.
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cost reducing effects
cost difference effects

The competition effects refer to the reduction in market power that occurs because of the
remova to barriers to entry and the increase in the number of suppliers. Mark-ups over costs
would be expected to be reduced because of this effect.

The cogt reducing effects come from two sources. Fird, the greater intensity of competition in
the markets affected leads suppliers to operate closer to their frontier levels of cogs. In the
absence of that competition, they may have been operating a higher costs than the minima
atainable given ther input prices. The extent of the efficiency gains possble was illustrated in
Figure 1.

Second, the relaxation of condraints otherwise imposed by the bilaterd system facilitates
creation of networks, including new hubs. With greater freedom than previoudy, and therefore
more choice, airlines could be expected to achieve further cost reductions. This second set of
effects therefore involves arlines moving closer to the minimum aitaingble levels of cods, given
the input prices they pay.

The third set of of effects arises because there will be differences in input prices faced by arlines
based in different locations.  Airlines from different economies can ddiver sarvices to a
particular market at varying codts, asillustrated in Figure 1. Some economies are likdly, in other
words, to have a comparative advantage in the provison of these services. The easing of
restrictions on entry will promote their market shares within the club.

Airlines and consumers will be affected by these developments. Consumers gain from dl three
sorts of effects.  Airline profits are reduced by the competition effects, but the degree of
reduction is offset by the cost reductions they aso receive. The beneficiaries are likdly to include
those with comparative advantage in the provision of the service. In the context of a market in
which airlines provide differentiated services, even airlines that are rdatively high cost suppliers
may see substantid gains from the scope to redesign their networks.

Nationd interests can be thought of as a sum of consumer and producer interests. The
incentives for a particular economy to consder joining the club depends upon the reative sze of
the effects on the two groups and the weights they place on the interests of the two groups.

The reaults illustrate some points about the relevance of the Open Club approach to reform.
Once the club is established, are there incentives for membership to grow? One issue is that
new members may be seen as a threat by arlines of economies dready in the club if the new
members are lower cost suppliers. For this reason, the club is formed in the firgt place usng the
rule of open membership. On the other hand, new members offer new markets and new
networking possibilities for existing members, and exising members will dready have gained
some advantages from their membership (eg the cost reduction effects noted above). New
members aso have an incentive to join since they are now competing with club members, who
have gained from the cost reductions associated with club membership, in their home markets.
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The longer they stay out, and the larger the club becomes, the more powerful the compstitive
spillovers from the club in their own markets.

Competition policy issues

One interpretation of the current regulatory structure gpplied to internationd aviation isthat it is
an early but crude example of competition policy. Countries were concerned about the exercise
by others of control over landing rights. They were concerned in the mid 1940s when the issue
arose, about being denied access to argpace. In other words, they feared being subject to
unilatera application of monopoly power by a trading partner. One option was to agree
multilateraly not to exercise that power. Despite an effort to do o, this gpproach failed. They
then agreed to exchange access rights bilateraly.

The bilateral agreements were an interesting solution to a competition policy issue. But they had
some codts.  The consegquence was a denid of the gains from trade in this service. They acted
as a system which protected incumbents and they made it more difficult for newcomer suppliers
to get access, especidly to routes between other economies. The response therefore created
another st of competition policy problems since the rules they designed had the effect of
inhibiting entry by those newcomer suppliers.

For reasons discussed above these regulatory arrangements are now under pressure for reform.
There is a possihility that a multilateral exchange of rights will be possible, at least in a series of
regiona exchanges. Even if tha particular concern is resolved, there may 4ill be other
competition policy issues which demand attention.

Airport access

Dominance of airport services by the main carrier a each airport is one such competition policy
issue.

Airline Business (in its June 1999 issue) reviewed airport performance worldwide. It reported
that over the top 100 airports (in terms of passenger movements) world wide in 1998, the main
carrier had on average 48% of the daily frequencies. There was however substantid variation in
this average between regions. In North America, at the top ten airports with the highest shares
of the main carrier, the shares of daily frequencies held by that carrier ranged from 73% up to
89%. In Europe the range of shares at the same top ten airports was between 54% and 71%.
In the Ada Pecific region, Mdaysia Airlines had 68% of daily frequencies & Kuaa Lumpur
Internationa Airport. The next highest was Garuda at Soekarno-Hatta airport at Jakarta (52%)
and the bottom end of the range was 36%. The magazine concluded that “the dominant
position of the US carriers at their hubs contrasts sharply with the relatively wesak position of the
Asan carriers’ (p. 60).
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There is both market and regulatory pressure to undermine the power of carriers which
dominate hubs. The market pressure comes from the development of secondary airports.
However Warren, Tamms and Findlay observe that™

The ability of the incumbent to foreclose access to airport services depends crucially on the
inability of a potential entrant to find effective substitutes. Such substitution has proven
particularly difficult in the market for various airport services. To begin with key airports around the
world tend to be subject to significant peak-time congestion in terms of available landing slots,
ground-handling facilities and terminal gates. Consequently, there is limited scope for entrant
airlinesto access priority slots and gates.

Second, most destinations do not have alternative airports at which potential airline entrants can
circumvent the long-term contracts between airport and incumbent airline. In part, this is because
an airport tends to be a natural monopoly in all but the largest of markets. Even where a second
airport exists, passengers display a distinct preference for the most advantageously positioned
airport or, particularly in the case of business passengers, the airport which has better connections
to other flights, which isusually the airport where the incumbent is ensconced.

On theregulatory sde, Airline Business reports that the legidation in the US may require mgor
hubs to explain how they propose to open to greaster competition if they wish to receive
additional funding for upgrades (June 1999, p. 58). In regimes where arports were privately
owned, the focus will aso be on the design of access regimes.

Airline marketing

Warren, Tanms and Findlay note that potentid entrants are likely to encounter sgnificant
barriers in attracting sufficient customers as a consequence of the widespread use of frequent
flyer programs by incumbent airlines. They observe that there is some evidence to suggest that
frequent flyer programs are devices for retaining customers that favour large incumbent carriers
to the detriment of potentia entrants®* They quote one study of US domestic markets. It
found an average willingness to pay an additiond US$32 per round trip to accumulate frequent
flier points®™® The OECD aso reported a United States General Accounting Office (GAO)
study that reveded that 81 per cent of business travellers, more than haf the time, choose flights
to build up their frequent flyer mileage™® The OECD concluded the available evidence
“provides aprima facie case for considering [frequent flyer programs| as a potentia barrier to
market entry”. '’

B Thisand all subsequent referencesto Warren, Tamms and Findlay refer to the paper by those

authors, “Beyond the Bilateral System: Competition Policy and Trade in International Aviation Services”,
paper presented at the American Economic Association Annual Meeting and meeting of the Transportation
and Public Utilities Group, 3 January 1999, New York, NY, USA and |ater at the PECC Trade Policy Forum,
Auckland, June 3-4, 1999. The original of thistext contains detailed footnotes not included here.

" OECD, 1997, The Future of International Air Transport Policy: Responding to Global Change,
OECD, Paris, 154 pages, at p.62-64.

r S. Morrison and C. Winston, 1989, ‘ Enhancing the Performance of the Deregulated Air
Transportation System’ Brookings Papers on Economic Activity: Microeconomics, pp. 61-123 at p. 67.

10 OECD, 1997, loc cit; 63

v OECD, 1997, loc cit.
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Warren, Tamms and Findlay dso find that the importance of other aspects of marketing
arrangements, including long term arrangements with travel agents, that were a barrier to entry
has been subgtantialy lessened over the past few years. They note that improvements in
computer technology have created dternative ways of selling tickets, for instance.

Alliances

Alliance grategy in various forms has dominated the arline landscape. Strategic dliances which
alow capacity sharing can be seen as a subgtitute for multi-nationa consolideation among arlines
when direct merger or takeover is redricted bilatera agreements, which specify that an
internationd arline must be under "subgtantiad ownership and effective control” of its home
country nationds.  Alliances offer the opportunity to expand network and market presence
without having to expand the exigting fleet. Code sharing (a particular form of aliance) dlows an
arline to drcumvent

“the capacity condraints and foreign investment restrictions in the bilaterd agreements and
(indirectly) provide services to new destinations or to cities they currently serve with less
frequency”

“barriersto airport facilities by taking advantage of the partner airlines superior access’
“incumbency advantages the partner arline has in terms of access to travd agents and
corporate sales.” (quotes from Warren, Tamms and Findlay).

The post-bubble era casts a rather grim prospect on the ASEAN 's economic growth in the
next decade. Faced with dower demand growth and tight financia congtraints under heavy
debt burden, ASEAN airlines will now seek aliances harder than ever before. It appearsto be
the only way to retain market presence without having to expand the existing capacity, and to
cut cods. At the moment, only Thai Airways isamember of an dliance. Singgpore Airlines will
be joining Tha Airways in Star Alliance towards the end of 1999. Other ASEAN airlines will
more time.

While drategic dliance dlows smdler arlines to integrate into a larger network, such an
arrangement may unduly restrict competition on certain routes. Warren, Tamms and Findlay
note that these types of arrangements tend to be unstable. Each partner carrier has the incentive
to sl its full compliment of seets and adlow the partner arline to bear the cogts of low load
factors. Consequently, many carriers seek to enter into supplementary agreements where they
jointly determine arfares or revenue-share on flights where they code-share. Thus, through
dliances, member arlines are behaving increasingly asacartd.

Warren, Tamms and Findlay observe that the effects of internationd dliances upon competition

ininternationa aviation markets are far from clear. There are benefits to both carriers (in terms
of economies of traffic dendty and (hence) cost-savings) and passengers (in terms of a more
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“seamless’ sarvice) but the question is whether these outweigh the possible anti-competitive
effects of such dliances™® Alliances are more likdly to increase the market power of incumbent
arlines where two large incumbent carriers providing flights on the same route decide to dly.
The chance of that happening is made grester by

a) the nature of the bilaterd system, which limitsthe pool of potentid entrants, and

b) theinability of potentia entrants to agree terms for essentia inputs.

The government policy towards dliances will have to be weighed in terms of the potentid gains
in producer's and consumer's surpluses.  While drategic dliances are certain to lead to an
increased producer's surplus, we must ensure that the additiona gains are passed on to the
consumers in terms of lower arfare or superior services. Transfer of surpluses from producers
to consumers will only occur in markets where competitive pressure prevails. Thus, where
dliances dominate, the market must be liberdised. This point has implications for the policy
gpproach to dliances. As a consequence we observe that the Fair Trade Commission in the
US has not approved Delta’s proposed aliance with Air France on the grounds that the US-
France bilateral has a 4-5 year trangtion period to an open skies regime.

Policy responses

While a multilateral consensus on approaches to competition policy issues is being estadished,
other options for dealing with competition policy disputes or issues might be consdered.

The GATS (assuming it goplied to traffic rights) has a number of provisons that refer to
competition policy issues. An important advantage of the GATS is that if its coverage were
extended to air transport, then its capacities could be gpplied to ded with many of the important
competition policy issues in the sector. These are aso issues which are of critical concern to
newcomer suppliers, especidly those from developing countries. These articlesinclude

domestic regulation (V1)

monopoly and exclusive service providers (Vi)

business practices (1X)

safeguard measures (X)

subgdies (XV).

There are however some condraints on the use of the GATS for these competition policy
objectives. Its provisons can only be invoked by States and can only be used to ded with
Stuations where States are involved directly or indirectly (dthough that could include the fallure
of a State to invoke its own anti-trust provisions to congtrain behaviour of a nationd arline). A
further condraint on the use of the GATS at this time is that these provisons have not been
tested.

18 See, for example, Australian Competition and Consumer Commission, 1998, Ansett, Air New

Zealand, Singapore Airlines Alliance Agreement: ACCC Final Determination, Canberra, Australia.
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The recent UNCTAD expert meeting on ar transport suggested that the WTO Reference
Paper on Basic Tdecommunications be examined as a mode for how competition policy issues
could be dedt with in a paticular sector. This paper includes reference to competitive
safeguards, rules on infrastructure, trestment of universal service obligations, transparency, rules
on dlocation of scarce resources and vaue of having regulators who are independent of service
providers. Thislist dso provides awide coverage of issues relevant to air transport.

As the applicability of the GATS to the whole of the air trangport sector is being consdered, a
complementary approach, aso noted by the UNCTAD expert meeting on air transport, would
be to follow an ICAO suggestion to establish an industry dispute settlement and conciliation
process that could work at the enterprise level.*® This process could involve the establishment
of panels chaired by people sdected from a pool of experts nominated by ICAO member
dates. Extending the origind ICAO proposd, the panel might also involve representatives of
the competitive policy authorities in each the States involved in the dispute.

Conclusion

There is no escaping intense scrutiny of the regulatory structures in internationd air transport
markets as a consequence of the review of its treetment in the GATS. Indeed, the whole of the
sarvice sector is likely to be in the spotlight in the next round of WTO negotiations. The
pressure to liberdise will become more onerous. It is urgent that governments prepare for these
negotiations.

The pressure for reform from the internationa ingtitutions is just one of the chalenges which
confront the ASEAN economies. The economic criss has had a severe impact on the airline
industry in ASEAN. Many smaller operators have folded. Even nationd carriers such as PAL
of the Philippines and Garuda of Indonesia are going through a rough ride. The government is
under atight fiscd position such thet it can only afford partia bailouts. The airlines attempts to
cut cost may backlash in labour disputes and strikes, as have been the case for Cathay and
PAL. What isthe way out?

The fird gep is to increase the "vaue' of naiond carriers and thus make them more efficient
and dtractive to potentid investors. The governments could

end cross subsdies between international and domestic operations and devise a
clear and transparent subsidy schemes.

make rules and regulations concerning the provison of "socid services' as clear as
possible so as to avoid the abuse of such terms.

9 For more information, see recommendations of ICAQO’s Air Transport Regulation Panel and

adopted by the ICAO Council on 27 June 1997. Details are available from the ICAO web site at
WWW.icao.org.
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edtablish arm's length relationship with the commercid enterprise.

privaize if meaningful reform of the enterprise is found to be difficult under date
ownership.

Governments should devise a specific timeframe to open up markets. The need to introduce
compstition in paticularly urgent where privatization is planned. Experiences from many
countries have shown that in the absence of effective competition, privatization of state-owned
enterprise trandates into privatization of monopoly rents. Some of the key issues that the
government should consder include

easing regulations redtricting entries into the markets, such as route restrictions and
license redtrictions

reviewing laws and regulations that may give preferentid trestment to a particular
operator, presumably the incumbent.

srengthening the implementation of anti-trust law.
The airlines, too, can take measures to increase the value of their businesses. These include:

find a profitable Strategic partner; ASEAN airlines lack capital and management,
while globd airlines desire market access

become part of awell-established dliance in order to increase market presence and
cut cogts.

diversfy beyond the regiond market in order to minimize the impact of regiond
economic downturn.

Commitments in the multilatera trading sysem aso matter. Governments can bind themselves
in that process and at the same time benefit from commitments made by others. In this paper,
we taked about the gains from regulatory reform in the air trangport market and illustrated the
origins of those gains and their orders of magnitude. We dso examined some paths to reformin
the system of regulation. We commented on the process of reform from within bilateralism, and
that which operates at aregiond level. Both of these tracks have severe problems. We talked
about routes to reform within the GATS structure and examined ways in which the air transport
Annex might be anended. We dso noted the rdevance of the GATS for deding with
competition policy issues in this sector and have noted some interim messures that might be
employed.

These issues apply to air trangport. There is another leve at which strategy could be reviewed.
This refers to the negotiating framework in GATS. The gpproach in the previous round was to
pursue sector-specific bargaining.  While this might be argued to encourage participation, the
offsetting disadvantage is that it congtrains the scope for progress in each sector covered.

22



Negotiating services as packages, and also permitting cross negotiations between trade in goods
and sarvices, will facilitate reform.
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APPENDIX 1: OPEN CLUB PRINCIPLES

Non-discrimination between members
Any airline® which
is controlled in an economy which is amember of the dub,** and

operates on any route between any two points within the club®
faces no redtrictions on capacity.

As a consequence, it can be sad that there is no discrimination in the trestment of airlines
controlled in a club member. 2

There is a risk, however, that new forms of discrimination might be introduced in order to
reingtate the previous outcome of the bilateral agreements. For trade in goods and services, the
WTO has adopted the combination of ‘standtill’ and ‘roll-back’ to promote a gradud trend
towards non-discriminatory free trade. Condggtent with this agpproach, the expectation is,
therefore, that club members will not create new instruments of discrimination.

Accession

Co-operative arangements to facilitate trade or investment will tend to divert economic
activities to the economies involved. Moreover, those who benefit from the diverson of trade
or investment, intended or unintended, will tend to resst accession by additiona economies.
Therefore, if co-operdative arrangements are to be genuinely open to accession, their design will
need to anticipate and minimise such resstance.

? Thisrulealso meansthat members expect that there will be no discrimination between domestic
incumbents and potential domestic entrantsin each member economy.

2 We suggest focussing this rule on control rather than location of operations, to avoid the issue of
treatment of airlines of club members which have operations based both inside and outside the economies
of the club. The expectation would also be that the definition of control would not be set so tight asto
become a new source of discrimination.

Z Thiswording also refersto “any two points” which includes domestic routes. We expect that aclub
which applied only to international routes would also generate substantial gains for member economies,
especially where members recognised that the removal of barriersto entry within the club reduced concerns
about the anti-competitive effects of airline alliances (which could lead to code-sharing on domestic routes).
See also below on rights of establishment.

% We noted above the application of the rulesto cabotage. There are other issues of national treatment,
for example, whether restrictions on rights of establishment by foreign controlled airlines are also removed in
each club member economy. Unrestricted exchange of market access within the club removestherationale
for each economy to limit establishment rights to domestically controlled carriers. A rule on establishment
rights could therefore be added to the rules of the club. But if the application of such arule became a source
of dispute and therefore inhibited agreement on market access by other modes of delivery, then, rather than
hold up the gains associated with liberalisation of trade in this service, establishment issues might be dealt
within other ways. One way isto use other agreements on rules on foreign investment which apply in all
sectors. Another approach is akin to mutual recognition, that is, leave rules on foreign establishment to
individual club members and recognise all airlines (subject to the control rule) operating from each economy.
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To alarge extent, that can be achieved if the arrangements are highly transparent and do not
creste new discrimination among suppliers. In addition, the arrangements should specify, a the
outset, that the only condition for accession by additionad economies will be their demonstrated
ability to follow policies congstent with the arrangements. These rules digtinguish the Open Club
model from other gatic arrangements which remain discriminatory.

A further condition which facilitates accesson to the club is that existing members are willing to
transfer their experience of, and lessons from, their own reforms in this sector to the new
members.

Transparency

Perfect trangparency may be an ided, but it is possible to agree on criteria which co-operative
arrangements should meet. For example, guiding principles for trangparency could require that
the policies and procedures adopted for these arrangements be set out explicitly, typicaly in
their legidation or regulations. These should be fredy accessble to al governments and
producers who wish to do so.

A second important aspect of transparency is prior notice of new arrangements (or Sgnificant
amendments to existing arrangements). That can enhance the prospects for more economies to
join these new arrangements at the outset. Prior notice can aso dlow governments of other
economies to comment on the terms of the proposed arrangements.

Review

It is not easy to ensure that co-operative arrangements among some economies are genuinely
Open Clubs. While they may be designed, in good faith, to meet the guiding principles, ther
implementation could cause unexpected problems for other economies. Therefore, those
involved in these arrangements should be willing to respond to condructive suggestions from
other economies on how to improve the consstency of these co-operative arrangements with
agreed guiding principles. A process of review is therefore an important ement in the
congtruction of an Open Club.

Based on these consderations, the principles proposed are summarised in Box 1. Co-
operative arrangements which meet these criteria could be conveniently, and deservedly,
described as Open Clubs. The gpplication of these principles for the desgn of Open Clubsin
the congruction of regiona arrangements can avoid the proliferation of arrangements which
fragment, rather than integrate, regiond markets.

Box 1: Open club principlesfor air transport

Non-discrimination: The arrangements should not contain any provisons, nor should any new
or additiond arrangements be established, which result in discrimination between airlines
contralled in aclub member economy.
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Accession:

(i) Any economy whose government accepts the responsibilities as well as the benefits of
following policies competible with any existing or proposed co-operative arrangements should
be able to, and encouraged to, become parties to these arrangements.

(i) Exiding parties to these co-operative arrangements should be willing to share the
information, experience, expertise and technology needed to enable others to adopt the relevant
policies.

Transparency:

(i) The policies adopted to implement these arrangements should be documented explicitly
(typicaly expressed in legidation or regulations of those economies) and be fredy available and
accessble, through convenient channels of communication.

(i) Members should provide reasonable prior notice of the nature and objectives of proposed
co-operative arrangements as well as the policies by which these are to be implemented.

Review: Members should endeavour to respond positively to constructive suggestions from
other economies for improving the consistency of existing or proposed co-operative
arrangements with the guiding principles.
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