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I am happy to be here today, and to address the subject of “Open Skies and International Alliances:  What the Future Holds in Store.” 

The subject, of course, brings to mind Yogi Berra’s admonition -- “It’s tough to make predictions, especially about the future.”  And difficult as it is to make reliable predictions about the future in baseball, I would venture to say it’s even more challenging to make predictions about the future of international aviation.  Nonetheless, I’m willing to give it my best shot -- comforted a bit by the knowledge that it’ll be a while (hopefully until after I’ve left the stage) until I’m proven definitively wrong.

Although commonly paired together and certainly related, the two topics – “Open Skies” (or, more broadly, international air services agreements), on the one hand, and “International Alliances,” on the other – are distinct topics with each posing different issues and challenges for the Department.  Let me address each in turn.

Open Skies.

First, on the subject of Open Skies, let me start by placing the issue of U.S. international aviation policy in the broader context of the Administration’s international trade policy.  Having spent time working both on international aviation policy (in private practice and now at DOT) and various aspects of the U.S. Government’s broader international trade policy (working for Secretary Evans at the Commerce Department for the past two years), I’m often surprised both by how strong the parallels between the two are and by how infrequently those parallels are drawn.  Under the current Administration in particular, I believe the two bear quite a few similarities.

First, both our aviation policy and trade policy are strongly internationalist.  As you can see in the active trade agenda set forth by President Bush and Ambassador Zoellick, the United States is strongly committed to international engagement in trade fora.  Similarly, Secretary Mineta has made clear his desire that the U.S. actively engage in international transportation fora and push forward actively with a program of aviation market liberalization – which we, in the Office of Aviation and International Affairs – are working hard to do.

Second, both our aviation and broader trade policies are underlain by fundamental commitments to free trade.  This Administration believes fully in the importance of free trade both as an engine of economic growth and as a tool for promoting freedom and liberty.  This bedrock commitment informs our policies with respect to the trade in air services, much as it informs our broader trade policies.

Finally, in both aviation as in our broader trade negotiations, we approach trade liberalization flexibly and through multiple avenues.  Specifically, in international aviation, as in our broader trade negotiations, we seek liberalization bilaterally, regionally, and multilaterally.

Let me address for a moment, what it is we’re doing in each of those spheres.

Bilateral Initiatives.  While there is a relatively new, renewed emphasis on bilateral initiatives in the broader trade realm, bilateral negotiations have long been the principal focus of international aviation relations. Within the bilateral aviation realm, the Administration remains firmly committed to the Open Skies template.  That template has been resoundingly successful.  Study after study has shown that Open Skies agreements help to expand the overall market for aviation and produce enormous benefits for millions of passengers in the form of better quality, lower-priced, and more competitive services.  Just picking out one statistic from one of our own studies of the transatlantic passenger market a few years back, the average fare between 1996 and 1999 decreased twice as much in Open Skies transatlantic markets (20%) as it did in non-OS transatlantic markets (10%).  During this brief period, overall traffic growth in the US-Europe market increased nearly 30%.  And, on a topic I’ll discuss in more depth shortly, those OS partners whose airlines entered into alliances with U.S. carriers also secured a role for their economies as major trans-Atlantic aviation hubs.
We continue to have an active bilateral trade liberalizing agenda.  We have recently concluded bilateral agreements liberalizing our air services markets with Hong Kong, Thailand, and Vietnam.  We have active bilateral discussions ongoing with China and Japan.  And I foresee potential discussions with a number of other significant trading partners in South Asia, East Asia, the Middle East, and Latin America.  In short, I would argue that we have one of the most active bilateral international aviation agendas that we’ve had in many years.

Regional Initiatives.  While we continue to negotiate bilaterally, we are also pushing forward with a number of regional initiatives.  There are, I believe, very exciting possibilities here – as there are, I would note, in the broader trade arena.  Regional fora permit the multiplication of free trade benefits, and also often are more conducive fora for addressing issues that go beyond traditional exchanges of air service rights – to include such matters such as competition policy, security, investment, and a broad array of doing business practices.

I would note several ongoing or upcoming regional initiatives.  First, the Department of Transportation is playing an active role in APEC, with the U.S. serving as lead for APEC’s transportation working group, leading up to transportation ministerial to be held in Bali, Indonesia in late July.  Second, we are seeking to work with a number of Middle Eastern countries in promoting regional aviation development and liberalization.  To that end I have traveled twice to the region in the past several months, including – most recently – accompanying Secretary Mineta last week on a trip to Iraq, Afghanistan, Kuwait and Jordan to conduct bilateral meetings on transportation issues with the leaders of all four countries.  There was a strong appetite for greater regional cooperation to address aviation challenges, and I believe that it is critically important for the United States to play an integral role in facilitating and being part of that cooperation.  Third, as many of you are well aware, we have ongoing negotiations with the European Union – negotiations that I would classify as “regional” in nature.

Let me pause for a moment to discuss our negotiations with Europe -- As those of you who have been following these negotiations know, the United States has presented the European Commission with a proposal for an initial agreement.  It is, I believe, a very good proposal.  It would create a new template for liberalized aviation markets and for regional air services agreements.  It would facilitate the creation of “European air carriers”, facilitating new entry in the transatlantic market and helping to address the European legal issues raised by the decision of the European Court of Justice.  Perhaps most importantly, the proposal would – by securing open skies with all 25 member states – help rectify what is undoubtedly the biggest obstacle to meaningful liberalization of the transatlantic aviation market:  the restrictive nature of the bilateral air services agreements between the United States and the 10 EU non-Open Skies countries, including the market between the United States and the United Kingdom.  As our delegations reconvene next week in Brussels, it is important that we do not allow disputes over issues (or, perhaps more accurately, non-issues) such as cabotage to obscure the real opportunity sitting before us, namely, the creation of an open transatlantic market for passenger and cargo service – a true common market comprised of over 600 million people and many of the world’s busiest and most important hubs.  Schuman and Monnet, the fathers of free trade in Europe, surely would be proud of this achievement.

Multilateral Initiatives.  Finally, let me just note that the Department also remains committed to multilateral initiatives – in particular, the multilateralization of open skies through the MALIAT (the Multilateral Agreement on the Liberalization of International Air Transportation).  This agreement – which currently includes the U.S. and partners from South America, Asia, and the Pacific Islands – offers the possibility to multiply the benefits of open skies geometrically with the addition of each new member.  We have recently had contacts with a number of countries to urge them to acceding to the MALIAT, and are actively pursuing the expressions of interest that we received.

So – the bottom line on Open Skies is this:  under Secretary Mineta’s leadership, the Department has very active international agenda that is very much in keeping with the overall trade vision and strategies of the Administration.

International Alliances.

What is the purpose of this active international agenda?  Well, among other things, we seek to create the conditions to allow markets to develop.  One of the ways that those markets develop is through development of international alliances.  So let me turn to that subject now, and make a few observations.  

I think it is fair to say that most major U.S. carriers have come to see alliances as essential to their international networks.  That is so for several reasons.

First, alliances have allowed airlines, perhaps the most obviously global of industries, to mitigate arcane aeropolitical and other government regulations and deliver seamless service and harmonized, consistent product to customers around the world.  Indeed, network scope and utility is one of the legacy carriers’ greatest and most sustainable comparative advantages. 

Second, alliances can enable a network airline to manage and mitigate the problem of high fixed costs and acquire and use assets more productively.  I should note that this aspect of immunized alliances – their ability to help carriers achieve efficiencies and the difficulties that carriers have faced in achieving those efficiencies – is an area of interest for me and our Office.

Fulfilling the promise of the alliance model has been more challenging than perhaps any of us expected at the dawn of the alliance age.  The vision of a hybrid interline relationship providing “seamless” service and mutual marketing and loyalty program recognition -- let alone integration in such costly and sensitive areas as IT integration -- has proven more difficult to realize than first thought for many reasons.  

One issue that arises is whether there is necessarily a tradeoff between broadening and deepening within alliances.  It would appear that while some alliance partners have focused on deepening their alliances through substantial integration of core airline functions such as schedule and capacity planning, revenue management, pricing, and sales and marketing, other alliances have focused on broadening their network scope, and increasing geographic coverage by acquiring more partners.  But the addition of more partners increases, by several orders of magnitude, the complexity of integrating core airline functions, and would appear to make it even more difficult for such broad alliances to fully exploit the authority that antitrust immunity affords.  
Where does that leave us?

With respect to what will happen within alliances, we anticipate that the carriers will continue to seek to both broaden and deepen their global alliance structures to remain competitive in the face of increasing market pressures.  Policymakers will necessarily have to take into consideration not only the effects of these changes on competition between individual carriers, but also on competition between alliances.  The degree to which carriers are able to solve the complexity of alliances and maximize the value of antitrust immunity will determine whether the alliance model remains viable as a substitute for airline mergers and acquisitions.  The actual merger of two or more international carriers and the presence of multiple U.S. carriers in a single international alliance make this challenge even more complex, and to some extent, may complicate policymaking as well.

With respect to what will happen among alliances, the changes may well be even more extensive.  For one thing, as alliances expand their membership and their reach to take advantage of newly-liberalized international markets, they will bump up against each other even more than they do now.  Similarly, existing alliances may seek to join together.  The carriers in these new alliances may exhibit more extensive overlap and less ability to offer new seamless services than the alliances approved to date.  In either event, there will be new competitive landscapes that will be of interest to me and to the Department, and we look forward to working with all of you to help us understand them.  

Let me stop here.  Again, I appreciate the opportunity to speak to you all today, and look forward to interacting with you more in the days and weeks to come.
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