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The Critical Role Of Government 
In International Air Transport 

There should be a specific U.S. Government 
official to see that internattonal aviation 
problems are considered promptly and that 
differences among Federal agencies are 
resolved as prescribed by the President for 
such matters as formulating international 
aviation -policies, resolving positions for 
international negotiations, and administering 
legislation affecting interneticnal aviation. 

More equitable arrangements for U.S. carriers 
could be obtained by (1) modifyinq and more 
effectively using the International Air 
Transportation Fair Competitive Practices Act 
of 1974 and (2) securing common methods 
for assessing payments by airlines for use of 
airways and airport facilities in bilateral and 
multilateral agreements. 

The United States should se’k in the bilateral 
agreements adequate and equitable 
arrangements in line with its policy of 
equality for U.S. scheduled and supplemental 
carriers. 
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To the President of the Senate and the 
Soeaker of the House of Representatives 

This report describes the Pervasive role or’ U.S. and 
foreign qovernments in international air transoortation 
matters, and U.S. Government efforts to imolement the pro- 
visions of the International Air Transportation Fair Com- 
petitive Practices Act of 1974 to respond to discriminatory 
and unfair practices that are disadvantaqeous to U.S. car- 
riers. We trust that the information discussed In this re- 
port will assist the Conaress and the executive agencies in 
considering legislative and administrative matters relatxnq 
to internat ional aviation. 

Our review was made pursuant to the Budget and Account- 
ing Act, 1921 (31 U.S.C. 53), and the Accounting and Auditing 
Act of 1950 (31 U.S.C. 67). 

Copies of this reoort are beinq sent to the Secretaries 
of State and Transportation: the Attorney General: the 
Chairman, Civil Aeronautics Board; and the Actinq Director, 
Off ice of Management and Budget. 

Comptroller General 
of the United States 



COMPTROLLER GENERAL'S THE CRITICAL ROLE OF GOVERNMENT 
REPORT TO THE CONGRESS IN INTERNATIONAL AIR TRANSPORT 

DIGEST ------ 

The pervasive involvement of U.S. and 
foreign governments in international air- 
line operations affects route rights, 
tariffs, charter arrangements, and airport 
services. 

U.S. international carriers are privately 
owned. Foreign international carriers 
generally are owned and/or financially 
supported by their govrernments. Al though 
most international airlines are operated 
for profit, other objectives affect inter- 
national aviation operations--increased 
tourism, foreign exchange earnings, and 
national prestige. 

The U.S. Government tries to help its 
international carriers to earn profits and 
eliminate unfair competitive practices and/ 
or discrimination. This is becoming in- 
creasingly important because the competi- 
tive position of U.S. international car- 
riers has been declining. 

NEED FOR MORE STRUCTURED --- 
ORGANIZATIONAL APPROACH -A-- 

A specific Government official should be 
designated to see that international avia- 
tion problems are considered promptly and 
that differences among Federal agencies 
are resolved as prescribed by the President. 

This focal point is needed because of the 
diverse interests of the agencies--the 
Department of Transportation is responsible 
for aviation's economic and safety policies; 
the Department of State is concerned with 
foreign policy and negotiations kpith foreign 
governments; the Department oi Justice is 
interested in antitrust matters, and the 
Civil Aeronautics Board is interested in 
the economic regulation of international 
air transport. 

Jam. Upon removal, the report 
cove: date should ba noted hereon. 
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These diverse interests inevitably lead to 
differing positions in formulating inter- 
national aviation policies and in resolving 
negotiatinq positions with other countries. 
It is important that the views of the public, 
the airlines, the executive agencies, and the 
Civil Aeronautics Board be considered. 

Consistent with the Secretary of Transporta- 
tion’s statutory role as the chief aviation 
advisor to the President and responsibility 
to foster the development OP air commetce in 
the 1Jnited States and abroad, GAO believes 
the Secretary of Transportation should be 
the focal point for coordination of inter- 
national aviation matters. In assignina 
resoonsibilities there is a need to recognize 
the Department of State’s role in negotia- 
tions with foreian governments and the Civil 
Aeronautic Roard’s responsibilities under 
current leaiclation. 

The parties consulted had differing views 
about coordination and tne location oE a 
focal- point. 

--The State Department noted that, while 
there have been periods of time when inter- 
agency coordination may not have operated 
as smoothly as it should, the process of 
coordination and consultation, both formal 
and informal, does work. (See app. VI.) 

--The Transportation Deoartment agreed on 
the need for a focal point and felt that 
it should be t&e Secretary of Transporta- 
tion. (See app. IV. ) 

--The Chairman of the Civil Aeronautics 
Board advocates a cabinet-level council. 

--The Air Transport Association agreed 
that a focal point is needed, prefer- 
ably in the Office of the President 
of, barring this, in a higher level 
of the State Department than the 
level at which air transport is pre- 
sently handled. (See app. VII.) 
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--The National Air Carrier Association, 
Inc., believes that the President 
should designate a high-level cabinet 
officer, preferably the Secretary of 
Transportation, as an assistant for 
international aviation. (See app. VIII.) 

IMPLEMHNTING THE INTERNATIONAL 
AIR TRANSPORTATION FATR 
COMPETITIVE PRACTICES ACT OF 1974 

i More equitable arrangements for U.S. car- 
riers could be obtained by (1) modifying and 

’ more effectively implementing the Interna- 
tional Air Transportation Fair Competitive 
Practices Act of 1974 and (2) securing com- 
mon methods of assessing user charges (pay- 
ments by airlines for use of airways and 
airport facilities) in bilateral and multi- 
lateral agreements. 

The act requires the agencies involved to 
eliminate discriminatory and unfair competi- 
tive international aviation practices. Sec- 
tion 3 specifically provides for compensatory 
charges in response to unreasonably excessive 
or otherwise discriminatory foreign charges 
for use of airways and airport facilities. 

Unfair practices have increased and foreign 
user charges have escalated. While the 
United States has obtained relief in some 
instances, it has never imposed compensatory 
charges. 

Section 2 of the act cwers a wide range 
of other unfair or discriminatory practices. 
It should be revised to require formal find- 
ings where these practices exist. 

The Deoartment of State aenerally SUD- 
oar ts GAO* s recommendations for legisla- 
tive changes but notes that the remedies 
available from legislation can only be a 
partial answer to the complex question of 
negotiating equitable aviation arrangements 
wirh foreign governments. The Air Transport 
Association supports legislation to keep 
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user charges down and to prevent discrimina- 
tion. The Association adds that the retalia- 
tory provisions of such legislation should 
be used as a last resort remedy when other 
means fail in getting foreign governments to 
change their ways. Except for the Civil 
Aeronautics Board, other respondents to the 
report were generally in agreement with the 
conclusions and recommendations regarding 
unfai 1: competitive practices. See pages 38 
to 41. 

:INTERNATIONAL CHARTER TRAVEL m----e-- 

Charter traffic on U.S. international routes 
grew about 240 percent between i968 and 1976. 
On the major North Atlantic routes, the char- 
ter share of the trial market rose from about 
13 percent in 1968 to 28 percent in 1977. 
This growth helped to offset a declining U.S. 
share of the scheduled traffic. 

The United States seeks to reduce foreign 
restrictions on charter travel and thereby 
make avzilablg more low-cost services to the 
traveling pub1 ic. It helped to liberalize 
the charter policies of some European coun- 
tries. However, some governments have taken 
a more restrictive position on charter 
travel to or from their countries. 

In the bilateral agreements, the United 
States should seek for its charter carriers, 
scheduled and supplemental, adequate and 
equitable arrangements. The concept wnereby 
each country would accept the charter rules 
of the other on flights originating in the 
other’s country appears to Drovide an equit- 
able basis for such agreements. 

The Civil Aeronautics Board agreed on the 
need for long-term charter arrangements. 
The National Air Carrier Association, Inc., 
noted that the Government should recognize 
the proposition that all rights for both 
scheduled and chartei travel should be 
negotiated simultaneously and that no agree- 
ment should be concluded without both rights 
beins obtained. GAO concurs that this ap- 
uroach should be considered in future 
neqotiations. 
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The Deoartment of Justice commented that only 
low-cost charter service provides a competi- 
tive check on the rate-setting cartel of the 
scheduled carriers and suggested that the 
United States should be uncompromisinq in 
pressing for liberal rules. 

RECOMMEP:DATIONS TO AGENCIES 

GAO recommends that : 

--The Actinq Director, Office of Management 
and Budget, give the Secretary of Transpor- 
tation responsibility for coordinating U.S. 
international aviation matters. The Secre- 
tary of Transportation should recognize un- 
resolved differences among Govvrnment aqen- 
ties regarding oolicy formulation and 
neootiatina positions and seek timely re- 
solutions in a manner orescribed by the 
President. 

--The Secretary of State, in coordination 
with the Secretary of Transportation, 
strive to have provisions for common 
methods of assessing user charges in- 
corporated into existing and future 
bilateral agreements. 

-+hcnever user charges in a country sub- 
stantially exceed those of the United 
States, the Secretary of Transnortation 
consider such charges unreasonable unless 
the foreign oovernment can demonstrate or 
available evidence indicates that such 
charaes reflect economic costs. 

--The Secretary of State, in coordination 
with the Secretary of Transportation, (1) 
seek an amendment to the Convention on In- 
ternational Civil 4viation that would per- 
mit only just and reasonable user charses 
based on economic cost or neaotiate a 
seoarate mu1 tilateral agreement concerning 
user charges and (2) seek adequate and 
equitable azranqements for si.S. charter 
carriers in bilateral agreements. 

V 



RECOMMENDATIONS TO THE CONCRESS 

GAO recommends that (1) the Consress amend 
the International Air Transoortation Fair 
ComDetitive Practices Act of 1974 to provide 
Eor more timely and effective Government 
response to all types of unfair comoetitive 
practices and (2) reporting responsibility 
under the act be transferred tc the Depart- 
ment of Transooctation. 

See aobendix T for GAG legislative proposals. 
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CHAPTER 1 

INTRODUCTION 

“wistorically, the United States has had a leader- 
ship role in the develooment of international air 
trsns~ortation. Our continued effective oartici- 
oation is imnortant to the national interest.” 
(International Air Transportation Policy of the 
[Jnited States, September 1976) 

The Pervasive involvement of U.S. and foreign govern- 
ments in international airline operations affects route 
rights, tariffs, charter arrangements, and airport services. 
The rJ.S. Government tries to help its international carriers 
earn profits and eliminate unfair competitive practices 
and/or discrimination by foreign governments. Because of 
this involvement, U.S. agencies share with the privately 
owned and manaqed airlines the responsibility of providing 
the nublic with efficient and consumer-responsive services 
at prices that are economically justified. This is becoming 
increas inaly imoor tan t because the competitive posit ion 
of U.S. international flag carriers has been declining. 

INTERNATIONAL AVIATION PCLICY 

In October 1974 the Secretary I.- Transnortation 
announced a Federal Action Plan to assist U.S. international 
airlines. The elan included (1) revisinq the rate struc- 
ture, (2) reducing excess capacity, (3) enforcing tariffs 
(4) fostering a “fly U.S.-flaq” policy, (5) adjusting 
oostal rates, (6) reducing foreign discrimination, and 
(7) rationalizino route strlrctures. The International Air 
Transportation Fair Competitive Practices Act of 1974 (Fair 
Comnetitive Practices Act), which became effective in January 
1975, qave increasinq recoonition to orotecting the U.S. 
competitive position in aviation and incorporated points 
3 throuoh 6 of the Action Plan. (See app. II.) The Civil 
Aeronautics Board (CAR) reviewed the rate structure and 
aouroved major route exchanges for U.S. carriers. 

The essential features of the Action Plan have been 
incorporated in the President’s statement cf “International 
Air Transportation Policy of the United States” issued in 
September 1976. The statement makes it clear that the 
United St&tes intends to continue its historic leadership 
role in develooing international air transportation and 
addresses four fundamental concerns. 
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--The public is interested in obtaining 
low-cost, readily available air transporta- 
tion on both scheduled anti charter services. 

--The industry needs to achieve a profitable 
international aviation system, and private 
enterprise U.S. carr iers need to compete on 
eaual terms in foreign markets. 

--Reaulatory policies that inhibit meeting these 
two concerns and the need for flexibility to 
meet chanqing market conditions need reform. 

--The United States recognizes the need to cooperate 
with other sovereiqn nations to bring about con- 
structive chanqe for the benefit of the air 
travelers, shipoers, and carriers of all 
countries. 

The President, in a letter dated October 6, 1977, to 
the coqn izan t aaenc ies , further clarified these concerns 
as follows. 

“Two related problems face international 
aviation today: emoty seats and hiqh fares. 
Both problems can be resolved if we work to 
remove restrictions on low and innovative 
fares in both chartered and scheduled ser- 
vice. I am convinced that increased com- 
petition can make convenient, low-cost 
transportation available to many people who 
cannot now afford it, while at the same time 
brinqina qreater prosoerity to the inter- 
national aviation industry. 

“Our central goal in internationai aviation 
should be to move toward a truly competitive 
sys tern. Market forces should be the main 
determiner of the variety, quality and price 
of air services. 

“We should seek international aviation agree- 
ments that permit low-fare innovations in 
scheduled service, expanded and liberalized 
charter ooerations, non-stop international 
service, and competition among multiple U.S. 
carriers in markets of sufficient size. We 
should also avoid qovernment restrictions on 
airline capacity. While keepinq in mind the 
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importance of a healthy U.S. flag carrier 
industry, we should be bold in granting lib- 
eral and expanded access to foreign carriers 
in the United States in exchange for equally 
valuable benefits we receive from those 
coun tr ies . Our policy should be to trade 
opportunities rather than restrictions.” 

SCOPE OF REVIEW 

This report discusses the pervasive involvement of 
U.S. and foreign governments in international airline 
operations and evaluates U.S. Government efforts to 
respond to unfair competitive practices, as required by 
the Fair ComQetitive Practices Act, and to reduce foreign 
restrictions on charter travel. 

We obtained information for this report through dis- 
cussions with U.S. Government agencies, particularly the 
Departments of State and Transportation; the Civil 
Aeronautics Board; the major U.S. international air car- 
riers and their trade associations: and throuqh reviewing 
agency files, documents, reports, and regulations. Inter- 
nationally, we visited Western Europe, Mexico, Japan, and 
the PhiliDpines, and met with representatives of U.S. and 
foreign airlines and U.S. Government and host-country 
officials. 

Formal comments on this report were obtained from 
these agencies and the airline associations and are 
incoroorated where applicable. (See apps. III through 
VIII.) 

3 



. 

CHAPTER 2 

PERVASIVE GOVERNMENT ROLES IN 

INTERNATIONAL AIR TRANSPORTATION 

“Private U.S. companies must compete with state 
enterprises in most markets: competition in 
international air transportation is limited by 
government policy in almost all other countries.. 
(International Air Transportation Policy of the 
United States, Sentember 1976) 

The stated U.S. ~olfcy for international air transoort 
recognizes the substantia1 differences that exist between 
the international and domestic air transportation operating 
environments. This recoanition ackncwledges the sovereign 
control --accepted by all nations--that each country has 
over its own air space. The policy statement notes that. 
althouqh the governments of other nations may share the 
U.S. objective of efficient transportation service, mcny 
differ sharply as to how such transportation should be 
organized, financed, cequlated, and promoted. 

Ouestions of competition in international avistion are 
difficult to resolve. The U.S. Government and the govern- 
ment of every nation to which U.S. airlines fly must first 
reach agreement on the nature of the relationship, 
including such considerati *ns as (1) which cities can be 
served, (2) how many airlines will participate from each 
country, (3) how charters will be handled, (4) what service 
can he provided from each country’s airports to third coun- 
tries, and ( 5 1 in some instances, how freauent the service 
will be; for example, the 1977 agreement between the United 
States and the United Kinadom discusses flight frequency. 
The final results depend on negotiatinq nositions, and skills 
and on the baraainino advantaqe oE each country. The neqo- 
tiatinq position deuends on a mix of factors including traffic 
qeneration, strateqic location, destination attractions, 
and visitor spendinq. In this regard, the United States 
has major economic leveraqe with most countries through its 
control of access to the densest intercontinental routes 
and largest total market in the world. 

CONTROL OF INTERNATIONAL AIRLINES 

U.S. policy supports 2 privately financed, economi- 
cally viable industry as the best means of furnishing 
efficient air services. U.S. international Tarriers are 
privately owned while Eoreiqn international carriers are 
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senerally owned and/or financially supported by their 
governments throuuh subsidies, loans and loan guarantees, 
special tax treatment, and govc rnmen t-prov ided goods and 
services. 

Althouqh U.S. and foreign international airlines are 
operated for profit, other objectives (increased tourism, 
foreiqn exchanqe earnings, national sectlrity, and prestige) 
also influence decisions affecting international aviation 
operations. 

During the recent recession when some U.S. carriars 
were forced to sell aircraft and cut back OX rout?'S and 
personnel, foreign carriers were able to buy new +=uipment, 
expand service, and even operate with supersonic :-=rvice 
throuqh government subsidies. 

DECLINE OF U.S. DOMINANCE 
IN INTERNATIONAL AVIATION 

Only a decade or so ago, IJ.S. dominance in interna- 
tional air transnort was more or less taken for granted. 
Today it is beina increasinqly challenged by a number of 
rapidly exoandinq foreign airlines. 

Chart 1 compares the traffic of Pan American World 
Airways, Inc. (Pan Am), and Trans World Airlines (TWA), 
the two brincipal U.S. international carriers, with that 
of foreign competitors during 1961-1976. U.S. air carrier 
traffic has declined even thouuh 1J.S. carriers remain among 
the most efficient in terms of cost per revenue ton-mile l/ 
and the most productive in terms of employees per revenue- 
ton-mile. The attemdzs by certain qovernments to nego- 
tiate oredetermined and larger market shares for their 
national airlines at the expense of U.S. carriers will, if 
successful, accelerate this decline. 

l-/One ton of revenue traffic transported one statute mile, 
includinu oassenaer and nonpassenqer revenue traffic. The 
oassenaer weiaht standard for both domestic and interna- 
t ional ooerations is 200 pounds. 



CHART 1 

SCHEDULED SERVICES OF SELECTED U.S. AND FOREIGN 
AIRLINES 1961-76 
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Because U.S. international carriers receive less as- 
sistance than most foreiqn government-owned airlines, they 
were more seriously affected by the (1) worldwide economic 
recession during 1973-75 ,hich contributed to the financial 
losses for both U.S. and foreign international carriers and 
(2) increased operatinq costs due to the cartel pricing of 
oil bv the oil exporting countries. Jet fuel, \;hich has 
tripled in price since 1973, now constitutes more than 
25 percent of the operating expenses of U.S. international 
air carriers. 

The profitability of international airline ooerations 
has improved. For instance, the 1977 international opera- 
tions of U.S. carriers were the most profitable since 1968. 

The lonq-term qrowth in the market share of foreiqn 
international air carriers has been viewed as a natural 
emerqence f ro;c postwar Amer ican dominance. As chart 2 
shows, U.S. airlines’ market share of oassenger traffic 
is down to 50.3 percent of total traffic on international 
routes to and from the United States. 

CHART 2 

U.S. MARKET SHARE OF INTERNATIONAL _. 
PASSENGER TRAFFIC (SCtiEDULED AND CHARTER) 

1970-1976 

ROUTES TO AND FROhl THE UNITED STATES 

40 

r 

NORTH ATLANTIC ROUTES 

7 



In the imbortant North Atlantic market, where the 
United States generated more than 60 percent of the pas- 
sengers in 1975, rJ.S. carriers were bble to gain only a 
4S-percent overall share of scheduled and charter traffic. 
If scheduled service alone were considered, the U.S. share 
droos to 38 percent. The growth of rJ.S. charter traffic 
has offset the decline in scheduled traffic to some extent, 
but U.S. charters are subjected to foreign restrictions 
which are imoed inu their qrowth. (See ch. 4.) 

EXCESS CAPACITY 

The economics of airline services denend upon three 
interrelated but independently established factors--routes, 
rates, and caoacity. 

excess caoacitv consists of airline seats furnished 
over and above the number needed to satisfy the public’s 
demand for adeauatc scheduled service. 

When the agreement between the United States and 
the United Kinadorr, (Bermuda I) was neqotiated in 1946 
the United States advocated a competitive market with 
essentially no controls on routes, capacity, fares, or 
traffic bevond their resoective borders. The United 
Kinqdoaa, fearing U.S. domination, sought control aver 
all these factors. Both sides made siqnificant con- 
cessions. The United States agreed to bilateral deter- 
mination of specific routes and to fares being set by 
intercarrier aqreement subiect to Covernment review. 
The British gave UP their desire for oredetermined 
capacity. This left fliaht freauency the main competi- 
tive element. [J.S. policv generally has been to avoid 
caoacity manaaement aqreements when possible. The 
[Jnited States prefers that the carriers be responsible 
for dealina with oroblems of excess canacity in order 
t’o oreserve the competitive conceet underlyinq the Bermuda 
aqreemen t . It maintains that having carriers or govern- 
ments predetermine capacity because of market shares can 
introduce artificial restraints unrelated to carrier 
ef ficiencv or traffic demand. 

Purina neaotiations for the Bermuda II Agreement, 
the British suaqested taraet load factors as hiqh as 70 
nercent. fn 1474 the actual loac factor on Canadian !Jorth 
fitlantic routes was 67.8 percent. On r1.S. North Atlantic 
routes, load factors have averaged about 55 percent. As 
chart 3 shows, canacitv on U.S. routes has always grown 
to meet increased demand, and in recent years has grown 
considerablv faster than demand. Since 1961, unused seats 
on North Atlantic routes have increased from 1.8 million 
to 6.5 nillion. 
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CHART 3 

U.S. NORTH ATLAhTIC 
SCHEDULED PASSENGER SERVICE 
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Excess capacity has been Drevalent on the North Atlantic 
routes in years that airlines made money and in years they 
lost money. The years 1961 to 1970 were qenerally profitable 
for the airlines desDite average scheduled load factors of 
only 54.6 percent. Since then, the carriers generally have 
operated at substantial losses although load factors averaged 
56.5 percent. The reluctance of individual carriers to 
unilaterally reduce capacity is attributed to the expected 
permanent loss in market share. 

Pormer CAB Chairman John E. Robson commented that 
capacity comoetition causes airlines to oDerate far more 
flights and offer more seatinq capacity than necessary, 
which lowers load factors and drives up costs, thereby 
creatina oressure for price increaces. 

The U.S. Government, notwithstandinq its posit-on 
favor ins capacity competition, has on occasion deemed 
it necessary to limit capacity. Due to the scarce 
supply and increased cost of aviation fuel in 1974 and 
1975, CAB allowed U.S. carriers to enter into tempo- 
rary capacity limitation agreements. 

CAB also apnroved a route rationalization agreement 
between Pan Am and TWA. The agreement, implemented in 
March 1975 and due to expire! in March 1*78, provided for 
susrsendinq certain unprofitable routes and exchanqing others 
to eliminate some head-to-head U.S. carrier comoetition. 

New innovative low fares for scheduled service 
recently approved between the United States and 14 other 
countries may generate new travelers and bring about 
higher and more stable load factors. Some of these fares 
(budqet, standby, reduced-APEX, etc. 1 involve airline 
discretion in placina travelers on fliqhts which would 
otherwis% have emDty seats. 

A central issue in the discussions for a new air 
agreement Letween the United States and the United Kingdom 
was the latter’s insistence UPOP caDscity manasement by 
governments while the United States took the Dosition that 
the princip?es of the 1946 Bermuda agreement must be pre- 
served. The British noted that, by the early years of 
this decade. excess caDacity had led to a serious waste 
of resou-ces, considerable damaae to the air1 ines’ f inan- 
cial position, and higher Dassenger fares than would other- 
wise have been required. 
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On July 23, 1977, a new air services agreement, 
commonlv known as Bermuda II, was siqned by the two cnun- 
tr ies. According to congressional testimony, the capacity 
provision was the most difficult part ot the negotiations. 
The United Kinqdom insisted upon caoacity management by 
governments, seekinu a SO-50 split in capacity, eaual 
market shares, and control of all elements which might 
give U.S. airlines a competitive advantage. The United 
States held that the caoacity l?rincinles of the Bermuda I 
Aqreenent must be preserved, stressino that the public 
interest reauires that the managements of orivately owned 
comoanies have the freedom and flexibility to make prudent 
decisions in a free market. As a comoromise, the standard 
capacity lanauaqe of Bermuda I was retained and a special 
“annex” was added concerning capacity across the Flort’? 
Atlantic to: 

‘I* * * provide a consultative process to deal 
with cases of excess orovision of caoacity, 
while ensurinq that desiqnated airlines retain 
adequate SCOW for managerial initiative in 
establishinq schedules and that the overall 
market share achieved by each desiqnated 
a&rline will deoend uoon oassenger choice 
rather than the operation of any formula or 
limitation mechanism.” 

Under the annex, each a irl inc’ s oroposed schedules 
will he subject to government review prior to each +;affic 
season. :Jhen the governments cannot reach agreement, each 
airline will be entitled to increase its frequencies on 
the basis of the preceding year’s schedule plus adjustment 
for the a\eraqe arowth forecast for the next year. In any 
case, a minimum of 20 additional summer round trips or 15 
winter round trios-will be oermitted without question each 
year over the orecedina year’s allowance. The two sovern- 
ments are obligated to review the capacity annex in its 
fifth year of operation, with automatic termination after 7 
years unless the governments decide to renew or revise its 
provisions. 

After Bermuda II was sisned, concern was qenerated 
in the I’nited States that it restricts competition to a 
areater dearee than Bermuda I. This and other difficulties 
orompted conqressional hearings. Testimony was presented 
for and aaainst the agreement, and comments relating to 
caoacitv include the foliowins statements. 
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--Opening statement on September 29, 1977; of 
Congressman Glenn M. Anderson, Chairman, 
Subcommittee on Aviation, House Committee 
on Public Works and Transoortation, “* * * 
On its face Bermuda II departs from the 
principles of competition which have been 
the basis for United States aviation oolicy 
since the predecessor agreement, Bermuda I, 
was signed in 1946. The general orincipal 
which has governed United States interna- 
tional aviation policy is that competition 
provides the best service for the public. 
We have resisted the desires of foreign 
airlines to move to a system where the 
government controls schedules, ‘and revenues 
are pooled by the airlines serving a route. 
Our belief has been that capacity controls 
and revenue sharing encouraqe inefficiency 
and result in high fares for the consumer 
* * ** On the other hand, our experience, 
domestically and internationally, has been 
that competition encourages efficiency, 
imaginative marketing, and low fares. 
Bermuda II restricts competition to a much 
greater deqree than Bermuda I * l *.” 

--In his opening statement on November 29, 
1977, Senator Howard W. Cannon, Subcommittee 
on Aviation, Senate Commerce, Science and 
Transportation Committee, was critical that 
the United States had abdicated its long- 
standing policy against qovernmental control 
over airline capacity. 

--Alfred E. Kahn, Chairman, Civil Aeronautics 
Board, w* * * Specifically, Bermuda II: (1) 
imposes a restriction on the .number of U.S.- 
flag carriers that we may designate in 
United Kingdom markets: (L) establishes a 
mechanism that allows the British Government 
to control increases in freauency (and thus 
capacity) on the North Atlantic: (3) sharply 
limits the beyond points to which U.S. 
airlines can carry U.K. fill-up traffic, 
including stopover or inter-line connecting 
traffic, althouqh the loss of these riqhts 
is partially offset by allowinq our airlines 
to carry on-line passenqers to any beyond 
points; and (4) provides for specific fre- 
quency restrictions on certain ooerations 
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in the Pacific and in round-the-world opera- . 
tions. These four provisions represent a 
very substantial intrusion of governments 
into what should in our opinion be the province 
of management dxision-makina constrained 
only by the forces of comoetition.” 

--Ambassador Alan S. Boyd, Special Representa- 
tive of the President for Civil Air Service 
Negotiations with the United Kingdom. ‘I* * l 

I must say that I do not believe that it 
[capacity mechanism] will operate in a way 
adverse to the public’s interest in having 
ready access to transatlantic air servicbs, 
nor in a way to restrain healthy competition. 
However, I believe it will cause the airlines 
to be a little more thoughtful in their capa- 
city planning, and so increase the efficiency 
of their operations, which means, with inde- 
pendent initiative on the price side, rela- 
tively lower fares for the public l l *.” 

--Chester C. Davenport, Assistant Secretary of 
Transportation for Poiicy, Plans and Inter- 
national Affairs, O* * * In reaching ‘fair’ 
agreements--fair to consumers, fair to the 
nations involved, fair to the cities which 
are candidates for service, and fair to the 
airlines--difficult compromises must often 
be made * * *. It was our view--and it was 
the view that orevailed--that an airline’s 
share of the market should be determined by 
passenger choice and not by a formula imposed 
by the governments. Flexibility for our air- 
lines is preserved in Bermuda 2. * * l We 
are concerned with how the provision will 
work and hopeful that the mechanism will not 
be frequently invoked * * l . It is, as I 
said before, a fair agreement, as long as 
both the United States and the United Kingdom 
are prepared to act in a consumer responsive 
and pro-competitive manner * l *.” 

r i 
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NEED FOR NOPF PTRDCTL’REn 
ORGANIZATIONAL APPROACF 

A specific Covernment official should be designated to see 
that international aviation oroblems are considered promptly 
and that differences amonq Federal aqencies are resolved 
as prescribed by the President, 

This need for a focal po51:t arises because of the diverse 
interests of the aqencies invcllvtd--the Deoartment of 
Transbortation is responsibile for aviation’s economi? and 
safety oolicies, the Cepartment of State is concerneir ,:ikh 
foreiqn policy and neqotiations with foreign qovernmer.:s; 
the Department of Justice is interested in anti-trust matters: 
and the CAB is concerned with the economic requlation of 
international air transoort. These diverse interests in- 
evitably lead to differinq positions in formulatirw i :ter- 
national aviation policies and in resolvinq neqotiatillti 
Positions with other countries. International aviation policy 
is a matter that rewires a continuinq effort for the rstab- 
lishment, modification, and review of long-term neqo+:ating 
strateqy and policy objectives. We believe it is impo.- tant 
that the views of the public, the airlines, the executive 
aqenc ies , and CAB be considered in formulating neqot-&cions 
positions for international air agreements and in rerpondinq 
to unfair and discriminatory oractices. 

We believe that our oosition is suoported by infcr- 
mat ion disclosed in chaoters ? and 4 and views expressed 
in recent congressional heacinqs. 

The aeneral conclusions of the Office of Yanagemcnr 
and Budqet’s July 1970 reoort on its review of the roles of 
Federal aqencies in international aviation follow: 

“Our qeneral conclusion is that the recommenda- 
tions of the 1963 Bureau of the Budaet study of 
United States International 4viation Organization 
were based on a realistic aopraisal of the organ- 
izational environment of that time. ‘Vith the 
establishment of the Department of Transportation 
in 1066, there has been a sianificant chanqe in 
the orsanizational environment that should be 
recoqnited. Thn various valid agency interests 
in internat iona’ aviation should be represented 
in an effective manner, both within the executive 
branch and the overall Federal context. In addition, 
the aviation industry and other private interests 
should be assured that their views are qiven full 
consideration bv executive agenices. 
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“Accommodation of agency and orivate interests 
and resolution of other ‘problems identified to 
the international aviation process require the 
assiqnment of clearly defined roles to the 
agencies principallv involved and understanding 
of those roles by all agencies and parties con- 
cerned with international aviation affairs. 
Further, the assignment of roles must be related 
directlv to the fundamental orocesses that 
comprise aviation policy formulation. 

“‘International aviation policy’ is not an easily 
defined area of governmental activity. It means 1 
different things to different people, and partic- : 
ularly to people in different agencies. For 
purposes of oraanizational analysis, we believe 
it is more useful to consider international avi- 
ation policy formulation in the context of its 
actual manifestations. Fundamentally, it takes 
two forms: (1) the implementation and adminis- 
tration of policv as it relates to international 
arrangements and agreements through the nego- 
tiations process, and (2) the need for brotd 
policy and long range national objectives to 
orovide a framework for all neootiations with 
foreign qovernments and for other U.S. Govern- 
ment activity in international aviation. The 
principal areas in the second category are the 
impact of international aviation activities 
on domestic transportation policy and their 
interrelationshios, in termodel transpor tat ion 
issues at the international and national 
levels with accompanying cost-benefit consider- 
ations, studies of technical problems as they 
impact international aviation, broad inter- 
national air transport policy (such as that 
contained in the Statement of International 
Air Transportation Policy approved bv the 
President on June 22, 19701, and other policy 
areas havina similar characteristics. 

“Given this delineation between the reauire- 
ment for coordinated U.S. Government positions 
in support of specific international negoti- 
ations and the need for broad policy and long 
range objectives, we would expect the individ- 
ual neqotiation positions to be formulated on 
the basis of technical aviation economic anal- 
ysis and foreign relations considerations 
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within the context of broad transnortation 
politv and other relevant national interests, 
Because of the essentially different orienta- 
tions of the two forms of activity, we see no 
necessity or even desirability for a single 
agencv to exercise the lead role in both areas. 
However, orsanizational arrangements must be 
administered in such a way as to provide for 
full and effective coordination between the 
two forms of activitv. Without realistic 
interaction between short and long term 
requirements, policy can become unimplement- 
able and imolementation can lose sight of 
lons term goals.” I 

The scope of Our ieview Permits us to observe the 
continuina need for improved coordination of international 
aviation matters. We did not, as did the Office of Manaqement 
and Budget , attempt to delineate in detail what tixe responsi- 
bilities of the concerned agencies should be. Consistent 
with the Secretary of Transportation’s statutory role as 
the chief aviation advisor to the President and his respansi- 
bilitv to foster the development of air commerce in the 
United States and abroad, we believe the Secretary of Trans- 
nortation should he the focal point for coordination of 
international aviation matters. Tn assigning responsibili- 
ties, there is a need to recocrnize the Department of State’s 
role in neaotiations with foreign sovernments and CAB’s 
responsibilities under current legislation. Perhaps there 
may be some problems of agency layering of personnel in 
dealina with aviation problems or some responsibilities that 
should be modified or clarified. These problems should be- 
come apparent and, in part, may be dealt with by the Actinq 
Director, Office of Management and Budget, in designating 
to the Secretary of Transportation responsibility for coordi- 
natinu international aviation matters. 

AGENCY COMMENTS AND OUR EVALIJATION 

Competitive position 

The Chairman, CAB, disagrees with our opinion that U.S. 
international carriers are operatins at a comoetitive disad- 
vantage with foreign airlines or that their comnetitive oosi- 
tion is declining. He asserted that the U.S. international 
carriers still carry over SO percent of scheduled traffic 
and 60 percent of charter traffic. 
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U.S. international airlines operate at a competitive 
disadvantage because most foreign international carriers 
are owned in whole or in part by their governments and 
receive financing and support not available to U.S. air- 
lines. The degree of government support received by foreign 
airlines was extensively documented in CAB's own study 
of the subject. It was further documented, along with the 
unfair competitive practices, in congressional hearings 
that led to the International Air Transportation Fair Com- 
petitive Practices Act of 1974. 

The Department of Transportation agreed that the 
U.S. competitive position has been declining and that 
this is a cause for concern. It also pointed out, how- 
ever, that the profit prospects for U.S. carriers through 
1978 look good. 

Coordinating Governscnt_ actions 

The Department of State commented that there are 
diversr views, as there should be, but also remarkable 
frequency of agreement. Although acknowledging that 
interagency coordination has not always worked as well 
as it might, State stresses that it has worked. It com- 
mented that the draft report confused the responsibilities 
of the agencies, which, the State Department suggests, 
are adequately def'ned. 

‘Xpparently, we had unintentionally implied that there 
should be a substantial change in the State Department's 
negotiating role with foreign governments under section 
802 of the Federal Aviation Act of 1958. Because of the 
State Department's comments, we modified our recommendations 
to make it clear that we did not intend to change the Depart- 
ment's role in negotiations with foreign governments. 

We still believe there should be a more structured 
approach for formulating international aviation policies 
and planning negotiations with foreign governments and 
that the Secretary or Transportation should be the focal 
point for coordination. The Department of Transportation 
agreed with this recommendation and, with some reservations, 
so did the National Air Carrier Association. The National 
Air Carrier Association believes that the President should 
designate a high-level cabinet officer, preferably the 
Secretary of Transportation, as an assistant for inter- 
national aviation. The Air Transport Association preferred 
that the focal point be in the Office of the President but, 
if not, felt it should be in the State Department, though 
at a higher level than at present. 
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In conqressional hearings on September 29, 1977, the 
Chairman of CAB commented that, to secure the necessary 
inteqration and continuity of effort and to develop the 
policies and proceed systematically to effectuate them, a 
permanent cabinet-level council is necessary. Such a coun- 
cil, the Chairman said, would be responsible for coordinat- 
ing U.S. international air Gclicy and establishinq the 
specific objectives that will ultimately form the U.S. 
national position in individual neqotiatiocs. This oosi- 
tion was reiterated by him in testimony on November 29, 1977, 
before the Subcommittee on Aviation of the Senate Commerce, 
Science and Transportation Committee. 

We hesitate to recommend addinq yet another Government t 
level of involvement and were also aware of the President’s 
preference not to have additional operational responsibil- 
ities within his Office. We concluded that one individual 
would be more accountable for coordinating responsibilities 
than would a council or interagency task force. 

The comments on this report qenerally raised a number 
of objections to alleged implications that existinq agency 
functions would be transferred to the Department of Trans- 
portation. Thus, the Air Transport Association objects 
tc the transfer of responsibilities from CAB’s Bureau of 
International Aviation to the Deportment of Transportation. 
The State Department and CAB both object to the Depart- 
ment of State’s removal from the negotiation process. 
We did not intend to imoly that such orqanizational realine- 
ments would necessarily take place if a focal point was 
desiqnated for deal inq with internat ional aviation matters. 

The Subcommittee on Aviation of the House Committee 
on Public Works and Transportation held hearings durinq 
September and October 1977 on the recent U.S. air aqree- 
ment with the United Kinqdcm. In testimony before that 
Subcommittee there was a general consensus with the views 
reached in this chapter. The Chairman of CAB testified 
that the aqencies’ roles in international aviation policy 
are not clearly defined and that collaboration amonq them 
has been 1 argely ad hoc, neqotiation by neqotiation. 
Further, the lack of a structared approach to international 
aviation negotiations is self-defeating because it deters 
full participation by aqencies that could make important 
contributions to the overall U.S. effort and fails to marshal 
a coordinated proqrammatic effort that would best serve 
U.S. interests. 
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The tcstirllony of the Assistant Secretary of 
Transportation for Policy, Plans and International 
?ffairs denerally agreed with that of the CAB Chairman 
and suaqested that the designation of clearer aoency 
roles and resoonsibilities for international aviation 
activities would improve the situation. 

Former Under Secretary of Transportation John U. 
Barnum testified that the crux of the organizational 
oroblem is leadershin and the solution is for the 
President to out someone in charge. That is essentially 
;ghat we have recommended. 

John E. Robson, the former CAR Chairman, in a published 
article in October 1977, noted that the future interests of 
our air 1 ines , the travelina public, and our national economic 
objectives reauire a full dress examination of international 
aviation. rlnless this is done, the current fragmentation of 
responsibilities within the Government, procedures having 
their oriqins in much earlier and different times, and vacil- 
latina oolicy and timid diplomacy to protect the interests 
of American carriers and consumers will continue to olaque 
America’s capacity to operate in international aviation. Re 
recommends streamlinina Government organization, policies, 
and procedures for international aviation. 

Senator Howard W. Cannon, Chairman, Senate Subcom- 
mittee on Aviation, in his apening statement on Novlember 
29, 1977, commented that the central ouestion we hope 
to explore is how r1.S. policy is made, by whom it is made, 
and how it. is implemented in bilateral nesotiations with 
other countries. In further hearings in early 1978, the 
Subcommittee plans to review the executive branch struc- 
ture to determine how oolicy is made and implemented with 
a view toward possiblv strengthening the executive machin- 
ery and nrovidinq congressional input to the oolicy develop- 
ment orocess. 

In testimony before this Subcommittee, Alan S. Boyd, 
a former Secreterv of Transportation and Chairman, CAB, 
commented on the desirabilitv to assign responsibility 
and authority to a clearly identified asency and official 
for the development of stratesv within U.S. international 
aviation oolicv objectives and for adeauate coordination 
and follow through. While noting that the Department of 
State or White House staff miqht fill this role, he favored 
the 9epartment of Transportation. 

We believe that .a more specific delineation of U.S. 
international air oolicies and a Government commitment 
to -ore expeditious decisionmaking is needed. 
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CAB ggdicative role -- 

CAB contends that our recommendations for closer 
coordination between it and the executive branch fail to 
recognize existing leqal reauirements relatinq to its quasi- 
judicial role. To the extent that CAB is restricted in its 
activities by it quasi-judicial role, it would be expected 
to fulfill that role. 

We concur that many issues concerning routes, rates, 
and competitive ncactices must be decided by CAB after 
adversarial hearinqs where all interested oarties are free 
to present evidence and arquments in support of their 
posit ions. 

RECOMMENDATION TO THE AGENCIES --- -----a- 

We recommend that the Actinq Director, Office of Manaqe- 
ment and Budget, give the Secretary of Transportation respon- 
sibility for coordinatinq international aviation matters. 
The Secretary of Transoortation should recognize unresolved 
differences amonq Government aqencies reqardinq policy 
formulation and neqotiatinq positions and seek timely 
resolution in a manner prescribed by the President. 
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CHAPTER 3 

IHPLEMENTIMG THE INTERNATIONAL AIR TRANSPORTATION 

FAIR COMPETITIVE PRACTICES 4CT OF 1974 

a* * * The International Air Transportation Fair 
Competitive Practices Act of 1974 specifically 
directs Deoartments and Agencies of this Govern- 
ment to seek elimination of these [unfair, 
discriminatory, or restrictive] practices [by 
foreign countr iesl . This policy will be pursued 
viqorously.” (International Air Transportation 
Policy of the United States, September 1976) 

The operatinq riqhts of international carriers usually 
stem from air agreements or other reciprocal arrangements 
negotiated between two countries and should provide a balance 
of economic benefits to the carriers. 

llore equitable arranqements for U.S. carriers could 
be obtained by (1) modifyinq and more effectively imple- 
menting the International Air Transportation Fair Competi- 
tive Practices Act of 1974 (Fair Competitive Practices Act) 
and (2) securinq common methods for assessing user charges 
(payments by airlines for use of airways and airport 
facilities) in bilateral and multilateral agreements. 
The Fair Competitive Practices Act responds to a variety 
of foreian discriminatory and unfair competitive practices 
against U.S. international air carriers. 

In the 3 years sir&e the passage of the act, the 
unfair nractices have increased and foreiqn user charges 
have escalated. While the United States has obtained relief 
in some instances, it has never imposed compensatory charges. 
Our comparison of worldwide user charges indicates that 
U.S. carriers are nayinq much more than foreign carriers 
pay in the United States. 

Overall user charges for most international carriers 
rose 14 percent from calendar year 1975 to 1976. Dur ina 
1975, U.S. airlines paid $116 million to foreign authorities 
for airport and enroute facilities and services. In i977, 
navigation charges alone cost Pan Am S17.7 millioll, an 
increase of 532 percent since 1970. 

Section 3 of the act reauires the Secretary of Transpor- 
tation to determine whether foreign user charges unreasonably 
exceed comoarable U.S. charges or are otherwise discriminatory. 
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When the charaes are so determined, the Secretary of State, 
in collaboration with CAR, is reauired to neqotiate to 
reduce or eliminate the excessive or discriminatory charges. 
Failing that, the Secretary of Transportation, with apnroval 
of the Secretary of State, is directed to impose compensatory 
charqes on the carrier of the country imposing such charges. 
The charges collected are to be used to fully compensate 
u.s. carriers for the excessive or discriminatory charges 
which they incur abroad. In the few instances where actions 
were initiated, only marginal results were achieved and 
no compensatory charges were assessed. 

In administerina section 3, emphasis has been placed 
on the discriminatory aspect of user charqes--whether U.S. 
carriers are charqed more than others. More attention 
should be qiven to insurinq the reasonableness of user 
charges when thev substantially exceed 1J.S. charges. In 
such cases, we believe the charges should be considered 
unreasonable unless evidence is made available that they 
reflect economic costs. 1/ If, after a reasonable time, 
neqotiations to rectifv discriminatory or excessive charges 
are unsuccessful, compensatory charaes should be imposed 
and U.S. carriers fullv reimbursed for the amount determined 
to be discriminatory or excessive. 

Since the oassaqe of the Fair Competitive Practices 
Act, the qeneral level of foreign user charges has in- 
creased t as shown in the followinq examples. 

--Fustral ia, which in January 1977 had the 
hiqhest user charqes in the world raised 
them 32 Fercent durinq 1976. hlso, air 
port space rents at Sydney have increased 
six-fold. 

--A U.S. carrier representitive informed us 
that, Arqentina’s user charges in dollar 
terms doubled dur ina 1972-76. In 1976, 
Arqentina beaan billinq in dollars rather 
than pesos because of the devaluation of 
its currency. 

l/Fconomic costs apply to the use of real resources such 
as capital, labor, and energy. 
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--The United Kingdom, which now has the highest 
user charges in the world, increased them 
three times since the beginning of 1975. 
Since the beginning of 1976, landing fees 
have risen 53 percent and navigation fees 
38 percent. 

--JaDan began assessing international carriers 
a noise charge on September 1, 1975. This 
charge, which is still being contested by the 
carriers, represents a 45-percent increase in 
total user charges and would cost North- 
west Airlines and Pan Am roughly $4 million 
a year. The charge is now being paid into an 
escrow account by most airlines Qendinq a 
court ruling on its llzgality. User charges 
proDosed for a Japanese international airport 
scheduled to open in early 1978 would consti- 
tute the highest charges in the world. 

--European air naviaation charges, collected 
by a commoti European agency, increased about 
50 percent in ADril 1977 and now amount to 
about $300 million a year for international air 
carriers. The agency’s charges have risen more 
than 1,100 percent since its inception in 1971. 

COMPARISON OF U.S. USER CHARGES 
WITH 13 MAJOR COUNTRIES 

Since the tyDes of user charges vary greatly from one 
country to another, we examined average user charges for 
a tyDica1 Boeing-747 passenger flight in 13 major countries, 
and compared them with those of the United States. This 
comparison is shown on the following page in U.S. dollars as 
of ADril 1, 1977, usins exchange rates in effect on that 
date. 
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nnited Kinadom $4,334 
4ustral ia 3,876 
Germany 3,171 
Jaoan 2,881 
France 2,602 
Columbia 1,587 
Mex ice 889 
Israel 2,282 
Venezuela 1,045 
Canada 662 
Soa in 1,065 
Por tu431 1,001 
Italy 780 

Foreiqn 
charge 

U.S. 
chars - 

s1,317 
885 

1,408 
746 

1,216 
967 
502 

1,990 
965 

1,227 
1,635 
1,995 
1,988 

Difference 

$3,017 229 
?,991 338 
1,763 125 
1,535 206 
1,386 114 

620 64 
387 77 
302 15 

80 8 
-565 b/85 
-570 g/54 
-994 E/99 

-1,208 b715S 

Percent of 
difference 

(note a) 

a/All percent calculations were made using the lower 
charqes as the base. 

G/United States charaes higher than foreian. 

Calculations were made using a Boeing-747 at SO-percent 
capacitv. Foreiqn charqes were determined by weighting the 
individual airport costs by frequency of use for scheduled 
services. Al! user fees paid by the airlines associated 
with the entry, landing, and departure of a typical flight, 
such as navigation, landinq, and around-hand1 ing fees, 
were included. 

U.S. charges to individual foreiqn carriers vary 
cons itlerablv, reflecting a difference in the level of 
charges among U.S. airoort authorities. ‘For example, the 
average cost to Portuqal’s carrier in the United States 
is hiah hecausa it uses Boston’s Loqan airport and New 
York’s Xennedy airoort, twc of the highest cost airports 
in the United States. Ry contrast, “exico’s carriers use 
lower cost airports in tSe western and southern United 
States. Never theless, we believe this comparison is 
meaninqful in the context of the bilateral exchanqe of 
economic benefits that normally aovern inter,:stional 
air transport aareements. In these tezs, 9 of the 13 
countries charaed U.S. carriers more than :‘I-.ir national 
carriers oaid in the rlnited States, and 6 ($2 those 9 
charaed more than the hiqhest r1.S. charqes to anv foreign 
carrier. 
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This comparison by itself does not establish that the 
foreian charqes are Lnreasonably excessive within the meaninq 
of the Fair ComDetitive Practices Act. In fact, it can be 
maintained that U.S. authorities undercharge because (1) they 
do not recover full costs, including investment, as is the 
policy of many foreiqn qovernments and (2) they do not in- 
clude navigation charqes to the carriers, a major element in 
most foreign charqes. Costs of the U.S. air navigation sys- 
tem are defrayed by a combination of qeneral tax revenues 
and aviation user tax revenues. The latter revenues fund 
soecific costs of Federal airport and airway programs. Avia- 
tion user tax revenues do not equal the combined total costs 
of all Federal airport and airway programs. Only a portion 
of these revenues was appropriated Eor airway programs and 
the remainder was appronriated for airport programs or car- 
ried as a surplus in the Airport and Flrway Trust Fund. 
Therefore, in fiscal year 1976 general tax revenues were 
used to defray an estimated 87 percent of total Federal air- 
way system costs. 

Wide variances in charqes amonq aircort authorities do 
not necessarily mean that those with hiqher charges are un- 
justified. The char-se to any single carrier may be influenced 
by the use of the facility, concession and rental revenues, 
airline participation in the construction and operation of 
an airoort, the fiscal pal icy of the airport authority, and 
government funds that may cover air navigation facilities 
and services. In most cases, too little is known about the 
basis of foreian charqes to judge their reasonableness. 

Charqes can be unreasonable or discriminatory when they 
are not based on the economic cost of services rendered, when 
they are used to cross-subsidize airports not used by the 
carrier charged, and when they are inequitably distributed so 
that some carriers pay more than others for the same service. 

EXAMPLES OF QUESTIONAWE CHARGES _____------0--- 

United P inqdom 

User charaes to U.S. carriers in the United Kinqdom are 
the hiahest in the world and exceed those paid by British 
carriers in the United States by about 220 percent. This is 
partly because the British charges are designed to achieve 
full cost recovery, includina an inflation factor and a 
15.5-oercent return on investment. The method for determin- 
ing the charqes indicates a cost-allocation system that 
charqes transatlantic flights a disproportionately high share 
of the total costs. 
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The naviqation charses are based oartially on aircraft 
we iqht , even thouqh it bears no relation to the cost of navi- 
gation services. U.S. transatiantic flishts use mostly larqe, 
wide-bodied aircraft, while intra-Eurocean flights use lighter 
aircraft. British carriers, by contrast, pay no navigation 
charqes in the United States. 

Landinq charges which, logically, should be based on 
weiqht, are based instead on weight and distance flown. Dist- 
ance flown does not affect the actual cost of landing, but 
does result in much hiqher charges to nearly all U.S. flights, 
with the added anomally that landing charges for flights from 
Miami, for examole, are as much as $300 higher than those from 
New York. British carriers in the United States oay no more in 
landino fees than comparable domestic carriers, since distance 
is not a factor in the U.S. charges. 

Finally, there is a peak-hour charge in effect during 
the 7 most heavily traveled months of the year, which amounts 
to about $1,500 over the normal charge for each Boeing-747 
useaae. The peak-hour charge is levied on all flights landing 
at the main London airport between 6 a.m. and 9 a.m. or depart- 
inq between 10 a.m. and 2 c.m. This charqe has the greatest 
effect on transatlantic flishts which land and denart mostly 
durinq those times and whose passengers have the least flexi- 
bility in their schedules. Intra-Burooean flights can avoid 
the peak-hour charses by schedulins arrivals and departures 
at other times without adversely affectins oublic convenience. 

As a consequence, althouah U.S. air carriers perform 
less than 5 oercent of total aircraft movements at the air- 
ports in the London area and carry 6 percent of the passengers 
that move through terminals at these airports, the airport 
user charqes they nay represent over 17 percent of the British 
system-wide revenue from traffic. 

The United Kingdom was one of three countries against 
which the Secretary of Transportation made a finding of dis- 
criminatory user charges under section 3 of the Fair Comceti- 
tive ?ractices Act. Uis findinq, made on July 30, 1975, ad- 
dressed the discriminatorv methods bv which landing and navi- 
gation fees were assessed aqainst international flights as 
opposed to domestic flishts with no apoarent differences 
in cost. The Sermuda II Aqreement sianed July 23, 1977, did 
resolve these matters, but its orovisions take a stance 
asainst discriminatory or non-cost-related charges. These 
provisions should encourage U.S. neqotiatinq efforts to eli- 
minate the discriminatory or unreasonable charqes described. 
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Japan 

User charges oaid by U.S. carriers in Japan are 206 
?ercen+ higher than those oaid by Japanese carriers in the 
United States. 4 noise charge imoosed in mid-1975 on jet 
aircraft, averagina $515 per landing for a Boeing-747, makes 
up about 24 percent of the total Jaoanese charges and will 
cost the principal U.S. carriers $4 million a year. 

The method used to impose this charge has the effect 
of placing a sianificant emohasis on weiqht, as shown in 
chart 4. Conseauently, the charge falls heavily or. wjde- 
bodied aircraft such as the U.S. Boeinq-747s and DC-lOs, even 
though these planes are quieter than some of the small, 
narrow-bodied aircraft. Since wide-bodied aircraft carry 
more oassenqer s, they reduce both flight frequencies and 
total noise . 

CHART 4 

JAPANESE NOISE CHARGE FOR SELECTED AIRCRAFT 
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The U.S. scheduled carriers serving Japan have joined a 
groun of 26 other international carriers which are testing the 
leaalitv of the noise charae. 

Australia and other countries 

Australian user charoes are second only to those of 
the JJn i ted v inudom , and are about four times what Australian 
carriers pay in the United States. The Secretary of Trans- 
portation did investiqate the Australian charges and, in 
October 1975, found them to be discriminatory under section 3 
of the Fair Competitive Practices Act. Subsequent nego t ia- 
tions which beaan in February 1976 resulted in a more eguit- 
able allocation bf navigation charges, amounting to a 
20-aercent reduction in total user charges to U.S. carriers. 

NO reduction was achieved in airport rentals, and the 
reduction in naviaation charges was later consumed by a 
32-percent increase. i/ The orincipal U.S. carrier initiated 
leaal action in the Australian courts against the six-fold 
increase in Sydney’s airoort space rent. This increase was 
upheld and further efforts are dependent on U.S. Government 
action. 

As shown in the table on P. 24, overall user charges 
in a number of other countries-remain questionably high in 
relation to U.S. charges, even though most of these coun- 
tries have much lower waae levels than the United States. 
No formal determinations have been made under section 3 
of the Fair Comoetitive Practices Act and, in some cases, 
the cost data needed to substantiate them may not be made 
available by the countries concerned. 

In Mexico, the centralized clovernment agency that pro- 
vides naviqation services suoports 42 separate airports, 
most of which are net used by international carriers. 
These airports are purportedly being subsidized through 
the hisher rates charaed at the few airpoTts used by 
international carriers. 

For Italy, the third country against which section 3 
action was initiated, total user charges are fairly low, 
and the find ina was based on the exemption from payment 

i/Partiallv offset to U.S. carriers by a 17-percent devalua- 
tion of the Australian dollar. 
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of the Italian carrier. This has now been resolved by 
.the Italian courts which, in effect, overturned the 
Italian carrier’s exemotion. 

In Zanuary 1977 the President of the Philippines 
instructed the Director, Civil Aviation Administration, 
to increase across the board the rates of landing and 
takeoff fees for all aircraft enqaqed in international 
air services, includinq the national carrier, and to reduce 
them acioss the board for domestic air services. He also 
directed th;lt the net result of these charges accrue 
a profit for the government. 

OTHER DISCRIMINATORY AND ’ 
UNFAIR COMPETITIVF PRACTICHS 

Section 2 of the Fair Competitive Practices Act oer- 
tains to a wide ranqe of discriminatory and unfair com- 
Detitive practices. Such practices include currency 
restrictions, monopoly ground-handling, unfair taxes, 
cargo restrictions, charter discrimination, and overly 
restrictive fly-national Dolicies. We believe section 2 
should be revised to reauire formal findings where dis- 
criminatory or unfair practices exist. 

Currency restrictions 

Currency restrictions abroad ranqe from prohibiting 
the sale of air services in local currencies to delays and 
outright blockinq of convertinq or remittinu funds earned 
overseas. These problems have existed for years, primarily 
in less developed countries. Despite some success by the 
U.S. Government in obtainina relief, l/ they continue to 
be a financial drain on U.S. international airlines. 

One U.S. carrier estimated delays of from 2 days to 15 
months in convertina currency in 16 foreign countries and 
1975 losses of $6.8 million due to devaluation and-interest 
costs. It had to write off another $340,000 in countries 
where its funds were blocked or where it was forced to sus- 
pend operations. The Air TranSDOrt Association of U.S. 
scheduled carriers estimated in 1976 that 1J.S. carriers 
have 520 million in revenue tied up in foreign countries. 

i/One U.S. carrier recovered several hundred thousand 
dollars in blocked Egyptian pounds, and there has been 
significant easinq but not complete relief from Indian 
currency restrictions. 
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By comparison, the carriers of countries that impose 
currency restrictions on U.S. carriers are able to market 
their services on an equal basis with U.S. carriers and 
have no restrictions placed on their revenues. 

Monopoly ground-handling and unfair taxes 

There has been a growing trend abroad toward monopoly 
ground-handling, often furnished by the military, another 
government agency, or the national flag carrier. This 
sometimes contributes to increased handling costs and poorer 
service. In some cases the U.S. airline itself must furnish 
the services that it is, purportedly paying for. U.S. carriers 
are particularly concerned about the deterioration of service 
when the handler is a national-flag carrier because of the 
potential for preferential treatment. 

The Secretary of Transportation made a finding under 
section 3 of the Fair Competitive Practices Act that the 
Italian handling charge in Rome was discriminatory because 
the Italian carrier, Alitalia, did not have to pay it. 
In our opinion, the principal concern with respect to 
Italian ground services is not cost, but the competitive 
advantage Alitalia enjoys by being the only carrier able 
to self-handle and, thus, to deal directly and efficiently 
with its customers. We observed in the Rome airport, for 
example, that only Alitalia maintains its own ticket counter 
and has signs indicating its presence by name. By contrast, 
U.S. airlines are not allowed to maintain their own ticket 
counters and their boarding facilities are located at the 
far end of the terminal. In the United States, Alitalia 
has complete freedom to self-handle or to contract for 
services. 

National-flag carriers or other government-owned or 
designated entities also control ground-handling in all 
Communist countries, and in Argentina, Switzerland, Germany 
(in part), France, United Kingdom (Glasgow and Hong Kong 
cargo) and Yugoslavia. 

In a number of countries, principally in South America, 
fuel for foreign carriers is subject to higher prices, 
service fees, or taxes than those charged to the national 
carrier. In one of these countries, U.S. carriers were 
paying higher aviation fuel prices than the national carrier. 
Through U.S. Government efforts an agreement alleviating the 
fuel price discrepancy was concluded in December 1977. Chile, 
Peru, Singapore, Turkey, Indonesia, Bolivia, and the Philip- 
pines impose other unfair taxes on international airlines 
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by either exempting or imposing lower tax charges 
on their own national 2arriers. 

Cargo restrictions 

In Brazil, foreign carriers must get approval to 
convert local currency paid for freight shipments, while 
discounts or credits are allowed on shipments by the 
national-flag carrier. Also, foreign carriers can handle 
only those freight shipments refused by Brazil's national 
airlines. 

In India, because of governmental requirements, 
air freight shipments are usually offered first to Air 
India. Also, shippers receive foreign exchange advantages 
and, in some cases, government rebates when using Air 
India. 

In the Federal Republic of Germany, air carriers were 
not allowed to truck air freight between airports not served 
by them, which gave an advantage to the German carrier. 
The U.S. freight carrier was effectively restricted to 
shiIjments to and from Frankfurt. The U.S. Government 
negotiated this matter and the carriers are now allowed 
to truck cargo within Germany but not across its borders. 

In the United Kingdom, the U.S. freight carrier's 
cargo operations were restricted in 1974 to prevent carriage 
between Britain and other parts of Europe. The restriction 
was overturned by the British courts, but the British 
Department of Trade then rewrote the carrier's permit to 
include these restrictions, and to require the carrier 
to file proposed schedules 60 days in advance. It was 
not until Bermuda II was signed in July 1977 that this 
restriction was removed. 

U.S. carriers serving Italy are prohibited from using 
wide-bodied freighters. Italy contends that the jets are 
not covered in the agreement: the United States disagrees. 
However, Alitalia does use a Boeing-747 in a half-pass- 
enger, half-freight configuration in its service to and 
from the United States. 

Charter discrimination 

Many foreign governments require prior approval of 
all U.S. charters operating into or out of their countries. 
This contrasts with the U.S. policy of blanket approval for 
most foreign charter applications and almost automatic 

! 
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individual approval for the rest. As a result, foreign- 
flag carriers have sometimes had a competitive advantage 
over U.S. carriers on charter flights to and from the 
United States because of a greater degree of certainty in 
obtaininq approval for these flights. This apuarently 
has been the case for Japanese, French, and Italian 
carriers, among others. In Italy, where charter rules 
are highly uncertain and late in being announced, the 
Italian carrier has enjoyed a marketing advantage because 
of the uncertainty of approval for U.S. flights. It also 
enjoys an advantage in being the only carrier allowed to 
operate charters out of the main Rome airport. All other 
charter operators must use the alternate Rome airport which 
has a short runway which limits takeoff weight and, hence, 
the amount of fuel that can be carried. This precludes 
transatlantic fliqhts from the alternate airport without 
an intermediate fuel stop. Additionally, the alternate 
airport has the marketing disadvantage of being less conven- 
ient and having fewer amenities for the passengers. 

Fly-national policies 

U.S. Federal employees or those traveling at Government 
expense are now reuurred to fly on U.S. carriers whenever 
possible. l/ However, 
of the total U.S. 

they account for onM a small port ion 
international market. In foreiqn countries 

that have smaller markets to start with, government travel 
restrictions are more significant, Sometimes the fly- 
national policies of foreiqn countries go far beyond direct 
government travel to include nationalized industry and even 
the private sector, thereby larqely reducing the oartici- 
pation of the U.S. carriers in those markets. 

The definition of a government entity that must use 
the national--flaq airline covers 75 percent of the passenqer 
traffic in Brazil and 70 percent in Austria. Rebates, tax 
credits, and reduced customs duties encourage use of t%e 
national-flag airlines even by orivate parties in Argentina, 
Brazil, Iran, India, and Greece. Indian citizens traveling 
on foreign airlines ?.we more difficulty in obtaining visas 
and foreiqn exchanae. In effect, the United States has 
ooened its markets to these countries’ carriers, but on 
an unequal basis. 

l/The adeauacy of the ococedures and adherence to the 
U.S. fly-national oolicy is currently under separate 
review by us. 
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Other restrictive government policies -------. - ----- --__ _- 

All Communist countries and many third-world countries 
prevent U.S. carriers from selling passenger tickets and 
freight space for local currencies and require that such 
ticketing be performed by the national carrier on a 
commission basis. 

In other countries, the national carrier enjoys 
free and exclusive advertising on national networks, 
preferred airport treatment, and exclusive access to 
marketing information obtained by the government or by 
itself as the monopoly ground-handling agent. I 
GOVERNMENT RESPONSE TO RESTRICTIVE PRACTiCES 

,Section 2 of the Fair Competitive Practices Act 
directs the Departments of State, Treasury, and Transpor- 
tation and CA0 and “other departments or agencies” to 
take all appropriate actions within their jurisdictions 
to eliminate all forms of unfair competitive practices 
found to exist. It also calls on them to propose additional 
legislation if they determine their current authority is 
inadequate. To date, no legislative proposals have been 
made. Except for the State Department’s negotiating role, 
most of the authority to enforce section 2 is vested in CAB, 
subject in most cases to Presidential stay or disapproval. 

Under the Federal Aviation Act of 1958, CAB is charged 
with preventing discrimination and unfair competitive 
practices, and issuing permits for foreign airlines to 
operate in the United States. CAB may attach any terms 
or conditions to the permits which it believes to be in 
the public interest, but has used this authority infrequently 
in retaliation against foreign carriers since passage of 
the Fair Competitive Practices Act. Permit conditions, 
other than for routine matters like safety and insurance, 
customarily have been applied only to Eastern bloc country 
carriers that have severely and permanently restricted U.S. 
carr rers. This authority could be used, however, to retal iate 
against such foreign qovernment practices as monopoly ground- 
handling and airport and currency restrictions. 

Scbject to Presidential stay or disapproval, CAB is 
authorized under its economic regulations 212 (for charters) 
and 213 (for scheduled service) to limit foreign carrier 
entries into the United States: i.e., to restrict their 
frequencies. This has been done in only a few instances 
to retaliate aqainst severe restrictions on U.S. flights. 
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The Fair Competitive Practices Act, we believe, requires 
more concerted action to be taken in response to other signi- 
ficant types of market restrictions, such as cargo restr ic- 
tions and fly-national or currency policies that effectively 
and unreasonably limit the freedom of U.S. carriers. Fear 
of foreign reprisals may inhibit U.S. carriers from seeking 
CAB action. Such efforts should be instituted by CAB on its 
own initiative or at the request of the Department of Trans- 
portation. We believe the authority to impose compensatory 
charges provided in section 3 of the Fair Competitive Prac- 
tices Act should be expanded to cover other adverse financial 
practices against U.S. airlines. 

A problem confronting the agenciks in implementinr 
section 3 is the possibility that imposing compensatory 
charges would violate Article 15 of the Chicago Convention, 
formally known as the Convention on International Civil 
Aviation (opened for signature Dec. 7, 1944, 61 Stat. 1180, 
T.I.A.S. No. 1591), the basic multilateral treaty governing 
international air transportation. Ar title 15 provides, 
in part, that charges imposed for the use of airports and 
facilities by aircraft of any other contracting state shall 
not be higher than those that would be paid by each nation’s 
own aircraft engaged in similar international air services. 

To the extent that a charge imposed Qn U.S. aircraft 
exceeds the charse imposed on the country’s own aircraft, 
a compensatory charge pursuant to section 3 of the act 
would be permissible retaliation. The discriminatory 
charge could be considered a breach of article 15 and, 
consistent with generally recognized principles of inter- 
national law, the United States could suspend the operation 
of article 15. 

However , apparent difficulties arise in cases where 
the charge imposed by the other country is not greater 
than that paid by the country’s own international aircraft. - 
Article 15 does not clearly prohibit the imposition of 
unreasonable charges, al though charges are subject to review 
by the Council of the International Civil Aviation Organi- 
zation which may make recommendations for consideration by 
the countries concerned. Accordingly, when the user charge 
is merely excessive, the United States may not suspend the 
operation of article 15 on the ground that the other party 
has committed a material breach of the agreement. Impos i t ion 
of a compensatory charge may be considered to violate article 
15 in that the charges imposed would thus exceed charges 
paid by U.S. aircraft. 
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If it is not oossible to interpret the language of a 
later enacted statute consistently with a treaty, the statute 
governs with respect to the municipal law of the United 
States. Never theless, to the extent that the execution of 
municipal law would be a breach of a treaty obligation, a 
violation of international law would occur. 

The clear imuort of the language used in section 3 
of the act is that the agencies are required to take action 
when user charges are unreasonably excessive, even though 
the charges are not greater than those paid by the nation’s 
own aircraft engaged in similar services. This interpre- 
tation of the act is shared by the agencies charged with the 
implementation of the act. 

The legislative :listory of the Fair Comoetitive Prac- 
tices 4ct indicates that the Department of State opposed 
the enactment of section 3 for various reasons, including 
its leaal opinion that the imposition of a compensatory 
charge on foreign carriers when their countries’ user charges 
“unreasonabiy exceed comparable charoes” in the United 
States violates article 15 of the Chicago Convention. 
The Pepartment of Transportation expressed similar legal 
reservations. 

The United States has entered into bilateral air 
transuort agreements with many countries that, among 
other things, provide for just and reasonable charges for 
the use of airports and other facilities. These agreements 
provide recourse that would avoid the need for invoking 
article 15. Disputes concerning matters covered by the 
agreements that are not satisfactorily settled by c,-rnsul- 
tation are, under most agreements, subject to arbitration. 
Accordingly, another country may contend that the United 
States should use the disoute settlement procedure provided 
f.or in the bilateral agreement rather than resort to uni- 
lateral action under the Fair Competitive Practices Act. 
It is our view that the agencies should make every effort 
to resolve user charges disputes through negotiation or 
the arbitration procedures provided for in our bilateral 
agreements. Never theless, the compensatory charge provision 
of the Fair Competitive Practices Act remains an important 
tool which may be resorted to should negotiation or arbi- 
tration Drove unsuccessful. 

When neaotiation and arbitration procedures are unfruit- 
ful and compensatorv charges are imposed, the possibility 
of a violation of Article 15 of the Chicago Convention is 
aooarent. The Chicago Convention also provides a procedure 
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for settling disagreements over the interpretation or 
application of the convention. However, the probability 
of a resolution favorable to the United States would be 
substantially less than under the bilateral agreement pro- 
visions, since the issue would not necessarily be the reason- 
ableness of the charges imposed but whether the compensatory 
charge violated the provision requiring that user charges 
shall not be higher than those that would be paid by each 
nation's own aircraft. Furthermore, imposition of compensa- 
tory charges might be considered by other parties as a 
material breach of the Chicago Convention and therefore, 
under generally recognized principles of international 
law, grounds for the other parties to suspend the operation 
of the Chicago Convention in whole or in part.' The Chicago 
Convention contains rights essential to the operation of 
international aviation: such as the right of nonscheduled 
flights and the right to use airports and air navigation 
facilities under uniform conditions. Thus, its suspension 
would erode the legal structure upon which the operation 
of international air transportation is based. 

The enactment. of our proposals to expand the coverage 
of section 3 of the Fair Competitive Practices Act and 
provide for a time limit for negotiations prior to the 
determination of a compensatory charge might precipitate - 
a confrontation arising over the relationship between the 
act and the Chicago Convention. Of course, the Secretary 
of State (or the President, if our legislative proposal 
is enacted) could withhold approval of the imposition 
of compensatory charges in the event that undesirable 
repercussions outweigh benefits. 

Nonetheless, to avoid the possibility of a confronta- 
tion arising over the relationship between the act and 
article 15, we believe that the Secretary of State should 
seek an amendment to the Convention that would permit only 
just and reasonable charges based on economic cost or should 
negotiate a separate multilateral agreement on user charges. 

CAB REPORTING REQUIREMENTS ----e-m 

The Fair Competitive Practices Act requires CAB to 
report annually to the Congress on steps taken to eliminate 
unfair practices. The reports issued to date include a 
summary of actions taken on user charges but generally do not 
indicate planned remedial actions where the st'ps were appar- 
ently ineffective; they LJnclude with such phrases as "they 
had still not responded," "the subject will be raised again in 
forthcoming consultations," "this matter continues to be kept 
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under consideration," or "this controversy remains to be 
settled." In only a few cases do the reports mention other 
discriminatory practices, such as monopoly ground-handling 
or currency restrictions, that appear to be as serious 
as the cases that are reported. We believe future reports 
should more fully disclose all unfair or discriminatory 
actions imposed on U.S. carriers by foreign countries and 
planned remedial action. It also would be useful to include 
industry views on the progress made under the continuing 
program to eliminate unfair practices. 

Since these reports include the actions of a number of 
agencies, we believe they might better be compiled by the , 
Secretary of Transportation, in accordance with our recom- 
mendation that he be given overall responsibility for coordi- 
nating Governmant air transport actions affecting foreign 
governments. The reports should reflect the views and 
input of the various agencies involved. 

VIEWS OF FOREIGN CARRIERS ON DOING ----- 
BUSINESS IN THE UNITED STATES 

To obtain a balanced view of the practices faced by 
U.S. carriers abroad, we interviewed a number of foreign 
carrier representatives about their operating experiences 
in the United States. The only discrimination cited (by 
two carriers) was a letter from the Secretary of Commerce 
to American businessmen encouraging them to fly on U.S.- 
flag airlines, which was seen as a subtle form of pressure, 
denying their airlines an equal opportunity to compete in 
the U.S. market. 

Se*:eral foreign representatives cited instances of 
unreciprocal treatment on user charges. They pointed out 
that the costs of security inspections and rental of post 
office and customs space in their countries' airports were 
furnished to U.S. carriers at no cost whereas they had to 
pay for these services in the United States. Also- foreign 
carriers are subject to a number of U.S. local sa:es and 
income taxes, although U.S. carriers are exempt fr>m the.1 
in some foreign countries. 

We concluded that these instances do not compare in 
magnitude with the discrimination and unreciprocal charges 
that U.S. carriers face. 
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AGENCY COMMENTS AND OUR EVALUATION ------------.------m-P 

Discussion of the more important Agency disagreements 
with the conclusions and recommendations reached in this 
chapter follows. 

Objective of seeking common d-e 
methods --- ofassessing user charges me- 

The Chairman of CAB commented that it would be 
desirable to seek common methods of assessing user charges 
but largely not feasible under current U.S. law since &e 
majority of U.S. international airports are State or locally 
controlled, and legislation permitting Federal control of 
U.S. international airports would be required to attain 
this objective. 

We noted, however, that the Bermuda I I Agreement does 
provide for a significant step in this direction under 
article 10, paragraph 3, which states that: 

“User charges may reflect, but shall not exceed, 
the full cost to the competent charging authori- 
ties of providing appropriate airport ard air 
navigation facilities and services, and may pro- 
vide for a reasonable rate of return on assets, 
after depreciation * l l User charges shall be 
based on sound economic principles and on the 
aenerally accepted accounting principles within 
the territory of the appropriate Contracting 
Par ty . ” 

The impact of this provision on the unreasonable charges 
by the United Kingdom cited in this chapter is unknown, 
but probably depends on U.S. efforts. 

iue believe this language provides sound guidance for 
user charges lnqulrles and that present legislation provides 
the means for the Secretary of Transportation to determine 
the appropriateness of U.S. charges. Section 18 of the 
Alrport and Airways Development Act of 1970 provides that, 
as a condition for approval of airport development projects, 
the Secretary of Transportation shall receive assurances 
that “the airport operator or owner will submit to the 
Secretary such annual or soecial airport financial and 
operations reports as the Secretary may reasonably request” 
and “the airport and all airport records will be a-Jailable 
for inspection by anyxly authorized aaent of t!:c Secretary 
upon reasonable request .‘I (Underscoring supplied. ) 
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Ii f:lrther legislation is needed to‘achieve the 
implementation of reasonable user charges based on cost for 
international flights, it should be sought. Such legislative 
efforts are encouraged under section 2(b) of the Fair Com- 
petitive Practices Act. 

Consideration of the reasonableness ~- 
of fore-gn user charges by DOT 

CAB objected to our recommendation that whenever total 
user charges ir a country substantially exceed U.S. charges, 
the Secretary of Transportation should consider such charges 
unreasonable unless the foreign governments can demonstrate 
or other available evidence indicates that they reflect 
actual costs. In CAB's opinion this recommendation is 
a simplistic solution which does not adequately consider 
that there are justifiable reasons for the wide variances 
in user fees. Further, CAB foresaw that the implementation 
of such a recommendation would lead to a breakdown in dispute 
resolution and ultimately work to the detriment of inter- 
national travelers and shippers. 

Recognizing that charges may justifiably vary signifi- 
cantly from airport to airport, it was not our suggestion to 
simply add an equalization fee in order to bring the level 
of U.S. charges up to the level that U.S. carriers must pay 
in foreign countries. A-L.O, it can be maintained that U.S. 
authorities undercharge hnd that, therefore, the United 
States subsidize#j all carriers--U.S. and foreign. Comparing 
the level of charges provides a first step in assessing the 
appropriateness of foreign charges and points to the coun- 
tries where further investigation is merited. If it is 
substantiated that the charges are cost-based and properly 
distributed among the users of an airport facility, we 
believe this would'satisfy the U.S. inquiry as to their 
appropriateness. 

The Department of State commented that the report 
treats any practice different from that of the United 
States as unfair or discriminatory when, actually, some of 
the practices stem from the countries' economic, political, 
and social systems and are not designed to enhance the 
home carriers' competitive positions. State notes that in 
these instances the United States should seek to obtain an 
advantage in another aviation-related area to insure an 
overall equitable exchange of aviation benefits. 

We believe it is desirable to obtain an adequate exchange 
for as many elements of a bilateral agreement as possible. 
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AS evidenced by the recent hearings on the Bermuda II 
agreement, what constitutes an overall eauitable exchange 
of aviation benefits is a very subjective and disputed 
determination. To the extent that there is a demonstratable 
exchanqe for the elements of an agreement, it would support 
the Department of State’s objective of attaining an overall 
eauitable exchanae of aviation benefits. 

The Deoartment of State noted that the actual cost of 
Providing air transport services in the United States should 
be the standard of comcarability rather than what the air- 
ports actually charqe since the United States does not seek 
to recover the full costs of aviation facilities from an air 
carrier. Increasins U.S. user charges from those actually 
charged international carriers to constructed per flight 
costs presents difficult analysis Droblems, but more im- 
portantly, would reduce the scrutiny of foreign user charges 
from the level we are sussesting. We are DroDosino that 
actual U.S. user charges be cornoared with those charged by 
foreisn countries for the Durpose of selecting those coun- 
tries whose individual user charqes should be examined 
further. This examination would determine whether the 
foreisn user charges are fair and based on economic costs. 

The Air TKanSDOCt Association commented that the Fair 
Competitive Practices Act should be used as a last resort 
remedy when other means fail in getting foreign governments 
to chanse their ways. It noted that, in the normal course 
of business, Dersuasion through normal Government channels 
using the sDecia1 expertise of the various aqencies should 
be tried before implementina nunitive steps under the 
statute. We agree that the first course of action should 
be neqotiation, but believe that if this is unsuccessful, a 
unilateral resconse should be taken as was contemplated 
under the act. 

Need for more timely 
Government resDonses 

CA!3 commented that a 60-day time limit for making 
a formal findino as to whether a Darticular user charqe 
or an act may be subject to retaliation was imprudent, 
unrealistic, and could lead to severe disruDtions. Also, 
it believed that our recommendation for a l-year time limit 
for aDpropriate action was imuractical in view of its present 
workload. The Deoartment of State also pointed to the need 
to analyze an anticioated increasinq workload in light of the 
costs involved with additional staff-hours and other Govern- 
men t resources. 
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Working under definite time criteria may not be 
comfortable, but we believe it is needed to insure action 
and to establish the rapport with U.S. aviation partners 
which will enable complaints to be resolved expeditiously. 
In accordance with a suggestion from the Air Transport 
Association, we are recommending a go-day limit rather 
than the 60-day limit for the Secretary of Transportation 
to make a finding as to whether a particular charge or 
act may be subject to retaliation. 

We do not believe that the need for additional staff 
should override the need to accomplish the task since the 
congressional intent for such efforts is established. 

RECOMMENDATIONS TO THE AGENCIES --- 

We recommend that: 

--The Secretary of State, in coordination 
with the Secretary of Transportation, scr ive 
to have provisions for common methods of 
assessing user charges incorporated into 
existing and future bilateral agreements. 

--Whenever user charges in a country substan- 
tially exceed U.S. charges, the Secretary of 
Transportation should consider such charges 
unreasonable unless the foreign aovernment can 
demonstrate, or other available evidence indicates, 
that they reflect economic costs. 

--The Secretary of State in coordination with 
the Secretary of Transportation seek an 
amendment to the Convention on International 
Civil Aviation that would permit only just 
and reasonable user charges based on economic 
cost or negotiate a separate multilateral 
agreement on user charges. 

RECOMMENDATIONS TO THE CONGRESS ------ 

We recommend that the International Air Transportation 
Fair Competitive Practices Act of 1974 be modified as 
follows. (See app. I for proposed legislative language.) 

--That section 2 require the Secretary of 
Transportation to make formal findings con- 
cerning discriminatory or unfair practices 
and recommend appropriate actions to be 
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taken, failing diplomatic resolution of the 
matter. 

--That both sections 2 and 3 contain specific 
time limits for implementing required actions. 
We suggest a go-day limit for the Secretary of 
Transportation to make a finding as to whether or 
not a particular charge or act may be subject to 
retaliation and no more than an additional year 
to take appropriate action, if the matter cannot 
be resolved diplomatically. 

--That section 3 be expanded to cover not only 
user charges but also other quantifiable charges 
or costs resulting from unfair practices. 

--That section 3 expl ici tly provide that user 
charges or other quantifiable costs shall not 
be considered to unreasonably exceed comparable 
charges or other quantifiable costs where the 
foreign government demonstrates or available 
evidence indicates that the charges or other 
quantifiable costs are based on economic costs. 

--That the reporting responsibility under 
section 2 be transferred from the Civil 
Aeronautics Board to the Department of 
Transportation. Also, that the Congress 
provide guidance to broaden the scope of 
the annual report to include an overall 
assessment of progress made and problems 
unresolved. 
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CHAPTER 4 

INTERNATIONAL CHARTER TRAVEL 

“* * * The United States will [seek) * * * 
international air charter transoortation * * * at 
as low a cost as is economically justified, recog- 
nizinq that essential levels of scheduled service 
must be maintained * * *. In particular, the United 
States will use all appropriate means to prevent 
restrictions bv foreign governments on the com- 
petitiveness of passenger charter operations by 
all U.S. carriers. * * * The United States will 
continue to insist that, in the provision of 
charter services, U.S. scheduled and supplemental 
carriers be treated equally.” (International 
Air Transportation Policy of the United States, 
September 1976. ) 

U.S. policy supports a strong system of scheduled 
service as basic to air transport, but also recoqnizes the 
public’s right to the inherently lower cost of charter 
service. It notes that the industry’s primary responsi- 
bility is to adapt its air transport product to public 
demand-and that qovernments should not stifle this effort 
or remove incentives to keep costs low. 

Host foreign governments , on the other hand, give a 
higher oriority to scheduled service and tend to discourage 
charter traffic. This has led to regulations that generally 
are more restrictive than those of the United States. Some 
progress, particularly in Europe, was made in liberalizing 
foreiqn charter rules, an effort we believe should receive 
treater emphasis. 

RELATIONSHI? OF CHARTER TO SCHEDULED SERVICE 

The essential characteristic of charter service is 
lower fares for passengers in return for advance commit- 
ments on flight dates and route schedules that allow for 
more effective use of planes. Scheduled service offers 
the flexibility of service on demand, but at the cost of 
lower load factors. 

The air transoort industry qenerally recognizes two 
kinds of charter carriers-- supplemental and those operated 
by the regularly scheduled carriers. Supplemental carriers 
have no scheduled services over designated routes and 
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engage solely in charter operations. They have served 
as a competitive spur to the scheduled carriers, keeping 
scheduled fares down. Foreign country supplementals are 
usually subsidiaries of national-flag scheduled carriers. 
U.S. and foreign scheduled airlines l/ operate charters 
both on and off their designated rouFes. 

Charter load factors (the percentage of aircraft 
seats sold) typically are in the 80- to loo-percent range. 
By comparison, scheduled load factors on U.S. international 
routes have been about 56 percent. 

SIGNIFICANCE-OF CHARTER TRAFFIC 

Charter traffic on U.S. international routes increased 
about 240 percent between 1968-76, from 1.3 million to 
4.5 million, as shown in chart 5. Of particular signifi- 
cance is the rise in charter traffic during 1976. The 
charter flights of U.S. scheduled carriers were responsi- 
ble for the majority of this substantial increase. 

CHAHT 5 

U.S. INTERNATIONAL CHARTER MARKET 1969-76 

ALL FOREIGNCHARTER FLIGHTS 
4.5 

CMARTEH FLIGHTS 8V US SCHEDULED CARRIERS 

SUPPLEMENTALS Us AIRLINES 
OFFERINGONLYCHARTER FLICHrS 

A/Volume limits for combination carriers are raised to 
percent for the first 50 million, plus 2.5 percent of 
the remaining base revenue plane-miles. 
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On the major North Atlantic routes, l/ the charter share 
of the total market rose from about i3 percent in 1968 to 
22! percent in 1977. This orowth in charter traffic helped 
offset a declinina U.S. share of the scheduled traffic. 

‘!. S. ~OVRRWEMT WPPOFT OF CHARTFR GROWTH 

In line with !r.S. policy to maximize competition in 
international air service, the Government has souqht to 
expand charter service through broader chartr?r authority 
leadina to subseauent charter qrowth, especially in Europe, 
and removina charter restrictions , such as sroup membership 

ti reouirements and requlated itineraries at destination. 

In an effort to attain these coals, the United States 
introduced the One-stoo Tour Charter in 1975 and the Ad- 
vance Rookinq Charter in 1976;. During the first 6 months 
of 1977, these charters accounted for almost half the total 
charter passengers in the North Atlantic market and contri- 
buted to the rise in charter traffic. (See chart 6.) 

Types of charters available are as follows: 

--Advance Rookina Charters, sold to the general 
oublis with no reauired packaqe of ground 
accommodations, and at fixed urices with 
no minimum trip durations, except for 
nine European countries. 

--One-stoo Tour Charters, sold to the general 
public with sround accommodations at prices 
of at least $15 oer night and fixed prices 
with minimum trip durations. 

--Inclusive Tour Charters, sold to the general 
public with minimum trio durations and reauir- 
inq ground accommodations and three overnight 
stoos at minimum fares of 110 percent of the 
lowest ComDarable scheduled fare. 

l-/North Atlantic routes accounted for 67 percent of all 
charter traffic on routes to and from the United 
States between 1968 and 1975. 
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--Affinity Group Charters, available only to 
members of organizations that have been 
established for purposes other than travel 
at prices based on the cost of the flights 
divided equally among all the passengers. 

--Single Entity Charters, for which the charterer 
pays the total cost of the flight and offers 
it without charge to the passengers of his 
choice. 

CHART 6 

BREAKDOWN OF MAJOR CHARTER TYPES OVER 
THE NORTH ATLANTIC 
(JANUARY-JUNE 19771 

AOVANCE .tW,KlNG 
CHAWTsR 35 3% 

SOLD 10 
INOIYIDUALS 

With few exceptions, the rights governing international 
charter travel are outside the formal bilateral air transport 
agreements that control scheduled service. U.S. charters 
to most foreign countries are subject to both U.S. and for- 
e ign f ules, with the most restrictive rules (usually foreign) 
governing the traffic. In the absence of formal country- 
to-country agreements, comity and reciprocity has been the 
basis for the exchange of charter traffic. CAB approval 
of foreign charter flights into the United States is suppos- 
edly based on findings of comity and reciprocity, although 
we found unreciprocal restrictions against U.S. charter 
flights. 
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FOREIGN CHARTER RESTRICTIONS 

The restrictive charter Policies of many foreign 
governments largely result from the lack of interest in 
charter flights by national flag carriers, which view expan- 
sion of charter traffic as a threat to scheduled service. 
Accordingly, some countries impose quotas on the number 
of charter flights allowed and supplemental carriers are 
larqely excluded from the charter market. Also, some 
countries place more restrictive conditions on the types 
of charter service and imwse minimum charter fares that 
remove much of the price incentive for passengers to use 
charter afliqhts. These restrictive conditions occur in 
4sia, the South Pacific, and Latin America. Even in 
many Eurooean coun tr ies, where charter expansion is 
viewed more favorably, the policies are considerably rmore 
restrictive than those of the United States. Thus, U.S. 
charter qroups originatinq in the United States are denied 
the advantages of the less restrictive arranqements permitted 
by CAP, and 1J.S. carriers lack full access to markets that 
some foreiqn aovernments have reserved for their scheduled 
carriers. 

For examole: _ 

--Israel banned for more than 10 years all rJ.S. 
charter 11 ights to and from Israel, even while 
its state airline, El Al, operated a substantial 
charter proqram over U.S. routes. Recently, 
El Al was reauired to obtain CAB’s prior approval 
for charters on U.S. routes, and Israel has 
since granted U.S. carriers a limited number of 
U.S.-oriqinated charter flights. 

--Japan limits charter flights through 
controllinq landing “slots” at the crowded 
Tokyo airport. ADD1 ica t ions for charter 
slots are often disapproved. A U.S.- 
scheduled carrier was recently forced to 
cancel 15 round-trip charters worth 
S2.5 million. Some of these charters were 
then picked up by Japan Air Lines, which 
does not need orior approval to operate 
charters over its scheduled routes to 
the United States and has the necessary 
slots in reserve. 
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-Japanese restrictions against U.S. 
supplemental carriers certified by CAB 
to serve Japan have been especially 
severe. The two supplemental carriers 
certified by the United States to perform 
charter service to Japan are restricted 
to a combined auota of 70 fliahts each 
vear, no more than one-third of which may 
originate in Japan. Under existing pro- 
cedures, the supplementals are relegated 
to the bottom position for slots. As a 
consequence, they were able to operate no 
passenger flights into or out of Japan, and 
only 14 cCrgo flights in 1976 and a limited 
number of flights in subsequent years. Also, 
the Japanese prohibit the new U.S. charter 
types, such as the Advance Booking and One- 
stop Tour Charters. The Japanese 1 imi t the 
type of charters to affinity and single 
entity and openly favor scheduled carriers 
to supplementals. 

--Ireland and Brazil generally prohibit oper- 
ation of U4. supplemental carriers over 
scheduled air1 ine rou:es. One U.S. supple- 
mental carrier attempting to operate in Brazil 
had quotas imposed and was forced to cancel a 
program of 6 flights worth $500,000. 

--Australia and Yew Zealand favor scheduled 
carriers over supplementals. Approval is 
on an ad hoc basis with consideration given 
to the viability of the national carriers, 

The European Civil Aviatjon Conference L/ has attempted 
to present a united front on charter issues and has worked 
for a multilateral agreement with the United States on uni- 
form charter rules. This approach was designed to prevent 
past practices of U.S. carriers bypassing tt ose European 

---- 

i/Consists of 20 European countries and was formed for 
the stated purpose of promoting the orderly develop- 
ment of European scheduled and charter air transport. 
It is sponsored and partially paid for by the Inter- 
national Civil 4vration Organization, 25 percent of 
whose indirect costs are funded by the United States. 
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countries with restrictive charter rules and servinq the 
ones with more liberal rules. Although these more restric- 
tive rules have not been strictly adhered to by some 
Conference members, the European countries and Canada have 
used these rules during recent neqotiations as the basis 
for their restrictive oositions. The United States has 
attemoted to reach some commonality on charter rules but 
has been reluctant to accent an amroach that imposes uniform 
rules more restrictive than those previously individually 
agreed to by many of the European countries. 

The United States has favored “country of origin” 
rules, wherebi each country would accept the charter rules 
of the other on fliqhts originating in the other’s country. 
This would allow each cour~try to adopt rules meetinq the 
needs of its rlationals. A few European countries have 
accepted U.S. rules on U.S. origin charters, but most traffic 
must fly under more restrictive rules that1 those of the 
United States. Examples of restrictions under European 
rules are as follows. 

--Italy has imposed various restrictions OR 
charter services. Before U.S. Advance 
Soaking Charters were introduced, n.S. 
charter carriers used-split affinities 
(those including more than one charter 
groun) in Europe. These types of fliqhts 
were prohibited in Italy except in 1975, 
the Holy Year. Even then, however, car- 
riers comolained that approval for these 
flights was frequently delayed by Italian 
authorities until they were almost ready 
to leave the United States. IJntil .January 
1977, the oeneral Cne-stop Tour Charter 
from the United States was too expensive 
to market hecause of hiah Italian minimum 
price reouirements. Italy continues to 
reauire Inclusive Tour Charters, to be 
filed with the Italian authorities 20 days 
in advance, but does permit 15-percent 
substitutions. However, since there is 
no advance filino requirement in the 
United States, this restriction causes 
tht. loss of sisnificant urime marketinq 
time. 

49 

I 



--Poland offers liberal treatment to scheduled 
carriers that overate charters, according to 
the National 9ir Carrier Association, but 
imposes arbitrary restrictions on supplemental 
carriers, thus preventinq the supplementals 
from offering low-cost charter programs. 

--The Federal Republic of Germany limits the 
number of tour charters and maintains a 
uniquely rigid prohibition against mixing 
charter tyoes or allowing charter oassengers 
to enter Germany and then denart from an- 
other I country. These rules have especially 
limited the use of wide-bodied olanes 
which depend on larger qroucs. One tour 
operator was forced to cancel a charter 
nrogram valued at $4.5 million from LOS 
Fnqeles to Germany for lack of German 
waivers on mixed charter flights. Germany 
also imboses minimum charter fares on 
charters oriqinating in the tlnited States 
and permany. 

--Var ious Eurooean author it ies have imposed 
restrictions on the-U.S. Advance Booking 
Charter which seriously imnairs the market- 
abilitv oE this oopular charter tyoe. These 
restrictions are related to the ability, to 
make substitutions, the required duration 
of the trip, and mixing charter tyoes. 
Finland, France, iJest Germany, Ireland, The 
Netherlands, Italy, and the United Kingdom 
are amona the countries which apply one 
or more of the above restrictions on such 
charters ?ronotcd by the United States. 
Reportedly, one or two of the countries 
are also nuestioning whether some of these 
charters’ prices are too low. 

--Denmark, Norway, and Sweden refuse entry to 
all V.S. Advance Booking, Inclusive Tour, 
and One-sto? Tour Charter flights. 

In pointina out the restrictions on Advance Booking 
Charters, C&E? notes that they “reoresent a considerable 
relaxation from the ones in effect when ABC flights began 
last .Januarv [19771 .” The One-stoo Tour and Advance Bookinq 
Charters have crown to reoresent almost half of the carriage 
in :he charter market. 4ccordinu to the 1976 International 



Air Transportation Policy of the United States, these charter 
types represent “two important steps in broadening the avail- 
ability of low-cost travel opportunities” to the general 
pub1 ic . 

In cases where a foreign novernment has entirely banned 
or severely restricted U.S. charter flights, CAB has re- 
taliat.ed by requiring that country’s carrier to obtain prior 
approval for individual onroute charters. This action 
resulted in the restriction or denial of charter flights 
against the scheduled carriers of Argentina, Ireland, Iran, 
Israel, and the Soviet Wnion. 

Generally, foreign scheduled carriers enjoy blanket 
CAB charter authority for flights on scheduled routes. CAB 
has also routinely approved 95 percent of the charter applica- 
tions of foreign carriers tc, fly off-route, including those 
between the United States and third countries. In October 
1976, CAB issued blanket charter authority for flights 
on nonscheduled routes to more than 40 foreign scheduled 
carriers, inclucling those of Italy and Germany whose restric- 
tive charter practices were described above. 

NEED FOR CHARTER AGREEMENTS w-e--- --- 

At present the United States has reached formal agree- 
ments regarding charters with Jordan, Yugoslavia, Mexico, 
Canada, Belgium, Singapore, Switzerland, Austria, the United 
Kingdom, Paraguay, and several African countries. The 
agreements with Jordan, Yugoslavia, Canada, and Belgium in- 
corporate an exchange of traffic rights, while the others 
address the rules to be applied when permission is requested 
to conduct a charter program. 

Also, most of the agreements contain termination dates 
and’must be renegotiated at expiration unless extended by 
mutual agreement. 

Recent charter developments --- -- 

The Bermuda II agreement has been sharply criticized 
because of the failure of the United States to incorporate 
charter rights, among other things. 

The Chairman of CAB, testifying on November 29, 1977, 
before the Subcommittee on Aviation of tne Senate Commerce, 
Science and Transportation Committee, stated that: 
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“Aside from what Eermuda II does, our greatest 
concern is with what it does not do: it does not 
quarantee our suoolemental air carriers, which 
have for fifteen years orovided a vital stimulus 
to low-cost service, a fair and equal opportunity 
to comoete in the rl.S.4l.Y. market. * * * It pre- 
cludes liberalization of charter rules except by 
aaceement of the British Government--an agreement 
that the British, having achieved much of what 
they wanted on scheduled service * * * have shown 
little interest; in reachinq.” 

The Vnited States is also involved in negotiations 
with the Jaoanese. The President, in a letter to the coqni- 
zan t agent ies , noted that one of the objectives to be sought 
is inclusion of exoanded and liberal charter ooerations in 
the bilateral agreement. The National Air Carrier associa- 
tion noted in the November committee hearings that: 

“* * * the United States has taken a firm oosition 
with reaard to neqotiations with JaDan. l * * 
While little oroaress has been made with the Ja- 
panese to date, the issues between the two coun- 
tries are clear: and the U.S.- apnears to be re- 
mainina resolute in insistina that unless a char- 
ter aqreement is nart and parcel of whatever 
agreement results from the aviation revision dis- 
cussions, no additional rights to or from the 
United States or beyond will be qranted to Japan.” 

One rv.s. covernment official noted that, in some 
instances, a foreiqn country may be more liberal in Its 
allowance of charters when they are handled informally 
than if the rules were incorporated into a formal aqreement, 
However, absence of an aqreement has resulted_ in a pattern 
of harrassment and restrictions in others. 41~0, unilateral 
imoosition of restrictions and approval of charter arranqe- 
ments jnhibits the ability to Dlan for trios since those prep- 
arat ions may take olace months in avance of an actual trip. 
We believe that this uncertainty has a harmful effect on the 
promotion of charter growth. 
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Generally, the United States promotes country-of- 
origin rules and has obtained acceptance of some country- 
of-origin provisions with a few countries. However, 
since most countries are more restrictive, they are reluc- 
tant to accept this arrangement which, as one carrier put 
it, "amounts to signing a blank check," Since charter 
traffic is so important to a healthy carrier industry 
and since it comprises a significant share of the market, 
the United States, if unsuccessful in obtaining country-of- 
origin rules, should seek the most liberal charter agree- 
ment practicable and, 
carriers, 

where desired by concerned U.S.-flag 
incorporate it into the scheduled services 

agreement. 

Criteria in absence of agreement 

In the absence of bilateral agreements, U.S. Govern- 
ment agencies should insure that foreign charter approvals 
in the United States are based on comity and reciprocity. 
Subject to Presidential stay or disapproval, CAB can require 
prior approval for charters now granted on a blanket basis 
as incidental to a carrier's permit for scheduled service. 
It has authority to approve charter flights' operated over 
other than a scheduled carrier's designated route. 

l 

CAB can qualify the carrier's permit (limiting its 
operations) in various ways and has the authority, again 
subject to Presidential stay or disapproval, to qualify 
a permit covering either scheduled or charter flights. 

Since CAB approval of charters for off-route flights 
is based on a presumption of comity and reciprocity, we 
think CAB, on its own initiative or upon notification by 
either the Secretaries of State or Transportation shotid 
identify when such conditions are lacking with particular 
countries so approvals can be denied as appropriate. 

RECENT DEVELOPMENTS --- -- - 

The President urged CAB to give serious attention to 
reforming present rules coverin, charter flights to permit 
those services to be more competitive with the ntw low-fare 
scheduled flights and more responsive to t?relgn economic 
policy reasons for encouraging low-fare passenger service. 
Othemise, the low-fares offered by scheduled airlines will 
erode competition from charter airlines and remove competitive 
pressure on the scheduled carriers to maintain reasonaole 
fares. The President commented that liberalizing charter 
rules will help to expand air travel markets and should 
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provide real benefits to consumers and carriers alike. In 
response to scheduled airlines’ discount fares, in December 
1977 CAB relaxed various charter restrictions.. The principal 
changes are a reduction of the advance purchase period for 
Advance Booking Charters to 15 days, an allowance of 15 per- 
cent fill-up sales on Advclnce Booking Charters, elimination 
of minimum-duration restrictions on Advance Booking Charters 
and One-stoo Tour Charters, and a reduction of the minimum 
charter arouo from 40 to 20 on Advance Pooking Charters, 
One-stop Tour Charters, and Inclusive Tour Charters. Even 
thouah CAR oassed these relaxed charter rules, their use 
is contincaent on foreiqn countrv acceptance. 

The Chairman of the Subcommittee on Aviation, House 
Committee on Public Works and Transportation, in hearings 
on September 29, 1977, concerning the Bermuda II Agreement, 
expressed concern over the failure to obtain more rights 
for our charter carriers, commenting that: 

“While scheduled operations are the subject of 
long-term bilateral agreements, charter opera- 
tions are generally governed by short-term Me- 
morandums of Understanding. In these Memorandums 
foreign governments frequently impose restric- 
tions on the United States originating charters, 
even though the Civil Aeronautics Board would al- 
low United States and foreian carriers to operate 
these types of charters. To insure full devel- 
opment of charter transportation, charters need 
to be the subject of long-term bilateral agree- 
ments in which each country accepts the types 
of charters which the other has authorized.” 

The Chairman of the Subcommittee on Aviation of the 
Senate Committee on Commerce, Science and Transportation 
in hear inqs on November 29, 1977, expressed his concern as 
follows: 

“Perhaps the biggest reason for change 
in the world order has been a failure of 
leadership by the United States over the 
past decade, a period which has seen a 
continual erosion of long established 
U.S. rights, lack of vigorous Executive 
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branch initiative in pursuing U.S. 
interests and continuing failure to 
establish an international acceptance 
of charter flights under country of 
origin rules." 

AGENCY COMMENTS AND OUR EVALUATION 

CAB agreed with the need for long-term charter arrange- 
ments. The National Air Carrier Association, Inc., noted 
that the Government should recognize the proposition that 
all rights for scheduled and charter travel should be 
negotiated simultaneously and that no agreement should be 
concluded without both rights being obtained. We concur 
that this approach should be considered in future negotiations. 

CAB contends that progress has been made in liberalizing 
charter rules and cites the wide acceptance in Western Europe 
of U.S. rules with only limited reservations, such as on 
substitution and minimum trip duration. Lt noted that the 
United States now has charter understandings with Austria 
and Switzerland, a partial one with Argentina, and that 
understandings with Belgium and the United Kingdom incorpor- 
ate operating rights as well as charter rules. We agree 
that some progress, particularly in Europe, has been made 
in liberalizing foreign charter rules. Less progress was 
made to mitigate the more restrictive practices that prevail 
in Asia, Latin America, and the South Pacific. We conclude 
that these efforts should receive greater emphasis. 

CAB disagreed with many of the examples cited in this 
chapter. We reviewed them with Government agencies, airline 
associations, and air carriers and have revised and updated 
information in our report as appropriate. 

In congressional testimony in September 1977, the 
Chairman of CAB testified that the conditions of charter 
flights in the United Kingdom are more restrictive than 
those of CAB and are an absolute barrier to further liberali- 
zation. He stated that this deficiency, along with recently 
approved promotional fares for scheduled service, poses 
a critical threat to the future viability of low-cost charter 
operations. We view the British charter rules as fairly 
typical of those prevailing in the major European countries, 
but they are by no means the most restrictive. 

The Department of Justice commented that only low-cost 
charter service provides a competitive check on the rate- 
setting cartel of the scheduled carriers. It supports 
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bilateral charter aqreements based on country-of-origin 
rules and suqqested that the United States be uncompromising 
in oressinu for liberal rules. 

The Department of Justice cautions that retaliating 
aqainst foreign charters may nlay into the hands of 
foreign governments that wish to restrict charters anyway. 
We believe that our haraaininq position in orovidina access 
to the densest interrontinental routes in the world and 
qreater efforts to reach either formal or informal aqree- 
ments that include both scheduled and charter services 
would heln mitiqate this problem. 

The Air Transnort Association commented that the 
retaliatory provisions of the Pair Competitive Practices 
Act should be used only when other means fail in getting 
foceian qovernments to change their oractices. Further, 
it advised that oersuasion throuah the normal channels 
of various Government agencies should be tried before imple- 
menting ounitive steos under the act. 

We believe our recommendations in chapters 3 and 4 
recoqnize these concerns and the provisions of the act. 
We view these provisions as needed to suoport neqotiatinq 
positions and to orovide for comity and reciprocity in the 
absence of Eormal bilateral agreements. 

The Air Transport Association of America stressed the 
importance of maintainina scheduled service and the con- 
seauent need to distinauish between it and charter service. 
The National Air Carrier Association, Inc., suggested 
that criteria for a proper distinction be left to CAB. 

In coneressional testimonv on October 3, 1977, John W. 
Barnum, former Denuty Secretary of Transportation, suqqested 
that the United States include definitions of both scheduled 
and charter services in bilateral air services agreements. 
Ye said this is needed so that, in considering how skytrain- 
tvue services or low-fare services are to be treated, it 
can be known what riahts and limitations are applicable. 
We concur with this suqaestion. 

RPCOFVBNDATTON TO THE ACPNCIES 

We recommend that: 

--The Secretary of State in coordination with 
the Secretary of Transoortation seek 
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adequate and equitable arrangements for U.S. 
charter carriers in bilateral agreements. 
The concept whereby each country would accept 
the charter rules of the other on flights 
originating in the other's country appears to 
provide an equitable basis for such agreements. 
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LANGrJAGE OF OUR LEGISLATIVE PROPOSALS 

(Underscored language to replace language marked out) 

INTERNATIONAL AIR TRANSPORTATION FAIR 
COMPETITIVE PRACTICES ACT OF 1974 

Sec. 2 

DISCRIMINATORY AND UNFAIR COMPETITIVE PRACTICES 

(a) United States air carriers operating in foreign air 

transportation oerform services of vital imoortance to the 

foreiqn commerce of the United States includinq its balance 

of payments, to the Postal Service, and to the national 

defense. Such carriers have become subject to a variety 

of discriminatory and unfair competitive practides in their 

competition with foreign air carriers. The Department of 

State, the Department of the Treasury, the Department of 

Transportation, and the Civil Aeronautics Board, and other 

departments or agencies, therefore, each shall keep under 

review, to the extent oE their respective functions, all 

forms of discrimination or unfair competitive practices 

to which United States air carriers are subject in provid- 

ing foreign air transoortation services. The Secretary of 

Transportation shall, within 90 days of the time the matter 

is brought to his attention, make a formal finding as to 

whether a discriminatory or unfair practice exists and 

shall recommend to the appropriate aqency that actions be 
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taken to eliminate such discriminatory or unfair nractices. 

Where such actions involve a decision of the Civil Aero- 

nautics Board, the Secretary of Transportation shall peti- 

tion the Board on behalf of the Government. ar~%eack Each of 

these departments and agencies shall within one year of the 

Secretary of Transportation’s finding, take all appropriate 

actions within its jurisdiction to eliminate such forms of 

discrimination or unfair competitive practices found to 

exist. 

(b) Each of these departments and agencies of Government 

shall reauest from Congress such additional legislation as 

may be deemed necessarv at any time it is determined there 

is inadequate legal authority for dealing with any form of 

discrimination or unfair comoetitive oractice found to exist. 

(c) The G&vi-l-Ae-rwatics -Board.Department of Transpor- 

tation shall report annually to Congress on the actions that 

have been taken under subsection (a) and on the continuing 

program to eliminate discriminations and unfair competitive 

practices faced by United States carriers in foreign air 

transportation. The Secretaries of State, and Treasury, 

and TFasas~r&atio,n the Civil Aeronautics Board shall fur- 

nish to the S-iv-i14~nauticf+ &a-r& Secretary of Transpor- 

tation such information as may be necessary to prepare the 

report required by this subsection. 
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Sec. 3 

INTERNATIONAL USER CHARGES AND OTHER COSTS 

“The Secretary of Transportation shall survey the charges 

made to air carriers by foreign governments or other foreign 

entities for the use of airoort prooerty or airway property 

in foreign air transoortation. The Secretary of Transpo-c 

tation shall also survey other auantifiable costs incurred 

by air carriers in foreign air transportation as the result 

of actions by foreiqn governments or other foreign entities. 

If the Secretary of Transportation determines at any time 

that such charges or other quantifiable costs unreasonably 

exceed comparable charges or costs for furnishing such-dir= 

port- nro+er-t)r w--airwa)r psoper+y. in the United States or 

are otherwise discriminatory, he shall, within 90 days of 

the time the matter is brought to his attention, submit . 

report on such cases e-rem~kl~ to the Secretary of State and 

the Civil Aeronautics Board, and Such charges or other auanti- 

fiable costs shall not be considered to unreasonably exceed 

comparable charges or other quantifiable costs where the 

foreign government demonstrates or available evidence 

indicates that the charges or other quantifiable costs 

are based on economic costs. the The Secretary of State, mm 

in collaboration with the Secretary of TranSDOrtatiOn and 

the Civil Aeronautics Board, shall promptly under take nego- 

tiations with the foreign country involved to reduce such 
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charges or other auantifiable costs or eliminate such 

discriminations. If within a+easenable -peri@- one year 

such charges or other costs are not reduced or such dis- 

criminations eliminated through negotiations, the Secretary 

of State shall promptly report such instances to the Secretary 

of Transportation who shall determine compensating charges 

equal to such excessive or discriminatory charges or other 

costs, Such compensating charges shall, with the approval 

of the Se~~tar+ Gf-S&&& President, be imposed on the 

foreign air carrier or carriers of the country concerned 

by the Secretary of the Treasury as a condition to acceptance 

of the general declaration at the time of landing or takeoff 

of aircraft of such foreiqn air carrier or carriers. The 

amounts so collected shall accrue to an account established 

for that purpose by the Secretary of the Treasury. Payments 

shall be made from that account to air carriers in such 

amounts as shall be certified by the Secretary of Trans- 

portation in accordance with such requlations as he shall 

adopt to compensate such air carriers for excessive or 

discriminatory charges or other costs pa&l- incurred by them 
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Public Law 93-623 
93rd Congress, 5. 3481 

January 3, 1975 

Y+mox 1. This .ict may h+ ated as thr “In~rrnntional .\ir Tmns. 
port&ion Fair (‘omptitive Practices Act of 1971”. 

2:4F:;,4 
. . 

49 “SC 1159s 

Sec. 2. (a) United Stat,* air carriers operating in foreign air 43 ‘Isi 115~~. 
tm~prhhn prform #wiPPH Of vi!81 imptia8ICe (0 thd f?uVign 
commerrs of the UnIted States including its balnna or prnwntq to 
0~ r’ortcnl Scrvib. rind to tb nntionsl drfense. Such rrrrkirn have 
become ~uhjert to H vnrirty. of di.srrimmrtory, rind unfair corn titire 
practim in thrrr mmpt+tItnnr with forrtgn plr rnrrirm. The f” 
merit of S~ntr. the Ilqmrtment of the Tnoaury. 

kpart- 

Transportation. the (‘iv11 .\cronautics Uoard, nncl 
or qencles. thenfore, rrch nhall keep under revir 
thclr respective fuu&ionrc. nil forms of disrriminatioii or unfair cow 

petitive pmrtire* to whirh United Statm ri; cart& an subject in 
providing fore&t air tmusportation rvrvim rind each ahall tak 

4?rdz!! appmpriatc actions within its jurisdiction to eliminate su 
dtscrrminrtion or unfnir competitivr pmcticrs found to rxist. 

(h) Earh of th* departments and agencies of Government shall 
rrquest from (‘onKrrsn such nddifional Iegndstiol: .II msv be deemed 
nnpmw nt any f~mc it is detrrmmrci ~lurr M mndequrtr kgsl nuthor. 
ity for derling with any form of dIsrnminrtion or unfnir conrlxtitivr 
prsctrrr found III exist. 

(r) The t’ivil APrnnuutics Honrd shall report annaally to Congrrss 
on the actions thnt hare Ixw t lkcn under sdrrc~~on (a) and WI t!w 
continuing prop-nnt to rlimihatr disfriminntiona nncl unfair com. 
petitire pm&es faced by ITnit& States arricrs in foreign air trrns- 
prtation. The Serrrlaries of State. Trenaury. and Tmnsportrtlon 
nhall furnish to thr t ‘Ivil .\rmmtutim I!osrd such u~formation as may 
IP nwrmaly to prrpnre’the report required by this autmtion. 

SW. R. The Intrmatimml .\virtion Facilities .ict (I!) l’.SX’. llJl- 
1160) L ~mendrcl by reclea~gnatmy RPctlons 11 and 12 as Wions 12 
nnd 13. r~.~pert~v~Iy. and by ~~wrtcng utuuediately rftrr sectron IO the 
followtng new s&Ion: 

“.%c. Il. The .Secr*trrv of Transportation shall survcv the charges 
made to air csrrlcrs by !orecgn governments or otbrr fo-rergn entitles . _* m. ._. ror tne use of rirpon property or skrray pmperty In foresgo sir 
transportation. If rhe .%cretar;v of Transportation drtermines at any 
time that such charges unreasonably exceed comparable char 
furnishing such airport ropertv or airway property in the 
States or are otherwise f. - EiZ 

tscrlmmrtory. he shall submit a re 
such cults promptly to the .&cretsrv of Stats and the Civr 

,p9;“,~ Awwtr. 

nautics Board. and the .Secretsry of -Stite, in roll&oration with the 
Civil Aeronautics Board, shall promptly undertake negotiations with 
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Pwwnts. 

Pub. Law 93-623 -2- January 3, 1975 

the foreign councr 
discrimiurtions. I r 

involved to reduce such charge or eliminate such 
within a reaso~~ablc period such charges am not 

seduced or such discriminationa elimiuated through nebmlatioua, the 
Secmtary of State shalt promptly re 
tary of Tmnsportatiou who @all etmniru compeuaating charpnr r 

rt such instances to the Secm- 

equal to such escesuirr or diacnmiuatnT champs. Jurh rompensatm 
charges shall. with the approval of the ~retary of State. be im 
on thr foci 

P-J 

SecretaT o P 
nir carrier or rnrriem of the country ronrrrned by lhc 

the Treas~y as a coorrdition 10 acceptsuer of the pneml 
declamtlon nt the time of landing or takeobof aircmfr of such foreign 
air carrier or carriers. Thr Imounts 9o cohcted shall l rrrue to 1111 

rccoant wtnbliahd for that purpone by the Secretr~~ of the Treasury. 
Payments shall be made from that accnuut to aIt rnrrirm iu aucl~ 
amounts as shall be certified by the .%retarv of Tmuaportation in 
accordance with such regulationa aa he shall adopt to corn 
air carriers for excemive or diacrimiuatory charges pai ir 

naate such 

the foreign countrite involved?. 
by them to 

SEC. 4. Subeection (II) of srclion &Ni of clr IWrral .\rinciclu .\c*r of 
1958 (49 U.S.C. 1376) ia amended by inrrtiu 

and by adding at the clhd fherpo 4 
“(I)” immrdintelv 

after *(h)“. thr following II& .- 

ary of State and the PWtmaHrr (icurml F8rh shall 
take necessary and appropriate actions to l muuv that rhe mth paid 
for the transportation of mad pumuaur to he I’niveml Poetnl l’nion 
Convention shall not k higher than fair and maaouable mlee for 
such aerviax The Secreta~ of State aud the Poatmaater General shwll 
oppoas any reasnt or roposad Univrraal Postal I’uiou ralr3 whirli 
nre higher t K P- an such air and reaaonab!* m&s. 

ti(3) The Civil.Aemnautifs Board SlUli crct crpcclitionsly 011 nt.1.v 

P 
reposed changes In mtea for the tmnaportation of mril b,v ntlrmft III 
ore@ air transportaGon. In tiblialring such raua the Iloflrtl shrll 

take into considemtion mtes paid for transportation of mril ~WWIW 
LO the Univemal Postal ITnion Convention IS mtified Iv thr I’uitrd 
States Government, shall take into account all of th; ratrruaking 
elements emplo 
mtes, and r 

ed by the I’nivemal Postal I’nion iu finnp i’- nimnil 
sha 1 further consider the rompetitirr diaaavrutng to 

Cnited St&33 flag air carriers resulting fmni folpigu air rm-irls 

wiving I’nircrrul Posts1 I’nion mtea for the rarrlage ‘3’ United 
Statea mail and the national origin mail of their OWN WI ‘G sea.” 

TRANRPORTAllON O? UOVCRNYtNT-TlSYASl’tO PAMZNOWUl AX0 PROPMWY 

SEC. 5. (a) Title XI of the Fedeml Aviation Act of 1958 (49 V.S.C. 
1501 and the following) is amended by adding rt the end thrtPof OW 
following new section : 

49 USC 1517. 

UTlXAN6FORTA’PION OP G~va~~F~w~~crn P.\wrrscrxaa .\SII 

%c. 1117. Whenever any executive department or other agency or 
instrumantality of the United Statea shall procum, concmct for. or 
otherwise obtain for ita own account ur in furthemnca of the pur- 
poess or pursuant to the terms of any contmct, agreement, or other 
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special arrangement made or entered into under which payment is 
mede by the Ijruted StatPv or payment is made from funds appro- 

riatcd, owned. controlled. kmntcd. or condltlonull * granted or uti- 
31 or otherwise rjtablishrd for the account oft e United States, 

to or fnr the eccount of eny forcifl nation, or any 
internetionrl agency. or nthrr or~ramretinn. of whetcvcr nationality. 
without pmvts~ons for rcimburremrnt, any transportation of persons 
(and their penutnel effects) or property by air bctwccn a place ;n the 
United Statue end e plerr cuunidr thereof or bctwccn two places both 
of which are outaide the I’nitcd Statea, the appmpriate a 
ngenr~es shell trkc luch +p a~ mev tr rwwmy to asmre t at such f 

ncy or 

ttunbwrtetion is nrovidd bv eir terriers holding certificate under 
&t&$)1 of thie’.\rt to ttlc.mrrtrnt euthoriacd bj;uch certiticrtes or 49 ‘J% 1371. 
bv regulations or ~~rnqnmn of thv t’ivil .\cronautic?r Iloard end to 
the extent service bv surh carru-m is aveiteble. The f’omptmller Gen- 
cret of the f’nitcd Staten shell dieellow env exncnditun; fmm enpro- 
priated funda for paymrnt for eurh preoniict c;r rarm trami 

b” 
rtytion 

on an air carrier nnt holdina a nrtilicatr under wxtion 1 1 of this 
dct in the el~trce of seti&torv proof of the necessity therefor. 
Nothing in this section 4reli l.r&nt the application to such trdi~ 
of the entidiecriminatinn pmvr&u*of thig .\ct.“. 

(b) That portion of the table of c*ontents contaimd in the first 
Wfion nf the E’cd~rel .~vinfmn .\rt of I!i5x which uppam under fhr 
center heeding l ‘TITtE Xl-51 ISWI,I..\SEOIY4 
adding et thernd thereof the following: new item: 

is emended by 

7k. 1117. Tmmpcwt~tlea et Garcmmmt~RmrH*d puarwn ml pmpertr.“. 88 rITF. 21M 

Ser. 6. Section ? of the Intrrnetinnnl Trnvrl .\ct of l!N?l (22 IT.d.C. 
?I??) is amended by striking o11t rhc pctiod et the rnd of paragraph 
(5) and insartin tn lieu thereof a ?rpmicolor and by adding at the 
end thereof the ottawinC: new prtegreph : P 

(6) wwnurege tn the maximum rxtent ftwible travel to and 
fmm thr I’nited States on l:nitrd Stetru cerricrs.“. 

sm. i. (a) The first-wrtenw of swtion 4031b) of the Federal 
.\vietion Art of 1358 (19 U.S,i.(‘. l%:lIh)). rclnting to observerice of 
taritTs and prohibition against nhntinp. is arncndrd to reed ea follows: 
**No air carrier or foreign air cerrirr or nnv ticket egvnt shall charge 
or demand or ~Ilrrt or n+ve e grpntrr nr tmn nr diflerent rompii- 
sation for air trensportation. or for any wrvicp in connection therc- 
with. then thr rates. fares. end rherm rpccificd in then currcnttv 
eftortive tariffs nf such air carrier or foreign air carrier; end no air 
carrier or foreign air carrier or ticket egrnt shalt. in env menner 
or by any device. directly or indirectly. nr through env’ngent or 
bmker. or othera,ise. refund or rcmir any portion of the rates. farce, 
or charges so spcctficd. or extend to any person any privilcgra or facili- 
tits. with rc+ct to metters rquircd bv the Board tn he specified in 
such tariffs erqt those specified ther&n.“. 
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Improtlon or 
~soWIt8 Md 

(b) The lim, mntanu of s&ion M(e) uf such Act (4ti U&C 

propwty. 
lilfl(e ), mlumg to in~pedion of wounu3 Ed pro tty. is 8mended 
to mui u follows: Thf~ &ud shall at rll time8 uvc ~~335~ to all r 
Irodr, buildings md equipment of my sir curisr or foreip rir carrier 
aad to d1 uxounta, records, md nremomndumn. includmg 811 docu- 
me&a, ppera, utd corrmpondence, now or Iqrrafter existing. l nd,kept 
or mqumd to &I kept by air mrrlem, fornap sir orricm, or ttckct 
agenta md it may employ special wnta or auditora who shall h*vr 
Mority under the orders of ths Hard to inspect and examine ahoy 
md dI such landa. buildinga. equipment. rcrountw. rerorde. and 
memomnduma.“. 

SEC. R. (a) Section &3(b) of the Lzdrrrl Aviation A-t of 195N (49 
US.C. 1373(h)), r&t@ to obnervance of tariffs rnd prohibition 
ag8ixmt ml&i is Mended by inserting “( 1)” immediately r&r 
-(b)” utd by zing st th6 end tbemof ths following 116~ patagm h : 

‘(2) No ship 
cr 

r, connignor, consignee. fnrwardrr. broker. or ot Tl cr 
~.wnon. or any 1-r. of&r. writ. or emp!nyee (hemof. ahrll knor- 
mply pay. directly or indirectly. by any device or means. my greater 
or lem or diffamnt compensation for s;r tmnqortation af 

d-3 STAT. 2105 

I hoaa apciflnl therein.“. 
(b) .%tion 202(d) of such Act (49 I:.S.<‘. 1113(d)), mlatina to 

(P) The sutiaon herding of aulacGon (d) of such sPcrion 9tH 
no unrnded to rend M follows: 
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January 3, 1975 -j- Pub. Law 93-623 
36 STAT. 2136 

(d) TM portinu of thr table of cpntente cmtGwd in rho limt 
e&ion of the F&ml Avintiw Act of 1!M which ~~ppam under the 
side hmding 
“%c. 8Dz. ‘nmlMl pMlIIeB.’ 
is amend by striking out 

“(d) t3rmU~ swbtrr” 

and inert@ in lieu thrrrof 
“fdl Onntingor nwhloc ~~Wlek”. 

Approved January 3, 1975. 
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CIVIL AERONAUTICS 30ARD 
WASHINGTON 0 c m.** 

September 9, 1777 

.I-..V.m10 3-1-39 

Honorable Elmer 3. Staats 
Comptroller General ot the 

United Stares 
General Accountmg Offtcc 

Washington, D.C. ?OY0 

Dear Xr. jtaats: 

On behaif of the Civil Aeronautics Board I submit our conxwnts 
on the draft report to the Congress entttled “Assessment Jf 
Government’s Critical ilole in tnternational Air Transportation.” 
The Board and its staff have carefully revlrved the report and the 
specific rccomnendations It contains, and our comments are set out 
Ln detail below. 

Before Jddresslnq myself to the individual recomnendatione, I 
belleve tt would be useful to summar‘lze our overall impressions of 
the report: 

(1) It incorrcctiy t,mpl~us that U.S.-flag carrtere we clt 4 
corapetltive dlsaovantayc vis-a-vis foreign air caerfers in 
international .ilr transportation. For example, the report falls 
to note that dcsplte the ~ntcnac ettorts on the part of many 
torelgn governments to promote thclr aviation industries, t.S. 
carrlrrs still carry over ~07 of scheduled traffic and over 60% of 
charter trdliic ln toreign markets; 

[See GAO note, p. 73.1 
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[See GAO note, 0. 73.1 

(4) It relies on many facts that are o,ltdated or fnaccurate. 
For example the report states that all U.S. charters into or out of 
France must abide by French restrictions. The French actually 
accept almost all of the U.S. charter rules and U.S.-flag carriers 
now have 857. of the market. I have encloeed staff cements as an 
attachment to the Board’s coumencs, which dfscusa a number of areas 
where the report relies on incorrect facts 0; mekea illogical 
aaeumptione based upon limited facts. 

We now turn to our coaments on the specific recommendations. 

[See GAO note, p. 73.) 
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Charter Operationa 

-- The Secretary of Transportation, in cooperation with 
the Secretary of State and the Civil Aeronautics Board, 
in instances where U.S. carriers operate at a competitive 
disadvantage, seek negotiation of equitable and leas 
restrictive charter rules into bilateral agreements. 

Coessent: We agree with the proposition that long-term charter 
arrangements should be established by bilateral agreements. The 
Board has advocated this view in many negotiations and continues to 
urge a concerted effort to obtain foreign acceptance of U.S. charters 
in agreements and through comity and reciprocity. In the recently 
negotiated U.S.-U.K. Agreement, however, the Board’s recommendation 
to insist upon charter acceptance in the scheduled agreement as a 
non-negotiable demand wns not followed. Contrary to the impression 
given by the report, the Board in confunction with the Departrnt 
of State has been highly successful in securing foreign acceptance 
of the vast maJority of its charter rule conditions. This success 
is intimately linked to the BOard’s unique statutory responsibility 
and extensive experience in creatin g and enforcing charter rules. 
The task of obtaining foreign acceptance of charters should not be 
jeopardized by transferring responsibility for control of negotiation 
of charter agreements from the Department of State to an agency without 
regulatory responsibilities and vithout experience in the charter 
field. The draft report offers no Justification or supporting 
evidence for the transfer of these responsibilities. 
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[See GAO note, p. 73.1 

-- The Secretaries tif State and Transportation and the 
Civil Aeronautics Board seek iti negotiate provisions 
for cormnon methods of assessing user charges into 
bilateral agreements. 

Conmenc : The negotiation of bilateral ptovisions for comon 
methods of assessing user charges Is o desirable, but largely not 
feasible objective under current law. Except for Dulles, which is 
under Federal control, fnternational airports fn the United States 
are 011 owned and controlled by state or local government units, 
and the systems and leva~~ 2 f charges vary from airport to airport. 
Enabling legislation would be required to allow Federal control of 
landing fees. 
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-- Whenever total user charges in a country substantially 
exceed U.S. charges, the Secretary of Transportation 
consider such charges unreasonable unless the foreign 
governments can demonstrate, or other avaflable evidence 
indicates, that they reflect actual costs. 

Comment: This recormaendation is that the Federal Government 
impose a charge on carriers from countries where airport charges 
substantially exceed our own --even where the carriers of that 
country must pay similar fees. This a priori solution to the user 
fee problem is simplistic. It fails to consider adequately that 
the level of user fees at U.S. airports may be depressed by Congress’ 
grant-fn-aid approach to airport f inancfng. In addition many unique I 
local factors go into the ratemaking base of individual airports 
which cause wide variances in user fees. The recormnendat ion 
contained in the report seeks to eliminate the discretion established 
by the Congrerr, which DOT needs to administer the Act, and would 
place the United States in the posic~on of poerfbly fMKf!Lg epurfous 
accusation8 to foreign governments. l%is approach can only lead 
to a breakdown in the orderly process of dispute reeolution, whfch 
will ultimately work to the detrimant of international travelers 
and shippers. 

Practices Act 

-- GAO recomenas to the Congress that the Fair CouQetitfve 
Practices Act be amended to provide for more timely and 
effective Government response to all types of unfair 
competitive practices. As the Secretary of Transportation 
is the logical focal point for aviation policy, the 
reporting responsibility under the act should bc 
transferred to the Secretary. 

Cement : A sixty-day Limit within which the Secretary of 
Transportation would have to make a formal finding seems imprudent 
and unrealistic in dealing with sovereign states. Zstab lishing 
unilateral tire limits may have a coercive effect domestically, 
but internationaLly could ~11 prove counter-productive and perhaps 
lead to service disruptions. Similarly, the one-year time interval 
for obtaining the redress ati discriminations, coupled with the 
continuing increase in our workload relating to U.S. consultations 
and negotiations, would impose an impractical time limit. 

To request amendment of the Fair Competitive Practices Act 
(FCPA) to allow the Secretary of Transportation to petition the 
Board fs unnecessary. The Secretary can now petition the Board 
on any subject. 

III 
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We see no connection between the reporting function and the 
substantive activity required by the Act. We have, however, no 
objection to the transfer of the reporting function to the 
Department of Transportation. 

Coordination 

-- The Director, Office of .%nagement and Budget, place 
responsibility uith the Secretary of Transportation 
to coordinate all tiovernment actions affecting U.S. 
International air relatfonships. Unresolved differences 
among government agencies regarding tssues such 38 
policy formulation und negotiatfng positions should be 
recognized by the Sccrctrry of Transportation and timely 
resolution sought in the manner ptescrfbed by the 
Pres idcnt. 

Comment: We agree there is need for greater c<orulnatfon of 
United Statue policy on international aviation issues. WC think it 
essential that in bilateral negotfations the United Stntee speak 
wfth a common voice, w-(ch Integrates the expertise of governmental 
.r,;cnclos 4nd non-govurnun2nral interests. Whether the rcsponsibl Lity 
tar this cftort should rust with the Secretary o: DOT or the 
Secretary of State is for the Presldrnt to decide. 

[See GAO note, p. 73.1 
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I am prepared, with other Members of the Board and my Staff, 
to \;iscuss our couunents with you and your Staff, rf you feel such 
discussion would be helpful. 

B Alfred . Kahn 
Chairman 

Eric losure 

GAO note: Deleted comments relate to matters which have 
been omitted or modif ied in the final report. 
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OFFICE OF THE SECRETARY OF TRANSPORTATION 
WASHINGTON. O.C. 20590 

September 26, 1977 

Mr. Henry Eschwege 
Director, Community and 

Econunic Development Division 
U.S. General Accounting Office 
Washington, B.C. 20548 

Dear Mr. Eschwege: 

This is in response to your letter of July 18, 1977, requesting 
comments on the General Accounting Office (GAO) draft report 
entitled "Assessment of Government's Critical Role in International 
Air Transport.“ We have reviewed the report and have prepared a 
Oepartment of Transportation (DOT) reply, and two copies are 
enclosed. 

We support the general thrust of the report which recommends that 
the Secretary of Transportation be the focal point for coordinating 
and implementing United States international aviation policy. 

[See GAO note, p. 78.1 

In addition to the enclosed reply, we have editorial and technical 
commments to the draft report. You may wish to discuss these 
adcitional comments by contacting John B. Flynn, Director, Air 
Transportation Policy Staff (426-4428). 

Sincerely, 

Edward W. Scott, Jr. 

Enclosures 
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DEPARTMENT OF TRANSPORTATION REPLY 

ro 

GAO DRAFT REPORT 

!?! 

ASSESSMENT OF GOVERNMENT'S CRITICAL ROLE 

IN INTERNATIONAL AIR TRANSPORT 

SUMMARY OF GAO FINDINGS AND RECOMMENDATIONS 

The GAO assessed the roles of the Departments of State and Transportation 
and the Civil Aeronautics Board in international air transportation. The 
report discusses the involvement of U. S. and foreign governments in 
international airline operations and evaluates the U. S. Government's 
efforts to respond to unfair competitive practices, discrimination against 
U. 5. airline charter flights, and the problems of excess capacity. 
Because of this involvement, the U. S. government agencies share with the 
U. S. privately-owned airlines the responsibility to provide the public 
efficient services at economically justified prices. This situation has 
great importance because of the declining competitive position of the 
U. 5. international flag carriers. 

GAO concludes that in order to deal effectively with our international 
aviation problems, there is a need for better coordination and more timely 
action by DOS, DOT, and the CAB. GAO Lelieves that the Secretary of 
Transportation should be the focal point for facilitatinq closer 
coordination between executive agencies and the CAB. 

The GAO found that, despite the increase and cioliferation of restrictive 
and unfair competitive practices by foreign countries, little effective 
action has been taken under the Fair Competitive Practice!: Act. 

The GAO also found that the U. S. policy to encouraqe the availability of 
lower cost charter travel is often blunted by the restrictive position of 
foreign countries on charter travel to and from this country. They conclude 
that, in instances where it lacks reciprocal charter arrangements, the ti. S. 
should reach specific air charter agreements with foreign qovernments which 
provide for economically equitable benefits for ti. 5. and foreign carriers. 

[See GAO rlote, p. 78.1 
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Specifically, the recommendations of GAO to the executive agencies are the 
following: 

1. 

2. 

3. 

4. 

The Uirector, Office of Management and Budget, place responsibility with 
the Secretary of Transportation to coordinate all Government actions 
affecting U. 5. international air relationships. Unresolved differences 
among Government agencies regarding issues such as polfcy formulation 
and negotiating positions should be recoynized by the Secretary of 
Transportation and timely resolution sought in the manner prescrfbed 
by the President. 

The Secretaries of State and Transportation and the Civil Aeronautics 
Board seek to negotiate provisfons for cormnon methods of assessing 
user charges into bilateral agreements. 

Whenever total user charges In a country substantfally exceed U. S. 
charges, the Secretary of Transportatfon consider such charges 
unreasonable unless the foreign governments can demonstrate, or other 
available evidence indicates, that they reflect actual costs. 

The Secretary of Trznsportation, in cooperation w!th the Secretary 
of State and the Civil Aeronautics Board, in instances where U. S. 
carriers operate at a competitive disadvantage, seek negotfatfons of 
equftable and less restrfctfve charter rules into bilateral agreements. 

[See GAO note, p. 78.1 

The report contains the following recommendations to Congress regarding 
modification of the Fair Competitive Practices Act: 

1. That section 2 require the Secretary of Transportation to make formal 
findfngs that discriminatory or unfair practices exist and recommend 
the appropriate actions to be taken, failing diplomatic resolution of 
the matter. That where such actions require a Civil Aeronautics Board 
decision, the Secretary of Transportation will petftion the Board on 
behalf of the Government and request Presidential approval as required. 



APPENDIX IV 

- 

APPENDIX IV 

2. 

3. 

4. 

That both section 2 and 3 contain specific time iimits on carrying cut 
the actions called for. We suggest a 60-day limit for the Secretary of 
Transportation to make a finding as to whether or not a particular 
charge or act may be subject to retaliation and no more than an 
additional year to take appropriate action, if the matter cannot be 
resolved diplomatically. 

That section 3 be expanded to cover other than strictly user charges, 
when other charqes or costs resulting from unreciprocal practices can 
be quantified with reasonable accuracy. 

That the reporting responsibility under section 2 be transferred from 
the Civil Aeronautics Board t3 the Secretary of Transportation. 

DEPARTMENT OF TRANSPORTATION POSITION STATEMENT 

The draft report is timely and highlights one of the key problems of 
United States international aviation policy -- the need for closer and 
more coordination among interested government agencjes. The Cepartment 
of Transportation fully supports the general thrust of the MO paper 
which is to recognize the Secretary of Transportation as the focal point 
for coordinating and implementing United States international aviation 
policy. 

The following additional points supporting this recommendation would 
strengthen its justjfication and we suggest that GAO consider incorporating 
them in the final report. Flrst, the Secretary of Transportation has a 
statutory role as the chief aviation advisor to the President and this 
recommendation would assist in the implementation of this authority. 
Second, in instances (the 1970 and 1976 policy reviews of international 
aviation and the Federal Action Plan) that the Department of Transportation 
has had a leadership role in coordinating policy, DOT has demonstrated its 
capability to effectively manage the projects with visible results. Third, 
reference should be made to the 1970 final report of the Office of 
Management and Budget on the "Role of the Executive Branch and the CAB in 
International Aviation." This report recommended that DOT should have 
policy leadership in developing and coordinating broad transportation 
policies and long-range national objectives. 

We are in general agreement with the other recamnendations and findings of 
GAO 

[See GAO note, p. 78.1 
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[Sze GAO note below.1 

and International Affalrs 

GAO note: Deletec comments relate to matters which have 
been omi.tted or modified in the final. report. 
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Auqust 10, 1977 

Mr. Victor L. Lowe 
Director 
United States General Account rnq Off ice 
Washington, D.C. 20548 

Dear Wt. LOVC: 

This is in response to your request to the Attorney 
General for the comments of the Department of Justice On 
the Draft Report of the GAO entitled “Assessment Of 
Government’s Critical Role in International Air Transport.” 

In qencra 1, the Department VLL’WS United States irrer- 
natlonsl avlatlon poltcy ds an oquilibrlum of two OppoSlnY 
factors: On the one hand, the fundamental economic policy 
of the United States favors free competition amonq many 
indcpendenr firms, and fres international trade. The best 
economic evidence indicates that this type of environment 
is desirable and economically dchtevabl&- in international 
air trdnsuortation. On the other hand, most forelqn 
qovcrnmcnks do not share these fundamental policies and 
often impose var!ous restrlctrons whrch discriminate In 
favor of therr own flag carriers, or otherwise seek to 
protect their own Interests at the expense of other nations, 
their carriers and travelers. 

The Department of Justice finds this same bipolar view 
of international avLation reflected in the Waft Report, 
and thus is in basic aqreement with the Draft’s approach. 
The Draft Report’s conclusions and recommendations qenerally 
reflect a well-researched and well-reason&d lccommodatlon 
of the two philosophical viewpoints apparently aimed at 
suqqestinq ways :n which the United States can minimize 
the discriminatory effect of forciqn qovernment rCstriCtive 
practices. 

To these qeneral obscrvatlons, we would ;Idd that there 
LS a paradox evident in the current lnterndtlonal av:ation 
picture. While other qo*?ernments and forokqn flaq carriers 
seem to have achlrved remarkable success Ln promotinq 
their own Lnterests at the -xpense of international competition, 
It is the Untted States whlc!Y !~as the superior barsalnlnq 
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position. The forerqn sector of the United States economy 
LS much smaller in relltiv? terms than that cf other countries. 
The United States IS also relativeiy less dependent on tourLsm 
and other actlvlties complementary to dir travel. In thrs 
light, lt could reasonably be expected that Unrtcd States 
views on approprlatc international aviation policy would 
be more widely shared than they are. We therefore generally 
concur wrth the view expressed in the Draft that many U.S. 
objectives could be better met by increasrnq coordinataon 
among the extcu:lve agencies and the CAB. 

The 3cpartmpnt of Justice has no Antii led comment ro 
offer on Chapters l-3 of the Waft Report. We would say 
only that the ocpartncnt LS In full support of the goal 
of elrmrndtlnq the various drscrimrnatory <lnd rCstrlCtiVe 
practrces enumerated, partrcularly those discussed rn 
Chapter 3. 

The views of the Department differ somewhat wlch those 
expressed tn Chapter 4. Althouqh we stronqly aqrce chat 
the Ercc avarlabrlrty of low-cost charter travel is the 
rlqht of dvcry rnternatlonal traveler, we bclrc*vc that J 
rctal latory appro.lch to forcrqn charter rcstr let ions may 
play Into the hands of those for@iqn qovcrnments whicn taks 
d rcstrlctive approach to Lntorndtlonal aviation. -The kl319 

for this assertion LS JS follows: 

Internatlomi .tlr travel 1s Slvailable from two croups 
of corr iers, the IATA members and non-IATA members. The* 
former qroup includes virtually all schcdul4-sorvi *c c’.~rrlcrs, 
and the latter consists of the U.S. supplamcnt.~l cSrrlr*rs 
and their forclqn counterparts who offer only chart:sr 
scrvtccs. Many of the IATA scheduled carrlcrg 11~0 gffcr 
rhf-ir own rharr-r =.a-rvjrr*q, .lnrl s~v0r.11 Forolqn f l.lq c trr ta*rs 
of fcr ch.lrtcr scrv1ccs throuqh wholly-owned subsrc!l IZ :~s. 
In .iddrtion, the IATA Pare structure allows schcdulcd-scrvrcc 
carriers to market certain restricted cxcurslon and dtscount 
fares, man;’ of which arc charter-competitive. 

The fundamental competitlvc structurc$ of the schcdulcd- 
servlcc and charter markets arc radically different. The 
IATA carriers form a rate-scttlnq cartel, with the result 
that scheduled-servlcc fares arc sot substant Ially above 
costs, Jnd competition takes pl~cc In the rorm of schctiul inq 
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competition, low density seatmg configurations, ‘2 
in-flight amenitres, extensive fescrvatlons syst ‘C 
expend,turcs on advert isrng and promotion, tram. 
commissions, and in some cases rebatinq to ticket . ‘sers. 
Or. the other hand, charter rates are set by supply U..d 
dm 3nd, with the result that ticket przces are more closely 
aliqrad wrth costs and non-price competition in the form 
of distended service parameters is nowhere apparent in 
the charter market. 

Thus, maintaining a comoetitivo charter market LS 
vital. First, the availability of charter services 
provldcs price-sensitive consumers wirh the hen sfits of 
international 3ir tr3vcl. Second, the availability of 
Low-cost charter services provides the only competltivc 
check upon IATA fares for charter-competitive e~cursaon 
and discount travel, and to a Lesser extent, ‘Jpon IATA 
scheduled-service fares. 

What, then, should bc the response of the Unl.ted 
States to forciqn restrictions on U.S.-orrginatinq charter 
flrqhts? To cotallatc by prcvcntlnq forciqn-orlqln charters 
from opcratinq to the C.S. would strcnqthun the IATA 
cartel by rcmovinq charter competltron In the affcctcd mrkL*t. 
The Department of Justice believes that the U.S. should bl* 
uncompromrsrnq In presslnq for liberal charter rules, and 
the Department tanthus lstrcally supports the Draft Report ‘s 
endorscm~:nr of :hc country-of-orrqln .Ippro.lch in bi latcBr.11 
neqot tat t.ons. 

ISee GAO note, p. 82.1 
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insistence upc,n liberalization of foreign charter restrictions. 
which is a justifiable policy without regard to the inter- 
relationship Jetween charter and scheduled service, ard (21 
strbng Unite6 States support for increasi;lg the variety of 
services which charter airlines may offer, including fewer 
restrictions as to advanced booking and purchase require- 
ments, minimum/maximum stay requirements, cancellation 
penalties, and minimum charter group size. We must never 
lose sight of the fact that our fundamental national policy 
favors competition, and especially price competition, in 
international aviation. United States accession to the con- 
cept of capacity management, which &zany governments apparently 
and, WC hope erroneously, perceive as having occurred in the 
negotiations leading to Bermuda II, would be inimical to 
United States interests and the interests of all air travelers. 

Having stated these reservations, the Department wishes 
to repeat Its fundamental agreement with the approach taken 
in the Draft Report, and to thank GAO for a valuable document 
containing much new information which seems to us both useful 
and well presented. 

Sincerely yours, 

i!f$RFe*p- . 
Acting Assistant Attorney General 

GAO note: Deleted comments relate to matters which have 
been omitted or modified in the final report. 
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DEPARTMENT OF STATE 

August 22, 1977 

Mr. 3. K. Fasick 
Director 
International Division 
U.S. General Accounting Office 
Washington, D. C. 20548 

Deer Mr. Fasick: 

I am replying to your letter of July 18, 1977, which 
forwarded copies of the draft report: 'Assessment of 
Government's Critical Bole in International Air Transport". 

The enclosed comments were prepared by the Assistant 
Secretary for Economic and Business Affairs. 

We appreciate having had the opportunity to review and 
comment on the draft report. If I may be oL' further 
assistance, I trust you will let ma knm. 

Sincerely,,, 

Jr . 
Deputy Assistant Secretary 
for Budget and Finance 

Enclosure: As stated 
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GAO DRAFT REPORT: ASSESSMENT OF GOVERNMENT'S 
CRITICAL ROLE IN INTERNATIONAL AIR TRANSPORT 

The draft report of the General Accounting Office on 
the government's critical role in international air transport 
sheds light on a number of important factors affecting 
international aviation. It is, we believe, a useful con- 
tribution to enhancing the role of the U.S. Government in 
this area. 

In a number of areas, however, the report requires 
revision. Attached are a number of detailed comments which 
the Department of State believes must be taken into account 
in preparation of the final report. 

We have four principal commnts on the draft report. 

First, the Department of State cannot support the 
recommendation that the Secretary of Transportation assume 
a central role in coordinating international aviation within 
the executive branch and with the Civil Aeronautics Board. 
The report makes this recontmend.=tion apparently because the 
GAO believes that U.S. Government actions in international 
aviation have r t been as effective as they should be and 
that this ineffectiveness is caused by lack of coordination 
and confusion within the government. The report does not, 
in the Department's view, establish that U.S. Mvernment 
actions have been ineffective or that there has been in- 
adequate interaqency coordination. Moreover, the report 
does not adequately deal with the question of what activities, 
if any, need better coordination. Specifically, it does 
not address t& Department's role in negotiating international 
agreements. The Department believes that it is uniquely 
qualified not only to negotiate with foreign governments 
but also to coordinate negotiating positions by virtue of 
its long history of aviation negotiating experience, its 
direct lines to embassies abroad, and its ability to maximize 
US aviation advantages by p!acinz avint-ion in the larger 
context of U.S. interests. .:et , the net result of the GAO's 
recommendation would be to establish the Department of 
Transportation as the central .gency responsible for all 
L'.S* international aviation activities, including in many 
cb?ses negotiations with foreign governments. The Department 
believes that this result would decrease the effectiveness 
of the government in international aviation. 

The responsibility for negotiating aviation agreements 
with foreign c-overnments is vested in the Secretary of State 
under Section 802 of the Federal Aviation Act. In the 
Department's view, the role of the Secretary of Transportation 
in international aviation is (1) to coordinate and develop 
U.S. transportation policies, including broad international 
aviation policies: (2) to make recommendations to the 
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Secretary of State pursuant to Section 802 of the Federal 
Aviation Act regarding aviation agreements with foreign 
governments; and (3) to perform those responsibilities 
specifically assigned by statute, such as the Fair 
Competitive Practices Act. The GAO draft report confuses 
these responsibilities by focusing only on the alleged 
need to avoid confusion among U.S. agencies in international 
aviation issues. 

The Department does not believe that there is any 
confusion. There are, as there should be, diverse views 
on a number of issues (although the frequency of agreement 
is remrkably great). While there have been periods of 
time when interagency coordination may not have operated 
as smoothly as it should, the process of coordination and 
consultation, both formal and informal, does work. Cen- 
tralizing the coordination function in an agency which is 
not responsible for the implementation of policy (which 
takes place largely through the process of international 
negotiation) would not contribute either to better government 
or to the proper discharge of agency responsibilities. 
Moreover, since the State Department has not been deficient 
in die;,harging its aviation responsibilities (the draft 
report agrees on this point), there is no evident reason 
for changing current arrangements. (The cases cited on 
pages 12-15 and in Chapters 3 and 4 generally reflect 
differences of views on policy issues. There 1s no basis 
for assuming that better coordination would have produced 
different results.1 

The Department, therefore, cannot support the recommen- 
dations which appear on page vii and the top of page viii 
insofar as they define organization responsibilities (with 
the tixception of the third recommendation). The second 
recommendation would be acceptable if it read: "The 
Secretary of State, in coordination with the Secretary of 
Transportation and the CAD, seek to negotiate...". 

[See GAO note, p. 86.1 

Second, the draft report tends to treat all foreign 
practices and policies which are different from those of 
the U.S. as unfair or discriminatory and to assume that all 
such practices and policies can be changed through retaliation 
or reciprocal actions. The Department recognizes, of course, 
that many foreign practices and policies are designed to 
protect ancZ enhance the position of the national airline. 
These should be countered by appropriate means. However, 
there are other cases where foreign government actions 
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stem from their economic, political and social systems, 
which are different from those of the United States. It is 
unrealistic for the U.S. to assume that it can, or even 
should, seek to change these systems (for example, in 
Eastern Europe). In such situations, the solution lies not 
in retaliatory or even necessarily reciprocal actions, but 
in taking the foreign situation as given and compensating 
for it by obtaining a U.S. advantage in another aviation- 
related aspect in order to assure an overall equitable 
exchange of aviation benefits. Thus, vhile the Department 
generally supports the recommendations for legislative 
changes, it wishes to point out that the remedies available 
from legislation can only be a partial answer to the complex 
question of negotiating equitable aviation arrangements 
with foreign governments. 

Third, the Department believes that the recommendations 
for changes in legislation with regard to user charges are 
deficient in one respect and that the recommended chanqes, 
with regard to expanding the treatment of discriminatory 
and unfair competitive practices be accompanied by an 
analysis to determine whether the additional benefits 
stemming from this expansion are warranted by the costs in 
terms of additional manhours and other government resources. 
Specifically, with regard to uszx charges, the correct 
standard for determining whether toreign user charges (or 
other quantifiable costs to US airlines) are unreasonable is 
whether they "unreasonably exceed comparable costs" in the 
United States. The standard should not be "comparable 

33s 
H in the United States, since in most cases, the 

Government and state and local authorities do not 
seek to recover the full costs of aviation facilities from 
airline users. 

(fiI$kCt%Er 
Economic and Business Affairs 

GAC note: Deleted comments relate to matters which have 
been omitted or modified in the final report. 
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Air Transport Association rx*i OF AMERICA 

1709 New York Avenue. N.W. 
washlngton. D. c. 2ooo8 

mNhLoccoMlJsH phone (m 872-4OW 

na- 
In(rfuUoml AmIn August 22, 1977 

Mr. J. K. Fasick 
Director, International Division 
General Accounting Office 
Washington, D. C. 20548 

Dear Mr. Fasick: 

This is In response to your letter of July 22, 1977 
to Mr. Paul R. Ignatius, president of the Air Transport 
Association, asking for comments on your draft report 
entitled, "Assessment of Government's Critical Role in 
International Air Transport." We thank you for this oppor- 
tunity to comment. 

At the outset we should state that we have strictly 
followed the notice printed on the report restricting Its 
distribution. Fsllowing that direction, no copies of the 
draft were made, and it was not given to our member air- 
line companies. However, In order to be able to base our 
comments on the views of the airlines we summarized the 
findings of your report and discussed them with airline 
representatives. Thus, our coarnents d6 reflect scheduled 
airline views. 

Our comments will follow the various broad chapters 
that are contained ;n the.draft report. 

Pervasive Government Roles in International Air Transport 

We disagree with the recommendations and conclusions 
that you come to in this section. It is our view that the 
CAB does have both long experience and a statutory basis 
for leading government decision-making in the area of the 
economics of international air transport&tlon. While the 
GAG study is quite critical of the work performance of the 
CAB, we believe that taking the Bureau of International 
Affairs or the international aviation economic *unction 
away from the Board would only serve to isolate the Board 
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in its role as the economic regulator of aviation. A deci- 
sion to take this function and staff out of ‘he hands of an 
agency which must be deeply involved in such activities will 
lead inevitably to decisions based on inadequate staff 
expertise, or duplicate staffing, or both. 

With respect to the question of abat agency should do 
the negotiating of international agreements, we believe 
that function should stay in the State Department. The 
Office of Aviation within the State Department has a long 
and basically satisfactory history of negot;ating inter- 
national aviation matters. While State has experienced and 
well qualified negotiators, we are not aware of any special 
negotiating experience in the Department of Transpcrtation. 
State continues to develop competent people because of its 
international functions and because of its role as the 
foreign policy arm of the Executive Branch. We think that 
this Invaluable experience would be lost if the negotiating 
role were to be shifted to some other department or agency, 
and we see no need for duplication. 

In addition to economic analysis and negotiating skills, 
there is the question of policy coordination. In our view 
this is the most important problem. Because of the diver- 
sity of responsibilities among the Executive Branch dupart- 
ments, it would seem logical that the place to pull together 
all of the governmental views on international aviation 
matters is in the White House. If the White House Is not 
the place where the role of coordinator can be placed at the 
present time, then we would suggest giving this role to the 
State Department as foreign relations are always deeply 
invoived in international aviation agreements by their nature, 
and the State Department has the expertise in that area. 
Whatever is decided, we believe written descriptions of func- 
tions should be prepared and agreed so that there will be no 
question about where respossibllities lie among agencPes and 
departments of the governmsnt. 

We would also like to suggest that although the responsi- 
bility for the normal conduct of international aviation 
matters should continue as at present in the Office of Avia- 
tion and the Office of Transportation, Telecommunications and 
Commercial Affairs, a iigher official in the Department of 
State be designated as the official having ultimate recponsi- 
bility for these matters. We find the normal conduct of the 
Office of Aviation to be highly satisfactory, but it would 
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be desirable for those specific cases where a high ranking 
official is called for to have a particular individual who 
will have as a part of his duties to maintain a general 
familiarity in this area. 

Implementing the International Air Transportation Fair 
Competitive Practices Act 

As you may know, the scheduled airlines of the United 
State8 attach considerable Importance to the matters of 
excessive charge8 and discriminatory practices which fall 
under the Fair Competitive Practices Act. Indeed, we believe 
that such charges and practice8 are proliferating at an 
alarming rate. We favor steps to strengthen the legislation 
deSigned to keep these costs down and to prevent discrlmlna- 
';iOCt. In terms of the proposed draft report, we agree that 
it would be useful for the Department of Transportation to 
take over the role of reporting to Congress on what has 
been accomplished under the Act. 

We would like to add that the statute should be used a8 
a last resort rsmedy, when other means fall in getting foreign 
governments to change their ways. In the normal course of 
business, persuasion through the normal channels of VarfOUS 
government agencies utilizing the special expertise of such 
agencies should be tried before implementing legal and punitive 
steps under the statute. 

We support the proposal that ths '2 be a time frame for 
action to take place in formal cases which have been filed 
under the Act. The period of 90 days seems an appropriate 
outside limit. 

International Charter Travel 

With respect to international charter travel, it should 
be borne in mind that scheduled services are essential for 
the conduct of bUSineSS, for communications, and for foreign 
policy considerations. The policy maker should not allow 
the definition of charter services to become so blurred as 
to make them still less distin,cishable from scheduled ser- 
vices and thereby lead to more diversion of traffic from 
scheduled to charter services. 

[See GAO note, b. cO.l 
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We would appreciate it if you would allow us to comment 
further on revisions to the report, and we would appreciate 
receiving copies of the final report. 

Sincerely, 

.Donald C. Comlish 
Vice President 
International Affairs 

DCC:mw 

GAO note: Leletea comments relate to matters which have been 
ommitteci on modified in the final report. 
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National Air Carrier Association, inc. 

September 6. 1977 

Mr. J. Kenneth Fasick 
Director 
International Division 
U.S. General Accounting Office 
Washington, D. C. 20548 

Dear Xr. Fasick: 

The following is in reply to your letter of July 22. which trans- 
mitted for comment a copy of your draft report entitled ASSESS- 
MMT OF TtiE CXX’EIZJMENT’S CRITICAL ROLE IN LJTERXATIONAL AIR 
TRANSPORT. 

We have reviewed this draft report in the light of existing con- 
ditions and thsfr effect upon U.S. international air transport 
systems. 

In general, we believe the report, except as noted herein. 
adquately assesses the current situation wirn respect to inter- 
national air transport. 

With regard to the organizational elements of government and 
their involvement in the international air transport process, 
we do not necessarily agtee with the conclusion that the 
Director of the Office of Management and Budget should place 
responsibility with the Secretary of Transportation and vest 
the Secretary of Transportation with overall coordinating re- 

- sponsibilities. We belie-Je that the role of coordinator of 
international air transport involves foreign policy aspects 
which are the prime responsibility of the President of the 
UnFted States; and, therefore. the President should designate 
a high level Cabinet officer, preferably the Secretary of Trans- 
portation.as an assistant for international aviation. This has 
been done in prior administrations, either by designating a 
Cabinet or ocher high-ranking official or by designating a spe- 
cific White House advisor ;o serve as a Presidential assistant 
for international aviation. This system has ensurea that one 
individual. representing the President, has the authority among 
agencies to resolve conflicts or to refer such to the President. 
This system has aided in coordinating an overall U.S. Government 
approach. 
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We believe a section should be added to the Report which ?.ore 
clearly defines the roles of involved government agencies such 
as the Department of Transportation, the Civil Aeronautics Board, 
and the department of State. We believe that a definition of 
these relative roles, based upon statutory authority, should be 
llsed as the baais for organizing the U.S. negotiating team with 
specific responsibilities of each agency delineated. A system 
ror resolving difficulties, preparing positions and establishing 
a procedure fo: Tresidential review where trio agencies with 
fund&mental responsibility for establishing positions arrive at 
a co:lflict. should be established. L specifically refer to the 
Civil Aeronautics Board and the Department of State. Basically, 
the Civil Aeronautics Board in its regulation of domestic and 
international air transport service has the fundamental responsi- 
bi’.ity for preparing what is considered to be the negotiating 
package. The Department of State, on the other hand. in line 
with its responsibilities in the foreign policy area.should coun- 
se1 the Board on foreign policy alternatives. 1f the Board, 
however, develops a position which the Department of State 
considers to be non-negotiable because of foreign policy con- 
siderations, then they should advise the Board fn writing that 
“paramount national interests” preclude acceptmce of the CAB 
position and provide recommended changes in that position. if 
the Board, after reflection, is unable to accept such revisions, 
then the matter should be referred to the President and/or his 
designee for resolution. 

COMBATING UNFAIZ COMPETITIVE PRACTICES 

We agree that eliminating unfair competitive practices has not 
been as actively pursued by the U.S. Government as it should 
have been. The increased cost cited in the report for air 
navigation services, landing fees, noise abatement, etc., are 
some examples which have resulted in increasing the ticket cost 
to the individual consumer. Honopoly ground handling situations 
in Italy and other places where they exist have a tendency to 
maintain higher charges than might be found if competition was 
permitted, or the carriers were authorized to serve themselves. 

CHARTER GROWTH IWEDED 

The summary position of GAo is correct in that growth has been 
impeded in many markets by either restrictive actions of govern- 
ments in the form of quotas, slotting problems. refusing to rec- 
ognize country-of-origin rules, or by the ‘.mposition of restric- 
tive rules and regulations. The U.S. Government has not always 
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been prepared to foster the development of charter travel, but 
recently has undertaken to liberalize rules and regulations at 
the request of Congress and is actively seeking to conclude 
cnarter understandings. Major negotiations involving charter 
bilrterals are presently before the United States. These are 
the negotiation of a charter bilateral with the United Kingdom 
an2 the negotiation of a charter agreement or bilateral vith 
Japan, governing all charter operations. These two key negctia- 
tions should be given the maximum attention by all concerned 
government agencies and should be prasecuted on such a basis 
that unless we are able to conclude a reasonable charter bi- 
lateral, especially with Japan, that no additional authority te 
granted Japan. The Government should recognize the proposition 
that all rights for both scheduled and charter travel should be 
negotiated simultaneously at the negotiating table and that no 
agreement should be concluded without both rights being obtained. 
Unfortunately, in the bilateral negotiations with the United 
Kingdom charter services were accorded lower priority and in 
concluding the scheduled service agreement, no leverage was in- 
corporated to assist in establishin, 0 or negotiating a charter 
bilateral. Hopefully, however, both governments will be able 
to reach a satisfactory agreement by year’s end. 

[See GAO note, p. 56.1 
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RECOMNENDATIONS TO CONGRESS 

We agree wit:? the recommendation that the Fair Competitive 
Practices Act be amended to provide for a more timely and effec- 
tive government response to all types of unfair competitive 
practices. We believe. however, that the agency which has the 
greatest responsibility in the regulation of air transportation; 
i.e., the Civil Aeronautics Board. should be accorded a greater 
rcsponsbility under an amended act and greattr authority to take 
action against such unfair competitive practices. We do not 
object, however, to the Secretary of Transportation having an 
overall responsbility for reviewing what action has been taken 
and serving as an agency, to prod other government agencies,such 
as,the CAB and State to fulfill their obligations. 

CHAPTER I 

We generallyagree with the coments and discussion set forth in 
this chapter. 

CIGPTER IL 

We agree with the conclusion that there isa lack of adequate 
coordination on a timely basis within governmenL in establishing 
sound negotiating positions. We believe, however, that this 
matter can be more adequa:,oly focused on if the president does 
establish one of his Cabinet officers or another individual as 
his assistant for international aviation. 
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CRAPTER III 

We agree with the discussion and basically the recommendations 
set forth in this chapter. However, we believe that the bet 
itself should Trescribe the responsibilities of the Civil Aero- 
nautics Board, the Department of State and the Secretary of 
Transportation in the field of international aviation so that 
it is clear who has the fundamental responsibility to act. 

CHAPTER IV -- INTERNATIONAL CHARTER TMVEL 

This section is pretty much a documentary of the discrimination 
that has existed, as well as the inability to get foreign corn- 
tries to recognize country-of-origin ;rules. e!otwithstanding 
U.S. carriers ’ inability to cperate in many foraign countries. 
carriers of these countries are accorded rightb Sn the United 
States. I should note that we do not understand the reference 
on page 60 to the fact that agreements should maintain the dis- 
tinctions between scheduled and charter flights. We believe the 
Civil Aeronautics Board is the agency that should determine what 
distinctions under the law are required to distinguish between 
scheduled and charter flights; and it may be that advanced 
booking as recommended by GAO might not be one of those cri- 
teria or might be at a less advanced booking period than is 
currently in effect. We do not understand the reference to the 
Secretary of Transportation advising the CAB when comity and 
reciprocity conditions are lacking with particular countries. 
We believe this is a fact-finding situation which the Civil 
Aeronautics Board is required to conduct on petition by any 
airline and that the Secretary of Transportation, as adinter- 
ested party, can also call to the attention of the CAB. How- 
ever, no procedure should be set up whereby only if the Secre- 
tary of Transportation calls attention to the lack of comity and 
reciprocity, would the CAB act. 

[See GAO note, p. 96.1 
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[See GAO note below.1 r 

We trust the foregoing will be helpful and stand ready to meet 
with you or your representatives to further discuss the cements 
contained herein. 

Sincqekyq 1 
. * 

/ 

EJD:ra 

Presiden; & Chief 
Executive Officer 

, 

GAO note: Deleted comments relate to matters which have 
been omitted or modified in the final report. 
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PRINCIPAL OFFICIALS RESPONSIBLE FOR ADMINISTERING ----- -- 

ACTIVITIES DISCUSSED IN THIS REPORT -e---v-- ---- 

Tenure of office --- ---- - 
Fcom -- To 

DEPARTMENT OF STATE ----- 

SECRETARY OF STATE: 
Cyrus R. Vance Jan. 1977 Present 
Henry A. Kissinger Sept, i973 Jan. 1977 

DEPARTMENT OF TRANSPORTATION -------e- 

SECRETARY OF TRANSPORTATION: 
Brock Adams Jan. 1977 Present 
William T. Coleman, Jr. Mar. 1975 Jan. 1977 

CIVIL AERONAUTICS BOARD - -.-- _-e-m 

CHAIRMAN: 
Alfred E. Kahn June 1977 Present 
John E. Robson Apr. 1975 June 1977 

DEPARTMENT OF JUSTICE ---a --- --- 

ATTORNEY GENERAL OF THE UNITED STATES: 
Griffin B. Bell Jan. 1977 Present 
Edward H. Levi Feb. 1975 Jac. 1977 

(4~271) 
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