3 The Pressures for More Rapid Liberalization.

The literslizing messures of the 1970z improved ihe economic efficiency of the Cansdian
aviation indnstry and there is ‘evidence that by the end of the decade the degree of cross-
subsidization hfui been substantially reduced2t. The sitvation %as not static, however, and rew
pressures were building for further change®®. Some of these pressuies were domestic but there
weie 3lso the important rpple effects emanating from the deregulation of fares and market entiy
into the U 3. domestic indnstry from 1978. |

The effects of U.S. deregnlation were, in the short term, to offer indirect competiion on many

me e o= YOUIRS Served by Canadian caniers and in felong ternm to offer a demonstradon effect Ui, Wi
ceitain caveats, there are major benefits o be derived from liberalization.

The majority of Canadian air traffic is along a nawrow stap of land bordeiiag the United States
Consequently, the fare elasticity of demand for much of the domestic Camadisn maket is
mfluenced by the possibility of vsing swrface transport across the border and adopting a U. 8.
carrier for the td haul of & joumey. The U.3. adrpoits of Buffalo, Bulington and Sexttle aue
e oo Aiable altermatives to Canadian aicports at Toronto, Montreal and Vancouwer. They also offer
access 0 the U.S. intermational svistion networks which are an alternative 10 Cansdian
nterrational services. The effects of derea'ulaﬁon in the United States, and in particular the enftry
of new, low cost carriers such as People Express into the market, was to attact Canadian
travellers across the border. Air Canada was particularly adversely affected by this action. Some
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indicaticn of the dromatic effects on emplanements &t Dudingvn Internstions] Aipon, for
Ingtance, after the initiation of = People Fxpress service o0 Mewark at the end of 1982 are zeen in
Figure 1. The Canadien airlines were not always passive in the face of the threat of losing traffic

1023 Me border and there were periodic sales of zzats at up o 75% discount on the econoiny
fares. The maction wes sufficlent w canze some 1.5, carmiers register complains 10 their Civil
Aeronautics Board.

“% Evidezce given in 1352 indicates that 2l the major adriines were recovering af least the variakl: sosts of eack
indivzdual routes oparated, see, Sfnge of Nl aod Sfare o (S Mhadiyr (o nsdes 22 3'.' hpRle
Flvpon: z.w £dn ".h’».mﬂﬂe‘ fﬂ" i Froposad Somusiss 45 Cansy Folvey JOD8 T5 Bopvgus) Ao
P, Jhmtnl'm' z2ion 32, it Hese icn, 1982,

% TH 0 um and MUY Trurm-ww ‘Reforming Canedian aitline regulation’, Loymesy sd Dyovmwiang
Kerw &G, pp.ool :‘.G—‘. 1584,



