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I. Introduction 

Phiiippine aviation policy is derived primarily from Republic Act (RA) 776 or the Civil 
Aeronautics Act of the Philippines, which was passed in 1952. RA 776 vested upon the Civil 
Aeronautics Board (CAB) the power to regulate the economic aspect of air banqxwbtion, 
induding the issuance of traffic rights to domestic and foreign carriers. The CAB, in the 
exercise of this power, has been guided by the incumbent administrations' air bansport 
policy, which over the years has been moving towards liberalization. This bend was 
however, stalled during the Estrada regime, which apparently reverted to a more 
conservative approach. As a result of the delay in liberalization, its proponents have 
embarked on a campaign for the resumption of the liberalization policy. This anessment 
hopes to determine how far the advocacy for the liberalization of the airline indusby has 
progressed, and it hopes to assess the likely impact of such progress on the Philippine 
economy. 

I Background 

hesident Maras overturned an existing multipleairline policy and impkmented a singk 
airline policy by issuing Letters of Instrudion (LOI) No. 151 and 151A in December 1973. 
The LOIS designated the Philippine Airlines (PAL) as the country's sde carrier in both 
international and domestic apemtions, while the other airlines - Fillpinas Orient Airways and 
Nr Manila, were taken over by PAL Recognizing that LOIS No. 151 and 1 5 U  were 
inconsistent with RA 776, President Aquino issued Executive Order (EO) 333 in 16 August 
1988 revoking the LOIS and the one airline policy, and implicitly pave the way tw 
liberalization. To further promote liberalization, Resident Ramos built upon the intent d €0 
333 and issued €0 219 in 3 January 1995 categorically declaring the ownby's liberalization 
policy. 

Phiiippine Institute tor Development Studies (PIDS) Rerarch Fellow Dr. Myma Aurtria har 
observed that between 1998 and 2000, air trartsport liberalization '... brought genuine 
wmpetition in the domestic air bansport id&, which resulted in ' . . .~alffare, 
improvement in service and effkiency in the industry in general". 

1. 1- hr compatitkn. EO 333 and €0 219 improved mmpebition in the domes& 
market (see A~DC2ndix 1). They allowed entry of five new dayen: Cebu Padffc. Air 
Philippi&, k i an  ~~i rk , -~ inda& Express a;ld Grand ~nt&&tional Airways. 
Competition quickly changed the industry's market sbucture. F m  a total mcmopdy in 
1994, PAL'S market share fell to 49% in 1999 (See Table 1). Cebu PadAc and Air 
Philippines have became PAL'S stWest competitors, with their respective market shares 



growing by 72% and 60% during the period. By 1999, the comblned ma*& share d 
the two reached 46%. 

Tabb 1 
Domestic P- Tmffk Market Shares (%), 1994 - 1999 

mmnm lan 1- am 9m7 w m n  
PAL 100.W 95.70 79.39 6729 55.15 4891 

2. Irnpmwmmt in airline ranks  SWfer competition lmprowd domesbic aldlne swke 
by imreasing airline seat capacity. From 1994 to 1999, the greater number of domestk 
caniers raised seat capacity by 86% or at a compounded annual growth rate (CAGR) of 
13% (See Table 2). This rate could have been higher if PAL did not reduce its lht sfie 
by almost half in 1998. Between 1994 and 1997, seat capacfty grew by CAGR of 19.4%. 

m tlg - w ¶an - 
PAL 5.670.362 6.773.007 6.044.489 6.323.605 - 5.521222 

3. Irnprovamant In airfare% According to a report written by Dr. Vkbor Urnlingan d the 
Asian Institute of Management (AIM), airfares tw the major routes in the Philippines MI 
by as much as 48% between 1995 and 1999 due to a 76% average inawtse in airllne 
capacity (see Table 3). 
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Mails-Cebt 1.378.697 2.389886 73.34 2.848 2028 @-74) 
Mmua-Davao 579.147 l.On.176 76.32 5.128 2.963 1- 



Cebu Pacific and Air Philippines were ako able to offer lower ate5 (about 29% kwer 
than PAL'S) (See Table 4) because they enjoyed lower costs. PAL incurred over $2 billion 
in debt when it adopted an aggressive expansion program just before the collapse of the 
Asian economy. 

111 l a n  nn 
C*S M L  C P n  PAL CPv* PAL ma. CPv* 

WGf' n A P  AP n C P  w.R AP vaCP r R  Y 
Manila - Cebu 33.70 7720 32.50 30.50 1250 (13.80) 14.10 14.10 - 
Manila-- 19.M 184.00 137.00 28.80 14.80 (9.40) 15.00 14.90 - 
~ - ~ m  16.70 30.00 11.40 27.10 5.40 (17.10) I .  isao ajo 
mi - 11.00 (9.90) 50.30 2080 (19.60) 2120 2450 270 
caaavan 
Mmila- 21.90 54.30 19.60 @SO) 28.10 27g0 @lo) 
Tadoban 
Manila-BamW 14.90 31.80 14.70 41.00 1350 (19.60) 1560 15.60 (0.10) 
Manila-KaCbo 2750 51.00 18.40 17.30 2.00 (13.00) 27.00 15.20 (930) 
ManJa- 37.40 13.00 4.60 (7.40) 2520 17.60 @lo) 
Zanboama - 
Averape 2O.m 88.57 34.02 32.54 11.85 (15.30) 1 la lo  (1.58)- 

source: 7he State d  omp petition and mde sbucture d the mirppirr Air  rans spat w. ADS 

Austria cautions that fare improvements, however, may have been due to introdudwy 
dixounts or cutthroat competibion. It may be noted that all airfares, despite 
liberalization, still i ~ r e a ~ e d  (in real terms) by at least 12% from 1997 to 1999 (See 
Table 5). 

- Clktp.dRc m m  
b a a -  Cebu 3.70 1220 2920 
Mmila-aanr, 
Manila - llok 
bila-- 
Man- - Tadoban 
baa-Bacdod 
baa-Kdbo 
Manila-Zamboanga 

4. Increase in t r d k  Uberalizabion ako caused a signifkant rise in domes& 
bavel from 1994 to 1999. From almost 4.5 million passengers in 1994, the availability 
of flights even in the secondary and tertiary routes, increased pasmger baffic by 
35.5% to over 6 million passengers by 1999 (See Table 6). 



LOL*. lsn lm6 lam l a a  
PAL 4.495.444 4.735.874 4.448.740 4.602.568 2.968.950 2980.189 ~. . ~ 

CebuPadfic -360;~4 1;006;820 1;183;431 1;474;6N 
AirPWppines 258,589 677.W 892.625 1.307.002 
Grand Airways 212.866 480.483 364.446 1T9.020 
&imspi~il 57.531 179.640 148.400 292.144 
~ E m e s s  8.W 10.327 35918 

The liberalization of the domestic routes progressed well but the same was not true with 
international air barnport industry during the Esbada adminishatlon. While the CAB was 
liberal in negotiating bilateral service agreements during the Rarnos regime, the board 
under M a  launched a 'progreaive liberalization' policy in 1999 through CMI Aviatkn 
Consultative Council (CACC) Resolution No. 001-98. The CACC Resdublon did not rrpeal H) 
219, but the absence of implementing rules and regulations (IRRs) for H) 219 gave the 
Estrada administration an excuse to adopt the progressive liberalization policy. The 
meaning of progressive liberalization was not really dear but anecdotal evidence suggests 
that it promoted a more cwewative stance. 

The more conservative policy resulted in the abrogation of the -Taiwan ASA in 1999, 
which caused major disruptions in tourism and trade between the two countries. The CAB 
also threatened to abmgate other major ASAS, under the guise of national intereff 
According to Dr. Limlingan, the abrogation of the RP Taiwan ASA prowd costly to the 
Philippines. Within two months after the abrogallon, Taiwan entered into a bibteral open 
skies agreement with Thaiiand, which resulted in the diversion of 200,000 tourtsis from the 
Philippines to Thailand. 

In. Advocacy for the Liberalization of the Intamatknal Markct 

The slide to a more wnsewatlve approach in the country's airline policy prompLed 
proponents to campaign for a new round of liberalization In MOO. Aimed at allowing a 
comwtlthre market to thrive in the international airline indusbv. dvil sodetv arouns led bv 
the kreedom to fly Coalition (FFC), pushed for the rdnstatemeKt d the RP-ia'- ASA, & 
issuance of the IRRs for EO 219 and the availability of flights in other major inbematlond 

According to Dr. Umlingan, one of the leaders of FFC, the campaign for the l i b e t a l i i  of 
the air bansport industry is primarily aimed at improving tourism in the counby. With 98% 
of the country's tourists flying in, a liberal ban- policy would ensure that available 
supply would result in lower airbres and better sewices. This, as experknced in the 
domestic market, s h l d  result in higher bafk A study conducted by M m e y  8 
Company for the Department of Tourism (DOT), daims that the Philippines, if it adopts the 
right policies, could see its tourist anivak figure grow from two million in 2000 to five 
million in 2010. The report said that this increase would create six million jobs and 
contribute PI7 billion to the Philippine economy. The report mentions the following p d i  
recommendations for tourism to grow: 

1. Use trigger mechanism to immediately inamam ap.dty Trigger 
mechanisms are provisions in AS& that enable negotiating uwnbies to automatically 



raise their entitlements when a certain traffic level has been reached. These facilitate 
faster response to increases in demand without the need to go back to the negotiating 
table. 

2. Magotiate limited open dtk. agreements with 38-11 and Korea to Ccbu and 
Palawan. h r d i n g  to FFC, 'limited open skiesm is a shategy of selectiveb openiw 
specific rwtes between two wuntries to unlimited air haf f lc -~  similar p d i  k in p k e  
in Bali, Indonesia, Hawaii and Siem Reap in Cambodia. 

3. Ensure DOT 7 in tha air panel. Under H) 32, negotlatknr leading to 
the conclusion of ASAS are undertaken by a Philippine Air Panel (PAP) under the 
chairmanship of the Department of Transportatron and Communications and with the 
DOT as panel member. The presence of the DOT ensures consideration of tourism 
concerns in the negotiations. 

4. RdeaseraPtrktknronairacarotopromoCatwrism~. Thkisthebaskof 
the advocacy for aviation liberalization, and the major souroe of disagreement between 
advocates and opponents of liberalization. While groups such as FIX belkve that 
greater seat capacity would increase demand for tourism, grwps like the Save our Skks 
Movement (an advocacy group e s t a M i  to counter the pro-liberalization m), 
believe that the causality between air access and tourism must first be established 
before liberalization is pursued. 

IV. Progress of A d v m  

The campaign for air liberalization scored the following signlfkant -, most of which 
happened during the Arroyo adminlstratlon: 

1. Rcinsbtament of the R P - T a n  ASA on 26 Saptambe# 2000. The nerr RP-Taiwan 
ASA reinstated the 1996 ASA that the Philippines abrogated in October 1999. Of thc 
total 9,600 seats allotted in the new Mlateral agreement, 1,700 seats were given to thc 
Manila-Kwshiung route and 4,800 to the Manila-Taipei route. The remaining seals weme 
allotted for chartered flights. 

2. I.surmadEO32in20AugustEaOl. P~sidentAnoyoisswdEO32tomadate 
the establishment of the PAP and unw the country's ofAda1 positiar in ASA negotlablom. 
EO 32 also replaced airline PAP representatives with consumer -tives, to 
highlight the policy's bias towards aviation users. 

3. Signing of tha RP-Slng.pora ASA on 25 August ZOO1 bmah PAL'S monopoly In 
1-1 routas. The RP-Singapore ASA allowed new Philippines carriers like 
Cebu Padfic, Air Philippines and Asia Overnight to fly to Singapore, thereby breaking the 
Philippine Airlines' (PAL) monopoly in international routes. It ako permitted Silk Air to 
uncouple its Singapore-Da~o-Cebu =Nice and provide dedicated flighk to Davao and 
Cebu. 

4. Issuance d IRRs for EO 219 and € 0  32 on 20 Saptambar 2001. The IRRs for EO 
219 and EO 32 operationalized the country's liberalization policy. The salient poink are 
discussed in Appendix 2. 



5. Cebu Pacific's inaugural flight to Hong Kong on 22 Mmmnbar 2001. Cebu PwiRc 
flew its inaugural flight to Hong Kong, becoming only the second national carrier to 
service this route. Consumer benefik were immediately felt when Cebu Pacific offered a 
promotional rate that was $50 lower than what PAL was charging, thereby prompting 
PAL to lower ik price accordingly. 

6. Signing of the RP-Swth KO- ASA on 29 Novamltar 2001. The ASA gave both 
countries the option to increase flights from 13 to 17 a week. It also recognized Cebu 
Pacific as a national carrier allowed to mount flights to Seoul. 

7. Increase of flights to a d  from UAE on 30 March 2003. The FWUppines and the 
United Arab Emirates agreed to expand their entitlements by nine heguencies, 
respectively. This development is signifkant to the Middle East cMltrad workers who 
had to contend with the high price and poor quality of servke on that route. 

Despite impressive progress in the past two years, data pmvided by Prof. Chwyiyn Rdolfo 
of the University of Asia and the Padfic show that much more still need to be done. The 
fact that the capacity of forelgn carriers in major mutes is almost fully utilized (see Tam 7) 
implies that entitiemenk for these routes still need to be expanded. Data fix 2000 are 
presented in Appendix 3. 
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Beyond the expansion of entitlements, the implementation of the WUSA Air Transport 
Agreement (ATA) of 1980 is the next major hurdle for FFC. The WUS ATA's 
implementation was originally scheduled on October 1982, but was deferred fiw times and 
for a period of 21 years. The final deferment is on September 2003. FFC k pushing fw the 
implementation of the ATA for the following reasons: 

1. It woukl benefit 2 million Filipino &kens and fllipino Amarlanr in the Unitad 
States. These consumers would benefit from the expected improvements in price and 
services. They would then be encouraged to travel more frequently to the Philippines, 
thereby increasing the country's foreign exchange receipts. 

2. It would immssa tourism. The ATA would lmpmw wr chance of beawning Nolth 
America's gateway to South East Asia. This is expected to result in a 20% average 
annual tourism growth in five years or over US$1 Billion in additiond rwermes. Dr. 
Limlingan added that aside from the Philippines, only Taiwan and Hong Kong are as 
strategically located to be the North American gateway. Taiwan is less 
attractive, however, and neither the Philippines nor HongKong has an open sWes 
agreement with the USA. 

V. Positive Economic Impact 

Ms. Miia Abad, FFC President, said that their advocacy has already resulted in higher visitor 
anivals (See Table 9). This in turn, has already benefited the Philippine emnomy thmugh 
higher employment and Gross Domestic Product (GDP). 

1. Immact on Consumer Welfare. The initial suaeses of the advocacv seem to have 
improved consumer welfare. Although it k too early to say that libeta~inatlon has 
ushered in a sustainable improvement in prices and services, anecdotal evWence 
suggests that prices of intektlonal travel for the liberalized routes hare already fellen 
and the quality of service has improved, as expected by campaign pmponents. 

that gran last ~ . . b y  19:6%-or 185.605 v i s i k n ' h ~ t h e  period J a k y  10 



2. Impact on Visitor Anivalr The signing of the above mentioned A!3is seem to have 
resulted in increased tourism traffic as the growth of visitor arrivals from the Philippines' 
new partner countries were the highest between 2001 and 2002. Visitor arrivals from 
Korea grew by 65%, Taiwan by 36%, Singapore by 15% and Hong Kong by 6%. FFC 
attributed these increases in visitor arrivals to the liberalization of the said mutes. 

T W O  
Vkitor krM. to UIO Phillpphs, 2001 n 2002 

v W A  - % - 
T5m ta am simm W u r n  

China 12 27803 1 .U 14,724 88.63 
~ o r s a  3 zw.4g~ 14.m 174.966 64.87 
T- 5 103.024 5.33 75.722 36.06 
sigapore 7 57.882 298 502m 14.69 
mm 4 156.964 8.07 146.6!3 620 
Ausbalia 8 70.735 3.66 75.706 
Canada 8 2.82 61 .004 

0 
54.583 

USA 1 385.323 20.45 445.043 (11.17) 
(lo=) 

Japan 2 341,667 17.69 (1248) 
Germany 10 39.103 2.02 51.131 
v 11 31.735 1.64 42.067 (24s) 

390517 (2352) 

UritedlU~~adm 9 48.478 2.51 74.m (34.93) 
TW rrda 1m4.725 - 1- an 

3. Impact on the Economy. The liberalization effort may have also contributed 
significantly to the Philippine economy. According to the World Travel and Tourism 
&ndl (*CI - an &nization commsed of travel indusbv ex- - the c~untw's 
travel arid tou~sm (raf) sector dire& employed an awn& of 945.000 people fm& 
2000 to 2002, representing about 3.4% of total employment. Including inrh&ies 
serviced by the T&T sector, the employment figure grows to 2.87 million or 10.3% of 
total employment (See Table 10). 

- - - - - w  = I r s E - m @ m  -- - - 
Pamrrl T6T 7.40 592 5.77 5.31 542 59 6.73 
w- 3.54 354 3.54 3.52 3.53 3.53 3.64 
capital- 1220 222 232 220 217 2.18 256 
m 824 852 7.69 7.78 8.89 632 5.75 
T6T kqxnts 7.66 6.62 6.45 5.89 5.77 554 5.47 
wkUrnwln*.oO 
Enpbymrll~) 4.01 3.74 3.61 3.42 3.18 3.W 3.06 
GrogiOarrrslicRodud 3.56 3.40 327 3.06 279 2.89 2.87 

-k*lrrn(Dkdnd-lmpcl) 
EmDlDnnnt POOOb 11.35 11.01 1068 10.31 9.84 9.66 9-60 



VI. Conclusion and Recommendation 

The liberalization of the Philippine international aviation lndusby has pmgressed 
significantly since 2000, thanks to the effort of advocacy grwps such as FFC. This progress 
has resulted in consumer benefik, tourism growth and increased employment and economic 
output. Moving forward, it may be worthy for liberalization advocates to cMIsider pursuing 
the following recommendations in addressing the concerns of those who oppose 
liberalization and in further strengthening the liberalization policy's legal foundation. 

1. Commission a study to show the net maaoaconomk benefit of Wemlidng 
international routes. Economic theory supports the view that the liberalization of the 
airline industry would be beneftdal to a local economy. The liberalization of the 
Philippine international aviation market is however, being opposed by certain se&x 
because of fears that the benefits of liberalization could outweigh its costs. Althargh 
studies conducted in United Kingdom and Australla, among others, empitidly support 
their dalms, adwwtes for the liberalization of International mutes in the Philippines 
may want to consider commissioning a cost and benefit study that would also address 
the following: 

The dfccts of partial axportition d cornmar surplus. Uberdizing the indurhy 
is meant to impmve consumer wdfare, but being global in scope, airline amsumers 
comprise both foreign and local dienk. The study could therefwe isolate the 
consumer benefik accruing to local dienk in order to determine the advocacy's 
impact on the local economy. 

TheeffectsonTITWatkrulAceountr Theshrdycouldakomeanmthe 
expected dynamic effects of liberalization and build on the TfiT Accounts shown in 
Table 10 as recommended by the World Trade Oqanization in its meeting last June 
16,2003 (Appendix 4). 

Dctcnnina the aconomk k.k.ga in tourism. Leakage ams in the form of 
repatriated funds to foreignowned tour operators, airlines, hotels, imported drinks 
and food, etc. The united Nations ~nvimnment Program &e.d a shrdy, which 
estimated that '70% of all money spent by tourkb in Thailand ended up leaving the 
country. Estimates for other Third World countries range from 80% in the Caribbean 
to 40% in India.' This leakage could depress the benefits of liberalization in the 
Philippines. 

Datermine the akdkity of demand. The success of avlabion lberdtzatlon restr 
on the assumption that greater air seat capacity would reduce airfares and lmpnwe 
tourism. The study could therefore show that: 1) liberalization could in- 
supply, 2) greater supply could reduce prlces and 3) demand is prke elastic. Dr. 
Tristan Macapanpan of the De la Salk Unhrersity Graduate School of Business, for 
example, argues that while a greater number of flights could Qter to a greater 
number of tourists, raising alr seat capacity alone would not cause tourism to gmw. 
He daims that historical data show that tourism also depends on economic 
development and peace and order situation, among other things. 

Datennine the impact on PAL .nd the indu.by i t d f .  Some FFC members 
believe that the liberalization of the airline industry would eventually result in PAL'S 
bankruptcy. While this may be healthy for the industry in the long run, the 
proponents may consider studying its impact on the economy in t e m ~  of 
unemployment, financial market distortion (PAL owes over $2 billion dollars to the 



finanaal market) and trade disruption. A briefing paper issued by the Federation 
Institute for hsiness and Ewnomic Research, wams that the liberalization of the 
airline industry at this time could result in the displacement of almost 1.1 million 
employees in the tourism industry. 

The study may also indude a discussion on the liberalization's expected impact on 
the industry. Prof. Rigas Doganis, a noted expert on the aviation indusby, says that 
the economic benefits expected from liberalization may not actually come becam? 
the structure and parameters inherent in the airline industry is unlike those found in 
others. Steep barriers to entry prevent firms from freely joining the indusby while 
high sunk costs such as advertising prevent them from freely getting out. 

2. Amend RA 776. While advocates such as FFC believe that EOs 219 and 32 are 
suffiaent to liberalize the airline indusby, they may want to consider pursuing an 
amendment to RA 776 and its IRRs to make the llberallzation pdky more sustainable. 
We may note that it is the absence of a law that categorically dedared such policy that 
allowed various Philippine presidents like Marcos and Emada to lmpkment more 
wnservative p o l i i  in the past. While EOs 219 and EO 32 may be sufAcient in 
promoting aviation liberalization In the near term, they may not stand mvocation should 
a new administration prefer a protectionkt stance. The amendments may Include dear 
declarations on the following: 

Delinition of publk intemst. EO 219, EO 32 and their IRRs dearly intended to 
prioritize the interest of airline consumers over that of airline wmpanies when they 
liberalized the airline industry. The amendment could categorically declare this as a 
statement of policy to put to rest any contradictory arguments that only delay 
liberalization. 

Provisions on safety nets. The liberalization of the airline Industry would result In 
losers as well as winners. The amendment to RA 776 may want to indude provisions 
that outline safety net provisions that wauld ease the negative impact on labor, bade 
and the economy in general, if and when PAL doses down. 



Appendix 1: Herfindahl-HiRchman Index 

The increase in competition in the air hansport indushy can also be seen in the industry's 
concentration level. From a monopolist situation in 1994, the indusby's Herfindahl- 
Hirxhman Index (HHI) significantly fell to 0.35 in 1999. The HHI is a measure of market 
concentration where an index of one denotes a monopoly while an index closer to zero 
shows a more competitive market. The Inverse of the HHI denotes the degree of etkctive 
competition. The data shows therefore that by 1999, the industry is behaving as though 
there were almost three market players involved. 



Appendix 2: Salient points in the IRRs for EO 219 and EO 32 

1. They emphasize the government's withdrawal of the country's one .Mine 
wlicv. The IRRs mandate the designation of at least two international carriers to 
promote competition in the internabha1 market. It all- the d&nation of 
additional carriers in the went that the others fail to senrice the country's total 
frequency entitlements as prexribed in Air Services Agreements (ASAS). 

2. They mandate the awarding of bimc rights based on a broader dallnitkn d 
national Interest. The IRRs mandate the CAB to consider the country's larger 
interest in negotiating for the exchange of traffic rights and routes with other 
countries. The definition of national interest is brwdened to indude the interests of 
the users of air services such as those involved in international bade, foreign 
investments and tourism, among others. 

3. They maintain the libetalirrtion ol donmsUc routes. The IRRs provide for the 
liberalition of domestic air trampoftation through the automatic a w l  of rates, 
charges and fares on routes operated by two or more air carriers. 

4. l h q  spedfy time Umits within which designated c#rkrr must utllla thdr 
entitlements. The IRRs require official international carriers to opetate their 
allocated entitlemenk within six months from the date of allocation. The IRRs 
mandate the CAB to reallocate unutilized entitlements to another omdal international 
carrier. 

5. T h e y r # o g n i z e t h e n a a d f o r 8 e p a ~ ~ o l ~ m d ~  
d c e s  in ASAI The IRRs mandate the CAB to give pure cargo and 
services their respective provisions fw designation of air carrien, capacity and 
frequency entitlements. This recoqnltion highlights the fsct that the opemtlon of 
freighten is a different business from passenger airlines. 

6. They streamline the msot&tion pmcess for ASIr The IRRs unify the air 
negotiating and consultation panels into one Philippine Air Panel (PAP), headed by the 
Department of Tramportation and Communkatkm, thereby hastening the ASA 
negotiation process. The presence of the Department of Tourism in the PAP safeguard 
tourism, trade, and investments concerns, while the relegation of airlines to ob?nm 
status minimizes their influence over PAP acthritles. 



Appendix 3: Capacity EntiWemmt and Utilization Rate for PhiIippine 
Flights, as of 31 December 2000 
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Appendix 4: New Article on Tourism Satellite Account 

Department of Tourism (DOT). 

Antonio Massieu, WTO chief for Statlstks and Economic Measurement of Tourlan urged 
tourism ministers, industry leaden and practitioners of countries in the Asbn Region, 
including the Philippines to develop a Tourism Satellite Acawnt (TSA) that will help 
determine the importance and benefits of tourism to the economy; and ultimately help 
achieve international comparability and credibility. 

Massieu pointed out that nations must recognize the valuable contribuUons of twrlan .in 
the generation of GDP (primary income of a country); net foreign earnings; of tax 
earnings; of employment; of output and demand in a variety of acehritks and products; in 
maintaining a balance between regions and stopping the migration of population to major 

The TSA is not a bible, it is just to be taken as guidellnes that will serve as a useh~l I inshument in measuring tourism statistics; b &Md. 

According to him, the TSA is a macroeconomic fiamervork that has a phiksopNcd 
approach. theoretical context and empirical lnstturnenk to measure and verlfy main 
bends of an acthrity. It pmvides a complex statistical insbument indispensable to measure 
the ~ n o m i c  impact of tourism. The system also indudes a set of took to make a proper 
description and analysis of tourism. 

In  the dewlopment of the TSA, Massieu said it Is Important to involve naUonal s t a l W ~ ~  
offices, the unit invoked In compiling nat&nal aawnk. The gawmmtts or in some 
nations, national tourism adminishatlons must also keep a dose collabomtim between the 
prhrate sector who are the main providers and users of information and the potentld users 
of information on tourism such as universitles, research institutions, etc. 

As a preliminary step in the development of a 1%. the WTO expert proposed that each 
country adopt a set of indicators w h i i  are of rmmewmmlc nature and on tourism 
activity. The creation of this, Massieu noted, will make it possible to pertwm an analysis of 
the economic impacts of tourism on a country's overall economic adivity, before taking on 
the full development of the TSA. 

Through this, Massieu said it will be possible to see tourism's place in the context ofthe 
national economies in terms of its relative weight in the economy, whether or not the 



Appendix 4: New Article on Tourism Satellite Account 

After learning the step-by-step process In developing the macrwconomic indicators and 
eventually the TSA, the delegates were given concrete examples on how other awntries 
are coming up with their own. The Philippines' status on the development of a M was 
reported by Dr. Romulo A. Virola, secretary general of the National Statistics Coordination 
Board. Further in-depth case studies on the creation of a TSA for Malaysia, Thailand, India, 
Indonesia, and Ausbalia were also presented by respective country representatives, 
Malaysian deputy sec. gen. Shahril Bin Saat of the Ministry of Culture, A l b  and Tourism; 
Tourism Authority of Thailand director of Planning Dept. Auggaphon Brkkhawana; 1.N. 
Dash, joint director general for Market Research of the Ministry of Culture and Twriwn of 
India; Adi Lumaksono, chief of Tourism Statistics Division of the BPS StatWcs Indones& 
and Rusman Heriawan of the Statistics Bureau; and Stan fleetwood, research manager of 
the Tourism Division, Department of Industry, Tourism and Resouroer of Australia. 
Through this, Massieu said it Mil be possible to see tourism's place in the omtext of the 
national economies in terms of its relative weight in the economy, whether or naL the 
country has decided to carry out the TSA. 



Appendix 5: Freedoms of the Air 

First freedom - the right of an airline of one country to fly over the territory d another 
country without landing. 

Second freedom - the right of an airline of one country to land in another country for 
purposes of refueling and maintenance while en route to another country, but not to pick up 
or disembark traffic (passenger, cargo or mail). 

Third freedom - the right of an airline done country to carry batk from its country d 
registration to another country. 

Fourth freedom - the right of an airline of one country to carry trdAc tium another 
country to t k  own country of registration. 

Fnth freedom - the right of an airline of one country to carry bafik between two countries 
w k i i e  of ik own country of regisbation as long as the flight originates or terminates in ik 
own country of registration. 

Sixth freedom - the right of an airline of one country to carry traffic between two fweign 
countries via ik own country of registration (i.e., combination of third and fourth freedoms). 

Saventh fraedom - the right of an airline d one country to operate flighk between tvro 
other countries without the flight originating or terminating in its own country of 
regisbation. 

Eighth freedom - the right of an airline of one country to cany bafik between two polntr 
within the territory of another country (or cab- rights). 


