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Good moniing Mr. Chairman arid Members of the Contmittee. I appreciate this opportunity t0 · . . · , 
. . ','' '• '·'' _; ' . .· '' . .: .... ' ' ' '. ·. ' 

discuss one of the most imi)ortant "transportation and economic. issues for the United S~tes . -- . ' . · · 

international commercial aviation·-- and reccnt.developme1'ts with respect to our efforts toward 

·'·"·"--""'"'~··: .... ., .. 'exp8ndhig and liberalizing our aviation ~ment with the U.K .. · ..... . 
~;J(ii:E:i?g;;:•R'!''.'.~.:.)':;~~·~: ' ~'.·~.:··_:·. " I,. \ •· ,- ',. ·• .,I. ' .. f ·- .... ·,: .- { ., • ~ .. , .. ~ 
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I welcome this opportunity because it ·enables us to examine where we have been,- where we 

are tod~y~ and~ most critically; where we are going with respect to.international aviation .. It is 

important that the discussion of any particular aspect of our policies or any· individual 

negotiation be considered in the brOadet context of our overall goals and . strategy for 

expanding services for the . traveling public, for increasing opportunities for our aviation 

industry and the cities they serve, and f~r creating the· most efficient and dyn3:mic aviation 

system possible . 

. ' ti~!t( . . . . 
When I bdne'. secretary of Transportation, the situation confronting us in. international 

.. · .. 
I • 

· aviation was daunting. Major problems existed between foreign aviation partners and the 

United States, and the situation was getting worse.· The French had renounced our bilateral 

aviation agreement, With the possibility that they coul~ reduce 'service~ between our two 

I .. . I : 
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. .,) '2. ·~·· 

count,ries at any time. Th~ .. Germans had become exceedingly unhappy with our relationship . 

. · ~d were threatening renunciation. Japan .was indicating that it might take Steps io limit our··. 
' I ' I ' • 

carriers· from exercising their rights ~d to limit future growth in service. 
. . . , 

No progress had beep made despite countless rouncls of tatks with Canada about liberaliZing air 
. . .• . . . 

. service. in this, ~µr larg~t interna~onal aviation and. trade market: Overall, \<> n~w· ~ig~fican~' 

service opportunities were beconiiilg available to our carriers. Furthermore, the Utlited States 
• . .. f 1. ,·. • • 

. was operating under a 17 year old u1iemational aviation policy. We merely r~cted·to events 
/ j • ' ,· , I , , , " ' • ' ' 

·:\'• 
•. r, • ' :·. ' ., . ; , . ~ ·." \ ~.:. 

··~ . . .. . : . ', ~ 

( .. ,' 

··,.' 

· Coupled with those problemsr our aviation industry was experiencing disastrous financial . 

results, particularly in the international sector. The u.·s·. had just lost two major airlines, 

' ' 

including our dominant international airline -- Pan American. Three more major airlines were · 
. . 

in bankruptcy at the beginning of this administration. In 1992, the U.S. aviation industry 
~ , ....._ . 

recorded its . third straight year of huge losses~ In 19~2; we saw an operating loss ~f $2.4 

billion; The internation·al.sector, which ~~counted for approximately one-fourth ofour airline' 
. . . 

industry's business, was.registering.over half of this loss, $L3 billion. ~ese financial results. · 

were wea.kenijig': our industry and dinrlnishing its com:Petitive advantage in the international 
··.:r~!i~ · · 

marketplace):~:tJ/T: 

' . 
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The8e circumstances 'did not bode· well either in the short term or long term for U.S. · 

. intcrnation~ aviation interes~s .. Something had to be done, and. we immediately set to work on 

the problems. 
. I 

. '·~ 

Right from the beginning, thjs Administration worked to assi~ the· recovery of the U.S . 

. aviation industry. . . With the support of .Congress, we established the Comm.\Jsion to ~sure a 
' : .. 

. Strong arid Competitive Arrline Industry'- almost immediately on taking office ....; and we have ... 
• , • • , I ,' • ' 1 

already acted on more than 80% of its recommendations . 
.. ' '. ·• ~· ~· 

•"' ·:. 

: : ' ..... . ' 

· The ·Administration toOk major steps to address the national deficit probl~m. · 

economic recovery and period of expansio~ have done more than anything else to assist the . 

. economic recovery. of the U.S. airline industry. In turn~ our airline industj's financial 

recovery has strengthened its ability to compete in the international aviation market. •.t 

And we are seeing results: Last year more than 555 million: passengers flew in the United 

States, up 8% froi:n the year before. Revenues, traffic and load factors are all up. ·None of 
. . . . 

our· major airlines is in bankruptcy. Most importantly, in the international sector, 01:1r industry· 
.· '"i·"r~:)-·:~ 

has turned ,;;; ::;'' ... er and· reported an operating profit of $500 million f~r 1994, and the profit 
:.~>t;, . 

••. :,~1{1- · ... :-:·:.t, 

picture is imp~g further. Airline analysts project that 1995 will be a good year. Also, the ' 
. . . . . . . 

. . . 
U.S. share of the growing intcrn~tional market is up to·SJ%: 

·-.: 

·. ·. (. 
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To anticipate the rapidly . changing. enVironment iii. ·aviation, we. cond11cted · the first 
"· . . 

comprehensive' review of our international aviation policy since 1978 .. This culrii.inated in the 

adoption of our International Air Transportation P~licy Statement last November.·. ~· 

developing our policy state~ent, ·we placed considerable emphasis on e~aluating the economic 

·forces in the marketplace, how those forces are shaping the evolution of the .industry, and how .. . . ' . . 

. our. policies should r~late tO those developmen~ to enhance the opp0rtuniti~ and economic · 
. ,J ".: •' .' . '. 

prospe.cts for our industry, communitie$ and. the traveling public.· . 
/. 

• i 

. I 

i-. : ' 

' .. ") . : ! 

. ' ': '._.,/.: ... ' .. ,:, ' : ._·_... ' .. ·. '.. ,' ','. ·.' . .. .. ',;·)-' .· .· ;·.:.:.'. .. ·. ···:: :, " ..... ,. -·~·: . .. .. :~,t'::.: ... ~.,.·' .. · .. :.,_i~~\1f;,~::~~1i;~p;~.:,,:~' .: .. 

·In one area,--. code-sharing - we undertook the. first comprehensive study to tJnderstand the.'.;~;\· · 
' "' I•: '}-. ' ' '_. . ' • • , • • ~ ' ' - '·" ',, ' i >I ·.,:, "''t·: . :, . 'I' ,' :;, I '· /·~-1~~.:'('f;~'.,~~~-:,;"!: :""·;·~ ,,:• • 

effects Of tlus major marketing practi~ and to quantify the impact OD CO~Petition, iJi· the . . , : ~ , 

market. 

In our policy statement, we laid out our broad and fundamental policy goals and objectives. 

'·· ·We announCed initiatives that we would pursue to achieve those goals. And we indiCated how . 

we would respond. to countrie8 with differing levels of interest in liberalization and opening up 

m~ket opportunities~ 

'.: ,courage the expansion of service in light of market demand and the 

,, : . most efficient and competitive. international airline o~tions. Erihanced : . 

competition and greater service 
1

opportunitie,. will lead. to significant benefits 'ro~ traveiers,. 

shippers and communities, greater general economic development, and greater financial 

rewards for carriers and their employees .. 

' 



. I 

' ' 

'''\ 
5 

We outlined more sJ)ecific objectives. designed to meet this "goal and to serve as the·IJasis for 

developing our positions for international. negotiations. They include the following: 

* Increase the variety of price and service options available to consumers; 
' , . . . 

*'Enhance access of U.S. cities to the international air transportation system; . . , I 
I 

. , . 

* Provide carriers with unrestricted opportunitles to d.evelop types. of ~~ice and' · 

.. 
,. ! 

systems b~ OQ their assessment of marketplace demand; . · . · . . ,. : 
•' . " ./ . . .. ;~' ". ''. 

* Ensure that com.Petition is fair and playing field is level by eliminating marketplace 
distortions such as 'state .subsidies; . . . . . . 

... . .... . . - .. . .• . ·.·· . . : ::-· . '· . ' /) ·_ ·~ - . . ': ·~ .~s(,ii~;e~'f;·::.,:";;7} 
* Encourage the development of the. most cost~ffi:cient and productive air.: . ·; .: '5;;1*'f' ''A.".\,'. . 

transportation system that will be best· equipped to compete in the global market at all\ ., 
· levels and with all types ·of service. · · · · ··· . · · · ·· · · '· ··' · ' ·. 

. ' 
·Our stated commitment to these goals and objectives has provided the basis for us to pursue a 

number of initiatives that are already demonstrating the validity of our policy and bringing . . 

enormous benefits to the United States. 

Today, our airlines ar~ doing well in terms of share Qf the international aviation market. 

Regional maps showing our carriers' market share in .the largest country markets demonstrate 

this point. In":~! .. Western Hemisphere, .our carriers have a strong position, particularly in the 
\ : . .-:-,-.~ .... ~· . 

'. ' ... ;,~ ' 

two largest markets - Canada and Mexico -- which· together account for half of the totrJ traffic 

in this region. Our carriers have 67% of the Canadian market and 58% of the Mexican· 

market. To Central and South America, our carriers have 60% of the traffic. In Europe, in 
. . - . . 

the three largest markets_.; the U.K~, Germany and France -- which account for two-thirds of. 
, -

I i 
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all traffic between the United States and Europe,· our carriers have almost 52% of_ the tOta1 

ttun.c, with 45 % of the British market, 58 % of the· ·German market and 64 %- of the F~nch 

market. In Asia and the. South.Pacific, U.S. carriers have 61 % of U.S.-Japan ~c, and this 
, ' . ' , I J, 

single market accounts for over half of the traffic from the ~ar East and South Pacific. · . . , . . ' . '. 

In February, we signed a breakthrough agreeme~t with Canada that is immediately expanding . '. 
. . . ' ·. ; . . . . ' . ' ' . . ... ·.' '. 

service and fare. 0ptions between our cQuntries and witl res~lt in a fully ope1;1 air: 'service 
·'· • .r, 

. '· . f • . 

regime. Scores of new services have already begun. Every one of our major carriers has new 
' I - ' ' 

,: • \ , I ' • i 
• ,, \ • , t , , , I 

. _· -- : ... servi~ be~~~ the two eou~tri~s":· 1.~ short; .. there·~.~. °:1ore_ ~~~, g~ ~~~~i~~.~~~.~~~~~;{i}::I :. 
' • ,' It . I. ' • • • .' ·- -'~· '• •• •• '.·~.'' . ···.,.· ll.'\ .. 1·~,,I 

. and better fares .. Consumers,·cities, airlines and both nations all gain. Estimates of the value· .. ''"'.'.:':I .. 
of this agreement to our economy have been in the,range of $15·billion per year. 

We hav~ also made progress in reaching open-skies agreements with nine European countries 

which will also allow our carriers unlimited access ·to provide ·direct service, either on their 
. . ' 

own or under a commercial arrange_meni with the foreign carrier, or indirect service under a 

ccxle~shanng arrangement with earners of ~d. eountries. 

Th~ steps· bay~ resulted ~ new opportunities for our airline industry. They will bring 
. . A:ft· . . . ' . ' . ' 

greater operil$.lr~:efficiencies for our carrfers. and enable them to maintain their competitive 

edge in the international marketplace. 

; 
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Building .on this progr~s, we have indicated our willingness. and determination to pursue ope.n 
• • j '. ·, ' 

ski.es and liberalization w~th other countries. As part of our 1994 agreement with Germany, 

we are committed to working toward an open skies agreement with that major trading partner. 

We recently held talks· with Poland. While no agreement. was reached, significant progress 
. ' ' , ' I ' ( \ ' 

.·· 
. . ' was made and I remain optimistic about the liberalization of that market in the near future . 

-
'• ' J I, ' • , , • 

And we continue to seek expanded service opportunities· and reliance . on market for~ in· 
. ) . . - . . . 

. developing regimes with the new governmenf:S in eastern Europe. . 

. In Latin A~erica: our p0sitio~ has improved qrarnatically ~that market has grown rapidly and . 
. ·. .. . ':. -: .. · . ::·-:c . ,-, .. : :·/~· .. . . . ». •. · .. ·:· .. ·1.._·,·> :·: ;· './_.'.),;~1.i ><.: . 

· · " our carriers. have strengthened their position.· We haye just concluded an ·agreement· With Peru .... 

.. 

which will allow for a substantial expansion of service between the two countries. 

At the same time, despite enormous efforts, and I might add a great df'.31 of frustration for me, 

some of our attempts to achieve greater. liberalization of our international aviation markets 

have not yet met with any success. At the top of this list is the United Kingdom .. 

. · 
I believe that' it is widely known that' ever since I became Secretary I have not been satisfied 

with the exietiQg air service agreement with the United Kingdom that this administration 
, . ··. ' . . . "~·· . '· · ::;~rt:}· . . . · . . . . ·. 

inherited. I have repeatedly said that it is our most restrictive air service regime, with all of its 

restrictions on service frequencies, airports and carrier designations. 

I. 

,· 

• I ! 
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A brief review of the history of our biiate~ relationship with the U.K~ underscores the 

difficulties with this relationship~ Iii the · mid-1970' s the British· rcnoun~ our avia,tion 

a~ment and the U.S. Govern01ent was confronted with reaching ag~ment O!J a new regime 
. . 

. or.facing reductions_ in service between the two countries. In 1977; the. 0.S. Government 

·reluctaritiy agreed to a. restrictive and structured air service rcgime:known as. 'Bermuda II; . · · 
. . . . . 

which is fundamentally ·the regime that governs air service today. -During the 1980's,_ the U.S. 
. . ' ' . . .·· ~- . . . 1'/ i 

was. able .to secure limited opportunities for new service on' a reciprocal basis, but the stringent 
0, • • ; • • I 

structural constraints of the agreement .. continued to hamper the development of. market-

.· .•.. ori~~ service~ .This is ]mticularly du~ .. t0 _Annex. n, which c~ a m~hanical fonnu~ fot,:}'.::~,~;J. 
. • • • " • ( . . • ' . ·' . • . : ., I . . •• . • . • :· • • 'I . -~ • . . . . ;. ' ' ' -~"'.T'.T/'I ,· 
·setting frequencies that carriers are allowed to operate ·on each route.' Then in, 1991~ the .. d .. :<. i , . ,·,. ' 

United States was confronted with the need to replace our two carriers at Heathrow given the ·. 

precarious ·financial condition of Pan American and TWA and their decision to sell their 

operating. rights to London. The British took this opportunity to require us _to negotiate and 

pay for succession righ,ts, an unprecedented step in. bilateral· history. From these negotiations, 
. . 

the British secured additional operating rights, including their current extensive right to code 

sh~e.· While the U.S. ·was allowed to ~~place our carriers at Heathrow with American and 
. ' ' . . 

United, we did not obtain significant additional opportunities to offset the new rights obtained 

In 1992, USAir and British Airways. proposed a massive $750 million investment· and· 

ownership proposal. When this administration took _offic~, we made it clear that the original, · 

massive investment package would not . be approved because it did not comport wlth. u .s. 
. . . . 

. i 
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·investment law. British Airways and USAir broke the investment into three tranches in order 

to fall within the legal constraints .and we had no choice but to approve it. Obviously, this 
• ' ' I ' 

package played a significant. role in the strengthening of USAir and its.40,000 employees and 

permitted Bri~sh Airways to use code share rights~ When we approved the arrangement, I 
. ' . 

indicated that I wanted to liberalize the bilateral agreement and I went to London to meet with . . . ' . . 

'' 
. · Mr. McGregor.. We .issued a j~int siate~ent committing to achieving I ·liberal aviation. 

agreement within· one year. ·In early· 1994, it became clear the British would not liberalize the 
. . '. . ' . ·. . . 

. . . 
"agreement because their desire to invest in USAir .had waned in light of USAir's financial . ' 

' ' . . . 

· ... condition. At ·that paint, . when it' ~as ::clear they .would. not .. move ,forward, I considered ; 
, I , , ) .; ' ;1' •, ,' ·, - ' I .·, , '.·;'." ·,, !',

0 

', 'I, • .• /" , o 

' • : . ,. . ; . • • ' .· 'l ,: • 

renouncing. our aviation agreement. But it was clear that the issue was so divisive that I could ' = 

not get sufficient supp0rt from our airlines and cities. It was then that we began to consider 

incremental deals. 

The recent negotiations reflect our policy statement's recognition that there are countries like 

the United Kingdom that are unwilling to take major steps to open up our air service market. . 
. . . 

Our policy statement indicated .that we would consider transitional agreements with a phased· 

removal. of restrictions and liberalization of the air service market or sectoral agreements, such 

.. . . 
as cargo or·~ services. Both of these approaches are attempts to achieve some progress 

'i~~·t· ' . . . . 
rather than IJfoWing a service regime to stall and remain static. . 

We also recognized that we would have to address limited, ad hoc proposals for specific new 

. services. These could be in the form . of extra-bilateral authority or, as we are having to deal· · 

,. 
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with pertaining to the U.K., in the form of amendments to the existing bilateral agreement. In 

either case, "our willingness to agree to such a proposal should be determined on the basis of · 
. . . 

the standatds outlined in our Policy Statement. Th~ applicable standards are: 

• Whether approval will increase the variety ·of pricing and ·service options available 
to consumers; 

• · .Whether approval will improve the access of cities, shippers and travelers to the . 
international air transportation. system; · 'e> 

. • The effect of the proposed transaction pn the.U.S. airline industry and its 
employees; and 

• Whether the transaction will advance our goals of eliminating operating and . 
, · market restrictions and achiC:~ing liberalization.~· · .. , .· , . · , : ' · 
.. · ~ 

With this background; I would like to review the ·sitwi.tion with the .U.K. negotiations .. · There·. · 

are two aspects of this I would like to address.. . First is the appropriateness of the 'elements 

under consideration in the· immediate package. Second is the effect of reaching agreement 

regarding a limited package of rights on the feasibility and timing of achieving our long-term 

objective of complete liberalization of the market. 

· The items under consideration in the immediate package are formaliz.ation of open rights for 
. . 

all U.S. and U;K. ~ers between U.K. regional airports and the U.S., greatly expanded 

code-sh~~~rtunities for all U.S. carriers, very limited access to U.S. government-
~.·.::::':~:·_ .. :-~ . . . . . . 

financed traffic for the USAir-British Airways code:share alliance. (U.S. carriers already enjoy 

access to British government traffic), additional frequency authorizations for British Airways 

-
· in the Philadelphia-London market,. and a Chicago-London operation for a second U.S. airline. 

Chicago is th~ largest U.~. ~ateway Without authority for two U.S. carriers and is close to· 

' ' 
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reaching the threshold of 600,000 annual passengers that would allow us to designate a second 

carrier. Thus, the· clements of the deal have benefits for a number of v.s. carriers .. 

In addition, we have also diseussed with' the U.K. an agenaa for the next round of talks and a · 
... 

timetable for beginning such talks. The agenda items for that round would include the very 

·sig~ficant items of cargo, pricing .and charter libcraliz.ation,'limfted ~itional 'access to 

Heathrow and/or GatWick for U.S. and U.K. carriers and additional access for ·U.S.-U.K. 

'alliances tp U.S~ government-financed traffic. While we. would have preferred to include 

. some additional acceSs to : Heathrow and . Gatwick· in . :th~. first . phase, ·that~ w~tiid have, .... :·. 
'' .' ( ' ·' ' I· .· ' ' 

0

( ~ ', f -,, · • • I : • • • ; ' , , . , . , 'f ' . , ;· ;." , .. ; . 

. significantly imbalanced the deal in our favor and the British would riot agr:ee. 
.. ~- · . 

Agreem.ent on specific scope, limits or conditions on elements in the immediate package have 

not been reached, and therefore I do not want to discuss specific aspects of these elements at 

this time. Rat~er I would like to consider the nature of the package, how it' comports with our 

policy as I outlined above, and how it fits into our longer-term strategy. 

First, the elements in this package are limited, particularly when compared to the overall level . . 
. .. . 

of serviee ·~ . .;. ..... :_the two countries and the revenue value of the U.S.-U.K. market~ which is .. . ..... ,.-. . 

more than$.···.·: .·'·-···on.· Second; the additional service and marketing opportunitie~ will enhance 
. ~ . . . . 

competition in the marketplace and provide desired additional acces~ to the international air 

transportation system for travelers and shippers. 'Third, I will insist that the specific final 
. . 

elements provide a fair balance of benefits for the United States versus the United Kingdom. 
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That leaves the issue of how ag~ing to a short-term package affects our ability to achieve our 

,longer term liberalization ~bjcctives. The British position is that they ·are unwilling to move 

forward to talks on other areas until the short-term package is agreed. Our position has been 

that, even if agreement on the immediate package elements is reached, we will not accept the . ' . 

deal unless there is commitment by the· British Qn the agenda and dates for the next· round of 

"' talks. The British have generally agreed to the agenda items .and indicated a 'Yillin~ness . to , 

agree to dates for starting second-round talks. 

; ''• .. 
. ' ' . ~ . 

'The existing contro~ersy ,surrounding the liK.· negotiations highlights a mo~ generic .problem' 
I • • • ' f 

that I would like to address. 

Ultimately, every new agreement must be in the overall best interest of the U.S.,.irrespective 

of a particular carrier. The fact that we have numerous international carriers with different 

. ' 

service needs and objectives makes it tc>ugher for the United States government to negotiate 

international air. s~rvice agreements. . The process naturally is more contentious. But ·we 

cannot afford. to allow the individual interests of one particular carrier to obstruct meaningful 

progress for . .#lf: U.S. as a whole and the benefits of expanded services for consumers and 
1:i0·'.{'-t:.~; ... : . . . ! 

. . :~'.~¥·~; .. ::;;;· .. , . . 

cities. As Iofffil the expansion of the marketplace represents a balanced movement forward 

·between the United States and our . bilateral partner and it provides progress toward our 

ultimate goal of liberalization or open skies, we mtist be willing t~ move forward . 

• 
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. ' ' 

Our ultimate goal is compl~te liberalization of the international aviation market. As we stated 

in our International Air Transportation Policy Statement attempts to slow· down or resist the 
. ' 

movement toward the development of aviation systems and markets driven by economic . ' ' . 

factors in order to enhance or protect the competitive position of individual. carriers will not 

succeed. Countries that are not willing to move forward and expand oppcirtunities for their 

carriers are going to be left in the dust. In the long run, those countries that do not seize -

· opp0rtt,mities to expand operations for their. carriers will weaken the competitive po~ition of 

their carriers. Our commitment should be to the expansion of opportunities for our carriers 

'and.consumers at every opportunity as long as it is done fairly. ~tis the guiding principle.' 
' ·.' • • ' 1. I ' ,"··. •. - ·: • . I ' . ', 

.for our negotiations, including those with the United Kingdom. 

!r~·· 
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