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SUMMARY OF ARGUMENT

This case challenges the Department of Transportation to take concrete action to
acknowledge the reality of the new global economy and to advancetheinterestsof theU.S. in
that new environment. With its power to award access to one of the world's most important
markets of the 21% century, the Department can make a bold choice -- one that will give
substanceto the rhetoric of globalization, and underscoretheleadership role of the United States

in the high-efficiency, high-technology world of international commerce in the new century.

Thiscase, in short, challengesthe Department to allocate its one new Chinadesignation
to an air carrier that will most clearly advance these key objectives, while also promoting
traditional and important goals of economic development for all affected elements of the
economy, and competition to benefit American consumers. So conceived, thechoiceof anair
express carrier -- United Parcel Service-- for the new designation to Chinais by no means a

difficult one.

Put aside therhetoricinthisdocket about favoring " people over packages' or "trade over
tourism," or the usual sniping over the precision of traffic forecasts. The big issues for the
Department are the same as ever -- which applicant best servesthe needsof U.S. consumersand
shippers, which is the strongest new competitor and, in the end, who brings the greatest

economic benefit to the U.S.

But the nature and importance of the U.S. — Chinamarket, now and for the future, and the
dramatic shiftsinworld commerce occasioned by globalization, compel arigorousconsideration

of the meaning of "public benefit." That criterion today means far more than "moving the most
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people” from point A to point B. Rather, it must encompass how the new designee will enhance
U.S. economic leadership in the global marketplace, and how it will ensure that the benefits of
the global economy are equally open to all Americans-- including not only U.S. consumers,
businesses, and their employees, but also the U.S. workers that form the backbone of the

transportation infrastructure of globalization.

Applying this"public interest" test inexorably leads to the award of the new China
designation to UPS. Just as"air transport isthe circulatory system of the global economy," in
the words of Under Secretary of State Alan Larson, air expressisitslifeblood. Astheworld's
largest expresscarrier, UPSisthekey element inthe process of "just-in-time" delivery that has
revolutionized the global supply chain. UPS providestheindispensableinfrastructure of anew
economy based on high-value, high-technology U.S. exportsto the global marketplace. It isthe
key to the growth and success of e-commerce, as the single largest transporter of internet-
generated sales. UPSis, in short, one of the key enginesof U.S. economic leadership for the 214

century.

This caseis not, as some would have it, a simplistic choice "between people and
packages." Nor would the selection of UPSignorethe significance of " peopl e-to-people’ contact
-- in both economic and political relations. In fact, UPS serves every front door in America
every day and, with aChinadesignation, could connect each of these front doorsto millions of
Chinese homes and businesses. This ubiquitous and substantive " people-to-people” contact is

most certainly no less important than facilitating additional tourist visits.

Moreimportantly, therei sareal operational and competitive need for asecond U.S. air

express carrier to China-- aneed that is much more compelling than adding a sixth passenger
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airline. Asreliabletraffic forecasts plainly demonstrate, and as even passenger carriersinthis
case have candidly admitted, thereislittle present or foreseeable need for additional passenger
capacity to China. Conversely, the demand for cargo serviceis confirmed by high cargo load
factors, and by the commercial decisions of incumbent carriersto add cargo, not passenger,

service to the market.

But the need for a second air express carrier to China goes well beyond the need for
additional capacity in what is likely to become one of the world's most important business
markets. Rather, it goesto thecritical need for competitive serviceinwhat istoday effectively a
monopoly market of Federal Express. Thismonopoly -- which allows Federal Expressalonethe
critical opportunity to maintain custodial control of its shipmentsto and from China-- means
higher pricesfor consumers and shippers. Further, the express market ismorethan just | etters.
It is comprised of small packages, express freight and expedited shipments. Carrierswithout
access to China cannot serve large shipments of small packages. And this noncompetitive

regime stifles competitive service options, innovations and better overall service for shippers.

Today, UPS has no comparable access to China, through Hong Kong or elsewhere, and
Federal Express itself advertises it has no effective competitorsin the Chinamarket. Studies
demonstrate the lack of existing competitive serviceto key Chinaregions. Inamarket of this
magnitude and thisimportanceto U.S. export |eadership and the devel opment of comprehensive
traderelationships, itissimply inconceivablethat U.S. shippersand consumersareforcedtorely

on asingle, large-scale air express operator.

UPS can best fulfill thiscritical need for better and more competitive air express service.

One of the nation's largest and most renowned companies, UPS has developed an extensive air

DCOV/VAUGD/111972.3 3



network in Asia, lacking only an effective competitive presence in China. UPS is deeply
committed to expanding that market and has been an active champion of expanded trade with
China. Contrary to the efforts of some in this proceeding to falsely characterize that
commitment, UPS has a strong record of support for China’s WTO status and for passage of
Permanent Normalized Trade Relations (“PNTR”) with China, including numerous and ongoing
personal efforts of its Chairman and top management. UPSisaleader in expanding open trade
and aviation throughout the region, with its Chairman now leading theimportant U.S.-ASEAN

Business Council.

Competitive access to Chinais UPS' top international priority. Based on years of
commitment to Asian markets, UPS will bring immediate benefits to this market, including
highly-competitive prices and better service. In thisand other ways UPS will ensure that the
new U.S. designation creates maximum value for the U.S. economy. In fact, the beneficial
impact on the U.S. economy of the proposed UPS service would dramatically outstrip that of all
other applicantsin thisproceeding. UPSwould clearly bring the greatest U.S. job growth—and
ensure that the benefits of the new global economy are shared not just by U.S. business and
consumers, but also by those whose labor facilitates the movement of goods and information to
and throughout that new economy. UPS would also do more to expand trade with China and

more to lower the trade deficit than any other applicant.

The unprecedented support UPS hasreceived from public officialsfrom acrossthe entire
nation, aswell asfrom over one thousand businesses, underscoresthe importance of thisroute
case and reflectstheir recognition that the benefits of UPS' proposal will flow throughout the

country.
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No other applicant in this case can offer the scope of the benefitsthat the designation of
UPS would generate. Aside from the fact that none can provide the express cargo service so
plainly important to the U.S. in the new economy, each of the other individual applicantsoffers
benefitsthat are both limited and local. As American’s proposal essentially overliesUnited’'s
new service from Chicago to Shanghai, the benefits to consumers of the new service would be
limited to only the very few markets not served by United from Chicago. Anawardto Deltafor
itsNew Y ork City-Chinaproposal would benefit only the New Y ork metropolitan area(and even
then, only marginally), given Delta slimited traffic at JFK. Also, Polar providesonly general air

freight service, rather than the air express service which is so critical to this growing market.

In short, the selection of UPSin this case makes the most sense-- for the U.S. inthenew
global economy, for U.S. consumers, shippers, and workers, and for the devel opment of strong
and lasting commercial tieswith theworld's most populous nation. For the reasons stated below,
UPSrespectfully urgesthat the Department grant it t he new designation and the frequenciesfor

which it has applied in this docket.
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THE SELECTION OF UPSWOULD MAXIMIZE PUBLIC BENEFITS

A. With an award to UPS, the U.S. can best advanceU.S. leader ship in thenew
global economy that demandsrapid and r eliableexpresstransport of goods
toworld marketslike China.

Last month, in aspeech to the International Aviation Club, Under Secretary of State Alan
Larson underscored the critical importance of an adequate global transportation infrastructure

necessary to support U.S. economic leadership in the 21% century:

The enormous potential for cross-border online sales of physical goods
can befulfilled only if theinfrastructure existsto order, ship, track, clear,
and deliver these goodsto the customer’ sdoor . ... Thedevelopment and
integration of telecommunications, transportation, customs, and delivery
servicesin support of e-commerce will revolutionize the way we do
business in the 21% century.

Of all of theapplicantsin thisproceeding, UPSis by farthe best equipped to advancethiscritical

national priority —and to do so in China, the company’s top international priority.

Asthe first mgjor case to be decided by the DOT since the advent of the new global
economy, this proceeding demands a careful consideration of the meaning of “publicinterest” in
that economy. Fully-integrated air express service® using today’ sinformation technology? isthe

indispensable infrastructure of this new global economy.

“Fully-integrated express service” means expedited, time-definite, guaranteed door-to-
door air transportation under the control of asingle carrier for the entire journey with
real -time continuously-available shipment statusfor all aspects of thejourney, including
customs clearance being the responsibility of the carrier.

“Information technology” includes the technology necessary for obtaining real -time
shipment status aswell as el ectronic integration with customs, electronic pre-alert for
consignees, electronic signature confirmation on receipt, |ogistics management

information systemsand el ectronic fundstransfer between shippers, receiversand UPS.
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The Department’ s decision here can have asignificant impact on the strategic, economic
and political relationships betweenthe U.S. and China. Testifying for UPS, former Secretary of
Commerce and U.S. Trade Representative Mickey Kantor explained: “Inaworld where
economicsisinterdependent and strategic, political and economicissuesoverlap, itisvital that
our policies and decisions mesh in order to be successful in achieving our economic goals.”
(Exhibit UPS-RT-3). Having created thetoolsto best “enable” U.S. business abroad, UPS can
clearly do the most to further “ our economic goals” with respect to China. Itisimportant tothe
U.S. economy and the futurerole and growth of U.S. companiesin the global economy that they

have the best “enabler” to grow their businessin China.

Astheinfrastructure of the global economy, air express service isrevolutionizing the
product supply-chain, allowing producers to access the world’ s key markets with previously
unimagined efficiencies and speed. By definition, air express providestime-definitedelivery and
greatly reduced transit times—the essential requirements of the* just-in-time”’ businessmodels
that have so dramatically enhanced U.S. productivity and optimized supply-chain management.
The time-definite services to China proposed by UPS promiseto save U.S. businesses awide
range of supply-chain costs (Exhibit UPS-T-3 Table 19). Such services, for example, allow
costly inventory stocks to be kept at a minimum without sacrificing assured availability of
critical parts and supplies. This permits manufacturersto ship afull-day’s production on the

same day, thereby avoiding warehousing costs.

With the right to fly to China, UPS will be able to deliver virtually all time-definite
shipmentsto and from Chinaafull day faster than presently possible -- an improvement that is
critical to exportersand importersin reducing daily ownership costs, accel erating salesrevenue,

and reducing physical inventory and back-order handling costs. Savingsdueto reduced transit
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time at the direct exporter or importer level and similar savings availableto every party in the

supply chain will be multiplied many times.

The kind of express services proposed by UPS will become even more critical in the
increasingly competitive global marketplace— particularly asthat marketplace moves rapidly
toward ahigh-value, time-definite and high-technology paradigm. The other applicantsfor the
new designation simply cannot meet the accel erating need for fully-integrated express service.
Indeed, in China, the relationship of high value, time-definite businessto general air freightin
the UPS traffic mix will shift over the next several years toward more high value, express
shipments. The express segment of the market will grow rapidly from 42% to 70% express

cargo over the next five years (Exhibit UPS-T-3, Table 25).

Theair express market isimportant because thetrafficishighvalue. Thismeans higher
economic benefits generally because high value products are produced by highly educated and
skilled workers earning high incomes. High value shipments make up a substantial portion of
the U.S. —Chinaair traffic. U.S. —China cargo values, per pound and in total, have increased
since 1994 (Exhibit UPS—1107). High value goods—those that most often travel by expressor
expedited services—represented, by an overwhelming margin, thelargest U.S. exportsto China
both by weight and value (Exhibit UPS-1108). High value U.S. exports al so reduce the trade

deficit.

In addition to offering air express service, UPS offers efficiency-enhancing logistics
solutionsthat integrate with UPS' express serviceto enable U.S. businessesto streamlinetheir
distribution networks, for both the receipt of raw materialsand for distribution of finished goods,

to gain efficiencies. Major companies such asDell, Nike, Sprint, General Motors, Motorola,
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Microsoft, IBM, Hewlett Packard, Cisco, Phillipsand Ford Motor Company all receivelogistics

assistance from UPS.

UPS express serviceisalso becoming theinfrastructure of the e-commerce revolution.
Thisis aphenomenon of major importance to the future of U.S. commerce with China, an
explosiveinternet/e-commerce growth market showing aten-foldincreasein on-line connections
inonly four years (Exhibit-UPS-710). Today, UPSistheleading carrier of e-commerce, having
shipped the majority of holiday e-commerce packagesin 1998. (UPS 55% market share
comparesonly to 10% for Federal Express (Exhibit UPS-706)). UPShasinvested $11 billionin
information technology inthe past t en yearsto create a supply-chain network serving over two
million shippersand seven million customersdaily (Exhibit UPS T-1 and UPS-718). Asaresult
of UPS' focus on technology, e-commerce and the new economy, it is now one of the few
companiesworldwide, and most likely theonly airline, that offers* one source” capability for all
three of the critical components of global e-commerce: the flow of goods, the flow of

information and the flow of funds (Exhibit UPS-720, 721).

In short, air express servi ce -- offered by UPS al one among those seeking the designation
here-- isthecritical conduit for the kinds of high-technology, high-value products that are the
key to U.S. trade and continued U.S. leadership in the global market. Nowhereisthis capability

more important than in U.S. service to China, the critical emerging market of the 21% century.

B. Thereisademonstrated need for competitive express air expr ess car go
serviceto Chinathat isfar greater than the need for incr easing passenger
servicein amarket already served by five airlines.

The key determinant of the public interest in this case iswhich applicant will meet the

greatest service need. Thereisalready plentiful passenger service-- five carriers-- in this
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market, and considerabl e unused passenger capacity that isnow devoted to one-stop serviceover
Japan, rather than to non-stop U.S. —Chinaservice. Thereisalargeand growing needfor U.S.—
Chinaair express/cargo service. The U.S. air cargo market to Chinais growing dramatically,
and, since 1994, at an annual rate of 23.6%. In the reverse direction, Chinato the U.S., the

market has grown at an average annual rate of 11.1% (Exhibit UPS-1102, 1104). Chinaisthe
United States’ second largest trading partner in Asia, and its market isgrowing at afaster rate
than any other U.S. — Asia market (Exhibit UPS-502, 503). In 1998 (thelatest year for which
data are available), China represented one-sixth of all U.S. air trade with major Asian trading

partners, including nearly a quarter of all Asian imports (Exhibits UPS-504, 506).

The UPSforecast demonstratesthe shortage of existing air cargo capacity in Chinathatis
imposing competitive constraints upon both the air express and air cargo markets (UPS 1100
Series Exhibits). Thereisand will continueto be ashortfall in capacity inthe express/all-cargo
segment of the U.S. — Chinamarket. For example, in 2003, even with UPS in the market,
demand will exceed capacity by almost 40% (Exhibit UPS-R-506, p.2). Also, the UPSIlimited
stimulation demand forecast, when compared with the forecasts of available air cargo capacity
show ashortfall in both the expressand air freight sub markets (Exhibits UPS-1112 and UPS-R-
205). Atthistime, UPSisunableto reducethis capacity shortfall since connecting service onto
passenger airlinesat Hong Kong isthe only accessavailable. Thisisan unacceptable alternative
for serving Beijing, Shanghai and nearly all of China. The extratime, extra miles and extra

connections all combineto undermine the service (Exhibit UPS-R-511).

Theinadequacy of cargo capacity inthe U.S.—Chinamarket is confirmed by Northwest
which testified that freighter and combination belly space capacity on all U.S. and Chinese

carriersin 1998 could handle only 60% of the year’ sdemand (Exhibit NW-409). Withincreased
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demand, Northwest testified that year 2000 cargo capacity will meet only 44% of the projected
demand, an increasing shortfall clearly not in the public interest (Exhibits NW-N-1, p. 12 and

NW-409). The situation will only worsen without added express/all-cargo capacity.

Northwest’ sload factors al so show the shortage of cargo capacity in the Chinamarket.
Northwest’s cargo load factor on its eastbound combination service for the third and fourth
guarters of 1999 averaged over 96%, and its new freighter service hasachieved similar highload
factors (Exhibit NW-105). The average load factor on Northwest’ s freighter service for
November —December 1999 was 82.6%, and was as high as 97% on someflights (Exhibit NW-
104). Thefact that Northwest’ sfreighter service hasreached such high load factorsimmediately

after being introduced further shows astrong, unmet demand for all-cargo capacity inthemarket.

The demand for cargo capacity isalso confirmed by commercial decisions of incumbent
carriers. For example, Chinese carriersinthe U.S. —Chinamarket increased or will increaseall-
cargo flights 86% (from 7 to 13) from April 1999 to August 2000 (Exhibit UPS-R-110).
Northwest, which can useitsfrequenciesto operate either type of service, has converted two of
itsexisting frequencies from passenger to all-cargo operations and proposes to use two of the

frequencies it seeksin this proceeding to do the same.

The extent of thisunmet demand for additional cargo serviceiseven further underscored
by a comprehensive study financed by Federal Express. Federal Express and Deltain their
respective rebuttal exhibits® repeatedly refer to, and rely on, astudy which was sponsored by the

Pacific Economic Cooperation Council to assist the U.S. government negotiatorsinthe U.S.-

3 Exhibits FX RT-2, pp. 9-10; FX R-111, 112, 113, 115 and 116. ExhibitsDL RT-3, p. 3;
DL R-211, pp. 3-6.
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Chinabilateral negotiationsin late 1998 and early 1999.* This study describes the enormous
potential of that market. Indeed, it forecaststhe potential size of the market asalmost twicethat
forecasted by UPS here, and the report projects eight times greater stimulation of cargo asa
result of new servicethan UPS' projectioninthiscase. Clearly, UPShasbeen conservativeinits

numbers.

While Federal Expressrelied heavily on the report’s conclusion in the previous China
case (Docket OST 99-5539),° Federal Express’ claimsaredramatically |ess enthusiastic now
that UPS seeks to end its monopoly in operating its own aircraft to China. Specifically, inthe
earlier Chinaproceeding, Federal Express predicted that the market would grow, with their entry,
from 145% to 239% depending upon the city served. In this proceeding, however, Federal
Expresswould havethe DOT believethat there will be virtually no stimulation of demandinthe
markets UPS proposesto enter (Beijing and Shanghai). Even still, Federal Expressarguesthatin
the market between the U.S. and the city of Dalian, where Federal Express would become the
only service provider, its service would stimulate the market by a whopping 10,092%! This
would makethe Dalian market more than twicethe size of the U.S. to Beijing market in lessthan
twoyears. Apparently Federal Express believes stimulation occursonly in marketsit exclusively
serves. As such, the Department should regard with the greatest possible skepticism Federal

Express’ criticism of the major growth of the U.S. — China cargo market that UPS projects.®

Campbell-Hill Aviation Group, Inc. “An Analysis of Economic Benefits from Full
Liberalization of Integrated Air Express Service in the AsiaPacific Region, a Case
Study: China.” (October 26, 1998).

Application of Federal Express Corporation for allocation of U.S.-Chind sfrequencies, p.
12, Exhibits FX-109, p. 4, and FX-110, p. 2.

Federal Expressand Deltaboth argue that approximately 41% of all Chinese exportsand

importsareto/from Southern China, and infer that thistraffic travel sthrough Hong Kong

or Shenzhen. (Exhibit FX-R-T-2, p. 6, FX-R-111 thru 113, and Exhibit DL-R-210)
(continued...)
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No more credibleis American’ssimilar claim that there isample cargo capacity in the
U.S. — Chinamarket (Exhibit AA-124). American conveniently ignores both the double-digit
historic growth in the U.S. —Chinacargo market and the further stimulation of growth from new
service (ExhibitsUPS 1102, 1104). Instead, it relies on unsubstantiated datafound ontheWorld
Bank and United Nations websites. Aside from thefact that no carrier has hitherto resorted to
these sourcesin aDOT route proceeding, American failsto provide any of the actual statistics
from these websites, nor did it even indicate wherein the websitesit obtained the statisticson
which it relies. Such vague references, which are impossible to validate, should be given no

credence by the Department. Also unavailing is American’ s heavy reliance on the IATA poll.

(...continued)
Therefore, they argue that to ensure accuracy UPSforecast traffic must be reduced 41%
to remove all Southern China-related traffic. (UPS reduced itsforecast by 11.8%in
removing Southern China-related traffic).

UPS disagreeswith Federal Expressand Deltasincetheir argument assumesthat
UPS' traffic forecast includestraffic moving on Hong Kong flights. Thisassumptionis
incorrect and contrary to the facts presented in Exhibits UPS-1140, -1141 and—-1142.
UPS' traffic forecast includesonly Chinesetraffic on the proposed UPS Beijing and/or
Shanghai aircraft service, as reduced by the 11.8% Southern China experience factor
imbedded in the UPS forecast. UPS' traffic forecast specifically excludes any
consideration of itsHong Kong services or Hong Kong traffic sincethisisnot acost or
time-efficient substitute servicefor direct U.S. aircraft operationsfromand to Beijing and
Shanghai.

In addition, Federal Express’ own Direct Exhibits belie the proposed 41%
reduction. Federal Expressforecaststhat, for theyear ending March 31, 2002, under its
Base Line forecast, between 80% and 89% of itstraffic will be from/to Beijing and
Shanghai, and only between 10% and 20% from/to Shenzhen, depending on traffic
direction. Infact, after theintroduction of the Dalian service, the share of Shenzhen will
dropto 18.3% from Chinato the U.S. eastbound traffic and to only 5.0% for the U.S. to
Chinawestbound traffic. (Exhibit FX-401) Inshort, Federal Expessfindsgreater traffic
from Southern Chinafor UPS than for itself.

Still, even the IATA poll shows eastbound cargo capacity will be inadequate to handle
the traffic demand (Exhibit UPS-R-505).
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The poll failsto include the assessments of most U.S. and Chinese carrier actually serving the
market, and includes mostly small third-country carriers (UPS-R-501).

The inadequacy of the existing U.S. express/all-cargo servicesin the market isfurther
demonstrated by the fact that U.S. flag carriers have only one-third of the express cargo and
freight capacity between Chinaand the U.S., even with the new authority beginning April 2001
(UPS-R-205). If American or Deltawere selected in this proceeding, U.S. carriers would be
condemned to this minimal market share, and U.S. businesses would be denied additional

competitive access to Chinese markets.

On the other hand, U.S. passenger carriers have ample capacity available through their
current frequency allocationsto servethe U.S. —Chinapassenger market for many yearswithout
any frequency award in this proceeding (UPS 800 Series Exhibits). Today, much U.S.—China
capacity is being operated over Japan to serve the needs of the U.S. — Japan and Japan— China
markets, rather than the U.S. —Chinamarket. (Exhibit UPS-805). Until very recently, only four
of the 25 weekly passenger frequencies were used to operate non-stop U.S.- China service
(Exhibit UPS- 805). While passenger carriers can change the routings of theseflightsfromone-
stop to non-stop -- as United Airlines has recently done-- they choose to continue to operate

one-stop flights.

Thereason for thispracticeisnot hard to discern: weak demand and low load factorson
current passenger service for the U.S. — China market. In fact, even assuming a 20% annual
traffic growth in the U.S. — China passenger market, U.S. carrier passenger load factors will
remain extremely low (Exhibit UPS-818), especially as compared to those of other Asian
destinations (Exhibit UPS-819). For example, United’s 1997 load factor in the U.S. —China

market was 28.3%, its load factors in Japan and Korea were 71.4% and 76.2% respectively.
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This pattern of excess passenger capacity has been consistent inthe U.S. —Chinamarket,
with datafor 1994 through 1998 showing extremely low load factors, often below 30% (Exhibit
UPS-821). Again, assuming a dramatic 20% passenger growth rate, more than 800,000 U.S.

carrier U.S. — Chinaseats are projected to be flown empty each year (Exhibit UPS-823, 824).

Northwest, amarket incumbent, testified to thelack of demand for additional passenger

service, now and for the foreseeable future.

Northwest does not foresee aneed for agreat deal of new capacity inthe
U.S. — China passenger market. To the contrary, the market is suffering
from a significant excess of capacity . . . [G]iven the current excess
capacity, . . . it will many years before the market will require alarge
number of additional passenger frequencies.

(Exhibit NW-N-1, p. 2, p. 16 (emphasis added)).

Thereisareason why the U.S.-China cargo market is underserved and the
passenger market isoverserved. While Chinaisthe second largest overseasair cargo market for
the United States, it isonly the 26" largest passenger market, ranking below CostaRica. While
almost 5% of all U.S. air tradeiswith China, the Chinamarket accountsfor |less than 1% of all
U.S. international passengers (Exhibit NW-108).

C. Beyond theneed for mor e car go/expr ess ser vice, thereisa critical need for
direct competitive servicein thisimportant market.

Theselection of UPSin thisproceeding would break the monopoly of Federal Expressas
the only express/cargo carrier inthe U.S. —Chinamarket ableto operate acomplete portfolio of
shipper-to-recipient servicesin which it maintainsfull control of the service, end-to-end. This
control necessarily includes Federal Express’ exclusiveright to operateitsown aircraft in the
Chinamarket. Because UPS cannot operateitsown aircraft to China, UPS' current serviceisnot

only substantially slower than Federal Express’ service, but UPS also cannot provide general air
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freight, expedited or express freight serviceto China (Exhibit UPS-R-511) Federal Expressis
taking full advantage of thisexclusive power, exemplified by itsongoing nationwidetelevision
advertisement in which it proclaims: “Next time, use theonly express shipper with direct routes
from China” (Exhibit UPS-R-632 (emphasissupplied)). Federal Expressclearly knowsthevaue

of its position in the marketplace.

As Federal Express knows, to compete effectively in the express cargo market, it is
essential to be able to control and oversee each step of the process—from pickup, to flight, to
sorting, to dispatch and delivery. Thisisakey reason UPS has, over just the last decade, built
the tenth largest airline in the world. The need for critical custodial control from origin to

destination demands that UPS, like Federal Express, conduct its own flights to China.

Infact, Federal Expressitself reiterated the importance of an air expresscarrier’ sability
to control shipments from pick-up to delivery. In arecent speech, for example, the Vice
President of Federal Express, AsiaPacific Division, addressed the “critical successfactors’ for
express service in Asiaand affirmed that “ custodial control” of the packages from pick-up to

delivery isessential. Hestated: “ The express carrier must maintain custodial control over the

shipment for the entiretimeitisin transit . . . interjecting an outside party into the process. . .

could compromise quality and generally adds unnecessary time and cost to the process.”
(Speech before the Airports Council International -Pacific Division, April 9, 2000, p. 16

(emphasis added)).

Thegreat competitiveimportance of being ableto conduct one’ sown air operationsin an
international market iswell understood by the Department. The Department first addressed this

issuein 1992 intheU.S.—Mirabel All-Cargo Proceeding (Docket 47717). The Department had
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to decide whether to authorize UPSto serve Montreal for thefirst timewithitsown aircraft, or to
enhance Federal Express’ existing direct service, thuskeeping UPSin the position of having to
placeitstraffic on other carriers. The Department chose UPS, noting:

Federal Express can and does operateitsown aircraft fivetimes per week
in the Memphis— Montreal market and has full control of the traffic
carried, an ability that Federal Express has stated on many occasions,
includinginthisproceeding, iscritical to providing effective serviceto the
shipping public. ... UPS currently has no authority to operate. . . with

itsown aircraft . . .. Thus, UPS has far less control over its Montreal
traffic than does Federal Express and isin avastly inferior competitive
position.

(Order 92-8-7, p. 4. (emphasisadded)). Thesituationisidentical here. UPS cannot operateits
own aircraft to Chinaand thushas* far less control over itstraffic” placingitin“avastly inferior

competitive position.”

By selecting UPSin another recent route case, theU. S. —Philippines All-Cargo Service

Proceeding (Docket OST-96-1074), the DOT reiterated theimportance of being ableto operate
one’'s own aircraft in a market:

We are not persuaded that UPS' ability to serve the Philippines as an
indirect air carrier should prevent it from being selected to serve the
market asadirect air carrier, asother applicantsargued. Directair service
offers considerable public interest benefits and quality of service to
shippersthat result from thedirect air carrier of being ableto control the
transportation and handling of cargo; this quality of service cannot be
matched by service performed as an indirect air carrier.

Order 96-11-7, p.4 (emphasis added).

Despite the well-recognized importance of custodial control to compete effectively, some
parties have labored mightily to demonstrate that UPS can adequately serve Chinaby placingits
cargo traffic on other carriers (Exhibit AA-140). American even sponsored astudy purporting to

show that UPSis not at a competitive disadvantage in Chinatoday (Exhibit AA-T-5). Yet, that
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study is so flawed as to be of no evidentiary value. To reach the spurious conclusion that
“shipperssuch as UPS already provide express service comparableto Federal Express’ (Exhibit
AA-T-5, p. 9.), the American study relied on tests carefully structured to show Federal Express’
serviceinitsworst light. To show that UPS could deliver letters from China as quickly as
Federal Express, the study sentits“test” lettersfrom Chinato the U.S. on Monday—theonly day
of the week that Federal Express doesnot fly from Chinato the United States. Thus, all the
Federal Express shipments picked up in China on the Monday of thetest sat overnight waiting
for the next day’sflight. If the “test” had been conducted on a Tuesday, or on any other day
Federal Expressoperates, Federal Express' servicewould have beaten UPS' service by roughly
24 hours—a period that makes all the difference in the world for express shipments. UPS
reviewed American’ sreport and has shown that UPS’ longer transit timesfor serviceto and from
China are wholly and exclusively afunction of UPS' inability to serve Chinadirectly with its

own aircraft (Exhibit UPS-R-511).

To counter thegrossly distorted nature of American’ s study”, UPSrequested ACNielsen
to conduct atransit time study of UPS' and Federal Express' service to and from Beijing and
Shanghai (Exhibit UPS-RT-7). The ACNielsen study found t hat Federal Express hasaclear one
day advantage in transit time both to and from Shanghai — an advantage based solely on the
ability of Federal Expressto operateitsown aircraft to China. Infact, during the course of the
ACNielsen trial, all nine UPS shipments from the U.S. to Shanghai were “bumped” by the air

carrier UPSusesfrom Hong Kong to Chinabecause of capacity limitations (afrequent problem),
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further delaying their delivery. This highlights the severe problems that UPS faceswheniitis

forced to rely on third-party passenger airlinesto transport its customer’ s packagesto China.®

Not only did American’ s study fail to describe accurately the competitive situation for
expressletters, it inaccurately implied that the “test” represented the competitive situation of the
entireexpress market. Infact, lettersrepresent only atiny fraction of weight and volumeinthe
expressmarket. Just asimportantly, UPS cannot offer expressfreight products, or expedited and
general air freight, because it cannot rely on athird-party to provide these services. Assuch,

Federal Express enjoysthe greatest advantagein being the only one ableto offer these services.

The conclusion isinescapable: when Federal Express chooses to take advantage of its
unique ability to provide direct serviceinto and out of China, itsserviceisfaster than the UPS
service by a significant margin since UPS has no option but to use other carriersto move its
shipments. Thereis, in short, no competitive express serviceinthismarket, as Federal Express

advertising so proudly states.

Theimportance of such competitive service, of adding afirst major competitor to thiskey
cargo market, is underscored in this proceeding by the former Chairman of the President’s
Council of Economic Advisers, Dr. Joseph Stiglitz. Inhistestimony, Dr. Stiglitz highlighted the
impact of such first-time competition in lowering pricesto consumers when compared to the

effect of simply adding more firms to an already well-served market: “Thereisastrong

Not surprisingly, American Airlines also argues that UPS need not fly to Chinain order
to servethe market effectively since DHL doesso. Thefactsarethat DHL carriesamost
exclusively lettersand documents. Asthe General Manager of DHL Worldwide Express
recently stated, “ Traditionally DHL started asadocument carrier, and westill are.” ( New
Straits Times, Malaysia(April 13, 2000)). Lettersand documentstake very little space

(continued...)

DCOV/VAUGD/111972.3 19



presumption in economics that adding asecond firm to amarket with asingle extant firm would

produce alarger declinein price than adding athird U.S. firm to amarket with two extant U.S.

firms.” (Exhibit UPS-RT-4 (emphasisadded)). If one considersthe market presence of not only
the two U.S. incumbent passenger carriers, but also the three Chinese carriers, Dr. Stiglitz's
views are even more clearly applicable since the addition of yet another passenger carrier to a

market with five existing firms would only marginally affect competition.

Dr. Stiglitz’ s policy conclusions are borne out in the case of Federal Express’ China
dominance. For key market segments, Federal Expressenjoysactual yieldsfor itstrafficinthe
China market considerably higher than itsyieldsin other Asian markets where it faces open
competition onalevel playing field (Exhibit FX-R-131).° For example, Federal Express' yield
for itspopular “courier pak” is 33% higher in Chinathanitsyield in Singapore, where Federal
Express faces competition. (l1d.) Federal Express enjoysasimilar premium inyields on the

transport of heavier shipments (Id.).

Tothe same effect, intheU.S.-Mexico All-Cargo Service Proceeding (Docket 45959),

UPS compared Federal Express' yields before, during and after UPS commenced competitive
next day air service domestically. UPS showed that yields per package, beginning at $25.04 the
year UPS commenced overnight service, declined steadily until 1988 when they reached $17.22
(Exhibit UPS-R-102). Just asUPS' competition lowered Federal Express' yieldsinthedomestic

U.S. market, its competition against Federal Expressin Chinawill have the same effect.

(...continued)

and aretherefore much moreeasily carried in the bellies of passenger aircraft then canbe
UPS' mixed cargo of expressfreight, heavier expedited freight, and general air freight.
Of the marketslisted in FX-R-131, Singapore best exemplifiesa“level playing field” in
terms of open operating and traffic rights between UPS and Federal Express.

9
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Without competitive pressure, Federal Express haslittleincentivetoimproveitsservice
inthemarket. Asimportant asthe benefits of competitioninlowering prices, so arethe quality
of service and market innovations generated by multiple strong competitorsin amarket. The
lack of significant competitive pressure on Federal Expressinthe U.S.-China express market
naturally limits Federal Express' incentivesto ensurethat U.S. shippersand exporters can access
that market with the best and fastest non-stop service (Exhibit UPS-RT-4). Thus, absent daily
nonstop competition from UPS, thereislittleincentivefor Federal Expressto provide nonstop
service in the U.S. — China market, or to change its primary focus from the U.S. — Japan and
China— Asian markets. For example, Federal Express now operates all of its U.S. — China
flights over Japan and/or other intermediate Asian stops, and indeed proposesto add new flights
only over Japan. (UPS-R-544; FX-206). Only the addition of UPS asacompetitor can provide

the incentive for Federal Express to improve service.

D. UPS best fulfillsthe need for the enhanced infrastructure necessary to
maximize trade with China.

The United States can have no better example of a corporate citizen to represent the
United States and U.S. business, political and social interestsin Chinathan UPS. The quality
and extent of UPS’ service, and itsleadership and experience, have been recognized on countless
occasions, including most recently by Forbes magazine in naming UPS “Company of the Y ear.”

(UPS 100 Series Exhibits).

But beyond the company’ sunmatched overall businessreputation, UPS has demonstrated
along-standing commitment to serve Asian markets—a commitment not shared by other
applicantsin this proceeding. UPS has taken full advantage of the open skies opportunities

negotiated by the U.S. government to develop an extensive Asian system. It hasal so competed
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vigorously and won contested route caseswhere necessary ( e.g,. inthe AsiaPacific region, the

Philippines and Japan) in order to build its Asian system.

Today, UPS serves Tokyo, Osaka, Seoul, Taipei, Hong Kong, Manila, Kuala Lumpur,
Singapore, Mumbai, Penang, Fiji and Sydney in the Asia Pacific region (UPS-303). Indeed,
while Delta and American serve only Japan, they have discontinued service to atotal of six
Asian points. Indeed, UPS operated itsfirst flight to Asia—to Seoul and Hong Kong—in 1990,
only two years after becoming an airline (Exhibit UPS-302). In the ten years since that first
flight, UPS has built an Asian network that today serves 12 citiesin nine countrieswith UPS’
own aircraft (Exhibits UPS-303, 302, p. 18). UPS' exhibitsdescribe graphically the step-by-step

methodical approach taken to develop Asian system.

American and Delta have not devel oped Asian networks and declined to take advantage
of the open skies agreements negotiated by the U.S. government in Asia. Neither Delta nor
American has demonstrated tangible support for the U.S. government’ s Asian open skies
initiatives by actually serving and continuing to serve the Asian open skies countries (Exhibits
UPS-R-604, 605); UPS, in contrast, serves4 major Asian open skies economies--, Singapore,

Taiwan, Korea and Malaysia (Exhibit UPS-R-603).

Thiscommitment to Asiaisindicative of abroader UPS commitment to open markets
including, specifically, China. UPShaslong demonstrated strong support for opening the China
market. Since beforethe commencement of this proceeding, UPS consistently supported WTO
statusfor China. For example, on April 8, 1999, UPS stated that it “ strongly supports admitting

Chinainto the World Trade Organization.” UPS added:

Asaglobal company, UPS believes that the best route to a cooperative
and open trading relationship with Chinaisthrough China’ s accession to
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the WTO. Thiswould result in more opportunities, not fewer, for
American companies.

Inlight of UPS’ public and active support of WTO statusfor China, itisdifficult to understand
how Federal Express could misrepresent UPS widely advocated position in favor of China's
accession to WTO. In particul ar, Federal Express stated:

Federal Express, unlike UPS, is committed to expanded trade and
commercewith China. The Department should select an applicant that is
unequivocally committed to expanding trade with Chinaand to China’'s
accessiontothe World Trade Organization (*“WTQO”). Federal Expressis
such an applicant, UPSis not.

(Exhibit FX-RT-1, p.3 (emphasis added)). Federal Expressisincorrect.

Inthe same vein, some have suggested that UPS should not be designated because some
of the organized employees of UPS disagree with the company’ sposition supporting PNTR with
Chinaand WTO statusfor China. Asidefromthefact that thisdiversionary effort has nothing to
do with which carrier in this case will best serve the public interest, UPSis confident that this

unjustified and inappropriate ploy will be recognized for what it is.

UPSisworking actively for the passage of Permanent Normal Trade Relations (“PNTR”)
with China—avital component of increasing trade and creating new jobs for all Americans.
UPS launched a major campaign to raise awareness of the need for PNTR with Members of
Congress. Thiscampaign will include sending thousands of | ettersto key legislatorsfrom UPS
employees outlining the fact that PNTR will createjobsin the United Stateswhile also helping to
build bridges with the Chinese people so that issues like human rights can be addressed in a

constructive manner.

UPS CEO Jim Kelly has personally devoted significant effort in Washington meeting

with members of Congress, and participating inthe President’ s Export Council and The Business
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Roundtable to promote passage of PNTR. In addition, Mr. Kelly has met with the editorial

boards of the Washington Post and the National Journal on this subject, and appeared on CNBC,
CNN and Fox Morning newsto discusstheimportance of PNTR passage. Furthermore, UPS has
allocated substantial resourcesto help fund anational advertising campaign to garner additional
Congressional support for PNTR. UPSfirmly believesthat ChinaaccessontotheWTOisinthe

United States’ best interests and the best interests of UPS and its 340,000 employees.
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E. UPSwill maximizeU.S. economicbenefitsderived fr om thenew designation
intheU.S. —China market.

1. AnAward to UPSWill Enhance U.S. Leadership in the Global Economy.

By facilitating high-value trade and investment between the U.S. and China, the
designation of UPSwill most significantly enhance U.S. economic interests, improve economic
development, and devel op the 21% century businessr el ationships that the growing U.S. — China
traderelationship demands. Whileafull passenger aircraft may transport afew hundred people,
afull UPSB-747 will, on average, transport 10,000 shipments benefiting potentially 10,000
shippers, 10,000 consigneesand all those having jobsrel ated to the shipments. Express/all-cargo
service, in short, creates vastly more economic benefits than does passenger service, and helps
maintain U.S. leadership in Asian trade. In serving these huge numbers of shippers and
consignees, UPS will carry $2.3 billion worth of new exports and $1 billion worth of new
importsinitsfirst year of direct aircraft operationsin China. The value of these exports and
importsto the U.S. economy in terms of jobs and sales far exceeds the economic value that
passenger carriers would bring, as detailed below.

2. An Award to UPS Would Result in the Greatest U.S. Job Growth.

An extensive study by Dr. David Smith of the University of Virginiademonstrated that

the benefitsthat would be derived from adding the cargo flights which UPS proposes would be

larger — by a magnitude of aimost 11 to 1 — than the benefits of the additional passenger
operations proposed here (Exhibits UPS-T-3 and 1200 Series). Theeconomic benefitsof UPS

proposal may be summarized as follows:
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UPS’s proposed service would:

Create 77,000 new u.s. jobsthroughout the country in thefirst year of service.
These employeeswould be paid $3.1 billion thefirst year, and $5.8 billion by
the fourth year of service.

I ncrease employment and trade which will add $8.4 billion to the u.s.
economy in thefirst year of service.

Reduce the trade deficit by over $1 billion in the first year of service by
increasing the amount of high-value exports from the u.s. to china.

None of the passenger carrier applicantsin this proceeding can provide even a small
fraction of the benefits UPS can offer. In the data American submitted to DOT, it forecast the
creation of only 3,663 jobs. (Deltadid not provide any dataasto the jobstheir proposal would
create.) While American predicted that its proposal would bring only one-quarter of abillion
dollarsintotal economic benefitstothe U.S. economy, UPSforecasts $8.4 billionin economic

growth. Again, Deltafailed to provide the relevant data.*°

Sebago Associates confirmed Professor’s Smith analysisin a study entitled, “The
Economics of the U.S. — China Air Services Decision.” It stated:

Professor Smith’s conclusions appear reasonable in three important
respects: First given the level of capacity and competition in the cargo
and passenger markets, awarding the designation to UPS does appear to
offer higher economic benefits than alternative designations. Second,
such adesignation would provide transportation servicesfor higher-vaued
products than non-express cargo shippers. Third, the UPSjobscreated as
aresult of the designation would be relatively high-paying ones.

Sebago concluded that “the evidence suggeststhat designating an express cargo carrier offers

more economic benefitsthan alternative designations.” (Exhibit UPS-RT-5, pp. 26, 27 (emphasis
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added)). Significantly, none of the competing applicants offered any substantial evidence to

rebut the methodology used by Professor Smith to estimate the economic benefits.!*

3. An Award to UPS Will Best Improve the Balance of Trade Between the
U.S. and China.

Adding competitive UPS serviceto Chinawill significantly contributeto improving the
balance of payments with China—in part because UPS will transport to China U.S. goodsthat
have afar greater value than the Chinese goods UPS will transport to the United States. Typical
exports UPS will carry to Chinainclude semiconductors, jewelry, chemical and electronic
sensors and medical products (Exhibit UPS-1223). By exporting higher value goodsto China

and importing lower value goods from China, UPS service will facilitate improvementsin the

...continued)
go Dr. Smith has prepared estimates for the economic benefits of all applicants. (UPS
Exhibit R-400 series). Hedemonstrated the large gulf in benefits between UPS and the
passenger airlines.

Federal Express mistakenly concludes that UPS valuation of transportation benefits
double counted UPS direct revenues, compensation and jobs. Federal Express subtracts
UPSdirect benefitsfrom amountsclearly labeled “ Indirect Benefits” in Exhibits UPS-
1206 and UPS-1207. Clearly indirect benefits do not includedirect benefits. American,
in Exhibit AA-R-252, claims that UPS multipliers are too high, claiming that Federal
Express multipliersare morerealistic. Exhibit AA-R-253, compares Federal Express
multiplierswith UPS multipliers. Then, Exhibit AA-R-254 estimates UPS benefitsusing
“Federal Express assumptions.” Asusual, American does not explain why the Federal
Express multipliersare morerealistic nor do they explain their calculations. Professor
Smith describesthe difference between Federd Express multipliersand UPS multipliers
in hisrebuttal testimony (Exhibit UPS-RT-6). Moreover, American failed to compareits
own methodology (Exhibit AA-601) to that of UPS. American employsthe IMPLAN
model to estimate economic benefits of its proposed China service. American uses
multipliers of the IMPLAN model but does not set forth their values. In hisrebuttal
testimony, Professor Smith makes the observation that the multiplier used to estimate
economic benefits of American’s purchase of four B-777 aircraft appeared to be
approximately 3.0. American provides no basisto test this observation, but Professor
Smith notes that a value of 3.0 puts the American multipliersin line with the UPS
multipliers which are derived from the U.S. Department of Commerce, Bureau of
Economic Analysis, RIMS-11 model.

11
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U.S. — Chinatrade balance of over $3 billion by 2005 (UPS-T-3, p. 9, Table 6).2? Thislarge
increasein high value exports creates high-paying, high skill level U.S. jobswhichraisetheU.S.
standard of living.

4, UPS' nationwide network produces nationwide benefits.

The substantial economic benefits of UPS' service will flow to every front door in the
United States (UPS 100 Series Exhibits). Perhaps the most graphic example of the scope of
UPS' systemisthat it carries 13 million packages each day (Exhibit UPST-1, p. 2), or over 3
billion packages per year. UPS’ closest competitor, Federal Express, carriesonly 3.2 million
packages per day (Exhibit FX-204, p. 1). Deltaservesapproximately 107 million passengers per
year and American 95 million passengers (Exhibit UPS-116). Through UPS' extensive network,
UPS serves almost four times more customers on an annual basisthan either Deltaor American
(Exhibit UPS-116).

. NO OTHER APPLICANT FOR THE NEW DESIGNATION OFFERSTHE
BENEFITS OF UPS

A. No other applicant for thenew designation can providethe expr ess services
socritical to U.S. —China businessin the new global economy.

Neither theother applicantsfor the new designation, American, Deltaand Polar, nor the
incumbents, Northwest and United, can provide the vitally important fully-integrated express
services market essential to U.S. — Chinatrade in the coming century. Thisfact alone should

lead to the designation of UPS. The support for UPS by 53 U.S. Senators, 305 Members of the

12 At Exhibit UPS-T-3, p. 4, Table 3, the commercial value per pound of time-definite
productsis shown to be about double the average value per pound of all export and
import shipments by air in the U.S. — China market. The average value per pound of
express shipments is over seven times that of airport-to-airport general air freight
shipments (Exhibit UPS-1250).
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House of Representatives, 37 governors, and over 80 mayors underscores UPS' claim that no
other applicant for the new designation can provide the express servicesso critical toU.S.-China

business in the new global economy.

Passenger carriers cannot adequately servethe express/cargo market for multiplereasons.
First, their “belly capacity” islimited. Passenger carriersnecessarily give priority to passengers
and their baggage, and relegate cargo to alower priority. An American Airlines B-777, for
example, will have a belly capacity just under 18,000 Ibs. at a passenger load factor of 70%

while UPS B-747-200 freighter has a capacity of 168,000 Ibs. (Exhibits UPS-617, 908).

Second, passenger carriers must scheduletheir flightsto suit passengers, not shippers.
For example, passenger carriersfrom the United Statesto Asianever leave after midnight. For
cargo shippers, and particularly air express shippers, these passenger departurestimes are not
only inconvenient, and terribly inefficient. Anything other than an after-midnight departure does
not allow shippersto complete afull day’ s production, pack it up, have it picked up and loaded
ontheaircraft that same night. Anything other than an after-midnight departure meanstheloss
of one day’ s production and perhaps additional (and unnecessary) warehousing costs. UPS
departsfrom the United Statesfor Asiain the 2:00 a.m. to 4:00 a.m. range to m eet the needs of
itscustomers, and the customers’ customers (Exhibit UPS-905). Later departures also permit

broader geographic coverage because there is more time to move the cargo from its point of

13 Federal Express claims that UPS overstates its political support (Exhibit R-108). A
review of the exhibits and rebuttal exhibitsfiled by American, Deltaand Polar indicates
that they have received the support of 64 members, 12 members, and zero members,
respectively. Thus, even assuming UPS and American’s support completely overlap,
UPS has 294 more members' support than any other applicant.
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originto the airport. Passenger schedules result in an extra day (24 hours) for a package to

transit from shipper to recipient in U.S. to Asia markets (Exhibit UPS-912).

Third, passenger carriersdo not provide door-to-door, fully-integrated expressservice but
rather only airport-to-airport general air freight service. UPS providesboth general air freight
and fully-integrated-express service. Passenger airlinessimply do not havetheinfrastructureto
servethe booming U.S. —Chinaexpress and expedited air freight market, asthey cannot provide
integrated door-to-door service, cannot guarantee express and cargo space every day on every
flight, and do not carry outsized cargo or offer fully-integrated | ogistics services (UPS 900 Series
Exhibits). Inaddition, passenger carriers do not provide comprehensive el ectronic tracking and
tracing of shipments from pickup to delivery, do not have electronic proof of delivery, do not
have door-to-door single-entity control of shipments, and offer no supply/distribution chain
management services (Exhibit UPS-903). Nearly all of these deficienciesapply also tothetwo
other applicants proposing freighter service, Polar and Northwest. They serve only the general

air freight market.

The nature and importance of fully-integrated express service was well described by
JamesP. Kelly, Chairman and Chief Executive Officer of UPS. In hisdirect testimony (Exhibit

UPS-T-1, p.7) Mr. Kelly states:

High value products must rely on air express movement for export to
China, aswell asother markets. Their value and inventory carrying costs
requires guaranteed transit times direct from the manufacturer to the
importer. Their high value also requires the security of a door-to-door
movement with the compl ete assurance that the shipment will bedelivered
to the correct consignee in the time promised by the carrier. These
products cannot be moved in the bellies of passenger aircraft, wherethey
have no priority, and where integrated pickup, brokerage [door-to-door
tracking] and delivery services are simply not available.
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The Department hasitself clearly recognized the importance of being able to serve all
segments of the market, from the airport-to-airport general air freight market to the door-to-door,

fully-integrated express market in theU.S. Philippines All-Cargo Service Proceeding, Docket

OST-96-1074. There, the choice was between UPS and carriers that did not serve the fully-
integrated/express segment of the all-cargo market. Inthat proceeding, the Department, in Order

97-1-17, page 7, noted:

UPSistheonly carrier offering comprehensive, integrated express/small
package service plus general air freight service, thereby enabling it to
provide the most meaningful competition to the incumbent, Federal
Express, an integrated all-cargo carrier. Aswe statedin Order 96-11-7,
the selection of UPS, with its emphasis on serving the express/small
package market, in combination with any of the other applicants, stressing
thegeneral air freight market would provide the best and broadest range of
service options for shippersin the market . . . UPS offers the greatest
range of servicesover thelargest transportation network with the greatest
geographic coverage of any of the applicants. . . In addition, UPSisthe
only applicant that can fully and effectively compete with Federal Express
... thusfurthering the goal of benefiting the overall market structure and
level of competition.

The situation isidentical here.

Accordingly, the DOT should award the designation and frequenciesto afull y-integrated
all-cargo carrier able to provide both the significant economic benefits and the trade
enhancementsavailablefrom fully-integrated all-cargo service, aswell asfirst-timecompetition

for the incumbent monopolist, Federal Express.

B. Theother applicantsfor the new designation offer only limited and local
benefits.

1. American’ s Chicago servicewould be auselessduplication of United’ sB-
747 Chicago service.

The selection of American, which would result in wingti p-to-wingtip, duplicative service

by American and United from Chicago to China, would be awaste of thisvaluable designation.
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In fact, considering Northwest’ s China service from Detroit, American’s Chicago — China
service would result in the Midwest having 71.4% of the U.S. — Chinafrequencies, but only
18.9% of the traffic (Exhibit UPS — R-106). In effect, the United Statesis getting Chicago—
China service from United without sacrificing this new designation because United will soon

operate Chicago — Shanghai service under its current authority.

United’ s planned service from Chicago is fatal to American’s proposal and leaves
American to argue that the Department should merely ignore United’ s service. United’s
motivationsfor instituting its non-stop Chicago— Shanghai serviceareirrelevant in determining
what is best for the U.S. public interest. Ignoring this key issue, American relies on along-
outmoded Civil Aeronautics Board decision from the pre-deregul ation era—tellingly, thiscase
was decided in 1971 at atime when the CAB was authorizing virtually no new route authority
becauseit was more concerned with thefinancial “plight” of airlinesthan improving serviceand

increasing competition. Serviceto Lincoln, Nebraska Civil Aeronautics Board Order 71-4-75

(June 24, 1971).

Every one of American’ straffic forecast assertionsare predicated on acorefalsity: that
American, and only American, will operate from Chicago (Exhibits AA-300-317). How else
could American forecast that it will carry 78% of the passengers between Chicago and Shanghai ?
(Exhibit UPS-R-302-309). When one considers the reality of United’ s Chicago — Shanghai
service, nearly two-thirds of American’slocal projected Chicago— Shanghai wouldinfact shift
to United, and American’s Chicago — Shanghai load factor would drop to adismal 37.9%
(Exhibit UPS-R-310). Thisis because United, not American, isthelarger airline at Chicago,
both domestically and overall (Exhibit UPS R-309). Further, United, not American, would be

operating the larger aircraft; United’ sB-747 has 66% more capacity than American’sB-777on
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the Chicago — Shanghai sector. For the United States to create a duplicate service would be a
shocking waste of ascarceinternational commodity. Moreover, the selection of American, in
addition to United’ s new service, would result in morethan two-thirds of all Chinaservicegoing

to the Midwest (Exhibit UPS R-304).

Of the 91 markets American listed as generating traffic for its proposed service (again,
failing to adjust for United’ s Chicago— Shanghai service), United’ s Chicago— Shanghai service
would offer travelers better elapsed timein 53 of those markets (Exhibit UPS R-311). Andwhile
American claimsits servicewould provide“first time, non-stop—to—non-stop serviceto 80 new
U.S. cities,” that number declines to 22 cities when United’ s service is taken into account
(Exhibit UPS R-318). Inonly 18 of these 22 cities did American forecast any traffic
(representing only 1.8% of American’s Chicago—Shanghai forecast passengers (Exhibit UPSR-
318)). Inshort, the public benefits whi ch would accrue from American’ sduplicative serviceare

insignificant.

Finally, there must bereal doubt asto the validity of American’ sproposal to usethevery
expensive B-777 aircraft on the Chicago — Shanghai route (Exhibits AA-T-1, AA-222, 223).
Aircraft layovers of 17 hours at Shanghai and 18 hours at Beijing in American’s proposed
schedule arelonger by five and six hours, respectively, than any aircraft layover on American’s
extensiveinternational system, and it ishard to imaginethat American would, infact, keep such

valuable assets so underutilized (Exhibits AA-201, 204) (Exhibits UPS-R-307, 308).

Given these doubts, it is not surprising that, of all the applicants, American, and only
American, insisted that the certificate awarded in this case should give it complete “routing

flexibility” (Petition of American Airlines, Inc., for Reconsideration of Order 2000-1-21,
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February 2, 2000). In plain English, American does not want to be held accountable for

operating the serviceit proposed. Giventheextremetraffic dilution Americanwill suffer asa
result of United’ sservice, and the aircraft scheduling difficultieswhich American will encounter
on theroute, one must wonder what service American would actually operateif it isawarded the
new designation. Inthe past, American has shown extreme “flexibility” in altering its service
pattern worldwide to accommodate its financial interests to the point that it abandons service

completely. '

Faced with these insurmountabl e difficulties, American seeksto undermine UPSproposa
with exhibits purporting to demonstrate that the market for express service is stagnant and
presently adequately served. Aswas discussed more fully above, supra pp. 9- 14, thereis (1)
historic double-digit growth in the market for all-cargo air services; (2) rapid growth of this

market in the future; and (3) severe capacity constraints now existing in this market.

A choice of American would inject asixth passenger carrier (the third U.S. passenger
carrier) into the U.S. —Chinamarket and would result in the duplication of United’ sannounced
service at Chicago. On the other hand, the selection of UPS will inject first time direct
competition inthe express/all-cargo market, resulting infar greater economic benefitsto every

section of the United States. Sound policy demands the choice with far broader benefits.

2. Delta’ sproposal doeslittleto improve existing service and generateslittle
new traffic.

Delta’ s proposed service provides no national benefits, and provides only minimal

benefitsto its nearly sole beneficiary —the New Y ork City metropolitan area. Delta’ slack of

14 For example, American abandoned Nashville-London service in 1995, Philadel phia

(continued...)
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flow traffic at JFK severely limitsits network benefits. New Y ork travelers are already well-

served in the China market through their excellent connections.

Flow traffic is required to make any U.S.-China passenger route viable and sustainable
over time. Delta’ sown route proposal for Chinademonstratesthisintwo respects. First, Delta
would not have proposed single-plane service behind JFK at Atlantaif the flow traffic that it
could forecast from Atlanta and behind-Atlanta were not necessary to justify a*“route case
acceptable” forecast. That Delta needed the Atlanta and behind-Atlanta flow to present an
acceptable New Y ork-China forecast does not mean that the behind-New Y ork service will be
used by many passengers. AsUPS has shown, neither the Atlanta China passengers nor behind-
Atlanta passengerswould be well-served by Delta’ s proposed JFK-Chinaservice (UPS-R-300
series exhibits). Second, in addition to Atlanta and behind-Atlanta service, Delta obviously

needed to operate beyond Beijing to Shanghai to make its forecast “route case acceptable.”

Even for New York City itself, the service improvements of Delta service would be
small. Thisis because of the excellent connections New Y ork City will enjoy to Chinavia
United’ s Chicago service and over multiple other gateways (Exhibit UPS-R-312). In fact,
Delta’ s proposed New Y ork — Shanghai servicewould have the same elapsed time (17:25 hours)

asthat available over Chicago on United from LaGuardia Airport (Exhibit DL-101, p. 1).

For the remainder of the United States, the benefits of Delta’ s proposal would be
negligible. For example, Delta s single plane service from Atlantawould provide Atlanta

originating passengers with longer elapsed travel times to Beijing than would Northwest’s

(...continued)
London servicein 1995, and New Y ork-Rio de Janiero servicein 1999.
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serviceviaDetroit and significantly longer elapsed travel timeto Shanghai than United’ sservice
over both Chicago and San Francisco (Exhibit UPS-R-336). Delta’ sproposed JFK servicewill

provide few benefits beyond the New Y ork City area because:

Fully half of Delta’ s58 total online connections at JFK for its proposed
JFK —Beijing — Shanghai service (Exhibit DL-208) would have circuity
exceeding 30%, and even Delta concedes they would produce no traffic
whatsoever (Exhibit UPS-R-329);

Of the 52 points Deltaservesfrom JFK, 21 are European points. None of
these would have an elapsed timeto ChinaviaDeltaat JFK even close to
their current elapsed timestraveling to Chinain the eastbound direction
(Exhibit UPS-R-330); and

Of the 20 U.S. citiesfor which Deltawould provide online connectionsto
JFK, Deltawould provide the best elapsed timeto Beijing in only five of

those cities (Exhibit UPS-R-331), and in none of those citiesto Shanghai
(Exhibit UPS-R-332).

Thenarrow focus of benefitsof Delta’ s proposal isunderscored by thelack of improved
service even to other pointsin New Y ork State. The proposed JFK —Beijing— Shanghai service
would provide online connections at JFK for only one upstate New Y ork point— Rochester—and
the elapsed time from Rochester to Beijing is not better on Deltathan on Northwest via Detroit,
and isfar worse to Shanghai on Delta than on United from San Francisco or Chicago (Exhibit
UPS-R-333). Basically, no one from upstate New Y ork would fly on Deltato China because
Delta sproposed servicefor upstate New Y ork points (such as Albany, Buffalo and Syracuse) is
to fly on Deltaall the way to Atlanta, connect with the originating segment of the Chinaflight,

then fly back to JFK to connect with the onward flight to China (Exhibit UPS R-335).

Also, with American, the choice of Deltawould inject asixth passenger carrier (thethird
U.S. passenger carrier) into the U.S. — China market and improve service slightly for asingle

U.S. metropolitan area over the existing excellent connecting service. On the other hand, the
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selection of UPSwill inject first time direct competition in the express/all-cargo market resulting
in far greater economic benefits to every section of the United States. Again, sound policy

demands the choice with far broader benefits for more Americans.

3. By failing to build an Asian network, Deltaand American cannot offer the
synergies that maximizethe value of these frequencies.

UPS has demonstrated a long-term commitment to Asia by developing an extensive
Asian network. Selecting UPSto serve Chinawill add the critical missing link to that network
which will increase the network synergiesthat, i nturn, amplify consumer benefits. Thisiswhy
UPS Chairman and CEO James Kelly has made clear that “Chinais UPS's top international
priority” (Exhibit UPS-T-1, p.1). Deltaand American have demonstrated no similar level of
commitment to providing U.S. travel erscomprehensive accessto Asia, focusing narrowly on the

limited entry markets of Japan and, now, China (Exhibit UPS-302). See also, supraat 21.

Indeed, neither American nor Deltaisusing all of the U.S. — Chinacode sharing authority
that the U.S. government negotiated for and received on American’ sand Delta’ sbehalf (Exhibits
UPS R-611, 621, 622). In fact, both American and Deltawill be able to code share to nine
additional pointsin Chinain April 2001, and five additional pointsin April 2002 (ExhibitsUPS
R-612, 613, 623, 624). Thus, by April 2002, American and Deltaeach will be ableto code share
at over 20 pointsin China and have the ability to participate in extensive U.S. China markets

(Exhibits UPS-R-614, 625).

While American and Delta both try to lay claim in this proceeding to the one available
U.S. designation to China, neither has invested in building an Asian network as UPS has done.
Nothing is preventing American and Deltafrom building an Asian network today to benefitits

passengers, as UPS has for its shippers. Instead, American and Delta want the best of both
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worlds: direct accessto China, -- alimited entry market -- without investing in an Asian
network. In contrast, UPS hasinvested in Chinaand Asia, and maintained service even as the
economy declined. Today, UPS serves 12 pointsin the Asia Pacific Region, including thefour

fully-open markets (Exhibit-UPS-303).

Infact, Deltarecently confirmed explicitly itsrelative lack of interest in developing an
Asiansystem. Inthetestimony of its Executive Vice President, Frederick W. Reid, inthe 1999

U.S. — Argentina Combination Service Proceeding, “Atlanta-- Argentinais Delta’ s highest

international route priority” (Exhibit UPS R-618 (emphasis added)). In addition, Mr. Reid

added “Latin American routes are the most profitable, fastest-growing and most important
growth market intheworld for Delta.” 1d. Given Delta’ sprimary focuson Latin America, itis
not surprising that Deltahaslargely withdrawn from Asia. Infact, Delta has abandoned service

from Taipei, Bangkok, Hong Kong, Seoul and Fukuoka (Exhibit UPS R-619).

4, Polar does not serve the business-critical air express market.

Polar servesonly the airport-to-airport general air freight market and does not servethe
fully-integrated, door-to-door express segment of the market (UPS R-500 Series Exhibits).
While Polar describes itself as a“general freight specialist,” UPS serves both segments

specifically as part of its core business (Exhibit PO-T-1, p. 4).

There are also extensive problemswith Polar’ sservice proposal. Becauselessthan one-
third of Polar’ sforecast freight originatesin thethree statesit serves, 63% of Polar’ sfreight to
Chinamust betrucked for one, two or three days prior to aircraft loading (Exhibits UPS R-561,
562, 563). Also, Polar reported severe financial losses showing anet loss of $38.4 millionin

1998 similar to those of Evergreen when that company was awarded Chinarights (Exhibit UPS
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R-568 and 569). These difficultiesshould be considered in determining whether Polar would be

able to maintain the service.

Even acursory comparison of the Polar and UPS systems demonstratesthat Polar cannot
offer anything approaching the broad benefitsthat UPSwill provide. For example, Polar has 14
freighter aircraft (Exhibit PO-201), compared to 229 for UPS. Polar has 600 employees (Dunbr
Database, April 12, 2000), compared to 346,000 for UPS, and UPS has 157,000 surface vehicles
to serveitsshippers. Polar simply can not offer shi ppersthe scope and depth of service offered
by UPS and required by shippers. Polar isalso incapable of providing effective competition to

the incumbent Federal Express.

Finally, in terms of an increase in economic growth, UPS combination of fully-
integrated express and general air freight service will provide growth 2.45 times that of a
traditional general air freight operation per departure. For example, in terms of total jobs
created, UPS forecasts that its operation would result in 155 total jobs per weekly departure
while atraditional all-cargo general air freight operation would result in 66 jobs per weekly
departure (Exhibit UPST-3, p.3). Accordingly, the publicinterest would be much better served
by designating UPS, a carrier which servesthe entire market nationwide as opposed to an
applicant such as Polar which servesonly the airport-to-airport general air freight market over a

limited geographical area.

CONCLUSION

Therelationship between the United States, the largest economy in the world, and Ching,

the most populous nation in the world with a rapidly developing economy, is of profound
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importance. The decisionto be madein thisproceeding ishow best to enhancethat relationship
to bring Chinafurther into theworld community and ensure amajor placefor the United States
intradewith China. The selection of UPSwould do moreto further these objectivesthan would
the selection of any other applicant. The selection of UPS would also provide far more
economic benefits, including alarger increase in U.S. exports, more U.S. jobs and a greater

reduction of the trade deficit, than would the selection of any other applicant.

In addition to doing the most to enhance the United States’ relationship with China, the
selection of UPSwould inject first-time competition into the express/all-cargo market in contrast
to the selection of apassenger carrier which would inject the sixth (and third U.S.) carrier into
the passenger market. American would provide service at Chicago which would duplicate
United’ sservice, and Deltawould provide anegligible serviceimprovement principally to one

metropolitan area. The benefits of UPS' service, in contrast, are nationwide.

Accordingly, UPS urges the Department to grant it the new designation and the
ten available frequencies in this proceeding to enable it to begin providing the service
improvements U.S. shippers and businesses deserve.

Respectfully submitted,

David L. Vaughan
Counsel for United Parcel Service Co.
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