The Development of Public Air Transport Services Through

Concession Contracts
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The air transport sector constitutes one of the fundamental pillars in achieving economic development.
Despite the relative novelty of this type of transport branch, it has gained special importance. Many
countries, including Algeria, have adopted the approach of giving it the character of a public utility,

considering it a manifestation of national sovereignty, which leads to the state retaining its ownership.
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However, within the framework of the political and economic transformations that Algeria experienced in
1989, which resulted in the transition from the socialist system to the capitalist system, and in light of the
state's financial and economic crises, the increasing public needs and the necessity to meet them efficiently
and qualitatively, alongside the failure of traditional methods in managing public utilities, it became
necessary to seek the elimination of the deficit experienced by these utilities and ensure the required level of

public service.
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Therefore, most countries in the world, both developed and developing, turned to monopolizing the
management of vital public utilities, including the air transport facility. Since independence, the Algerian
state chose to monopolize the exploitation of air services for public transport. This monopoly lasted until the
issuance of Law No. 08-06, which determines the general rules related to civil aviation, where it opened the

field for private parties to exploit air services for public transport.
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This resulted in the emergence of private transport companies that were granted concessions to exploit air
services for public transport. Through this introduction, the question arises about the extent to which the
legislator adopted the idea of cooperation between the public and private sectors in the field of air transport?
And has it contributed to activating the role of private parties through resorting to managing public utilities

with methods that coexist with the liberal system?
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1. State Monopoly of Air Service Exploitation for Public Transport
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The reason for the state's monopoly of exploiting air services for public transport can be attributed to two
factors: the first is represented in the socialist orientation of the Algerian state at that time (first branch),

while the second branch is represented in the nature of air transport activity.
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1.1. As an Inevitability of the State's Socialist Orientation
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As long as Algeria adopted the socialist system as an economic method and pattern, it was necessary for it to
focus on the public sector and encourage the idea of establishing public institutions. Since independence, the
exploitation of air services for public transport was monopolized by the state, despite the fact that the law at
that time stipulated the possibility of exploiting these services by private parties. However, Algeria chose Air

Algérie as a tool to exercise its policy regarding air transport.
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A - Opening the Field for Private Parties to Exploit Air Services for Public Transport in Law
No. 64-166
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In 1964, the law related to civil aviation was issued, which came in a scattered collection of laws represented
by Law No. 64-166 related to airports, Law No. 64-16 containing the legal regime for aircraft, and Law No.

64-244 related to airports and facilities prepared for air navigation safety.
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Referring to Law No. 64-166, we find that the Algerian legislator did not limit the exploitation of air services
for public transport to the public sector only, but opened the field for private parties and even foreign
investors. Article 1/5 of it stated that: "Air services for public transport and air work can only be carried out

by institutions legally licensed by the Minister in charge of civil aviation."
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Through this article, it becomes clear that the legislator allowed any air transport institution to provide public
air transport services as well as air work services, and imposed only one restriction, which is obtaining a

legal license issued by the Minister in charge of civil aviation.
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Article 3/5 of the same law stated that "A public air transport institution is considered any physical or legal
person who regularly engages in aircraft transport for a fee." The legislator did not specify the type of

institution or the conditions that must be met.
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As stated in Article 19: "Algerian institutions exploiting regular air services for public transport enjoy the
right of priority to implement irregular air services..." Thus, the legislator declared the possibility of having
several institutions providing public air transport, opening the field for national and foreign investors to

exploit these services.
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Referring to Article 8 in its first and second paragraphs of the same law, we find it states: "To obtain an
exploitation license, a public transport or air work institution must provide the Minister in charge of civil
aviation with all information about the proposed service and fulfill the conditions presented by the Minister
regarding technical and financial guarantees for safe and successful exploitation according to the
requirements of this law. The license is only granted for a period not exceeding one year, renewable, except
in case of a concession for a period specified by contract, and renewal may be refused or accompanied by

special conditions."
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B - Monopoly of Air Service Exploitation for Public Transport by Air Algérie
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After Algeria's independence, there was one air transport company that monopolized the exploitation of air
services for public transport. This company, called "Compagnie Générale de Transports Aériens (CGTA),"
was established in 1946 and began its flights in 1947, departing from some Algerian airports towards some
French and European airports. In 1962, the company was owned by Air France at 98%, but in 1963, the
financial structure of the company changed when Air France gave up 31% of the company's shares, which

Algeria acquired, thus owning 51% of the shares.
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2.1. Nature of Air Transport Activity
sl JAI Bl dapks 2.1

The reason for the state's monopoly of air services for public transport is attributed to the nature of air
transport activity, as it differs from other transport activities and means, especially land transport, in terms of
the difficulty of practicing this activity under competition. Therefore, the natural form of practicing this
activity is represented in its monopolization by the state, and this monopoly does not prevent the emergence
of international competition in practicing air transport activity, which limits the state's monopoly field of this

transport to within its domestic air routes only.
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Perhaps this monopoly is due to several reasons, including: considering air transport as a strategic facility
that is difficult to leave its management to the private sector; the enormity of investment costs required to
practice air transport activity, due to what it requires in terms of providing basic infrastructure as well as
aircraft; considering air transport as a manifestation of state sovereignty; and the instability of investment
returns in the field of air transport, because the latter is characterized by seasonality as it is not stable

throughout the months of the year.
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2. Liberalization of Air Services for Public Transport
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As mentioned previously, after the issuance of Law No. 08-06, the field was opened for the private sector to
exploit air services for public transport through concession after they were monopolized by the National
Company Air Algérie. This was due to several reasons that led the state to involve the private sector in

exploiting these services, and concession contracts were granted to three private transport companies.
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1.2. Motives for Resorting to Concession Contracts
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Perhaps resorting to concession contracts to exploit air services for public transport is not fundamentally
related to increasing public needs or the existence of necessity for public facilities to keep pace with
emerging developments, but there are other motives that led the state to resort to granting concession
contracts. These reasons can be summarized in adopting the liberal system, the security conditions that
Algeria experienced, in addition to the desire to benefit from private sector expertise, or resorting to

concession as an inevitability of new transformations.
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Perhaps resorting to concession contracts to exploit air services for public transport is not fundamentally
related to increasing public needs or the existence of necessity for the air transport facility to keep pace with
emerging developments or the advantages enjoyed by the private sector, but rather relates to the political,
economic and social system applied in the state. After the economic crisis that Algeria experienced, it was
pushed to abandon the socialist system and adopt capitalist beliefs, which is based on: openness to the
private sector and inviting it to economic investment; promoting the private sector to the rank of economic

partner, and encouraging it by lifting old monopolies and removing barriers to private investment.
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In line with the transformations that Algeria experienced and the necessity of openness under the liberal
system, Law No. 08-06 was issued, which determines the general rules related to civil aviation, to open the
field for private parties to exploit air services for public transport through concession.

Lﬁ'ﬂ\ 06-08 (“EJ u;—'\ﬁ]\ Dha ‘L”;\).::\m eu:uj‘ Jb @ CUSJ‘}“ 5 yg pag )3\);“ L e L?“\ C_I\)f);ﬂ‘ oo Lala
o oesed) Jaill 4 sall clast)) iy Galsall alel Jlaall i o sl o) pelally Al Lalall el @) saay

DY) Gy ok



Security Conditions
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It is no secret that air transport is greatly affected by internal disturbances of the state and the phenomenon
of air terrorism, which is represented in hijacking or bombing aircraft for political purposes. The black
decade that Algeria experienced during the 1990s negatively affected air transport, especially after the
hijacking incident of the "Air bus" aircraft from Algiers airport towards France, flight number 8969 on
December 24, 1994,
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This incident resulted in considering Algerian airports unsafe, which made many foreign air transport
companies boycott Algerian airports due to security conditions. Then Air Algérie became solely responsible
for transporting passengers and goods in the absence of other foreign companies, which affected its financial
profitability and created pressure on its aircraft and workers to cover both domestic and international air
services. The state covered its financial deficit each time, which burdened the public treasury, leading to
thinking about other legal solutions, so the concession method was adopted to involve the private sector in

exploiting these services.
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Flexibility and Techniques of the Private Sector
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The flexibility of the private sector ensures better achievement of public interest. The investor aims in his
partnership with the public community to achieve the greatest amount of profits, and for this he has the
ability to take measures that are difficult for the public community to take, such as reducing or increasing

workers' salaries, reducing their number, increasing working hours and creating incentives.
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Also, due to technological development, most public facilities have come to require techniques and expertise
to perform their tasks, and these techniques, if available, require continuing to provide them with huge
amounts that may be difficult for the public community to provide, especially if it suffers from financial

deficit. This is unlike the private sector, which, thanks to its relationships and means, can resort to several



sources of financing and create a series of financial relationships with internal and international banks and

financial institutions that the public community is unable to achieve.
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2.2 Applications of the Concession System in the Field of Air Services for Public Transport
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We mentioned in a previous part of this research that the Algerian legislator chose the concession method to
exploit air services for public transport, and in 1999, the authority responsible for civil aviation granted

concessions to three private companies: Khalifa Airways, Antinea Airways, and Equair International.
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Khalifa Airways
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On July 1, 2001, the concession agreement for exploiting air services for public transport and the
accompanying specifications were signed between the authority responsible for civil aviation and "Khalifa
Airways," and they were approved by Executive Decree No. 02-40. The concession contract duration was set
at 10 years, renewable, and Khalifa Airways benefited from this contract by exploiting the following air

routes:
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Regarding the domestic network, it was granted a general concession for the right to exploit the entire
domestic network, meaning it exploits all domestic routes, except for state dual-use airports which are
subject to special licenses issued by the authority responsible for civil aviation. Regarding the international
network, for the European network, it exploits seventeen routes, most of them to France, while for the
African and Middle Eastern network, it exploits thirteen routes. Regarding the cargo network, it is

distributed over twelve air routes towards Arab and European countries only.
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Antinea Airways
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The concession agreement for exploiting air services for public transport and the attached specifications
between the authority responsible for civil aviation and "Antinea Airways" were approved by Executive

Decree No. 41/02. This company benefited from this contract by exploiting the following air routes:
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Regarding the domestic network, as is the case with Khalifa Airways, it enjoys a general concession for the

right to exploit the entire domestic network, except that state dual-use airports are exploited under licenses

granted by the authority responsible for civil aviation. Regarding the international network, it consists of one

network towards Europe containing twenty-one routes.
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Conclusion
ol
The exploitation of air services for public transport has gone through two main phases. The first phase was

represented in the state's monopoly of exploiting these services through Air Algérie as an inevitability of the

socialist orientation, in addition to the nature and type of activity.
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The second phase was represented in granting concessions to three private air transport companies: Khalifa

Airways, Antinea Airways, and Equair International in 1999 to exploit air services for public transport

alongside Air Algérie.
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However, these companies did not remain long, as the concession contracts granted to them were cancelled
in 2003, and the state refrained from opening the field for private parties to exploit public air transport
services. Air Algérie returned to monopolizing their exploitation with the emergence of a national company

represented in Tassili Airlines.
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However, recently, the Ministry of Transport has opened the field to receive applications for exploiting air
services for public transport.
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