


FOREWORD

Working for Safety, Service Quality and Workers Rights

The 50th anniversary of the Chicago Convention on 7 December 1994 has been declared
by the United Nations as the first International Day for Civil Aviation.The International
Transport Workers Federation (ITF), which represents half a million aviation workers in 100
countries throughout the world, welcomes such international recognition of the importance
of civil air transport. Trade unions are proud to point out the positive contribution made to
social and economic development around the world by their industry.

However, trade unions are also concerned to draw public attention to some specific effects
of the dramatic changes that have been taking place in the worldwide aviation industry over
the last few years. For this reason the ITF has decided to mark this significant date in aviation
history by reissuing this publication The Globalisation of the Civil Aviation Industry and
its Impact on Aviation Employees.

Anything written about the civil aviation industry is liable to seem very out of date very
quickly. It therefore may seem something of a risk to re-issue in late 1994 a report published
in early 1993. However the focus of this report has been to identify trends which are still
unfolding and to formulate an international trade union response which is still very much in
the process of development. It is also a document which has not been widely circulated
outside of the trade union movement, but which certainly deserves wider scrutiny.

The report came out of discussions at the ITF Civil Aviation Section Conference of
November 11-13, 1992, the largest meeting of aviation trade unions from around the world
ever held . While some examples given in the text may have been overtaken by more recent
events (for example PWA in Canada eventually merged with American Airlines rather than
with Air Canada) the analysis demonstrates as soundly as ever what the impact of
globalisation has been on employees. Since its publication this document has been translated
into at least seven languages and used in trade union education among civil aviation workers
in five continents. It is still the most thorough account available of the trade union perspective
on the current dramatic changes taking place in the industry.

It is worth briefly commenting on some events which have occurred since the report was first
published. In particular two major industry investigations which have taken place: The
National Commission for a Safe and Competitive Airline Industry in the United States and
the Comité des Sages in the European Union were both set up to address the crisis largely
brought about by liberalisation. Both bodies allowed unions only a minor input into their
discussions. Both bodies refused to re-evaluate the political-economic assumptions behind
liberalisation and as a result both inevitably could only recommend more liberalisation and
more intense competitive measures (against each other’s airlines) usually at the further
expense of labour conditions.

Another event was the failure of the Alcazar project to merge four major European airlines.
The collapse of this project, largely over the failure to resolve conlflicts between airlines with
different US alliance partners, indicated the greater importance attached to alliances
stretching to key markets across the globe than those within the regional European market



The formation of an Employee Share Ownership Programme (ESOP) in the giant US carrier
United Aitlines, has involved massive concessions from the unions. But it has also given
unions for the first time the majority ownership of one of the major players in global airline
competition (and one which is not about to face bankruptey). Both airline managements
seeking to further reduce their costs and unions seeking to defend their conditions will be
closely watching the outcome of this landmark arrangement and attempting to draw lessons
for the future.

Finally the period has seen a number of governments, particularly the US government,
attempting to push forward the process of global liberalisation. In response to pressures on
the current bilateral systemn of international agreements, ICAQ has organised a worldwide
air transport conference on International Air Transport Regulation; Present and Future
in Montreal in November 1994, which will discuss the crucial issue of economic regulation
in the industry through intermational air agreements.

The ITF has already joined other international trade union bodies during recent discussions
on the Global Agreement on Trade and Tariffs {(GATT) in highlighting the fact that the
international regulation of trade and services has a direct impact on tens of thousands of
employees and their working conditions and that, therefore, social measures should be an
integral part of any international trade agreement. The ITF similarly believes that
international air agreements must include social measures which take into account and
redress any negative impact of liberalisation and structural change in the industry on
employees. In its views submitted to the [CAO Conference the ITF prposes that such social
measures should be enforced through an International Civil Aviation Organisation (ICAQ)
Code of Conduct applying within international air agreements which would set out:

* Minimum labour standards

* Minimum employment rights, including the right to bargain collectively

* Minimum social security rights

* Minimum occupational health and safety standards

¢ Minimum training standards, including the licensing of all staff with safety responsibilities.

Our Federation believes that the social impact of the structural changes taking place in the
industry requires urgent attention from governments and greater awareness from the
general public. In a rapidly globalising aviation industry if flag carriers are not to be displaced
by flags of convenience then international measures to guarantee minimum employment
conditions such as those listed above are an urgent necessity. Trade unions seek a coherent
and constructive approach to the regulatory system which allows the industry the freedom
to prosper while safeguarding the right of countries to maintain national sovereignty on civil
aviation matters. We seek a system which protects passengers with strict rules on aviation
safety; which services public needs for essential and good quality air transport services; and
which protects workers with decent minimum working conditions and employee rights.

Stuart Howard,
Secretary, Civil Aviation Section
November 1994.



CONTENTS

Part 1 Towards the Global Airline

Chapter 1— Privatisation
Airlines and national interest
Ideology and government cuts
Grooming airlines for sale

Chapter 2 — Deregulation and “open skies”
Economic Liberalism
Stages of Deregulation

Chapter 3 — From competition to concentration
Competition or concentration?

Globalisation: alliances and mergers
Computer Reservation Systems

Part 2 The Impact on Working Conditions

Chapter 4 — Wages and labour costs
Pressure on labour costs

Working conditions under attack
Management Strategies

Chapter 5 — Squeezing safety
The safety margin
Maintenance

Ageing fleets

Flight crew

Regulation

Chapter 6 — The core airline
Contracting out

The “people-less” airline
Subsidiary airlines

Chapter 7 — The internationalisation of employment
Global relocation
Cross border employment

Page

18

25

39

47

55

61



Part 3 The Trade Union Response

Chapter 8 — Deregulation and trade unions 67
Anti-union laws

tripartism abandoned

collective bargaining

Chapter 9 — Globalisation - the trade union response 73
Key questions: air transport policy,

safety, training, licensing,

trade union organisation in a globalised industry

Chapter 10—Conclusions
Conclusions of the ITF Civil Aviation Section Conference (1992), discussion on
globalisation in the civil aviation industry

Tables and figures.

Airline ownership 1980 and 1992 11
Worldwide airline privatisations 17
Airline concentration in Canada 29
Iberia’s empire 31
Airline empires stretching east and west 34
Airline reservation systems 37
Typical airline operating costs 40
The global repair shop: planned and recently expanded 63

aircraft maintenance facilities
Appendices
Appendix 1 Job casualty list udate

Appendix 2 Meeting the challenge of globalisation: ITF News report of the
Section Conference

Appendix 3  The Global Airline: equity stakes, shareholders,marketing
arrangements and current bids



" Introduction

In 1991, the civil aviation industry reported the worst results
in the post-war history of civil aviation. In two years, 1990
and 1991 the air transport industry lost everything it had
gained in twenty years. But though this has been a shock in
what has always been a boom industry, the current civil
aviation crisis is not about the Gulf War or the world
recession.

The real crisis in civil aviation lies in the extraordinary global
restructuring which is taking place in this vital industry.
Aviation is shifting from being a highly regulated public
service industry of national airlines largely run by national
governments to a transnational industry directed from the
closed boardrooms of a handful of global mega-carriers.

It gives little pleasure to note that throughout this process
union predictions about the effects of deregulation and
globalisation — the job losses, service deterioration, the
safety concerns, the temporary and uneven nature of lower
fares, the massive industry concentration — have been
proved consistently accurate. Also as we predicted, employ-
ees and their unions have borne the worst burden of this
restructuring. Massive job losses, wage cuts, worsening work-
ing conditions and attacks on trade union rights have charac-
terised the changes taking place in the industry around the
world.

1992 has been a land mark year for those seeking a
deregulated and «globalised» industry. The European Com-
munity presented its final and most radical, package of
measures for the liberalisation of aviation in Europe; a second
phase of Australian deregulation was announced with moves
towards a Trans-Tasman single aviation market. The first
“open skies” agreement was signed between the US and a
European country : Holland. A ferocious fares war may see
the final phase of airline concentration in the United States.



There were significant airline mergers and alliances. The
privatisation of Qantas and its merger with Australian Air-
lines; the likely merger of Air Canada and Canadian Airlines;
Air France’s purchase of Sabena and (in the first West
Europe-East Europe equity link up) its purchase of CSA.
Perhaps most significant of all, the demise of the old US “flag
carrier” Pan Am in December 1991 has been followed, just
one year later, by the world’s biggest proposed global alliance
between BA and USAir.

Predicting the outcome of deregulation is no longer a guess-
ing game. We have had fourteen years to look at the results
of deregulation in the US and more than four years to see the
effects in Canada. Yet, we are at only the very beginnings of
the process of the globalisation of civil aviation. In the future
unions are going to be faced with global airlines determined
to operate in a global market place, taking full advantage of
a global labour force. The international co-ordination of trade
union action is now a an essential part of trade union survival
over the next decade.

It is not enough to analyse what has happened to the airline
industry or to estimate what may happen to it in the future.
Faced with the unprecedented changes which are taking
place, the ITF’s civil aviation section must also begin the task
of devising a comprehensive and coherent strategy to enable
affiliated unions to maximise the benefits and minimise the
costs for aviation workers.

This document, and the discussions at the Section Confer-
ence are designed to assist ITF unions in arriving at that
strategy.



PART 1:

CHAPTER 1: PRIVATISATION

o Airlines and National Interest

* Privatisation: Ideology and Cutting Government Spending

e Grooming Airlines For Sale

A Public Utility
Industry

Governments around the world have traditionally viewed civil aviation
as critical to their national economic and defence interests. During the
post-war growth of air transport, and after the 1944 Chicago
Convention set international rules for civil aviation, national govern-
ments set tight conditions for market entry, the allocation of air routes
and the setting of air fares. Competition played a very limited role. Bi-
lateral agreements, by containing “effective control clauses”, have
effectively limited the scope for foreign investment in any airline.
Most national governments, outside of the United States, established
“flag carrier” airlines or took private carriers into state ownership.

The United States, while refraining from government-ownership of
airlines, still regards the national security role of civil air transport
important enough to justify limits on foreign ownership. A US State
Department official recently stated: “there are national security
concerns that must be satisfied before any large scale opening to
foreign investors is permitted. The US Civil Reserve Air Fleets
(CRAF) program played a vital role in Desert Shield/Storm
operations..”

In today’s more competition oriented environment, while some
governments are no longer so concerned with airlines as a way of
“flying the flag”, aviation is still recognised as of vital economic
importance.

¢ Airlines are expected to play a special role in unifying large and
multi-lingual countries such as Canada or India, or island groupings
such as the Philippines, particularly where the other transport links
to remoter areas are relatively undeveloped.

e The travel and tourism industry has boomed. It is now the world’s
largest employer and, according to the World Travel and Tourism
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“In every region of
the world, countries
large and small
depend on the
aviation industry to
fuel their economic
growth and their
financial strength.
In 1989 the industry
provided at least 21
million jobs for the
world’s workforce
(and) USS 700
billion in annual
gross output.”

IATA, “The Economic
Benefits of Air Transport”,
prepared for the Air

Transport Action Group,
1992

Privatisation
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Council,2 generates an annual gross output of $250,000 billion.
For tourism-dependent countries from Jamaica to Ireland air links
are now even more important.

* Air freight transport is vital to the manufacturing economy.
According to IATA3 one quarter {by value) of the world’s manufac-
tured goods are transported by air.

State-ownership and/or state regulation enables governments to
plan air transport to link in with their overall transport strategy and
national economic planning. Many Third World countries, already on
the periphery of the global economy, believe that only by maintaining
state ownership of airlines will they be able to maintain air links which
serve national and regional development needs.

Even the most conservative Third World governments have recog-
nised a relationship between airlines and economic and political
independence. One Third World airline president?® recently declared:
“No government will ever permit the majority of capital in an
airline to be owned by foreign interests”. Yet an increasing number
of them are doing exactly that.

Privatisation has been pushed along by laissez-faire economic doc-
trines prevalent among many governments, along with the immedi-
ate needs of many governments to cut public spending.

There are degrees of state-control and degrees of privatisation. Many
governments, while retaining state-ownership of the nationatl airline,
have re-organised it to behave as a private company and to operate
in a commercial competitive environment. European airlines, such as
Air France and Lufthansa, while still majority state-owned, are
increasingly required to operate to commercial rather than public
service criteria. Many state-owned airlines have substantially reduced
the level of government ownership and allowed in private investment.

European state-owned airlines are currently still benefiting from large
government subsidies, although the European Commission is now
banning such subsidies under its competition rules. Government
protections of various kinds have remained for privatised airlines such
as British government protection for British Airways routes. In the
U.S. Chapter 11 bankruptcy keeps airlines flying which according to
commercial logic should have ceased operation.

The trend in airline ownership is clear. Around 40 airlines around the
world are currently up for privatisation. The table opposite shows
how world air travel (by Revenue Tonne Kilometers) has shifted from
state-owned carriers to private carriers over recent years.’



Airline Ownership 1980 and1992

100%7]

State-owned
carriers
Private
carriers

50%

44%) E142%; 28%}| [E54%3
0% { |[[1] pie
1980 1992
Ideology The first wave of privatisations, in the mid-eighties (e.g. British

Airways), was pushed forward by governments following a free
market ideological agenda. This ideological approach links privatisa-
tion closely with deregulation.

“the government
has deliberately
shifted control
of this industry from

Private investors are not interested in responsibilities which “handi-
cap” their profits. As Ulli Bauer of SH&E, a consultancy company
which advises governments on aitline privatisation, notes: “State-

publicly accountable owned airlines are subject to considerable economic headwind
regulators to private that private investors hope to elude. These handicaps range from
decision-makers in having to serve destinations for political instead of commercial
closed corporate reasons to obligations in performing essential air services or cross

boardrooms.” »6

subsidising money losing markets.
Joint IAMAW, CUPE, CAW

submission to Hon. Jean Privatisation, in combination with deregulation, detaches an airline
Corbeil, the Canadian from overall government economic or transport planning. It sheds the
M;G"::i;"g m]':;gg”' public service responsibilities of an airline and its air services. It also
' effectively gets rid of any form of public accountability and democratic

control.
Capii‘al Needs A more recent second wave of privatisations has been impelled less

by ideology and more by governments trying to escape the sheer
financial burden of a state-owned national airline. Indeed, at a time
when governments have been selling off many of their public utilities,
when airline capital costs are escalating and most airlines {(including
privately-owned ones) are losing money, the privatisation of airlines
is particularly tempting.
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“Grooming”’

“Under privatisation, the
national airlines will lose
their national identity
and wil become
subsidiaries of global
cartels and mega-carriers
... Labour cutbacks,
reductions in wages,
inreases in working
hours and workload,
cross-utilisation of
manpower, and contract
work are going to be the
order of the day.”

“Fight Against Privatisation of the
Civil Aviation Industry” leaflet
produced by the All India Co-

ordination Committee of Aviation

Trade Unions, Delhi, 1992
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A recent ICAO study? estimates that:

* the world’s airlines spent around $340 billion on either buying or
leasing aircraft between 1970 and 1990 — roughly 0.95 per cent
of cumulative world GDP,

¢ around $800 billion will be spent on upgrading or renewing
aircraft fleets in the period 1991 to 2010 — the equivalent of 1.3
per cent of the forecast world GDP.

The need for capital comes not only from state-owned carriers.
Canada and the United States, with privately-owned carriers, are
both currently revising foreign ownership rules because of the
desperate capital needs of their financially stricken carriers.

The search for capital is driving forward airline mergers such as
USAir’s recent embrace of British Airways, and KLM’s investment in
Northwest Airlines.

But even mega-carriers do not have the capital to buy all the airlines
offering themselves up for privatisation. Financial analysts also
increasingly point out that privatisation does not necessarily save an
ailing airline or its air services.

In the desperate search for investors, governments frequently restruc-
ture their airlines to make them more attractive to potential buyers.
This “grooming” frequently involves injecting large amounts of
money in re-capitalisation, the writing off of existing debts, insisting
the company is run on a commercial basis, and cutting costs,
including the shedding of large numbers of jobs. It may also involve
getting rid of unions or reducing their rights in advance of privatisation
(see chapter 8). This distortion effectively falsifies the frequently made
performance comparisons between privatised and non privatised
carriers, in favour of privatised airlines.

Unfortunately such restructuring frequently fails to take account of
real operational needs. One recent study by airline privatisation
specialists SH&E has shown that the unit costs reductions achieved
by pre-privatisation “grooming” are frequently unrealistic and are not
sustained after privatisation.® This study concluded: “This cost
improvement usually continues for a short period of 1 or 2 years
following privatisation. However, some of these cost containment
measures are not suitable and generally sometime after privatisa-
tion, unit costs tend to increase again to pre-privatisation levels,
or even higher”.
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Privatisation

The World Bank :
African Aviation
For Sale

“It would be helpful if
the (World) Bank
advised and stopped
 short of running the

airlines.”

Mohammed Ahmed, Secretary
General, African Airlines
Association

African airlines carry only 3.4 per cent of the world’s passenger
traffic. African air transport suffers from staggering political, economic
and infrastructural problems. Most African airlines are a severe
burden on their national economy, and the route structures still reflect
the colonial past of the continent. It is usually much easier to flyto a
European city from Africa than to travel between regions within the
continent. Corruption is endemic and airlines suffer from being run
for the personal convenience of presidents, ministers or members of
the airforce rather than as enterprises.

A number of African countries have sought to maintain the survival
of independent air links through regional co-operation and pooling of
resources. In November 1984 a special conference of African
governments and airlines adopted the Mbabane Declaration aimed at
pushing forward more bilateral agreements on aviation freedoms
between African states. In 1988, the Yamoussoukro Declaration
provided a political framework for joint ventures and co-operation.

A number of joint operations have been tried in the past and failed
(e.g. East African Airways). More recently a number of airlines have
entered close co-operation. A number of SADCC (Southern African
Development Co-oordination Council) countries have built an al-
liance involving Air Botswana, Air Zimbabwe, Air Zambia and Air
Tanzania. Air Malawi and Lesotho Airways may also join the group.

This regional grouping aims to pool resources, including aircraft and
maintenance facilities, to ensure vital regional air transport service
needs are maintained. As Brian Pocock, General Manager of Air
Botswana, has put it: “We believe the preservation of schedule and
service independence will safeguard against having our air links
become the casualty of a bottom line result in a board room in

Paris or London”. 12

Moves towards regional co-operation and development are, however,
seriously threatened by the privatisation of African airlines. With little
domestic capital available, the only realistic bidders for any African
airlines will be foreign carriers. Foreign investment will inevitably turn
African airlines into feeders for European or American mega-carriers.
This will wreck regional co-operation attempts.

Yet privatisation of airlines and foreign investment are being
energetically promoted in Africa. This direction is being initiated, as
in other developing countries, not by governments or airlines, but by
the World Bank. Privatisation is not part of a continental or regional
or even national aviation strategy. It is a tempting cost saving item on
a long list of public spending cut-backs required by the economic
adjustment programmes which the IMF and World Bank demand of
African governments.

The World Bank has taken on a powerful and highly directive role in
African aviation. As Mohammed Ahmed, secretary general, African
Airlines Association, recently put it: “It would be helpful if the
(World) Bank advised and stopped short of running the airlines”, *?
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“Air Zimbabwe has now
adopted a policy of
staff reduction by
reducing the number of
divisions in the airline.
This will result in many
people losing their jobs,
and vet financially the
company has no money
to pay the employees
made redundant. The
next step will be to
request the World Bank
to come to their rescue.
This means that assis-
tance will be
accompanied by
unbearable conditions
which will do even
more harm to the
employees.”

Ken Chipato, Naticnal Airways
Workers' Union, Zimbabwe
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The World Bank says that African governments should stop giving
subsidies to airlines, which “should be viewed as commercial enti-
ties”. 12 The Bank believes some unprofitable airlines should cease
operation. Another recommendation is “reductions in staff and
introduction of performance-based remuneration systems” and the
contracting out of work. Already there have been job losses. In June
1992 Air Tanzania announced 700 job losses. The government put
the blame on World Bank-imposed structural adjustments.

. Kenya Airways will be the first African airline to be privatised in
1993.

. A 40 per cent stake in Nigeria Airways is up for sale.
. Air Tanzania is inviting private sector partners.

. The Zambian government has hired a US investment bank to
restructure Zambia Airways ahead of private sale.

. Air Zimbabwe, Sudan Airways and Air Dijibouti have all
announced they are up for privatisation.

. Air Afrigue is a multinational airline, in which 10 states have
successfully merged their airlines, and which now operates in
profit. However, in 1992 the ten member states announced
that they are to reduce their shares from 79 per cent to 50.5
per cent, privatising the rest.

African countries need a comprehensive aviation strategy aided by
funding from the international development banks, At the present
time, they are getting short term austerity programmes which are off-
loading African airlines, or those considered worth it, into the hands
of the multinational airlines, without much concern for the role of air
transport in the continent’s wider economic development.



126 AWl 10 SN pup Asjuoig uoBloyy (aomnog

v:_u_.nmmN MaN Ay

souljuabiy sbauljosay

jpunidf | AonBoing gy

o

(0T) pasodoig
(9Z) ssoaboad ui 10 pajajdwmo)y

SNOLLVSILVAIAdD
ANITIIV IAIMATIOM

17



CHAPTER 2: DEREGULATION AND “OPEN SKIES”

¢ Economic Liberalism

¢ Stages of Deregulation — Domestic Markets

Economic Liberalism

“In contrast, the
deregulation movement
focused largely on ends.

Deregulators wanted
the very heart of the
regulatory function
amputated from the
body politic, and free-
market economists
provided the intellectual
cannon fodder, insisting
that airlines were not
public utilities, as they
had been commonly
perceived.”

Paul Stephen Dempsey, Address
before the Second Annual
Conference on Airlines, Airports
and Aviation, Washington DC,
May 1992
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International Agreements
Global Open Skies

Civil aviation, as a vital public service and as an industry requiring the
highest standards of safety, has been highly regulated by governments
in every country in the world. In theory economic regulation and
safety regulation are different and distinct from each other. However,
as we shall point out in chapter 5, in practice the distinction is not so
clear, since airlines which are protected from cut-throat competition
have less incentive to cut safety-related costs. Indeed there is a strong
argument which says that the more that airlines are exposed to
competition the more safety should come under tighter regulation.

However, that situation is rapidly changing. In 1978 the United
States, the single largest aviation market in the world, became
deregulated. The second largest, Europe, is on the threshold of large
scale liberalisation, which may have very similar effects.

Deregulation in civil aviation is part of a wider doctrine of economic
liberalism and laissez-faire espoused by what became known as the
“New Right”. It is a philosophy which was very fashionable in the
1980s but which is beginning to run out of steam today. It promotes
free markets, free trade, free enterprise and the withdrawal of
government regulation from business and the economy. Sir Lennox-
Hewitt, former chairman of Qantas, described this philosophy as:
“descended from economic thuggery on its father’s side and old

fashioned anti-trust idealism on its mother’s side”.

In many countries deregulation of air transport has been accompa-
nied by deregulation in road haulage, bus services and other service
industries such as banking and insurance.

Domestic deregulation is seen as the first step to an ultimate objective
of global deregulation. The US government, in particular, saw
international “open skies” as gaining US carriers a bigger share of the
world aviation market.

The supporters of deregulation argued that regulation of both
domestic and international routes aimed at protecting the public



Stages of
Deregulation

interest actually created airline monopolies, which kept prices artifi-
cially high, bred inefficiencies, and stopped new airlines entering the
industry. They argued that deregulation would improve services to the
consumer by:

¢ breaking up established monopolies, and encouraging
new entrants

* creating more competition (or the threat of it)
* |owering labour costs
» providing more efficient services

e providing lower fares

For employers, this philosophy usefully counterposed the interests of
consumer and labour. It claimed that consumers were paying artifi-
cially high prices, partly as a result of high labour costs. For politicians,
the equation of deregulation with cheaper fares proved an effective
election platform.

However, while deregulation has been highly successful in lowering
labour costs and eroding working conditions, the benefits to the
consumer have been highly questionable.

Deregulation in aviation involves two main stages:

i. Deregulation within intermal domestic markets and
market blocs

Those countries such as the United States, which spear-headed the
doctrines of economic liberalism, were the first to deregulate. The
Kennedy Report in 1974 laid the ground for the Airline Deregulation
Act of 1978 by the Carter administration. Alfred Kahn, the “political
commissar” of deregulation, was appointed head of the Civil Aero-
nautics Board to implement the new policy and oversee the eventual
dissolution of the CAB itself.

Airline deregulation has since been exported around the world. EC
Commissioner for Transport, Karel Van Miert, noted in May 1991
“The drastic deregulation in the United States has been the
beginning of a worldwide movement towards diminished govern-
ment control and increased competition....This movement may
be reluctant, it may not be as drastic as in the US, but it is there.
The effects are noticeable around the world”.?

Deregulation reached New Zealand {1983), Canada (1987), Australia
(1990). Such international institutions as the World Bank and the IMF
are helping to export the ideology of liberalisation and deregulation
of aviation, to Eastern Europe and the Third World.
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“..an open border
poses too great a risk
to the viability of a
competitive Canadian
airline industry and
(the Task Force) re-
commends against it.”
...The Task Force is of
the opinion that in
the longer run, the
competitive advantages
of U.S. carriers could
lead to their domina-
tion of transborder
services at the expense
of Canadian carriers.”

Report of Canadian
Government Task Force on
International Aviation Policy

{1992, I, p.&67
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A 1986 European Court of Justice decision (the Nouvelles Frontiéres
case), ruling that EC competition rules applied to air transport,
effectively sounded the death knell of bi-lateral agreements between
EC member states and propelled forward the whole process of
European liberalisation. Europe has introduced deregulation in “pack-
ages”. The third and final package will be implemented in January
1993.

The EC is, of course, a trading bloc made up of several countries.
Other countries are also starting to form aviation market blocs.
Australia announced in February 1992 a second phase of deregula-
tion which would integrate Australia and New Zealand in a common
aviation market. Talks are proceeding between the United States and
Canada towards an “open skies” policy which may eventually be
extended to Mexico. In Latin America, the Andean Pact, linking
Venezuela, Colombia, Peru, Ecuador and Bolivia, which was formed
in May 1991 has exchanged route freedoms, but not yet dismantled
fares controls.

The move towards market blocs does not by any means benefit all
participating countries equally. New Zealand is wrangling with Aus-
tralia over terms of the Trans-Tasman air market. A Canadian
government task force has said that the entire Canadian aviation
industry is under threat from an open skies agreement with the US.




ii. International agreements

The 1944 Chicago Convention established worldwide rules for
commercial aviation. The United States had proposed the conven-
tion with the aim of establishing complete freedom of the air. Since
at the time this would clearly have led to the complete domination of
world air transport by US airlines, it was, not surprisingly, rejected by
the other countries who opted for a systern of bi-lateral agreements.

These bi-lateral agreements set out tight rules which cover all aspects
of aviation relations between any two countries, including routes,
fares frequencies, capacity, safety, security and ground services. The
agreements involve the contracting states stipulating which of the
various “freedoms” of the air they are granting to each other.

Following its own domestic deregulation, however, the US has sought
more liberal bi-lateral aviation agreements with a number of individual
countries, and maintains a constant pressure for such “open skies”
agreements. In September 1992 the US and Holland signed an
agreement which the US clearly views as an “open skies” bridgehead
in Europe. Such moves are viewed with deep suspicion by European

21



22

airlines. Bernard Attali, chairman of Air France, recently declared
“seen from this side of the Atlantic, open skies are rather like an
American vision of Pax Americana”. 3

The movement towards global “open skies” is most likely to advance
through agreements between market blocs, e.g. between the ECbloc
and the North America bloc. It is already a matter of discussion in the
EC as to whether the Commission will negotiate air treaties between
member states and third countries.

In 1990, a “Think Tank on Multilateral Aviation Liberalisation” was
set up, sponsored by a private consultancy called Global Aviation
Associates, and chaired by Hans Raben, former Director General of
the Dutch Civil Aviation Authority, and involving Don Carty, Execu-
tive Vice President of American Airlines, along with a range of
present and former airline executives, former high level members of
the US Department of Transportation and international aviation
“experts”, with the aim of promoting global open skies. This group
published a report called Free Trade in the Air in January 1991.1
This report declares: “The Think Tank believes that the best
prospects for a passenger multilateral will be found initially in the
North Atlantic market. A liberal agreement involving the United
States, Canada and the European Community is a logical devel-
opment of the objectives of the North American free trade areas
and the Single Market in Europe. But it would be unfortunate if
the scope of these negotiations were limited to North Americaand
the Community..... Several countries in Asia and Australia have
moved towards more liberal positions and some of these have
advocated new multilateral policies. Australia, New Zealand,
Japan and the ASEAN countries should certainly be amongst
those invited to join negotiations for a new passenger multilateral,
as also should any countries which have expressed interest”.




The Route to Open Skies

I. Deregulation of the internal market
(or market bloc)

There are different degrees of deregulation:

23



24

Il. International agreements — “Open Skies”

On March 31 1992, Andrew Card, the newly-appointed US Trans-
port Secretary, announced that the US was now offering to negotiate
“open skies” agreements with all European countries, an initiative
that could later be extended to other regions. The main elements of
a US “open skies” agreement are:




CHAPTER 3: FROM COMPETITION TO
CONCENTRATION

¢ Competition or Concentration ? — the US, Canada and Europe

¢ Globalisation — Alliances and Mergers

e Computer Reservation Systems

Competition or
Concentration ?

“Cannibalism has
become a strategic
model.”

Bernard Attali,
Chairman of Air France,
3 September 1992

Deregulation was meant to bring competition to the airline industry.
Instead it appears to be bringing about a rapid concentration in the
industry and the domination of aviation by global mega-carriers.

In Canada and the US there were periods of increased competition
before the industry began to concentrate. In the EC it looks like the
industry may skip the initial competition period altogether.

The United States

In the United States an initial period of fierce competition was
followed by industry concentration. This went against the predictions
of the deregulators, but not of the unions:

In 1977, during the hearings of the House Subcommittee on airline
deregulation Bill Scheri, Airline Co-ordinater of the IAM, recalls, the
IAM argued that:
“when the free marketeers had had their day; when the upstart
airlines and scam operators had conned, milked and bilked the
industry into waste, bankruptcy and confusion, when all the
dog fighting was over, there would be greater monopoly, not
more competition, characterising the industry”.

But in the same hearings Alfred Kahn “father of US deregulation”
rejected such criticisms:
“I do not honestly believe that the big airlines are going to be
able to wipe out the smaller airlines, if only because every study
we have ever made seems to show that there are not economies
of scale”.?

Events have proved the deregulators wrong. According to Don Carty
of American Airlines: “Fourteen vears of deregulation have driven
home the importance of strong networks and economies of

scale”.?
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found to cost less to
take a taxi than to
flv from St Louis to
Kansas City, for the
90 cent a mile cab
fare was lower than
the $1.00 a mile
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It was recently

plane fare.

* In the first ten years of deregulation in the US more than 170
entrepreneurs received licences to start new airlines. Over 150
went bankrupt, were liquidated or never flew.

¢ Small new airline competitors have virtually vanished.

¢ In January 1992 the top four US airlines controlled 70 per cent
of the domestic market.

It was the powerful established airlines which won the battle for
domination of the US aviation market. Two key weapons in their
hands were the control of networks through hub airports, and
domination of marketing through computer reservations systems.

Controlling Hubs

The domination of airport hubs, which control route networks
through hub and spoke systems, is the key to survival in the
deregulated US airline industry. Since deregulation airport hubs have
increasingly concentrated under the control of the mega-carriers.

¢ Before deregulation not a single US airport was dominated by one
airline.

* Currently there are 18 major hub airports where one airline holds
an effective monopoly (60 per cent or more) of slots. Northwest
controls more than 80 per cent of the Minneapolis -5t Paul market;
Delta controls 89 per cent of the Atlanta hub; American and
United hold 84 per cent of the giant Chicago O’Hare airport.

¢ Hubs account for 70 per cent of domestic air traffic in the US.

* The U.S. General Accounting Office (GAO) found that during
1988-90 fares were 27 per cent higher at concentrated airports
than at unconcentrated airports.

e a 65 per cent increase in a carrier’s market share on a route
translates to a 6 per cent fare rise.

As more airlines are forced out of the industry prices rise again.
According to the GAO: “The GAQO’s work indicates that
reconcentration and the erection of barriers to airline market
entry, particularly at hub airports, may be leading to less compe-
tition and higher fares. Fares are higher at major airports where
one or two airlines dominate the traffic, and fares are higher for
travel to such airports from smaller communities”.?

Non discount fares are so high that the majority of passengers are
forced to fly on discount fares, which involve burdensome restrictions,
including non refundability of tickets, inconvenient stop-overs, and
lengthy indirect flights routed through hubs. In this way air services for
most passengers are usually substantially inferior to those offered
under regulation.



“If vou look at what
has happened in the
North American airline
business over the past
ten years, the winners
have been those with
strong CRS
operations.”

Luke Mayhew, head of
distribution British Airways
{Financial Times, London
August 1987)

Computer Reservation Systems

The major US aitlines invested heavily in computer reservations
systems {(CRSs). Industry experts believe that these huge systems
which effectively control marketing through linking travel agents and
airlines are one of the most critical weapons in competition between
airlines. According to the US General Accounting Office, an airline
which owns a CRS stands between 13 and 18 per cent more chance
of selling its product through its system than does a competitor. 66
per cent of all revenue booked by travel agents in the United States
is booked on either of two CRS systems — Apollo {owned by United,
USAir and British Airways) or Sabre (owned by American Airlines).

According to the Economist Intelligence Unit:
“As consolidation has set in, it has become clear that the
survivors are the big airlines with the best CRSs, controlling key
hub markets and regional feeder services to them. American’s
Sabre and United’s Apollo were always the dominant sys-

tems”.?

The powerful role in competition played by these systems is discussed
more fully later in this section.




Canada

In Canada few lessons appear to have been learnt by the government
from experiences across the border. Airline industry concentration
has been even more dramatic.

InJuly 1987 the Canadian Union of Public Employees warned in their

submission on deregulation (bills C-18 and C-19) to the Canadian

Senate:
“Bill C-18, as it is presently constructed, will not realise any of
its goals. In fact, it will lead to the reverse: greater industry
concentration, less reliable service, higher average fares, di-
minished industry standards, reduced safety, employment loss
and dislocation, and restricted regional development, just as it
has in the United States.”

» Since the first phases of liberalisation in the early eighties 7 airlines
have disappeared through merger and 14 others through bank-
ruptcy.

¢ Small independent airlines have virtually vanished.

* By 1989 the two large carrier families Air Canada (privatised in
1988) and Canadian International control 95 per cent of the
Canadian domestic market.

* InSeptember 1992 it was announced that Air Canada and CAI will
merge to form a monopoly airline.

In 1991 a government panel considering the expansion of a runway
extension at Pearson airport produced a document which admitted
that:
“forecasts did not predict the full dimensions of the regulatory
reform either in term of airline mergers or the development of
hub and spoke networks.”
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“Frankly, there is not
going to be much
difference between
deregulation in the
United States and
liberalisation in
Europe.”

Sir Colin Marshall,
Chairman BA, evidence to
{UK} House of Commons
Transport Committee,
Developments in European
Community Air Transport
Policy, Vol 2

Globalisaiion

30

Europe

The European Community claims that it intends to avoid the US
model deregulation. It has based its policy on the need to act in four
main areas of action, liberalisation, harmonisation, infrastructure and
external policy. Yet it is only on the first of these — liberalisation —
that the EC has moved forward.

As the ITF pointed out in a statement submitted to the EC on 17

January 1992:
“Despite the reassuring statements of the Commission, the
Third Package looks very much like US style
deregulation....Unless proper measures are taken to provide
sufficient infrastructure and to promote harmonised standards
in the safety and social fields, the third package, as it now
exists, will produce less competition, inferior air transport
services, declining safety standards and worsened working
conditions.”?

Concentration has already occurred within individual member coun-
tries:

e In 1989 in Holland KLM acquired control of Martinair and
Transavia. Air Holland went into liquidation.

¢ In October 1991 the Belgian carrier TEA went into liquidation;
Sabena is now merged with Air France.

+ [InJanuary 1990, Air France bought up UTA and with it gained Air
Inter to control 97 per cent of the French domestic market.

¢ Fven in the UK, which has the largest and most diverse airline
industry in Europe, in 1988 British Airways bought out its major
domestic competitor British Caledonian. In October 1992 BA
bought Dan Air. BA accounts for more than 70% of UK scheduled
domestic and international passenger traffic.

As competition becomes globalised, airlines are moving towards the
creation of global mega-carriers. Airlines are involved in expansion
both through mergers and major equity links, and through alliances
with other carriers. Alliances are a form of co-operation between
airlines which fall short of major equity links (although some swapping
of shares may be involved). It is easier for airlines to move in and out
of such deals than with mergers. Airlines enter and leave such
alliances when it suits them. Alliances have been likened to “casual
dating” compared to the “marriage” of a merger. Certainly alliance
loyalties can switch very quickly. Former alliance members BA and
UAL are now bitter rivals on transatlantic routes.



Iberia’s Empire

1992 bid refected for -
Lloyd Aéro Boliviana -

Ladeco — 37%
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“The political
momentum of free air
transpori markets will

spread around the
world and...create
fertile ground for the
growth of true global
airlines — carriers with
multinational
ownership and interna-
tional strategic hubs.”

Sir Colin Marshall, British
Airways, Interview with UK and
US magazine of the British-
American Chamber of Com-
merce, 1989
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The next stage of European liberalisation will almost certainly involve
some further concentration into Eurcpean mega-carrier mergers or
alliances, such as the Air France — Lufthansa alliance, and the
European Quality Alliance which links SAS, Austrian Airlines and
Swissair. Other alliances link airlines in different market blocs such as
the alliance between Delta Airlines, Swissair and Singapore Airlines,
in an attempt to provide worldwide seamless travel.

Many European airlines see European mergers and alliances as a
strategy to meet competition from US carriers. As Pierre Godfroid,
Chairman of Sabena, says: “Let the market go — if tomorrow
Lufthansa and Air France want to merge, ! strongly recommend to
allow that, to face the day after tomorrow's competition from
American Airlines and United Airlines”.8

Yet, at the same time carriers increasingly believe that their survivial
requires not only a dominant position within their own market bloc,
but needs mergers and alliances with airlines in other blocs to ensure
their access to worldwide routes and markets. Deregulation, privati-
sation and the erosion of limits on foreign ownership are all helping
in the process of creating global airlines.

West European airlines are already looking towards Eastern Europe
with Lufthansa’s absorption of Interflug, Air France’s link to CSA,
BA’s venture into Air Russia and a number of European carriers
bidding for shares in Malev.



“there will be only
five major carrier
groupings in the
global aviation
market in the mid
1990s.”

Jan Carlzon, SAS

Asian links are being forged with Air France’s alliance with Vietnam
Airlines, and KLM’s links to Garuda in Indonesia, both of which may
lead to equity stakes. British Airways has expressed strong interest in
the privatisation of Qantas.

Iberia is developing its own Latin American empire with the purchase
of Aerolineas Argentinas in Argentina (30 per cent), Viasa in
Venezuela (45 per cent), Ladeco in Chile (37 per cent) and possible
investments in other Latin American airlines.

European carriers see links to US carriers as even more important.
SAS has a rather disastrous 18.4 per cent stake in Continental
Airlines. Swissair has a longstanding alliance with Delta and Singa-
pore Airlines, including a 5 per cent equity swap (see box). KLM holds
a 49 per cent stake in Northwest Airlines (though with only 25 per
cent voting stock) and, with a new US-Dutch open skies agreement,
now appears to be moving towards a “seamless” merger of the two
airlines’ operations. '

The biggest equity deal of all has been BA's proposed buy-in to USAir.
If the US government gives its go ahead to the deal, the combined
operation will link the world’s biggest international air network with
the third biggest US domestic network. BA have already stated that
there will be immediate full integration of pricing and inventory
control. Within four years, from a passenger point of view, the
operation will look like one giant airline when their aircraft fly under
the common colours of a new “global master brand”. As Lord King
readily proclaimed after signing the purchase of USAir shares: “This
deal will pave the way for a global airline group”.
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Computer Airlines have poured billions of dollars into developing computer
Reservation reservation systems (CRSs). Through advanced communications

Systems

technology they have created, through the CRS, a means to control
the way travel is packaged, priced, marketed, sold and delivered to
passengers anywhere in the world. ’

A CRS links together airlines and travel agents by computer. Airlines
have developed elaborate fare structures and accompanied them with
promotions. By hooking on to a CRS travel agents can search for the
cheapest fares, or ask for specific departure times, or the fewest
stops. Bookings can then be made and tickets issued, alterations and
last minute changes are easily handled. There are further links to car
rentals, hotel reservations and onward transport by rail, ship or road.
The amount of record keeping required is monumental and needs the
most highly developed computer software and hardware technology.

US airlines were the first to develop CRSs. The two largest US-based
systems are Sabre (owned by American Airlines) and Corvia's Apollo
(owned by United, USAir and British Airways).

Europe developed its systems largely as defence against American
CRSs, systems which it was feared would take over the European
market. In1986 European airlines commissioned a study for a single
European CRS, but in fact two rival systems developed: Amadeus
(owned by Lufthansa, Air France and Iberia) and Galileo {owned by
11 European airlines plus United).

Asian carriers have developed their own CRS called Abacus (Cathay
Pacific, MAS, Roval Brunei, Philippine Airlines, Singapore Airlines
and ANA}.

CRS: Critical Weapons

What might seem to be a useful bit of technology which primarily
improves the scope of flight and travel information available for
passengers, in fact plays a key role in the emergence of airline mega-
carriers. It was the development of CRS systems by the established
airlines that effectively drove the low cost carriers in the U.S. out of
the skies, and CRSs will be critical in the battles between airlines for
dominance of other aviation markets. The CRS has a vital influence
in a number of areas affecting distribution:

s Selling tickets. An airline must hook up to a CRS to get its
tickets sold. The majority of the world’s airline tickets are now sold
through travel agents using this technology. CRS owners have
been able to use their systems to strengthen their competitive
positions even more. Studies in the US showed that 70 - 90 per
cent of airline bookings on a CRS are made from the first display
screen (50 per cent from the first line}, even though a major
aviation market will have up to twenty screens of information. CRS
owners, therefore, tried to bias the presentation of flight informa-
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“Certain competitor
{CRS) systems are used
like war machines...
Last March and April,
one single Dallas
Agency hooked up to a
certain ‘hosted’ system
made 1,152 shadow
bookings on Air
France. We pinpointed
the agency in question
among thousands
simply because many
of the bookings were
made in the names of
Saddam Hussein and
George Bush.
Unbeknownst to the
originals, to the best of
my knowledge.”

Speech by Bernard Attali,

IATA Symposivm, Paris,
3 September 1992
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tion so that their own flights showed on the first screen, while those
of their competitors would be further back in the database. Flights
which required connections would be misrepresented as direct
flights. These and other abuses in the presentation of information
have been the major target for measures by regulatory bodies.

¢ Yield Management. A CRS enables an airline to make more
money from each aircraft seat. The airlines sometimes call it
inventory control. This can be an extremely complex business
when, for example, almost 30 different fares are sold on each
transatlantic Boeing 747. Airlines struggle daily to cut prices
enough to sell seats but keep them high enough to make money.
The information from a CRS enables the carrier to switch wide-
bodied jets quickly to new routes if demand rises and decide when
to offer upgrades. Carriers are able to change fares daily or even
hourly in response to changes in passenger demand and to
maximise profit.

e Marketing Information. A CRS can collect, store and analyse
vast amounts of critical marketing data concerning traffic, vields,
passenger demand etc. Market information generated from the
systems can be used to target fares discounts and frequent flyer
bonuses. A CRS can be used to evaluate longer term market
conditions and identify trends.

¢ Fees. The airlines which own CRSs charge fees to other airlines
who wish to join the system. According to the US General
Accounting Office United and American Airlines earn more than
$300 million per year from weaker airlines, beyond the cost of
providing the service. It is said that airline chief executives would
rather sell their airlines than lose their reservation systerns.

Regulating CRS power
United States

The power of CRSs proved so strong that the US government
reluctantly abandoned its “laissez faire”doctrines to bring in some
regulation against unfair advantages gained from CRS ownership. In
1984 one of the last acts of the Civil Aeronautics Board was to
produce a CRS Code of Conduct. The code aimed to prevent such
abuses as:

refusing to list competitors’ flights in CRS displays

giving higher display priority to systern owners' flights
charging discriminatory fees to subscribers

extracting confidential commercial information from systems

*® & & o

These rules, faced by new advances in technotogy and the skill of the
programmers, have not proved very effective and the US Department
of Transportation is currently revising its rules.



70" | PpRUb: Y

updsplJopA
woGe$ of dn /SSUIPID UDISY BAI4 snnqy
%011
w:UUL,Q or 7 ..:< WD
wops$ uodof Jo %€  /souljry uoddiN |1y uyuy Ao 2@._@ v;_w:tm
+uq|¢ undof jo 2,09 seul|y uodor ssaxy
SN ° %0 1-%S pUeq| .
+HWOO9$ /2doing Jo %409-%0G /eoUni Ny /osuoyyn] snapobwy %G ¢l
NDSSIMG
uqrLg SN §° %0¢ soupio. { ojjody
uoadoiny/gn | | ( %0'8¢€
woors$ adoung Jo %40p ([ ospo SSUIPlY pajlun
%l €l
SN 1° %¥y WA
uqz¢$-uqst1$  /2doing o %01-%S SOUIIY UDJLIBWY aigpg
SN #° %0t %/ 8
woose  /edoing jo 940 1-%¢ Sgi/|piueuyuc) auQ waysig DIOH|Y
SN 4° %01 -
WwoOst  /edoingjo 0|46 SNeRqY/oied/VAAL updspliom %0" [ SAPMIY SIdWAID *%u\_.|.o
a10ys m:mc_._ohm,(
anfpA xouddy eyipw xoiddy Ag psumQ WaisAG SQUI|iIy UDLISNYY
[oBnyiog A1y dv)

[PUOHDUISJU| O3JIDS)

SWIALSAS NOILLVAAISIA AINITAIVY

37



Europe

- In March 1988 the European Conference on Civil Aviation (ECAC)
drew up a code of conduct which aimed to:

e guarantee that air travellers gained accurate and unbiased informa-
tion
Studies in the US ¢ ensure airlines have the right to be displayed in the systems
showed that 70 - 90 per o proyide access to CRS generated commercial data

cent of airline bookings . . . .
on a CRS are made from Zﬁiﬁzrd the interests of travel agents in dealing with system

the first display screen ) ]
(50 per cent from the * prevent distortion of competition

first line)
The ECAC Code adopted what it called a “prescriptive approach” in
contrast to the “minimal interventionist approach” of the US, and laid
out specific rules for screen displays of flight information.

In July 1988 the European Commission drew up a Council Regula-
tion (EEC2299/89) which is broadly similar to the ECAC code,
backed up with the power to impose fines on airlines violating the
code. The ECAC and EC codes are to be merged together.

The Global CRS

There have been moves towards merging CRSs to form super CRS
systems. A number of co-operation deals exist between CRSs, such
as between the US-based Worldspan system and Abacus in Asia,
which includes a 5 per cent equity swap. In September 1992
Worldspan forged a further link with the major European CRS
Amadeus. A merger between Sabre and Amadeus foundered in
October 1991. In March 1992 Apollo and Galileo merged to form
Galileo International the first global super-CRS.

The competitive advantage given to airlines which own major shares
of CRSs is reckoned to be so great that there are calls to ban airlines
from CRS ownership.

Unless this happens, many people in the aviation industry believe that
mergers between CRS systems will go ahead of airline mergers in
determining which global airline alliances wilt form the global mega-
carriers.

38



PART 2:

CHAPTER 4:

WAGES AND LABOUR COSTS

* Competition puts pressure on labour costs

* Wages, working conditions and jobs under attack

* Management Strategies

Labour Costs

“As a major cost item
that is under direct
management control
and in which significant
savings can be achieved
relatively quickly, they
(labour costs) have
come under pressure
Jrom airline
managements needing
to improve their
competitive positions.”

Structural change in civil
aviation: Implications for airline
management and personnel,
IO 1988

When market regulation is lifted and competition becomes very
intense, lowering costs becomes a vital part of airline survival. Major
operating cost items include fuel costs; maintenance and overhaul
costs; depreciation and amortisation (investment losses); station and
ground expenses; passenger services; ticketing, sales and promotion;
and administration. A significant part of some of these costs is made
up of staff salaries. Airlines view labour costs as particularly important
because:

¢ Labour costs frequently account for around one third of opera-
tional costs.

¢ Unlike other operational costs such as fuel prices, labour costs are
perceived to be under direct management control.

Of course, when airlines compare their labour costs they only account
for a part of what makes up the whole social wage. Countries whose
airlines compete in a global market have widely varying levels of social
and welfare provision, from hospitals to child care services, which
have a direct impact on pay packets and the labour market. Canadian
unions opposing an open skies agreement with the U.S. noted how
this can also affect other cost elements: “Canadian carriers face
significant disadvantages as compared to U.S. carriers.. (including)
fuel costs which are much higher in Canada due largely to federal and
provincial taxation {these taxes in turn help to finance a health and
social security systern which is much different than in the US)”."

39



Wages and
Conditions

in 1991 approximately

Canadian emplovyees,
or nearly one in ten
workers in the North

40

55,000 US and

American aviation
industry, lost their
jobs.

Structure of typical airline operating costs

Functions Yoof FParrq Fuel { Sales Landing | Deprec- | Materials | Com- | Other

total | Com- charges | fation munic-
mission | etc ations

Flight operations | 27 13 8 2

Maintenance and | 12 5 2

overhaul

Depreciation/ 8 [

amortisation

Station costs 17 12

Passenger 10 1 3

services

Ticketing, sales, | 18 9 3 4

reservations,

promeotion

General and 8 1 3

administration

Total 100 13 |9 8 8 6 4 26

Source: Wheatcroft S, and Lipman G, EIU European Liberalisation and World Air
Transport, Special Report No 2015, May 1990

United States

The experience of American workers under US deregulation has
shown that an initial period of intense competition can have a
devastating effect on wages and conditions. Fares wars in the US have
to a large extent been “wages wars” fought by carriers fiercely
competing against each other to achieve the lowest labour costs.
Wages and conditions, which had been fairly uniform prior to
deregulation, started to vary widely between airlines. The gap
between different categories of aviation employee also grew wider.

The core strategy of some US carriers, such as People Express and
Continental, in the period immediately after deregulation, was to
challenge the established majors by running cheap labour airlines.
New entrants paid as little as half the wages of the established airlines.
The established airlines responded by drastically cutting their own
staff costs and raising productivity.

In the event this strategy failed — low wages proved a less important
factor in airline competition than the control of airport hubs and
computer reservation systems. The strategy also broke down any
time that the labour market changed. For example, in 1989 Conti-
nental had to raise the wages of its captains by 48 per cent to keep
them in the company. Nevertheless, cost-cutting continues to seri-
ously erode wages and conditions of workers throughout the US
airline industry. By 1990 labour costs had dropped to 37.8 per cent
of operating costs from 41.5 per cent in 1978.2



In 1991 around
19,000 European
airline jobhs
disappeared. The AEA
Secretary General
Karl-Heinz Neumeister
predicts that airlines
will continue to cut
jobs in 1992. The .
European figure does
not include the 1,300
jobs shed in Poland in
1991 by LOT which
also plans to cut the
workforce further to
reach passenger/
workforce ratios more
comparable to western
airlines.

“Which airline chiefs
lost their jobs directly
because of their
company’s disastrous
performance ? Other
than those whose
airlines vanished —
Eastern, Air Europe,
Pan Am, Midway, TEA
— it’d be hard to
think of anyone who
paid the price.”

Editorial, The Skies in 1992,
published by Airline Business

Canada

Under Canadian deregulation two carriers have come to control 98
per cent of the market. These two carriers also operate a range of low
cost subsidiary carriers, to which they have shifted a number of their
operations. A small number of low cost charter carriers, such as
Nationair, are also using a cheap labour strategy. If Canada enters an
“open skies” agreement with the US, it will place Canadian labour
costs in direct competition with US labour costs and put even more
pressure on wages and conditions.

According to Transport Canada, the average annual real wage for
Canadian airline employees declined at the rate of 1.1 per cent per
year for the 1984-1990 period. Combined with productivity gains,
this has meant that the amount the major carriers have spent on
labour has declined from more than 41 per cent of norn-fuel operating
expenses in 1984 to about 35 per cent in 1990. Flight attendant
average real income in 1991 was 13.4 per cent less than in 1983,
and 6.1 per cent less than in 1987.3

Europe

In Europe, where most airlines at present remain state-owned,
airlines have been protected from the full blast of market forces. This
will change in January 1993 with the introduction of the European
Community’s third package of liberalisation measures. This, while
providing economic liberalisation, has failed to provide any harmo-
nised social measures to protect minimum working conditions to
accompany its final package of liberalisation measures.

In a liberalised European air market low cost entrants may not be as
big a factor as they were in the US after deregulation. Existing charter
airlines, most of which already enjoy a significant cost advantage over
the major scheduled carriers, will undoubtedly compete for scheduled
services against the main existing national carriers. These companies
will in turn set up their own low cost subsidiaries to serve particular
market sectors. Nevertheless the majority of European scheduled
carriers see the most potential competition coming, not from other
Europeans, but from the major US airlines with their huge and still
protected domestic market base and generally lower operating costs,
as well as from much lower cost carriers based in the Far East.

European carriers have focused primarily on controlling rises in costs
rather than trying to achieve absolute reductions. This has been done
mainly by reducing staffing levels. In 1991 members of the Associa-
tion of European Airlines reduced their workforces by 3 per cent, the
largest year-on-year reduction on record.*
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Management
Strategies

“Our budget review
process for 1992 was
one of the most
rigorous ever.

We began analyzing our
schedules, looking for
ways to increase
utilization of our assets
in the air and
on the ground.

We examined the
benefits of outsourcing,
and established
contractor-operated
reservations centers
which have already
vielded important
cost savings.

We took a hard look at
health care programmes
and established
programs which have
allowed us to rein in the
explosive growth of
these expenses.”

Donald J. Carty, Executive Vice
President, American Airlines,
speech at Scotia Mcleod's Sixth
Annual Canadian Airline and

Aerospace fnvestment
Conference, June 3 1992
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Australia

In Australia, a very fierce fares war triggered by the initial period of
deregulation has had a much less dramatic impact on jobs and
conditions. These still do not vary widely between airlines. This can
largely be attributed to the fact that only one low cost new entrant
entered the market (and quickly collapsed) and that deregqulation was
implemented by a Labour government which did not consider the
breaking of unions an objective of deregulation. Nevertheless, even
in Australia, the effects of competition are starting to be felt as much
greater employer pressure is being put on unions to reduce labour
costs in the 1992 round of enterprise negotiations. There may be
further changes in employer-employee relations as the two major
carriers, state-owned Qantas and Australian, are set to merge with
each other and become privatised.

Airlines have tried to lower labour costs in a number of ways. These
include:

Reducing wages and other benefits

Many airlines have implemented wage freezes, deferrals of pay
increases and even wage cuts. In the U.S., in response to pressure
from low cost non-union new entrants, some existing carriers tried to
instantly convert themselves into low cost non-union carriers. At -
Continental Airlines in 1983, the new owner, Frank Lorenzo,
slashed wages by 50 per cent. In 1988, Lorenzo’s Eastern Airlines
demanded wage cuts of 47 per cent, triggering the bitterly fought
Eastern Airlines strike. 1992 has seen a number of US airlines seek
wage reductions. Continental Airways demanded employees take a
ten per cent wage cut; USAir demanded a 20 per cent wage cut; and
Northwest sought $500m of concessions from the workforce. Ameri-
can Airlines and Alaska Air have cut their health care programmes.
In Europe, such measures have not been so drastic. Nevertheless, in
1992 Lufthansa is deferring wage increases and is introducing a new
system for calculating shift pay. British Airways is cutting pay for
regional staff on short haul routes and in 1993 plans to cut holiday
pay supplements. Swissair staff have also foregone pay rises.

Two-tier wages

Many US airlines, and in particular established carriers like Delta and
American Airlines, lowered wage bills by negotiating two-tier wage
deals (lower wages for newly hired employees) with their unions. In
1984 American was the first airline to institute a two-tier wage
structure. In 1986 during an improvement in the economy unions
were able to scrap some of these deals. Nevertheless, today more
than half of American Airlines’ employees are on the B scale. In
Europe, Lufthansa is the only airline, so far, to have negotiated a two-
tier wage system.

Lump sum payments/ stock-sharing
Airlines, such as American, Northwest, Pan Am and United, have on
several occasions awarded lump sum payments, bonuses, profit-



In 1990, British
Airways set targets for
raising the proportion

of its part-time staff
at its handling services
at US airports of
25 per cent in 1990,
31 per cent by 1991,
36 per cent by 1992
and 41 per ceni
by 1993.

sharing and stock-sharing to employees instead of raising the basic
wage (see box — Wage Investment Programmes). These payments
are left out in calculating future wage increases and benefits.

Flexibility and more intensive working practices

Airlines have imposed more flexible work rules, introduced cross-
utilisation of staff, multi-skilling and multiple tasking. People Express,
the first new airline born under deregulation, introduced ultra-flexible
working practices. When flying crew were not up in the air, for
example, they became check-in staff. In 1990 Aer Lingus introduced
multi-skilling and almost total integration of craft skills. Overall the
airline reduced pay costs from 37 per cent of total costs to 33 per cent
within two years. SAS is importing a “lean production” method from
the Japanese auto industry which involves a radical overhaul of
traditional working practices to end strict demarcation of work duties.

Changes in shift patterns, longer duty hours, and lower staffing/
crewing levels have all meant aviation employees working harder.
Cabin crew in many airlines are under strong pressure to extend duty
hours as new long range aircraft, such as the B-747-400, are
introduced. The SAS has told ground staff to cut turn around times
on MD-80s from 25 minutes to 15 minutes. The airline flew staff
representatives to Dallas to see how Southwestern demands average
turn times of ten minutes on domestic turnarounds.

Increased use of part-time and temporary employees

In the US deregulation has led to an increase in seasonal and part-time
employment. The proportion of such jobs trebled from 4.15 per cent
prior to deregulation, to about 13 per cent of the industry’s workforce
by 1986.5 While stable full-time jobs in established airlines have been .
lost, new jobs created in new entrant airlines have frequently been
part-time and temporary. Almost 18,000 of the 31,500 new jobs
created by 1986, were filled by part-time employees. In 1992, Delta
Airlines based a major part of its planned cost cutting programme on
the conversion of full-time jobs to part-time status. In Canada, Air
Canada’s collective agreement of 1986 allowed the airline to have up
to 35 per cent of its staff under part-time employment contracts.

In Europe part-time and seasonal employment is commonplace
among cabin crew and maintenance staff. Swissair and Air France
recruit students as seasonal cabin crew. According to the ILO, part-
time employees account for between 12 and 20 per cent of the
workforce of European carriers, mostly flight attendants. ¢ In Septem-
ber 1989 the Portuguese cabin crew union SNPVAC went on strike
against TAP because of its practice of hiring cabin crew on six month
temporary contracts which were constantly renewed.” Temporary
workers received 20 per cent lower wages than regular crew.
According to the [LO: “European flight attendants may expect terms
of employment to change as airlines increasingly employ part-time
staff, and in extreme cases convert part or all of their flight attendant
workforce to non-renewable five-, eight-, or ten-year contracts in
order to keep the workforce young and so reduce long term liabilities
in the form of high seniority pay, pension costs and medical
expenses”.B
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“The aim of the pro-
gramme is for SAS
airline to meet the
freer competition

which will result from
liberalisation of

European civil avia-

tion. SAS airline will

eliminate 3,500 jobs,
1,100 in Denmark,
600 in Norway, 1,400

in Sweden and 400

outside Scandinavia.”

SAS 1991 Annual Report

“Many cutbacks
reported in the past
two years were
made to meet the
competitive chal-
lenge of a
globalising
economy.”

National Transportation
Agency 1991, Annual
Review, Canada
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Recruitment and training

At the same time as making employment more casual, airlines have
reduced their investment in staff training, and lowered recruitment
standards in many areas.

Contracting-out
Airlines have also sought to contract-out a number of services. This
is an important trend which is examined in more detail in chapter 6.

Job cuts

Job security has been a major casualty of airline deregulation. Jobs
have been lost as the Darwinian laws of deregulation led to airline
collapses both among numerous new entrants and among venerable
old-timers like Pan Am. Current job losses have not only been caused
by the current recession, but are part of the cut throat competition by
airlines to drive down costs. British Airways, the most profitable
airline in Europe, has laid off more workers than any other airline in
Europe. Jobs have also been casualties of fares wars. Delta’s recent
lay-offs have been blamed on “competitive struggle, largely charac-
terised by deep discount fare promotions”. Mergers have also caused
job losses as carriers have sought to cut costs through economies of
scale, and what airlines like to call the “synergies” achieved by such
deals.
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«The IAM is not fond
of entering these
Wage Investment

Programmes. At this
point we haven’t

found any alternative
to them, because the
bottom line is saving
the jobs of our
members. Like all the
others we had no real
choice with this
schemenr.

William Scheri, Airline
Co-ordinator, IAMAW, ITF
News, September 1992
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CHAPTER 5. SQUEEZING SAFETY

* safety margin under threat

maintenance

ageing fleets

flight crew

regulation

The safety margin

“Boeing recommends
flying its aircraft only 12
hours daily. Last
summer, Aerolineas
Argentinas flew them 15
hours a day. Also the
planes are only kept at
the maintenance base for
four hours. It is
impossible to maintain
the planes in good
condition in that time.
As a result, there were
25 small incidents, not
major but stretching the
limits of safety,
including: five engine
fires, with consequent
evacuations, and three or
four larger emergencies,
including hydraulic
problems.”

Leo Malz, AAA

It is difficult to come up with adequate measures of air safety.
Thankfully, compared to other modes of transport, there are few fatal
airline accidents in commercial aviation. The number of passenger
fatalities per 100 million passenger-kilometers rose slightly to 0.04
in 1991 from 0.03 in 1990, but this is a small deterioration within a
broad picture of improved air safety which extends over the last
twenty years.

However, the pressure on aviation infrastructure and personnel is
growing as air traffic increases. In particular, the burden on air traffic
control facilities in many countries has reached crisis point. While the
rate of accidents is in decline, the number of flights is increasing at a
greater rate. An editorial in Aerospace World noted in March 1992:
“If, as all forecasters seem to agree, air traffic doubles by the turn of
the century, at the present rate, the press will be reporting a major
commercial aircraft accident every month”. A 1990 forecast by
Boeing predicts that jetliner accidents will increase to 20 annually by
2005, compared to a worldwide average of 15 a year during the
1980s.?

Deregulation has added to the safety pressures in civil aviation. As
part of an economic approach which aims to minimise government
intervention, it does little to encourage government investment in
infrastructure or safety monitoring (the United States has still not
regained the number of air traffic controllers lost from the mass
sackings of the August 1981 air traffic controllers’ strike). Airline
operational safety standards have come under threat from new
intense pressures of competition.

The airline industry argues vigorously that safety is never compro-
mised by commercial pressures. The reality of course is that safety
involves a wide range of significant operational costs, including the
thoroughness and frequency of maintenance checks, the age of the
aircraft, the training levels of employees, the working hours and
fatigue levels of both ground staff and air crew. All of these come
under fierce pressure in an intense climate of competition.
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48

Under particular pressure is the safety margin. The safety margin is
the difference between sticking strictly to minimum legal safety
standards and the application of every reasonable safety check. For
example, professional mechanics, aware that lives depend upon their
work, will generally do far more than ensure the aircraft meets
minimum standards. In the experience of airline employees, this is the
margin that the airlines have cut back.

The experience of deregulation in the US has shown how airlines,
desperate to cut costs, have sold off repair facilities and ground
support equipment essential for mechanics and cut the number of
mechanics even though they were expanding their operations.
Between 1978 and 1984 the combined output of the four largest US
trunk carriers (American, Eastern, TWA and United) increased by 14
per cent. During the same period, their combined maintenance
employment fell ten per cent. At one carrier, United, it fell an
estimated twenty per cent.?

¢ Between 1982 and 1987 the number of mechanics per aircraft
dropped by as much as 30 per cent.

¢ Spending on commercial aircraft maintenance declined by almost
18 per cent between 1980 and 1984.

» Before deregulation inadequate maintenance and inspection were
cited as a contributing factor in only 28.5 per cent of accidents.
After deregulation these contributing causes jumped to 35.6 per
cent.

* According to the General Accounting Office, the FAA has failed
to provide adequate aircraft inspections.

One way airlines have cut costs is by centralising maintenance work
at major hubs. This reduces the frequency of inspections. Moreover
it is at hubs where the pressure is greatest to minimise lay-over time.
According to Bill Scheri, Airline Co-ordinator of the IJAMAW:
“Carriers have cut staffing at down line stations, thereby requiring
aircraft to be operated in many instances as much as four consecutive
cycles before they reach a location to have maintenance performed.
Prior to deregulation, carriers had mechanics staffed at virtually every
city they operated into, with the exception of locations where they
only had one or two flights per day”.

The Federal Aviation Administration has also been helpful to aitlines
wanting to speed up maintenance checks. According to Scheri: “(In
May 1989) the FAA granted one of our major carriers relief in
performing periodic service checks, which was required at a mini-
mum of every two days. FAA has now extended these periodic service
checks to a minimum of every four days. Periodic service checks
require a walk around of the entire aircraft to check for structural
damage, fluid leaks etc. Elimination or between-time extension of
these types of inspections are precisely what [AM mechanics are



concerned about, because of the enormous amount of ageing aircraft
in the industry”.

In the United States air accident and fatality figures declined both
before and after deregulation. However, in the first years after
deregulation, serious questions were being raised about safety stand-
ards. Near mid-air collisions jumped from 311 in 1982 to 830 in
1986. In 1987 major airline crashes hit a 13 year record. In 1989 the
industry suffered the highest number of accidents since 1968. This
lapse in safety performance was widely felt to be directly linked to the
effects of deregulation, and led to growing calls for re-regulation.
Additional resources were hurriedly pumped into the Federal Avia-
tion Administration (FAA) which is responsible for monitoring opera-
tional safety. Fears that airlines were cutting corners on safety
appeared to be borne out when the FAA, with additional staff,
conducted in depth inspections of a number of aitlines. In 1984 the
FAA disciplined 16 out of 43 carriers, after finding major safety
violations, including extensive use of unqualified pilots and falsifica-
tion of maintenance logs.

Pan Am, American and Eastern Airlines have been fined a total of
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$13m for violations of safety regulations. But these fines had little
effect in face of the commercial pressures on the airlines. Spencerand
Casells note: “Even as the fines were being levied, some airlines cut
their maintenance staffs to reduce costs. The airlines themselves
began to complain and sue one another, alleging that the used aircraft
they had purchased had not been properly maintained”.3

A major cost in the airline industry is the aircraft fleet itself. Here too
the cost pressures of deregulation in the US are there to be seen. The
United States has the oldest fleet in the developed world. The
economic design life of a typical aircraft is around twenty years.
Aircraft corrosion and structural fatigue have been a factor in at least
36 aviation accidents in the US since 1983.

¢ By 1989, 32 per cent of the US fleet was more than 20 years old.
The US General Accounting Office predicts 64 per cent will be so
by the year 2000.

¢ At the time of its collapse in December 1991 the average age of
the Pan Am fleet was 18 years; TWA’s was 17 years; United's was
over 12 years.

* In Decernber 1991 the average age of aircraft in the world’s
(IATA) airlines,including the ageing Latin American and African
fleets, was 10.9 years.

¢ In 1991 the average age of the aircraft fleet was 9.8 years in British
Airways; 8.6 years in Japan Airlines; and 4.7 years in Singapore
Airlines.

Flight Time Limitations

Laws limiting flight and duty hours of pilots and cabin crew are aimed
at preventing dangerous and excessive fatigue among flight crew.
However, these limits are important cost factors for airlines, influenc-
ing what length and frequency of schedules they can operate, and
how many crew they have to use.

Many European cabin crews unions report that with the onset of
liberalisation of aviation in Europe, airlines which had previously
scheduled substantially below the legal maximum limits are now
scheduling right up to the law and in some cases breaking it. As part
of its new cost cutting programme Lufthansa is insisting that domestic
flights within Lufthansa Express will not be covered by the existing
Lufthansa industrial agreement on flight and duty times. Instead
Lufthansa Express will fly to the legal limits.

Not only safety margins are under attack, but safety laws themselves.
As deregulation draws closer in Europe, airlines and governments
have allowed competition to become a consideration in the setting of
safety rules.



Europe-wide Rules

The Joint Aviation Authorities (JAA), the regulatory body which sets
safety and air worthiness standards in Europe, has been drawing up
new Europe-wide flight limitations rules (JAA Ops chapter 11} which
will replace all existing national FTL regulations in Europe, including
those in EFTA countries.

Airline pressure on the JAA has been intense. While the new rules are
meant to ensure the same conditions or a “level playing field” for all
European carriers, the European airlines now argue that they are in
competition with US carriers which are under no laws regulating flight
and duty times. As a result of airline pressure, the current JAA
proposals for flight time limitations have significantly reduced safety
standards from those in most existing European national schemes.
Airline pressure pushed these standards to such a low level “as to pose
a real threat to aviation safety”? resulting in the international pilot
organisations (IFALPA, Europilot, and the European Cockpit Asso-
ciation) coming together with the ITF to issue a joint statement
threatening a European-wide union campaign against the proposals.
Discussions are continuing on this question in the JAA and in the
European Community.
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» US flight attendants have campaigned over many years for legal
protections for cabin crew flight and duty times. In August 1992
such protections successfully passed the Senate as part of the
transportation appropriations bill. In September 1992 they were
dropped after President Bush threatened to veto the whole
appropriations bill if such measures were included.

Safety Inspections

Economic regulation should require stronger government safety
regulation. The increased pressures of competition make it imprac-
tical to leave safety to industry self-regulation. Experience has shown
that commercial pressures push airlines to work right to the legal
safety limits, and not infrequently to break these limits. More
resources, therefore, need to be allocated to the monitoring and
enforcement of safety regulations. Yet the very opposite appears to
have occurred.

In the United States after deregulation the number of FAA inspectors
was reduced due to spending cuts. The number of inspectors was
raised in 1984 after serious concerns about the safe condition of
aircraft. However, a report released by the US General Accounting
Office on 6 February 1992, says that the Federal Aviation Adminis-
tration is still failing to meet its inspection mandate. According to
GAQ Transportation Issues Director Kenneth M. Mead, Federal
investigations of several air crashes in the 1980s found that “Ineffec-
tive inspections were a contributing factor”.®
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In the United Kingdom, on the eve of European liberalisation,
employment in the Civil Aviation Authority is lower than it was ten
years ago, despite a 50 per cent increase in workload. The authority’s
Safety Regulation Group is looking into whether the industry itself
could undertake more self regulation on safety matters. The CAA
aims to remain a low cost government agency.

In Canada Economic Regulatory Reform {deregulation) was enacted
in 1985 and dramatically increased the workload of regulatory
inspectors. In May 1986 an internal task force of the regulatory body
Transport Canada recommended a staff level of 1,200 in the aviation
regulation branch. A June 1987 internal review concluded that:
“Aviation Regulation could not assure (Transport Canada) senior
management that the air carrier industry was operating in compliance
with safety standards”. Prior to deregulation, the air carrier opera-
tions section had 30 Air Carrier Inspectors (ACls), with an identified
need of 11 more. In 1992 the section had a total of 25 ACls.

In 1992 the Moshansky Commission investigating the Air Ontario
crash (see box) concluded that: “By the end of the hearings of this
Commission it became obvious that during the latter half of the 1980s
the Aviation Regulation Directorate of Transport Canada became
increasingly less able to cope with the certification inspection, and
surveillance work loads being generated by the air carrier industry”.?




CHAPTER 6. THE CORE AIRLINE

* contracting out

¢ the “people-less” airline

» subsidiary airlines/regional bargaining

Contracting Out

“unless the unions
exercise restraint in pay
talks....we will be left
with no alternative but to
increasingly organise
corporate activities
outside the existing
Lufthansa cost
structure.”

Former Lufthansa chairman, Heinz
Rubnau, quoted in Inferavia
Aerospace review, July 1990

In recent years a number of airlines adopted such concepts as “total
travel” which involved them in broadening investment into a range of
travel activities, such as hotels and car rentals. Now the trend is in the
other direction. Airlines are divesting themselves of non airline
businesses and are retreating into the “core airline”. The core airline
concentrates strictly on commercial aviation operations.

For some airlines the core airline concept goes beyond dropping
other travel activities. Airlines are looking at putting out a whole range
of traditional aviation work to subcontractors as a major means of
cutting costs. Areas which airlines are already involved in subcontract-
ing include:

¢ maintenance and overhaul

* cleaning of aircraft

¢ loading and baggage handling
e catering supplies

* security

Subcontractors bid against each other to gain the contracts to provide
these services, forcing down wages and conditions, and inevitably the
standard of service they are able to perform.

While the main purpose of subcontracting is to reduce costs, it can
also be a handy way to get rid of sections of unionised workers. As
Airline Business noted: “On the face of it creating a separate
company for say, maintenance, and selling it to a partner outside the
industry, could be an attractive option......and taking it outside the
main airline’s union structure could help cut costs”.* According to the
Canadian union CUPE, Air Canada aims “to replace some union
jobs, such as baggage handlers with non union personnel. Subcon-
tracting to lower-paid, non-unionised workers has already resulted in

annual cost savings of $25 million”.?
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British Airways has already tendered out aircraft cleaning, and
transferred security to an independent contractor. BA also sold off its
engine overhaul operations. Bought-in heavy maintenance is already
widespread. Cathay Pacific and Virgin Airlines have all their engi-
neering work provided by contractors.

In August 1992, KLM spun off its maintenance ground equipment
division into a wholly-owned subsidiary, KLM equipment services BV.
The unit is the fourth KLM division to become an independent
subsidiary under current cost cutting programmes. The data entry,
fire service and staff canteens have undergone the same treatment.
All 200 existing staff in the new subsidiary will be granted current
KLM wages and conditions. This will not be the case for new staff.

SAS has announced it wants to contract out all non-core activities,
such as cleaning.

The World Bank has urged airlines in developing countries that even
if their labour is already cheap it can be made even cheaper through
subcontracting. The Argentinian union UPADEP (Unién Personal
Aeronavegacion de Entes Privados) has warned that airlines such as
Viasa and Lan Chile have been closing branch offices in Argentina
and contracting out to local agents. In India subcontracting has
become so widespread that it was the main issue of discussion at a
conference of all aviation unions held in July 1991. The dismissal of
directly-employed unionised baggage handlers by Thai International
at Delhi airport in favour of non-unionised contract workers led to a
long running dispute with unions during 1990-91.3




The “people-less
airline”

In the budget review
process of 1992, “We
examined the benefits of
outsourcing, and
established contractor-
operated reservation
centres which have
already vielded important
cost savings.”

Donald J. Carty, Executive Vice
President, American Airlines,
speech to Scotia Mcleod's Sixth
Annual Canadian Airline and
Aerospace Investment Conference,
Toronte, Canada, June 3 1992

There are those in the airline industry who have proposed taking the
core airline concept even further. Alistair Pugh, former vice chairman
of British Caledonian Airways, and currently a consultant to Goldman
Sachs International, has promoted the idea of moving towards the
“people-less airline”. Pugh believes that “there are no more than 10
essential core activities which an airline must perform itself.....An
airline can be an airline without employing pilots, but it may have to
employ cabin staff. Flight operators could be supplied by aircraft
lessors, for example. A flight operations department can be set up as
long as the contractor can attract skilled people, maybe on an agreed
transfer basis from the aitline....

Even if the airline retains its own cabin attendants, check in agents
could easily be contracted from outside provided they are highly
professional. Clearly a high level of expertise and commitment is
needed among contracted staff; they may be required to learn about
three different airline operations, or even to change uniform three
times a day.”*
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The subsidiary
airline

Regional
bargaining:
“different labour
agreements for
different markets”
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A growing number of airlines are looking at another kind of decen-
tralisation of their operations. They are seeking not only to become
global mega-carriers through worldwide alliances and mergers, but
are also ready to set up low cost subsidiaries capable of competing
against the cheapest new entrant carrier. Major carriers have been
buying up, or setting up, small carriers and then transferring opera-
tions to them. In some aitlines this is an ad hoc means of shifting a
few operations from high cost parts of the airline group to lower cost
parts. In others it has become more systematised towards the creation
of decentralised bargaining units creating separate bargaining struc-
tures for intercontinental and regional operations.

The shifting of operations from the main carrier to a low cost
subsidiary has happened to a limited extent within a number of other
airlines. Iberia has switched certain scheduled routes between tourist
areas of Spain and Paris and London to its charter subsidiary Viva Air.
Viva has operating costs 40 per cent lower than Iberia. JAL
announced a re-organisation plan in June 1992 which will involve
some international routes being transferred to lower cost subsidiaries
such as Japan Asia Airways and Japan Air Charter. Lufthansa is
making similar use of Siidflug, which has been formed as a daughter
company of Condor, which is itself wholly owned by Lufthansa.
Siidflug operates charter services on behalf of Condor with staff
employed under pay agreements lower than those of Lufthansa. In
1992 Lufthansa put out its cargo division into a separate air freight
company. The carrier saved 30 per cent in cockpit costs after re-
negotiating contracts with Lufthansa freighter pilots who were
transferred to the new company, by extending their working hours.

Under deregulation the Canadian aviation industry has concentrated
into two large parent companies, Air Canada and PWA (owners of
Canadian Airlines), which have become holding companies for a
number of subsidiary airlines. Canadian unions say the two main
carriers are dividing the industry into two tiers, with a division between
domestic or regional operations and major or international opera-
tions. Unionisation is weaker or non-existent in these regional
subsidiaries, while pay is lower, working practices are more flexible
and frequently less safe, as at Air Canada'’s subsidiary, Air Ontario
(see chapter 5). According to CUPE:

“Increasing amounts of domestic flying are being transferred from the
‘major’ airlines (Air Canada and Canadian Airlines) to the ‘regional’
tier of carriers, where our members are generally less well paid and
face quite different working and operating conditions.”®

British Airways has a strategy of buying stakes in small carriers in
strategically important countries. When forced by German law to set
up a new “German-owned” company to take over its old Internal
German Service (IGS} operations in 1989, BA set up Deutsch BA,
with a 51 per cent holding from German banks. The new airline used
the opportunity to employ staff with lower labour costs than IGS and
to keep out unions. BA bought up the German domestic carrier Delta



and transferred its operations to Deutsch BA. Deutsch BA is to be
used to compete against Lufthansa in the domestic German market,
which in turn puts more pressure on Lufthansa to lower its domestic
operating costs. In September 1992, BA bought 49.9 per cent of the
French regional carrier TAT, which will compete with Air France. BA
itself is plagued on some European routes by lower cost competitors
such as British Midland (owned 40 per cent by SAS), Air UK {owned
15 per cent by KLM) and on transatlatic routes by Virgin Airlines.

In June 1992 BA set up a new subsidiary company called British
Airways Regional. This move effectively introduced regional bargain-
ing within a two-tier structure with different employment conditions
for regional and intercontinental operations. The new subsidiary is to
handle all European operations out of BA's UK regional bases at
Manchester and Birmingham. The new company does not expand
the airline’s European network, it simply takes short haul operations
out of existing BA operations. It re-employs the same staff in the new
company, but on new contracts with lower pay and with other
benetits reduced.

In September 1992 the geographic scope of the lower cost BA
Regional was extended to new transatlantic services between Man-
chester and Birmingham and Newark and Los Angeles and taking
over from British Airways its Manchester to New York service.

In October 1992 BA re-organised its Gatwick Operations into a new
company, demanding employees take pay cuts of up to 35 per cent.

Lufthansa tried to introduce a fully fledged two-tier structure splitting
domestic and international operations, with the setting up of Lufthansa
Express. However, German unions successfully prevented Lufthansa
operating Lufthansa Express as a separate subsidiary. Though a
number of inferior conditions for these domestic operations had to be
conceded, Lufthansa Express remains as a division of Lufthansa and
employees remain within the main Lufthansa bargaining unit. As the
OTV commented after their negotiations in August 1992: “Lufthansa
Express will remain a part of the company. We have thus been able
to prevent the flagging out of an important part of the business. As
regards workers’ rights this means uniform collective agreements”.
Unions have resisted similar moves at SAS to split off domestic and
international operations, despite the insistence of the SAS manage-
ment that “we must have different labour agreements for different
markets”.?
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CHAPTER 7. THE INTERNATIONALISATION OF
EMPLOYMENT IN CIVIL AVIATION

* the global relocation of aviation work

* cross border employment

The Global
Relocation of
Work

As the airline industry becomes increasingly globalised, aitlines are
thinking and planning in terms of worldwide operations, employing
a global workforce. As the London Financial Times put it in an
editorial (September 10, 1992) “Ultimately the newly merged global
carriers would benefit greatly from being true multinationals, sourcing
their staff, aircraft and air services freely from around the world”.

Labour costs in Far Eastern airlines are estimated to be 19 per cent
of total costs compared to 36 per cent in Europe and 34 per cent in
the US. A pilot in the Polish carrier LOT earns a fifth of the salary of
the average western European pilot. According to Airline Business,
overall, East European airline salaries average $4,000 against $53,000
in western Europe, and East European airlines would enjoy a saving
of $269m per year over a western counterpart.! This is one strong
motivation for western European carriers seeking investment in East
European airlines, such as Air France's link to Czech-Slovak CSA and
other west European airline bids in the current privatisation of Malev.

With a global labour market increasingly at their disposal, the
availability of cheap labour in Eastern Europe and the developing
countries has become of increasing interest to airtines seeking to
reduce labour costs. Aside from mergers airlines are finding other
ways to take advantage of the global labour market. These include the
international relocation of ground based activities and cross border
employment of aircraft crews.

Airlines from industrialised countries have already found that it is now
relatively easy to assign some of the tasks involved in running an
airline to be undertaken in countries where costs, especially labour
costs, for this work are cheaper.

Globalising service operations

Improvements in giobal telecommunications means that airlines are
able to look at any country for information processing and data entry
work. For example:

¢ In May 1983 Americans Airlines closed its data entry operations
in Tulsa, Oklahoma. The company set up an office in Barbados
employing 200 staff to take over the work, using a satellite link with
the Tulsa data processing centre.
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* Swissair has a joint venture with IBM and Malaysian Airways based
in Kuala Lumpur to develop software for the airline. Some of its
data and inventory control has been transferred to Swissair
Bombay. The airline’s accounts work has also followed to India. As
General Manager-Controlling Philippe Bruggisser cheerfully puts
it “some jobs can be done anywhere”.

* Cathay Pacific has located its aitline information processing in
Guangzhou in China, rather than in Hong Kong, citing spiralling
wages and rentals in Hong Kong as the reason.

» Singapore International Airlines (SIA) is considering moving its
accountancy and computer departments to India.

The Global Repair Shop

There is also a major shift of aircraft maintenance work towards low
wage countries. According to Richard Kost, president of the Aviation
Maintenance Foundation International, one half of all the world’s
heavwy maintenance on all the world's aircraft will be performed at
mega-maintenance bases in Asia, most particularly in China, the
Philippines and probably Indonesia as main locations. 2 Indeed a wide
range of countries (see box) are offering cheap facilities. These
include:

¢ Mexico. In December 1991, a Hong Kong-Mexican venture
announced plans to invest US$200m in building a 4,000 worker
30 hectare repair centre at Tijuana, close to the U.S. border.
Industrial plant wages in Tijuana are as low US$0.80 per hour.

* Hungary. A prospectus by Line Up Aviation Lid, a company
involved in the international recruitment of aircraft engineers,
which explained, “The over-riding factor in Hungary’s favour at
the present its low labour rates for available skills”. In 1991
Lockheed and Malev announced the setting up of a joint heavy
maintenance facility in Budapest.

In the United States, the process of shifting aircraft maintenance and
production overseas was accelerated in December 1988 when the
FAA, under pressure from the airlines, revised Federal Aviation
Regulation {FAR) 145 to permit any foreign country to apply to the
FAA for a repair station certification. According to the IAM, “This is
a tactic by the US government to export US airline union members’
jobs overseas, in search of lower labour costs and satisfaction of
corporate greed. However, whether out of malice and greed or
ignorance, the net effect of the US FAR 145 decision is to downgrade
the labour standards and worker compensation of all major global
airline carriers, no matter their country of origin....... the highest
labour standards will be pit against the lowest ones”.?



The Global Repair Shop

Planned and recently-opened/expanded maintenance facilities

Region Facility Ovwners/Developers

Alabama, USA Pemco new Pemco Aeroplex
facilities

Alaska Alaska Airways facility,
completion probably
after 1996

Bangkok Thai/SAS

Beijing, PRC CAAC/Lufthansa

Budapest Lockheed/Malev joint
venture planned

Cebu, Philippines MDC/Philippines facility

Guadalajara, Mexico Mexicana new facility

Guangzhou, PRC GAMECO Lockheed/China
Southern/ Hutchinson

Hong Kong HAECO planned Swire Group
Chel Lap Kok facility

Indianapolis United planned $1billion facility

Jakarta, Indonesia

newly opened Garuda
facility

Kuwait

KAC facility to be
rebuilt

Tijuana, Mexico

Matrix Aeronautica

planned $100m facility,
Denbridge Ltd, Hong
Kong

Munich, Germany

newly opened Lufthansa
facility

Seattle, USA Tramco newly extended facilities

Seoul Asiana facility

Shannon, Ireland Shannon Aerospace
(GPA Swissair,
Lufthansa)

Shenzen, PRC SAMB Shenzhen Airport
Maintenance Base to
open in 1994

Singapore SASCO Singapore
Ailrlines/Japan Airlines
new facility built, not
operational

Tanzania new facility built, not
operational

Thailand Khon Kaen new Thai International/
Aecrospatiale/ Deutsch
Airbus facility to
specialise in Airbus
overhaul

Taiwan new Eva Airways facility

Texas American $400m facility

Tucson Lockheed new $21m facility

Source: Aerospace World, April 1992, and other information.
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A second phenomenon is cross-border employment of crews, espe-
cially cabin crew, although pilots are also affected.

Airlines have employed small numbers of cabin personnel, such as
interpreters, who are nationals of other countries, for some time.
Unions have never objected to the use of specialist staff for the
genuine language and cultural services of important sections of
passengers on certain routes.

In recent years, however, union concern has grown that as airlines
globalise they will also globalise the workforce and seek the cheapest
labour in the international labour market. There is a fear that practices
may grow up among airlines which resemble the exploitation of Flag
of Convenience seafarers with which the ITF is only too familiar.
Statements made by industry leaders tend to confirm this fear.

In May 1992 the ITF conducted an international survey of cross
border employment among cabin crew. This defined cross border
employment as the practice of employing cabin crew members (or
other staff carrying out specialist duties in the aircraft cabin, such as
interpreters) whose employment relationship is determined in a
country other than that in which the airline is based. The survey found
that the main problems linked to this practice involved, in the case of
foreign nationality cabin crew members:

unequal contract and employment rights
unequal pay and conditions

differences in training and duties
differing collective bargaining structures
lack of union rights
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and in the case of the domestic nationality cabin crew members:

¢ the undermining of terms and conditions
*» displacement by cheaper foreign nationality crew

Thebasic problem, of course, lies not with the nationality of the crew,
but the employment conditions under which they are employed.

While in most airlines the use of cross border employment so far is
still limited, in some it has become a significant element of cabin crew
employment. In 1988 British Airways employed very few non-British
cabin crew. In 1992, the ITF survey shows that ten per cent of British
Airways cabin crew are foreign based. According to the UK Transport
and General Workers’ Union: “On some routes BA are trying to
increase the OBC (overseas based crew) crew complement to six in
a 747 complement of fifteen”. Most of these crew are on inferior pay
and conditions, and many are without union recognition.

In Japan, JAL no longer attempts to conceal that it views the
employment of cheaper Asian cabin crew as a way of lowering costs.
According to the Japanese Confederation of Aviation Labour, the



“Nations, even apart
from registration
revenues, may find it
desirable to give national
status to foreign-owned
aircraft based in,
manufactured in or
substantially serving
their territories....Flags of
Convenience are
commonplace in interna-
tional shipping.”

Bert Rein, partner, Wiley Rein and
fielding, speech to Airiine Business
Conference, tondon, June 1992
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Wet Leasing

"We have no details of
the contarcts for these
planes and crew. Crew
and aircraft are put up
for hire like stateless
mercenaries. Nor do we
know about the history of
the particular air craft,
how many hours they
ahve flown, what kind of
inspections they have
had, or any previous
mechanical problems. We
do not know if they meet
international air
worthiness and safety
standards, and the
government does not
seem very bothered"

O. Atay, Havals, November
1992
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wages of these crew is according to the local rate of their own country
which is often far lower than that of the Japanese crew. They have
different working conditions from the Japanese crew for holidays,
and retirement, and limited promotion opportunities. These crew do
not have union representation and Japanese unions are not allowed
to bargain on their behalf. JAL is about to raise further the number
of foreign crew it employs. According, to Asian Aviation, June 1992:
“JAL will switch emphasis in the hiring of cabin crew personnel from
Japanese to lower cost foreign attendants, whose numbers will be
increased from 450 currently to 1,600 by 1996, when one third of
the cabin attendants on international flights will be foreigners”. JAL
has just been offered the services of up to 500 Russian pilots and flight
engineers. JAL has currently 82 foreign cockpit crew members on its
roster and plans to increase the number to 300 over the next couple
of years.

The supply of at least some of the cabin crew and pilots to JAL is being
contracted to World Flight Crew Services, based in Herndon, Vir-
ginia, USA, which is one of a number of new companies to spring up
specialising in providing an international poo! of pilots and cabin crew
for airlines.

The practice which comes nearest yet to introducing "flags of
convenience" to aviation is the "wet leasing” of low cost aircraft and
crews. Wet leasing - the contracting of aircraft and crews is not
something new. It has not generally presented much of a problem,
since these aircraft and crews have been hired at the prevailing market
rates , although unions have noted that some cheaper airlines have
been used to undermine strikes such as the Canadian carrier,
Nationair during a strike at UTA in France.

However, the sudden availability of the huge fleet capacity along with
poorly paid air crew and technicians belonging to some of the former
divisions of the old Soviet Aeroflot airlines, through cheap wet lease
contracts , is presenting a new threat to aviation conditions. This
particularly the case in countries which are over-scrupulous in
enforcing international aviation safety standards.

Former Soviet aircraft, complete with flight deck and cabin crews and
accompanying maintenance technicians have turned up in Turkey,
flying routes for Sultanair. The crew are reportedly paid at around one
sixth the wages of Turkish workers in other airlines . Turkish unions
in other carriers complain that this has already put new pressure on
their conditions.

Uzbek Airlines seemn to be particularly active in this field. According
to Captain Feroze Aftab of the Pakistan Airlines Pilots’ Association:
"Pakistan International Airlines are leasing aircraft and crew from
Uzbek Airlines. These crew are paid a fraction of our wages. They
have no union representation. We do not know what hours they fly.
This practice exploits them and totally undermines the conditions of
the Pakistani crew". In December 1992 two Uzbeck Airlines TU-154
aircraft were contracted with their crews to strike-break a pilots strike
in Indian Airlines.



CHAPTER 8. DEREGULATION AND TRADE UNIONS

e anti-union laws

e tri-partism abandoned

e collective bargaining

Anti-Union Laws

“The Deregulation Act, if
it was nothing else, was
the greatest anti-labour
act passed by the US
Congress.”

Frank Borman, former Eastern
Airlines boss, 1982

Deregulation and anti-unionism are closely linked in the doctrines of
economic fiberalism. Unions are viewed as an unacceptable restraint
on the free play of market forces. It is therefore not an accident that
the same governments which have been to the fore in introducing
deregulation and privatisation have also headed a wave of anti-trade
union legislation. In some cases governments have aided and even
encouraged anti-unionism by employers.

Deregulation and privatisation and the introduction of intense com-
petition to the industry has fundamentally altered the industrial
relations culture in aviation. From India to Argentina, ITF affiliates
have been forced into major struggles to maintain union rights and
and to defend jobs and conditions.

In the United States the new climate of anti-unionism was led by the
government itself. When air traffic controllers went on strike the
ruthlessness of the Reagan administration’s response was not only a
means of ending the dispute, but of sending a signal to all airline
employers. As Cassells and Spencer point out:

“...the August 1981 firing by the Federal government of 11,000
striking air traffic controllers and its adamant refusal to rehire them
altered the attitudes of unionised employers sharply away from
accommodation to unions toward outright opposition or even hostil-

ity. "1

The UK, a pioneer of airline and airport privatisation under the
Thatcher government, also led the way in enacting a whole series of
anti-union laws in the 1980s which placed unprecedented restrictions
on trade union rights, including giving employers the right to sue
unions if they took part in solidarity strikes and political strikes (such
as strikes against privatisation and deregulation laws} and to seek the
seizure of the union’s assets.
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Australian unions have maintained an accord with the Labour
government which has meant that airline deregulation has not
become the anti-union exercise that it was in the United States.
However, coming elections may drastically alter this situation. The
opposition party, which many believe may win the elections, has
pledged more sweeping deregulation measures and drastic curbs on
trade union rights. New Zealand enacted stringent anti-union meas-
ures with its 1991 Employment Contracts Act. The law effectively
removes all legal provision for, and recognition of ,trade unions in the
industrial relations process. One of the first times the new laws were
used was by Air New Zealand which sacked 130 ground stewards
(catering staff) and replaced them with non union workers. According



“No carrier can declare
war on its workers and
successfully re-organise.”

William L Scheri, Airline Co-
ordinator, International Associa-
tion of Machinists and Aerospace
Workers, The Bankruptcy
Batileground: Labor’s War and
Peace with the Unhaly Alliance,
Conference on Aitlines, Airports
and Aviation, Smithsonian
Institutions National Air and
Space Museum, University of
Denver, Denver Colorado, May
29,1992

to Fred Anderson, Secretary of the Flight Attendants and Related
Services (NZ) Association, “The legislation is basically an attempt to
de-unionise the workforce. This was never more evident than at Air
New Zealand ...The new legislation makes direct supporting action
liable to tort action. We can only strike if we are renewing our
employment contract” 2

Over many years unions in the aviation industry have been frequently
involved in bi- and tripartite discussions with government and employ-
ers over industrial strategy. Government hostility towards unions now
makes this tripartite approach more difficult. Airlines have also taken
this rejection of joint cooperation into international bodies. At the
ILO Meeting of Experts in Civil Aviation in Geneva in October 1990
airline employers were so intransigent in their refusal to accept any
substantive trade union proposals into the conclusions of the meeting
that the workers’ group were forced to reject the conclusions. In the
European Community employers initially strongly resisted the setting
up a Joint Committee on Civil Aviation, although since its establish-
ment in 1990, it has been an important forum for discussion.
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Collective
Bargaining

“The lessons of
deregulation show that
carriers which sought
short term agreements
and concessions from
unions to lower labour
costs are either long gone
or hanging on by the skin
of their teeth. Those
airlines which joined the
unions to create long
term agreements which
maintained or increased
employee wages and
benefits have all grown
dramatically.”

Trouble ahead for airline fabour
relations, Mark Pilling, interavia

Aerospace Review, November
1990

Workers in the civil aviation industry have traditionally shared a

number of characteristics:

* high status and good job security

* a large proportion of skilled workers, often involved in handling
innovative technology

* asignificant number of occupational categories (e.g. pilots, aircraft
engineers, flight engineers, ATCs) which are hard to enter, require
high training standards and a professional licence.

Generally there has been a high degree of unionism and relative
industrial peace in the industry both in the large number of countries
with state-owned airlines and in the United States where private
airline operations were heavily regulated by the government. Deregu-
lation and privatisation tumed around the whole industrial relations
culture inside airlines, where the pressure to cut costs now defines
every aspect of industrial relations.

Unions in British Airways found themselves negotiating with the
much tougher management of a privatised airline after 1987. The
British Airways cabin crew union found itself split with the setting up
of a breakaway union in 1989. The union likened the situation to that
of the British mineworkers’ union which had suffered such a split with
the encouragement of government and employers. In Deutsch BA
unions have been kept out altogether.

Other European airlines which have not yet privatised have neverthe-
less adopted tougher commercial management techniques. Several
imported professional management consultants. Professional con-
sultants such as Mackinsey's (US) and Indevo (Sweden) found them-
selves with a host of new airline clients. Airline employees found
themselves with a host of slickly presented cost-cutting campaigns:
Sprint and Closing the Gap (BA); Move (Swissair); Adjustment
Programme to the Environment (Air France).
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Chapter 9 : |
Globalisation — The Trade Union Response

*Key Questions

¢ Air Transport Policy

* Aviation Safety, Training, Licensing

¢ Airline Globalisation Strategies

*New Trends in Employment and Industrial Relations

*Trade Union Organisation in a Globalised Industry

Introduction It is not enough to analyse what has happened to the airline industry
or to estimate what may happen to it in the future. Faced with the
unprecedented changes which are taking place, the ITF’s Civil
Aviation Section must also begin the task of devising a comprehensive
and coherent strategy to enable affiliated unions to maximise the
benefits and minimise the costs for aviation workers.

This is not an easy task. At least at first sight, the interests of different
groups of workers in different international airlines may not coincide.
Indeed, they are more likely to conflict as individual airlines or airline
groupings enter a more competitive and aggressive phase in the
industry’s history. There is a serious danger that unions in different
countries may react to the new situation by competing with each
other for jobs; each offering more attractive concessions to their
employer in the hope of retaining market share, business and
employment. Such conflicts already exist at national level where
airlines already compete, so the opportunities for international
conflicts are many times greater.

In the longer term, of course, the only winners from such inter-union
conflict will be the airlines. The only losers will be the workers
themselves and their trade unions. The challenge for the ITF Civil
Aviation Section is to overcome the differences which exist, to focus
on the longer term need to forge stronger international solidarity links
between unions and to establish a set of clear, understandable and
achievable policies together with the methods and machinery neces-
sary to see them put into practice.

Such a trade union strategy can obviously not be finalised during a few
days’ conference discussion. Not only will the process need careful
debate, but it will also require unions to re-examine many of their
traditional attitudes, policies and priorities. Given the complex
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Key Questions

democratic structures of the unions involved, this will take some time,
but it must be done.

Unions must not only approve a trade union strategy, they must also
provide the commitment in terms of people and resources to make
it work. If the decisions taken by the conference are to be more than
empty words, therefore, it is vital that they are referred back to the
appropriate decision-making bodies of the unions concerned for
discussion and ratification.

What the Civil Aviation Section Conference can do, however, is to
begin the process of policy development by focusing attention on the
key questions. This will then enable the unions themselves to start to
work out a framework for better cooperation in the future and to set
in motion the necessary process of reviewing policies and procedures
both within national unions and within the ITF itself.

This chapter of this document therefore raises key questions and
points for discussion. It is intended that they form the basis for some
preliminary conclusions. Ratification of the conclusions, their further
development and practical implementation will obviously need to
take place over a much longer time period.

For all of the topics listed below, and indeed for all of the issues raised
in this paper, delegates to the conference are invited to pose the
following four key questions :

A. Does the topic present real problems/opportunities for unions?

B. Are new policies/attitudes/structures needed to deal with the
problems? :

C. What should be the key points in a trade union strategy?

D. What role should be played by ITF affiliates, by the [TF and by other
bodies?

Existing policy

In some fields covered by this document, existing ITF civil aviation
policies (or draft policies) already exist. Where this is the case, a
reference is made to the relevant existing policy document. Copies of
these will be available on request at the conference. This Confer-
ence’s task is to update such policies where they are inadequate, to
adopt new ones in areas where none exist, and to draw them together
into a comprehensive statement of ITF policy on all matters affecting
the globalised aviation industry.
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Major Topics

The rest of this chapter deals with points for discussion and questions.
Five major topics are treated as follows:

A. Air Transport Policy

B. Aviation Safety, Training, Licensing

C. Airline Globalisation Strategies

D. New Trends in Employment and Industrial Relations

E. Trade Union Organisation in a Globalised Industry

Each topic is dealt with in three sections :

General Comments by the ITF Secretariat;
Existing Policy;
Points for Discussion

These topics are not meant to be exhaustive. Delegates are welcome
to contribute further questions. They are also of course welcome to
contribute answers.

Comments

Major changes are taking place in the national and international
economic regulation of air transport. US deregulation, EC liberalisa-
tion, open skies agreements and cabotage, privatisation of state
owned airlines and attempts to inject more competition into most
international services all have important implications for the regula-
tory system.

The traditional reaction of most ITF unions has been to oppose these
developments. Many of them, however, appear today to be virtually
unstoppable and probably irreversible. Unions are therefore forced to
examine whether new and more flexible policies towards the different
regulatory systems are needed.

Of prime importance will be how governments behave in the future.
The international aviation community is now currently involved in a
major examination of the existing system of bilateral aviation agree-
ments between states which grew up out of the 1944 Chicago
Convention. An ICAO Air Transport Colloquium held in April 1992
focused attention clearly on the idea of a multilateral economic
regulatory system. A 4th World Air Transport Conference is now
planned by ICAO for the end of 1994 to continue discussion of this
topic and a group of government and airline experts has been
appointed to study whether the current system needs to be modified.



B. Aviation Safety,
Training, Licensing

It is vital that the ITF and its affiliates have a well thought out position
on the future of economic regulation in the industry to counterbalance
those put forward by employers and consumer organisations. Such
a policy, once agreed, will also need to be pursued energetically by
affiliates with their own governments as well as by the ITF in the
various international institutions. In this field as in many others, it is
vital that the ITF and its affiliates are seen to be speaking with the same
voice.

Recent Policy Statements

Resolution 14 (Airline Deregulation) adopted by the 35th ITF Con-
gress (Luxembourg 1986)

Trade Union Statement on EC Third Package of Aviation Liberalisa-
tion Measures, February 1992

Conclusions of the Asia/Pacific Civil Aviation Committee meeting,
Chiang Mai, December 1990.

Points for Discussion

A.1 What should be the advice of the ITF and its affiliated unions to
governments and intemnational organisations on future attitudes
towards:

Deregulation of domestic aviation

Liberalisation within regional groupings (e.g. EC, NAFTA)

Bilateral or multilateral open skies policies

Implications of trade negotiations {e.g. GATTs) for aviation
Moves away from bilateral towards multilateral agreements
Government rules on foreign ownership/control of airlines
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A.2 What other areas affecting the regulation of air transport should
ITF unions concentrate on in the future?

A.3 What social or other “accompanying measures” should the ITF
request governments to insist on if they are determined to move
towards greater liberalisation?

A 4 In which areas and under what conditions is it realistic to think
about moving towards re-regulation?

Comments

Despite claims that they are separate issues, it is clear that economic
liberalisation has an impact on technical aviation safety standards.
Tougher standards are needed if global airlines are not to be forced
into cutting safety margins by the pressure of greater competition.
Training of personnel will become more important as new airlines
come and go and more use is made of temporary, part time and
contract workers. Governments and international and regional or-
ganisations will need to target priority fields both for the development
of tougher standards and for more effective ways to enforce those
standards on airlines whose link with any single country may be
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difficult to establish and which may rely much more than today on
leasing aircraft and crews.

Some authorities are aware of this and are in the process of
developing regional standards. In ICAQ, ITF efforts to secure inter-
national licensing standards for cabin crew have so far been unsuc-
cessful. Trade union involvement in the development of new stand-
ards is of the highest importance, and most authorities are more than
willing to listen to us. However, as experience with the JAA in Europe
has already shown, this requires unions to make available to the ITF
people with high quality expertise in the field under discussion and
with sufficient time free of union or other duties to enable them to do
the job properly. Unions must also be prepared in most cases to
finance the participation of such experts. The ITF simply does not
have the budget to do so. At present the burden of this work falls on
a very small number of highly active unions. It would be better if the
work could be spread more evenly. If unions undertake to assist with
such international representation, however, they must make it clear
to their representatives that this work takes priority over national
duties.

Recent policy

ITF policy statement on cabin crew licensing (CCTC, March 1991)
ITF policy statement on flight time limitation (Section Committee,
April 1991)

ITF statement on vesting of privileges in approved maintenance
organisations (Section Steering Committee, January 1992)

Points for Discussion

B.1 What are the highest priority safety/training/licensing issues on
which the ITF and its affitiates need to concentrate attention in the
light of recent trends towards globalisation?

B.Z2 What new international or regional institutions or systems need
to be developed to ensure the effective enforcement of safety
standards in a globalised aviation environment?

B.3 Are ITF unions able and willing to provide and finance properly
gualified experts to assist the ITF in representing union views to
international and regional organisations and in developing standards,
guidance material etc.? If not why not?

Comments

Despite numerous confident statements made by commentators
about the future of the industry, the truth is that no-one really has any
idea what is going to happen over the next few years. In fact what does
happen will depend heavily on decisions made by a few key govern-
ments and airlines as well as on the behaviour of airline customers and
workers. It is important that the Civil Aviation Section should develop



D. New
Employment and
Industrial
Relations Trends

clear views and preferences about the various different types of
globalisation strategy currently being used or considered by airlines as
well as the necessary preconditions and safeguards which should
accompany them.

An outright policy of opposition to all forms of globalisation is unlikely
to be taken seriously by decision makers in the current economic and
political climate. What is needed is a carefully judged policy based on
the principles of fair and equal competition, respect for trade union
rights and social standards. Such a policy is likely to command a lot
of support from governments, particularly in the developing world,
who are very unenthusiastic about the idea of globalisation even if
they accept that it is unavoidable.

Existing Policy
None
Points for Discussion

C.1 What attitude should the ITF and its affiliates take and what
conditions should it lobby governments and regional/international
bodies to impose on airline globalisation strategies such as :-

Minority equity stakes/swaps

Marketing/code sharing/CRS sharing agreements and alliances
Maijority foreign ownership {or effective foreign control)

Other forms of inter-airline cooperation.
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C.2 What conditions should governments impose on airlines seeking
these arrangements?

Comments

Most ITF affiliates have already felt the consequences for jobs,
working conditions and sometimes even trade union organisation of
the process of deregulation, liberalisation and privatisation of airlines.
In the majority of cases, the result is job losses and the worsening of
working conditions. Globalisation will intensify these effects.

This experience naturally makes employees and their unions deeply
suspicious of airline management proposals for restructuring. As in
the regulatory sphere, however, a policy of outright opposition on its
own is unlikely to succeed unless it is backed up by intelligent
argument, convincing alternatives and, as a last resort, industrial
strength. Unions will also naturally need to look at ways of minimising
the effects on jobs, wages and conditions and trade union member-
ship. If job losses are inevitable, they will concentrate on minimising
the social consequences for the workers involved. All of these
alternatives require, however, the continued existence of substantial
bargaining power on the union’s side, and that means the continua-
tion of strong trade union organisation.
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The very nature of globalisation means that ITF unions will no longer
be able to develop or implement strategies without taking account of
the effects which their policies will have on (or the extent to which
their policies may be affected by) civil aviation unions in other
countries. It is therefore of the utmost priority that a common
framework of policy should be established now between ITF unions
and that an efficient system for fast communication and consultation
between them should also be developed.

Recent Policy

Resolution on Contracting Out of Airline and Airport Services
{Section Committee, April 1991
ITF draft guidelines on cross-border employment (CCTC, May 1992)

Points for Discussion

D.1 What policies should the ITF and its affiliates develop to deal with
the following developments:

» Rationalisation and restructuring of jobs following airline links

¢ Airline demands for wage/benefit concessions in anticipation of or
following international airline links

Contracting out of existing airline work to outside companies
Cross-border employment of aircraft crews

Transfer of maintenance work to foreign stations

Transfer of sales/ticketing/office jobs to other countries via
telecommunications/computer links

* Attacks on trade union organisation and membership
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D.2 What other developments have been experienced or are fore-
seen as a consequence of globalisation and what should trade unions
and the ITF do about them?

D.3 What are the employment and industrial relations consequences
of airline globalisation for other civil aviation undertakings, for
example airports and air traffic control centres?

Comment

Some civil aviation unions have begun to argue the need for major
changes in the way they conduct their own affairs to cope with the
consequences of globalisation. It seems likely that international
relations between aviation unions will become increasingly important
to the day to day conduct of their business in the future. Assuming that
the unions concerned do not want to create new structures and that
the problem of the small minority of unions which are not members
of the ITF can be resolved, this also will mean a considerably
strengthened role for the ITF Civil Aviation Section.

It must be stressed that the ITF Civil Aviation Section is not just the
ITF Secretariat. Already in the period since the Florence Congress,
steps have been made to strengthen the section’s structure and to



involve more unions in its work. Whereas before 1990 the section
generally met only once between Congresses with occasional meet-
ings of the technical committees, we have now instituted annual
section committee and technical committee meetings. The financial
and personnel resources of the ITF Secretariat are limited and the
demands imposed on it by the international nature of the civil aviation
industry are inevitably much greater (in relation to other transport
modes) than aviation unions’ contribution to the ITF's General Fund
income. If the workload on the ITF Civil Aviation Section is to
increase {and this seems almost inevitable), two approaches are
possible: (a) securing additional financing and/or human resources
for the ITF Secretariat from civil aviation unions; or (b) finding ways
of sharing more work out between the ITF Secretariat and various
unions.

At present, there is a wide variation in the degree of involvement and
commitment of unions to the international work which the ITF is
carrying out. Some unions attend meetings regularly, supply the
Secretariat with information, keep in regular contact, and provide
assistance in representing the ITF to outside organisations whenever
requested and at their own expense. The fact that these characteris-
tics are not shared by all ITF affiliates can easily be seen in the poor
response rate to the first annual working conditions survey circulated
for this conference.

There is general agreement also that unions associated with each
developing global airline grouping will need to get together regularly.
There are, however, some important and maybe difficult questions to
answer about the objectives of such meetings, how they should be
organised and who should attend them.

These critical remarks are needed if a realistic discussion on future
union and ITF activities is to take place. It is one thing to make
speeches about international solidarity and about giving a higher
priority to international affairs. It is another to actually allocate the
people and money necessary to make it happen. If we end up with
one but not the other unions will have imposed massive new tasks on
the ITF Secretariat without providing the means to carry them out.
This is, to put it bluntly, unacceptable.

In making proposals for new areas of trade union activity, new
structures, committees, meetings, publications, information systems
etc., therefore, delegates are asked also to give very careful consid-
eration to the practical financial and human resources problems
which will be posed by what they are suggesting, and to make
proposals also about how to solve them.

Recent policy

None
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Points for Discussion
Global airlines — union structures

E.1 To what extent are new structures for international cooperation
needed to cope with globalisation?

E.2 What priority are unions prepared to give to such structures
compared to their normal domestic activities?

E.3 Should such structures attempt to be global or should they be
restricted initially to regional groupings (e.g. European Community)?

E.4 Who should be responsible for servicing and convening meetings
for specific global airline groupings? (e.g. ITF Secretariat, the <home»
country union; groups of unions?)

E.5 Who should finance these activities? The unions themselves? The
employer? (what likelihood is there for agreements to be negotiated
with employers to provide facilities, time off, travel expenses etc for
multinational meetings/structures?)

E.6 How often should they meet and who should be invited to such
meetings? (Full time union officers only? Officers plus shop stewards/
works councillors? What about including non-ITF unions including
“autonomous” unions where they exist?)

E.7 What would be the objectives of such meetings? (Information
exchange, coordinated industrial action, collective bargaining?)

E.8 How can the role of the ITF Civil Aviation Section be strength-

ened to take account of these new developments? e.g.

¢ Encouraging affiliation of new unions

¢ Ensuring full and prompt payment of affiliation fees by existing
unions

* Special contributions for specific projects

» Secondment of personnel to the ITF for specified periods

* Sharing of organisation/representation tasks by particular affili-
ated unions

E.9 What should the ITF Civil Aviation Section’s top priorities be in

the future? e.g.

* Organising meetings

* Preparing information bulletins, studies, surveys

* Making up to date information available electronically

¢ Fostering exchanges between unions in different countries in-
volved in the same group

¢ Trade union education and organisation



Trade Union
Action

E.10 How can international solidarity in response to globalisation and
liberalisation be best organised? Can international industrial action be
co-ordinated against particular airlines/airline groupings? What are
the obstacles and can they be overcome?

E.11 What other types of trade union action are possible? e.g. press
campaigns; lobbying of national and regional parliamentary bodies;
rallies/demonstrations; leafleting at airports etc. How can such
activities be organised, co-ordinated and financed?
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Conclusions of the Discussion on
the Globalisation of the Civil
Aviation Industry and its Impact
on Workers

Agenda item 3: ITF Civil Aviation
Section Conference, London,
11-13 November 1992,

1. The ITF Civil Aviation Section Conference, meeting in London
from 11 to 13 November 1992 believes that, in the light of the
information provided in the background paper and of the reports
made by delegates, there is now an urgent need for the ITF and its civil
aviation affiliates together to initiate a worldwide campaign around
the theme «The Global Airline - Labour’s Response».

2. The campaign should raise awareness of the trade union issues
raised by the globalisation of the CA industry and be designed to
enable affiliated unions to maximise the benefits and minimise the
costs for aviation workers.

The campaign should contain the following elements:-
A. Establishing a policy for the re-regulation of civil aviation

3. The Section Steering Committee should be charged with the task
of working out, in close consultation with affiliated unions, a compre-
hensive, coherent and constructive policy approach to the regulatory
systern governing the aviation industry. This policy should aim at
reversing the trend towards the uncontrolled application of market
forces to the industry, without losing sight of the ITF’s longstanding
opposition to deregulation. It must, however, take account of the new
and seemingly unstoppable expansion in international links between
airlines bringing with it the prospect of concentration of the industry
in the hands of a few dominant mega-carriers. The Section should
draw upon the help of sympathetic outside experts and should
develop better links with consumer groups and other potential allies.

4. The policy should pay particular attention to :
a) The preservation of states’ national sovereignty over air transport;
b) The essential public service role of aviation;

¢) Maintaining a high quality of service to consumers (reliability,
frequency, speed);

d) Aviation safety;



e) Safeguarding trade union and collective bargaining rights;
f} Employment security,

g) Safeguarding aviation workers’ wages and working conditions.

5. The policy should be used by national affiliates in raising the
awareness of their members in the industry and in campaigning
activities with national media, politicians, and aviation regulators. It
should also be used by the ITF in lobbying international institutions
including ICAQ, ILO, the IMF and the World Bank.

6. Governments and international and regional bodies should be
asked to insist on the observance of the strictest possible safequards
" including consultation with aviation workers’ trade unions as well as
guarantees on trade union and collective bargaining rights, wages and
working conditions before agreeing to any international airline links
or mergers.

B Developing trade union strategies to minimise the negative effects
of globalisation on workers

7. The Section should continue to build on existing policies and to
develop new guidelines and bilateral and multilateral agreements
between unions designed to combat any negative employment and
social effects of airlines’ globalisation strategies and in particular
airline attempts to weaken trade union organisation and to make use
of «social dumping».

Such policies should cover issues such as:-

a) Trade union rights for all aviation employees - whether directly or
indirectly employed and whatever their nationality or home base;

b) Internationally co-ordinated trade union organising campaigns in
non-union areas including newly established subsidiaries of existing
airlines;

c) The cross border employment of aircraft crews;
d) Contracting out of «non-core» operations to firms with inferior
conditions and union rights, whether independent or linked to the

airline;

e) The leasing in or aircraft and/or crews from countries with
substandard wages, working conditions or trade union rights;

f) The transfer of ground operations such as maintenance, ticketing,

adrministration to countries with substandard wages, working condi-
tions or trade union rights;
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g) A framework for resolving potential conflicts of jurisdiction be-
tween ITF affiliated unions in different countries;

h) New tactics for international solidarity action designed to overcome
existing national legal constraints on secondary action.

C Improving. trade union organisation within the global aviation
environment,

8. The ITF and its affiliated aviation unions should take steps to:

a) Establish information exchange networks between ITF unions in
different countries particularly those working within the same airline
grouping. The ITF Secretariat should also produce more regular
detailed information bulletins on globalisation and unions should
report all relevant information on a regular basis to the ITF, preferably
by fax or electronic mail and should ensure that the ITF receives all
relevant regular publications, press releases and other union materi-
als.

b) Encourage regular exchanges of trade union representatives
between countries in which the same airline or airline grouping is
operating;

¢) Organise regular meetings between unions within particular
airlines and airline groupings to exchange information and devise
common bargaining and organising strategies. Such meetings should
where possible be convened and coordinated by the «<host» country
trade union(s). Special attention should be made to maximising the
financial and structural opportunities for supporting such meetings
which exist in the European Community and elsewhere. The ITF
Secretariat should be informed about and invited to such meetings
and regular reports on them should be submitted to the ITF.

d) Encourage the setting up of international company councils
bringing together union and management representatives in specific
airlines and airline groupings. Unions in the home base of each
multinational airline should first approach their employer proposing
the establishment of international company councils including pro-
posals for servicing and financing its activities and report to the ITF
on progress.

D. Co-ordinating trade union action

a) The Section Steering Committee should meet as early as possible
to plan a programme of international trade union action designed to
concentrate attention on the consequences of the global airline. This
programme should include tactics such as strikes, leafleting, badges,
pickets, etc. and should focus particularly on airlines which adopt
aggressive anti-union attitudes.



b) The ITF and its affiliates should provide education and technical
assistance to unions at national level particularly aimed at improving
communication campaigning and organisational skills. The ITF’s
regional activities in relation to the civil aviation industry should be
strengthened.

¢) ITF civil aviation affiliates must be prepared to co-operate fully in
the implementation of this campaign, making available the necessary
additional resources in terms of people, money and information. The
ITF should prepare a list of contact names and addresses to enable fast
cornmunication between officials of unions responsible for collective
bargaining in specific airlines and airline groupings as well as in other
civil aviation employers (airports, contractors, aviation authorities).
Unions should be prepared to reply speedily, preferably by fax or
telephone, to requests from the ITF for specific information on
individual companies.

E Ratifying the Conclusions

The implementation of this campaign will require substantial changes
in national unions’ priorities, some of which will have implications for
finance and human resources. For thern to be successful, it is vital that
they have the full backing of the governing bodies of the various
unions concerned. The Conference therefore calls on all affiliated
unions to submit these conclusions to the appropriate union govern-
ing body for endorsement and to inform the ITF Secretariat when
such endorsement has been secured and of any comments or
reservations which have been made. A list of unions which have
ratified the conclusions should be circulated regularly to all affiliates.

London
13 November 1992
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Appendix 1

Job Casualty List Update

The foliowing job loss announcements were made by airlines
during October 1992 - 1993

. 1,600 jobs lost from Dan Air (UK), October 1992

. 1,000 jobs to go at Swissair by the end of 1993

. 4,000 job losses in Mexicana, December 1992

. 1,000 job losses announced at Aer Lingus

. 500-1,000 job losses planned at American Airlines

. 1,000 job losses announced at Sabena, December 1992
. 1,000 job losses at Aeromexico, December 1992

* 1,000 job losses planned in Northwest Air, announced in
January 1993

. 1,500 job losses announced at Aerolineas Argentinas,
December 1992

. 1,500 job losses expected at TAP by the end of 1993

. 2,800 jobs shed at United Airlines, announced January
1993
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Appendix 2

Extracts from ITF News, December 1992

UNIONSMEETTHE
CHALLENGEOFAIRLINE
GLOBALISATION -

ITF CivilAviation section
conference,London 1992

92

The 1992 Civil Aviation Section Conference marked a historic point
in the development of the Section. It was the largest ever section
conference with 110 delegates representing 59 unions from 34
countries.

In addition to the usual wide-ranging business agenda, a whole day
was set aside for a comprehensive international union forum on the
topic of The globalisation of the civil aviation industry and its
impact on aviation workers.

Preparations for this forum included an address to the conference by
Professor Paul Dempsey, a US expert on globalisation and deregu-
lation, and the publication of a 90 page report by the ITF along with
the first ITF International Survey of Working Conditions in Civil
Aviation.

It was a historic meeting which resulted in a major debate and
decisions which will have major significance for the future of union
organisation in the industry.

Of particular significance was the conference’s decision that unions
in different countries organising in the same airline or airline grouping
should set up international airline councils, with the aim of devising
cornmon collective bargaining and organising strategies.

Unions also pledged closer co-ordination and more imaginative
tactics in international support for workers in specific airlines, whose
conditions come under attack from globalisation strategies.

Certain disputes will become priority targets for international action.
Strong support was voiced for British workers whose wages and
conditions are currently threatened by the attempt by British Airways
to set up a low cost subsidiary at Gatwick as part of its globalisation
strategy (see ITF News, November 1992).



David Cockroft, ITF Assistant General Secretary says: “This has been
the most important aviation conference ever held by the ITF. The
decisions made show unions understand that a globalised industry
requires a global union response. This requires more than rhetoric by
unions, it requires new organisational priorities, and different ways of
working which put international union co-ordination right to the fore
of trade union action.”

Below we report on highlights of this important event for aviation
unions.

“We have the choice between
being spectators or actors”

Extracts from the keynote speech by David Cockroft, ITF
Assistant General Secretary

This conference is a historic meeting for many reasons. It is the largest
conference of its kind we have ever held. More delegates from more
unions are represented here than at any other aviation conference we
have held in the past.

Thereason for this is not hard to see. Hardly a day passes now without
a new international merger or alliance being announced, usually
accompanied by large scale job cuts, demands for wage and benefit
concessions or both.

Never before has the international nature of the airline industry been
brought so clearly and directly home to the unions representing the
industry’s workforce.

Despite the record losses recorded by most airlines last year, future
world scheduled passenger traffic growth is forecast to grow by more
than four per cent this year rising to over six per cent by 1993. The
crisis is therefore financial and temporary, not structural and perma-
nent. There is no need to worry about the airline industry as a whole
going out of business, only about who will be the winners and who the
losers.

Much of the industry’s current precarious situation can be traced back
to the effects of deregulation, effects which our unions predicted with
chilling accuracy more than a decade ago.

What we are confronted with today, however, aspires to go one vital
step further than deregulation and eliminate the restrictions imposed
by national frontiers. The ultimate objective of many airline managers
today is to achieve the removal of all barriers and to give themselves
total freedom to operate in a global market, including the freedom to
exploit a global labour market.

This globalisation process has already started and we have the choice
between being spectators or actors in the process. If we are to act,
however, it can only be on a global basis.

It we are weak and divided in our response to the attacks which are
now being launched on our members virtually every day; if we play
the airline game of accepting the principle of uncontrolled competi-
tion and of a downwards spiral of ever lower wages and working
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conditions and ever more job cuts in search of a marginally higher
market share then we shall be signing the death warrant for trade
unionism in what is one of the best organised industries in the world
and one of the very few well organised industries which is still growing.
Our unions live in the real world. They know they need to make
compromises.

But they also know that every friendly negotiating session, every
consultation meeting with an employer to be effective must be
capable of being backed up, as a last resort, by action. We must have
and we must retain the ability to take effective industrial action
including strike action against airlines when all other avenues fail.
As airlines’ ability to avoid or weaken the effects of such action
through their growing global links grows so too must our ability to
forge stronger global links between unions.

This, in my view, is at the heart of the debate on globalisation of the
industry.

We must have the capability to fight and to do so internationally.
International Solidarity has to become much more than just a slogan
or the occasional act of sympathy of a strong union for a weak one.
It must become part of the everyday work of trade union officials,
shops stewards and works’ council members.

International meetings have to become a normal part of the daily
organising and bargaining timetable of our unions and not an optional
extra to be fitted in if there is enough time or money to spare.
Campaigns must be planned, coordinated and executed jointly by
unions organising within the same airline or the same airline group
in different countries and in such a way as to minimise the exposure
of unions to legal attack.

International solidarity is not and can never be a substitute for action
at the national level but it can be a powerful additional tool and one
which is all the more powerful for being unexpected.

Above all our job here is to send a clear message both to governments
and to aviation employers that we are prepared to fight back, and fight
back hard, using any weapon that works — both traditional ones and
some new ones as well. Aviation trade unions will not be kicked
around any jonger.

Prof. Dempsey — union response

is of “immense importance”
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“Since deregulation the US airline industry has lost all of the money
it made since the Wright brothers inaugural flight at Kitty Hawk in
1903. In 1991 fully thirty per cent of the nation's fleet capacity was
in bankruptey or close to it. After more than 150 bankruptcies and
50 mergers the US now flies the oldest most repainted fleet in the
developed world.”

This was how guest speaker Paul Stephen Dempsey, Professor of



Law and Director of the Transportation Law Programme at the
University of Denver, summed up the experience of 14 years of US
deregulation. Professor Dempsey formerly served with the US Civil
Aeronautics Board and the Interstate Commerce Commission. He is
author of several books on the airline industry, including his latest,
Airline Deregulation and Laissez Faire Mythology (Quorum Books,
1992).

Professor Dempsey described how three airlines: American, Delta
and Northwest now control about two thirds of the US market. This
unprecedented level of concentration is reinforced by the dominance
of a few airlines of key airport hubs. Professor Dempsey is one of the
only economists to have analysed real airline fare trends. He de-
scribed how, despite the claims of deregulation supporters that
consumers had benefited from cheaper fares, average real fuel-
adjusted ticket prices are actually higher than they would have been
had the pre-deregulation trend continued.

Dempsey warned that the concentration of the industry into a few
large mega-carriers was not resulting in industry stability as airline
competition was now widening into global competition.

Dempsey claimed the solution lay somewhere between the US
regulatory regime established in 1938 and the contemporary envi-
ronment of laissez-faire market Darwinism.

He observed that the only organised constituency capable of chal-
lenging uncontrolled market forces appeared to be trade unions.
“The consumer is confused and consumer groups are not operating
on a global scale. It is of immense importance that such a global
debate as this is taking place between trade unions, and that you are
co-ordinating a global response.”

Copies of the paper: Globalisation and Cartelisation in Aviation,
produced by Professor Dempsey for the ITF Civil Aviation Section
Conference, are available on request from the ITF Secretariat.

Regionalreports

Eastern and Central Europe

“Our civil aviation unions are now facing new and previously
unknown problems,” B. Kracmer {Civil Aviation Trade Union, Czech
and Slovak Federated Republic, CSFR) told delegates in a historic first
ever presentation by an Eastern European union to a Civil Aviation
Section Conference,

“Privatisation, which is taking place in Czechoslovak industry, is
giving rise to changes in ownership and rising levels of unemploy-
ment.”

He also reported fundamental changes taking place in social legisla-
tion, including labour laws, now overlaid by new problems of
sovereignty connected with the splitting of the country into two
republics.
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Western Europe — no safe haven

“European liberalisation means that Europe is no longer a safe haven
for aviation,” reported René Valladon (Force Ouvriére, France),
“European airlines will now be far more vulnerable to global compe-
tition”.

In the preparation for liberalisation airlines were seeking mergers and
cutting costs, with large job losses. However, unions were not
accepting things entirely passively. There had been recent strikes at
Sabena and Air France and a major dispute was brewing at British
Airways.

Valladon pointed out that widely varying union rights, living standards
and labour costs in different European countries will not make any
Europe-wide bargaining strategy easy to reach. Nevertheless Euro-
pean unions must co-ordinate if they are to effectively face the
difficulties that lie ahead.

North America— end of national carriers?

“It is increasingly difficult to discuss the US airline industry in
conventional national or regional terms,”

reported Joe Guerreri (legal counsel, [AMAW, United States).
Guerreri reported that European carriers were rushing to stake claims
in US carriers. At the same time American, Delta and United are
opposing the BA-USAir deal and pressuring the US government to
win bilateral concessions from the United Kingdom to open up
Heathrow and Gatwick airports.

“If the BA-USAir deal goes ahead it is envisioned that the two carriers
will co-mingle operations to give passengers the impression they are
indeed flying on the same airline under combined managements.
Northwest has announced it may begin to share ticket offices and
ground crews, and design a common logo with KLM, to meld the
identities of the two carriers. Experts are now asking: are we
witnessing the end of the national carrier?”

“In order to survive globalisation, the world’s labour organisations
must forge closer ties and greater solidarity then ever before.”

Asia-Pacific— No “flags of convenience”

“Unions must co-ordinate through the ITF to prevent Flags of
Convenience becoming part of the aviation industry,” H Kato {JCAL,
Japan) told the conference, reporting the increased employment by
Japan Airlines of cheaper foreign cabin crew, under inferior condi-
tions and without any union representation.

Kato reported how different countries in the region were preparing
to take advantage of the fastest growing aviation market in the world.
“The Australian government has announced the second wave of
deregulation creating a common aviation market in Australia and
New Zealand.”

Kato reported how New Zealand and Australia had already privatised
or were in the process of privatising their airlines. In New Zealand this
had been accompanied by an unprecedented attack on union rights
with the Employment Contracts Act.

Philippine Airlines had recently privatised and the Indian government
was only being restrained from pursuing privatisation by militant
union resistance.



In cheap labour countries such as India and Bangladesh airlines were
trying to get even cheaper labour through subcontracting and with
government offensives against legal labour protections.

Latin America— “new conquistadors”

“Argentinian aviation has been systematically plundered since priva-
tisation,” reported Alicia Castro (AAA, Argentina). The carrier was
now in a state of disguised bankruptcy.

Castro pointed out that “Iberia, like a modern day conquistador, has
effective control of the national carrier Aerolineas Argentinas and the
domestic carrier Austral, which it had turned into domestic feeders for
Iberia operations. Iberia is gaining regional dominance in Latin
America through its buy outs of other airlines such as Viasa (Ven-
ezuela) and Ladeco (Chile)”.

In Brazil the government operates deregulation or “flexibilisation” of
air transport. This brought privatisation along with damaging fares
wars.

“Air transportation was ransacked with the privatisation of Vasp,”
according to Jim Pereira (ACVAR, Brazil), “Nowadays Vasp looks
like a company close to breakdown, sacrificing some aircraft in order
to keep others in the air, laying off many workers, and with
passengers facing frequent delays and cancelled flights”.

Africa— airlines face extinction

“Many airline in Africa are heading for extinction because of lack of
equipment. They simply cannot afford to re-equip with the latest
generation of cost-saving and fuel-efficient aircraft. It is slowly
becoming clearer that many governments are considering deregulating
and privatising airlines,” Ken Chipato, (NAWU, Zimbabwe) told the
conference,

“When this happens many aitlines will be in difficulties. The mega-
carriers will take the largest share of the cake, while workers in the
state-owned airlines will find themselves out of a job”.
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Appendix 3

The Global Airline -

Equity Stakes, Shareholders, Marketing/Cooperation
Agreements and Current Indicated Bids.
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