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PREFACE 

This st~ embodies a very current question 1n regard to Interna.tiona.1 

Air Tranaportat1on for the United States. Great etrides have been ma.d.e in 

Commercial Aviation within a relatively' tew years. Air Power is an instru

ment of Bat1oll&l Poliey- both diplomatically and economically. 

With the advent of air commerce, the world is now the market place and 

air transportation a means of binding the vast areas closer together. 

Internationalism is the theme and aviation a tool tor the promotion ot 

better relations and knowledge in the strife for world peace. 

Competition or Con1011dation of international carriers~ be indica

tive of a trend in economic thinking, characterhed by the changing condition& 

in the world to~. 

Air transport, hieh pla_ved such a vital part in war, will pl~ an even 

more vital role in the world of tomorrow. 

The writer wishes to express his appreciation to Professor lhl.ssell H. 

l3a.ugh, Dean Bqmond D. Thoma.a, nd Dr. R. R. Oglesby of Oklahoma. A. & M. 

College, tor their time and counsel both for this study a.nd for courses 

under their guidance. He also wishes to thank Dr. John H. Frederick, 

University of Maryland. for his generous a.id in obtaining material and 

suggested research. !o the ma.~ who ba.ve helped in the preparation and final 

constra.ction, he is extremely gr teful. 
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CHAPTER I 

!HE PROl3LlllM AND DEB'I TIONS 07 TEBMS usmJ> 

!HE PRO:BLEJil 

'?he ques"t:1.on, as giTen in tbe title, has been of rather recent origin 
I 

because 1t baa been only in the pa.et few yeara that the poss1.b111t1ee of a ir 

1;ransportation branching out into the overseas and international fields have 

become apparent. With the adTent of international flight came the question 

of the air policy to be followed by the 1Jn1 ted Sta.tea. In recent years a 

majority of the foreign opera.tors of air commerce have adopted a consolidated 

carrier plan with either government ownership or statutory monopoly rights. 

In the face of such opposition by foreign monopolies in international air 

transportation, the United Sta.tee mu.st decide upon a contirma.tion of 1\a 

present policy of rego.lated eoiupeti tio,n or some form of consolidation. 

The problem has received mu.ch attention by the Congress of the United 

Sta.tee through a number of bills presented for the changing of the poliq to 

various forms of a single carrier plan to operate in the international field. 

Several hearings on the bills have been held by both the Houee and Senate 

Committees on Interstate and Foreign Commerce. There the problem was given 

a. t horough analysis by leading authorities from the aviation industry, the 

air transport industry, the gOYernment, labor, and ma.n_v other interests. 

The purpose of this study is to present the eases f or competition &lld 

consolidation as they have been stated by the advocates of each, and from 

a. careful ~sis of the facts, as stated, draw a. conclusion as to the 

system that would best serve the interests of the peoples of the United 

States aDd the world. 

fhe q,uestion, then, is whether we eoo.ld best serve the public interest 

1 



ot our country and promote our national defense and our position in the 

interna.tiona.l field by permitting eonti:rma.nee of competition amoDg our 

interna.tio!lal air carriers or whether we should advocate a consolidated ai r 

carrier as the flag line of the United States on a basis simil ar to that 

promoted by f oreign countries. 

THE l )ll>ORrANCE 01 TBE PROB!EM 

Without doubt, this problem has increased in importance and magnitude 

since Worl d War II , during which great strides were ma.de in the technical 

and the operat i onal aspects of aviation. The experience and the know-how 

2 

of distance flight with saf ety and economy were obtained by the internation

al operat i ons of our domestic air carriers as links in our l ines of supply 

and transportation tha.t prOTed of such vital a.id to the American ea.use. TM• 

valuable experience, coupled with the records and data. of the Nava l Air 

Transport Service and the Arm::/ Air Transport Command, has given the United 

States air carriers a firm basis f or their entry into the vast field of 

world air commerce. 

fhe United States holds a prominent position i n air transportation and 

in aircraft const ruction. Ma.ey of the f oreign air carriers are operating 

with aircraft purchased from .American manufacturers. I t is important to the 

American manufacturers f or them to continue to do so. At the same time, the 

manufacturers are vi tally interested in the a.mount of air traffic that t he 

United States carriers will continue to carry . The high cost of experimental 

models of l arger and more advanced aircraft cannot be borne by carriers that 

cannot o:pera.te at a f air rate of return or 1n anticipation of one. The 

problem, then, has a direct effect upon the manufacturers since the demand 

for new and t aster aircraft will dep nd upon the profitabl e operation of 



American carriers. In recent information trom Engla:nd it was learned that 

the British are attempting to operate with aircraft bu.ilt in England. At 

the present , such ireraft do not compare favorable with American aircraft 

1n the matter of oper ting costs and characteristics. Howe'V'er, the possi-

bility 0£ ad crease in de for American-built aircraft by foreign oper-

ator-a is a l s pres nt. ~ther competition or consolidation will "better 

enable er1ca.n carriers to gs.in a large portion of the interns.ti na.l traffic 

is a 'Vital qu.e tion to the ircraft ma.nn.f ct,u-er. 

The question 1 of great importance to t he air carr ers themselYe. 

~ of th d est1c air carriers are opera.ting international routes. A 

con olidation of the international ea.rrter-s into a. -ingle carrier would 

mean the dheontinuation of 'business i foreign a ir comm ree by the omestic 

carriers and the elimination of two inten:iational air carriers. Pa.n .American 

World i~s and eri n Overseas rlines. The ability of a domestic 

carrier to offer tran ortation connections or cont1miou. flight fro points 

in the United Stats to~ rious points throughout the world is definite 

drawing ca.rd for traffic. The growing trade a.n business oondueted 'by the 

United Sta te with foreign countries offers n increa ingq grea~er tr :rte 

potential for the 1nternatio air c rriers. It has been estimated that 

the United State originate approxim t ly 80 per cent of the internatic 1 

air traffic. '?he tourist tra.ff 1c Americans in foreign countries ha . f or 

malliV years been a prominent item in the f oreign trade b l ance. th the 

possibility ot decreasing passenger f a.res. there is good reason to believe 

that such tra.ffi.c will expand. Whereas in the past ma.ey- vacations did not 

permit a trip outside the continent. the reduced time required by' flight will 

open ma.I\V new alternat1Yea ~or vacation possibilities. 

Air cargo is another important traffic potential. At present, eoneen-



tration is upon the passenger, but in the fut,ire the possibility of increas~d 

air cargo must not be overlooked. rger and l a rger p~ loads a.re now 

possible and t he costs of air cargo .are decreasing. This anticipa.tion of 

a. growing traffic potential and th expansion of international operations 

has attracted azw United States air carriers. Th question of the policy 

to be adopted in rega.rd to interna.tiona.l air transportation greatly concerns 

them. 

fflY 1EE PRO:BLBM IS VITAL 

One definite reason for the problem being so vital is the prominent 

position of air power i n foreign relations and international transportation. 

Air transport is now an instrwnent of national poliey--economic, diplomatic , 

a.nd ilitary. The uncerta inty of the international situation and the great 

strategic i ortance of air pover make an;r policy in regard to international 

air transportation important. The worl d i s no longer separated by days of 

travel. Air transportation has reduced it to a matter of hours and the end 

is not in sight . The Civil Aeronautics Act e owered the Civil Aeronautics 

Board to consider in its economic decision the national security and def ense 

of the United States. It is important to note that the Departments of the 

Government oppose a change f rom the policy of regu.1.a.ted competit i on. Fear

ing that advancements in ir technology might be utilized by foreign compet ... 

1tors but not be available to the United States. the War , Navy . and State 

Departments were l ed to oppose aey pl an for a. "single chosen instrwnent tt. 

A second important reason £ r this study is t he trend throughout the 

world f or more concentration of economic power ither in the state, politi

cal party, or in govern.~ent-owned industries. The opponents of a oon olida

tion pl an continual p int ·to the grave dangers o:f such an instrument 



becoming entirely go•ernm nt controlled. It 1s tru.e that lmost all of the 

foreign competitors operate under some form of a chosen instrument with 

considerable government aid t hrough subsidies or by statutory creation. It 

cannot be overlooked that 1n the United States great a.id has been given to 

commercial aviation, both domestic and f oreign. not only through mail pa;v

ments but a lso through maintenance of airwiqs, a irport construction. weather 

data, beacon lighting systems. radio beams, tower operation, and indirectly, 

aid given to aire:ratt mamxfaeturers used in research a.nd. development of new 

models. Su;pport of a.ir transportation by government subsidies e.till seems 

necesS8.17, at least until the world situation becomes more stable and the 

international air carriers become established. No doubt the United States 

todq holda the dominant position in air power both military and commercial. 

It seems 1Jnportant at this time tor it to re.main there. T'he atomic bomb 

bas ma.de the importance of air power and air defense expand beyond believable 

expectations. An industry so affected public interest 8lld. Da.tional defense 

cannot be eipected to develop by private interests alone. What policy will 

promote the public interest and the national defense and permit the economical 

operation of United States international air carriers, is the question. 

DUI IT-IOliS OF TERMS USED 

Th definitions given here are not all ineiusive, but they were chosen 

as the ones needed in order to a.void confusion. 'The policy now acibered to 

by t he United States is embodied in the Civil Aerona.utica Act of 19:38 and a 

majority of the definitions ar-e taken froin that .Act. 

Consolidation, as applied to this etuey, eans the consolidation, m rger, 

or placement of control within body or organization that 111 ha.ve exclus11re 

rights to represent this country 1.n intenJS.tional air eo re • This con-



6 

solidation might be eo bination of existing carriers now participating in 

air commerce or other carriers that might meet the qualifioationa as embodied 

in l a.w or re a.tion that might be promulgated to permit such an instru-

ent . 

Air c rr1 r, as defined the Civil Aeronautics .Act of· 1938, 
means aey citizen of the United States who und.ertaltes. whether directly 
or indirectly or by lease or any other arrangement, to engage in a.ir 
transportation. 

Air commerce, as defined by the Act, means interstate, overseas, 
or foreign air commerce or the transport ation of mail by aircraft or 
a:ey operation or navigation of aircraft w1 thin the limits o! aey civil 
airw~s. or any operation or navigation of aircratt hich directly 
affects or which mq endanger safety in interstate, overseas, or f oreign 
co rce. 

Air transportation, as defined by the Act, means interstate, 
overseas, or f oreign a ir transportation or the transportation o! mail 
by airers:tt. 

Foreign air carriers, a defined by the Act. means &'If¥ person, 
not a citizen of the United States, who undertakes. whet.her directly 
or indirectly or by l ea.ee or ~ other arrangements, to engage in 
f oreign air transportation. 

J'ore1gn ir commerce or transportation, ae defined by the Act, means 
the carriage by aircraft of persons or property f or compensation or hire , 
or the carriage of mail by aircraft , or the operation or navigation ot 
aircraft in the conduct or :f'urthera.nee of a business or vocation, 1n 
commerce between, re ectivel7, a place i n the United States~ aey place 
outside thereof, whether such commerce mOTes wholly by aircraft or partly 
by aircraft and partly by other forms of tran ortation. 

OEGlllZATION OF THE S'lUDY 

!he remind.er of the stl.1.Cey' will review the develo:9ment of the pres nt 

policy of regnlated. competi t1on a.e it emerged trom the Civil rona.utiea Ao' 
.of 19,s and the interpretation of that Aet by t he Civil Aeronautics lloard. 

ttention will be given to proposed legislation whieh would change the preaent 

policy from competition to consolidation. Recent decisions by the Civil 

1 52 §ta\,l&tes, ~P· 977-979. 



ronautics Boa.rd regarding tbe certification of erican carriers t or 

international routes give a clear picture ot t he policy now followed by the 

United States. Some of the difficulties and problems f aced by t he :Board in 

Us economic decisions will help show why the probl 1s important and the 

reasons for following the policy of regulated competition. In some cases 

certificates were not granted to more t han one carrier to operate over a 

route when the Board felt traffic potentials did not Justify ah.a.ring t he 

service. 

7 

Extended treatment ie given to the arguments tor and ~inst t he proposed. 

legislation by leading authorities. 1t i s interesting to note how the support

ers and opponents were grouped and remained so grouped during the vari011s 

.hearings before Congressional Committeea. 

An evaluation of these arguments is included together with discussion 

of some possible alternatives to competition or a single chosen carrier. 

11:nally a. brief' conclusion is attempted based upon the arguments and 

points gathered from t he st~. 



OHAP.l'ER 11 

!l.'HE BGENCE 01 THE PROBLEM 

UNITED STil:IS IN!ERNATiorn AIR POLICY PRIOR iro 

'fBE CIVIL AUOIWJTICS AO'f OI 1938 

The deTelopment of air transportation in the United States hinges around. 

the growth of air mail and the utilization of aircraft. by the Arntv" and Ba.v. 

World War I gave the infant aviation industry an opportunity- for expansion 

and deTelopment of new designs and methods of construction which otherwise 

would have taken ma.ey yea.rs to aehieTe. 

edia~ely after the war IDal\V' of the surplus aircraft were sold to 

numerous demobilized Arrrq and Navy pilots. Through their e~forts, flying 

8 

was translated from war terms to terms of public participation, and the public 

began to realize that this new mode of tra'Yel could become a :torm of trans-

portation and a part of the normal daily routine. Accompaeying this rapid. 

expansion of aviation, without aey type of government regulation, were malV 

accidents. Acyone who had the price ot a plane could attempt to ny it. 

There was no federal regulation of air transportation until 1926, a it was 

not until 1928 that the :Bo.reau of Air Commerce in the Department of Commerce 
l 

began to enforce standards of safety. 

~he Poet Office Department had displayed an interest in the possibilitie• 

of air tra.n orta.tion of the mail as early as 1911. Attempts made to secure 

appropriations from Congress met with no success until 1916 when an experi

mental appropriation was granted. On ~ 15, 1918, air ma.11 service between 

shington, D. c. and Bew York was begu.n with A1'1I\Y' planes and personnel and 

l John H. Frederick. Commercial All. Tmn!irnortat i op, pp. 4. 



on August 12. 1918. the Post O!f1ce Dep rtment t ook over operations with 1 ta 
2 

own equipment a?ld personnel. 

9 

he first period of expansion encountered . erou.s d.if'ficu1ties ra!Jging 

from ill-adapt d pla.nes t o 1ittle or no weather kn wl edge. Appropri t~ons 

ere 11 difficult~ was experienced in keeping within the budget&17 

limit • The history of the de't'elopment ot the S.r 11 and e9Pecial~ night 

flying is a colorful and drama.tic one. 

Ba' 192.5, the development of air operations bad reached the point where 

the government felt that the operation of air mail tra.nsportation by pr1~ te 

operators was desirable. The Air Mail Act of lebruary 2, 1925 prO"Yided 

for the servi ce to be performed by private carriers under contract. 

1th the r apid expansion of aviation and the growing public interest 

came the need for some type of rego.lation and coordination. Several comittee• 

of Congress inTestigating the aTiation industry r orted that a program of 

legislation was needed to promote civil air transportation as well a.s to 

formulate a plan to cover development for military and naval aTia.tion. 

!he answer was the Air Commerce Act of 1926 with an obJeetive to stabi-

11ze civil or commercial aviation so as to attract adequate capital and to 

provide it with t he assistance and legal basis necessary for its development.) 

The Aet provided more aid to civil aviation tban regulation of the new 

indust1'7. 

Du.e to the little knowledge and seemin.gl,y '\ml.1kel1hood of distance 

international flight, little we.s said in t he Act regarding it. The Act 

provided for the exclusion or foreign aircraft from t he air space of the 

2 !!!14. pp. 7. 

3 44 §tg\µtes. pp. 568. 



United States except by permission fo the Secretary of State f or military 

aircraft and the Secretary of Commerce for non-military foreign. aircraft. 

'lhe flight across the Atlantic by Charles A. Lindbergh in 1927 and 

several other spectacu.lar flights increased the public I s il!terest in flying 

and aroused the worl d to the possibilities of international flight. 

Air transport services to foreign cOlllltries began to develop. 

rica.n World Ai~s. the world 's l argest co11111ercial air transport enter-

prise, began sernces in 1927. Special legislation authorizing contra.eta 

and ~ments for the carriage of mail to, between, from and in toreign 

countries as well as to, from and between United Sta.tea poseessions a.nd 

4 
territories was approved in 1928 and 1929. This legislation, known as the 

Foreign Air Ma.il Act, remained in effect until the enactment of the Civil 

Aeronautics Act of 1938. The mail rates were not to ·exceed $2. 00 per mile 

for a stated base plane load, plus $1.00 per pound per 1 , 000 miles for mail 

transportation in excess of the base load. These mail contracts were to be 

awarded b;y competitive bid.ding. A m:unber of contracts, mostly for 10..,,ear 

terms, were ma.de with Pa.n American Ai~s. Pan American-Grace Airwqs and 

Canadian Colonial Airw_vs. s 

10 

Air mail transportation contracts were suddenly cancelled by the govern-

ment in 1934 because of alleged collusion between the mail carriers and post 

office officials of the outgoing administration and because of other abuses. 

The .Arra¥ flew the mail for several months on a restricted bases. During 

t his period the Artrf1 experienced a large nwnber of accidents due largely to 

the inexperience of its personnel. 

4 
45 §b.tutes. pp. 248 and 4.5 stc.t:ut10, pp. 1449. 

5 o. J. Lissihyn. JUtl'J.)AUonal tJ..£ Tra.n112ort An2. Natiops.l Policy, 
p • 14). 



A new act was passed entitled. the Air Mail Act of 19:}4. lt provided. 

£or new ma.il ccntmets issued. under competitive 'bidding with a 40 cent :pe.r 

mile limit. Also various restrictiou.s were plaeed u.pon the carriers id.th a. 
, . 6 

separation of aviation man\tf'actu.rera a.na. transport eompan1Gs.' Holding 

!he control of the indUBtry w.s divided among three depar"t.m&nt_s. ot the 

Govenm$nt. fhe Post O!fi~ 'Department a.W8.rd.ed the air mail contracts and 

enforced air mail regulations. The I:nt&rstate Commerce Commission tta.s t.o 

set. the rates of mail pa;r .and wa.s directed to review rates period1ca.l)..-v. 

n 

!he Ju.reau of Air Commerce in the Department of Oommeree regi.1.la.ted the· sa:tety 

side e-f air transportation and vas responsible !or airwq inaintena.nce and 

development. Competitive cond.itionii!,. as evident by ,~ :provision 1n a few 

insta.:nces of non-mail serviee in a territor.v served by an airline holding 

a. ma.il contract and ·by practices in connection t<1ith passe:nger ta.res. caused 

eonside:rable diff ieul ty a.nd e,rentually pl£WOO. a. :pa.rt in brilllging about a. 

more comprehensive form of regulation. Ocmpet:i.tive bidding for air- .mail · 

con.tra.cte became ridieuloae, some bids being a.s, low 9;s O .. 0008 mills per mile 

on e~etitive routes ,nth, of course,. the expectation of la.tar asking tor, 

a.u-d in all probability iieceiving an increase after the route bad been esta'b-
7 

lished. 

Prior to the granting o-t a -eert-if'i-eate of oomr.enien.ee arw. necessity- to 

.Anleri~n Export A:h'l.ines by' the Oiv-il Aero:ne.uti·cs Eoard in 1940. the trnited 

States had been represented in the i:nterna.tional ai:r carrier field by the 

Pan Ameri,can s;ystem. :now called Pan .American World Airmcy"s Corporation. 

6 John R. Frederick. .Q.e. ;Q.U, •• PP• l6;..17. 

? l)id, p. 11. 



Pan American had pioneered. the maey f'ore~ routes on its schedule in both. 

the Atlantic arul the Paeif' ie tre,de routes, the Carri be.-2in, South American. 

8 
and .Alaskan. · 

there had. however, been other .American airlines in the field before 

a.ll.d up to 1931. :New Tork. Bio, and Buenos Aires lines; iiekwiok Ai~, 

Jne .. and Satet.;r Airways, were gradually- eliminated 'beeause it appeared to lie 

the policy, as shO'l!m. by the evidence which follows .• of the United States to 

favor Pan American Ainra.ys antl i te affiliates through the issuance .of air 

il t ... 9 ma eon ·:l'aeuS. 

b. a letter to Cap~.:tn !fhomas Doe or Eastern Air Transport, lne •• in 

19:31, Postmaster General :Brown advised domest:te a.:tr carriers to staw out 

of the foreign field and Pan American to stq out of the domast,ic field. 10 

Pan American tms the :first to ent-er the scene on the trans-Atlantic 

route. It entered into an agreement tfit.h Imperial Ai~. a '.British a.ir 

carrier. whereby other a.tr carriers were exeluded from this field of opera-

tion. l\v an agreement er Api-il 3, 19:3?. Pan American secured a. 15-yea.r 

monopoly for l.ruxlin.g rights in Portugal which excluded all ~ther American 

11 
c:.H>uutries. · 

These rm1tes carried great poten.t.ia.ls for commercial air carriers in 

the international field. The p:roba'b111ty cf these route·s supporting more 

might monopolize these routes that led to the Uni.tea States Policy of inter-

8 For further in:f'omation eonsult o. A. ::s. Decisions. 

9 o. J. Lisaitqn.. .Q:Q, • .;ll, •• p. 242. 

10 
.~ p. 242. 



leg.es. Ifegotia.tione td t.h Great Britain in 1935 in.eluded suffiei:ent genem.l 

a.Uowa.nees to permit the United States to transfer opera.ti?lg permits- from 

. 12 Pan American or Imperial to othar line~ .. if they se,w fit. 

air policy wa.is great.. · Oontrol over domestic carriers was divided among three 

departments and did 11.ot permit the coordination of rego.lation neeessaey tor 

a. s®nd qs.tem. Prier to the Civil AIS!rom.uties A.et ot 19)8. eont:rot of the 

intel"l:latioMl a.spaet.s of ·Ci'Vil aviation ms largely vested in the ~ter

depa.rtmenta.1 Committee on. Civil laterna.t1onal Attia.t!on, e-emposed of assista.u~ 

secretaries of certain of t.he ·executive deputments. As ~how .• th~ inter

national. field tas represented bg- one carrier which seemingly bad a f'avo.red 

position in regard to ai:r mil eont:ra.e'lts. lt. wa.s ev.ident that there was a. 

definite need for a. centrali.zed authority with definite regu.la;t;o1'7 powers 

and full re-spon.sibility for the eont:rol ot civil aviation both domestieall7 

and internationalq. Su.ch a. need was provided for by \he Civil Ae:ronaaties 

Act of 19:38. 

tm DEC~ION OF ?OLIC'I llY !B]i CIVIL ilRONAUTIOS AO!J! or 1938 

file Civil Aeroria.uties Aet or '1938 .represents the latest 1~.gislat:lon by 

(.longress applicable \o a.ir transportation. While much ba.e~ tor this 

stud;r w-~s found in the hearings of Co~ressio.Ml eommittees upon the question 

a'Dii \tJ.)On proposed. 1At1s and amendments to the Aet, it is neeessaq for the 

bases to 'be the Act, as it is still the eff'e·eti'Ve law for air carriers .. 

Wb&t has been and is :.ilOW the policy of the Oivtl Aerone.uiie$ :Boa.rd in 

12 Edward P. Warner. 
{April, 1938). 481. 



In th,~ exercise awl :perfo:rmanoe of its potters and tlttties nnrler 
this act. the Authority shall eonsicter the following, among other 
th:h-.g13i as beillg in.>the publio i11t.erest. ,';1.m:1 in ,;,ceordan.ce t1ith the 
public convenience and. necessity: 

(a) ~'1'J encou.:rt.JJ.gement anti ltevelopment of an air tt'ansporta.tion 
system propel"ly 0..dapted to thG :presen:b and tuttire naeds of the f ereign 
anrl d.o-mestic eor.mnerce of the U'nited States~ of the Postal Service. and 
t>f th~ ncttio:n?.l clef anse.; 

(b) !!:he regull.ot.ti{lln of a.:lr transportation in 1l!lil.Gl'l manner as to 
reeogi1he and j;:lreserve t.he inherent advantages of. a.sstU'e the highest 
llegree of s,J.fet;y in, a.rid torrl'ier sound economic condi tiona in, such 
trr,,usJiort,c:a;tion, and to improve the rel;;1ticnship between, and, coordinate 
trans-po:rtation byl a.ir carriers; 

(c) The p:romotion .of adequate, eeonomice.1, and efficient service 
'by air ee.rl':l.ers at .reasonable chc9,rges, without 'lll'ljU:Efi'i discrimination. 
u_nd1:te preferences or advantages~. or un:f'a.ir or destructive eo:nrpetitive 
}'.tract ice,s; 

{d,} Oompeti.tion to the extent necessar-,1 to assure the eO'll.,~ 
development of a:n air trnnsportation system properly adapted to the 
:o.e@ds of the foreign ~ .. d.omestic comr.1e:ree .of the lfn:tted States. of 
the Postal Serviee, and of the national defen·se.13 

·~o "11ncou:rage and foster the developman.t 0£' ~ir commeTee in the United States 
14 

and abroad. 11 

13 52 ~tmtutes. p. 980~ 

14 ·.·... . . .nu. '.P· 985. 



Sect1on408 state0 that: 

It is unlawful for air carriers to formulate a eo:i:moli!i.'3.;tion. 
merger. purchase, le.e,s-e. ope rat iri..g cont raet, or Mq11.i si tion of 
control, unless a.pp.roved b'IJ crcJ.er of the CAA Au.thori ty. Should some 
person seek a form of consolidation. such form mu.st be filed with 
the Authority and the Authority (duties performeil by the Board since 
1940) shall hold a public hearing on the applioo,tion. If. after the 
pu.blic hearing, the Authority ascertains that aueb a consolid.ation 
will be consistent with the public interest, it shall bl order a.pprove 
sttch consolidation provided the plan of consolidation would not result 
in creating a. monopoly or monopolies and thereby restrain competition. 
or Jeopa.rilize another air carrier not a p.9.rty to the consolidation .. 
!fhe Authority has the power to issue11tcease, ,9.nd desist orders tor 
eases of di serimina.tory competition. · ., 

lfflBPRmTATION .BY fBll CIVIL A!lm.01.iAUTICS :BOA:BD 

WITH RESPEC! TO IftEl.UllATlOll!AL AIR TlW!SPORr~ION 

1ihe interpretation that the Civil Aeronautics :Board ba.s placed upon the 

above quoted sections or the CAA Act of 19:38 might well be said to have its 

o::rigin in regard to. internatio:na.l or werseas -routes of air carriers with. 

the decision by the :Bo~,ri on the application b.v American Export Airlines for 

a. certif"iea.te of public convenience .an.ct necessity to e~ in overaea.e 

tmnspo::rta.tion between the United States and various p()ints in Em-ope. !his 
16 

awlic.,ation t4a.s decided upon 1V the lloard and eon.eluded JuJ:.y 12, 1940. 

In brief. the decision wa.s that competition was to be desired~ as being in 

the public interest, among the 1nterl'.latitrna1 air car.riers. provided tlla.t the 

applicant for competing routes was able to meet the qualification as stated 

in the Aet. The :Boord, by order of July 12, 1940. and approved by President 

Roosevelt 011 July 1.5, 1940, issued a temporary e~rM.fioote to American lb!;port 

______ ..._ __________ =---

15 llaisl, pp. 1001-1002 .. 

16 Civil Aero»auties Board. Decisions !f She CiJ!j.t, MiO~M.ca .lloa;n\. 
II, (1940), 16. 



16 

Airlines, a.utho:rizi:ng service to Lisbon, Portuga1. 17 This rep1•esentect the 

It i,:; proper to examine the facts and the opinion the Doal'{l in this case 

with the C.A'.IS on 9, 1939, aud amendl!1e.rits :filed o:n October 20 a.nrl JjJoveriibe:r 

bett1een th.e United States and terminal :points in :!!"'ranee, }llnglan(l. lrel:.:md., 

Section 2 of the lJeutmlit;v Ji.ct of 1939 :provill~r,iJ., nu.henever the Fresio.ent 

thereG .. t"ter be unla1:tful for mw .!i.merican vessel to earr;,J a1.w p.assenge:rs or 
?0 

a:n;y articles or ma.terials ta an;,f state :n,:1Jned in suc-.. h :pl~cH.':lamation. »-

17 2 g_. £.. .;§.. 1?1?• 52-5:,. ' 
18 2 .Q.. a. !~ 16 • (19lJ·O) • 
19 11?.i.4, p. 18. 
20 ~. 20. p,. 



17 

This development lett 14sbon. Por,ugal a.a the onl.1" poadble terminal 

point in Europe. American lll:xport Airlines. however, felt tMt the :leutral.1t7 

Act of 1939 did not change the fundamental request tor Q :p~rmit to conduct 

fli.ght operations between the United States and. h:t'ope. lssing its reasoning 

upon Section 2 of the C. A. Act ot 19.38, which states th!l.t one of the faeton 

that the :Board mu.st use in eoaside:ra.tion for eertifica:t;-es 'l\10.s the enotmr-a.ge

ment a.ncl development of an air-t:mnsportation servic-e proper~ adapted . to 

the pregent and. future needn of' the f'o:t"eign and d01neatie eowner~e of. the 

United States, \he Amerie~n ixport Airlines argued that itl!I appl~ee,tion was 

'based on the fu.tuity of the above fa.eto:r and therefore should 'be decided 

in light of the requ.irem&nts that would be neeessars- i,rhen th.q,t. portion ~ 

Eu.rope banded by the lfeutral1ty Act was a.gain restored to peeee. The :Board 

held. that there was no basis o£ t"eco~. t.o s11;pport ~ finding a.s to the require

ments of the public convenience a.nit meessity u.ude:r unproo.icta.ble future 

conditions. and therefore dismissed that pm.rt .of the ~plieati.on pertaJ.ning 

to t:r..e parts of En.rope under the band of the lieutral.ity Act..,. bu.t $tated thet 

the Applicant etil1 had the right to have ite a.p:plica.tion reeons;;idered when 

21 the legal bs.rriers to those countries we.re removed. ·· 

What the Ameri.e<'ll,n lbport Airlines ¥ms reeJ.ly seeking t'l'aS the i~

tion of a seeon<:l Un,.ted State.a tra.ns-Atle.ntie air transporta.tion service 

over the general ITorth Atlantic trade route. rc;,.ther th.-~n service. between aey 

particular te.:,:mil'!al.s. 'lhis was ett'.ongly opposed by l?an AmeriM.n Ail"1.,~s 

iy'stew.. 

At the ti.me of the hearing, 1939 through. 1940. before the Civil 

21 . 
li1s\. p. 21. 



:Between 1919 anxl 1938. from .51 perc~nt to 65 pereent of the Uni too States 

22 L~A. p. 19,. 

23 Ib~il • p ~ 29. 
,:,1.t, 
...; • 2 g,. ~• l• J P• 2!}e 



a:rea.. In 1936. 19:37 • and 19.38, the "'Oltu!le of 'Ull.l.it.ed Sta.tee ti :l:'st-el~ss 

tr-~s~t1ant1e mail ee.st-bonml was 2,5l?.6o5, 2,.?l.5,95Cs antl 2,?9!b.)02 

ptittnO:,a respeetively •. ail/1 in. 1936 such mail WiJil.S over S times the we:tgh,t of 

mail di sp$~tched by sea to tra.ns ... ?t!i.eif1,e ports aw:l eight tin.es tbs weight 

(>f mail dispatched to South American port·s. 2.$ TJ,.J.a 1 h0\1eve:r 11 i1aa '.i'.10\ a.11 

average Qf mere then 3,500 pa.esangers per year l:ia"l1'fll traveled in each direc

tion between the United Sti,,tea &,nd '.!!iel(nst. lrel.8,nd, ailnne. 21 

between th'.3ae two eontinent.s :rather th.~,:a tr,3ffio 1;):etwaen aw pa.:rtieu.lt,:r 

country or :pl",ee. Atnerlean F..xp.ort Ai.rlt:nea eBti-1ne,ted th,s;t 2., 25~ o_f · the firat-

class pa~sengere between Europe and the ffnited $tates would. tra.vel 'by air 

,ind used this ~sis to estimte thc"l;t un<le:r ~orma:l eonditions trans-Atla.ntie 

air passengers would totc'.l.d lh500 ~ lS)L}l. .A ,eon:ipar!.eon of thi.s es'timate 

with the total, of tr~.us-At:l.a.ntie paEise~er tra.ff:tc bet1.1een '.!$ew Tork and 

Ettrope a.l-0nth £or tile year .1946, which we.s 87, 47?. ttot-:.ld seem to indi(!;£;te 

tha:f; the estim!il..te vra.s eonserve,tive. 27 A further eomparis-0;:.1 of these f'ign:.re:s 

!5 tb:id, p. 2.s. 
26 ·· ... ·· . · .. ·· ..... 

7 J. A• J. • p. l'.3?. 

Zl Overseas Air ~rans;p2r\ation, Hearings before. Co1mnittee on lnte:rstate 
a~ :iol'eign Cemme:re4i}. 'F1)1i.tse et lisl):'.!:'fH?,~nt.r~t.1v~s., 80t:h C.~ngrensj> E.irst Se:iz,1:1j,r:.n., 

199 .... 200. 



l!btional flight. t:rhich was 1.343._172. Houlcl indicate ti-19.-t the estimate tras 

. 26 
co:i.we::i."itati ve. 

United States domestic first-class mail -wa.s a.ir mail, th~ applicant. (Americaa 

Ill:iq,ort Airlin~s) estirora.ted that 81{; of the average volume of :f'lrsi.-cla.1:ts 

tl"a,:Us-Atlantic mail eastbound. wh.1eh ws 3,000,000 pounds :from 19:;o t.o 1938. 

incl.1.1sive • Nou.lil move by air to Eu.rope by 1941 under normal eonditiou. 2' 

Fux·ther eatixnaM.ng that the westbound volume would b~ 70. 7% of the east

bO'U'lld volume. or 169,680 pou.nd~. ths applican't t1ould then of:f~r a. total of 

409.680 pound,s of fi.rst-elass fflB,il going: by air to and. from Eur()J;Je 1w' 1941 .. 

142,800 pfflU'l.ds. The appliea.nt theu. a.sswned that the conditions at this time 

in Europe would lead to .a larger percentage of a small volume or traffic that 

wcm.ld flw by air. W'i.th this in m1:nd, the appliea.nt then pre.sented its 

es.timate !or traffic based upon the prevailing comitione tor the year 1941 .. 

225.000 pound.s; westbound. mail. 101,800 ponm.s. ·~hese figures. were 'based 
' ' 

on the assumption that potential air traffic· will comprise 4. 5% of the aor

mal volume of fir.s:t-elass a.'ld. ca.bin pa.$1Ming&rs l'educed by 7:l}~ l~ of the 

nomal.vol"tlme of ea.stbcu.nd fi;rst-elass mail reduced by- 401'. Owing to the 

28 Frederic Grana.m. "'Interna.t:to»al .M.rlin.ei liot1 Criss-Oro-ss the Globe"• 
liSay1 ]!otli S!b?•J~ U:iJ.:tmine~ (U'U"ch l.!1<. 1948), :p. 11. 



the effect of var conditions on express traffic, the normal volume was 

restated.JO 

2l 

:Both Pan Aalerican and .American Export agreed that the records indicated 

that additional faeili ties were needed to augment the two weekl y schedules 

then operated by Pan Ameri.ean, a.nd all indications were that the volume 

would increase. Each desired the extension of the additional services to 

be limited to its.elf with the exclusion of the other. 

llii&, J'µpdrupenta.l him!• !o the :Boa.rd 1t was apparent that the f'und&ment-

al issue was whether a second United States air carrier should be authorized 

to provide add1 tioml air transportation service over the North Atlantic 

trade route or whether all such additional United States air service should 
:,1 

be resened for Pan American. !ro answer this question the :Board turned 

to the Civil Aeronautics Act of 1938 and the economic regulations embodied 

therein. The Act had removed the threat of uneconomic and destructive 

competition in that field by providing that no air carrier may engage in 

air transportation without first receiving a certificate of public conven-

ience and necessity. 

Pan American contended that when Congress imposed t his requirement upon 

the air transportation field,, it expected the c. A. :a. to be guided by the 

principles which underlie similar requirements in other Federal statutes as 

interpreted by the administrative bodies a.nd the eonrts. They based this 

reasoning upon the definition of public convenienee nd necessity by the 

Interstate Commerce Commission in th Pan-American lms Lines Case of 1936. 

3o 2 ~. A· J. , p. 28. 

Jl 2 Q.. B 29 
• -• I P• • 



The d~fin1t1on as quoted wae s 

The question, in substance, is whether the new operation or 
ervices will sen-ea useful public purpose, responsive to a public 

dema.Dd or need; whether this purpose can and will be served as well by 
existing lines or carriers; and whether it can be aened by applic nt 
with the new operation or service proposed. without enda.ngeril,lg or 
impairing the operation of existing carriers contrary to the publ1e 
interest.32 . 

Therefore. argued Pan American, the Board could not, without violating 

established principles governing the regulation or transportation enterpriaea, 

authorize the service proposed by American Export Airlines, because such 

service would duplicate that of Pan American Airw~s, which stood ready to 

furnish whatever additional service the public interest required. J) American. 

Export Airlines replied that because of dissimilar te ts and standards pre-

scribed by other government statutes regardi:cg transportat ion enterprises, 

as compared with the tests and standards embodied in Section 2 of the Civil 

Aeronautics Act of 1938, decisions under other statutes could not f urn1ah 

controlling tacts for the establishment of a precedent or interpretation. 

It also admitted that the extent of competition as outlined by the Section 2 

of the Act of 1938 was within the discretion of the :Board, but it further 

contended that Section 2 required that there be aome competition in both 

foreign and domestic air transportation. 
:,&I, 

lt was the opinion of the Board, however, that competition W&s not 

mandatory under Section 2 of the Act. Such had been the Board ' s decision 

in the ease of "Acquisition of Western Airlines by United Airlines.• 

32 Interstate Commerce Commission, Reports. Motgr Carrier Cases, I. 
(1936), 190-203. 

33 2 Q.. 4• J. , p. 30. 

'j+ ~. p. 31. 



ltefe:re;::i.ee tt:> berth the leg:lrolg:tivrB hist{r>l)' 'i;{i the, text of 
the 1.ct d.emoy,.~trgtes t:!:le Con.gressiont11. 11.11,ten.t to s:91£eg;I2ar8, e.n 
ix{'.·t,i!l''tl'y 0£ vi t'Sll :i.P~Ki:rt'}1.nc1:: t~o the ecm:mereial de£ense iuterest 
of . , -~1,tio:n ft~:,ins: tr~e. :iril~ of 1,111rest;ai:1ed ::nt?~tition on t~;.: JS 
tl!lB !:kall.{;,,, tl.d Ci!'.\:t.Seq_(l6,,LCil'IS of mo:r.cOJ:?fll.tct:i.e .cu,rktrscl o.:n. ot.n",r .. 

35 Civil Aerotu1,ttties Authority, ~ .~ ~ ~i,l?'.i;b ~X:.PJ1~ti~:.a 
Atttih~... I (l9!J-O), b;?9. 



tem1ecl that competit,ion from :f'ore5.gn Cal'l"iers was a certainty and that such 

competition t1ould satisfy the requirements of Section 2 of the Act of l9J8, 

in M far as that section might require competition. The :Bonre felt th£'>t 

cnmpetition by foreign sir carriers would not fuwe the sfl.,ne benef;.cie,1 effects 

which competition by United. States air ea.rriers would h-~.ve.. Fund~ent,.al 

differences .in 'bnckgrou.nd. l'.'~:no. techn.ig_ue betv1een United. States and. foreign-

flag air carriers might tend to d.istin.,~ish their respect:i.ve S$:t'Vicas by 

essen.MP..1'.cy' nonccnrpetitive basie eharac.te:rlsties, rather. than by those dif£er

en.ees of degree u:hich stimulate progress through com:petit:i.on. 36 lt, seemed 

apparent that aclditioMl services a.nd. improvem~nts in :methods and equipment 

would. have more im.'llectiate ana direct effect when the competition 'm'.,S in 

e:dstence between the 'United S.t&,tes air carriers; at ll')DAJ.t tJ::e effects would 

be more directly to the public interest of t.he United. States. One of the 

stronge.st arguments in support of this fa.ct W$,S that it uould be of greater 

benefit to our m.M.onal defense. 1'he experience and tr~ini:ng tha.t 1,r:a,s derived 

from ~rteh flights over the lforth Atlantic B.oute and the information :relative 

htmense importance to the wP.,r effort. Ilia matter ho,':1' me,:i.w foreign carriers 

furni.sh competition to our o.ne airline, their research and develapment 

have little or no availability for the n~tioMl defen~e of thi,s cm.Ult.ry. 

Comnati tion by ve.rious Uniteti St$ttes air ea.rr.iers won.ld induce the use of 



Th;e, :P,U~imioa. It mtist be remembered the.t at th~ ttm0 of this deeisto21. 

by the Civil Aerona,ities :Soa.rtl. Pa.n .Ameriean Air-~s :;,nrl i.ta af:f'i.U.ated 

ation conducted by United States air Mrriers. ~he Boa.rd eonelw.ed that 

the continuation of an exclusive monopo];y of tra.ns-Atlanttc Ameriea.n flag 

air tmns-portation wa.s not in the public interest,, :p&rtienl.t<,rly since it 

the stattdar6.s of service to be renltered. aA is cust~il~ :provide-d in tha 

.~se &f' ·a. publicly protected maru:tpoly. 37 

of public utilit~ regu.1,.tion. 

It is true that where ~ terr:tt-ory is served by a utility which 
(1) ha.s pioneered in the field. (2) ls rend.&rtng efficient serviee,. 
(3) is fulfilling adequately the duty which, ;9.s a }?U'blic utility-, 
it o,res to the pu.blie, alld (4) the te:rrito~ is so generally served 
th.s.t it my be s~J.d to bave rea.ehei!. the point. of sa.tUl"atiOn as 
regard the particular service ithich the u.t1U.ty furnishes,. the 
trend toda.,v is to :protect the utility tdthin such field; but when 
a.ey one of these conditions is lacking. the public eonvenienee . 
ma.,v often be ae:rved by allowing competition to ent~r the field. '.38 

rha facts,. ae p:re.sented in this case. ind..iCJ!tted that the t:err1te~ to 

be set"Ved had unlimited pos~ibi11tie5.. TM.s theor,y hs.s gene,:ally been 

fallowed by the l:nterstA.te Oommerce Commission in dealing t-Jith si!!lilu 

cases. It t-,as w$ll illu.st:rated. in the case of Santa :re Trail Stages, Inc .. , 

Cot'llnon Carrier J:pplioat.ion (J[o. MC-Jo6?) decided in 1940; in which the 

~•aF. . ~.,-:.:.4 -
37 2 £! .. , .. i-. p. j4. 

,a· 
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Jt must be g,ceepted tbt.>,t ~n ad.di t.icml service ra:..w be re(!l.tired 
in the public interest even th('}"a..f;h an existing operatc,r is sup:plyir,ig 
:tn qt:1."'ntum what appears to be a sufficient service,, t1here there is 
la.eki:og S'l1$" wortey- competitor of such operator in its i-ron field a.~, 
where the available 'bu.sines, is ample to support ~nother operra.tion. 9 

Therefore, after careful eons:La.eration,, the Board was of the opinion tha,t 

tli.e i11augura.tion of a second trans-.Atla.ntic service by a. properl.7 q~lified 

tfnited Stat.es air carrier was in the public interest. 

!hu.s it can be seen that the Civil Aeronautics l3oa.rd has interpreted 

the (livil Aerm1auttcs Act of 1938 as pemitting and desirtng th&t competition. 

b& the keynote tor international a.i:r transportation routes. !his deoisioa 

permitted entry for the first time ot· a competing air eanier in, the trans-

Atlantic trade route. This case ts important 'because 1t served. a.s the ':ba.sis 

and. backgrouud for future considem.tions and. acted as s. gu.ide to the attitude 

,of the 'United States in regard to the int,er11ationa.l air commerce field. 

9:m?ogitio», ]D:. ~ ,aur~ However, this was no, the end of the .Amer

ican lhpcrt Airlines Case. n has been shown that the Civil Aeronaut ies 

Boa.rd had approved a eerti.fica:te of public convenience and necessity tor two 

routes of American lb:port. Since the decisions of the Oivil, Aeronautics 

:Soard are subject to Judicial review, the a:ction by the lloard. was not a final 

solution to the problem. 

Pan American petitioned the United States Circuit of Appeals for a review· 

,ot the decision of the Board. In court. Pan American contended too:t ~ 

Joa.rd erred in finding the new se:rrtee wa.rra.nted by the public eoiwenienee 

and necessity. !his the court did not pass upon. the court pointed out that 

the President •s power of approval ot certificates for 1:nterna.tio:rial services 

rendered Judicial review flt the ease futile, since the President could a.et 

39 As quoted in 2 ;2. A• I,.. pp. '4-35. 



on co~Iidential into?"t1-<;;J.tim1, in.nd b.eld tba.t it nad. no power to review the case, 

on tho m@ri.tt!:I. 40 '?he court :pointed tt.1 the events in krope .@Jltl the tmr•s 

destro..cti.on of shipping a1ld &tated that the lleed for a.ddi·tiona.l atr serviee 

was inevitable a.nd felt that the evidence did not warrant a. new hearing 1V 

the :Boa.:rd. 

Failing ta receiTe aid or satisfaction by its a;ppea.1 to the Court, lan 

American turned. to the blocking of the neeessa.ry Co13g:ressiom.l appropria

tions tcr D1!1il pq.ments to Ameriea.n Export Id.nes.. ln this they were suceeee-·· 

ful. !hrough 1940 and 1941, Fan American and its int$rests repeatedly e~4 

S.n pres.sure taetics. and lobbying to block a.117 appropriation 'bills for this 

l')'\Upose. ~ battle between the two powerful groups imrol,ted extensive 

lobbying, as well a.s prolonged. heartrigs and. debate£! in eommt·ttees and on th& 

floors of l>oth house-s. 41 

·fhe contention at that time among m,w- membere ct Congress and \he 

Exe.ea.tive Department of the &overnment and leaders in the ai.r transportation 

field was that the time tr.re.s not ripe for a maJor decision in regard to the 

flilestion or eompet:t ti.on ff monopely. !ns Ol?'.'POn.ents of a second eompetb,g 

the House Committee on Appropriations: 

!he mo:re companies the United States puts into f'oreign a.ir 
open,,tion on a. hes,Vily st.i:bai<lized 'basis ttte grea,ter toll it 'IIJill 
have to pay for roai:ntaim.ug a. supremacy or holding its own. Dis
ttu.ro~ful as. .moncpc,ly my be under ordina.,:o.v conditions. the ftt,eb 
.remine that our foreign a.tr operation is a .monopol.1'--inst:1 tu.ted, 
grmm up, ant1 encouraged by the Gwerment with tl1e.:t knowledge and 
developed into a successful and useful a.rm of our foreign trade. 
Under existing eondit1cns the committee !e!>:lls a Sf1eon1'. earrier in the 
trans.Atlanttc trade would not streI1gthen the :position of our foreign 

40 t'\ J T.e • • v. . ,. 4J.&SS::t.1'i£fU, 

41 Tb4',1 ~ 248 ~t P•. e 



air Operations a.1111 utJttlil greutl,_y th"' 
1:Ji ·the Unitecl States 0,nct is not ttilli.:ng ho rac1)!,1mi3}.1a_ 
ap:p?oprietion on the b-aeis of the foots preset1tect. "'1'2 

consideration. Competition ~s been :neither a.bolish<ad rwr permitted to ri:m 

t1ild; · it is regu.1'1l.ted. 

che.nged. One is for the Boa.rd to :l:nterpret Section 2 a:ml Section 408 of the 

d.efeuse.. ::fhe other is f.or the :pae~ge of a legislative a.et a.mending the Act 

cf 1938., or a nirw a.et entirely, so that the policy of the Uni tea. Sta,tes ,vould 

been of both public e.'.ll!l Congressiom.l interest d:uring Ute :past few years and 

it is frt)m this source of Congressional hearings an.(l opinions th~\ mu.eh inform-

ation was presente(1 a.s to moth aspects of the question. From an a.n.~lysis ot 

the facts as presented bi behalf of the two eases a co1iclusion will be drawn. 



Aeronautics Act of 1938.. An enmi!lation of sele.ct~d reeent <leeisions of the 

ment of the policy cf reg,1.lated. eomp~tition is revea.led 1n thesG decision~ 

:?he ca,.ges en..mined in this section a.re by no means the onl;r one.a th,;it 

a;re .s.ppliea'ble to the subject. bn.t they were ~.1$cted. a.a the one.a most il'r{port .... 

ant t.o the sh!3.;pi~ of policy and the ones tha.t involved the greatest n.mriber 

or ea.r:rie:rs. These ·selected ·eases are those dealing with the ests:bU.$'.bment 

fh§ lfatlh Atlantic !Pu!~. ~.. The first ease to 'be considered· is the 

J'orthea.st Airlines. Et .Al., Jforth Atlantic .Route Case,. decided lt:,r the lioal"d 

43 
on June 1, 194,S. It ws the first proceeding of applications tor intex,-

na.tioMl routes einee tlji;j outbreak o.f the- war. !his proceeding involved the 

establishment of the pastimr air service pattern for United. States air ea.r:r1er• 

a.cross the North A.tbmtic, between the United States and Jllurope, and ezteming 

through the Middle East into lndia.. i:ne a.;ppl1ca:n.ts were Northeast Airlinee • 

. lne.; American Export Airlines~ Inc. ; American Airlines, Inc. ; Pennsylvania-

Central Airlines Corp.;. fmnscontinenta.l & Western. Air,. lnc.1 U •. s. Midnight 

----~-----~-.. -----



We ha.Te no intention of encouraging a rrasta {,f pu.blie money 01· 

private investments. O:n. the other band,, we do not believe that we 
$hou1C.. take arr ultr-a-eonserva.tive or (Y\te:r-eeu.tioits course in d.e~-:.li:ag 
with the fuw.re of' this ind.11.stry. We believe th~t our emmtry and the 
woz-ltl. fl;£ a whole will 'be!l£)fi t irr:mensely ·b,y· thB t:ridespre¢1.e~, r&pi<l grouth 
of 1:nternatiow air transportation. Oar action in this proceeding is 
mo·\;:lvate<l by th:;.t basic expectation. a.na is not dl.-arl'ed by eoneern ova:r 
minor questions whieh ea.nnot now be resolved. 

~ pattern .of tJni ted State'S Air transportation across the North 
Atl.:i.Jttic involv.so. in the prese11t };):Poeeeding rm.tst. b1 accordance tti th 
the CiVil J.erona.uties Aet. be one best adapted to the present and 
.!u.ture reeds of th6 f'orei~ e,nrl G,CtWetie er;rn~e::.t>co of the, Un.ite(. St2-tes, 
of the Postal Service, a..:nd of the natioul defense.. This pattern must 
not be limit,,H.1 by the pl"OS}JectS; of the 1mniedi~ts future but mu.tit :t'(;:flsot 
the long-range futt!l'e for air seffice. 45 

a sO'Wld air transportation. system, properly' adapted to the na.tio-.l need-a, 

(as outlined in the Oi:vil AeromuM.es Act) required thtl.t more than on.a a.ix-

the Ame:i."ican Export Airlines es.se. which was tht"l iH,})ic cf tho previous 
46 

discussion. · !hen there :resined the qn.est1on whether domostic air et.tn>i~:rs 

44 6 .Q.. J.. !- , p. 320. 

45 6 f'· ,. J. t :p., 322 .. ~ 

46 2. s. i. a.. !-'• 16 .. 



fioated. 

could. be e:x;peeted to increase in volume u!ith the e.lose of the war. 

Pa11 .American argi1ed that it' the United States international air trans-

ma.ss trans-portation using extrem.e:t;r large, high-speed aircraft wa.s Nquired.. 

In eonneetion with this argo.ment 1 it proposed th."'1.t 1-r1ith the use of two types 

:n. 

passengers; the mtes :for trans-Atlantic operations woultl average 4 oents :per 

mile. 47 Sueh rates ~nd use of aircraf-t of' th..~t capacity. said. Pan American, 

could not be ut.ilized if the availa.'.ble traffic was to be divided a.mong several 

United. State-; a.ir carriers. 

!his plan. i:f' accepted, would constitute an abandomaent of the policy of 

regi.:IJ2,ted competition tor a policy ot monopoly in the .interna.tio:mil field. 

This change in policy was not acceptable to thEi Board. The :Soard f'elt that 

the objective of a redu.etion in. travel costs eottld be reached th.rough regule.tec!t 

competition between United States inter:nationa.l air carriers rather than re~-

1ng upon a world-wide monopo~. "!he stimulus imparted to energetic manage-

ment illlde:r a sound eQmpetitive system woulc.l e:nsure the establishment of a. 

fa.re level for 1nter.oatiomi.l service 'l!rhich woulct reSttlt in ma.xi.mum development 

47 6 _g,. A· !- • p. :,24. 



Gf the traffic pote:u.tio.l. it48 

which there is eonsidemble difference ct <>pinion. 

~-'I ~" 

would S'D.f'fer,. If the service '!i~S deemed essential., the eost of s"UCh operation 

said: 

The gre~test g[:l,i:n from cor,ipetition, whether actual or potential., 
is th~ stimulus to devise e.ncl. experiment td. th Mlf opera:tiDg techniques 
a:nd new equipment. to devel<rp new means o! aequirii'l(;. and promoting 
'b-.:1.siness, including this rendering of better service to tho cuatome~ 
al:.!,'.;. to the country• ant to afford the Goverment com:pat'ative yardsticlts 
~; which the :performance of United. States operati:,.rs. ea11. be measurec:l. 
No matter hou nw,ey foreign competitors tlla.y be in the field their 
:research f.!.r111 el.evelopment will not be fully available to our industry •. 
:i:h~ technioo.1 at1var'1Ceme:n.t of aircraft that mn.y be atiw:.tla.ted by 
competition, .together with pr~essive and competitive engineering 
and research associated therewith, will eont:ribtt.te t,o the peacetime 
ad:vanee.ment a.nd. &'tinteno.nee- C'>f the e.ireridt m::J:1\?.f.cet,1ring industry. 4? 



only one inter-na.tioml a1r carrier. Suell a. dtacision in fa.vcu.· e-t onJ.r one 

:pod ti.on of peuer which might enable it to interfere with public policies 

so 
which uere unacceptable to the mam.g:ement. · 

cor'.ipetition as a stimulus to progress and effieiency eottld 'be founcl in 

!he stimulus to an imaginative mna.gement that :results from the 
eo~Jetit:ive efforts of business rivals to secure patri:m&ge and trade 
cannot be matched. as a motivating foree tor the publie welfare even by 
the private profit incentive., for the htter might be ~tisfied uith 
mor1era.te traffic at high :n:,.1tes '!:Jhile public welf''~re 't1ottld require mass 
transportation at lower fares and. charges. It ir. our conclusion. the.re .. 
fore, tha.t United States• :p:;,,rticip1a,tion in internation.1:',l air ~frvice 
ill tlle ]iuropean area shO'llld n.ot be rest.rietect t\, 6ne compa~. 

P~n American also contend-ad the,t interru.tioml service a.hould retai.n a. 

carriers 111ere allowed to opemte in the internation.-u field tl:mt th.is trould 

domestic carriers were also permitted to operate in the ~jor tra.ffie centers 

of. th'=' United. States.. It a.rgu.ed that if the domestic carriers were to be 

permitted to engage in internatiom.1 air traffic Pan American should be 

allowed to operate in the m.jor tro.ffio centers of the United States. 

The lfflard felt th;?.t the granting of eertif':icates to qualified domestic 

a.ir carriers wou+d permit the. United States to capitalise ,:g;,on the experience 

so 6 e. A. ...,. .... 
51 6 g,. a_. 
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of the dc,mestic airlines 1n their ope:rati.ons for the Arru:, Ai:r Transport 

over Pl';t11 lvne:rican 81,n,Q ordered th~it Pan American Is 00rtif'icate be a1l1ended to 

allow it to operate in some of the w-~or traffic centers i~ t11e eountley'. 52 

The estimates of re'V'enue and costs introduced by the various applicaJa.ts 

represented a variety of statistical approaches and. a!Jsttmptions.. Some 

carriers related, asiJwood traffic volumes to coste predicted on th.e use of' 

existin[~ tJrpes of ai.re~i't and others relied hea.vily ·opon th~ 101.1 pa~ ).oe..d. 

cost f oree::,l,sted for certain le~rge capacity transpo.:rt A.irel'$£t. lfhe ra.tes 
' . ··,. \' 

estimated by the L'1tter were mu.ch lower than. rates estima.ted freim a base of 

existi~ equipment. Estimates ot :rm.ssenger capacity ranged from a.n existing 

oape..city of 40 t.o 50 persons to w,e;ll ov~r 100 persons tor types in blueprint,. 

Estil.11,9,tes of plane-mile reven,1es ranged f'rom $1.20 a. mile to $3.25 per mile .. 
. s, 

Cor:responlli.ng pl.aue-mile cost estimates ranged from. $1.20 to $2.6.,. kcl1 

of the ap1Jlieants contended that the service t1hich it proposed could be eon-

ducted trl.thou.t Government s".bsidy., While the Board. ce..refull.v considered 

While we give thoughtful eonsidera.ti.on to a.ll estiW,Jl,tes .of record, 
we cannot place great reliance u.:,;ion detailed station-to-station forecasts 
of future traffic to be exchanged between too United States and trans .. 
Atl~ntic areas. identified as to sr,ecifie periods of time either by 
&7ear or by number of yea.rs which shall have elapsed after tle close of the 
war. Much less can we accept, without strollg reservations, estirn'!l-tes 
or revenu.es and costs pred~cated npon wch f'orejsts since they a.re 
subj.act to their own a.d:d.ed speculative b~z.ards. 

52 6 C -· A· J!.. p. 355. 
53 6 g,. A- 1 .• p .. 333. 

54 6 C A. j.' P• :333. -· -



Ind.1B; a,ntl the other through Newfoundl!lnct. Portug9,l, ~ilin, lta.ly, 

t~lgeria, Tt1:.1ii!li'.'1, Liby;f.l.., a.n(l F~rpt • .5.5 The remaining i:ir<l°ble111 was to t1esignfl.t~ 

the ah' cax•:riers to oper~,te these '.l'.'Ou.tes. 

Ltt the time of this proceet'.ting. :Pa.:n Americ::i.n \!,/-as eonilueting se1"Vices 

selected Pan AJner:i.can to engage in operations between the te:rmiml point 

of Lon,li:n:i., E:nglaoo .• the interr.aedif'1t.e points of Beli1:wu,. portion of Gel.'r!'k'l!JY 

.5.5 Ibid, pp. 33?-'.338. 



United Sta.tee air carriers selecteel. be strong in c::rg:11ni2atio:n, experience, 

financial :position, ancl exeetttive ability. After (lue cimsid.eration, the 

had perf o:rmed. cti:nsidera,ble experimental antt <levelo:pmental work before and 

e.fter receiving the certificate, yet it bad conci..u.cted no ecmrmerefa.l service 

over this route. 57 Houever, American ExJio:rt was gro,ntect .~ tempOr!'il,l""J certi-

fieate to operate· between the United States and Foynesi Erie. and since 19!}2 

it h.'9..d eo:n.dueted services over tl1is route. SB Also it had :provided. services 

between the United States a:nrJ. vo.riou.s }mints in Euror)f; under contract with 

the armeil. services. It h"id develo-:petl a:nd. tr~.i:necl an extensive organization 

.56 6 .Q.. A· ]l,. t p. 3.51. 

57 2 .Q.. ,!. J .. p. 19 • 

58 '.3 Q.. A· £.. :p. 294. 



J){')n:nd.s of u. S. }h.il; 64.000 pounds o:f foreign mail, ti.ltd 2.,.500.000 poun.13.s 

of . c:argo. S9 

Airline~ a certificate to eng,rige in foreign air trg.nsport~tion batueen the 

north cf 50th pa.rallel, Pcl~oo., n.nd tem!rAl point of Moscow. l.JSD. It also 

a:u.thorbed a saco:w. rou.te between the United States. lifewfoundland. ui.brador, 

:Berlin, Germany; Wa.rsa.w. Poland. Finland, Leningrad, trSSR; ~ tem:ina.l poi.nt 
. 66 

of MoscoW', USSR. 

!WA bad also engaged in extensive intermtiooo.1 operations under i!peeial 

con.tracts with the armed services. It had developed a.n.d trained a large 

sta.f"f whose experience and knowledge woulcl be of' value in eommercui.l trans-

Atl.lntic service. !WA ~,d been a pioneer in the use of new types of a.ircrai't 

and in the domestic operation of long-range four-engine airplanes. In 

connection i:'Tith its proposed in.ternatioMl service it had entered upon an 

extensive program of study and planning end hao. submitted. a sound program for 

the operation cf a. successful international route. The :Board felt that TWA 

presented the qualifications necessary for seleetinn as the third carrier to 

operate over the Eorth Atlantic route.· It therefore authorized 'fransconti:neu-

ta.1 & TJestern .Airlines. Inc •• to engage :i.n foreign. air transportation 'between 

59 6 £.. a. i .• P· 
60 · . 
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south of the 20 parallel. It also authorized. a route fro:m the United States 

thrm1gh !J·ewfou.ndland, l?ort1.1~~1. Sr,,ain, It1J.ly. Algeria. Tunisia, Libya., and 

61 
Egypt .. 

17, 1946. 62 

Jtmerie'.>,n, uhich h 0,.r1 been 011e:re.tiri..g; over a route through Ii'£l-tn:i,ii to 

6J 
the Orient since 1936 was given leave to intel"Vene. This crper&,tion ha,d 

th@ref ore gave no 01,portuni ty for local tra;t"fic between the &,tvaiian Isl,_1.nd. 

antl the: U11itecl Sta.tes. In August, 1941, P;:;:,n American in$titutec1 local 

Harbor• December 7, 1941 ~ all of Pan A.merie£l,n' s tra:i:is-Pacif ic cmern,t ions 

64 were suspe:nderl • 

. '"'"'~ 

61 6 c. - A· J!._' p. 3.52 
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of the Fia'W?'2iia:n Island were: postal receipts increased from $79 ,S96 in 

1900 to $1,363,341 in 1940, telephones in service increi.l.sed from 26,69.3 in 

1936 to Sl,264 in 1942, bank deposits increased from $4,,662,131 in 1901 to 

$J09,876tooo in 1943. retail sales were $120,680.000 an.cl i·rholeseil.es ·werEi 

$97,045,000 in 1939. 42.~ of the population was ga:i.nf'ully er:rployed in 1940, 

and the internal revenue taxes collected. in &waii in the fiscal year ended. 

June JO, 1943, amounted to $'76.482,000. 65 In this connection, the value of 

MWl'lli to r1atiom.l def'ense Co:",nnot be over-estimated. 

Tll.i"t records of air traffic between the 1\1.~inlanu antl Hawa.ii shm1 tmt 

pa~senger trD.ffic increased from 53 in 19;6 to 963 in 1941. This is signi-

ficant since there was only limited sezyi~e at that time ~ the fa.re one 
66 

i1a.y--$360, 1':\ter r~d\1ced to $278, w·a.s be;;·ond the re(l.ch of the average tr-d,veler. · 

In estimates presentecl to the :Board by the va:rioo.s applicants for ~ 

certifice.te to operate between the M,tlnland and F..aw~ii,. the total number ot 

ona-Wt;\Y passengers ranged from an estimate of 32,000 by Uestern to 96,560 

by- Pan American for the first postwar year. 67 

E'atmiian Airlines estimated that a capital investment of $3,100~000 

a deficit of $155.,00C 'before inec,me taxes would be incurred. dtt:ring the first 

It also estimated that the revenue f•.xr the first 1sa.r of operation. would 

.include $94,000 for the carriage of an estimated 125.ooo pou.Ms of mail at 

86. 



:mile. 68 

engers at a fare of $165 tmuld be reqtti:red to sttpport the servic$ to the 

Facif:te Eorthwest. 69 

a. loss befo:re mftil pay of $526,030, or 33.1 cents per mile. &venues from 

trs:risJiortutioii. 0£ ~9:.?,S$engers a.ecounte(l for $1.906,l,}h,..5, or $1. 20 per 

68 Ibiel, :p. 91. 

69 Ioiti., p. 9.5 .. 

7o tbi/1, p. 96 .. 
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of $1,866.000 based on a rate of 5 cents per p&ssen.gar mile, or $135 for the 

trip. e.xpres!t'! revemes of $203,575, cni deferred freigb:t :revenue of $2;54,000 

71 annually. 

'United Air Lines proposed the operation of two rom1,1-trip schedules &.i~ 

between California and Ha.we.ii. It estimated the total opera.ting revennes for 

the tirst year as $2,790,378, or 97.4 eent1t1 per revenue .mile, and total 

operating e:rJ_Jenses at $2,567,069, o.r 89.9 cents per revenue mile. leaving a 

net operating income of $214,309t or ?.4 cents per mile. Mail revenues were 

estimated at $108,678, or 3.8 cents per mile. The estime,tes included 

passenger revenn.es of $2.623,750, or 91.6 cents per rev®me mile based on a.n 

esti~ted total of 20,446 passengers using its service. It also pointed out 

tha..t it w~s a. transcontinental i;;,,ir carrier serving 65 cities in the tlnited 

States an.cl could therefore feed traffic from the East as well as the West. 72 

%an School of Aeronautics proposed operation :from Los A'.l:Jgeles to 

Fionolul.u and estimated. a second year •e o;perations revenues of S>2,805, 292, 

of uhich $89,291 represented mail :payments and. expenses of $2.590.029, le~ving 

a net operating income of $21.5,.563.7' 

Hawaii agru,n offered its plan for low cost snd large a.ircraft to encourage 

mass transportation. Ii maintained that with the use of type 10 airerdi;; 

that the cost per available ton-mil~ would be 9.4 cents as eompared with 

13. 5 cents for a DC-6. It maintained that with the use of these ~irera.ft it 

·--·-------
71 7 9,. /J;.. J. , P• 97. 

72, l,b14, pp. 98-99. 
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e<'nld offer a r~-t:ri:p f~,re of $1?2.80, or 3.5 ee11.ts pe:r mile •. as eomp.,,red 

t'li th thi9 fares ,:-,f 5 O!" 6 cents per mile prrrposed, by other ll,p:plica,,,"l.ts. Using 

v@lt11<l.e of 96 .,;oo passengers per ;vear could .. be expected m.na. that tttth the rate 

of ::, .. ; cents :per :snil{;} @.U'.1 24 cents for ca.:rgo it would show an operating 

profit of $1,260,604 before m\\il pay. Pan A.m.erica.n eon.tended, as it had done 

in th~ Nortl:1 Atlantie Route Case, 14 .that the predicted volume of traff'ic 

co·iJ.ltl not be att~ined unless it operated the onl.y American air service and 

the,t com,peting sir service by foreign ca-.rriers would furnish the necessary 

et"It*'etition ret'!,uired by the Civil Aeronautics Act. ?S 

The :Bo~.:rd in its conclusions and statement o.:t selection of a ~.rrie~ 

si£>.1d,, tti?he primary qn.estion ill this proceeding is uhether there shoul<l 'be 

a.dditicnal and com;petitive eir tra,nsporte,tion service l)etwee,n the Ma:i.nla.rul 

:ilJ'.JJl Rf'~~ii. n76 

The contention. bad been m.,;,,de 'by some of the applica.:!:".:r.s that the t:iervice 

proirlded in the past by Fan American was i:ria.dequ...,-ite a.J:W. that the public had 

rate uri..less competition was permitted. The :Boa.rd, in answer to this a.rgument, 

stated tfl.JAt the records did not show th"lt Pan Ameries"?,ll. was negligent in its 

eff!lrts to keep ps;ee uith the traffic demands a:nd tha.t the failure or inabilicy-

of 19,n existing carrier to render adequate service wa.s not a Justif'i.eation. tor 

77 eompetition.. However. tb.e :Board ~in gave its position in regard to the 

14 6 £. !:- J. , p. 319. 

75 7 5'. A- J., p. 102., 

?6 }:bi~-. p. 102 .. 
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for the certificate. In supporting its eonelu.sion, the Jaoa.rd pointect out the 

facts that 70 1::,er cent of :registrants at lea.cling Fiawa:i.ia.n hotels iirere from 

by United. as cmirpared with 40% in cities served cy Western; a:ad that 70~ of 

!hin.lallt'.l firms having braxi.ch offices in Hatmii were located in cities sened 

by UnH,ect i:n. cOlll}}arison 1:1ith 25Jt in cities senecl by Western.'19 The fact trutt 

Un.:1 ted ct1'\'.1.ltl. offer a single-carrier service which coulcl not be offered by 

79 7 Q. !.• J. • J). 109. 



a decision involving applications for authority to establish new ana. aduition-

al air tra:ns:pertation services 'between the United States and points in l!exico 1 

Central !i.llleriea, South America. and the Co.ri 'bbean area. AppH.ea.tions in this 

proce~ding tvere filed by the following: American Airlines. American lil:itporl 

Airline. (American Overseas Airlines), :.Braniff AirwtWs. 0:t,.icago and. Southern 

Airlines, Pan .American Airways, Pan American-Grace Airwe.;ys. tiaterma:n Scte~ 

ship Corporat ien. and tlestern Airlines .. 81 

were at that time authorized to operate extensively in La.tin American,. tlw 

princip3.l traffie centers in South America. Mexico, Central America, the 

Canal Zone, and the Carilibean.. Pan American opposed the other applications 

on the following grounds: 

(l) that the airline which has pioneered .a, route or ter"l('itory 
shoulu. be pe:rini tted. to eontim1e long-stand:i.ng :pL;.r.w to· d.evelap that 
r00;te or territory- to th~ point of efficient utilization of' its 
tacilities. 

fa) truit the public interest requires a cciot>din."l.tion cf tbe 
e~;iress services on the dif':fe:rant rout.es an.<1 also !I, coordination. of 
lo<"A?.J. teed.er seniees t:iith these expres.s eerviccs. 

(:3) that the public is interested in the economies whiell a.re 
po~sible through the utiliza.tiem, of ltirge high-speed aircraft .,hieh 
oou.:ld. n.ot be -efficie:u:tly utilized. it the traffic mu.st be shared by- · 

Bo Jbis-, pp. 129-130. 

Bl L ' · e· · 
· Q £. i~ :& • P· ;9 .. 



two or more American-flag operators. 

(lt) that increasing f oreign-:fla.g com-petition will supply all 
the competition required ~r the public intereat.'32 

said woulcl reduce the d:i:reet flying costs per passenger mile to 2.13 cents 

and this woulcl permit it to reduce :f"a:re range to Ji to 5 cents per pa.sse!l€;e»-

principle and therel:w· tt'I effect a reduction in the "average air cargo rate ff 

· . 83 
:f:rom 80 cents to approximately 2.5 cents per ton-mile. 

because they asserted tlmt as a. :I'Eltro.lt of' the complete monopoly of P&n 

Ar.1erican &nd its af:fil1a.te the develo:pment of air tra11sportation service 

had lagged behind that developed by tlomesM.e carriers in the United States. 

~,n k.neriean arguments for presel"Ving its position. as the sole United 

States carrier in Latin i.\l)lerican ar~...a are lf,:rgely economic anrl are sirn1la.r 

to those it h.:l.d previously advanced in other eases. Ma.inly' they were. rate 

reductions to enlarge the market for air-trania1')ortation services; larger 

efficient operations, technological progress, and reasonable rates. 

In answer to these argmna:nt s, tha Boa.rd said: 

The specific considerations urged 'aiJ Pan American fa..il to 
stto~ort a finding that it should remain the sole United States carrier 
to-La.tin America. The a.dva~'lta.ges .of using lo.rger planes can ba 
over-emphasiz~d. particularly if the use of larger equipment involves 
~ sa.erifice in flexibility of operations a.nd frequ.eney of service. 
tuo of the ir:rpo:rtant inherent 3,dva.ntage:s of air trans-po:rtatiou. 

82 6c A 'R 'I'! .:'!161 -· a.. //11,f t v• o • 

a:, ~bid, p. 862. 



Gnly as the n0,rket 1:Levelq)ed to assuro sati$f i;,.ctory· load f:?1ictcrs, does 
tlle use o.f the larg~r pl:lnes offer economies which can be :_passed on 
tc th0. tr0velin.g: ::;t1blic. Lc'1rge-scale ope!'9,tions with a:ny '&Y}.19 of 

f:rac::e1.entlJ1 c;f:fer im;io:rt::cw1t :pctcnti0,l ectin~rnies. both hi direct 
m1it operatt:og ctnita i?,nd in T2.ni t overhectd. costs. However., the best 
asi:n.1z'gnce t1'"1:t these }:HJte:rltin.1 ecJnomies will b,iJ acbievE,tl i11 ~::ier&">tion 

_ that they will redtmnd t? thr; 13!,tlvr;,ntage. ?f tBa- :public lies in 
t.t1e pres~nce of act11E1l or l')tP.;ent:i.al cor\peti.;io:n. · 

the le.tin aru:L South 

ld.r Lines, ;;Jasten:i Air Lineo. and at!.tlitio:na.1 service 'ff5'>~ granted to Pan 

,,,.,,,,,.,,,« .... q, !:>""'"' fl,:,,, '°''""''l"i'"'""' ........... .,, ,~~ "''''i:'l'(l'~ 85 ,U.;;;,:.,,. ,Lt,'.J,wh ,,;.,Sc'vs ,I!, =1k ~iMJ;,,_ <.,~,M,..\il'.Lchv~, c,'1-.0,1. ,',a-.)' =• 

tl:1€3 Horthwest Airlines, lnc., E·t Al., l'l'J,cifio Oa.$e, Ci.ec:16.ed by the .Board 

86 
on Ju.i."W 20, 1946. :i:lu.B :p:roce'$i1.i11g involved pro13c,s,_,1,ls f<n: the establish-

--------·-
84 112.i~, pp. 864-86.5 .. 
85 

6 Q. A, !• , pp. 921-92lt. 
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Since the shortest route between the United States 2.nd the Orient 

follows, a great circle route whioh runs thrOl.l.gh th.e Aleutian Isla.nil Ch:3.in 

into no.rthe:rn Je~eu. the proceeding involved establishment of service be

tween the United St.ates and Alaska,. 

m1tt.ed by the various applicants. :Pan Amerie!ln ecBtimated. a. total of 68,.264 

passe~en anm.a.lly &eross the Fa.eif'ic of which it believed that .America.a 

earl"is:z·s• share uou.l.d be 24.102, ef which l?,'9.55 wouL.1 go via the !forth 

Pa.eii'ie rC1Ute and 6,141 via the Central Paci:f'ie route.. lt also estimated 

an operating profit ot $932,9:5.5 before mail pq. lfortb.trest ~stimate~, that 

it t1mtl.d el:U'ry 7,280 passengel:'s each wq during thE:i :fird yea.r ot operation 

a.ii! with a 5 cent pa.ssenger ~te it anticipated that it mra.ld need. $180.481 

Asu,,, to be earried by Ameri~..n ea.rriers: of which it wcnW. cQrry- 1_;.032, and 

antici:pated a .:net loss of $580,627 e year before m<.2il Pt\Y• POA 0stimated 

total l\ir traffie tor ths fir.st year at 24,91.5 ·Of t.rbich 50% would origi;i~te 

itt area served. by it l;l.l"Jl 1'::1,nticl:pated <',:n o;pem.ti:ng loss of $ltS90,4?9' per 

. 88 
71ca::r: befcre ~.ail :pq.. · 

88 lb14. py;. 216-211 .. 
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traffic 

the 

It granted TWA e,n extensiio11 of its :t{1t1.te from Cal-

91 
<'Jnthori.zeu some .;v:ld:ition;:,1 sel'Vices in .i,\laskt;,,. 

89 7 £. h_. ,!. • p. 226 .. 

90 Ibid., pp. .237-238. 
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Sto.tes and Africa. The a.p1:,liesnts were: Ameri~n Overseas Airlines. 

Amerie:;i.:n South Mrica.n LiM,. Ji>an Ar.1erican Ai~st l?ell.n.sylve.nia-.Centm.l 

~e :Board, i11 sumrll'll'izing. pointed ou:t that estime.tion.s of prospective 

pa51se:n.r1ers for sueh a service va.rie-o. from 1400 t-o 10,000 and it felt toot 

Ii,ooo p,!?.ssengsrs per year wa.s a rea.sona.ble · expectation bu.t that ew;h a 

number trould f ;J;l.ll short of f'ttr.nishing enongh revenue to mint~in the service. 
. . 

It esti~tsd that the atnO'ltnt of government assistance might exceed. $1,000.000 

11er '7ear but this cost when compared to prewar years of eomeree which 

amounted. to $1.50.000,000 of eJgiol:ts and $96,000,000 of imports was not 

excessive tn view of thl'fl l~rge poss:tbillties :for increased eommerce between 

the United States &!!'l Afrl.oo. 93 

'ln viet1 of the fa.et th.1.t Pan American md "been ool'.lduetiug air servic& 

between th.a U:ni tell. States a:ncl along the East eoant of South .Amel.".iea and. the 

fieelizig of the :Boa.re th9.t the n9w routes authori~<.·Hl would not support more 

th,"ln 011e earner and tlmt oo.r:rier should be in. a. scrnn.d. e-e{'ltlomieal status,· 

through the .A2ores anil. do1111 the West Ooast ot Mrica. to Oa:petown, South 

Africa; the other from lt.<\tal. l3ra.z.tl across to Ascension Island and te.r

mi~ting at Johamlesburg, Sonth Africa. 

92. ....n ,~}liU,~ P• Go,5. 

93 1 .Q.. !_ •. !- • p. :,03. 



of these cases dealing ith the establishment of i nterna~ i ona.l a.ir trans-

portat1on routes a.nd the designation of erican carriers f or a.ch route. 

it would be well to s ize t he criteria used in such decisions by' the 

Civil Aeronautic '.Board. T~y have been revie 

several ea ses. They e • . . 
in t he proceedings of 

1. The basic criterion is the creation of a.n air transportation 
syste which will be adequate to the preaent and. the future needs of' 
the foreign and domestic commerce of t he United ,Sta tes., the postal 
service, and the m.tional defense. The future require ents of the 
foreign a.Di domestic commerce are as i mportant as those of the 1 ediate 
pres nt, f or e r e i l dign a.n air t ransportati on syste~ f or t he f uture. 

2. The inh rent d.vantag s of ir t m . ort ati on must, under 
our ma.:ndate from the Congress, be presenred ·and enba.need. ong 
t inherent advantages which are impo~ta.nt in the decisions are t he 
ability to provide ?'a.p id and d1re¢t seJl'9'iee between cities separated 
by great di st es whe re travel and commu.nic!l.tion ~ surf ee carriers 

Ye cba.racte1"istically been handicapped: the ability to disregt\rd 
surfs.ea b rriere; t he bility to provi de a flexib e service reBpa?lSiTe 
t t changing Tol and d1recti.on of travel; the ablll ty to prOTid.e 
tra orta.tion over long d1sta.nee without the eessity of invest ente 
which a.re direct~ proportional to t e length of the route over which 
the service 1:a pert o ed, and the ability to :pro,rHte additional ve iclea 
operating o,rer the same route~ whether u:nd.er one manage ent or under 
several, without the hazards of congestion. de , n accident which 
beset carriers whose operations a.re confined to highw~e or t racks of 
limited capacity • 

.3. The establis nt and pr a rvation of competition t the extent 
necessary to insure t he sound development of air transportation 
properly adapted to t he needs of the t hreefold m.tionaJ. interests 
descri\eo. in t he Act 115 declarati on of policy i s also a :furula.ment a.l 
guid to our dete ina.tiou. 

b.. T applicant •s ability t o d.svel op the service mat be adeqtiate
W de onstra.t d bef ore a certificat e "'n be granted. The appl ice.nt mo.st 
have ad.equate capital or possess an to raise c ~pit~l economicall y , 
1 t 1111at have aceeaa t o teehn1cal know-how to operate aircraf't, 1 t nnist 
be :tamilio.r with the problems involTed in provi ~ing coirunon-carr1er 
transportation, and the management must be capable of assuring an 
economical d efficient opemtion. In 1 new 1-oute cases mo.ch at tent ion. 
is devoted to t he comparative costs which the applicants expect to incur 
i t he c':.evela:p ent of the new service. O! course. it i s eu-ent:.8.:'::. to 
a.n eeonotn1ea.lly sound em;erp:rise that costs be kept at the lowest 

i nimuut consonant vith a.deg: te and efficient servi ci3 . llove-v r, i ed
iate eosts are not neeessariJ.¥ controlli11g. as i n t ha.t event that :t'aet<>r 



,;. the quality of th.e serv1ee supplied. to th(:! pu.blie and the 
convenience o! the servi~ to tha public &,ls<; g<1.ide t.ho :Boa.rd •s deeisi-on_ 
Wherevaer it is possible and in :tar111cey ui th the other er:'i.terla. of 
Ju.dgraent. it is des.irable9jo provide through .service, ~ther th-,.n e.. 
series of local services. · -

the lk>al.'d in re~d t-0 tiw question of' whe:tr..ex, competition ldG.s to be allo,11eil 

a.:mong American. air carriers authorized to operate over these routes. As 

lloe.rd l'i..as rued in line with its d,ectsions of the Am.-eriet;i,n Export Airl!.Ms 

Case of 1940 a.nd the lforth Atlantic :Route Case of 1945. Each t.ime the 

Board ruled th9,t the Aet definitely required t:b.2.t competi.tion be alloved. 

where the 13oarli_ deemed it in the public interest. :fhe inte:t".Preta.tion baa 

not ~nged. ~he :Boal'd1's Policy remains to the present,, (1948}, one. of 

:providing for regn.lated 0~1r1peti tion. 

95 ,' ' ·. 1, f,t!'I 7 ~- A· l- • pp. ""'7-.,,,7. 



sz 

I:;:1 l9Jl ?ostm3ste:r Gew.rr;1,l :Brn,;,1:r.1 adv::used. llc:m~s·Ue air ea1·1':i.ers 
to stay out of the foreign :field Pan America,n. to st;ay out 0£ the 
r:lt):'!::;s.tie f'ield---... :f.l'bis ~1olicy of exclu.d.i11g (lo:m€lstic et.\rriers from 
Pan i\meriean' s :f'ield w~:i.s :reaffirr1ed in 1937 1.1hen the Post Office 

. . refus~d. tei 1;;01-rtlt. :Brani££ Air1il'1es ~ t.,) est,:;.'blisl_?' a ferir:ice 
to !01ex:i.co City~ even thcu.gh :Srnn.Uf had a Me:x::iean c::1,ncessicn. 

the ! .. t·torney General 
Ct:rq~l'E:':Si"l., 1st Sessil)j:1, 



FoBt 0£-!iee W,t,S in !t:WC'J.·-- of a. mono:i:n,ly cf .Arne1•ican: f'l.&g tr;r,in~-Atw1.t.:te ~ir· 

. ,,._ ....... ,..!j ... ,.,,,. ' ,-,c:: ,,. " .,, Csc»::,_• 

' 

fia"ltl.. As pt'.Ji:rited eru.·t i~ tll:;Q.p~et:-1 tultler section .2 {,i) t,)f the aet, eompe.t$.-

·t ten w·d.s authorized 'b'.;r O;,ngres:s ar~,;hJhe ~tent ot c.w.)ltq'.)etition 'ttl'l.B: left to 't• 
diseretion of. the C:ivil .le:rol'.auties Joax--d. iaeh :i..nterp~eta:U.o.n lt!ll.S re~tett 

ot foreign s..:."1{1 domes:t.ie cou1me:roe of tia.e tfniterl ~t-t1.tecs. 

- ln the aM.qsis of :the .l\merl~n 1'J,:;port Airlines iase in Chapter· l1. 

it was s-tatsd that e.ltbough the OS _lw,d_ auth:eri=-e:« the eertilieates .for the 

It is uot clear preeia:ely tthy these f'unds we:rf; nc:nrer votedt for 
there ,-re.re a. m:imber o£ semi-extraneous issue.,, injected, into the 
disen,s:SiOns which D.1.~y J:n7::ve been i.nfl:ue:ntial. Pa.11 Ar,1erica.n las viewetl 

2 For £1,1rther i~orrr~'iltion see OA'.B l}ecia:l(;na in reg,,arc!~ to U. s., ;a.1w.die.n 
JitO'Ltt e S.., 

3 ~¢JR'! Ai;r Mff;i4;.. Hearinge before a S-U.bc~mmittee of the ltoo.se Oommittae 
en the Poat 0£:f't-ee aud Post Roods on H. a. t'J?O. 75th Congress, 1st S$ssion, 
19:W~ p. 24" 



this incident as a legislative mandate for the continuance of a single 
erica.n line in for ign flight. while the Opponents of the chosen 

instrument tend to attribute the Congressioml dec1s1Jf1 to the 
l obbying techniques of Mr. 'J.lrippe 1 s sh:f.ngton at t. 

The lines had bee e fair well drawn b;r 1942 with the pol icy as 

the C.A:B decisions and the abil ity of Pan American to ma.inta.in 

its sta~us in the international field. 

Do.ring the var. an interdepartmental co ittee u:nder A siata.nt Secre-

tary of State Adolf' A_. :Berle considered post r Unit d States • intermtio 

civil aviation policy. This group favored re ted competition between 

American-flag operators.5 !he eo 1ttee •a report was sub itted to the 
. . . 6 

President, but was never apprO'V'ed or issued. However. it. was known in 

194J that President Roogevelt favored private carrier op ration of routes 

where such operations proved profit le a.Dd government operation only on 

restricted rou.tes where opera.tione wou.ld. be a.ta l oas bu.t the routes were 
. - 7 

necessary- tor national defense and eomm.r..ic tione. 

Continued failure to persuade the CAJ3 to abandon ite policy ot regu.-

lated competition for one of consolidation has given rise in reeent yea.rs 

to legislative proposals which ould accomplish that ~ersal of pol icy. 

'rBE HGlmllD1 OF TBE LF.GISLATlVE PROPOSALS 
. 

~...i. ;BUJ.a. The first proposed l egislation embo~1ng the chose 

instrument plan was introduced in the United States Senate in 1943 a.nd 

4 alter lL. er. "l'h Single Chosen Instrume t." Am:P2tt1~ I, 
( August. 1947). p . 6. 

5 ttA1rline I sue•. !g.sine11 ~. (April l~ 1944}. :pp. 19-20. · 

6 Walter H. Wager. .sm,. .£U,. , p . 6. 

7 "Air Policy J?le se", ;Qu§lneso. .lwlls,, (October 9. 194:3 ), pp. 18-20. 



wa:':, thl:e bi:11. Mi! tlJ)t e.ttraet a gre~t ,cl~ of · attenM.cn.. 

A so.mewl'.mt more ~orl~nt · bill ~'l. the OU.e t~ '. '.b:t Yeae!ilba:re(l ae tho 

predeoo.~sor ·t~ ll'J.\lW more acts of 1tt type to bs ~g~"lleoo was. S..1790. 

.lntrod.uced 1by- Semtoi- Po.t lfcea.n.a.n of'' l!eWila. ~t the ~ Seesion or t'.!te 7$\h 

Co~~ss tn l'4'h· I:. l"° was. Ta.tber liro!ld 1h se~e: i;:,,1111 tl1e 1';!.UetJtion of· 

eonsolld~tion waa only one of them-~ avl$t1k>n i.:-ssu.os covered,.,. At that t!me,, 

the ···ea mde the tollorAD6 report to the Sen."'..te Cknnmi ttee tm lntemate and 

lforeign tlommereet 

!he -1st1ng n'l.tioMl policy; a."3 «t.et out in blw Oi'llrll. Asronmitie~ 
Act• 1& one of rego.latftd:·ltiiitett e:0111peti.\ion. ... ~ th.is policy, · 
Congress lw.s delibemtel,.v sought to avoid the economic amrcl1ism IJ!· 
unrest:i-ained comp.etif;S.on on one band .the eYil e:tfee'lu~ ot a. pl."oteoied 
mor.1.opoly ~n the ·ot~r. We ~lteve toot the pa:blie intel'ef!t 't'eq\itl"es 
the operation ~ mo,:e t:b.alt t'>l1e Vm.t•d States S.nterm;tiomu ail' carrtn. 
A monopol,y in Unit-ea. · :Str'..te.s intsrnaitionel o.1r trwl.SjJorlatic,n uou.ld:: place 
'1pon a. P&ll goup ot priT-ate im!J.~d.1!1:;l.!1.raeponsibiU.ty tor- the bMd, .... 
ling (1£ mcy matters hS:Vil'lg C trel'le~O't:tS rational Jffl.'blie it:tporta:nce. 
2he Te.et .extent ot our pi-obable f'11tl.1.i"e opera.t iont.. their (?eonomic and 
poli.t'!cal &!gnifieaooe in the a:l!aira o:t the lat1on. ttoo.ld place a. 
monopoly, a.ssw:e 11y :national pt>ltey of'. ~n.i»g a,a sucm.. in a. positto:a. 
of power vhtch might. enable it to defeat pu.bU.e polieie• uuaeceptable . to 
the ma.mgement. !he pretence ot m.o~ than one ~ted sta-te14 COJnpaJ\V ill 
int.ema.tioml. operations shoulct provide a ~er &nd more in.te.nstTe 
development ct eqtdpmeta.t .. :fe.ci11tin, and se-nic:e·s in -tbe.t 'field th.au 
wett.ld be po$s1ble through one .comp~ .. , . . 

SJ!ni~i a.U,.. 3ZA- In Jama.ry of l94S,. s. 326 •s of:fered. to bhe let 

Se~.sio-n ot the 19\ch Congress. !hia M.11 was sim_pl;v · allalyze! in a .lett~r 

from Acting A\t~ Gene~l Charles lr~ to Semt.e ·Commerce :comm.1t\t!J.e. 

Oba.irman Ja.ilq on~. :;1, 1$4,5. 'the bill••· atrongq $'\l:pportled ·t,y 

8 Walter M.. Wage.r. S• Qi •• p. &. 

9 ~rt of the C.Q to Oba1rman Ba.11ey. Bearings 'b:' the Senate Committee 
on Inte~ste.te and l'oa-eign Co!m!leree 1»1· L 17,0., 78th Co~es3, 2nd S!tsaion., 
1944. 



M1'. ,Juan lfrippe, Pr.esident of Fa.u A..m.e:riea.n Airi:~s. Some of the 1-mport~..nt 

f'aet.s we-re: 

~he C-tmsolid.ated Oo:rpontion ww.ld. have. \w~ c'lasses .o£ stock. 
The clasi3- A stock would 'be issued in the amount e,f $200,000,.000 e,nd. 
would be held. by ,,_ir ca.niers holi!.ing ee:rtificrr:o.t$Q lsau.ed ~ the 
·Civil Aeronautics Authority autl,erirlng .foreig:1 ~.ir transporta.t!()n 
or :biteTsta.te air tmn£r.9ortation. Each $ligibl,.e ~ir cei.r:aier i.rould 
be e:n.titled to subscribe to th:ts atoek in thQ. e.k'1J:i:w1t ot. et 1-east is. 000.000 or !n such l.a,rger a.mount which. proportion.-s.te to t.he whole 
~ou.ut of' siwh stock. is not greater than th~ proi,.,rti(Jn whieh the 
gres$ cFera:tir41 ravewe of S'G.oh ca.Tr,ie,... for the eaJ.endar yef'JS 194:; 
b-ea;:,e1- to the totnl gross operatil1g reve:iine of all eligible a.ir . 
cerrie:ra. Be earrier t1e-uld. be. a.llm,,ed to mm stoek in ~tis of. the 
a.rut,tult of $.50,:t}OO._OOO. Tt;e Cla,s.s A '$tock would be entitled to curm. .. 
laM.ve dividen.1.e of 6 per cent pe:i: aZ1..:m.1m. btit in. no eo..se t!tnlld a 
q,iviltenil of rnJre ·th,"'lll 8 l'er ce~.t 'be p~a.bl~. This stoek i.e · th.e only 
stock tl:n,t .ea;rrle s voti~ po1rer. 

tz!1ie el(';!.Sf:l :a stock ot the corpoYation is tQ 'be S.s$Uec. in ~nt 
for iissets pu.t'4'h&\Seil 1):;r the cCirporation t:rom holders of class A stock. 
Ea.eh holder of' class A stock must agree m thcut reservation to s..ssign 
to the eorpora.t-ian all p~rsiet'?!.l properti.-es, equi~ment. C1:9erttting 
f'aeilitie·s lica:uM~s .• f:ro.ncli.is~a, l$a.-sas. gooel i.i.Till. or other vei.luable 
rights aw!ted ~! :a am'l used in :tnreign air t~nsporlation to the f'all 
extent requ1r-ec1. b:r the eorriors.t ion anr.1 to aece-pt tn ~nt th .. eref or 
elase :a st.ecli::: of the col')?oration. · 

fiw m-:?.oo.geme:,rJ.t of th~ corpor2.tlon is to Vecfiltal'. 1.n ~ 'boo.rt!. ot 
tU.reet,n~s coi'm1.~ti~ of l member deaigna.tetl. lr,r ea-ah hold.M· ot cl.i?,..ss A 
.:irl:.cok anft 10 additional members elected ai1nu2.ll.;;; lw· the holders cf' 
cla.s~ A. stock. · 

· Al.though tho corporD.tion t1ould 'be privatel,y eontre.ll~d and 
.m:.1r1..-'.lged, it wmtld receive govArn:Iiental assist~nee l!l;nd. HOnld be 
autho:ris:ed. to call u;pon row department or a.gen:ey .of the Gover:oment 
f o:r co-operation or assistar:i.ce other<tl:ian t.lirect £in-e,nc1al assis.ta.nce. 
~1:e Secretary of tl-l!a Treasur>J wc,Jld be author1!'ler1 to })'i.trohase ob;U.ga.
tions of the eo3:1?omti.i)n,. Su.ch obli~tions might ai"lrn:mt to thl"ee times 
t.!'£ at11oo.11.t of the jss-.J.ed ca;pital s.toek inoludin,<:; elr.tss A and .class I 
s}1-~~es, notes~ debentures, bouds, or other obli{~tiotis., lf the Civil 
Aero:n1x1tios Authority· ord¢1'!;l sn &~tension o£ ~e:tviee by the corporation. 
it is authorized to rik'ike p,vments so as most ef.fec:tivel;v to prome..ts 
the prJ.blic interest .. 

!he bill eont.;,,ius a provisil!l':n t'.hat no air earrier e~eJ?'t AlL-American. 
Fl-a.;; Lir:.es, I:n.corpomted. shal.l "be authorized 'b,'r a:n::r eel'tU':l.cti!Jrn eovel'"1ng 
C"pel"fl,t:ions in foreign a:h"' tm11Speirtation. tc txo.u.sport U:rl. ted St~tr;s 
mail. The bill wruld limit the ope:ratic,n of' the col"'poratio11 to foreign 



!Tester.ii Mr, befrw~e$j. 7 i:;.:,1il 8 ;per cent; EaztenLAb·linesi ootu~en 6 and 7 
. .· . . . ·. ·"· . .. ll 

1pe:r cer.tt ; the ~e~J.ning l.5 ear:rtera abot1t .~~ per cent &t$Ch. · 

E~a:1:"11).gg OrJ. s. :;26 were held. tor twelve ~l~$: ane, te~timoDU was ~.rd 

by tho Sttbcon":littee on J.,Vie,tttnt .of the. ,Senei.te. Committee: on ln.ter,state 1?,nd 

.khto1•ney &m.e,:al Francis 11.tltlle 11..'1).d :tla.1s '!a, $8~t, 11 .. • • it is cloolt" 

tha.t the .giant monoi,o~ in lmter1i~ti0,!lt!.J, til.ir t~spC!rt, wbich would be 

5? 

meuts with f~~.eign eir l1llRS eonta1!4ng retitr1ot1ve revicdon-s ~Jla:raoterietie 
. . · .. · ~2 

of iutetnati;;:~l ~rtel agreements in othel." btdttstr1ett.' · ·l!i·~ .. ;position 

repo:rt Nl n1nternat!.on Air !l'ansl)t>Jt Fo:U.ey 11 which the Attol'neir le:ne:ral had 

sub.mi t ted. to tlnngre:ss on Febrtt~:ry 2El, 191};5. !le, ala,ted1 

IO 1-ietter of Charles F~ i.n Rearing:$ 'before $\lbeommittee on ~viation, 
Ootmr.tittee on Cow.roeme,, U. S. Sen.~te. ?9th. CoJJgre:Js., l$t S'eaeion on J .. 326, 
pp. 10-11,. . . . ·.. . 



Competing line.$ are .impelled to conduct their o-perations ulth 
maximum effic1enc;r, both with res;peet to costs and to 1•et"'.l1.le.rity 
an& adeq1w.c;;r o:f' se:rvice • • • competition is said. to be the most 
st1ccessful bu.il1.ter of t :raf'f1e; with the larger ,rolu.rue. of tl".3.ffio., 
unit costs decline and. rates can be lo1rre:ted •.•• com:petiM.on 
guarantees the clevelo-pment ancl prompt application of technical 
im,p:u.'ovements ••• oompetitio:u :pei"f'orms a double tu111ction--:tirst, 
of protecting shippers and travele'rs direetly by assuring lot'il' 
r~tes e.nd good servicet and second, of providJ.ng the govern.rnent 
with a yardstick by which it~ determine the a.mount and the 
form of publir a,id. t:l:l.at sllould be e.ste11ded. to the inter.::iatiol'llal 
a.ir carriers. 3 

The Comme.rce Department also filed a. negative report stating: 

The important thing is that more than one grou.r; o:t American 
raa.ns.gerial ~1ti.6 t.eelrnical brains 'be pel"'mi tted t t1 operate iru:lepende:i:itly 
in the international air-transport field. This can best be 
accomplished u.nd .. er ou1· existing polic;,r of reg::1l.c1ted4 eo.mpeti tion 
as la.id down in the Civil Aeronautics Act of 1938. 1 

Assistant Secretar;J of State tf .. L. Clqto:n eommented: 

It is of the utmost importance to observe that in every instance 
th2.t single-i:ustrume1.1t compa:1::iy has been gove:i:nmeni; OWllfJd. or so mueh 
government eontrolled as to have a.11 the qtia.lities of government 
01:1ne:11•ship, t1ith the minor e:rteGJ)tic:us of Svlitzerl~nB ... Yoruav and 
:Oa:runark • • • mw air line assured. of a. monopoly of intermt:ton.al air 
tr2,npJ)Orl untler the .Al.1ericr.1.11 :f'lag vmulct sooner or later ceinf onii to this 
pattern. !he exclusive right to carry on a eerta.i:n b1tsinesa constitutes 
mono:poly; ,1h$ther or not the ow11ershi:p is vested,, in one oi· m:~ stock
holders.. I believe that mon.01,1oly should be con:f'ined to those cases 
1;1h.$x-e it is unavoidable. I beli$W tha.t we should iim'1J€:,'1,.;tr.:.te ope1~a.tions 
over routes as soon as possible and that we should do so in a.ccordanee 
with the p:rese:1_51aw and not thrm1gh el1angh,&; la,1 so as to provide .a 
single co~an;v. 

Speaking on bel1a.lf of the War Department. Secretary of War HenJ;'tJ L. 

St imso11 wrote: 

lnde~d it is the opinion of the Viar Department that multiple United 
Ste,,tes oune:rshi'P mm operation, if' l:et;\sona'bly :reg,1la,te(t, will not only 
make for maximum expansion of our foreign air tl'al1spo:rt system but will 
.: ... lso tend to produ.ce stronger, m<>re ef':ficient. an.a. a,gressive ope:ratio1is 

l:3 Rouse 1l.g,e~9.ent. }42, 79th ,Oon:<;res5, lst Session, p-:p., 29-::n. 
14 1fearin?~ ~ _i. 126.., 11· 13 .. 
15 · .Ibj.d,, p. 189 .. 



gen&mlljl" and tlIU.-$ bett.sr equip our 1rrieH tt'l maintain the over-all 
competitive position of t.he country •.. 

Captain e~ x. 'WildJnan appeared before tlle Conmd.ttee .on, behalf of the 

Jfa.vy- Department an4 said1 

!he. Jlfav:, Department does not l>ellav:e that it ~la be wise or 
desirable: from the American point cf View to eut:.rv.-st the entire · 
development of ou:r l!'Orld .... wide a.tr oommerce tt'>c one pr1,rstely o,m.ed -
corp-o:mti:ou which voulfl ha,-ye o;pera.ticas 1n •• countries of the 
\/Orld awl in al-1 a.reas · ot thQ wQrl:c!l.. ~ ffl'>neentmtlon of power 
~ intl't,l.ence in foreign 84':fa.irs wh1ch would. be vested in.•-~ a 
:prl::va.te corporation woul;t., _;ii>t~ opinion (l' the Jimvy .llepar\inent,, 
'b~ illeOll$1Stent with the %!3.tioDS.l S:nte~t ~ wmtld~t prom():te 
the ~ development et qur &1:1: tra.nepori ayst~ffl. ~r 

en ~rtl a.. Civil Aercmu\.ics .llcard Cm1~ W$leh J),ogue,. ga.~e tent' 

reasons 1flW' the CA:f! oppoae4 the eonso1idst4& ~-$.er, idea. lie sa,id~ · 

.(1) Jt would phe& too-~ inflnanee over matters of m.t:10-1· 
interest 1n the hands of pri~te e:tti:SJ1ts.. · 

(z) ~. e<>mp~ might · "'he 't{tg 1:nit- not etf 1c1ent,. a.t!l the prol>leins 
»:ia.v be too l'i\1mei·-O'Q;t!- to"J; tne ~men~. ·· 

(3) tt, 'W'O'tila ende.ri.gff ;private ('f\.;ne~ship of e.1:r t:;mneport.: 

(4), Competit:1§1». is mo1'e llkel.Y to de-relop a ~~ic 11 .. ' _&:. 
aviation b.duatq.D . . . . 

Qn lune 21 the: &o:hcommittee ~Jeetef, the 1411 wt\h a 'V'Ote ot 1 to 2. 

!he 'bill then went ~ the full ~itt~e and on. J'tll;y itn it splJt ~ to 

io and ~sea. to :re-pcwt it (mt; t• the ;tl~(tf• 

Senator ·MeCanan then iutr-Oti,mM a nett choe-en i:nstl"tlment bill. on . . . . - . . . . . . . 
. . 

Daeembe:e the third-. ~ls "bili tl.tff:~,., from ,~ -,26 in 1thati: 

16, 'Hi.tA_ ·\'!'I --~--
~ .Ji'• ·:'11'•· 

l.1 Jl11i. .,. as,. 

18 a24.,. p.. 23;4 • 
. ' ~ .. 



{!.) irne CAB was char~d w! th devh.rinrt; the form of th~ airline 
and. providing .for the pazticipati.on of shipping and mi.lreAd .interests. 

(2) fhere were three· series ot eommon .-bock. tome 20 ·oereent 
'Sa.ch Of tlle ®rl'iel'S Sl1$.:t'eS WOttld. go to domestie a,:irlitl.es" elaSS l 
mill'oads and water ea.rri.(lrs.. The l"ema.ini:ng 40 :pereeut w1.T.;il1l be ill 
the eompaiw treas'U.l'y .19 

!his seem~d. to be too eseen¢e oi' the etfo:r$.1S: of the 19th QcOl'lgreGS as 

!a'fr as ~. 'bill :tel..~tin;e to an i:n.terna.tional consolUtatet U •. $,. air c~;.Jer .. 

Senator Pat MeCta.rmn~ w1.thor c:f the l>ill, t,old the SeX:1a.te Commerce Committee 

tH1 Jime 20, 1,46, that he ttould not :press for hea..:ri~s en the 'bill duri~ 

that .session. !he 'bill then beea.me daaa, with the '79th C0,ngress .• Ja.:rtlla.ry 3, 

1947.26 

~te AU.-mar1&an~ .i4ne ;kt gt l!tl· 'l·i. was, however. only a short 

time alter the opening of the 80th Congre~s that the $..$sue agaln became the 

center of' mch controversy.. On J~ 1.:,, l.947. Sene.to:r l(cea,~re,n i?itro&teeli 

a bill entitled the "All ~riea.n F:tag ~ine Aet of 194?~ u know as S.. l9~t. 

. It w,as.. i& 6!eneral. V$l'y f!imilar to tl.1t \ill tl't.'!J.t the $~na;tor llt'l.d introduced 

to the ?9th 'Congress en Deceniber 3. 1945.. !n 'ltht1 H:ctnfeJe a. bill known as 

a. ll. 169S was. introduced. by Representative Ki»g. tfhl.~ 'bill was i®nticnl 

withs. 197. Joth bills were to create the All•America:n F';J.ag ,$ne, 1:neo:r

'Porated and to assure the United St.ates world leQ.dership in the f'iel.d. ot air 

tr&1S}2'0rtatif>n. · R~ ·B.. 1698 stated: 

19 Walter H. Waga:r, .Q.u.. ~it., p.. .24 .. 

20 l"!r. ..,, . . U u, p.. 4"1'• 

21 ().fer:,seas Air fflsi1~spa.rt~tipn, :B:earings ~fore the Committee on Inter
state aud Foreign Commerce~ Hw.se of Represe11ta.tives, 80th long:ress, 1st 
Sessiont H. R. , 1698, p. 2.5 .. 



!i!ba n..1.tio11al intet·eet of the '01nte6. States requires preservation 
· of its ~rese:rit leader:ship i11 tt1e t"1eld of ;J.ir e~r:m1ei~ce and air t:ra.ns~ 
porta.tion, as ,$,ssential alike to th.e ma:i.nte:ru1tnee of its position in 
the faJuily of na.tions, to its national security, · t,.i, i·t;s avo':ttHt 
micsion of peace,. tr-iemship,. am <::or:m:ierce with all gc,verrme'iJts 
i,i t11 all peoples; a:1:1d t:tw.t this object,i:Te can ·be a.ehieved. b;r 2;;1Yl 

through complete eoo~i:n.,"'l;tion a'-1d intagmtion of the inter!l!J1.tiona:t 
air tra.n~portatiori o:r· the United Sti!1t~s. u:.oi:ler J)riva.te o•m:iersh:i.p 
and m..~~gement but uith careful regi:1.fa.tion a:.!ld. close i,fllpervisio:n 1W 
\lie a.pprcrpria:tl'e G:ov~:r:nr.<1ent. agen.e;.r • 

• • • for the PUl"lJOsa of avoidi:pg deatrtM!tiVt3 :r1val.:ries 'bvtiqesn 
.dmsr1ean ec1.1rparo.e s abroad aad of presenting a 'muted Ame:rican front 
~~lnst the ccntJetit,1on of· foreign eoo.ntriee,. the interri.11,tiona.l a.ir 
t:mnwpert$tien of' tlle tr;nJ:~ed States sl1ou.ld be eonsolidt~ted into a. singl-e 
community eoi,p~, to 'be. formed. u..ml~l'" a :plan approved or p~esert bei. J;,y 
the O,ivil Aeronautics l3oa:rd, and whieh shall operate a.s a public 
utilit~r in tM natio!J2tl inter-est und.er regu.la.-tion. b;y the Board.. 21 

of thf] ~ss Comnd.ttee o:i:1. Interstate &11d J'(}:rGir'$11 ·~omm~rcG 1ntrod.,1ced H •. R. 

282?, Be~es~nta.t:tve .Hinshaw i,ntroaueed. ·'.EL a. 252'8, ~resenta.ti:'!le E'a:rrif 

int,.t•~"'i.uced. lr •. 11. 2S2$', a1tr1 ~reee:u:tat1:ve J:Iowell i:n.trorhtoect H • . Ji. 2s,~ • .22 

Gn. the ~e ~,J Se~tor lirewrtber, Ol2;irlilB,ll of the Avta.tion ~ocollinnittee 

o.f the Senate Qcmimttt:ee on ln:terst:::.te a.nd .Foreign C:t1w.ii1cre0, 1:ro.t in the hoppel' 

s. 987 f~ himself', Se:nat:t)r White, Se11at0::r l<f.eOa.~rt,n, and Sena.tor MrJ.-la.hon. 2,3 

All of'· these bills int.roduced were to amend the Civil Aeronatatics A.ct 

ot 1938, a,s ari1ended. to provide for the merger an.d the e~nsolida.tion tf 

tntet"Mtional e.ir earriers ot' the, l'Jm.tad States. 24 With the G$;ception rd' 

21 Chl'1r1e•1 Air Tmus,)ort/;i;t;t-on. llea.ri:mgs bef{}re the O'onimittee en Inter. 
$lta.t,e a.nd Foreign Commerce,. Hau.se 0£ Representatives,. 80th Oongresi;h I.st 
Session~ R~ it. • 1,98. :p. ~$. 

22 :r~.r~11f?!,.s!, 11· ,1.· ~agz, ~. ~; ~o. p. I~ i, !!t.;t'90liy.tie>Jl ,d. i,Dterpatj.,om,l, A.iT ~rj.eJa... Hea"°ing'S be:te:re a kb• 
committee of 'tlie C<tL'mlitt~e e:e· Jnterst~te and. Forei~n Oo.mmel:'~e .• United $\ates 
Senate. aoih G'o~ess, .let See;s1on, '$,. 96?, p. l. 

·~.· ~.i,i. · ;p.. l. 



several. lines in Section 1203 (e)25 whieh are not present in the :S:Ol:Loo 

bill·s, s. 987 :ls identiea,l tdt'h H. B.. Z821, 2828, 2829, and 28)0.. All the 

26 lower ehart.iber statutes are worded preci selr alike. · · 

1rn.rni]'.)g to an aMlysis gt, the arguments both for a:nd l;l,g8.inst, it 1-s I1eeessar;r 

to 'briefly S'Uffial'ize the contents of these eurrent bills. 

or operates properties and faeilit.ies unified ruld integra.ted by eonsolida

tion ~r merger ptu-sua:nt t~ this title.21 For the me&ni:ng of the term 

"consoU.dation o:r merger" the bills under See.. 1201 (6) ~tated: 

S:he term. consolidation or merger inelude.s the legal eonsolidat ion 
or merger of two or more corporations and the acquisition bJ"' a cor
poration througi purchase, lease, or in aey ether r£Ja.m1er. o:f the whole 
or f!'J,,i!zy' 1,art of t'.he puehase. lease , or in ~ other mnner, of the 
whole or arJY' po.1:--t of the property, secttl'ities, f'aci1ities, services. 
or business of .acy other corporation or corporetions, or o! the control 
the:reot, in exchange for its 0wn seC'ltrttiee or othen1ise.2 

ln regard to a. deelaration or pu'bl:1e intert",st the bills had this to 

a,; Section 1203 (e) "Nothing in this. title sh@1l in .aeywise affect the 
right of the United States b.v' appropriate legislation to require n_todifica•· 
tions or clla,nges with respect to the consolidated ea.rr:ler or to reqp.ire the 
consolidated cs.i·rier to divest itself' of its property in uhole or in part 
and_ in such event shall ha.ve no rights o-tl:er tba.n to £air compenfllation for 
1 ts r.rroperty.. noori:.n&s RA J. 2.§2., p. s. 

26 i,a.r~i¥i. .SU !. ~ ~ Hear~ in ll,.. ~ ~ ™· ~. ~-
2? ia£ipgs J. m. p. l. 

28 He~i;p,gp .§. • .2!Z,,. p. 2, Re,oti~i Jl. !• ~. p. 38 .. 



• • • in o:r'cle:r to f cister the rl.evelO};miei1t the 1WJ,1'1te.s1a11ee 
of ~uch a system of i!rte1"!l;a.tii)lk'1.l f::1-il" tr,insx:iortation, it is nF1cesear,r 
to o..voicl ctest:ruetive JfiVt'llries betweeu ,,~ .... f!lerioan ct)111tmnies abr-oad .~nd 
tu present tl u.:n.iterl ArJericaY!. fl'()llt f,~,:inst the C{1l:1!:ietiticm of foreign 
ai:r monopolies. It is, theref't,re. d.eclarec1 to b~ the policy of the 
United States that its intern,'1tional air trans:portatiot'l should be 
consolidE.ted. into a single tH'irHpruw·, to 'be :f or1;1ed ·n:i:1c1e:r a pla:u approved 
or J:rescribed 1.t:1 th~ ~oard., which sh2',ll operate t.hic, 1ntio!U'1l interest 
u:der_ f:i~ate owr.tarship ~l n1c~~1ent aa a :public utility uru:ler 
:!'.\:igttl;;i,,, 1 on by the Board. 

,..W_'!f_. ·-·-•-·----~~--



t 

ine:re~sed. in the amount of gain reeogiri:zed to the corporation whose property 

Jl 
waa so ~equi:J?ed. 

Seet:to:n. 120l} of the bills governing the ownershi~p of stock. stated.: 

lt slml1 be urJ.lawful for any parson, pa.rt:nerr3hi1?. associati<n1., or 
co1:;)0r·e:tion to buy, acqt1ire, held., o:i.· control d.irectly <lI' imli:reetl.y. 
a;:,. amcra..'1-t of c01i.11;:ion. stock 0£ the consolidate(!. ca:rrier 1rihich $ball 
exceed . .3 :per ce2J:bmo:l of ·!;he p:roy.iosed initiv,l co1-nuc:n stock capitalization 
e.rc the arm:iunt of eo:IDr,1.:n1 stoclr o.ct12*1.lly mitstal:i.tlil\?::, whichever shall 
1 .. ~ l-1) ~,.,,.....,. 32: 
w ....... ... J._..,.. 6 1.:.1-<v•• 

~o , 
.;:, F.e€1.l':!.'i¥~ .§. _2B2., • 2-o E:e~~'.f.i~ .~ ~.S .9,!~ l,)j,lls, i!tl.t%.1a.ivp, isl 

Ove1'..§e&li A.U: Tr~nSJ.t0~~.!1ml• T~· 39..l~2.. ~ · · · 

3l .:Qigest ,Sl! l'u.blic General :Bills, 80th Oo1'lgres$. l.i:rh Session~ xfo. 2. , 
:P• 59. 

32 .R.a~,.r~ §.. ~t;J:Z . ., p. 6. 



It further stated th:-'1t if ar;y carrier received mo.re tl'la,n J :per c,ent 

it must dispose of it within six months. 

The bills had ;provision for the establishment of a ttpclicy Committee" 

as a part of the executive 'branch of the goverment and COU(posed or desig

nated. members of the cabinet and the chairman of the CAB. The CAl3 was 

required to consult with and seC'Ure the approval ef the Policy Committee 

before ordering the extension of YJeW routes ancl services or the suspend on 

of them.·33 

i'!Jle bills prohi~ited the eoneolidated carrier from acquiring directl3' 

or imirectly aey- interest in a. domestic air carrier, or consoli&ite mth 

such a carrier o:r merge its :properties. or any part thereof t with those of 

su.ch a. C!+rrier.34 

ho of the most inrportant feat.ures of these bills a.re Sec. 1209 and 

Sec. 1210. Seo. 1209 provid.ed for a. construetio:n-dif'ferentia.1 subsidy 

'based on the difference in eonst:ruetion. costs of flight equipment in the 

tion at such flight equipment under similar conditions and specifications 

in foreign airer.a.ft plants. It also provided for the purchase by the :Board 

of obsolete or inadequate flight eq_uipment from the consolidated carrier a.t 

a :f'air valuation which would not exceed the cost plus the actual coet of 

reeondi ti.oning less reasonable and proper depreciation. 3S 

Section 1210 provided for an operati~-differentia.l subsidy. 'Upon an 

examination of the routes over which the consolidated carriers are subjected 

)3 Be1rj,w.; i,..2.§2, See. 1205, p. 6. 

J4 §e.arin& .§...2§2, Sec. 1206 ('b) •. P• ?. 

3.5 0 ·9 lb14. pp. 0-·. 



66 

necessary- aid to effectuate the policy o:f these bills, th.f) Boa.rd s:hall 

eq:rU?,l 11 the excess of the fair an.<l reasooo.ble cost of tr~es1 materials, 

insu..rt-iuce, arvl axw other items of e:ir~Je:nse i11 uhich the consolidatect carrier 

is Bl,t a disad:vantage in co!ilpetitio:n t<Jith ene or more foreign-flag a.ir 

~6 
carriers"' n"" 

If at the end of any 10 year period. the net :p:ro:f'it of the 
consolidated carrier (tdthout regard to capital gains ancl capital 
10.sses) after a.eduction of appropriate depreci~tion a.nil. amortization 
cht9,rges has averaged more thsi,n 10 per centttm }?er annum i.:i;pon the 
capital investment of the consolielated carrier • • • the consolidated 
ca:r:der shall J1ay to the :Board. an amount equal to o:oo ... :t:talf of such 
profit in exc-as;;i o:f 10 per centua per annu.m. provided that the 
amount of :profit so reea-pt,1.red in respect of an;r period shall not 
in 1J.1W case exceed. the amoun~ of·. the o:perating-differential s1~idy 
p~ments made to the consolia,~tecl car:r1e:r :t'or su.c:h perio(.l. • • 

U the profits of the consolidated carrier in iz,,xw year exceed.eel 10 

per cent upon the C;'.i!,J)ital investment, the excess profits hB..d to be deposited 

37 
Ibig.,. 9. p. 

38 Ibid, p. 10. 



to the consolid.8,ted. carrier for such operation. Alstii, if in the case of 

any p,~rticular route or service the :Board sh~.11 find. that the governmental 

aid was inadequate to offset the effect of governme:ut;<;tl aid p1.,1,ic1 to foreign-

flag competitors,. it rrw .. y grant additional aid in the e&1ounts it deemed. to be 

39 neeess'9.r,,;r. Such gra.x~ts authorized in the above cases were not to exeeed 

$2.5,000.000. 

In order to :prevent the acquisition of interest in foreign air carriers 

It shall ba mllai.tful for any <'lomestic air e~rrier • • • or an.v person 
Cl')Ulltl'<Pllirtg: ~rc,ch ,r,,n ,,:,,ir c2rl'ier or ,1:'•.c"'X:f other common e,?.rr:ler to :pu:r.•che.se. 
le,1.se, contract to operate the properties or a:ri;v substantial part thereoi\, 
c:r "-·C«u,irt~ ccint rel in ;;,,nrt m~m::.e!' wha,t soever• cJf' gn;y f or-eign air e~rrier 
<11r a:i:1,v person engaged. in an._v :phase £t5 aeronautics otherwise than as an 
a:l:r carrier in arr,;7 foreign cm,ntry~ 

Tge JJ;eariag~. Extensive hearings on these bills t1ere held by both 

Houses of the United States Congress. Hearings on H. R. 2827. 2828. 2829, 

and 2830 were helcl before the Committee on Interstate s.n.tl Foreign Ocnnmerce 

of the House of .Representatives, 80th Congress, 1st Session from ,lpril 22, 

80th Congress, 1st Sessio.n from M~,y 19, 1947, to luue 5. 1947. The House 

22 witnesses e.p:pe.arer1 with 6 submitt:tog written st,ate 

ments. 

39 Hearing; §. • ...2§2. p,:y. 10-11, Sec. 1211 anct 1212. 

40 ~{!!lM .§. 2§2. p. 12 and 1!§1.~i~ ~ li<.rua.;1e Commit]~ ,sm bills 
rela,tiv!l :l'l. £!.~~as ?1!.t 'il~ll»-2r~atior~. p. 48. 



O!Ul.PlER IV 

CONFETITI OR Y"illtSUS OONSOLIDATIO! 

The purpose of this chapter is to show briefly some of the most 1-mport

ant and most common arguments for a. change in the pr&sent policy of regulated 

competition to one ~imilar to that which has been otrtlined b.Y' the previous 

analysis of proposed legislation. At the same time .• treatment wUl 'be given 

to the arguments and reason~ for favoring the present policy as interpreted 

by the -Oil in administration o! tlw CiTil Aeromutie!!l Act of 1938 and oppos

ing the enactment ot these proposed, bills. 

For the sake of brevity,. and. 'because meh of the Z'«'Htsoni:ng presented 

in the hearings on the first bills proposing a consolidated carrier was 

similar in theme to that offered in the bearings before both the.Senate and. 

Bouse Comitt~es in 194?, the arguments presented in this chapter a.re mg.inly 

derived from the more recent b,earings. 

The Bearings of the House and Senate in 194? were largely identical 

and !n most cases those before the Senate subcommittee were a repetition of" 

those heard e~rlier before the. House Committee. The majority of the refer

ences. are taken trom the Senate B.ea.r1ngs as they- repres.en.t.ed the latest 

informa.tion presented :1.n regard. to these bills. Su!)port wa,e giv$n to both 

sides of the issues 'by In$.f\V pron11nent men in the :i!'ield of a.viatiou. air 

transport. iudustry. government. la.ber. and. research consultants. 

EFFJW'l! OF PROPOSED POLICY OHAliGE OJJT UNITED ST.ATES nr~IONAL RlilLll.5:IONS 

One of the primary ground.a for disagreement was that dealing with the 

effect ot such a proposed. change in air policy upon the 11. S. international 

relQ.tions. ?or m.ll'1' years pri-or to the war, the Unit&d States :permit.tea 

agreementg for lanctin~ privileges t:o be matte by compa»1'-t-o-goverrmitmt 



i;,;pproxim.s.tel.¥ 62 s-ueh agreements and the Gove.rnment had. negotiated apprOJt
l 

iroately 2 or 3 bilatert..1 treaties. Often such compa~-to ... government 

agreements stipulated that l?an A.merioo.n was to be the only u. s.. air carrier 

Pan. Amsriee.n negotiated with Portugal, concluded April :,, 1937, wh1ch gave 

it a 1,5.year moncpo}.y a.a against other .haer1can operators for landing rights. 2 

Such types of agreements uere termi!lated. by the Govern.-nent in October o! 

l9Li-2.3 Sines that time, the polie;y- of bils:t-eml negotiations for lsndi11g 

rights h"as been .follo,:,1ed by the State Department. Mr. Garrison Norton.-

in test:tmoqr lief.ore the House ancl Semte Committee stated: 

The um.fication of our interootional civil air tran£r,ort into a 
sil'lgle line by eongre:esional aetton will substantially affect our 
foreign relations. IJ?he Depo..rt.men.t believes t~t tmch action will be 
construed by other governments as evidence of the acceptanee b;y this 
eounti,- of :principles of na.tionalized · ind,n.stry and. a.a the t.ransforma
tion of civil aviation.into a 1.!1$apon of &ggressiv$ foreign policy. 

!he present world-wide system ot several private American air-
trnnsport lines is ~ strong sl~°'d.ng to the t-1arld of tb.e v1t~l1ty of' 
the .American principle of tree eutel':p:dse and .competition, under 
reas.ono.'ble re~lt1,tio:n. It is 'believed the.t tha action proposed ~ 
this bill t1oul.d rightq or wrong-4,r be viewed a.s evidence of aroused 
gOV$l'!lll\Sna,a1 activity in this field and probe.l>ly of "S.mperialistieff 
a.etivity. 

Secretary of State, had thi!S to s~ in reg,.xrd to the ef:f'eet of the bills upon 

l . o~~ 1miai'iK§ Jm· J,. ~. pp. 712-?19. 

2 o. J. Ussitiqn. jm,. .£11. • p. ;86. 

3 ' 
. &mr1m1 !Ai- m. p. 719. 

4 Jbj/1 •. pp. 710-?ll •. 



foreign countries: 

Nore aver. in a. number ot respects the propo~ed bill would be 
detrimental to the conduct of f'oreign relations ,ot· this Government. 
Section. 8 (g) forbids the ownership of securities ~!' s·hoek of the 
All-American Flag Line by citizens or subjects or foreign govenmients. 
The present law permits up to 2.5 percent ownershi'P by i'oreig)l nationals 
of the sot.ck of American air ca.r:rie:rs. There is a danger that the 
proposed cha.Dge would influ.enee foreign countries to apply the same 
policy of exclusion of foreign capital, resulting in the exproprtatioa 
of United States capital presently aetive in foreign 3.ir lines,. and 
the erul of freedom of United States citizens to in.veet in foreign 
air lines to the extent now en.joyed,.5 

Bi.story points ou.t that a first step totmrd nationalization of 
indu.£1try is ge:u.$ra1ly followed 'b;{ :Other stEJJ).S in th0 s8.<.me direction. 
In regni·d to the pr011osed line. it is feared tru~t a. bu:ttaess. entity 
which ic ml;,de a. Int3.W.Uto~ Govel'l.'mle:nt controlled mcnopofy ~111 tan.6. 
to come more and more under G·overment m~,,gemeitt, S!.M. tinall.v under 
Gmrer11msnt owership. 'Jn.ether or net the latter etate oecurE\, the 
legalized monopol,y will surely be tempted to enter into i:nt.ermtiona.1 
undertakings tending towa.rd the eartelhat1on of a:1r t:ra.ffie. 1.J!ha 
Departmer.t is oppt:sed to internat101:1al -cartels in a.~~ form, as being 
an improper eeonoruie restraint upun business enterprise; and in t.he 
instant cs.se 1 t hi clea.r that the carte1i~ation of aviation t-lOtlld. be 
preJ,:tdicial to th.e aa.tiona.1 s&et1.rit;r.6 . - · · 

'fhe war had pointed ~t the importance of a.1r power both for m.tional 

:security and commercial potentislities. Air power not om:Ly included the 

operations. One of the major questions that eo:of:ronted Congress and the 
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United States was how the U. :$ .• position in t,rorld air power could be maintained 

5 llai:ri:qgm, JI. ,g. ~. pp. 36-)7. 

6 Rearin.g ml J.. 3!1?. P• BOS.· 



the t])lestion also presented was what form should the intenatioml air 

policy follow in orier to maintain a healthy position in world air power. 

Whether a. chosen instrilll'lent or competing lines could furni$h :ma.ximwn train-

ing. data, a.m1 e~erienee was a problem of vi t:a.l importance to the W~r and 

wrote: 

laong-.range, eommereia.l aircraft a.nd. other eq:uipment and facilities 
necessary to conduct safe and efficient. foreign civil ;:;i,ir transport 
o:;;ierations are similar to the e~ipment a;no. facilities necessary to 
conduct the long-range operations of military aircraft and air 
tranSJ;JOrt. As commercial monopoly is generally cha:racteri2e<l by 
standardization of equipment. faciU.ti.es a..nd techniques and, in the 
a.via.ti.on field~ would likely tend toward :procurement from a single 
St"-:PJilie.r. wlm:ree"s com1)etiti<n\ is likely to produce just the o--gposi.te 
result~ the lc:ar De:pc;rtment believes th2;t a policy 'tfhieh fo.stere 
regn.l,a,ted competition, :rather th~n monopoly. i$ mi:l.P.i.festly best d.esigned 
to stimulate the de sired teehnie~.1 advancement ci.m leno. l!luimrun su-vnort 
to our :peacetime airer~ft ind:1.1:.stry" :provic1.ed e;11.ch a policy is:7at all 
feasible in the light o! l~own or like:ly foreign conrpetition. · 

ln reepe>nse to a req-:uest tor in:f'ormo.tion in regard to s. 987, Secretary 

of War, Robert Patterson wrote: 

One of the bade essentials of air power 1s the existene0 of a. 
strong and progressive United S'tt:'ltes civil air-traueport system, 'both 
dome.etie an.cl foreign, together with its personnel, .aircraft. air bases. 
and ail'way facilities, readily etlaptable to milite:ry requiremente. 

The Har Department believes that .from the sta.nd:point of national 
security- there are no !actor-a which ,,u:mlc!~ ind.icat.e a. present necessity 
for changing the existing policy o.f regulated limi tect ct,m-petition 
between Uni.tad States civil air carriers in the int.em<ttion_11.l field 
to a. p<>11ey designed to eliminate eo:m:peUtion 1:?,nd :provitle for the 
establishment of a consolidated or sing~e Uni tel5, St:.:;,tes. ~ir carrier 
to :fly t?,11 of our i:n:ternatione.l :rouhet,. · 

i UettriSSlSi• ~. p. 9. 

8 . Hqari~ ~ 1• 2§2. :P• 809. 



The ~fa"'JY De1,ttrtment coll.side:rs thsi'l.t the existing JH".llicy of. 
regul$ted, limited competition, az provid.ed. fo:r in seetion 2 .of 
the Civil A.erooo.uties Aet of 1938, as amend.eel, shoulc1 be ccntimted. 
Experience to date in both the economic ana. foreign-relations field 
tm.rrants the continua:r:lCe of competition betrtfflen United States air 
lines in the international field. It is considered that the stimulus 
tc, progress provided by competition should be m.Etint:st:i.ned unless and 
until sueh competition in the future shoulfl prove to jeopard.ize the 
ability of United States flag air carriers to compete irlith foreign air 
earriers.9 

a,lva:nceme:nts in air tra.nsJ1ort;;;1,tion. There seemed to be little likelihood 

would be readily available to th.G United. States. With the interna.tioMl 

situstion such as it was, the ability of a sovereign state to obtain some 

techn.ie®,1 advancement or some results of rese.arch would put th9,t st~te in a 

very stmgetie position in regard to power politics. These Departments, 

keeping the Unitect States in a prominent position with :res1':lect to air power 

and at the same time this eompeti tion 1.,10ttld extend clown to the aircraft 

air ear:I'ier in relation to the s:rstem of regt1lahd c01rrpetitive air earrie:rs. 

much was said by both sid.es. ln Ch'.!.tpter lI. it ims pointed. out thG!;t Pan A.mer-



1, 

of the advantages of large-scale ~e:rations eondueted with the use of large, 

high-speed aircraft. It argued tha.t the ability to ~in the economies from 

the utilization of sueh equipment could, not 1>e obtained by the dividing of 

the internationo.J. field.. tthile the Cl!Ji reeognized the possibilities et 

reduced costs und.er such a plan or operation, it also -pointed out that the 

use of larger capacity aircraft i1ould 'be det~imental to the flexibility ot 

schedules. ~nd frequency of service. One of the current disadvantages of 

air travel over that of other carriers is the la.ck of great flexibility of 

. d .# g . . ~.1 10 service an •. requency o:i: acheu.u es. 

Mr. Alvin :a. Barber. Ma.nager,. Transportation and Oom.irmniea.tion De:pari-· 

ment of the United States Cb!:t...mber of Commerce,. made a lengthy statement in 

regard to the establishment of e. monopoly in the intermtio.nal air sel"'ll'ice. 

51he ch~...mber sees no necessity for monopoly o£. American inter_. 
national air services. Sometimes a. monopoly~ be necessary 
because of thfJ inherent nature of a 'business ffl.1.eh as telephou.e 
a.n.d electric SJerviee. but this certainly does :not apply to air 
transportation. 

A monopoly provid.ee no gi;i.ges f'or comgariscm ot :efficiency in 
operation and makes it diff'icult to weed out the u.nt'it. lt constitutes 
a closed market for ideas e.nd. ability • 

• • • An ovgr-all monopoly would not h,~ve the incentive for 
intensive development of ea.eh route that individual companies would 
have. Even s.epa.rnte routes t1.re in eo11:ipetition in rnaey i.rays. They 
sane coll!rpetitive markets a.nd they compete for that su.bstantial share 
of public tre,vel which has a ehoiee of routes.. including the tourist 
trade. All experience in trG\nsporte.tion, l>oth domestic and 1nter
xmtioMl, shotrs that this type of eompetition provifes a. strong stimulus 
to aggressive improvement of aervie& tc .the public. 1 

10 Truman c. l31gh:am. ~!ff)Ort!}tion. ~rtnei;gleii an(l. b:2blems~ p. 95. 
11. 

i,~;r\»!!1% .91!. 1. iaZ, '.P• 67. 



strer.gth of a single pcirorf'ul ce,rrier e.nd the elimination of mu.eh du.plica-

President "f Pa.n .American, pointeo. cut the re(!ttiremen.t s untl.er the Civil 

Aeron~utiee Aet th~t carriers 1m1st be certified for international rcutes 

but $1)..Ch eertifiC9,tion did. not, of itself• perm:tt the 'beginning of oyera:t:tona. 

In or<l.er :tor a ~rrler to ·conduct inteniatioml flights, la.n<ling rights must 

be secured for operation within a foreign country. He defended the old 

syste),1 of eompa.ey-to ... governinent agreements beea.use th&~ were nm.eh i,nore 

satisf'aeto.ri and 'beea.use. they reduced interruptions and e. w..ste of time. 

He cited, as a case in point, the certificate fan American possessed t.o 

ope.rate through the l3a.J.lmn states and their b)ability to eon.duet .su.e:b. 

opera.tio!UI because land.1~ right privileges bad been withheld. The point 

that he desired to make was: 

The point that I wish to mp.Jte is that these interruptions to 
certificated routes. some of wh1.eh have ee,rried on for years. su\ject 
one carrier to substantial acld.itiona.1 costs, whereas competi»g 
.Ameriea.n-fla.g carriers lll9.Y not have to meet such costs. 'l!herefore, 
the yardstick or formula method of attempting to demonstrate largely 
falls di:ltm.12 

said: 

The competitive international route pattern flown by the American 
ecrnp.anies is costly and inefficient compared to their foreign-flag 
competitors. Separate competitive traffic offices ar.d administrative 
and sales personnel ~.re re~uired in f oreiin eou.n.tries. Separate 
inventories. spare engines, a.net reserve flight equipmen.t a.re required.. 
\fhe unil'i&d foreign-flag co:tr.:;etiti~n h confronted with none of this 
duplication. am. there~~ able to do a 'better job at far less expense •. 

In considering the wn.stes of American-flag cot:r.fH~tit ion abroad, 
it should be realized tl:w.t this col'@etition is by no means confined 
to the e01.111tries where two or more American-flag carriers have been 
authorized to operr;.te.. Altlwugh Pan American dcea not oriera.te to 

l2 Ibid. p. 129. 



Scar..tl.ine..via, we m~int~in a s~les organiz~tion there. Their business 
is to take Scandinavian traffic away from American Overseas Airlines 
cna ranta it by a .Scand.itt!'i,Vian ce.:rrie,: to London ~nd. thence over 
Pan American to the United States .. 1:3 · 

'15 

It had been stated by Mr. James Landis, Chairman of the CAB, tho.t the 

~p-grcxir;aa.te ratio of ground costs to night east was !55-45.14 As Mr. frippe 

h8d poin-tetl out, there 'lims a. posdbility for economies throu.gh too eonsoli-

dation .ct certain ground services and functions.. Rcwever. it woa.ld be 

i.mposei'ble under a competitive system to elim-i.nate a.11 such cost thrMJ.gh 

more eensolida.ticn. Jn ~.,n..awer to st1.ch an a.rgwnant showing the d.uplicat-1.on 

of services., Hr. o. R. Smith, Cba.irmn of the :Board of American Airlines, 

pointed out that auch attempts for the u.se ot common facilities. in foreign 

fields by competing compa.ni.es ha_a'. been etarted and he felt that it could be 

extended. even f'u.rthe-r to such thi:tigs ae Joint terminals, interchange of parta, 

a.nd common maintenance .and . service crew.s. 15 

problems too.t t1ou.ld face the ~gement of such a vast enterprise and the 

degree or efficiency that could ~ ~xpeetsd.. ~tr. John E .. Slater, C~irman 

of the nota,rd of American Ove:r·seas Airlines, proposed three pariieula:r 

'fhe first is the problem ef a<tnag~rnent ••• I s~y that there is 
no ~ingle m_e,oo_gement in the world coi'i!petent ta ~J.minitter eff'ecti:vely 
so v,,ast a..'11 enterprise, covering, Gl.$ it would, mol".e thP-n 170,.000 route 
miles to or th!'()ngh more than 100 Ct.:itm'l;ri-es a.n,r'.l eolcmea1 aud involving 
all the obvious complications of f'reqi.1e11t d~.lir.gs with the governments 
tt.ereof. 

14 __ . ci 

tiftt.ri:mi;~ ,2& g.. 

15 lli!, p.. 501. 
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••• The seeond characteristic to which I refer is the deadening 
effect on the all-important aircraft manufacturing industry ••• 
The aircraft ma:mu'acturing industry would be placed at the tnerey of 
the chosen instrument. The history of American aircraft development 
proves to me that at\V such concentration of procurement would cost 
us our leadership in the transport aircraft field. • • • The third 
characteristic of the proposed monopp~ requiring particular attention 
is its inevitable trend toward Govermne~t ownership. The bills would 
create a privately owned corporation, apparently entitled to guaranteed 
10 percent return on the entire investmen,t. including borrowed capital. 
It calls f or seven different kinds of Government subsi-cy. It is to be 
entitl ed to profits, but bail ed out of ev-ery conceivable risk and l oss 
by the United States Government. No one need by a crystal gazer to 
know that the period of life of the itosen instrument as a private~ 
owned corporation will be short ••• 

A very good summary was presented by Mr . James I.andis, Chai rman o! the · 

Oil, as to t he ad.Tanta.ges of' competition and disadvantages ot monopoly. He 

divided his argument s under seven hea.cl.ings. They were : 

(1) Jiemoml ~ competitiye incentives. :Ba' establishing monopoly 
the bill woul d remove t he competitiTe i ncentives whieh a l one can 
guarantee efficient, competent and progressive management in the opera.
t ion of our international air services. 

(2) fled ml efficiency. :Regulation cannot dispense with 
competition. In the absence of competing and comparable operations. 
the regulatory agency has no yardstick by which t o measure objectively 
the extent to which a management f ails to achieve competitive sta.nda.:rds; 
without competition, regulation is incapable of guaranteei ng true 
economy and efficiency in operati ons. 

(3) Benefits RI.~ ma.wements ~ disadvantages 9l. single company. 
The active direction of competing f1rms by ma.ey managements will insure 
a more vigorous and healthy , a more ef fi cient and economical deve l op
ment of international air eormneree than can possibly come under monopol y 
conditions. Our international air system is too vast and our inter
national operations too complex t o be within the capacity of aey single 
management, however able the individuals composing t hat management. 

(4) Promotion~ markets. The promotion of the potential market 
for air services requires the competitive efforts of more t han one 
American carrier and will neTer be adequately developed by a singl e 
compa.i::w. 

(5 ) Traffic potentiale. During the 8 years from 1931 to 1938, 
inclusive, total travel by United States citizens, native-born and 

16 1.121g,, p. 520. 



naturalized, between the United States aru:l overseas countries yielded 
average transportatio1i. revenues of a:pproximatel;r $75,000,000 per year. 

(6) Wei§tes .!!:· .~AePol,J;. The wastes of monopoly are found in the 
neglect of new and more efficient techniques, in the acceptance of the 
inevitability of present costs. in the unueeessary mu.ltiplieation of 
functions and personnel,, a.mi in a generally obsolete and. lethargic organ
ization. 

('7) ~£ 9!. ~On&;entratipg 'J20Wer ill, O,l);e COID:Qa~y. lfhe chosen
i:nstrwnent air line would. be a most dangerous instrument of intermtiona.l 
policy for it would prove to be more powe~ul than the :Board. perhaps 
more :powerful than the Govermnent i tselt. 7 

The argument that was contested the most and upon which a variety of 

opinions. 11ere offered 'f:f9,s the :posdbili ties of foreign competition.. In fact 

Mr. Trippe rested his case on the faet that foreign competition would become 

so strong by 19.50 that if the United States continued to follow a,. policy of 

c-0mpeting internationa.l air lines it wcmld lose its euprema.cy in the field. 

Be offered for consideration the eetima.tion that mJ 1950 the travel market 

18 in intea"mtiODal flight would be l, . .548, 000.000 pa.Menger miles. Ee pointed 

out that nearly all of the important t.ra.ding M..tions in the world, other the.n 

the United Sb,tes, had adopted. the policy 0£ organizing their international 

air transport operations into single monopolies, some .state owned, some 

privately 01:med, brrh all supported diplomatically abroad and fina:aced at 

home by their respective governments. 

~ j£itish Systftlll• Per!10.:ps because it was thought that Great J3r:ttain 

\10ullt be the most dangerous of foreign competitors. or because it wa.s felt 

l7 lbit\, pp. 571-577. 
18 

Walter H. lhge:r, .ml• sll,-. p. 19. 



that the British operations lr.t0ulcl :present a better eompe,r.ison with the 

United States system that mueh statistical data and eo1~:m.tive facts were 

offered in regard to its internatio~l sy-stem. lfra.dition.a.lly Great B:ritain 

h..°"s been a. great internation.~l competito.r and it offered the possibilities 

for more rapid development of the internatione.1 field than some of the other 

foreign countries. Mr. Trippe eon-liinu.;.1.lly referred to the :British system as 

p1•esenting a. type of competition that could not be met 1w' the continued 

operation of several Amerio.an air carriers 1u foreign service. He stated 

that capital and credit for the :British 1nterna.t1ona.l ,ystem had. 'been 

authorized up to appro:::d.matel;r $320,000,.000 and additional subsidies author

ized. up tc $40,000,000 a.nnu.ally for a. period of 10 yea.l"s. 19 lt was interest-

ing to note that establishment of :Srttish Overseas Airt~ys Corporation, a 

Government eorpomtion1 'W.S begtUJ. under the Conservative Government.. This 

new compa;ey was launched on April 1. 1940. However, before JO.AC eould 

begin normal commercial operation, widespread criticism of monopoly in 

:British international a.viaticm. :f'oreed a mo,Ufieation of the chosen inst:ru-

ment doctrine. Following extensive debate, both inside and outside the 

Government, a White Pti.per on lnterm.tiona.1 Air Transpost. presented to 

parliament on March 13, 1945. announced a new plan for the organization 

of the international air services .. 20 :BOAC ws designated as the air line to 

operate the Commonwealth, Atlantie, and Far ]la.stern services. A second 

eorpore,tion eomJ'.>Osed of n.ilwa.y companies, short-sea shipping lines, tra,v,el 

agencies• and :BOAC was announced. for the dev,elopment of :lhl.ropean i;ind interna.1 

19 Hearip.g . .2,U .§.. !m.Z, p. 110 .. 

20 Beariug;s an J. l· ~. PP• 1237. 



by the ::British shipping lines with some '.BOAC participation. was designated 

to operate the se:rvicee to .South .America. U.nde:r the Civil Aviation Act of 

21 1946, BSA.A and BmA. as well a.s 130AC h .. ~ve become governinent eorpora.tions. 

In this eonneetion. Mr. Ger!lld 13. :Brophy, General Counsel, .tor !t!A, 

pointed out in the Senate Hearings some of the rea~ons why the :British altered. 

their policy :from )l()A.0 a.s a single chosen instrument to one under which three 

separate companies were organized. Se quoted f'rom the White Fa.per presented 

1t7 the Minister of Civil Aviation to Parliament in lleeember 1945, in support 

of the 'bill whieh became the Civil ATia.tion Act of 1946.· lt said.: 

In the present ste,te of development Ris Majesty's Government 
do not propose to entrust the operation of a.J.l services to a single 
corpo:ra-ti(')n,. In reaching this concludon t.h~y are influenced by 
the following cont:d.derations: 

(i) The neell for flexibility i;n meeting Cl1rrent conditions of 
inte·rnation~l co!!l}ietition; 

(ii) !he necessity in the devel~ment of a. new industry of this 
nature f.or encouraging diff'erent met nods . of approach to the techniques 
of air-line operation and ot avoiding ~lacing sole responsibility into 
the lw..nds of one managerial group. 

(iii) ~e creation of a pool of knowledge a:ni1 experience to meet 
t~e ne~s cf the ra:pid. eXJ;}ansi:on of air travel which b to be antiei
Jb.ted. 

It must be remembered that these three :British corporations are govern-

of the Corporations are vested in the Miniater ot Oivil. Aviation and he makes 

all ap:vointments to the :Boards. the White ;pa.per states, "· •• the Corporations 

should have the ~ximcm freed.om in the ope.n-~tion and. mnagement of the a.ir 

..-.,u11 .. 

21 .. nu. p. 12.:31. 

22 Ministry at Civil Aviation. ]tJ,ti§h A!r. ~m,ce~,1t Presented b7 the 
t~inister cf Civil Aviation to Parliament by command o:! His ?48.jesty December 
1945. p. ). 
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sel"'Vices assigned to them. "23 The :British system was a system of govern-

?oreiga l:!cA~ l,evel.§.. ln order to support his e.rgmnents that i'oreign 

eortrpet.i tors were or soon weuld be in a position of considerable advantage 

over American carriers, Mr. Trippe presented facts showing that foreign 

countries enjoyed. wage levels substantially .lower too.n the .American companies. 

In a chart that was accepted as a.n exhibit in both hearings, entitled •tt1. s. 

and Foreign General Level of Wagesn, (Ave:r$!ge Hourly Ra.te-s of Ea.rnings•l9j8), 

he endeavored. to compare the wage scale of the United States with major 

foreign coo.ntries. The eh .. ~rt ~hewed that the United. States• average hou.rl;r 

earnings for 1938 was 61,1, cents, as compared with 3~ cents for liew Zealand, 

'.'32i eeut~ tor Gre8t Brit,ain. '.30 cents tcr F:t$,nce:, m.r.:J. on dow to l cent £or 

China. and. a question 1~rk. for Bussia~ 24 Another chart sl:1-owing a comp!'.rison 

. of a1'U'.m.al iw.ges p~id b!r Pan. .Americt!1 :B1~i ti13h Over4:lea.i& Ai~a Cnrp. , and 
' 

Royal Dttteh Airlines (in U. s. dollars) w.e submitted. It reveti.led that PAA 

was p03ing Ma.ste:r first pilots an anmel wge of $12,720, e,s comparetl with 

$6,254 fer !OAC and $:;,146 tor IO:.t~. 'lh1s relationship extended dc,wn the lb>.e 

in similar :t\v;;hion to or{U .. nary cleenere trhere PM wac p~~in~ e,n &..nnual tt".:tge 

of ~~1.680 conpared with $1,033 for ~ and $8?6 £or ltLM. 23 

On this sttbjeet Mr. Trippe mlid: 

An Amer:iean flag e,.::i.rrier ui th labor :rr.tes ~,t least twice as high 
as its foreign competitor and wit..li lt1.bo1· costs 50 per cent of total 
eosts would have to have a ~B,rter of its CO$tG offset by a subsid.y 
in order to eonrpete on equn.l te.rms~ other factol"s., including labor 

23 1'\?'-!l-, See. 15. p. 4. 

24 Hea.:r'!;ms . .ml ,1. ,2&. p. 120. 

Z$ lbi$7., p. 122. 



ef fioieney and fU.ght equipment. being equ..:'.11. In arldition, if the 
tJn1teo. States international a.ir syste:m ia to remain in priT~te owner
ship, 1 t will have to earn over the ;rears an appropriate return on 
capital invested 1:n order to maintain it.s ered.it. (kimpetitive 26 
government-owned foreign flag . .l'lonopolies h.-"l.Ve nn s-eteh obligation. 

in his opinion the United St-?,tes should. not tlnlerest:iJlla.te th0 effectiveness 

O'r the sa.'bili.ty of foreign competitors.. ~P.ailra he did not S'Ug_1}H)rt ·~hese 'bille 

a.s :proposed, he was nm.eh in fe.vor ot' eo~·~olitI.atitm over conrpetition. 1Ie 

proposed the dividing of the intern-a.tiowJ.1 field a:mong on-e or n1ora chosen 

27 
instrueants. 

In re1,ly to Mr .• Trippe 1s :prese:nta,tio.n in re~:rd tc wage levels eompari.sons, 

Mr. irophy, o:f .JJ!WA., contended t:hr1t the prod:uctivity and the ei'ficieney of 

These ah.cw the.t 1.merie3.tt l.c..bcr 1s over twice l!l.S ioroduet ive as 
:British l,n,bor. In fa.ct, adopting the United .Sta:tes as a baee of lOO. 
thtit stt'l;1y foo.n.d tl1~t produ.etion per employ~e in the Uliitect lingo.cm 
s-Jag li-4 uhile production per man-hou.r was t)nl.1 26. Ck,nsegue:ntly, if' 
it ti,ok l m1;1,11-hc,ur to produ_ce a given uni~ in th~United States. it 
would t<>ke 2. 78 man-hours in the t:rnit.ed K::i.ngdom. ·· .·.. . 

llb.wever, I believe we should :recognize that in air-line operations 
abroad, American carriers m;:.1st use a. considerable amount of .foreign 
labcr r.,,na fcn.··eit~ Air lines operrtting to the 11?ti tad. Stgtes mu.;:;t use 
certain American labo:r. The relative costs and efticieneies will, 



therefore I tend to balance ou.t • under a chosen insttu."lle~t or under 
reguJ.ate~ competition. 

!his is not speculation. It exists right uow in T'tll. As of the 
end of April, tr.re ha.d 3.882 employees engaged both in the United. States 
and abroad in our intern.q,tional operations. Of these, 2.348 were 
U. s. citizens ancl 1.5.34 were citizens of other eou:ntriest so tru.t 
J9i per cent cf the personnel in our international operations are 
foreign 11ationa.ls • 

• • • I would like to say this,, th0.t of those 1,543 foreign 
n,~tim.ials. 9S percent o:f them were on the foreign scale. So tht.l.t 
is what I me.an when I say that in an internation..~l operation, 9elative 
costs and eff1eie11cies of that sort will tend to 'ba.lance Ollt. 2-

th-. Croil Bunter. President, t1ortb.west Airli:nes, sa..id in reg..9.rd to this 

question of foreign wage con!)a.risons, *1Does this legislation propose or 

assume that the consolidated company will employ less labor or cheaper labor 

than the several independent companies ~muld employf lf not, what advantages 

has the eonsolida:ted eompa.ixr in offsetting aey foreign labor differenti~,l?"'° 

Mr. John Slater ·Of American Overseas Ai.rlines pr.es.ented a chart of 1938 

General Wage Cost Per Ullit of Production. An analysis of this chart showed 

that the United States was low t.d.th a wage cost per unit of production of 

63 cti:nts as compared with 64 cents for Canada., 7S cents for Russia, 76 cents 

for GerMn;,v, and 91 ce.nts for the lJnited ltingd.om.31 & said: 

Considering all factors, the American international air lines have 
provided as good or better serviee than the foreign-flag s;r.stem, at 
equal or eompletel.v comparable costs. We ho-pe t1i th bet tel' organization, 
il!I'p;ived methods. and greater labor productivity to continue doing 
sa. 

29 ~. p •. 2S6. 

,o Be&ripg§ sa ![. !- ~. p. 1124. 

:31 Bgr;ipga .Qn ,!. 1§2., p. 462. 
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~. p. 46,S. 



lt:i tish Jet PoJa~n:. frod;uction. Another point in favor of the :Sri tish 

that t::lr. Trippe felt wou.16. cause added dis!/il.dvanto,ge to American competitor-a 

was the faet that the :British t"rere approximately 2 years ahead of American 

industry in, deye;opment of the jet power pl9.nt. He had requested that 

Mr. Philip :B. Taylor. Aeronautical Engineer,. be allowed to testify- on th1a 

subject. Mr. Taylor h."td. reeent'.cy' conducted a survey of the aircraft. 1:n.d.ustJ,'f 

in the United Sta.tes~ England, and the European. continent. He concluded: 

It is my opinicn. from di.rect and intimate contact with engineering 
developments in nngla.nd ancl the United. States. that the l3ritish m~ be 
able to develop within a period. possibly as short ae 3 year$ commercial 
trasport a.ircmft~ to 'be sold in qttQ.ntity. which will operate with 
$afet~y, .g,t higher speed, with greater comfort. e.na at lo;;1er eost than 
eontem_porar.y airplanes available in the Unii;~d States, consideri:ng 
:;,resent rate of progress in both countries.J.;, 

Mr. Landis, S.n hi.s testimony-,, presented for considemtion in regard to the 

question of aircr5l.f't procluction in the United Kingdom, a. report from the 

United States Civil Air Atta.che in London. !he report poiltted out M!\V of 

the difficulties that were causing eon,,,i,Ae~ble deley anii. dissatiafaction 

a.raong tb.e British i:n. rega,rd to aircraft production and the inefficiency of 

hstl not l~d rx11y experience ccmpe+rable to that of the United States in design

ing ar,.d protl:ueing civil air transport airer~ft or engines. One of the problems 

faced w~,a the ina.bility to construct ~ p.:roper airi'1"Me to be used with the 

new tveo ... Jet power plants.. Reports on that type of aircraft produced along 

111i th conventional type of aircraft showed an inadequacy of :perf c:n.•llla .. nce and 

operation cnsts and chsracteristies below that of comparable Alllerlco.n air

craft .. 34 

j) lbitlt p. 191. 

:,4 lbigt pp. 581-.58J. 



by both sides that foreit-n competition would increase during the next :few 

years, the conclusions drawn from such a stateu1ent v~ried. Du.ring 1946 alld. 

the ea:rl:r part of 1947, many of the :foreign competitors wsre only beginning 

t-0 co?U1.uct operations over international routes. Mr. Trippe statecl that 

du.ring the first 6 :months of 1946 the America.n tmns-Atla;ntic air lines 

Zli;- paseengers per pb.ne, Pan Amerio~~. l?t p&i,ssengers per pla1w e.n::l Ameries.n 

Overseas. lll i,a.ssen.ger:a per pJ..."J.ne.J.S 

better sel"t'ants; in :foreign ~ou.ntries with single instri.ments, all eo()rdinat-

foreiwi it1ternatici1ti:l oorrie:rs or would f;:J,vor foreig.,1 carriers over American 

tn the rtJ,it1n,,g of traf.i'ic. were e;xp;1~T?les. He_ statr-:d. th."l.t during 1946. the 

3.$ D. - '. ·4 .II. T'I lL? •'-'··• c• O· • 



flights °b'tJ all airlines for trot year. ~hey carried 17.503 passa11gers on ,, 
them~ flights which was 16.6 pet' cent of the total. 

third sold in foreign countries. He pointed 011t that unB.er a single ~el'rter 

soltl. in the tJ'ni ted States e.nd one-third of th.3l.t portion, sold in f o:reign 

cmuttries. :this ra,t.io would. give the ,llmeriean carrier five .... ~in:l.hs of the 

total air traffic. 37 fo mw his ~oint eleo.r. he a.as-mneit that b}J" 19$0 not, ... 

m.si,il revenu.ee of all air lines :f':rom traffic to anct f:cot1 th.;:; lJrJ.i ted States 

uotu.d total $_540.000.000. l1ith a. consol.idatocl carrier the Uni.tad States, 

obtaining five-nintlis of' the tot~l. 1101.1.lct receive $300.000.000. Bcmever., 

he believed tlmt if the Unite<1 States crpara.ted with ~eve:ral oorrier:s. the 

l'everse would be true. Ili,s point was that, ~J consolidati~, the United 

States could clerive a gatn. of, $60.000.000 in non-ma'il .revenue. Be further 

estim..'1ted that the edclitiona.1 tr1:'l.t:f'ie, wot.tlct increa.se eosts l.O per cant uhioh 
8 

would le~ve an a.ctu~S!.l ~in of $54,000,000.3 · He also said; 

l ean conceive that thfj increase o! $54,-000,000 from a greater 
sl1are o.Z the non-mail bu.s1nees as ou.tlin.ed, added to the su.bsitl,1' 
nooessB.I7f if the low-cost foreign 01:iemtors cut rates below l\rcreries.n 
costs, bt1t which would be prev'E:'.nted ~., their los~ of revenue to a. 
Ut"1fied eompan;v. ~,,0111,1 bring t.he a.nuue,1 saving J?OSstble wit,hin the 
next :few yeara by one-con:rpany O'.r)eration~to as mt1.ch as $loo. 000, 000 
f Gr the t~;,;yers of the Uni teit St&1,tes. :W 

·:,o · Ibid, p. 3265 

'J7 ~ p. 327. 

)8 lbid:,, :pp. :,:,6-JJB • 
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reasoning on the tact t~t in December of 1946 the revenue was only' 

tion was still drastically limited by .lack of ships and tb-is would be grea.tq 

i11tproved by 19.50. Historically some 80 per cent of tn.vel interchanged. 

between th.e United States and foreign countnes had its source in the United 

Stai.es and with a. round trip air fare 10 per cent less tbnn one-way fares, 

Mr. Landis felt United States carriers would have :pre:t'erential access to abou.t 

80 per cent of' the :potential traffic ma,rket., 1n eontrast to the :taa.r-ninths 

estimated by !4r. Iihe:instrom. 40 

regQ.rd to the reduction in. :percentage of trans-Atlantic air passengers 

carried by United States lines, during 1946. He saidt 

The reeord should show that most of the foreign carriers did not 
st-e.rt their trans-Atlantic service un:ttl the late spring of 1946., 
and hence,, of ~ourse, carried little of the total tra.f'fic. 'fhe 
record should also show that the ?6 per cent- represented. 51.6o6 
:pa.ssengers carried. during the .last half of' the yea;rq,1 \vhile the _ 
earlier 9.5 per cent figu.re represe:ntecl only 3.5,871. · 

Not mnch was presented in the t1a:// of comparative costs of American 

operators and foreign operators. Mr. Slater of America.n Overseas Airlines 

did. hottever. have a. few comparative costs. He said. •~o.r the last 6 months 

of 1946. our eperating costs per revenue-,mile flown was $3 • .57. Air France 

show-a the ·same operating cost of $:;.57, while :SOAC •s e:ompara.'ble eost was 

40 llW!, p. 575. 

41 J!eAriMS, 9J,\. Ji. J. ~. P• 1188. 



o.z1tici:;fJB,ted. for the f\ul Y®O.l' beginning with J\u.y l, 194?. They were. 

American {)verseas, $2.72; Air '.li'ra11ce, $:3.46; and l30AC, $3.10.43 

develop fair~ shortly be-cause they will be need.s,l fen.• the rate m::i.king, not 

only O'\.ll' :rate-m.?J.ldng nt"'chinery, but the rate-making :rf'.aehine17 of the lnter

nat :1 onal Air '1:ransportaticn A!':sOci;~tion. Jf4 Serator '.Brewster s:;:,.id tll~t the 

agreement was reached 1:!h.ereb;ir each cr:untry 1:1ould file such &.,,ta 111th the 

45 
Pl CAO. 

The four la:t'gei:;lt carriers ue:re Atnerican, United, TUA, and ]lastern .. 
Ouly Easte:tn H':1intai:ned a 1:iosi tion roJong the lou-east t'E,l':t?.ers ;bhrou.gh-
01:tt the pG:riocl. Americ.::m, TJni'cea, nnd Tr/A dn.ri11g 1945 !'J.ml 1.9t1,6 ranked 
ru,1r)ng the high ... eost eo.:rr:lers; ,tme:riean dgb.th1 Urti tBd · Ui 01th, 
eleventh. :'B:rl).~ifi' f:j'1 l)eltD., medi:um-si:1,ed carriers. trere consistently' 
lmJ-cost ope:t";;l.vors. · 



international operation. Stteh financial reverses not only :pl-aced the ca:rrier$ 

in a poor position to seek additional c:reclit but also brought ab0tit serious 

financial difficulties for Constelle.tion.s, I)C ... 6•.s. Republic RaiJ:t'bows and 

for 1946; and that Fan American wo'Uld require approximately $22,000,000 in 

4? 
mail pa,,v ttJ 1-00.intr:iin its eredit position. 

a,nd. that pra.ctiea.11.y all of the flome~rtic air lines 



not guarantee a.ga,inst :pilot strikes or aizy- other kind of strikes, a.ml if 

we had had a chosen instrument during October and No,rember of 19461 Vxu.ted 
48 

Stat-es air ... lines operations throughout the t.rorld uou.ld. have eeased.. 

Mr. Landis. reporting on the credit standimg or- international carriers, 

gave some important :facts and figures. Be said ... Recent fi~nci.ng has 

demonstrated that most of the interu.tio:oal earrie?'S t:!1.l"e in a. position to 

. 49 
secure capital as needed for development of_ their interna.Uo:m.1 serviee.s. 

Some of the examples given to support that statement were: 

In J,uie 1946 l!.merice.n Airlines sold $40, ooo. 000 of' 'Dre:f'erred stock 
and a like amount of sinking fund debentures. In August: ktiona.l 
obtai.ned more than $3.500.000 'by the sale of ,common stock, am American 
Oversea raised more t:tlan $12,500,000 by the sale of common stoek, a.bout 
69 per cent of i1hich was taken by American Airl:tr>Bs. In September Pa.n 
.American a..~d a $40,000.000 revolving c.redit i>.rith a group of New 
York banks. In October .Northt,rest '.raised a.bout $5. 000,000 by the sale 
of eommo:n stock am arranged for a $10,000.000 bank credit. At the end 
of April Northt.fest completed arrangements for a.n $18,000 1 000 bank credit, 
canceling the earlier agreement. and in addition sold $9,875,000 of 
convertible pref:erred stock. .In December Eastern. arrru,getl tor a 
revolving bank credit of $20,000,000. In February Braniff arranged for 
a $10,000,000 credit- to be d.mwn. ~on during 1947. ln F:ebrnary United 
made provision tcT $49,500,000 by selling nearly $9.:SOO,OOO of convert
ible preferred stoek. arranging a $28,000,t)OO bank credit agreement, and 
selling $12,000.000 of debentures •••• fhe investment mrket generally 
has reflected optimism with respect to air services; it bas reflected a. 
willingness g~ the part of investors to commit ne,:r capital to air-line 
enterprises. ,u 

It had been eontended by the opponent:S of these bills that if the pro-



interest in the eo.:nsolidate<"l carrier. Mr. frippe repeatedly denied. aey 

e.ent of t,he 

thft11 :3 per cent that 1t would have 6 n10:nths to dispose of all above the 

1,ie1'r1hsi'ble :3 per cent • .51 Mr •. T:rippe s,n.icl that Pan ~4.merican had ap:proximateq 

35,000 stockholders a.nit that he knew of no one stockholder that owned more 

iElJJOssible for a11;;1 interest to own over 3 per cent of the stock.. The bill 



provided that the CA» would approTe the composition of the f irst board of 

d$."ctore of the unified comp8.1\V. To swmna.rize his stand, Mr. T'rippe said, 

91 

• • • the provision in the bill that requires that the Civil .Aeronaut ice 
:Board approve t he make-up of t he first board of directors, to ~ miM 

· completely sa!eguards aey compaey or group of companies or group of 
stockholders ••• or their stockhol ders, from getting control ot this 
board, because the policy of the proposed 'bill is obvious, that no 
stngle interest or group of interests shall control. And obviously 
the Civil Aeronautics Board will not approve the ma.ke-up of a new 
board of directors, which will select t he new management . except on 
a basis that is contemplated by Congress.S2 

Mr. Bropey, speaking for TWA, endeavored to point out a. weakness in 

Mr. Trippe 1 s argument. Be emphasized t he fact that at the eta.rt Pa.n Ameri

can would obtain the largest portion o! t he 45 per cent of atock and that it 

was no·t mandatory that it be reduced t o the 3 per eent :for a period of 6 

months. He said this would: 

••• guarantee the period of initial domination which aubsequ.ent 
diversification of stock interest will perpetuate. Pan Amer1ean 
would get over 3.5 per cent of t he atoek '!or its assets and would thu. 
be in effeetive control of t he initia l board of directors :for 6 months. 
iith Pan American-Grace, it would control about 40 per cent of t he 

45 per cent set aside as ordinary shares. It all of the carriers 
shares are not subscribed f or, the5,o per cent interest naturally 
becomes proportionately i ncreased. · 

Another i sue t hat Mr. :Brophy presented was the doubt that domestic 

carriers, water carriers, and railroads woul d subscribe t o the 5S per cent 

of stock of the unified comp~ that was termed "carrier shares. 11 Even if 

such subscription was entirely sold, he felt t ha.t t he company could result 

in nothing but confusion because of t he impossibility of reconciling the 

difficulties. not only among the three types of carri ers involved, but among 

52 He§ripgs £.U • _ ~ . :pp. 582-583. 
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the carriers of ea.eh :partiC'tll.ar group .• and the fa.et that sueh shares were 

restricted as to tra.nsfera.bility • .54 

Mr. Oroil Runter, testifying on. the stock partieip~tJ0n, ea.iiU 

• . • I know of'. no a.:tr line, \rl th the exception ot Pan American. nor 
of aey railroad or steamship eonrpa.:n,y that uould. be interested in 
purchasing ·a 3 per cent or an;r pe.r cent interest in the eo~. e • 

arul I can sa,v :£or Jiorth1,-,est we would go to eve.ry court in the lancl 
bef'o.re tte would be forced to accept stock in the eompa.iv .in exchange 
for ou.r hard-earned. a.sset s a.llocated to our foreign ope rat ion. • • .. 
Trot would leav-e the public to purchase the unsolv. shares, and. I 
ea.nnot think ot5a.ny sound argument that eould be us&d to induce 
t~~m to do so.--1 

Mr" John. Slater mde it clear that he had no dou'bt.s about Pan .America.n's 

reaso~13 for supporting the proposed chaxige in policy.. He s!lid. "-It is the 

e%J.)erienee of us all that JO per cent of the voti~ stock of a eorpomtion 

norma.117 constitutes effective working control;., and. that a. m~ement. once 

established, is not readily dispossessed ~ minoritJ s.toekholders.. It is 

inevitable that this proposed !tshotgun wecld.ingn would reau.lt in the firm 

establishment of United States internat:tons.l air transport in Pa;n American 

haoo.s. n.56 

Mr. James Iruldi s emeavored to suggest to the OO!llmittees some of the 

possible loopholes which i1ould make it p.ossi'bls for a group to control the 

single carrier .. He commented: 

It is estimated th-'lt. Pan American Airt~s or ite owners. the 
Pan American Corp •• '1:!0uld reeeive a.:pproxi:mately 77 per cent of tM 
"ordin~ry common stocklt, American Overseas or its stockholders 17 

· per cent. ana. Pana.gm o:r its stoek:hold.ers 6 per eent. Du.ring the 
6--month' s period following the formation of the oon$olidated carrier, 
Pan American wcmld hold the largest si~l& 'block of' ccmmon stock, 

54 !'bid, P• 287. 
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a.bo11i :,; per cent of the total. and cou.ld. control the companw du.ring 
its formative period,. There is :nothh1g in the bill uhich would 
prevent the distribu.tiou of this 35 P-er cent share at the end of the 
six-month pe:riod in su.eh a mc'JJlner that Pan American• s :pr~sen.t directors 
or management would. as a. group, retain control of this l~rge block of 
stock and through it control of the consolidated carrier,. .. ,. l.rhe 
prop-oeed legislation contains no provisions to regulate the dist.ribtl
tion or r,1ture sh.e,res .of the eompal\)"'. except the j per cent l1m1ta.tion 
in section J.204 and the reqt1.1rement that 5S pe:r cent a! new isauE!'s 
shall be ttcarrier sharesH to be of'f'ered :ln the same manner a.a the orig
inal uearrier aha.res. fl The distribution. of the other 45 per cent of 
new stock issues would be 'lrd th.out regulation. ;7 

•••• ThEr.r will do so :tor a number of reasons. 111 the first place, 
they will consider these shr;;;res a sottnd investment--soun.der in the 
long· run than tJ,rr:f ittvestment they ma.,,v he.vi in Si:Q'n11'"ate eompeti ti:ve 
ove,rseas operation. Secondly. certain domestic air lines will think 
it good 'bu.8iness to ts.ke U!) thei:r· proport.ion. of tl'>-... cHJ@ slltil,res ••• No 
one of them uill want to have its conwetitor in the position of 001:ng 
"'"n iJE,par·ta:r1t st.cickholder in the consolii:J.ated cnr:rier, and itself be 
branded as not Joini.1'g. It is, therefore, OlU' sincere b.elief too.t 
when the time for subscription closes, you would find very nearly .58 
e. h'Dlldred per cent response from among those a.bl.e to participate. 

ments for :m1tional in:terest services. &l'il a special ra.nil, e:xtmordi:nz:1ry grant 

when and if required to meet si.ibsidies or other foreign nations.,59 

Under the Civil Aeronautics A.et of 1938, Section )06 ·(b) provided in 

51 J.1.iia,, pp. 63~:35. 

SB tnid.., p.. 1,0. 

59 .&a.ri»,ru? ,2.!! !• m~ Sections 1209, l.210, 1211. 1212. pp. 5-11. 



effect that the Civil Aeronautics :Board mu.st authorize mail pay to cover 

losses and a reasonable return on investment, provided only that the :Board 

is satisfied that the carrier has exercised honest. economic. and efficient 

management. 60 

Mr. Land.is presented the idea that under the proposed plan for subsidi-

zation all competitive incentives wOUl.d be removed. To him costs would be 

made almost meaningless by the provisions of the bills and the profit _motive 

would be destr01"ed. 11:By protecting the consolidated compaJ31' from a.11 cost 

disadvantages, by protecting it against all risks, the management is relieved 

of all responsibility, save the responsibility of calling on the Public 

61 Treasury for the benefit of its stockholders." He proceeded in detail to 

analyze all forms of subsidies permitted by the bills. 

First, there is the 11eonstract1on-eost differential. " • • • Our 
aircraft iDilustry, now the largest, most progressive, and most efficient 
in the world, with virtually all the world buying its aircraft, does 
not appear to require~ such assistance •••• the :Board will P81' the 
manufacturer, or the. carrier ••• the excess of the cost of the flight 
equipment ••• over the fair and reasoDable estimate of cost ••• of 
the construction. •• in foreign aircraft plants ••• Further, at the 
request of the carrier, the :Board is instructed to advance to the 
carrier interest charge of )lper cent per year ••• In addition, if 
the carrier proposes to acquire new. flight equipment to replace equip
ment which it deems obsolete or inadequate, the :Board is authorized 
in its discretion to ~ such replaced flight equipment at a fair and 
reasonable valuation. •• Thus, the eompe.n.y and its stockholders are 
relieved of all risks relating to investment in flight equipment; the 
Government bears the costs and the losses. 

Second, there is the "operating-differential subsidy." ••• to be 
paid with respect to those routes and services which are subject to 
competition by foreign-flag air carriers of such a character as to 
require the p~ent of an operating-differential subsiccy-. 

Two very significant facts should be noted. Each roa.te is treated 
on a segregated basis; the carrier is not asked to offset the profits 

~ 52 Statuteg, p. 998. 

6l Hearings .2!!, l!• !. 2827. P• 1225. 



on ·tme route or s~nic.e against th!!: .1os$EH! 011 another. !he ear:rier ie 
t.o l>e given the 'benefit of v~ious higher·. ·specific eotrlls. but the »oa;:rd. 
i.s not im't,l"W)t.ea to off1aet tho:se higher specifitt .costs ~inst other 
eosts which ~ n loweio. 

f'hiri,. thare is what- is called. the eouatervaUing ettbt';iq .... 
additional. aid will be provided if,. in the ca.S"e _of ~ particular :route 
or sen'ice, the :Boa.rd shall fil'.l.ti th.at the gcrfermental aid is i,n ~ wq 
inadequate to off'set the etf eet ot governmental a.id pa.ld to foreign... 
tlag competitors. !his seemt1 to 'b-e intended e.s a warning to ether 
gover:nmeuts that it will do them no goo-d to give tinanci9,1 ase1ata.nee 
to their carriers, 'because we intend to ra.ise their every p:qment. 

J'cmrth, pronsion is ma.de tor reaeonable eom'JH~nsa.tion tor the . 
carriage of the mail, pfq'ment to be at t.lle same rate provided f 0:r 
pqment w the United States for similar t.ran.sporte.tion to f~re-ign._ 
air. carriers in t:l.t\Y' 1n\enatioul tNaty or otherwise at a. rate to "be 
f,.,_d by the .Board. 

f'lf t-h.. if the· lila1,rd 1."equires the e~rler to establish &f13" :route, 
or ~~Mees or if 1.t retuaes to -permi:t the a.ba.ndflmrent cf arq route or 
se-~ices, the ~:ler ~ ad.Vie-& the lk>ard the.t the route or service · 
will not provide a ,.-ea.sonab-le return, oomput.ed on an additioml. coats 
basis upon the additional investinent required for the epere.t'$.on. 1,t 
it persi st-s in req1l!.r1ng the open.t.iont ·the ~ca.rd. 1s ,:,eq_,nretl to e,,ta.'b
li sh t:tie a.dditioNJ.l amolULt to 1:>e pa.id tl1.e carrier es fa.tr eOllrpe,nsation 
a.nd to ,~lte gr.ants to .the carrier for ''°a.pital investment; i».. ground 
facilities •. ~- • the ca.rrt.er is virtually go.a.ranteed 1ts retttl'.n on the 
s»ec:l..fic ®em;tion.. • • - . ~ . ' 

• .. • : 'llle net et£ect ot thee.e :ttna11Cial a1a. p;-ov1s1one 1s to re1~eve 
. ma~men) of all i-esponsibiU.1;7 for .ccndt1eting 8.ll et'f'l.aient. operation. 
'fhe Government provides most of the capital a.nd protects. against all. 
competition. ~ ee.J"rier <,an :epamte almost with:cnt re:gard to 1t.s 
su.ceese :1n k:$eping costs. low .a;nd in attracting pa:\ronage .. f>2 

As was expeeted, Mr. ~rippe did 11ot agree with Mr. Landis in· regard 

to the outcomes of the subsidies. Ke ex,latned that the 'bills &eps.rateo. 

ma.it pq £Ji.om cthe-r to:rms of ;fina.neia.i a.id and relieved the Pc~t ottiee 

Department of.·· a. burden wh1.eh he f e1t wa.s not appealing to them. 'if!he biile • 
. -

as he intei-preted them, P-l"fflded a means wll.fl'eby the government through t.he 

CU could determine the ~ 0~ Rbe$.q aeed.ed and $pecity t:0. defilli\e 

amou:nt or lt deemed ~eeasal"JT it. eould grant 110 su.be:\.dy a.t all, which :be 

·Jt.· ... ~. . . .· !'but~ pp.. 1226,...1228. 



t.hoo.ght was oot possible under the provisions at the Oivil Aeronautic$ .Aet 

of 19)8. H@ also coromtuited strongly upon the need ot the eonstruetion-

, • ~ ·• I ' 

differential s-u.bsidy tm.at necessa..ry to offset the diff'E;lr,i\~al lietweecn 

At!lerican ~ levels a,m:l;. foreign i.:!fage levels and the suhsit1ies · ~te'2 to 

the single inatrument of tho :foreign ,gQ'ti'ernment'S.. & ju.atified: the natitlnel, 

in:hei"est subsi(w by dating tmt certain routes t1ere ·aeeraed. e$eential to 

a.t a loss ru,.d he f~lt tbat th-a maintenance ·a£ such ~ervice Q\lgh.t, to. be shoull•· 

ered ~ all t~qers e:na. not pl&eed upon one pa.rt:leul:a.i"' goup"'3 A:~ to the 
. . . . 
di'.tfieulty 1u administei•ing au.eh provieions,. he ocdd: 

there i ~ • ho1;1ever, nothing nwsteriou.s or turo;mw.l abmtt them. 

ft.e. Ma.ritime Commisdon has been a.l>1e to e.-pply the very similar 
provisions of the Merchant Varine Act Without a.~ serious di:ffictllt7 
s.o far as l am atm.re. the '.Boa1"d •s task should be easier rather tra:n 
Jlfl.rder. 701"· the 13oard. t:trollgh the lntermtioml Civil Air Organization 
et Montreal. s~ou:ld 112..ve mu.ch petter into~1at1on as to 1rtage costs of 
foreign-... fla.g a..1:t:·· lines toon tl1e rJ~.ritil11e Corit11sit1n l1a$ eve1-y tmjoyed 
ni th l"eE11Ject to f oreigv.•:1:lag ahipp.ing lines. · 

of TUA. .illu.stre.te,1 thr:t the 1~ta 11ould rrJ.se £:rom [;', tei~Ol'"ar.:,- rate being paid 

then of 15 eentfJ a ten-mile to $2.86 pe1" ·to11-nile because it provided that 

-
6J BP:f\ti...~ a.a A, .2§2., pp. 198-200. 

9f. ~r:\mi ~ !· ~~ p, 20).~ 



sull:si~ pl:'OV1 si Qn&.l: 

!his bill est®li&Ms subsidy fo;i- rr,e?).oppl.y, the Meren,,'\nt ·Mart:ne 
Ac.t esta.'blished a su'bsidy to?· a. highly· ~om,p~-!tliVEl industry ·w.i.th -~ 
opamtora. e; g~at Z!W'ubar or· uhicll do not ela.im the ~dy.. ~t; 
the m'bs1disa.:tion ot· a monopoly 1~ . a mueh mo~e extr.- step tmn the 
m,tbs1d.iz~tlon at competitive enterprise is app~n.t .. · 

Ma»y of' t.he aaf'egti.ards of the Menhant Ma.rine Aet do not a.p:9ea;r 
1.n tM bil.11 tor ~le., Umits en ~i0.,,,. ccnt1"ol cf 2.cccu.nting 
pr,actiees~ a ball on o,peretions tln-1r1.\gh mihsidiariee. :p\U'.'cha£'e <Jt· 
equipment on C(m~etitd.,,r~ ... 'bid bas1r.,.. Alth<~\\;Gh C~iZt$!oln w'bsidizatio:n 
of the a.ir-tr~.nspo:rt in.du.etr-J ane the a.via.tton indu~tr:, ie at pTeeent 
ii.eeessary, the llepfl,X'tmettt d()es not £e'lt'Or su~id~ vhieh cenat1tutt1Js 6' 
lUtt$.1r eompet.1t1o:n ltet-ween tt>.e air ca.n1~r-s of tl~ Ta.i'ioull :mt!o:P:s. 

·!he postticn of labor on the i.esu.e 1$'olved in \hese hearingi ~ 

d.lrl,let:L. 'These favoring the bills wen. the Jat:ernat1cMl Assoel.a,tion o£ 

11a.Qbin111te. the !rotherhcoa o-£ ltl!.t1roail. 'ftainmen,. and. the lh"otherhood et 

~tmttti'Ve lib:igil:1.eer-1;. i*bose opposecl trel'e• the At,r ~ne Pi.let•, ~oc1a.t1•n• 

tu United Atltorno'bile-1'.'Jbrken..M.rnt>Stft seet.lcn. tte; ;a.r,.il tb.e .41:f Liru11 Jfschu•, 

i :A.- •-·t• -T ~ .t• ·1 ,,. ca A\:!.s-~. ,.on ..;it:,,.errn ... ;1.ona • -· · 

·~ A1.r ~M Pilots .hso:eiationt:s- pretiient,. MT., David l3elmcke., T01ce4 

the opposition ,of. bis or_p.m1a.t1on in a. lette_., ,c Serat~r 1Jret1ner. kt~ 

June 12, 194?. In opp-<taing the proposed !. 987 .~ ~tated th.at his a.~soeie:• 

\ion wo\tld rather .ft).) a,lollg Wi t.h t-he tiQB•t:l"ted Amert.can eompeti tive method:e 

:o"t c.t,.tng bu.eines,s e.nd that they- 1n1x-e f'i~ eQmineed trui.t tlte foreign a.ill" 

~s ~- p .. s89. 

66, ,1i19_, PP• 724-.7!!,. 

'1· .tfalte:r .Ii. W~r. ,a. ~ • pp... 2.2., '7. 



ths:n 

clown. to the level of 

said: 

If ·a r1tono:9olistic :pfo;n is tidopted ••• it shottld. not be forgotten. 
trl.8',t there wU.l the:i:1 be jt:tst one coiIJIJl;l,~ f'or uhieh a pilot or n mBehe.n.ie 
<n:.- a s·beiw·1r8. o:r 11. stew,1.rdens or n. ticlrnt .e.,gent or w~ other airline 
emplfr<Jee ear\ work if' he d<:3£ire~ to ~;'.ll.;rn. his liti.rg in OV$r...-,ocean 
h::t.erntttiOllc':ll air-line transpartGttio:n.. There will be no apport1:u:dty 
;for an e11ployee engaget'Lin this VtM1t fiElltl. wlmrein the emplo;;rment 
P~_ssibilit:lee are tre:me:r;floi:s• to ~mprovg~tis lot by eh::1ng:i.r,,.,g his 
eH;:';lo,vmer.t or b;lr collectivi:" bttrty.1:ni:ng~ 



gave tii-¢\~i;;ailea. statement of the positiofl. cf hb Q!'g_ani~ntim.1 ox>. the issue 
·····. ·, . 

We are c!.lncerned, '1ireet1y ru1.tt :i.n1.ireetly with jeib,:1. " .. T.he 
rapidly growing strength of the foreign-flag lines, nm1 that they are 
ree,'!:rp.e:rat:lng from the effects of th0 war. epel!.lti ~ signifiea.nt, down
ward. trend in the proportion of internat1ona..l a.i:,;, tratfic carried 

. ·anf!.e:r the _Ar.ieriean flag.. Xf tJ,.e .Americ,S<.n fl~ linf!ls · imtet co1t1;;_1ete 
with each other and at the same time t:r:, to stand up against these 
lOtif-~\gS t'oreig..J. liues, I 'believe Amerit~ l@,bot" is gc,ing to 'be 
badly hu.rt--no~ jufst in the interna.tional ?'ir•line lield, 'but in 
the eirpl.ane :t\,,etones ane. relt1t$rl incl .. uEJ;tr:t.os. 71. -_ 

ship Cler~l?l1 Freight Handlers~ Jll.xpress nm Ste;tion ]lmployaes. He was ver, 

concerned over the ir.1paet of low foreign t1ages on the Anerie!Ml e:cononw. 

Re felt thnt by eonsoli6.a.tion Am'9t':ie~ C$n:"i.ers 1101.1.lrl inc:raase their lo9il 

factor £:rora SO per e-ent to 60 per eent, uhieh i11'0Uld apziroximate &.".\vings /Jf 

at 1.e~st $50.000.000 p$r yef'l...r, :a. sum t1hich he estimv.ted 1:roold off'set the 

subS:tantial labor d.if£erelltials against tl:'.1.$ Am.€3ricari. ca.rrier. 72 



!he only ,other way to banitle this wage <:liff'ero.ntie.1 is to pq 
increasingly 11;1,rge subsidies. which ~re U.kel;v to reach high levels 
that the futttre Congresses will sooner or lt'\.ter sit,rly think the et"~ 
bn •t t,ro:rth the oe,ndle. At that point. American Jobs in the :i.nterna.tion-
1.),l. air trru1~crt fiel,1 i<r.i.ll be lost a,ni:l Ot.U' ll&tiona1. S('.ouri ty will oo. 
put in jeo-pa:rdy. The ri;ght ~ to d.o it is to give n v.ni.ti:sd .Ameriea.n
fu1g liru!! the tra!fie adva.1,,t~es a.ml other st.~ngth to which it is 
:naturally entitleil. as an Jwer:tea.n enterprise. 7:, 

Ea.ch labor organization that supported the bill denied. that i'b wti.s 

supporting the creation of a monopoly, ~,sing their Sct~d cm. the fE\A.t tlmt 

of inter13atiom.l ai.r ;ea.rgo _on a commercial bash. Re ap:pea.red before both 

Hearings al\Jl. gave some ve.lua'ble data. on the possibilities of development of 

the air cargo fcield:. Mach of the :previ&'lls teeU.mo!;' had been in regard to 

passe:n.ger traffic ~11d. mil l°'9.d.s.. He started. with an. attack en the basic 

as~tion e.t. the heB,l't of the a.rgument for eoneolidating United States· 

intermtional ~.ir lines intc one :mon~ol.v which was that there would 'be_ a 

future tmt'.:f"ie shortage.. this assumpti<'fnt he fffiid, was i:neo:rreet because 



••• by a careful commo(lity-~-commoclity stucl;,r, a :potential from 
China, to th,1 United St01..tes of America of 3,000,000 1,o'Ullds a year of 
cir c.~rgo was arrived at, (brlnging in $2 1 600,000 1?, yet'lr in ai::r ... line 
reven11es), whereas PM est:i.l't1ated to the Government th:z:i.t only 
152,000 :potui.ds a year would be available on the sa.me route at the 
same rz,tes a,IJ.f1 ar,g1.wd again.st Cell'tifying another carrier. 

It is rioti~trorth:1 the~t 3,000,000 pounds ef' !5',ir cargo ea:1.als 
13.333 air passengers, more th.an the tot°,4futura passenger esti:mz;tes 
matle 11:1 the air lines on that same :route.·. 

In his conclusions ho s.,,:_iidt 

The new bu.siness ope11 to existing Un:t·ted States air li:nes :from 
cargo 11ould mu.ch more t:t-,.v,n off set mw losses of j)assengers ta 
foreign air lines. ,;121cl woulcl thus ma,ke consolS.c,ti.ti:nf; m:u: inter~.tional 
ail' lines tumeeessa:t~r. It exbiting air lin~s clon't clevelop the cargo 
bu~iri.ess, CAJl should. 'bEi ~~ble to eert:t:f~, Bome n..ew ail' lines tihich will. 
bu.t such a move Nould be irnJ?Ossiblc if S. 987 pa.~ses.7.5 

76 court :for en:f'orcement. · 
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made, .fail to provide for full compensation for the loss and damage wrought, 

and force the victim to take stock which nobody but the dominating influence 
?? 

in the ehosen instrument wou.lct want. 

Mr. Trippe said in relation to the q-uestion of eon.stitutiom.lity: 

! am told that the question of too constitutionality of' compulsory 
consolidation was considered by the Congress at the time ot en..!.'l.ctmen.t 
of the ~mnsportation Act of 1920 and that eminent legal authorities 
were of the opinion that compulsory eonsolida.tion of re.ilroa.ds was 
uithi:n the pcrtqers of Congress undei• the commerce cl.a.use and did not 
infdnge the provisions of the fifth amendlnent as to due precess. 78 

In answer to Mr. Trippe• e statement, t4r.. .Slater of American Overseas 

Airlines had. this to s~: 

For mey yea.rs D\V firm and I bs:ve been closely associated. with 
railroad problems as conenlta.nts and advisors. Certainly the 
Trans·po:rta'Uon Act eon.ta.ins no provision for forced consolidation. 
It pr~ided tor study by the Interstate Commerce Commission of £.one 
consolidations. It is my uninformed opinion that the Congress did 
not then consider forcelt consolidation constitutional. For what79 
my opinion is worth, I don1 t believe it is constitutioml today. 

Senator MeCarran, one of the authors ot s. 987, said this in regard 

to the constitutionality: 

?he eonstitutitn19.lity of this bill ha.s been challenged, mainly 
on the ground that it would be u.nconstitutiona.1 to compel our Eixisting 
iute~tioml air carriers to sell their e.ssets to the consolid..ated 
carrier. My own opinion is tru;i.t the Gold Clause C!E!;se, am:!.- the line 
of decii:lions from which it stems, clearly snpport the right of the 
Congress. by law,. to eonwel the s~le of assets of existing corporations, 
where this is dona to serve the national interest .. Clearly no 
confiseatio.n is involved. The Congress reeently passed the Port-al
t.o-Portal Act of 194?, which actually went :mu.ch further than this 
bill proposes to go, because the l?ortal ... to-Porte;l Act took property 
rights f'rom8thousands and thousa:nds of employees without aey compensation 
1r1h;i,tsoever. 0 

77 neariMA ·!l! 1 .. m. P· 293. 

78 . !Ui, p. 183. 

79 .11lis. p. S52. 

80 na, p. s16. 



From 1:.1, priv~1te mono:_ooJ..v oper.:l.ting under Gover:rm1e:c,t subeicy an.cl 
&irection, it is not a long step to virtU8,l Gover:nm&nt co11trol and, 
eventual Government ownership. .As the monopoly de:oarts from compet
itive commercial practices and becomes more ancl more dependent on the 
Government, the interests of its private stockholders and of the 
Government become less sympathetic, $i,nd_ tr~,nsfe:r ('If" ownership to Sl 
the Government becomes a :n,,q,tural, almost :i.nevitable finl!;),1 result. 

that ,rere ];)resented at the Hearings bttt it is a cross section of the main 

economic problems th1.t would arise from a chr:'1.nge in policy and their aetense 

and opposition. Many of the arguments seemed to aii:letracl: ths me,in issue 

involvect and turned the he13,:dngs into a battle between carriers ei.nd person-

in all heari:ngs on this type of legishition, liketdse th,>J sut,porters lw:ve 

rei'te:rated much tli.a,t was given in 02,rlier hearings. Fro or con th.e lines 

side. 

81 lbiil. p. 416. 
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the policy o:f the th1ited States 1:n regard to international ~,ir transportation. 

Starting with the Civil Aerom.'lttics Act of 1938, in which the :polic;v of 

ileveloped a:rn:l the application of such. a policy by the Civil Aero:i:,autics 

the first entry of ano'ther air ca.:rrier 'besides Pan .0 .• merieaxt into th~ trans-

aJ;,pealed. to the United. States Ci:rcuit Court of Appeals. 

matter .anct thg,t the !?resident 1s power of. a.pprova.1 of the certific~:t.es for 

l 
interna.t ie)1U1l senicet'l rendered judieifi.l revim; !ti.tile,· 

operations. 

1 Pan American Airt1a.;ys Go. vs. Civil Aeronautics :Board et al. • 121 Fed. 
{2) 810 (1941). 



As uc.s pointed out in th<? c.ftena.th of this decision, Congress :tailed to 

Expert Airlines w1s una,bl.e to commence opere,tions at that time. It was not 

until 1942 that American Export Airlines was abl-e to commence operations with 

a tempora.:ry certific::J.te to opere,te between B'ew York: anc:1 Joyn.es, Eire. 2 

Of the .reeent decisions 1)y the CU en a.p:pliea.tions by domest1e carriers 

for 1ntermt1onal routes the most important was \he North Atlantic Route 

ease, decided. by the :Board on June 1, 194,5. It marked the beginning or 

applications for international rou.tee by domestic carriers prior to the close 

of the war. Du.ring the t1ar malzy' of these applicants had operated inter-

national schedules u.nder contract to the Arrey and l\5a'V1J. In f"aet I both 

brancl::e$ of the service trere e.epenil.ent u,1:,on such oper2.tions. V!il,l'!J.able 

essential that sueh. experience should be allowed a ew.nce to aid the inter-

natioml expansiou of air commerce. These domest.ic airlines, such ~s TWA • 

.American. United, Eastern, :Braniff, Western, 1,md maxw others. had, proved that 

international Operations could lie conducted with efficiency ~nd safety. 

Pan American contended thnt it bad oee11 the gove:rmnental policy to 

restrict domestic carriers to the domestic field and t~ restrict tbe inter-

:3 . . 
national carriers to the international :field. While no such restriction 

was f"cund in the statutes or executive orc1ers, :i.t probably a:ppearec. on the 

surface to be a fact since Pan American. for a lltU!lber of years had en.joyed a. 

monopol;v in foreign air commerce. 'but had not engaged in domestic air trans-

portation. This assumption probably a.ro~e, from the fact that the first 

2 3 ~ IJ,. J., 294 (1941) • 

. 3 6 ,g. , .. J •• ,19. (1945). 



and on maey of the routes c0m_petition was not clirect except for a segment 

nature; competing for similar f o:reign :regions with tra"frel over different 

aireas before reaching similar destinations. For e.xe.mple, lmeriean Overseas 

above the 50th pa.rallel, 1ihile .Pan. A:meriea11 was to ope:1;~ate .sou.th of the ;30th 

4 
pa,rallel. The 1,oint uas that the Cil continued to regaro. reg:nlated 

co:mpeti tio11 as tbe governing factor in d.ecidixi,g whether there should. be more 

only as mtt11,y carriers for e~.ch route as the tre,ffie seemed to justify. 

ln each one .of the above eo11sidered Cs:'1Lses. the CAB wa.s oppoaecl b;:v Pan 

American w:i th the contention that international opere.tions could. be conducted. 

After a11alyzing the Civ:U Aeronautics Act of 1938 and examining the 

4 6 .Q.. !• !•. J54-J57. (194;i). 
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intt~rpreta.tion that rutd 'Men .follot1ect by the C.A:B in the adm:\nistr8,tion of 

· thti ·Act, it w.s ~~-rent that a change in policy could only be brought a.bout 

in one of two ways. One wm1ld be for the CAB to ao interpret Section 408 

o:f th.e Aet as to j11stify a consolidation of int.erMtiona.l air carriers into 

one single ca.xrier as being in the public interest. The other is for the 

a.ct to be amended so that the policy would call for s, eonsolid.at.ed o.r chosen 

instru..r,,ient to cc,nduct Uni tea. Sta.tee foreign 11.ir commerce.. Chapter l!I was 

a short a:nalysie of the trend along the line of the latter as exemplified 

by proposed legislation before Congress. 

A 'brief historical resume of the legislation was given 1.1hich ended with 

the several bills which were in committee before the 80th Congress in 194?. 

A careful a:na.lysie of these bills was given in order to point out eome of 

the changes ancl. proitis:l.ons that ebaraeterized them. It was clear from the 

persistent introduction of such legislation for t.he past few years that its 

supporters were not to be denied. this g~Ye the other side of the issue. 

eompetition or consolidation. firm backing and. intelligent reasoning. Ex

tensive hearings have been held by both the House and Senate Committees on 

Interstate and Foreign Commerce in which the opponents and S'tl;pporters .of' the 

legislation were ·given a cha.nee to air their viEw1s. Ma.?zy" prominent men 

from the aircraft industry. ai.r tmnsport industry• government, shipping 

industry. labor organizations. aeronautical engineering field, a.nd.. research 

consultants. and. public o£f"ic1als, were heard. A maJortt3- spoke with au.thor• 

ity w.1.cl definite convictions in .regard to the issues involved, while some 

only offered certain amendments beneficial to their represented interests. 

It was probably the best array of authority, without the presence of trans

portation economists. th9.t could be assembled in the tJtdted States. 

C:ba.pter IV dealt with some of the argwnents :presented by supporters 
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and opponents in these Bearings. Concentration was :pls.ced on the Hearings 

in 1947 in order to convey the latest possible information. lt was noted 

th.at all of the Ilea.rings were lengtey and contained some arguments not 

deemed applicable to this study. Also, mu.ch of the testimon;r tended to 

bring in :personalities and to result in a battle between apposing airlines. 

Attempt was maA.e to present clearly both sides on main issues and. to cite 

arguments trl. th eounter-a.rgument.s. 

Mr. Trippe of Pan A;meriean led. the fight for these bills, obtaining 

some support from Mr. Patterson of United Air Lines., Mr. Vidal of Northeaat 

Airlines, United States Lines. Int.ernatioMl Association of Machinists, 

Mississippi Shipping Oompaey, :Brotherhood of Bail.road Tra.i:muen, Brotherhood 

of Locomotive Engineers. and aviation consultant, Charles A. Rheinstrom. 

It was k110'!.'11l that Senator Brewster 0£ Maine and. Senato,.- MeOarran of Nevada. 

were very much in support of the ttchosen 1:nsti"Wnent n bills .. 

The op11osition centered around the major domestic and international 

air lines. the Executive branch of the Government• and eertain labor 

organizations. The State Department, Commeroe Department• War Department, 

Navy Department. the Civil Aeronautics Eoard, and the iost Office Department 

were all opposed. Mr. llropey of ~. Mr. Slater of ACA. Mr. Smith of Amer

ican, 1~. lmnte:r of Northwest, Mr. iraniff of l!ra.n1ff, Mr. Pnt~n of' 
. . . 

Chicago & s,ou.thern, and Mr. 0 1Gr~dy of Pa.eif1e Northern, a.11 s:poka Ottt in. 

oppodtion _for the ai:rlines, J.-1so opposing trere the United St",t;~s Oha.mber 

of Commerce, the Waterman Steamship Corp., the Sea-Air Committee, the Air 

Assoeb.tion. 



A stud.;7 cf tl1e testimo~ plaaesented in these h0ar·i:r1gs showed th1.i tha 

lines .-.mi·e well drsu:u and that the fight vr.is not over. lnformation at the 

time l1as somewh:.i:t limi tecl clue to the wai· and the necessary deb.y and. cost 

of 1·t1conve:rtion to a peace-time econ.Oley' during 1946 anfr early 1947. As ot 

this d.3,te the billa h.e,ve not been :pc:,ssed. 

Xn a.ttl3ntpting to .!;l.r:rive at a c.eeision in regard. to the basie ts$Uss 

i:rrvolvs&_. it is uece--ssary to &na.lyze the z;,d:Va'ltages t?:w·Lzht possible under 

ea.ch policy a.nd.. 'by ·ccmpe.ring similo.r facts enp'. _'data.. to dra.'l:r a conclusion. 

Since the United St~,tes h1l'i.s never oper~.ted entirely uncler an a.nnOUD.ced policy 

of a single chcn,ie:n instrument in 1nterna,tioml air commerce, mu.e,h of the 

comptc:rative faet:s tcrund in this -study were derived :from foreign operations. 

Due to the dissimila:rity of the American eeonO!'I\Y and philosopey ~rom. that .of 

foreign nations. it is doubtful whethe.r much reliance can be plaeed upon e.. 

ccnelusion based entirely upon ~ueh a co~arison. Du.ring the Hearings 

before the Congreasioml conur1ittees, mttch inf'ormg,tion was given on foreign 

sy-stems, especially the :British system. The :British. by tr&dttion. e.re 

in.ter'ltational eom>;ietito:rs, t;<;nd .. because they are in ~ relatively better 

econon,ie position th.9-n many of the other .foreign ng,tions, probably excluding 

the USSR, they were g;i-ve:n considemble treatment. fhe supporters o:r a single 

ehosex. instrw.,ent ;felt that foreign. cci:r,t::,oetitore, such as the :British which 

operated 'tUltler a government monopoly and ·with large subsidies, would capture 

the largest sh0.re 0£ the international trade if the United States continued 

to allow several .American carriers ta compete \'Ji tll each other. 2he argument 

that the :i3ri tish wore at least 2 ye:a.rs ahead of the United States in regard 

to jet pot1er plant development was overdone, since their a.da;ption. of such 

t,i, pot1er plant to a neces$ary :'.9.irfra.me h9,e not been sueeessful and. their 

pro6:a:ction of conventiona.l airera!t has not rn"oved efficient in comparison 



An i~orta.nt :point in regard to competition by foreigners is whether 

a single American carrier opera.ting in the interna,'\;;i.onal field can rightly 

be called. a monopoly.. A monopoly is generally cha.mcterized by a situation 

in which the supply of an economic good or service is controlled by a single 

seller, o.r a group of sellers aot:i.ng as one. S ln the international air 

transport field in which the United States might be represented by a chosen 

instrument, it would 'be improper to say that such a single carrier had a 

monopoly in the field,. lt would still 'be permissible for an individua.l to 

choose a carrier other than one o:f' the United States, as foreign countries 

are permitted to operate to ia.ncl from its shores. The term was used consist-

eutly during the Hearings and the opponents stressed that the passage of the 

legiela:bion would.. be the promotion of a. monopo~. The su.pporters continually 

pointed out that competition would pr~vail since foreign air carriers were 

able to operate bet,1een the United States and fo:reign destimtions. Rov1ever, 

-----·---*-........ ---------·-·---·-~·-· 
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to be the only air ea.rrier certified to eond.uct foreign air commerce. The 

operations were to be eon.ducted under a single management although the 

eo~osition of the eonsolida.tion would. 'be divided among a large :number of 

American transportation interests. 

I0h-. William Jttrden., Assistant Secretar,J of Commereel expressed many of 

the aspects of the single chosen carrier in a discussion over the prO'per 

use of the term ••monopoly". He said. 

It is also said that it. would. not be a :monepol.y because it would 
not have a monopoly of a.11 international flying since it would be 
competing with foreign air lines. 

These arguments overlook the basic fact that the consolidated 
carrier would have a statutory monopoly of' the entire United States 
aetivity in international flying. A single organization would be 
established by law s.s sole operator of one of our vi ta,l industries. 

All operating decisions in. the new ancl rapidly developing field. 
of international flying would be taken by a. single management without 
the s:pur of competition or even comparison of per:f'orma.nee with other 
U:r..ited States groups in the same field. 

There would 'be e. monopoly of the employment market, too.. An:, 
American \1ishi11g to make a career of international air t~ns:port 
would have to u.ork for this single eom:pa.ey. lf the mnagement did 
not like his ideas, there would never be a chance of their6being tried 
out in practice unless he t1ent to work for a foreign line.· 

In a comp~rison of the two ideas, competition or eonsolidation, it is 

important to note some of the a.ceom:plishments a!ld technological advance-

me:nts in air transportation oeeurred under a competitive policy. Of course, 

total eretlit for i:~~ey of the imy:rovements ea.n not be entirely attributed 

to a eompetitive system but a larger portion of the credit might :rightly 

fl;l,ll there. 
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Since 1938, the d.omestic air transport system has been und.er the 

general sti.pervidc,n of the CA'.B. · As a 1:ihole, the policy of regulated 

has proved successful. llt fact, cturin,g the HM.rings no supporter o:r oppon-

references were made to the success of the policy in tl1c"l.t field. As shown 

1947, a11ll in fact a few have not \)egu:r:1 yet. There:to:re the system of regu.-

tried. 

Some of the important facts th&t point out the growth of air services 

(1) Certif:i.c~,.te{l r~u.te-miles in i11.ter:ne,tiop.n,l service increased from 
49,000 in 1940 to 130,000 in 1946, and to 178,974 in 194?. 

(2) Pieve:nue -pl2.n0-;.uil2s o-;:i,3r,:1.tetl increased :from 710,000 in June 1940 
to over .5,000,000 in Jtu:e-1946' iJas estiru:3!.teO. to reach 9.000,000 
by Ju .. ue of 19L-1,8 for interll':1t:tcnal \111,ir C"ll'rie:r·~. 

(:,) li:va,il;3.ble seat-rni.les for i:t1ter:ru0.tio11.:,;;,1 aii· ett,:rl'ier.s increased 
from 13, '760,000 seat-miles tc;;, ove;r 119,400,000 seat ffiile~ in 1946 
and inc:re:c1.se,l 152 tJe.rcent from 1946 tt1 19.!t?. '.the :lncri!l:J,se dt1..e to 
larger 2i:rerrot. 

(J.;,) Revenue-passenger-miles in.creased from 109,000.000 in 1940 to 
662,000,000 in 1946 a;nrl e. f1.1rther i1ic:rease of 106 pel'.'cent f:rom 191.io 
to 1947. 

(5) Jievenue pai,H,Hr,ngers carried for all certified U:n:i.ted Sta tee ca,rrieri;,; 
totaled 2?8t000 in 1940 with i:nterna.tiow.l ca;rrierlll :reporting 4 pereent. 
In 1946 it h ... 2d increased to 1.234, 000 ttith internatiol'l..al carriers 
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carryb1g 7 percent of the total.? 

ln May 0£ 1947. United States inte!'Xli.~tiol'.k'l.l. air ca~riers were flying 

a total of 45 round trips per week over th0 AtlB,ntic as oompa.r$d with 16 

round trips per week for the foreign ail·linss, 8 In addition. to the inere~se 

since 19:38. Such t11ings as the controllable JJitoh propeller, de-iei~ 

cruiser. improved materl!3.l-s of high strength-weight mtio. increased horse-

ra(liO n.a:vigation, night flight, increased ps.w lo.f;l.a. e~pa.eity, inereasea_ poss-

ible opera.ting altitucle. d:evel¢1'Jint; or the tr-a1t fe!!?..thering propellers and 

the reversible pitch :propellers, development of Gro·und Controlleil. Approach, 

directly attritmtecl to J;,:rr.w a,nd l!a.vi.1 research or outgrowths of the war, 

was lll'lknown nll.d cons1clered dangerous untll the growth of ecnimercial aviation,. 

ment tr!?:l.ining. Su.ch things a.s Groo.nd Controlled A.p:p:roa.ch~ whieh mskes use 

of' radsr control to permit almost blind landings, will be great t~id.s in the 

future to make air transport schedules more reliable and flexible. 

J;JI:e. l3urt'len, in his ·testimo:n;r before the Senate AvitJ;ion Subcommittee, 

stated that prior to the certification of United Air Lines to opers.te 

between San Francisco and lb.t'10.ii that the passenger £are had been $195 and 

7 Statisties taken from James ¥-i. Land.is 1 statement in B:eariw .2,U §.. 
987. p. 615, and Annual, a,e;oort Rf Civil zfie1:or-autis_;s IlgaJ:>d li!!Z* pp. 9, 10. 

8 Rep:1M~ .sm i• ~. p. 436. 



seng~r f~-..1"">2, d:tich bc:.,i I1ot bf;C!L a:p:p:roci.ahly 
yel'U' period.. 1:J"El:l'e twice as high @,s on our domestic lines-

10 .. .5 ce,2:-tt si a,I:s c to s. 2 s,.f,fe:ty· on c. miles-flfnm-·oer-f'atu,1-
accid.ent basis in the 1936:1940 1:ieriocl was lerrn th,,'1,n half as good. as 
f'i,r ot;_r (l<:im$tc:tfo operationse c.i:i'.'~et fly1.ng c0;0".a; :f,nr :DC,~J'a in 
1940 were 71 cents :per revenue pl13.ne-mile or over tt·1iee a.s r.dgh as 

f.cr d.<?t.-v?3s·t.:tc cnrriers i11 tb.A ,sSt1ue of i 

single carrier is that when nett imprOire-rnen.ta are introduced a:no adopted by 

delayed.. In o,n ind.nstcy in. which speed is the 1':>rlme. selling point, 8,~r 

in,:provement thtit will cati.se speed in flight or over-all W"t:>®ed to increase 

i.n favor 

9 !bid, p. 361. 
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of sever&l American-flag ~1ir ser~iees in 1ong-dis1ti,nce iutermtioml. traffic 

is tlxit it we:ul.e. prcvi.d.e a willer oatlet fcJ> the American producers of a:rge. 

01.1.t in. ·pr:eTious (}_ifle•.:;i,.ssio:n, almoat all or the long-ra1:;,ge aircraft used in 

inter.national tmnsporte.tioa, both by A$!'1et~iean and f.oreign carriers* is 

J.n1eric~ ... m,;1;de. !line experie:i:1cc of th~ :B:l'itish in airci·.o.t·t. developmel.t;1:t had. 

n.ot been favorable aecorS.ii,,g to 11 re;;)1'rl or the United. States Civil Air 

Attache in 19zn.10 }. eQn;:wtitive syett~n t10t\li"l provid.e opportunity for 

airerl:lft tihich trcra.ld be of extreme val:ute wt only- to ·the e9,rrie:rs but to 

the l'fl&:nut'aeturers.. .It ieems x•ea.soua'ble thr.1t t.her·e wou.ld be no easier wfJ:J! 

to lose .::ti:r s,:1:premc"'l.CY than to ha:ve a single ·carrier operating in the inte:r

nati o'.t'..ejl field ~,nd. bti,ying from onl.y- one mmd'acturer of ai:reraft. 

,Qnno1:tun1ti 12.t qo!lll:1a.J'\,S<>l¥,• The type of opemtious in the domestic 

f 1eld and the interna.tional field are too 'lllllika t-,n give reliabl~ eomp~rtsons. 

Oompa.risons with foreign carriers are also of little ,raJ.ue beea11se of the 

differen-ees in na.tiona.l standardl1!. safety requiremen.ts, uorking conditions,. 

ground :taeiH:Ue!:l, tre.!:f'ie pcten;U~,l. and es:pecia.l.ly 'the, difficul:ty in obtain• 

ing relia.ble and i:leta.iled inforrn3.tion* l~. land.is :?Ointe(l <m.t some of the 

dif:f'ieul ti.es in obtaining ,cost. d!l.ta from foreign 0!.1,,rrier;, even though all. 

were S'ltppoeed to s1.1bmit m:teh data to the lntern'!:ttion'*'l Civil Aviation 

Organization. One of the d.if'fimutie:s in ;3.n,alyzi.n&; whether the opernt1ona of 

Pe.n J!im~;rican in the intern,at1aml field. bdore t·ne entry ot' other A:merican 

carrie:tB» _we:re re~,SOlU:a\bly free tro:ro waste e.nd e::i:tra-vagWJ.Ce wa.» the u.nrelfa.

ltility o.f evmpr..riso11s with dt1t,es.t,.e t1t11·riers and tl10 little or no a~ta from 



competing foreign carriers. Some of the eomparieons did not favor Pan 

American operations. 

The existence of several competing ·companies would provide a check upon 

the :practices 0£ each of them. Competitors would 'be likely to keep a sharp 

'&tateh on ea.eh other.. In:torma.tion of a public concern would be more available. 

Competi:.ng lines t11ould give the CAB a yardstick in determining justified 

costs £'or mail rates. Without several companies to offer some comparative 

f~crta, the Oil could not d.e-termin.e the amount of mail :pqment that 1;1ou.ld be 

:neeesoo.cy under honest and ~.f:fieient maM.gem.ent to give a fair return on 

investment. 

MiJ,itm ind Polit1ce.J.a Pointg S:, Vielt• From the milifa,,ry and :political. 

points of view. the existence of s..ddit:ional Ameriea.u-flag carriers on intar

natiomt-1 routes t-1ould h~ve great benefit in the training of personnel a.nd 

the development of operation proc:edure. The experience gained. by operations 

internationally is of stra..tegie importance and it proved va..lua'ble during 

the last war. Operation data and air.craft performance e,t.._q,tistics are vru.

uable to an air-minded defense. '!'he :proved ability fer aircraft to supply 

armed forces successfully was the result or the opei-ations cf the Ar!W Mr 

Wrane'port Command a.n.d the Naval Air Transport Service. !oth of these branches 

relied heavily upon commercially-trained and experienced pilots. and managers 

tor their nncleus .. 

Breajq'.log a ServiQe. One great a;t-gwnent in favor of' several American 

compnniS$ operating .over the same route: or £1erv1~ a.pproxtm~t.ely the same 

area. is that there is little possibility that all seniees could be disru.pted 

at the same time. In the case of a single carrier, a :pilots• strike or s.orne 

a:i.:m11ar incident would cause a loss of service entire4'. Such a postiible 
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prove extremely serious to the United States. An €\X[i;!tlple of t1v.;),t posis:ibility 

i1~,s giv1'n1 by Mr. :Brophy of TWA, which experienced a pilots' strike in 1946 

th;:,;!; greatl;:,r curtailed ita service. 

:a.atiom.1 poliey, it coul(l, under single operation, become so large and 

powerf\11 th:;,,t it would be detrimental to the United Stn.tee in conducting its 

f ore:tgn relations. 

cori;oration.s points out the fact that :more and. more control is pla,ced in the 

11 
m1:~nagement rath,;:,r th;:in resi<'ling in the stockhcHters. Often roane,gement owns 

ll Ga.rcliner O. Ne~\ns, 11:I:he Sep~:rat ion of Oi1ne1'shiJ, and Control in 
Jwi1e:nean lllil.:ustry, n The Cj!a,rterl;y; .. I.0\1il"U,c'1.l ~ Economies. XLVI (:l:Jove!li'ber. 1931) • 
72,, 



llB 

ounersM.:p. Since it wo,J .. ld be pt>$sible £or l?f),n lll:ntericta11 a.t the $tart te hswe 

a large holding receivri3cl in pa,_yme11t for it.s :tnte:rn.9,tion.,Jtl ~ssets, it Ul(Jr!ll,l 

thel'efore l'k'1;Ve atff?le re:prese11tatio11 on the board. The :Boe.rd.ls choice of 

e<l"n1trol. A management once in ci'n1trol is rather hard. to be dislodged. &ch 

,9. situation em1ld def't,at the origin,c::.1 iclea th,.,,,t own.~:r~1:J5.!) of the i:iine;lt'l\ chosen 

instrument woul,1 be divided arnong a.ir carriers, railroads, an<'l water carriers 

and. possible public holcU:ngs. 

In the Hef!,rings. much wa.f.l si::ii(i b~r 'the SU:J:POrters of a single chosen 

instrument about the agreements am. :possible agreements that United St8,tes 

ea:rriers woultl enter into with toreig;n carriers. A caM cited was an agree

ment betweHt,n. United Air Lines and. Air France for a reei:p:rocs.1 10 :pe.:ree:nt 

cm11rnissior1 for traffic routed over lines of both :parties. '?he Oil b..as author

ity to :'lJ;.rprt)Vf'i o:i;• disaJ'.):prove such type of a,greements. IJr. Landis expressed. 

the belie£ that the 13ot1:rii hf-ts sufficient pot1er to regttlate such agreements 

betwe.En1 Uuitecl States carriers £ind. :foreign Ci,?,l'riers and. ·1,hat it t;rould _endeavcl" 

to dt) so in oriler to e,seertain 'Gh!'!.t the methods of coll_Petition wou.ltl be 

:f&:1.ir nontliscriminatory. Of e1lt1.rse. r1 verbal agreement eoul.d exist and. ae 

such tronlcl be rather hal'd to coutrol or difficult to el:ta.llenge. 

A,tterm;ited., .Q~nsol1,,datio11 .2! the 11:ilroo.d,li.• J?erha;ps a close analogy. of 

the a'IH,empt for conll>eH<fution of a t:rans1iortatio11 car1~1er wo-,J.lll. be the cal)e 

of the railroads. :i:he 1.rrans:portation Act of 1920 provided that the Inter-

state Commerce Commission adopt a I,le,11 for const1l:idat:ton to the ruilroacts. 

However.- the .Act ditl :not provide that the carriers v1ere required to consoli

datet as did the p:roposerl bills for consoUclation of the inte:r.n-~tiona.l ea.rriers. 

1The taslt imposed upon the Commission was a di:ffie1.1.lt one bt1t the Commission 
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published a tent~,tive pla,n in 1921 and a so-calleo. fin!'J,l 011e in 1929 whieh 

wa~. however, mocl:tfied in 1930 and. 1932. The Collllllission recommended that it 

be reH.evet3. of the oblig:ri.t;1on of drauh1g up such a, pl"'n that was done bJr the 

Tx•a.nsportation .Act of 1940. l,; 

tho"U:gh a policy of regulated competition teems to ho,ve proved. rather meeess-

tered. Chief among these disadvantages, is the laek of sufficient regulatory 

power on the part crt the C..l'Jl ove.r inter:natioml air commerce. The Act of 

between the Unite<'l States ~nd a territory or possessio.1.1. ther.;iof, the :Boe,rd•s 

pot1er tra.s limited to fixing ~ximw;1 a.nil mini.1m1m rates.14 

were 1lunjuetly· ,lisc:riminatory~ or 1:a10:aly !)referential. or 1.::nd:uly p1·ej1.w.ieialn 

an(i the d.1:vision of joint rate$ thrat ilc"Hl provod to be '\.UtjU$t or Ul.U'£iasonable.1S 

The J3oard. has felt for some time that_ Jegislation wa~ nseeissary in order to 

proville a mo1·e workable ragul.~tion over inte!'l:lat:tona1 ea::t'rlet·s. In this 

13 Information in regard to the p1a:n for consolidation of the railr-oarls 
·was taken tl'.'om ~rt1111A.11 C. B-igliam. ~ra1tsn_o;tt,at,i_on J!.rlnci-PJAiii ~l!.11 P:roblemiit 
lP'.P· 178, 179, 509. 

14 52 Statute§, Sec. 1002 (d) p. 1018. 

15 .52 Sta:t~tei, See. 1002 (:r) ,- (h). p •. 1019. 



Attention is again invited to the o.iscrep;cl.:ncy in the :Boa.rel• s JH'>wers 
trith res-pect to :rates for interstate ~mrl oversee,s air t:ransy:,orta,tion 
on the one hsmd. and foreign air trrJ.nsportation on the other. The :Board 
h,'itS in :previous report recommended the ena.etme11t of re1nedit1l legis
lation 1:rhieh would give it the :;;mne power to fix :passenger and c1:\rgo 
rates in foreign air transportation as it no11 hs1,s iii. clomestie air 
tre;n.s:portat:ion, ••••• The :Boarcl ag-ain. on :B;ebru.3,I"'J 20, 1947. 
s11bmitted to the Senate and. the House of Representatives ~ ilra.ft 0£ 
a :proposed bill for this ptU'poSe which was thereafter introtluced in 
the House as H. 11.. 275? and referred to the C<>mmitt.ee on Interstat0 
and. Foreign. :01mi.1:'rce, · It i$ recomme11ded that e1:1'fiY consideration be 
given this bill .:i.n th~ 1.1.ext f,l:esdon of Congress. 

competitive policy h the l~ck of flexibility in a.dmirdstration. Govern-

also mu.st wait upon a decls::ton of that .Boarc. for such things as mail rates, 

other carriers both (lomestie .arJ>tl foreign, is the d.ela;r and necessary legal 

rep:resent.;.tion costly. However, the Civil Aeroa·xt1tics Act provided the O.AB 

if it Ufind.s that the enf oreei:rmnt of this title 01' su.eh provision, or such 

circtunst::cmces a:f:f'eeting, the ope:r~tions of sneh air C!'l,:t~riers ••• anc.1. is not 

i:n the public interest. 1117 

l6 Civil Aeronautics Board., t~7J l1eport .Qf.. the £,;iviJ. A~roM,1}.ticfi 
~oa1~l, 194?, p. 29. 

l7 .52 Stat11.te~, Sec. L~I6 (b), p. 100.5. 



Possj.bl2, JladesirabJ;~ Effect SU ;s'ore1,n 1$latiou,. !.here is a.hreys the 

:possibility that co1t1;petition 1:n internation'.).l trJtffic bet1;;reen .A.merican-flag 

elll.rrier.s r.1ay have undesirable effects on the position a.nd_ :prestige of the 

Uaited States of foreign countries. There are men;v matters of o.D;y-to-d~ 

relations 'l:'Jith the local authorities in foreign Gountries, a.nu the local 
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:pres~ .• in which undue rivalry betueen seve1·al American air transport companies 

eou.ld become embarrassing. Moreover, foreign govsr:.iments might play off the 

American eomrianies against each other. forcing them to accept terms unfavor-. 

able to Americe.n interests and :pr<>ba.bly inereasi:ng eosts of operations which 

uould hope to 'be covered 'b,J increased mail !JS';!.. The policy o! bilateml. 

agreements :favored by the United States over the old. con'q:la~-to-government 

agree1.llents should eliminate a large percentage of sueh possibilities. '?he 

United States is a :member 0£ the International Civ:tl Aviation Organization 

vhioh endeavors to promote standard roles a.nd agre11,;m1eats among the m:i.tions 

of the world in regard. to avia.tion. It seems .reasonable to saw that there 

uou.ld be less likelihood that eompeting Amer1ca:n international earriers could 

not embarrass the United Sta.tea gove~~e~t · j,p. foreign cwntries than could 

a single po~c:erful carrier. It has oft~'n been rearke<l that Pan American 

maintained its own Stf:l..te :Or.rpartment in La.tin .American, when 1t was the 

exclusive Ameriean ea.rrier serving tb..i;i.t area.. In f'aet. soma refe.rence was 

ma.de to agreements betwee.n Pan American and le.tin American countries tha.t 

ea.used considerable concern by the State, tl'ar, e.nd Navy Departments d:u.ring 

the last war. 

i2©2:J..atiQ1l u it, selg, li no£ a ponol,ej.e a;tbsti tu.t!. tq;t Ol)lJJPf2ti tign. 

Reg11lation temt to be uegative rather tbE!n :positive a.nit restrictive rather 

than stimulating. As pointed rut previoo.sly'. the ful.l re1i.anee ll(POn regv-1.a.-



It is to be remembererl txg,,t the Interst?,te Co»1Itierce Conrrnissio:n 
e,;r.ereise~. contr~l over th~ rt,;i,H:roa.cl in<h:uzt:r,1 for over fifty years but 
:t ts 11iics.en:~r service, ei:;u.i12me11t a:na. facilities showed little in:iprove ... 
ment 1.1.ntil the ra.il carriers were faced with ccra:fleti tion from th1:? motor 
carriers. • • 'lhese e.civanet:\!'lents i9,l1.d neeessax,r ref rn•mg uere due to 

J,{ ti ' + -- 1 t·i 18 c r:?n:pe ,,~ t,!t e.-1:".l, n.o" re.,~u a · o:n. 

The costs of 0y,erotion in eir t:r::-1,.,.'f\sportation, :ol'lr 11,.nit of traffic 
trans)1orted, tend to ('leere:ase, within certain H.[c1its. as the volume 
cf traffic in.creases., Each stiocessive ;pasi-H;o:D.ger iw.i t of 1!'1:,!,il or 
oz,rg"'.l t:-ro£:fic, ?~11..r'led to the normc'il.l volume of traffic, costs relatively 
lEnc to trnnl3port, n:p to the point 1:rher1:i tio:rw,l e<rt1ipr:1eJ1t has to 
be because ftxecl ch!!},,rgEis a,;ft :mc11w of tJ:e costs c,f operation do 
not !nere:Q,r;A clirectly 111 th the vol1:1;,;8 of trz.Jfie t:rtc1ns:5Jt'>l"tetl. ~:he 
extenf:; tn :1hieh tho cor::;ts remtc,i:n flxett in e,ir tmns1c1ortation is u:n-
ilet,'3:i:nir>,.,ed.19 -

~p·- ....., __ 
18 O. J~ LiBsitzynt .sm,. ci:g. t p. 277. 

l9 Joh:n H. FTederick • .au,. cit., :9. LHS. 
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:pe1'" cent flight costs. According to the opponents of competition, trans-

fixed costs, t1hleh do not increase in atzy' m.tbst*1.ntial man».el' with an increase 

in the amount of serviee performed. ZO This has, ho111ever, been met with 

x:\_on JJl Ager~Q.ih stated an. analysis of costs under mod.em eonditions seemed 

to indicate that fixed co.st s were net nearly as important as olde.r theories 

would lead· one to b&lieve. 21 Re asserted that recent studi111s had shown toot 

five-sixths of the railroad eosts varied with the density ot traffic and that 

(luring hard times ~s were fo'.lllld to reduee the supposedly fixed costs in 

prerporlion to defl.sity. 22 Ba also said; 

lfhroughout all of this discu.ssion 1t shoulcl. be kept eonstant:b" .in 
mind that costs, whether they be silllPle or joint, are essentially 
flexible. Under monopoly conditions in large managem-ent-rnn organ
izations they tend to be higher b&oa.use there 1s not the pressure 
present u?l8.er ordinary eonditions. 'bo find. the cheapest way of doiDg 
things. Under eom-petitive e~llliitions, on the other hand,. eosts will 
tend to 'be louer because of the active struggle between contestants 
which can do more than. a.n;y-thing else to mrur:e ~w.~ment find ways 
of increasing the e.f'fieieney and eff eetiveness of their orgardz~t ion 
a.nu facilities.2' 

o. J. Lissitayn said: 

The general conclusion that ~ lle dmwn is that l1hile overhead 
costs are not relativel.y so high in air tra?1.$port a.s i~ ni.ill"Oad 
tranaport • they at'G neve~tl-ieless slgnifica.nt. They are suffieientl7 
high to make th.s operation of a single route by. one earrlel' more 
economical iu the short ~ than its operation 'by- two eoft'\Peti:ng carriers. 
lt is only in the long run tlmt eompetit1on ma.v 'be of economic benef'it 

20 o. J. Uesiizyn. ,ma • .£tU,., p. 264. 

21 K. f. Rea]7. The Egonomiss .2! r:.mn1.,rr.iort.atJon ll S£i9Q1 p.. 286. 

tt Ibid, pp. 196..;198. 

Z3 lbi4, p. 286. 



Ht'Jt1ld. be :possible utth the utilization of large. high-spe0d a.irc.r2..ft a:rtil the 

ca.:t>riage o£ an i1m1•eased. voltwe C'l-f traff'ie. .If the aviation industry were 

eonsidera:ble dU'ference 0f o:pinicn on tl11s question. As: just shown. there 

is some tl.ou'bt a~ to the portion af. transportation costs tb!i.t remains f'b:ed. 

John H. frede.:rick, in his book CwgmemtN at 1.?m»G9UB'.URP., quoted 

tiilHam Patterson, Pr.esident of United. Aix- Line& as ~ing thr~t a.rs a.ir 

operating cost$ constitute a S'ltbstanti~l proportion of total costs. increased 

cost red.uction. Dr. Frederi.ek aaiii: 

Such cost redttetions a.re mu.oh more likely to be effected through 
m.ore efficient aircr.3ft design and more eeon.omieal grottnd. hand.ling 
thnt 111. tl"affie voll1.me inerei'1Ms whieh in ~rune :f'oms of transport 
veuld tarul to louer Ulli t eoste "by spreading overhe&d e:gpenses over a 
larger Mount of bti.shiess .. 25 

5a,ere ~till remins little k:nowledge as to the e:zaet limitations on \he 

size of aircraft and the economies that could be derived from increased size. 

placed on the size of air~reft1 or a.t t-tl'.!at point the eoonomies of cost turn 

6 to d.ig...ecol!lmniee. ;t.. It is entirely possible tlw,t pl,"'nes could b~eon1e so 

large th3.t t.he weight of fuel. necessar,v for operation uould exceed the weight 

24 o. .J. tissi tzyn. a:p_. S,.,i\. • w.. 269 ... 270. 

2.5 Joh~1 H. frederick.,. gommerci1J,. Alt ~lWWRort.1t_3to~,. pp. :399..400. 
26 
~. :p .. 400. 



of possible p• load. .. 

In avi~tion, the term. 0operating ration expresses t.he ratio o:f "expense 

per pl~ne-mile flown.fl to 0revsme per pl,~ne-mile flown" and has been consider

ed one of the best measures ot the efficiency of operations. As larger planea 

are pl!El,eed in operation, the expense pel' plane•mile flown increases and. if the 

P&:9" load £actor alse increases then operating expenses trill probal)ly decrease.,, 

but the emct proportion is not kno·wn y~t~ However. a serious problem is 

p:reseuted in re€Y-..rd to larger eapaeity aircraft. the :pro'b.lem is the neees.sity 

for an increase in :passengers ·1:1rith an increase in eapa.eity- in order to keep 

the load ta.etol' .from declining. Anot-h.e:r itl;)ortant concept is l.fpasse:nger· 

load-factor" which is the ratio of the average mun'bel' of 1•eveme and non.

revenue passengers flow to the ave-rage numb~r of seat...mile.s flown. It 

larger aircraft were used 'tr-s a single carrier a.nd. tm ps.f:tsenger load-.te.etor 

did not more tlmn effset the ineree.sed cperat1ug eo~t~ thsn. the use 0£ such 

large aircraft wou.li not :produce the hoped-for economies. Also larger a.1r

cra:ft m th incz·eased opemt i:og cc,sts ;per plane-mile over di~laead equipment 

might effe~t the frequency of schedule and tlexib~lity of service. If oertail'.l 

schedules were met with a reduced passenger eapaeit:r per schedule. the use 

of la.rger a.ireratt wm1ld greatly inereaee the ,costs and rate.e w!:>µ,ld tend to 

be higher. Also effiei,ent operations eou.ld not 'be conducted under a qstem 

cf requiring a minimum pa:, load for ea.eh flipt. Foreign competitors of a 

single inst~nt ope~t:i.1'1€: 1.lll.der sueh a handicap t1oold,, without dau.'bt •. ea.pt'\U"e: 

a sizable volume cf the interna:tional tmffia. It seems reasomi'ble to ~ect 

tha-t the CA:B, with proper regu.latory ffll.thori ty., crn.1.ld determine the necessities. 

ot u.tiliza.t1on of larger ai:rel'aft and the traffi.e potential for international 

:routes .and allot enough carriers as justified when the economies of larger 

®.ircrs.tt operation are more certain and relia,ble. 



&vemte miles flown b-,1 our inter'l,~tional eg,rrie.rs incret\sed .59 
pe:r cent in 1947 over 1946. 111hil..e a:,aila.bl:e .l!lea.l•tililes increa.aed. 152 
pel"' c~:nt, the greater increa~e in the latter fig,,2rs m.,fleeted, a . 
sw:i:ng to l!l!,rger a.1rc.!'af't. 

&ven\1.e passenger .... miles incre~aed. l.06 per cent, but the g:rea\er 
inc}l:"~ase in saat ... miles ea11csect a d;rop i11 th.~ reven.ue passe11gerr~loa.d 
£actor fi"om 78 :per cent tn 1946 te 63 per tZe:nt in 1947. 

Operating revemes of the interna.tiol3al eari":ters, excluding revenn.es 
fro."! the carriage ot Unitelt St~tes and, foreign m11ils. a.mounted to 138 
million dollars in l:Sl'.47, re;p::t'e$enting au increase of 82 per cent over 
the 16 million. (4 suo11 rev,:i,m.1.e,s ~d 111 J.9'i,6 .• 

•· ·• .. .• . • •. • •· -•· tJ. ·• • • ... ·• • • ·- .• •. ., ·• ... • • ·• ,. '"' • •. .• • • -· • ,. .• 

Operating expEu1ses of tht1se cF."tr1~1ers inere2,sed fron 88 milli<in 
dolla:rs in 1946 to 180 million in 1947 ••• fh1lfl 1rt.el'@t}.~ed loss is 
attributed entirely to the 8.f orE'men\ioned rat'l.uctio:ns :i.n the revenue 
passf)nger•load fa.cto:r and tl1e yieli-. per reve,nufs p~,$Pe:neer .. roi1~. 
iMs1n1:1.~h aSc the o-perati1!g costs per seat-mile •. l"e]H7esenM.ng 'tlie unit. 
cost of .the capaei~~' operated. aeererised f'i"ott 9 .. a ~e:n.ta 1.n 19li.6 to 
7.9 Cf.lUts in lf47.21 · 

sin.es the final mail revenue figures h~ve not 'been determined and applications 

'fer an increased mail pau1nent were befol'e the lloard at t.he time of the repo·rt. 

'.ll'his i,1ortl.d wed1:i.oe tbo loat:.i some if gr:.1nted., houtrver opera.M.ng revenues di.d 

inel1J.d.e mail pfW'mt~nt undP-r ci ter!l].)~.ra.r.r r,ate. Rere is an emt~le of reeJa,ced 

27 Civil Aeronau.'v ics B~c>,l"d. &'.Jmr;J,. Jie;,ort II!. i.he Ci;t:il., A@tom'liti&U\ 
Joam., 194711 pp.. ,~10. 



loa.d fa.etor and. that a. loss woT1.ld not have been .S'ilstai.ned. Hc:iwever·, until 

'the · tr~fie potei:i.titu s.eems to definite~ justify the 11.se of l..strger and 

l;;u-ger airc:ni.St., their utilizatlon sh~ld be a:pp:roached with caution. lt 

6.oes .not seem reasona.'bl.e to a.rgtie that: a. s~le chosen. ins:lirument can a.lone 

se®.re the economies of lariter air-er-aft .sin~e s,1,eh economies are ia.rge'-1" 

dependent tt11on the ])a.Bsenger ... 100.<t t'ootor w~ch would be a.s much ~. :p:t>ob).em 

to it a.s to eompet1ng lines. Jlse, rc.inee there $~ems te be mu.ch 'Ul1lee:rteinty 

t,ver the econo1nies to be tlertved lrom le.rg<Jr capa.e:iJ;y airers.ft and expansion 

of sehed:ules., the ehange to a ~i1~le: carrier shCll'.ild be thorot1$hlzy' exal'nined, 

because under the p:ropoaeii. l:egislat.ion, once fJ, $1:ngl..e ror:rior poltey is 

~opted., there is little or no ch;:;m.ce of retu.z.,ning to reg,-1lt1tae. Qompetition 

without a se'lrel!"e cee.t to the public a.no. less ·Of :prestige in the fleld 0£ 

interx.1.a:biollal a.cir ti'@$£:JOrta.tion. It oJtce o.i:1.o:pted t;1.nd. if the ec.t)nomfo:s Qf 

la.rge1• p.h:i.:ue utd.liiatio:.-1 end e~:>an1lf<:tl O]lvration~ d$.,l n-eru prov~ to d.eereaBe, 

then the st1ostd;t0~ necessa.1.7 ft)?' cci.ttintt{!;ct ,iperaticn uool.d beco1ne en.ormou.a ... 

COl:4?21:lS!ICN .1\S TO Q.UALlfY fJ1 Sl~!Wl.Clll :allJ!mIDl T1t\J~' ~ES 

lt tm.i.st be pointed out ·tha:t •eh of the e,;mpetil:H:m ov:er inttrn:iatio-1 

routes :t.l.\! e~petU:tQn as to quality .of ser.ri.ce r~ther than eorii})etition of 

rates. In tact. in a maJority of ,the 1ntal~Mtional root~s f'lQW wh<'1~e there 

ia duplication of c.arriers opemtirig" tlte r;J.tes are fixed ~ an agreement 

between the earriera eoncerued.. Al:1 e-x~ellent ErJt<a.r,1ple ot th;t~ type of ;t>t).te 

agreements is the one prevailing ove::t" the Itorth Atlantic.. b . .1$1#7 the ~te 

1acrose the lfortll Atlantic frow liew York to Land.on., llzngl~:nul i:ltl.S $325 fox, r,i,ll 

carriers ooth ,.\meri~iu a,r,.~ fo:,0ig:n. Tl1:l.s tG.te wac se'l'l lYJT ~r.e~m~Yxi: of the 



:rate such as the $325 for the Atlantic route. Mr. Slater of American Over-

seas Airlines in te$timO?\V before the Senate Gomntittee saic', that 1:eneralq 

all operators a.gre.ed to set the J.'ate by' t.he costs of the low cost carrier. 

immediately challenged by the British.. The Jritish said that if Pan Ameriea1:1; 

desired to operate at t.hat rate it could only conduct two trips into England, 

The ~wo tr:1:ps were guaranteed by a bilateral agreement. Wh9.t the ::British 

contended wa.s that it could not be pr-0ved that the rate of $275 was a reason-

able rate based upon the costs or the lowest cost carrier. ln £act. the7 

said that if it could so be prov~d that they would. agree to it. Other 

American carriers were told the same thing, tha.t if they a.dherect to the $27.S 
.,,_:·:. 

fare that no landings were to be permitted in J~iand. .. Mr. Slater also said 

that upon a consideration of costs the $275 rate was not Justified. Mr. 

Jat1e$ landis of the CAl! said, "that in the history· of the Intenatio:aa.l Air 

Traffie Association t~ •••• it has been the American operator who is 

alwa,ys pressing to reduce the rat-e. ,'28 

While nm.ch was said in. the Hearings by the opponents. and the supporters 

regarding the question of subsidies, it is ha.rd to give ~ definite co.n

clusion a.a to whether they can eventually be reduced or whether they will 

become increasingly neeessary in the .face of foreig,:t competitors wit·h govern-

ment o-wnershi:r;, ant1 backing. 



the mfi.il.. Mr. TriJlpe we~s 11ot so confident, pointing 0t1t that .Ameriea:u air

lines tnth higher iw,ge costs than foreign airlines could. not co1trpete. 

i1rte1--na:tim:t2,l s5:t'clatiori., it will 1aeed substantial public asnistas1.ce. There• 

fore fcrr the 1,,m1t~d.iate fut'Uxe a, subsic~ of some ld.r.il $eems to be neoessa:cy. 

At :preseri:l; a sn.bsiey is obtai:netl th:eaugh the :paymei1t !or th-0 ear:c:i,$,ge or ~il 

by the Government. The b,rge air group authorizat.;ton £or the Air Foree will 

!'cS,Vei a tremenderas effect unon the a.ircr.?.f't mt?,11l'lfaet'Ltri~ inchtstry and will 

proba,b~y re,:luee s,;:m1.el-ihr:i,t the 'btU'd.en upon tl1ra a,ir carriers. 

The United Stt,:l;es ha.s attemptecl to :follow th® defieit-cov~ring principle 

in it~ 0,irl to air tra:t15:porte.tion. The CA'.B is en:ri)tJiirel'(:id to eonsider the 

,;1elf a;;."e of the \Jhole system and the ll:?.ti{'IMl clefense in its iteci sions i:n 

sett:tng the 1'8.te for mail Pf!il:3'• F.oi• example, 

rtuu1'in;g; froi::.1 Sou.th American across to South Africa. waz eertifted. with the 

clear 1.u:1.d.erstanrlin.g th'.3.t a S'libsidy in the f'orm of mail pa:Jr tro1ud. be neeesm?Y 

but ·rhat the public int!7.lrest ana. :nation'9.l d.efense just:i.f:ted such a serviee. 

For 1.lef'icit eoveri:ng to be efficient 

able 1:tperati011, H .1ttt1,st be C01XJJlec1 with control ovor the operations and 

e~ans:ton of the syatt.m. Such control is given to tlie CAB iii the 11eeessity 

for a e<..:wrier both domestic arui foreigii to be granted a certificate of eon-

a ret1.ir,1 on b1vestment but not excess prof'i ts or a g.1~.:rant.ae o:f a certain 

:ra:te of ret1u:-n. Some w,rfo.tio:n ilt proi'i ts is essential ·to provide au incen:t1:v£: 



The ef:tect of' goverm.1en.t assiste,...11ce or subsidies ~n eom.!?eting .Amsrica.n 

int.erintional ai:r carriers could poisib-'ly g·~ t:tio ~s. One is tl"l.a.t the-

p.~~l:~1,s :uot enough to drive ther-1, out. of bu.sinesfl. but en.01.lgh to m..:'1.ke th.em 

conscious of the.ir reckless prootiees. The second efteet could be ju.st the 

by the gove?1l.lllent a.."'li1 tr.e..t none could drive the others ou.t of bnsiness. might 

to prod11ee satS.s£a.cto~- ]>:?'t)fits withon .. t f'vther effort. However,. if competi

tion was there'l:w stimulated and adt1:1tioml profits uere 1llll'l.de, the :Joa.ro. 

tr. Carleton Put~. Pre:ddent of Chicago l: Southern Air Lines. presented 

a. ve.ry interesting analysis 'a! the operation of the United States poliey of 

In the fcrei~ field .. as l have said. no estimate l'las been made 
et' ~hE.: eler1en:t; of :aubsid;y c:mtain-ed th.rough t..he ye,~rs in the ~il
payments to overeea.s ea.ro.~i,ers, nor has an allocation been att.empt.ed 
of t:'le c-03ts of this service tc the Poat Office over s.1:irl a'.bove the 
direct 11ayraents to su.ch carriers.' However, we do ha.vs the fol.lowing 
facts on U1e foreign ·si tuatioru For. the ye~rs 1928 through 1946 total 
mail pa,.vments to ov..r foreign air carriers were $1:3l~,7S6, 74J. Total 
receipts by the Post &£ice £or the same period t1s.re $265,;16,093t not 
inclutli.ng 1928 or 1943 :for which yea.rs the flgures are not available 



1:;1 

$2('.l, 000 ., 000. 

If f e.r the ];iTt:r-pose of al"':riving at ,a 1·ou.nil :f.'i.g,'ure OXl th!D element of 
sul,lili&.y to overseas ca.r:riers, we as:c,nme thett the :ratio between total 
pt".ymente and. subsi(ly r1ayme11ts fou:nd to exist for th(i ,lomesti.c earriers 
a.lsc a~o7:,lies to the overse:rM~ ca:rrirn.•s, then the stt'bsidy to the overseas 
eaxriers uoulcl am,:::i-ru1t to less thc.n $24,000.000. Ancl as to how \;ell the 
overseas carriers lk..,,ve clone in y;rovicling accruals back to th@ Govern
ment, l leave it to the committee to judge how nueh of the excess of 
f~1,o,ooo,ooo of receipts over payments to m:tch carriers shoulfl be 
allocated to post of'fiee costs. Certainly not all 0£ it.29 

carriers. 

or in 

one 

clireet cc:mrpetiti{ln. · It -shi:m.lit be 1,ointetl 011.t that uh:ile the CAB does not 
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does not justif~ it. 

A possible alternative to direct competition over the e,sm.e route tifould 

in that the regtoni al¥1 ~rea. concerned are in closer a.:pproximity and. competi-

tion can be more direct. !he ca lw.s also £'o'l,low-ed somewhat the same idea 

. in ma:oy of its route decisions. Europe i.s se:rved. from ro1ttes go:lng north 

and .a. route going sou.th by the wa..v of the Azores, and ;.1~bon~ :Portugal. fhe 

,same thing is in effect in the Pa.eitic. 'J!wo routes serve the J"a.r Eaat~ o»e 

sarl.ie rou.t~. As l1as been stated bef'ora, the CAll ~$ J1f!;t"fllits d.uplicat ion of 
. : . ~. .. 

flights aoo, services over the BBJne rout~ when, in its Judgment. the t:ra.tfie

a.nd th.e public interest deem it necessary. 



not 

~. ·"".'i .t.~J 



trial 

tio11 h_n.,5 1Jee1a f1mctioning £or a reb.,tively short perloi1 of time in the d.vmes-

tit; field i1.n even shorteT time in the inter11:"1tio:w-il field. Too h~.sty a 

change in :tlL'Sl..t :polic;,r does seem advisable at this time, especially in the 

U.ghc cf the Wp}JOsition voiced by the Goverm1e11t an.cit lic:§1,{ting impartial 

permi:tting several ea:rl'iez-s to Oj)erc.,te in the:,, inter1isd;iona.l field.. Cfornpeti ti()n; 

is &':t incentiv(,. to the i1:rw1·oveme11t .of eq]1iJ)m11mt a.nd o:pe:rat:t:r.g teehnio_ue, 

trhicll is iI:1po:rtant to a:i::i;r business, but especially i1Ii,Jt::rrtant to a, ym:J.D,f; 

ente:rprise such as i:nten'l},1,tional air trans:po:ct. 

concept o:f the problem. a.1:.1 voiced b;1r the S".J;;)}JO:rters of the proposed 

leg1.sl;c.,titint seems to be that a 12nitect front of Amerie,9,11 :tnte:rria.tional air 

ea:rriers is :required in o:riter for the United States to m~in.tain :i.ts 1,o~S. Uon 

ef worlll leadershiJ;i. The f e~n· ci:t £'.::ire::i.gn con:rpetiticD, by carrier~ either 

gove:nm1en:t owneil or gove;rn.111ei:rh controllecl obtaiitlng the l~rgest sl1are of 

1ntern9,tiona.l traffic w.sts the main reason offered. l:f' corm)etition is a 

eo1;.'lpet.ition should. be 11.relcomed. It is d011'bt:f\tl if ~,r ff;ireign eou'O.tl"IJ operat

in;;g a.'1 .. exceed.ingl,,y :bigh costs, covered b;ir gov.erlllYH!int subsid.i.es, e~n afford to 

c,1:ntilltte st1ch ope:t'at:i.f:'ill long. ifhe U11ited States has oonti:t,aally competed 

in i:1t1,ZJ;7 lin$t.l w:lth f'c1reign countries Hi th lot1e:r tmge levels ,Et:r10. staw:la,:rd.s, 

rlec:reasitl!! costs through the utilization of mnss })!'OdnctitH1 tee}i:,;i,111;;.1.e,3 h'.'lti 

i ·t the conraet.i t ive ad.vaxitng(~ of lou,a2• ti.nit l.'.Htl8 ts .. 

seems no 1~.;;;1,1;.011 Hhy s1.1ch con1pet:Ltio11 1ror.1.ld. noi; 'be suece:i11f'lf\ll in reg,;9.,rfl tr, 



interna.tiol'lal aviation,. What guarantee does a single carrier h."l.ve that it 

would continue to hold. a larger share .of the total traffic than the combined 

totals of co:rrrpeting carriers1 lt must 'be rememlmret'l. thctt for a :profitable 

foreign trade, both from the economic and political stand points. the United 

States can not can,1 the entire intel'IW,tiom.l traffic to and from its ehores. 

There a.re• however• some 1,eeded changes in order to rila.'lre regula.t ion 

for intermtioual a'!r carriers more efi'eetive. As :pointed. ou.t :previously• 

the chief one is ad.ctitiona.l re€;ulator, power for the Cil. At present the 

powers in regard to in.tern.13,tional carriers ar~ lim.ited.. 

The question of eubsidies is alws,ys a ha.rlt question. to ~swer. !'he 

point here is th.B,t there is no reason to believe tru-.t su.bsid:l.es w011ld be less 

£ or a. single consolidated carrier than £or competing carriers. In fact the 

wording of the proposed bills won.let lead one to believe that they would. be 

high.er. 

As enwmsized before the Oil does :not authorize corrrpet:ttion over, r,outes 

where• in their opinion, the traffic potential does not ,;,mr.~dllt it. Several 

of the intertiational routes are operated 01" one American ~ir carrier. This 

policy seems to be justified and a:pprop:riate. 

Cost analysis d<>es not seeni to m1pport the definite eonclusio-n th .. "l.t a 

single carrier uould. operate at a lower cost tha.::n several carriers. It was 

a poi11t of t1r. Landis or the CKB that the largest carriers operating in 

domestic air transpo_rta.tion tiere not the low cost carriers. Als-o the economie~ 

of larger and high-speed a.ireraf t are uncertain and would def ini tEily depend 

U:'POn l118.intaining ~, high pf:f3 loal. for each flight. lt ie the hope of the 

aviation industry that larger capacity e.ireraf:"t; of new designs and higher 

speeds will operate at proportionally lower costs. Costs in aviation are 

tlefinitely h::i.rd to divide into constant a.nd variable and the point l'Jhere large 



ep&l'ations irlll )?rove costly is not knc:nm.. A single A.mencan flag.:.:U.ne, 

uhich wouid of necessity be a giga.ntie enteirprise .• might ·e:1.eeed \he point 

where economies !r,om expanded operat:ton eould 'be reali.zeti., An i:nt.ecresti!1$ 

point in th.is regard was the studiea ma.d:e \y Mr. Slater o-t Amerie.an Gve:raeas 

Aii,;11nes e.nd Mr:. Smith of Afneriean. Airlines of t.he pt>ssi'biltties of savi11p 

to be d.eriveti trom a. COQl'Q.ination of services.~ ground o:peratiou in common 
}'>6i:t:l.~S, espeeiall;r 1:n foreign countries~ ln fact they Offered $.&me exampled 

of each eoordiMticn that had been 'begun with the e1imnat ion ot meh unnee-
. . 

· essaey dttpliea.tion of·· services aud maintenance. 

Another important fact shown in the stu.ey was that the opposition to 

t.he proposed eha;age centered around the Departments ot t:he Govenment and 

flUUW leading authorities ·in the a.ir transport ind11.st11r. ~his <>pposition 

d1d not var:,f'rom the beginning of a.gitat1en for a policy~& a.nd at 

present remains the same.. fhe support has eome mora.tl.y from Pan American \d th 

s-0me f ollO\dng by ·ia.bor B.IHl members ot the :K<m;ee and the Sem.t:e. TestimOJV 

f':i"t>m leading authorities and men familiar with the :pro'.blem,, as well as f'rom 

the regulatory author! ty, the CAB in opposition is a strong argument in t'avor 

of the lJl:'esent policy. 

Statisti'cs offered by both sides ~ not be as nl;:i.ab:te as could. be 

hoped. .~ of the stati&tic'B given ware based upon either p.rewar ;rears 

or the el·Osing years ot the war and the ,earJ.,r· post wa.r ;rears. tt 1s doubt

,ful whether th~y wculd pres,ent a elear picture of '\fha.t ccruld be expected 

under normal operations. An. econom;r under war conditions. au.d. parioda o'! 

re.eanversion does not offer tniica.1 da.ta :tor careful. analTsie. Whether data. 

compiled '\l.l'l.der a so.,..ealled normal Operating p.erted. will c~e the picture 

a great deal 1111 :not known.. In this respeet tt :ls pl'Obably ·oetter to ~ollow 

a.n esta.blish.ed policy until more reliable data and. facts ·can 'be compiled. 
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ln all fairness t.o Pan .A..-neric,a.n and its .:President r:'lx. 'l'rl:ppe. it mttst 

be pointed out th8.t · it hBd. ectablisht",d a trorld network of Operations anr. ~d 

exp~rienc~d fin.~ncial success duri.."1g tho :period in which it 11as tte sole 

J!;J!l.er!can carrier in the inter:1.t,".liti.ona.l field.. Ai a :pio1teer in avie.tion uu.C. 

in international avic.tion. where ·th.a obstacles to success are greo.test, it 

desel'Vee nronh eredit. 

,4, point th-..~t t,re,s overlooked by 'b~ of the opponents. its w~ll as the 

Em:;:;,orters, w~s the possibility of o.ovslor,ing ;.;)il' ea.:rgo.. The stuclies 0£ 

1't, Comdr. H.s.ivin ind:1.ev/ved tha.t herein law a ::prdbable solution to a.iv :possi'ble 

loss of passenger t.raffie to foreign. ecmpetiters.. lt had been. e.sti.mated 

that the Unitecl Sts.tes originsi,ted. around 80 perce11t of foreign traffic to 

foreign countries and it · is hard to believe th.9,t ai.r CB.rgo :potential., both 

to ~nu. from this eountry, uou.ld not 8,ls.o be a. large }'.Jercentage. lt is also 

hard to "11eve that such being the case the foreign co~et:i.tors will be 

able to secure five-ninths o.f the foreign air t:ra.ff'ie, as WoctB estimate,1 they 

uou1d do b-3 Mr. Chsrles RheS.nst:-or.'I. 

Aviation h.9,s another :r)roolem t.ha.t, ls not faced b;v other carriers. T'hat 

:problem is the :p.sychologicnl r~etor in flying. ~?W" people a.re still afraid 

to fl.v and w..a~ tine ci.o fl.ii are susceptible to air s:lcknes:3. the traffic 

potential in the fu.tu:re of air trarts:pol"tfl.tirm trill depend to a greD .. t extent 

up011 the selling of the safetir of !light to the a:verage c:d .. tize:ri.. The ma.n;r 

accidents of the rs.st ye:~r an:l one ... hal.f h.'lVe ma .. de the jo~ even g:reo.ter. 

However the tJ.d?~ncement s being mo.de ~ by day in the field af instrument 

flight. anit sat'er a.i:re:raft oporation will soon mflJte f'. Mn.celled flight a. ~rity. 

5!he (!':teation b:.1s often been asked. ~.a to wb;r Mr. Tri1,pa .is a:Y.?. ardent 

sur.morter of a eon.solidated carrier. ~atnmlly, aey a.nmt;ars without personal 

co:nf1:t1fla.';.iun w0Ul.d be pu;:re sr,eeu.lation. !iowfflrer, Mr. Walter liI. li1b.ger in 1ds 



e:l. t.ize:n who sincerely 1a!e.li~ves tl"1E1,t therein lieei the sole h(IJ)e of salve,tion 

for United States i:ntel'tk,,tione,l eiv-11 e-;i,ir transport.'.3° 'fhoee t1ho appose 

pointing out tha.t t.he stock distrib'l.1.tion a.t the outset t>1oultt gtve Pan 

·~.'.31 a~ eoc1a1;es. 

r1get 011t from under'' by swa.1;,pi:ng it for ~11-Amerie~,n Fl!lg tine see1n.•itiea 

. . 32 
uith a higher l"d.te of return a.nit value. S.enator MeCarra,ni himself .an 

air miles tha11 in 1946; the United States I sr~re hacl dropped from 64 percent 

to 59 percent; the 1947 operations show m.n ;J.ncrease of only 9 :percent in ai:r 

miles over 1946,, while foreign li:ne!i:l rnad.e a JS percent gain. ln regarcl to 

:;o 't'Xalter H. tagEir, SJ.l.. cit., p. :,4. 

Jl Ibid, J?a J4 .. 

' 2 Ibid, p. 34. 



losses. it said:: in 194? TWA lost $8 million compared. to a 1946 loss of 

$14 r:1.illion; American Overseas Airlines made a pro.fit of $785.000 in 1946 

aml :a loss of $1.7 l'lillion tor 1947; Pa.n American w..de a :profit of $2.9 

million in 194?; Air Fra.nce J11;tde only 90 per cent of e.2q;,enses; Irish h;;r 

Lingu.s had a. $.500,000 in 1947; and :British OV-ersea.s Air Corporation lost 

$32 million in 1946 and w.it.s in the red for 1947, using a m'!mber of u.neoonom

ical types of aircraft.:,::, Whether these st·atisties port~ an.v significant 

thing in regard to the qu.esticn. is doubtful. The Alt1eric~,n losses were at 

the temporary mail ra,te of 75 cents per ton•mile and ap-gliea.tions are before 

the Cil for an ad.ju..'iJ.tment1 so such losse·s 1naw or ~ not be significant. 

A reduction in. percentage of sch,edule miles flown can easily be accounted 

tor by the la.rge inereo.se of scheduled miles no'!tr flown by :foreign ca.rr1e:rs 

and the faet that l'llll!\V foreign carriers uere just beginning operation in 

1947. 

Whether this study portr~s a. treoo. in the American economie system 

or the :necessity of a. cri.an.ged policy iu order to meet foreign competition 

is not d.ef'initely a.i."1.st.rered. The fn.ttire hold.a mn,v of the keys neeessa!'y 

eonrpeti tion is. for the pres~nt. the best policy to promote the na.t.1 o:na.1 

tion. to ;promote an adequate. eeonomieal, and efficient service; an.d is in 

accerii. trith the d.eclare.tion cf policy of the Civil Aeronautics .Act of 1938., 

It is sigmf'lcant tG note that the Government and marw prominent leeiters 

in labor, industry, and .air commerce are in opposition. to a. change in poliey. 

Tbe scores are not in. The statistics represent such a few years of inter-

33 Yn3;ted l}lat:im1s jo_r;Ld, "A:vi9;tion Bu.siness Curve Tenda to Level {Jff 11 • 
11, (r~9 1948L, 54. 



national operation th~t au interpretation base(l atilelv 1171;:ion. them as point

ing tty a l"lJJlOGSS&t~J c021sC!lida.ticn1 does not seem just if ieC::.. The D£;1,tionn.l 

interest to ,ihich. internatic:n.al air operations are so 1nrportant mu.st not 

be ove:rlooke.d. One thing is su:t'et the issue is not dead. the battle is 

:nori. ever, ani:1 :perhBi1S fu.:'t;ure inf orma:l,ion uill throw -'.etn e11t1rely cUf':feren:t 

light on the qu.estion. Cmlditions a:ru:l fEult-ors are contin"M.lly changing 
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a.ncl to say that regulated eo:mpetition is the fina.l answer w~1.tl.tl be to ignore 

the 1:l,ynamics of ecm1omics. 
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