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4.4 Management of Bilaterals

The management of bilateral air service agreements (bilaterals) is a crucial aspect of international aviation relations.
Bilaterals are treaties between two countries that establish the framework under which airlines from each country can
operate international services between them. In India, the Directorate General of Civil Aviation (DGCA) and the
Ministry of Civil Aviation (MoCA) oversee the management and negotiation of these agreements.

Key Aspects of Bilateral Air Service Agreements
1. Purpose of Bilateral Agreements:

o Access and Connectivity: Bilaterals define which routes airlines can operate, the frequency of flights,
the airports they can serve, and any traffic rights such as fifth freedom rights.

o Regulatory Control: These agreements enable governments to regulate which airlines have access to
their country's airspace and under what conditions, often to ensure safety and security.

o Economic Impact: Bilaterals influence trade, tourism, and economic relations between the two
countries by enhancing connectivity and opening up new travel and business opportunities.

Management and Negotiation Process
1. Assessment of Demand and Market Potential

e The DGCA and MoCA assess market demand for flights to and from various countries. This involves
analyzing passenger traffic, trade volumes, tourism, and overall bilateral relations.

e Consultations with Stakeholders: The government consults with Indian airlines, airports, tourism authorities,
and other stakeholders to understand market needs and identify countries with high potential for expanded air
services.

2. Negotiation Framework

o Delegation and Authority: Bilateral negotiations are typically conducted by a team from the MoCA and
DGCA, with technical and legal experts involved to address specific issues.

e Scope of Agreement: Key elements are negotiated, including:
o Route Rights: Designated routes on which airlines from both countries can operate.
o Frequency of Flights: The number of weekly flights allowed for each side.

o Fifth Freedom Rights: Permission for an airline to carry passengers between two foreign countries
during flights originating or ending in its own country.

o Capacity Sharing: Agreements on the capacity to be shared by airlines of both nations, which may
include seat or tonnage capacity.

3. Traffic Rights and Freedoms of the Air
 Bilaterals usually specify freedoms of the air rights, such as:

o Third and Fourth Freedoms: Rights to carry passengers between the two countries involved in the
bilateral agreement.

o Fifth Freedom: Rights for airlines to pick up and drop off passengers in a third country en route.

o Balancing Rights: The MoCA and DGCA aim to balance traffic rights, ensuring that Indian carriers have fair
access while also negotiating for reciprocal rights for foreign carriers.
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4. Fair Competition and Regulation

Fair Competition Clauses: Bilaterals often include provisions on competition to prevent one country's airlines
from unfairly dominating routes or routes being overserved, which can lead to issues such as dumping.

Safety and Security Compliance: Both countries must agree to uphold certain safety and security standards,
often in line with International Civil Aviation Organization (ICAQ) standards.

Ownership and Control: Typically, only airlines that are substantially owned and effectively controlled by
nationals of one of the parties can benefit from the agreement.

5. Finalizing and Implementing Agreements

Once terms are agreed upon, the bilateral air service agreement is signed by representatives of both
governments. It may also be subject to approval by each country's respective regulatory bodies.

Publication and Communication: The terms of the bilateral agreement are communicated to relevant
stakeholders, including airlines, airports, and tourism bodies, to inform them of new opportunities or
restrictions.

6. Monitoring and Compliance

Monitoring: The DGCA monitors airline compliance with the terms of bilateral agreements, such as frequency
limits and traffic rights. Any deviations or violations are addressed in coordination with the foreign country’s
aviation authority.

Market Surveillance: The DGCA and MoCA continuously monitor market demand and the utilization of
existing bilaterals, making adjustments as necessary.

Performance and Utilization Review: Regular reviews are conducted to assess whether existing bilaterals are
being fully utilized or if any changes are needed to optimize market access.

7. Review and Renegotiation

Periodic Review: Bilateral agreements are often reviewed periodically to ensure that they continue to meet
market needs and align with each country’s aviation policy goals.

Adjustment and Expansion: If market demand increases, the MoCA and DGCA may initiate renegotiation to
expand flight frequencies, add new routes, or modify other terms.

Addressing Challenges: Sometimes, issues arise, such as unequal utilization of rights by airlines of both
countries. In such cases, the DGCA and MoCA may discuss amendments or adjustments to ensure a balanced
and fair agreement.

Strategic Objectives in Bilateral Management

Promoting Indian Aviation Interests: By negotiating favorable terms, the DGCA and MoCA seek to promote
the growth and competitiveness of Indian carriers in international markets.

Enhancing Connectivity: Expanding air service agreements aligns with India’s goals to boost tourism,
facilitate business travel, and foster stronger international economic ties.

Ensuring Reciprocity: India ensures that its airlines receive equitable access and rights in foreign markets to
support a level playing field for competition.

By following these steps, the DGCA and MoCA help foster a balanced international aviation environment, encouraging
the growth of the aviation industry while supporting the broader economic and strategic interests of India.

OAE351 AVIATION MANAGEMENT



ROHINI COLLEGE OF ENGINEERING & TECHNOLOGY

Economic regulations

Economic regulations in aviation are policies and rules established by governments and regulatory bodies to oversee
the financial and commercial activities within the industry. These regulations are essential for maintaining a fair and
competitive environment, ensuring consumer protection, and promoting sustainable economic growth in the aviation
sector. In India, the Directorate General of Civil Aviation (DGCA), Ministry of Civil Aviation (MoCA), and other
regulatory agencies, like the Airports Economic Regulatory Authority (AERA), play significant roles in economic
regulation.

Key Aspects of Economic Regulation in Aviation

1. Fare Regulation

Tariff Monitoring: Regulators monitor the pricing of airline tickets to ensure they are within acceptable limits.
Although airfares are typically deregulated, authorities may intervene if they observe predatory pricing or
exorbitant price hikes.

Caps on Airfares: In some cases, as with the COVID-19 pandemic, the DGCA implemented fare bands to
control the minimum and maximum ticket prices on domestic flights. This is intended to protect consumers
from extreme price fluctuations and prevent predatory pricing practices.

Transparency in Pricing: Regulations mandate airlines to disclose all additional charges (such as taxes,
baggage fees, and service fees) upfront, ensuring passengers are aware of the total cost of travel.

2. Competition and Anti-Trust Regulation

Market Entry and Exit: Economic regulations govern the entry of new airlines and the exit of existing ones,
ensuring that market competition is not compromised. This includes ensuring new entrants have the necessary
financial and operational capacity to provide safe and reliable services.

Anti-Competitive Practices: Authorities regulate against anti-competitive practices like price-fixing,
monopolistic behavior, and collusion among airlines. This protects smaller carriers and fosters fair competition
in the market.

Mergers and Acquisitions: When airlines propose mergers or acquisitions, regulators review these transactions
to ensure they do not create monopolies or reduce competition. AERA and MoCA assess how such moves may
affect the market and consumers.

3. Airport Charges and Regulation by AERA

Pricing of Airport Services: AERA regulates tariffs, fees, and other charges levied by airports for various
services, such as landing fees, parking charges, and terminal fees. This helps prevent airports from overcharging
airlines and passengers.

Public Consultation: AERA often conducts public consultations when setting or revising airport tariffs,
allowing airlines, airport operators, and passengers to provide feedback and ensure fair pricing.

Monitoring Airport Concessions: Economic regulations extend to retail, parking, and other concessionaire
activities within airports. AERA regulates these to ensure fair pricing for services such as parking, food and
beverage outlets, and duty-free shops.

4. Consumer Protection

Passenger Rights and Compensation: Regulations ensure that passengers have rights, such as compensation
for denied boarding, cancellations, delays, and lost baggage. These rules protect consumers and promote fair
treatment.
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e Dispute Resolution: Many countries, including India, have established processes for resolving disputes
between passengers and airlines. This ensures that passengers have recourse if they experience unfair treatment
or service failures.

e Accessibility and Non-Discrimination: Economic regulations often mandate that airlines and airports provide
accessible facilities for persons with disabilities, ensuring all passengers can travel with dignity.

5. Route Allocation and Slot Regulation

e Route Distributions: Economic regulations influence the distribution of routes among airlines, particularly for
international routes that fall under bilateral air service agreements. This ensures that national carriers have
fair access to lucrative routes and that foreign carriers do not dominate the market.

o Slot Allocation: DGCA regulates slot allocations at congested airports, giving airlines specific takeoff and
landing times. This prevents overcrowding at airports and ensures efficient operations while promoting fair
competition among airlines.

6. Fuel Pricing and Taxes

e Aviation Fuel Taxes: Economic regulations affect the pricing of aviation fuel, which is a significant cost
component for airlines. Taxes and duties on aviation fuel vary, often depending on whether the fuel is used for
domestic or international flights.

e Fuel Surcharges: Airlines may apply fuel surcharges to offset fluctuations in fuel prices. Regulatory bodies
monitor these surcharges to prevent abuse, especially during periods of high fuel prices.

7. Financial Oversight and Licensing Requirements

o Financial Fitness: The DGCA requires airlines to meet specific financial standards to obtain and maintain an
operating license. This includes assessing an airline’s financial stability to ensure it can operate sustainably and
meet its obligations.

e Revenue Sharing Models: For some international flights and specific routes, economic regulations determine
the revenue-sharing model between airlines, especially in code-share agreements or other partnerships.

e Consumer Deposits and Refund Policies: Regulations mandate airlines to maintain sufficient funds for
passenger deposits and enforce timely refund policies, protecting consumers in case of flight cancellations or
delays.

8. Infrastructure Investment and Development

o Public-Private Partnerships (PPP): Economic regulations provide a framework for PPPs in airport
infrastructure, enabling private investment in airport construction, expansion, and management.

o Incentives for Regional Connectivity: The government’s Regional Connectivity Scheme (RCS) or UDAN
(Ude Desh ka Aam Nagrik) incentivizes airlines to operate flights on underserved or unserved routes, often by
providing financial support, reduced taxes, or subsidies.

e Airport Development Fees (ADF): Regulatory bodies may permit airports to levy ADFs on passengers, which
are used to fund airport infrastructure projects. AERA monitors these fees to ensure they are used appropriately
and do not burden passengers excessively.

9. Environmental and Sustainability Regulations

e Carbon Emissions and Sustainability Goals: Economic regulations may include environmental standards,
such as limits on carbon emissions and noise pollution. Airlines and airports are often encouraged to invest in

sustainable practices, such as using more fuel-efficient aircraft and adopting renewable energy sources.
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o Carbon Offsetting Programs: Some countries require airlines to participate in carbon offset programs or
contribute to environmental sustainability initiatives. This aligns with global standards and initiatives by ICAO
and other international bodies.

Strategic Objectives of Economic Regulation
The ultimate goals of economic regulation in aviation are to:

o Ensure Consumer Protection: Safeguarding passengers from unfair pricing practices, poor service, and other
potential issues.

o Promote Fair Competition: Encouraging a competitive market that benefits consumers, supports innovation,
and ensures efficient use of resources.

e Support Industry Growth: Providing a stable regulatory environment that encourages investment in aviation
infrastructure and the expansion of services.

o Ensure Financial and Operational Viability: Ensuring airlines and airports operate sustainably, benefiting
both the aviation industry and the broader economy.

o Enhance Connectivity: Supporting policies that expand domestic and international connectivity, facilitating
trade, tourism, and economic development.

By enforcing these economic regulations, aviation authorities help maintain a healthy, competitive, and sustainable
aviation industry that serves the needs of passengers, airlines, and the overall economy.
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