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L Good mormng Mr Chaxrman and Members of the Comnuttee I appreclate th1s opportumty to | =

-

dlSCUSS one of the most 1mportant transportatron and econonuc 1ssues for the Umted States --‘_' g L

mtematwnal commercxal avxanon -- and recent developments W1th respect to our efforts toward ' BE

I welcome this opportunity because it enables us to examine where we have been, where we e

are today, 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 broader context of our overall goals and Sti'ategy for

expandmg semces for the travehng public, for mcreasmg opportumnes for -our avxatlon

mdustry and the cities they serve, and for creatmg the most efﬁcrent and dynarmc avrauon' :

' system p0551b1e.

When I beelmeSecretary of Transportatxon the sxtuatlon confrontrng us in mtemadonal

' av1atxon was dauntmg Major problems exrsted between forergn av1anon partners and the

Umted States and the s1tuanon was gettmg worse. The French had renounced our bllateral

avratlon agreement with the possrbxhty that they could reduce servxces between our two'




L " v servxce in this, our largest mtemational av1ation and trade market

. countries at any time. VThe Germans had become. exceeding'ly unhappy with ouri relationship
I.;v‘and were threatemng renunciauon Japan .was mdicattng that it might take steps to llmlt our -

carriers’ from exerctsmg their nghts and to lxmit future growth in servxce

No progress had been made despxte countless rounds of talks w1th Canada about liberalizmg air

Overall no new sxgmﬁcant

¥

o servwe opportumties were becommg available to our camers. Furthermore, th¢ Umted States 3 |

- was operating under a l7 year old mternational av1atton policy We merely reacted to events

:out of our control i

~ Coupled with those problems, our aviation industry was experiencing disastrous ﬁnancial ,
‘vi'esults, particularly in the international sector. The U.S. had just lost two major airlines,’
including our dominant intern'ation'al airline -- Pan American. Three more major airlines were

" in bankruptcy at the begmmng of this admimstration In 1992. the U.S. aviation industry

recorded 1ts third straight year of huge losses In 1992 we saw an operat:mg loss of $2 4

billion The intemational sector which accounted for approximately one—fourth of our airline

mdustry s busmess was registering - -over half of tlus loss, $1. 3 btlhon These ﬁnancral results

were weakemng our mdustry and dimintshing ltS competiuve advantage in the mtemational

marketplace .




' These cu'cumstances ‘did not bode' well either in the short term or long term for U.S.-

‘ mternatlonal avratlon mterests Somethmg had to be done, and we 1mmed1ately set to work on
the problems. A

‘Rrght from the begmnmg, this Admrmstratron worked to assrst the recovery of the U. S '

,‘avratlon mdustry Wrth the support of Congress, we estabhshed the Comm;ssron to Ensure a

B Strong and Competmve Arrhne Industry almost tmmedrately on takmg ot‘ﬁce and we have}:‘j, A

already acted on more than 80% of its r_ecommendanons.‘ '

o 'Ihe“'Adxninistration took major steps”to‘ address the national' deﬁeit‘ problem, " Theresultrng :
" economic recovery and penod of expansron have done more than anythrng else to assist the‘
.economrc recovery of the U S. arrhne rndustry In turn our arrlme mdustry s financial

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

And vve are seeing results: Last year more than 555 million. passengers flew in the United
| States up 8% from the year before Revenues trafﬁc and load factots are all up. ‘None of _

our major arrlmes is in bankruptcy. Most 1mportant1y, in the 1nternat10nal sector our mdustry'

I er and’ reported an operatmg proﬁt of $500 rmlhon for 1994 and the proﬁt
plcture is 1mprovmg further Arrlme analysts pro;ect that 1995 will be a good year Also, the "

U.S. share of the growing mterna_nonal market is up t0'53%.




To anncrpate the raprdly changmg envrronment in avratron, we, conducted the ﬁrst :

~ comprehensrve revrew of our mtematronal aviation pohcy since 1978." This culmmated in the e

o adopnon of our Intematronal Axr Transportauon Pohcy Statement last November cIn

developmg our pohcy statement ‘we placed consrderable emphasrs on evaluatmg the economtc :

- forces in the marketplace, how those forces are shaplng the evolutxon of the mdustry, and how -

'our polrcres should relate to those developments to enhance the opportumtt@ and econonuc. Ll

) prospects t'or our mdustry, commumnes and the travelmg pubhc B o . =

'In one area code-shanng - we undertook the ﬁrst comprehensrve study to understand'the

\*.,

o effects of tlus major marketmg pracnce and to quantrfy the 1mpact on competmon m' the

market.

. In our policy statem,ent, 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 countries wrth dtffenng levels of mterest in hberahzatron and opemng up

y market opportunmes

. 'oourage the‘ expansion of Service in light of market demand and. the
W ,tbe.most efﬁcrent and competmve mtematronal mrlme operatrons Enhanced
competrtron and greater service opportumue,s will lead to srgmficant beneﬁts for travelers

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

rewards for carriers and their employees.




We outlined more specific objectives designed to meet this goal and to serve as the basis for =~

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

* Increase the vanety of pnce and service options available to consumers,

* Enhance access of u. S c1t1es to the mternatronal air transportation system R

kl

o Prov1de carriérs thh unrestncted opportumties to develop types of s@rvrce and
. systems based on their assessment of marketplace demand T

* Ensure that competmon is fair and playing ﬁeld is level by elmunatmg marketplace
dlstortrons such as state subsrdies o R

K ﬁ* Encourage the development ot‘ the most cost-efﬁcient and productive air
 transportation system that will be best equrpped to compete in the global market at all
levels and with all types ofservrce R L
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 are doing well' in terms of share of the intemation’alaviation market.
Reglonal maps showmg our carners market share in the largest country markets demonstrate

this pomt In the Wcstern Hemlsphere our carriers have a strong posmon parucularly n the

' two largest markets Canada and Mexrco - whlch together account for half of the total tmfﬁc o

in 'tlus region Our carriers have 67% of the Canadian market and 58% of the Mexrcan .

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 - Wthh account for two-thirds of




all traffic between the United States and Europe, our camers have almost 52% of the total

trafﬁc, thh 45 % of the Bntlsh market 58% of the German market and 64% of the French
market In Asia and the South Pacrﬁc, U.S. carners have 61% of U S. -Japan trafﬁc, and thlsl :

single market accounts for over' half of the traffic from the Far East and South Pacific. ,' . | L

1

‘ In February we srgned a breakthrough agreement wrth Canada that is xmmedxately expandmg. .
o service and fare optrons between our countnes and wrll result m a fu]ly open a.u' servrce

. regrme Scores of new semces have already begun Every one of our major carrlers has new S

semces between the two countnes In short there"’wrll be more semce . greater‘efﬁcrenc

" and better fares Consumers c1t1es, arrlmes and both ’natrons all garn Esnmates of the value

of this agreement to our economy have been in the,range of $15 billion per year. -

We have also m}ade progress in reaching open-skies agreements with nine European countries

Wthh wrll also allow our carriers unhmlted access to provrde dlrect serv1ce exther on thelr
| own or under a commercml arrangement w1th the forexgn carner or mdlrect servrce under a
: code-sharmg arrangement with carriers of th1rd countnes | ‘

These steps __ha resulted m new opportumues for our airline mdustry They will brmg

greater operabng efﬁmencres for our carners and enable them to marntam thelr competmve

-edge in the international marketplace.




Bmldmg on this progress, we have mdrcated our wrllmgness and determmatlon to pursue open

skres and hberahzatxon wrth other countnes As part of our 1994 agreement with Germany,

we are comnutted to workmg toward an open skies agreement with that major trading partner.

We recently held talks thh Poland thle no agreement was reached srgmficant progress

was made and I remain opumxstrc about the hberahzatron of that market in the near future

And we contrnue to seek expanded semce opportunmes and rehance on market forces i)

)

‘ developmg reglmes w1th the new govemments in eastern Europe

In Latm Amenea our posmon has 1mproved dramatlcally as that market has grown rapxdly and

i

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

At the same nme desplte enormous efforts, and I might add a great deal of frustratlon for me,

some of our attempts to achleve greater hberahzatron of our mtemanonal av1at10n markets ‘

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

I believe that it is widely known that‘ever since 1 becanw Secretary I have not been satisfied

with the exmtm air service agreement with the United ngdom that this adrmmstratron

mhented I have repeatedly said that it is our most restnctrve air service regxme w1th all of its

 restrictions on service frequencxes, a1rports and carrier desrgnatlons

| ‘our eamers have strengthened therr posmon We have JUSt concluded an agreement wrth Peru




A bnef review of the hxstory of our‘ bxlateral relahonshxp w1th the U | & underscores the
drfﬁcultxes thh this relatxonshxp In the mxd-l970's the Bntxsh renounced our aviation
agreement and the U. S Govemment was confronted with reaching a‘greement on a new regrme f
i or facmg reducuons in service between the two countnes In 1977, the U. S Government o
'reluctantly agreed to a. restnctlve land structured au' service regtmc known as’ Bermuda 1I; '

wluch is fundamentally the regtme that governs air service today Durmg the 1980’s, the U S s

S was able to secure hnuted opportumnes for new service on a rec1procal ba31s, but the stnngent e

e onented semce Thls 1s partxcularly due to Annex II Whlch created a mechamcal formula for‘

- ‘settmg frequencles that camers are allowed to operate on eech route Then m 1991 the‘__ e

_structural constramts of the agreement contmued to hamper the development of market- :

| United States was confronted with the need to replace our two carriers at Heathrow glven the -
precanous ﬁnancxal condmon of Pan Amencan and TWA and their decision to sell their
operating, nghts to London. The British took this opportunity to require us to negot1ate and
' pay for succession'riéhts,' an unprecedented step in bilateral history. From these negotiatlons, .'
| the British secured additional operatihg rlghts incl'uding their' current e:ttensiue right to code
) share thle the U. S ‘was allowed to replace our carriers at Heathrow with Amencan and

' Umted we d1d not obtam srgmﬁcant addmonal 0pportumt1es to offset the new nghts obtamed

- In 1992, USAir and British Airways proposed a massive $750 million investment and -
ownershjp proposal. When this adminiStration took office, we made it clear that theor‘iginal, -

massive investment package would not -be approved because it dxd .not comport with U.S.




| U

to fall within the legal constraints and we had no 'choice but to approve it.

| h Mr McGregor
agreement w1th1n one ymr In early 1994 it became clear the BrltlSh would not hberahze the

et '_condmon

t

investment law. British Airways and USA.ir broke the investment intov three tranchesm order
’ \pro Obviously, this - |

package played a signiﬁcant roie in.the strengthening’ of USAir and its 40,000 employees and
- permitted British Arrways to use code share nghts Wheén we approved the arrangement I

'mdicated that I wanted to hberahze the bllateral agreement and I went to London to meet with
hberal av1atxon o

We 1ssued a Jomt statement committing to achlevmg

"agreement because their desxre to mvest in USAir had waned in hght of USAir ] ﬁnancial .

At that pomt when 1t was clw they would not move forward I consxdered

renouncmg our avration agreement But it was clear that the 1ssue was so d1v131ve that I couldf:,

not get sufficient support from our airlines and c1t1es. 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 ngdom that are unwrlhng to take major steps to open up our air service market.

Our pohcy statement rndlcated that we would consrder transmonal agreements w1th a phased'

* removal of restnctions and hberahzatlon of the air servrce market or sectoral agreements such

as cargo or clmter servrces Both of these approaches are attempts to achieve some progress

rather than aﬁ&wmg 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 -




- o 10

c'?

. with 'perta‘inin'g to the UK., 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 standards outlined in our Policy Statement; The applicable standards are: - |

* Whether approval will i increase the vanety of pncmg and serv1ce options avarlable :
to consumers, : : v

, * Whether approval wzll 1mprove the access of cmes, sthpers and txavelers to the :
mtematmnal arrtransportauon system, o e

* The effect of the proposed transactxon on the U.S. au'hne mdustry and its -
employees and .

. * Whether the transaction wxll advance our goals of ehmmatmg operatmg and
o market restnctmns and achxevmg hberahzatxon o

Wlth thlS backgtound I would hke to review the mwauon w1th the U. K negonatxons ;_'There' ;f.‘

are two aspects of this I would like to address., F_lrst is the appropnateness of the elements

under consideration in the: immediate package. Se.co‘nd is the effect of'reach'ing agreement
regarding a limited package of rights on the feesibility and timing of achieving our long-term

objective of coxnplete liberalization of the market.

- The iterns under cnnsideration in the immediate paCkage are formalization of open rights for

- al U.S: and U K carriers between U K. reglonal alrports and the U.s., greatly expanded "

mt1es for all U S. camers, very limited access to U. S govemment— |

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

access to British govemment tmfﬁc), addmonal frequency authonzauons for British Arrways

in the Philadelphia—i.ondon market, and a Chicago-London cperation fora _second‘ U.S. airline.

Chicago is the largest U.S. gateway without authority for two U.S. carriers and is close to’




'!

,'alhances to U. S govemment-ﬁnanced trafﬁc

‘more than $5 b1l

11

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

carrier. ‘Thus, the elements of the deal have benefits for a number of U.S. carriers.

In addmon, we have also dlscussed thh the U K. an agenda for the next round of talks and a

tlmetable for begmmng such talks The agenda items for that round would mclude the very

'srgmﬁcant items of cargo, pncmg and charter hberahzatton, Imuted adgmonal access to

o v Heathrow and/or Gathck for U. S and U. K carriers and addltlonal access for u. S -U K

Whtle we would have preferred to mclude

L)

7 some. addmonal ‘access to Heathrow and Gathck in “the ﬁrst phase,v that would have“"

R L

i sxgmﬁcantly 1mba1anced the deal in our favor and the Brmsh would not agrce

Agreement 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. Rather I would like to consider the nature of the package, how it comports with our |

policy as I outlined above, and now it ﬁtétinto our longer-term s}trategy. .

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

BT

of serv'ice ¢ y , the two countries and the revenue value of the U.S.-U.K. market whrch is

"on Second the addmonal service and marketmg opportunmes will enhance
compeﬁdon in the marketplace and provrde desired addrtlonal access to the international air

transportation 'system for travelers and shippers. Third, I will msrst that the spectﬁc final

| elements prov1de a fa1r balance of beneﬁts for the Umted States versus the Umted ngdom




N

mtematxonal arr SCI'VICC agreements .The pI‘OCCSS naturally is more contentlous

That leaves the issue of how agreemg toa short-term package affects our ability to achxeve our
longer term hberalrzamn objectxves The Brmsh posmon is that they are unwxlhng to move

forward to talks on other areas unnl the short-term package is agrwd Our posmon has been

that even if agreement on the 1mmedxate package clements is reached we will not accept the

deal unless there is commltment by the Bnush on the agenda and dates for the next round of

~ talks. The Bntlsh have generally agreed to the agenda xtems and mdxcated a w1llmgness to _

agree to dates for startmg second-round talks.

' ‘/The exrstmg controversy surroundmg the U K negotlatmns hrghhghts a more genenc problem' S

that I would like to address,

v

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

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

service needs and objectives makes it tongher for the United States government to negotiate

But we

cannot afford to allow the lndxvxdual interests of one particular carrier to obstruct meamngful

progress forJhe U.S. as a whole and the benefits of expanded services for consumers and -

cmes. As loriffas the expansion of the marketplace represents a b_alanced movement forward

'-’between the United States and our ,bilateral partner and it provides progress toward our

ultimate goal of liberalization or open skies, we must be willing to move forward.

~
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iy ;ié) ‘ . . ‘ '
Our ultimate goal is complete liberalization of the international aviation market. As we stated

in our Intem'aﬁbnal‘Air Transportation Policy Statement attempts to slqw‘down of resist the
movement toward the de\;élopm;nt of aviatiph systems and markets driven by economic
' factors in order to enhance ;)r protect the competitive poélitibn of indi.vidual.carriexjs will not

" 'succéea. Coimtr{iesfhat are nbt willing to move forward and ekpand‘bppdrtun'itics fqr fheir
carriers are géing‘to‘ be left:ih the dﬁst. 'fj'In‘ the long ‘vru'n, those couhtﬁes that do ‘nqt sexze
4#_‘oppbr'tunin'es to expand operﬁtiéns for thcii'.carriers will wwken' the 'vcompetitivve‘_ posiﬁon of
their carriers. Our _commitmcht should be id the expansion of opponunities fo: our carriers
andconsumers atcvcry oﬁpoﬁunify ‘a‘s_lgng"’als it is done fairly. That is the g‘uiding. pnnclple -

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




