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As a result, these factors forced Russian authorities to postpon;:otl%c
introduction of higher duties first frorz% il;n%fi\lry 120?5; (t):t I.)I ;a;gzﬁlrgm Wa;
i i ¢ las ]
then until 2011, and finally till year R e el

Russia’s Prime Minister Vladimir
?EHOZ%I;%EdBI;fy now the raw wood dispute led mqstly to hug% losses
rel;orted .both by Finnish pulp and paper companies, and by Russian
suppliers of raw wood.

Tasks and questions:

1. What were the main reasons for the duty 11;2‘1?ising campaign? Do you consider
' reasons to be significant enough’ ) ' ,
2 Wh;}tler;zasures, to your opinion, could be.taken tp avoid thebd1spl{1;[§.RUSSia
3. Could this dispute lead to economic conflict of wider range betwe
' inland? _ .
4 Vv'hg:l(;elcjzcr)lll'&s1 of economy in Russia and Finland could poter‘l)tlallﬁr tbg{l;f;:
- from the export duty on raw wood raised to 30% or hlghcr.f\hg ?h tlra -
and indirect circumstances it could have on economies of bo
‘) . .
5 Ho&ar\fvr?ﬁi you assess the use of unilateral approach in trade disputes

between two countries?
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Liberalization of air Transportation
Industry in the European Union:
new opportunities for Travelling

and Some Lessons for Russia

Liberalization of the
European Air Travelling Industry

nomic liberalization of air travel was a part of deregulation
Ign based on the idea that state-controlled economy is no longer
focus of public interest. Deregulation of airlines industry was
d in the US and later spread globally, being especially intensive
, Latin America, and European Union (EU). Nevertheless the
o air industry liberalization in Europe were undoubtedly quite
{ in scope and magnitude than in the US.
can Union as well as many other states has followed the
, leading to an increase of free market business strategies
out the sky industry. The EU has decided that governments
not be allowed to subsidize their loss-making airlines.
ents’ concerns over their own financial performance and
on of benefits of privatization have led to a gradual transfer of
from state to private sector elsewhere. In order to attract
ve shareholders, airline companies are trying to be more
d competitive. Deregulation is also stimulating competition,
small carriers (low-costers).
lation of air transportation industry in Europe in 1992 gave
bm each EU country the right to supply scheduled services in
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other EU states. The EU’s final stage of deregulation took place in
April 1997, allowing an airline from one member state to carry
passengers at another member state’s domestic market. Outside Europe
‘open skies’ agreements are beginning to dismantle some of the
regulations which refer to carriers flying on certain routes.

After the EU abolished most restrictions on air carriers flying in
Europe and what their tariffs, prices decreased roughly two-fold, but
remained still higher than those for comparable distances in the US.
The question is: should deregulation spur competition, resulting in
lower prices? The answer is that many carriers remain state-owned,
like Air France, and are only now beginning to cut operating costs.
Nevertheless changes have occurred.

Here are some examples of European air transpo

+ Sabena and Alitalia both charge $1,600 for a mid-week, economy and round-
trip ticket between Brussels and Rome;

+ Sabena and Austrian airlines charge $1,400 for a round-trip between
Brussels and Vienna;

+ Sabenaand Iberiacharge $1,450 for B
While Sabena airlines collapsed in 2001 because of financial difficulties

and it was replaced soon by Brussels airlines, in May 2011 fares for a
mid-week, economy and round-trip ticket on the same routes were as

rt fares since 1995:

russels to Madrid round trips.

follows:
$410 by Alitalia and $535 by Brussels airlines for a flight between Brussels

and Rome;
$370 by Austrian airlines and

Brussels and Vienna;
$720 by Iberiaand $800 by Brussels airlines for atrip between Brussels and

Madrid.

So the most visible effect of the European passenger air markel
liberalization was sufficient price contraction (2 to 4-fold in
abovementioned example).

The EU decided to remove the remaining barriers for competition
on European routes in 1997 and a growing number of small but
motivated carriers are rising up to get better positions on the busiest
routes. Most analysts say that only four or so of dozen of the biggest
carriers will survive in their present form once deregulation is complete,
throwing state-owned airlines into the uncertainties of the privalé
sector. Nevertheless, some of previously unknown companies became
the market leaders. The best example of such a kind is Ryanair —

number one low-cost air carrier in Europe.

$320 by Brussels airlines on the route between

Ryanair — The Low Fares Airline

The l}llyanair history. Ryanair was founded in 1985 by Christy Ryan
rtw om the company is named), Liam Lonergan (owner of an
our operator named Club Travel), and noted Irish businessman

1y Ryan, founder of Guinness Peat Aviation and father of Cathal

in and Declan. The airline began with a 15-seat E i
aprop aucraft flying between Waterford and Lonmc?cr?lez}gi\;f:ilr\?vlilttﬁ
Ln; %f;‘l l;lr:}zlxkgllg the c}uopol;; on London-Ireland flights at that time
: rways (one o i irli
151(9%12 ol SI]rish o ;?r-?ell-))lggeSt European airline) and Aer
n the company added a second route — flyi i
d on Lutqn in direct competition to the Aer Lingusﬂ/y lﬁzgx (]jju]i)l;)lz)rll‘
he first time. Under partial EU Deregulation, airlines could begh)l(
ternational intra-EU services as long as at least one of the two
nents gave approval (the so-called “double-disapproval” regime)
ish government at the time refused its approval in order to.
Aer L1ngu§:, but Britain, under Margaret Thatcher’s pro-free-
l,ﬂ&o?ser\faltwe government, approved the service. With two
year.wo planes, the fledgling airline carried 82,000 passengers
senger numbers continued to increase, but the airline generall
! 10ss, anc} by 1991 was in need of restructuring. Michael O’Learz
i ed.w1th ‘gh; task of making the airline profitable. Ryan
1gC d him to visit the USA to study the ‘low fares/no frills’ model
etil by Sout‘hwest Airlines — the world’s first low cost air
-0 Lee_try quickly decided that the key to low fares was to
L t quick Furn-arpund times for aircraft (a standard for Ryanair
5-30 minutes instead of about 1 hour for traditional full-
Huropean air companies), “no frills”, and no business class, as
erat{[ng a ;mgle model of aircraft. ,

ity returned, ponvinced that Ryanair could make h i
: _Ll1r0pean air market, at that time dominated gfenlerlltgg?lc:j
wi ch were subsidised to various degrees by their parent
.He comp;ted with the major airlines by providing a “no-
--cost service. Flights were scheduled into regional airports
them are situated till nowadays far away from declared
such as Brussels-Charleroi in Belgium or London-Stansted
Kingdom), which offered lower landing and handling
un larger estgl?ﬁshed international airports. O’Leary as Chief
a puph(;l_ty stunt where he helped out with baggage
Ryanair flights at Dublin airport. By 1995, after the
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consistent pursuit of its low-cost business model, Ryanair celebrated its

10t birthday by carrying 2.25 million passengers.

During the 1990s. European Union’s deregulation of the air
industry in Europe in 1992 gave carriers from one EU country the right
to operate scheduled services between other EU states, and represented
a major opportunity for Ryanair. After a successful floatation on the
Dublin Stock Exchange and the NASDAQ Stock exchanges, the airline
launched services to Stockholm, Oslo (Sandefjord Airport, Torp, 110 km
south of Oslo), Paris and Charleroi near Brussels. Flush with new
capital, the airline placed a massive $2 billion order for 45 new Boeing
7374800 series aircraft in 1998.

/Entering the 21st century. The airline launched its website in 2000,
with online booking initially said to be a small and unimportant part of
the software supporting the site. Increasingly the online booking
contributed to the aim of cutting flight prices by selling direct to
passengers and excluding the costs imposed by travel agents. Within a
year the website was handling three-quarters of all bookings, and now

accounts for 100% of the total.

Ryanair launched a new hub of operation in Brussels South Charleroi
Airport in 2001. Later that year, the airline ordered 155 new Boeing
737-800 series aircraft from Boeing at what was believed to be a
substantial discount, (taking fall advantage of the downturn in aeroplane
orders after the slump in air travel following the September 2001
aircraft attacks in the United States) to be delivered over eight years
from 2002 to 2010. Approximately 100 of these aircraft had been
delivered by the end of 2003, although there were slight delays in late
2005 caused by production disruptions arising from a Boeing machinists’
strike.In 2002, Ryanair launched 26 new routes and established a hub in

Frankfurt-Hahn Airport, its European expansion firmly on track.lfi

2003, Ryanair announced the order of a further 100 new Boeing 7374

800 series aircraft, and in February
at Milan-Bergamo in Italy. During the period of 2000-2008 airling
growed very fast by opening new routes and buying a lot of new planci
The enlargement of the European Union on 1 May 2004 opened the
way to more new routes as Ryanair and other budget airlines tappee
the markets of the EU accession countries. Decrease of a dolli
exchange rate to euro was favorable for ordering US made aircraft
Boeings instead of European Airbuses. The growth of a number &

Ryanair for 1985 — 2008 is shown on (ki

passengers carried by
Picture 1 (see the Picture). Thus, in 2008 Ryanair carried 38,700,00

passengers, an 18% increase over 2007. Ryanair traffic in 2010 grew B
10% from 65 million in 2009 to over 72 million passengers.
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a third continental base was openct

Picture 1. Passenger numbers carried by Ryanair, 1986—2008

T T T T T 7

1ma1aa71saa 1989 199
0 1991 1992 1993 1994 1995 199
61997 1996 1993 2000 2001 200:
2 2003 2004 2005 2006 2007 2008

Year End

£ http://en.wikipedia.org/wiki/File:Ryanair pax fig.JPG

gsa);fgng%da}[y Ryanair is the biggest low-cost carrier in Europe
ture 5 Ru €s across Eu_rope and North Africa from 29 bascs.
o nunibefsanalg is the thlrd,largest airline in Europe in terms of
- it aEfL elfh;el}i?dﬂd le(e)l(;%est in terms of international
y : . 0 — 2009 (time of th
and economic crisis) was f A ol
. ; i avorable for R ir:
ers including businessmen turned el |
IR orice nir corriers ned to low-cost airlines from
. . in their attempt. i
S Whil ‘ pts to cut costs of air
. 280% 1;;(}01:1 full-service European airlines did not receive
e ecreased a number of their passengers for the
over 318m ;ngeg';fl}?é‘ kéupahRyanair’s B Al
I: E : ro continued during a
| ggrﬁmulqg devaluation of the US dollar to euro ii 201%%‘33%
ya]llzilr (tlo order new Boeing aircrafts
K a real leader in price competition i '
T ] petition in the EU. On fligh
I :il ec%?zﬁgzlaﬁémﬁgdl_{é’zznair proposes following priccsgféls:
s rid (co i i ;
B e oxaplos): mpare with prices of full-service

I imid-week, economy and round-trip ticket to Rome (almost 2

 cheaper than traditional fi i i
th ull-service i itali
Hrussels airlines for the same dates); R e
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Picture 2. Ryanair destination map.
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i i nly one
return flight to Bgatlslav? (o
’ $1380(:1£(\)’:echat airport), that is 2:5 times k?wcr th
Austrian airlines and Brusslﬁls. a1r1111ncs,id
« $150 for return ticket to Madrid in the m
charges of Tberia and Brussels airlines).

ir i dented
it f Ryanair is unprece
i ompetitive advantage 0 I -
. g;?: \sith Ii)ts rivals from the Ihst of traditional f(ar;gnofl '
it As of February 2010, Ryanair had an ave:rage:1 ket
%{1;1::1;?} stood by that fact that its average fare was I€ss

i vlet’s of 66 euro. . o
Cerge;lﬁg:ea%asing thing to be competitive 18 a con_lrpzt;l;llzr}ll e
airpor;ts of the same destination. In most cases Ryanal

an the appropriate prices

-week days (5 times less than 8
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hour bus trip from Vieni

veral alternatives the cheapest airport serving the same city. For
iinple, where are 5 airport in London: Heathrow, Gatwick, Luton,
isted and London-City. So Ryanair fly to Stansted where service
o are more favorable. If where are no any alternatives, Ryanair try
10 serve the destination. The best illustration is Budapest. On
ril 2010, Ryanair announced the cancellations of all of its routes
- Budapest Ferihegy Airport, after talks about decreasing taxes
the airports management failed. Ryanair stated it would have
©d 25 new routes from the Hungarian capital, if the taxes had
| ecreased. As Ferihegy Airport is the only one serving Budapest,
irline is not able to operate from an alternative low cost airport
¢ surroundings.

alyses of the Price Competition between Airlines

on Some Routes from Berlin

il appearance of low cost air carriers, such as Ryanair, European
s received good possibilities to spend their weekends abroad
0w price. Moreover, the followers of Ryanair came to the

deregulated air market quite soon. These circumstances

eed the continuation of air travel price decrease in the EU.
| the most open and competitive markets for European air
It companies after the liberalization of air transport industry
iny. Indeed, almost all popular European air carriers including

dirlines are today present on the German market. There are
(ranked as number one), Easylet (ranked as number two),
I (number three) and Germanwings (low-cost subsidiary of
1), which are definitely price leaders on some major routes.
ee the Table) indicates several popular destinations from
I of Germany both for low-cost airlines and for traditional
' air carriers. The table contains the lowest prices for a
kend trip from Berlin to Milan, London, Oslo, Stockholm,
lirg and Moscow where the low cost air carriers are flying to.
all companies are flying to or from the same airports such
legel (TXL) and Berlin-Schoenefeld (SXF) situated not
¢ city center (about 30 min trip by public transport from
14 to Alexanderplatz).

37




Table 1. The cheapest tickets for return direct flights from Berlin s
(inbound flights on June 3, 2011 outbound flights on June 5, 2011, % 1. Petersburg) ? How Russia’s accessi
the present situation? ion 1o the WTO could change

Internet price in euro on May 5, 2011
~ Som
" e Lessons from the European Air Industry

Air carriers,
airport [ Milan_| Stockholm [StPetersburg | Moscow | L
Ryanair Nodircct | Mo direct i % s
m flights flights iberalization Related to the Internal Market
No direct 1 . .
o | Mo | | of Air Travelling in Russia

easyJet (SXF)
Norwegian
| g e of the iti
il golsg:actompetltlv§ Russian air route is St.Petersb
st seven air carriers in June week.ends ot}l I;é(}l_l

(SXF) g g
?E;i‘l’f"‘“ 21998 | 46698 | 21898 - j
S e - : i eight on working days i "
Germanwings No direct 2 ays including Ural Airli :
(SXF) ouﬂ?ound oultfnund 4 ¥ " et for the flight St.Petersb s Airlines). Prices for one
flight flight “l one month in ad urg — Moscow (distance 650 km
(TXL flights flights : flig In comparison: prices for , able 2 (see the
British ¢ Berlin — Muni one way trip for almost th
et Nodirect | 1p733 | Nodirect Nodirect | Nodirect i 8bked unich (600 km) in Germany ft gy
(TXL)y thgls ] flights | flights flights i F one month in advance were equival yt ol Sliare
. 1 ent of:
(SXF) ¥ g flights - Rubles by Luﬂhansa‘,
Ll g Rubles by Germanwings;
1

flights flights g i
« No direct | No direct No direct No inbound
Rossija (SXF) | gjp fights | Mights | flights flights o
Transaero No direct No direct | No direct No direct ‘ y T train (analog of . .
; e of the Rusian high seed train Sapsan)
‘ able 2. The cost of the cheapest ticket

flights =

Sources: composed by A.Pogorletskiy based on Internet sites of air carriers
(accessed on May 5, 2011).
LI Utair

Transaero | Rossij Sky
Tasks for students: : iia | g |87 | Gampromayia | Sapsan
_ 990 | 2980 | 3050 | 2000 | 357 ot train
s of the above-done table which also 3577 | vail
; able
2355

Basing on the analyse
indicates all direct flights from Berlin to appropriate destinations

and using information about the European air transport market

liberalization and experience Of low-cost airline Ryanair pleas¢
give answers 10 the following questions: -
analyses of the above-done table give answers on

> Was the effect of EU air travel industry liberalization i 4 .

internal EU routes starting from Berlin positive in general or not! filg questions:

> Is there any competition between airports of Berlin to attract X ould you assess the route St.Petersh

air carriers? of carriers in terms of the ,t;rice co u'g—,MOSCow for
I> How competitive is Ryanair in comparison with its rivals ‘ M the basic distinctions of the mutmpsetztmn?

including both low-cost airlines and full-service airlines? the same in terms of distance route ; f-' Pefersbm.g__
> Could the EU liberalization of air industry be expanded on 1he lessons form the European air t o Mumch?

flights from Berlin to Russian cities (such as Moscow i i could be implemented in the Russi;gnfiﬁzizetlfduﬂw

Tasks for students:
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> Some times ago on the route St. Petersburg—Moscow has
operated the Russian low-cost airline Avianova whose prices were
less than 2000 Rubles per one-way flight (for some dates prices
were close to 1000 Rubles). Now it leaved the market. Why repetition
of the successive story of Ryanair in the Europe IS impossible in
Russia where full-service girlines are dominating in the in
to the WTO change the competitive situation

> ould Russia 'S accession
Sergey F. Sutyrin

for the domestic air routes?
Sources N Professor, Head of the World Economy Department
Airline Deregulation. URL: St Belersburg State: University
http://www.econlib.org/library/Enc/AirlineDeregulation.html The WTO Chair holder
Furopean experience of air transport liberalization. URL: C
http://www.icao.int/icao/en/atb/ecp/CaseStudies/ i Ould customs uni0n
~ hel i :
- help Russia to join the WT0?

EuropeLibcralization_En.pdf
International Business Still Worlds Apart on Air Fares: European/l'ravelers
i /www.nytimes.com/ 1995/

See Few Benefits of Deregulation. URL: ttp
—businessstill-worlds—apart-air-fares—europeanv-

12/20/business/international
travelers—see—few.html 4
Kawagoe M. Air Transport Deregulation in the EU: Study from the integration of the Soviet Union i
Europeanization Perspective. URL: // http://www.juris.hokudai.ac._ip/ 08 emerged on its former tnlqn in 1991 gave birth to 15 new
" gcc\nﬁ/jouma!/l_JPG#vol?./g_S.p_df _ B Iems 1o be solved 1:hzrrltory(;l In addition to many other
yanair irtual Airlines. URL: h'ttp.//vagya}namweps.com/ BThe latter had to be , they nee .ed to elaborate their trade
l;yanalr. URL: http://_en.W1_k1ped1a.org/\y1k1/Ryana1r i s m_COI‘lformlty with an overall trend
ite of Ryanair. URL: http://www.ryanair.com . anlS_ ormation, namely the transition to A
i B e de i Should.have
g the best opportunities to promote muma?l‘ll;

| ﬂ“ﬁN‘ The Airline Industry. URL:
}-f\uf\|\|\|\ll http:// aldg.Stanford.edu/ala’).él1/intro/airlineindus.tr)’-htm1 | trade relati
ations with various forei; i
afore-mentioned goal was consign e T
. ed. stent i izati i
1;1 ;m:p%;f) eeli'n;l'nation of different It);?ieerl;bﬁ;arﬂgggon,tg'
" moment \hlf)orﬁilo"?fade 0 i -
g ment _ rganmation (WTO) i
199‘% O?If tzgrlgmg out of international trade) rusiesthlet \]:;y
b a]%s (if Gf:neral Agreement on Tariffs ang
! e thec \;rr?tlop of 15 April 1994 officiall
g roen fe O in particular runs: “2. Minister}sr
e globgl the Wor_Id Trade Organization (WTO)
e D economic cooperation, reflecting the
A in a fairer and more open multilateral
e c1) an'd welfare _of their peoples. Ministers
ek relfdst _protectlonist pressures of all kinds
Q- trace b ézdz?tlon and strepgthened rules achieveci
ey 0 a progressively more open world
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In 2010 Faculty of Economics, St.-Petersburg State
University has become the only institution that received
the status of the WTO Chair in former Soviet republics.
The project aims to support and promote trade-related
educational and research activities. MA Programme
International Trading System-constitutes the key element
of WTO Chairs project at SPSU.

B2010 romy sxoHoMuueckuit dakynsrer CIIOIY cran
eMUHCTBEHHBIM HA TIOCTCOBETCKOM TPOCTPAaHCTBE
HarmuoHaJIbHEIM  WMHCTUTYLMOHAIbHBIM  TTAPTHEPOM
BceMUpHO# TOProBOM OpraHM3alMK B paMKax IIPOEKTa
«Kadenper BTO». [IpoexT HampaBicH Ha MOLIEPXKKY
00pa3oBaTeTbHOM M HAyYHOM MesTeTbHOCTU B chepe
MEXIYHAPOIHOW TOProBOil IOJUTHKH. PeanusyeMas Ha
(baky/IbTeETE MarucTepckas nporpamma «MexayHapou-
Hag TOProBas CUCTeMa» SBJISETCS OTHUM W3 KIHOYEBBIX
HalpaBIeHUHN JeATEILHOCTH B PAMKAXIIPOCKTa «Kaden-
pa BTO B CII6I'Y».
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