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Globalization has forever changed the way we grow, communicate, and learn. Globalization
has also unleashed new challenges and opportunities that fundamentally affect our economic
prosperity and the way government, together with its stakeholders, makes judgments and
decisions about the future. This new world of change demands new ways of thinking about
transportation, including thinking about new tools, new alliances, and a new architecture.

Our vision of a transportation system of the future is a seamless, integrated network of roads,
rail lines, ports, and aviation corridors. Transportation systems must be maintained that
facilitate global trade, serve the urban infrastructure, and deal with human needs. A collective
visionary and vigilant leadership will be required of all stakeholders to continue our pursuit of
transportation excellence and innovation.



Transportation is about more than concrete, asphalt, and steel — it is about people, and
making sure that no one is left behind. Transportation projects should be designed with a view
toward making our communities more livable, giving our citizens greater choice and mobility,
and helping create a truly global community.

This issue of Economic Perspectives addresses some of the key transportation issues that affect
our global economy. Authors discuss issues such as financing infrastructure investment, the
benefits of opening aviation markets, safety and security, and the impact of electronic commerce
on our transportation system. These articles are designed to stimulate further discussion on
ways to enhance our transportation systems and will serve to focus our efforts for identifying
and implementing effective mechanisms of information exchange while promoting development
of the international transportation system for meeting the needs of the 21st century.

The Department of Transportation welcomes your ideas and comments on the issues presented
in these scholarly articles. I invite each of you to join the Department in designing a new
international transportation network that will lead to an ever more prosperous future for all
nations.

-- Secretary of Transportation Rodney E. Slater
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FOCUS

TRANSPORTATION: THE KEY TO GLOBALIZATION

By Rodney E. Slater, Secretary, U.S. Department of Transportation

Globalization has dramatically altered the volume and
pattern of freight and passenger movement and has increased
the demands on both international and local transportation
systems. In this article, Transportation Secretary Rodney E.
Slater lays out the role transportation plays in the
globalization of the world’s economies.

The last decades of the 20th century witnessed the
extraordinary growth in international economic
relationships, the almost instantaneous flow of capital
across national boundaries, and the new production and
distribution methods that collectively are termed
globalization. Developing countries, while still benefiting
from lower labor costs, must rely less on abundant natural
resources and more on access to international
transportation and telecommunications, the quality of
local infrastructure, and a supportive policy climate to
compete in the global marketplace. Economically
advanced nations have adjusted to these changes and
continue the process of strengthening the integration of
their economies and institutions and improving their
transportation and communication networks.

Globalization has dramatically altered the volume and
pattern of freight and passenger movement and has
increased the demands on both international and local
transportation systems. Manufacturing firms have
become increasingly international. They have developed
globally dispersed production facilities, and much of their
freight consists of intra-firm shipment of intermediate
products, while finished goods are consigned to markets
throughout the world. Modern telecommunications are
essential to international trade in services, besides
supporting goods trade in many ways.

In 25 years, international commerce will represent a
larger portion of total world economic output than
today’s level of 18 percent. Without careful planning,
international transportation systems and domestic
collection, distribution, and intermodal facilities will be
severely strained. Not only those systems that serve
global trade, but also the urban infrastructure that

supports industrialization and living standards, must be
reconstructed. Problems of pollution and unplanned
growth will come to be seen as affecting both a country’s
attractiveness as a target of investment and its
acceptability as a trading partner. In order to remain
competitive, nations must improve the performance of
today’s transportation systems, investing in new
technologies and modernizing regulatory and financing
institutions.

The anticipated growth of international commerce and
transportation will invariably raise issues about the
compatibility of national and global safety, security, labor
relations, antitrust, and environmental standards and
regulations. Dealing with such issues to ensure that they
do not unacceptably burden international cooperation
and integration will be a major challenge as we advance
to the year 2025.

THE DIMENSIONS OF INTERNATIONAL
COMMERCE

The world has witnessed an unprecedented growth in the
volume of international transportation over the past few
decades, reflecting both the growth of the global economy
and the associated increase in personal travel for business
and pleasure. Total exports increased approximately 170
percent from 1970 to 1997. Over the last 25 years, U.S.
import and export levels have grown at an extraordinary
rate, climbing from $132,000 million to $2,100,000
million. Exports and imports increased from 13 to 30
percent as a percentage of the U.S. economy. Worldwide,
waterborne trade has been growing at an annual rate of
3.8 percent and carries some 90 percent of the total
weight of U.S. international trade

Economic globalization has significantly increased foreign
investment throughout the world. For example, annual
U.S. foreign investment has grown from an average of
$45,300 million in the 1970s to $117,500 million in the
first half of the 1990s. As a percentage of U.S. gross
domestic product, that represents an increase of 60
percent. These increases in foreign investment reflect, in



part, the integration of the world’s industries as
companies become truly international in their operations,
financing, and marketing.

A growing proportion of the output of U.S. firms is being
produced in foreign countries. In the early 1990s,
approximately 20 percent of the total output of U.S.
firms was produced in other countries. Similar increases
can be anticipated for the economies of many nations by
2025. In 1998, transportation equipment, mainly
automobiles and aircraft, represented 19 percent of total
U.S. merchandise imports, the second-largest import
sector.

WHERE WE ARE, WHAT WE WILL NEED

Virtually all international shipments require the use of
more than one mode of transportation from origin to
final destination. Each of the world’s freight and
passenger transportation modes has played an essential
role in facilitating geographic diversification. While
transportation cannot claim exclusive responsibility for
the success of economic globalization, it remains an
essential factor that cannot be compensated for or
substituted. Firms invest in foreign locations with the
expectation that they can rely on international
transportation services.

Together with advanced communication networks,
companies are able to operate in an international
environment, rendering borders all but invisible.
Similarly, the transfer of goods from one transportation
mode to another requires intermodal facilities that
operate efficiently, safely, and predictably, and that can
adjust and expand as the demands placed on them grow
and diversify. The next two decades will require
technological progress in transportation systems to lower
costs, improve reliability and safety, and increase
environmental compatibility.

Aviation and maritime systems handle a major part of
international freight transportation. Trucking and rail
transportation, on the other hand, are the predominant
transportation modes for shorter shipments linking the
long-haul movements with local points of origin or final
destinations. In the recent past, the largest growth in
fleet capacity has been in large containerships — their
capacity increased 103 percent between 1993 and 1997.
Global shipping alliances now dominate containership
service, utilizing vessel-sharing agreements that offer
shippers integrated services, single rates, and fixed

schedules. The efficiencies offered by these alliances are
critical to the future of globalization, but they must be
monitored for possible restraint of trade to ensure that
consumers reap the rewards of improved efficiency.

The larger ships, however, need expanded port facilities
and greater channel depths. In the future, this may force
countries or groups of countries to establish port
development policies and regulations that will guide the
rational and efficient development of port infrastructure
to employ the available resources most economically.
Growing cities should remain competitive in the global
economy but at the same time comply with
environmental, safety, and security standards.

Perhaps more than any other transportation mode,
aviation has grown on a worldwide scale. Developments
in air cargo and express package services that are essential
to the operation of the international economy provide a
particularly compelling example of the way transportation
can contribute to globalization. Air cargo now represents
one-fourth of all U.S. international cargo, by value. The
speed of air shipment has allowed businesses to substitute
lean inventories, just-in-time deliveries, and on-demand
service for the large and costly inventories of the past.
U.S. policy has encouraged a significant opening up of
the aviation system, particularly in the cargo area. The
nearly 50 Open Skies agreements, as well as other cargo-
specific liberalization agreements, have removed many of
the restrictions that prevented airlines from introducing
cost-effective and flexible service initiatives to respond to
changing traffic flows. Following the deregulation of the
U.S. airline industry, many more carriers have entered to
serve international markets from many more origin and
destination points. One response to increased U.S.
carrier competition has been the privatization of a
number of foreign carriers. About 75 percent of the
world airline industry is now privately controlled, with a
consequent increase in efficiency.

Trucking and rail will continue to move commodities
from their points of origin to transportation hubs, where
they are consolidated for long-haul movement or for
distributing shipments to the final points of delivery.
Regional economic integration, particularly in North
America and Europe, is generating a growing reliance on
international trucking. In the future, both international
long-haul transportation systems and local distribution
systems are expected to face increasing demand, and the
problems of congestion, pollution, wear on roads, and
delay in border crossings are likely to intensify.



Investments in new technologies will be needed if costs
are to be controlled and service levels improved.
Technological solutions may not be adequate, however,
without parallel increased incentives for rail shipment and
investment in rail infrastructure. Operating regulations
and financing mechanisms will also have to be adjusted to
respond to changing market conditions.

In a growing number of locations, local street congestion
is hampering the ability of trucking to access intermodal
terminals. Similarly, ground transportation congestion
delays access to airports by passengers and air cargo
carriers. Many of the larger airports in the United States
also experience significant air traffic control and terminal
delays. Addressing these growing local congestion
problems will be a major public policy challenge in the
United States as well as in other nations that want to
compete successfully in the global economy. Policy
initiatives toward meeting these challenges must focus on
the linkages to global trade and travel networks and on
the systems that make a city a convenient and attractive
place to live, work, and invest. Quality of life will be an
essential ingredient of economic prosperity in the future
because the increasing mobility of labor and its growing
importance as a factor of production make many more
locations around the world suitable for investment.

THE CHALLENGES BEFORE US

Over the next two decades, growth in world trade and
travel will continue as a direct consequence of the further
internationalization of business and industry. The
economic factors of production will become ever more
widely distributed around the globe. The ability of
nations to make public and private sector investments in
transportation will determine which compete successfully
and which become minor players with declining
economies and living standards. All of the transportation
modes will play important roles in the global economy,
whether for transporting goods over long distances
between nations and continents or for shorter movements
to and from intermodal terminals.

Adequate infrastructure for foreign trade is only part of
the equation. We will not achieve full success if we do
not remain sensitive to the livability needs of local
communities as we address future transportation
demands.

Nations and international organizations will be called
upon to devise policies that address safety, security, labor,
anti-monopoly, and environmental concerns worldwide.
International cooperation will be needed to support
research and development, to smooth the integration of
international companies with local economies. Much as
the challenge has been great for those countries that
already have advanced transportation systems, vigorous
research and development programs, and effective
regulatory regimes, it will be even more daunting for the
less advanced and developing nations. These are the
challenges that lie before us if we are to develop a
transportation system that is intermodal in form,
inclusive in nature, international in scope, intelligent in
character, and innovative in approach. [0
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THE FUTURE OF AIR SERVICES LIBERALIZATION

By Alan P Larson, Under Secretary for Economic, Business, and Agricultural Affairs, U.S. Department of State

Liberalized aviation markets have meant lower fares, new
jobs, and increased investment income for nations throughout
the world, says Alan Larson, U.S. under secretary of state for
economic, business, and agricultural affairs.

Larson says the United States would like to build on existing
Open Skies agreements by pursuing multilateral aviation
accords with like-minded countries, and hopes to pursue new,
more stringent standards to protect the environment within
the International Civil Aviation Organization.

Aviation is one of this decade’s biggest economic success
stories. In the United States, the State Department,
working closely with the Department of Transportation
and other U.S. government agencies, has played a pivotal
role in that success. We have worked to open the skies
from the Netherlands to New Zealand, creating
opportunities for private sector ingenuity to develop new
markets for goods, services, and ideas across the globe.

THE CIRCULATORY SYSTEM OF THE
GLOBAL ECONOMY

Air transport has become the circulatory system of the
global economy. Consider the following facts:

o In a recent study, total economic activity related to
airline services was estimated at $976,000 million. Of
that figure, provision of services accounted for
approximately $318,000 million, use of services for
$529,000 million, and activity related to manufacturing
of goods for $126,000 million. Earnings (comprising
wages and salaries related to airline services) derived from
airline operations were $278,000 million. The industry
itself accounts for 10.9 million airline-related jobs,
including employees of the industry as well as those who
support the industry, such as hotel and travel service
employees.

o About 40 percent of U.S. export value now moves by
air.

These are just a few examples of the enormous impact of
the aviation sector on our economies. It is the reason

that efforts to liberalize the sector throughout the world
are so important.

OPEN SKIES AND THE LIBERALIZATION OF
AIR TRANSPORT

Two developments during the last decade have
contributed significantly to the growth of air transport
and its integration into the global economy. First was the
advent of Open Skies agreements. Since 1992, the State
Department has led negotiations resulting in 47 Open
Skies agreements in Europe, Asia, Latin America, the
Middle East, and Africa, 13 of which have been
negotiated in the past year alone. When one adds the
significantly liberalized markets of Japan, France, Canada,
and Mexico, approximately 60 percent of the U.S.
international aviation market now falls under either Open
Skies or modern, significantly liberalized arrangements.

An analysis prepared by the Department of
Transportation shows that Open Skies agreements have
lowered fares to consumers by approximately 14 percent,
compared to less than 3 percent on routes with non-
Open Skies countries. They have cleared the way for air
service to new cities around the world, creating jobs and
economic value far beyond the direct benefits of the
service.

Many countries have moved to take advantage of the
benefits to be offered under a significantly liberalized
regime and have signed similar agreements among
themselves. For example, in the Pacific, New Zealand has
signed liberal bilateral agreements with nine other
countries, while Australia has all-cargo bilateral
agreements with 10 other states. In Latin America, Chile
and Panama have both signed liberal bilateral agreements
with four different countries. In the Middle East, the
United Arab Emirates has liberalized arrangements with
at least three other countries, in addition to their Open
Skies agreement with the United States. In Asia,
Singapore, Brunei, and Taiwan all have liberalized
agreements with other states. In Africa, Uganda,
Ethiopia, and Kenya have moved to open their markets to
other parts of the world with liberal bilaterals. And
finally, in Europe, the European Community (EC) has a
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uniquely integrated aviation regime among member
states, in addition to the many individual liberalized
agreements with countries outside the EC.

SEAMLESS TRANSPORTATION NETWORKS
AND INTEGRATION
OF ELECTRONIC COMMERCE

The further liberalization of the air transport sector has
also generated a second major development in the 1990s:
the movement toward seamless global air transport
networks. To meet demand and improve efficiency,
airlines began to form alliances and unique marketing
arrangements such as code-share partnerships (whereby
one carrier shares the designator code of another to create
more convenient connections or ground handling
services) to create competing worldwide hub-and-spoke
systems. In fact, the number of international airline
alliances has virtually doubled since 1994, providing
consumers with a range of choices in transportation
services at considerably lower costs. These international
networks have the ability to provide seamless service to
hundreds of communities and to connect those
communities to the global marketplace in ways we could
scarcely imagine just a decade ago.

Just as air transport networks and airline alliances have
connected communities around the globe, on a much
broader scale the development and integration of
telecommunications, transportation, customs, and
delivery services in support of electronic commerce will
revolutionize the way we do business in the 21st century.
E-commerce has already become an integral part of basic
transportation infrastructure — from the delivery of
goods and services, to the sales and marketing of
transportation services. A report by the Gartner Group
states that businesses providing travel information,
reservations, and ticket sales online brought in $5,000
million in 1998 and will bring in more than $30,000
million by the end of 2001. Internet purchasing,
Internet check-in, automatic paging, and onboard
Internet access will also become standard features in air
travel.

The liberalization of transportation regimes, especially the
air transport sector, is a vital element in making
e-commerce work. Companies traditionally labeled as
“airlines” or “transportation companies” are beginning to
think of themselves as “information companies.”
Additionally, the enormous potential for cross-border
sales of physical goods online can only be fulfilled if the

infrastructure exists to order, ship, track, clear, and deliver
those goods to the customer’s door. In the United States,
President Clinton and Vice President Gore have laid out
an important policy framework for seizing the benefits of
e-commerce to support trans-sector integration. We are
actively exploring innovative concepts to integrate the
sectors, and are finding receptive audiences with policy-
makers around the world.

OUR AGENDA FOR LIBERALIZATION

The United States is moving forward on all fronts to
open new opportunities for the global aviation industry,
building on the successes of the past to meet the
challenges of the future. We have made considerable
progress already.

o Our efforts to liberalize the aviation regime began in
Europe. In partnership with the Netherlands, we began
forging the Open Skies path in 1992. As part of an
initiative announced by then U.S. Transportation
Secretary Federico Pefia in late 1994, we concluded Open
Skies agreements with nine other European partners in
1995: Luxembourg, Finland, Iceland, Austria,
Switzerland, Sweden, Norway, Denmark, and Belgium.
The landmark Open Skies agreement with Germany
followed in May 1996. Subsequent partners included the
Czech Republic, Romania, Italy, Portugal, and Turkey.
Today, nearly half of air traffic between the United States
and Europe moves under Open Skies arrangements.

o At the same time, we are pursuing the possibility of
muldilateral accords among like minded countries of the
Asia-Pacific Economic Cooperation (APEC), in the
Organization for Economic Cooperation and
Development (OECD) discussions for a multilateral
accord on all-cargo services, and in a dialogue with the
European Commission.

e In Asia, where six Open Skies agreements exist with the
United States, we hope to achieve bilateral liberalization
in other markets, including China, Hong Kong,
Thailand, and Vietnam. We want to build on the
important advances we reached with Japan in 1998. We
are taking an active role with a group of APEC members
on a possible multilateral agreement for air transport,
consistent with the principles set forth in our bilateral
Open Skies agreements. In order to achieve region-wide
economic integration by 2010 or even 2020, we must
begin to create the necessary transportation infrastructure
right now.



o In the Americas, we continue to work for Open Skies
arrangements wherever possible. We have an important
trans-border Open Skies agreement with Canada, and full
Open Skies with 12 countries in Central and South
America and the Caribbean. We will also continue to
talk with others, such as Brazil and Argentina, about the
mutual benefits of open aviation regimes.

o In the Middle East and Near East, Open Skies
agreements exist with Jordan, the United Arab Emirates,
Bahrain, Qatar, and Pakistan. We continue to encourage
Egypt and Israel to open wider transportation links to the
global economy. In addition, we have been discussing
Open Skies with a number of countries, including
Morocco and India.

e In Africa, we now have Open Skies arrangements with
Tanzania, Namibia, Burkina Faso, Ghana, The Gambia,
and Nigeria. Negotiations with Ethiopia and Kenya are
well advanced. It is very encouraging that so many
African nations are taking this essential step to connect
their economies to the worldwide marketplace, and we
hope to see a number of others follow the example set by
their neighbors.

SAFETY, SECURITY, AND THE ENVIRONMENT

In the context of all these initiatives are the important
tenets of safety, security, and protection of the
environment. They have always been, and always will be,
fundamental to the health of the aviation industry.

We must continue to pursue new, more stringent
standards to protect the environment within the
International Civil Aviation Organization (ICAO).
ICAO is the appropriate — indeed, the only — forum in
which to develop those standards. Under ICAO’s
stewardship, over the past 20 years the world’s leading air
carriers have achieved a 70 percent reduction in carbon
monoxide emissions, increased fuel efficiency by nearly
50 percent, and, since the first generation of jets was

introduced, reduced noise by 85 percent. We look
forward to the successful resolution of the more
challenging issues that are now on the table in the
Committee for Aviation Environmental Protection.

With the Department of Transportation and the Federal
Aviation Administration, we continue to join with other
governments to encourage uniform adherence to
international standards and thereby ensure the safety and
security of international civil aviation.

THE STATE DEPARTMENT’S COMMITMENT

Secretary Madeleine K. Albright and I are committed to
advancing the interests of U.S. passengers, airlines,
shippers, and workers in the global aviation marketplace.
We have worked hard to ensure that State Department
civil aviation negotiators are knowledgeable, accessible,
and tough, and that our embassies provide the support
that is critical to the resolution of “doing-business”
problems. We will remain vigilant in ensuring full
implementation of the rights we have negotiated. We are
proud of what we have accomplished together and look
forward to the challenges ahead.

I truly believe we are on the brink of significant advances
in global economic policy — advances and innovations
that have the potential to bring broad economic benefits
to an ever increasing number of people around the world.
Aviation is a vital, indeed indispensable, part of the global
economic integration trend. We will continue to be your
partner in ensuring that aviation remains the hub of the
global economy. [
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MARITIME SERVICES: STAYING COMPETITIVE IN A

GLOBAL MARKET

By Harold J. Creel Jr., Chairman, U.S. Federal Maritime Commission

The Federal Maritime Commission (FMC) is closely
monitoring the shipping practices of China and other
countries to make sure U.S. shipping interests are not
adversely affected, says Harold Creel Jr., chairman of the
Federal Maritime Commission. Creel reviews U.S. laws
related to international shipping and discusses major changes
in global shipping alliances thar have resulted, in part, from
the Ocean Shipping Reform Act of 1998.

Most of our major ocean trades face situations that
require all in the industry to develop new approaches or
adjust established plans in order to stay financially afloat.
The economic crisis in the Asian community has created
a tremendous trade imbalance that poses a host of issues
affecting ocean commerce in the transpacific. In the
North Atlantic, more and more carriers have entered the
trade, but the inbound and outbound segments are
approaching equilibrium. And North-South trades also

are affected by economic woes and trade imbalances.

To meet changing circumstances, the U.S. liner shipping
industry today, much like other industries, has moved
toward consolidation and concentration, often involving
mergers. And if not by outright mergers, many have
found it desirable to form alliances or other types of joint
ventures. Major ocean carriers, transportation
intermediaries, and even various exporters and importers
are finding it beneficial to combine in one form or
another to cut costs and increase chances for profitability.

As we face increasing globalization in the transportation
industry, those companies that continually seek to
maintain an edge or are planning long-term growth and
development must, out of necessity, establish effective
global relationships and global operations. Those that do
not will have to be satisfied with being niche players, or
in the worst case, not being players at all.

In the maritime industry, we are also witnessing a shift of
influence from the traditional conference system, which
focused on setting rates and seeking members” adherence
to trade-wide discussion agreements that involve broader
operational matters and are based on voluntary actions.

This shift brings with it a number of new competitive
and regulatory issues.

OCEAN SHIPPING REFORM

In November 1998, the U.S. Congress passed the Ocean
Shipping Reform Act of 1998 (OSRA). As we
implement OSRA, we must not ignore the above trends,
each of which, in its own right, has a major impact on
commercial operations. But now that OSRA is in effect,
how has it changed the landscape of ocean shipping?

From a general standpoint, OSRA has dramatically
changed the thinking and planning of all participants in
U.S. ocean commerce. OSRA has put the focus for
international trade where it belongs, on effective
partnerships, long-term relationships, reliability,
flexibility, and accountability. Previously, for example,
when a shipping line and an exporter sat down to
negotiate a service contract for the movement of goods,
they essentially talked about basic ocean service and
bottom-line rates. Of course, certain parties went further
than that, and some historical partnerships existed in all
trades. But the preponderance of deals, from what I can
tell, boiled down to whats the best rate I can get for the
volume of cargo I am promising you. OSRA changes all
that. Now shippers and carriers can tailor their deals to
their specific needs and mutual benefits without
disclosing all of the details of those deals to others.

In addition to shippers and carriers becoming better
attuned to each other’s needs and advantages, OSRA is
increasing the efficiency of ocean transportation. OSRA
has convinced all in the industry that achieving success in
the 21st century will require a concerted corporate effort
to identify means of maximizing efficiencies down the
road and not being so influenced by doing whatever it
takes to increase short-term profit levels. Now that the
new law is in effect, a good dose of uncertainty has been
removed from the equation, and long-term planning can
be accomplished from a more informed and definite
basis.

I think almost everyone expected that OSRA’s pro-
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competitive changes would result in the weakening of the
traditional rate-setting carrier conference. However, I
don’t think anyone expected the decline of the conference
system to occur so rapidly. In 1997, we had 32
conference agreements filed with the Federal Maritime
Commission. Today we have only 22, with only one
conference still operating in the major East-West trades.

The FMC has embarked on a comprehensive study of
OSRA to be issued in 2001. Our interim report, issued
June 22, 2000, shows that since OSRA’s implementation,
service contracts are up sharply. Also, for the first time,
OSRA permits ocean carriers to enter into service
contracts that include not only U.S. trades but also
foreign-to-foreign trades. Only 3 percent of the contracts
surveyed fell into the category of “global,” and these
generally included carriage between Mexico or Canada
and other foreign countries. There was only one truly
global contract. This may be more a function of the
newness of OSRA. As carriers and shippers develop more
individual, customized contractual relationships, we
expect to see more global contracts. In fact, for some
major shippers, the ability of an ocean carrier to provide
global service may be more important than the cost of
such service.

Under OSRA , carriers and shippers can agree to keep
their deals confidential from their competitors.
Moreover, conferences cannot restrict or prohibit their
members from entering into service contracts on their
own. Although ocean carriers have retained the right to
obtain antitrust immunity for certain activities, it appears
that, in many trades, rate-setting conferences are
becoming a thing of the past, replaced by discussion
agreements.

INTERNATIONAL MARITIME COMPETITION

There remain concerns about the nature of competition
in the international maritime industry and, in particular,
the measures that some countries feel are necessary to
protect or enhance their own maritime industries. Before
discussing the FMC’s tools to address unfair or
discriminatory practices of foreign governments, there is
one noteworthy development that may affect how the
FMC approaches foreign shipping restrictions in the
future. This is the recent acquisition by foreign
companies of several traditional U.S. carriers. American
President Lines was recently purchased by Neptune
Orient Lines, Sea-Land Service by Maersk, and certain of
Crowley’s operations by Hamburg-Sud. Nonetheless, the

maintenance of a strong U.S.-flag fleet continues to be a
top priority for national security and defense purposes,
and maintaining free and open shipping markets remain
critical for U.S. trade.

The FMC has the authority to address restrictive or
unfair foreign shipping practices under section 19 of the
Merchant Marine Act, 1920; the Foreign Shipping
Practices Act of 1988, or FSPA; and the Controlled
Carrier Act of 1978. Section 19 empowers the FMC to
make rules or regulations to address conditions
unfavorable to shipping in our foreign trades. The FSPA
allows the Commission to address adverse conditions
affecting U.S. carriers in our foreign trades that do not
exist for foreign carriers in the United States. And under
the Controlled Carrier Act, the FMC can review the rates
of foreign-government-controlled carriers to ensure that
they are not below a level that is just and reasonable.

Most U.S.-flag container ships are now used in services
operated by large foreign-owned carriers. This will
obviously impact the way that the Commission analyzes
foreign shipping restrictions in the future, but the
Commission’s role will continue to be an important one.

ADDRESSING UNFAIR AND
DISCRIMINATORY PRACTICES

Under section 19, the Commission is charged with
protecting the interests of U.S. shipping generally — not
just the U.S.-flag fleet. The term “shipping” covers a
wide range of U.S. interests including the U.S.-flag fleet,
U.S. importers and exporters, and other U.S. companies
involved in trade, including non-vessel-operating
common carriers (NVOCCs) and ocean freight
forwarders. In the future, when looking at foreign
practices under section 19, we will carefully identify and
weigh the U.S. interests involved.

Shipping disputes will become increasingly complex in
the future because of the transnational impact of shipping
practices. For example, a particular Asian restriction
might impact U.S.-flag vessels, European-owned carriers,
and shippers from around the globe.

In August 1998, the FMC began investigating whether
the laws, rules, or policies of China might adversely
impact U.S. shipping and warrant action under section
19 or the FSPA. The responses indicated that Chinese
laws and regulations had discriminated against and
disadvantaged U.S. carriers and other non-Chinese
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shipping lines. For example, non-Chinese carriers are
barred from opening wholly-owned companies or branch
offices in China in areas where the carriers’ vessels do not
make monthly calls; they are barred from performing a
number of vessel agency services for themselves; there are
restrictions on their freight forwarding services; they must
obtain governmental permission before beginning or
changing vessel services. Also, proposed rules under
consideration could result in the disclosure of confidential
service contract terms and further restrict non-Chinese
carriers’ ability to offer multimodal transport services in
China. The FMC will continue to assess this situation
and will take appropriate action as necessary.

Recent action by Brazil also raised serious concerns with
the Commission. A Brazilian law appeared to provide
unfair tax and duty exemptions to vessels enrolled in its
second register, and, in late 1998, U.S. ocean carriers
were denied access to Brazilian government-reserved
cargoes and subject to discriminatory duties. The FMC
signaled that it was preparing to take action.
Subsequently, as a result of favorable maritime
consultations between the United States and Brazil, Brazil

agreed to take corrective action to address the
Commission’s concerns.

Under the Controlled Carrier Act, the FMC can review
the rates of government-owned or -controlled companies
to ensure that they are just and reasonable and are not
used in a predatory manner. OSRA recently enhanced
this provision by removing the loophole that allowed
these carriers to flag out and avoid FMC scrutiny. OSRA

also expanded coverage of the Controlled Carrier Act to
the bilateral trades. O
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ESTABLISHING INDEPENDENT INVESTIGATION
AGENCIES: A GLOBAL CHALLENGE

By James Hall, Chairman, U.S. National Transportation Safety Board

As our transportation systems become increasingly integrated,
it is important for countries that have not already done so to
establish independent accident investigation agencies to
preserve public confidence in those transportation systems and
to ensure that the proper lessons are learned from
transportation-related accidents and incidents, according ro
James Hall, chairman of the National Transportation Safety
Board.

In this article, Hall examines the issues involved with
transportation safety and irs impact on international
transportation systems.

Improving global transportation safety is a difficult task
with numerous challenges and opportunities. As our
transportation systems become increasingly integrated, it
is increasingly more important for countries that have not
already done so to establish independent accident
investigation agencies to preserve public confidence in
those transportation systems and to ensure that the
proper lessons are learned from transportation-related
accidents and incidents.

Whenever a serious accident occurs anywhere in the
world, the 24-hour news media instantaneously transmit
pictures and word of the tragedy to millions around the
globe. The general public, the victims' families, and
government officials all want to know what caused the
accident as soon as possible, and they want to be assured
that steps will be taken to prevent similar accidents.
Only truly independent investigations can get to the root
causes and determine the appropriate remedies to avoid
similar future tragedies.

THE NTSB ROLE

The U.S. National Transportation Safety Board (NTSB)
supports development of independent and multimodal
safety boards worldwide. Independent accident
investigative bodies are a necessity, not a luxury. No
governmental or industrial entity should be expected to
investigate or oversee itself — that process cannot and
does not work. For that reason, I have long advocated

that all countries should have an investigative
organization separate from other governmental agencies
that oversee the regulation and operation of the transport
system.

The NTSB was created in 1967 and has established a
worldwide reputation for impartiality and objectivity in
determining accident causes and developing
recommendations to address safety deficiencies.
Independent accident investigation boards now exist in
several countries, but in too many nations investigations
are still conducted by the same government inspectors
who draft regulations and ensure compliance. In other
countries, a temporary committee may be formed,
chaired by a judge or other non-transport official, for the
purpose of investigating an accident. Each has the
potential to create unavoidable conflicts of interest.

Because of the competing pressures of safety, economics,
government, and societal responsibilities, independent
investigative agencies can serve as safety advocates for
society to ensure objective and impartial investigations as
well as government and industry accountability.

THE NEED FOR INTERNATIONAL
COOPERATION

Independent aviation investigative agencies are being
mandated in the European Community. But the NTSB
and the International Transportation Safety Association, a
small but growing group of independent accident
investigation boards worldwide, support multimodal
boards that will investigate accidents in all modes of
transportation similar to the NTSB, the Transportation
Safety Board of Canada, and the new Dutch Transport
Safety Board.

Additionally, with the continued globalization of our
transport systems, accident investigators cannot work in
isolation. It is clear that we all must do a better job of
sharing accident investigation facts, safety lessons learned,
and potential remedies. There must be a cooperative
system for sharing factual, timely information.
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No matter where in the world they occur, the causes and
contributing factors of transportation-related accidents
are strikingly similar. In the summer of 1996, NTSB
investigators examined an American Airlines MD-11
passenger jet that experienced an in-flight upset over
Rhode Island, injuring two flight attendants and a
passenger. A year later, Japanese investigators looked into
an incident involving a Japan Airlines MD-11 that
experienced abrupt pitch oscillations while on a flight
from Hong Kong to Tokyo. Both the NTSB and Japan’s
Aircraft Accident Investigation Commission separately
issued similar recommendations to the U.S. Federal
Aviation Administration, calling for better pilot simulator
training, modifications to autopilot systems on transport
category aircraft, and revisions to flight manuals.

Although aviation is the transportation mode most
associated with international cooperative efforts, accident
data can and should be shared by all countries in all
modes. Then we will not have to re-learn lessons already
learned somewhere else in the world. Only then will we
be adequately protecting our citizens.

PUTTING CHILD SAFETY FIRST

I believe there is one specific area that we all need to
focus more attention on if we are to improve the safety of
our respective citizenry — especially our youngest and
most vulnerable. I spend much of my time as chairman
listening to the concerns of transportation accident
survivors and the families of victims. Many of my
conversations are with parents who have lost a child in a
traffic accident. They all tell me how frustrated they are
at how difficult it is to ensure their children’s safety when
they are traveling by automobile.

Those discussions made it clear to me that the United
States was not doing enough to protect our children from
death and injuries in transport accidents. As a result, in
1999, I made child passenger safety in the United States
my top priority at the NTSB. But I believe it needs to be
everyone’s first priority. There should be one level of
safety for every child in every country of the world —
especially on our highways. Traffic crashes claim more
lives than any other transport mode in every nation.

The statistics here in the United States provide just one
grim example:

e More than 90,000 children, infants to teenagers, were
killed in the 1990s in motor vehicle crashes, and more

than 9 million children were injured.

e More than 16,500 children under age 10 died in motor
vehicle crashes, averaging 33 children each week.

e More than 57,500 children between ages 15 and 20
died in traffic crashes, more than 110 each week.

e Six out of 10 children who died were not using seat
belts or other restraints.

o The vast majority of children under age eight who are
“buckled up” are improperly restrained.

Every country should have zero tolerance for unbuckled
children and should require children to be buckled up in
restraints appropriate for their age, size, and weight.
Research by the NTSB and other organizations has
shown that too many small children, especially those
under the age of eight, use seat belts that are designed for
adults and that, therefore, do not provide adequate
protection for youngsters.

To help parents in the United States, the NTSB has urged
federal and state governments and the automobile and
child restraint manufacturers to establish permanent
fitting stations, like those in Australia. At these stations,
trained technicians inspect child safety seats to ensure
that they properly fit the child based on the child’s age
and size, that the child is properly buckled into the seat,
and that the seat is properly secured in the automobile.
Surveys in the United States show that although 96
percent of parents think their child safety seats are
installed correctly, four out of five are not. I have also
called upon our automobile manufacturers to design their
vehicles with children in mind.

We are making progress. Several U.S. states and a
number of automobile companies are establishing fitting
stations across the nation. We have more work to do.
But I hope that other nations will take the lessons we
have learned and work toward making their highways
safer for their children as well.

TOWARD A SAFER WORLD

However, we should not stop there. We need to put
children first in every mode of transportation. We need
to design aircraft seats with integrated child seats or make
them compatible with universal child safety seats. And
we need rules that require our smallest children to be
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propetly secured during takeoff and landing, and during
turbulence. Similarly, no child should be allowed in a
recreational boat or on a personal watercraft without a
personal flotation device. These are only a few of the
measures that can be taken in every country to put our
children’s safety at the forefront. If we all put children
first, in the end we will all be safer.

During my meetings with aviation accident survivors and
victims' families, I also heard horror stories about the
indifferent, often callous, treatment they received from
airlines and government authorities. The U.S. Congress
and the president heard the same stories. As a result, they
gave the NTSB the responsibility for coordinating the
family assistance effort following accidents to ensure that
families are treated the way we would want our families
to be treated in such tragic circumstances.

Actions by airlines and government entities, both here
and abroad, following aviation accidents have shown that
we are all learning from one another’s experiences. And
we are all working to make an unbearable situation a little
easier for families to endure.

In summary, there are actions governments around the
world can take to improve transportation safety for all of
us. One of America’s founding fathers, Thomas Jefferson,
said: “The care of human life and happiness is the first
and only legitimate object of good government.” He was
right —not only for the government of the United States
— but for every nation in the world. Government has
no greater role than to ensure the safety of its citizens. [
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THE GLOBAL SPAN OF RAIL TRANSPORTATION

By Jolene Molitoris, Administrator, Federal Railroad Administration, U.S. Department of Transportation

Modern rail technology holds promise that railroads will
deliver even more value in future years, as users of
transportation worldwide demand ever more speed,
reliability, capacity, and efficiency, according to Federal
Railroad Administrator Jolene Molitoris. In this article, she
examines new rail systems, best practices, and linkages to
international air travel and international intermodal freight.

Railroads already enjoy an intercontinental reach, even
though they stop at the oceans’ edges. They represent
important components of the global intermodal
transportation system. They efficiently move huge
quantities of goods and large numbers of passengers, and
they serve to complement connecting water, land, and
air-based modes. Moreover, modern rail technology
holds promise that railroads will deliver even more value
in future years, as users of transportation worldwide
demand ever more speed, reliability, capacity, and
efficiency.

The railroad industry evolved during the 19th century
almost exclusively from private companies that
consolidated or merged over a period of time. In most
countries, the railroads were eventually taken over by
national or local governments and treated as public
utilities. An important exception has been the United
States, where all but a few small rail freight carriers
remain in the private sector, while passenger carriers are
public entities heavily subsidized by their sponsor
national governments. In the last 20 years, most nations
have taken steps either to privatize their national systems
or to put them on a commercial basis and allow
competition among private railroad operating companies
running on publicly owned lines.

The rapid growth of world trade has made movement of
freight, particularly intermodal freight, by rail increasingly
attractive because of the longer hauls involved in
international movement and the cost advantage that
railroads have over trucks for these longer hauls.
Meanwhile, on the passenger side, with the impressive
growth of international air travel, the simultaneous
increase in road congestion, and the increasing availability
of high-speed rail service, railroads, local and intercity,

have become more important as collectors and
distributors of intercontinental air trips. At the same
time, high-speed rail is seen as a possible substitute for
short-haul air movements, thereby freeing airport capacity
for intercontinental or other long-haul flights.

RAILROADS AND INTERNATIONAL
INTERMODAL FREIGHT

Railroads are increasingly forming commercial alliances
with maritime companies and truckers to provide their
customers with the most economical combination of
modes. Independent freight forwarders provide the same
function by brokering a combination of transportation
services, some of it through e-commerce channels. In the
United States, for example, intermodal traffic is now
second only to coal, and container traffic is a very fast-
growing segment of the railroad freight business. The
development of double-stack equipment over the last 20
years has given an added boost to the attractiveness of
container movement by rail. The economic advantage of
using a two-person locomotive crew and only a few
powerful locomotive units to haul 200 containers from
the port of Long Beach in California to the city of
Chicago, Illinois, some 2,000 miles away, versus, for
example, 100 truck drivers and trucks hauling 100
double trailers, is undeniable. This is why the major
long-haul trucking companies in the United States are
delivering their trailers or containers to railroads and
using their trucks for pickup and delivery.

Cross-border movement of containers in North America
and Europe has received added impetus from the North
American Free Trade Agreement (NAFTA) and the
European Union (EU). In Europe, EU members are
seeking to harmonize their railroad standards to facilitate
the movement of these containers by rail.

Governments are also recognizing the public benefits of
safety and environmental enhancement associated with
promoting container movement as an alternative to
trucking. The EU is assisting in the development of the
Betuwe Line, a new railroad between Rotterdam and the
German border. The Clinton administration is assisting
in the development of the Alameda Corridor, a segment
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of grade-separated railroad connecting the port of Long
Beach with inland rail yards and beyond.

RAILROADS AND
INTERNATIONAL AIR TRAVEL

Intercontinental trips are among the fastest growing
segments of air travel, in parallel with the growth of
discretionary income and world trade. Getting to and
from large airports in congested highway traffic is
becoming a problem that may constrain the growth of
international aviation and world trade in the future.
Airport sponsors are turning to rail service as a solution.

Recently built major airports in Asian cities such as
Osaka and Hong Kong have a new rail link as part of the
complex. In Europe, a number of existing airports have
been linked to the main urban centers they serve by rail,
and the use of rail access by passengers exceeds 30 percent
at Oslo, Geneva, Munich, and Zurich, and 25 percent at
London (Heathrow), Frankfurt, and Amsterdam. In
some cases such as Paris, Lyon, and Frankfurt, rail
linkages are available not only to local rail lines but also
to intercity lines, sometimes high-speed lines, serving
other cities.

In the United States, where airports are more ubiquitous
than in Europe or Asia, the use of rail — and even public
transportation in general — for access is much less
common, even though some type of rail access is available
at 13 airports. Washington’s Reagan National Airport has
the highest use of rail by far, at 13 percent. However,
because of foreseeable congestion, airport and transit
authorities are continuing to plan and build rail links,
including those under way in San Francisco and Newark,
New Jersey, with another planned for Providence, Rhode
Island.

HIGH-SPEED RAIL

High-speed rail lines such as the Train 4 Grande Vitesse
(TGV) in France, the InterCity Express (ICE) in
Germany, and the Acela service in the northeastern
United States are already connected to large airports, but
there is another way in which high-speed trains can
facilitate international travel — through the substitution
of rail trips for air trips, even when rail does not serve an
airport. In Europe, rail travel is already the mode of
choice for many international trips, and high-speed lines
have allowed rail to retain or increase its market share in
certain city pairs even as air travel increases elsewhere.

Perhaps the best examples are the Eurostar services
linking Paris, Brussels, and London.

High-speed rail can also facilitate international travel even
when serving city pairs entirely within a nation’s
boundaries, by attracting trips that would otherwise use
air, thereby freeing airport capacity to accommodate more
international flights. This is particularly applicable to
North America, where the opportunities to serve
international trips by rail are scarce. A recent study by
the U.S. Federal Railroad Administration found that the
major source of non-rail-user benefits of building high-
speed rail systems in intercity corridors would be
actributable to decreased congestion at airports.

NEW DEVELOPMENTS

Fortunately, new developments in operations and
communications technology offer the opportunity to
expand the capacity of the rail system even more,
allowing railroads to carry more freight on the existing
right-of-way. Several complementary efforts are already
under way, in both the private and public sectors.
Advanced train control systems, which allow more trains
to use the same track, effectively increase the capacity of
existing rail lines without the need to build additional
lines. Under the Clinton administration, the U.S.
Department of Transportation (DOT) and the railroad
industry are working to develop Intelligent Railroad
Systems to incorporate the newest digital
communications technologies into Positive Train Control
(PTC), braking systems, grade crossings, and defect

detection.

PTC consists of integrated command, control,
communications, and information systems for controlling
train movements with safety, precision, and efficiency.
PTC systems bring together digital data link
communications networks, continuous and accurate
positioning systems such as the Nationwide Differential
Global Positioning System, on-board computers on
locomotives and maintenance-of-way equipment, in-cab
displays, throttle-brake interfaces on locomotives, wayside
interface units at switches and wayside detectors, and
control center computers and displays.

These new communications-based train control systems
are also a key to making the railroad system safer. PTC
systems will significantly reduce the probability of
collisions between trains, casualties to roadway workers,
damage to equipment, and over-speed accidents.

20



Electronic sensors and transmission systems will help
railroads achieve the long sought-after goal of advance
detection of hazardous conditions in equipment and
track. Electronic sensors on or alongside tracks and on
locomotives and freight cars will identify track and
equipment problems and transmit the information to
train and maintenance crews and control centers, to stop
or slow a train if necessary, and to initiate repairs.

New technologies to prevent crashes at rail-highway grade
crossings, such as four-quadrant gates, photo
enforcement, and roadway medians, also improve railroad
service and service reliability. Intelligent grade crossings
with sensors will send information about trains to
highway traffic control centers and to motorists through
roadside traffic information signs.

Technology also offers the means to improve the flow of
information among railroads, and between railroads and
shippers, improving efficiency and allowing more
productive use of resources. Electronic commerce, the
general term for this emerging technology, can take many
forms. For example, most major railroads now maintain
Internet sites where shippers can obtain rate and routing
information and track individual shipments. The
Internet is also used by railroads to sell used equipment
by auction to other railroads. At least one major U.S.
railroad, as well as several “third-party” firms, are
exploring ways to provide both online filling of shippers’
orders and guaranteed payment to freight transportation
providers. In the future, railroads will be able to
determine traffic lanes with excess capacity at particular
times and auction off this capacity via the Internet.
Shippers will be able to take advantage of low rates for
off-peak service, reducing both production costs and the
delivered price of goods.

Government must also do its part to facilitate foreign
trade. The customs clearance process must be made
faster, without compromising national interest. Here
again, technological advances hold the key to more
efficient operations. To improve clearance time for all
transport modes at U.S. borders, the Clinton
administration has launched the International Trade Data
System (ITDS) to automate reporting of international
trade and transportation transactions. ITDS is being
developed by the U.S. Customs Service under the
direction of an inter-agency board of directors, including
DOT. The initative is designed to build and implement
an efficient, cost-effective, automated system to report
more complete and accurate information on rail

shipments, equipment, and immigration information
about crew members to the governments of both
exporting and importing countries in advance of arrival
or departure at the border.

ITDS will be the front end to the overall modernization
effort to update the U.S. Customs Service’s electronic
filing systems. The new system will provide government
inspectors with more accurate and timely information to
improve their decisions on admissibility and compliance,
as well as provide better statistical information to track
long-term trends. The first test of the new system will be
a series of pilot tests on the U.S. and Canadian border in
early 2001. A pilot for motor carrier traffic will be
initiated first in Buffalo, New York, followed by rail pilots
on the U.S.-Canadian border. Laredo, Texas, is likely to
follow as the first U.S.-Mexican border pilot.

PROSPECTS FOR THE FUTURE

Rail transportation will become an increasingly important
factor in global trade if only because of road and air
congestion in the future. But how are developments in
the rail industry itself likely to either accelerate or slow
this trend?

In the United States, freight railroads have seen
remarkable increases in productivity through incremental
improvements in technology, higher-capacity equipment,
and consolidation of manufacturing plants through
mergers, all leading to the need for fewer workers.
Further improvements are likely to come through both
physical and institutional improvements in the
interchanges between rail and maritime and road
transportation. In the rest of the world, there is still
considerable opportunity for the kind of freight railroad
productivity improvement we have seen in the United
States, and efforts are under way through at least partial
privatization to allow these to occur.

In the passenger sector, productivity improvement has
been slower in the United States, while in Europe and
Japan, the advent of high-speed rail has led to profit-
making opportunities in an otherwise unprofitable sector.
The Department of Transportation under the Clinton
administration is encouraging the development of new
high-speed rail projects in addition to the Acela services
being introduced on the “Northeast Corridor,” primarily
through the incremental improvement of existing rail
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lines. A possible technological breakthrough could come
through 300 mile-per-hour magnetic levitation (maglev)
trains.

In Germany the technology is ready for implementation,
and in Japan an alternative form of maglev technology is
likely to be ready in about five years. The United States
and Germany are engaged in separate efforts to pick a site
in which to implement a short maglev demonstration

project in each of the