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Introduction and Summary

Arrow Air, Inc. ("Arrow") has the best service proposal of all of the air carriers, incumbent or proposed new entrants, which have applied for authority in this proceeding.  Arrow has proposed to offer direct service to more U.S. business centers and to more cities in the Republic of China than any other applicant.  Arrow would make available reliable, competitively priced freighter service in the burgeoning U.S.-China markets, meeting the demand where it is needed, in the manufacturing and merchandise distribution centers both in China and in the U.S.  

Arrow will make the most effective use of the frequencies allocated by the Department of any applicant if it is selected to operate as it has proposed.   An award to Arrow will be fully consistent with the provisions of the U.S.-China bilateral Air Transport Agreement and in the public interest.   In support of this answer Arrow respectfully represents and alleges as follows:

Only Arrow Among the New Entry Applicants Would Serve Emerging Manufacturing and Air Freight Distribution Centers.


There are four applicants for the newly available all-cargo designation and allocation of frequencies.  In addition to Arrow these new entry applicants are Evergreen International Airlines, Inc. (“Evergreen”), Gemini Air Cargo, Inc. (“Gemini”) and Polar Air Cargo, Inc. (“Polar”).  A comparative examination of this applicant group shows that Arrow proposes the most new service, seven frequencies immediately and six more in 2005 for a total of 13 frequencies.  Arrow also proposes to serve more U.S. points, a total of six cities including Atlanta, Chicago, Houston, Los Angeles, San Francisco and New York, and more points in China, a total of five cities including Beijing, Shanghai, Xiamen, Guangzhou and Shenzhen.  All of Arrow’s proposed capacity is available to users/shippers in the U.S.-China freight markets.  There would be no capacity blocked by third country market services. 

Evergreen

Evergreen, in contrast, proposes to use nearly a third of their frequencies for round-the-world service via Luxembourg which would clearly diminish the available space for U.S.-China shippers.  It has asked for a total of seven frequencies with flights operating in the U.S. at Houston, New York and Chicago and in China, Beijing and Shanghai, but as noted, the available capacity would be diminished.  Evergreen has made no estimate of what capacity would be used by U.S.-China shippers.

Gemini

Gemini asks for a total of twelve frequencies, six at the present time and six in 2005.  Gemini proposes service at four U.S. cities, Chicago, New York, Los Angeles and San Francisco, but would operate to only one point in China – Shanghai, where there already is service by the incumbent carriers.  Gemini would not serve the U.S.-China freight markets effectively and its proposal is inferior to Arrow’s more extensive and effective proposal. 

Polar 

Polar has asked for nine frequencies, six at the present time and three in 2005.  Three cities in the U.S. would be served – New York, Chicago and Los Angeles – but only one, Shanghai, in China.  All of Polar’s service would be integrated with its other Asian destinations through its hub in Korea.  The actual available capacity between the U.S. and China on the designated frequencies would be limited and blocked by freight moving in these other markets.  Polar’s proposal is simply inadequate for the geographically huge and economically dynamic and fast growing China markets.  The proposal is constrained, even warped, by Polar’s current concentration on its other Asian service and Korean hub operations in that area.  But what may be satisfactory for service between the U.S. and other Asian destinations is not satisfactory for service between the U.S. and China.  By comparison, Arrow’s dedicated, China only, service would reach the manufacturing centers from Beijing in the North, Guangzhou in the South, include the great economic center of Shanghai, provide direct service to Xiamen and opportunities to connect into Taiwan’s economic activities which are geographically close, and with service to Shenzhen with its mainland proximity to Hong Kong provide the best overall service of any new entrant. 

The Incumbent Carriers Do Not Propose Significant New Services

Three incumbents, Federal Express Corporation (“Fed Ex”), Northwest Airlines, Inc. (“Northwest”) and United Parcel Service Co. (“UPS”) have applied for a total of 23 frequencies of the 21 available on August 1, 2004.  The incumbent service proposals, individually or collectively, fail to address the extraordinary demand for all-cargo freighter service between China and the U.S.   

Fed Ex 

Fed Ex asks for the most frequencies, twelve, to add to its large existing share, all of which would continue to be operated from its Memphis center with no direct flights to major freight generating cities in the United States.  In China it initially would serve only Shanghai, adding Qindao at a later date. Fed Ex proposes to operate using round-the-world market strategies and as a result would make only limited capacity available for China-U.S. markets, diluting the effectiveness of an award to Fed Ex. 

Northwest
Northwest asks for five frequencies initially to add to the two it presently has.  It would serve only Chicago in the U.S. and only Shanghai in China.  It would add Los Angeles and Guangzhou later, but all of its services would be a part of and integrated with Northwest’s existing Tokyo services.  The U.S.-China markets would have to share the aircraft available capacity with the U.S.-Japan markets.

UPS  

UPS’s proposal is indefinite as far the U.S. is concerned.  It names no specific point or points to be served in the homeland country and only Shanghai in China.  UPS would operate five flights via Japan using reduced gauge aircraft and only one flight from their hub in Anchorage.  An award to UPS would have much the same effect as an award to Northwest or to Fed Ex, and that is the incumbent carrier would benefit by increasing its market share and, presumably, strength while the growing needs of the U.S.-China shipping public would be given secondary consideration.

There Must Be a Fair Balance and Allocation Between the New Entrant and the Incumbents.

The incumbents cannot take all of the available frequencies.  A balance must be struck.  At least one third of the frequencies to be allocated should be awarded to the new entrant all-cargo airlines selected by the Department for an award in this case.  Arrow urges the Department to grant its application, award it the frequencies it requests as within the above suggested allocation criteria.  Arrow takes no position on the allocation of the remaining frequencies to the incumbent carriers.

The China Markets Represents the Most Significant New Service Opportunity for a U.S. Flag All-Cargo Carrier and Arrow is Fully Capable of Providing the Service Needed.

China has emerged in the last decade as the major manufacturing force in the world economy.  It has overtaken Japan as the third largest trading partner of the United States.  The economic impact of trade with China and the role of available direct air freight service linking the U.S. and China economies cannot be underestimated.  Geographically China is enormous in size.  Manufacturing is widespread and takes place at centers throughout the country with a concentration in the eastern portion of the country and particularly the coastal cities.  There is a requirement for transportation of goods and manufactured products to the various points in China as well as to and from various points in the U.S. That is precisely what Arrow has proposed to do and would accomplish if selected.  No other applicant, incumbent or new entrant, has offered to meet the demand for service where it exists – between the actual manufacturing and distribution centers in each country.

Arrow Has Been Reorganized Into A Stronger Even More Effective All-Cargo Competitor.


Arrow has pursued an expedited restructuring of its organization and financial arrangements.  It filed Chapter 11 petitions on January 28, 2004 and on June 10, 2004 the Court approved the joint plan of reorganization submitted by Arrow and its new secured lender.  Arrow is emerging from reorganization as a stronger, more streamlined company, maintaining its position as a leader in the air-cargo industry and even better able to expand services in vital new air freight markets such as China.  Arrow’s new investors are enthusiastic about the opportunity to enter the China all-cargo market and are ready to provide all the necessary support to enable the company to implement the services it has proposed in its application. 


Arrow has an outstanding, experienced team of all-cargo airline professionals.  Its marketing credentials cannot be challenged.  Arrow has sales agent offices throughout the U.S. and around the world, but more particularly, it deals every day with major shipper consolidators with global marketing capabilities and shipping requirements.  Consultation with these shippers provided essential input for Arrow’s service proposal.  Arrow’s large shipper consolidators are also current providers in the China markets.  Arrow’s all-cargo managerial and operational expertise is the finest and can provide the newly proposed services in the most efficient and effective manner.  Overall, Arrow brings the most highly qualified and financially capable of all of the new applicants for service to China and it is most deserving of an award in this case.

Conclusion
In consideration of all of the foregoing, the presentations of the applicants, and evidence of which official notice may be taken, Arrow Air, Inc. respectfully requests the Department of Transportation grant its Application for a Certificate of Public Convenience and Necessity to engage in scheduled all-cargo foreign air transportation of property and mail between the United States and the People’s Republic of China, designate Arrow to provide the scheduled all-cargo service and allocate the requested frequencies to it, and that it grant such other and further relief consistent with the premises herein as may be in the public interest.
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