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On behalf of President Bush and Secretary Mineta, let me once again welcome all of you to our Nation’s capital.  You honor us by making our city your venue for the 59th AGM.  I hope you have been able to find some time, between the business meetings, to see some of Washington’s many attractions.  

Industry Trends

Much has happened since IATA’s last AGM.  A global airline industry still recovering from the attacks of 9/11 has had to face the effects of the conflict in Iraq and the SARS outbreak.  These developments have created significant new challenges for all of you.
People still want to fly, but they have become far more price conscious than ever before.  Business travelers are no exception to this rule.  As a result, low cost carriers in the U.S. are able to operate profitably even in these trying times, and have increased their market share by 50 percent in the last year.  Low-cost carriers now own almost 20 percent of the market here in the United States, and have made similar inroads in Europe.  

Not surprisingly, the U.S. major airlines – the “legacy” carriers, as they are now known -- are engaged in the most serious and focused effort in the industry’s history to cut costs, modernize, and become more efficient. 

One of the questions this panel has been asked to address is whether these changes are irreversible.  My answer to that question is a resounding “Who knows?”  One of the few lessons I’ve learned over the past couple of decades of watching this endlessly fascinating business is that the future evolution of the market for air travel is virtually impossible to predict with confidence.  

If that’s the case, surely the most useful working proposition has to be that, yes, these changes are indeed irreversible, and airline business plans need to be predicated on that assumption.  Remember Blaise Pascal’s famous wager:  Knowing that it would be impossible to prove God’s existence with scientific certainty, Pascal formulated his position on the matter simply by calculating the relative costs of being wrong.  Pascal figured out that if God doesn’t exist and he made the mistake of believing in Him, the consequences would be a whole lot less severe than if God does exist and he made the mistake of not believing in Him.  

That’s not a bad approach to the future in the airline business.  First, like Pascal, pray a lot!  Second, you might as well assume that price has become the most important factor in travel decisions and that it’s likely to remain so for the foreseeable future.  If you’re wrong – if the economy suddenly rebounds and the business travel market somehow returns to that state of fabled inelasticity we once knew – a course correction won’t be too difficult, and the only consequence of having bet wrongly will be lower unit costs and higher profits.

We have also been asked to address whether the network model can adapt to these changes.  Again, network carriers are already adapting in significant ways.  Thanks to the efforts carriers are undertaking to reduce costs and improve efficiencies, there is every reason to expect them to remain a major factor – and probably the dominant factor -- in the air transport marketplace.  
The fact is that we need these networks because they ensure that smaller markets, both here in the U.S. and elsewhere, have convenient access to air service. That service is critical to these communities’ economic prosperity and is a key driver of their long-term growth.  My sense is that in the future we are going to see a healthy mix of network and point-to-point carriers that will provide customers with a wider range of service at very competitive prices.
The Role of Government

The U.S. government has kept a close eye on our airlines throughout this transformational process, but has been quick to reject any suggestion that we re-regulate the industry.  It is deregulation that has given this industry the flexibility it has needed to re-align its business plans, a process that will make airline companies much stronger in the long run.  
We know that market demand will return.  When it does, we must have the capacity to handle it.  That is why the new aviation legislation Secretary Mineta sent to the U.S. Congress earlier this year makes capacity a top priority, along with safety and efficiency.  As the Secretary indicated in his remarks this morning, we are also working to determine what the air traffic management system of the next century of flight will look like.  Our ultimate goal must be to create a modernized system that can handle whatever the air transport market of the future holds in store for us.
Global cooperation will be essential, and we look forward to working with our partners in other countries to facilitate a long-term transformation of this industry.  The key question is:  how do we do that?

Developing New Ways to Govern International Aviation Services

While bilateral agreements between nations opened markets in the 20th century, it is time, as Secretary Mineta said this morning, to develop new models for how we govern aviation services.  The second century of flight will need a broader multilateral framework, replacing the current patchwork of bilateral agreements with a more comprehensive structure for expanding aviation markets.
In the immediate term we will continue to rely on the current crop of bilateral agreements, but their inherent limitations will render them increasingly inadequate in accommodating the needs of international air transport in the 21st century.  Geographically limited bilateral agreements simply don’t have the scope to facilitate the global efficiencies the industry requires in the long run, nor can they accommodate the kind of seamless system that today’s customers and a globalized economy demand.  

Another reason for seeking a multilateral approach is that economies are often more willing to offer broader market access opportunities in a larger negotiating environment where greater reciprocal opportunities are available.  The European Union provides a good model for establishing a regional market for aviation services, and we in the United States are very much looking forward to the opportunity to negotiate with the EU should its member states provide a negotiating mandate next week.

Another model is the multilateral “Kona Accord” that has emerged within the Asia Pacific Economic Cooperation (APEC) forum.  This multilateral agreement involves the U.S. and six other nations, and provides the parties’ airlines with the opportunity to operate freely between each other’s territories.  As such, the agreement has created a large, open aviation market not only between the U.S. and these six countries individually, but also between all the other markets as well.  This provides maximum flexibility to air carriers by opening new markets and in the process allows them to take advantage of new efficiencies.
In most major respects, the APEC multilateral agreement tracks previous open skies bilaterals, but it also has some groundbreaking elements.  For example, the agreement eliminates the traditional ownership provisions found in most bilaterals and creates a multilateral process for dealing with issues like accession, amendments to the agreement, dispute resolution and outside relationships.  There is also an optional Protocol that allows parties to exchange seventh freedom passenger and cabotage rights, providing a “club within a club” for willing partners to extend liberalization to new areas.  Brunei, New Zealand and Singapore have already signed on to this Protocol.  

Although the agreement had its genesis in APEC, its membership is not restricted to APEC economies, and we encourage others to accede so they can expand opportunities for their carriers and give their citizens access to a wide range of new travel options.  The APEC agreement represents a new and simplified way to extend the benefits of liberalization to more markets – one that we hope will become much more common in the future.

Enhancing Airlines’ Access to Foreign Capital

Facilitating a more global financial and ownership structure for our airlines is an equally important goal, and government policymakers can certainly help in this regard.  The question of ownership and control has been a hot topic in recent international discussions, and was the most prominent issue at ICAO’s Fifth World Air Transport Conference in March.  We were pleased to see the overwhelming support at that Conference for liberalizing airline designation criteria, provided that there are clear lines of responsibility for safety and security oversight.

It is also abundantly clear that airlines and their governments are becoming much more open to loosening traditional restrictions on inward investment to improve access to capital and remove barriers to competition.  As you heard from Secretary Mineta this morning, for example, we recently asked Congress to grant our airlines greater access to foreign capital markets by raising the allowed level of foreign ownership for voting stock to 49 percent, as long as effective control remains in U.S. hands.

This change would help make our carriers more competitive internationally and would also make U.S. law broadly consistent with the rules governing ownership and control within the EU and many other trading partners.  The easing of restrictions on foreign investment in U.S. airlines has been one of our most challenging and controversial aviation issues for many years, but changes of this kind clearly offer the potential for significant public benefits by granting airlines greater access to the global capital market, encouraging more efficient, market-driven networks, and creating opportunities for new entry. 

Improving Safety and Security

Finally, governments must also play a central role in ensuring safety and security throughout the system.  In this regard, FAA Administrator Marion Blakey and her team are working hard to broaden their network of partnerships with civil aviation authorities and regional safety organizations in Central America, the Caribbean and in Africa, where our Safe Skies initiative has been a tremendous success.  It is critical for the International Civil Aviation Organization (ICAO) to help guide the establishment and development of these regional systems, and we stand ready to assist them in that endeavor.  

On the security side, the United States is a strong supporter of ICAO’s security audit program, and we at the Department continue to work closely with our former colleagues at the Transportation Security Administration to enhance security across the globe.
Conclusion

Secretary Mineta and all of us at the Department of Transportation look forward to the opportunity to work with all of you and your governments to deal with these critical issues and lay out a vision for an efficient, interconnected global airline industry.

Thank you for allowing me to share these thoughts with you today.  
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