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ABSTRACT

This thesis is an economic analysis of Canadian partici-
pation in the air traffic of the Pacific Ocean region from
1970 to 1985. Based on this analysis an evaluation is made
of the effectiveness of Canada's air transport policy and

Canadian airline performance.

The thesis is empirical and historical and uses quantita-
tive data. Airline structure, conduct and performance compo-
nents are used in the context of government and enterprise
relationships. The thesis reviews airline economics, the
structure of international airline regulation, and Canada's
bilateral air transport agreements and public policy. An
analysis of the growth of the region's air traffic, the
character of specific markets in the region, and Canada's
air traffic development in the region, follows. A systemat-
ic performance analysis of Canadian government activity and

carrier conduct is the focus of the thesis.

The research showed that: the economic determinants of
air traffic growth gave the region the highest growth rate
in the world in the period reviewed; air transport in the
region has been highly competitive with several aggressive
carriers, strong national ambitions and relatively deregu-

lated markets; traffic diversion via the U.S. has been a
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problem for Canada; market share and load factor analysis
revealed that CP Air's scheduled passenger traffic perform-
ance faded in important markets after some initial strength;
Canada's air cargo and non-scheduled passenger traffic per-

formance has been relatively weak.

The thesis concludes that: Canada's international carri-
er market allocation policy has been unrealistic and slow in
adjustment in the Pacific Ocean region; Canada's bilateral
agreements need attention in terms of traffic extension and
liberalization of operating clauses; cargo traffic requires
development through more effective carrier use, gateway air-
port facilities improvement, and attention to freight for-
warder relationships; the passenger charter market needs
evaluation in terms of its current potential in the region.
Improvement in Canada's air transport situation in the
region requires both effective government and carrier inter-—

vention and also government interdepartmental cooperation.
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Chapter I

INTRODUCTION

The international commercial aviation industry has made
significant progress since the conclusion of World War II.
International Civil Aviation Organization (ICAO) statistics
show that tonne-kilometers performed in international ser-
vice by the industry increased from 56.65 billion in 1970 to
157.33 billion tonne-kilometers performed in 1984.' Canada

has been an important participant in international commer-

TABLE 1

International and Total Scheduled Services Performed by
Canadian Airlines

(In Millions Tonne-Kilometers Performed)

1970 1975 1980 1984

International 880 1337 1935 2273
Total 1823 2896 4152 4584
International Percentage 48.3 46.2 46.6 49.6

Source: Statistics Canada, Air Carrier Operations in Canada,
Catalogue 51-002. 1970, 1975, 1980 and 1984,

cial air transport. About half of Canadian scheduled air-
line traffic is international (see Table 1). Furthermore,
Canadian airlines are important participants in major inter-

national markets. For example, in 1982, 1,016,000 passen-

' ICAO, Annual Reports, 1971 and 1985.
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2
gers were carried on transatlantic routes and 254,000 pas-
sengers flew in in the Pacific Ocean region market by Cana-

dian airlines.?

The purpose of this thesis 1is to provide an economic
analysis of Canadian participation in airline traffic of the
Pacific Ocean region for the period 1970-1985. More specif-
ically, it will study the evolution and participation of the
Canadian government and Canadian air carrier participation
in this region from the economic and public policy perspec-

tive.

The Pacific Ocean region is an important and increasingly
significant region for airline activity. ICAO statistics
identify airline traffic volume 1in six major geographical
regions; namely, North America, Europe, Asia/Pacific, Latin
America/Caribbean, Middle East and Africa. They show that
tonne-~kilometers performed in this region have increased
from 863 in 1960 to 4,418 in 1970. In 1975, this figure
grew to 10,259 and it has subsequently risen to 27,847

tonne-kilometers performed in 1984,3

According to ICAO statistics, as shown in Table 2, the
Asia/Pacific region has consistently placed third in per-
centage terms among these six regions. More importantly,

though, 1is the fact that the Asia/Pacific percentage share

2 Canada Year Book 1985, p.421.

% Tonne-kilometers performed in Asia/Pacific region statis-
tics are estimated from ICAO, Annual Reports, various
issues.




TABLE 2

World Airline Traffic--Regional Percentage

(In Tonne-Kilometers Performed)

1960 1970 1975 1980 1985
North America 61.5 50.8 41.6 38.6 38.5
Europe 22,6 35.2 36.8 35.0 32.7
Asia/Pacific 7.0 7.8 12.1 15.5 17.7
Latin America/Caribbean 5.4 2.7 4,7 5.5 4.9
Middle East 1.3 1.6 2.3 2.8 3.5
Africa 2.2 1.9 2.5 2.6 2.7

Source: ICAO,Annual Reports. Various issues.

of world airline traffic has shown by far the greatest per-
centage increase among the top three regional markets and
that this percentage share has risen from just wunder 9% of
that of the largest market to almost 50%, as shown in Table

2.

For the purpose of this thesis, the Pacific Ocean region
includes air transport routes in the North Pacific, South
Pacific, and Southeast Asia. In terms of countries the most
significant, in addition to Canada, are Japan, Hong Kong,
China, Australia, New Zealand, Singapore, Thailand, Korea,

Indonesia, the Philippines, and the United States.

Canadian carrier involvement in international air trans-
port in the Pacific started in 1949 with CP Air's first
overseas operation on July 13. This enabled CP Air to estab-
lish a route linking Vancouver and Sydney with intermediate

stops in Honolulu and Fiji. Subsequent to the establishment
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of this South Pacific market, in September of the same year,
CP Air increased its Pacific involvement with a flight con-
necting Vancouver to Tokyo and Hong Kong by way of Anchorage
and the Aleutians, which provided technical stops. Subse-

quently, CP Air has continued to engage in the development

of its Pacific air transport network.

The period 1970-1985 has witnessed considerable change in
the Pacific region. Airline traffic growth has been impres-
sive. International Air Transport Association (IATA) sta-
tistics show that scheduled available tonne-kilometers
recorded for the North and Mid Pacific market? have grown by
a factor of 24.0 from 435 millions in 1969 to 10,430 mil-
lions in 1985, During the same period, total IATA interna-
tional airline traffic only 1increased by a factor of 5.6
from 20,182 millions to 113,898 millions. In 1980, a total
of 4,794 millions tonne-kilometers available was recorded in
the North and Mid Pacific market; a factor of 2.6 in compar-
ison with the 1985 figure, while the industry only grew by a
factor of 1.4 with 81,763 millions tonne-kilometers avail-
able.® As part of this air traffic development, the Canadian
network has been expanded in the Pacific region. At the
same time, aggressive airline competition based in countries
of the Pacific Ocean region has emerged. Major changes in

U.S. airline policy have had important implications for Can-

4 IATA definition of regions relevant to this thesis are
given in Appendix A.

> IATA, World Air Transport Statistics, 1970, 1981 and 1986.
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adian participation 1in this region as well. Within this

context, the thesis addresses three principal questions:

1. What has been the nature of the evolution of Canadian
commercial air transport participation in airline
traffic in the Pacific Ocean region from 1970 to
19857

2. How effective has Canadian public policy been in sup-
porting the participation of Canadian airline per-
formance in the Pacific Ocean region?

3. How successful has Canadian airline performance been

in competing with the carriers of other nations?

A number of more specific Qquestions are related to these
basic questions. For example, what has been the character of
air transport rivalry in this region? What are the specific
characteristics of Canada's network in the region? What
types of operations have Canada's carriers conducted? What
are the implications of this thesis for Canadian public pol-
icy and the future development of Canadian air transport

development in the Pacific Ocean region?

The answer to the first basic guestion will be provided
by material which ~shows the nature of Canadian traffic
development in the region, and Canadian carrier participa-

tion in it, and the evolution of carrier activity and rival-

ry.
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To give precision to the answer to the second basic ques-
tion, the following criteria are established for a public

interest evaluation of government performance:

1. Has the Canadian government been successful 1in
extending and strengthening the Canadian air trans-
port network in the Pacific Ocean region through new
bilaterals and/or major renegotiation of existing
bilateral relationships?

2. Has the government been successful in removing
"flaws" in the bilateral system present in the region
at the start of the period under review through, for
example, activation of a bilateral or through lessen-
ing the restrictions of an existing bilateral?

3. Has the government been effective in its air trans-
port instrumentation of‘its bilaterals in the region
through its choice of carriers to operate in the

region?

This evaluation will be made on the basis of material in
Chapter 1IV. Evaluation of Canadian carrier performance in
the Pacific Ocean region, in answer to the third basic ques-

tion, will be made in terms of the following criteria:

1. Market share performance by specific markets. This
analysis will consider both market share levels and
trends.

2. Load factor analysis by specific markets.
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This performance evaluation will be made in Chapter VIII.

The methodology of this thesis is basically empirical.
The subject studied has important institutional constraints
which form a basic structure within which international air
transport operates. Government public policies play an
important role within this framework of government and

enterprise relationships.

Organization of material draws on the structure-conduct-
performance paradigm used in industrial organization stud-
ies. It should be noted, however, that international air
transport markets are not "free markets" as indicated by the
previously mentioned institutional constraints. Use of the
structure-conduct-performance framework 1is confined to the
organization of analysis rather than a technique for the
testing of hypotheses. In addition to the use of the compo-
nents of this framework, a government - enterprise framework
also contributes to the thesis design. The thesis 1is
directed basically towards public policy questions but nec-
essarily includes important systematic empirical analysis of
the carriers involved. Historical development and quantita-
tive data are the basis of the thesis, which is fundamental-
ly empirical. Characteristic of the operation of the carri-

ers is duopolistic and oligopolistic rivalry.

The evolution of the thesis will be as follows:
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The economic aspects of international airiine operations,
such as the nature of demand, market structure, elements of
airline costs, pricing policy, and other important economic

characteristics, will be discussed in Chapter II.

The role of Chapter III is to introduce the structure of
the international air transport industry and its institu-
tional elements and regulatory framework. Particular empha-
sis is placed on the restricted "Freedom of the Skies" and
how these institutional developments relate to the wide

range of regulatory machineries.

In Chapter 1V, special attention is drawn to the bilater-
al air agreements® that Canada has concluded with foreign
governments. The existing Canadian bilateral air transport
agreements that are relevant to the Canadian Pacific region
are examined and Canadian public policy on carrier designa-
tion is presented. The performance evaluation of Canadian
government policy for air transport in the Pacific Ocean

region is of special importance in this chapter.

Chapter V examines the economic characteristics of the
Pacific Ocean region. It shows that the large population
base 1in this area, coupled with the economic growth,
increases in per capita income, expansion of industrializa-

tion and the lowering of the fare level together have stimu-

® A bilateral air agreement 1is a treaty negotiated and
signed by representatives of two contracting states for
reciprocal international air service between the states by
designated carrier or carriers of the respective states.



lated growth in traffic activity in the region.

Chapter VI reviews the international air transport envi-
ronment for Canada in the Pacific Ocean region. Leading
features of the air traffic system and the route structure
of the Pacific area's air transportation development will be
analyzed. The characteristics of the airlines and their
bilateral relationships with Canada 1is also given attention

in this chapter.

The focus of Chapter VII on the development of the Cana-
dian traffic system in the Pacific ocean region shows that
the trade expansion observed in the region has led to sig-
nificant growth 1in both passengers and cargo traffic. It
also indicates the problem of traffic diversion to the Unit-
ed States has inhibited the development of Canadian air

transport in this region.

Chapter VIII provides an economic analysis of the market
condition for Canadian carriers in the Pacific Ocean region.
This evaluation of the performance of Canadian airlines and
their relative strength in competing with carriers in this
region is made in terms of market share analysis and load

factor analysis.

Chapter IX 1is oriented towards Canadian airline conduct
and the role of the Canadian government in the period under
review. It presents a critical analysis of the conduct of

these two institutional components of Canadian air transport
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participation 1in the Pacific Ocean region 1in the period

under review.

Chapter X concludes this thesis with a concise review and

concluding statements on the implications of the thesis.

Each chapter ends with a brief summary. As far as possi-
ble, statistical data are presented in tabular form and in
areas immediate to the main text wherever possible, other-
wise, they can be found towards the end of the thesis in
Appendix. It should also be noted that statistical informa-
tion are complied from various government publications,

international agencies reports and trade journals.

In summary, this chapter has pointed out the importance
of the Pacific Ocean region in the overall picture of the
international commercial aviation development, and that Can-
ada has always been an active participant in the region. 1In
addition, it has provided an introduction to the thesis.
The research method 1is identified and the structure of the
chapters in the thesis is clearly defined. Given this over-
view, the economic aspects of airline operation will now be

presented in Chapter II.



Chapter II

AIRLINE ECONOMICS

Certain economic variables 1in the international air
transport industry which play a significant role 1in deter-
mining the conduct of firms that, wultimately, affect the
performance of the industry. This chapter will outline the
basic economic characteristics of the international commer-

cial aviation industry.

2.1 THE CLASSIFICATION OF THE INTERNATIONAL AIR TRANSPORT
INDUSTRY

The international commercial air transport industry can
be divided into three different components on the basis of
fundamentally different service components. These are
scheduled commercial operations, non-scheduled (or charter)
commercial operations, and air cargo or air freight opera-

tions.

2.1.1 Scheduled Commercial Operations

International scheduled air carriers provide the general
travelling public with a convenient programmed type of ser-
vices with frequency of flight clearly specified. Air

transport services that are "open to use by the general pub-
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lic and "provide through a published timetable or with
flights so regular or frequent that they constitute a recog-
nizable systematic series" are accordingly classified as
scheduled services.’ This definition of a scheduled service
published by ICAO during the early fifties has worked rea-
sonably well. With the introduction of the "programmed

charter", the definition appears to be applicable to certain

charter service as well,.

Within the scheduled international commercial aviation
industry, there are normally three sources of revenues from
which an air carrier can derive 1its income; these are rev-
enues generated from performing passenger, mail, and freight
services. However, operating revenue generated from inter-
national scheduled commercial operations represents well
over ninety percent of the total industry's revenue and pas-
senger traffic constitutes the most important element of
this scheduled airline traffic. In addition to this sched-
uled traffic, and the smaller charter and cargo components,
some airlines have supplemented their earnings from other
aviation activities by accepting work contracts in areas
such as aircraft maintainance and overhaul.® In some
instances, carriers also engaged in the training of pilots

and other crew personnel for other airlines as well.?®

" See ICAO, Definition of a Scheduled International Air Ser-—
vice, Doc.#7278-C/841, May 10, 1952, p.3.

8 In the Pacific region, Pakistan Airlines has placed heavy
emphasis on providing this type of service.

® Air Canada is one of many airlines engaged in these activ-
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At the very beginning of commercial air transport opera-
tion, traffic from mail services provided carriers with a
large proportion of their revenues. Since the early fif-
ties, however, the gradual and steady growth in passenger
traffic has changed the composition of airline revenues by

reducing its reliance on this mail traffic.

2.1.2 Non-scheduled Commercial QOperations (Charters)

International charter service'® has been seen as an
effective market alternative to scheduled service for some
purposes. While restricted in some ways by regulations,
charter carriers have demonstrated a capability to offer
international airline service at rates substantially below
the prevailing scheduled service fares. International air
charter service dates back to the early fifties. The char-
ter explosion of the late sixties and early seventies indi-
cated the existence of a large untapped market for interna-
tional air transportation, which had changed from a luxury

good into a mass-market product.

ities. In 1986, Air Canada was training DCS9 pilots in
Winnipeg for a domestic Japanese airline.

'© For a more detailed discussion of difference types of
charter classifications, see Anthony F. LoFrisco and Paul
S Quinn, Charters, Rebates And Enforcement In The Travel
Industry, New York: (Practicing Law Institute, 1975).
Kamp, Jaap., Air Charter Requlation--A Legal, Economic,
and ?onsumer Study, (Praeger Publishers, Inc. U.S.A.
1976).
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The concept of air charter was originally intended to
offer alternative air services to individual groups and
organizations where full occupancy of a plane was expected.
When organizers anticipated that, with a large number of
people travelling, it might be more economical to lease an
aircraft and hire their own crew than to purchase scheduled
air tickets for each individual, the charter business was

born.

If a traveller were willing to travel according to the
charter company's convenience, they could save an amount
eguivalent to the difference in fares between those offered

by scheduled operators and those of the charters.

In 1983, total revenue of $2.8 billion was recorded from
charter operations and resulted in an operating profit esti-
mated at U.S. $100 million, with a net profit of $40 mil-
lion. While non-scheduled air transport represented a sig-
nificant part of overall operations for European Civil
Aviation Conference's (ECAC) nations, it was of minimal

importance in the Pacific area'’

In 1984, over half of the Canadian <charter operations
were performed by Wardair with operating revenues of

$280,396,616 while the industry result was $508,079,915,12

'1 1982 data from ICAO indicates that the largest non-sched-
uled market is within the 22 ECAC member states. It is
here that non-scheduled air transportation represents 55
per cent of all air transport activities.

'2 In 1982, the figures were $269,899,310 and $533,112,720
respectively. Statistics Canada, Canadian Civil Avia-
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In 1970, over half of the international flights were per-
formed by Canadian carriers. Total international charter
passengers 1in 1970 from leading Pacific regions included
city pairs such as Toronto-Tokyo, which ranked 16 among the
top city-pairs with 4,210 passengers travelling to Canada
and 4,561 departures. Vancouver-Tokyo ranked seventeenth,
with 4,095 passengers arrivals and 4,454 travelling to

Tokyo.'3

2.1.3 Cargo Operation

International air transportation has become a more impor-
tant element in facilitating the exchange of world commodi-
ties. As economic conditions improve, the demand for goods,
especially perishable items, has increased. This increase
has in turn increased the demand for air freight transporta-

tion.

Operations of the air freight 1industry can be classified
into scheduled and non-scheduled cargo services. Cargo is
often carried as a secondary service on scheduled passenger
flights. Predominantly cargo shipments are mainly performed
on the basis of charter operations. Only recently have spe-
cialized scheduled operations experienced growth of such a

magnitude that it has almost outgrown non-scheduled air car-

tion, 1982 and 1984, Catalogue 51-206, pp.20-21.

'3 Statistics Canada, Aviation in Canada, 1971 -- A Statis-
tical Handbook of Canadian Civil Aviation. Catalogue
51-501, p.101.
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go operations.

By the nature of the industry, there is usually a direc-
tional imbalance in the flow of cargo traffic. 1In the Cana-
dian Pacific Ocean region, eastbound flights are almost
always flying with fully utilized cargo space while the
westbound flights are almost always 1less than half wuti-
lized.'% For example, 1in 1983, 726 tonnes of freight were
transported from Seoul to Seattle while only 32 tonnes were
recorded in the other direction. Also for the same year,
air freight from Hong Kong to Vancouver was recorded at 607
tonnes performed by Cathay Pacific alone, but only 106
tonnes was reported to have been carried by the same carrier
in the opposite direction. This directional imbalance could

also be found in other sectors as well.'5

During 1984, revenue tonne-kilometers--the overall meas-
urement of passenger, freight and mail traffic--rose to
157.33 billion, compared with 32.62 billion in 1967, an

increase of 482 per cent.'® There are three explanations for

'4 Whelan, Buz, Vice-president, (Cargo), Japan Air Lines.
Export By Air: Unfilled Westbound Capacity Beckons, Cana-
da Japan Trade Council Publication. 1987, p.11-15.

5 Again, in 1983, Tokyo to Vancouver runs recorded 1960
tonnes and Tokyo to Seattle had a recorded high of 9464
tonnes, however, the return flight had only 1278 and 5761
tonnes respectively. 1In the forth quarter of 1976, total
freight transported from Tokyo to Seattle was 907 tonnes
while Seattle-Tokyo was 738.4. Also, Tokyo-Vancouver was
281.9 tonnes, and Vancouver-Tokyo was 143.5 tonnes.

'6 1984 figure is obtained from "ICAO Annual Report, 1984",
ICAQ Bulletin, July 1985, p.20. 1967 figure is obtained
from "ICAO Annual Report, 1877", ICAQ Bulletin, January
1978, p.15.
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the growth of air cargo demand. The first contributing fac-
tor in this observed growth 1is that air freight transport
allows the shipper the convenience of having the cargo
delivered within a shorter time-span than other modes of
transport, hence, the shipper is able to reduce costs that
are time-related, such as the reduction of in-transit capi-
tal costs. Second, in relation to other modes of transport,
the speed that air transport offers has significantly
reduced the necessary transit time and, therefore, reduced
the risk. As a result, the shipper may save on insurance
costs. Finally, air freight transport usually involves less
inland transpért than other modes, hence, eliminating unnec-
essary inland shipment costs that would have occured if the
shipment were to be shipped by another mode of transporta-
tion. Despite a higher freight rate, the reasons for the
strong growth in this industry are apparent. Total costs are
offset by the savings that this mode of transport provides,
thereby reducing the associated opportunity costs. This is
especially true for high-price commodities such as televi-

sion sets and video-cassette-recorders.

The growing use of air freight by more and more firms is
indicated by the healthy increase in the annual freight
results. The surprising aspect of cargo development in
1985, however, was the striking growth in the share of traf-
fic by carriers based in the Asia and Pacific region. The

twenty-four airlines of the region together accounted for
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20.6 per cent of the world's freight traffic, second only to

all U.s. major airlines combined.'’” On the international
“level, air cargo transport represented 10.86 percent of
TABLE 3

International Air Cargo Transport as a Percentage of Total
Airline's Revenue

1960 1965 1970 1975 1980 | 1983

Percentage 9.8%| 10.4%| 10.6%| 11.9%| 11.7%| 10.9%

Source: ICAO, Annual Reports. Various issues.

total scheduled airline operating revenues in 1983.

The growth of the cargo traffic of international air car-
riers has been no less spectacular than the growth of pas-
senger traffic, it should be noted, however, that the growth
in international air cargo transport has led to an increase
in freight capacity. This is reflected in the steady per-
centage average weight load factor of around 58% for the

world's scheduled air services as shown in Table 4.

'7 Air Transport World, May, 1986. p.73 and 96.




TABLE 4

Percentage Average Weight Load Factor

(scheduled Services Of Airlines Of ICAO States)

YEAR INTERNATIONAL DOMESTIC TOTAL

1950 59 57 58
1951 63 63 63
1952 62 60 61
1953 61 59 60
1954 60 59 59
1955 61 58 59
1956 61 58 59
1957 61 56 57
1958 58 56 56
1959 60 55 57
1960 58 54 55
1961 52 52 52
1962 51 51 51
1963 51 50 51
1964 53 50 51
1965 54 50 52
1966 54 52 53
1867 52 50 51
1968 51 47 48
1969 52 45 . 48
1970 51 45 47
1971 49 44 46
1972 51 47 49
1973 53 47 50
1974 53 49 51
1975 52 49 50
1976 53 50 52
1977 55 51 53
1978 58 55 56
1979 59 56 57
1980 45 53 55
1981 59 53 56
1982 58 53 56

Source: ICAO, Annual Reports. Various issues.
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2.2 THE DEMAND FOR INTERNATIONAL AIR TRANSPORT

The deménd for international air transport has been
expanding very rapidly. Increases in real per capita income
in many parts of the world and changes in relative prices
(intermodal competition) have contributed significantly to
the growth of air transport demand. The saving in travel
time costs through high-speed air travel has been very
important in the expansion in air transport demand, espe-
cially for long-range trips. Improvement in the quality of
service, measured in terms of frequency and comfort also

favoured the international aviation industry as well.

Elasticity of air transport demand is important because
it serves as a guide for airline managers and planners in
revealing the character of the markets using air transport.
It guides their decision making process for factors such as
frequency scheduling, type of aircraft to be utilized on a
specific route and the timing of flight departures, etc.,
which can affect every aspect of the airlines operations

and, therefore, its performance.

There are many diverse factors which influence the pas-
senger demand for air transportation, such as income levels,
price, and flight frequency availability. For air cargo or
freight transport, the general level of trading activity
between the host and trading countries may also be an impor-

tant factor.
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In the short run, given a particular technology, overall
demand for the transport of goods is relatively inelastic.
This is because this demand is derived from the general lev-
el of economic activity that produces the goods and services
for which transportation is demanded. Lower transport costs
can act as a stimulus to the economy, but these costs are
generally only a small part of the final price. Therefore,
even a relatively large decrease in freight rates may result
in a relatively small decrease 1in final prices. Factors
such as general economic conditions and price, though impor-
tant in many respects because of their influence on air
transport demand, remain external to the air transport
industry in the sense that airline planners and managements
alike have no control over them. There are, on the other
hand, some other factors such as the number of stops en
route, time of day of arrival and departure, frequency of
flights and type of equipment used that are mainly internal
and airline planners will, therefore, have direct control

over them.

The analysis of air transport demand is plagued by many
problems. The most obvious are the lack of disaggregated
data, the difficulty in segmenting the various travel mar-
kets and knowledge concerning the preferences of these trav-
ellers. It is generally agreed among economists that the
demand for air transportation service is determined by the

consumer's desire for performing certain economic activi-
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ties. The enjoyment of such economic activities requires
the physical presence of the consumer in places where air
travel represents one of the available means for achieving
that goal. Since air transport demand arises as a substi-
tute for, or complement to, the demand for something else,

it is therefore, commonly referred to as a derived demand.

Although the demand for air travel involves many differ-
ent markets, the simple concept of derived demand gives rise
to two distinct categories of demand that can broadly be
identified as air services demand for leisure purposes and
for business purposes. This division of demand by trip pur-
pose is very important in air transport price elasticity
demand analysis. It would be expected that the price elas-
ticity of demand for leisure air transport services tends to
be somewhat elastic, while the business passenger market is
less sensitive to fare level in general, but more dependent
on the availability of flights, their frequency and the
duration of flight time. In most tourist travel air fares
make up a large, and in some cases, major portion of total
expense, so that a reduction in the fare level will cause a
significant increase in demand. Hence, the characteristics
of the 1leisure passenger market are such that its demand
depends very much on the price level and the level of dispo-
sable and discretionary income per capita in that market.
Demand for air travel between two countries is directly

related to their G.N.P., level of discretionary income (liv-
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ing standard), and the relative exchange rate between their
two currencies. A stronger Japanese yen and a weaker U.S.
dollar, for example, will tend to create more travel demand

from Japan to the U.S.

Inherently, air transportation demand 1is also sensitive
to the seasonal variations that impact other types of servi-
ces. The resulting fluctuation in demand can be very sig-
nificant and can lead to problems of excess capacity during
the relatively slow season. The ability of an airline to
£fill up its non-storable airline seats can have a substan-

tial effect on its profitability.

Another important aspect of demand 1is that the number of
people who travel at night is generally lower because of the
reduction in business travel. The peaks occur in the early
morning and late afternoon, and the carrier will have to
operate with spare capacity at other times; most notably
during the late evening period. Carriers, therefore, are
interested in knowing how easy it is to induce daytime lei-
sure travellers to shift their travel to night time by means
of a reduction in price during this off-peak period. It is
for this reason that the study of demand elasticities and

consumer choice or preference becomes most important.

Empirical studies of demand for air travel show the fol-
lowing factors to be wuseful in predicting demand for air

travel: national income per capita, population size and lev-
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el of air fares.'® Table 5 provides a selection of economet-

ric estimates of elasticities of demand for air transporta-

TABLE 5

Empirical Estimates of Demand Elasticities

Price Elasticity Income Elasticity

Transport Canada (1984)
International (1974-1978)

To Canada -1.06 1.28
From Canada -1.8 0.83
Smith & Toms (1978)
To Australia (low) -1.9 1.1
(high) 2.6
From Australia -1.8 2.4
Straszheim (1978)
North Atlantic (1948-1973)
First Class (1948-73) -0.76
(1952-73) -0.65
Economy (1952-73) -1.48
(1963-73) -1.12
Peak Economy (1952-73) -1.92
Standard Economy -1.96
High discount -2.73 1.1
Excursion -1.82
Mutti & Murai (1977)
North Atlantic
Economy -0.74 1.69
Charter -1.43 2.74
Bechdolt (1973)
U.S. Hawaii (1961-1970)
Low estimate -1.6 .96
High estimate ~-3.3 1.07
tion. Of all the available estimates on international air

'8 See Cheung, Hym-Kwai and Paul Kochhar. A Model for Fore-
casting Air Travel Demand Between Canada and Abroad, Sta-
tistics and Forecasts Branch (Air), Transport Canada.
June, 1984.
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transport demand, the Cheung and Kochhar Transport Canada's
study conducted in 1984 is of special interest because its
data source covered areas that are of vital importance to
the present study. The Transport Canada study was formulat-
ed on the basis of a modified gravity model known as passen-
ger origin-destination model. Three modules were developed.
These are 1) Domestic, 2) Transborder and 3) Other interna-
tional modules. Each module was structured by sector, trip
purpose and direction, with the exception that trip purpose
was not included in the international module. Of the three
modules, the most relevant one is the "other international"
module (hereafter referred to as "international model”). 1In
the international model, data from both scheduled and char-
ter operations were employed by aggregating Canadian data
into six super =zones and data from all other foreign coun-
tries were grouped into five-zone groups. Two separate
estimations were made based on trip direction, of which Can-
adian-origin traffic was distinguished from foreign-origin

traffic.

This forecast indicates that the price elasticity of
international air transportation demand to Canada is -1.06.
For travel originating from Canada, the price elasticity is
-1.8. In other words, in the event of a price increase, it
would impact more on the number of persons travelling from
Canada than those travelling to Canada. With respect to

income elasticities, the estimate has the value of 1.28 for
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traffic destined to Canada and 0.83 for traffic generated
from Canada. These results indicate that with an overall
world income increase, one could expect a larger increase in
travel would occur from other countries to Canada than Cana-

dian outbound travel.

Similar results 1in terms of price demand elasticity of
origin traffic were obtained by Smith and Toms.'® In their
Australian air transport demand analysis, elasticity of
demand originating from Australia was estimated to be -1.8
also. However, a marginally higher price elasticity was
reported for traffic destined for Australia, with a coeffi-
cient of -1.9. Hence, travel to Australia is more respon-
sive to price changes than travel from Australia. This
result 1is completely differeﬁt from the Canadian study.
With respect to the income elasticity of demand, Smith and
Tom's estimates reported the range of 1.1 to 2.6 for travel
destined for Australia and 2.4 for travel originating from

Australia.

A study by Straszheim,?® utilized time-series traffic
data for the North Atlantic market. In his study, Stras-
zheim employed mostly simple regression analysis.: Multiple

regression was only applied in the estimation of the high

' A, Smith and J. Toms, Factors Affecting Demand for Inter-
national Travel to and from Australia. (Canberra: Bureau
of Transport Economics, 1978.)

20 gtraszheim, Mahlon R. "Airline Demand Functions In The

North Atlantic And Their Pricing Implications." Journal

of Transport Economics and Policy, Vol.12, No.2, May,
1978, pp.119-195.
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discount fare group. This high discount fare group's esti-
mates showed that better and more reliable results could be
obtained when an additional income variable is taken into
consideration. The results of this study indicated that
high discount travel is most responsive to price change with
a price elasticity estimated at -2.73. Other estimates
range from -1.12 for economy class travel (1952-1973 data)
to -1.96 in the case of standard economy class. As expect-
ed, more inelastic estimates were reported for first class

travel with value of -0.65 and -0.76.

In addition to the significance of the price elasticity
of demand differences by trip purpose, where the empirical
studies confirm the a priori expectation of an 1inelastic
demand for business and an elastic demand for leisure trav-
el, it is important to note the strong income elasticity of
demand for air travel. This income elasticity of demand is
of great importance in areas of high economic growth as ris-

ing incomes impact strongly on the air transport industry.

It is interesting to note that elasticity of demand for
vacation routes has the tendency of being more elastic. For
example, Bechdolt,?' using time-series travel data between
United States and Hawaii, estimated that the demand elastic-
ity for air travel could be as elastic as -3.3 and income

elasticity estimation 1indicated a more or less unitary

21 Bechdolt, Burley V. "Cross-Sectional Travel Demand Func-
tions: U.S. Visitors to Hawaii, 1961-70" Quarterly
Review of Economics & Business. Vol.13, 1973. pp.37-47.
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result for’each of the 10 years time period under examina-
tion. Therefore, elasticity of demand for air transport is
influenced by both the characteristic of the travellers and

the nature of the route.

According to a study by Mutti & Murai?? on the North
Atlantic route, income elasticities are estimated to be 2.74
for charter services and 1.69 for the economy class servi-
ces. For price elasticities, the estimates are -1.43 and
-0.74 respectively. Their analysis also included estimates
on cross price elasticity of demand for economy class with
respect to charter fare, which was estimated to be 0.13.
This implies a one percent increase in economy fare would
result in more than a 0.13 percent increase in charter traf-
fic. Also included in their study was the result of price
elasticity estimates based on total travel expenditures
rather than the level of air fare alone. The results indi-
cated that a one percent increase in total expenditure would
result in 1.39 percent decrease in charter traffic and, sim-

ilarly, a 1.1 percent reduction in economy class travel

demand.
22 Mutti, John and Yoshitaka Murai. "Airline Travel On The
North Atlantic."” Journal of Transport Economics and Pol-

icy. Vol.11 No.1, January 1977. pp.45-53.



2.3 QUTPUT

Air transport is a service industry which provides output
to passengers and, to a lesser extent, to shippers of cargo.
The basic output 1is dependent on the characteristics of an
airline's fleet capacity. The output is often given as
available passenger-seat-kilometers or, more conveniently
for cargo, as available-tonne-kilometers per unit of time,
often a year. Qutput from cargo capacity is subject to a
volumetric constraint depending on aircraft size and config-

uration.

Expansion of output occurs through the use of more, or
more productive, aircraft, or both. Aircraft productivity
is increased by higher speed, greater size, and higher annu-
al hours of utilization. Increased aircraft range enables
an airline to reach more distant markets and/or provide more

non-stop service.

Given the service nature of the industry, the work of
flight and ground personnel and the provision of suitable
seating and cargo provision are important to the quality of
the output. These personnel, combined with the characteris-
tic of the aircraft in use, are basic to product differenti-

ation of the output in the air transport industry.

Aircraft have multi-product capacity inasmuch as cargo
space is available in the belly space of an aircraft as a

necessity of high-speed fuselage design. The cabin space
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can be modified for mixed passenger/cargo use or, more fre-
guently for different classes of passengers. Specialized
freighter aircraft have been developed to deliver cargo with

its specialized needs and time constraints which differ from

the passenger market.

Airline output is delivered in terms of city pairs as 1is
characteristic of medium to 1long range transportation. In
effect an airline caters to many markets because it 1is

delivering spatial utility.

It is noteworthy that the output of an airline cannot be
stored. This fact, éombined with the airline efforts to
maintain fleet utilization despite demand fluctuations, has
important implications for the marketing of airline output.
The conversion of available passenger-seat-kilometers (or
tonne-kilometers) into revenue passenger-seat(tonne) kilo-
meters is a primary airline business objective. Maintenance
of at least a break-even load factor (percentage occupancy)

is necessary for the profitable provision of output.

2.4 TRENDS IN AIRLINE COSTS

Air transport costs experienced a long period of uninter-
rupted decline in terms of unit output in the post-war peri-
od until the end of the sixties. Average fares per passen-
ger mile reflected a variety of fare reduction plans and by

continuing improvement in the economy and efficiency of
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operations. In this phase the distribution of operating
costs by categories remained relatively stable. Basic to
this impressive performance was the improvement in aircraft
productivity as the speed, size, utilization and range of
aircraft increased. The introduction of turbo-power, in
particular the use of jet aircraft, had a dramatic effect on

operating costs in the sixties.

With the arrival of the seventies this decline in unit
operating cost through improved productivity was offset by
inflationary factor cost pressures in the labor, materials,
and capital equipment categories. Especially noteworthy was
the impact on costs of increased fuel prices. The introduc-
tion of wide-body aircraft, especially the Boeing 747, with
its large seat and range capacity and low break-even load

factor, acted to improve airline economics.

Table 6 presents operating cost and revenue of world
scheduled airlines for selected years. Over the twenty-year
period between 1951 and 1971 costs per tonne-kilometer per-
formed dropped by 15.7 per cent, while costs per tonne-
kilometer available dropped by 52.3 per cent. For the peri-
od between 1975 and 1983, increasing fuel costs and infla-
tionary pressure increased these two costs items by a sig-
nificant amount, from 34.9 to 70.2 and. 16.5 to 41.5

respectively.
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TABLE 6
World Scheduled Airlines' Costs and Revenues (1951 - 1983)
(for Selected years)

1951, 1961, 1971, 1975, and 1983
(U.s. Cents)

1951 1961 1971 1975 1983

Costs/ton-km performed 40.4 39.6 34.9 48.9 70.2

Costs/ton-km available 25.2 21,2 16.5 24.8 41.5
Revenue/ton-km performed 40.9 38.9 35.9 49.5 73.6
Passengers only 43.6 44.5 43.5 58.0 84.3
Non-scheduled flights 32.6 17.6 17.0 30.0 52.3
Mail 66.7 39.8 23.5 32.1 41.5

Revenue/ton-km available 25.6 20.8 17.0 25.3 42.4
Passenger Rve./pass-km
(scheduled services only) 3.9 3.9 5.2 7.6

Source: ICAO, Financial Data, Various issues.

2.5 OPERATING COST

Aircraft operating costs normally decline with increased
stage lengths. This is due to the better economics of an
aircraft operating at a steady cruise speed and the mini-
mization of "down time" and ground costs. Airlines.which
operate long distance city-pair sectors and non-stop flights

are well situated to benefit from this fact.

Larger aircraft tend to have lower unit operating costs
than smaller aircraft. Important airline activity 1in the
Pacific Ocean region capitalizes on both this fact and the

lengthy stage lengths just mentioned.
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The structure of airline operating costs can be seen in

the following ICAO classification.

Direct Operating Costs (DOC)

Flight Operations
Flight crew salaries and expenses
Fuel and oil
Airport and en route charges
Insurance
Rental of aircraft and/or crews

Maintenance and overhaul
Depreciation and amortization
Flight eguipment

Ground equipment and property (could be I0C)
Amortization of development and crew training

Indirect Operating Costs (IOC)

Station and ground expenses

Passenger services
Cabin crew salaries and expenses (could be DOC)

Ticketing, sales and promotion
General and administrative

Other operating costs

ICAO data presented by Doganis show that direct operating
costs of the scheduled airlines of ICAO were 54.2% (1972),
56.5% (1977) and 58.4% (1982) of total operating 2% The per-
centége tends to be somewhat higher for Pacific Ocean region
carriers when compared with carriers operating with North

America.

23 Rigas Doganis, Flying Off Course -- The Economics of
International Airlines, George Allen & Unwin, London,
1985. p.82.
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Problems associated with classification of airline costs
into "fixed costs" and "variable costs" has long been recog-
nized in the literatures. For example, Caves states:
If business costs fell neatly into the "fixed" and
"variable" categories of economic theory, measur-
ing this aspect of industry structure would be
simple. In fact they do not, and the task is cor-
respondingly difficult. Some capital goods may be
readily detachable from the firm by open-market
sale, so that the cost of their services to the
firm is effectively variable even if it is normal-
ly financed through the issue of long-term securi-
ties; this 1is an important feature of the air-
lines. 2%
While some direct operating costs could be viewed as having
the characteristics of fixed costs,?% others are parallel to
variable costs.?% Variable costs can also be seen as a func-
tion of the traffic volume. Indirect operating costs may
also reflect the extensiveness of the route structures being
served, since indirect operating costs include items such as

user charges and station expenses,?’ passenger services,

ticketing sales and promotion, general and administrative,

2% Richard E. Caves, Air Transport And Its Regulators -- An
Industry Study, Harvard University Press, Cambridge, Mas-
sachusetts, 1862, p.79.

25 since direct operating costs, in the short run, do not
vary with particular flights and are not escapable in the
short term, such as within a scheduling period.

26 Some direct operating costs can be classified as variable
costs because such costs are characterized as escapable
costs. That is to say, in the event that carrier can-
celled a flight or a series of flights, costs that the
carrier can expect to avoid incurring are said to be
variable costs.

27 The more extensive the network of routes, the higher the
costs associated with user charges and station expenses
are expected to be. 1In general, user charges and station
expenses include landing and associate airport charges,
en-route facility charges and station expenses.
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plus other operating expenses which are positively related

to the level of services provided.

Studies of economies of scale 1in air transportation have
analyzed the effects of various firm sizes on unit operating
costs per available tonne-kilometer. Most of the evidence
to date has suggested that the airline industry does not
have significant economies of scale. In most instances,
returns to scale have been fairly constant. Some could find
no economies of scale at all. For example, Arthur DeVany
found evidence of increasing unit flight costs in the air-

line industry.??8

Recent studies in airline economics have introduced a
concept similar to that of increasing returns to scale. This
concept is known as "economies of scope."?? Holding firm
size constant, economies of scope are said to exist if joint
production of two different outputs can be produced at less
cost than 1if the same amount of these outputs were to be

produced by two specialized firms.

A further cost variation <can be 1identified when it is
realized that there are two dimensions of airline size--~the

size of each carrier's service network and the magnitude of

28 See A.S. DeVany, "The Effect of Price and Entry Regula-
tion on Airline output, Capacity and Efficiency", Bell
Journal of Economics, Spring, 1975, Vol.6, pp.327-45.

2% For a detailed discussion, see Roger Roy, Economies of
Scale In The Airline Industry, (Canadian Transportation
Commission: Research Branch, June 1980), and J. Panzar,
and R. Willig, "Economies of Scope," American Economic
Review, Vol.71, No.2, pp.268-272,.

&
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passenger and freight transportation services provided.
With this in mind, one can make a distinction between
returns to density(the variation 1in unit costs caused by
increasing transportation services within a network of given
size) and returns to scale(the variation in unit costs with
respect to proportional changes in both network size and the

provision of transportation services).

The inclusion of points served in the cost function along
with output permits us to distinguish between returns to
density and returns to scale in airline operations. We
define returns to density as the proportional increase in
output made possible by a pfoportional increase in all
inputs, with points served, average stage length, average
load factor, and input prices held fixed. This is equiva-
lent to the inverse of the elasticity of total cost with
respect to output. Economies of density exist if unit costs
decline as an airline adds flights or seats on existing
flights(through larger aircraft or a denser seating configu-
ration), with no change in load factor, stage length, or the

number of airports served.

It would appear that the presence of economies of scope
and returns to density put demands on airline management
personnel to explore the possibilities offered by their sys-
tem and thereby achieve greater cost efficiency. Optimal
fleet development 1is also of great importance in airline

cost economy.
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2.6 PRICING

The importance of the aviation 1industry to national
interests has long been recognized. Thus, the desirability
of controlling fares was agreed upon by a number of govern-
ments at the Chicago Convention in 1940. Though these gov-
ernments realized that some form of control of price was
necessary they could not agree on the ways to control and
regulate it. This problem was not resolved until the estab-
lishment of the International Air Transport Association

(IATA) to study various methods of regulating fares.

Through IATA, a system of agreement was developed which
left final authority in the hands of national regulatory
authorities. Because of its prominent role 1in price-set-
ting, IATA has often been accused of being a cartel. This

accusation has long been a debatable issue.

IATA's negotiation procedures meant that fares had to be
established with the least efficient carrier (often one that
was created primarily for national prestige) in mind in
order to achieve unanimity. This practice tended unduly to
resist pressure to lower prices by the more progressive air-

lines.

It should be noted that IATA provided other institutional
support to the airline industry which has been clearly bene-
ficial. Examples of this is their work to standardize tick-

eting and provide for inter-line clearance of fares. These
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contributions improved international air transport networks

for the benefit of both airlines and consumers.

Membership in IATA among nations operating in the Pacific
Ocean region has been incomplete so that the restrictive
aspects of the IATA fare establishment procedures have not
played as major a role in that region as in the Atlantic

region.

For international commercial air transport, the fixing of
passenger fares and freight rates are multilaterally deter-
mined through the International Air Transport Association's
tariff conference machinery. In establishing fares and
rates, the tariff conference is held twice a year to take
into consideration the conditions of the sector, the classi-
fication of routes, and distance. There are three traffic

conference areas and four joint traffic conferences.

The first traffic conference area 1is designated as TC1
which includes regions of North America, Central America and
South America. The second traffic conference area includes
Europe, Middle East, Northern Africa and Southern Africa,
and is appropriately designated as TC2. TC3 1includes the
Far East and Southwest Pacific. The four joint traffic con-
ferences are: 1) TC12, which includes regions of North, Mid
'and South Atlantic, 2) TC123, traffic from all regions via
the Atlantic, 3) TC23, which includes regions from TC2 and

TC3 and finally, 4) TC31 1is designated for regions from
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North, Central and South Pacific. The pricing decision is
made in the form of a resolution which, when passed, 1is
still subject to the approval of individual governments con-

cerned.

International air fares are established by the airlines
that participate in the International Air Transport Associa-
tion's Tariff Coordination. The Tariff conference discusses
and arrives at a fare structure that they can recommend to
the national governments associated with the IATA carriers.
With approval from the governments involved, the fares that
their respective airlines can charge 1is then fixed. It is
these legally established and published fares that travel-
lers are supposed to pay. In reality, however, tickets with
lowér than listed price can be purchased from airline ticket

discount outlets, known as "bucket shops" in Europe.

In his study of the international airline industry,
Straszheim concluded that the fare structure of IATA does
not conform to rational pricing. He further stated that, "it
is a complicated value-of-service scheme with a considerable
degree of cross-subsidization."3° The reason is that ration-
al pricing requires some reduction in the fare per kilometer
as the distance of the trip and or the route density
increases. Straszheim's study also found that fare levels
in the Asia/Pacific region are higher than those available

in the North Atlantic market. He suspected that the higher

30 Mahlon R. Straszheim, The International Airline Industry,
The Brookings Institution, Washington, D.C., 1969, p.148.
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price levels in the Asia/Pacific region were used to compen-
sate for losses from operations on North Atlantic routes.
It should be noted, however, that his study antedates the
period of vigorous airline development in the Pacific Ocean
region which is reviewed in this thesis. Straszheim also
believed that the level of costs on the North Atlantic had
been bid up by the introduction of more passenger amenities
and through excessive investment in more capacity than would

have been provided under normal competitive conditions.?3

The year 1978 saw major changes occuring in the United
States which had important implications for the internation-
al air transportation industry. First, there was a dramatic
change in government regulatory policy which brought about
the domestic deregulation of air transport. In the United
States, anti-trust legislation has long been established and
immunity had to be provided for the international airlines
with respect to their multilateral pricing determination.
In addition, there was strongn support in the United States
on the 1issue of dismantling IATA's cartel-like "conference

pricing".

A second factor was the attitude of the United States in
dealing with bilateral negotiations in international air
transport. Although it is well-known that the U.S. has tra-

ditionally favoured free competition in this industry, it

31 Mahlon R. Straszheim, "The Determination of Airline Fares
and Load Factors—--Some Oligopoly Models", Journal of
Transport Economics and Policy, Vol.8, 1974, 260-73.
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was not until 1978 that the first major thrust of "liberal-
ized" U.S. bilateral air transportation agreements was
seen; this led to a new phase of international commercial
air transport treaties. The attractiveness of "liberalized"
bilaterals for the contracting parties is the possibility
that these bilaterals could result in obtaining long-sought-
after U.S.'s gateways. Although, upon acceptance of these
bilaterals, contracting states must accept the flexible
fares philosophy which, in effect, implies that the lowest
possible fares be offered; the response from these smaller
nation states, often with an 1infant airline industry, has
been overwhelming. The increase in the number of gateways
offered to other countries means increased competitive pres-—

sure in North American linked markets.

Third, IATA and other interested parties were required to
'show cause' why the U.S. Civil Aeronautics Board should not
withdraw its approval of anti-trust exemption. This, fur-
ther discouraged multilateral conference pricing activities
and consequently led to structural and organizational chang-
es in IATA. In 1978, IATA changed its constitution so that
an airline could voluntarily adhere to the fare-making pro-
cess or could content itself with merely obtaining the other
benefits of the trade association. In addition, in the
autumn of 1977, carriers such as Laker Airlines, also put
tremendous pressure on IATA to lower its rates. Finally,

the recent appearance of the "bucket shop" ticket distrib-
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utors has not been of any help 1in easing the competitive
pressure either. As noted earlier, airline seats are a
highly perishable commodity, and many carriers have resorted
to the "bucket shop" operators for disposing of time-sensi-

tive, but unoccupied aircraft seats.

These "bucket shop" operators acted as consolidators or
wholesalers for the air carriers that anticipated a number
of unoccupied seats. The discounter got the airline seats
at a considerable discount; by adding a small commission on
the discounted ticket, the discounter was able to make a
profit, by selling it to various travel agents or simply
through its retail discount outlet.®2 All these factors com-
bined have shifted the stable multilateral pricing regime
from the traditional regulatory framework towards a more
liberal and a more price competitive environment for the

provision of international air transportation services.

The trends of fares on particular routes provide inter-
esting comparison on the direction of fare variations over
time. It is generally believed that the real cost of travel
by air has remained constant, if not been significantly
reduced. It should be noted that during the sixties, a num-
ber of special fares proliferated; these included youth
fares, group rates etc., Passenger fare movements have gen-
erally responded to changes in the level of airline earnings

and the subsequent return on investment. Increases in costs

32 Lawrence Minard, "Bucket Shops of the Air", Forbes,
August 3, 1981, pp.32-33.
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have sometimes been among the reasons cited explicitly, but
there is no close correspondence between direct flying costs

and passenger fares.

Fare structure has always been at least as controversial
a subject among carriers and regulators as the question of
fare level. The controversy is firmly rooted in very funda-
mental economic relationships: 1) the cost of providing air
service for trips of various lengths; 2) the demand (at var-
ious fare levels) for such transportation over the same trip

length.

There are basically three pricing principles that air-
lines can apply in calculating fares and rates. The equal
mileage rate principle 1is the simplest. Fares are deter-
mined by multiplying a basic per mile rate with the number
of miles between the two cities for which the fares are to
be determined. Under the variable base rate principle, the
airline is able +to cross-subsidize across the various mar-
kets that they serve. Since an airline is able to adopt a
different rate structure for different route segments, there
is some flexibility for charging a 1lower rate on a low den-
sity route and, similarly, a higher rate on a heavily tra-
velled route. Finally, there is the so-called "tapering
principle" in price determination that 1is specifically
designed for use on international long-haul routes. Under
this tapering principle, rates increase with distance but at

a decreasing rate. According to the tapering principle,
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therefore, 1lower fares per mile are established for longer

distances.

Theoretically, there could be many variations of these
technigues and numerous other pricing technigques that air-
lines could apply. For example, Air Canada's domestic fare
structure, used until recently, is very similar to the
equal-mileage principle, with a start-up rate 1included in
the calculation. According to recent data, the 1978 start-
up charge was $29.50 with a mileage rate of 8.25 cents per

mile.

2.7 PRICE COMPETITION

The duopolistic or oligopolistic rivalry which is charac-
teristics of the international air transport industry takes
the forms of price and non-price competition. The primary
purpose of this section is to discuss the nature and the use

of price competition in the industry.

As noted earlier, air transport passenger demand comes
primarily from two sources: business and leisure travel
travellers. 1In general, leisure travellers are price sensi-
tive whereas the demand elasticity for business travellers
tends to be inelastic. Price discrimination between these
two groups has long been wused by carriers in the form of
first-class, or business-class, seating and economy seating.

This pricing tactic is normally associated with non-price
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discrimination in the form of differences in the quality of

passenger service and seat size and comfort.

Scheduled carriers are committed to a published timetable
to provide "on demand" service. This often means that a
load factor of around fifty to sixty percent might be the
best that can be achieved without undue risk of turning away
passengers. This puts great emphasis on pricing if profit-

ability is to be achieved.

By catering to the discretionary, or leisure travel mar-
ket, non-scheduled carriers works towards the achievement of
high load factors, often 100 percent by targeting departure
times and offering low fares. It is difficult for these
carriers to sustain as high annual utilization of aircraft
and crews and, in order to achieve profitability, control of .
direct costs, and minimization of indirect costs, 1is impor-

tant.

In general, the air transport industry has long offered
"high season" and "low season" fares in order to help them
cope with peak load periods and, for scheduled carriers, to
maintain volume and compete with charter carriers at times

of low demand.

In addition to providing some charter service, a variety
of promotional price tactics were developed by the scheduled
carriers to handle periods and markets with demand weakness.

These include excursion fares and advance-booking tech-
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nigques. These fares were designed to prevent traffic diver-
sion from their standard fare traffic and to generate traf-
fic among travellers who might not otherwise fly. These
lower than normal fares have restrictions on length of stay
(normally requiring a week-end stay to deter business trav-
ellers), advanced-booking time, lessened re-scheduling tick-

et service, and cancellation penalties.

One of the special characteristics associated with air-
line output is the inability for airlines to store passenger
seats. This, coupled with the very low marginal costs of
carrying additional passengers on an airplane with empty
seats that is in scheduled service, came to have significant
price competition 1implications for airlines. Through
increased ability in seat management, scheduled carriers
have been able to forecast when flights would have empty
seats. These seats are then offered through "seat sales”.
Seat sale tickets characteristically have very 1low fares,
severe restrictions in use, and are limited in number. They
have become an important competitive device because of their
usefulness in high profile advertising, traffic development,

and effectiveness in countering charter airline competition.

Cargo pricing is complex. The link between cost and
price is obscure at best and pricing appears to be dominated
by demand considerations which include value of the goods
shipped and time considerations. Sensitivity of the carri-

ers to the needs of shippers is considerably complicated by



47
the role of freight forwarders. These intermediaries oper-
ate a business of organizing and controlling shipment which,
while economic, separates the carriers from their markets.
This problem is accentuated when the cargo originates in a

country which is foreign to the carrier.

2.8 NON-PRICE COMPETITION

Non-price competition 1is especially important in duopo-
listic and oligopolistic markets where output can be differ-
entiated. Non-price competition assumes special importance
because rivals in small-number markets wusually match the
prices offered by their rivals. Non-price competition is
then used even though it may be cost increasing. These con-
ditions apply to the international air transport industry
where non-price rivalry is apparent in the offering of ser-

vice and in aircraft choice.

Service competition includes such factors as flight fre-
quency, scheduling policies, the quality of in-flight servi-
ces, aircraft type wused and other marketing strategies.
Scheduling and flight frequency are important planning vari-
ables that airline management can determine and control.
Conveniently scheduled flights increase demand for the air-
line involved and hence, increase its load factor. This has
a direct implications for the airline's profits. The quali-
ty of in-flight service provided by airline personnel and

this competitive device is much used for higher fare seats.
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Also, comfort through more spacious seating and lower pitch-

es of seating is an important qualitative feature.

Aircraft choice is of great importance in airline rival-
ry. Speed and range not only increase productivity but they
also are attractive to passengers because of the lessening
of time costs. Non-stop flights fully exploit these fea-
tures. Large aircraft, especially wide-body configurations
are attractive to many because of their spaciousness and

improved service possibilities.

During the period under review, the air transport indus-
try has been significantly impacted by the availability of
high capacity aircraft such as the Boeing 747s. The capaci-
ty and performance of these very large wide-body aircraft is
important in a relatively competitive environment, such as
the Pacific Ocean region where long-range, high-volume move-
ment puts heavy demands on competitive features. They do,
however, present problems of utilization in low density

traffic markets where they tend to restrict flight frequen-

Cy.

Non-price competition by charter carriers takes a some-
what special form. Here the emphasis is on destination
selection and promotion of attractive holiday locations.
Linkages with hotels and car rental agencies may be provided
with low rates arranged for the tourist. The best charter

operators give special attention to in-flight service to
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make the flight part of the holiday. On the other hand,
some operators use old aircraft with minimum service in
order to minimize cost for price/profitability considera-

tions.

In the cargo business,  ground handling personnel and
equipment are important. Much air freight is now container-
ized (auto parts, etc.), although some items shipped are of
awkward shape for this technique. The belly capacity of
aircraft on scheduled flights is often used. The Boeing 747
has the advantage of especially large volumetric capacity
for storage. Use of scheduled passenger flights for cargo
as a by-product has the advantage of flight frequency and
better economy when volumes are low or moderate. However,
the use of specialized freight aircraft can be superior and
their use has been important in the Pacific Ocean region.
Use of specialized cargo aircraft gives better linkage with
cargo handling ground support and divorces the loading/un-
loading procedures of cargo from those of passengers. Also,
the timing of flights, often at night can be patterned

entirely according to the special needs of cargo shipments.

2.9 SUMMARY

This chapter identifies and distinguishes three types of
air transportation services offered by the world airline
industry. It has dealt with the important aspects of air-

line economics such as output, demand, costs and pricing by
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the industry. The role of the chapter is to establish an
understanding of the essential economic characteristics of
the industry which is a central component in this study.

The other major component, government intervention follows.

The sensitivity of material interest considerations to
transport has had the inevitable consequence for the inter-
national air transport industry of the emergence of various
international organizations or agencies to govern or regu-
late the industry. The establishment of these agencies
increases the efficiency of the industry in terms of resolv-
ing certain common problems. Ultimately, though, these
institutional elements may have implications that are unduly
restrictive for the operation of the industry. Chapter I1II
will consider these institutional elements on various

aspects of the industry and also study its development.



Chapter III

STRUCTURE OF THE INTERNATIONAL REGULATORY
FRAMEWORK

Airlines are usually subject to national regulation for

both economic and political reasons, although in recent
years deregulation has had a major impact on the U.S. air-
line industry. In international air transport relationships

special conditions prevail which add to the complexity of
airline operations. These conditions impose administered
barriers to entry and other restraints on international air-
line operations. The degree of restraint has changed over
time and varies with the philosophies and policies of the

specific nations involved.

3.1 INTERNATIONAL RELATIONSHIPS

The inherent nature of the international air transport
industry invites legal controls because of the need to cross
or use air space that belongs to other nations. In a world
of sovereign states, international collaboration 1is an
imperative that was recognized as early as 1917 when the
International Commission for Air Navigation was established
by the so-called Paris Convention. This was followed in
1929 by the creation of the Pan-American Convention for Air

Navigation.,
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These two major Conventions dealt with matters relating

to the functioning and operation of the air transportation
industry and have freqguently been cited as examples of early
éttempts to seek multilateral regulation of air transporta-
tion activities. However, their scope was limited and the
Conventions were disappointing as a basis for the develop-

ment of multilateral regulation.

Despite their limitations, these conventions reinforced
the view that international air transport activities do
require international cooperation and coordination and that
special attention directed towards the functioning of the
air transportation system is in the best interest of the
world air transport community. By realizing and identifying
their common objectives, members of these two Conventions
set the stage for subsequent attempts at international coop-

eration.

Negotiation of operating rights in international air
transportation was basically informal before World War II
and frequently bofh national governments were not even
involved. An individual carrier of a specific country was
often successful in directly securing the necessary landing
rights from a foreign government on a private basis. These
non-diplomatic, uncoordinated activities reflected the early
stage of the industry's development, when the number of com-—
mercially available air carriers was limited and the operat-—

ing environment was relatively simple.
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3.2 THE CHICAGO CONVENTION

Subsequently, a number of nations realized that the
future success of the air transport industry needed a better
standard for operations backed by a more efficient mechanism
for the exchange and implemention of traffic rights. Hence,
upon the invitation of the United States, representatives of
54 nations participated in a conference held in Chicago.
The main objective of the 1944 Chicago Convention was to
create a multilateral agreement for the development of the

world's aviation needs.

As the conference proceeded, it soon became apparent that
there were great differences 1in view with respect to the
establishment of commercial international air traffic
rights. On the one hand, the United States possessing one
of the largest fleets of aircraft and equipment, opted pre-
dictably for a complete freedom of competition and the mul-
tilateral granting of freedom of air space without any
restrictions. The British delegates, on the other hand,
realized that they did not have the necessary resources to
match the U.S. competitively in the event that complete
freedom of the air was dgranted. Therefore, they stressed
the need for regulatory control and consequently asked for
the establishment of an international agency to control such
things as frequency of flights, seating capacity, and tar-

iffs.33

33 The term "tariffs" generally refers to the notification
of fare level and rate in the international aviation
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The Chicago Conference ended in a stalemate on the key
issues of international air tariffs and on the determination
of capacity, but delegations reached agreement through the
Chicago Convention on the technical matters of civil avia-
tion, such as safety regulation, aircraft registration and
the issuance of licenses. Furthermore, the Convention's
recognition through Article 1 that "every state has complete
and exclusive sovereignty over the air space above its ter-
ritory" formed the basis for its formulation of the famous

"five freedoms of the air" which enable nations to trade

their air space.

While the Convention failed in 1its objective of reaching
a multilateral agreement on the exchange of air traffic
rights, it did achieve its practical objective of designing
a system for international air transport operation. Two
agreements, the "International Air Services Transit Agree-
ment" and the "International Air Transport Agreement”,
played a role in the development of the structural elements
that made scheduled international airline operation possi-

‘ble.

Most nations accepted the "International Air Services
Transit Agreement"” in 1944. Article 1 of this agreement pro-
vided that each contracting State should grant to the other
contracting States the first and second freedoms of the air

for commercial scheduled international air services. The

industry.
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"first freedom" refers to "the privilege of flying over the
territory of the contracting State without landing” and the
"second freedom” is "the privilege to land for non-traffic
(i.e. technical reasons.) purposes only". The other three,
of the five, freedoms are directly concerned with traffic.
The "third freedom"” is the right to disembark passengers,
mail and cargo which are taken on in the territory of the
State whose nationality the aircraft possesses. The "fourth
freedom” is the right to take on passengers, mail and cargo
destined for the territory of that State. Lastly, the
"fifth freedom" is the right to carry traffic which neither
originated in, nor is destined for, the home country of the

airline,34

It was obvious that the "International Air Services Tran-
sit Agreement" alone did not provide a sufficient basis for
international commercial scheduled air transport. The cru-
cial elements that were missing in this Agreement were the
third, fourth, and fifth freedoms of the air. These were

included in the "International Air Transport Agreement."

The United States government proposed that the "five
freedoms of the air" become the basis for multilateral nego-
tiations and wunilaterally signed the "International Air
Transport Agreement". The agreement, however, did not gain

support from other nations and the United States was forced

34 Richard Y. Chuang, The International Air Transport Asso-
ciation-- A Case Study of a Quasi-Governmental Organiza-
tion A.W. Sijthoff, Leiden, Netherlands, 1972, p.25.
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to withdraw its proposal in mid 1947. Hence, the "third,
fourth, and fifth freedoms of the air" were left to be nego-

tiated separately between interested nations.

3.2.1 Chicago Convention And Ancillary Instruments

Although the Chicago Convention did not explicitly make
the distinction between scheduled and non-scheduled air
transportation services, Article 5 of the "International Air
Services Transit Agreement" had a provision regarding the
rights of aircraft not -engaged in scheduled international
air services. This ancillary provision led to the classifi-
cations of scheduled and non-scheduled air transportation
services. This provision later provided a framework and
formed the legal basis necessary for a unique form of agree-
ment relating to the provision of non-scheduled air trans-
port services, namely, the charter or "Non-scheduled Air

Transport Services Agreement".

Initially, and wusually, charter operations have been
based on landing rights obtained from foreign governments
through charter operation permits or licences. These rights
are issued unilaterally in the sense that the granting of
such rights may not reguire the applicant's nation to grant
the same to carrier(s) of the other country for operation to
the applicant's nation. More recently, however, many
nations have either negotiated a separate agreement for

charter services or included this service in 1its scheduled
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bilateral negotiation. There have been few bilateral agree-

ments negotiated for non-scheduled air services.33

Beyond the bilateral air transport agreements and the
charter operation permits or licences, there exists a spe-
cial form of rights to be exchanged that are less formal
than the bilateral. These are known as "statements of under-
standing.” It should also be noted that all bilateral air
transport agreements concluded between 1946 and 1974 gov-

erned only scheduled international air services.

3.3 BILATERAL REGULATION

For all practical purposes, the lack of sufficient rati-
fication of the "International Air Transport Agreement” end-
ed the U.S. dream of a multilateral agreement for interna-
tional air transport. After the failure to regulate
international commercial scheduled air transportation on a
multilateral basis, the delegates representing the fifty-
four nations were quick to devise and support an alternative
solution: the bilateral negotiation of air transportation
agreements. This move, emphasized the role of national sov-
ereignty in international air transport and introduced
political rigidity which constrained the "freedoms of the

air" concept. And this one basic fiction 1inevitably gave

birth to a whole lot of subsidiary fictions concerning all

35 See P.P.C. Haanappel, Pricing And Capacity Determination
In International Air Transport --A Legal Analysis, (Cana-
da: Montreal), 1984.
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sorts of things 1like the "territorial air space" or the

nationality of air carriers.

The Chicago Conference failed to reach a multilateral
agreement on the important economic matter of international
aviation, that is, the exchange of third, fourth and fifth
freedom traffic rights. In addition, other important ques-
tions were also left unresolved such as the determination of
tariffs, aircraft capacity and flight frequencies. Govern-
ments were forced to deal with the gquestion of exchanging
traffic rights via bilateral agreements, and the airline
companies were left to <create an international organization

called IATA to handle the determination of tariffs.

Subsequent to the Chicago Conference, the third, fourth
and fifth freedoms became the main elements of bilateral air
services negotiation between national governments. A pat-
tern was developed in all the bilateral agreements which
became known as the "Chicago Standard Form". These agree-
ments allowed governments to control entry into internation-
al civil aviation and enabled them to negotiate for particu-
lar routes. The capacity which could be operated on these
routes was determined either by a process of predetermina-
tion or by ex post facto review method. Fares, rates and

tariffs were to be subject to governmental approval.
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3.3.1 Bermuda 1

With the bilateral system in place fér international air
transport agreements, and the "Chicago Standard Form"
emerged as the model for these agreements. It was not until
the bilateral agreement signed between the United States and
the United Kingdom in 1946 in Bermuda that bilateral air
transport agreements took on a different form; this form

later became known as the "Bermuda 1".

Subsequently, other states adopted the principles of this
agreement and concluded similar types of bilateral agree-
ments. The principles of the Bermuda agreement were essen-—
tially that capacity and frequency of service on any route
between the two countries would not be regulated, nor would
the number of airlines operating out of each country. The

possibility of an ex post facto review of capacity was, how-

ever, provided for in the event of what might seem to be an

unrealistic capacity provision.

In addition, tariffs would be established by the airlines
through the "Tariff Conferences" of the International Air
Transport Association (IATA), subject to mutual governmental
approval. It is importént to recognize that Bermuda 1 was a
formal agreement between two governments which enabled des-
ignated airlines to arrange services as they thought appro-
priate. The "equal opportunity" clauses of bilateral agree-

ments continued to be adopted to specific circumstances.
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These subsequent bilateral air service agreements have
taken many forms. Some are much more restrictive. For
example, they contain the stipulation that frequency of ser-
vice and capacity should be determined ex ante. Usually the
capacity is equally shared between the two countries and the
agreement 1involves only a single designated airline from
each country. 1In some cases it was stipulated in the agree-
ment that capacity must be shared between the two airlines
in terms of a pooling agreement. Thus, a typical post-Ber-
muda 1 bilateral agreement put in place a system of predet-
ermination of capacity replacing the 1liberal Bermuda 1
capacity clauses. This type of bilateral agreement usually
specified total <capacity and freguency of flights. Some-
times they also included matters such as scheduling of

flights and/or aircraft type.

3.3.2 Bermuda 2

In principle, the Bermuda 1 Agreement worked relatively
well until the British unilaterally announced in June 1976
that the agreement would be terminated on June 22, 1977.
The United Kingdom's main objection was that the capacity
share of the American carriers was far greater than that of
the British; the British called for a more eqguitable distri-
bution. The threat of disrupting air services between the
two countries brought both contracting states back to the

negotiating table in Bermuda. A new agreement was signed on
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July 23, 1977, even though Britain's requests were not com-
pletely satisfied. This 1977 United Kingdom - United States
bilateral agreement has since become known as the "Bermuda

2" Agreement.

A Memorandum of Consultations was subsequently filed by
the Governments of the United States and the United Kingdom
in London on November 9, 1982, as a supplement to Bermuda 2.
It modified a certain number of rights exchanged in Bermuda

2.

It is worthy of note that evidence of repeated attempts
at further regulation appeared 1in two paragraphs of this
agreement; these referred to the need for further action in
the areas of tariffs and capacity. They are Paragraph 7,
which indicated an intention to refer pricing problems to
the Tariff Working Group established under Article 12 of
Bermuda 2, and Paragraph 9, which called for the formation

134

of a new Working Group to examine "on a factual basis" the
operating procedures that were set out in Annex 2 and
adhered to in the Bermuda agreement. In particular, Para-
graph 9 was very specific that the role of the Working Group
was to deal with the extent to which the procedures succeed-
ed in avoiding either the provision of excess capacity or
the under-provision of capacity. In addition to this, the
Group was expected to make recommendations to the two Gov-

ernments for the improvement of these procedures 1if neces-

sary. Evidently, lessons had been learned from the devasta-
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tion caused on the North Atlantic routes by excess capacity

and by price-cutting activities.38

3.3.3 Liberal Bilateral Air Transport Agreements

Less than one year after Bermuda 2, the United States
entered into a new bilateral agreement with the Netherlands
in March, 1978; it took a form that was radically different
from Bermuda 2. The agreement clearly reflected the differ-
ences in attitudes that existed between the British and

United States and, for that matter, between the British and

the Netherlands. It reflected a similarity in ideologies
between the United States and the Netherlands. This agree-
ment signifies a step forward in the U.S. 1liberalization

policy regarding the air transportation industry.

This United States--Netherlands Agreement established the
"country of origin" principle by which "country of origin
rules”"” were applied to both charter operations and the
scheduled tariff determination. This method of scheduled
tariff determination has subsequently been referred to as
"country of origin pricing”. Each government party to the
agreement not only agrees to have full control over the
fares for traffic originating in its own country but also to
refrain from capacity or frequency control of any kind.

Furthermore, multiple designation of carriers was granted

36 Arnold Kean, "Bermuda III ?", Air Law, Vol.VIII, No.2,
1983, p.117.
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and unlimited sixth freedom37 traffic were included 1in the

agreement.,

The United States - Israeli Agreement of 1978 represented
an even more liberalized attitude in the sense that the
agreement contained the innovative "dual disapproval pric-
ing” principle. This interesting provision permitted desig-
nated airlines to set their own fares. 1In addition, no gov-
ernment on its own could disapprove of the proposed fares.
Both governments had to agree that the fare was unacceptable
before it could be rejected. A further feature of the Unit-
ed States--Israeli and the United States—--Netherlands agree-
ments was the fact that previously prohibited charter traf-
fic was now authorized. These two agreements represented a
transition period in which the pattern and the construction
of these agreements were to be followed by other countries

in subsequent bilateral agreements.

While it cannot be said that the new United States poli-
cies received wide acceptance, the significance of some of
these liberal agreements for the competitive environment of
air transportation cannot be overlooked. Any one of the
strategically important agreements might become the lever to
pressure neighbouring countries to accept more liberal prin-
ciples. Current agreements with Singapore or Korea may well
have a bearing on bilateral discussions the U.S 1is having

with Japan or, for that matter, on the deliberations which

37 The sixth freedom is a combination used of the third and
fourth freedoms.
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have started recently with China. Similarly, one may find
more liberal bilateral clauses in air transport agreements
that are concluded between Canada and countries that are

party to new bilaterals with the United States.

Since 1978 the United States has concluded liberal bilat-
eral agreements with several countries in Europe, the Middle
East and Asia. Generally speaking, greater access to the
U.S. market for the non-U.S. carriers with more gateways and
greater frequency of operation has been traded for greater
freedom of operation for U.S. carriers in the provision of
capacity, routings and lower fares. It should be noted that
many nations may have entered into these 1liberal bilateral
agreements with the U.S. primarily to obtain route benefits
for themselves rather than to endorse the U.S. deregulation

philosophy.

It 1is too early to assess the extent to which these
developments will affect the international air transport
system in the longer term. The short term effects are, how-
ever, gquite apparent for those services and routes subject
to the new bilaterals. Fewer restrictions on capacity and
greater freedom to introduce innovative fares has already
radically altered the balance between scheduled and non-
scheduled operations in some markets where both compete. By
offering a wide range of "basement" fares, scheduled carri-
ers have been able to penetrate the discretionary travel
market and force the non-scheduled operators to cut back

their operations quite severely.
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The experience in Europe with respect to pro-competitive
agreements can be compared with that in the Far East. Four
Asian states have entered into liberal bilaterals with the
United States: South Korea (March 1979), Singapore (June
1979), Thailand (June 1979), and the Philippines (October
1980). Following implementation of these agreements, each
country experienced a marked increase in passenger traffic
to and from the U.S., well above the aggregate U.S.-Far East
growth rate. At the same time, the traffic growth rate to
Japan, which did not enter 1into a similar agreement,
declined. For the twelve months ending 30 June 1980, pas-
senger traffic between the U.S. and South Korea increased
approximately 76 percent over that of the previous twelve-
month period; for Singapore, traffic increased sixfold; for
Thailand, the increase was close to 500 percent. Yet, for
Japan, the increase in traffic during the same twelve months
was under 15 percent and overall U.S.-Far East traffic
increased 20 ©percent. Since Japan typically generates
between 65 and 75 percent of total U.S.-Far East traffic,
very small diversions of tréffic from Japan to these other
Asian states can produce startling growth rates in their

passenger traffic.
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3.4 INTERNATIONAL INTER-GOVERNMENTAL ORGANIZATIONS

As mentioned earlier, the International Civil Aviation
Conference, assembled in 1944 adopted an agreement for the
establishment of the Provisional International Civil Avia-
tion Organization (ICAQO) in 1945. This agreement reflected
a compromise between a radical proposal by Australia and New
Zealand that called for complete international ownership of
world airspace and U.S. position which sought complete free-
dom of the sky and unrestrained competition. Shortly there-
after, an agreement to establish the International Civil
Aviation Organization was ratified in 1947 by the necessary
26 states. Subsequently, ICAO became a specialized agency of
the United Nations. The Chicago Convention and the techni-
cal work of the International Civil Aviation Organization
have been essential to the safety and security of air pas-

sengers.

3.4.1 International Civil Aviation Organization

The task of ICAO was to develop the principles and tech-
niques of international air navigation and to foster the
planning and development of international air transport.
These tasks included as particular objectives: 1) the safe
and orderly growth of international civil aviation through-
out the world, 2) the encouragement of the development of
appropriate airways, airports, and air navigation facili-

ties, 3) the assurance of safe, regular, efficient, and eco-
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nomical air transport, 4) the ensuriﬁg of respect for the
rights of the member-states and their fair opportunity to
operate international airlines, and 5) the promotion of
flight safety in international air navigation. It should be
pointed out that the total world air-traffic market is far
bigger than the sum of the bilateral air-traffic markets.
Each state forms part of this world market. A state is not
only a pair of origin and destination points, but is also a
junction of international air service and international

traffic.

Members of ICAO retain their basic autonomy over the
operation of their aircraft as it best suits their purposes
or those of their national carriers. The fact that govern-
ments often refer to their national carriers as a national
instruments, thus identifying themselves with the management
of these carriers, illustrates the protectionist approach of
many sStates to international civil aviation regulation.
According to the terms of the Convention, the Organization
is made up of an Assembly, a Council of limited membership
with wvarious subordinate bodies and a Secretariat. The
chief officers are the President of the Council and the Sec-
retary General. The Assembly, composed of representatives
from all member states, is the legislative body of ICAO. It
meets every three years to review in detail the work of the
Organization and set the policy for the coming years. It

also votes a triennial budget.
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3.4.2 Association of South East Asian Nations(ASEAN)

The Association of South East Asian Nations, whose mem-
bership in 1983 consisted of Indonesia, Malaysia, The Phil-
ippines, Singapore and Thailand, is a socio—economic econom-
ic grouping with a Secretariat based in Jakarta, Indonesia.
In recent years this Association has provided a forum for
the discussion of fares affecting the airlines of the member
States. In particular, the Association has played a role in
enabling South East Asian airlines to apply very low fares
developed by other airlines and states for traffic passing
through their region, thereby enabling the South East Asian
airlines to participate in this traffic and South East Asian

States to benefit from the generation of stopover traffic.38

3.5 INTERNATIONAL NONGOVERNMENTAL ORGANIZATIONS

It will be recalled that the Chicago Convention left the
establishment of fares to subsequent organizational efforts.
This led to the establishment of the International Air
Transportation Organization (IATA). IATA 1is composed of
both public and private-enterprise carriers. While ICAO has

played the role of coordinator between governments, IATA has

38 Manual on the Establishment of International Air Carrier
Tariffs, p.44. For the Multilateral Agreement On Commer-
cial Rights Of Non-Scheduled Air Services Among The Asso-
ciation Of South East Asian Nations, See I.A. Vlasic and
M.A. Bradley, The Public International Law of Air Trans-
port-— Materials and Documents, McGill University, Volume
1, 1974, p.30-34.
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assumed the role of coordinator between individual airlines.

3.5.1 International Air Transport Association

In the spring of 1945, 31 scheduled airlines, many of
whom had sent observers to the Chicago Conference, assembled
in Havana to organize their own international body. As a
result, 1IATA was created and incorporated by an Act of the
Canadian Parliament on December 18, 1945, The following
winter, aviation officials from the United States and the
United Kingdom met in Bermuda to give an official stamp of
legitimacy to IATA and to deal with questions of fare regu-
lation; At Bermuda, the deadlock of the Chicago Conference
was resolved by a basic compromise. Britain retreated from
demands for restrictions on frequency and capacity in return
for American acceptance of a machinery for direct control of

rates but subject to government approval.?3S®

IATA was initially entrusted with establishing air fares
and rates via its '"traffic conferences" and to recommend
agreed upon fare related matters to various governments for
ratification. Other distinctive work of IATA has included
standardization of forms and procedures for interline agree-
ments and landing agreements making the quick and easy
exchange of traffic between airlines possible. IATA has

also acted as a clearing-house for settling airlines'

3% R.Y. Chuang, The International Air Transport Associa-
tion—-- A Case Study of a Quasi-Governmental Organization
A.W. Sijthoff, Leiden, Netherlands, 1972, p.29.
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accounts with each other.

There is no doubt that the establishment of standard air-
line practices has since the inception of IATA, becomes the
most important part of IATA's activities. Resolutions of
traffic conferences of IATA standardize not only tickets,
but also way-bills, baggage checks and other similar docu-
ments. These resolutions also co-~ordinate and wunify han-
dling and accounting procedures for interline bookings, con-
nections etc. They maintain standard international
practices applicable to more than 100 member airlines all
over the world. Usually, IATA established practices are
also accepted by non-IATA international airlines. In
effect, IATA has succeeded in converting world airline sys-
tems run by different nations of the world into a single
public service system. An example is the financial manage-
ment role that IATA assumed. The IATA Clearing House
through which the airlines settle monthly accounts for
interline revenue transactions is the most valuable services
that IATA provides. It enables world's international air
carriers to collect and pay their world-wide debts interna-
tionally by a single cost settlement in either dollars or
sterling, regardless of the number of national currencies

involved.

As an organization, IATA is voluntary, non-exclusive,
non-political and democratic. Membership is automatically

open to any operating company which has been licensed to
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provide scheduled air service by a government eligible for
membership of ICAO. As of September 15, 1986, there were
120 active members and 24 associate members in the Interna-
tional Air Transport Association.”?® Airlines engaged direct-
ly in international operations are active members, while

domestic airlines are associate members.

Most nations have agreed that the enormous and complicat-
ed work of negotiating detailed fare agreements to meet the
constantly changing conditions of world air commerce should
be delegated, in the first instance, to an IATA Conference,
and these agreements should become effective only after all
interested governments have reviewed and approved them. In
the area of fastest growth, the Far East, IATA membership is
patchy and some important carriers, such as CAAC, Cathay
Pacific and Singapore Airlines have chosen not to partici-
pate in IATA's fare and rate conferences.?®! International
traffic by the members of IATA grew by 10 per cent last
year, the highest figure since 1979. Also encouraging for
these carriers, was an improvement in their overall load
factor, from 59.6 per cent in 1983 to 61.3 per cent in 1984.
The International Air Transport Association was not formed
by airlines seeking a cartel. Rather, it was organized so
that carriers could work together to approach their govern-

ments with a common purpose. The IATA view is that there is

40 IATA, Annual Report, 1986, Canada, 1986, p.12.

41 "Third World problems high on agenda--Our 1985 air trans-
port special is opened by an interview with IATA's D-G,
Gunter Eser", Interavia, October, 1985, p.1069.
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a need for evolution toward a more liberal regime 1in air
transportation regulation worldwide, but it should be evolu-

tion rather than revolution.?*?

Another current development of considerable significance
in the evolving pattern of international air transport is
the growing importance of regional airline associations in
various parts of the world, partly as a defensive reaction
to deregulatory trends. The existence of these groups
emphasizes the value of cooperation and multilateral discus-
sion. The advantages of mutual support are particularly
beneficial to the emerging airlines of developing countries

which appreciate the strength of joint endeavors.

3.5.2 Orient Airlines Association

The Orient Airlines Research Bureau (OARB) was formed in
1968 to stimulate the development of regional Asian traffic.
Membership is open to carriers based in States or semi-au-
tonomous territories in an area extending from Thailand in
the west to Japan in the east. Original members were PAL
(Philippines), KAL (South Korea), CAL (Taiwan), MAS (Malay-
sia), THAI Airways (Thailand), - Garuda (Indonesia), JAL

(Japan), Air Vietnam (Vietnam) and Cathay Pacific Airways

(Hong Kong). In 1970, the Association was renamed the Ori-
ent Airlines Association. OAA has 1its headquarters in
Manila, the Philippines. Membership in 1983 stood at 11

42 pDavid M. Kennedy, Chief Executive of Aer Lingus, Presi-
dent of IATA(1984), Air World, Vol.36, Number 3, 1984.
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scheduled airlines of which 4 were also members of IATA's
Tariff Co-ordination activities. More recent members have
included Papua-New Guinea and Australia. OAA's general
objectives are as follows: 1) to promote the development of
air commerce in the Orient, to foster closer co-operation
among members and serve as a forum for the expression of
members' views in matters of common interest, and 2) to
stimulate travel and tourism in the area and encourage

international co-operation in economic, social and cultural

fields. In the tariff field the Association has aimed at
the elimination of "ruinous" competition in the area by
means of a "yield improvement programme”. Towards this end

the Association has sought to control the discounting of
official fares being practised in the region. The Associa-
tion has also agreed on a tariff prorating system for appli-

cation to, from, and within, the region.

As a forum for discussion of tariff matters concerning
many‘routes between Europe/Middle East and Asia/Pacific, OAA
airlines and some IATA Tariff Co-ordinating members have
held meetings wunder the term "Orient Region Air Transport

Conference??® (ORATC)"

43 Manual on the Establishment of International Air Carrier
Tariffs, p.38.
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3.6 SUMMARY

One of the most diétinctive feature of the international
aviétion industry 1is its operating environment, that is,
international airlines are not only subject to domestic
political constrains, but also international legal and eco-
nomic regulatory control. These constraints imposed upon
the aviation industry remind us of the nature and the
uniqgueness of the structure of this market. This chapter
has traced the development of the international regulation
of international air transportation industry from its early
stage of multilateral efforts through the current bilateral
regime. It has pointed out some of the institutional ele-
ments, both governmental and non—-governmental agencies that
interact and affect the very structure of this important
industry and that these elements are critical to our under-
standing of the current situation in the Canadian Pacific

Ocean region's air transport development.

The network of bilateral air transport agreements which
have evolved as a framework for scheduled operations are
basically restrictive in nature but there has been variety
and evolution in their application. International coopera-
tion has set up institutional conditions which greatly sim-
plify airline operations and provide very efficient interna-

tional service to passengers.



Chapter IV
CANADIAN BILATERAL AIR TRANSPORT AGREEMENTS AND

PUBLIC POLICY
The primary purpose of bilateral agreements is to estab-
lish certain rights and protections for international air
transport operations controlled or operated by companies of
one party in the territory of the other party to the treaty.
Negotiation of bilateral agreements has led to the complex
and rigid structure to which world airline operations are
subject. However, without such agreements entry into the
international airlines industry is impossible because the
individual state has complete control of its air space.
Thus, bilateral air transport agreements have structured
scheduled international airline operations over and above
any economic structural conditions. In addition, government
public policy may also affect the outcome of how its bilat-

eral agreement is negotiated.

4.1 CANADIAN PUBLIC POLICY ON AIR TRANSPORT

' The bargaining on international bilateral agreements 1is
mainly determined by the needs of the carriers in terms of
economics and satisfaction of the public interest. However,
politics and governmental policy objectives may also have

some influence 1in terms of deciding whether international
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bilateral negotiations are even to take place or not. The
Canadian government has long established policy guidelines
for international air transport; the result of which is the
well known "sphere of influence" policy. The impact of the

"sphere of influence"” ©policy on the Canadian air transport

industry will be examined in a later chapter.

The Canadian government entered 1into its first bilateral
commercial aviation treaty in 1946 for the purpose of facil-
itating commercial air transportation activities between
itself and its contracting partners. 1In Canada, representa-
tives from the Ministry of Transport, the International
Transport Policy Committee??® of the Canadian Transport Com-
mission, the Department of External Affairs and the Depart-
ment of Industry, Trade and Commerce together formed the
Interdepartmental Committee on Civil Aviation. It 1is
through this Interdepartmental Committee on Civil Aviation
that international civil aviation policies are developed and
put forward. The exercise of jurisdiction over the control
of international air transport by the government of Canada,
however, rests with the Department of External Affairs and
the Ministry of Transport. When a bilateral air transport

agreement 1is to be negotiated, representatives from the

44 gSubject to the jurisdiction of Parliament, the Interna-
tional Transport Policy Committee was formed with the
responsibility to act on behalf of the Canadian Transport
Commission. It announcement was made in November 1967
and no regulatory function was created for the said com-
mittee. See Canadian Transport Commission, The Second
Annual Report of the Canadian Transport Commission, 1968,

pP.7.
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Department of External Affairs and the Canadian Transport
Commission are involved as part of the negotiating team.
There are also observers representing Canadian carriers in
the negotiation process. During the 1984-85 winter season,
there were fifty-nine Canadian and foreign air carriers
offering scheduled services to international destinations
from within Canada. These services varied from Torontair's
transborder operation between Kingston and Syracuse, New
York, to Air Canada's new international route from Toronto

to Bombay(India), and Singapore.

Due to the nature of the air transport industry, it is
easy to realize why the success of an international commer—
cial aviation industry depends so profoundly upon an open,
efficient and co-operative system of operation. This is not
merely because protectionist views or actions would reduce
the possibility of international specialization, but also
because they would have adverse effects on competition and
possibly on scale economies, resulting in less than optimal

profitability.

4,2 THE NATURE OF THE BILATERAL AGREEMENTS

"Bilateral Air Transbort Agreements" are also referred to
as "Bilateral Air Services Agreements" in many situations.
There has not been a specific name assigned to an air trans-
port agreement negotiated between two contracting states

that is internationally recognized or used. However, for



78
all intents and purposes, any one of the two names mentioned
above is quite acceptable and understood by the partici-

pants.

The basic framework of bilateral agreements by which air
routes are exchanged among nations and the rights to carry
traffic on them are determined according to certain broad
principles. In general, it should be noted that there are
three sets of bilateral clauses available for practical
applications. The first set follows the tradition of the
Chicago protocol, commonly referred to as a "Chicago Stan-
dard Form". The second set of norms came 1into existence
after fourteen years of the "Chicago Standard Form" and was
an improvement over the Chicago type. This second set of
bilateral clauses was adopted by the European Civil Aviation
Conference (ECAC) and has frequenﬁly been referred to as
ECAC Standard Clauses. Finally, the agreement signed
between the United States and the United Kingdom in Bermuda
provided yet another popular standard form. This is the

"Bermuda type" agreement.

Some bilateral air transport agreements are formally
initialled and signed; these agreements take each of the
above-mentioned forms. Other bilaterals include a "Memoran-
dum of Understandings" and "Diplomatic notes" or "Exchange
of letters". Most Canadian bilateral agreements are typical
Chicago Standard Form with slight variations in the con-

struction of clauses. Early treaties focused on the need
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fer gaining access rights. Each bilateral agreement usually

begins with a preamble.

The use of preambles in bilateral air transport agree-
ments is common and can be found in almost all Canadian cas-
es. Its main function is to express and describe the goal
of establishing such an agreement, or to give some indica-
tion of why such an agreement is desirable. 1In the preamble
of an agreement one often finds a clause that makes refer-
ence to the Chicago Convention. This serves as an expression
of reaffirmation of the understanding that the current
agreement recognizes this multilaterally agreed convention.
Of all the bilateral air transport agreements signed between
Canada and the countries 1in the Pacific region that were
examined, only the agreement between China and Canada does

not refer to the Chicago Convention.

Apart from the preamble, a standard Canadian bilateral
agreement is further divided into two major parts. The
first part is the main body regulating the exercise of vari-
ous rights granted. It is here that the substance of the
bilateral agreement can be found. Although there is no par-
ticular sequence or pattern followed, all bilateral agree-
ments separate major provisions into different articles.
One of the major provisions that have to be made 1is the
granting of operating rights. Such provision could be found
in one of the articles. It is in this part of the agreement

that further distinction among "in-transit" traffic and
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"stop-over" traffic rights are typically spelled out. One
may also find some articles that give legal meanings to the
terms used. Most of the other articles deal with the terms
of the agreement, and freguently discussed matters such as
aircraft registration, airworthiness*® and customs duties
exemption for equipment being introduced to the contracting
states for the purpose of maintenance and repair of air-
craft. Provisions are also made in this part of the agree-

ment for future amendment of the agreement.

Another provision is made in a different article regard-
ing the designation of airlines for the air services to be
performed. All Canadian bilateral agreements require each
contracting party to designate the airline or airlines which
will operate such services. Furthermore, all bilaterals
require the designated airline to obtain appropriate operat-
ing authorization prior to the 1inauguration of the agreed

services.

Yet another article in the bilateral agreement states the
various operating conditions that are required. It is usu-
ally in this section that the control, ownership and the
competence of the designated airlines are made explicit.

Stipulated in another article are matters related to customs

4% Two different types of airworthiness certificates are
issued by Transport Canada. The first deals with the
approval of aircraft design and wusually issue to and pay
by the aircraft manufacturer. The certificate of airwor-
thiness for which aircraft owner has to apply annually is
strictly a mechanical inspection of the aircraft and
issue upon the completion of a test flight by a specially
certified pilot.
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duties and other charges (i.e.the reciprocal exemption of

duties and other fees).

Other provisions, contained separately in different arti-
cles, are as follows: (a) airport and facility charges, (b)
tariff determinations, (c) methods for capacity determina-
tion and, finally, (d) provision for settlement of disputes.
The specification of routes to be operated by the designated
airlines of the contracting parties to a bilateral agreement
is usually mentioned but further reference is made 1in the
"annex". It is in this article that the bilateral can be

seen as an instrument for regulating the rights granted.

The annex 1is the second part of a bilateral agreement.
It spells out the details of the rights granted and the
routes the designated airlines of each contracting party
will fly. Normally, the agreement does not give the name of
the designated airlines, which may follow later through dip-

lomatic channels.

The preamble, along with various articles and the annex
are therefore important elements in determining the scope of
the coverage of bilateral agreement. Although all bilateral
air transport agreements concluded by Canada are drawn up in
both official languages, English and French, there are
instances where foreign languages are used. Such 1is the
case with Japan, where the Canada-Japan bilateral is in Jap-
anese, English and French with all texts being equally

authentic.
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Commercial Agreements

All bilateral air transport agreements discussed so far
are negotiated through government authorities or by repre-
sentatives of the contracting parties. There are, neverthe-
less, other bilateral agreements that are related to the air
transportation services which do not reqguire government
involvement. Furthermore, these agreements are mainly nego-
tiated on the industry (i.e. air carriers) level and there-
fore, are not necessarily bilateral. These agreements are
generally known as "commercial agreements". They include

"pooling agreements" and "inter-carriers agreements".

A "pooling agreement" 1is an agreement that usually
involves the provision for an equal sharing of capacity and

joint revenue, irrespective of the traffic actually carried.

Since pooling is a condition of operation on <certain
routes, unilateral abandonment of the pool could lead to the
loss of traffic rights and a loss of service to the travel-
ling public. Nevertheless, pooling 1is a restrictive
arrangement that is likely to militate against innovations
in marketing and pricing strategy, and whatever it may do to
protect the interests of a single nation, it 1is liable to
produce an inefficient allocation of resources on an global

basis.

Pooling prevents the scheduling of excess capacity and,

therefore, enables the participating airlines to achieve a
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higher load factor. The pool is the legal basis for inte-
grating the operations of various airlines. It represents a
contract between two or more aeronautical enterprises. The
principles and conditions for joint operation of given air
services are determined with a view to creating possibili-
ties for the rational use of aircraft capacity, thus achiev-
ing maximum economic benefits for both parties. It is obvi-
ous that the joint operation of a given air service prevents
competition between the carriers participating in its opera-
tion. This co-operation finds expression in a co-ordinated
commercial and tariff policy, mutual assistance, etc. With
this form of integration it is very important to design the
economic mechanism of the pool correctly, i.e. to determine
the system of economic and operation indices and targets
which stimulate each partner to participate actively in the
fulfillment of the pool programme, and to achieve a fair
distribution of the economic results among the pool part-

ners.

There have been intensive efforts by both governments and
airlines to secure and negotiate cooperative agreements.
Such agreements are most notable in the recent opening up of
the Chinese economy where various countries have made joint-
venture initiatives with the Chinese government and its air-
lines or aircraft manufacturing companies. These coopera-
tive arrangements range from the coordination of air

transportation development activities, which includes the
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training of ground and maintenance personnel, to the joint
operation of services. One example of a pooling agreement
in the Pacific region that has been in force since 1963 is
the agreement between Cathay Pacific Airways, Thail Airways
International, and Malaysian Airways. They entered into an
agreement to pool revenues on their services between Hong
Kong, Bangkok, Kuala Lumpur and Singapore, an event seen as

possibly foreshadowing a unified South-East Asian airline.®®

The internaticnal airline system 1is presently character-
ized by procedures and practices which make it especially
easy for ©passengers to make their travel arrangements,
including travel between any two points even though the trip
may involve the use of two or more carriers. These proce-
dures and practices include joint fares (established on the
basic of independently determined local fares and a formula
to divide revenues under such fares among the participating

carriers pursuant to inter-carrier agreements.

A major feature of the current international air trans-
port system is the «capability for interline transportation.
Within the Orient region, as anywhere else around the world,
interline travel is pervasive, serving the interest of both
tourist and business travellers. This trend to interline
travel has developed much as a result of the nature of mar-
ket demand, which is largely geared to multiple-destination

travel. This, 1in principle, requires agreed upon uniform

46 1CAO, Annual Report Of The Council To The Assembly For
1963, p.51.
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tariffs and efficient fares satisfactory to both the airline

industry and users of air transport.

4.3 CANADIAN BILATERAL AGREEMENTS IN THE PACIFIC OCEAN
REGION

The Pacific Ocean region covers a very large expanse and,
for that reason, bilaterals between Canada and nations in
this region have often incorporated intermediate points.
With technological improvements in aircraft resulting in
greater range capability, this type of provision has faded
in relative importance. It is also worthy of note that rel-
atively few bilateral fifth freedom rights negotiated by
Canada have been exercised. Bilaterals which relate to the
Pacific Ocean region, i.e. those for Japan, the United
Kingdom, and 1India, have been of outstanding importance

among those exercised.

Tables 7 and 8 provide a chronology of those bilaterals

of relevance to the Pacific Ocean Region.

Canada's bilateral air transport with the United States
dates back to 1942, An agreement concluded in January,
1966, was a major step forward in this air transport rela-
tionship. On 8 May, 1974, this agreement was amended and
two other agreements on preclearance and non-scheduled ser-

vice were concluded.?*’?

47 For a detail discussion on the development of and issues
related to public policy of U.S.- Canada bilateral agree-
ment, see R.F. Harris, "The United States - Canada Air
Transport Agreement And The Public Interest," Proceedings




TABLE 7

countries of the Pacific Ocean Region 1938-1966
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Bilateral Air Transport Agreements concluded by Canada with

Country Date of Subject
Signature

United 28/07/38 Exchange of Notes relating to

States Air Navigation

Australia 11/06/46 Air Transport Agreement

Britain 01/02/47 Air Services Agreement For

(U.K.) Services Into Canton Islands

Britain 19/08/49 Air Services Agreement replaces

(U.K.) Agreements dated 21/12/45;
17/7/47 and 7/7/48.

New Zealand 16/08/50 Bilateral Agreement

Australia 16/03/51 Exchange of Notes Amending the
1946 Agreement -~ Provision for
Sixth Freedom Traffic On Canada-
Australia-New Zealand route.

New Zealand 29/09/52 Exchange of Notes Amending the
1950 Agreement -- Provision for
Sixth Freedom Traffic On Canada-
Australia-New Zealand route.

Australia 01/09/54 Amendment to 11/06/46 and 16/03/51

28/09/54 Agreements

Japan 12/01/55 Air Services Agreement

Britain 18/08/58 Air Services Agreement amending
Agreement dated 19/8/49.

Britain 06/09/60 Modification of Agreements dated
19/8/49 and 18/8/58.

Britain 10/03/65 Confidential exchange of letters
Permitting additional rights

United 17/01/66 Air Transport Agreement between

States

Canada and the USA
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Bilateral Air Transport Agreements concluded by Canada with
countries of the Pacific Ocean Region 1973-1985

Country Date of Subject
Signature

China 11/06/73 Air Transport Agreement

Australia 15/03/74 Bilateral Agreement replacing
the 1946 agreement and the
1951 Amendment

Fiji 30/04/74 Air Transport Agreement

United 08/05/74 Exchange of Notes Amending the

States 1966 Agreement

Britain 14/04/81 Air Services Agreement replacing
the 194S agreement.

United 28/08/81 Exchange of Notes amending the

States 1966 Agreement as subseguently
amended by Exchange of Notes of
May 8, 1874

India 26/02/82 Bilateral Agreement Initialized

India 20/07/82 Bilateral Agreement Signed

United 21/03/83 Exchange of Notes with respect to

States the Air Canada Seat Sale, and the
participation in the Canada -
- Australia market of US carrier
Continental

Fiji 30/04/84 cConfidential Memorandum of
Understanding dealing with
Capacity, tariffs and taxation

Singapore 12/06/84 Air Services Agreement

New Zealand 30/11/84 Amendment for capacity
determination

New Zealand 04/09/85 Bilateral Agreement replacing the
1950 agreement and the 1952
amendment.
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The agreements are comprehensive but certain items relat-—
ing to United-States Pacific coast cities, northern interme-
diate points and Honolulu are of interest in the study of

Pacific Ocean region air transport activity.

The 1942 agreement gave Canada access to Seattle and a
Vancouver - Honolulu - Australia route (an example of a
fifth freedom). The 1966 agreement again specified Victoria
- Seattle and beyond, and certain specified points such as
Vancouver - Honolulu - Australia and Vancouver - Anchorage
and beyond. It also provided Canada with new deep penetra-
tion routes to U.S. Pacific coast points in the form of a
Vancouver - San Francisco route and a Toronto - Los Angeles
route. The 1974 amendments introduced Canadian rights to
routes from Edmonton/Calgary to San Francisco and to Los

Angeles and Montreal/Toronto routes to San Francisco and to

Los Angeles. The West Coast linkage was changed to Vancou-
ver/Victoria -Seattle and Vancouver - San Francisco/Los
Angeles. Intercontinentally Canada continued to have its

route to Honolulu - Australasia and beyond.

Canadian deep penetration of the Pacific Ocean area by
air transport began with a British Commonwealth 1link with
Australia. The bilateral air transport agreement with Aus-
tralia was signed on June 11, 1946. It provided the neces-

sary rights for both contracting states to operate flights

of the Seminar Series on Transportation, 1974 - 1975,

Volume 8, Center for Transportation Studies. University
of Manitoba, pp.23-61.
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between Vancouver and Sydney via an intermediate stop at
Auckland with beyond rights to New Zealand. Under this 1946
agreement, there is a provision for a fifty percent sharing
of traffic generated between the two carriers designated by
both contracting states. This type of "capacity predetermi-
nation" clause 1is not common in Canadian bilateral agree-

ments. In addition, the agreement also has a provision for

a pooling agreement.

Subsequently, there were three amendments made to this
agreement. The first was made on March 16, 1951, to amend
the designation of the Canadian route. This amendment spec-
ified the route to be served by both <contracting states to
be Vancouver~San Francisco-Honolulu-Canton Island-Fiji-Auck-
land-Sydney in both directions. Furthermore, this amendment
specified that the airline designated by the Government of
Canada shall pick up at Sydney only traffic destined for
points beyond New Zealand and shall disembark in Sydney only

traffic which originated at points beyond New Zealand.

The second change occurred in September of 1954 with
regard to the period of time required for notice to be giv-
en. At the request of the Canadian Government, further
adjustment were made to the 1951 routing provisions in 1974.
Paragraphs 1,2,3 and 4 of the Annex to the 1946 agreement
were cancelled and replaced with the following provisions:

1. An airline designated by the Government of Australia

may operate a return service originating in Australia
and terminating in Canada on the route specified
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below and may take on and put down at Vancouver
international traffic in passengers, mail and cargo
taken on or discharged at other points so specified.

2. The route to be operated by the designated airline of
the Government of Australia shall be:

Any point or points in Australia to Vancouver via
Fiji, Tahiti, Honolulu, San Francisco and other
intermediate stopping places as may be mutually
agreed on in both directions.

Intermediate stopping places may at the option of
the designated airline be omitted on any or all
flights.

3. An airline designated by the Government of Canada may
operate a return service originating in Canada and
terminating in Australia on the route specified below
and may take on and disembark at Sydney international
traffic constituted of passengers, mail and cargo
uplifted or discharged at other points so specified.

4. The route to be operated by the designated airline of
the Government of Canada shall be:

Any point or points in Canada to Sydney via San
Francisco, Honolulu, Tahiti, Fiji, and other
intermediate stopping places as may be mutually
agreed on in both directions.
Intermediate stopping places may at the option of
the designated airline be omitted on any or all
flights.

This 1974 amendment to the 1946 Canadian-Australia air

transport agreement became a new bilateral agreement and as

of November, 1986, was still in force.

In 1947 Canada concluded an air transport agreement with
the United Kingdom through an exchange of letters that dealt
with the traffic rights for Fiji and Canton Island. The

agreement granted Trans-Canada Airlines (Air Canada) all
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five freedoms for traffic between Canada and Fiji and Canton
Island. Provision was made for beyond rights to a point in
Australia and one point in New Zealand. In return, Canada
granted British Commonwealth Pacific Airlines all traffic
rights at Vancouver. This 1947 Canada-U.R. agreement was
superseded by the 1949 Air Services agreement which estab-
lished traffic between the United Kingdom of Great Britain

including its overseas territories and Canada.

The 1949 agreement was first amended on August 18, 1958,
with respect to route schedule and was further amended on
6th September, 1960, at the request of the Government of the
United Kingdom. Two routings were given to Canadian carri-
ers. The first gave Prestwick and London as gateways and
Brussels, Dusseldorf, Zurich and Vienna as points beyond.
Traffic was to originate in the following Cénadian points:
Vancouver, Edmonton, Winnipeg, Toronto, Montreal, Gander and
Halifax through intermediate points such as the Azores, Ice-
land and Shannon. The second routing gave Hong Kong as the
gateway with points beyond to be agreed on later. Points of
departure included Toronto, Edmonton and Vancouver. Inter-
mediate points were Whitehorse, Alaska, the Aleutians,
points in Japan and Shanghai. In return, the British
obtained Gander, Montreal and Toronto as gateways for traf-
fic discharge from London, Prestwick and Manchester through
intermediate points such as Shannon, Iceland, and the

Azores.
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It should be noted that since April 30, 1974, an interna-
tional air transportation agreement has been reached with
the government of Fiji, separating the Canadian - United
Kingdom agreement from dealing with 1landing rights and mat-
ters thereof regarding Fiji. This agreement provided a con-
tinuation of traffic rights for CP Air which also allowed
the island's only international carrier, Air Pacific, the
rights to Vancouver. This agreement has subsequently been
amended by an exchange of notes on April 30, 1984, which
clarified to respective governments confidentially the
nature and constraints of the bilateral with regard to

capacity, tariffs and taxation matters.

The latest amendment to the U.K. agreement however, was
made on 14 April, 1981, 1included three routing groups. The
amendment gave Canada Prestwick, London and one additional
point to be named by Canada as gateways for the first rout-
ing. In this routing group, Canada had almost complete
freedom to decide the origin of service in Canada, provided
that the British were notified. The intermediate points
were the Azores, Iceland and Shannon. There were three
alternatives for beyond rights given by the United Kingdom
for this routing group:

1. Any one or several of: Dusseldorf, Brussels, Zurich,
Vienna.

2. Paris, but with no traffic. rights except for origin
traffic carried in-transit through UK's gateway(s).
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3. Points in Western Europe excluding Frankfurt, Copeﬁ—

hagen, Lisbon and West Berlin; points in Africa
excluding Johannesburg, Lagos, Nairobi and Cairo;
points in the Middle East excluding points in the
United Arab Emirates, Bahrain, Oman and Qatar; Points
in South Asia (i.e. West of Burma) excluding Calcutta
and Delhi with provision for service to Bombay only
after January 1, 1982. Singapore was offered as
another alternative effective January 1, 1984.

The second route group made provision for Caribbean traf-
fic from either Toronto or Montreal by way of Tampa or St.
Petersburg. In the third route group, Britain gave Hong
Kong as a gateway with beyond rights into Bangkok, Manila
and Jakarta. However, capacity restrictions imposed on
these beyond rights effectively limited the freguency to
three round trips per week and only one point was to be
served on any one flight. Canada might choose Vancouver and
two further points in Canada as departure points. However,
three months advance notice by diplomatic note is required
for points other than Vancouver. Intermediate points are
Whitehorse, Alaska, Shanghai and points in Japan. The
intermediate and beyond rights at points mentioned earlier

were only made available to one Canadian airline designated

for such routing.

In return, Britain got Gander for traffic from London,
Manchester and Prestwick by way of Shannon, Iceland and the
Azores as the first route group, with beyond rights to New
York and beyond and/or Bermuda and beyond. On the second
route group, one further point from the United Kingdom as a

departure point was also allowed, with the same intermediate
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points provided as the first route group. In addition,
points in the USA were also named as intermediate points for
this route group with <certain restrictions. A significant
difference in this route group compared with the earlier one
was the number of gateways that Canada had to offer. In
addition to Gander, other cities such as Halifax, Montreal,
Toronto, Winnipeg, Edmonton, Calgary and Vancouver were
included in the route group. Furthermore, full traffic
rights from Gander to New York and other points were granted
by the Canadian Government, while stopover rights were
granted for beyond points such as Boston, Detroit and Chica-
go. For traffic extended beyond Montreal, points in USA
granted with only one stopover rights. The third route
group provided traffic rights from Bermuda and/points in the
Caribbean by way of Havana to Montreal with beyond points in

the United Kingdom.

Finally, in the route group that made traffic provision
for Hong Kong, Canada gave Vancouver, and one further point
not east of Winnipeg as gateways. Traffic for this route
group may route through points in Japan and/or points in
California. Beyond points in this route group were Califor-
nia. There were certain restrictions with respect to inter-
mediate and beyond points for this route group. First, in-
transit traffic is allowed to and from Hong Kong through
Canadian gateways to and from Seattle and points in Califor-

nia. Second, these intermediate and beyond rights at points
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mentioned is restricted to only one United Kingdom designat-
ed airline. The final restriction stated that in-transit
traffic is granted to and from points in Japan through Cana-
dian gateways to and from Seattle until such time that the
exercise of full traffic rights between points in California

and points in Canadian territory is commenced.

Canada began its direct bilateral air transport relation-
ship with New Zealand subsequent to the signing of an agree-
ment on 14 August, 1950. The agreement made provision for
point to point air transport services between the two coun-
tries, with Vancouver on the one hand, and Auckland on the
other, as gateways. No iﬁtermediate point was specified. It
was, nevertheless, mentioned that intermediate stops were to
be determined and agreed between the two parties. A provi-
sion for pooling was provided and, also it was specifically
stated that capacity offered was to follow the egual shar-
ing principle. Provision was made for upward capacity flex-
ibility for meeting unexpected 1increases in demand. Fares
and rate determination were referred to IATA and were sub-

ject to approval by the respective aeronautical authority.

In 1952, an amendment was made that provided sixth free-
dom traffic to Australia. No fifth freedom traffic rights
were granted. It was not until Nov 30, 1984, that another
formal bilateral air transportation agreement was initialled
with New Zealand. The agreement was signed in 1985. This

1985 Canada—-New Zealand Air Transport Agreement followed a
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pattern very similar to the 1984 Singapore Agreement. These
agreements may be seen as tending towards the restrictive
category in the sense that even the aircraft type to be used
must follow the principle of the bilateral clause:

A designated airline of one Contracting Party may make
a change of gauge®® at any point on the specified route

only on the following conditions:

1. that it 1s justified by reason of economy of
operation;

2. that the aircraft used on the section of the
route more distant from the territory of the
Contracting Party designating the airline is not
larger in capacity than that wused on the nearer
section;

3. that the aircraft of smaller capacity shall
operate only in connection with the aircraft of
larger capacity and shall be scheduled to do so;
the former shall arrive at the point of change
for the purpose of carrying traffic transferred
from, or to be transferred into, the aircraft of
larger capacity; and their capacity shall be
determined with primary reference to this pur-
pose;

4. that there is an adequate volume of through
traffic;

5. that the airline shall not hold itself out to
the public by advertisement or otherwise as pro-
viding a service which originates at the point
where the change of aircraft is made, unless
otherwise permited by the Annex;

48 "Change of gauge" means the operation of one of the
agreed services by a designated airline 1in such a way
that one section of the route is flown by aircraft dif-
ferent in capacity form those used on another section.
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6. that in connection with any one aircraft flight
into the territory of the other Contracting Par-

ty, only one flight may be made out of that ter-
ritory unless authorized by the aeronautical

authorities of the other Contracting Party to
operate more than one flight; and

7. that the provisions of Article XI of the present
Agreement shall govern all arrangements made
with regard to change of gauge.

The 1985 Canada - New Zealand Air Transport Agree-

ment allows more than one airline to be designated. It
allows Air New Zealand or another carrier designated by

the New Zealand government to change intermediate point

or points to Canada every six months on sixty days

notice. Also included in the agreement was the provi-
sion for charter operations for both contracting
states.

Of all the bilateral air transport agreements under
review, the Canada-Japan agreement signed on 12 Janu-
ary, 1955, is the oldest agreement still in force with-
out amendment. This agreement contains Bermuda type
capacity clauses. In addition, the obligation to
exchange statistical data for capacity review is speci-
fied. More than one airline is allowed to provide ser-
vices according to the terms of the agreement. The
route schedule in the agreement makes provision for a
Canadian airline, or airlines, to operate air transport
services from any points in Canada through intermediate

points in either Alaska or the Aleutians to Tokyo.
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Full traffic beyond rights were granted for Hong Kong
and point or points to be agreed upon when the situ-
ation warrants it. The same condition for intermediate
points as specified for the Canadian carrier 1is also
applied to the Japanese carrier and traffic is to be
discharged at the Vancouver gateway. Beyond rights are
granted for Mexico City, Caracas, any point or points
in Brazil, and a point in the west or central part of
the United States of America, with full traffic free-

doms.

The China-Canada agreement signed in 1973 has a pro-
vision on charter services and "capacity pre-determina-
tion" clauses. As specified in the Annex of the agree-
ment, the People's Republic of China can originate
traffic from any point in China by way of Tokyo through
one intermediate point. The route granted enables the
People's Republic of China to carry passenger, mail and
cargo into Vancouver and/or Ottawa, with beyond rights
for one point in a third country. The accord also
enables the Canadian government to designate one air-
line to perform the service from any points in Canada
with technical landing right for Alaska, througﬁ Tokyo
or another point in Japan. The two gateways designated
are Shanghai and Peking (now known as Beijing) with a
point to be agreed upon later. The beyond rights

allowed the Canadian carrier one extension point beyond
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China, again, to be agreed upon at a later time. One
particularly important aspect of the agreement is the
stop-over privilege granted indiscriminately for pas-

sengers at intermediate points.

Of all the agreements between Canada and other
Pacific area nations, only China included a Protocol
concerning technical requirements and procedures relat-
ed to the operation of the agreed air services. There
were several articles in the Protocol. 1In article one,
both contracting states's designated airlines are
assigned the air corridor, airports and alternate air-
ports to be served. 1In article two, the Protocol spec-
ifies that the aeronautical authorities of both parties
are required to provide each other with the necessary
aeronautical information such as information on radio
communication and navigational facilities, flight rules
and air traffic control. Article three provides both
parties the opporfunity to exchange meteorological
information. Article four spells out the Air Traffic
Rules and Procedures which both countries are to
observe. Radio navigation and communications are dis-
cussed in article five. Article six ‘deals with air-
craft airworthiness, and also indicates that the inter-
national minimum standard of airworthiness must be met
before the aircraft 1is allowed to receive the airwor-
thiness certificate. Article seven deals with miscel-

laneous items and the validity of the Protocol.
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In Juiy, 1982, an agreement with India was signed.
Air India initiated air services. between Delhi and
Montreal via Frankfurt and London in October, 1982.4°¢
Modifications to this agreement were made in 1984, An
Indian designated airline is permitted to serve Toronto
in addition to Montreal on a transatlantic route via
Asia west of India and/or Europe, and beyond Montreal
to a point in the U.S., and to serve Vancouver on a
trans-pacific route. One Canadian carrier now has the
right to serve Bombay and Delhi on a transatlantic
route via Europe and Asia west of 1India and points
beyond India, and another carrier can serve Delhi or

Calcutta on a trans-pacific route.53°

The agreement with Singapore, signed on 12 June,
1984, provides air services between and beyond the
respective territories on a transatlantic route via
Europe and/or the Middle East and Asia, and a transpa-
cific route via intermediate points in Southeast Asia
and/or the Pacific. As mentioned earlier, the Canada-
Singapore Agreement contains clauses which also
appeared in the Canada-New Zealand Agreement. Provi-
sion for "change of gauge" is specified. Article four

of the agreement indicates that more than one airline

*9 Transport Canada, Annual Report 1982-83, Catalogue No. L
31-54/1984, 1984.

°0 Canadian Transport Commission, The Eighteenth Annual
Report of the Canadian Transport Commission 1984, Cata-
logue No. TT1-1984, 1985, p.34.
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was allowed to perform the services derived from the
agreement, subject to the condition that only one air-
line is allowed for each designated route. Since there
is only one airline in Singapore, it may be assumed
that permission to designate designation for two air-
lines was the result of a request made by Canada, prob-

ably at the wish of its two airlines.

4.4 CANADA'S PUBLIC POLICY ON AIR CARRIER DESIGNATION

International air transport market is characterized by
the need of governments with more than one major carrier to
specify which one is to be used for international traffic
and, if more than one operates internationally, what carrier

choice is to be made if a bilateral agreement has a carrier

restriction. Canada's international air transport system
began on the basis of monopoly. TCA (later Air Canada) was
the chosen instrument. TCA began scheduled international
service on the route to Seattle. To provide Canadian ser-

vice to Australia as a result of the 1946 Dbilateral with
Australia, the Canadian government offered its route to TCA.
TCA, operating under a financial break-even policy guideline
from the Canadian government, declined to begin transpacific
operations because the range and traffic conditions were
expected to lead to 1losses. Canadian Pacific wanted to
restore and expand its passenger service previously based on

its fleet of ocean liners. Wartime sinkings had depleted
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the fleet and changing economics indicated that air travel
was to be the major mode for future oceanic passenger trav-
el. As a result, Canadian Pacific Airlines obtained the
route to Sydney and Auckland.>' Subsequently, Canadian
Pacific Airlines gained other international traffic routes
in other parts of the world, but TCA remained the main Cana-
dian carrier. In order to «clarify the roles of Canada's
carriers in the international field, the Hon. J.W. Pickers-
gill, Minister of Transport, declared in 1964 that "Air ser-
vices provided by Canadian airlines should serve the Canadi-
an interest as a whole; these services should not be
competitive or conflicting; but should represent a single
integrated plan, which could be achieved by amalgamation,

partnership or by a clear division of the fields of opera-

tions."52

In 1965 the two airlines were asked what they wished to
do. They recommended a division of the world for airline
operation. Neither airline would serve any point served by
the other. Of significance for this study, CP Air was to
serve the whole Pacific area, the whole continent of Asia,
Australia and ﬁew Zealand. 1In 1973 the Hon. Jean Marchand,
Minister of Transport, in a statement of policy included the

comment on international aviation that he would

°' R.F. Harris, "Competition, Monopoly, and Transportation
Efficiency: Some Lessons from Canadian Airline Experi-
ence," The Logistics and Transportation Review, Vol.14,
No.3, 1978, pp.211-228. Also appears in Proceedings,
Transportation Research Forum, 1978.

°2? Department of Transport, Press Release, 24 April, 1964.
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"....encourage more co-operation between CP Air and Air Can-
ada in the context of benefits to Canada.... The degree of
co-operation which is achieved will be a factor in determin-
ing future route awards within the flexibility afforded by
the division of the world outlined 1in this statement and
would influence the timing of any review of this divi-
sion."3%® Mr. Marchand then asserted the pre-eminence of Air
Canada and announced a somewhat changed global division. 1In
Europe, Air Canada was given Northefn Europe except the
Netherlands, Central Europe and Eastern Europe (Warsaw Pact
countries), while CP Air received Southern and Southeast
Europe plus the Netherlands. Air Canada was given the Car-
ibbean countries and bordering South American countries of
Colombia, Venezuela and the three former Guianas. CP Air
was granted the balance of Central and South America except
that either airline might be assigned to serve Brazil. Cp
Air retained Australia, New Zealand and the Pacific Island
countries. Air Canada was assigned all of Africa except for
CP Air's right to Morocco, Algeria and Tunisia, and either
Egypt or Sudan 1if selected as a route in a Canada - Italy
agreement. In Asia, Air Canada was given Lebanon, India and
Pakistan, while CP Air was assigned most of the balance of
Asia including Israel, Iran, China and Japan. However, Air
Canada could include China if Canada obtained the right to
designate two carriers. Southeast Asia was left for future

consideration. In Europe, Air Canada was to serve Yugosla-

>3 Directorate of Public Affairs, Transport Canada, Press
Release, 29 March, 1973.
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via and CP Air, Milan.

4.5 CANADIAN GOVERNMENT PERFORMANCE EVALUATION

National governments have a strong public interest con-
cern with international air transport because of its role in
the extension and development of a nation's economic infra-
structure. Evaluation of the Canadian government perform-
ance in the Pacific Ocean region is, therefore, of prime

importance.

Economic evaluation of bilateral air transport agreements
can be extremely difficult simply because it is often diffi-
cult to attach a precise monetary value to an individual
bilateral agreement. However, the basic «c¢riteria estab-
lished in Chapter I, provide a framework for this review and
evaluation. Essentially, these criteria require that these
three basic questions be addressed. First, how effective
has the Canadian government been in extending and improving
Canada's Pacific Ocean region network for air transport
through new, or major revisions of existing bilaterals?
Second, how effective has the government been in solving
problems existing at the start of the period under review?
Third, how effective has the government been in its policy

of carrier choice in the region?

At the beginning of the period under review, Canada's air

transport network was based on five bilateral air transport
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agreements with countries from the Pacific Ocean region.
These bilateral relations provided air transport linkage
between Canada and United States, the United Kingdom, Aus-
tralia, New Zealand and Japan. Of these agreements, the
only non-active agreement was the Canada - New Zealand
bilateral. Air transport services between the two countries

has been suspended since May, 1969.

During the period under review, Canada renegotiated its
active bilaterals with the United States, the United Kingdom
and Australia. Of these bilaterals, revisions that had the
most important implications for air transport network exten-
sion was the one with the United Kingdom. A more important
result of the revised U.K. agreement was the competition for
CP Air introduced by Cathay Pacific from Hong Kong. Cathay
Pacific obtained fifth freedom rights from Vancouver to one
point in California while Canada was granted fifth freedom
traffic rights from Hong Kong to Bangkok, Manila and Jakar-
ta. Because of the capacity restriction imposed on the Can-
adian beyond rights, the agreement has effectively limited
the frequency to three round trips per week. In addition,
the agreement allowed only one of the three points specified
to be sefved on any one flight. In other words, instead of
beyond rights for multiple destinations, it 1is a single
point beyond right but with multiple-destination selection.
Although Cathay Pacific had already began utilizing its

fifth freedom rights, Canada's designated cérrier, CP Air,
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has yet to benefit from this fifth freedom exchange. The
United Kingdom bilateral renegotiation also led to the addi-
tion of fifth freedom traffic rights for a Canadian carrier
from London to Bombay. This right was exercised by Air Can-

ada.

The renegotiation with the United States, though signifi-
cant in many respects, had little impact on the structure or
route expansion on traffic in the Pacific Ocean region.
Intercontinentally, Canada continued to have link with Hono-
lulu and fifth freedom traffic to Australia. Similarly, the
revised Australia bilateral has 1little impact on Canadian
carrier participation in the region. The only changes that
affected the route structure was the termination of the
fifth freedom rights to New Zealand, since the cancellation
of the Canada - New Zealand agreement had effectively made

those rights useless.

Canada has been able to strengthen its network of bilat-
erals by the addition of new bilateral agreements with China
in 1973, India in 1982 and Singapore in 1984. The agreement
with China provided <Canadian carrier with two major points
in China, Peking and Shanghai. In addition, beyond rights
is also granted subjected to mutual agreement. The Canada -
China agreement also provided Canadian carrier an equal
footing in competing with foreign carriers in the Pacific,

including United States carriers.
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The agreements with India and Singapore also changed the
nature of air transport competition in Pacific Ocean region.
This is because scheduled passengers and cargo can now be
indirectly competed away by carriers operating from Canada
to countries in the Pacific Ocean region through North
Atlantic. The fifth freedom rights granted to Bombay by the
United Kingdom and the addition of the 1India and Singapore
agreements enable Air Canada to reach Singapore. Also,
negotiations with Thailand and Korea were brought to frui-

tion shortly after the period under review.

Through major renegotiation of existing bilaterals and
the negotiation of new agreements, the Canadian government
succeeded in substantially extending Canada's air transport
network with the inclusion of important Asian destinations
in the North Pacific region and penetration of Southeast

Asia.

With respect to problems existing in 1970, the restric-
tion clauses in the bilateral with Japan should be noted.
Most bilaterals have been flexible enough to allowed contin-
uous negotiation and infrequent revision to the original
agreement. Ability to lessen restrictive clauses are impor-
tant for route enhancement and network development. The
agreement that Canada would like to renegotiate but has not
been successful was the agreement with Japan. Canada laid
the foundation for CP Air's Toronto - Hong Kong services

with stop-overs at Vancouver and Tokyo ever since the sign-



108
ing of U.K. agreement in 1981. However, the Japanese gov-
ernment has been reluctant to grant rights for CP Air to
start the Toronto - Hong Kong service with an intermediate
traffic stop in Tokyo. Five years after the negotiation pro-
cess had begun, Canada had yet to realize success in this

bilateral with respect to flexibility.

Another important development during the period under
review was the renegotiation of the non-active bilateral
with the New Zealand government. Renegotiation was complet-
ed only after over fifteen years of air services suspension
in 1985, This 1985 agreement allowed the re-establishment
of air transport linkage between 4Auckland and Vancouver.
This renegotiation was successful but was unduly slow. Dis-
ruption of traffic 1linkage based on already established
bilateral is obviously detrimental regardless of the reason,

whether it be political or based on economic imbalances.

The "division of the world" policy is the primary means
whereby the Canadian government allocates Canadian carrier
resources. This basic policy is an effective means of con-
serving Canadian air transport resources to increase their
effectiveness in international competition. However, the
policy has had serious problems 1in its application to the
Pacific Ocean region. It did not seem to be sufficiently

responsive to changing competitive conditions in the region.
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During the period under review, some bilaterals negotiat-

ed have not been effectively implemented. For example, CP
was given all scheduled traffic rights, including scheduled
passengers traffic and scheduled all cargo services to Hong
Kong, Japan, Fiji, Sydney and Auckland, even though the car-
rier has no freighter aircraft. Also,CP Air had not been
effective in utilizing the rights granted in this agreement
until 1985, when it had been under heavy pressure from Air
Canada. As it will be seen in Chapter VIII CP Air's per-
formance on established routes also raises questions about

the allocation policy.

In summary, it appears that the government has had, on
balance, substantial success in the development of Canada's
air transport network through new bilaterals and major rene-
gotiation of existing bilaterals. 1Its success has been lim-
ited in the solving of problems deriving from bilaterals in
existence in 1970. Its "division of the world" policy,
while not questioned as a basic policy, raises questions
with respect to its application in the Pacific Ocean region

in the period under review.

4.6 CONCLUSION

This chapter has revealed that air transport, commonly a
regulated industry, operates under particularly restrictive
conditions in the international scheduled traffic sector

where bilateral air transport agreements are normally
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required between nations. A general discussion of bilateral
agreements has shown them to range from very restrictive to
reasonably liberal in their nature. After a presentation of
a chronology of Canada's bilateral agreements of relevance
to the Pacific Ocean region, the character and historical
evolution has been developed. It shows the changing geogra-
phy of this fundamental provision for Canada's air transport
network and specifies the nature of the agreements. The
conditions for air transport operation are shown to be com-
plex. The chapter concludes with an important analysis of
Canadian government performance in the Pacific Ocean region

from 1970 to 1985,



Chapter Vv
ECONOMIC CHARACTERISTICS OF THE PACIFIC OCEAN
REGION MARKET

The economic growth of international air transport and
the economic growth of regions within which it operates are
strongly 1interrelated.®® Economic growth strengthens the
demand for air transport services, both passenger and cargo,
while, reciprocally, the development of air transport sys-
tems 1is an important element on international economic
growth. 1In Chapter I, a preliminary indication was given of
the strong surge of air transport activity in the period
under review in this thesis. This chapter will analyze the
determinants of the growth of international air transport in
the Pacific Ocean region and indicate the character of the
economic activities to which it provided support. The gen-
eral character of the economies of this substantial world

regional market is reflected in high rates of growth.

®% See Lucien Rapp, "Public Corporations and Economic Devel-
opment : The Example of Air Transport in Various Third
World Countries”, ITA Magazine, No.31, January 1986,
pp.9-14. Also, Emile Quinet, "Air Transport and Develop-
ment"”, ITA Magazine, No.6, May 1983, pp.29-46.
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5.1 THE ECONOMIES OF THE PACIFIC OCEAN REGION

The Pacific Ocean region consists of a vast diversity of
states many of which have experienced significant economic
growth during the past fifteen years. This growth in real
income has been very supportive of the demand for air trans-
port. It was shown in Chapter II that income elasticity of
demand for air transport is thought to be high and, there-
fore, supportive of this effect. Increased economic activi-
ty, especially business, have basically strengthened demand.
Further, aggressive and innovative marketing for both busi-
ness and tourist travel has been backed by technologically
improved aircraft fleets operating in a competitive environ-
ment which have kept fares and rates at levels which have

helped to expand the economic activity in the region.

Three distinct types of economies can be identified in
the Pacific Ocean region. The first is comprised of five
industrialized developed countries, namely, Australia, Cana-
da, Japan, New Zealand and the United States. In 1986 their
combined population was 394 million. Japan, Australia and
New Zealand accounted for almost half of the Pacific Ocean
region's GNP, even though they together represented only six
percent of the population of the region. In 1984 their
average per capita income was $9,655 ($10,263 in Japan,

$11,720 in Australia and $6,983 in New Zealand).
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The second type of économy includes four countries that
are at an advanced state of industrialization. . They are
South Rorea, Taiwan, and the two «city states of Hong Kong
and Singapore. They are classified as industrialized devel-
oping countries. These countries are often exporters of

manufactured goods.

The third group includes China, Indonesia, the Philip-
pines and Thailand. These nations are mainly agricultural
and are exporters of raw materials with an industrialization
process that is just beginning. In general, these states,
and virtually all the dependent territories, are situated at
a considerable distance from external and potential markets,
making air transport an essential and desirable part of
their transport systems. Other Asian Pacific nations, such
as Vietnam, are under-developed low-income countries with

little international air transport potential.

5.2 AIR TRANSPORT GROWTH TRENDS

Certain trends are important elements in explaining the
rapid growth of air transport activity in the Pacific Ocean
region. They include increases 1in population, the strong
growth of industrial output and trade, and rising per capita
real income. Accompanying these favourable trends in the
determinants in the demand for air transport has been a
gradual decline in the real cost of air travel which, when

combined by marketing improvement has been reflected in a
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decline in the real cost of international air fares in the

region.

The strength of the development of the air transport
industry in the Pacific Ocean region has been reflected in
substantial improvement in the size and scope of the indus-
try's traffic. The enlargement of passenger traffic has
resulted from both business travel and tourism. Air cargo,
with its emphasis on high value products, has participated

actively in this phrase of traffic expansion.

Economic development and commercial air transport growth
in the Pacific Ocean region had suffered from political
instability during the sixties. This underlying condition
was pervasive in its impact. In the period under review the
political environment stabilized and confidence in economic
commitments was restored. What had been a serious obstacle
to economic development and the accompanying development of

international air transport, now became a catalyst.

5.2.1 Population Size and Growth

Demographically, the Pacific Ocean region contains coun-
tries with very large populations and several with high
rates of population increase. Table 9 presents data for the

period under review.

For sheer size, China has over one billion population,

almost sixty percent of the region's total population. The



TABLE 9

Population Size For Selected Years and Average Annual
Population Growth For Selected Countries

Country Population Average Annual
Size Population
(Millions) Growth

1970 1975 1980 1985 1970-1981

Australia 12.5 13.7 14.6 15.7 1.4%
Canada 21.3 22.7 23.9 25.3 1.2%
China 825.8 895.3 956.8 1059.5 1.5%
Hong Kong 3.9 4.3 5.0 5.5 2.4%
Indonesia 119.4 135.2 150.5 163.3 2.3%
Japan 104.3 111.5 116.7- 120.7 1.1%
Malaysia 10.3 11.9 13.4 15.5 2.5%
New Zealand 2.8 3.0 3.1 3.2 1.5%
Philippines 36.8 42.0 48.4 54.3 2.7%
Singapore 2.0 2.2 2.3 2.5 1.5%
South Korea 32.2 35.2 38.1 41.2 1.7%
Thailand 36.3 41.8 47 .1 51.3 2.5%
United States 204.8 213.5 227.6 239.2 1.0%

Source: Population size figures for 1970, 1975 and 1980
are from UNESCO, Statistical Yearbook 1984,
pp.I17-110. 1985 figures are from United Nations,
Demographic Yearbook, 1985, New York, 1987,
pp.151-154, Average annual population growth
figures 1970-1981 are from The World Bank,

World Table, Volume I, Economic Data,
Third Edition, 1983. pp.486-488.

region also includes countries and city states with high
population growth rates. For the period 1970 - 1981 the
Philippines had the highest average annual population growth
rate, 2.7 percent. From 1970 to 1985, the population of the

Philippines grew by 17.5 millions. Next came Thailand with
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an average growth of 2.5 percent per year resulting in a
population increase of 15 million in fifteen years. Malay-
sia, a country of smaller population, had a growth rate of
2.5% while Hong Kong's growth rate was 2.4% in the 1970 -

1981 period.

Both large population concentrations and high rates of
population growth have favourable implications for growth in
international air traffic. A rise in per capita real income
in a country of large population can spur the demand for air
transport while a high rate of growth, even with moderate
increases in per capita income, can impact favorably on air

traffic.

5.2.2 Growth Of Gross Domestic Product

Countries in the Pacific Ocean region have experienced
significant economic growth from 1970 onwards. The East
Asia and Pacific region as a whole has recorded, on average,
an eight percent real gross domestic product growth per year
from 1970 to 1981. This rate of growth 1is significantly
higher than those recorded by other regions such as Africa
and Southern Europe. It is especially interesting to note
that the region's rate of growth 1is almost triple that
recorded in industrial market economies. Table 10 puts

these facts in perspective.
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TABLE 10

Comparative Review of Average Annual Real GDP Growth and Per
Capita GDP Growth For World Economies

By Type and By Region 1970-1981.

GDP Per Capita

Growth GDP Growth
World Economies By Type: :
Developed economies 5.2 2.8
High Income 0il Exporters 6.7 2.1
Industrial market economies 3.0 2.3
Developing economies by region:
Africa South of Sahara 3.3 0.4
Middle East and North Africa 7.1 4.1
East Asia and Pacific 8.0 5.6
South Asia 3.8 1.6
Latin America and the Caribbean 5.2 2.7
Southern Europe 5.0 3.3

Source: The World Bank, World Table, Volume I,Economic
Data, Third Edition, 1983. pp.486-488.

Another significant aspect of this region's economic per-
formance is its significant improvement in living standards,
as measured by per capita gross domestic production growth.
Of all the regions in the world classified by the World
Bank, the East Asia and Pacific region achieved the highest
rate of growth in per capita gross domestic production from
1970 to 1981, The 5.6% growth recorded reflects not only
the highest growth rate achieved, but it is almost ten times
that recorded in the South Africa region and is 1.5% higher
than the Middle East and North Africa region, which has the
second highest rate of growth. Further to put this perform-
ance into perspective, the average annual real rate of

growth of 5.6% is more than double that recorded in high
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income o0il exporter economies and also those recorded in
industrial market economies. This strong increase in per
capita incomes in the Pacific Ocean region has provided

strong support to air transport activity.

Table 11 shows the gross domestic product and average
annual increase in real gross domestic product for selected
countries in the Pacific Ocean region for the same years.
For the period from 1970 to 1981, Hong Kong achieved the
highest growth in domestic product, with an average ten per-
cent per year. Output for 1its economy expanded almost ten
times during that period. Growth for Indonesia and Malaysia
were also significant with average growth rates of 7.8 per-
cent per year. Six countries had growth rates over 4 per—

cent.

Table 12 shows growth rates in per capita terms which are
equally impressive. Of the Asian countries, Japan had the
highest per capita gross domestic product in the region in
1984, followed by Singapore (U.S5.$7,232) and Hong Kong

(U.S.$5,969).
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TABLE 11

Gross Domestic Product and Average Annual Real GDP Growth

For Selected Countries

Country Gross Domestic Average
Product Annual Real
(Millions U.S. Dollars) GDP Growth
1970 1975 1980 1984 1970-1981

Australia 37779 95446 148630 182136 2.8%
Canada 82810 163964 255011 336746 3.8%
China 78293 134570 247185 241630 5.0%
Hong Kong 3610 9137 21981 31996 10.0%
Indonesia 8871 30464 72482 83745 7.8%
Japan 203569 498774 1036204 1157456%* 4,5%
Malaysia 3458 9297 23812 33974 7.8%
New Zealand 6531 13954 23493 23368%* 2.0%
Philippines 6999 15812 35411 32836 6.2%
Singapore 1896 5640 11304 16740%* 1.5%
South Korea 8588 20561 58246 83284 1.7%
Thailand 6541 14663 33450 41954 2.5%
United States 989513 1542180 2606630 3634582 1.0%
Source: Gross Domestic Product figures are from United

Nations, Statistical Yearbook 1983/84, New

York, 1986, pp.107-110. and United Nations,

National Accounts Statistics; Analysis of

Main Aggregates, 1983/1984, New York, 1987,

pp.3-6. Figures marked with an asterisk are

for the year 1983.

Average Annual GDP Growth 1970-1981 are

from The World Bank, World Table, Volume I,

Economic Data, Third Edition, 1983.

pp.486-488.




TABLE 12

120

Per Capita Gross Domestic Product and Average Annual Real
Rate Of Growth For Selected Countries

Country Per Capita Average
Gross Domestic Product Annual Per
(U.s. $) Capita GDP
Growth
1970 1975 1980 1984 1970-1981
Australia 3022 6906 10282 11720 1.4%
Canada 3888 7223 10815 13400 2.6%
China 94 144 246 230 3.8%
Hong Kong 812 2077 5445 5969 7.4%
Indonesia 75 225 495 524 5.3%
Japan 1969 4471 8907 10263 3.4%
Malaysia 333 781 1773 2235 5.2%
New Zealand 2324 4603 7659 6983 0.5%
Philippines 187 376 733 €15 3.4%
Singapore 916 2436 4707 7232 6.9%
South Korea 272 599 1634 2052 7.2%
Taiwan 2150%* 6.6%*
Thailand 182 355 720 832 4.,6%
United States 4826 7141 11446 15357 1.9%

Source:

Average Annual Per Capita GDP Growth

for 1970-1981 are from The World Bank,
World Table, Volume I, Economic Data,

Third Edition, 1983. pp.486-488.
Figures marked with an asterisk are
from 1ICAO,

International Air Passendqer

and Freight Transport -- Asia and the

Pacific, 1987.

Per Capita GDP are from United Nations,
National Accounts Statistics; Analysis
of Main Aggregates 1983/1984, New York,
1987. pp.3-7.
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5.2.3 Industrialization

During the 1970s and 1980s industrialization has been
given high priority by a number of nations in Pacific Ocean
region. This has been the case for Japan, already industri-
alized, and for several other nations which have been inten-
sifying or initiating their industrialization. The average

annual growth of gross industrial product for selected coun-

TABLE 13

Average Annual Growth Of Gross Industrial Product For
Selected Countries

Country Average Annual Rates Of Industrial Growth

1970 - 1975 1975 - 1980 1980 - 1983

Australia 2.3% 2.7% 0.4%
Canada 5.0% 3.4% -2.4%
Indonesia 13.1% 10.0% 1.7%
Japan 5.4% 8.8% 6.9%
Malaysia 10.1% 10.3% 5.5%
New Zealand .o 2.2%* .o

Philippines 7.3% 6.6% 2.3%
Singapore 10.9% 11.2% 2.3%
South Korea 17.5% 13.7% 7.1%
Thailand 9.4% 10.9% 5.6%
United States 2.8% 4.0% -0.5%

Source: Figures are from United Nations, Statistical
Yearbook 1983/84, New York, 1986, pp.147-154.
Figures marked with an asterisk are for the
years 1977 - 1982.

tries is shown in Table 13.
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Throughout the period wunder review, the rate of growth
experienced by South Korea has consistently been the highest
achieved among these countries. Between 1975 and 1980, five
newly industrialized nations had an average growth of over
ten percent per year; they are South Korea, Singapore,
Thailand, Malaysia and Indonesia. From 1980 to 1983, a
period of world economic recession, negative rate of growth
can be noted for the United States and Canada. Japan rate
of growth was, however, 6.9%, while all the Asian nations
maintained a positive rate of growth. Their average growth
was about five percent per year. This remarkably strong
industrialization performance 1in the Pacific Ocean region
has been very supportive of international business travel by

air.

5.3 AIR TRANSPORT RESPONSE

The character of the aircraft fleets developed to meet
these favourable demand-side developments is of considerable
interest. The supply of output by an airliner is a product
of seat or payload capacity, speed, and aircraft service
availability on an annual basis. Market access is provided
by flight range and by the attractiveness and practicality
of aircraft capacity, competitive economic strength is pro-—
vided by low break-even load factor levels for the aircraft

used.
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The 1970 - 1985 period is marked by the establishment of
dominance by jet-powered airliners in the world's commercial
air transport systems. Their quietness, speed, range and
high utilization rates have been the basis for their superi-

ority.

Among these jet aircraft, the development of wide-body
jet aircraft has given the air transport industry some very
high productivity aircraft. They are especially well-suited
to international air transport in the Pacific Ocean region.
These aircraft can provide the long-range flights that are
often needed and the spaciousness, quietness and seat-avail-
ability which is attractive to passengers. Their cargo
capacity is especially noteworthy as it is large enough to
permit the use of containers, a very progressive and effec-
tive cargo handling technique. Further, these jets have low
break-even load factors to give them very good unit cost and
profitability potential. Their main limitation is their
requirement of sufficiently high traffic densities. The
developments discussed in the preceding material have pro-

vided an excellent setting for their use.

The steady 1increase in the use of jet aircraft in the
Pacific Ocean region is apparent in the rise from 24% to
65%. Even more striking is the rise in the percentage use
of wide-body jet aircraft from 3% in 1972 to 30% in 1985.
Use of wide-body jets had almost equalled that of narrow-

body jets in aircraft by 1985,
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In the use of wide body jet aircraft, it is noteworthy
that Japan Air Lines became the world's largest operator of
Boeing 747s. The airline placed its first 747 order in 1966
and began its use on trans-Pacific services in July, 1970.
By 1984 it had 41 in its fleet with four on order and plans
for further additions. Japan Air Lines has used five vari-
ants of the 747. Korean Air Lines was among the first in
Asia to introduces 747 and, by 1984, had a fleet of sixteen.
Qantas, the first airline to establish a round-the-world
passenger route has based its fleet on 747s with 25 of these

aircraft in use by 1984.55

The adoption of wide-body jets among carriers in the
Pacific Ocean region is placed in a world perspective in
Table 14. This table shows these carriers to be significant

users of this class of aircraft.

Have the carriers in the Pacific Ocean region been pro-
gressive in their response to these technological develop-
ment in the air transport industry? A revealing perspective

is provided in Table 15,

This strong emphasis in the use of large capacity jet
aircraft by the Pacific Ocean airlines is reflected in the
seats per aircraft data on a comparative regional basis.

Table 16 gives regional figures for selected years.

°% Hiroshi Seo, Boeing 747, Jane's Publishing Company Limit-
ed, London, 1984,
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TABLE 14
Pacific Ocean Region Wide-Body Jet As Percentage Of World
Total
Year Wide-Body Jet
World Total Pacific Total Percentage
Of World Total
1969 16
1972 273 26 10
1975 592 85 14
1979 940 196 21
1982 1330 295 22
1985 1572 345 22
Source: Figures for the years 1975 - 1985 are obtained

from ICAO, The Economic Situation of Air
Transport Review and Qutlook 1986, 1986.
Circular 200-AT/78. p.11

Figures for the years 1972 - 1982 are from
ICAO, A Review of The Economic Situation of
Air Transport, 1872 - 1982, 1983, Circular
177-AT/67, p.8. Figures for the years 1969 -
1979 are obtained from ICAO, A Review of The
Economic Situation of Air Transport 1969 -
1979, 1980, Circular 158-AT/57, p.10.

It is noteworthy that the airlines of fhe Asia and the
Pacific region maintained the highest number of seats avail-
able per aircraft 1in this period and that their margin had
risen to thirty percent over the world average by 1984. In
general, it is clear that these airlines have been aggres-
sive in the adoption of large capacity aircraft in a region
with a favourable environment for their wuse. Table 16
reflects the impact of this fleet development policy in sum-

mary form.
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TABLE 15

The Pacific Ocean Region
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Operated By Carriers In

Wide-Body Narrow-Body Total
Number (%) Number (%) Number (%) Number (%) Number

Source:

Figures for the years 1975 - 1985 are obtained

from ICAO, The Economic Situation of Air
Transport Review and Qutlook 1986, 1986.
Circular 200-AT/78, p.11.

Figures for the years 1972 - 1982 are from
ICAO, A Review of The Economic Situation of
Air Transport, 1972 - 1982, 1983, C(Circular
177-AT/67, p.8. Figures for the years 1969 -
1979 are obtained from ICAO, A Review of The

Economic Situation of Air Transport 1969 -
1979, 1980, Circular 158-AT/57, p.10.
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TABLE 16

A Comparison Of Average Number Of Seats Per Aircraft By
Region Of Airline Registration

Region Seats Available Per Aircraft
1974 1979 1984
Asia and the Pacific 186 236 289
Africa 142 164 182
Europe 160 192 193
Latin Am./Caribbean 120 143 175
Middle East 118 171 215
North America 175 225 251
World Average 160 198 221

Source: ICAO, ICAQ Bulletin, July 1986. p.23.

5.4 PASSENGER FARES IN THE PACIFIC OCEAN REGION

Several factors have contributed to active fare rivalry
and flexibility 1in the Pacific Ocean region. First, it
should be noted that the airlines of this region have oper-
ated outside the IATA framework which has restricted the
range of price rivalry in Europe and elsewhere. Second, the
airlines of industrializing nations in this region have been
very aggressive in their pricing techniques. Carriers such
as Singapore Airlines have developed extensive networks of
travel agencies to access passenger markets. Commission
rebates for the travel agencies at premium levels as part of
aggressive marketing and, as a result, the prices paid by
consumers were often lower than the official published

fares. The high 1level of air transport growth in this
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region has been supported by declining fares as measured in
real terms. On the other hand, Asian airlines have raised
the level of their scheduled business passenger fares by
effective product differentiation of their services. Third,
the United States deregulation policy has increased competi-

tion pressure among their airlines participating in the

region.

Since the level of air fares is of particular importance
for leisure air passenger services, 1innovative designs of
air fare plans such as excursion, group and special reduced
fares have attracted more passengers from these relatively
élastic segments of the air travel market. The intelligent
use of marketing techniques has no doubt contributed to the
growth of air passenger transport and, as a result, has
helped to keep fares substantially below what they would
otherwise have been. As is shown in Table 17, the majority
of passengers who travel on international sectors opt for

discount-fare tickets.

Further interesting observations can be made regarding
passenger responses in the Pacific' Ocean region. Table 18
shows that the composition of passenger traffic has changed
with an increase of business class traffic for members of
Orient Airlines Association during the past few years. In
1982, first class passenger revenue represented 8.9% of the
total revenue mix. It dropped to 8.4% in 1983 and remained

at 7.8% for both 1984 and 1985, A similar decline can be
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TABLE 17

Passenger Distribution For the Asia and Pacific Region By
Scheduled Fare Category, 1984

Airlines First |Normal [Economy|Inclu- Other
Class |Economy|Excur-— sive
sion Tour

Between the Americas and the Western Sub-region

Air India 2.1 4.8 7.4 - - 85.7
Pan Am 4,3 80.5 <-- 13,2 --> 2.0

Between the Americas and the Central Sub-region

Singapore Airlines 4.7 10.8 62.2 19.5 2.8
Continental - - 52.3 <—————— 47,7 —————- >
Pan Am 9.6 66.6 <-—- 13.5 —--> 10.3
Northwest Airlines 1.1 9.1 <-- 89.9 --—> - -

Between the Americas and the North-Eastern Sub-region

Varig 2.0 8.0 25.0 65.0 - -
Korea Air 2.8° 46.9 21.7 18.4 10.2
Continental - - 46.3 <-— 53.7 --> - -
Northwest Airlines 3.3 4,3 <-- 91.8 -—> .06
Pan Am 10.3 68.5 <= 12.1 -—> 8.1
United Airlines 4.8 0.1 <-- 94,3 -—> 0.8

Between the Americas and the South-Eastern Sub-region

Qantas 6.0 19.0 66.0 - - 9.0
France (UTA) - - 20.6 23.7 42,7 13.0
Air New Zealand 2.7 10.7 80.7 4.2 1.7
Continental 6.1 51.5 <-- 41,8 --—> 0.5
Pan Am 10.0 61.4 <-- 16.5 --> 12.1
Lan Chile 2.9 < 97.1 ———————~—— >
Within Asia/Pacific
Qantas 3.0 22.0 53.0 7.0 15.0
France (UTA) 0.6 32.7 11.5 52.7 2.5
Korea Air 3.7 40.8 15.0 29.6 10.9
Air New Zealand 1.9 27.0 49.7 20.5 0.9
Singapore Airlines 5.7 20.3 54.0 17.8 2.2
Air Lanka 1.2 33.7 47.6 3.6 13.9
Air India 2.6 3.3 14.6 <--- 79.5 ———>

Source: ICAO, International Air Passenger And Freight
Transport -- Asia And Pacific, 1986,
Circular 201-AT-79, 1986, pp.135-137.
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TABLE 18

Passenger Revenue Mix For Members of Orient Airlines
Association 1982 - 1985

Fare Categories 1982 1983 1984 1985
First Class 8.9% 8.4% 7.8% 7.8%
Business Class 3.1% S.1% 15.4% 17.2%
Economy Class 88.0% 82.5% 76.8% 75.0%

Source: Orient Airlines Association, Annual Report April
1985 - March 1986, 1987, p.41.

observed in the economy class travel. 1Its revenue share was
88% in 1982, but a consistent decline can be seen and, by
1985, its share was only 75%. In contrast, however, busi-
ness class revenue experienced a steady growth of the total
revenue mix from 3.1% in 1982 to 17.2% in 1985. This signif-
icant growth of business class travel is part of a trend
among the region's carriers towards greater service orienta-

tion.

Table 19 illustrates the diverse range of passengers
fares offered by airlines in the North and Mid Pacific mar-
kets. Within this sample group, the highest first class
fare differential was 175 percent above the normal economy
class as offered on the San Francisco - Hong Kong route.
The lowest differential was found 1in the competitive Singa-
pore - San Francisco market where the first class fare was
148 percent above the normal economy fare. With respect to

APEX~-type fares, the difference typically ranged from 44
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percent to 77 percent below the normal economy fare class.
Group fares offered a discount of up to 56 percent while the
cheapest fares available are classified under "other" fares,
which are available for military, student and youth. These
"other" fares were 25 to 50 percent below the applicable

normal economy fares.

Fares per kilometer vary widely from one market to
another, and often have no obvious or consistent relation-
ship to costs or the journey distance. There are as many as
seventeen different fares available for a flight from Van-
couver to Hong Kong offered by CP Air alone. Furthermore,
there are over ten airlines that guoted fares for this sec-

tor.56

In Table 20, average normal economy fares per passenger-
kilometre for the period 1976 to 1985 are given for major
route groups. Percentage changes in these fares have been
computed. It 1is interesting to note that the percentage
change in fares for passenger traffic in the North and Mid
Pacific and Local South/East Asia, South West Pacific were
consistently below the world level, while passenger fares
within the South Pacific and between Canada, Mexico and

United States were well above the world average.

%8 See Air Canada, British Airways Broad, Japan Air Lines
Company Ltd., Qantas Airways Ltd., Trans World Airlines
Inc. Air Tariff, May, 1985.
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North and Mid Pacific Passenger Unit Fares:

1985
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First Excur APEX Other Group Group
Inc,.Tou other

City-Pairs Normal
Economy

Lima - 19.1
Tokyo

Bangkok - 14.5
Dallas

Singapore - 15.4
San Francisco

New York City - 18.2
Okinawa

Tokyo - 15.0
Mexico

San Francisco - 15.0
Hong Kong

Hong Kong - 13.1
Vancouver

Los Angeles - 16.3
Osaka

Seoul - 18.2
Seattle

Honolulu - 17.0
Tokyo

Class sion

23.4

22.7

29.7

24.6

26.2

21.6

17.0
10.9 9.5
7.5 8.5
11.8
11.6
9.1 6.6
8.9 7.2
9.5
12.0
S.7

9.2

7.7

12.1

10.8

14,2

10.5

10.4

Source: Figures are calculated from ICAO, Survey of
International Air Transport Fares and Rates

September 1985, Circular 198-AT/76, 1986, p.102.

Table 21 summarizes, for comparative purposes,

flight costs by regions.

passenger
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TABLE 20
Comparison of Average Normal Economy Fares Per
Passenger-kilometre: 1976-77, 1983-85
By Route Group and By Distance
Route Group Year Cents per Passenger Kilometre by Distance (km)

250 500 1000 2000 4000 8000 12000 16000

International 1976 15.6 13.3 11.4 9.7 8.3 7.1 6.5
Average—--World 1977 16.9 14.3 12.2 10.4 8.8 7.5 6.8
1983 27.8 23.1 19.2 15.9 13.2 11.0 9.9 9.1
1984 27.1 22.5 18.6 15.4 12.8 10.6 9.5 8.8
1985 28.7 23.6 19.4 16.0 13.2 10.8 9.7 8.9
% change (76/85) 84.0 77.4 70.2 64.9 59.0 52,1 49.2
Between Canada, 1976 12.2 9.6 7.5 5.9 4.6
Mexico & U.S. 1977 12,1 9.4 7.4 5.8 4.5
North America 1983 21.9 17.1 13.3 10.3 8.0
1984 23,7 18.0 13.7 10.4 7.9
1985 25.3 19.1 14.4 10.9 8.2
% change (76/85) 107.4 99.0 92.0 84.7 78.3
Local 1976 11.5 10.6 9.8 9.0 8.3 7.7 7.3
Pacific 1977 11,5 10.6 9.8 9.0 8.3 7.7 7.3
Asia/Pacific 1983 19.8 17.5 15.4 13.6 12.0 10.5 9.8
1984 19.2 16.9 14.9 13.1 11.5 10.2 9.4
1985 18.2 16.3 14.6 13.0 11,7 10.4 9.8
% change (76/85) 58.3 53.8 49.0 44.4 41.0 35.1 34.2
North & Mid 1976 8.2 6.8 6.1
Pacific 1977 7.9 6.9 6.3
1983 11.8 9.8 8.7 8.1
1984 12.1 9.9 8.7 8.0
1985 12.1 9.8 8.6 7.9
% change (76/85) 47.6 44.1 41.0
South Pacific 1976 8.4 7.3 6.7
1977 10.1 7.8 6.7
1983 12.8 11.4 10.7 10.2
1984 11.6 11.2 11.0 10.9
1985 14.8 12.2 11.0 10.1
% change (76/85) 76.2 67.1 64.2

Source: ICAO, Survey of International Fares and Rates,
various issues.
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TABLE 21

Unit Passenger Cost By Region (1980-1984)

Passenger flight costs by region

Region Avg km 1980 1981 1982 1983 1984
1983-84

Canada,Mexico and U.S 1800 7.7 8.7 10.0 10.0 10.8
N.Am/Cen.Am./Caribbean

and South.AM. 3800 5.3 10.1 11.6 11.0 12.5
North Atlantic 7100 8.8 8.5 5.5 11.0 10.5
Mid Atlantic 8500 12.0 11,2 11.0 11.0 10.8
South Atlantic 10100 11.2 10.7 10.7 11.0 10.7
Local Asia/Pacific 2900 12.0 12.5 12.1 12.0 12.2

Europe/Mid.East/Africa
and Asia/Paci 7700 11.9 11.1t 11.4 11,0 11.3

North and Mid Pacific 10800 7.1 7.5 8.5 9.0 9.0
South Pacific 9100 7.6 9.5 9.8 11.0 11.1

Source: Calculated from ICAO,Annual Reports, various issues.

5.5 TRAFFIC FLOWS

Within such a favourable climate for air transport activ-
ity, it is not surprising that traffic flows have increased
substantially. ICAO figures for scheduled passenger traffic
for the Pacific Ocean region are instructive. They are giv-
en in Table 22. The rise in the over 40% figure of traffic
flows between the Pacific Ocean region and other parts of
the world between 1979 and 1984 is impressive and is based

on a 8.9% average annual rate of growth. Within this compo-
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nent, the 15.5% and 15.4% figures for North America ties are
noteworthy. These facts should not, of course, obscure the
impressive strength of the intraregional figures which show

an annual growth rate of 11.5% for traffic between sub-re-

gions.

According to World Tourism Organization statistics, total
receipts earned from international tourism for the Asia/Pa-
cific Ocean region as a whole were approximately U.S.$12.2
billion in 1984, approximately 12 percent of the total world
tourism receipts. International tourist arrivals in the
Asia/Pacific Ocean region increased from 16,693 in 1979 to
22,745 in 1984. For the region as a whole, average annual
rate of growth was 6.4% for the period 1979 to 1984. The
majority of this tourist traffic was by air. For example,
of the 22,745 arrivals recorded 1in 1984, 17,251 passengers

(79%) used the air mode.57

Traffic based on tourism is given in data provided by the
World Tourism Organization.®® Table 23 shows the regional

distribution of international tourist arrivals.

Table 24 shows the number of tourist arrivals and the
average annual rate of growth in the Asia Pacific Ocean
region for the years 1975, 1980 and 1985. Of all the coun-

tries in the region, Japan has recorded the highest rate of

®7 ICAO, Annual Report, 1985, p.21.

58 World Tourism Organization, Tourism Forecasting, Madrid,
Spain, 1984.
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TABLE 22

International Scheduled Passenger Traffic Flows To, From And
Within The Pacific Region 1979 and 1984

Passenger Flows Passengers Average
—————————————————————————— Annual
Number (%) Number (%) Growth

1979 1984 (1979-84)

Inter-regional

To & from Europe 5094 16.2 6509 14.1 5.0%
To & from Middle East 2831 3.0 5869 12.7 15.8%
To & from North America 4853 15.5 7152 15.4 8.0%
To & from other regions 328 1.0 519 1.1 9.6%.
Sub-total 13106 41.7 20049 43.3 8.9%
Intra-Asia/Pacific
Within sub-regions 12051 38.3 15424 33.3 5.1%
Between sub-regions 6237 20.0 10819 23.4 11.5%
Sub-total 18324 58.3 26243 56.7 7.5%
Total Asia/Pacific 31430 100.0 46292 100.0 8.0%

Source: ICAO, ICAO Bulletin, July 1986, p.23.

growth in tourist traffic, with an annual average growth of
11.1%. Malaysia, on the other hand, experienced a reduction
of 8% in tourist_arrival. In fact, Malaysia is the only

state that reported a reduction during this period.

The average annual increase in tourist arrivals for the
1974-1980 period shows that the East Asia and Pacific region

performed at almost double the world average.



137
TABLE 23

Regional Distribution of International Tourist Arrivals

Region Arrivals Percentage Average annual
1980 of total increase
(Millions) 1974-1980 (%)
AFRICA 5.8 2.0 6.8
THE AMERICAS 52.5 18.4 4.6
EAST ASIA AND PACIFIC 15.0 5.2 12.2
EUROPE 208.0 72.9 6.9
MIDDLE EAST 3.0 1.0 -5.8
SOUTH ASIA 1.5 0.5 2.4
TOTAL 285.0 100.0 6.4
Source: World Tourism Organization, Tourism Forecasting,
1984, p.3.
Tourism from Europe, but also from Australia and North

America, has contributed to this growth, especially in the
case of Hong Kong, Singapore, Thailand and Indonesia. At
the same time, rising standards of living have encouraged
the development of intra-regional tourism within the Far

East.

Trends in tourist flow in East Asia and Pacific during
the earlier 1967-1976 period indicate that intra-regional
demand grew by a factor of five, yielding an average annual
growth rate of approximately 19 percent. Again, this is the

highest growth rate recorded by any part of the world.5?

°% World Tourism Organization, Tourism Forecasting, 1984,
p.6.
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TABLE 24
- Tourist Arrivals In The Pacific Ocean Region —-- 1975, 1980
And 1985
Country Number of Average Per-
Arrival Annual centage
(000) Growth Change
Rate (%)
1975 1980 1985 (1975 -~ 85)

East Asia
China 853 1393 1451 5.4 70
Hong Kong 1300 2301 3443 10.2 165
Japan 811 1316 2327 11.2 187
Korea 632 876 1426 8.5 125
Macau 410 641 739 6.1 80
Subtotal 4009 6629 9387 8.9 134
South East Asia
Indonesia 366 561 749 7.4 104
Malaysia 1183 895 1082 -8
Philippines 502 1008 773 4.4 54
Singapore 1169 2562 3030 10.0 159
Thailand 1180 1858 2438 7.5 107
Subtotal 4400 6885 8074 6.3 83
South Pacific
Australia 516 904 1149 8.5 123
New Zealand 377 465 669 5.9 77
Subtotal 893 1369 1818 7.3 104
Total 9302 14883 19279 7.5 107

Source: Pacific Asia Travel Association.

In its annual report the Japan National Tourist Organiza-
tion indicated that in 1983, a total of 1,968,461 foreign

arrivals were recorded. This number represented a 9.8 per
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the growth of freight traffic was particularly high.

5.6 SUMMARY

In this chapter it has been shown that economic factors
have been highly supportive for the growth of air transport
in the 1970 - 1985 period. Demand side determinants, 1in
terms of real income growth, population increase and indus-
trialization, supported by the high income elasticity of
demand characteristic of air transport, have been very
strong. The technological development of aircraft has been
capitalized upon in the Pacific Ocean region in the form of
the emphasis on wide-body jets, often long-range versions.
These aircraft have very good economics in dense traffic
markets useful for cargo moved by modern lohidyivd. Respon-
sive performance by air transport carriers has kept fare at
favourable levels and has facilitated strong traffic devel-
opment in the Pacific Ocean region in the 1970 - 1985 peri-

od.



Chapter VI
THE INTERNATIONAL AIR TRANSPORT ENVIRONMENT FOR
CANADA IN THE PACIFIC OCEAN REGION

This chapter will examine three components of the air
transport environment facing Canada in the Pacific Ocean
region. First, leading features of the air traffic system
will be given in terms of leading traffic hubs and stage
length characteristics in the region. Second, the strength
of competitive rivalry will be examined. Third, Canada's
bilateral felationships in the region will be analyzed in
terms of the nature of the bilateral agreements and the
operating characteristics of the foreign carriers. This
component of the chapter will discuss both effective and
pending bilateral relationships during the period under

review.

6.1 THE INTERNATIONAL AIR TRANSPORT NETWORK

The Pacific Ocean region contains some - of the world's
busiest and most competitive routes and, also, some of the
longest. According to ICAO estimates, a total of 75.5 mil-
lion passengers were embarked and disembarked at airports in
the Asia/Pacific region in 1984, Approximately 27 million
of these passengers used three of the busiest airports: Hong

Kong, Tokyo and Singapore (Table 25). These three airports

- 141 -
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together accounted for 36 per cent of the region's total
international passenger traffic. It is economically impor-
tant for carriers to gain access to these and other impor-
tant traffic hubs. In the period under review, Canadian
carriers have been actively involved in three of the six
leading airports in the region. On the basis of selecting
new destinations according to the amount of traffic generat-—
ed, one would expect the next logical places to follow the
following pattern; Bangkok of Thailand, Taipei of Taiwan and
Seoul of Korea. With these three cities, Canadian carriers
would then cover all of the top six traffic - generating
airports in the region. However, other consideration could
alter the sequence of actual development in the region. For
example, governments and carriers are likely to place empha-
sis on Seoul, Korea, because of the potential traffic that
the summer Olympics might generate. Table 25 shows the
eight busiest hubs for air transport activity in the Pacific

Ocean region.

To show the most intense city-pair traffic in the region,
figures for the ten city-pairs with the heaviest traffic are
given in Table 26. The 1link between Singapore and Kuala
Lumpur is short-range but the other links are 500 miles or
more. The Pacific Ocean region is characterized by the con-
siderable stage length of many of its flights. It is note-
worthy that the long stage leﬁgths in the Asia/Pacific Ocean

region have had an impact on aircraft development. Of the
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TABLE 25
The Eight Busiest Airports In The Pacific Ocean Region --
1984

City Passengers Average Percentage

Annual Growth of regional
(000) Rate (%) total

(1974 - 84)

Hong Kong 9539 10.0 12.6
Tokyo 8993 7.2 11.9
Singapore 8411 10.7 11.1
Bangkok 5177 8.4 6.9
Taipei 5000 7.2 6.6
Seoul , 3382 12.3 4.5
Osaka 3355 11.0 4.4
Manila 3203 15.5 4.2
Total 47060 10.1 62.3
Other airports 28440 8.9 37.7
Regional Total 75500 9.7 100.0

Source: ICAO Bulletin, Special Report: Air Transport
Development -- Asia/Pacific Region, July 1986. p.25.

twenty city-pairs that were crucial to Boeing's decision to
develop the long-range, wide-body 747-400, eighteen involved
a capital «c¢ity in the Asia/Pacific area.®' The 1longest of
these was the New York - Seoul city-pair, with a flight dis-
tance of 6,100nmi (11,200km). Korean Air already operates a

daily non-stop service on this route, using the 747SP.

61 See Woolley, David, "Pacific Rim -- A driving force in
long-range operations", Interavia, May, 1986. p.497-498.



Singapore
Taipei
Hong Kong
Bangkok
Jakarta
Honolulu
Tokyo
Singapore
Hong Kong
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1,429,368
1,419,555
1,291,799
1,224,078
1,213,834
1,066,758
997,165
950,995
884,873

TABLE 26
The Leading Ten High Density Traffic City-Pairs In The

Pacific Ocean Region -- 1984

Pairs Revenue Passengers
(B) (a) To (B) (B) To (A)

~ Kuala Lumpur 718,782 710,586

- Hong Kong 718,470 701,085

- Tokyo 660,605 631,194

- Hong Kong 635,224 588,854

- Singapore 625,255 588,579

- Tokyo 552,003 514,755

~ Taipei 500,495 496,670

- Bangkok 495,256 455,739

- Singapore 451,145 433,728

- Seoul 429,302 428,650

Tokyo

857,952

Source:

Calculated from ICAO, Traffic By Flight Stage
-— 1984, Digest Of Statistics, No.321. Series

TF-NO.99. 1986.
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TABLE 27

A Comparison Of Average Stage length Per Aircraft By Region
Of Airline Registration

Region Average Stage Length Per Aircraft
(In Kilometers)

1974 1979 1984
Asia and the Pacific 2158 2333 2604
Africa 1385 1550 1629
Europe 1231 1299 1395
Latin Am./Caribbean 1408 1571 1399
Middle East 1372 1630 1737
North America 1792 2023 2143
World Average 1447 1586 1689

Source: ICAO, ICAQ Bulletin, July 1986. p.23.
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Flight Distances Between Principal Points in the

Pacific Ocean Region

Figure 1:



147

6.2 AIR TRANSPORT RIVALRY IN THE PACIFIC OCEAN REGION

The Pacific Ocean region has been the scene of a number
of disputes over the bilateral air transport agreements.
The significance that nations attach to their air transport
agreements is evident in these disputes. The importance of
the specific nature of bilateral agreements for the develop-
ment of the carriers involved is also a basis for the con-
tentious nature of some bilateral relationships, either

existing or under negotiation.

6.2.1 The Climate For Bilaterals In The Pacific Ocean
Region

Bilateral air transport agreements focus both national
economic objectives and traffic development plans of nation-
al carriers between the contracting parties. On occasion
sharp conflicts have arisen between these contracting par-
ties. Negotiations in the Pacific Ocean region have often
been complex and difficult. For example, Japan and Malaysia
failed to reach agreement during the talks held in November,
1984 in Tokyo between the two countries. Malaysia requested
Japan's approval for the operation of the Malaysian Airline
System's trans-Pacific routes to the U.S. using a joint sys-
tem under which the airline leased cabin space from North-
west Orient Airlines. Japan, however, refused the request on
the basis that Malaysian Airline System was not allowed to
fly to the U.S. wunder the rights set forth in the existing

bilateral agreement.
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In a similar vein, Japan Air Lines and Qantas Airways
have been at odds over the Australian carrier's request for
an additional flight between Japan and Australia. While

Qantas 1insists on year-round operation of the additional

flight, JAL claims it should be only for a limited season.

The dispute between Hong Kong's Civil Aviation Department
and Dragonair is yet another example that remains unre-
solved. This dispute is over the refusal of charter rights
by the Hong Kong Civil Aviation Authority. Dragonair has
been seeking rights for two charter flights daily from Hong
Rong to Beijing and once daily from Hong Kong to Shanghai.
However, the matter is complicated by the fact that Cathay
Pacific has only recently been granted rights into both of
these markets. Furthermore, the timing of the formation of
Dragonair is a sensitive one, and on the surface, may even
appear to be opportunistic. There is speculation that Dra-
gonair is backed by a Chinese state-owned financial institu-

tion, but registered in Hong Kong as a Hong Kong airline. 62

The fact that political forces have been an increasingly
"~ important influential factor in sharpening or manipulating
the structure of the airlines industry is apparent. In many
instances they have disrupted the proper functioning of
bilateral air transport agreements that were in force. What
happened within the local Pacific region during the mid-sev-

enties between Japan and the Peoples Republic of China

82 See also, "Dragonair keeps the heat on", Flight Interna-
tional, October 12, 1985. p.7
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clearly illustrates this point. 1In April of 1974, Japan and
the Peoples Republic of China signed a civil aviation agree-
ment which involved Japan Air Lines's proposed £light into
mainland China. Although Taiwan was not favourably
impressed with what had happened, it was nevertheless pre-
pared to accept the fact and allowed JAL to maintain its
flights into Taiwan. However, when China exerted pressure
on Masayoshi Ohira, then Japanese foreign affairs minister,
he had to make a public statement to the effect that he con-
sidered the Taiwan Nationalist flag on the tail of China Air
Lines(CAL) aircraft only a trademark. As a result, the Tai-
wan government withdrew all rights that had been granted to
Japan, ordered JAL's aircraft not to cross the Taipei flight
information region and, at the same time, terminated all
China Air Lines' services to Japan. Because the route to
South Korea crosses over Japan's Naha flight information
region. China Air Lines decided to cancel services to South
Korea as well. For the same reason, CAL also had to re-
route its United States flights via Guam and Honolulu. This
conflict was finally resolved in July, 1975 when Japan with-
drew its statement and created Japan Asia Airways to serve

Taiwan.®3

Another politically motivated dispute happened recently
when China Airlines was barred from flying into Manila after

carrying Benigno Aquino into Manila with inadequate docu-

63 wWilliam Glenn, "The UFO Soap Opera," Far East Economic
Review, February 14, 1975. p.28.
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ments; Aquino was assassinated immediately after his arrival

in late-August, 1985.

The 1983 Singapore's and Air Lanka's (Sri Lanka's) con-
flict is an example of yet another type of problem that may
arise from bilateral agreements. It 1illustrates how an
unsatisfactorily negotiated agreement can affect the
exchange of routes or landing rights. Air services between
Singapore and Sri Lanka stopped in November of 1983. The
dispute between the two countries was over the issue of the
distribution of fifth freedom traffic rights. Air Lanka's
claim was that since the creation of Air Lanka, Singapore
had more fifth freedom rights beyond Colombo to the Middle
East and Europe than Air Lanka had beyond Singapore rights.
But most important of all, it was Singapore that had always
been successful 1in exercising those grénted rights, while
Air Lanka was unable to exercise most of their rights, sim-
ply because they did not have the necessary agreements with
other countries to implement these services. It is inter-
esting to note that from an economic point of view, if SIA
were to end 1its Singapore-Colombo services, this would
result in a loss of 2% of its revenues. However, Air Lanka
would lose 16% of its revenues. Since much of Air Lanka's
traffic was sixth freedom movement from Australia, Japan and
Hong Kong, the ending of its Singapore-Colombo links would
not cause too much inconvenience to Air Lanka. In addition,

after the dispute began, Air Lanka switched some services
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through Kuala Lumpur, following a joint service agreement
with Malaysian Airline System. The airline also signed an
agreement with Thai International to make their Colombo-

Bangkok services a joint operation.

A similar dispute was developed between the United States
and China when Pan American World Airways resumed it service
to Taiwan after receiving authority to service the mainland.
According to media reports, Pan Am had promised China it
would terminate air service to Taiwan as a condition of

being allowed to fly into China.

A dispute involving Northwest Orient erupted when North-
west Orient's application to fly into China was rejected by
the Chinese Civil Aeronautic Authority (CAAC). The original
reason for China's rejection of Northwest Orient's initial
application was the fact that Northwest Orient insisted on
maintaining its services into Taiwan. But when the Civil
Aeronautics Board threatened to suspend flights to the U.S.

by China's airline, the CAAC relented.

Similarly, Malaysia and Singapore Airlines also sought
additional services into the United Kingdom but soon were
confronted with the same protectionist attitude. The issue

remained unresolved for over two years.

Malaysian and Philippine national airlines have also

pressed unsuccessfully for extra flights to Britain.®4 A

84 The Globe and Mail, "SIA angry at Britain", International
Business--Transportation, Monday, December 17, 1984,
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dispute over the addition of a third Manila-London service
by Philippine Airlines ended in the British courts. When
the British 1lost their case, the Department of Transport
unilaterally decided that the air services agreement between
the two countries be terminated. A twelve months termina-
tion notice was then served to the Philippines as was

required under such circumstances.

Air Niugini, Papua New Guinea's airline, was barred from
Indonesian air space after it scraped its Jakarta-Port
Moresby route. Air Niugini's action was prompted by the
country's aggressive Transport Minister Iambakey Okuk, who
decided to cut the unprofitable Jakarta stop®5 on its route

to Singapore.

In retaliation, Indonesia then closed its air space to
Air Niugini, which resulted in adding an additional seventy
minutes to the Singapore run and ten minutes to Air Niugi-
ni's Manila route. Indonesia, on the other hand, was pre-
pared to negotiate its air space in exchange for rights that
would enable its national carrier, Garuda, to use Port

Moresby for its international operation.®8

p.IB6.

8% There were only twelve passengers on average, connecting
with this weekly one stop flight.

8% Rowan Callick,"Air Niugini under fire," Far East Economic
Review, November 28, 1980. p.52
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These illustrations serve to show that relations affect-
ing aviation rights cannot be considered independently of
general international relations. One of the most marked
developments over the past decade has been the steady growth
of economic nationalism. The narrow nationalistic trends
which became more and more apparent in the world economies
were also reflected in international aviation, Increasing-
ly, dissatisfaction with air transportation arrangements has
led many nations into conflict situations, which in most
cases, resulted in a net loss of economic benefits for the
countries involved. While these illustrations were selected
from nations that did not include Canada, they provide a
basis for understanding the complexity of the Pacific Ocean

region within which Canadian air transport operates.

6.3 AIR TRANSPORT CARRIERS IN THE PACIFIC OCEAN REGION

Operating statistics for carriers operating in the Pacif-
ic Ocean region are given in Table 28. For certain air-
lines, figures are given for their total system (S) and
their Pacific Ocean operations (P). Cargo revenues have

been about 10% of total revenues.

The average passenger revenue earned per passenger-kilo-
metre flown on scheduled international services within the
Asia/Pacific region was 6.5 U.S. cents in 1978, some 8%
above the world average. Unit revenues earned on long-haul

routes between the Asia/Pacific region and other regions
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TABLE 28

1981-84 Average Operating Statistics

(In U.S. Cents)

AVERAGE (1981-1984) YEARS
OR/ OE/ OR/ OE/
TKP TKP TKA TRA

Qantas Airways 63.2 62.6 38.7 38.3 3
Air Canada 65.1 66.7 34.9 34.5 4
CP Air 55.0 54.7 32.6 32.4 4
Japan Air Lines 57.3 56.1 36.6 35.8 4
Malaysian Airlines 70.9 64.6 47.9 43.7 3
Air New Zealand 66.5 64.5 44.1 42.6 4
Singapore Airl 48.4 46.6 34.1 32.8 4
Thai Internat 57.5 50.2 36.2 31.6 4
Garuda Indonesia 76.7 73.9 33.5 32.3 4
Japan Asia Air 78.8 74.8 56.4 53.5 4
Philippine Air Lines 53.7 55.6 30.7 31.7 2
Korean Air Lines . 50.8 46.6 35.6 32.6 2
Pan Am (System) 60.8 64.5 34.9 37.0 4
Pan Am (Pacific) 58.0 58.0 33.7 33.5 4
NorthWest (s) 55.1 54.2 28.4 27.9 4
NorthWest (P) 44.8 42.7 25.5 24.3 4
Flying Tiger (S) 27.7 27.7 19.4 18.4 4
Flying Tiger (P) 27.3 25.2 20.1 18.6 4
United (s) 70.8 69.5 38.8 38.1 4
United (p) 54,1 65.8 26.0 29.2 2
Continental (P) 64.6 62.1 36.5 35.0 4
Continental (S) 73.7 76.6 37.8 39.3 4
All Nippon Air 113.4 110.8 53.0 51.8 3
Trans World (P) 19.7 21.8 11.5 12.7

Trans World (S) 30.8 29.2 14.5 13.8

CODE: OR/TKP Operating revenue per tonne-km performed

OE/TKP = Operating expenses per tonne-km performed
OR/TKA = Operating revenue per tonne-km available
OE/TKA = Operating expenses per tonne-km available

Source: ICAO, Financial Data, Digest of Statistics,
Series F, various issues.

were well below the world average and, 1in cases of transpa-
cific routes, among the lowest 1in the world. This fact
reflects the competitive conditions among carriers 1in the

Pacific Ocean region.
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Unit operating expenses of Asia/Pacific airlines are com-
pared with the world average in Table 29. It is interesting
to note the improvement in their comparative total operating

expense performance in the 1974 - 1984 period.

Partial labour productivity measures are given in Table
30 for a number of airlines operating in the Pacific Ocean
region. A caution must be given on two counts. First, pro-
ductivity measurement is statistically very difficult. Sec-
ond, partial productivity measures, by their nature, give an

incomplete perspective.

An ICAO study on productivity of personnel showed that
Asian carriers, with the exception of Japan Air Lines,
experienced higher productivity growth than North American
carriers for the decade from 1972 to 1982.%7 The study was
updated in 1986 and the wupdated version, using personnel

data from 1975 to 1985, showed a similar pattern.®®

Load factor performance is another important indication
of the operating efficiency of airlines. Carriers based in
the Pacific Ocean region have largely operated outside IATA
and have generally had freedom to price with flexibility.
The relationship between pricing flexibility and load factor
has been noted by Bailey and others in their study of U.S.

domestic operations under deregulation. They comment that

87 I1CAO, A Review of The Economic Situation of Air transport
1969-1982, Circular 177-AT/67, pp.65-66.

68 I1CAO, The Economic Situation of Air Transport -- Review
and Qutlook 1986, Circular 200-AT/78, 1986.
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Unit Operating Expenses Of Asia/Pacific Airlines Compared

With The World Average -- 1974, 1979 and 1984

Operating Expenses Per

Operating Expenses

Flight operations
less fuel and oil

Fuel and oil

Maintenance and
overhaul

Depreciation and
amortization

User Charges and
station expenses

Passenger services

Ticketing, sales and
promotion

General, administrative
and others

Total operating
expenses

Source: ICAOQO, International Air Passenger and Freight

1974
1979
1984

1974
1979
1984

1974
1979
1984

1974
1979
1984

1974
1979
1984

1974
1979
1984

1974
1979
1984

1974
1979
1984

1974
1979
1984

Tonne-km Available
(In U.S. Cents)
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Transport —-- Asia and the Pacific, 1986, Circular

201-AT-79, p.89.
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TABLE 30

Partial Productivity Measures For Scheduled International
Airlines —-- 1983, 1984

(International Operations Only)
Airlines 1983 1984
Revenue Available Revenue Available
Tonne-Km Tonne—Km Tonne-Km Tonne—-Km
per per per per
Employee Employee Employee Employee

Qantas 164.26 271.8 177.36 272.65
Air Canada 55.99 110.78 59.27 * 110,40 *
CP Air 80.53 144.25 106.74 175.60
Garuda 71.34 * 150.63 =* 73.64 * 167.18 *
Japan Airlines 214,92 317.31 246.07 * 356.70 =*
Japan Asia Airways 382.81 516.29 393.75 # 524.78 #
Malaysia Airlines 57.15 82.59 61.73 # 85.66 #
Air New Zealand 110.20 165.21 113.79 * 156.01 =*
Philippines Airlines 91.58 * 157,32 =% 78.46 * 125,75 =«
Korea Airlines 259.56 359.65 108.27 157.07
Singapore Airlines 265.76 376.96 293.28 412,24
Thai International 124.93 197.97 127.38 192.37
Cathay Pacific 241.83 348.42 251.30 * 357,17 *
Northwest 142.89 247.82 170.33 # 294.56 #
Pan Am 146.06 257.29 170.86 * 280.53 =*

Source: Calculated from ICAO, Civil Aviation Statistics
of the World -- 1984, Tenth Edition, 1985,

Notes: Figures marked with an asterisk (*) are estimates
using 1985 personnel figures obtained from Air
Transport World, May, 1986. p.64. Figures marked
with (#) are estimates using 1983 personnel figures
from ICAO.

"....load factors increased dramatically when the (Civil
Aviation) Board began granting carriers greater pricing

flexiblity early in 1977."6°9

69 Bailey, Elizabeth E., David R. Graham and Daniel P.
Kaplan., Deregulating the Airlines. The MIT Press, Mas-
sachusetts: Cambridge. 1985. p.135.
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Load factor performance is also affected positively by
seat management performance related to discount fare per-

formance.

Table 31 compares the load factor performance by region
of airline registration for six region of the world for

1974, 1979 and 1984. The strong performance of the Asia and

TABLE 31
A Comparison Of Average Load Factors By Region Of Airline
Registration

Region Percentage of Passenger Load Factor

1974 1979 1984
Asia and the Pacific 60 66 68
Africa 53 58 58
Europe 56 63 65
Latin Am./Caribbean 57 62 61
Middle East 60 58 60
North America 53 65 66
World Average 56 63 65

Source: ICAO, ICAQO Bulletin, July 1986. p.23.

Pacific region airlines is striking.



Top Load Factor Traffic In The Pacific - 1983

TABLE 32

ARRIVAL CODE SEATS CARRIED

ORIGIN LF TYPE FQ
TAIPEI HONG KONG SQ 142764 128951 90 B747 365
HONG KONG SYDNEY CX 63114 54639 87 B747 157
HONG KONG TAIPEI SQ 142760 123642 87 B747 365
SINGAPORE TOKYO SQ 65152 55312 85 B747 159
BANGKOK TOKYO TG 57876 48872 84 B747 156
BANGKOK HONG KONG SQ 95952 80285 84 DC10 237
HONG KONG SINGAPORE CX 146536 123079 84 B747 365
HONG KONG OSAKA JL 129008 105867 84 B747 368
HONG KONG HONOLULU SQ 105526 88458 84 B747 261
OSAKA MANILA TG 51087 42331 83 EA30 186
HONG KONG SINGAPORE SQ 247984 206762 83 B747 626
OSARA HONG KONG CX 111378 91590 82 L101 363
SINGAPORE HONG KONG CX 146536 120325 82 B747 365
HONG KONG SINGAPORE JL 41916 34363 82 DC8S 208
MANILA OSARA TG 51579 42218 82 EA30 198
HONG KONG TOKYO PA 150151 122043 81 B747 367
TOKYO TAIPEI SQ 142764 115400 81 B747 365
LOS ANGELE TOKYO SQ 64368 52441 81 B747 157
TORYO TAIPEI EG 144384 114984 80 DC8S

HONG RKONG OSAKA CX 112095 88624 79 L1071 365
TORYO LOS ANGLE SQ 64368 50659 79 B747 157
HONG KONG TOKYO NwW 140864 111581 79 B747 362
TAIPEI SINGAPORE SQ 120159 94344 79 B747 249
SINGAPORE COLOMBO SQ 86954 68137 78 B747 222
MANILA TOKYO NW 98398 76488 78 B747 254
HONG KONG BANGKOK SQ 95952 74432 78 DC10 237
SINGAPORE HONG KONG SQ 248288 193920 78 B747 626
BANGKOK DELHI TG 62172 48462 78 EA30 117
TOKYO HONG KONG JL 276308 211925 77 B747 763
TAIPEI TOKYO EG 174990 134490 77 DC8S

BANGKOK MANILA TG 104820 80481 77 EA30 238
BANGKOK HONG KONG AI 63196 48924 77 B747 161
SEOUL TOKYO JL 128352 98602 77 B747 351
SYDNEY SINGAPORE SQ 103078 78891 77 B747 261
TORYO HONG KONG CX 145324 110356 76 B747 350
TAIPEI HONG KONG TG 159366 120935 76 EA30 647
BANGKOK MANILA PR 95860 72933 76 DC10 207

159

Source: Extracted from ICAO, Traffic By Flight Stage,
1983, Digest of Statistics No.309.
Series TF-No.98. 1984,

Note: LF = Load Factor FQ = Freguency

Key For Airlines Code: Air India (A1)
Singapore Airlines (SQ) Pan Am (PA)
Japan Air Lines (JL) Philippines Airline (PR)
Cathay Pacific (CX) Japan Asia Air (EG)
NorthWest Airlines (NW) Thai International (TG)
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Table 32 gives the results of calculations based on ICAO
data for 242 city-pairs with 762 observations. This table
shows the very strong load factor performance in the Pacific
Ocean region and city-pairs. The strong performance of car-

riers based in the Pacific Ocean region is again evident.

Table 33 shows the strength of the international sched-
uled traffic development in the Asia/Pacific region for the

period 1970 - 1985, The shift in the world importance of

TABLE 33

Regional Percentage Distribution Of International Scheduled
Tonne-Kilometers Performed

(In Percentage)

1970 1875 1980 1985
North America 32.9 22.7 19.6 19.9
Europe 43.8 43.5 40.8 37.5
Asia/Pacific 11.7 18.7 23.5 26.7
Latin America/Caribbean 4.3 6.6 6.9 5.7
Middle East 3.5 4.6 4.9 5.9
Africa 3.8 4.5 4,3 4,3

Source: ICAO, ICAQ Annual Reports, Various Issues.

this region is evident in these figures.

The rise of carriers based in the Pacific Ocean region is
shown in a study of U.S. carriers' share of total passenger
traffic by world region given in Table 34. While the U.S.

share has fallen somewhat in the North Atlantic and Other
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categories, it has risen in South America. However, the

share for the Pacific and for Oceania has fallen very sig-

TABLE 34

U.S. Carriers' Market Share Of Total Passenger Traffic

By World Region 1971-1981 (Percentage Of Market)

Year World North Pacific Oceania South Other
Atlantic America

1971 56.5 48.0 55.9 61.6 40,2 69.5
1972 53.9 46.4 46.6 57.1 42.4 67.0
1973 54,2 48.5 50.4 56.2 43.5 63.7
1974 52.6 46.1- 50.9 50.7 44 .1 61.4
1975 49.6 44,0 40.7 50.1 42.9 59.1
1976 50.3 44,7 45,1 49.2 39.0 59.6
1977 50.4 45.4 43.7 49.9 41.3 60.3
1978 50.0 43.9 41.3 46.5 44,1 60.9
1979 50.8 44,2 44.3 50.9 44.9 61.0
1980 49,1 42.1 41.4 48,2 44.6 60.0
1981 48,7 41.0 38.7 48.3 43.6 61.3

A B A A A C

A> First three quarters of 1981 only.
B> Calendar year 198t1.
C> Includes U.-Africa/Mideast/Caribbean/Central America.

Source: Douglas L. Adkins, Martha J. Langelan, Joseph
M. Trojanowski., Is Competition Workable In
North Atlantic Airline Markets? 1International
Economic Analysis Group, Bureau of International
‘Aviation, Civil Aeronautics Board. March 1982.
p.36.

nificantly.
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6.4 CANADIAN SOUTH PACIFIC MARKETS

Canada's major bilateral partners in the South Pacific
region are Australia and New Zealand. A major characteris-
tic of the operations of the international carriers of these
nations is their unusally 1long stage lengths. With the
exception of intra-regional traffic, wvirtually all interna-
tional routes operated by Qantas and Air New Zealand involve
very long flight stages. This is especially true for their

operations to and from the North American continent.

Canada entered into a bilateral relationship with Austra-
lia on June 11, 1946. The bilateral agreement signed then
is the earliest bilateral giving Canada access to markets in
the Pacific Ocean region. An especially noteworthy and
unusual provision of this agreement was a capacity predeter-
mination clause which provided for a fifty percent sharing
of capacity by the designated carriers of the contracting
nations. The agreement allowed CP Air to operate flights
between Vancouver and Sydney via an intermediate stop at
Auckland with beyond rights for New Zealand. On March 16,
1951, an amendment was made to the agreement, the amended
paragraph four of the Annex concerning the designation of
the Canadian route. This amendment specified the route to
be served by both contracting states to be Vancouver - San
Francisco - Honolulu - Canton Island - Fiji - Auckland -

Sydney in both directions.
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The second change occurred in September of 1954 in regard

to the period of time required for notice to be given. At
the request of the Canadian Government, further adjustment
were made to the 1951 routing proVisions in 1974 to provide
more flexibility in the use of international points by car-
riers. This 1974 amendment to the 1946 Canadian-Australia
air transport agreement became a new bilateral agreement

and, as of November 1986, was still in force.

6.4.1 Australia

The Australian flag carrier, Qantas, dates back to 1920
when it was then known as the Queensland and Northern Terri-
tory Aerial Services Limited; its first scheduled service
began in November, 1922. The Queensland and Northern Terri-
tory Aerial Services Limited and BOAC (then known as Imperi-
al Airways) formed Qantas Empire Airways Limited in 1934 to
operate the Brisbane-Singapore portion of the England-Aus-
tralia route. 1In July, 1947, the Australian Government took
control of the carrier by share purchase and designated it
to be Australia's scheduled international air carrier. In
1967 the carrier's name was changed to Qantas Airways Limit-
ed, commonly called Qantas. Table 35 shows the internation-

al scheduled passenger traffic of Qantas.

Table 36 shows the seven route sectors linking the west-
coast of North America and Australia. Two non-stop services
have been provided by Qantas and United Airlines of the

United States.
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TABLE 35

Passenger Traffic Of Qantas

(International Scheduled RPKs in Million)

YEAR Revenue Growth Regional Available
Passenger (%) Revenue Seats
Kilometers Passenger Kilometers

Kilometers Share (%)
Share (%)

1975 10104 19.7 19.3
1976 11366 12.5 19.0 18.7
1977 11576 1.8 17.2 17.6
1978 12614 9.0 16.2 17.2
1979 15679 24.3 17.1 16.6
1980 15769 0.6 15.0 14.9
1981 14458 -8.3 12.2 12.6
1982 15355 6.2 12.0 12.7
1983 14334 -6.6 10.9 12.1
1984 16154 12.7 11.5 12,1
1985 17305 7.1 11.5

Average Annual Growth (1975-1985): ©5.5%

Source: ICAO, Informal Workshop Meeting On Aviation
Forecasting And Economic Planning, Bangkok,
Thailand, 2-6 March, 1987.

Table 37 shows the performance of Qantas with respect to the
international traffic of its host country, Australia, for the

period 1979 to 1982.
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North America - Australia Air Transport Route Network
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City-pairs Airlines Flight

Los Angeles/ Qantas, United non-stop

Sydney: Qantas, United one or more
Continental, intermediate
Air New Zealand stops

Honolulu/ Qantas, United non-stop

Sydney:

San Francisco/ Continental, United via Honolulu

Sydney/

Melbourne:

Los Angeles/
Sydney/
Melbourne:

Los Angeles/
San Francisco/

Cairns/Brisbane:

Vancouver/
Sydney:

Continental, United

Qantas

CP Air

via Honolulu

via Honolulu

via Honolulu
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TABLE 37

Market Share Of Host Country Carriers —- The Australia Case

(In thousands of passengers)
Passengers traffic to Australia:

By Qantas 919 920 947 933
By Foreign carriers 1140 1211 1245 1224
Total by air 2059 2132 2193 2157
Ratio carried by Qantas 44.6 43.2 43.2 43.3

Passengers traffic from Australia:

By Qantas 864 838 885 898
By Foreign carriers 1095 1141 1193 1162
Total by air 1959 1979 2078 2060
Ratio carried by Qantas 44,1 42,3 44,7 43.6

Source: Australian Bureau of Statistics, Year Book,
Australia, Various issues. Canberra: Australia.

6.4.2 New Zealand

Canada's air transport link with New Zealand began in
1947, when Canada, 1in a bilateral agreement negotiated with
the United Kingdom, obtained fifth freedom traffic rights
for Fiji and beyond rights into New Zealand. In 1950,
building upon the agreement with the British, Canada sought
and concluded an air transport agreement with New Zealand
that enabled CP Air to began air service linking Vancouver
and Auckland on December 28, 1951. On April 24, 1969, CP

Air suspended this service because of a dispute with Air New
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Zealand.’® Unable to resolve the problem, New Zealand gov-
ernment withdrew CP Air's right on May 14, 1969. More
recently, Canada has renegotiated a new bilateral agreement
with the New Zealand government. Service between the two

countries resumed in November, 1985.

New Zealand set up a carrier as an international joint-
venture in 1939, The New Zealand government became half
owner of its flag carrier Tasman Empire Airways Ltd (TEAL)
with the rest of the company interest shared by Australia
(30%) and the United Kingdom (20%). Scheduled international
traffic was inaugurated between Sydney and Auckland in 1940.
In October, 1953, withdrawal 6f British interest in the com~
pany left the New Zealand and Australian governments with
equal share holdings of 50% . By July, 1961, the New Zea-
land government took control of the company and 1in April,
1965, changed its name to Air New Zealand. DC-8 service to
Los Angeles via Nandi and Honolulu was inaugurated on 14
December, 1965, and the following year saw the opening of

routes to Hong Kong and Singapore.

A merger of three private domestic carriers (Union Air-
ways of New Zealand, Cook Strait Airways and Air Travel (NZ)
Limited) 1in November, 1945, 1led to a state-owned national
domestic airline, New Zealand National Airways Corporation
(NZNAC) . Amalgamation of NZNAC with Air New Zealand on 1

April, 1978, eliminated a two airlines policy for New Zea-

70 See CP Air News, February, 1981, p.14. also, CP Air
News, May, 1982, p.1.
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land and left one enlarged national flag carrier known as
Air New Zealand. By 1985, Air New Zealand operated a route
network encompassing 24 domestic points and 15 international

destinations. Table 38 shows the international passenger

TABLE 38

Passenger Traffic Of Air New Zealand

(International Scheduled RPKs in Million)

YEAR Revenue Growth Regional Available
Passenger (%) Revenue Seats
Kilometers Passenger Kilometers

Kilometers Share (%)
Share (%)

1975 2982 5.8 5.6
1976 3282 10.1 5.5 5.2
1977 3556 8.3 5.3 5.3
1978 4113 15.7 5.3 5.0
1979 4314 4.9 4.7 4.4
1980 4563 5.8 4.3 4.1
1981 4614 1.1 3.9 4.0
1982 4837 4.8 3.8 4.0
1983 5354 10.7 4,1 4.2
1984 5856 9.4 4,2 4.1
1985 6462 10.0 4.3

Average Annual Growth (1975-1985): 8.0%

Source: ICAO, Informal Workshop Meeting On Aviation
Forecasting And Economic Planning, Bangkok,
Thailand, 2-6 March, 1987.

development of Air New Zealand. Table 39 shows the air
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transport services available for travel to and from New Zea-
land. In this South Pacific route group, non-stop services

were made available by Air New Zealand between Los Angeles

TABLE 39

North America New Zealand Air Transport Route Network

City-pairs Airlines Flight

Los Angeles/ Air New Zealand non-stop
Auckland:

Los Angeles/ joins Continental

Auckland: and United via Honolulu
Los Angeles/ Qantas via Sydney
Auckland:

Vancouver/ Air New Zealand via Honolulu
Auckland:

and Auckland.

6.5 CANADIAN NORTH PACIFIC MARKETS

In the North Pacific area, significant Canadian air
transport activity has long been present in markets such as
Japan and Hong Kong. It is not wuntil recently, however,
that China and Singapore were added to the list as Canada's

active air transport partners.
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6.5.1 Japan

The Canada - Japan bilateral agreement was signed on Jan-
vary 12, 1955, and has never been amended. The agreement
contains Bermuda-type capacity clauses and, in addition, a
requirement for the exchange of data for capacity reviews.
Each nation can designate more than one airline to provide
service. Under the agreement, Canadian carrier routing can
originate from any point 1in Canada through intermediate
points in either Alaska or the Alentians for travel to
Tokyo. It is significant that full traffic beyond rights
give access to Hong Kong with another point, or points, to
be agreed upon when warranted. The Japanese carrier(s) 1is
to discharge traffic at the Vancouver gateway with the same
condition for international points as specified above.
Beyohd rights apply for Mexico City, Caracas, any point or
points in Brazil, and any point in the west or central part
of the United States with full traffic freedoms. In gener-
al, Japaness bilateral air transport agreements have a high-
er than usual incidence of fifth freedom rights. It is also
worth noting that Japan has a large population base with a
large trading volume to provide traffic and and a strategic
geographical position 1in the Pacific Ocean region for éir

transport linkages.

Japan's main international carrier, Japan Air Lines
(JAL), was incorporated on August, 1951, as a domestic car-

rier. As a private company, it was unable to meet the




171
financial requirements that would allow it to expand its
operation into the international market. To meet the heavy
capital investment required, the Japanese government inter-
vened in Japan Air Lines in 1952. In August, 1953, Japan
Air Lines was reorganized with a fifty percent government

interest. The international scheduled passenger traffic of

TABLE 40

Passenger Traffic Of Japan Air Lines (JAL)

(International Scheduled RPKs in Million)

YEAR Revenue Growth Regional Available
Passenger (%) Revenue Seats
Kilometers Passenger Kilometers

Kilometers Share (%)
Share (%)

1975 12054 23.6 24,2
1976 13533 12.3 22.6 23.0
1977 15783 16.6 23.5 23.2
1978 17872 13.2 . 22.9 22.9
1979 20799 16.4 22.7 22.4
1980 21339 2.6 20.2 21.3
1981 24328 14.0 20.6 20.7
1982 25380 4.3 19.8 20.2
1983 25040 -1.3 19.1 18.9
1984 27918 11.5 19.8 18.4
1985 29832 6.9 19.8

Average Annual Growth (1975-1985): 9.5%

Source: ICAO, Informal Workshop Meeting On Aviation
Forecasting And Economic Planning, Bangkok,
Thailand, 2-6 March, 1987.
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Japan Air Lines is shown in Table 40. Table 41 gives the

air transport route network between North America and Japan.

Table 42 shows the market share gained by Japanese carriers
in Japanese traffic. A high point of 38.4% was reached in
1980. It is interesting to note that in Japan, Japan Airlines
has faced competitive pressure for international traffic from
Japanses sources. Pressure on the Japanese government from the
privately owned All Nippon Cargo, and Toa, forced a renegotia-
tion of the Japan - United States bilateral to allow additional
airlines to serve the transpacific cargo market. Before the
renegotiatioﬁ, JAL had shared the Japan - United States traffic

with Flying Tiger, a United States cargo specialist.



North America

TABLE 41

173.

- Japan Air Transport Route Network

City-pairs Airlines Flight
New York/ Japan Air Lines non-stop
Tokyo: Northwest Orient non-stop
United non-stop
San Francisco/ Japan Air Lines non-stop
Tokyo: Northwest Orient non-stop
United non-stop
Seattle/ Japan Air Lines non-stop
Tokyo: Northwest Orient non-stop
United non-stop
Los Angeles/ Japan Air Lines non-stop
Tokyo: Northwest Orient non-stop
Singapore Airlines non-stop
United non-stop
Portland/Tokyo United non-stop
Oregon/Tokyo United non-stop
Chicago/ Japan Air Lines non-stop
Tokyo: Northwest Orient non-stop
Honolulu/ Japan Air Lines non-stop
Tokyo: Northwest Orient non-stop
Anchorage/Tokyo Japan Air Lines non—-stop
Vancouver/Tokyo Japan Air Lines non-stop
Los Angeles/ Japan Air Lines non-stop
Tokyo/Nagoya:
Honolulu/ Japan Air Lines non-stop
Tokyo/Saporo:
Honolulu/ Japan Air Lines non-stop
Osaka: Northwest Orient non-stop
Toronto/Tokyo CP Air via Vancouver
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TABLE 42

Market Share Of Host Country Carriers -- The Japanese Case

1965 1970 1975 1980 1984

(In thousands of passengers)
Passengers travel by air and sea:

Total outgoing passengers 578 1742 3313 5585 6729
Japanese passengers 159 663 2466 3909 4659
Total incoming passengers 581 1735 3311 5233 6727
Foreign visitors 367 854 812 1317 2110

Passengers travel by air:

Total passengers by air 1141 3838 7940 12146 16695
Passengers by Japanese carriers 340 1333 2570 4669 6150

Japanese flag carriers share 29.7 34.7 32.4 38.4 36.8

Source: Ministry of Transport, Japan,
Annual Report of Transport Economy Summary,
(Fiscal 1985). 1986, p.34.

6.5.2 Hong Kong

The 1949 agreement between the United Kingdom and Canada,
subsequently amended in 1958 and 1960, included access to
Hong Kong for Canada. Points of departure included Toronto,
Edmonton and Vancouver with intermediate points listed as
Whitehorse, Alaska, the Aleutians, points in Japan and

Shanghai.

An amendment on 14 April, 1981, with Hong Kong as a gate-
way, gave Canada beyond rights with limited frequency to

three round +trips per week and with only one point to be
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ser7ed on any single flight. Canada could choose Vancouver
and two other points 1in Canada for departure but three
months advance notice by diplomatic note is regquired for
points other than Vancouver. Intermediate points are Whit-
ehorse, Alaska, Shanghai, and points in Japan. The interme-
diate and beyond rights are only available to one designated
Canadian carrier. It may be recalled that the Canadian
agreement with Japan provides full traffic beyond rights for

Hong Kong.

Limited air transport services based in Hong Kong were
provided by Cathay Pacific as early as 1946. Two years lat-
er, the Swire Group and Australian National Airways together
acquired and managed the carrier. Cathay Pacific, owned 71
per cent by the Swire Group and 29 per cent by the Hong Kong
and Shanghai Bank, currently operates an average of 400
flights per week with an extensive route network covering
over twenty countries. Operating from Hong Kong, the carri-
er now flies to Osaka, Tokyo, Seoul, Taipei, Manila, Bang-
kok, Kuala Lumpur, Singapore, Kota Kinabalu, Brunei, Jakar-
ta, Fukuoka, Perth, Sydney, Bahrain, Melbourne, Penang,
Dubai, Kaohsiung, Port Moresby, Shanghai, London, Abu Dhabi,
Bombay, Vancouver and Seattle. International passenger

traffic statistics for Cathay Pacific are given in Table 43.

The route between Hong Kong and Tokyo is the world's bus-
iest. It was served by 12 carriers in 1983, most of them

operating Boeing 747 aircraft. The Canadian carrier operat-
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TABLE 43

Passenger Traffic Of Cathay Pacific Airways

(International Scheduled RPKs in Million)

YEAR Revenue Growth Regional Available
Passenger (%) Revenue Seats
Kilometers Passenger Kilometers

Kilometers Share (%)
Share (%)

1975 2632 5.1 4.9
1976 3009 14.1 5.0 4.8
1977 3671 22.0 5.5 5.3
1978 4594 25.1 5.9 5.4
1979 5210 13.4 5.7 5.8
1980 6181 18.6 5.9 5.7
1981 8256 33.6 7.0 6.4
1982 9235 11.9 7.2 6.7
1983 9629 4.3 7.3 6.9
1984 11233 16.7 8.0 7.6
1985 12494 11.2 8.3

Average Annual Growth (1975-1985): 16.9%

Source: ICAO, Informal Workshop Meeting On Aviation
Forecasting And Economic Planning, Bangkok,
Thailand, 2-6 March, 1987.

ing in this region, CP Air, recently converted its fleet of
747s to smaller DC10s. This reduced the number of carriers
operating with 747s within this sector. However, the volume
of traffic was not expected to decrease since CP Air also
increased 1its frequency on this sector to maintain 1its

capacity share.



177

It is worth noting other international traffic from Hong
Kong. Hong Kong-Bangkok traffic is almost as heavy as that
with Tokyo, while there were 1.4 million passengers between
Hong Kong and Taipei in 1983 in spite of travel restrictions

in force in Taiwan.

Cathay Pacific's average annual growth rate, at 16.9%, is
outstanding. However, the prospect of the return of Hong
Kong to China in 1997 places investment risks on Cathay
Pacific. It is not known whether the new Hong Kong govern-
ment at that time would accept Cathay Pacific as its carrier
and, if it did, what the airlines commercial prospects would
be. Investment in an expanded aircraft fleet faces increas-

ingly short amortization period before the 1997 deadline.

Table 44 provides information on the Hong Kong - North

America route network.
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TABLE 44

North America - Hong Kong Air Transport Route Network

City-pairs Airlines Flight
New York/ Northwest Orient non-stop
Hong Kong:

Chicago/ Northwest Orient non-stop
Hong Kong:

Los Angeles/ Northwest Orient via Tokyo
Hong Kong: Singapore Airlines via Honolulu
Seattle/ United non-stop
Hong Kong:

San Francisco/ United non-stop
Hong Kong Cathay Pacific non-stop
Vancouver/ Cathay Pacific, CP Air non-stop
Hong Kong:

6.5.3 China

Canada's bilateral agreement with China was signed in
1973 but its implementation has been unusually slow. The
agreement has capacity pre-determination clauses and a pro-
vision for <charter services. China can originate traffic
from any point in that country to travel by way of Tokyo
through one intermediate point. Passengers, mail and cargo
may be carried into Vancouver and/or Ottawa with beyond
rights to a third country. Canada can designate one airline

to originate service from any point in Canada with a technj-
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cal landing right in Alaska, proceeding then through Tokyo

.or another Japanese point, to Shanghai or Beijing as gate-

ways. The Canadian carrier is granted a beyond right which
allows route extensions to one point beyond China, this
point to be determined later. An important feature of this

agreement 1is the stop-over privilege granted indiscriminate-

ly to passengers at intermediate points.

Of all the agreements between Canada and other Pacific
Ocean region nations, the Canada - China agreement is upique
in 1its inclusion of a protocol relating to technical
requirements and operating procedures. The protocol has
specific items on air corridor and airport use, communica-
tion and navigation cooperation, air traffic control, meteo-
rological information exchange, aircraft airworthiness stan-

dards and miscellaneous items.

China has not yet initiated carrier operation to Canada
and Canadian operation of this international linkage did not
begin until 1985, twelve years after the signing of the
agreement. It is interesting to note that, in the light of
CP Air's delay in initiating service, Air Canada requested
the right to serve China in June, 1985.7' Faced with this

challenge, CP Air began service at the end of the year.

7“1 Brian Milner, "Air Canada Lacks Rights to China," The
Globe and Mail, June, 1985.
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Air transport service began in 1929 when Curtiss-Wright
Aviation, a large American aircraft manufacturing company,
set up Aviation Exploration Inc. A year later the Chinese
government acquired 55% interest in the company and the Chi-
na National Aviation Corporation (CNAC) was formed to pro-
vide air services in Chiha. Through Lufthansa, Germans
helped to organize the Central Air Transport Corporation in
1931 and this became China's second airline. Following the
success of these two joint-ventures, the USSR began to par-

ticipate in China's air transport system in 1939,

With the founding of the People's Republic of China in
1849, the Sovetsko-Kitayskoe aktsionérnoe obshestvo gra-
zhdanskoy aviatsii (Skoga) was formed one year later as a
joint venture with the Soviet Union. At the same time, the
Chinese government set up its own carrier, known as China
Civil Aviation Corporation (CAAC). In 1952, the Bureau for
Civil Aviation replaced CAAC with the Chinese People's Avia-
tion Corporation. In October, 1954, the U.S.S.R relin-
quished control of their interest in Skoga and, subsequent-—
ly, the airline was taken over by the Civil Aviation

Administration of China (CAAC).

The General Administration of Civil Aviation of China,
abbreviated as CAAC like the airline, was established in
1962 and superceded the Civil Aviation Administration of
China. The General Administration of Civil Aviation of Chi-

na was then placed under the direct control of the Council
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of State, heading six regional civil aviation administra-

tions.

CAAC has operated primarily domestic routes in the ini-
tial stages with the exception of service to the Soviet
Union. CAAC controls all civil aviation activities in China
and operates a variety of non-airline activities in connec-
tion with the national development of industry and agricul-
ture through activities such as aerial survey, crop-spraying

and aero—-medical work.

At the end of 1980, CAAC operated 180 air routes totall-
ing 190,000 kms, 16 times the 1950's figure. The 159 domes-
tic routes totalled 110,000 kms, while the 21 international

and regional routes totalled 80,000 kms.

China's international air routes now link it with over 20
cities in 18 countries. These includes Pyongyang (Korea),
Tokyo, Osaka and Nagasaki (Japan), Rangoon (Burma), Moscow
(USSR), Rarachi (Pakistan), Paris (France), Teheran (Iran),
Bucharest (Romania), Frankfurt (West Germany), Addis Ababa
(Ethiopia), Belgrade (Yugoslavia), 2Zurich (Switzerland),
Sharjah (the United Arab Emirates), Baghdad (Iraqg), London,
Manila, Bangkok and New York, San Francisco and Los Angeles
of the United States. CAAC has signed air transport agree-
ment with over 40 countries and established business ties
with airline companies in more than 180 countries and

regions.
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Table 45 gives data on the international scheduled pas-
senger traffic of CAAC. The average annual growth rate,

28.8%, 1is very high, but the traffic development is at an

TABLE 45

Passenger Traffic Of CAAC

(International Scheduled RPKs in Million)

YEAR Revenue Growth Regional Available
Passenger (%) Revenue Seats
Kilometers Passenger Kilometers

Kilometers Share (%)
Share (%)

1975 300 0.6 0.6
1976 300 0.0 0.5 0.5
1977 350 16.7 0.5 0.6
1978 607 73.4 0.8 0.8
1979 810 33.4 0.9 0.9
1980 913 12.7 0.9 0.8
1981 1668 82.7 1.4 1.2
1982 1880 12.7 1.5 1.4
1983 2240 19.1 1.8 2.0
1984 2787 24.4 2.0 2.3
1985 3761 =* 34.9 2.5

Average Annual Growth (1975-1985): 28.8%

Note: Estimated data are noted with *.
Source: ICAO, Informal Workshop Meeting On Aviation
Forecasting And Economic Planning, Bangkok,
. Thailand, 2-6 March, 1987.

early stage with relatively low figures.
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Since 1949, the total transportation turnover of CAAC has
increased by 20 per cent annually over the past 31 years.
In 1980 it carried 3.43 million passengers and 3.96 billion
' passenger kilometers; 88,900 tons of cargo and 141 million

tonne kilometers in freight.’? Table 46 shows the North

TABLE 46

North America - China Air Transport Route Network

City-pairs Airlines Flight

New York - Beijing CAAC non-stop
United via Tokyo

Los Angeles - Beijing CAAC non-stop

San Francisco - Beijing CAAC non-stop

New York - Shanghai CAAC non-stop

San Francisco - Shanghai CAAC non-stop

Vancouver - Shanghai CP Air non-stop

America - China route network.

In 1984, the Chinese government, after deciding to break its
national carrier's monopoly power, announced a radical reorgan-

ization of its civil aviation system, aimed at eliminating its

72 Hu Gengkang, Zhang Tingquan and Liu Bingwen, Economy--
China Handbook Series, Foreign Languages Press, Beijing,
1984, pp.298-301.
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notorious reputation for inefficiency, mismanagement and red
tape. This involved breaking CAAC up into five independent
airline companies.’® Of these, Air China, based in Beijing
flies major domestic routes, and eventually will be licensed to
fly internationally. China Southern Airways will be based in
Canton (Guangzhou) and will also fly major domestic routes and

international routes at some stage in the future.

6.5.4 Singapore

Canada's bilateral with Singapore is relatively recent.
Signed on 12 June, 1984, it provides air services between
and Dbeyond the respective territories on a transatlantic
route via Europe and/or the Middle East and Asia, and a
transpacific route via intermediate points in Southeast Asia
and/or the Pacific. The Canada - Singapore Agreement con-
tains clauses which provide for "change of gauge", i.e.
adjustment of capacity by "downsizing aircraft" at an inter-
mediate point. More than one airliné is allowed to perform
the services defined in the agreement for each nation, sub-
ject to the condition that only one airline is allowed on
each designated route. Since there 1is only one airline in
Singapore, it appears that designation for two airlines was

based on a Canadian request.

73 "Chinese airline plans talks with Cathay", International
Business--Transportation, The Globe and Mail, December
17, 1984, p.IB6.
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Of relevance to traffic from Canada to Singapore are the
bilaterals with the U.K. and India. The U.K. bilateral pro-
vides beyond rights from London to- Bombay and Singapore
while the bilateral with India provides a traffic right east

beyond Bombay.

The development of a national carrier has an interesting
history. Malayan Airways Limited was organized by the
Straits Steamship Company, the Ocean Steamship Company and
Imperial Airways in 1937. The carrier changed its name to
Malaysian Airways Limited in 1963 and subsequently merged
with Borneo Airways. In 1966, the Singapore government and
Malaysia governments reached an agreement to operate the
airlines jointly and hence Malaysia-Singapore Airlines was
formed. A decision to create a separate airline for each
country was made in 1971 since the Singapore government felt
that the carrier should focus 1its future development on
international traffic and the Malaysia government disagreed.
On 24 January, 1972, Singapore Airlines (SIA) was created as

a state-owned national carrier.

Soon after Singapore declared its independence in 1959,
Prime Minister Lee Kuan Yew put an "open-skies" aviation
policy into effect. He authorized more than $2 billion to
fund the construction of new cargo facilities at Changi
International Airport and set up a far-flung "free trade
zone" at Changi, permitting shippers and forwarders to con-
duct business without being hampered by a costly and time-

consuming customs process.
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Concurrent with the construction of the new Changi Inter-
national Airport, SIA was building itself impressive techni-
cal and administrative facilities. 1In addition to achieving
self-sufficiency in airframe and engine overhaul, SIA has
invested some US$25 million in data processing facilities,
including a new computer centre completed at the end of
1983. Almost all of the airline functions are computer-sup-
ported and recent additions include an aircraft reliability
monitoring system and a revenue accounting system. The
freight operations and reservations system is available at
21 on-line stations in SIA's route network. SIA has equip-
ment only 28 months old, on average. High flight frequen-
cies, new aircraft, the new Changi airport, plus their
world-class in-flight services, all help explain Singapore
Airlines's higher than industry average passenger load fac-
tors. In fact, their load factors are the highest in the

region.

Singapore's owes much of its success to its strategic
location and partly to its government's commitment to pro-
moting it. Situated at the southern tip of the Malaysian
peninsula, Singapore is one of Asia's most important points.
Historically the harbour has nurtured Singapore's rise as a
financial and business service centre, trade hub, refining

and petrochemical centre, and modern manufacturing site.

Singapore is a magnet for business as well as an attrac-

tion as an exotic tourist spot. In 1984, the newly estab-
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lished Singapore International Monetary Exchange (Simex)
revolutionized the world's futures markets by inaugurating a
transcontinental link with the Chicago Mercantile Exchange.
Skilful conduct of the air transport industry has been very
supportive of Singapore's economic growth. Namely, the suc-
cessful bilateral negotiation of landing rights with foreign
carriers has enabled Singapore Airlines to obtain precious
reciprocal landing rights for many other parts of the world.
In traffic development SIA has worked closely with travel
agents. The airline has remained consistently profitable
during the past ten years. In 1982-83, in spite of stagnant
traffic, a fall in load factor and only a‘slight increase in
yield, it was able to report a pre-tax profit of US$23 mil-

lion, more than double that of the previous year.

In 1979, Singapore International Airlines operated 197
scheduled flights on 35 routes per week compared with 142
flights on 23 routes in 1973. Its activity has made Singa-
pore tenth in the world in terms of size within the air
transport industry, as measured by scheduled tonne-kilo-

meters carried.

Singapore Airlines now ranks with such leading world car-
riers as Lufthansa and Qantas Airways.’? Singapore Airlines,
for instance, doubled 1its traffic in four years and
increased it tenfold in ten years. The economic importance

of its air transport activities is very significant. Singa-

74 Fortune Magazine, June 13979, p.133.
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pore Airlines generated 3.1 per cent of Singapore's gross
national product in 1979, contributed some US$500 million a
year in foreign exchange, almost one quarter of Singapore's
total foreign exchange reserves, and employed approximately
1.3 per cent (almost one in every every ten) of the nation's
workforce. Table 47 shows the substantial growth in inter-

national scheduled passenger traffic realized by Singapore

TABLE 47

Passenger Traffic Of Singapore Airlines

(International Scheduled RPKs in Million)

YEAR Revenue Growth Regional Available
Passenger (%) Revenue Seats
Kilometers Passenger Kilometers

Kilometers Share (%)
Share (%)

1975 5104 10.0 8.8
1876 6362 24.6 10.6 9.2
1877 7863 23.6 11,7 9.9
1978 9751 24.0 12.5 8.8
1979 12049 23.6 13.2 11.9
1980 14719 22.2 14.0 12.2
1981 17281 17.4 14.6 12.9
1982 18161 5.1 14,1 12.7
1983 18498 1.9 14,1 12.7
1984 20325 9.9 14.4 13.7
1985 21741 7.0 14.4

Average Annual Growth (1975-1985): 15.6%

Source: ICAO, Informal Workshop Meeting On Aviation
Forecasting And Economic Planning, Bangkok,
Thailand, 2-6 March, 1987.
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Airlines. Table 48 gives the North America - Singapore

route network while Table 49 shows the traffic flow between

TABLE 48

North America - Singapore Air Transport Route Network

City-pairs Airlines Flight

Los Angeles/ Singapore Airlines via Tokyo
Singapore:

Los Angeles/ Singapore Airlines via Honolulu/
San Francisco/ Hong Kong
Singapore

San Francisco/ United via Hong Kong
Singapore

Toronto/ Air Canada via London/
Singapore: Bombay

North America and Singapore, both passengers and cargo.
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TABLE 49

Traffic Flow between Singapore and North America

Selected Year

Traffic Year Passengers Cargo
Flight Stage

(Numbers) (Tonnes)

Los Angeles - Singapore

1982 38850 2773.71
1883 - -
1984 49593 4211.96
1985 52508 4443.53
San Francisco - Singapore
1982 61031 3881.63
1983 65514 4080.35
1984 63454 4548.57
1985 61557 5425.06

Source: ICAO, On Flight Origin and Destination,
Year and Quarter Ending Ending 30 June
1985," Digest of Statistics No.324,
Series OFOD No.34. 1986.
ICAO, On Flight Origin and Destination,
Year and Quarter Ending Ending 30 June
1984," Digest of Statistics No.313,
Series OFOD No.30. 1985.

6.6 MARKETS FOR FUTURE EXPANSION

In the 1light of the high growth rates in the Pacific
Ocean region and recent important developments in air trans-
port and traffic activity, it is useful to note some impor-
tant new markets for Canada in that region. A bilateral
agreement with Thailand and the air transport negotiation
with South Korea, with which Canada has a trade volume of

over one billion dollars, are noteworthy.
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6.6.1 Thailand

An agreement was signed recently between Canada and Thai-
land. It allows the carriage of passengers and airfreight by
Canadian carrier to Bangkok via both the Atlantic and Pacif-
ic routes. While Air Canada has been designated by the Can-
adian government to operate a route via the North Atlantic,
rights through the Pacific has not yet been designated. The
agreement granted Thai International Airways landing rights

in Toronto and Montreal.’?®

Thai Airways International Limited (Thai International)
was created through an agreement in May 1960 with Scandina-
vian Airlines System (SAS) to form an international airline
in Thailand. Although the Thai Government took over control
of the company 1in 1977, <close links with the Scandinavian

carrier are still maintained.

Thai International Airways has a fleet of aircraft of 20,
half of which are the Airbus A300B-4's. The airline, 1in a
rare combination, has a military broad of directors and a
commercial management working to achieve a profit. The com-
bination, with SAS advice, appears to work; 1981 was the
carrier's 17th consecutive profitable year, with a net fig-

ure of U.S.$1.7 million.

75 ITA, Monthly Newsletter, No.45, December, 1986. p.9.
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The airline's approach to competition differs considera-
bly from that of Singapore Airlines. It prefers to co-oper-
ate with its pool partners, who in turn gain traffic rights
at Bangkok. Although not an IATA member, the airline is not
keen on fare wars, and prefers to compete on fregquency and
standards of service. After operating exclusively Asian
routes for the first ten years, services to Australia were
launched in 1971, followed by flights to Europe the follow-
ing year. The airline now operates to 35 destinations in 27
countries spanning four continents.’® Table 50 gives the
international scheduled passenger traffic growth of Thai

International Airlines.

76 p, Sricharatchanya, "Flying the ointment," Far East Eco-
nomic Review, January 6, 1985, p.61.
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TABLE 50

Passenger Traffic Of Thai International

(International Scheduled RPKs in Million)

YEAR Revenue Growth Regional Available
Passenger (%) Revenue Seats
Kilometers Passenger Kilometers

Kilometers Share (%)
Share (%)

1975 2429 4.7 4.6
1976 3012 24.0 5.0 5.1
1977 3228 7.2 4.8 4.9
1978 3959 22.6 5.1 5.0
1979 4385 10.8 4.8 4.8
1980 5935 35.3 5.6 5.8.
1981 7151 20.5 6.0 6.5
1982 8175 14.3 6.4 6.8
1983 8527 4.3 6.5 6.8
1984 8941 4.9 6.3 6.7
1985 9830 * 9.9 6.5

Average Annual Growth (1975-1985): 15.0%

Note: Estimated data are noted with =*.

Source: ICAO, Informal Workshop Meeting On Aviation
Forecasting And Economic Planning, Bangkok,
Thailand, 2-6 March, 1987.

6.6.2 Rorea

Korean National Airlines was formed in 1945. By 1952 the
carrier offered international services to Tokyo and, in
1954, it began operations into Hong Kong. In June, 1962,

the Korean government took control of the airline and desig-
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nated it as the national flag carrier and also changed its
name to Korean Air Lines. In 1969, The Han Jin Transport

Group took over control and management of Korean Air Lines.

Korean Air Lines, although damaged by the downing of its
747 by the Soviets, turned in a splendid financial year in
1983 producing a $159 million operating profit, the fourth

biggest of all airlines.

Korean Air Lines shortened its passenger trips considera-

bly in 1983 as broadings climbed 12.8% while RPKs actually

declined by a half of a percent. Korean Air Lines reported
a passenger load factor for 1980 of 68 per cent, with
3,600,589 passengers carried. Table 51 shows the North
America - Korea route network. Table 52 shows the interna-

tional scheduled passenger traffic of Korean Airlines.



TABLE 51

North America - Korea Air Transport Route Network

195

City-pairs Airlines Flight
Seoul - Anchorage KLM non-stop
Korean Air non-stop
Lufthansa non-stop
Northwest non-stop
Seoul - Chicago Northwest non-stop
Seoul - Los Angeles Korean Air non-stop
Northwest non-stop
United via Tokyo
Seoul - New York Korea Air non-stop
United Via Tokyo
Seoul - San Francisco United Via Tokyo
Seoul - Seattle Northwest non-stop

Seoul - Honolulu

Korea Air

non—-stop




196
TABLE 52

Passenger Traffic Of Korean Airlines

(International Scheduled RPKs in Million)

YEAR Revenue Growth Regional Available
Passenger (%) Revenue Seats
Kilometers Passenger Kilometers

Kilometers Share (%)
Share (%)

18975 3341 6.5 6.4
1976 4225 26.5 7.1 6.9
1977 5039 19.3 7.5 7.3
1978 6262 24.3 8.0 7.8
1979 8383 33.9 9.2 9.5
1980 10240 22.2 9.7 9.2
1981 10637 3.9 9.0 8.7
1982 11364 6.8 8.8 8.6
1983 11079 -2.5 8.5 8.3
1984 10400 -6.1 7.4 7.8
1985 10953 5.3 7.3

Average Annual Growth (1975-1985): 12.6%

6.7 CONCLUSION

In this chapter the high activity hubs in the air trans-
port system of the Pacific Ocean region were identified and
data have been given which reveal the relatively long-hual
linkages between <city pairs 1in the Pacific Ocean region.
Air transport relationships in this region reveal a substan-
tial degree of nationalism which makes bilateral negotia-

tions difficult and air transport rivalry intense. Several
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of these carriers show very strong performance in terms of

growth of output, productivity, unit costs and load factors.

A review of Canada's national air transport markets in
the region identifies the significant characteristics of the
bilateral agreements which control traffic. Important
information is given on the national carriers that are based
in the national markets discussed. This review shows that
these national markets are varied and complex from the air
transport point of view. Additional comment is provided on
market development prospects subsequent to the 1970 - 1985

period.



Chapter VII
CANADIAN AIR TRAFFIC DEVELOPMENT IN THE PACIFIC
OCEAN REGION
The importance of economic growth for the development of
the air traffic of the Pacific Ocean region was demonstrated
in Chapter V. In Chapter VI the specific characteristics of
the region's air transport network were presented and exam-
ined. This chapter will describe economic and other factors
basic to the development of Canadian traffic in this region.
Tourism and immigration traffic will be discussed. It will
also identify trading activities as an important source of
traffic growth for both business passengers and cargo, espe-
cially the transport of high valued goods. In addition, the
impact of the United States' deregulatory policy on the
routing of Canadian traffic flow will be analyzed in a sec-

tion on traffic diversion.

7.1 CHARACTERISTICS OF PASSENGER TRAFFIC

There are two major types of passenger markets; first,
there is the leisure market which is discretionary and price
sensitive and, second, the business market, where demand is

a function of economic development.

- 198 -
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Basic data available from Statistics Canada show trends

in the travel characteristics of passengers in the seventies
and eighties and give some indication of the potential trav-
el between Canada and the Pacific region. In Table 53, the
percentage share of overseas travellers coming to Canada for
visiting friends and relatives fluctuated from a low of 30%
in 1975 to an all time high of 46.4% in 1977. There was
even greater fluctuation for the pleasure, recreation and
holiday category, where the percentage share was 19.5% in
1877, the lowest percentage share recorded since 1972 and a
substantial decrease from the 31.1% recorded in 1976. Among
the four main reasons for travellers coming to Canada, these
two categories together represent roughly 65 percent of the
total. Since leisure travellers have higher fare elastici-
ties than business travellers it is logical for airlines to
develop marketing strategies around the price variable so as
to attract more total revenue. The other reasons for travel
to Canada, business, convention or employment, and other,
are given in Table 54. The rise in the first of these two
categories in the decade from 1976 to 1985 is interesting.
The relative position of business travel in the traffic to

Canada 1s also shown in Table 54.

Table 55 provides an overview of the regional distribu-
tion of Canadian visitors travelling to overseas destina-
tions. While the United Kingdom and Europe show a declining

trend in receiving Canadian visitors, most other areas have
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TABLE 53

Percentage of Visitors Coming To Canada For Pleasure and
Visiting Friends

Year Pleasure, Visiting
Recreation Friends and
and Holiday Relatives
Asia Oceania Total Asia Oceania Total
over-— over-—
seas seas
1972 36.2 N.A. 25.4 17.5 N.A. 33.9

1976 41.9 48.8 31.1 28.8 22.1 33.4
1977 33.0 38.9 19.5 24.5 30.9 46.4
1978 32.5 38.3 21.6 28.5 31.4 45.3

Source: Statistics Canada, Travel Between Canada and Other
Countries, Catalogue No. 66-201.

either maintained their percentage share or showed an
increase in their share. Although most other areas show a
growing trend, their results are not as significant as those
observed for Asia where the percentage of person-trips

increased by a factor of three.

Various reasons were given for travel overseas by Canadi-
an residents. Table 56 shows the distribution of the four

most commonly cited reasons for travel to the Asia Pacific
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TABLE 54

Percentage of Visitors Coming To Canada For Business and
Other Reasons.

Year Business, Other Reasons
Convention or
Employment Reasons

Asia Oceanla Total Asia Oceania Total

over- over-

seas seas
1972 25.8 N.A. 16.5 20.5 N.A 24.2
1873 18.6 20.6 13.5 22.8 25.0 25.7
1974 20.1 18.9 15,6 18.2 15.8 23.3
1875 19.0 12.8 15.5 17.0 19.1 24.0
1976 12.7 9.1 10.8 16.6 20.0 24.7
1977 21.1 13.1 15.0 21.4 17.1 19.1
1978 19.6 13.8 14.2 19.4 16.5 18.9
1979 22.7 12.6 14.3 17.1 15.6 18.7
1980 19.4 12.2 12.9 14.8 12.7 18.4
1981 19.6 11.7 13.9 15.5 12.8 16.8
1982 20.1 11.1 13.9 14.9 14.3 16.7
1983 19.2 13.2 15.1 13.5 13.9 15.7
1984 19.1 13.1 15.9 15.9 15.4 16.4
1985 22.6 12.1 17.9 14,2 13.6 15,6

Source: Statistics Canada, Travel Between Canada and Other
Countries, Catalogue No. 66-201,.

and, also, for total overseas travel as a whole, it is
interesting to note that a high proportion of Canadians
travelling for Dbusiness-related activity in the Asian
region. In general, percentage of travel to Asia surpassed
other region by at least a margin of 10 percentage points

between 1972 and 1985,

Table 57 shows the results of the traffic flow from Cana-

da during the past decade. The destination of the highest
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TABLE 55
Overseas Destinations For Canadian Visitors By Region 1972 -

1985

(Percentage of person-trips)

Year U.K. Europe Bermuda Mexico Asia Africa South/ Other

and Oceania Central (3)
Carribea and America
Other(2)

1972 22.9 N/A N/A N/A N/A N/A N/A N/A
1973 20.8 43.2 20.7 7.7 1.7 1.7 1.0 3.2
1974 20.4 42.3 21.1 8.1 2.5 1.7 1.5 2.4
1975 18.7 41.3 24.3 7.8 2.8 1.8 1.5 1.8
1976 19.7 38.4 22.2 8.5 4.2 1.6 1.9 3.5
1977 21:0 39.1 19.7 8.2 5.1 1.5 2.1 3.3
1978 19.3 36.7 22.8 9.0 4.7 1.6 2.8 3.1
1979 19.6 33.6 25.8 9.9 3.8 1.3 2.1 3.9
1980 17.4 32.3 27.1 11.3 4.4 1.6 2.0 3.9
1981 17.0 33.3 27.2 9.4 4.9 1.6 2.0 4.6
1982 16.5 34.6 25.2 9.5 5.2 1.8 2.0 5.2
1983 16.7 34.3 20.3 16.4 5.3 1.2 1.8 4.0
1984 16.7 35.9 18.2 16.1 5.0 1.6 2.2 4.3
1985 15.9 37.8 20.6 11.1 5.3 1.6 3.0 4.7

Source: Statistics Canada, Travel Between Canada and Other
Countries, Catalogue No. 66-201.

number of arrivals was recorded in Hong Kong, followed by
Japan. As can be seen from Table 57, the number of Canadian
arrivals in Hong Kong was 482,767, and 324,301 in the case
of Japan from 1975 to 1984. These results are consistent
with earlier observations that both Hong Kong and Japan were
significant areas for air traffic growth. Other areas where
Canadian arrivals were high are listed in descending order
of traffic volume as follows: Australia (250,388), 1India

(1955,484), Singapore (182,441), Thailand (168,101), New
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Characteristics of Canadian Residents Travel To Asia And
Other Overseas Countries -- By Purpose of Visit

Year Business, Vis
Convention & Fri
Employment Rel

1975 41.9 31.1 28.8

1976 28.9 12.3 32.3
1977 27.3 10.9 31.1
1978 25.3 11.3 33.4
1979 21.2 11.4 41.4
1980 29.0 13.6 40.0
1981 24.7 13.4 40.5
1982 27.1 13.6 37.1
1983 30.6 12.1 35.7
1984 28.7 11.7 34.7

iting Pleasure Other Person
ends & Recreation Trips
atives' & Holiday

Total Asia Total Asia Total Asia Total

over-

seas

24.6 40.1
24.8 47.0
24.3 37.5
26.4 36.8
27.0 36.5
26.4 36.2
30.4 23.1
29.9 18.1
32.2 22.1
29.7 23.0
28.9 21.9
28.4 25,7

64.1 0.5 1.0 22 1360
63.2 1.9 1.0 32 1434
63.0 5.7 2.1 39 1554
58.1 2.0 3.2 65 1582
59.2 5.1 2.9 91 1776
59.4 5.1 2.9 84 1808
47.2 5.7 2.8 67 1757
46.6 5.1 2.7 70 1585
45.7 2.5 1.8 73 1478
47.9 3.6 2.2 78 1489
50.0 2.9 1.8 92 1752
50.4 4.0 2.0 101 2012

Source: Statistics C
Countries,

anada, Travel

Between Canada and Other

Catalogue No.

66-201.

Zealand (160,946), Philippines (134,744), Fiji (127107) and

China (126426). The

number of travellers to China can be

expected to increase as tourism is more fully developed.
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TABLE 57
Canadian Arrivals At Pacific Ocean Destinations By Countries
1975 - 1984
COUNTRIES 1975 1980 1983 1984 75-84
AMERICAN SAMOA === 2412 335 199 7854
AUSTRALIA 12500 28229 33000 37000 250388
CHINA, REP OF 6531 13890 15146 16773 126426
COOR ISLANDS === 814 2480 3191 9550
FIJI 10685 13301 12921 16462 127107
GUAM === 490 226 340 2017
HONG KONG 22219 48704 63637 79118 482767
INDONESIA 6810 8272 10623 10514 84103
JAPAN 98500 40562 53618 52989 324301
KOREA 2239 8282 11690 12690 74169
MALAYSIA 5240 4833 5783 8500 60301
MICRONESIA === === 100 163 1417
NEPAL 1431 1959 2171 2142 21045
NEW CALEDONIA 136 === 487 493 2926
NEW ZEALAND 11548 18368 20204 22952 160946
PAPUA NEW GUINEA 533 449 392 646 4572
PHILIPPINES 4876 19109 15757 16781 134744
SINGAPORE 12178 18282 24060 23380 182441
TAHITI 11632 4273 6093 5510 64708
THAILAND 9861 16121 21564 25760 168101
TONGA 260 302 216 214 3390
VANUATU === 92 236 239 862
WESTERN SAMOA 735 963 246 246 6853

Source: Pacific Area Travel Association.
Annual Statistical Report,
1984,1983 figures are from 1984. p.72.
1982 figures are from 1983. p.71.
1981 figures are from 1982. p.70.
1980 figures are from 1981. p.75.

7.2 TQURISM TRAFFIC

Table 59 shows the distribution of overseas visitors
entering Canada from the Canadian Pacific Ocean region by
their country of residence in 1985. Although there are far

more Japanese travelling to Canada than Canadian travelling
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TABLE 58
Canadian Visitors As Percentage Of Total Tourists Received
In Selected Pacific Ocean Region Countries -- 1980
COUNTRIES Percentage
AUSTRALIA 3.15
HONG KONG 2.45
INDONESIA 1.53
JAPAN 3.12
KOREA 1.03
MALAYSIA 1.20
NEW ZEALAND 3.77
PHILIPPINES 0.19
SINGAPORE 0.81
THAILAND 0.96

Source: World Tourism Organization,

World Tourism In Fiqures 1979 - 1981,
Madrid, 1982, p.22.
to Japan, this is where the differences end. In fact, a

surprisingly similar distribution of traffic between this
region's visitors entering Canada and the distribution of
Canadians travelling to these states is evident. For all

the states in the region selected in our review, there was a

total of 297,115 entries recorded by Statistics Canada. Oof
these, traffic from Japan constituted over half of all
entries. Traffic from Hong Kong represented 14.6% of the

total, followed by Taiwan with 15,903 entries recorded,

about 5.4%.

In 1982, the number of trips by Canadian residents to the

Asia Pacific region was 255,036, as shown in Table 60. The
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TABLE 59

Distribution of Visitors Entering Canada From Asia - Pacific
Region by Country of Residence, 1985

Country Total Percentage
China 11134 3.8
Hong KRong 43272 14.6
Japan 174503 58.7
South Korea 14860 5.0
Malaysia 13994 4.7
Philippines 13281 4.5
Singapore 10168 3.4
Taiwan 15903 5.4
Total 297115 100.0

Source: Calculated from Statistics Canada, Travel
Between Canada and Other Countries,
Catalogue No. 66-001.! 1986.

percentage distribution of arrivals of Canadian residents is
also presented in the table. It shows that Hong Kong has
been the most favoured place for Canadians to visit with
approximately twenty-four percent of the region's total

arrivals accounted for by this destination.

Detailed travel characteristics of Canadian residents
visiting countries in the Pacific Ocean region by individual
country are not generally available. However, the Austra-
lian Bureau of Statistics provides some relevant data.
Table 61 summarizes Canadian travel to Australia and indi-
cates the percentage of these travellers who were taking

holidays in Australia.



207

TABLE 60
Canadian Visitors Main Destinations In Pacific Ocean Region
-- 1982
Country Total Percentage
Australia 32447 12,7
Hong Kong 61413 24,1
Indonesia 8657 3.4
Japan 48288 18.9
South Korea 10355 4.1
Malaysia 11940 4.7
New Zealand 18008 7.1
Philippines 16922 6.6
Singapore 24948 9.8
Thailand 22058 8.6
Total 255036 100.0

Note: - (1) Excluding the United States

Source: Calculated from World Tourism Organization,
Tourist Departures And Main Destinations 1981 - 1982,
Madrid, 1983, pp.1-23.

TABLE 61

Arrival Of Canadian Visitors In Australia

Year Total Holiday Holiday Arrivals As
Arrivals Arrivals Percentage of Total

1974 17,116 7,648 44.7

1975 15,353 6,603 43.0

1976 17,402 8,292 47.6

1977 18,017 8,236 45,7

1978 19,009 8,678 45.7

1979 23,238 10,495 45.2

1980 28,485 13,217 46.4

1981 30,948 14,713 47.5

1982 32,447 16,164 49.8

1983 33,014 16,517 50.0

1984 34,522 17,948 52.0

1985 40,936 21,247 51.9

Source: Australian Bureau of Statistics, October, 1986.
Taken from: Rowe, John S. "Pacific Asia Tourism
-— The Future," International
Civil Aviation Conference #8, San Francisco,
October 20-21, 1986. Lloyd's of London Press Inc.
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7.3 THE CHANGING PATTERN OF IMMIGRATION TRAFFIC

Population movements have also had direct and indirect
effects on air transport in the region. Increasing immigra-
tion to North America from from countries across the Pacific
Ocean has shifted the traditional focus from Europe, result-
ing in an increase in air transport demand by these mig-
rants. Indirectly the new settlement pattern produces
trans—-Pacific population affinity which is the basis for

subseguent travel.

In the past decade, Canada has admitted a total of 1.2
million immigrants to Canada, about 122,000 entries annual-
ly. Historically, there has been a large influx of immig-
rants from the United States and Europe as shown 1in Table
62. These two regional groupings produced 79.5% of total
immigrantion to Canada in 1968. This trend continued until
the mid-seventies. Then, the pattern has gradually changed
and a new structure of immigration appeared. By 1980 there
were 71,602 immigrants from the Asia region, surpassing the
number from Europe. In 1984 47.5% of the total immigrants
coming into Canada were from Asia, compared with 23.7 per-
cent of European and 18.8 percent of American origin. These
increases in immigration from the Asia/Pacific region has
had an important effect on _ the demand for international air

transport.

s
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TABLE 62

Canadian Immigration Statistics by Region of Immigrant's
Country of Last Permanent Residence

Year Asia Europe Australasia American All other Total
Countries

1968 23,775 118,842 4,145 27,386 9,877 183,974
1970 23,682 75,006 3,462 35,956 9,607 147,713
1978 24,007 30,075 1,233 18,176 12,822 86,313
1979 50,540 32,858 1,395 15,879 11,424 112,096
1980 71,602 41,168 1,555 17,180 11,612 143,117
1981 50,759 44,784 1,020 18,980 13,039 128,582
1982 43,863 44,356 758 18,747 13,423 121,147
1983 36,911 24,319 478 18,254 9,215 89,177
1984 41,896 20,901 535 16,630 8,277 88,239

Source: 1978-1980 data are from Statistics Canada,
International and interprovincial migration
in Canada, Catalogue 91-208. Annual.
1986, 1970, 1981-1982 are from Statistics
Canada, Current Demographic Analysis —--
Report on the Demographic Situation in Canada
—— 1983. Catalogue 91-209E Annual, 1984, p.115.
1983-1984 data are from Employment and Immigration
Canada, Immigration Statistics——-1984,
Cat. No. MP 22-1/1984. WH-5-075/86, 1986.

7.4 CANADIAN TRADE EXPANSION

The development of international air transport is closely
related to the general economic ana social development of
the region, as has been pointed out in earlier chapters.
Continued growth in trading activities has been an important
element in affecting air transport demand, contributing not
only to greater passenger traffic growth for business relat-
ed travel, but also to significant increases in cargo traf-

fic activity in the region.
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In the past decade, East and South-East Asia as a whole
has achieved the most rapid industrial growth in production
activities of all the developing regions: 12.3% per vear on
average between 1965 and 1973, compared with 6.9% in the
market-economy developing countries as a whole, and 4.9% in
the non- socialist industrialized countries.’” Even more
remarkable is the proportion of their industrial production
which is exported: 30 percent as opposed to 10 percent for
the market-economy developing countries collectively and 12%
for the world economy. Almost half of all Third World
exports in 1975 came from the four industrialized countries
in this area: Hong Kong (16.8%), Taiwan(13%), South Korea
(12.5%) and Singapore (6.5%). It was during this period
that countries in this region began their upward trend of
economic growth which consequently affected the growth pat-

terns of their air transport activities.

Although importing less than 10 percent of the total val-
ue of Canadian exports in 1985, countries in the Pacific
region have attracted a disproportionate amount of attention
in recent years. Former Canadian External Affairs Minister
Mark MacGuigan told the Pacific Rim opportunities Conference
on November 19, 1980, that Canadian ties to Europe and the
United States have long diverted attention from the Pacific

area which may be the "engine of growth in the world econo-

77 See, United Nations, Department of International Economic
and Social Affairs, World Economic Survey -- Current
Trends and Policies in the World Economy, New York. Vari-
ous 1issues.
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my" by the end of the century.’® Six years lafer, External
Affairs Minister Joe Clark told the delegates of the fifth
Pacific Economic Co-operation Conference that:

Canada's stake 1is clear. Two years ago (1984),

our Pacific trade surpassed our trade across the

Atlantic. Japan, China, Korea and Australia are

all among our top 10 customers. Our trade with

the members of the Association of South East Asian

Nations has tripled over the last decades.’?
Canada has gradually come to realize the significance of
this region and this change in attitude appears to be appro-
priate in the light of trading facts. Trading between Cana-
da and the Pacific Ocean region has experienced significant
growth during the past five years. The trading patterns for
the region throw some light on the potential traffic gener-
ating activities. When the value of the United States's
share of trade is taken out, the Asia/Pacific region repre-

sents 42.2% of Canadian exports and 38.7% of Canadian

imports (Table 63).

The proliferation of trading activities and efforts by
Canadian business to increase their involvement in the
Pacific Rim countries will certainly strengthen the role
played by international air transport. This suggests that
the potential for air service linkages between countries in
the Pacific Ocean region and Canada will become stronger and
the network will need expansion. The Canadian government's

effort in promoting international trade will encourage even

7% Winnipeg Free Press, Thursday, November 20, 1980. p.40.

7% "Trade benefits touted for Pacific Rim", Winnipeg Free
Press, Monday, November 17, 1986.
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A Review Of Canadian International Trade Statistics, 1970,
1980 - 1985

Exports
Year World
(1)

1970 4246.7
1980 74446.0
1981 81203.3
1982 81713.4
1983 88154.6
1984 109436.6
1985 115911.6
Imports

Year World

(1)

1870 3370.6
1980 638273.8
1981 79129.4
1982 67629.7
1983 75520.0
1984 95459.0
1985 104914.0
Source:

(Millions of dollars)

U.S.

2711.4
46940.8
53790.8
55703.0
64206.3
82667.9
90377.4

2291.4
48615.8
54351.0
47641.8
53991.9
68168.2
74380.5

Catalogue No.

World
Except
U.s.

1535.3
27505.2
27412.5
26010.4
23948.3
26768.7
25534.2

World
Except
UIS.

1079.2
20658.0
24778.4
19987.9
21528.1
27290.8
30533.5

Asia

292.4
7428.5
7459.6
8069.7
8618.6
9750.0
9996.1

Asia

Oceania

64.0
792.5
940.4
839.0
575.6
814.8
820.0

Oceania

47.6
698.7
661.3
589.3
522.1
514.3
603.8

Statistics Canada, Imports by Countries,

65-001.

Asia
Oceania
As a % of
Non-U.S.
World

(4+5)/(3)

23.2%
29.9%
30.6%
34.3%
38.4%
39.5%
42.4%

Asia
Oceania
As a % of
Non-U.S.
World

(4+5)/(3)

26.8%
27.7%
30.4%
33.9%
38.8%
39.7%
38.7%
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TABLE 64

Canadian Exports to Countries in the Pacific Ocean Region

(Millions of Canadian Dollars)

Country 1970 1980 1981 1982 1983 1984 1985

Japan 188.5 4356.5 4497.7 4571.2 4721.7 5640.8 5745.3
South Korea 5.1 505.8 444.8 487.8 6555.4 - 720.0 775.6

Hong Kong 5.5 193.0 184.1 242.6 221.2 218.8 322.8
China 15.5 871.1 1004.8 1229.5 1606.7 1236.5 1259.3
Taiwan 2.5 252.2 232.8 292.1 341.0 423.2 429.6
Singapore 2.9 198.1 145.,7 154.2 126.7 143.0 106.4
Malaysia 2.9 93.1 125.7 121.5 114.0 179.7 204.3
Philippines 5.8 83.1 83.1 102.5 76.8 56.8 45.8
Total 228.7 6552.9 6718.7 7201.4 7763.5 8618.8 8889.1

Source: Statistics Canada, Imports by Countries,
Catalogue No. 65-001.

more extensive and frequent air services within this region.

Trade between Japan and Canada amounted to over $11.8
billion in 1985 whereas, in 1970, only $351.4 million was
recorded. South Korea's trade with Canada climbed from $8
million in 1970 to almost $2.4 billion in 1985. For the
region as a whole, foreign trade between Asia/Pacific Coun-
tries and Canada increased from $444 million in 1970 to

$22.6 billion in 1985,

In 1970 4.3% of Canadian exports to the Asia Pacific were
destined for China; this number has since increased to
become 11.6% in 1985. Similarly, Canadian imports from Chi-
na also experienced an increase, though not as significant

as its export trade; they rose from 1.2% in 1970 to 3.4% in
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1985, Trading with Korea has experienced a significant
increase as well. 2.5% of Canada's total trade with the
Pacific Ocean region was with Korea in 1970. By 1985, trade

with Korea had increased to 20.8% of Canadian trade with the

TABLE 65

Canadian Imports From Pacific Ocean Region Countries

(Millions of Canadian Dollars)

Country 1970 1980 1981 1982 1983 1984 1985
Japan 162.9 2795.8 4038.4 3527.1 4412.9 5711.5 6113.4
South Korea 3.3 414.4 608.2 586.3 791.4 1152.3 1607.0
Hong Kong 19.2 574.4 674.5 668.8 820.4 966.2 886.8
China 3.6 155.1 220.0 203.7 245.8 333.5 403.5
Taiwan 14.1 557.6 729.2 661.2 925.5 1223.8 1286.1
Singapore 0.5 149.7 174.6 163.6 168.5 214.6 210.5
Malaysia 10.6 83.5 100.0 89.2 115.6 168.0 145, 1
Philippines 1.6 101.5 108.7 82.2 88.3 117.3 109.1
Total 215.8 4832.0 6653.6 5982.1 7568.4 9887.2 10761.5

Source: Statistics Canada, Imports by Countries,
Catalogue No. 65-001.

region.

Significant traffic growth can also be expected from Chi-
na as trading activities further develop. 1In 1983 the level
of trade between Canada and China reached a record high of
$1.85 billion, almost ten times that achieved in 1970 when
diplomatic relations began to normalize. As a result, China
has become Canada's fifth largest overseas market and, coin-

cidentally, Canada was fifth among China's trading partners
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as well.80°

Countries in the Pacific Ocean region now account for
about a third of the world's exports and imports. They are
second only to the European Common Market. This reflects
the strong growth of economic activity in the region which
has had an outstanding rate of acceleration in the period
under review. The expansion of air transport activity has

been equally striking.

Two important points need to be made about the implica-
tions of Canada's trade with Asian nations for Canadian air
traffic development in the Pacific Ocean region. First, the
character of Canada's exports is generally less well suited
to air shipment than in the case of imports. Because of
this imbalance in the directional flow of air cargo, capture
of the traffic is somewhat more difficult for a Canadian
carrier than it is for a home-based Asian carrier. Second,
the trade expansion, regardless of the composition of
exports and imports, 1is supportive of business passenger

traffic for all carriers in the region.

80 "Ottawa displays just how crucial trade in China is",
Calgary Herald, Tuesday, Jan 22, 1985,
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7.5 CARGO TRAFFIC IN THE PACIFIC QOCEAN REGION

Air cargo has played a relatively bigger internationél
role in the Pacific Ocean region than in Europe. Unlike
Europe, where a dozen nations share common borders with
linkage through European Common Market high-speed ground
transport, these nations are primarily separate "islands"
with economies that rely more on scheduled air cargo servi-
ces. Their regional cargo operations increased substantial-
ly in the period reviewed; in certain cases freight became

more important in revenue-earning terms than passengers.

Cargo traffic development was particularly strong for the
international sector with three annual increases exceeding
25 per cent (34.3 per cent in 1966, 30% in 1967 and 25.8% in
1968). Growth of 1international air <c¢rago movement has
resulted from both the stimulation of demand arising from
economic development and increases in the efficiency of
operations. There are two components to this latter vari-
able, better management with better ground handling automat-
ed systems and reductions in cargo rates. Data provide evi-
dence of the relative shift towards Asian/Pacific airlines
in cargo handling. While worldwide industry volume has tri-
pled since 1970, wvolume in the Asian market has grown by
five times. For example, scheduled international freight
tonne-kilometres performed by world's international sched-
uled carriers increased from 11,167 million in 1974 to

28,905 million in 1984. In contrast, international sched-
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uled carriers in the Asia/Pacific region performed 1,667
million tonne-kilometres in 1974 rising to 8,226 millions

tonne-kilometres performed in 1984.81

There 1s every reason to believe that the strong perform-
ance will continue through the next decade as countries
develop stronger trade ties China and other nations in the
region. With cargo demand in the Pacific Ocean region on
the rise, many carriers have increased the frequency of
their transpacific flights and have taken delivery of a num-

ber of new passenger/cargo combination aircraft.

A comparison with the more "mature" transatlantic routes
provides some revealing contrasts. From 1970 to 1983 these
routes, measured in revenue ton-kilometers, grew only by
126% while transpacific traffic increased by 447%. The

major gain, 519%, was recorded on European-Asian routes.

The growth of the Asian marketplace is due in part to a
directional imbalance with eastbound traffic--Asia to the
' U.S.-- dominating the westbound flow. The low volume, high-
value exports which continue to pour out of Asia, combined
with a strong U.S. dollar, which curtailed U.S. exports, has
put all carriers serving Asia 'in the position of having
near-capacity eastbound 1loads but near-empty westbound

loads.

81 See ICAO, ICAQ Bulletin, July 1986, p.26.
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CAir cargo services have experienced an increasing rate of
growth for Canada in the Pacific Ocean region although, dur-
ing 1970, transpacific cargo services represented only 8.7%
of the total air transport activities for Canada. They have
increased to 96.1 million tonne-kms performed in 1984, five

times the volume carried in 1970. Table 66 provides data

TABLE 66

Distribution of Cargo Traffic Carried by Canadian Carriers

Cargo Traffic Performed By

Non—-Scheduled Scheduled
Carriers Carriers

Cargo Tonne-km (mil.)

YEAR Pacific Total Pacific Total
1870 0.2 12.9 19.3 221.7
1971 0.8 14.2 21.5 252.7
1872 4.0 35.0 26.6 292.9
1873 7.8 54.9 30.7 316.5
1874 1.0 53.4 40.6 343.1
1975 0.6 68.3 48,1 331.9
1976 0.6 33.8 54.5 362.2
1977 0.0 32.8 49.5 358.8
1978 0.0 21.1 54,5 401.7
1879 0.0 23.2 56.7 447.3
1980 0.0 26.3 71.1 464.8
1981 0.0 0.0 82.7 503.8
1982 0.0 0.0 93.2 523.0
1983 0.0 0.0 97.9 582.9
1984 0.0 0.0 96.1 690.8

Source: Statistics Canada, Air Carrier Operation in Canada,
Catalogue 51-002.

for cargo traffic for Canadian carriers.
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In 1982, only 27.9% of total Canadian cargo charter oper-
ations were performed in the Canadian transpacific market.
There was no charter service offered from the Asian Pacific
countries to Canada. In 1983, as shown in Table 67, 2365.3
metric tonnes of entity cargo originated from Canada des-
tined for South Korea and Japan. This represents 33.7% of
total Canadian entity charter traffic. On the other hand,
494 metric tonnes of entity charter were shipped to Canada

from the Pacific region; this represented 26.4% of the total

TABLE 67

Entity Cargo Charter Operations

(In metric Tonnes)

Canadian Origin Foreign Origin Total Asia
————————————————————————————— Asia As a %

Asia World Asia World of
Total Total Total
1982
1st Qt. 490.5 2708.5 0.0 314.9 490.5 16.2%
2nd Qt. 870.6 1880.8 0.0 447.4 870.6 37.4%
3rd ot. 158.6 1327.1 0.0 286.0 158.6 9.8%
4th Qt. 1205.6 3837.2 0.0 374.2 1205.6 28.6%

2725,3 9753.6 0.0 1422.5 2725.3 24.4%

1983

st Qt. 249.1 2400.8 613.7 249, 1 8.3%
2nd Qt. 1399.9 2615.6 26.5 1399.9 53.0%
3rd Qt. 467.4 797.9 234.6 467.4 45.3%
4th Qt. 248.9 808.2 494.0 0994.1 742.9 41.2%

2365.3 6622.5 494.0 1868.9 2859.3 33.7%

Source: Statistics Canada, International air charter
statistics. Catalogue 51-003. Quarterly.

entity charter destined for Canada.
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7.6 CANADIAN TRAFFIC DIVERSION THROUGH THE UNITED STATES

Canada's competitive position with respect to air traffic
in the Pacific Ocean region is strongly conditioned by its
proximity to the United States with its large population,
well-developed economy, and strategic position for routes
between North America and origins and destinations in the
region. These circumstances create a strong pull towards
traffic diversion through the United States. These basic
conditions were exacerbated by the introduction of deregula~
tion of the U.S. air transport system which gave carriers an
unconstrained opportunity to capture traffic through compet-—
itive price tactics. The implications of these competitive
conditions becomes clear when it is realized that a major
U.S. gateway, Seattle, is only a four-hour drive from Van-
couver. Flights originating from Seattle, such as those of
Singapore Airlines and United Airlines, pose a major threat

to the Canadian air transport operations.

U.S5. traffic hubs are a basis for operations by a large
number of airlines serving the Pacific Ocean region. For
example, transport between the Pacific Ocean region and the
United States has been provided by Singapore Airlines, Air
India, Thai International, Philippine Air Lines, China Air
Lines, Korean Air Lines, Japan Air Lines, Cathay Pacific,

Qantas, Varig Air Lines (of Brazil), United Airlines,®2 Pan

82 Expansion of major routes has provided a more competitive
environment for the air transport operations in the North
American - Pacific Ocean region. In April, 1983, United
Airlies launched a Chicago-West Coast- —-Tokyo serv1ces with
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American, Northwest Orient, and (until October 1980) Braniff
International.®® However, there are only three carriers
operating from Canada to the region by way of the Pacific
and two by way of the North Atlantic. They are Canadian
Pacific, Japan Air Lines, Cathay Pacific by way of the
Pacific and Air Canada and Air 1India by the Atlantic route.
Therefore, the North American-Pacific market on the whole is
much more active and competitive than the Canadian-Pacific

market alone and impacts strongly on the latter.

As a result of deregulation and the general expansion of
air transport activity in the Pacific Ocean region, Canadian
carriers have been faced with the problem ¢f an increased
number of United States gateways as well as an increasing
number of carriers participating within the Pacific Ocean
region. Their competitive response has been complicated by
limitations on their ability to schedule flight frequencies
in competition with rival carriers. Fare differentials as
well as more direct route services have resulted in traffic

diversion to the United States.

An example of international rivalry involves Continental
Airlines of the United States. In 1980, Continental Air-

lines of the United States successfully lobbied the U.S.

flights six days a week through Seattle, and one day a
week through Portland. In May, it started a daily ser-
vice from Rennedy Airport in New York, through Seattle to
Hong Kong. See Jim Lyon, "Airlines fight for passengers
across Pacific," The Financial Post, May 21, 1983, p.14.

83 Paul Wilson, "A Glut In The Pacific Skies," Far East Eco-
nomic Review, October 10, 1980. p.75.
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government to pressure Canada for indirect access to the
Canadian-Australian market. It was not until 1983, when the
United States threatened to disapprove the discount fare
program offered to the U.S. . market by Air Canada, that the
Canadian authority finally gave the green light to Continen-
tal. This enabled Continental to offer Canadian-based pas-
sengers the choice of flying with Continental via Los Ange-
les under the condition that the fare offered by them was

not less than what CP Air was offering.?®*

The impact of the United States policy with respect to
gateways and carrier competitive flexibility and the growing
strength of trans-Pacific carriers posed serious problems
for Canadian air transport operations in the later half of
the period under review. Carriers such as Korean Airlines
and Singapore Airlines, plus the many estabiished U.S. car-
riers operating from major U.S. gateways, diverted a portion
of Canadian customers.®® This competition, combined with the
inauguration of services by Cathay Pacific, represented an
increase in competition for market share on the Canada-Hong

Kong market in particular, and intensified the competitive

pressure in the North American - Pacific Ocean region in

general.

84 See Goldenberg, S. Canadian Pacific -- A Portrait of
Power," Canada: Methuen Publications, Canada, 1983,
p.144.

85 These Canadian customers are price conscious and are
willing to accept less convenient travel arrangements in
exchange for a lower fare.
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To provide a perspective on the Canada - United States
relationship -in air transport, some data on transborder
traffic are useful. In the past, Canadian carriers have
enjoyed an extremely high market share in the provision of
Canadian charter services for all domestic, transborder and
international air transport activities. This remarkable
success has not been duplicated to the same extent in the
scheduled market. In the transborder market the success of
Canadian carriers with respect to charter services has been
encouraging, but scheduled transborder operations have

experienced some the period of U.S. deregulation. Table 68

TABLE 68

Transborder Charter and Scheduled Market Share

1979 1980 1981

Charter
U.S. carriers 7.4 4.1 4.0
Canadian carriers 82.6 95.9 96.0
Scheduled
U.S. carriers 59.9 60.9 63.4
Canadian carriers 40.1 39.1 36.6

Source: Civil Aeronautics Board, Reports to Congress
-- Fiscal year 1984 and 1st Quarter Fiscal year
1985, p.73.

provides data on the Canada - U.S. rivalry.

From these Civil Aeronautics Board statistics, it is evi-
dent that since 1979 Canadian carriers have experienced a

decline in their share of the scheduled market. This may be
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a direct result of the fewer available flight frequencieé or
the relatively higher capacity provided in these sectors by
the United States carriers. Or it may be that the greater
flexibility given U.S. carriers by the policy of deregula-
tion has enabled them to exploit the population imbalance to

a greater degree.

Further economic insight into the Canadian international
air traffic situation is provided in a review of some finan-

cial facts. Table 69 provides information on average fare

TABLE 69

Average Fares Paid By Canadian Visitors For Travel To
Overseas Countries

(A1l modes)
1972 296.10
1873 301.90
1974 354.40
1975 399.30
1976 436.50
1977 455,80
1878 484,80
1979 519.60
1980 677.00
1981 780.10
1982 846.60
1983 '820.80

Source: Statistics Canada, Travel Between Canada and
Other Countries, Catalogue No. 66-201.

Note: Separation of airfares from other transportation
modes is not available but airfares make up the
bulk of the fare payments as over 90% of the
overseas travel is by air.

payments by Canadian visitors to overseas countries.
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Canada's travel account in the balance of payments pro-
vides illumination of the revenue aspects of air travel.
Table 70 gives the payments on air travel account while
Table 71 gives the receipts. Table 72 provides the balance
of payments for this account. The general character of the

account is negative for Canada and the overall net figures

TABLE 70

Components of Payments on Air Travel Account

(In millions of Canadian dollars)

Year Spending By Fares Payable Crew
Canadian In To Carriers Spending In
U.S. Other Total U.S.Other Total U.S.0Other Total

1876 1700 838 2539 246 322 568 10 4 14
1877 1878 1015 2993 291 367 658 11 4 15
1978 2235 1134 3369 306 393 699 12 4 16
1979 2059 1132 31381 384 362 746 14 4 18
1880 2439 1192 3631 466 461 927 15 4 19
1981 2657 1161 3818 536 503 1039 15 4 16
1982 2686 1246 3932 533 524 1057 15 4 19
1983 3311 1513 4824 574 624 1198 18 5 23
1984 3353 1796 5149 618 751 1369 20 4 24
1985 3482 2152 5634 652 794 1446 24 6 30
AVG. 2590 1318 3908 461 510 971 15 4 20
Source: Statistics Canada, Travel between Canada

and other countries -- 1985,
Catalogue 66-201 Annual, 1986. p.3.

are given in Table 73.

Since 1976, travel and passenger fare payments have
increased by over 127 percent to $7.11 billion, while

receipts has also increased by a similar magnitude--159 per-
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TABLE 71

Components of Receipts on Air Travel Account

(In millions of Canadian dollars)

Year Spending In Fares Receipt Crew
Canada By For Canadian Spending By
: Carriers From
U.S. Other Total U.S.Other Total U.S.0Other Total

1976 1210 380 1600 123 189 312 13 5 18
1977 1360 340 1700 150 156 306 15 4 19
1978 1485 459 1944 150 264 414 15 5 20
1979 1699 633 2332 165 369 534 17 4 21
1980 1905 745 2650 200 479 679 16 4 20
1981 2218 820 3038 254 446 700 19 3 22
1982 2169 830 2999 215 489 704 18 3 21
1983 2441 741 3182 203 433 636 20 3 23
1984 2880 825 3705 245 441 686 21 4 25
1985 3391 845 4236 261 483 744 22 4 26
AVG. 2075 663 2739 197 375 572 18 4 22
Source: Statistics Canada, Travel between Canada
and other countries -- 1985, Catalogue No.

66-201 Annual, 1986. p.3.

TABLE 72
Balance of Payments on Air Travel Account Between Canada and

Other Countries

(In millions of Canadian dollars)
Year Net Payments By Net Fares Payable Net Crew Spending

Canadian In To Carriers Payable To

U.S. Other U.S. Other U.S. Other
1976 -490 -449 -123 -133 3 1
1977 -618 -675 -141 -211 4 0
1978 -750 -675 ~-156 -129 3 1
1979 -360 -499 -219 7 3 0
1980 -534 -447 -266 18 1 0
1981 -439 -341 -282 -57 4 -1
1982 -517 -416 -318 -35 3 -1
1983 -870 -772 -371 -191 2 -2
1984 -473 -971 -373 -310 1 0
1985 -91 -1307 -391 -311 -2 -2
AVG. -514 -655 -264 -135 2.2 ~-0.4

Source: Calculated from Tables 71 and 70.
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TABLE 73

Net Balance on Travel Account Between Canada and Other
Countries

(In millions of Canadian dollars)

Year Total Net Total Net Total Net Overall
Payments Fares Crew Spending Balance
By Canadian Payable to Payable To
In U.S. and U.S. and U.S. and
Other Other Other
Countries Carriers ‘Countries
1976 -939 -256 4 -1191
1977 -1293 -352 4 ~-1641
1978 -1425 -285 4 -1706
1979 -859 -212 3 -1068
1980 -981 -248 1 -1228
1981 -780 -339 3 -1116
1982 -933 -353 2 -1284
1983 -1642 -562 0 -2204
1984 ~1444 -683 1 -2126
1985 -1307 -311 -4 ~-2104
AVG. -1169 -399 1.8 -1567

Source: Calculated from Table 72.

cent. These figures indicate that travel between Canada and
other countries over the past ten years has increased quite

dramatically but at a constant pace.

The composition of Canadian travel receipts has remained
fairly stable over the past decade. On average, expendi-
tures of U.S. visitors account for seventy-six percent of
total receipts in visitor spending in Canada. The remaining
twenty-four percent of travel receipts are represented by

expenditures from overseas visitors.
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For the purpose of this study, the most important aspect

of the travel account statistics is the information provided
on the distribution of fare payments to and from U.S. carri-
ers and other foreign carriers. In examining the travel
account, fare payments to U.S. and other foreign carriers as
a whole have always exceeded receipts, resulting in an
account deficit situation over the 1last decade. This
implies that Canadian carriers had a relatively smaller
share of the total Canadian international air transport mar-
ket. Despite the fact that the non-scheduled carriers were
doing very well in terms of maintaining their market share,
this has not helped to produce a travel account surplus
because non-scheduled operations comparatively are substan-

tially smaller in comparison with scheduled operations.

Statistics on travel by Canadian to all overseas coun-
tries is provided in Table 74. An increase in the diversion
of traffic through the United States is apparent. Unfortu-
nately, a statistical disaggregation of diversion of travel

by Canadian visitors by region is not available.

Traffic generated by overseas visitors to the United
States is provided in Table 75. Here the U.S. traffic diver-
sion is much more marked and, again, some increase in the

diversion is revealed.

Table 76 shows that, in 1985, only 33% of all overseas

visitors entering Canada directly from Asia. For the South
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TABLE 74

Canadian Visitors To Overseas Countries

Direct and Via The United States
Year Direct Via Total As A Percentage
United Of The Total
States Direct Via U.S.

1972 979 115 1094 89.5
1873 1156 136 1292 89.5
1974 1141 171 1312 87.0
1975 1267 153 1420 89.2
1876 1413 169 1582 89.3
1977 1580 197 1777 88.9
1978 1603 206 1809 88.6
1979 1548 208 1757 88.1
1980 1357 228 1585 85.6
1981 1246 232 1478 84.3
1982 1263 226 1489 84.8
1983 1492 260 1752 85.2
1984 1703 309 2012 84.6
1985 1999 301 2300 86.9
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Source: Statistics Canada, Travel Between Canada and
Other Countries, Catalogue No. 66-001.

Pacific region, the results are even more marked, with 81%
of all travellers entering Canada by way of United States.
This situation is in sharp contrast with the flow of traffic
originated from Canada. As is shown in Table 74, approxi-
métely 85% of all Canadian visitors travelled directly to
overseas countries without first stopping at any one the
United States' cities. This pattern of travel has been con-

sistently observed since 1972.

International air transport activity in the Pacific Ocean
region has been focussed on two cities, Hong Kong and Tokyo,

in the North Pacific and two cities, Auckland and Sydney, in
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TABLE 75

Traffic Diversion -- Passenger Traffic

Total Overseas Visitors To Canada:
Direct and via the United States

CANADA VIA UNITED STATES GRAND
TOTAL
BY TOTAL % OF BY TOTAL % OF
YEAR AIR DIRECT GRAND AIR VIA GRAND
TOTAL U.S. TOTAL
1972 446 452 50.1 133 450 49.6 902
1973 566 573 51.9 165 532 48 .1 1105
1974 637 644 52,8 213 575 47.2 1219
1975 684 689 51.9 229 639 48.1 1328
1976 772 777 49.3 277 800 50.7 1577
1977 718 722 50.7 263 703 49.3 1425
1978 794 798 47,7 303 876 52.3 1674
1979 831 936 46.5 359 1075 53.5 2011
1880 852 957 44,2 411 1206 55.8 2163
1981 989 994 46.2 402 1151 53.7 2145
1982 820 8923 46.7 382 1052 53.3 1975
1983 844 849 47.8 366 927 52.2 1776
1984 876 880 46.6 394 1006 53.3 1887
1985 870 874 48.3 379 8933 51.6 1808
Source: Statistics Canada, Travel between Canada and

other countries, various issues. Cat. No. 66-201.
Statistics Canada, Travel, Tourism and OQOutdoor
Recreation, Catalogues No. 87-401.

the South Pacific. Significant increases in air traffic has
occurred within these regions for the past several years.
This 1s especially evident subsequent to the passage of the
United States deregulatory policy in 1978. Nevertheless,
the impact and economic effects of the United States air
transport policy on the Pacific Ocean region's air transport
have received surprisingly little attention. This lack of
research is unfortunate in view of the important implica-

tions for public policy issues.
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TABLE 76

Overseas Visitors Entering Canada by Country of Residence

Direct and Via The United States —-- 1985

Canada Total Via Grand Percentage Of
Direct Via United Total Grand Total
U.S5. States === -
(Air Direct Via U.S.
only) = —————m
Total Air
Only
Asia
Hong Kong 19285 23987 14967 43272 44.6 55.4 34.6
Japan 61136 113367 40597 174503 35.0 65.0 23.3
Taiwan 4164 11739 3231 15903 26.2 73.8 20.3
Other 54404 132911 49176 187315 28.0 72.0 23.9
Total 138989 281603 107971 420592 33.0 67.0 25.7
Oceania
Australia 15225 61221 37528 76446 19.9 80.1 49.1
New Zealand 1851 13839 8579 15690 11.8 88.2 54.7
Other 1284 3346 2662 4630 27.7 72.3 57.5
Total 18360 78406 48769 96766 19.0 81.0 50.4

World Total 874387 933651 379611 1808038 48.4 51.6 21.0

Source: Calculated from Statistics Canada, Travel
Between Canada and Other Countries,
Catalogue No. 66-001, 1986.

In order to demonstrate the effects and magnitude of
United States's deregulatory policy on the Pacific Ocean
region's air transport, Tables 77 to 79 show a selected sam-
ple of route networks linking the North American continent
and the Pacific Ocean region. A general observation can be
made regarding these samples is that the share of Canadian
gateway traffic have experienced declines in all the select-

ed route groups since 1978.



Traffic between Hong Kong and Selected North America

TABLE 77

Gateways

Selected Years

Traffic
Flight Sector

Vancouver — Hong Kong
and
Hong Kong - Vancouver

Los Angeles - Hong Kong
and
Hong Kong - Los Angeles

San Francisco - Hong Kong
and
Hong Kong - San Francisco

Selected Gateways Total

Canadian Gateway Share

Source:

Year

(Numbers)

1978
1979
1982
1983
1984
1985

1978
1879
1982
1983
1984
1985

1978
1979
1982
1983
1984
1985

1978
1979
1982
1983
1984
1985

1978
1979
1982
1983
1984
1985

Passengers

21216
N.A.
N.A.

79157

95510

116690

3210
40752
34522
34732
50988
50979

69393
171554
179832
179480
193301

24426
110145
206076
293721
325978
360970

86.8%
26.9%

29.3%
32.3%

Cargo

(Tonnes)

743.79
N.A.
N.A.

1894.26
2266.41
3386.07

1604.31

159.95
1787.01
3800.18
3822.90
3772.23

5483.40
3356.52
3551.34
4031.01
5365.14

2348.10
5643.35
5143.53
9245.78
10220.32
12523.44

31.7%
20.5%

22.2%
27.0%

Calculated from ICAO, On Flight Origin and

Destination, 30 June 1885, Digest of

Statistics No.324, Series OFOD No.34.

ICAO, On Flight Origin and Destination,

Year and Quarter Ending 30 June 1984,

Digest of Statistics No.313, Series OFOD

No.30. 1985.

1986.
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The most significant decline in share occured in the Hong
Kong and North America sector, whereas 86.8% of all traffic
were Canadian in 1978, their share has droped to the low of
16.9% in 1983, and regain somewhat by 1985 where the share
of traffic recorded was 32.3%. Freight traffic on this sec-
tor experienced a decline as well, though were not as dra-
matic as those observed in the passenger market. It should
be noted that, while freight traffic experienced a six—foid

increases, passenger traffic recorded a fifteen-fold

increase from 1978 within this sector.

As can be seen in Table 77, the Vancouver - Hong Kong
route has experienced steady growth and, since 1978, has
recorded a five-fold growth in passenger traffic. It can be
noted from the table that traffic between Los Angeles and
Hong Kong was 3,210 passengers in 1978; this traffic subse-
guently increased to 50,979 passengers in 1985. Similarly,
traffic between San Francisco and Hong Kong increased from

69,393 in 1979 to 193,301 in 1985.

Table 78 shows that in 1978 Canadian passenger traffic
represented 24% of the total traffic for the selected gate-
ways. Its share has since declined almost by half to 14.1%,
despite a significant gain in traffic volume. This indicates
that, even though there was an observed increase in the num-
ber of passengers travelling through Canadian gateway, the
growth was not as significant as that of Canada's United

States counterpart in this market. This may be due to the
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smaller number of carriers wusing the Canadian gateway or
because of a 1lower frequency of services being provided by
carrier(s) operating from Canadian gateway. Of all the
selected gateways examined, only in this sector was freight
traffic found to show an increase from the 1978 to 1985
period. The unusually high volumes of freight carried
through the Canadian gateway in 1985 has accounted for most
of the differences, since freight traffic from the United

States gateways has only grown marginally.

One of the busiest North Pacific traffic sectors was the
route linking Tokyo and the North America. Table 79 shows
that new traffic began in 1982 on the Seattle - Tokyo route
and its growth has almost doubled in four years. The signif-
icant growth of Canadian gateway traffic had allowed its
share to be maintained at around its 1978 level, although it
has droped from 15.9% +to 12.9% during the period under
review. The Canadian carrier operating on this route, CP
Air, increased 1its scheduled services to six flights per
week and this may explain the strong performance of the Can-

adian gateway traffic in this sector.

Although this analysis 1is based on selective samples,
they illustrate the point that implementation of the United
States deregulatory policy, and Asian carrier development,
have had a serious negative impact on the Canada's traffic

position in the Pacific Ocean region.
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TABLE 78

Traffic between Australia and Selected North America
Gateways

Selected Year

Traffic Year Passengers Cargo
Flight Sector
(Numbers) (Tonnes)

Vancouver - Sydney 1978 17049 402.84
and 1979 19242 433,98

Sydney - Vancouver 1982 N.A. N.A.
1983 26992 521.44

1984 29484 532.98

1985 32876 1238.73

Los Angeles - Sydney 1978 - -
and 1979 - -

Sydney - Los Angeles 1982 97377 8760.83
1983 110239 8749.38

1984 124040 8568.30

1985 131653 8661.08

San Francisco - Sydney 1978 53892 6336.21
and 1879 - -

Sydney - San Francisco 1982 _ - -
1983 51788 3454.,81

1984 57224 3583.35

1985 68926 3923.35

Selected Gateways Total 1978 70941 6739.05
1979 - -

1983 189019 12725.63

1984 210748 12694.63

1985 233455 13823.16

Canadian Gateway Share 1978 24.,0% 5.9%
1983 14.3% 4.,0%

1984 13.9% 4.1%

1985 14.1% 9.0%

Source: Calculated from ICAO, On Flight Origin and
Destination, 30 June 1985, Digest of
Statistics No.324, Series OFOD No.34. 1986.
ICAO, On Flight Origin and Destination,
Year and Quarter Ending 30 June 1984,
Digest of Statistics No.313, Series OFOD

No.30. 1985,
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Traffic between Japan and Selected North America Gateways

Traffic
Flight Sector

R ——

Vancouver - Tokyo
and
Tokyo - Vancouver

Seattle - Tokyo
and
Tokyo - Seattle

Los Angeles - Tokyo
and
Tokyo - Los Angeles

San Francisco - Tokyo
and
Tokyo - San Francisco

Selected Gateways Total

Canadian Gateway Share

Source: See Table 77.

Selected Years

Year

1978
1979
1982
1983
1984
1985

1978
1979
1982
1983
1984
1985

1978
1979
1982
1983
1984
1985

1978
1979

1982

1983
1984
1985

1978
1979
1982
1983
1984
1985

1978
1979
1982
1983
1984
1985

Passengers

(Numbers)

116343
158102

N.A.
206093
210528
216605

164306
215655
240069
281499

306678
404694
605328
660885
679863
703434

308121
354996
318385
331201
377443
457212

731142
918792
1088019
1413834
1507903
1668750

15.9%
17.3%

14.6%
13.9%
12.9%

Cargo
(Tonnes)

3653.13
4531.68

N.A.
6813.94
7166.35
5744.03

3032.29
4455.21
5011.11
4919.54

23963.70
30698.90
41143.99
50973.59
55542.70
56044.40

31072.00
30518.60
32565.33
42032.44
49075.10
53245.60

58688.83
65749.18
76741.61

104275.18
116795.26
1199853.57

6.2%
6.8%

6.5%
6.1%
4.8%
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To counter this, Canada needs to ensure that it has the
strongest possible carrier presence in the Pacific Ocean
market and that its airport infrastructure is well adapted
to competitive conditions for passenger and cargo traffic in

this region.

7.7 CONCLUSION

This chapter has identified several important components
of Canadian air traffic development in the Pacific Ocean
region. Passenger traffic, based on both economic and per-
sonal discretionary reasons, has experienced strong growth.
More specifically, business traffic, linked with industrial
and trading activity, and personal travel for immigration,
visits, and vacations, have contributed to a strong and
diversified development of Canadian traffic. A further
dimension of this traffic development is found in cargo
activity. This important component of traffic development

is marked by traffic flow directional imbalance.

Special attention has been directed to the problem of
diversion of Canadian traffic through United States gate-
ways. This problem has been exacerbated by large scale pro-
motional activity by U.S. carriers, the development of mul-
tiple United States gateways with new routes, and Pacific

Ocean region carrier activity.



Chapter VIII
CANADIAN AIR TRANSPORT PERFORMANCE IN THE
PACIFIC OCEAN REGION
As has already been described in earlier chapters, the
international air transport industry is subject not only to
national government regulation but also to international
controls. There are various rationales for government inter-
vention at the national level. In Canada, regulation has
been an instrument for government to apply its "public

interest" principles.

This chapter presents an analysis of the performance of
Canadian carriers in the Pacific Ocean region. This per-
formance has been affected both by Canadian public policy
with respect to the carriers and the discipline imposed by
bilateral air transport relationships. Within these con-
straints air transport performance is, of course, determined
by air carrier conduct and the conditions of air transport

market rivalry.

- 238 -
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8.1 CANADIAN CARRIER PARTICIPATION IN THE PACIFIC QCEAN
REGION

For the period under review, Canada's scheduled interna-
tional air transport service in the Pacific Ocean region was
performed by two airlines, namely Air Canada and Canadian
Pacific Airlines.8® While Air Canada is the larger airline,
both in Canadian international and domestic service, Canadi-
an Pacific has been the principal operator in this region.
Wardair, a major non-scheduled airline has not been very
active in this region. Both Canadian Pacific Airlines and
Air Canada have participated 1in non-scheduled traffic and

cargo operations.

Originally, Air Canada, a crown corporation, was chosen
by the Canadian government as the primary instrument for the
development of the nation's commercial air transport system,
both domestically and internationally. Canadian Pacific
Airlines, part of the substantial Canadian Pacific conglom-
erate, has been granted increasing status within the total
Canadian air transport system. With the initiation of air
transport operations in the Pacific Ocean region, CP Air was
given strong government support for its system development

in the region.

86 On April 26, 1987, with the merger of CP Air and Pacific
Western Airlines, the carrier's name was changed to Cana-
dian Airlines International.
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Canadian carrier traffic in the Pacific Ocean region has
experienced a rate of growth that is far stronger than the
growth of the total scheduled international passenger mar-
ket. This growth is shown in Table 80, which is based on
data from a number of Statistics Canada reports. While Can-
adian international scheduled air passenger traffic as a
whole grew by a factor of 1.77 from 1970 to 1984, the rate
of growth for the Pacific Ocean region was much more impres-
sive. For the same period it achieved a growth factor of

4.69.
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TABLE 80

Distribution of Total and Pacific Area International
Scheduled Scheduled Passenger Traffic For Canada

Year Scheduled Pacific Area As A
Passenger Percentage of
Number Total Passenger
Traffic
Pacific Total (%)

1970 63961 2718714 2.35

1971 62137 2872672 2.16

1972 64418 3141256 2.05

1973 72119 3415256 , 2.11

1974 97220 3879270 2.50

1975 91444 3909427 2.34

1976 119389 4116454 2.90

1977 138694 4345645 3.19

1978 163094 4554084 3.58

1979 182838 5392797 3.39

1980 203103 5457432 3.72

1981 240327 5001727 4,80

1982 254369 4470693 5.68

1983 258056 4304959 5.99

1984 300219 4824175 6.22

Source: Statistics Canada, Air Carrier Operations in
Canada, Catalogue 51-002, various issues.

The Canadian air transport network in the Pacific Ocean
region is based on two major traffic routes flown by CP Air.
One other route has been developed by Air Canada via London,

England, and India. One of the two routes flown by CP Air is

over the North Pacific and links Vancouver, by way of
Anchorage, to Tokyo and Hong Kong. The other main route
extends to the South Pacific. It provides traffic between

Vancouver, Honolulu, Nandi and Sydney. In 1985, the conclu-

sion of a new bilateral agreement with New Zealand reestab-
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lished the extension of traffic from Nandi to Auckland. The
route developed and operated by Air Canada is Toronto-Lon-

don-Bombay-Singapore.

The development of markets in these areas has followed
the general pattern of air transport evolution. Initially,
flight duration was relatively short, due primarily to the
technical limitations of the aircraft. This shorter flight
duration was often associated with a number of intermediate
stops. With the advance of aircraft technology, carriers
were able to operate more non-stop services with a longer
flight duration. Elimination of some of the intermediate
stops reduced unproductive non-flying time. This has been
beneficial both to passengers in time-saving and to the air-
lines which have been able to improve their economics by

better annual utilization of their aircraft.

The development of the Canadian traffic system in the
Pacific Ocean region can be traced as far back as 1949 when
Canadian Pacific Airlines inaugurated its first internation-
al flight té Australia and its first Orient route over the
North Pacific from Vancouver to Tokyo and Hong Kong.
Through the "division of the world policy" instituted in
1964 by the Canadian government, Canadian Pacific was
selected as Canada's chosen instrument for the Pacific Ocean
region. In the 1973 revision of this policy, only small
modifications were made with respect to the Pacific Ocean

region. Air Canada was granted permission to serve China if
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two carriers were to be designated by Canada and Southeast

Asia was left for future consideration.

For CP Air, approximately 30 percent of its business has
been derived from international operations,®7 a significant
amount of which 1is attributed to traffic across the Pacif-
ic.®® Table 81 shows the international and total scheduled
passenger traffic for CP Air. It should be noted that, over
the past sixteen years, total passenger traffic for CP Air
has increased by a factor of 2.59 while its international
operations also experienced an increase of a similar magni-
tude, by a factor of 2.16. It is also interesting to note
that, in 1974, international traffic for CP Air experienced
an increase of almost thirty percent. This may have been due

to the expansion of the carrier's international network.83

Air Canada's operations in the Pacific Ocean region for
most of the 1970 - 1985 period have been confined to the
provision of traffic on a non-scheduled basis. Recent
bilateral air transport agreements concluded between Canada
and the United Kingdom and 1India opened the Pacific Ocean
region market to the Canadian crown carrier. These bilater-

als have resulted 1in Air Canada's route network being

87 See Table 81 and Goldenberg, S. Canadian Pacific: a Por-
trait of Power (Toronto: Methuen, 1983), p.146. Golden-
berg's figures are even higher, estimated at 40 percent.

88 Doug Jansen, "CP Air gearing up to challenge Air Canada's
domination,"” The Globe and Mail, December 2, 1985, p.B17.

8% In 1974 CP Air added Milan to their international route
network.
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Distribution of Total and International Scheduled Passenger

Traffic for CP Air

Year Passengers Carried Percentage changes Percentage

—————————————————————————————————————— Share of

Total International Total International Internation

[ e TS S Operation

(in thousands) (In Percent)

1970 1378.0 536.9
1971 1459.8 560.8 5.9 4.50 39.9%
1972 1622.5 604.5 11.1 7.80 38.4%
1873 1700.8 622.4 4.8 3.00 37.3%
1974 2259.1 808.6 32.8 29.90 36.6%
1875 2495.3 908.5 10.5 12.40 35.8%
1976 2328.3 886.2 -6.6 ~-2.40 38.1%
1977 2445.8 878.1 5.0 -0.90 35.9%
1978 2756.6 925.6 12.7 5.41 33.5%
1879 3019.0 946.7 9.5 2.27 31.3%
1980 3336.6 942.3 10.5 -0.40 26.1%
1981 3527.4 921.3 5.7 -2.20 26.2%
1982 3290.1 865.2 -6.7 -6.09 26.3%
1983 3256.0 8934.9 -1.0 8.00 28.7%
1984 3494.2 1122.5 7.3 20.00 32.1%
1985 3570.0 1158.3 2.2 3.2 32.4%
Source 1970~-1974 data are from ICAO, Airline Traffic

Volume 1. 1970-1974, Digest of Statistics No.

199-A, Series T-No.34, 1975,

1975-1976 data are from ICAO, Traffic—-
Commercial Air Carriers 1973-1977, Digest of
Statistics No.228, Series T-No.37, 1978,
1977-1978 data are from ICAO, Civil Aviation

Statistics of the World 1978, Doc 9180/4.
1979-1980 data are from ICAO, Traffic--
Commercial Air Carriers 1979-1983, Digest of
Statistics No.303, Series T-No.43, 1981,
1981-1985 data are from ICAO, Traffic--
Commercial Air Carriers 1981-1985, Digest of
Statistics No.326, Series T-No.45, 1986.
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extended through London to Singapore. This allowed Air Can-
ada to operate scheduled services into the Pacific Ocean

region.

The evolution and development of Air Canada's operations
into the Canadian Pacific region through the North Atlantic
began with the conclusion of a 1982 India - Canada agreement
which gave Air India access into Mirabel airport from New
Delhi and Bombay twice weekly. In exchange, Air Canada was
given rights to serve Bombay via London from any point in
Canada. On January 15, 1985, Air Canada began operating
into Singapore through London via Bombay. The service was
initially provided thrice weekly, but in 1986, an additional

flight was added.

The United Kingdom - Canada bilateral agreement was a
problematic one because of the fact that Air Canada has
secured fifth freedoms traffic rights from London through
the bilateral agreement. On the other hand, three of the
four traffic rights extended to British Airways for opera-
tion into Western Canada were subsequently suspended due to

the economic recession and the collapse of world oil prices.
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8.2 CRITERIA FOR CARRIER PERFORMANCE EVALUATION

The ability of an airline to sustain a reasonable level
of profit is fundamental to successful performance as it is
for firms in other industries. However, it is recognized in
the air transport industry that profit figures are unrelia-
ble as performance indicators. Not only are these profit
figures subject to the normal differences between accounting
an economic measures of profit but, 1in the air transport
industry, profit figures are seriously affected by the vari-
ation in the use and depreciation of purchased aircraft and
the complexity of arrangements for leased aircraft. Annual
depreciation figures tend to be very unrealistic in economic
terms because of wide variations between the expected and
actual operating life and annual use of aircraft. Aircraft
leases can be of several types and, further, show little
relationship in annual cost to the depreciation estimates
used for owned aircraft. Further, in the case of interna-
tional air transport many carriers are government owned and,
although profitability may be one objective, it is not nec-
essarily the foremost airline priority. Also, from an
institutional point of view the presence of some conglomer-
ate enterprises in the industry , CP Air for example, raises
questions about profit figures because of uncertainty about
internal policies used in accounting for assets such as air-
craft. It is interesting to note that the financial statis-

tics for Air New Zealand included operating statistics of
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the government-owned national railway until 1979. Finally,
this study is concerned with air transport performance in a
market that is regional in Canadian terms. Regional profit
figures are not available from airlines and, even if they
were, they would be subject to the limitations of arbitrary
accounting practices in the assignment of costs and other

items on a regional basis.

In view of these limitations it is fortunate that alter-
native measures for determining airlines success are avail-
able. Among these alternatives, market share and load fac-
tor analysis appear to be wuseful indicators of airline
success. Market share is freqguently cited in the literature
as the single most important attribute by which performance
can be evaluated. The concept has strong theoretical under-
pinning. For example, Shepherd states that:

Market share was the basis of the firm's market
position in the neoclassical literature, and it is
well established 1in business practice as a focus
for company motivation. There is 'eternal strug-
gle for market shares' in markets, and successes
are often reported in terms of market shares as
well as in profits and stock prices. Market
share's role is, like any other element, mainly as
a source of profits to the firm.%°

Load factor analysis is a useful addition to market share
analysis inasmuch as it shows how much capacity 1is being
offered in order to capture passenger traffic. An airline

might be successful in capturing market share but be extrav-

agant in the provision of aircraft capacity as shown by low

90 See William G. Shepherd, The Economics Of Industrial
Organization, Prentice-Hall, Inc. 1985. pp.50-51.
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load factors. Conversely, an airline might have a somewhat
restrictive policy towards the provision of aircraft capaci-
ty in order to improve immediate profitability. Such a pol-
icy might 1lead to less successful load factor performance

and, ultimately, to diminished profitability.

8.3 CANADIAN CARRIER MARKET SHARE PERFORMANCE: SCHEDULED
PASSENGER TRAFFIC

In this, and in subsequent sections of this chapter, a
market share analysis of air traffic in the Pacific Ocean
region will be made. This performance test is useful for
firms operating in oligopolistic markets. The results are
especially useful when the technique 1is applied over a suf-
ficiently long time period and to markets with regulated
access; both of these conditions are present in the follow-

ing analysis.

In approaching the study of market share of the air
transport operation in the Canadian Pacific Ocean region,
time series data were obtained from the International Civil
Aviation Organization for traffic carried by major airlines

in the Canadian Pacific Ocean region, including CP Air.

To get a better understanding of the dynamics and the
competitive condition of the Canadian Pacific markets, Table
82 summarizes market share statistics for major route sec-
tors operated by CP Air and its major competitor. Market

share results for the period under review are summarized
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Canadian Market Share For Scheduled Passenger Traffic In The

TRAFFIC SECTORS

Pacific Ocean Region

Market Share

Period 1 Period 2
1970-74 1975-79

Period 3
1980-84

Anchorage/Vancouver
CP Air share 54.2%
Major Competitor 45.8%

Anchorage/Tokyo
CP Air share 3.3% 0.3%
Major Competitor 34.5% 33.9%
Other carriers 62.2% 65.8%
Tokyo/Hong Kong
CP Air share 4.0% 6.2%
Major Competitor 27.2% 32.5%
Other carriers 68.8% 61.3%
Tokyo/Vancouver
CP Air share 75.4% 50.4%
Major Competitor 24.6% 49.6%
Vancouver/Honolulu
CP Air share 98.3% 75.7%
Major Competitor 1.7% 24.3%
Sydney/Honolulu

CP Air share
Major Competitor

Honolulu/Nandi
CP Air share 6.8% 10.6%
Major Competitor 43.3% 47.9%
Other carriers 49.,9% 41.5%
Sydney/Nandi
CP Air share 4.0% 8.3%
Major Competitor 54.5% 70.9%
Other carriers 41.5% 20.8%

Source: Figures are estimated from ICAO, Traffic
By Flight Stage, various issues.

0.0%
31.4%
68.6%

2.2%
35.2%
62.6%

33.7%
66.3%

66.6%
33.4%

1.4%
75.0%

18.0%
40.7%
41.3%

12.6%
63.9%
23.5%
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TABLE 83

Traffic Growth Rate For CP Air and Its Major Competitor

Growth Rate

From 1870-74 1870-74 1975-79
TRAFFIC SECTORS To 1975-79 1980-84 1980-84

Anchorage/Tokyo

CP Air Share 0.18 0.02 0.14

Major Competitor 1.65 5.80 3.51

Total Market 1.52 5.29 3.47
Tokyo/Hong Kong

CP Air Share 1.12 1.72 1.53

Major Competitor 0.86 4.09 4.77

Total Market 0.89 3.79 4.26
Tokyo-Vancouver

CP Air Share 2.16 4,27 1.98

Major Competitor 6.52 25.81 3.96
Vancouver/Honolulu

CP Air Share 1.29 1.60 1.24

Major Competitor 23.58 45,66 1.94
Honolulu/Nandi

CP Air Share 1.65 4.44 2.69

Major Competitor 1.18 1.58 1.35

Total Market 1.24 1.97 1.59
Sydney/Nandi

CP Air share 2.28 5.09 2.23

Major Competitor 1.41 1.87 1.33

Total Market 1.47 2.09 1.42

Source: Figures are estimated from ICAO, Traffic
By Flight Stage, various issues.

according to three different periods. Period 1 covers the
years 1970 to 1974, period 2 includes 1975 up to 1979 and
period 3 the years 1980 to 1984. For some <city pairs the

traffic operated under duopolistic conditions while in oth-
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ers, oligopolistic rivalry prevailed. Table 83 summarizes
the .growth rate for traffic sectors operated by CP Air in

the three periods reviewed.

The statistics reflect the fact that CP Air withdrew from
the Anchorage - Vancouver and Anchorage - Tokyo sectors
because the carrier no longer needed to make technical stops
in Anchorage. In 1970, flights operated by CP Air repre-
sented 57.9 percent of the total traffic capacity on the
Anchorage - Vancouver sector. This figure dropped to a low
of 25.9 percent in 1972 but picked up some momentum in 1973
to reach 37.9 percent of the total capacity. Throughout
this period, the actual share of the traffic that CP Air
carried always exceeded its capacity share. However, 1in
1974, not only did both capacity and actual share of the
market decline to its lowest level but, for the first time,
CP's share of +traffic actually fell below its share of
capacity offered. This gradual decline 1in market share
resulted in the complete withdrawal of CP Air from this mar-
ket in 1975. Similar reasons led to the eventual withdrawal
of CP air from the Tokyo - Anchorage market in 1977. After
that, even though CP Air occasionally operated flights in
this sector, its share of the traffic was very small. Table
82 shows that, from 1970 to 1974, CP Air and its major com-—
petitor JAL together «carried 37.8% of the total traffic in
this sector. JAL had a 91.2% share of the combined traffic.

Detailed statistics for other important sectors are provided
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in Tables 82 and 83. Some of the data have been summarized

in Table 84.

As can be seen in Table 84, scheduled Canadian carrier
traffic operated through the North Pacific 1s solely the
result of CP Air's operation. . Total passengers carried by
CP Air on the Orient route destined for and originated from
Hong Kong exceeded 70,000 in 1980 and 18981. A significant
increase of 11.8% was recorded in 1982 when traffic rose to
82,219 passengers. In 1983, Cathay Pacific began its North
America operation flying directly from Hong Kong to Vancou-
ver in competition with CP Air. Since then, traffic for CP
Air's Orient operation has experienced a décline. With a
total of only 58,673 passengers traffic recorded in 1984, CP
Air has suffered a significant loss of passenger traffic by
28.6% compared to its 1982 figure. Although operating con-
ditions have improved somewhat since then, its 1986 perform-
ance of 60,431 passengers on the route still represented

26.5% decrease from traffic recorded in 1982.

During 1980-1981, although CP Air's total international
traffic experienced a decrease of more than two percent, its
Orient operation shows an increase of 2.4% in passengers
carried. Similarly, its total international traffic during
1981-82 decreased by over six percent, three times as much
in percentage terms as was recorded in previous year, while
the number of passengers carried on the Orient routes

increased by a record high of 11.8%. These results indicate
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1979-80

1980-81

1981-82

1982-83

1983~-84

1984-85

1985-86

TABLE 84
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Passenger Traffic By CP Air Related to Hong Kong

Embarked Disembarked Total

Tokyo
Vancouver

Tokyo
Vancouver

Tokyo
Vancouver

Tokyo
Vancouver

Tokyo
Vancouver

Tokyo
Vancouver

Tokyo
Vancouver

7516
32139

6992
35377

10013
36193

8075
32581

9142
23297

9418
24000

6736
28429

4973
27134

6248
24900

10616
25397

9258
24270

11404
14830

11743
16949

6526
18740

12489
59273

13240
60277

20629
61590

17333
56851

20546
38127

21161
40949

13262
47169

Total
Orient*

73517

82219

74184

58673

62110

Note: Excluding traffic from Vancouver to Tokyo.

Source:

that up until

Calculated from "Report On Civil Aviation
-- Hong Kong," Annual Review of Civil
Aviation In Hong Kong, 1979-1987 issues.

1982,

the Orient operation had been a major

contributing factor towards the traffic growth of CP Air.

In an address

Forum,

President &

to the

Chief

Executive

Canadian Transportation

Officer of

Research

Canadian
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Pacific Air Lines Donald J. Carty also noted the signifi-

cance of the Pacific market:

(CP Air's) strategy was the restructuring of our
international route system. Most of our future
international growth 1lies across the Pacific and
in Southeast Asia, and we have recently reallocat-

ed the freed-up domestic wide-body capacity, as
well as some other less profitable international

flying, to increase both our frequency and our

capacity in the Japan and Hong Kong markets, the
two international markets that represent the bulk
of our international profits over the years.?!?

TABLE 85

Percentage change in CP Air's Scheduled Traffic on Orient

and International routes

Year Total Percentage change On
Orient* International Orient International
Route Route Route Route

1980 71762 942300

1981 73517 921500 2.4% -2.2%
1982 82219 865200 11.8% -6.1%
1983 74184 934900 -9.8% 8.1%
1984 58673 1122500 -20.9% 20.1%
1985 62110 1158300 5.8% 3.2%

Note: * excluding traffic from Vancouver to Tokyo.

Source: Calculated from Tables 81 and 84.

91

Donald J. Carty, "Feeder Air Services And Your Communi-
ty", President & Chief Executive Officer of Canadian
Pacific Air Lines, Address to Canadian Transportation
Research Forum, April 16, 1986.
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8.3.1 The North-Pacific Ocean Region Market

As shown in Table 86, passenger traffic in the Vancouver
- Hong RKong market was mainly the result of CP Air's opera-
tion up wuntil 1983 when Cathay Pacific began its non-stop
operation, During the first full year of operation, Cathay
Pacific achieved significant traffic results. In fact, their
traffic was fifty-four percent higher than their competitor,
CP Air (Table 86). The following year saw CP Air's traffic
share decline from the 39.3% held in 1984 to 33% in 1985
and, when CP Air responded with a three times a week non-
stop service in 1985, it was only able to restore its lost
market share by a small margin to 35.1% of the total market.
Table 87 summarizes the percentage share of CP Air scheduled
passenger traffic between Vancouver and Hong Kong. It
should be noted that beginning April 2nd, 1985, Cathay
Pacific expanded its operations from Vancouver to Hong Kong

by increasing its frequency to three flights weekly.

The routing that links Canada and Japan is the direct
Vancouver-Tokyo service provided by both Japan Air Lines and
CP Air. Of particular interest is the fact that, under the
Canada-Japan bilateral agreement, Canada has a fifth freedom
traffic right beyond Japan into Hong Kong. CP Air 1is,
therefore, able to utilize this Canada-Japan bilateral to
its fullest extent. Because of the bilateral arrangement,
CP Air's Vancouver-Hong Kong route was operated by two traf-

fic flight stages until 1986.
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Scheduled Passenger Traffic between Vancouver and Hong Kong

HK~VAN VAN-HK

1380 32139
1981 35377
1982 36193
1983 32581
1984 23297
1985 24000
1986 28429

27134
24900
25397
24270
14830
16949
18740

TABLE 86

1980 - 1986
Cathay Pacific

Total HK-VAN VAN-HK Total
59273

60277

61590

56851

38127 31448 27424 58872
40949 45280 37731 83011
47169 46844 40371 87215

Source: Calculated from "Report On Civil Aviation
-—- Hong Kong," Annual Review of Civil
Aviation In Hong Kong, 1979-1987 issues.

TABLE 87

CP Air Scheduled Passenger Traffic As Percentage of Total
Traffic Between Vancouver and Hong Kong

1984
1985
1986

Total

Percent

Source: Calculated from "Report On Civil Aviation
-— Hong Kong," Annual Review of Civil
Aviation In Hong Kong, 1979-1S87 issues.

As can be seen from Table 82, CP Air's share of the Toky-

o-Hong Kong market fluctuated from 12.7 to 16 percent of the

combined market while its major competitor, Japan Air Lines,

recorded around 84

percent for the first two periods under

review. During the third period (i.e. 1980 - 84) CP Air
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accounted for only 5.8% of the éombined market share. How-
ever, this may not necessarily represent the true magnitude
of the competitive status of CP Air in this market. On the
Tokyo-Vancouver flight stage, CP Air had a higher market
share. The reason for the extremely small overall percentage
share is due to the fact that the Tokyo-Hong Kong route is
one of the world's busiest, and hence, most of the major
international carriers compete in this market. The rela-
tively limited capacity provided by CP Air 1is reflected in
this statistic. It should also be noted that CP Air's
involvement in the Tokyo-Hong Kong route was principally to
provide flight connections from Vancouver to Hong Kong.
Therefore, the Tokyo-Hong Kong route provides secondary
flight stage traffic which is traditionally dependent upon
the volume of primary flight stage traffic. With this in
mind, the smaller percentage share in a total market share
context is not surprising. The reduction of flights that
require a stop in Tokyo may also be responsible for this

decline in share.

In the Hong Kong - Tokyo market, despite an average
growth of 5.1% traffic for CP Air, the Canadian carrier was
unable to hold onto its share of traffic 1in this expanding
market. As shown in Table 88, traffic for the three select-
ed carriers increased more than twenty times. In 1980,
44,417 passengers were recorded in this sector; the number

in 1986 increased to 957,873, However, the highest traffic
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TABLE 88

Canadian Carrier's Share of Scheduled Passenger Traffic
Between Tokyo and Hong Kong

CP Air Cathay Japan Air
—————————————————————— Pacific Lines
HRK-TRKY TKY-HK Total Total Total
1980 7516 4973 12489 150388 281540
1981 6992 6248 13240 188311 305396
1982 10013 10616 20629 293893 631878
1983 8075 9258 17333 316602 434815
1984 9142 11404 20546 287960 451179
1985 9418 11743 21161 354518 509417
1986 6736 6526 13262 430574 514037

Source: Calculated from "Report On Civil Aviation
~— Hong Rong," Annual Review of Civil
Aviation In Hong Kong, 1979-1987 issues.

TABLE 89

Percentage Share of Scheduled Passenger Traffic Between
Tokyo and Hong Kong

Year Total CP Air Cathay Japan Air
Traffic Pacific Lines
Share Share Share
1980 444417 2.8% 33.8% 63.4%
1981 506947 2.6% 37.1% 60.2%
1902 846400 2.1% 31.1% 66.8%
1983 768750 2.3% 41.2% 56.6%
1984 759685 2.7% 37.9% 59.4%
1985 885096 2.3% 40.1% 57.6%
1986 857873 1.4% 44.,9% 53.7%

Source: Calculated from Table 88.

volume that CP Air carried was recorded in 1985 with 21,161
passengers. This represented only 2.3% of the total passen-

gers carried by the three carriers. Table 89 shows the per-
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centage share of traffic between Hong Kong and Tokyo for CP
Air and its two major competitors. It indicates that traffic
share for CP Air has experienced a decline from the high of

2.8% in 1980 to the most recent 1.4% as measured against the

performance of these two major competitors.

8.3.2 The South-Pacific Ocean Region Market

Table 82 shows that in the Honolulu-Vancouver market, CP
Air had a majority share of this traffic during the early
part of the seventies. Until 1876 CP Air was able to main-
tain a minimum of 74.8 percent of the passenger traffic.
Subseqguent to this period, other carriers entered this mar-
ket to provide at least 40 percent of this sector's capaci-
ty. It 1is interesting to note, however, that the most
recent statistics indicate that CP Air has regained its dom-
inant position and gained 86.5 percent of the market in
1984, However, the Vancouver-Honolulu market follows the
general trend. The years 1977-1981 saw CP Air's share of
the market substantially reduced because of effective compe-
tition from other carriers. However, market share statis-
tics in Table 92 shows that CP Air was able to maintain a

75.2% of the total traffic in 1985,

The Honolulu-Nandi market is completely different in
terms of its market share trends. CP Air has never been a
strong competitor in this market. Qantas controlled a mini-

mum of 39 percent of the market until 1977. In 1983, Air
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TABLE 90

Carrier Share of Scheduled Passenger Traffic Between Canada
and Honolulu

Vancouver - Honolulu

CP Air N.A. N.A. 162649 134213
Continental 0 0 0 6402
Qantas 0 237 25455 32892
Western 26760 0 0 0
Total 26760 237 188104 178280

Toronto — Honolulu

CP Air N.A. N.A. 25738 35154

Edmonton = Honolulu

Air Canada 35101 38211 39204 37843
British Airways 20542 0 0 0
Total 55643 38211 38204 37843

Source: Calculated from ICAO, Traffic By Flight Stage,
various issues.

New Zealand took over the majority share position. In 1984,
CP Air share of the market improved to 39.1% but dropped to

27.9% in 1985.

Table 92 shows that CP Air has been very aggressive in

the Nandi - Sydney sector. From the 33% share of market in
1984, CP Air has been able to increase its share to 48.5% in
1985. Although traffic share for Continental also experi-
enced an increase, its magnitude was not as significant as

that achieved by CP Air.



Carrier Share of Scheduled Passenger Traffic Between

TABLE 91

Honolulu, Nandi, Australia and New Zealand

Flight Stage / Airlines

Honolulu - Nandi

CP Air
Continental

Air New Zealand
Qantas

Nandi - Sydney

CP Air
Continental
Qantas

Honolulu - Sydney

CP Air
Continental
Qantas

Honolulu - Auckland

CP Air
Continental

Air New Zealand
Pan Am

Source: Calculated from ICAO, Traffic By Flight
various issues.

1982

N.A.
27039
93186

121443

N.A.
13728
141495

227637

N.A.
49009
134346
79834

263189

1983

N.A.
15900
128886

173683

N.A.
49509
129591
82479

261579

1984 1985
65953 64077
35416 38018
67329 70188

0 57067
168720 229350
52419 54087
28735 26986
74788 28059
158618 111596
760 1567
29806 32381
138468 152544
184304 195546

N.A. 4371

53079 87160

142433 158334
67751 73480
263263 323345

Stage,

261
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TABLE 92

Percentage Share of Scheduled Carrier's Passenger Traffic
Between Canada, Honolulu, Nandi, Australia and New Zealand

Flight Stage / Airlines 1982 1983 1984 1985

Vancouver - Honolulu

CP Air (%) 0 0 86.5 75.2
Continental (%) 0 0 0 3.5
Qantas (%) 0 100.0 13.5 18.4
Western (%) 100.0 0 0 0
Toronto — Honolulu

CP Air (%) N.A. N.A. 100 100
Honolulu - Nandi

CP Air (%) N.A. N.A. 39.1 27.9
Continental (%) 34.8 32.0 20.9 16.6
Air New Zealand (%) 59.7 68.0 39.9 30.6
Qantas (%) 3.8 0 0 24.8
Nandi - Sydney

CP Air (%) N.A. N.A. 33.0 48.5
Continental (%) 22.3 25.5 18.1 =~ 24.2
Qantas (%) 76.7 74.5 47.2 25.1
Honolulu = Sydney

CP Air (%) N.A. N.A. 0.4 0.8
Continental (%) 6.0 9.1 16.2 16.5
Qantas (%) - 62.2 74 .2 75.1 78.0
Honolulu - Auckland

CP Air (%) N.A. N.A. N.A. 1.3
Continental (%) 18.6 18.9 20.2 27.0
Air New Zealand (%) 51.0 49.5 54,1 48.9
Pan Am (%) 30.0 31.5 25.7 22.7

Source: Calculated from Tables 90 and 91.
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For the Honolulu - Sydney and Honolulu - Auckland sec-
tors, traffic for CP Air has not been significant. For the
Honolulu - Auckland market, because of the fact that CP Air
was re—-entering this market after a long absence, CP Air had

difficulties in establishing and developing its position.

8.4 CANADIAN CARRIER LOAD FACTOR PERFORMANCE: SCHEDULED
PASSENGER TRAFFIC

Passenger load factor has important implications for air-

line operating cost®? and consequently, will affect 1its
profitability. Passenger load factors are a critical ele-
ment in airline pricing decisions. For each type of air-

craft there is a break-even load factor which airline man-
agement observe. The break—even load factor reflects the
number of passengers that the aircraft must carried 1in a
market so that the airline will not operate at a loss posi-
tion. In general, it can be said that the airline is making

a profit if the load factor is above its break-even levels.

$2 For example, a study conducted by ICAO indicates that
passenger operating costs in the Asia/Pacific region was
7.2 U.S. cents per passenger—-kilometre and 5.6 U.S.
cents per passenger-—-kilometre in the North/Mid Pacific
region, which was lower than the world average of 7.5
U.S. cents per passenger—kilometre. But the important
point is that for both of these route groups, higher pas-
senger load factor has been realized and the effect of a
higher load factor has contributed to a reduction of 0.2
U.S. cents per passenger-kilometre on both route groups.
See ICAO, Regional Differences In Fares, Rates And Costs
For International Air Transport, 1983, ICAO Circular
193-AT/75, 1984, p.24.
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TABLE 93

Analysis of CP Air and Its Competitor's Load Factor

LOAD FACTOR

Period 1 Period 2 Period 3
TRAFFIC SECTORS 1970-74 1975-79 1980-84

Anchorage/Vancouver

CP Air 63%

Major Competitor 51%

Market Average 56%
Anchorage/Tokyo

CP Air 46% 78% 76%

Major Competitor 42% 60% 66%

Market Average 40% 57% 65%
Tokyo/Hong Kong

CP Air 42% 44% 62%

Major Competitor 48% 59% 69%

Market Average 41% 52% 66%
Tokyo/Vancouver

CP Air 53% 69% 72%

Major Competitor 61% 62% 69%

Market Average 48% 65% 69%
Vancouver/Honolulu

CP Air 68% 67% 77%

Major Competitor 69% 55% 63%

Market Average 61% 63% 74%
Sydney/Honolulu

CP Air 52%

Major Competitor 55%

Market Average 52%
Honolulu/Nandi

CP Air 48% 58% 71%

Major Competitor 50% 63% 62%

Market Average 49% 61% 66%
Sydney/Nandi

CP Air 46% 56% 70%

Major Competitor 56% 64% 65%

Market Average 54% 63% 63%

Source: ICAQ, Traffic By Flight Stage, various issues.
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Market share and load factor statistics reflect the abil-
ity of an airline to capture or attract customers in a par-
ticular market. The higher the market share and load factor
for an airline in a specific market, the higher the profit-

ability the airline realized.

Of all the market sectors under examination, only two
sectors where positive growth in both market share and load
factor can be observed for CP Air. These are Honolulu and
Nandi, and Sydney and Nandi. The success that CP Air has
achieved in these markets cannot be disputed. In other mar-
ket sectors, while failing to achieve a strong market share
performance, CP Air has been successful in improving its
load factors. In many instances, they are well above the
market average. For example, during the period under review
the average load factor for the Tokyc and Vancouver sector
was 48%, 65% and 69% for periods 1, 2 and 3 respectively.
However, CP Air's load factors during these periods were
53%, 69% and 72% respectively, despite the fact that its
share of market had been declining from 75.4% in period 1 to

33.7% in period 3.

8.5 CANADIAN CARRIER PERFORMANCE: NON-SCHEDULED MARRETS

Non-scheduled international passenger traffic represented
30.9% of the total international passenger traffic performed
in 1972. This share of traffic has since faced a steady

decline for the ten years that followed. Despite the fact
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that there were traffic gains during 1982 to 1984, non-
scheduled traffic remained unimpressive with only 16.6%
share of the total international passenger traffic in 1985.
In addition, it should be noted that during 1985, there was
a 3.5% growth of the world total international traffic.93
These statistics reveal that the scheduled market grew at a
much faster rate than the non-scheduled segment. The slower
non-scheduled growth may be due to increasingly lower real
fares charged by scheduled carriers which have gradually

closed the gap charged by these two types of <carrier and

made non-scheduled traffic less attractive.

A special characteristic of the non-scheduled market is
the fact that market share performed by specialized charter
operators have always been greater than those performed by
scheduled carriers. During the past decade, non-scheduled
carriers have been successful in maintaining their share
with a margin of at least 58 percent, while scheduled carri-
ers had roughly 35 to 45 percent share of the charter mar-

ket.9%4

For the Pacific Ocean region, however, international non-
scheduled air transportation services have never been as
important as in other parts of the world. This is especial-

ly evident in the North Atlantic region where this type of

3 ICAO, A Review of the Economic Situation of Air Trans-

port, 1972 -1982," circular 177-AT/67, 1983, p.17.

®4 1CAO, The Economic Situation of Air Transport, Review and
Qutlook, 1986, Circular 200-AT/78, 1986, p.20.
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service has been an important source of passenger traffic.
The primary reason is that traffic flows within the Pacific
Ocean region were not as heavy as on the North Atlantic dur-
ing the sixties and charter traffic requires a high propor-
tion of the available seats to be occupied. Another expla-
nation is that fares offered by the scheduled carriers were
already at a relatively lower level within this region and
that this has affected the growth of the non-scheduled mar-
ket. The fact that most carriers operating on these routes
are not members to the International Air Transport Associa-
tion, which sets minimum fares level, would tend to support

this argument.

One of the world's leading non-scheduled carriers is Can-
ada's Wardair. In 1978, Wardair ranked sixth among the
world's biggest non-scheduled carriers measured in terms of
size, with an impressive performance of almost 3.8 billion
passenger—-kilometers. The airline's 5.4 billion passenger-
kilometers performed in 1981 helped Wardair became the sec-
ond largest non-scheduled carrier, ranked only behind the
Britain's Britannia. Wardair was able to establish a strong
position as a non-scheduled carrier and has remained one of
the leading operators since. In 1984, about 13% of the
world's total non-scheduled traffic (5.8 billion passenger-

kilometers) were performed by Wardair.95

85 Calculated from ICAO, The Economic Situation Of Air
Transport, Review and Outlook, 1986, Circular 200-AT/78,
1986, p.23.




TABLE 94

Canadian Non-scheduled Traffic Performance

Year Code

AC
Cp
WARD
CDN

1980
AC
CP
WARD
CDN

1982
AC
CP
WARD
CDN

1983
AC
Cp
WARD
CDN

Source:

CANADIAN FOREIGN TOTAL
ORIGIN ORIGIN CHARTER

173817
64526
482965
1444786

127356
166766
933371
1963474

413975
286867
870078
2314293

289363
331476
973113
2481604

Statistics
Statistics, Catalogue 51-003, Quarterly,

45641
47031
62293
165903

19036
117125
270954
451632

2464
126622
287527
445268

1490
90862
196302
292050

Canada,

various 1issues.

TOTAL LOAD REVENUE

SEATS FACTOR ($'000)

AVAIL.
219458 251198 87 23776
1115587 139307 80 13658
545258 699025 78 80966
1610689 1970389 81 173690
146392 175499 82 24788
283891 348905 80 55316
1204325 1451392 83 218410
2415106 2881676 83 373260
416439 542455 74 53518
413489 502717 83 83626
1157605 1535594 75 246627
2759561 3474147 79 485453
290853 399849 72 40398
422338 493015 85 73982
1169415 1400821 84 220467
2773654 3337115 83 453489
International Air Charter
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However, Canadian non-scheduled operations on the Pacific

Ocean Area were minimal.

were carried on a non-scheduled basis by Wardair.
carrier that

connecting Canada and Hong Kong was Air Canada.

had a

charter operation

In 1979-80,

on the

only 471 passengers
Another
Orient route

The airline

picked up 248 passengers from Hong Kong destined for Montre-

al in 1980-1981, while Wardair picked up 499 passengers des-
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TABLE 95

Percentage Share Distribution of Canadian Non-scheduled
Traffic

Performed By Foreign and Canadian Carriers

AS PERCENTAGE OF AS PERCENTAGE OF
TOTAL CANADIAN
REVENUE PASSENGER REVENUE PASSENGER
SHARE SHARE SHARE SHARE

1976
AC 9.4 10.2 13.7 13.6
Cp 5.4 5.2 7.9 6.9
WARDAIR 32.0 25.2 46.6 33.9
1980
AC 6.1 5.7 6.6 6.1
CP AIR 13.6 11.1 14.8 11.8
WARDAIR 53.6 47.1 58.5 49.9
1982
AC 10.6 14.5 11.0 15.1
CP AIR 16.5 14.4 17.2 15.0
WARDAIR 48.8 40.3 50.8 41.9
1983
AC 7.8 9.4 8.9 10.5
CP AIR 14,2 13.7 16.3 15.2
WARDAIR 42.4 37.9 48.6 42,2

Source: Calculated from Table 94.

tined for Montreal and 476 passengers destined for Toronto.
In 1980, 32 special charter flights were performed by CP Air
which carried almost ten thousand new Canadians under the

Canadian refugee charter program from Asia®®

During 1981, a total traffic of 2,270 passengers was

recorded®’ in charter operations for Air Canada from the

®6 See CP Annual Report, 1980, p.5.

°7 This included 908 passengers from Hong Kong, 454 passen-
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Pacific Ocean region. Meanwhile, total fbreign origin traf-
fic chartered into Canada totalled 4,857 passengers. There-
fore, Air Canada's charters from the Pacific Ocean region
represented 46.7% of total Canadian <charters from the
region. There was no charter traffic by a Canadian carrier

reported for the year 1981-1982.

From 1976 to 1983, total Canadian non-scheduled passenger
traffic increased by fifty per cent (See Table 94), The
growth rate of the Canadian international non-scheduled air
travel market as a whole has been fairly steady, while
growth on the Canadian Pacific Ocean region has experienced
substantial fluctuations and the overall results are not all
that impressive. Traffic only grew from 6,278 passengers in

1970 to 37,848 in 1981, that is, by a factor of 6.02.

In terms of Canadian carriers performance, Wardair has
consistently provided roughly fifty percent of Canadian
international air charter services. During the four years
under review, the largest market share that Wardair enjoyed
was in 1980_when 58.8% of revenues generated from the total
Canadian share went to them. This represented 49.9% of the
total passenger market share by Canadian carriers. Air Can-
ada's share of the market has contracted somewhat since the

high of 13.7% recorded in 1976 in revenue terms and its 1983

gers from Malaysia, 227 from Singapore and 681 passengers
from Taiwan resulted in a total of 2,270 charter passen-
gers from the Pacific Ocean region. Source: Statistics
Canada, International Air Charter Statistics, 1981. Cata-
logue 51-003. p.13.
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revenue share was only 8.9% of the total Canadian market
share. On the other hand, CP Air increased its share to
more than double 1its 1976 share as measured in both terms,
an increase from 7.9% to 16.3% in revenue terms and 6.9% to
15.2% in passenger seats available. The strength of Canadi-
an performance in the overall non-scheduled market puts the

Pacific Ocean region performance in striking perspective.

8.6 CANADIAN CARRIER PERFORMANCE: CARGO MARKETS

International cargo traffic has experienced significant
growth during the past decade. Between 1976 and 1981, an
average annual rate of growth of 8.1% in international cargo
traffic were recorded for IATA members. For the same peri-
od, the average growth for the North Pacific was 4.2%, while
16.6% has been observed for the South Pacific market.
Directional imbalances 1in international cargo traffic 1led
IATA to release figures according to directional flow and
marked differences in the average annual rate of growth can
be noted. For example, eastbound North Pacific traffic
shows 0.1% rate of growth while westbound North Pacific
traffic indicates 10.2% growth. Similarly, in the South
Pacific, a 10.4% growth rate was recorded for eastbound

traffic and 19.4% for the westbound.?®8

88 JATA, Passenger & Freight Traffic, Estimates/Forecasts
1982 & 1983 Economics And Industry Finance Division, Sep-
tember, 1982, Table 3.
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The Pacific Ocean region accounted for more than one-
gquarter of the world's international scheduled freight
tonne-km in 1984. A 17.3 percent average annual growth was
recorded for this region. About 30% of the 2 million tonnes
of freight performed was traffic between North America and

the region.®®

Cargo traffic performed by Canadian carriers in this
region was mainly the result of combined scheduled passen-
ger/cargo operations. All freight scheduled services have
not been introduced in this market mainly because CP Air has
no freighter aircraft. Although Air Canada maintains a fleet
of freighter aircraft and has expressed an interest in oper-
ating in this region, it was prevented from doing so due to
a lack of traffic rights.'°® Fearing that Air Canada might
manage to get into this market, CP Air was quick to arrange
an agreement with the United States based Flying Tiger Air-
lines to provide such services. However, upon objections
raised by Air Canada, CP Air was unable to implement the
agreement effectively.'°! As a result, freight traffic per-
formed by Canadian carriers in the Pacific Ocean region was
mainly the result of CP Air's belly cargo. Table 86 summa-
rizes the market share of CP Air's cargo traffic in this

region.

9% 1CAO, ICAO Bulletin, July, 1986, p.26.

100 The Globe And Mail, 8 August, 1986, p.B2.

101 The Globe And Mail, 29, October, 1986, p.BS5.
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Table 97 shows the scheduled cargo traffic between Hong
Kong and Vancouver for the period 1980 to 1986. A similar
trend emerged when Cathay Pacific began its operations with-
in this sector. Since 1984, CP Air has suffered a continu-
ous decline in cargo traffic and by 1986, CP Air only per-

formed 23.2% of the total traffic for this sector.

Table 98 shows the market share distribution of the
selected carriers operated on the Hong Kong and Tokyo sec-
tor. It shows that market share for CP Air cargo services

has been declining from 15% in 1980 to only 1% in 1986.



TABLE 96

Canadian Market Share For Scheduled Freight Traffic In The
Pacific Ocean Region

Market Share
Period 1 Period 2 Period 3 R
TRAFFIC SECTORS 1970-74 1975-79 1980-84 PR

Tokyo/Vancouver
CP Air share 57,8% 61.9% 0.8%
Major Competitor 42.2% 38.1% 0.2%
Vancouver/Tokyo
CP Air share 100.0% 51.7% 50.7%

Major Competitor 0.0% 48.3% 49.3%

Vancouver/Honolulu

CP Air share 98.8% 86.8% 32.9%*

Major Competitor 2.9% 17.7% 25.0%
Honolulu/Vancouver

CP Air share 94.,9% 65.3% 64.1%

Major Competitor 6.3% 46.3% 35.8%
Sydney/Honolulu

CP Air share N.A. N.A. 7.0%

Major Competitor N.A. N.A. 65.6%
Honolulu/Nandi

CP Air share 1.8% 4.1% 14.1%

Major Competitor 49.0% 44 ,5% 29.2% :
Nandi/Honolulu

CP Air share 9.2% 18.3% 28.6%

Major Competitor 31.6% 42.6% 38.6%
Sydney/Nandi

CP Air share 5.2% 9.6% 30.8%

Major Competitor 52.1% 74.2% 55.4%
Nandi/Sydney

CP Air share 1.5% 4,0% 22.5%

Major Competitor 44.9% 57.2% 28.8%

Source: Figures are estimated from ICAO, Traffic
By Flight Stage, various issues.

* Note: In 1984, freight traffic share for CP Air
was 93.7%.
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Scheduled Freight Traffic Between Hong Kong and Vancouver,
1980-1986

Year

1113422
1206315
1391280
1210857
809010
751892
575287

43.7
37.5
23.2

Cathay Pacific

104169
125202
190700

(%)
9 56.3
6 62.5
0 76.8

Total

1850709
2003928
2482287

Source:

Calculated from "Report On Civil Aviation
-— Hong Kong," Annual Review of Civil
Aviation In Hong Kong, 1979-1987 issues.

Percentage Distribution of Scheduled Freight Traffic Between
Hong Kong and Tokyo,

Note:

Source:

Total
Freight

30983813
33454725
35041944
36718399
41844208
46918822
64411894

TABLE 98
1980-1986
CP Air Cathay Japan
Pacific Airlines
5% 50% 45%
4% 42% 54%
5% 33% 62%
4% 30% 66%
4% 33% 63%
4% 32% 64%
1% 45% 54%

Total freight traffic reflects only total volume
carried by the three carriers under review.
Traffic operated by other carriers on the route

is not included in the total.

Calculated from "Report On Civil Aviation

-— Hong Kong," Annual Review of Civil
Aviation In Hong Kong, 1979-1987 issues.
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8.6.1 The Pacific Ocean Region Market Via Europe And South
Asia

Market share performance of various airlines operating to

the Pacific Ocean region via Europe and South Asia are sum-

TABLE 99
Carrier's Share of Scheduled Passenger Traffic Between

Britain, India and Singapore

Flight Stage / Airlines 1982 1983 1984 1985

London — Bombay

Air Canada 0 0 0 35141
British Airways 154168 140095 146485 188615
Air India N.A. 13006 N.A. N.A.
Singapore Airlines 0 53601 72042 15556
Tota 154168 212702 218527 266143

Bombay - Singapore

Air Canada 0 0 0 38245
Air India N.A. 52127 N.A. 31774
Qantas 0 81592 107100 105057
Singapore 71031 73098 76275 73806
Total 176772 375838 292895 310668

Source: Calculated from ICAO, Traffic By Flight Stage,
various issues.

marizes in Table 99. It shows the Canadian traffic share
for points operated between London and Singapore via Bombay.
With respect to the initial flight stage from Canada, Air
Canada operated from Calgary, Edmonton, Vancouver, Toronto

and Montreal. It achieved a monopoly on the Calgary - Lon-
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don and Edmonton - London routes when British Airways sus-
pended its services in 1983 on these routes. For the Van-
couver- - London route, Air Canada has performed relatively

well and its market share has typically been around 63% to
75%. British Airways has been very aggressive in the Toron-
to ~ London sector; from the 41.4% share of market performed
in 1982, British Airways was able to increase its share to
50.6% in 1985. In the Montreal - London sector, market
share for British Airways has always exceeded it competitor,
Air Canada. Gradually, however, Air Canada has regained its
relative importance in this sector. In 1982, Air Canada had
34.0% share of the traffic while British Airways obtained
66.0% and, in 1985, their share was 42.2% and 55.5% respec-

tively.

The traffic from London to Bombay were performed on the
basis of fifth freedoms obtained from the British. From
Table 100, it can be noted that Air Canada had a 13.2% share
of market from London to Bombay. Although this number was
significantly below that performed by British Airways, the
airline has been able to carry over twice as much traffic as
Singapore airlines, another fifth freedom carrier operating
on the same route. It is interesting to note also that Sin-
gapore Airlines has traditionally been known as an aggres-—
sive carrier. The fact that Air Canada has out-performed
Singapore Airlines on the same footing clearly demonstrates

Air Canada's strength as an airline. Similarly, in the Bom-



278
TABLE 100

Percentage Share of Scheduled Carrier's Passenger Traffic
Between London, Bombay and Singapore

Flight Stage / Airlines 1982 1983 1984 1985

London - Bombay

Air Canada (%) 0 0 0 13.2
British Airways (%) 100.0 68.7 67.0 70.9
Air India (%) N.A. 16.3 N.A. N.A.
Singapore Airlines (%) 0 25.2 33.0 5.8

Bombay - Singapore

Air Canada (%) 0 0 0 12.3
Air India (%) N.A. 13.9 N.A. 10.2
Qantas (%) 0 21.7 36.6 33.8
Singapore Airlines (%) 40.2 19.4 26.0 23.8

Source: Calculated from Table 99.

bay - Singapore market, Air Canada performed 12.3% of the
total traffic during its first year of operation in 1985,
Although the traffic performed was about 20% below that of
Qantas and 10% below that of Singapore Airlines, Air Cana-
da's performance was 2.1% above that of Air 1India, a host
country carrier from India which was well established in
this market. Therefore, Air Canada's operation into the

Pacific via the Atlantic can be viewed as successful.

In addition, it should be noted that although Air Canada
operated in the Frankfurt - Delhi sector, the airline did
not have traffic rights to either India or Singapore from
Frankfurt. Therefore, Air India was the only airline that
offered scheduled passenger services from Canada to Singa-

pore Via Delhi.
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8.7 CONCLUSION

Three major market types have been identified in the
international air transportation industry: (1) scheduled
passenger market, (2) non-scheduled passenger market and (3)
cargo market. Of these three major market types, scheduled
passenger market has been the most important type of all for

Canadian carriers operated in the Pacific Ocean region.

This carrier performance analysis is done both by market
share and load factor. Market share performance is of stra-
tegic importance to the development of firms in oligopolis-
tic markegs. It also has public interest implications in
the field of international air transport because a national
carrier's traffic strengthens a nation's balance of payments
problem. It is possible, of course, that market share 1is
increased unduly at the cost of load factors (and profit-
ability). Ideally, both aspects of performance should be
positive. When market share performance is weak, strength
in load factor performance may act to support carrier prof-
itability. Such profitability, or loss minimization, may
not have long-run viability and may reflect defensive and

restrictive carrier conduct.

Performance of the scheduled passenger market has been
analysed according to two major geographical regions; name-
ly, the North Pacific Ocean region and South Pacific Ocean

region. Established route sectors for each region is fur-
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ther identified and analysed. The data reveal a weak market
share performance by CP Air in the North Pacific, character-
ized by a continuous decline in share for all sectors. The
only exception to this is the Tokyo - Hong Kong sector where
share of CP Air's market has increased somewhat during the
1975-1979 period but experienced a rather sharp decline dur-
ing the later period under review. Comparatively speaking,
market share results for all market sectors were well below
that of its major cdmpetitor with the exception of Tokyo -
Vancouver where CP Air has a significantly larger share than
the major competitor wup until 1980. The South Pacific
region shows a gradual improvement in market share perform-
ance despite the fact that these are relatively small market
share in comparison with CP Air's major competitor. This is
not without exception, however. 1In fact, quite opposite to
the general performance observed in other sectors, CP Air's
market share in the Vancouver - Honolulu sector has been
significantly higher than its major competitor but was

experiencing decline over the period under review.

Growth trends for CP Air in the North Pacific have been
mixed. Early 1in the period under review up until 1980,
positive growth can be observed in both Tokyo - Hong Kong
and Tokyo - Vancouver sectors, while declining growth was
being observed in Anchorage - Tokyo sector. Subsegquent to
1980, all sector experienced decline in traffic growth. 1In

addition, all growth were significantly lower than its major
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competitor. As for the South Pacific, positive growth was
recorded in the earlier period with a decline after 1980 for
all sectors. With the exception of the Vancouver - Honolulu

market, all sectors have a higher growth rate.

For both North and South Pacific regions, performance of
CP Air's load factor has been impressive. 1In fact, not only
has the trend of load factor been steadily improving, it has
always exceeded the market average with the exception of the
Tokyo - Hong Kong sector. However, CP Air also experienced
load factors that were below 1its competitor's level in Van-
couver - Honolulu sector before 1975, and before 1980, 1its
load factors for both Honolulu - Nandi and Sydney - Nandi

sectors were well below market average.

Based on this analysis, the <conclusion can be reached
that traffic growth 1in South Pacific region has enabled CP
Air to improve its passenger load factors while expanding
its share of the total market, making these sectors more
profitable during the later period under review. For the
North Pacific region, however, even though CP Air has not
shown aggressiveness in capturing a bigger share of the mar-
ket, higher load factors is indicates success in improving
profitability. It is therefore, not surprising that CP Air
has recently announced to increase 1its efforts and market

presence in this region.
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As far as non-scheduled services are concerned, it has
been noted that no major efforts has been made by CP Air in
the Pacific Ocean region. Limited non-scheduled passengers
services were offered by Wardair, but the number has not

been impressive.

Cargo operation in the Pacific Ocean region has been lim-
ited to belly space transport. Scheduled all cargo freight
transport has not been operated by either Canadian carriers,
but limited non-scheduled cargo has been performed by Air

Canada to China.

Finally, the respectable 12.3 percent market share with
an average load factor of 60 percent achieved by Air Canada
during the first year of operation into the Pacific Ocean
region via the ©North Atlantic completed the current analy-
sis. In sum, this analysis of Canadian carrier performance

in the Pacific Ocean region has shown that:

1. Scheduled traffic performance by CP Air, according to
market share analysis, showed some strength but dete-
riorated wunder competitive pressure later in the
1970-1985 in important markets.

2., CP Air's load factor performance was better than its
market share performance but this may, in part,
reflect restrictive provision of capacity.

3. It was left to Air Canada to put pressure on CP Air

to activate the bilateral with China.
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Air Canada showed considerable initiative in'reaching
Singapore in the Pacific Ocean region but 1its route
was lengthy and indirect.
Performance of Canadian air cargo carriers in the
region was relatively weak.
Non-scheduled traffic performance of Canadian carri-

ers was also disappointing.



Chapter IX
CANADIAN AIR TRANSPORT PERFORMANCE IN
PERSPECTIVE
While it is not a primary objective of this thesis, it is
illuminating to identify the factors that are of strategic
importance in explaining why Canadian air transport perform-
ance, while not without merit, fell somewhat short of what
might have been expected. A review of these factors is the
purpose of this chapter. This analysis will have two some-
what interrelated components. The first will discuss the
conduct of the carriers and the second, the role of the Can-

adian government.

9.1 THE CONDUCT OF THE CARRIERS

Chapter VIII provided a detailed analysis and evaluation
of Canadian carrier performance in the Pacific Ocean region.
In this discussion of the conduct of the Canadian carriers,
four distinct, though interrelated, elements emerge. First,
there 1is the management of carrier operations. Second,
there is aircraft fleet planning and development. The third

element is the adequacy of carrier resources related to sys-

tem responsibilities. Finally, strategic considerations
that are largely, or entirely, beyond a carrier's control
should be noted. In this section, primary attention will,

of course be devoted to CP Air.

- 284 -
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Operating cost control in airline operation requires pre-
cision and attention to detail. Certain carriers operating
in the Pacific Ocean region, such as Japan Air Lines and
Singapore Airlines, are outstanding in their cost control.
Some guestions can be raised about CP Air's conduct with
respebt to costs. In the context of more general critical
comment by Goldenberg on this aspect of CP Air's economic,
the following point was made:

CP Air's wuse of orange paint on its planes not
only adds to its maintainance bills, but also

increases fuel consumption by 0.5 percent. This
... amounts to about 750,000 gallons costing $1
million at 1981 prices. Eastern Airlines, for

example, shaved its annual fuel and maintainance
bills by $2.5 million as a result of stripping the
paint off its planes and polishing the silver met-
al instead.'°?
At the end of the period wunder review, the president of
CP Air, Donald Carty introduced a major strategy to improve
aircraft wutilization, improve the efficiency of flight

training, reduce inventories, lower the cost of engineering,

maintenance and handling, and offer more non-stop service.

With respect to product differentiation by special ser-
vice to promote business class travel, CP Air's activity
appears to have been more defensive than aggressive. For
example, CP Air's Empress class service was introduced to
rival Cathay Pacific's Marco Polo Class of service. Also,
CP Air introduced a new business class of service on the

route between Canada and Japan in 1983 with the support of

102 gusan Goldenberg, "Canadian Pacific -- A Portrait of
Power", Methuen, Toronto, 1983. p.146.
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considerable promotion, but this move should be placed in
the context of a traffic decline in the preceding three
years. It did, however, have a favourable impact on traffic

at the time of introduction.

In another area of competition, £flight frequencies, CP
Air's conduct appears to have been perverse. 1In response to
the entry of Cathay Pacific on the Hong Kong - Canada route,
CP Air reduced its flight frequency from three to two per

day.

CP Air did make a serious effort in the charter market.
It entered the charter market during the 1970s. In 1973,
Transpacific Tours Limited (TPT) was established in partner-
ship with a Japanese firm to package tours and handle traf-
fic primarily traffic originating in the Orient destinated
for Canada. In 1976, CP Air formed a separate charter divi-
sion as passenger charter demand expanded. A year later, CP
Air acquired total ownership of TPT and, in 1979, estab-
lished CP Air Holidays for operation of its own charters.
In 1984 CP Air Holidays launched a joint venture with Viva
Holidays of Australia to promote and sell Viva's vacation
programs in the Canadian market. However, as has been seen
in Chapter VIII, these efforts met with limited success and
CP Air withdrew from charter activity in this region in

1984.
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Cargo operation never seems to have been a high priority
matter for CP Air in the Pacific Ocean region, even though
it had long held rights for cargo as well as passenger oper-
ations. Industrialization in the region would appear to
have presented opportunities but traffic promotion either by
price or non-price methods has not been apparent nor was any

action taken to use a specialized aircraft.

It is interesting to note that Air Canada, in addition to
its aggressive development of its round-about route to Sin-
gapore, conducted two charter flights from Hong Kong late in
1985. These flights resulted from the need of a Hong Kong
freight forwarder to make Christmas-season clothing ship-
ments to Texas. Air Canada provided a freighter aircraft
from its specialized fleet for this purpose. Subsequently,
Flying Tiger Lines of the U.S., an all-freight airline, pro-
tested and Air Canada's routing was restricted by the inclu-

sion of Toronto.

Finally, it should be noted that partial productivity
measures for 1983 and 1984, given in Chapter VI, showed that
Japan Airlines, Qantas, Singapore Airlines, Cathay Pacific,
Northwest Orient, and Pan Am, were well ahead of CP Air and
Air Canada according to data based on international opera-
tions. Partial productivity measures must be treated with
care but the figures are, nevertheless, an important operat-

ing indicator.
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CP Air's long-range jet aircraft fleet development, which

is fundamental to international traffic, began late in 1959
with an order for six standard Douglas DC-8 aircraft. Five
DC-8-63s, an aircraft type specially designed for long range
expanded passenger and cargo capacity, were acquired about a
decade later. All DC-8s were retired in 1981 and 1983. The
airline's wide-body fleet began with Boeing 747s. Of the
first two acquired in 1973, one was used on Pacific service.
Two more were added to CP Air's fleet in 1974. 1In 1979, two
DC-10-30s were purchased and several more were added subse-

guently.

Against the background of strong international traffic
growth during the mid-seventies, the airline planned for a
major and ambitious fleet expansion program aiming at cap-
turing its traffic and enlarging its market share. However,
a variety of circumstances, both internal and external, led
to disappointments. Air transport expansion was harassed by
high fuel costs and then by high interest rates. CP Air's
problems with market share expansion led eventually to fleet
rationalization by the end of the period under review. In
1985, CP Air sold its complete fleet of Boeing 747s to Paki-
stan and brought four more DC-10's. The salé of Boeing 747
parts and maintenance equipment brought in millions of dol-

lars in cash for CP Air.

CP Air's eventual reliance on DC-10s for wide-body ser-

vice did rationalize and simplify 1its fleet. The DC-10,
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which is smaller than the 747, offered the potential of
increased flight frequencies. However, it is inferior in
range and in other economic characteristic such as break-
even load factor. For long-range use, the DC-10-30 required
extended-range fuel tanks in an attempt to provide non-stop
service. Such a device 1is unfavorable to the payload -
overall weight ratio and, 1in CP Air's case even the extra
tanks could not always deliver the sought-after non-stop

service.

The next element in strategic airline conduct to be con-
sidered is the adequacy of carrier resources related to sys-
tem responsibilities. Throughout its history, CP Air has
aggressively sought system extension in order to achieve
major airline status in a Canadian system, which began with
an Air Canada (TCA) monopoly. This led CP Air to grasp the
chance to serve the Australia route 1in order to get a major
international link. It was fully recognized that this entry
into the Pacifié Ocean region would put pressure for many
years on the airline's resources because of the low-traffic,
long-range character of the routes. By 1970, CP Air had
been able to extend 1its international network to Europe,
Lain America and additional routes in the Pacific Ocean
region. Statistics provided in table 80 in Chapter VIII

puts CP Air's international traffic in perspective.

Meanwhile, 1in Canada, CP Air had gained recognition as

alternative airline to Air Canada in Canada's domestic sys-



290
tem. The transcontinental system had initially been an Air
Canada monopoly. However, government policy was modified
and CP Air entered the system and eventually became a full
participant through a series of phased increasing market-
share limits. The seventies were an important period of
progress when CP Air was allowed to improve 1its position

successively in 1970, 1974, 1977 and 1979.

These system expansions put heavy demands on CP Air. The
Canadian Pacific conglomerate, of which CP Air was a part,
was bound to react with caution to the financing of the
expansion of CP Air, especially for Pacific Ocean region
purposes, when it had had to absorb losses for many years.
Also, market share expansion by CP Air encountered heavy
costs of rivalry. In particular, Air Canada countered CP
Air's efforts in Canada by strong price competition. To sus-
tain its development in the Pacific Ocean region, it is not
surprising that CP Air appears to have found 1itself faced

with financial problems.

The magnitude of CP Air's talk of system expansion can be
seen from the fact that CP Air ranked 20th among major
international scheduled airlines in terms of tonne-kilo-
meters performed in 1969 but ranked 30th in 1979. Air Cana-
da ranked 12th in 1969 and 13th in 1979, By 1985 Air Canada
ranked 14th, with Japan Air Lines and U.S. carriers,
including United, Pan Am and Northwest Orient, 1in the top

ten. Singapore Airlines had risen to 15th and Qantas ranked
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20th. The Pacific Ocean region was clearly much too compet-

itive for CP Air to cope with.

Strategic circumstances which were largely, but not
entirely beyond airline control, form the fourth component
of the explanation of CP Air's conduct in the Pacific Ocean
region. The directional nature of traffic flow, dictated by
relative population size, relative economic expansion, and
the priority c¢f the region in national economics, has creat-
ed fundamental problems for CP Air. It is well recognized
in international air transport that carriers of the country
of origin for traffic have an advantage in capturing this
traffic. This problem has been especially acute 1in cargo
traffic but also affects other airline traffic. Remedies
are more difficult to achieve than, for example, in the U.K.

where there are deep-seated economic and social links of

long-standing.

Second, it should be noted that the labour costs of Asian
and Australasian carriers form a lower proportion of total
operating costs than they do for North American carriers.
Doganis, for 1982, shows the first group at an average of 16
percent while the North American group 1is at 35 percent.
More specifically, the percentage for Qantas is 27 percent
and for Japan Air Lines, 24 percent while Air Canada's per-

centage is given at 36 percent.'®3 A separate estimation for

103 Rigas Doganis, Flying Off Course —-— The Economics of
International Airlines, George Allen & Unwin, London,
1985, p.90.
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CP Air, on the basis of its Annual Report, gives a percent-
age of 32 percent. While productivity differences explain
some of the discrepancies, differing national wage rates

probably contribute to this competitive problem for North

American carriers.

9.2 THE ROLE QF THE GOVERNMENT

The central question to be addressed in explaining the
role of the Canadian government's air transport policy in
the Pacific Ocean region in the 1970 - 1985 period 1is the
way in which 1t worked to promote air transport system
development in support of Canada's economic interests and
its strategy in support of Canadian air transport industry
development. The two aspects of this question direct this
discussion towards government bilateral agreements and gov-
ernment policy on <carrier choice. These two issues are

inter-related.

Important conclusions about air transport in the Pacific

Ocean region include the following:

1. The basic determinants of air transport activity
have been highly supportive to expansion in the
period under review. They include industrial
and trade development and the rise of tourism

backed by strong population growth.
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2. Economic nationalism 1in a variety of forms has
promoted strong air transport rivalry in the
region.

3. Air transport development by a variety of
national airlines, in Asia, Australia, and the
United States, has been aggressive and competi-
tive. The airlines vary considerably in charac-
ter of operation.

4, United States development of multiple gateways
and carrier designations has been competitive

for Canadian based air traffic.

In general, the Pacific Ocean region has seen a relative-
ly rapid evolution into a major world regional air transport
theatre of operation. It has considerable variety and com-
plexity in its passenger and cargo markets and very competi-

tive conditions for air transport operations.

Canada has extended the scope of its system of bilaterals
in the period under review. Of major importance has been
the Canadian government's work to establish links with the
Asian mainland in the Pacific Ocean region and to provide
for penetration of the Southeast Asia sector of this region.
More specifically, the bilateral with China, and the work
towards the bilateral with Korea should be noted. In South-
east Asia the new U.K. bilateral linked with the bilateral
with India provided a system for Air Canada to reach Singa-

pore, albeit by a roundabout route. Subseguently a bilater-

[
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al was concluded with Singapore to provide a better link.
Also, the U.K. bilateral provided "beyond" freedom links to
Bangkok, Jakarta and Manila; these were, however, rather
limited in their provisions. Also, in the South Pacific
sector, the New Zealand bilateral was activated. These were
important strategic moves to provide a more substantial Can-

adian traffic system in the Pacific Ocean region.

The Canadian government chose to continue its "division
of the world" policy in the period under review. Carrier
selection is a government responsibility in any event in the
bilateral system of international air transport. Further,
the “"division of the world" system would appear to make
basic sense in terms of the effective use of Canadian air
transport resources. Bilateral routes involve small number
rivalry with foreign carriers and, since Canada's air trans-
port system 1s very widespread, economy of resource use is
very important. Market specialization by the "division of
the world" policy for carrier system development makes gen-
eral sense. The main guestion about the role of the Canadi-
an government in carrier choice is concerned with the appli-

cation of the "division of the world" approach.

In the evolution and application of its "division of the
world" policy, the Canadian government has had alternatives.
At the time of the policy's establishment, Canada had two
international carriers in operation, Air Canada and CP Air.

In the major Canadian overseas market, both carriers were
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operating to Europe while CP Air had all the Pacific Ocean
traffic. One alternative would have been to confine Canadi-
an participation in Europe to Air Canada, leaving the Pacif-
ic Ocean markets 1in the hands of CP Air. This would have
simplified Canada's European system for scheduled traffic
development but would also have conserved CP Air's resources
for its Pacific Ocean region, as well as a domestic, system
development. It also would carry the risk of a loss of ini-
tiatives by Canadian carriers if the European traffic were

left to one carrier.

A second alternative would have wused Air Canada directly
in the Pacific Ocean region along with CP Air while the
European two-carrier policy was continued. Based on the
"division of the world" principle, the two carriers would
have different systems in the Pacific Ocean region, analo-
gous to the pattern established 1in Europe. This pattern
would have provided a maximum range of carrier system initi-
atives for Canada based on international rivalry while mini-
mizing internal Canadian rivalry, as intended in the "divi-
sion of the world" policy. It would also have lessened the
demands placed on CP Air resources in the Pacific Ocean

region.

A third alternative would required the use of a two-car-
rier policy for Europe and, essentially, a single carrier
policy for the Pacific Ocean region. The continuation of CP

Air's virtual monopoly of Canadian carrier operation in this
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region appears to have limited Canadian carrier system
development. It has confined carrier initiatives to one car-

rier, the smaller of the two.

The third alternative was the one used 1in the period
under review. In terms of a balance of advantages, consid-
ered against the backdrop of the dramatic changes in the
Pacific Ocean market in this period, the second alternative
would appears to have the most merit. It was, in fact, cho-
sen subsequently. Government policy in carrier selection
does not appear to have fundamentally wrong. Rather, the

adjustment of this type of policy application was too slow.



Chapter X

CONCLUSION

This economic analysis of Canadian airline development
and air transport public policy in the Pacific Ocean region
in thé 1970 - 1985 has four main components. Following an
introductory statement, Chapter II and Chapter III respec-
tively present general airline economics and the institu-
tional framework for international air transport in order to
provide some basic knowledge for this study. The second
component, Chapter IV, Chapter V, Chapter VI and Chapter
VII, present material which is specific to the Pacific Ocean
region. Canada's bilateral air agreements and public policy
on carrier designation are given 1in Chapter IV. Chapter V
analyses the demand, supply, price and output conditions
operating in the region. 1In Chapter VI, a systematic review
is conducted of the <climate of air transport rivalry and
relationships which have developed in the region. Included
in this chapter is a review, by nation; of bilateral agree-
ments and the international carriers operating 1in Pacific
Ocean markets. Chapter VII gives information on the charac-
ter and development of Canadian traffic in the Pacific Ocean
region. It includes a discussion of traffic diversion via
the United States. Chapter VIII and Chapter IX make up the

third component. In Chapter VIII a systematic analysis is
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conducted of Canadian air carrier performance in the Pacific
Ocean region. This includes market share analysis done by
markets and by traffic type, i.e., scheduled, non-scheduled,
and cargo. A load factor analysis of Canadian carrier per-
formance for the important scheduled market classification
is also includéd on a sector by sector basis. These compo-
nents are then brought to a focus in Chapter IX where carri-
er conduct and the role of the Canadian government are dis-
cussed. Finally, the results of the thesis are reviewed and

comments are offered on their implications.

Three principal guestions have been addressed in this
thesis which covered all of the important aspects of Canadi-
an commercial air transport operations in the Pacific Ocean

region from the period 1970 to 1985.

First, with respect to the nature and the evolution of
Canadian commercial air transport participation in airline
traffic in the Pacific Ocean region, this study revealed

that:

1. Canada has been an important participant in interna-
tional commercial air transport throughout the period
under review. Almost half of all the Canadian sched-
uled traffic was performed on an international basis.
The Pacific Ocean region share of this Canadian
international scheduled traffic rose from 2.35 per-

cent in 1970 to 6.22 percent in 1984.
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The Pacific Ocean region is an important and increas-
ingly significant region for airline activity, as
traffic growth 1in this region has shown by far the
greatest percentage increase among the top regional
markets. In 1970, only 7.8 percent of the world's
airline traffic were accounted for by the Asia/Pacif-
ic region, by 1985, this number has increased to rep-
resent a share of 17.7% percent of the world's sched-
uled traffic. It is noteworthy that this percentage
share has risen from just under 9 percent of that of
the largest market region to almost 50 percent.
The conduct of air transport operations has been con-
ditioned by national considerations and by the div-
erse character of the carriers serving the region.
This study revealed that countries in the Pacific
Ocean region have experienced significant economic
growth, in addition, favourable trends that are
important elements in promoting air transport growth
including increases in population, rising real income
per capita and strong growth of industrial output
have also been observed in this region. Initiatives
provided by the region's national governments has
helped to create many strong carriers in the region.
During the period wunder review, carriers in the
Pacific Ocean region has shown significant traffic
growth and impressive performance results. Many car-

riers from this region have developed to become top
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carriers of the world with the help of long-range jet
aircraft and innovative marketing strategies.

The proliferation of trading activities had resulted
not only in an increase of passenger traffic, but
also in a dramatic increase in cargo traffic.

U.S. deregulation has, through additional gateways
and its stimulus to the traffic promotional efforts
of U.S. carriers has resulted in the the diversion of

a significant volume of Canadian traffic to the U.S.

Second, the performance analysis of the Canadian govern-

ment in the development of air transport was done in Chapter

IV. It revealed that:

1.

the Canadian government had been effective in extend-
ing and improving Canada's Pacific Ocean region net-
work for air transport through new, and major revi-
sions of existing, bilaterals. The bilateral network
for Canadian carriers was substantially extended in
the period under review.

With respect to the government's ability to repair
flaws in the existing bilateral agreements, problems
with the Japanese and New Zealand agreements suggest-
ed that Canada has not been as successful as one
might have hoped.

The Canadian government "division of the world" poli-
cy, while not challenged as a suitable policy, has

had disappointing results in its application. Net-
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work development has not been fully exploited by the
assigned carrier, CP Air, and CP Air's performance on

existing routes has not been fully satisfactory.

Third, Canadian carrier performance has been reviewed in

terms of market share and load factors. This performance

analysis revealed that:

1.

The market share performance in scheduled passenger
traffic has been generally inferior to its major com-
petitors and has suffered further decline except in
isolated cases.

Charter activity by CP Air was sustained through most
of the period but, after very limited success, was
terminated.

CP Air's cargo traffic performance has been weak.
Load factor analysis of CP Air's performance gave
more encouraging results. However, while load factor
performance is supportive of airline profitability,
it does not offset the 1long-run implications of loss
of market share.

CP Air has not been aggressive in exploiting new
bilateral opportunities.

Air Canada did succeed 1in building a multiple-bilat-
eral linkage with Singapore and in attracting inter-
est from Hong Kong in cargo shipment as a result of
Air Canada's reputation in air freighter fleet opera-

tion.
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This thesis has certain implications for Canadian air
transport development 1in the Pacific Ocean region. They

involve both public policy and carrier operations.

First, while the "division of the world" policy is useful
in the environment of international air transport, its
application needs attention. Government allocation of
routes to carriers 1is fundamental to the economics of
resource allocation in international air transport. For
successful dynamics, the application of this policy needs to
be both realistic in terms of regional route assignments and
responsive to changing conditions. The Pacific Ocean region
is very complex and is an area of strong growth and substan-
tial growth potential. The policy of single-carrier use,
and the smaller carrier at that, has been unrealistic. Giv-
en the significant change in competitive conditions and the
performance problems of CP Air in the period under review,
it is clear that adjustment in the application of the policy
was too slow. Subsequent ﬁo 1985, a change to a two-carrier
policy was made and this seems to be appropriate in the
light of the analysis in this thesis. For proper policy
application, continuing monitoring of carrier performance
and competitive conditions is needed and, when appropriate,

political action needs to be taken.

Continuing efforts are needed to ensure that Canadian
bilaterals have sufficient flexibility 1in terms of Canadian

needs. It is very important that bilaterals, once negotiat-
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ed become fullyleffective in terms of traffic. The bilater-
al with China is an example of difficult development. Here,
special attention might be given to governmental interde-
partmental cooperation to facilitate trade, travel, and

transport activity.

The field of cargo operation 1is difficult. In addition
to the opening of the region to Air Canada air freighter
operation, it would seem that gateway airports should be
evaluated and improved, if necessary, for effective and
efficient cargo handling 1links with freight forwarders
should be explored and cooperation between airline and gov-

ernment trade personnel could be beneficial.

Passenger charter traffic development possibilities need
evaluation. It might be that charter activity is somewhat
obsclescent because of scheduled passenger seat-sale tech-
nigues. However, such a conclusion is probably too hasty,
Wardair, a very successful Canadian international charter
specialist, might be encouraged to explore the Pacific Ocean
region with care. Also, institutional linkages with travel
organizations and airports in the region might also be
facilitated by government-airline cooperation 1in this field

of transport.




Appendix A

IATA REGIONAL DEFINITION

Southeast Asia

Brunei, Darussalam, Burma, Indonesia, Kampuchea (Demo-
cratic), Lao People's Democratic Republic, Malaysia,
Philippines, Singapore, Thailand, Viet Nam.

Northeast Asia

China, Hong Kong, Japan, Korea (Democratic People's
Republic of), Korea (Republic of), Macau, Mongolia,
Taiwan (Province of China), USSR (East of Urals).

Southwest Pacific
Australia, New Zealand, Papua New Guinea and all other
islands of the South Pacific including American Samoa,
Carcline Islands, Christmas Islands, Cocos (Keeling)
Islands, Cook Islands, Fiji, French Polynesia, Guam,
Johnston Island, Kiribati, Mariana Islands, Marshall
Islands, Midway Islands, Nauru, New Caledonia, Niue,
Norfolk Island, Pitcairn, Samoa, Solomon Islands,
Tokelau, Tonga, Tuvalu, Vanuatu, Wake Island and
Wallis and Futuna Islands.
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Appendix B

POLICY STATEMENTS BY CANADIAN GOVERNMENT

House Of Commons Debates, Statement by the Hon. J.W.
Pickersgill, Minister of Transport, on Civil Aviation
Policy. April 24, 1964.

Statement Designating Canadian Airlines To Operate
New International Routes. March 29, 1966.

The Honourable Otto Lang, Minister of Transport,
International Air Charéer Policy. September 5, 1978.
The Honourable Jean Marchand, Minister of Transporta-
tion, Canada And U.S.A. Agree On New Air Routes And
Pre-Clearance. September 11, 1973,

The Honourable John C. Crosbie, Minister of Transpor-
tation, Statement on the "Allocation of International
Routes Between Air Canada and Canadian Airlines

International"”. October 5, 1987.
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Appendix C
EXCERPT FROM THE STATEMENT BY TRANSPORT MINISTER
J.W. PICRKERSGILL ON INTERNATIONAL AVIATION

POLICY, 1964
[Since] April 24th, 1964, ... the main attention of the
Government has been concentrated on working out the interna-
tional aspect of civil aviation policy. ;.. in the interna-
tional field, air services provided by Canadian airlines
should serve the Canadian interest as a whole; that these
services should not be competitive or conflicting, but
should represent a single integrated plan, which could be
achieved by amalgamation, by partnership or by a clear divi-

sion of fields of operations.

In applying [the] principle, the Government decided to
ask Air Canada and Canadian Pacific Airlines to see whether
they could agree themselves after consultation upon a basis
for its application. The two airlines have agreed that the
most effective way to carry out this policy would be by a
clear division of their fields of operations so that outside
Canada neither airline would serve any point served by the
other. After considering many possible divisions of the
world between the two airlines it was finally concluded that
thé simplest approach would be to agree that each 1line
should continue to serve all the points now served by it and

that the geographical areas now served by each should be
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defined and extended so that practically the whole world

would be open to service by one airline or the other.

As a result, it has now been decided that Canadian Pacif-
ic Airlines will serve the whole Pacific area, the whole
continent of Asia, Australia and New Zealand, Southern and
South Eastern Europe and Latin America. Air Canada will
serve the United Kingdom, Western, Northern and Eastern
Europe, and the Caribbean. The only exception to this clear-
cut division is that Canadian Pacific Airlines will continue
to serve the Netherlands. This division accounts for the
whole of the world except Africa and the United States. For
the time being, neither airline is contemplating service to
any part of Africa and the question of service to Africa
will be left aside until some practical guestion arises. 1In
the case of the United States, we continue to hope that
negotiations for a new bilateral agreement will soon be com-
pleted. Once they have been completed a decision will be
made as to which of the new points is to be served by each

of our national airlines.



Appendix D

POLICIES AND PRINCIPLES GOVERNING INTERNATIONAL
CIVIL AVIATION BY TRANSPORT MINISTER JEAN
MARCHAND, MARCH 23, 1973

The government has agreed upon the following set of poli-

cies and principles.

1.

The economic viability of proposed routes to serve
the travelling public and to meet the growing
requirements for air freight, should continue to be a
major consideration and it should be Canadian policy
to avoid direct subsidization of international sched-
uled air services, and to refrain from establishing
such services for the sole purpose of national pres-
tige.

The government should refrain, as it has for several
years, from granting or seeking temporary authoriza-
tions to inaugurate international scheduled air ser-
vices pending the negotiation of bilateral air agree-
ments.

The.Minister of Transport and the <Canadian airline
designated to serve a particular foreign country
should arrive at an understanding with regard to the
carrier's intentions and plans pertaining either to

future service or modifications of existing service.
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The gateways offered to foreign countries will depend
on an assessment as to which will best serve the Can-
adian travelling public, the value to Canada of the
rights accorded in exchange for these facilities and
the best interests of Canada as a whole.
The Minister of Transport will encourage more commer-
cial co-operation between CP Air and Air Canada in
the context of benefits to Canada and will use the
authority granted to him under Section 22 of the
National Transportation Act to require the Canadian
Transport Commission to report to him on the degree
of co-operation which is being achieved. The degree
of co-operation which is achieved within the flexi-
bility afforded by the division of the world outlined
in this statement and would influence the timing of
any review of this division.
Wherever possible the Canadian carrier or carriers
for the route or routes concerned will be identified
prior to negotiation of a bilateral agreement.
Air Canada and CP Air are advised that in order to
provide them with a broad basis for long-range plan-
ning to promote the orderly growth of their interna-
tional passenger and cargo services and to maintain
the pre-eminent position of Air Canada, the govern-
ment has approved the following division of the world
consistent with the above principles. The division

of the world outlined below will be reviewed at the
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end of seven years to determine the effect of inter-
vening market and traffic changes on the relative
position of the airlines. This review will take into
account the need to maintain the orderly growth of
both Canadian airlines in terms of their internation-
al passenger and cargo services. Should it be found
necessary to make some adjustments, these changes
will be made 1in the first instance by the introduc-
tion of double designations to major cities, and only
in exceptional circumstances by the transfer of

routes from one carrier to the other.

The new plan is as follows:

Europe. Air Canada for northern Europe except the
Netherlands, central Europe and eastern Europe (War-
saw Pact countries). CP Air for southern Europe,

southeast Europe plus the Netherlands.

The Caribbean, Central and South America. Air Canada

for the Caribbean countries and bordering South
American countries of Colombia, Venezuela and the
three former Guianas. CP Air for the balance of Cen-
tral and South America. Either Air Canada or CP Air

or both may be assigned to serve Brazil.

Australia, New Zealand and the Pacific Island coun-

tries for CP Air.



311
Africa. Air Canada for all of Africa except for
Morocco, Algeria and Tunisia, and for either Egypt or
Sudan if selected as a route pursuant to Canada's

agreement with Italy.

Asia. Air Canada for Lebanon, India and Pakistan,

and for China if the right to designate two Canadian
airlines is obtained. CP Air for most of the balance
of Asia including Israel, Iran, China and Japan. The
guestion of Canadian airline designation for certain
Southeast Asian countries will be determined on the
basis of rights available from these and third coun-
tries and the prospects for Qiable round-the-world
air routes for one or both airlines.

The government decided that the status guo on desig-

nation which presently exists should be maintained
and that Air Canada should be designated to serve

Yugoslavia and CP Air to serve Milan.



Appendix E

STATEMENT BY THE TRANSPORT MINISTER JOHN C.
CROSBIE ON THE ALLOCATION OF INTERNATIONAL
ROUTES, 1987

Europe

Air Canada 1is assigned to serve Europe except for The
Netherlands, Denmark, Sweden, and Norway, Italy, the
U.S.S.R., and routes linking western Canada and Frankfurt,
and to Munich.

Asia

Canadian Airlines International is assigned to serve Asia
east of Burma except Singapore, Malaysia, RKorea and the
Philippines, which are assigned to Air Canada.

Air Canada is assigned to serve Asia west of and includ-
ing Burma excluding across-the-Pacific services to Delhi or
Calcutta, India, assigned to Canadian Airlines Internation-
al,

Middle East

For Air Canada.
Africa
For Air Canada.

Australia, New Zealand and the Pacific island countries

For Canadian Airlines International.

The Caribbean, Mexico, Central and South America

Canadian Airlines International for Mexico, Central and
South America except for Venezuele which is assigned to Air
Canada. Air Canada for the Caribbean.

Source: Transport Canada Information, No. 248/87.
Press Release, October 5, 1987.
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Appendix F

PACIFIC AREA SCHEDULED INTERNATIONAL AIRLINES

Airline

Air New Zealand

All Nippon .
Cathay Pacific Airways
China Airlines

Civil Aviation Administration
of China

Japan Airlines

Korean Airlines

Malaysian Airline System
Philippine Airlines

Qantas Airways

Singapore Airlines

Thai Airways International

Base

Auckland
Osaka
Hong Kong
Taiwan

Beijing
Tokyo

Seoul

Kuala Lumpur
Manila
Sydney
Singapore
Bangkok
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Date founded

1939
1957
1946
1953

1929
1953
1962
1971
1941
1920
1972
1959



Appendix G

GLOSSARY

Organizations:

AEA

ASC

ATB

ATC

CAA

CAB

ECAC

FAA

IACA

IAPA

Association of European Airlines

Aviation Statistics Center
a statistical compilation agency operates as a part
of the Transportation Division of Statistics Canada.

Air Transport Board
This Board was superseded in 1967 by the Air Trans-
port Committee of the Canadian Commission.

Air Transport Committee

a member committee ¢of the Canadian Transport Commis-—
sion and is responsible for regulating air transpor-
tation in Canada.

Civil Aviation Authority
a regulatory body for the UK air transport industry.

Civil Aeronautics Board

a regulatory body for the US air transport industry
deals mainly with economic regulation, this regula-
tory agency no longer exist.

European Civil Aviation Conference
a group of 22 western European countries

Federal Aviation Authority

a regulatory body for the US air transport industry
primarily concern with safety and air traffic con-
trol.

International Air Carrier Association
founded by a group of European non-scheduled carri-
ers and members of the National Air Carrier Associa-
tion (USA). Aims to promote a <climate in which
charters can freely operate worldwide.

International Airline Passenger Association

a commercial organization selling specialist travel
insurance, discounts, etc. for the business market.
Also represents its «clients in the national and
international arena.
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IATA International Air Transport Association
a trade association of most, but not all, interna-
tional scheduled and non-scheduled airlines that
provides a forum for securing inter-airline agree-
ments on routes, tariffs, etc.

ICAA International Civil Airports Association
Trade association of (international) civil airports,
with UN consultative status. Produces statistics on
airports.

ICAQ International Civil Aviation Organization
an international government organization, a special-
ized organization under United Nations, deals exclu-
sively on matters related to civil air transport.

0OAA Orient Airlines Association
an organization of international airlines whose mem-
bers includes scheduled flag carriers such as Cathay
Pacific Airways, China Airlines, Japan Air Lines,
Korean Air, Malaysian Airline System, Philippine
Airlines, Qantas Airways, Royal Brunei Airlines,
Singapore Airlines and Thai Airways International.

OARB Orient Airlines Research Bureau
an airlines organization based 1in the Orient formed
in 1966. Its name changed to OAA in early 1970.

Terms

Available seat-miles (ASMs)
The aircraft-miles flown on each flight stage (or
"leg" or "sector") multiplied by the number of seats
available for revenue use (that is, excluding seats
occupied by non-paying passengers) on that stage.

Bucket shop .
A shop selling scheduled airline tickets at a dis-
count.

Cabotage
The reservation to the home country of all air traf—
fic operations within its territory.

Capacity
Number of seats and cargo space that an airline is
permitted provide on a particular route.

Combi-aircraft
An aircraft that 1is designed in such a way that it
is capable of simultaneously carrying a combination
of aircraft unit load devies (U.L.D.'s) and passen-
gers on the main deck.
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City-pairs

Fares

The origin and destination of an air trip.

ABC - Advanced booking charter
AGC - Affinity group charter

APEX - Advanced purchase excursion
C - Club class

EX - Excursion ticket

F - First class

FCU - Fare construction unit

IPEX - Instant Purchase Excursion
“IT - Inclusive Tour

ITC - Inclusive tour charter

M - Tourist class

OoP - Off-peak

oTC — One stop tour charter

oW - One way

PEX - Excursion

RT - Return

SGIT -~ Special group inclusive tour
Super APEX - Cheaper, more restrictive APEX
TGC - Travel group charter

Y - Economy class

YE - Economy class excursion

YN - Economy class night flight
YSB ~ Standby

YSSB - Shuttle standby

Hague Protocol

Hub and

The Hague Protocol modified the Warsaw Convention by
increasing the liability limits.

spoke system

networks with routes - or spokes - into the hub air-
port airport which will carry passengers going to
many different final destinations via connection
through the hub.

Interlining passenger

a passenger who arrives at a particular airport just
to change planes and airlines. Sometimes used to
include a passenger changing planes but not air-
lines, but these are strictly speaking "intralining
passengers". Interline tickets enable a passenger
to cover several stages of a journey on different
airlines with a single ticket paid for in a single
currency.

Joint fare

a fare for an inter-line journey (that involves two
airlines) which is set by agreement by the pair of
airlines (or by IATA). The agreement also covers
the division of the revenue from the fare. (See
"Pro-rated")
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Load factor
proportion of total available capacity (seats or
cargo space) actually sold or used, expressed as a
percentage.

Networking
routing of air services. Can be direct (from A to
B) or indirect via an intermediate airport.

Pooling agreement
agreement between two airlines operating the same
route to develop their traffic as profitably as pos-
sible. All revenue on the routes covered by the
agreement by both airlines is put into a common pool
and shared out again between the two airlines.

Predatory fare
A below-cost fare price set by an airline; intended
to force competitors out of the market.

Pro-rated (fares)
the fare that an airline receives for carrying an
inter-line passenger on one stage of the total jour-
" ney. Usually less, and sometimes much less, than the
normal fare for that stage.

Revenue passenger-miles (RPMs)
a measure of airline output, computed by multiplying
the number of aircraft miles flown by the number of
paying passengers for each stage.

Seating density
Standard of seating on an aircraft. Normally meas-
ured by distance between rows of seats, and number
and size of seats in a row.

Seat factor
The percentage of the total number of seats on an
aircraft occupied by paying passengers. The average
seat factor is calculated by dividing the total RPM
by the total ASM.

Warsaw Convention

A Convention held at Warsaw on October 12, 1929 for
the Verification of Certain Rules Relating to the
International Carriage by Air. It provide rules and
establishes the monetary 1limits relating to such
matter as liability for damage, death or injury to
passengers, destruction, loss, or damage to baggage
or goods, and loss resulting from delay. The Conven-
tion also establishes the
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