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SECTION 1 

INTRODUCT I O N  

A.  Scope  and  P u r p o s e  o f  t h i s  P a p e r  

T h e s e  c o n t e n t s  a r e  i n t e n d e d  t o  p r o v i d e  s u f f i c i e n t  

i n f o r m a t i o n  t o  p r o v e  t h e  h y p o t h e s i s  t h a t  t h e  e x p e r i e n c e  o f  

economic a i r l i n e  r e g u l a t i o n  i n  N o r t h  America h a s  r e s u l t e d  

i n  a i r  f a r e s  b e i n g  h i g h e r  t h a n  i f  no  economic r e g u l a t i o n  had 

e x i s t e d .  

B. D a t e  o f  t h i s  P a p e r  

The c o l l e c t i o n  o f  i n f o r m a t i o n  r e q u i r e d  f o r  t h i s  

r e s e a r c h  p a p e r  began  i n  September ,  1973.  S u b s t a n t i a l  

c o m p l e t i o n  o f  t h i s  r e p o r t  was made i n  F e b r u a r y ,  1974,  and 

was f i n a l i z e d  i n  A p r i l ,  1974.  

C .  O r q a n i z a t i o n  o f  t h i s  P a p e r  

S e c t i o n  2 ,  A Summary o f  C o n c l u s i o n s  f o l l o w s  t h i s  

I n t r o d u c t i o n .  S e c t i o n  3  i s  a  b r i e f  d e s c r i p t i o n  o f  t h e  

p a p e r ' s  G e n e r a l  I n t e n t  and Methodology.  A d i s c u s s i o n  o f  t h e  

R e g u l a t o r y  Bod ies  o f  Canada and t h e  U.S .A. i s  p r e s e n t e d  i n  

S e c t i o n  4. commerc ia l  A i r l i n e  R e g u l a t i o n  i s  examined f o r  

Canada i n  S e c t i o n  5 and f o r  t h e  U.S.A. i n  S e c t i o n  6. A 

Survey  o f  t h e  L i t e r a t u r e  i s  p r e s e n t e d  i n  S e c t i o n  7. 

C a l i f o r n i a ' s  Schedu led  A i r l i n e  S e r v i c e  i s  d i s c u s s e d  i n  S e c t i o n  

8 and i n  S e c t i o n  9  t h e  Boston-New York- Washington S h u t t l e  

w h i l e  i n  S e c t i o n  1 0  a Comparison o f  t h e s e  two s e r v i c e s  i s  

made. S e c t i o n  11 i s  a  s h o r t  d e s c r i p t i o n  o f  t h e  U.S. 



nonschedu led  a i r l i n e  i n d u s t r y  and t h e  A t l a n t i c  c h a r t e r  

b u s i n e s s .  The  f i n a l  s e c t i o n ,  S e c t i o n  1 2 ,  d raws  from S e c t i o n  

1 0  t o  p r e s e n t  t h e  I m p l i c a t i o n  for  Canada i f  economic r e g u l a t i o n  

o f  a i r  carr iers  w a s  d ropped .  



SECTION 2 

SUMMARY OF CONCLUS IONS 

T h i s  p a p e r  i n v e s t i g a t e s  t h e  a d v a n t a g e s  o f  a i r l i n e  

t r a n s p o r t a t i o n  which i s  n o t  r e g u l a t e d  economica l ly .  It 

compares t h e  i n t r a s t a t e  s e r v i c e  i n  C a l i f o r n i a ,  which u n t i l  

1965 had f r e e  c a r r i e r  e n t r y  and f a r e  l e v e l s ,  and t h e  ma jo r  

N o r t h e a s t  U.S. i n t e r s t a t e  r o u t e  between Boston ,  New York, 

and Washington,  where  e n t r y  and f a r e  l e v e l s  a r e  c o n t r o l l e d  

b y  t h e  f e d e r a l  C i v i l  A e r o n a u t i c s  Board. 

Coach s e r v i c e  on  t h e  340 m i l e  r o u t e  between Los 

Angeles  and San F r a n c i s c o  a t  a  f a r e  of  $9,99 was i n t r o d u c e d  

b y  a n  i n t r a s t a t e  c a r r i e r  i n  1949.  O t h e r  c a r r i e r s  e n t e r e d  

t h e  same s e r v i c e  t h a t  y e a r  i n c l u d i n g  P a c i f i c  Sou thwes t ,  

Un i t ed  and Western o p e r a t e d  t h e i r  own coach s e r v i c e s  s t a r t i n g  

i n  1950.  B y  1956 P a c i f i c  Southwest  had become t h e  major  

i n t r a s t a t e  c a r r i e r .  From 1954 t o  1958 i t s  f a r e s  remained a t  

$9.99 going  t o  $13.50 i n  1961 w h i l e  t h o s e  o f  t h e  i n t e r s t a t e  

c a r r i e r s  was $13.50 going  t o  $16.45 i n  1961. 

The y e a r s  1962 - 1963 saw a n o t h e r  i n f l u x  o f  c a r r i e r s  

t h a t  had been a b l e  t o  a c q u i r e  j e t - d i s p l a c e d  a i r c r a f t  a t  

b a r g a i n  p r i c e s .  The e x i s t i n g  f a r e s  were  c u t  and a g a i n  t h e  

i n t e r s t a t e  c a r r i e r s  were  f o r c e d  t o  r e a c t .  The m o s t  i m p o r t a n t  

was t h e  i n t r o d u c t i o n  o f  Boeing 7 2 7  jet coaches  a t  a  f a r e  

o f  $13.50 i n  1964. 



I n  1965 t h e  C a l i f o r n i a  P u b l i c  U t i l i t i e s  Commission 

was g i v e n  a d d i t i o n a l  a u t h o r i t y  o v e r  t h e  e n t r y ,  e x i t  and 

s e r v i c e  o f  t h e  i n t r a s t a t e  c a r r i e r s .  I n  1970 P a c i f i c  Sou th -  

w e s t  made i t s  f i r s t  a t t e m p t  t o  a c q u i r e  A i r  C a l i f o r n i a , a n  

i n t r a s t a t e  c a r r i e r .  T h i s  i s  no tewor thy  s i n c e  it o c c u r r e d  

a f t e r  t h e  P .U.C. had been  g i v e n  e n t r y  powers a n d  t h e  f i r s t  

a t t e m p t  b y  one  i n t r a s t a t e  c a r r i e r  t o  a c q u i r e  a n o t h e r .  The 

f a r e  i n  1974 o f  $16.50; 4.85e p e r  m i l e ;  i s  t h e  l o w e s t  i n  t h e  

wor ld .  

Coach s e r v i c e  was i n t r o d u c e d  i n  t h e  m a j o r  N o r t h e a s t  

U.S. r o u t e s  i n  1953  and t h e  f a r e s  w e r e  a b o u t  77 p e r c e n t  o f  

f i r s t  c l a s s  f a r e s  w h i l e  t h o s e  i n  C a l i f o r n i a  w e r e  a b o u t  6 1  

p e r c e n t .  E a s t e r n  A i r  L i n e s  i n t r o d u c e d  low-cos t  s e r v i c e  i n  

1 9 6 1  w i t h  some o f  i t s  o l d e r  equipment .  T h e  o r i g i n a l  f a r e s  

from New York t o  Bos ton  and  Washington w e r e  $10.91 and 

$12.73 r e s p e c t i v e l y .  By 1973 t h e  f a r e s  f rom New York t o  

Bos ton  and Washington had become $24 and $26 r e s p e c t i v e l y .  

T h i s  was 12.68C p e r  m i l e  t o  Washington and 12.77C p e r  m i l e  

t o  Bos ton  w h i l e  t h e  i n t r a - C a l i f o r n i a  was 4.85C p e r  m i l e .  

Low f a r e s  had o r i g i n a l l y  b e e n  a s s o c i a t e d  w i t h  o l d e r  

a i r c r a f t  and t h e i r  a t t e n d a n t  low c a p i t a l  c o s t s .  I n  1964 

U n i t e d  i n t r o d u c e d  Jet  Commuter s e r v i c e s  i n  C a l i f o r n i a  

w h i l e  E a s t e r n  d i d  n o t  u s e  jets on  i t s  s h u t t l e  s e r v i c e  u n t i l  

1966.  S i n c e  t h e  P.U.C. b e f o r e  1965 d i d  n o t  r e g u l a t e  f a r e s  

and t h e  C.A.B. d i d ,  r i v a l r y  be tween i n t e r s t a t e  c a r r i e r s  c o u l d  

o n l y  be e x p r e s s e d  i n  s e r v i c e  l e v e l s  w h i l e  w i t h i n  C a l i f o r n i a  

it c o u l d  be e x p r e s s e d  t h r o u g h  lower  f a r e s .  



A e r o n a u t i c s  w i t h i n  Canada i s  c o n t r o l l e d  o n l y  b y  t h e  

f e d e r a l  government.  Trans-Canada A i r  L i n e s ,  o p e r a t e d  a l l  

o f  Canada ' s  major  d o m e s t i c  and i n t e r n a t i o n a l  s e r v i c e s  from 

1937 t o  1957.  I n  1958 Canadian P a c i f i c  A i r  L i n e s  was 

a l lowed  t o  e n t e r  t h e  t r a n s c o n t i n e n t a l  s e r v i c e  and t h e  r e s u l t  

was an  improvement i n  mea l s  and o t h e r  c a b i n  s e r v i c e .  

Canada ' s  f i r s t  l ow- fa re  s e r v i c e  was i n t r o d u c e d  b y  

P a c i f i c  Western  A i r l i n e s  i n  1963 between Ca lga ry  and Edmonton. 

By 1973 when it was t h e  o n l y  c a r r i e r  on t h e  r o u t e  f a r e s  had 

cl imbed t o  $18; 10.47C p e r  m i l e .  T h i s  r a t e  was h i g h e r  t h a n  

t h a t  o f  9.52C p e r  m i l e  between T o r o n t o  and Mont rea l ,  o r  $30. 

A i r  Canada i n t r o d u c e d  i t s  R a p i d a i r  s e r v i c e  between t h e  two 

c e n t r e s  which o n l y  p r o v i d e d  a  q u i c k e r  b o a r d i n g  s e r v i c e  

r a t h e r  t h a n  lower  f a r e s .  A s  l o n g  a s  A i r  Canada i s  r e l a t i v e l y  

p r o t e c t e d  from c o m p e t i t i o n  it w i l l  have  l i t t l e  i n c e n t i v e  

t o  r e d u c e  i t s  f a r e s .  

Low coach f a r e s  cou ld  appear  i n  Canada i f  a i r l i n e  

e n t r y  and f a r e  l e v e l s  were  n o t  r e g u l a t e d .  T h i s  would l e a d  

t o  s t a b l e  market  c o n d i t i o n s  b e c a u s e  o p e r a t i n g  a i r l i n e s  would 

keep t h e i r  f a r e s  low enough t o  a v o i d  a t t r a c t i n g  p o t e n t i a l  

o p e r a t o r s .  S e l e c t i v e  m u t e  d e r e g u l a t i o n  i s  u n d e s i r a b l e  

s i n c e  it would a l l o w  e x i s t i n g  c a r r i e r s  t o  p r i c e  below t h e i r  

m a r g i n a l  c o s t s  and d e m o n s t r a t e  t h a t  such  a  s e r v i c e  i s  

u n p r o f i t a b l e .  I f  t h e  1974 C a l i f o r n i a  p e r  m i l e  coach r a t e s  

o f  4.85C were  used  i n  Canada f a r e s  from Toron to  t o  Mont rea l  

and Vancouver would d r o p  from $34 t o  $15.29 and from $131 

t o  $100.78 r e s p e c t i v e l y .  Such r e d u c t i o n s  i n  f a r e s  would 
open up new t r a v e l  m a r k e t s .  



SECTION 3  

GENERAL INTENT OF THIS 

RESEARCH PAPER AND METHODOLOGY 

A. G e n e r a l  I n t e n t  o f  t h i s  R e s e a r c h  P a p e r  

Commercial a v i a t i o n  h a s  become a n  every-day  p a r t  

o f  t h e  N o r t h  American b u s i n e s s  community. I t s  i m p o r t a n c e  

h a s  i n c r e a s e d  g r e a t l y  s i n c e  t h e  j e t  a g e  and a  g r e a t e r  

p r o p o r t i o n  o f  t h e  g e n e r a l  p u b l i c  h a v e  f lown i n  r e c e n t  y e a r s  

t h a n  i n  any  o t h e r  p r e v i o u s  p e r i o d .  A l m o s t  w i t h o u t  e x c e p t i o n  

t h e  p u b l i c  h a s  a c c e p t e d ,  e i t h e r  knowingly o r  unknowingly,  

t h e  e x i s t e n c e  o f  economic r e g u l a t i o n  b y  government o v e r  

commercial  a i r l i n e s .  The h y p o t h e s i s  o f  t h i s  p a p e r  i s  t h a t  

t h e  e x i s t e n c e  o f  such  economic r e g u l a t i o n  h a s  r e s u l t e d  i n  

h i g h e r  f a r e s  t o  more m e m b e r s  o f  t h e  a i r  t r a v e l l i n g  p u b l i c  

t h a n  would be t h e  c a s e  i f  no economic r e g u l a t i o n  e x i s t e d .  

B . Methodoloqy 

P r i o r  t o  1965  economic r e g u l a t i o n  o f  a i r  c a r r i e r s  d i d  

n o t  e x i s t  f o r  t h o s e  i n t r a s t a t e  companies  t h a t  f l e w  o n l y  

w i t h i n  t h e  b o r d e r s  o f  C a l i f o r n i a .  I n t e r s t a t e  a i r  c a r r i e r s  

i n  t h e  U.S. and a l l  p r i v a t e  c a r r i e r s  w i t h i n  Canada have  

been  s u b j e c t  t o  economic r e g u l a t i o n  s i n c e  t h e  1 9 3 0 ' s .  

F a r e s  on a  p e r  m i l e  b a s i s  a t  comparable  p e r i o d s  and f o r  

comparable  r o u t e s  o v e r  t h e  two t y p e s  o f  s e r v i c e s ,  r e g u l a t e d  

and n o n - r e g u l a t e d ,  w i l l  be used  t o  t e s t  t h e  i n f l u e n c e  t h a t  

economic r e g u l a t i o n  c r e a t e s .  I f  p e r  m i l e  f a r e s  w i t h i n  

C a l i f o r n i a  a r e  l o w e r  f o r  comparable  r o u t e s  t h e n  t h e  h y p o t h e s i s  



i s  t r u e ,  T h a t  i s ,  i f  t h e  h y p o t h e s i s  i s  t r u e  t h e n  t h e  

economic  r e g u l a t i o n  o f  commerc i a l  a i r l i n e s  r e s u l t s  i n  h i g h e r  

f a r e s  t h a n  would be t h e  c a s e  i f  s u c h  r e g u l a t i o n  d i d  n o t  

e x i s t .  
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THE REGULATORY BODIES 

I n  most c o u n t r i e s  a i r  t r a n s p o r t i o n  i s  r e g u l a t e d  

e c o n o m i c a l l y  by government a g e n c i e s  r a t h e r  t h a n  r e l y i n g  on  

t h e  a c t i v i t i e s  o f  t h e  market  p l a c e .  T h i s  r e g u l a t i o n  u s u a l l y  

t a k e s  t h e  form o f  r e s t r i c t i n g  e n t r y  i n t o  t h e  i n d u s t r y  and t h e  

a r rangement  o f  r o u t e s  and f a r e s .  I t  i s  t h e  p r o p o s i t i o n  o f  

t h i s  pape r  t h a t  such  governmenta l  a c t i o n  h a s ,  among o t h e r  

t h i n g s ,  r e s u l t e d  i n  h i g h e r  f a r e s  and uneconomic a c t i v i t i e s  

t h a n  would have  o c c u r r e d  i f  such  r e g u l a t i o n  d i d  n o t  e x i s t .  

To d e m o n s t r a t e  t h i s  t h e  c o n t e n t s  o f  t h i s  pape r  w i l l  compare 

t h e  i n t r a s t a t e  a i r  coach s e r v i c e  between San F r a n c i s c o  and 

Los Angeles ,  where  r e g u l a t i o n  under  t h e  C a l i f o r n i a  P u b l i c  

U t i l i t y  Commission (P.U.C.) p r i o r  t o  1965 d i d  n o t  r e s t r i c t  

e n t r y  and r a r e l y  e x e r c i s e d  c o n t r o l  o v e r  f a r e s ,  and t h e  

i n t e r s t a t e  s e r v i c e  between Bos ton ,  New York and Washington,D.C. 

which i s  r e g u l a t e d  b y  t h e  F e d e r a l  C i v i l  A e r o n a u t i c s  Board 

(C.A.B.) which h a s  a c t i v e l y  r e s t r i c t e d  e n t r y  and e f f e c t i v e l y  

c o n t r o l l e d  f a r e s .  F i n a l l y ,  Canadian commercial  a i r  

t r a n s p o r t a t i o n  w i l l  be looked a t  a s  w e l l  a s  t h e  p r o b a b l e  

r e s u l t  o f  i n t r o d u c i n g  C a l i f o r n i a - l e v e l  r a t e s .  

A .  The U.S. C i v i l  A e r o n a u t i c s  Board.  

R e g u l a t o r y  b o d i e s  a r e  u s u a l l y  se t  up  w i t h  l a u d a t o r y  

m o t i v e s  and l o f t y  p r o s e .  The U.S. C i v i l  A e r o n a u t i c s  Board 

(C.A.B.) was empowered t o  promote,  encourage  and d e v e l o p  a n  



a d e q u a t e ,  economica l  and e f f i c i e n t  a i r  t r a n s p o r t a t i o n  

s y s t e m  w i t h  r e a s o n a b l e  c h a r g e s ,  w i t h o u t  u n f a i r  o r  

d e s t r u c t i v e  c o m p e t i t i v e  p r a c t i c e s  a p p r o p r i a t e  f o r  t h e  

p r e s e n t  and f u t u r e  r e q u i r e m e n t s  o f  t h e  commerce o f  t h e  

U.S., i t s  p o s t a l  s e r v i c e  and n a t i o n a l  d e f e n c e .  

The manner i n  which t h e  C.A.B. c a r r i e s  o u t  i t s  a ims  

i s  by  e x e r c i s i n g  s u p e r v i s i o n  and c o n t r o l  o f  e n t r y  i n t o  t h e  

i n d u s t r y  t h r o u g h  t h e  i s s u a n c e  o f  c e r t i f i c a t e s  o f  p u b l i c  

c o n v e n i e n c e  and n e c e s s i t y ,  which a r e  r e q u i r e d  b y  e v e r y  i n t e r -  

s t a t e  a i r  c a r r i e r  i n  o r d e r  t o  o p e r a t e ,  b y  d e t e r m i n i n g  which 

a i r l i n e  w i l l  s e r v e  which c i t y ,  s e t t i n g  r a t e s ,  g i v i n g  d i r e c t  

s u b s i d i e s ,  s e t t i n g  t e r m s  o f  m a i l  c a r r i a g e  and a p p r o v i n g  o r  

p r e v e n t i n g  m e r g e r s ,  a c q u i s i t i o n s  and t r a n s f e r s  o f  c o n t r o l  o f  

a i r  c a r r i e r s .  The a c t i o n s  so approved  a r e  immune from a n t i -  

t r u s t  l aws .  

A i r l i n e s  o p e r a t i n g  p r i o r  t o  t h e  p a s s a g e  o f  t h e  1938  

C i v i l  A e r o n a u t i c s  A c t  w e r e  cove red  by a  " g r a n d f a t h e r  c l a u s e "  

which  g r a n t e d  t h e s e  c a r r i e r s  permanent  c e r t i f i c a t e s  f o r  t h e i r  

ne tworks .  The r o u t e  c e r t i f i c a t e s  p r o t e c t e d  e x i s t i n g  c a r r i e r s  

from p o t e n t i a l  new o u t s i d e  c o m p e t i t o r s  and r e s u l t e d  i n  

m o n o p o l i s t i c  or o l i g o p o l i s t i c  s e r v i c e  be tween c i t i e s .  O f  t h e  

s i x t e e n  d o m e s t i c  t r u n k  a i r l i n e s  which e x i s t e d  i n  1938 o n l y  

t e n  remained i n  1974,  a s  shown i n  F i g u r e  1. Merger  n e g o t i a t i o n :  

w e r e  a l s o  g o i n g  on  which  i f  comple ted  would e l i m i n a t e  t w o  or I 
t h r e e  o f  t h e  r e m a i n i n g  c a r r i e r s .  Dur ing  t h e  e n t i r e  e x i s t e n c e  

o f  t h e  C.A.B. t h e r e  h a v e  been  s p e c i a l  c a s e s ,  such  a s  t h e  



F i q u r e  1 

1974 U.S. Domest ic  Trunk A i r  C a r r i e r s  
w i t h  A c q u i s i t i o n s  s i n c e  1938 

Major  Domestic Year  A c q u i s i t i o n  s i n c e  
Trunk C a r r i e r  Founded 1938 

American 

B r a n i f  f  

C o n t i n e n t a l  

D e l t a  

E a s t e r n  

N a t i o n a l  

T r a n s  World 

Un i t ed  

Western  

T r a n s  C a r i b b e a n  

Mid-Cont i n e n t  
Pan American-Grace 

P i o n e e r  

Chicago  & S o u t h e r n  
N o r t h e a s t  

C o l o n i a l  
Mackey 
C a r i b a i r  

M a r q u e t t e  

C a p i t a l  

I n l a n d  
P a c i f i c  N o r t h e r n  

S o u r c e :  Moody's T r a n s p o r t a t i o n  Manual,  1973.  

New York - P u e r t o  R i c o  and S e a t t l e  - Alaska  r o u t e s  where  

c a r r i e r s  which w e r e  n o t  i n  e x i s t e n c e  p r i o r  t o  1 9 3 8  have  been  

a l l o w e d  t o  become s c h e d u l e d  t r u n k  c a r r i e r s .  

T r a n s  C a r i b b e a n  Airways was o r g a n i z e d  a s  a  non-scheduled  

a i r l i n e  i n  1945 and commenced i r r e g u l a r  o p e r a t i o n s  from 

New York t o  P u e r t o  R i c o  i n  1946.  Pan American had a  s c h e d u l e d  

monopoly on t h i s  r o u t e  and i n  a  C.A.B. d e c i s i o n  i n  1950 

E a s t e r n  was a l l o w e d  t o  e n t e r  t h i s  s e r v i c e .  A f t e r  t w o  more 

a p p l i c a t i o n s ,  T r a n s  C a r i b b e a n  was a u t h o r i z e d  i n  1956 t o  

o p e r a t e  a  twice-weekly  " s u p p l e m e n t a l "  s e r v i c e  on t h i s  r o u t e  



and i n  1957 it won a p p r o v a l  f o r  a  s c h e d u l e d  c e r t i f i c a t e  

between New York and P u e r t o  R i c o .  I n  1971  t h e  company 

merged w i t h  American A i r l i n e s .  

The P a c i f i c  Northwest-Alaska r o u t e  was a n o t h e r  

t e r r i t o r i a l  a r e a  which had r e c e i v e d  t h e  b e n e f i t  o f  pos twar  

nonschedu led  o p e r a t o r s .  I n  1950  P a c i f i c  N o r t h e r n  was 

awarded a  S e a t t l e  - Anchorage r o u t e  b y  t h e  C,A.B,  and i n  

1 9 5 1  P r e s i d e n t  Truman conf i rmed t h i s  and  a l s o  gave  Alaska  

A i r l i n e s  a  S e a t t l e  - F a i r b a n k s  r o u t e .  P a c i f i c  N o r t h e r n  

commenced a  S e a t t l e  - K e t c h i k a n  - Juneau  - Anchorage r o u t e  

i n  1 9 5 3  and  i n  1967 merged w i t h  Wes te rn ,  A laska  A i r l i n e s  

r ema ins  a s  t h e  o n l y  t e r r i t o r i a l  t r u n k  c a r r i e r ,  

I n  h i s  B a r r i e r s  t o  New C o m p e t i t i o n ,  Joe S ,  B a i n ,  

p o i n t s  o u t  t h e  t h r e e  f o l l o w i n g  s o u r c e s  o f  d i s a d v a n t a g e s  t o  

new f i r m s  e n t e r i n g  an  i n d u s t r y :  

(1) t h e  e x i s t e n c e  o f  economies o f  s c a l e ,  
( 2 )  p r o d u c t  d i f f e r e n t i a t i o n ,  and  
( 3 )  a b s o l u t e  c o s t  a d v a n t a g e .  

The phenomenal growth i n  a i r  p a s s e n g e r  t r a f f i c  h a s  f o r  a l l  

i n t e n t s  and p u r p o s e s  meant t h a t  m o s t  m a r k e t s  a r e  o f  s u f f i c i e n t  

s i z e  t o  e l i m i n a t e  t h e  p rob lem o f  economies o f  s c a l e  w i t h  

r e g a r d  t o  t r a f f i c .  Conce rn ing  t h e  o p e r a t i o n  o f  a i r c r a f t  t h e  

P r e s i d e n t  o f  N o r t h w e s t ,  Donald Nyrop, s t a t e d  t h a t  t h e  minimum 

number o f  Douglas  DC-8 or  Boeing 707 jet a i r c r a f t  which  c o u l d  

be used  e f f i c i e n t l y  would be f i v e  or  s i x .  R e f e r r i n g  t o  medium 

jets h e  f e l t  t h a t  s even  t o  t e n  a i r c r a f t  would be t h e  minimum 

e f f i c i e n t  f l e e t  s i z e ,  P r o d u c t  d i f f e r e n t i a t i o n  h a s  l i t t l e  

i m p o r t a n c e  t o  t h e  a i r l i n e s  s i n c e  o n e  jet a i r c r a f t  d o e s  n o t  



d i f f e r  s i g n i f i c a n t l y  from a n o t h e r  and s i n c e  t h e  o u t s t a n d i n g  

s e r v i c e  f e a t u r e s  o f  one  c a r r i e r  can e a s i l y  be copied  by a n o t h e r .  

T h e r e  i s ,  however, one  a r e a  o f  p roduc t  d i f f e r e n t i a t i o n  where 

new c a r r i e r s  may s u f f e r  a  drawback. The new a i r l i n e ,  p a r t i c -  

u l a r l y  i f  it s e e k s  b u s i n e s s  on t h e  b a s i s  o f  low p r i c e  and 

r e l a t i v e l y  s p a r t a n  s e r v i c e ,  might  w e l l  f a c e  a  d i s a d v a n t a g e  

due  t o  consumer s u s p i c i o n  o f  i t s  s a f e t y ,  whe the r  o b j e c t i v e  

i n f o r m a t i o n  w a r r a n t e d  t h i s  o r  n o t  .' It i s  a p p a r e n t  t h a t  B a i n ' s  

f i r s t  two b a r r i e r s  t o  e n t r y  would have  l i t t l e  e f f e c t  on new 

c a r r i e r s  b u t  a b s o l u t e  c o s t s  cou ld .  With t h e  c o s t  o f  a  

McDonnell - Douglas DC -10 approx imate ly  $21 m i l l i o n  it is 

e a s i l y  s e e n  t h a t  c a p i t a l  r e q u i r e m e n t s  a r e  l a r g e .  The e x p e r i e n c e  

o f  t h e  major  supp lementa l s  and i n t r a s t a t e  c a r r i e r s  t e n d  t o  

i n d i c a t e  t h a t  t h e  problem of  r a i s i n g  c a p i t a l  i s  n o t  insurmountab le  

where s e r v i c e s  a r e  economic. The f a c t  remains ,  however, 

t h a t  no d o m e s t i c  c a r r i e r  n o t  o p e r a t i n g  p r i o r  t o  1938 h a s  

developed i n t o  a schedu led  d o m e s t i c  t r u n k  c a r r i e r .  The C.A.B. 

h a s  a c t e d  a s  a  c l u b  w i t h  an e x c l u s i v e  membership. 

B. The C a l i f o r n i a  P u b l i c  U t i l i t i e s  Commission. 

P r i o r  t o  September 1965,  t h e  C a l i f o r n i a  P u b l i c  

U t i l i t i e s  Commission (P .U.C .) had a u t h o r i z a t i o n  o v e r  schedu led  

a i r  s e r v i c e  p r i c e s  w i t h i n  t h e  s t a t e .  S i n c e  t h a t  t i m e ,  however, 

t h e  P.U.C. was g i v e n  f u r t h e r  j u r i s d i c t i o n  o v e r  t h e  e n t r y ,  

e x i t  and s e r v i c e  o f  i n t r a s t a t e  a i r  c a r r i e r s .  S i n c e  t h e s e  

a d d i t i o n a l  powers d e c r e a s e ,  i f  n o t  e l i m i n a t e ,  t h e  e f f e c t  o f  

1. Caves, Richard  E .  A i r  T r a n s p o r t  and I t s  Regu la to r s ,p .88 .  



t h e  marke t  p l a c e  t h i s  p a p e r  c o v e r s  o n l y  t h e  p e r i o d  from 1946,  

when t h e  f i r s t  i n t r a s t a t e  c a r r i e r  s t a r t e d  o p e r a t i o n s ,  t o  1965,  

when t h e  new P.U.C. r e g u l a t i o n s  came i n t o  e f f e c t .  

The P.U.C. t o o k  a  r e a l i s t i c  view o f  t h e  a i r l i n e  

i n d u s t r y  b y  o n l y  r e q u i r i n g  p r o o f  o f  t h e  f i n a n c i a l  r e s p o n s i b i l i t y  

o f  i t s  i n t r a s t a t e  a p p l i c a n t s .  It seemed t o  t a k e  it f o r  g r a n t e d  

t h a t  a n  a p p l i c a n t  would h a v e  c a r r i e d  o u t  i t s  own f e a s i b i l i t y  

s t u d i e s  and found t h a t  it c o u l d  o p e r a t e  i t s  a i r l i n e  s e r v i c e  

p r o f i t a b l y .  S i n c e  t h e  c o s t l y  p r o c e s s  o f  p e t i t i o n i n g  d i d  n o t  

e x i s t  t h o s e  costs w e r e  n o t  p a s s e d  on  t o  consumers .  

C .  A Comparison o f  t h e  C.A.B. and t h e  C a l i f o r n i a  P.U.C. 

A compar ison  o f  t h e  economic r e g u l a t o r y  power o f  t h e  

F e d e r a l  C.A.B. and  t h e  C a l i f o r n i a  P.U.C. d u r i n g  t h i s  p e r i o d ,  

shown i n  F i g u r e  2 ,  shows t h a t  t h e  a i r  c a r r i e r s  t h a t  w e r e  

c e r t i f i e d  b y  t h e  C .A .B. o p e r a t e d  u n d e r  e x t e n s i v e  r e g u l a t i o n  

w h i l e  t h o s e  o p e r a t i n g  unde r  t h e  P.U.C. o p e r a t e d  unde r  

r e l a t i v e l y  l i m i t e d  r e g u l a t i o n .  I n  t h i s  p a p e r  c a r r i e r s  w i l l  

be c l a s s e d  i n t o  t w o  g r o u p s ,  t h a t  i s ,  C.A.B. r e g u l a t e d  and 

P.U.C. r e g u l a t e d .  The h y p o t h e s i s  i s  t h a t  i f  t h e s e  two g roups  

o f  a i r l i n e s  a r e  run  unde r  s i m i l a r  o p e r a t i o n a l ,  t e c h n o l o g i c a l  

and  economic c o n d i t i o n s  t h e n  any  ma jo r  d i f f e r e n c e s  i n  pe r fo rmance  

be tween t h e  t w o  g roups  c a n  be a t t r i b u t e d  t o  t h e  d i f f e r e n c e s  i n  

economic r e g u l a t i o n .  



F i g u r e  2 

Comparison o f  t h e  Economic R e g u l a t o r y  Power o f  t h e  C.A.B. 
and t h e  C a l i f o r n i a  P.U.C. from 1946 t o  September  1965 

R e g u l a t o r y  Area Scope  o f  R e q u l a t o r y  Power 

C.A.B. C a l i f o r n i a  P  .U.C. 
D i r e c t  I n d i r e c t  D i r e c t  I n d i r e c t  

E n t r y  and E x i t  Complete  - None Very L i m i t e d  
S e r v i c e  L imi t ed  G r e a t  I n s u r a n c e  L i m i t e d  

Only 
P r i c e  Complete  - Compl ete - 

Source :  W i l l i a m  A .  J o r d a n ,  A i r l i n e  R e q u l a t i o n  i n  America.  
( B a l t i m o r e :  The John Hopkins P r e s s ,  1970)  p.3. 

D. The  Canadian  T r a n s p o r t  Commission 

The Canadian  T r a n s p o r t  Commission (C .T .C.)  was 

c r e a t e d  i n  1967 and  a  d e p a r t m e n t ,  t h e  A i r  T r a n s p o r t  

Committee,  l o o k s  a f t e r  t h e  r e g u l a t i o n  o f  commercial  a v i a t i o n .  

The Government i n t e n d e d  t h a t  i t s  n a t i o n a l  o b j e c t i v e s  would 

be a t t a i n e d  when t h e  d i f f e r e n t  t r a n s p o r t  modes a r e  a b l e  t o  

compete f r e e l y  c o n s i s t e n t  w i t h  n o n r e s t r i c t  i n g  r e g u l a t i o n .  

A s  t h e  t e r m  " n o n r e s t r i c t i n g  r e g u l a t i o n "  a p p e a r s  t o  be 

c o n t r a d i c t o r y  it i s  n o t  s u r p r i s i n g  t h a t  t h e  A i r  T r a n s p o r t  

C o m m i t t e e  o f  t h e  C.T.C. h a s  c a r r i e d  on i n  a  manner 

s u b s t a n t i a l l y  unchanged from t h a t  o f  i t s  p r e d e c e s s o r  t h e  

A i r  T r a n s p o r t  Board .  F o r  a l l  i n t e n t s  and p u r p o s e s  it i s  

C a n a d a ' s  c o u n t e r p a r t  t o  t h e  C.A.B. and  f o l l o w s  t h e  same 

p r o c e d u r e s .  P e t i t i o n i n g  by  a p p l i c a n t s  i s  r e q u i r e d  and 

l e n g t h y  h e a r i n g s  f o l l o w .  The  C.T.C. stresses c o m p e t i t i o n  

b u t  f a i l s  t o  r e c o g n i z e  t h a t  i f  it c e a s e d  t o  e x i s t  t h a t  

t r a n s p o r t  c o m p e t i t i o n  and  e f f i c i e n c y  would be maximized.  



SECTION 5 

COMMERCIAL AIRLINE REGULATION I N  CANADA 

L e g i s l a t i v e  a u t h o r i t y  i n  Canada o v e r  a v i a t i o n  r e s i d e s  

w i t h  t h e  F e d e r a l  Government.  T h i s  i s  b e c a u s e  t h e  B r i t i s h  Nor th  

America A c t  o f  1867 s t a t e s  t h a t  c e r t a i n  m a t t e r s  a r e  w i t h i n  t h e  

e x c l u s i v e  a u t h o r i t y  o f  t h e  F e d e r a l  Government and t h a t  o t h e r s  

a r e  w i t h i n  t h e  e x c l u s i v e  j u r i s d i c t i o n  o f  t h e  P r o v i n c e s  and  

t h a t  a n y  s u b j e c t  t h a t  i s  n o t  s p e c i f i c a l l y  r e s e r v e d  f o r  

p r o v i n c i a l  c o n t r o l  f a l l s  t o  t h e  c o n t r o l  o f  t h e  F e d e r a l  

Government.  I n t e r p r o v i n c i a l  t r a n s p o r t a t i o n  and t r a n s p o r t  

f a c i l i t i e s  which  l i e  w h o l l y  w i t h i n  o n e  p r o v i n c e  b u t  which 

h a v e  b e e n  d e c l a r e d  t o  be f o r  t h e  g e n e r a l  a d v a n t a g e  o f  Canada 

or  f o r  more t h a n  o n e  p r o v i n c e  a r e  d i r e c t l y  u n d e r  F e d e r a l  

j u r i s d i c t i o n .  Al though t h e  j u r i s d i c t i o n  o v e r  i n t r a - p r o v i n c i a l  

a v i a t i o n  was i n  some d o u b t  r u l i n g s  by t h e  Supreme C o u r t  o f  

Canada i n  1930 and  t h e  P r i v y  C o u n c i l  on a p p e a l  i n  1931  

s t a t e d  t h a t  t h e  F e d e r a l  Government d i d  have  e x c l u s i v e  a u t h o r i t y  

o v e r  a l l  a v i a t i o n  w i t h i n  Canada. 

A .  E a r l y  Canadian  R e q u l a t i o n  

The  e a r l i e s t  Canadian  a e r o n a u t i c a l  r e g u l a t i o n  came w i t h  

t h e  c r e a t i o n  o f  t h e  A i r  Board A c t  o f  1919.  The A i r  Board was 

t o  l i c e n s e  a i r c r a f t  and p i l o t s ,  a u t h o r i z e  r o u t e s  and  i n  g e n e r a l  

be r e s p o n s i b l e  f o r  n a v i g a t i o n  and s a f e t y .  I t s  A i r  R e g u l a t i o n s  

w e r e  p r i n c i p a l l y  a b o u t  f l y i n g ' s  t e c h n i c a l  s t a g e s .  The A i r  

Board was r e p l a c e d  by  t h e  Depar tment  o f  N a t i o n a l  Defense  i n  

1923 and  t h e  A i r  Board A c t  became t h e  A e r o n a u t i c s  A c t .  



A C o n t r o l l e r  o f  C i v i l  A v i a t i o n  i n  t h e  Department  o f  N a t i o n a l  

Defense  was a p p o i n t e d  i n  1926 and h e  was g i v e n  t h e  r e s p o n s i b i l i t y  

f o r  d r a f t i n g ,  r e v i s i n g  and e n f o r c i n g  a i r  s a f e t y  r e g u l a t i o n s ,  

s u b j e c t  t o  t h e  a p p r o v a l  o f  t h e  C a b i n e t .  

F i n a l l y ,  i n  1936,  t h e  Government c r e a t e d  a  new 

Department  o f  T r a n s p o r t  w i t h  a n  A i r  S e r v i c e s  D i v i s i o n  t o  which  

it a s s i g n e d  t h e  a d m i n i s t r a t i o n  o f  c i v i l  a v i a t i o n  p o l i c y  

The Board o f  T r a n s p o r t  Commissioners  was g i v e n  

r e g u l a t o r y  powers o v e r  a v i a t i o n  i n  1938.  U n t i l  t h i s  t i m e  

economic r e g u l a t i o n  d i d  n o t  e x i s t .  The B .O .T .C. was g i v e n  

t h e  a u t h o r i t y  t o  i s s u e  c e r t i f i c a t e s  o f  p u b l i c  conven ience  

and n e c e s s i t y  b e f o r e  new r o u t e s  c o u l d  b e  f lown,  a l t h o u g h  a  

" g r a n d f a t h e r  r i g h t s "  c l a u s e  p r o t e c t e d  e x i s t i n g  o p e r a t o r s .  

T a r i f f s  a l s o  had t o  be approved  b y  t h e  B.O.T.C. The M i n i s t e r  

o f  T r a n s p o r t  was t h e  Hon. C.D. Howe who was a l s o  t h e  M i n i s t e r  

r e s p o n s i b l e  f o r  T r a n s  Canada A i r l i n e s  (T.C.A.) which was 

c r e a t e d  i n  1937.  

It was n o t  c o i n c i d e n t a l  t h a t  T.C.A.  s h o u l d  be formed 

o n e  y e a r  and means o f  p r o t e c t i o n  f o r  it, t h e  B.O.T.C.,  t h e  

f o l l o w i n g  y e a r .  The Hon. C.D. Howe was d e t e r m i n e d  t h a t  T.C.A. 

s h o u l d  n o t  be s u b j e c t  t o  c o m p e t i t i o n  b u t  h e  d i d  n o t  o f f i c i a l l y  

i n f o r m  t h e  B.O.T.C. o f  h i s  i n t e n t i o n s .  The B.O.T.C. had o n l y  

t h e  power t o  i s s u e  l i c e n s e s  t o  s c h e d u l e d  o p e r a t o r s  between 

2. Corbett ,  David,  P o l i t i c s  and  t h e  A i r l i n e s  
(London: George  A l l e n  & Unwin L td .  1965)  p.  33. 



p o i n t s  which had b e e n  s p e c i f i e d  o r  "named" b y  t h e  C a b i n e t ,  

and  t h e r e f o r e ,  p resumably  t h e  M i n i s t e r  o f  T r a n s p o r t .  The 

"naming" p r o v i s i o n  w a s  i n  any  case s t e r i l e  b e c a u s e  s h o u l d  

t h e  Board r e f u s e  a  l i c e n s e  between t h e  named p o i n t s ,  t h e  

a p p l i c a n t  was p e r f e c t l y  f r e e  t o  s e r v e  a d j a c e n t  p o i n t s  w i t h o u t  

a  l i c e n s e  i f  t h e y  w e r e  ~ n n a m e d . ~  The C a b i n e t  c o u l d  i n t e r f e r e  

w i t h  t h e  d e c i s i o n s  o f  t h e  B.O.T.C. by  naming or unnaming a  

r o u t e .  A f t e r  t h e  Vancouver  - V i c t o r i a  c a s e  o f  1943 ,  r e l a t e d  

m o r e  f u l l y  i n  S e c t i o n  1 2 ,  t h e  B.O.T.C. was i n s t r u c t e d  by  t h e  

Hon. C.D. Howe n o t  t o  i s s u e  any  more r o u t e  l i c e n s e s .  

B. The A i r  T r a n s p o r t  Board 

A f t e r  a  number o f  s p e e c h e s  i n  1943  and  1944 b y  Pr ime 

M i n i s t e r  Mackenzie  King and  t h e  R t .  Hon. C.D. Howe i n  which 

t h e y  s t a t e d  t h a t  m a i n l i n e  a v i a t i o n  would become t h e  sole  

p r e s e r v e  o f  T  .C.A. t h e  A i r  T r a n s p o r t  Board (A.T.B.) was 

c r e a t e d  b y  t h e  A e r o n a u t i c s  Ac t  o f  1944.  Whereas t h e  Board 

o f  T r a n s p o r t  Commissioners  was a  q u a s i - j u d i c a l  body and had 

embar ra s sed  t h e  Government by impeding  i t s  p o l i c i e s ,  t h e  

new A i r  T r a n s p o r t  Board was t o  be a d v i s o r y  i n  c h a r a c t e r ,  

u n d e r  t h e  a u t h o r i t y  o f  t h e  M i n i s t e r  o f  T r a n s p o r t .  
4  

3. Hughes, W i l l i a m ,  P u b l i c  P o l i c y  and A i r l i n e  C o m p e t i t i o n  i n  
Canada (Unpubl i shed  D.B .A. d i s s e r t a t i o n ,  I n d i a n a  U n i v e r s i t y ,  
1961)  p .  106 .  

4 .  Corbett, P o l i t i c s  and  t h e  ~ i r l i n e s ,  p .  1 6 5 .  



The M i n i s t e r  was t h e  R t  . Hon. C.D. Howe. 

The A .T .B. ' s g e n e r a l  powers i n c l u d e d  : 

1) c a r r y i n g  o u t  i n v e s t i g a t i o n s  and s u r v e y s  t h a t  
r e l a t e d  t o  commercial  a i r  s e r v i c e  o p e r a t i o n s  
and development ,  a s  d i r e c t e d  by  t h e  M i n i s t e r ;  

2 )  a d v i s i n g  and making recommendations t o  t h e  
M i n i s t e r  r e g a r d i n g  c i v i l  a v i a t i o n ;  and ,  

3 )  t h e  g r a n t i n g  o f  r o u t e  l i c e n s e s .  

The A.T .B. I s  power o v e r  r o u t e  l i c e n s e s  was l i m i t e d  s i n c e  

l i c e n s e s  a u t h o r i z e d  by  t h e  A.T.B. w e r e  s u b j e c t  t o  t h e  a p p r o v a l  

o f  t h e  M i n i s t e r  and a p p l i c a n t s  whose l i c e n s e s  t h e  A.T.B. 

c a n c e l l e d  o r  d i d  n o t  approve  c o u l d  a p p e a l  t h e  d e c i s i o n  t o  t h e  

M i n i s t e r .  The A.T.B. was r e q u i r e d  t o  g r a n t  T.C.A. a  l i c e n s e  

f o r  any  r o u t e  p l a c e d  i n  t h e  T.C.A. r o u t e  ne twork  by  t h e  

Government. Even t h e  c h o i c e  o f  A.T.B. members appea red  

t o  be d e s i g n e d  t o  a l l o w  t h e  R t .  Hon. C.D. Howe t o  become t h e  

" d i c t a t o r "  o f  Canadian  a v i a t i o n .  It i s  c l e a r  t h a t  t h e  Canadian 

b o a r d s  and commissions a r e  n o t  t h e  " i n d e p e n d e n t "  commissions 

o f  t h e  Uni t ed  S t a t e s .  5 

C.D. Howe made a  f u r t h e r  pronouncement i n  1944.  T h i s  

was t h e  " d i v e s t m e n t  o r d e r "  which s t a t e d  t h a t  w i t h i n  o n e  y e a r  

o f  t h e  end o f  World War Two a l l  s u r f a c e  t r a n s p o r t  companies 

would have  t o  s e l l  any  i n v e s t m e n t  t h a t  t h e y  had i n  a i r l i n e s .  

T h i s  was an o b v i o u s  a t t a c k  on t h e  Canadian  P a c i f i c  Rai lway 

which was hop ing  t o  expand i t s  a i r l i n e  s e r v i c e s  t h r o u g h o u t  

t h e  w o r l d .  E a r l y  i n  1946 a  o n e  y e a r  d e f e r m e n t  was announced 

5. Hughes, P u b l i c  P o l i c y  and A i r l i n e  Compe t i t ion  i n  Canada, 
p .  84.  



-19- 

and  l a t e r  wi thdrawn a s  it a f f e c t e d  Canadian  P a c i f i c .  From 

t h i s  t i m e  on  a l l  s u r f a c e  t r a n s p o r t  o p e r a t o r s  c o u l d  a p p l y  t o  

t h e  A.T.B. f o r  a  r o u t e  l i c e n s e  b u t  t h e  C a b i n e t  had t o  a p p r o v e  

it a s  b e i n g  i n  t h e  p u b l i c  i n t e r e s t .  

I n  t h e  immedia te  p o s t w a r  p e r i o d  t h e  Government c h o s e  

C.P.A. a s  t h e  Canadian  c a r r i e r  i n  1948  t o  r e p r e s e n t  Canada 

on  t h e  P a c i f i c  i n t e r n a t i o n a l  r o u t e s  a l t h o u g h  T .C .A. had 

p r i o r i t y  o v e r  a l l  o t h e r  i n t e r n a t i o n a l  r o u t e s .  T h l s  may n o t  

have  b e e n  a l t r u i s t i c  on t h e  Governmen t ' s  b e h a l f  b u t  r a t h e r  

b e c a u s e  it f e l t  t h a t  t h e  losses o n  t h o s e  s e r v i c e s  would be 

f a i r l y  heavy and t h e y  d i d  n o t  want  T.C.A. t o  i n c u r  any losses. 

Pr ime M i n i s t e r  Mackenzie  King r e t i r e d  i n  t h e  same y e a r  and 

it may be t h a t  t h e  d e c i s i o n  o f  t h e  L i b e r a l  Government may 

have  been  prompted by t h e  f o r t h c o m i n g  e l e c t i o n  i n  t h e  f o l l o w i n g  

y e a r .  I n  t h e  n e x t  few y e a r s  m e m b e r s  o f  t h e  new C a b i n e t  made 

s p e e c h e s  s t a t i n g  t h a t  monopoly a i r l i n e  s e r v i c e s  would n o t  

a lways  be p r e s e r v e d .  A s  i f  t o  t e s t  t h e  v e r a c i t y  o f  t h o s e  

s p e e c h e s  C.P.A. a p p l i e d  i n  1952 t o  o p e r a t e  a n  a l l - c a r g o  s c h e d u l e d  

s e r v i c e  be tween M o n t r e a l ,  T o r o n t o  and Vancouver v i a  Edmonton. 

The A.T .B. l ooked  f a v o u r a b l y  upon t h e  a p p l i c a t i o n  b u t  s i n c e  

C.P.A. was owned by  a  s u r f a c e  c a r r i e r  t h e  f i n a l  d e c l s i o n  had 

t o  be made b y  t h e  C a b i n e t .  I n  1953  t h e  C a b i n e t  s t a t e d  t h a t  

C.P.A.'s a p p l i c a t i o n  was n o t  i n  t h e  p u b l i c  i n t e r e s t  a t  t h i s  

t i m e .  By t h e  end o f  1955 t h e  Government had announced t h a t  

r e g i o n a l  c o m p e t i t i o n  might  be a l lowed  i n  c e r t a i n  c a s e s  b u t  

it was o b v i o u s  t h a t  t h e  L i b e r a l  Government was p r o t e c t i n g  

T.C.A. from d o m e s t i c  c o m p e t i t i o n  and ,  a s  f a r  a s  p o s s i b l e ,  



f rom losses on i n t e r n a t i o n a l  r o u t e s .  

C .  Canadian A v i a t i o n  R e q u l a t i o n  o f  t h e  1 9 5 0 ' s  and  1 9 6 0 ' s  

Time was r u n n i n g  o u t  f o r  t h e  L i b e r a l s  and  t h e i r  p o l i c y  

o f  m o n o p o l i s t i c  m a i n l i n e  a i r  s e r v i c e s  o p e r a t e d  by  T .C .A. 

The P r o g r e s s i v e  C o n s e r v a t i v e  p a r t y  was e l e c t e d  i n  1957 and  

p rompt ly  commissioned S t e p h e n  W h e a t c r o f t ,  t h e  n o t e d  B r i t i s h  

a v i a t i o n  e c o n o m i s t ,  t o  r e p o r t  on t h e  economic v i a b i l i t y  o f  

a i r l i n e  c o m p e t i t i o n  i n  Canada. 

1. The W h e a t c r o f t  R e p o r t  

W h e a t c r o f t  r e p o r t e d  b a c k  t o  t h e  new Government i n  

1958  i n  A i r l i n e  C o m p e t i t i o n  i n  Canada which i s  commonly 

known a s  t h e  W h e a t c r o f t  R e p o r t .  W h e a t c r o f t  a n a l y z e d  T ,C .A. ' s  

r o u t e  s t r u c t u r e  f o r  p r o f i t s  and losses and h i s  f i n d i n g s  a r e  

shown i n  F i g u r e  3. Because  o f  t h e  i m p o r t a n c e  o f  T,C.A, I s  

t r a n s c o n t i n e n t a l  r o u t e s  t o  i t s  o v e r a l l  f i n a n c i a l  v i a b i l i t y  

t h e  Government a i r l i n e  was adament i n  i t s  o p p o s i t i o n  t o  C .P.A. 

a s  a  p o t e n t i a l  c o m p e t i t o r ,  I t  s t r e s s e d  t h a t  i t s  m a i n l i n e  

monopoly must remain  i n v i o l a t e  i f  it was t o  c o n t i n u e  s e r v i n g  

t h e  S o c i a l  R o u t e s ,  which it c o n s i d e r e d  t o  be o n e  o f  i t s  

o b l i g a t i o n s .  W h e a t c r o f t  t h e n  c a l c u l a t e d  t h a t  o n l y  t h e  

f o l l o w i n g  r o u t e s  c o u l d  j u s t i f y  c o m p e t i t i o n  : 

1. T o r o n t o  - M o n t r e a l  
2 .  Vancouver - V i c t o r i a  
3. T o r o n t o  - Winnipeg 

F i n a l l y ,  t h e  A.T.B. recommended and t h e  Government 

c o n c u r r e d  t h a t  C .P ,A, I s  a p p l i c a t i o n  s h o u l d  be d e n i e d  b e c a u s e  

o f  t h e  l a c k  o f  t r a f f i c  p o t e n t i a l  b u t  t h a t  it s h o u l d  be g i v e n  

a o n c e - d a i l y  t r a n s c o n t i n e n t a l  f l i g h t  b u t  o n l y  a  l i n k  be tween 



F i g u r e  3  

P r o f i t s  and  L o s s e s  o f  T.C.A.'s R o u t e s ,  1957 

- m i l l i o n s  o f  d o l l a r s  - 
P r o f i t a b l e  Rou tes :  

T r a n s - A t l a n t i c  and W e s t  I n d i e s  $ 3.7 
T r a n s c o n t i n e n t a l  - 5.7 $ 9.4 

P o t e n t i a l l y  P r o f i t a b l e :  
Canada - U.S .A. R o u t e s  
Quebec  - Seven I s l a n d s  
Newfoundland 

P r o f i t a b l e ,  Long Term: 
P a c i f i c  C o a s t  
M a r i t i m e s  

S o c i a l  Rou tes  ( r o u t e s  n o t  l i k e l y  t o  
be p r o f i t a b l e  i n  t h e  f o r e s e e a b l e  
f u t u r e )  

P r a i r i e s  and F o o t h i l l s  
G r e a t  Lakes 
N o r t h e r n  Quebec  and  O n t a r i o  

A l l  Cargo Rou tes  
O v e r a l l  Route  S u r p l u s  

S o u r c e :  Department  o f  T r a n s p o r t ,  A i r l i n e  C o m p e t i t i o n  i n  
Canada 1958,  p .  31. 

i t s  i n t e r n a t i o n a l  s e r v i c e s .  It was t h e  f i r s t  t i m e  t h a t  a  

C l a s s  1 s e r v i c e  had a  f r e q u e n c y  r e s t r i c t i o n  imposed. T h i s  

was t h e  v e r y  minimum amount o f  t r a n s c o n t i n e n t a l  c o m p e t i t i o n ,  

s u f f i c i e n t  t o  honour  t h e  Government ' s  p l e d g e  t o  i n t r o d u c e  

c o m p e t i t i o n  b u t  s m a l l  enough,  t h e  Government hoped,  t o  a v o i d  

t h e  a d v e r s e  economic e f f e c t s  which M r .  W h e a t c r o f t  had f o r e c a s t  

would r e s u l t  from even two d a i l y  c o m p e t i t i v e  t r a n s c o n t i n e n t a l  

f l i a h t s  . 6  

6.  Corbe t t ,  P o l i t i c s  and  t h e  A i r l i n e s ,  p .  174 .  



2.  O t h e r  A c t i v i t i e s  

The M i n i s t e r  o f  T r a n s p o r t ,  t h e  Hon. George  Hees, 

announced i n  J u l y ,  1958,  t h a t  C l a s s  4C c a r r i e r s ,  which  used  

l i g h t  a i r c r a f t  w i t h  a  d i s p o s a b l e  l o a d  o f  less t h a n  1 , 6 0 0  pounds 

t o  s e r v e  s m a l l  towns and remote a r e a s  w i t h  c h a r t e r  o r  on-demand 

f l i g h t s ,  would c e a s e  t o  be p r o t e c t e d  from c o m p e t i t i o n  and  t h a t  

any  q u a l i f i e d  a p p l i c a n t  would be i s s u e d  a  l i c e n s e .  The 

Government opened C l a s s  4B c a r r i e r s  t o  c o m p e t i t i o n  i n  December 

1959.  C l a s s  4B c a r r i e r s  u sed  a i r c r a f t  on t h e  same t y p e s  o f  

r o u t e s  w i t h  a  d i s p o s a b l e  l o a d  be tween 1 , 6 0 0  and 6 , 0 0 0  pounds.  

Al though some " o l d "  c a r r i e r s  ceased  o p e r a t i n g  and "new" o n e s  

commenced o p e r a t i o n s  o v e r a l l  t h e  o p e r a t i o n s  a s  a  group grew 

n a t u r a l l y .  I n  1963  a f t e r  t h e  L i b e r a l s  had been  r e e l e c t e d  a s  

t h e  Government o f  Canada t h e s e  " d a n g e r s "  o f  l a i s s e z - f a i r e  

c o m p e t i t i o n  w e r e  e l i m i n a t e d .  

D. The Canadian  T r a n s p o r t  Commission 

I n  1967 t h e  N a t i o n a l  T r a n s p o r t a t i o n  A c t  was e n a c t e d  

which c r e a t e d  t h e  Canadian  T r a n s p o r t a t i o n  Commission ( C  .T .C.) . 
P h e  C.T.C. a c q u i r e d  t h e  r e g u l a t o r y  powers o f  t h e  Board o f  

T r a n s p o r t  Commiss ioners ,  t h e  Canadian  M a r i t i m e  Commission and 

t h e  A i r  T r a n s p o r t  Board and was i n t e n d e d  t o  c o o r d i n a t e  t h e  

d i f f e r e n t  modes o f  t r a n s p o r t .  Each mode o f  t r a n s p o r t  was 

supposed  t o  r e a c h  i t s  best economic a d v a n t a g e  and a s  a  

consequence  t h e r e  was a  deemphas is  on r e g u l a t i o n .  The M i n i s t e r  

o f  T r a n s p o r t ,  t h e  Hon. J.W. P i c k e r s g i l 1 , s e l e c t e d  t h e  best 

man a v a i l a b l e  f o r  t h e  p o s i t i o n  o f  Chairman, h i m s e l f .  The  

C.T.C. was e s t a b l i s h e d  a s  a  c o u r t  o f  r e c o r d .  The A i r  T r a n s p o r t  



Committee i s  t h e  group cha rged  w i t h  t h e  r e s p o n s i b i l i t y  o f  

commercial  a v i a t i o n  i n  Canada. The new Ac t  s t a t e s  t h a t ,  

s u b j e c t  t o  r e s e r v a t i o n s ,  t h e  n a t i o n a l  o b j e c t i v e s  w i l l  most  

l i k e l y  be a t t a i n e d  when t h e  d i f f e r e n t  modes o f  t r a n s p o r t a t i o n  

a r e  ab.le t o  compete unde r  t h o s e  c o n d i t i o n s  which w i l l  e n s u r e  

t h a t  r e g u l a t i o n  w i l l  n o t  r e s t r i c t  t h e  a b i l i t y  o f  o n e  mode 

o f  t r a n s p o r t  t o  compete w i t h  any  o t h e r .  



SECTION 6 

THE REGULATION OF COMMERCIAL AVIATION 

I N  THE U.S.A. 

The N a t i o n a l  Adv i so ry  Committee f o r  A e r o n a u t i c s  o f  

1913 was t h e  f i r s t  f e d e r a l  body i n  t h e  U.S.A, d i r e c t e d  a t  

a v i a t i o n .  I ts  aim was t o  f i n d  s o l u t i o n s  t o  t h e  s c i e n t i f i c  

problems o f  f l i g h t ,  The w o r l d ' s  f i r s t  a i r l i n e  s e r v i c e  

s u c c e s s f u l l y  c a r r i e d  p a s s e n g e r s  from Tampa t o  S t ,  P e t e r s b u r g  

i n  1914,  

S h o r t l y  a f t e r  World War One c a r r i e r s  o p e r a t e d  between 

such  c e n t r e s  a s  New York - A t l a n t i c  C i t y ,  Miami - Nassau ,  

Key W e s t  - Havana, San Pedro  - S a n t a  C a t a l i n a  and S e a t t l e  - 
V i c t o r i a .  

One o f  t h e  ma jo r  a i r l i n e  s e r v i c e s  was t h e  Model Airway 

o f  t h e  U,S, Army A i r  S e r v i c e  which commenced f l i g h t s  be tween t h e  

D i s t r i c t  o f  Columbia and Dayton, Ohio ,  i n  1922. L a t e r  r o u t e s  

were  ex tended  from Long I s l a n d  t o  San Antonio  and Los Ange les ,  

It was t o  d e v e l o p  a i r p o r t s  and n a v i g a t i o n a l  a i d s  b u t  a l s o  

c a r r i e d  a  few government p a s s e n g e r s .  The Model Airway was 

suspended i n  1926 a s  p r i v a t e  o p e r a t o r s  deve loped .  Two s m a l l ,  

b u t  i m p ~ r t a n t ~ c a r r i e r s  commenced s e r v i c e s  i n  1925.  Ryan 

A i r l i n e s  c a r r i e d  o v e r  5 ,600 between Los Angeles  and San Diego 

i n  1926 and t h e  Ford Motor Company opened up r o u t e s  between 

D e t r o i t  - Chicago - C l e v e l a n d .  D e s p i t e  t h e s e  v a r i e d  a c t i v i t i e s  

t h e  g r e a t e s t  amount o f  a e r o n a u t i c a l  ene rgy  was a s s o c i a t e d  w i t h  

t h e  development  o f  t h e  Uni t ed  S t a t e s  A i r  Mail S e r v i c e ,  



A .  COMMERCIAL AVIATION AND REGULAT I O N  BEFORE 1938 

The P o s t  O f f i c e  i n t r o d u c e d  an a i r  m a i l  r o u t e  i n  1918 

from New York C i t y  t o  Washington, D.C., v i a  P h i l a d e l p h i a .  

New York C i t y  and Chicago w e r e  connected  i n  1919 and a  t r a n s -  

c o n t i n e n t a l  r o u t e  t o  San F r a n c i s c o  was completed i n  t h e  n e x t  

y e a r .  

While t h i s  p r a c t i c a l  s e r v i c e  was b e i n g  developed some 

l e g i s l a t i v e  a c t i v i t i e s  a l s o  o c c u r r e d .  The Uniform A e r o n a u t i c s  

Act  o f  1922 s p e l l e d  o u t  v a r i o u s  m a t t e r s  o f  s t a t e  and f e d e r a l  

j u r i s d i c t i o n s  and t h e  Hoover Committee o f  1925 made a  complete 

su rvey  o f  a l l  a s p e c t s  o f  commercial a v i a t i o n  i n c l u d i n g  t h e  

l e g i s l a t i o n  and r e g u l a t i o n  o f  o t h e r  c o u n t r i e s .  The major  i t e m  

was t h e  p a s s a g e  o f  t h e  A i r  Mai l  Act  o f  1925,  known a l s o  a s  

t h e  K e l l y  Act .  

The K e l l y  Act p rov ided  f o r  t h e  t r a n s f e r  o f  t h e  a i r  m a i l  

s e r v i c e ,  under  c o m p e t i t i v e  b i d d i n g ,  f o r  a  p e r i o d  of  f o u r  y e a r s  

t o  p r i v a t e  o p e r a t o r s .  The f i r s t  r o u t e s ,  awarded i n  1926,  

w e r e  f o r  b ranch  l i n e  s e r v i c e s  from t h e  main t r a n s c o n t i n e n t a l  

r o u t e  and i n  1927 t h a t  r o u t e  was a l s o  g iven  up t o  p r i v a t e  

c a r r i e r s .  The l a s t  P o s t  O f f i c e  f l i g h t  was made on August 31, 

1927. Other  governmental  a c t i v i t i e s  a f f e c t i n g  a v i a t i o n  a t  t h i s  

t i m e  w e r e  t h e  Morrow Board, which recommended s e p a r a t e  c i v i l  

and m i l i t a r y  c o n t r o l s  o v e r  a v i a t i o n  on a  n a t i o n a l  l e v e l ,  and 

t h e  A i r  Commerce Act o f  1926,  which a l lowed t h e  S e c r e t a r y  o f  

Commerce t o  l i c e n s e  p i l o t s  and a i r c r a f t ,  i n v e s t i g a t e  a c c i d e n t s ,  

o r g a n i z e  a i r  n a v i g a t i o n  and t o  e s t a b l i s h  a i r  routes.  



D e s p i t e  t h e  prominence  g i v e n  t o  t h e  c a r r i a g e  o f  m a i l s  

some c a r r i e r s  c a r r i e d  p a s s e n g e r s .  Also, i n  1926 t h e  Ford  

Tr i -Motor  made i t s  f i r s t  f l i g h t  and was t h e  f i r s t  a e r o p l a n e  

a b l e  t o  c a r r y  o v e r  t w e l v e  p a s s e n g e r s .  A f t e r  t h i s  commercial  

a v i a t i o n  expanded r a p i d l y  a s  comple t e  f reedom o f  e n t r y  i n t o  

t h e  i n d u s t r y  e x i s t e d .  A l l  o p e r a t o r s  w e r e  f r e e  t o  f l y  w h e r e v e r  

and whenever  t .hey w i s h e d .  

Through a  p r o c e s s  o f  m e r g e r s ,  a c q u i s i t i o n s  and b u s i n e s s  

f a i l u r e s  t h e  f o l l o w i n g  f i v e  l a r g e  a i r l i n e s  emerged: 

American Airways  viati ti on Corp.)  
E a s t e r n  A i r  T r a n s p o r t  
T r a n s c o n t i n e n t a l  A i r  T r a n s p o r t  (T .A.T .) 
U n i t e d  A i r c r a f t  & T r a n s p o r t a t i o n  Corp. 
Western  A i r  E x p r e s s  

However, b y  t h e  u s e  o f  p o l i t i c a l  p r e s s u r e  b y  P o s t m a s t e r  G e n e r a l  

W a l t e r  F. Brown a  merger  o f  Wes te rn  w i t h  T.A.T. r e s u l t e d  i n  

a  new c a r r i e r ,  T r a n s c o n t i n e n t a l  & Western  ~ i r ,  I n c .  (T .w.A.) , 

l e a v i n g  o n l y  f o u r  m a j o r  a i r l i n e s .  

With few e x c e p t i o n s  c a r r i e r s  w e r e  dependen t  upon m a i l  

payments t o  be p r o f i t a b l e  b e c a u s e  a i r c r a f t  w e r e  n o t  e f f i c i e n t  

enough t o  c o v e r  costs w i t h  f a r e s  s u f f i c i e n t l y  low t o  a t t r a c t  

p a s s e n g e r s  away from s u r f a c e  c a r r i e r s .  Brown d e s i g n e d  a  p l a n  

f o r  a i r  m a i l  r o u t e s  t o  improve p o s t a l  s e r v i c e  and  t o  e n c o u r a g e  

p a s s e n g e r  t r a f f i c .  T h i s  p l a n  was p r e s e n t e d  i n  t h e  W a t e r s  A c t  

o f  1930 which  s u b s i d i z e d  a i r  t r a n s p o r t a t i o n  by  b a s i n g  m a i l  

payments  on  t h e  s p a c e  a v a i l a b l e ,  n o t  t h e  s p a c e  o c c u p i e d .  The  

t h r e e  main f e a t u r e s  o f  t h e  A c t  were: 

1. The o l d  s y s t e m  o f  payment by t h e  w e i g h t  
o f  mai l  c a r r i e d  w a s  r e p l a c e d  b y  p a y i n g  up 
t o  $1.25 p e r  m i l e  b y  s p a c e  o f f e r e d  w h e t h e r  
o r  n o t  t h e  s p a c e  was f i l l e d .  



2. A i r  m a i l  c o n t r a c t o r s  w i t h  two y e a r s  o f  
o p e r a t i o n s  c o u l d  exchange  t h e i r  c u r r e n t  
c o n t r a c t s  f o r  t e n  y e a r  r o u t e  c e r t i f i c a t e s .  

3. The P o s t m a s t e r  G e n e r a l  was g i v e n  t h e  
a u t h o r i t y  t o  e x t e n d  or  c o n s o l i d a t e  r o u t e s .  

The  A c t  gave  Brown many d i s c r e t i o n a r y  powers and h e  

used  it t o  f a v o u r  t h e  l a r g e  c a r r i e r s  i n  r e s h a p i n g  t h e  a i r  r o u t e s  

o f  1930.  E a r l y  t h a t  y e a r  h e  h e l d  a  c o n f e r e n c e  a t  which  h e  

i n v i t e d  o n l y  o f f i c i a l s  f rom American,  E a s t e r n ,  T  .A.T . , U n i t e d  

and Western .  Brown wanted  two m o r e  t r a n s c o n t i n e n t a l  r o u t e s .  

T h e s e  w e r e  t h e  "centra1"New York t o  Los Ange le s  v i a  P i t t s b u r g h  

and D a l l a s  and  t h e  " s o u t h e r n "  r o u t e  f rom A t l a n t a  t o  D a l l a s  

and  Los Ange le s .  A f t e r  f o r c i n g  T  .A.T. and  Wes te rn  t o  merge 

h e  g r a n t e d  t h e  r e s u l t i n g  company, T.W.A., t h e  c e n t r a l  

t r a n s c o n t i n e n t a l  r o u t e .  American e v e n t u a l l y  r e c e i v e d  t h e  

s o u t h e r n  t r a n s c o n t i n e n t a l  r o u t e  and was a b l e  t o  e x t e n d  i t s  

r o u t e s  f rom New York t o  L o s  Ange le s  v i a  N a s h v i l l e  and D a l l a s .  

U n i t e d  r e t a i n e d  t h e  o r i g i n a l  New York - San F r a n c i s c o  r o u t e .  

The gene rous  payment f o r  t h e  c a r r i a g e  o f  m a i l  s u b s i d i z e d  t h e  

few r e c i p i e n t  c a r r i e r s  and a s  a  d i r e c t  r e s u l t  c r e a t e d  f o u r  

p o w e r f u l  c a r r i e r s .  

Much o f  Brown's  work was undone b y  d i s c l o s u r e s  o f  h i s  

d i c t a t o r i a l  h igh-handedness  uncovered  a f t e r  h e  was r e p l a c e d  b y  

t h e  Democrats  i n  1933.  The  Ludington  L i n e  c a r r i e d  p a s s e n g e r s  

p r o f i t a b l y  be tween Newark, P h i l a d e l p h i a  and  Washington i n  1930.  

It a p p l i e d  f o r  a n  a i r  m a i l  c o n t r a c t  on  t h e  r o u t e  a t  25C p e r  m i l e  

b u t  Brown awarded t h e  c o n t r a c t  t o  E a s t e r n  a t  89C p e r  m i l e .  

T h i s  i n f o r m a t i o n  was p a s s e d  t o  t h e  S e n a t e ' s  S p e c i a l  C o m m i t t e e  

o n  I n v e s t i g a t i o n  o f  t h e  A i r  M a i l  and Ocean Mai l  C o n t r a c t s ,  



t h e  Black  Committee, i n  1933. A s  a  r e s u l t  o f  t h e  i n v e s t i g a t i o n  

o f  t h i s  and o t h e r  c a s e s  P r e s i d e n t  R o o s e v e l t  c a n c e l l e d  t h e  a i r  

mail c o n t r a c t s  on Februa ry  9 ,  1934. The Army A i r  Corps 

commenced a i r  m a i l  s e r v i c e s  a  few days  l a t e r  and c o n t i n u e d  

u n t i l  June  1, 1934.  

The Black  Committee showed t h a t  Brown had a u t h o r i z e d  

a i r  m a i l  payments o f  o v e r  $56 m i l l i o n  from 1931  t o  1933, 

I t  found t h a t  t w e n t y  o f  t h e  twenty-two a i r  m a i l  c o n t r a c t s  had 

been g r a n t e d  t o  t h r e e  a i r l i n e  groups .  S i n c e  a  v e r y  few men 

were  a b l e  t o  make s p e c t a c u l a r  f i n a n c i a l  g a i n s  Brown's wisdom 

a t  i n v i t i n g  o n l y  a  few c a r r i e r s  t o  p a r t i c i p a t e  i n  t h e  c a r r i a g e  

o f  m a i l  was found t o  be s e v e r e l y  l a c k i n g .  

F o r t y - f i v e  o p e r a t o r s  met on A p r i l  20, 1934,  w i t h  t h e  

new P o s t m a s t e r  G e n e r a l ,  James A. F a r l e y ,  t o  b i d  on new c o n t r a c t s .  

The r a t e  was set a t  a  maximum o f  f o r t y  c e n t s  p e r  m i l e  on  a  

s p a c e  a v a i l a b l e  b a s i s  which was less t h a n  o n e - t h i r d  o f  t h e  

p r e v i o u s  b a s i s ,  a s  shown i n  F i g u r e  4. 

F i g u r e  4 

U.S. A I R L I N E  ROUTES i n  1934 

A .  A i r  Mai l  C o n t r a c t  Routes  i n  1934 

Route 
No, Routes  Mi leaqe  

1. The Biq Four C a r r i e r s  
( s t i l l  e x i s t i n g  i n  1974) 

American 4 F o r t  Worth - 
Los Angeles  1 , 3 2 8  

7 Newark - 
Chica.go 794 

1.8 Boston - Newark 2 0 1  
21 Boston - 

Cleve land  612 

P r e v i o u s  New R a t e  
R a t e  P e r  P e r  

M i l e  M i l e  
e e 



American 

E a s t e r n  

T.W.A. 

Un i t ed  

C l e v e l a n d  - 
N a s h v i l l e  

Newark - 
F o r t  Worth 

Washington - 
Chicago  

Ch icago  - 
F o r t  Worth 

Newark - 
New O r l e a n s  

Newark - Miami 
Ch icago  - 

J a c k s o n v i l l e  

Newark - 
Los A n g e l e s  

Newark - Oakland 
S e a t t l e  - 

San  Diego 
S a l t  Lake C i t y  - 

S e a t t l e  

2. Other  C a r r i e r s  S t i l l  E x i s t i n q  i n  1974 

B r a n i f  f  9  Ch icago  - D a l l a s  955 
D e l t a  24 C h a r l e s t o n  - 

F o r t  Worth 1 , 0 8 7  
G e n e r a l  1 3  S a l t  Lake C i t y  - 

Los Ange le s  778 
(renamed Western  A i r  L i n e s  i n  1941)  

N a t i o n a l  3 1  Daytona - 
S t  . P e t e r s b u r g  1 5 8  

Nor thwes t  3  Fa rgo  - S e a t t l e  1 , 2 8 6  
Varney 29 P u e b l o  - E l  P a s o  530 

(renamed C o n t i n e n t a l  A i r  L i n e s  i n  1937)  

3. O the r  C a r r i e r s  

C e n t r a l  1 4  Washington - 
Detroi t  457 

(merged w i t h  P e n n s y l v a n i a  i n  1936 fo rming  P e n n s y l v a n i a -  
C e n t r a l ;  renamed C a p i t a l  i n  1948  a n d  a c q u i r e d  by  Un i t ed  
i n  1961)  

H a n f o r d ' s  T r i -  
S t a t e  1 6  Ch icago  - Pembina 772 44.33 19.60 

26 S t .Pau1  - Omaha 902 - 18.90  
(renamed Mid-Continent  i n  1938 and  merged w i t h  B r a n i f f  
i n  1952)  

Long & A m a r i l l o  - 
Harman 1 5  B r o w n s v i l l e  1 , 1 2 5  45.00 19.75 
(merged w i t h  B r a n i f  f i n  1935)  



N a t i o n a l  27 Bos ton  - 
Airways ~ u r l i n g t o n /  

Bangor 410 - 
( a c q u i r e d  b y  Boston-Maine Airways i n  1937 ;  renamed 
N o r t h e a s t  i n  1940 and merged w i t h  D e l t a  i n  1972)  

N a t i o n a l  
P a r k  1 9  S a l t  Lake C i t y  - 

G r e a t  F a l l s  517 45.00 
( a c q u i r e d  b y  Western  i n  1937)  

P a c i f i c  
Seaboard  8 Chicago  - 

New O r l e a n s  903 45.00 
(renamed Chicago  & S o u t h e r n  i n  1934  and merged w i t h  
D e l t a  i n  1953)  

P e n n s y l v a n i a  32 De t ro i t  - 
Milwaukee 265 38 -00  

(merged w i t h  C e n t r a l  i n  1936 fo rming  P e n n s y l v a n i a -  
C e n t r a l ;  renamed C a p i t a l  i n  1948 and a c q u i r e d  b y  
Un i t ed  i n  1961)  

R o b e r t s o n  30 New O r l e a n s  - 
Houston 337 45 -00  

( s o l d  t h e  r o u t e  t o  Wedel l -Wil l iams i n  1934 which was 
a c q u i r e d  b y  E a s t e r n  i n  1937)  

Wyoming 1 7  Cheyenne - Pueb lo  201 44.33 35.00 
28 B i l l i n g s  - Cheyenne 405 - 28.50 

(renamed I n l a n d  i n  1938 and abso rbed  by  Western  i n  1952)  

B .  C a r r i e r s  Wi thou t  A i r  M a i l  C o n t r a c t s  

Bos ton  - Maine Airways r o u t e s  i n t o  Maine 
( a c q u i r e d  N a t i o n a l  Airways i n  1937 ;  renamed N o r t h e a s t  i n  
1940 and merged w i t h  D e l t a  i n  1972)  

Bowen A i r  L i n e s  Oklahoma C i t y - T u l s a - F o r t  Worth- 
Dal las -Hous ton  

( a c q u i r e d  b y  B r a n i f f  i n  1935)  

Canadian  C o l o n i a l  Airways New York C i t y  - M o n t r e a l  
(renamed C o l o n i a l  i n  1942 and a c q u i r e d  by  E a s t e r n  
i n  1956)  

G o r s t  A i r  T r a n s p o r t  l o c a l  Washington S t a t e  r o u t e s  
( c e a s e d  o p e r a t i o n s  i n  1935)  

Koh le r  A v i a t i o n  Corp. Milwaukee-Grand R a p i d s - D e t r o i t  
( a c q u i r e d  b y  P e n n s y l v a n i a  i n  1934 ;  merged w i t h  
C e n t r a l  i n  1936 forming  P e n n s y l v a n i a - C e n t r a l ;  
renamed C a p i t a l  i n  1948  and a c q u i r e d  b y  Un i t ed  i n  1961)  

Reed A i r l i n e s  Oklahoma C i t y  - W i c h i t a  F a l l s  
(ceased operat ions i n  1934) 



U.S. Airways Denver - S a l i n a  - Kansas C i t y  
( c e a s e d  o p e r a t i o n s  i n  1934)  

Wedel l -Wil l iams A i r  S e r v i c e  Corp. New O r l e a n s  - F o r t  Worth 
( a c q u i r e d  New O r l e a n s  - Houston a i r  m a i l  r o u t e  from 
R o b e r t s o n  i n  1934 and a c q u i r e d  by  E a s t e r n  i n  1937)  

Wilmington - C a t a l i n a  A i r l i n e  Wilmington - C a t a l i n a ,  
C a l i f o r n i a .  

(renamed C a t a l i n a  A i r  T r a n s p o r t  i n  1941;  c e a s e d  
o p e r a t i o n s  i n  1955)  

S o u r c e s :  R.E.G. D a v i e s ,  A H i s t o r y  o f  t h e  W o r l d ' s  A i r l i n e s ,  
pp .  130-3. 

R.E.G. D a v i e s ,  A i r l i n e s  o f  t h e  U.S. S i n c e  1914,  
pp. 603-5 

Al though t h e  a i r  m a i l  r o u t e s  awarded w e r e  t o  b e  t empora ry  

t h e y  w e r e  l a t e r  made permanent  and t h e  U.S. a i r l i n e  r o u t e s  

o f  t o d a y  a r e  b a s e d  on  t h o s e  awards .  The h a r s h  r e a l i t y  o f  

e a r l y  a i r l i n e  economics a l l o w e d  o n l y  a  few o t h e r  c a r r i e r s  

t o  o p e r a t e  o t h e r  t h a n  t h e  f o r t u n a t e  e i g h t e e n  which r e c e i v e d  

a i r  m a i l  c o n t r a c t s .  Al though t h e  "B ig  Four"  c a r r i e r s  

r e c e i v e d  61.2 p e r c e n t  o f  t .he  28,556 m i l e s  o f  a i r  m a i l  

r o u t e s  a  number o f  o t h e r  c a r r i e r s  had been  a l l o w e d  t o  

s h a r e  i n  t h e  awards ,  which i n  m o s t  c a s e s  went  t o  t h e  l o w e s t  

b i d d e r .  

Dur ing  t h i s  same p e r i o d  t h e  deve lopment  c o n t i n u e d  o f  

commercial  a i r c r a f t a s  shown i n  F i g u r e  5.  Because  t h e  

F i q u r e  5 

The E a r l y  Development o f  Modern U.S. A i r l i n e r s  

F i r s t  Year  C r u i s i n g  
o f  S e r v i c e  A i r c r a f t  P a s s e n q e r s  Speed 

1 9 3 3  Boeing  247 1 0  
1934 Douglas  DC-2 1 4  
1936 Douglas  DC-3 21 

1 6 0  m p h  
180  mph 
180  mph 

S o u r c e :  R.E.G, D a v i e s ,  A i r l i n e s  o f  t h e  U n i t e d  S t a t e s  S i n c e  
- 914,  P.6'8 



Douglas  DC-3 had a  f i f t y  p e r c e n t  i n c r e a s e  i n  p a y l o a d  and o n l y  

a  t e n  p e r c e n t  i n c r e a s e  i n  o p e r a t i n g  c o s t s  o v e r  t h e  DC-2, 

t h e  DC-3 was t h e  f i r s t  a i r l i n e r  t h a t  o f f e r e d  c a r r i e r s  t h e  

o p p o r t u n i t y  t o  make a i r  t r a n s p o r t a t i o n  p r o f i t a b l e  w i t h o u t  

b e i n g  d e p e n d e n t  upon a i r  m a i l  payments .  

The  c o n c l u s i o n s  o f  t h e  B l a c k  Commit tee  r e s u l t e d  i n  

t h e  A i r  M a i l  Ac t  o f  1934 ,  t h e  Black-McKellar  B i l l ,  which 

p r o h i b i t e d  t h e  u s e  o f  h o l d i n g  companies  i n  a i r  t r a n s p o r t ,  

s e p a r a t e d  a i r l i n e s  f rom a i r c r a f t  m a n u f a c t u r e r s ,  con f i rmed  

t h e  a i r  m a i l  c o n t r a c t s  o f  1934 and made t h e  f o l l o w i n g  

t h r e e  b o d i e s  r e s p o n s i b l e  f o r  t h e  conduc t  o f  t h e  a i r  m a i l  

c a r r i e r s  : 

The P o s t  O f f i c e  - awarded a i r  m a i l  
c o n t r a c t s .  

I n t e r s t a t e  Commerce 
Commission - r e g u l a t e d  r a t e s  

Bureau  o f  Commerce - set  s a f e t y  s t a n d a r d s  and 
was r e s p o n s i b l e  f o r  t h e  
o p e r a t i o n  o f  t h e  a i r w a y s .  

F i n a l l y  t h e  new a c t  c r e a t e d  t h e  F e d e r a l  A v i a t i o n  Commission 

t o  s t u d y  a v i a t i o n  p o l i c y .  

The  F e d e r a l  A v i a t i o n  Commission i n  1935 recommended 

t h a t  a  s e p a r a t e  government body s h o u l d  be c r e a t e d  t o  manage 

t h e  n a t i o n ' s  a i r l i n e  s y s t e m  and  t h a t  t h e  P o s t  O f f i c e  s h o u l d  

be f r e e  t o  u s e  a n y  e x i s t i n g  s e r v i c e .  I n  1935  t h e  Mead 

Amendment t o  t h e  1934  P o s t  O f f i c e  A c t  a l l o w e d  m o d e r a t e  

i n c r e a s e s  t o  t h e  b a s i c  a i r  m a i l  s y s t e m .  From 1935  t o  1938  

a  number of new s m a l l  a i r l i n e s  e n t e r e d  t h e  i n d u s t r y  b u t  o n l y  

o n e ,  M a r q u e t t e ,  r e c e i v e d  a n  a i r  m a i l  c o n t r a c t .  Few o f  t h e  

o t h e r  i n d e p e n d e n t  c a r r i e r s  s u r v i v e d  i n t o  t h e  1 9 4 0 ' s .  



L i k e  o t h e r  b u s i n e s s  t h e  a i r l i n e s  found t h e  d e p r e s s i o n  

o f  t h e  1 9 3 0 ' s  d i f f i c u l t  t o  o p e r a t e  i n  and t h e r e  was a  demand 

b y  some o p e r a t o r s  f o r  p r o t e c t i o n .  S m a l l  companies  w i t h o u t  

t h e  b e n e f i t  o f  a i r  m a i l  c o n t r a c t s  w e r e  g o i n g  o u t  o f  b u s i n e s s  

and t h e  l a r g e r  f i r m s  w e r e  f l y i n g  l a r g e r  and  f a s t e r  

a i r c r a f t .  A s  w e l l  t h e  d i f f i c u l t i e s  o f  h a v i n g  t h e  

r e s p o n s i b i l i t y  f o r  a i r  m a i l  a e r o n a u t i c s  d i v i d e d  be tween 

t h r e e  d e p a r t m e n t s  and a  l o o p h o l e  i n  t h e  c o m p e t i t i v e  b i d d i n g  

s y s t e m  r e q u i r e d  r e c t i f i c a t i o n .  B i d s  w e r e  u s u a l l y  won by  

t h e  l o w e s t  b i d d e r  and t h e  w i n n i n g  c a r r i e r  had t o  a c c e p t  

t h a t  w i n n i n g  r a t e  f o r  a  maximum o f  o n e  y e a r .  Aftet t h a t  

t h e  I n t e r s t a t e  Commerce Commission cou ld  a d j u s t  t h a t  w i n n i n g  

r a t e  t o  a  r e a s o n a b l e  l e v e l .  I n  o n e  example,  E a s t e r n  

s u b m i t t e d  t h e  w i n n i n g  b i d  o f  zero c e n t s  p e r  m i l e  on a  r o u t e  

from San A n t o n i o  t o  Houston.  I n  o r d e r  t o  b r i n g  o r d e r  t o  

t h e  i n d u s t r y  p o l i t i c i a n s  worked toward  some b u r e a u c r a t i c  

c o n t r o l s  o v e r  commercial  a v i a t i o n .  

P r e s i d e n t  R o o s e v e l t  s i g n e d  t h e  McCarran - Lea B i l l  

i n  1938 which became t h e  C i v i l  A e r o n a u t i c s  Ac t .  I n  t h e  

y e a r s  1 9 1 8  t h r o u g h  1937 ,  p r i o r  t o  t -he  p a s s a g e  o f  t h e  

C i v i l  A e r o n a u t i c s  A c t ,  t h e r e  had b e e n ,  b y  o n e  c o u n t ,  

f i f t e e n  ma jo r  and s e v e r a l  minor  c o n g r e s s i o n a l  i n v e s t i g a t i o n s  

i n  t h e  f i e l d  o f  a e r o n a u t i c s .  
7  

A l l  p r e v i o u s  l e g i s l a t i o n  had 

a p p l i e d  t o  a i r  m a i l  c a r r i e r s  o n l y  and t h e  new a c t  was t h e  

7.  Caves ,  A i r  T r a n s p o r t  and I ts R e q u l a t o r s ,  p.123. 



f i r s t  s t e p  i n  i n t r o d u c i n g  r e g u l a t i o n  t o  a l l  commercial 

i n t e r s t a t e  a i r  c a r r i e r s .  

B . THE CIVIL AERONAUTICS BOARD - 
The C i v i l  A e r o n a u t i c s  Act o f  1938 c r e a t e d  t h e  C i v i l  

A e r o n a u t i c s  A u t h o r i t y  (c.A.A.) . The C.A.A. was g iven  

r e g u l a t o r y  powers o v e r  a i r  m a i l  r a t e s ,  a i r l i n e  t a r i f f s  and 

a i r l i n e  b u s i n e s s  p r a c t i c e s ,  which i n c l u d e d  o v e r s e e i n g  

c o m p e t i t i o n  and m e r g e r s ,  and remains a s  t h e  b a s i c  law 

govern ing  p u b l i c  c o n t r o l  o f  U.S. c i v i l  a v i a t i o n  t o d a y .  

The p a s s a g e  o f  t h e  Act a l s o  meant t h a t  f o r  t h e  f i r s t  t i m e  

any  o p e r a t o r  i n  t h e  U.S. w i s h i n g  t o  f l y  any  r o u t e  had t o  

r e c e i v e  a  non-exc lus ive  c e r t i f i c a t e  from t h e  C.A .A. b e f o r e  

s t a r t i n g  t h e  s e r v i c e .  A l l  e x i s t i n g  c a r r i e r s  were  g i v e n  

" g r a n d f a t h e r  r i g h t s "  f o r  t h e i r  r o u t e s ,  which were  permanent 

c e r t i f i c a t e s ,  a f t e r  t h e y  had s a t i s f i e d  t h e  C.A.A. w i t h  t h e i r  

q u a l i f i c a t i o n s .  I n  1940, P r e s i d e n t  Rooseve l t  r e o r g a n i z e d  

t h e  C.A.A. a s  t h e  C i v i l  A e r o n a u t i c s  Board (c.A.B.) . 
During World War Two the U.S . A . ' s  t h r e e  major  

a i r l i n e r  m a n u f a c t u r e r s  each  developed a  four -eng ine  l o n g  

range  a e r o p l a n e ,  a s  shown i n  F i g u r e  6.  A l l  were  used  by  

F i g u r e  6  

War T i m e  Four Engine T r a n s p o r t  A i r c r a f t  

F i r s t  Year 
o f  S e r v i c e  A i r c r a f t  

Maximum C r u i s i n g  
S e a t s *  Speeds Range 

1940 Boeing 307 S t r a t o l i n e r  33 200 mph 1 , 2 0 0  
m i l e s  

194 2 Douglas DC-4 40 205 mph 2 ,500 
1944 Lockheed C-69 C o n s t e l l a t i o n  54 310 mph 3 ,000  

* S e a t s  a r e  p r e s e n t e d  f o r  f i r s t  c l a s s  o n l y .  

Source :  R,E.G. Dav ies ,  A i r l i n e s  o f  t h e  Uni ted  S t a t e s  S i n c e  
1914,  pp. 658-9. - 



t h e  m i l i t a r y  f o r  t h e  d u r a t i o n  o f  t h e  war.  Both 

m a n u f a c t u r e r s  and a i r l i n e s  r e c e i v e d  i n v a l u a b l e  e x p e r i e n c e  

a s  a  r e s u l t  o f  t h e  w a r ' s  demands, Manufac tu re r s  added t o  

t h e i r  knowledge o f  t h e  r equ i rement s  o f  f a s t ,  h i g h  a l t i t u d e ,  

l o n g  d i s t a n c e  mul t i - eng ined  a i r c r a f t  and t h e  a i r l i n e s  were  

c a l l e d  upon t o  o p e r a t e  f l i g h t s  t o  a l l  p a r t s  o f  t h e  w o r l d .  

1. The Domestic Trunk C a r r i e r s  

Dur ing  World War Two t h e  t h r e e  major  t r a n s c o n t i n e n t a l  

a i r l i n e s ,  American, T ,W,A, and U n i t e d ,  were  g iven  a c c e s s  t o  

t h e  ma jo r  n o r t h e a s t  U.S ,A. c i t i e s  o f  Boston ,  P h i l a d e l p h i a  

and Washington,  a s  w e l l  a s  New York C i t y ,  T.W,A, was 

a l lowed  i n t o  San F r a n c i s c o  from Los Angeles  and Western a  

l i t t l e  l a t e r .  Pennsy lvan ia -Cen t ra l  was g iven  a  New York 

C i t y  - Chicago r o u t e .  

The end o f  t h e  war saw commercial a v i a t i o n  come o f  

a g e .  T.W.A. i n t r o d u c e d  i t s  f a s t  p r e s s u r i z e d  Lockheed 

C o n s t e l l a t i o n s  on February  1 5 ,  1946,  between Los Angeles  

and New York C i t y ,  American w a s  o n l y  a b l e  t o  respond 

w i t h  s l o w e r  u n p r e s s u r i z e d  Douglas DC-4's on March 7,  1946, 

a s  d i d  Uni t ed  a  l i t t l e  l a t e r .  Un i t ed  q u i c k l y  o r d e r e d  

Douglas DC-6's which were  l a r g e r  and f a s t e r  p r e s s u r i z e d  

v e r s i o n s  o f  t h e  DC-4. Uni t ed  i n t r o d u c e d  t h e s e  p l a n e s  on 

A p r i l  27, 1947,  and American fo l lowed  on May 20, 1947. 

Tha t  same y e a r  American and T.W,A, s t a r t e d  s e r v i n g  San 

F r a n c i s c o  and Uni t ed  e n t e r e d  Los Angeles  v i a  Chicago,  

Northwest  opened a  n o r t h e r n  t r a n s c o n t i n e n t a l  r o u t e  from 

S e a t t l e  t o  New York C i t y  and Western e n t e r e d  P o r t l a n d  

and S e a t t l e  from C a l i f o r n i a ,  



The development  o f  modern medium r a n g e  a i r c r a f t ,  s u c h  a s  

t h e  C o n v a i r l i n e r ,  and  t h e  u s e  o f  s u r p l u s  t r a n s p o r t s  by  

t h e  e n t e r p r i s i n g  nonschedu led  o p e r a t o r s  (see S e c t i o n  11)  

i n  coach s e r v i c e s  b r o u g h t  a  g r e a t  e x p a n s i o n  i n  a i r  t r a f f i c .  

P e n n s y l v a n i a - C e n t r a l  was renamed C a p i t a l  i n  1948  

and on  November 8 ,  1948,  i n t r o d u c e d  t h e  f i r s t -  s u s t a i n e d  

coach  c l a s s  s e r v i c e ,  t h e  Nighthawk be tween Chicago  and 

New York C i t y .  A s  a  s m a l l  weak c a r r i e r  i n  a  c o m p e t i t i v e  

marke t  C a p i t a l  was f o r c e d  t o  f i n d  u n i q u e  ways t o  s u r v i v e .  

On September  7 ,  1949,  t h e  C.A.B. made i t s  f i r s t  p u b l i c  

pronouncement o n  coach  s e r v i c e  and s t a t e d  t h a t  it 

g e n e r a t e d  a d d i t i o n a l  t r a f f i c  and c o u l d  be o f f e r e d  b y  t h e  

s c h e d u l e d  c a r r i e r s  unde r  s p e c i a l  c o n d i t i o n s .  Some o f  t h e  

c o n d i t i o n s  w e r e  t h a t  t h e  r o u t e s  had t o  h a v e  h i g h  d e n s i t y  

t r a f f i c ,  s c h e d u l e s  had t o  be a r r a n g e d  s o  t h a t  t h e y  would 

min imize  t h e  d i v e r s i o n  o f  t r a f f i c  f rom t h e  r e g u l a r  

s c h e d u l e s ,  a i r c r a f t  had t o  be f i t t e d  w i t h  h i g h  d e n s i t y  

s e a t i n g  and a  number o f  p a s s e n g e r  s e r v i c e s ,  such  a s  m e a l s ,  

f u l l  r e s e r v a t i o n  s e r v i c e s  and e x t r a  s t e w a r d e s s e s ,  had t o  

be d ropped .  A minor  change  made on D e c e m b e r  2 ,  1949,  

removed t h e  r e q u i r e m e n t  o f  o f f - h o u r  s c h e d u l e s  on t r a n s -  

c o n t i n e n t a l  f l i g h t s  and a l l o w e d  t h e  u s e  o f  Douglas  DC-6's. 

By 1950 most o f  t h e  s c h e d u l e d  t r u n k  c a r r i e r s  o f f e r e d  a  

s i g n i f i c a n t  number o f  coach f l i g h t s .  Emphasis was p l a c e d  

on  t h e  c a r r i e r ' s  w e l f a r e  r a t h e r  t h a n  t h e  b e n e f i t s  o f  low 



8 
c o s t  f a r e s  t o  t h e  p u b l i c .  It was n o t  u n t i l  1951  t h a t  

t h e  C.A.B. f o c u s e d  i t s  a t t e n t i o n  on  t h e  p u b l i c  i n t e r e s t  

and a c t i v e l y  encouraged  t h e  e x t e n s i o n  o f  coach  s e r v i c e s .  

U n i t e d  had b e e n  r e l u c t a n t  t o  i n t r o d u c e  coach  f l i g h t s  

b u t  a f t e r  t h e  s u c c e s s  o f  i t s  s e r v i c e s  i n  C a l i f o r n i a  became 

a n  a g g r e s s i v e  coach  o p e r a t o r .  C o m p e t i t i o n  f o r c e d  t h e  

r a p i d  growth o f  coach  s e r v i c e s  and t h e  c a r r i e r s  w e r e  

a l l o w e d  t o  o p e r a t e  coach  f l i g h t s  a t  any  h o u r  and  t h e  

s t a n d a r d  o f  s e r v i c e  was upgraded  so t h a t  e v e n t u a l l y  more 

coach  t h a n  f i r s t  c l a s s  t r a f f i c  was c a r r i e d .  Improved 

a i r l i n e r s  and t h e  coach s e r v i c e s  b r o u g h t  a b o u t  t h e  s econd  

t r a f f i c  boom o f  t h e  p o s t w a r  p e r i o d .  The  Douglas  DC-6B, 

a n  improved DC-6 and c o n s i d e r e d  t h e  w o r l d ' s  m o s t  economic 

p i s t o n  e n g i n e d  a i r l i n e r ,  e n t e r e d  s e r v i c e  w i t h  U n i t e d  and  

American i n  A p r i l  1951 .  T.W.A. i n t r o d u c e d  t h e  Lockheed 

L. 1049  S u p e r  C o n s t e l l a t i o n  i n  September  1952.  F u r t h e r  

r e f i n e m e n t s  w e r e  made t o  t h e s e  a i r c r a f t  d e s i g n s  s o  t h a t  

n o n s t o p  t r a n s c o n t i n e n t a l  f l i g h t s  w e r e  p o s s i b l e  w i t h  t h e  

Lockheed L. 1049  C S u p e r  C C o n s t e l l a t i o n  ( e a s t b o u n d  o n l y )  

i n t r o d u c e d  b y  T.W.A. o n  October 1 9 ,  1953 ,  and t h e  

Douglas  DC-7, i n t r o d u c e d  by  Amer ican  on  November 29, 1953 ,  

f o l l o w e d  b y  U n i t e d  on  J u n e  1, 1954.  With t h e  i n t r o d u c t i o n  

o f  t h e  Lockheed L.1049 G S u p e r  G C o n s t e l l a t i o n  soon  a f t e r  

T.W.A. was able t o  o p e r a t e  n o n s t o p  t r a n s c o n t i n e n t a l  

8. Warren R o s e ,  "The A i r  Coach P o l i c i e s  o f  t h e  C i v i l  
~ e r o n a u t  i cs  Board ,  " ( T r a n s p o r t a t i o n  J o u r n a l  : 
S p r i n g  1963)  1 7 .  



f l i g h t s  i n  b o t h  d i r e c t i o n s .  

T h e r e  were a  number o f  s i g n i f i c a n t  changes  i n  t h e  

a i r l i n e  r o u t e  p i c t u r e  i n  t h e  1 9 5 0 ' s  and  1 9 6 0 ' s .  I n  1952 

Wes te rn  a b s o r b e d  I n l a n d  w h i l e  B r a n i f f  merged w i t h  Mid 

C o n t i n e n t .  D e l t a  and Ch icago  & S o u t h e r n  merged i n  1953  

and C o n t i n e n t a l  merged w i t h  P i o n e e r  i n  1955 .  I n  1955  t h e  

C.A.B. made t h r e e  i m p o r t a n t  series o f  r o u t e  awards .  I n  

t h e  f i r s t  c a s e  Nor thwes t  was g i v e n  a  r o u t e  be tween  New 

York and Ch icago ,  T.W.A. was g r a n t e d  a  New York - D e t r o i t  - 
Chicago  s e r v i c e  and  C a p i t a l  was awarded a  number o f  

n o n s t o p  r o u t e s  f rom New York i n c l u d i n g  o n e  t o  Chicago .  

I n  a n o t h e r  c a s e  t h a t  y e a r ,  T.W.A. was a l l o w e d  t o  s e r v e  

Denver ,  U n i t e d  g r a n t e d  r i g h t s  i n t o  Kansas  C i t y ,  American 

a  Chicago  - San F r a n c i s c o  r o u t e ,  C o n t i n e n t a l  a  Ch icago  - 

Kansas  C i t y  - Denver - L o s  Ange le s  s e r v i c e  and  Wes te rn  a  

r o u t e  be tween  San  F r a n c i s c o  and  Denver v i a  Reno and  

S a l t  Lake C i t y .  I n  t h e  t h i r d  i m p o r t a n t  c a s e  t h a t  y e a r  

B r a n i f f  and  D e l t a  w e r e  g r a n t e d  r o u t e s  f rom Texas  t h r o u g h  

t o  Washington ,  D.C., and New York C i t y .  The  n e x t  i m p o r t a n t  

r o u t e  award went  t o  N o r t h e a s t  i n  1956 for  a  r o u t e  be tween  

New York C i t y  and p o i n t s  i n  F l o r i d a .  T h i s  f o l l o w e d  t h e  

merge r  of E a s t e r n  and  C o l o n i a l .  I n  1961  U n i t e d  and 

C a p i t a l  merged and r o u t e s  be tween  F l o r i d a  and  C a l i f o r n i a  

w e r e  g r a n t e d  t o  D e l t a  and  N a t i o n a l .  B r a n i f f  i n  1966  

r e c e i v e d  a  r o u t e  f rom S e a t t l e  t o  T e x a s  and i n  1967  

E a s t e r n  was g i v e n  a  S e a t t l e  - S t .  L o u i s  s e r v i c e  and 

C o n t i n e n t a l  a  S e a t t l e  - Texas  r o u t e .  A l s o  i n  t h a t  y e a r  



Western  merged w i t h  P a c i f i c  N o r t h e r n ,  t h e  ma jo r  A laskan  

c a r r i e r .  An i n t e r e s t i n g  r o u t e  award was made t o  

C o n t i n e n t a l  i n  1969 f o r  a  s e r v i c e  be tween S e a t t l e  and  

C a l i f o r n i a ,  s i n c e  t h e  p o i n t s  i n  C a l i f o r n i a  w e r e  s a t e l l i t e  

towns f o r  t h e  l a r g e r  c e n t r e s ;  San  Jose for  San F r a n c i s c o  

and  O n t a r i o  and  Burbank f o r  Los Ange le s .  I n  1 9 7 1  Wes te rn  

r e c e i v e d  a  r o u t e  from S e a t t l e  t o  M i n n e a p o l i s  and E a s t e r n  a  

r o u t e  from M i n n e a p o l i s  t o  Miami. The  l a t e s t  merger  was 

between D e l t a  and  N o r t h e a s t  i n  1972.  

The  S o u t h e r n  T i e r  C o m p e t i t i v e  Nonstop I n v e s t i g a t i o n  

o f  1969 was t h e  l a s t  o f  t h e  ma jo r  d o m e s t i c  p o s t w a r  r o u t e  

awards .  F i g u r e  7  p r e s e n t s  t h o s e  awards  a l o n g  w i t h  t h e  

incumbent  c a r r i e r s .  

F i g u r e  7. 

S o u t h e r n  T i e r  Awards b v  Marke t  

Marke t  

A t l a n t a  - Los Ange le s  
A t l a n t a  - San F r a n c i s c o  
Miami - Los Ange le s  
Miami - San F r a n c i s c o  
Memphis/Birmingham - 

Los R n g e l e s  
H u n t s v i l l e  - Los Ange le s  
D a l l a s  - New O r l e a n s  - 

Tampa - Miami 
D a l l a s  - A t l a n t a  
Houston - Miami 
Houston - San F r a n c i s c o  
D a l l a s  - Los Ange le s  
D a l l a s  - Phoenix  
Los Ange le s  - Albuquerque  - 

D a l l a s  

C a r r i e r s  Incumbent 
S e l e c t e d  : C a r r i e r s  : 

E a s t e r n  
N a t i o n a l  
N o r t h e a s t  
D e l t a  

U n i t e d  
U n i t e d  

B r a n i f  • ’ , E a s t e r n  
E a s t e r n  
D e l t a  
American 
Cont inerWB1 
D e l t a  

Texas  I n t e r -  
n a t i o n a l  

D e l t a  
D e l t a  
N a t i o n a l  
N a t i o n a l  

American 
None 

E a s t e r n  1 

D e l t a  
N a t i o n a l  
N a t i o n a l  
American, D e l t a  
American 

1. Eas te rn . ;  o p e r a t e d  unde r  an  exempt ion  



Las  Vegas - Albuque rque  - F r o n t i e r  C o n t i n e n t a l  
D a l l a s  (~lbuquerque- alla as) 

Chicago  - Albuque rque  and 
Albuque rque  - San 
F r a n c i s c o  C o n t i n e n t a l  T  .W.A. 

M i a m i  - Houston and 
New O r l e a n s  
D a l l a s  ( a l l - c a r g o )  A i r l i f t  None 

S o u r c e :  A v i a t i o n  Week and  S p a c e  Techno logy ,  
Augus t  4 ,  1969 ,  p.32. 

Merge r s  and p roposed  m e r g e r s  w e r e  p o p u l a r  t o p i c s  

d u r i n g  t h e  1 9 6 0 ' s  and t h e  1 9 7 0 ' s .  The  m a j o r  o n e s  a r e  

shown i n  F i g u r e  8. 
F i g u r e  8 

U.S. DOMESTIC TRUNK AIRLINE MERGERS AND 
PROPOSED MERGERS OF THE SIXTIES 

AND SEVENTIES 

Y e a r  - A i r l i n e s  

1 9 6 1  U n i t e d  - C a p i t a l  Merger  

1962  American - E a s t e r n  P r o p o s a l  
Pan American - T.W.A. P r o p o s a l  

1967  B r a n i f f  - Pan American - 
Grace Merger  

E a s t e r n  - Mackey Merger  
Wes te rn  - P a c i f i c  N o r t h e r n  Merger  

1969  Nor thwes t  - N o r t h e a s t  P r o p o s a l  

1970  American - Weste rn  P r o p o s a l  

1971  American - T r a n s  - C a r i b b e a n  Merger  
E a s t e r n  - C a r i b a i r  Merger  
Nor thwes t  - N a t i o n a l  P r o p o s a l  
Pan American - E a s t e r n  P r o p o s a l  

1972  D e l t a  - N o r t h e a s t  Merger  

S o u r c e :  Moody's T r a n s p o r t a t i o n  Manual 1973.  

The  L o c a l  S e r v i c e  Carr iers  

T h e r e  was o n e  a r e a  which  saw a n  i n c r e a s e  i n  t h e  

number o f  s c h e d u l e d  d o m e s t i c  c a r r i e r s .  Many s m a l l e r  



American communi t ies  d e s i r e d  a i r l i n e  s e r v i c e  and t h e  C.A.B. 

made a  f a r - r e a c h i n g  d e c i s i o n  i n  1943  t o  a l l o w  a  s m a l l  

c a r r i e r ,  P i o n e e r ,  t o  i n i t i a t e  a  r o u t e  from Houston t o  

A m a r i l l o  v i a  A b i l e n e  and s e r v i c e  commenced i n  1945 .  

P o l i t i c i a n s  w e r e  q u i c k  t o  f i n d  t h e  f e e d e r  a i r  s e r v i c e  a 

p o p u l a r c a u s e  and F i g u r e  9  shows t h e  number o f  l o c a l  c a r r i e r s  

F i q u r e  9 

Commencement o f  L o c a l  C a r r i e r  S e r v i c e s  

Year  N o .  o f  L o c a l  C a r r i e r s  Commencing 
- Ope r a t  i o n  

S o u r c e :  R.E.G. D a v i e s ,  A i r l i n e s ,  o f  t h e  U n i t e d  S t a t e s  S i n c e  
1914 ,  p .  619 - 623 - 

t h a t  began  s e r v i c e  b y  y e a r .  The f e e d e r  a i r l i n e s  w e r e  i s s u e d  

permanent  c e r t i f i c a t e s  and d e s i g n a t e d  a s  L o c a l  S e r v i c e  

C a r r i e r s  i n  1955.  

F u r t h e r  e x p a n s i o n  was g r a n t e d  t o  t h e  l o c a l  s e r v i c e  

c a r r i e r s  and  b y  1957 s o m e  w e r e  d i r e c t l y  compet ing  w i t h  t h e  

Trunk  C a r r i e r s .  The  l o c a l s  w e r e  h a v i n g  a  d i f f i c u l t  t i m e  

making money so i n  1959  t h e  C.A.B. i n s t i t u t e d  i t s  " U s e  It 

o r  Lose  I t "  p o l i c y .  T h i s  meant  t h a t  c i t i e s  which g e n e r a t e d  

less  t h a n  1 , 8 0 0  p a s s e n g e r s  a n n u a l l y  would lose t h e i r  a i r l i n e  

s e r v i c e .  I n  t h e  1 9 6 0 ' s  t h e  C.A.B. a l l o w e d  t h e  t r a n s f e r  o f  

a i r c r a f t  and r o u t e s  t o  s m a l l e r  c e n t r e s  f rom t h e  t r u n k  c a r r i e r s  

t o  t h e  l o c a l  s e r v i c e  c a r r i e r s .  I n  o r d e r  t o  be c o m p e t i t i v e  



w i t h  t h e  t r u n k s '  j e t s  w e r e  added t o  t h e  l o c a l s '  f l e e t s  i n  

1965  and a t  t h e  same t i m e  t h e y  p r e s s e d  t h e i r  demands f o r  

m o r e  and bet ter  r o u t e s .  New r o u t e s  w e r e  g r a n t e d  s i n c e  it 

a p p e a r e d  t o  be o n e  way t o  r e d u c e  t h e  l o c a l  c a r r i e r s '  

s u b s i d i e s .  By 1968  t h e i r  r a p i d  growth  compounded b y  t h e  

a c q u i s i t i o n  o f  e x p e n s i v e  j e t  equipment  and  c o m p e t i t i v e  

r o u t e s  b r o u g h t  many o f  t h e  l o c a l  s e r v i c e  c a r r i e r s  i n t o  

f i n a n c i a l  d i f f i c u l t i e s .  

A s  o n e  consequence  a number o f  m e r g e r s  o c c u r r e d  a s  

shown i n  F i g u r e  1 0 :  

F i g u r e  1 0  

The  F a t e  o f  t h e  O r i g i n a l  L o c a l  S e r v i c e  C a r r i e r s  

1. Loca l  S e r v i c e  C a r r i e r s  Merged w i t h  O t h e r  L o c a l  S e r v i c e  
C a r r i e r s  

A l l e g h e n y  (1972N 1 
Mohawk ( ' 5 2 )  

T Robinson ( ' 48)  

C e n t r a l  
( ' 5 0 f  

A l l  American ( ' 4 9 )  T u r n e r  
( ' 49)  

F r o n t i e r  (1967). 
F r o n t i e r  ( ' 50)  ~en!ral  ( ' 49)  

I 1  
1 

A r i z o n a  ( ' 50)    on arch ( ' 49)  

I Monarch ( ' 46)  
I 

C h a l l e n g e r  ( ' 47)  
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N o r t h  C e n t r a l  (1952)- isc cons in C e n t r a l  (1948)  

Ozark (1950)  

Piedmont  (1948)  

S o u t h e r n  (1949)  

Texas  I n t e r n a t i o n a l  (1968)-~rans - Texas  (1947) 

2. L o c a l  S e r v i c e  C a r r i e r s  A c q u i r e d  b y  Trunk  C a r r i e r s  
T runk  C a r r i e r ,  1974  

B r a n i f f  (195214 ( B r a n i f  f  (1930)  
(Mid C o n t i n e n t  (1950)  

C o n t i n e n t a l  (1955)-(Continental  (1937)-Varney (1931)  
( p i o n e e r  (1945 ) 

3. L o c a l  S e r v i c e  C a r r i e r s  Which Did N o t  S u r v i v e  

C a r r i e r  S e r v i c e  Commenced S e r v i c e  Ended 

F l o r i d a  Ai rways  
P u r d u e  A e r o n a u t i c s  
E.W. Wiggins  Ai rways  
Mid-West A i r l i n e s  

S o u r c e :  R.E.G. D a v i e s ,  A i r l i n g s  o f  t h e  U n i t e d  S t a t e s  S i n c e  1914.  
pp. 619 - 623. 

me r e m a r k a b l e  f . ea tu re  was t h a t  f o r  a l l  i n t e n t s  and  p u r p o s e s  

a l m o s t  a l l  t h e  L o c a l  S e r v i c e  C a r r i e r s  went  t h r o u g h  t h e  same 

t y p e  o f  e x p e r i e n c e s ,  p r i n c i p a l l y  e x p a n s i o n  and  m e r g e r s ,  a s  

d i d  t h e  t r u n k  c a r r i e r s  b e f o r e .  

The  change  i n  t h e  n a t u r e  o f  t h e  l o c a l  s e r v i c e  

a i r l i n e s  l e d  t o  t h e  emergence o f  t h e  T h i r d  L e v e l  C a r r i e r s .  

Under P a r t  298 o f  t h e  C.A.B. economic r e g u l a t i o n s  t h e s e  

c a r r i e r s  w e r e  a l l o w e d  t o  o p e r a t e  s c h e d u l e d  s e r v i c e s  

w i t h o u t  t h e  B o a r d ' s  p e r m i s s i o n  a s  l o n g  a s  t h e  a i r c r a f t  

w e r e  n o t  h e a v i e r  t h a n  1 2 , 5 0 0  pounds ,  a l l  up w e i g h t .  The 

number o f  c a r r i e r s  i n  t h i s  g roup  grew from t w e l v e  i n  1964  



t o  o v e r  200 i n  1968.  These  u n s u b s i d i z e d  c a r r i e r s  f i l l e d  much 

o f  t h e  v o i d  l e f t  when t h e  L o c a l s  grew o u t  o f  t h e i r  t r a d i t i o n a l  

role  o f  s e r v i n g  smaller  communi t ies .  I n  1967 t h e  P o s t  O f f i c e  

i n i t i a t e d  t h e  A i r  T a x i  M a i l  Programme which h a s  s e r v e d  t o  

p r o v i d e  t h e s e  c a r r i e r s  w i t h  a  b a s i s  o f  s u p p o r t .  The 

i n t r o d u c t i o n  o f  t h e  d e  H a v i l l a n d  Canada Twin Otter b y  t h e s e  

c a r r i e r s  i n  1966 gave  them a n  economic 1 8  s e a t  a i r c r a f t  

w i t h i n  t h e  w e i g h t  l i m i t a t i o n s  set  by  t h e  C.A.B. The C.A.B. 

renamed them Commuter A i r  C a r r i e r s  i n  1969.  

3 .  The Jet  Age 

I t  was t h e  i n t r o d u c t i o n  o f  j e t  a i r c r a f t  t h a t  made 

commercial  a i r  t r a n s p o r t  t h e  p r i n c i p a l  p a s s e n g e r  mode o f  

t r a n s p o r t .  Al though t r a n s - A t l a n t i c  c a r r i e r s  commenced 

s u s t a i n e d  j e t  o p e r a t i o n s  f i r s t  i n  Oc tobe r  1958 t h e  d o m e s t i c  

o p e r a t o r s  w e r e  n o t  f a r  b e h i n d  a s  shown i n  F i g u r e  11. 

F i g u r e  11 

D a t e  o f  F i r s t  Jet  S e r v i c e  b y  U.S. Domest ic  Trunk 
A i r l i n e s  

D a t e  - 
Dec.10. 1958  
Jan .25 ,  1959 

Mar.20, 1959 

J u n e  8 ,  1959 

Sep t .18 ,1959  

S e p t  .18,1959 

D e c .  17 ,1959  
D e c .  20,1959 
J a n .  24,1960 
Feb. 18 ,1960  
J u n e  1, 1960 

A i r l i n e  Rou te  

N a t i o n a l  N e w  York - Miami 
American New York - 

Los Angeles  
T.W.A. New York - 

San F r a n c i s c o  
C o n t i n e n t a l  Los Ange le s  - 

Chicago 
Uni t ed  N e w  York - 

San F r a n c i s c o  
D e l t a  N e w  York - 

A t l a n t a  
N o r t h e a s t  N e w  York - Miami 
B r a n i f  f  D a l l a s  - N e w  York 
E a s t e r n  N e w  York - Miami 
N a t i o n a l  N.A. 
Wes tern  Los Ange le s  - 

S e a t t l e  

A i r c r a f t  

Boeing  707 ( l e a s e d )  

Boeing  707 

Boeing  707 

Boeing  707 

Douglas  DC-8 

Douglas  DC-8 
Boeing  707 ( l e a s e d )  
Boeing  707 
DQuglas DC-8 
Douglas  DC-8 

Boeing  707 



S e p t .  16 ,  1960 Nor thwes t  New York - 
S e a t t l e  Douglas  DC-8 

Dec. 15 ,  1960 N o r t h e a s t  N.A. Conva i r  880 
J a n .  8, 1961  C a p i t a l  New York - 

Chicago Boeing  720 
( l e a s e d )  

S o u r c e :  R.E.G. D a v i e s ,  A i r l i n e s  o f  t h e  U n i t e d  S t a t e s  S i n c e  
1914,  p.648. - 

S h o r t - h a u l  j e t s  were  q u i c k l y  deve loped  and  w e r e  a b l e  t o  

t u r n  p r o f i t s  o n  r o u t e s  which had b e e n  uneconomic w i t h  

p r o p e l l e r  a i r c r a f t .  The  p r i n c i p a l  s h o r t - h a u l  j e t s  a r e  

p r e s e n t e d  i n  F i g u r e  1 2 .  

FIGURE 1 2  

FIRST U .S . SHORT-HAUL JET SERVICES 

Max. C r u i s i n g  Range 
D a t e  - A i r l i n e  A i r c r a f t .  S e a t s  Speed ( ~ i l e s )  

J u l y  5,  1960 U n i t e d  Boeing  720 167  600 3 ,000  
J u l y  1 4 , 1 9 6 1  U n i t e d  S.E. 210 

C a r a v e l l e  70 488  1 , 4 5 0  
Feb. 1, 1964 E a s t e r n  Boe ing  727 1 3 1  600 2,500 
Ap l .  25, 1965 B r a n i f  f  BAC One- 

E l e v e n  79 507 1 , 7 6 7  
Dec. 8,  1965 D e l t a  Douglas  DC-9 80 557 1 , 7 0 0  
Ap1.28, 1968 U n i t e d  Boeing  737 119  575 1 , 7 6 0  

S o u r c e :  ROE .Go D a v i e s ,  A i r l i n e s  o f  t h e  U n i t e d  S t a t e s  S i n c e  
1965,  661, - 

A s  t r a f f i c  c o n t i n u e d  t o  grow t h e r e  was a  s e l f - f e e d i n g  

caused  by  t h e  i n t r o d u c t i o n  o f  e v e r - l a r g e r  and more 

economic j e t  a i r c r a f t .  The f i r s t  b i g  j e t s  were  

improved v e r s i o n s  o f  t h e  o r i g i n a l  j e t  a i r l i n e r s  b u t  

on F e b r u a r y  24, 1967,  U n i t e d  i n t r o d u c e d  t h e  s t r e t c h e d  

DC-8-61, which i n c r e a s e d  p o t e n t i a l  s e a t i n g  c a p a c i t y  

f o r t y  p e r c e n t  o v e r  t h e  s t a n d a r d  DC-8 t o  a  maximum o f  

252 seats .  The jets te rmed a s  "jumbo" o r  "wide-bodied" 



g r e a t l y  added  c a p a c i t y  t o  t h e  a i r l i n e s .  The  Boeing  747 was 

t h e  f i r s t  o n e  i n t r o d u c e d  and t h e  o t h e r  U.S. m a n u f a c t u r e r s  

f o l l o w e d a s  shown i n  F i g u r e  13 .  

FIGURE 1 3  

FIRST U .S , WIDE-BODIED JET SERVICES 
Max. C r u i s i n q  Ranqe 

D a t e  A i r l i n e  A i r c r a f t  S e a t s  Speed - ( ~ i l e s )  

J a n .  22, 1970 Pan American Boeing  747 490 625 5 , 8 0 0  
( ~ n t e r n a t i o n a l )  

Feb.25, 1970 T.W.A. Boeing  747 490 625 5 ,800  
Aug.5, 1 9 7 1  American McDonnell- 

Douglas  DC-10 
345 600 2,760 

Apl .  26, 1972 E a s t e r n  Lockheed 
L-1011-1 345 600 3,280 

Source :  R.E.G. D a v i e s ,  A i r l i n e s  o f  t h e  U n i t e d  S t a t e s  S i n c e  
1965 ,  p.661. 

P o s t w a r  t r a f f i c  had grown a t  a r e m a r k a b l e  r a t e ,  a s  shown i n  

F i g u r e  14 .  From 1956 t o  1972 p a s s e n g e r - m i l e s  i n c r e a s e d  

FIGURE 1 4  

REVENUE PASSENGER MILES FLOWN BY U.S. TRUNK CARRIERS. 

T o t a l  Revenue Average  Coach Coach 
P a s s e n g e r  Annual  Revenue a s  a 
Miles I n c r e a s e  P a s s e n q e r  % o f  - 
' 000,000 Over P r e v i o u s  M i l e s  T o t a l  

Year  - 5 Y e a r s  '000 ,000  

% 

S o u r c e :  Moody's T r a n s p o r t a t i o n  Manual 1973 ,  p. a57.  



a t  a n  a v e r a g e  of t w e n t y - f i v e  p e r c e n t  a n n u a l l y .  

D e s p i t e  t h e  g r e a t  growth o f  t r a f f i c  and  t h e  

number o f  new r o u t e  awards  n o  new d o m e s t i c  t r u n k  

c a r r i e r  was a l l o w e d  t o  e n t e r  t h e  i n d u s t r y .  



SECTION 7  

A SURVEY OF THE LITERATURE 

S i n c e  economic r e g u l a t i o n  h a s  many s u p p o r t e r s  and  

p r o b a b l y  a s  many c r i t i c s  it i s  n o t  s u r p r i s i n g  t h a t  a  

c o n s i d e r a b l e  amount of r e s e a r c h  and w r i t i n g s  h a v e  been  

w r i t t e n  a b o u t  t h e  s u b j e c t  a s  it a f f e c t s  commerc ia l  a v i a t i o n .  

A l m o s t  a l l  of it a p p e a r e d  o n l y  i n  t h e  l a s t  t w e n t y - f i v e  y e a r s .  

A .  E a r l y  Works 

The  e a r l i e s t  m a j o r  work o n  a i r l i n e  economics  was 

A i r l i n e  C o m p e t i t i o n  b y  F r e d e r i c k  W. G i l l  and G i l b e r t  L. B a t e s  

i n  1949.  The d a t a  f o r  t h i s  r e p o r t  was c o l l e c t e d  i n  1947  and  

1 9 4 8  and p r e s e n t e d  i n  f i v e  s e c t i o n s .  The  f i r s t  p a r t  r e c o u n t e d  

t h e  growth and  e x t e n t  of U.S. d o m e s t i c  a i r l i n e  c o m p e t i t i o n ,  

t h e  s econd  d e t a i l e d  t h e  s e r v i c e  f e a t u r e s  t h e  p u b l i c  u s u a l l y  

r e c e i v e s  a s  a  r e s u l t  o f  c o m p e t i t i o n  ( eg .  improved a i r c r a f t  

and  g r e a t e r  f l i g h t  f r e q u e n c i e s ) ,  t h e  t h i r d  p r e s e n t s  some 

r o u t e s  where  c o m p e t i t i o n  was p r e s e n t ,  t h e  f o u r t h  d i s c u s s e d  

how c o m p e t i t i o n  a f f e c t e d  a i r l i n e  f a r e s  and  d e t e r m i n e d  t h a t  

c o m p e t i t i o n  had b e e n  r e s p o n s i b l e  t o  a  s i g n i f i c a n t  e x t e n t  f o r  

a  r e l a t i v e l y  l o w  l e v e l  of f a r e s  and  t h e  f i n a l  s e c t i o n  examined 

how c o m p e t i t i o n  a f f e c t e d  c a r r i e r  s e l f - s u f f i c i e n c y .  The main 

c o n c l u s i o n  was t h a t  c o m p e t i t i o n  i s  i n  t h e  p u b l i c  i n t e r e s t  and  

had b e e n  r e s p o n s i b l e  t o  a l a r g e  e x t e n t  fo r  t h e  r a p i d  

deve lopmen t  o f  a i r  t r a n s p o r t  b u t  t h e y  p o i n t e d  o u t  t h a t  i n  

c e r t a i n  i n s t a n c e s  c o m p e t i t i o n  c o u l d  l e a d  t o  uneconomic 



c i r c u m s t a n c e s ,  e s p e c i a l l y  i n  t h o s e  c a s e s  where  a  t h i r d  o r  

f o u r t h  c a r r i e r  migh t  be i n t r o d u c e d  on  a  p a r t i c u l a r  r o u t e .  

The  r e p o r t  went  o n  t o  c o n s i d e r  t h e  d i f f i c u l t y  i n  d e t e r m i n i n g  

which c a r r i e r  s h o u l d  be removed from a  r o u t e  i f  it was t h e  

p r o p e r  p r o c e d u r e .  It i s  a f u l l y  documented work f u l l  o f  

t a b l e s  and s t a t i s t i c s  b u t  f a i l e d  t o  g r a s p  t h e  s i m p l e  n o t i o n  

t h a t  i f  t h e r e  was no r e g u l a t o r y  body t h e n  each  c a r r i e r  

would have  t o  d e t e r m i n e  for i t s e l f  w h e t h e r  o r  n o t  it was 

p r o f i t a b l e  t o  f l y  any  p a r t i c u l a r  r o u t e .  

Two o t h e r  p a p e r s  o f  i n t e r e s t  a p p e a r e d  a t  a b o u t  t h e  same 

t i m e  i n  u n i v e r s i t y  law j o u r n a l s .  The  f i r s t  o f  t h e s e  was t h e  

" S a l e  o f  A i r l i n e  C e r t i f i c a t e s  o f  Convenience  and  N e c e s s i t y "  

i n  t h e  1948  i s s u e  o f  t h e  Columbia Law Review. T h i s  r e p o r t  

p o i n t e d  o u t  examples  o f  p r i c e s  p a i d  f o r  t h e  a c q u i s i t i o n  o f  o n e  

a i r l i n e  b y  a n o t h e r  t h a t  were  g r e a t e r  t h a n  t h e  i n v e s t m e n t  i n  

p h y s i c a l  p l a n t  and n o t e d  t h a t  c a r r i e r s  p l a c e d  a  c a s h  v a l u e  

on  t h e  c e r t i f i c a t e s  o f  p u b l i c  c o n v e n i e n c e  and n e c e s s i t y .  

The o t h e r  p a p e r  o f  1948  was " C i v i l  A e r o n a u t i c s  Board P o l i c y :  

An E v a l u a t i o n "  i n  t h e  Y a l e  Law J o u r n a l  s t a t e d  t h a t  t h e  C . A . B . ' s  

m o s t  i m p o r t a n t  role i s  t o  make a i r  t r a n s p o r t a t i o n  c o s t  

c o n s c i o u s  and s h o u l d  encourage  new e n t r a n t s  t o  keep  t h e  o l d e r  

c a r r i e r s  e f f i c i e n t .  

Ano the r  ma jo r  work,  F e d e r a l  C o n t r o l  o f  E n t r y  i n t o  A i r  

T r a n s p o r t a t i o n  b y  L u c i l e  Sheppard Keyes,  fo l lowed  i n  1951. 

I t  was p r e s e n t e d  i n  t h r e e  s e c t i o n s .  The f i r s t  s e c t i o n  was a 

b a s i c  t h e o r y  o f  a i r l i n e  economics and t h e  second d e s c r i b e d  

t h e  r o l e  o f  t h e  C i v i l  A e r o n a u t i c s  Ac t  i n  r e g u l a t i n g  e n t r y  i n t o  



t h e  a i r l i n e  i n d u s t r y .  The  r e g u l a t o r y  p o l i c y  was e v a l u a t e d  

i n  t h e  t h i r d  p a r t  and  t h e  a u t h o r  conc luded  t h a t  optimum 

e f f i c i e n c y  c o u l d  n o t  be a c h i e v e d  u n d e r  t h i s  k i n d  o f  

r e g u l a t i o n  s i n c e  it p r o t e c t e d  t h e  r e v e n u e s  of c u r r e n t  

c a r r i e r s  and  was b i a s e d  a g a i n s t  p o t e n t i a l  o p e r a t o r s .  Ano the r  

p a p e r  i n  1 9 5 1  was p r e s e n t e d  i n  t h e  Y a l e  Law J o u r n a l ,  " P u b l i c  

R e g u l a t i o n  of D o m e s t i c  A i r l i n e s . "  It was commenting o n  t h e  

C . A . B . ' s  r o u t e  f r e e z e  i n  e f f e c t  a t  t h a t  t i m e  and  r e a s o n e d  

t h a t  o n l y  b y  e x p a n d i n g  t h e  r o u t e  n e t w o r k s  o f  t h e  s m a l l e r  

t r u n k  c a r r i e r s  c o u l d  t h e y  r e d u c e  t h e i r  dependence  o n  s u b s i d i e s  

and  c o n t r i b u t e  t o  a  sound i n d u s t r y .  

J o n  Magnusson a u t h o r e d  " O b s e r v a t i o n  on  t h e  Economic 

R e g u l a t i o n s  o f  t h e  C i v i l  A e r o n a u t i c s  Board"  i n  t h e  1 9 5 1  i s s u e  

o f  t h e  J o u r n a l  of A i r  Law and Commerce. Magnusson found t h a t  

t h e  C.A .B. d e v e l o p e d  i t s  economic r e g u l a t i o n s  f rom g e n e r a l  

r a t h e r  t h a n  s p e c i f i c  a u t h o r i z a t i o n s  i n  t h e  C i v i l  A e r o n a u t i c s  

Ac t .  A s  a  r e s u l t  t h e  B o a r d ' s  Economic R e g u l a t i o n s  a r e  

p r o d u c t i v e  o f  d i f f i c u l t i e s  of u n d e r s t a n d i n g ,  u n c e r t a i n t y  a s  

t o  r e q u i r e d  conduc t  and c o s t l y  c h a l l e n g e s  t o  t h e  B o a r d ' s  

a u t h o r i t y . 9  I n  t h i s  way t h e  C.A.B. h a s  b e e n  a b l e  t o  e x t e n d  

i t s  a u t h o r i t y .  T h i s  i n v e s t i g a t i o n  was n o t e w o r t h y  s i n c e  it 

d e m o n s t r a t e d  t h e  manner i n  which a  r e g u l a t o r y  body h a s  b e e n  

a b l e  t o  expand i t s  a r e a  of i n f l u e n c e  w i t h o u t  a c t u a l l y  d i r e c t e d  

i n t o  t h e  new a r e a .  

9. J o n  Magnusson, " O b s e r v a t i o n s  on  t h e  Economic R e g u l a t i o n s  
o f  t h e  C i v i l  A e r o n a u t i c s  B o a r d , "  J o u r n a l  of A i r  Law and  
Comrnerce,XVll l (Spring,  1951)  181-2. 



" L e g i s l a t i v e  H i s t o r y  o f  t h e  R i g h t  o f  E n t r y  i n  A i r  

T r a n s p o r t a t i o n  Under t h e  C i v i l  A e r o n a u t i c s  Act o f  1938" b y  

J o s e p h  G.  O'Mahoney i n  t h e  Summer 1953  i s s u e  o f  t h e  J o u r n a l  

o f  A i r  Law and C o m m e r c e .  H e  p o i n t e d  o u t  t h e  r a i l r o a d s  w e r e  

more t h a n  o n e  hundred  y e a r s  b e f o r e  t h e y  became r e g u l a t e d  

b u t  t h a t  t h e  a i r l i n e  i n d u s t r y  was r e a l l y  o n l y  a b o u t  f i v e  

o r  s i x  y e a r s  b e f o r e  r e g u l a t i o n  was a p p l i e d  t o  t h e  a i r l i n e s .  

The  main p o i n t  of h i s  a r t i c l e  i s  t h a t  t h e  o r i g i n a l  i n t e n t  o f  

t h e  b a c k e r s  of t h e  C i v i l  A e r o n a u t i c s  A c t  was t o  c r e a t e  a n  

env i ronmen t  t h a t  would e n c o u r a g e  t h e  deve lopment  of t h e  a i r  

t r a n s p o r t  i n d u s t r y  and n o t  r e s t r i c t  i t .  H e  m a i n t a i n e d  t h a t  

nobody i n v o l v e d  i n  t h i s  l e g i s l a t i o n  p l a n n e d  t o  res t r i c t  t h e  

e n t r y  of new o p e r a t o r s  i n t o  t h e  a i r l i n e  i n d u s t r y .  

The  F a l l  1 9 5 3  i s s u e  o f  t h e  C a l i f o r n i a  Law Review 

c o n t a i n e d  an  a r t i c l e  b y  Marve l  M .  T a y l o r ,  "Economic R e g u l a t i o n  

O f  I n t r a s t a t e  A i r  C a r r i e r s  i n  C a l i f o r n i a . "  Marve l  p o i n t e d  o u t  

t h a t  C a l i f o r n i a  l e a d  i n  t h e  deve lopment  i n t r a s t a t e  commercial  

a v i a t i o n  b u t  t h a t  f o r  t h i s  t o  c o n t i n u e  h e  a r g u e d  f o r  a  

c l a r i f i c a t i o n  o f  s t a t e  l a w s ,  H i s  a r t i c l e  c o n t a i n e d  a  good 

background o f  t h e  law a f f e c t i n g  i n t r a s t a t e  a e r o n a u t i c s  i n  

C a l i f o r n i a ,  

David B l u e s t o n e  p r e s e n t e d  a  two p a r t  a r t i c l e  i n  t h e  

Autumn 1953 and W i n t e r  1954  i s s u e s  of t h e  - J o u r n a l  o f  A i r  Law 

and  Commerce e n t i t l e d ,  "Problem o f  C o m p e t i t i o n  Among D o m e s t i c  

T r u n k  A i r l i n e s  ." A f t e r  a l o n g  d i s c u s s i o n  of a c t i v i t i e s  b y  

t h e  a i r l i n e s  and  t h e  C.A.B. r e l a t e d  t o  c o m p e t i t i o n  B l u e s t o n e  

made a number o f  recommendat ions  d e s i g n e d  t o  m i t i g a t e  t h e  



"bad"  e f f e c t s  o f  c o m p e t i t i o n .  The most i n t e r e s t i n g  o f  h i s  

i d e a s  was t h a t  t h e  p r i n c i p a l  method t o  r e d u c e  c o m p e t i t i o n  

would be f o r  t h e  C.A.B. t o  p u r c h a s e  r o u t e  c e r t i f i c a t e s  from 

c a r r i e r s .  H e  d i d  n o t  e x p l a i n  why h e  was a t t a c h i n g  a  c a p i t a l  

v a l u e  t o  t h e  r o u t e  c e r t i f i c a t e  o r  t h a t  w i t h o u t  r e g u l a t i o n  h e  

would n o t  h a v e  t o  conce rn  h i m s e l f  a b o u t  c o m p e t i t i o n .  

"The E f f e c t  o f  R e g u l a t e d  C o m p e t i t i o n  on  t h e  A i r  T r a n s -  

p o r t  I n d u s t r y "  by  S t e w a r t  G .  T i p t o n  and S t a n l e y  G e w i r t z  was 

p r e s e n t e d  i n  t h e  S p r i n g  1955 i s s u e  o f  t h e  J o u r n a l  o f  A i r  

Law and Commerce. Both w e r e  m e m b e r s  o f  t h e  " r e g u l a t e d  c l u b "  

and a t t e m p t e d  t o  a s s u r e  r e a d e r s  t h a t  t h e  o r i g i n a l  i n t e n t  o f  

t h e  C i v i l  A e r o n a u t i c s  Act  o f  1938 was t o  r e g u l a t e  a i r  t r a n s -  

p o r t a t i o n  a s  a  p u b l i c  u t i l i t y .  A s  m igh t  be supposed  t h e y  

d i d  n o t  r e p o r t  t h e  remarks  o f  t h e  e a r l i e r  s u p p o r t e r s  o f  

t h e  A c t  which a p p e a r e d  t o  deny  T i p t o n ' s  and G e w i r t z ' s  

c o n t e n t i o n s .  T h i s  p a p e r  can be c o n s i d e r e d  a n  apo logy  f o r  t h e  

r e g u l a t i o n  o f  a i r l i n e s .  

L u c i l e  Sheppard  Keyes p r e s e n t e d  a n  i n t e r e s t i n g  

c o n t r a s t  i n  t h e  same i s s u e  o f  J o u r n a l  o f  A i r  Law and Commerce 

when s h e  r e v i s e d  h e r  e a r l i e r  work i n  "A R e c o n s i d e r a t i o n  o f  

F e d e r a l  C o n t m l  o f  E n t r y  i n t o  A i r  T r a n s p o r t a t i o n "  i n  t h e  S p r i n g  

1955 i s s u e  o f  t h e  J o u r n a l  o f  A i r  Law and C o m m e r c e .  I n  h e r  

new r e p o r t  s h e  s t a t e d  t h a t  w h i l e  c u r r e n t  a rgumen t s  i n  f a v o u r  

o f  r e g u l a t o r y  p r o t e c t i o n  w e r e  l ess  i m p r e s s i v e  t h a n  when t h e y  

were b e i n g  d i s c u s s e d  i n  t h e  l a t e  1 9 4 0 ' s  t h e  a rgumen t s  i n  

f a v o u r  o f  f r e e  c o m p e t i t i o n  had n o t  l o s t  a n y  o f  t h e i r  a u t h o r i t y .  

She  conc luded  t h a t  s i n c e  t h e  p r o t e c t i o n  o f  a i r l i n e s  c a n n o t  b e  



defended  a s  a  method o f  r e d u c i n g  c a r r i e r  s u b s i d i e s  t h e  U.S. 

Congres s  s h o u l d  a b o l i s h  e n t r y  c o n t r o l  aimed a t  t h e  p r o t e c t i o n  

o f  a i r l i n e  r evenues .  

" E n t r y  o f  New C a r r i e r s  I n t o  D o m e s t i c  T r u n k l i n e  A i r  

T r a n s p o r t a t i o n "  by  Hardy K.  Maclay and W i l l i a m  C. B u r t  

w r i t i n g  i n  t h e  S p r i n g  1955 i s s u e  o f  t h e  J o u r n a l  o f  A i r  Law 

and Commerce p r e s e n t e d  a n  r easoned  v iew o f  economic and l e g a l  

p r i n c i p l e s  s u r r o u n d i n g  t h e  problem o f  r e g u l a t i n g  a i r l i n e s .  

They d e t e r m i n e d  t h a t  t h e  deve lopment  o f  a i r  t r a n s p o r t a t i o n  

h a s  s u f f e r e d  b e c a u s e  i t  h a s  been  p r o t e c t e d  from t h e  c o m p e t i t i o n  

o f  new c a r r i e r s .  

a n o t h e r  t w o  p a r t  a r t i c l e  i n  t h e  J o u r n a l  o f  A i r  Law 

and Commerce, ( ~ u t u m n  1957 and S p r i n g  1958  i s s u e s )  was 

"The R e g u l a t i o n  o f  C o m p e t i t i o n  i n  U n i t e d  S t a t e s  D o m e s t i c  

A i r  T r a n s p o r t a t i o n :  A J u d i c i a l  Su rvey  and A n a l y s i s "  b y  

A . J .  Gel lman.  T h i s  p a p e r  was a n o t h e r  g e n e r a l  a p p r o v a l  o f  

t h e  o p e r a t i o n s  o f  t h e  C.A.B. and even went  so f a r  a s  t o  s t a t e  

t h a t  it was l a r g e l y  t h e  e x i s t e n c e  and a c t i o n s  o f  t h e  C.A.B. 

t h a t  a i r  t r a n s p o r t a t i o n  had deve loped  t o  t h e  p o i n t  where  it 

was a s  h e  w r o t e  t h e  a r t i c l e .  It is  a n  i m p o r t a n t  a r t i c l e  t o  

t h e  e x t e n t  t h a t  t h e  a u t h o r  p o i n t e d  o u t  t h a t  t h e  C.A.B. 

u s u a l l y  f a i l e d  t o  be e x p l i c i t  when it t o o k  a c t i o n s  so t h a t  

t h e  p u b l i c  and  t h e  i n d u s t r y  o f t e n  d i d  n o t  u n d e r s t a n d  t h e  C.A.B.'s 

a c t i o n s  and a l s o  b e c a u s e  i t  made i t  d i f f i c u l t  t o  p r e d i c t  f u t u r e  

a c t i o n s  of t h e  C.A.B. 

The n e x t  ma jo r  work was a  book b y  P a u l  W. C h e r i n g t o n  

i n  1958,  A i r l i n e  P r i c e  P o l i c y :  A S t u d y  o f  Domest ic  A i r l i n e  

P a s s e n q e r  F a r e s .  T h i s  was a  d e t a i l e d  i n v e s t i g a t i o n  o f  t h e  



s t r u c t u r e  o f  U.S. a i r  f a r e s  w i t h  a  v e r y  c o m p l e t e  d e s c r i p t i o n  

o f  t h e  deve lopment  o f  a i r  coach  s e r v i c e s  b y  t h e  t r u n k  c a r r i e r s .  

H i s  m o s t  i m p o r t a n t  c o n t r i b u t i o n  was a  number o f  c o r r e l a t i o n  

c o e f f i c i e n t s  which showed t h a t  a  c a r r i e r ' s  c o s t s  w e r e  g r e a t l y  

a f f e c t e d  b y  i t s  a v e r a g e  a i r p l a n e  hop ,  i t s  a v e r a g e  p a s s e n g e r ' s  

t r i p  l e n g t h ,  t h e  amount o f  t r a f f i c  b y  t e r m i n a l  and  i t s  

volume o f  coach  t r a f f i c  b u t  it was n o t  a f f e c t e d  b y  i t s  s c a l e  

o f  o p e r a t i o n s ,  s u c h  a s  t o t a l  r e v e n u e  p a s s e n g e r  m i l e s .  

B.  Recen t  Works 

L o u i s  J. H e c t o r  w r o t e  "Problems o f  t h e  C.A.B. and t h e  

Independen t  R e g u l a t o r y  Commissions" i n  t h e  May, 1960 i s s u e  

of t h e  Y a l e  Law J o u r n a l .  H i s  p a p e r  recommended f o u r  r e v i s i o n s  

t o  t h e  s y s t e m  o f  economic r e g u l a t i o n :  

Economic r e g u l a t o r y  p o l i c y  s h o u l d  be d e s i g n e d ,  
w i t h i n  t h e  b r o a d  l i m i t s  e s t a b l i s h e d  b y  t h e  
C o n g r e s s ,  o n  a  r a t i o n a l  and  u n i f i e d  b a s i s  b y  
t h e  E x e c u t i v e  b r a n c h  o f  t h e  Government u n d e r  
t h e  P r e s i d e n t ' s  d i r e c t i o n ;  

A d e l e g a t i o n  w i t h i n  t h e  E x e c u t i v e  b r a n c h  would 
h a n d l e  t h e  r o u t i n e  a d m i n i s t r a t i o n  o f  economic 
r e g u l a t i o n  ; 

An a d m i n i s t r a t i v e  c o u r t ,  f r e e  f rom p o l i c y m a k i n g  
o r  a d m i n i s t r a t i v e  d e t a i l  s h o u l d  a d j u d i c a t e  
m a j o r  l i t i g a t e d  c a s e s  and  a p p e a l s  f rom admin i s -  
t r a t i v e  a c t i o n s ;  a n d ,  

I n v e s t i g a t i o n  and p r o s e c u t i o n  d u t i e s  s h o u l d  be 
t r a n s f e r r e d  t o  a n  E x e c u t i v e  agency  o r  d e p a r t m e n t ,  
s u c h  a s  t h e  Depar tment  o f  J u s t i c e .  

H e c t o r  s t a t e d  t h a t  t h e  r e g u l a t o r y  b o d i e s  w e r e  n o t  d o i n g  t h e i r  

jobs p r o p e r l y  and t h a t  n o t h i n g  s h o r t  o f  a  c o m p l e t e  o v e r h a u l  

c o u l d  c o r r e c t  t h a t  s i t u a t i o n .  



R e g u l a t i o n  and  C o m p e t i t i o n  i n  A i r  T r a n s p o r t a t i o n  b y  

Samuel B. Richmond, p u b l i s h e d  i n  1961,  was a  t h o r o u g h  i n v e s -  

t i g a t i o n  o f  t h e  e f f e c t s  o f  t h e  i n t r o d u c t i o n  o f  c o m p e t i t i o n  

on  514 c i t y  p a i r s  f rom September  1955,  t o  j u s t  p r i o r  t o  

p u b l i c a t i o n .  H i s  c o n c l u s i o n  was t h a t  t h e  p u b l i c  and t h e  

a i r l i n e s  w i l l  b e n e f i t  m o s t  when c o m p e t i t i o n  i s  a  b l e n d ,  

t h a t  i s ,  h e  b e l i e v e s  t h a t  t h e  optimum l i e s  somewhere be tween 

a  monopoly c a r r i e r  and  u n r e s t r i c t e d  c o m p e t i t i o n .  

The s i x t h  ma jo r  work o f  t h e  p o s t w a r  p e r i o d  on  a i r l i n e  

r e g u l a t i o n  was A i r  T r a n s p o r t  and I t s  R e g u l a t o r s  b y  R i c h a r d  

E. Caves i n  1962.  The book i s  made up o f  f o u r  p a r t s  which 

a r e  t h e  a i r l i n e  i n d u s t r y ' s  marke t  s t r u c t u r e ,  an  a n a l y s i s  o f  

t h e  C .A .B . ' s  p o l i c i e s ,  marke t  pe r fo rmance  of t h e  a i r l i n e s  and 

f i n a l l y ,  h e  a s s e s s e s  t h i s  pe r fo rmance .  It  was a  b a s i c  s t u d y  

o f  a i r l i n e  economics and  h e  r e c o g n i z e d  t h a t  s a c r i f i c e s  must 

be made i n  o r d e r  t o  r e a c h  c e r t a i n  g o a l s  u n d e r  r e g u l a t i o n .  

H e  p o i n t e d  o u t  t h a t  t h e  C .A.B. I s  c o n t r o l  o f  e n t r y  and e x i t  

o f  c a r r i e r s  r a i s e d  t h e  cost o f  a i r  t r a v e l  by  p r o t e c t i n g  

i n e f f i c i e n t  f i r m s  . 
Anothe r  p a p e r  t h a t  y e a r  was " A i r l i n e  Merge r s ,  Monopoly, 

and  t h e  C.A.B." b y  R i c h a r d ,  J. B a r b e r  i n  t h e  1962 i s s u e  o f  t h e  

J o u r n a l  o f  A i r  Law and Commerce. H e  n o t e d  t h a t  e v e r y  t i m e  

t h a t  a n  i n d u s t r y  e x p e r i e n c e s  f i n a n c i a l  p roblems a  s e a r c h  i s  

i n i t i a t e d  t o  f i n d  t h e  c a u s e .  A t  t h e  t i m e  o f  t h i s  w r i t i n g  m o s t  

c a r r i e r s  w e r e  i n  f i n a n c i a l  d i f f i c u l t i e s  b e c a u s e  o f  t h e  l a r g e  

o u t l a y s  made f o r  t h e  p u r c h a s e s  o f  new jet a i r c r a f t .  The 

i n d u s t r y  o b s e r v e d  t h e  c a u s e  o f  t h e i r  losses a s  b e i n g  e x c e s s i v e  



c o m p e t i t i o n .  A s  a r e s u l t  m e r g e r s  w e r e  s e e n  by t h o s e  i n  t h e  

i n d u s t r y  a s  t h e  s o l u t i o n .  B a r b e r  s t a t e s  t h a t  m e r g e r s  o f f e r  

l i t t l e  rea l  b e n e f i t  and  t h a t  t h e  f i r s t  s t e p  i n  s o l v i n g  t h e  

p rob lem sho 'u ld  be reduced  a i r  f a r e s .  P o o l i n g  o f  a i r p o r t  

f a c i l i t i e s  and  m a i n t e n a n c e  f a c i l i t i e s  and  t h e  d r o p p i n g  o f  

t r u n k  l i n e  s e r v i c e  t o  s m a l l e r  c e n t r e s  s h o u l d  f o l l o w .  A 

s t u d y  b y  t h e  C.A.B. o f  r o u t e  awards  t o  d e t e r m i n e  t h e  number 

o f  c a r r i e r s  on  r o u t e s  b a s e d  on t r a f f i c  l e v e l s  was a n o t h e r  

o f  h i s  recommendat ions .  

W i l l i a m  K .  J o n e s  p r e s e n t e d  " L i c e n s i n g  o f  D o m e s t i c  A i r  

T r a n s p o r t a t i o n "  i n  t h e  S p r i n g  1964 and  S p r i n g  1965  i s s u e s  o f  

t h e  J o u r n a l  of A i r  Law and  Commerce. H e  s t a t e d  t h a t  m o s t  o f  

t h e  reforms a d o p t e d  b y  t h e  C .A .B. bore l i t t l e  r e l a t i o n  t o  

i t s  n e e d s .  H e  a r g u e d  f o r  a  change  i n  s u b s t a n t i v e  p o l i c y  s o  

t h a t  a c t i o n s  o f  t h e  C.A.B. c o u l d  become p r e d i c t a b l e .  T h i s  

a r t i c l e  was b a s e d  on  a  s i m i l a r  theme i n  an  e a r l i e r  a r t i c l e  

b y  Gel lman.  

P o l i t i c s  and t h e  A i r l i n e s  by  David C o r b e t t ,  p u b l i s h e d  

i n  1965 ,  was a  c a s e  s t u d y  o f  a i r l i n e  r e g u l a t i o n  i n  t h e  U.S.A., 

Canada,  I n d i a ,  A u s t r a l i a  and  G r e a t  B r i t a i n .  It  p r e s e n t e d  a n  

e x c e l l e n t  h i s t o r y  o f  t h e  deve lopment  o f  a v i a t i o n  and  t h e  

s u b s e q u e n t  i n t e r v e n t i o n  o f  p o l i t i c s  and  government i n  t h o s e  

c o u n t r i e s  it c o v e r s .  More i m p o r t a n t  t o  t h e  s t u d y  of a i r l i n e  

r e g u l a t i o n  was t h e  a r t i c l e  b y  M i c h a e l  E.  L e v i n e ,  " I s  R e g u l a t i o n  

N e c e s s a r y ?  C a l i f o r n i a  A i r  T r a n s p o r t a t i o n  and N a t i o n a l  R e g u l a t o r y  

P o l i c y "  i n  t h e  J u l y  1 9 6 5  i s s u e  o f  t h e  Y a l e  Law J o u r n a l .  T h i s  

c o m p l e t e  p a p e r  d i s c u s s e s  t h e  h i s t o r y  o f  a i r l i n e  r e g u l a t i o n  i n  



t h e  U.S.A., t h e  economic t h e o r y  o f  a i r l i n e  r e g u l a t i o n ,  a  

d e t a i l e d  e x a m i n a t i o n  o f  a v i a t i o n  w i t h i n  C a l i f o r n i a  and 

concluded  w i t h  a  p r o p o s a l  t o  a l l o w  any  q u a l i f i e d  a p p l i c a n t  

t o  o p e r a t e  s e r v i c e s  on a n y  r o u t e .  Such a  n o v e l  approach  would 

l e a d  t o  t h e  deve lopment  o f  a  new a i r  t r a v e l  m a r k e t .  

" I n t e r s t a t e  C a r r i e r  - C o m p e t i t i v e  Impact  - P a c i f i c  

Sou thwes t  A i r l i n e s "  by  James R.  Atwood i n  t h e  Autumn 1966 

i s s u e  o f  t h e  J o u r n a l  o f  A i r  Law and  Commerce. was a  c l e a r  

d e m o n s t r a t i o n  o f  t h e  a d v a n t a g e s  o f  t h e  a b s e n c e  o f  economic 

r e g u l a t i o n s  i n  t h e  a i r  t r a n s p o r t  i n d u s t r y .  H e  p r e s e n t e d  a  

s h o r t  resume o f  t h e  C a l i f o r n i a  s e r v i c e  and conc luded  t h a t  

it would be p o s s i b l e  t o  o p e r a t e  t h e  same t y p e s  o f  low f a r e  

s e r v i c e s  i n  o t h e r  a r e a s .  

G r a n t  H. Nerbas  a u t h o r e d  "Canadian T r a n s p o r t a t i o n  

P o l i c y ,  R e g u l a t i o n ,  and Major  Problems' '  i n  t h e  1967 i s s u e  o f  

t h e  J o u r n a l  o f  A i r  Law and  Commerce was a  r ev iew o f  r e g u l a t i o n  

l e a d i n g  up  t o  and  i n c l u d i n g  t h e  new Canadian  T r a n s p o r t  Commission 

o f  1967.  

I n  1969 K.G.J .  P i l l a i  w r o t e  The  A i r  N e t :  The Case  

A g a i n s t  t h e  World A v i a t i o n  C a r t e l  i n  which h e  c r i t i c i ses  t h e  

I n t e r n a t i o n a l  A i r  T r a n s p o r t  A s s o c i a t i o n  (I .A.T .A .) f o r  

p u r s u i n g  p o l i c i e s  which a r e  opposed  t o  t h e  i n t e r e s t s  o f  

consumers .  H e  p o i n t e d  o u t  t h a t  I.A.T.A. i s  n o t  r e s p o n s i b l e  

t o  any  government b u t  t h a t  i f  it d o e s  n o t  r e f o r m  i t s e l f  t h e n  

it i s  p o s s i b l e  t h a t  consumers w i l l  f o r c e  change .  

The  best p r e s e n t a t i o n  on  t h e  a d v a n t a g e s  o f  f r e e  marke t  

c o n d i t i o n s  i n  t h e  a i r l i n e  i n d u s t r y  was A i r l i n e  R e q u l a t i o n  i n  



America by W i l l i a m  A.  J o r d a n  i n  1970.  H e  p roduced  a  most  

comple t e  h i s t o r y  o f  t h e  C a l i f o r n i a  i n t r a s t a t e  c a r r i e r s  and 

concluded  t h a t  i f  e n t r y  c o n t r o l  was e l i m i n a t e d  and rates 

cou ld  be f r e e l y  set  on  a l l  r o u t e s  t h e  r e s u l t  would b e  lower 

f a r e s .  It was a n  e x c e l l e n t  r e p o r t  and s e r v e d  a s  a  landmark  

f o r  a number o f  e a r l i e r  p a p e r s  o n  t h e  meri ts  o f  a i r l i n e  

d e r e g u l a t i o n .  

Wi l l i am E. O'Conner was t h e  a u t h o r  o f  t h e  1971  book,  

Economic R e g u l a t i o n  o f  t h e  W o r l d ' s  A i r l i n e s  - A P o l i t i c a l  

A n a l y s i s .  T h i s  book d e s c r i b e s  t h e  e v e n t s  l e a d i n g  up t o  t h e  

s i g n i n g  o f  a  m u l t i l a t e r a l  t r e a t y  by a  number o f  c o u n t r i e s .  

H e  c r i t i c i s e d  t h e  r e s u l t i n g  sys t em f o r  n o t  p r o v i d i n g  low 

c o s t  a i r  t r a n s p o r t a t i o n  on i n t e r n a t i o n a l  r o u t e s .  The m o s t  

r e c e n t  s t u d y  was i n  a  new magazine ,  A i r l i n e r s  I n t e r n a t i o n a l ' s  

W i n t e r  1974 i s s u e  George  W. H i l t o n  wrote "Why We Have F u l l  

A i r p o r t s  and  Empty A i r p l a n e s . "  The s u b t i t l e  was "The Case  

f o r  S c r a p p i n g  t h e  C.A.B." H e  went  on  from J o r d a n ' s  work 

p r i m a r i l y  on C a l i f o r n i a  t o  comment on  how r e g u l a t i o n  a f f e c t e d  

t h e  n a t i o n a l  p i c t u r e .  

It i s  a good p r e s e n t a t i o n  o f  t h e  c a s e  f o r  d e r e g u l a t i o n  

e s p e c i a l l y  when h e  c o n c l u d e s  t h a t  t h e  c o s t  t o  s o c i e t y  i n  t h e  

U.S.A. i s  a b o u t  two b i l l i o n  d o l l a r s  a n n u a l l y .  



SECTION 8 

CALIFORNIA ' S SCHEDULED AIRLINE SERVICE 

The p o l i t i c a l  s y s t e m  o f  t h e  U.S.A. a l l o w s  s t a t e s  t o  

r e g u l a t e  i n t r a s t a t e  commerc ia l  a v i a t i o n .  T e n n e s s e e ,  Texas  

and C a l i f o r n i a ,  b y  v i r t u e  o f  t h e  i n t r a s t a t e  c a r r i e r s  

be tween  some o f  t h e i r  c e n t r e s ,  h a v e  had a i r l i n e s  o f  

c o n s i d e r a b l e  i m p o r t a n c e  f l y i n g  w h o l l y  w i t h i n  t h e  b o r d e r s  

o f  t h e i r  r e s p e c t i v e  s t a t e s  b u t  t h e  m o s t  i m p o r t a n t  h a v e  b e e n  

t h o s e  c a r r i e r s  f l y i n 7  w h o l l y  w i t h i n  t h e  s t a t e  o f  C a l i f o r n i a .  

A. The  E a r l y  Y e a r s ,  1946 - 1957 

P r i o r  t o  1946 a i r l i n e  s e r v i c e  had b e e n  p r o v i d e d  

be tween  Los A n g e l e s  and  San F r a n c i s c o  b y  U n i t e d ,  Wes te rn  

and  T r a n s c o n t i n e n t a l  and W e s t e r n ,  which  became T r a n s  World 

i n  1950 .  A l l  w e r e  i n t e r s t a t e  c a r r i e r s  r e g u l a t e d  b y  t h e  

C.A.B. T r a n s c o n t i n e n t a l  and Wes te rn  was a t  a  d i s t i n c t  

d i s a d v a n t a g e  b e c a u s e  i t s  f l i g h t s  be tween  t h e  two m a j o r  

C a l i f o r n i a  c e n t r e s  w e r e  r e q u i r e d  t o  be c o n t i n u a t i o n s  o f  

f l i g h t s  t h a t  s t o p p e d  a t  A lbuque rque ,  N e w  Mexico. On ly  f i r s t  

c l a s s  s e r v i c e  was  p r o v i d e d  a t  $16.55 f a r e .  

I n  t h e  g r e a t e r  Los Ange le s  a r e a  t h e r e  w e r e  t h r e e  

m a j o r  a i r p o r t s  and t h e i r  d i s t a n c e s  f rom San  F r a n c i s c o  were :  

L o s  A n g e l e s  340 m i l e s  
Burbank 327 m i l e s  
Long Beach 355 m i l e s  

Oakland was o n e  m i l e  c l o s e r  and  San  Jose was 31 m i l e s  c l o s e r  

t o  t h e  t h r e e  Los A n g e l e s  a r e a  a i r p o r t s .  F o r  t h e  p u r p o s e s  o f  

t h i s  p a p e r ,  e x c e p t  where  o t h e r w i s e  n o t e d ,  Los Ange le s  w i l l  

i n c l u d e  Burbank and Long Beach and San  F r a n c i s c o  w i l l  i n c l u d e  

Oakland and San  J o s e .  



The f i r s t  i n t r a s t a t e  c a r r i e r  t o  e n t e r  t h e  C a l i f o r n i a  

m a r k e t  was P a c i f i c  which  began  DC-3 s e r v i c e  be tween Burbank 

and Sacramento  on March 6 ,  1946,  e x t e n d e d  s e r v i c e  t o  San 

F r a n c i s c o  on  J u n e  1 o f  t h a t  y e a r ,  and t h e n  on O c t o b e r  22,1946,  

i n a u g u r a t e d  s e r v i c e  t o  F r e s n o ,  Modesto and S t o c k t o n .  lo The 

f a r e  be tween San F r a n c i s c o  and Los Ange le s  was $15.15. 

T r a f f i c  f o r  a l l  c a r r i e r s  on  t h e  r o u t e  i n  1946 was 436,000 

and  dropped  t o  412,000 i n  1947.  S i n c e  t h e  f a r e  d i f f e r e n t i a l  

be tween P a c i f i c  and t h e  i n t e r s t a t e  c a r r i e r s  was n o t  

s u f f i c i e n t l y  l a r g e  enough o v e r  any  l e n g t h  o f  t i m e  and i t s  

r e s o u r c e s  t oo  s m a l l  C a l i f o r n i a ' s  f i r s t  i n t r a s t a t e  c a r r i e r  

c e a s e d  OF r a t i o n s  on  J u n e  4 ,  1947.  

Dur ing  1947 and 1948  t h e  i n t e r s t a t e  c a r r i e r s  

i n c r e a s e d  t h e i r  f a r e s  i n  t h e  f o l l o w i n g  manner:  

1947  - A p r i l  1 $16.70 
September  5: 17.40 
December 12:  19.15 

1948  - September  1: $21.05 

T r a f f i c  dropped  t o  335,000 p a s s e n g e r s  i n  1948.  The 

g r a n t i n g  o f  f o u r  f a r e  i n c r e a s e s  i n  less t h a n  t h r e e  y e a r s ,  

r e s u l t i n g  i n  a  t o t a l  i n c r e a s e  o f  27.2 p e r c e n t  o r  a n  a v e r a g e  

a n n u a l  i n c r e a s e  o f  9 .1  p e r c e n t ,  d i d  n o t  go  u n n o t i c e d  b y  

o p e r a t o r s  who f e l t  t h a t  t h e y  cou ld  u n d e r c u t  t h e  

e s t a b l i s h e d  f a r e s  and s t a y  i n  b u s i n e s s .  

10 .  W i l l i a m  A .  J o r d a n ,  A i r l i n e  R e q u l a t i o n  i n  America.  
( ~ a l t i m o r e :  The John Hopkins P r e s s ,  1970)  p.18. 



A s  t h e r e  w e r e  no i n t r a s t a t e  r e g u l a t o r y  r e s t r i c t i o n s  

t o  e n t r y  c o s t l y  and l e n g t h y  p e t i t i o n i n g  d i d  n o t  e x i s t .  The 

f i r s t  o f  t h e  low- fa re  i n t r a s t a t e  coach c a r r i e r s ,  C a l i f o r n i a  

C e n t r a l ,  f i l e d  a  t a r i f f  o f  $9.99, 47.5 p e r c e n t  o f  t h e  

i n t e r s t a t e  c a r r i e r s '  f i r s t  c l a s s  f a r e ,  w i t h  t h e  P.U.C. on 

December 1, 1948,  and on J a n u a r y  2 ,  1949,  commenced t h e  

s e r v i c e .  It c a r r i e d  71,000 p a s s e n g e r s  d u r i n g  t h a t  f i r s t  

y e a r .  Another  seven i n t r a s t a t e  c a r r i e r s  commenced s e r v i c e  

o v e r  t h e  n e x t  t w e l v e  months b u t  o n l y  C a l i f o r n i a  C e n t r a l  

and P a c i f i c  Sou thwes t ,  which s t a r t e d  s e r v i c e  on May 6 ,  1949,  

and c a r r i e d  7 ,200 p a s s e n g e r s  t h a t  y e a r ,  s u r v i v e d  i n t o  1951. 

T h r e e  o f  t h o s e  c a r r i e r s  t r a n s f e r r e d  t h e i r  a i r c r a f t  t o  

t r a n s c o n t i n e n t a l  non-scheduled f l i g h t s  n o t  b e c a u s e  p r o f i t s  

w e r e  l a c k i n g  i n  t h e  C a l i f o r n i a  s e r v i c e  b u t  b e c a u s e  l a r g e r  

p r o f i t s  w e r e  o b t a i n a b l e  i n  t h e  o t h e r  s e r v i c e .  One o f  t h e  

o t h e r  i n t r a s t a t e  c a r r i e r s ,  Western A i r  L i n e s  o f  C a l i f o r n i a  

(W.A.L.C.) had o n l y  been formed by Western b e c a u s e  t h e  

C.A.B. had r e f u s e d  it p e r m i s s i o n  t o  match t h e  i n t r a s t a t e  

c a r r i e r s '  f a r e s .  W.A.L.C. s t a r t e d  coach s e r v i c e  on t h e  

r o u t e  on August 1 9 ,  1949,  a t  a  f a r e  o f  $9.95. A t  t h i s  t i m e  

Uni ted  showed no i n t e r e s t  i n  o p e r a t i n g  coach s e r v i c e s  on 

any o f  i t s  r o u t e s .  

When Uni ted  A i r  L i n e s  f i n a l l y  abandoned i t s  h o l d o u t  

p o s i t i o n  a g a i n s t  coach s e r v i c e  seven  months l a t e r ,  i t s  f i r s t  

coach f l i g h t s  were  i n  t h i s  marke t .  
11 

11. Caves, A i r  T r a n s p o r t  and I t s  R e q u l a t o r s ,  p .  371. 



W.A.L.C. c e a s e d  o p e r a t i o n s  on May 31,  1950,  when t h e  C.A.B. 

changed i t s  a t t i t u d e  toward  coach  s e r v i c e  and Wes te rn  began  

o p e r a t i n g  a n  i d e n t i c a l  coach s e r v i c e  t h e  n e x t  day .  The  o t h e r  

two i n t r a s t a t e  c a r r i e r s '  o p e r a t i o n s  w e r e  so s m a l l  t h a t  t h e y  

f a i l e d  t o  d e v e l o p  s u f f i c i e n t  b u s i n e s s  t o  c o n t i n u e  o p e r a t i n g .  

T r a f f i c  on t h e  r o u t e  f i n a l l y  exceeded  t h e  1946 peak  a s  

461 ,000  p a s s e n g e r s  i n  1949 and 553 ,000  i n  1950 w e r e  c a r r i e d .  

Coach f a r e s  went  up  t o  $11.70 i n  March 1951,  and 

C a l i f o r n i a  C e n t r a l  i n c r e a s e d  i t s  f a r e s  t o  $13.50 on J u n e  1 5 ,  

1952.  b u t  t h e  i n t e r s t a t e  c a r r i e r s ,  U n i t e d  and W e s t e r n ,  d i d  

n o t  i n c r e a s e  t h e i r  f a r e s  u n t i l  F e b r u a r y  1, 1953.  Because  

o f  c o m p e t i t i v e  p r e s s u r e  f rom t h e  o t h e r  i n t r a s t a t e  c a r r i e r ,  

P a c i f i c  S o u t h w e s t ,  which d i d  n o t  i n c r e a s e  i t s  f a r e  C a l i f o r n i a  

C e n t r a l  r e i n t r o d u c e d  t h e  $11.70 f a r e  f o r  i t s  DC-3 s e r v i c e  

b u t  m a i n t a i n e d  t h e  h i g h e r  f a r e  f o r  i t s  M a r t i n  M .  202 f l i g h t s .  

P a c i f i c  Sou thwes t  r e a c t e d  e r r a t i c a l l y  f o r  a  s h o r t  t i m e  and 

t h e n  on A p r i l  8, 1954,  r e i n t r o d u c e d  t h e  $9.99 f a r e ,  which 

was n o t  matched b y  C a l i f o r n i a  C e n t r a l ,  and r e t a i n e d  it u n t i l  

1958.  

I n  1952 t r a f f i c  was 733,000 p a s s e n g e r s  and by  1956 

more t h a n  a  m i l l i o n  p a s s e n g e r s  w e r e  c a r r i e d ,  a c t u a l l y  

1 ,022 ,000  and by  1957 t h e r e  w e r e  1 , 1 5 6 , 0 0 0  p a s s e n g e r s .  

C a l i f o r n i a  C e n t r a l  o p e r a t e d  a  l a r g e  i n t r a s t a t e  

s e r v i c e  f o r  more t h a n  s i x  y e a r s  u n t i l  it went  b a n k r u p t  i n  

F e b r u a r y ,  1955.  I t  had an i n t e r e s t i n g  h i s t o r y  a s  it was 

t h e  f i r s t  i n t r a s t a t e  c a r r i e r  t o  o p e r a t e  pos t -war ,  a l t h o u g h  

u n p r e s s u r i z e d ,  a i r c r a f t ,  t h e  M a r t i n  M. 202 and  s i n c e  t h e  



company's  owners  a l s o  owned a  l a r g e  t r a n s c o n t i n e n t a l  non- 

s c h e d u l e d  c a r r i e r .  With t h i s  nonsked dependen t  upon C .A .B. 

p ronouncements  t h e r e  was some d e g r e e  o f  r e t i c e n c e  o f  how 

t h e  a i r l i n e  responded t o  P.U.C. a s  opposed t o  C.A.B. r u l i n g s .  

A f t e r  C a l i f o r n i a  C e n t r a l  c e a s e d  o p e r a t i o n s  t h e  same owners  

s t a r t e d  s e r v i c e  o v e r  t h e  same r o u t e s  i n  March a s  C a l i f o r n i a  

C o a s t a l  and l a s t e d  more t h a n  two y e a r s  u n t i l  August  9 ,  1957.  

P a c i f i c  Sou thwes t  emerged i n  1956 a s  t h e  m a j o r  

i n t r a s t a t e  c a r r i e r  a f t e r  i n t r o d u c i n g  DC-4 a i r c r a f t  i n  

November 1955.  The  i n t e r s t a t e  c a r r i e r s  i n t r o d u c e d  newer 

a i r c r a f t  a s  t h e y  became a v a i l a b l e  b u t  o p e r a t e d  them i n  

f i r s t  c l a s s  s e r v i c e  o n l y  u n t i l  1954 when U n i t e d  i n t r o d u c e d  

i t s  coach DC-6's and DC-6B's i n  1956.  From 1954 t o  1958 

t h e  coach  f a r e s  remained a t  $9.99 f o r  P a c i f i c  Sou thwes t  

and $13.50 f o r  t h e  i n t e r s t a t e  c a r r i e r s .  

B. The  Jet  Aqe, 1958  - 1965 

F a r e  i n c r e a s e s  on  t h e  m a j o r  C a l i f o r n i a  r o u t e  came 

on A p r i l  1 4 ,  1958,  a f t e r  f o u r  y e a r s  o f  no  change ,  when 

P a c i f i c  Sou thwes t  i n c r e a s e d  t h e i r  f a r e  t o  $11.81. The  

i n t e r s t a t e  c a r r i e r s  r a i s e d  t h e i r  f a r e s  t o  $15.05 on 

J u l y  7,1958. P a c i f i c  Sou thwes t  f u r t h e r  i n c r e a s e d  f a r e s  t o  

$13.50 on  December 1 2 ,  1960 and t h e  s c h e d u l e d  a i r l i n e s  

f o l l o w e d  on  J a n u a r y  9 ,  1961  w i t h  a  $16.45 f a r e .  

The  second m a j o r  p e r i o d o f  t h e  e n t r y  o f  i n t r a s t a t e  

c a r r i e r s ,  l i k e  t h e  f i r s t ,  o c c u r r e d  when l a r g e  numbers o f  

o l d e r  a i r c r a f t  were  a v a i l a b l e  a t  low p r i c e s .  T h i s  was 

b e c a u s e  t h e  w o r l d ' s  m a j o r  a i r l i n e s  w e r e  i n t r o d u c i n g  jet  



a i r c r a f t  and t h e y  were  d i s p o s i n g  o f  t h e i r  p r o p e l l e r  a i r c r a f t  

a t  b a r g a i n  p r i c e s .  I n  May and J u n e  o f  1962  two new i n t r a -  

s t a t e  c a r r i e r s  s t a r t e d  f l y i n g  t o  Lake Tahoe. I n  Augus t ,  

T r a n s  C a l i f o r n i a  s t a r t e d  s e r v i c e  be tween Oakland and Los 

Ange le s  w i t h  98  s e a t  Lockheed L-749 C o n s t e l l a t i o n  a i r c r a f t  

a t  a  $10.99 f a r e  which  it m a i n t a i n e d  u n t i l  it ended i t s  

s e r v i c e  i n  Oc tobe r  1964,  s h o r t l y  a f t e r  Western  i n t r o d u c e d  

DC-6B T h r i f t a i r  s e r v i c e  on t h e  same r o u t e  i n  June .  T h r e e  

o t h e r  i n t r a s t a t e  c a r r i e r s  a l s o  e n t e r e d  v a r i o u s  C a l i f o r n i a  

m a r k e t s  d u r i n g  1963 and 1964.  

T h e s e  new a i r l i n e s  w e r e  s h o r t - l i v e d  e n t e r p r i s e s  

and  a l l  w e r e  gone b y  F e b r u a r y  1965,  b u t  p a t r o n a g e  was n o t  

l a c k i n g .  It  became t h e  l a r g e s t  r o u t e  i n  t h e  U.S. i n  1 9 6 1  

when t r a f f i c  r eached  1 , 5 2 7 , 0 0 0  p a s s e n g e r s .  I n  1964 it 

became t h e  b u s i e s t  a i r l i n e  r o u t e  i n  t h e  w o r l d  when 

2 ,648 ,000  p a s s e n g e r s  w e r e  c a r r i e d  and  it h a s  m a i n t a i n e d  

t h i s  p r e m i e r  c o n d i t i o n  t o  t h e  p r e s e n t .  

Western  was t h e  f i r s t  a i r l i n e  t o  r e a c t  t o  t h e  

new i n t r a s t a t e  c a r r i e r s  and p l a c e d  92 s e a t  DC-6B T h r i f t a i r  

f l i g h t s  on  t h e  r o u t e  on J u n e  1, 1962.  The f a r e  was $12.95 

which compared t o  P a c i f i c  S o u t h w e s t ' s  $13.50 and was 

p o s s i b l e  b e c a u s e  Wes te rn  was r e f l e c t i n g  t h e  f a c t  t h a t  i t ' s  

DC-6B a i r c r a f t  were  f u l l y  d e p r e c i a t e d .  It was a s u c c e s s f u l  

s e r v i c e  from t h e  s t a r t .  Wes te rn  dropped  i t s  f a r e  t o  $11.43 

on F e b r u a r y  2 5 ,  1963,  w h i l e  jet  f a r e s  were  b o o s t e d  f o r  

t h e  t h i r d  t i m e  s i n c e  t h e y  had been  i n t r o d u c e d  a t  $17.05 

i n  1959 t o  $23.70 on A p r i l  7 ,  1962.  T h r i f t a i r  was o n e  



r e s u l t  o f  t h e  comple te  change o v e r  t o  t u r b o p r o p  Lockheed 

E l e c t r a s  by  Februa ry  1960 by P a c i f i c  Southwest .  W e s t e r n ' s  

s h a r e  o f  t h e  market  went from 1 5  p e r c e n t  i n  1961  t o  32 p e r c e n t  

by  t h e  end o f  1963. m o s t l y  a t  U n i t e d ' s  expense .  1 2  

Un i t ed  f i n a l l y  r e a c t e d ,  a f t e r  s e e i n g  i t s  market  

s h a r e  d r o p  from 59 p e r e n ;  i n  1958  t o  1 8  p e r c e n t  i n  1963,  

when it i n t r o d u c e d  i t s  Jet  Commuter f o u r  d a i l y  f l i g h t s  which 

used  two new 114 s e a t  Boeing 727 jets e s p e c i a l l y  d e s i g n e d  

f o r  t h e  s e r v i c e  on September 27, 1964. The f a r e  was $14.50 

which was o n l y  one  d o l l a r  h i g h e r  t h a n  P a c i f i c  S o u t h w e s t ' s  

t u r b o p r o p  E l e c t r a  f a r e .  It was immedia te ly  s u c c e s s f u l  and 

w i t h i n  s i x  months two more j e t s  were  added t o  t h e  s e r v i c e  

and t w e n t y  d a i l y  f l i g h t s  w e r e  o p e r a t e d  each  way. Western 

s u f f e r e d  most from U n i t e d ' s  new s e r v i c e  and P a c i f i c  Southwest  

s t a r t e d  Boeing 727 j e t  s e r v i c e  on A p r i l  9 ,  1965,  e i g h t  days  

a f t e r  Uni ted  had reduced i t s  f a r e  t o  $13.50 and P a c i f i c  

Southwest  a c c e p t e d  t h e  Uni t ed  j e t  f a r e .  Western p l a c e d  i t s  

less economic 146 s e a t  720B f a n  j e t s  on t h e  r o u t e  i n  

A p r i l  1965. 

T r a n s  World was a u t h o r i z e d  t o  f l y  u n r e s t r i c t e d  

s e r v i c e  between t h e  two c e n t r e s  i n  J a n u a r y  1962,  b u t  

d e c i d e d  t o  c o n t i n u e  t o  o p e r a t e  t h e  s e r v i c e  a s  o n l y  p a r t  o f  

i t s  normal  i n t e r s t a k e ,  s e r v i c e s .  It c h a r g e s  t h e  normal 

low- fa re  b e c a u s e  it i s  based  on m a r g i n a l  c o s t s .  Although 

1 2 .  Michael  E .  Lev ine ,  "Is R e g u l a t i o n  Necessa ry?  C a l i f o r n i a  
A i r  T r a n s p o r t a t i o n  and N a t i o n a l  R e g u l a t o r y  P o l i c y . "  

(Ya le  Law J o u r n a l  : J u l y  1965) p.1436. 



T r a n s  World w a s  n o t  p r e p a r e d  t o  f u l l y  e n t e r  t h e  C a l i f o r n i a  

m a r k e t  it s t i l l  h e l d  a t t r a c t i o n s  f o r  o t h e r  o p e r a t o r s .  

C. P o s t s c r i p t ,  1965 and  A f t e r  

The y e a r  1965 was i m p o r t a n t  t o  commercial  a v i a t i o n  

w i t h i n  C a l i f o r n i a  b e c a u s e  on September  1 7 ,  1965,  t h e  

P.U.C. was g i v e n  a d d i t i o n a l  a u t h o r i t y  o v e r  t h e  e n t r y ,  

e x i t  and  s e r v i c e  o f  t h e  i n t r a s t a t e  c a r r i e r s .  Dur ing  

t h a t  y e a r  3,174,000 p a s s e n g e r s  w e r e  c a r r i e d  on t h e  r o u t e .  

T r a f f i c  p rob lems  i n  t h e  Los A n g e l e s  a r e a  and t h e  growing 

p o p u l a r i t y  o f  D i sney land  prompted an  a p p l i c a t i o n  t o  t h e  

P.U.C. f o r  a  C e r t i f i c a t e  o f  P u b l i c  Convenience  and 

N e c e s s i t y .  It i s  no tewor thy  t o  f i n d  t h a t  a f t e r  a r r a n g i n g  

t h e i r  f i n a n c i n g  t h e  a p p l i c a t i o n  was made i n  A p r i l ,  t h e  

h e a r i n g  was h e l d  i n  J u n e  and t h e  c e r t i f i c a t e  g r a n t e d  i n  

September .  A t o t a l  o f  s even  months was s p e n t  j u s t  i n  

g e t t i n g  p e r m i s s i o n  t o  f l y .  

A s  a  r e s u l t  o f  t h e  f a v o u r a b l e  d e c i s i o n  A i r  C a l i f o r n i a  

s t a r t e d  f l y i n g  t u r b o p r o p  Lockheed E l e c t r a s  from San Jose 

t o  S a n t a  Ana (Orange c o u n t y )  on J a n u a r y  1 6 ,  1967. DC-9 

j e t s  w e r e  added i n  A p r i l  o f  t h e  same y e a r .  The  n e x t  y e a r ,  

1968,  a l l  a i r c r a f t  w e r e  r e p l a c e d  w i t h  Boeing  737 jets 

and 650 ,000  p a s s e n g e r s  w e r e  c a r r i e d .  By March 1970 

P a c i f i c  Sou thwes t  made i t s  f i r s t  b i d  t o  a c q u i r e  A i r  

C a l i f o r n i a .  T h i s  was i m p o r t a n t ,  f a l l i n g  a s  it d i d  a f t e r  

t h e  P.U.C. had a c q u i r e d  power o v e r  a i r l i n e  e n t r y ,  b e c a u s e  

it was t h e  f i r s t  merge r  p r o p o s a l  e v e r  be tween i n t r a s t a t e  

c a r r i e r s .  It was a n  o b v i o u s  a t t e m p t  t o  r e d u c e  c o m p e t i t i o n  



and t h e  U.S. J u s t i c e  Department  t h r e a t e n e d  P a c i f i c  

Sou thwes t  w i t h  a n  a n t i t r u s t  s u i t .  

The r o u t e  be tween San F r a n c i s c o  and  Los Ange le s  

r ema ins  t h e  w o r l d ' s  b u s i e s t  s e r v i c e  and  c o m p e t i t i o n  i s  

s t r o n g .  It s t i l l  i s  p r o f i t a b l e  f o r  t h e  a i r l i n e s ,  t h o u g h ,  

a s  P a c i f i c  Sou thwes t  h a s  o r d e r e d  Lockheed L - l o l l ' s  f o r  

t h e  r u n .  They a r e  c a p a b l e  o f  s e a t i n g  345 p a s s e n g e r s .  

The  coach  f a r e  r ema ins  i n  1974  a s  t h e  l o w e s t  i n  t h e  

w o r l d  a t  $16.50, 4.85C p e r  m i l e .  T h i s  i s  a b a r g a i n  f o r  

t r a v e l l e r s  b u t  i f  c o m p e t i t i o n  was reduced  it i s  l i k e l y  

t h a t  f a r e s  would c r e e p  up  t o  t h e  s t a n d a r d  i n t e r s t a t e  

f a r e  l e v e l s .  The c o i n c i d e n c e  o f  i n n o v a t i o n  i n  s e r v i c e  

p l u s  f a r e  r e d u c t i o n s  and  s p e c t a c u l a r  marke t  growth 

s u g g e s t s  t h a t  i n n o v a t i o n  and l o w  f a r e s  h a v e  i n  l a r g e  p a r t  

caused  t h e  marke t  growth .  1 3  

1 3 .  Lev ine .  "Is R e g u l a t i o n  N e c e s s a r y ? " ,  p.1442 . 



SECTION 9 

THE BOSTON - NEW YORK - WASHINGTON SHUTTLE 

The most  h i g h l y  p o p u l a t e d  a r e a  o f  t h e  U.S . A = ,  t h e  r e g i o n  

between Boston  and Washington,  D.C. which i n c l u d e s  New York 

C i t y  and i t s  e n v i r o n s ,  d i d  n o t  g e t  low-cos t  a i r  s e r v i c e  l i k e  

C a l i f o r n i a ' s  u n t i l  1961. T h i s  was n o t  b e c a u s e  t h e r e  was 

no  o p e r a t o r  i n t e r e s t e d  i n  such  a  s e r v i c e  b u t  r a t h e r  b e c a u s e  

no  c e r t i f i c a t e d  c a r r i e r  was i n t e r e s t e d .  One o f  t h e  ma jo r  

nonschedu led  c a r r i e r s ,  N o r t h  American A i r l i n e s ,  a p p l i e d  t o  t h e  

C.A.B. i n  1954 t o  run  s h u t t l e  f l i g h t s  be tween New York and 

Washington.  The p roposed  f a r e  was $10 o n e  way which was 

$2.77 less,  o r  21.7 p e r c e n t ,  t h a n  t h a t  o f  American and E a s t e r n ,  

t h e  two c e r t i f i c a t e d  c a r r i e r s  o n  t h e  r o u t e .  It p lanned  t o  u s e  

D.C.-4 a i r c r a f t  and f e a t u r e  no  r e s e r v a t i o n s .  T i c k e t s  were  

t o  be s o l d  on b o a r d  t h e  p l a n e s  which would b e  equipped w i t h  

ca r ry -on  baggage  r a c k s .  The C-A.B. t u r n e d  t h e  r e q u e s t  down. 

A. Coach S e r v i c e  B e f o r e  t h e  S h u t t l e  S e r v i c e  

One r e a s o n  why Nor th  American may h a v e  a p p l i e d  t o  

o p e r a t e  i t s  s h u t t l e  s e r v i c e  may have  been  t h e  r e l u c t a n c e  o f  

t h e  c e r t i f i c a t e d  c a r r i e r s  t o  o p e r a t e  coach f l i g h t s  be tween 

t h e  t h r e e  c e n t r e s .  E a s t e r n  r e v i s e d  i t s  s c h e d u l e s  t o  ex tend  

coach s e r v i c e  from Washington t o  New York and Boston  i n  t h e  

s p r i n g  o f  1953 and American f o l l o w e d  q u i c k l y .  The key  f e a t u r e  

o f  t h e  new s e r v i c e  was t h a t  t h e  coach t a r i f f s  w e r e  f i l e d  o n l y  

f o r  e x t e n s i o n s  o f  f l i g h t s  t h a t  a l s o  s e r v e d  t h e s e  c i t i e s  b u t  

w e r e  n o t  a v a i l a b l e  f o r  p a s s e n g e r s  f l y i n g  between Boston  - 



New York and New York - Washington,  The c a r r i e r s  o n l y  o f f e r e d  

f i r s t  c l a s s  f a r e s  on t h o s e  r o u t e  sectors .  The f a r e s  w e r e  

suspended i n  A p r i l  and May 1953 b y  t h e  C.A.B. and c o n s o l i d a t e d  

f o r  i n q u i r y  i n  t h e  Short-Haul  Coach F a r e  Case ,  N e i t h e r  

E a s t e r n  n o r  American was a n x i o u s  t o  o f f e r  coach f a r e s  between 

Boston  and New York o r  between New York and Washinagton. 1 4  

The C.A.B. d e c i d e d  t h a t  coach f a r e s  shou ld  be no more 

t h a n  75 p e r c e n t  o f  t h e  f i r s t  c l a s s  f a r e  l e v e l s ,  American 

t h e n  f i l e d  r e v i s e d  f a r e s  s i g n i f i c a n t l y  above  t h e  C , A , B . ' s  

recommendations,  as  shown i n  F i g u r e  1 5  and w e r e  suspended 

F i q u r e  1 5  

American A i r l i n e s  Proposed Coach F a r e s  i n  t h e  U.S. N o r t h e a s t  

Route  

Boston - New 
N w  rjlosk .- 

Washington 
Boston - 

Washington 

Source :  Pau l  

Proposed F i r s t  Proposed Coach F a r e  
Coach C l a s s  A s  a  P e r c e n t a g e  o f  
F a r e  F a r e  F i r s t  C l a s s  F a r e s  

York 1 1 , O O  1 2 - 1 5  90.5% 

W, C h e r i n g t o n ,  A i r l i n e  P r i c e  P o l i c y :  A S tudy  
or Domestic  A i r l i n e  P a s s e n g e r  F a r e s ,  p.433. 

and a  h e a r i n g  o r d e r e d  by  t h e  C.A,B. American shaved i t s  

coach f a r e  p r o p o s a l s  j u s t  b e f o r e  t h e  h e a r i n g  b u t  upon 

r e a l i z i n g  t h a t  t h e y  would n o t  be a c c e p t a b t e  t o  t h e  C.A.B. 

f i n a l l y ,  a l o n g  w i t h  E a s t e r n ,  f i l e d  f a r e s  a t  t h e  75 p e r c e n t  

l e v e l .  The c e r t i f i c a t e d  c a r r i e r s  f i n a l l y  i n t r o d u c e d  coach 

f a r e s  on t h i s  major r o u t e  i n  t h e  f a l l  o f  1953. 

14-Paul  W, C h e r i n g t o n ,  A i r l i n e  P r i c e  P o l i c y :  A s t u d y  o f  Domestic 
A i r l i n e  P a s s e n g e r  F a r e s ,  (Cambridge, Mann,: Bos ton  ~ic 
o f  Resea rch ,  G r a d u a t e  School  o f  B u s i n e s s  A d m i n i s t r a t i o n ,  
Harvard  U n i v e r s i t y ,  1958) p .433 ,  



B. E a s t e r n ' s  S h u t t l e  S e r v i c e  

Because t h i s  i n t e r s t a t e  r o u t e  was r e g u l a t e d  by t h e  

C.A.B. t h e  i n t r o d u c t i o n  o f  t h e  low f a r e s ,  e l e v e n  y e a r s  

a f t e r  t h e  schedu led  i n t e r s t a t e  c a r r i e r s  i n t c o d u c e d  them 

i n  C a l i f o r n i a ,  was n o t  a  r e a c t i o n  t o  low- fa re  c o m p e t i t i o n  

b u t  a  r e s p o n s e  t o  u t i l i z i n g  o l d e r  equipment which had  been 

d i s p l a c e d  by t h e  i n t r o d u c t i o n  o f  j e t  a i r c r a f t  b u t  b e c a u s e  

t h i s  had o c c u r r e d  l a t e r  t h a n  i n  most a i r l i n e s  t h e r e  was no 

market  f o r  them. 

E a s t e r n  i n t r o d u c e d  i t s  A i r - S h u t t l e  between New York 

and Boston (188 m i l e s )  and Washington (205 m i l e s )  on A p r i l  

30, 1961. The Bpston - New York f a r e  was $10.91; 5.80C 

p e r  m i l e ;  and t h e  New York - Washington f a r e  was $12.73; 

6.21C p e r  m i l e .  I n c r e a s e s  t o  $11.82; 6.29C p e r  m i l e ;  and 

$13.64; 6.56C p e r  m i l e ;  r e s p e c t i v e l y  were  made on December 

2 ,  1961. P a s s e n g e r s  d i d  n o t  need r e s e r v a t i o n s ,  pu rchased  

t h e i r  t i c k e t s  aboard  t h e  a i r c r a f t  and w e r e  g u a r a n t e e d  a  

s e a t .  Older  95 s e a t  Lockheed C o n s t e l l a t i o n s  o r i g i n a l l y  

o p e r a t e d  t h e  s e r v i c e  e v e r y  two hours  b u t  on August 1, 1961,  

h o u r l y  s e r v i c e  was i n t r o d u c e d  between New York and Boston 

and between New York and Washington on S e p t e p b e r  1 5 ,  1961.  

By J u n e  11, 1 9 6 2 ,  o n l y  $ 3 4  months a f t e r  t h e  i n a u g u r a l  
1 5  

A i r - S h u t t l e  f l i g h t ,  one  m i l l i o n  p a s s e n g e r s  had been c a r r i e d .  

1 5 .  R.E.G. Dav ies ,  A i r l i n e s  o f  t h e  Uni t ed  S t a t e s  S i n c e  1914 
(London: Putman & Co-Ltd.,  1972) p.543- 



The s e r v i c e  l o s t  money f o r  t h e  f i r s t  few y e a r s  b u t  t h i s  

was p r i n c i p a l l y  a  r e s u l t  o f  g u a r a n t e e i n g  e v e r y  p a s s e n g e r  

a  s e a t ,  which r e q u i r e d  some s i n g l e  p a s s e n g e r  t r i p s  and 

many empty a i r c r a f t  r e p o s i t i o n i n g  f l i g h t s .  

F a s t e r  a i r c r a f t  were i n t r o d u c e d  by E a s t e r n  a s  t h e y  

became a v a i l a b l e .  Turboprop  Lockheed E l e c t r a s  began s e r v i c e  

on  Augus t .  1 , 1 9 6 5  between New York and Bos ton ,  118 s e a t  

Boeing  727 Jets e n t e r e d  s e r v i c e  on A p r i l  24, 1966 and  w e r e  

f o l l o w e d  b y  Douglas  DC9 Jets on F e b r u a r y  1, 1967.  The 

p o p u l a r  s h u t t l e  s e r v i c e  a l l o w e d  E a s t e r n  t o  d i s p l a c e  American 

a s  t h e  m a j o r  c a r r i e r  on  t h e  t w o  r o u t e s .  American r e a c t e d  

on F e b r u a r y  1 2 ,  1967,  b y  e s t a b l i s h i n g  i t s  Jet Expres s  

s e r v i c e  u s i n g  BAC One-Eleven Jets.  N o r t h e a s t ,  t h e  weaker  

c a r r i e r  on t h e  Bos ton  - New York r o u t e ,  a l s o  e n t e r e d  t h e  

c o m p e t i t i o n  u n t i l  i t s  merger. w i t h  D e l t a  i n  1972 ,  

The f a r e s  c o n t i n u e d  t o  c l i m b  upward, p r o b a b l y  a s  a  

r e s u l t  o f  r e s t r i c t e d  compe t6 t ion ,  u n t i l  t h e  f a r e s  i n  1 9 7 3  

f rom New York were :  

To Bos ton  - $24.00 (12.77e p e r  m i l e )  
To Washington - $26.00 (12.68C p e r  m i l e )  

It must Be remembered t h a t  a t  t h e  same t i m e  t h e  i n t r a -  

C a l i f o r n i a  f a r e  was 4.85e p e r  m i l e  which  i f  i n  e f f e c t  on  

t h i s  r o u t e  would h a v e  p r o v i d e d  f a r e s  o f  $9.12 be tween New 

York and Bos ton  and  $9.94 be tween New York and Washington.  



SECTION 1 0  

A COMPARISON OF THE CALIFORNIA INTRASTATE 
AND THE NORTHEAST U. S  . INTERSTATE SERVICES. 

P r o b a b l y  a s  o n e  r e s u l t  o f  t h e  a t t i t u d e s  e a s t e r n e r s  

and w e s t e r n e r s  h e l d  a b o u t  each  o t h e r  many a r t i c l e s  appea red  

i n  p e r i o d i c a l s  comparing t h e  r e s p e c t i v e  r e g i o n a l  a i r  s e r v i c e s .  

T h i s  s e c t i o n  compares t h e  two s e r v i c e s  b y  l o o k i n g  a t  t h e  

t y p e s  o f  a i r c r a f t  used  and t h e  f a r e  l e v e l s .  

A .  - A i r c r a f t  Types Used 

One c r i t i c i sm  o f  t h e  C a l i f o r n i a  i n t r a s t a t e  s e r v i c e  

was t h a t  a i r c r a f t  u sed  on t h o s e  r o u t e s  w e r e  o f t e n  o l d e r  

t h a n  o t h e r  a i r c r a f t  u sed  on o t h e r  r o u t e s .  The  i n t r a s t a t e  

c a r r i e r s  o f  C a l i f o r n i a  used n o n p r e s s u r i z e d  M a r t i n  2 0 2 ' s  and 

o l d  DC-3's and DC-4's u n t i l  t h e  e a r l y  1 9 6 0 ' s  when t h e  p r i c e s  

o f  used  p r e s s u r i z e d  a i r c r a f t  dropped.  T h i s  was a  r e s u l t  o f  

new jet a i r c r a f t  d i s p l a c i n g  p r e s s u r i z e d  a i r c r a f t .  I n  

c o n t r a s t  t h e  c a r r i e r s  o n  t h e  N o r t h e a s t e r n  i n t e r s t a t e  

r o u t e s  i n t r o d u c e d  new a i r c r a f t  o n  t h e i r  r e g u l a r  f l i g h t s  a s  

t h e y  became a v a i l a b l e .  But E a s t e r n ' s  S h u t t l e  a l s o  o r i g i n a l l y  

used  o l d e r  p r o p e l l e r  a i r c r a f t .  T h i s  would a p p e a r  t o  expla i -n  

why t h e  i n t r a s t a t e  c a r r i e r s  o n l y  used  o l d e r  a i r c r a f t  b e c a u s e  

t h e i r  c a p i t a l  c o s t s  w e r e  l ower  which r e s u l t e d  i n  lower  

c o s t s  t o  each  c a r r i e r  and e n a b l e d  them t o  o f f e r  lower  f a r e s .  

It  i s  i m p o r t a n t  t o  p o i n t  o u t  t h a t  P a c i f i c  Sou thwes t ,  t h e  

C a l i f o r n i a  i n t r a s t a t e  c a r r i e r ,  o p e r a t e d  a l l  o f  i t s  f l i g h t s  

w i t h  t u r b o p r o p  E l e c t r a s  by  F e b r u a r y ,  1960,  and E a s t e r n  d i d  

n o t  i n t r o d u c e  t u r b o p r o p  a i r c r a f t  u n t i l  August  1965.  

Jet a i r c r a f t  w e r e  f i r s t  i n t c o d q c e d  by  t h e  i n t e r s t a t e  



c a r r i e r s  i n  b o t h  s e r v i c e s .  They w e r e  used  o n l y  f o r  t h e i r  

s t a n d a r d  s e r v i c e s  u n t i l  U n i t e d  o f f e r e d  i t s  Boeing  727 Je t  

Commuter i n  September  1964.  P a c i f i c  Sou thwes t  f o l l o w e d  

w i t h  Boeing  7 2 7  j e t  s e r v i c e  i n  A p r i l  1966.  E a s t e r n  d i d  n o t  

i n t r o d u c e  jets on i t s  S h u t t l e  s e r v i c e  u n t i l  A p r i l  1966.  

Today a l l  m a j o r  s e r v i c e s  i n  b o t h  a r e a s  a r e  o p e r a t e d  w i t h  

jet a i r c r a f t .  

O r i g i n a l l y  t h e  i n t e r s t a t e  c a r r i e r s  o f f e r e d  bet ter  

a i r c r a f t  when t h e y  w e r e  i n  c o m p e t i t i v e  s e r v i c e s  t h a n  t h e i r  

i n t r a s t a t e  c o u n t e r p a r t s .  S i n c e  t h e  1 9 6 0 ' s  when b o t h  r e g i o n s  

o f  t h e  U.S. o f f e r e d  a  commuter-type a i r  s e r v i c e  t h e - i n t r a -  

s t a t e  c a r r i e r s  have  f o l l o w e d  t h e  l e a d  o f  t h e i r  C a l i f o r n i a  

i n t e r s t a t e  c o u n t e r p a r t s  b u t  have  been  w e l l  ahead  o f  t h e  

N o r t h e a s t  i n t e r s t a t e  c a r r i e r s  i n  i n t r o d u c i n g  modern 

a i r c r a f t .  

B. F a r e  L e v e l s  

F e d e r a l  r e g u l a t o r y  b o d i e s  do  n o t  c o n t r o l  s t a n d a r d s  

o f  s e r v i c e .  O r d i n a r i l y  a i r l i n e s  would p r o v i d e  t h o s e  

s t a n d a r d s  o f  s e r v i c e  t h a t  would r e s u l t  i n  t h e  max imiza t ion  

o f  a i r l i n e  i n d u s t r y  p r o f i t s ,  t h a t  i s ,  t h e  a i r l i n e s  would 

p r o v i d e  t h e  s e r v i c e  s t a n d a r d s  where  t h e  i n d u s t r y ' s  m a r g i n a l  

r e v e n u e s  from t h e  improved s e r v i c e  l e v e l s  e q u a l l e d  t h e  

m a r g i n a l  c o s t s  o f  t h e i r  s e r v i c e  improvements ,  But t h e  

f e d e r a l  r e g u l a t o r y  b o d i e s  e s t a b l i s h e d  f a r e s  which  cou ld  

n o t  be u n d e r c u t  so t E a t  U.S. s c h e d u l e d  i n t e r s t a t e  o f f e r e d  

h i g h  l e v e l s  o f  s e r v i c e  i n  o r d e r  t o  a t t r a c t  p a t r o n s  where  

r o u t e s  w e r e  c o m p e t i t i v e .  Bu t ,  s i n c e  t h e  C a l i f o r n i a  P u b l i c  



U t i l i t i e s  Commission d i d  n o t  r e s t r i c t  p r i c e  d e c r e a s e s , t h i s  

riva:ry c o u l d  be e x p r e s s e d  t h r o u g h  lower  f a r e s  a s  w e l l  a s  
1 6  

t h r o u g h  s e r v i c e  improvements . 
Scheduled  coach s e r v i c e  was f i r s t  i n t r o d u c e d  f o r  a  

permanent  p e r i o d  i n  C a l i f o r n i a  i n  1949 b u t  t h e  N o r t h e a s t  

U.S. r o u t e s  d i d  n o t  r e c e i v e  t h a t  t y p e  o f  s e r v i c e  u n t i l  t h e  

end o f  1953. F i g u r e  1 6  shows t h a t  even  when coach s e r v i c e  

appea red  i n  t h e  N o r t h e a s t  U.S. t h e  l o w e s t  p e r  m i l e  r a t e s  

t h e r e  were  25.9 p e r c e n t  g r e a t e r  t h a n  t h o s e  w i t h i n  

C a l i f o r n i a .  
F i q u r e  1 6  

A Comparison o f  Coach C l a s s  P e r  M i l e a g e  R a t e s  Between t h e  
C a l i f o r n i a  and t h e  N o r t h e a s t  U.S . S e r v i c e s  f o r  S e l e c t e d  Years 

C a l i f o r n i a  S e r v i c e  N o r t h e a s t  U.S. S e r v i c e  
Major  Major  

S e l e c t e d  
Years  

1949 
1950 
1951  
1952 
1954 
1955 
1958 
$959 
1960 
1961  
1962 
1964 
1965 
1973  

~ n t r a s t a t e  I n t e r s t a t e  
C a r r i e r  C a r r i e r  

2.94e ----- 
2.94e 2.93e 
3.44e 3.44e 
3.97e 3.44e 
3 ,97e  3.44e 
2 . 9 4 ~  3 . 4 4 ~  
3.97e 4.43e 
3 . 9 7 ~  4 . 4 3 ~  
3.97C 5.01C ( j e t )  
3.97e 5.01e ( j e t )  
3.97e 6.97C ( j e t )  
3.97e 4.26C ( j e t )  
3.97e ( j e t )  3.97C ( j e t )  
4.97e ( j e t )  4.97e ( j e t )  

New York New York - 
- Boston  Washington 

------ 
5.41C 
5.41'2 
6.12e 
6.61e 
7.27e 
6.21e 
7.10e 
7.43e 
8.36e 

( j e t )  12.68e ( j e t )  

Source :  W i l l i a m  A. Jo rdan .  A i r l i n e  R e q u l a t i o n  i n  America,  
pp.279-93, and c u r r e n t  a i r l i n e  
t i m e t a b l e s .  

Over t i m e  t h e  d i s p a r i t y  o f  r a t e s  h a s  become g r e a t e r  

16 .  J o r d a n ,  A i r l i n e  R e q u l a t i o n  i n  America,  p.35. 



so  t h a t  b y  1965 t h e  p e r  m i l e  r a t e s  i n  t h e  N o r t h e a s t  U.S. 

a r e  104.3  p e r c e n t  g r e a t e r  t h a n  t h e  C a l i f o r n i a  r a t e s .  A t  

t h i s  t i m e  t h e  C a l i f o r n i a  s e r v i c e  was b e i n g  f lown w i t h  jets 

and t h e  U.S. N o r t h e a s t  s e r v i c e  was u s i n g  t u r b o p r o p  a i r c r a f t .  

F a r e  l e v e l s  d e r i v e d  from t h e  p e r  m i l e a g e  r a t e s  a r e  

l i s t e d  i n  F i g u r e  1 7  f o r  t h e  C a l i f o r n i a  and N o r t h e a s t  U.S. 

F i q u r e  1 7  

A Comparison o f  Coach C l a s s  F a r e s  Between t h e  C a l i f o r n i a  
and t h e  N o r t h e a s t  U.S.Services f o r  S e l e c t e d  Years  

C a l i f o r n i a  S e r v i c e  

Major  Major  
S e l e c t e d  I n t r a s t a t e  I n t e r s t a t e  

Years  C a r r i e r  C a r r i e r  

------ 
$9.95 
$11.70 
$11.70 
$11.70 
$11.70 
$15.05 
$15.05 
$17.05 ( j e t )  
$17.05 ( j e t )  
$23.70 ( j e t )  
$14.60 ( j e t )  

( j e t )  $13.50 ( j e t )  
( j e t )  $16.50 ( j e t )  

N o r t h e a s t  U.S. S e r v i c e  

New York 
- Boston  

New York - 
Washington 

Source :  W i l l i a m  A. J o r d a n , A i r l i n e  R e g u l a t i o n  i n  America,  
pp. 279-93, and c u r r e n t  a i r l i n e  t i m e t a b l e s .  

r o u t e s .  T h e s e  two t a b l e s  t a k e n  t o g e t h e r  show why t h e  

C a l i f o r n i a  s e r v i c e  was b y  f a r  t h e  bet ter  t r a v e l  b a r g a i n .  

It  i s  l i k e l y  t h a t  a  commutalr t y p e  s e r v i c e  would h a v e  been  

o p e r a t e d  i n  C a l i f o r n i a  had t h e r e  been  no i n t r a s t a t e  car r ie rs  

b u t  t h e  s i t u a t i o n  i n  t h e  N o r t h e a s t  U.S. r o u t e s  i n d i c a t e s  

t h a t  t h e  f a r e s  would h a v e  been  h i g h e r .  



C . CONCLUS IONS 

The m a j o r  r e g u l a t o r y  d i f f e r e n c e  be tween  t h e  c a r r i e r s  

o f  t h e  two r o u t e s  was t h e  d i f f e r e n c e  be tween  t h e  o b s t a c l e s  

t o  e n t r y  o f  t h e  i n d u s t r y .  I n  C a l i f o r n i a  p r i o r  t o  1965  an  

o p e r a t o r  had o n l y  t o  p r o v e  h i s  f i n a n c i a l  r e s p o n s i b i l i t y ,  

h a v e  h i s  r a t e s  checked  b y  t h e  C a l i f o r n i a  P.U.C. and  s t a r t  

o p e r a t i n g  h i s  a i r c r a f t  on  t h e  r o u t e s  h e  w i s h e d .  To o p e r a t e  

o n  t h e  i n t e r s t a t e  r o u t e s  a  new c a r r i e r  would h a v e  t o  a p p l y  

t o  t h e  C.A.B. f o r  a  C e r t i f i c a t e  o f  P u b l i c  Conven ience  and  

N e c e s s i t y .  It would h a v e  t o  p r o v e  t h a t  t h e r e  was c a p a c i t y  

o n  t h e  r o u t e  f o r  i t s  p r o p o s e d  s e r v i c e s  and o t h e r  c a r r i e r s  

c o u l d  o p p o s e  t h e  a p p l i c a t i o n .  The  same p r o c e d u r e  i s  

r e q u i r e d  i f  a n y  a d d i t i o n s  o r  c h a n g e s  t o  t h e  r o u t e  a r e  

wan ted  l a t e r .  

R e s t r i c t i o n  o f  e n t r y  t o  t h e  a i r l i n e  i n d u s t r y  h a s  

o f t e n  b e e n  s a i d  t o  be n e c e s s a r y  t o  assume t h a t  a  s t a b l e  

a i r l i n e  s y s t e m  w i l l  be d e v e l o p e d  and p r e s e r v e d .  It h a s  

o f  c o u r s e  n e v e r  b e e n  found  t h a t  p r o t e c t i v e  r e g u l a t i o n  i s  

e s s e n t i a l  t o  a s s u r e  c o n t i n u e d  p r o v i s i o n  o f  a n  a d e q u a t e  

s u p p l y  of a i r  t r a n s p o r t  s e r v i c e s ,  any  m o r e  t h a n  it i s  

n e c e s s a r y  t o  s e c u r e  a n  a d e q u a t e  s u p p l y  o f  s o a p ,  d o o r k n o b s ,  
1 7  

o r  a u t o m o b i l e s .  The  a i r l i n e  i n d u s t r y  i s  s u c h  t h a t  s m a l l  

numbers o f  s i m i l a r  a i r c r a f t  c an  c r e a t e  economic  u n i t s  so 

t h a t  t h e  a c q u i s i t i o n  o f  more a i r c r a f t  c a n  l e a d  t o  

17 .  L u c i l e  Sheppa rd  Keyes ,  "A R e c o n s i d e r a t i o n  o f  F e d e r a l  
C o n t r o l  o f  E n t r y  i n t o  A i r  T r a n s p o r t a t i o n ,  " 
( ~ o u r n a l  o f  A i r  Law and C o m m e r c e :  1955 . )  p. 197 .  



diseconomies  o f  s c a l e .  F u r t h e r ,  a i r c r a f t  a r e  e a s i l y  

t r a n s f e r r e d  t o  o t h e r  r o u t e s  o r  c a r r i e r s  or  o t h e r w i s e  

d i s p o s e d .  

Normally i n  an  i n d u s t r y  t h e  a c q u i s i t i o n  o f  a  

company i n v o l v e s  t h e  p u r c h a s e  o f  p h y s i c a l  p r o p e r t y  and 

p e r h a p s  some p a t e n t e d  p r o c e s s .  The a c q u i s i t i o n  of  a n  

i n t e r s t a t e  a i r  c a r r i e r  i n v o l v e s  t h e  p u r c h a s e  o f  " r o u t e  

l i c e n c e s " .  I n  t w o  s t r i k i n g  d e c i s i o n s  however, t h e  Board 

h a s  a u t h o r i z e d  t r a n s f e r s  i n  which a  s u b s t a n t i a l  sum was 

p a i d  f o r  t h e  C e r t i f i c a t e  o f  Convenience and N e c e s s i t y  
1 8  

i t s e l f .  The p u r c h a s e  o f  M a r q u e t t e  A i r l i n e  by  T.W.A. 

i s  a  no ted  c a s e  where  b a s i c a l l y  a l l  t h a t  T.W.A..was 

a c q u i r i n g  was M a r q u e t t e ' s  o p e r a t i n g  p r i v i l e g e s .  T h e s e  

c o s t s  can o n l y  be p l a c e d  on t h e  f a r e s  t o  be p a i d  b y  t h e  

t r a v e l l i n g  p u b l i c .  I t  i s  u n f o r t u n a t e  t h a t  t h e  a c t i o n s  

o f  p o l i t i c i a n s  i n  r e g u l a t i n g  t h e  a i r l i n e  i n d u s t r y  h a s  

r e s u l t e d  i n  h i g h e r  f a r e s .  

1 8 .  " S a l e  o f  A i r l i n e  C e r t i f i c a t e s  o f  Convenience and 
N e c e s s i t y . "  Columbia Law Review, ( ~ a n u a r y  1948) 
pp -88-9 



SECTION 11 

OTHER NON-REGULATED AIR SERVICES 

T h e r e  a r e  two o t h e r  m a j o r  i n s t a n c e s  o f  p a s s e n g e r  

c a r r i e r s  o p e r a t i n g  s u c c e s s f u l l y  o u t s i d e  economic r e g u l a t o r y  

c o n t r o l s  i n  t h e  p o s t w a r  e r a .  I n  b o t h  o f  t h e s e  c a s e s ,  however ,  

governments  h a v e  t r i e d  t o  f o r c e  t h e  c a r r i e r s  t h a t  o p e r a t e d  

t h e s e  s e r v i c e s  t o  r a i s e  t h e i r  f a r e s ,  r e s t r i c t  t h e i r  f l i g h t  

f r e q u e n c i e s ,  r e s t r i c t  t h e i r  p a t r o n a g e  t o  m e m b e r s  o f  c e r t a i n  

g roups  and  t o  e n f o r c e  o t h e r  i m p r a c t i c a l  r e g u l a t i o n s .  The two 

s e r v i c e s  a r e  t h e  non-scheduled  c a r r i e r s  t h a t  o p e r a t e d  i n  

t h e  U.S.A. i n  t h e  l a t e  1 9 4 0 ' s  and t h e  e a r l y  1 9 5 0 ' s  and  t h e  

t r a n s - A t l a n t i c  c h a r t e r  f l i g h t s  o f  t h e  1 9 6 0 ' s  and 1 9 7 0 ' s .  

A. The Non-Scheduled A i r l i n e s  o f  t h e  U.S.A. 

The  non-scheduled  a i r l i n e s ,  a l s o  known a s  nonskeds ,  

i r r e g u l a r ,  c h a r t e r  and s u p p l e m e n t a l  c a r r i e r s ,  came i n t o  

p rominence  a f t e r  World War Two. Under t h e  f i x e d  b a s e  

o p e r a t o r  c l a u s e  o f  t h e  C i v i l  A e r o n a u t i c s  Ac t  o f  1 9 3 8  c e r t a i n  

c a r r i e r s  w e r e  g r a n t e d  a n  exempt ion  from r e q u i r i n g  a 

c e r t i f i c a t e  o f  p u b l i c  c o n v e n i e n c e  and n e c e s s i t y  i f  t h e y  made 

o n l y  i r r e g u l a r  t r i p s ,  c h a r t e r  and  t a x i  f l i g h t s  and  o t h e r  

s i m i l a r  f l i g h t s  n o t  r e l a t e d  t o  a f i x e d  r o u t e .  A t  f i r s t  

t h e s e  o p e r a t o r s  w e r e  u n i m p o r t a n t  b u t  i m m e d i a t e l y  a f t e r  t h e  

war  t h e y  grew t r e m e n d o u s l y  when t h e  U.S. Government s o l d  

l a r g e  numbers o f  s u r p l u s  a i r c r a f t .  Thousands  o f  p i l o t s  

d i s c h a r g e d  from t h e  U.S. A i r  F o r c e  w e r e  a b l e  t o  f i n a n c e  t h e  

p u r c h a s e  o f  t h o s e  a i r c r a f t  w i t h  t h e  a i d  o f  t h e  Government.  



For  example, a  C-47, t h e  m i l i t a r y  v e r s i o n  o f  t h e  DC-3, 

c o u l d  b e  bought  f o r  $25,000 and p a i d  o f f  a t  t h e  r a t e  o f  

$4 ,000 p e r  y e a r .  Few o f  t h e s e  a e r o p l a n e s  were  p a r t i c u l a r l y  

s u i t e d  f o r  c r o p  d u s t i n g  or  s h o r t  t a x i  f l i g h t s .  I f  t h e  C.A.B. 

d i d  n o t  see t h a t  i n  t h e  normal c o u r s e  o f  t h i n g s  s o m e  o f  

t h o s e  e n t r e p r e n e u r s  hoped l e g i t i m a t e l y  t o  deve lop  i n t o  r e g u l a r  

a i r l i n e s ,  it was s i n g u l a r l y  l a c k i n g  i n  imag ina t ion .19  I n  1945,  

t h e  C.A.B. e s t i m a t e d  t h a t  2,730 ' a i r l i n e s  ' w e r e  founded w i t h  

5 ,500  a i r c r a f t .  
20 

The new non-scheduled a i r l i n e s  q u i c k l y  developed 

s p e c i a l i z e d  s e r v i c e s  such  a s  ca rgo  and c o n t r a c t  o p e r a t i o n s  

b u t  t h e i r  m o s t  i m p o r t a n t  and g r e a t e s t  impact  was i n  t h e  p r o v i s i o n  

o f  low-cost p a s s e n g e r  f l i g h t s .  Since t h e  schedu led  c a r r i e r s  

d i d  n o t  o f f e r  coach c l a s s  t h e  nonskeds used  t h e  e s t a b l i s h e d  

f i r s t  c lass  f a r e s  as  a n  ' u m b r e l l a '  and u n d e r c u t  them s i g n i -  

f i c a n t l y .  Those  s e r v i c e s ,  c a l l e d  a i r  coach ,  skycoach and 

coach- type  f l i g h t s ,  were  o p e r a t e d  e x t e n s i v e l y  between such 

p o i n t s  a s  New York and Miami, P u e r t o  R i c o ,  C a l i f o r n i a  and 

Hawaii.  

1 9 .  Rober t  Bend ine r ,  "The R i s e  and F a l l  o f  t h e  ~ o n s k e d s , "  
"The R e p o r t e r ,  ( ~ a y  30, 1957) 30 .  

20. R.E.G. Dav ies ,  A H i s t o r y  o f  t h e  U.S. ~ i r l i n e s  s i n c e  
1914. (London: Putnam & C o .  Ltd . ,  1972) 448. - 



It was n a t u r a l  t h a t  t h e  s c h e d u l e d  c a r r i e r s  and t h e  

C.A.B. viewed w i t h  a l a r m  t h e  i n r o a d s  t h a t  t h e  nonskeds  made. 

The C.A.B. amended i t s  r e g u l a t i o n s  o n  May 1 7 ,  1946 ,  t o  r e q u i r e  

c a r r i e r s  t o  r e c e i v e  a  L e t t e r  o f  R e g i s t r a t i o n  t o  o p e r a t e  

l a r g e  a i r c r a f t  i n  i n t e r s t a t e  and o v e r s e a s  t r a n s p o r t a t i o n  

be tween  a n y  t w o  p o i n t s  o n  a n  i n f r e q u e n t  and i r r e g u l a r  bas i s .  

T h i s  new c l a s s  o f  a i r l i n e  w e r e  c a l l e d  L a r g e  I r r e g u l a r  C a r r i e r s  

and  compr ised  t h o s e  nonskeds  which  o p e r a t e d  a  s i n g l e  a e r o p l a n e  

o f  more t h a n  1 0 , 0 0 0  pounds ,  or t h r e e  o r  more a e r o p l a n e s  o f  

g r e a t e r  t h a n  6 , 0 0 0  pounds  w i t h  a  t o t a l  w e i g h t  o f  more t h a n  

25 ,000  pounds ,  g r o s s  t a k e - o f f  w e i g h t .  T h i s  was t h e  C.A.B.'s 

f i r s t  a t t e m p t  t o  measu re  and  c o n t r o l  t h e  nonskeds .  

With s t u d i e d  d i s r e g a r d  f o r  t h e  slump i n  d o m e s t i c  

f i r s t  c l a s s  p l a n e  and r a i l  t r a v e l ,  t r a n s c o n t i n e n t a l  i r r e g u l a r  

o p e r a t o r s  more t h a n  doub led  t h e i r  1947  p a s s e n g e r  volumes.  
2 1 

A t y p i c a l  l a r g e  i r r e g u l a r  c a r r i e r  was T r a n s  A t l a n t i c  which  

o f f e r e d  a $99 Los Ange le s  - New York f a r e  w h i l e  t h e  minimum 

f a r e  o f  t h e  s c h e d u l e d  c a r r i e r s  was $143.15. I n  1947  t h i s  

c a r r i e r  f l e w  o v e r  30 m i l l i o n  p a s s e n g e r  m i l e s  b u t  i n  t h e  

S p r i n g  o f  1948  t h e  C.A.B. had suspended  i t s  L e t t e r  o f  

R e g i s t r a t i o n .  I n  1 9 4 8  t h e  f o u r  l a r g e s t  t r a n s c o n t i n e n t a l  

nonskeds  had f lown o v e r  109.3 m i l l i o n  p a s s e n g e r  m i l e s ,  a s  

shown i n  F i g u r e  18. 

21. C h a r l e s  Adams, "1948: B i g g e s t  Year  f o r  Nonskeds ." 
 viati ti on Week: J a n u a r y  3,  1949)  32. 



A i r l i n e  

F i g u r e  18 

P a s s e n g e r  S t a t i s t i c s  o f  t h e  Four  L a r g e s t  

T r a n s c o n t i n e n t a l  Non-Scheduled A i r l i n e s  i n  1948 
Revenue 

Revenue P a s s e n q e r  
Base  - P a s s e n g e r s  ~ i l e s  

- I000  - 
V i k i n g  A i r l i n e r s  Burbank, C a l  . 17 ,792  31,293 
S t a n d a r d  A i r  L i n e s ,  

I n c .  Long Beach ,Cal .  1 6 , 3 9 8  32,720 
A i r l i n e  T r a n s p o r t  

C a r r i e r s  I n c .  
(A.T.c.) Burbank,  C a l .  1 0 , 6 8 9  18 ,665  
A i r  America,  I n c .  Burbank,  C a l  . 1 0 , 8 6 5  26,670 

T o t a l  55,744 109 ,348  

Source :  A v i a t i o n  Week. "Scheduled  L i n e s  Take  Coach L e a d e r s h i p . "  
November 7 ,  1949,  p .  12 .  

These  f o u r  c a r r i e r s  a c c o u n t e d  f o r  be tween f i f t y  and  s e v e n t y  

p e r c e n t  o f  t h e  New York - C a l i f o r n i a  t r a f f i c  c a r r i e d  by  t h e  

nonskeds .  T h e r e  w e r e  a  number o f  o t h e r  $99 t r a n s c o n t i n e n t a l  

nonskeds  and even some which o f f e r e d  a n  $88 f a r e .  

S i n c e  by  1949 o n l y  C a p i t a l  among t h e  s c h e d u l e d  c a r r i e r s  

had more coach  p a s s e n g e r  m i l e s  t h a n  any  o f  t h e  l a r g e s t  

nonskeds  t h e  t h r e a t  o f  t h o s e  beyond r e g u l a t o r y  c o n t r o l s  had 

t o  be d e a l t  w i t h .  The C.A.B. announced on August  6 ,  1948,  

t h a t  it would n o t  i s s u e  a n y  more t h a n  t h e  142  L e t t e r s  o f  

R e g i s t r a t i o n  t h a t  w e r e  l i s t e d  a t  t h a t  d a t e  and i n  D e c e m b e r  

s t a t e d  t h a t  a l l  nonskeds  w e r e  t o  be l i m i t e d  t o  e i g h t  t o  

t w e l v e  f l i g h t s  be tween t h e  same two p o i n t s  each  month. A l s o  

i n  December t h e  C.A.B. p roposed  t o  wi thd raw t h e  b l a n k e t  

exempt ion  u n d e r  which t h e  i r r e g u l a r  c a r r i e r s  o p e r a t e d .  It 

was o b v i o u s  t h a t  t h e  nonskeds  had t h r e a t e n e d  t h e  e x c l u s i v e  



b u r e a u c r a t i c  a i r l i n e  ne twork  it had  b u i l t .  It was a l s o  

o b v i o u s  t o  s o m e  o b s e r v e r s  t h a t  such  d e f i n i t i v e  r e g u l a t i o n  w a s  

u n n e c e s s a r y .  C .A.B. ' s con templa t ed  r e v i s i o n  o f  t h e  non- 

s c h e d u l e d  exempt ion  i s  t an tamoun t  t o  a n  a d m i s s i o n  t h a t  it 

i s  l o s i n g  t h e  l e g a l  game o f  t a g  it i s  p l a y i n g  w i t h  t h e  
22 

i r r e g u l a r  l i n e s ,  making new and d r a s t i c  r u l e s  n e c e s s a r y .  

The C.A.B. c o n t i n u e d  i t s  t i g h t e n i n g  up o f  r e g u l a t i o n s  

on May 20, 1949,  b y  r e p l a c i n g  t h e  b l a n k e t  exempt ion  o f  t h e  

nonskeds  w i t h  i n d i v i d u a l  exempt ions .  Nonskeds o p e r a t i n g  o n  

J u n e  1 9 ,  1949 ,  w e r e  a l l o w e d  t o  c o n t i n u e  u n t i l  t h e i r  L e t t e r s  

o f  R e g i s t r a t i o n  w e r e  c a n c e l l e d  or r evoked .  E a r l y  i n  1948,  

S t a n d a r d ,  V i k i n g ,  A.T.C. and t w e l v e  o t h e r  nonskeds  a p p l i e d  

t o  t h e  C .A.B. t o  o p e r a t e  s c h e d u l e d  t r a n s c o n t i n e n t a l  f l i g h t s  

b u t  b y  t h e  Summer o f  t h a t  y e a r  S t a n d a r d  and V i k i n g  had b e e n  

o r d e r e d  t o  show c a u s e  why t h e i r  L e t t e r s  o f  R e g i s t r a t i o n  s h o u l d  

n o t  be revoked .  S t a n d a r d ' s  L e t t e r s  o f  R e g i s t r a t i o n  w e r e  

revoked i n  J u l y ,  1949,  which f o r c e d  t h e  c a r r i e r  o u t  o f  

b u s i n e s s ;  A.T.C. was o r d e r e d  b y  t h e  C.A.B. i n  September  1949,  

t o  s t o p  l e a d i n g  t h e  p u b l i c  t o  b e l i e v e  t h a t  it o p e r a t e d  r e g u l a r  

f l i g h t s  be tween any  two p o i n t s  and was o n l y  a l l o w e d  t o  make 

e i g h t  round t r i p s  be tween any  two c e n t r e s  d u r i n g  any  f o u r  

week p e r i o d ;  i n  J a n u a r y  1949 A i r  America was g i v e n  a  show 

c a u s e  o r d e r  why i t s  L e t t e r  o f  R e g i s t r a t i o n  s h o u l d  n o t  be 

22. C h a r l e s  Adams, "C.A.B. Should  Order  a  Skycoach 
I n v e s t i g a t i o n ,  " ( A v i a t i o n  Week: December 20, 1948)  50. 



r evoked ;  and i n  J u l y  1950,  V i k i n g ' s  L e t t e r  of R e g i s t r a t i o n  

was revoked .  N o t  c o n t e n t  w i t h  t h e  a c t i o n s  o f  t h e  C.A.B. 

many o f  t h e  l a r g e r  s c h e d u l e d  a i r l i n e s  l a i d  c o m p l a i n t s  w i t h  

t h e  C.A.B. a g a i n s t  m o s t  o f  t h e  nonskeds .  

On May 2 5 ,  1950,  t h e  C.A.B. announced t h a t  it would 

deny a p p l i c a t i o n s  from those c a r r i e r s  which  had o p e r a t e d  

q u a s i - s c h e d u l e d  s e r v i c e s  b u t  would g r a n t  i n d i v i d u a l  exempt ions  

t o  t h o s e  a i r l i n e s  which had o p e r a t e d  t r u l y  i r r e g u l a r  f l i g h t s .  

Those  nonskeds  which  had n o t  o p e r a t e d  d u r i n g  t h e  p r e c e d i n g  

y e a r  los t  t h e i r  L e t t e r s  o f  R e g i s t r a t i o n .  

By t h e  t i m e  t h e  C.A.B. was r e a d y  t o  i n v e s t i g a t e  t h e  

nonskeds '  a p p l i c a t i o n s  f o r  t r a n s c o n t i n e n t a l  s c h e d u l e d  s e r v i c e s ,  

o n l y  f o u r  c a r r i e r s ,  A i r  America,  C a l i f o r n i a  E a s t e r n ,  G r e a t  

Lakes and T r a n s  American had f i l e d  a p p l i c a t i o n s .  F i g u r e  1 9  

p r e s e n t s  t h e  c i t i e s  t h a t  each  a p p l i c a n t  p roposed  t o  s e r v e .  

The l i s t  shows t n a t  t h e  nonskeds  w e r e  n o t  p r e p a r e d  t o  s e r v e  

m a r g i n a l  t r a f f i c  c e n t r e s .  The C.A.B. examiner  s t a t e d  t h a t  

t h e  C .A.B. s h o u l d  reject  t h e  f o u r  nonsked ' s a p p l i c a t i o n s  

b a s i c a l l y  b e c a u s e  h e  f e l t  t h a t  t h e  d i v e r s i o n  o f  t r a f f i c  f rom 

t h e  s c h e d u l e d  c a r r i e r s  t o  t h e  p roposed  s e r v i c e s  o f  t h e  f o u r  

a p p l i c a n t s  would endange r  t h e  whole i n d u s t r y ' s  f i n a n c i a l  

h e a l t h .  Whi le  t h i s  may a p p e a r  t o  be somewhat o f  an  e x a g g e r a t i o n  

h e  was backed  t o  t h e  h i l t  b y  spokesmen f o r  t h e  s c h e d u l e d  

a i r l i n e s .  

The C.A.B. i n i t i a t e d  t h e  L a r g e  I r r e g u l a r  C a r r i e r  

I n v e s t i g a t i o n  i n  September  1951.  U n f o r t u n a t e l y  f o r  t h e  

nonskeds  t h i s  i n v e s t i g a t i o n  d ragged  on  f o r  more t h a n  t e n  y e a r s .  



F i q u r e  1 9  

Proposed  C i t i e s  t o  be Se rved  by The  Nonskeds 

I f  G r a n t e d  Schedu led  S t a t u s ,  1950 

A i r l i n e  

A i r  America,  I n c .  

C i t i e s  

New York, Washington,  P i t t s b u r g ,  
C l e v e l a n d ,  D e t r o i t ,  C i n c i n n a t i ,  
Chicago ,  S t .  L o u i s ,  Kansas  C i t y ,  
Denver ,  Albuquerque ,  S a l t  Lake 
C i t y ,  Los Ange le s ,  San  F r a n c i s c o  

C a l i f o r n i a  E a s t e r n  Airways New York, ~ h i l a d e l p h i a ,  wash ing ton ,  
C l e v e l a n d ,  De t ro i t ,  Chicago ,  
S t .  L o u i s ,  Kansas  C i t y ,  Denver ,  
Phoen ix ,  Los A n g e l e s ,  San  F r a n c i s c o  

G r e a t  Lakes A i r l i n e s  New York, P h i l a d e l p h i a ,  Ch icago ,  
Los A n g e l e s ,  San  F r a n c i s c o  

T r a n s  American Airways New York, P h i l a d e l p h i a ,  Chicago ,  
Los Ange le s ,  San  ~ r a n c i s c o  

Source :  "No A d d i t i o n a l  Coach O p e r a t o r s  Needed?" A v i a t i o n  Week. 
December 4 ,  1950,  p. 44.  

A t  t h e  same t i m e  i n  1951 it t u r n e d  down t h e  f o u r  nonsked 

a p p l i c a t i o n s  w i t h o u t  r e g a r d  f o r  t h e  i n d i v i d u a l  m e r i t s  o f  

each  a p p l i c a n t .  The C.A.B. r u l e d  t h a t  s u p p l e m e n t a l  coach 

s e r v i c e s  were  n o t  i n  t h e  p u b l i c  i n t e r e s t  and would be 

d e s t r u c t i v e  t o  t h e  e x i s t i n g  t r a n s c o n t i n e n t a l  s c h e d u l e d  c a r r i e r s .  

Nonskeds c a r r i e d  a b o u t  317,800 p a s s e n g e r s  i n  1950 and  

424 ,000  i n  1 9 5 1  and p a s s e n g e r  m i l e s  i n c r e a s e d  27.2 p e r c e n t  

from 5 6 9 . 9 . Z i n  1950 t o  725,123 i n  1951.  

N o  d i s c u s s i o n  o f  t h e  U.S. non-scheduled  a i r l i n e  

i n d u s t r y  would be comple t e  w i t h o u t  r e f e r r i n g  t o  Nor th  American 

A i r l i n e s .  S t a n l e y  Weiss and James F i s h g r u n d  formed F i r e b a l l  

A i r  E x p r e s s  i n  November 1945,  and  o p e r a t e d  DC-3's from Long 

Beach t o  New York v i a  Kansas  C i t y  and Chicago .  I n  1946 



t h e y  changed t h e  name t o  S t a n d a r d  A i r  L i n e s ,  V i k i n g  A i r  

L i n e s  was formed b y  J a c k  Lewin and  Ross  H a r t  a b o u t  t h e  same 

t i m e .  By 1949 ,  S t a n d a r d  and V i k i n g  had become two o f  t h e  

l a r g e s t  t r a n s c o n t i n e n t a l  nonskeds  and i n  J a n u a r y  1950 ,  

t h e  owners  of  b o t h  companies  formed N o r t h  American A i r l i n e s  

Agency which i n  t u r n  a c q u i r e d  t h e  c o n t r o l  o f  a  number o f  o t h e r  

l a r g e  i r r e g u l a r  c a r r i e r s ,  i n c l u d i n g  T r a n s  N a t i o n a l ,  T r a n s  

American,  Hemisphere  and T w e n t i e t h  C e n t u r y .  I t  s t a r t e d  i t s  

Los A n g e l e s  - New York f l i g h t s  v i a  A lbuque rque ,  Kansas  C i t y  

and Ch icago  a t  $99 o n e  way and $160 round t r i p  f a r e s  u s i n g  

a  combined f l e e t  o f  f o u r t e e n  DC-3's. By a n  i n g e n i o u s  method 

o f  u s i n g  i t s  s u b s i d i a r y  c a r r i e r s  t o  f l y  no  more t h a n  e i g h t  

t o  t w e l v e  t i m e s  p e r  month be tween  any  t w o  p o i n t s  was a b l e  t o  

p r o v i d e  a  r e g u l a r  and f r e q u e n t  s e r v i c e .  I n  1 9 5 1  t h e y  

i n t r o d u c e d  79 s e a t  DC-4's and  i n  1952  N o r t h  American a p p l i e d  

t o  t h e  C.A.B. t o  merge i t s  s u b s i d i a r y  companies  i n t o  Nor th  

American A i r l i n e s .  I t s  g r o s s  r e v e n u e s  i n  1 9 5 1  w e r e  a b o u t  

$7 m i l l i o n .  I n  1953 ,  N o r t h  American a p p l i e d  t o  t h e  C.A,B. 

f o r  a  number o f  s c h e d u l e d  r o u t e s ,  i n c l u d i n g  a  Chicago-  

Kansas  City-Denver-Los Ange le s  s e r v i c e  a t  t h r e e  c e n t s  p e r  m i l e  

p l u s  two d o l l a r s  p e r  t i c k e t .  The a p p l i c a t i o n  was t u r n e d  down. 

N o r t h  American c a r r i e d  o v e r  1 9 4 , 0 0 0  p a s s e n g e r s  and 

f l e w  more t h a n  329 m i l l i o n  p a s s e n g e r  m i l e s .  It a c q u i r e d  two 

1 0 2  s e a t  DC-6B's i n  December 1954  and  e v e n t u a l l y  o p e r a t e d  

seven  o f  t h o s e  modern p r o p e l l e r  a i r c r a f t .  They w e r e  q u i c k l y  

p l a c e d  on  t h e  New York-Chicago-Los Ange le s  s e r v i c e  a t  $88 

o n e  way and  $160 round t r i p .  The  C.A.B. r evoked  t h e  v a r i o u s  



L e t t e r s  o f  R e g i s t r a t i o n  h e l d  b y  Nor th  Amer ican ' s  s u b s i d i a r i e s  

on J u l y  1, 1955,  b u t  t h e  c a r r i e r  c o n t i n u e d  t o  o p e r a t e  u n t i l  

i t s  a p p e a l  was h e a r d  i n  t h e  c o u r t s .  I n  1955  it had c a r r i e d  

o v e r  272,000 p a s s e n g e r s  and had g r o s s  r e v e n u e s  o f  $15 m i l l i o n .  

Nor th  American a l s o  a p p l i e d  t o  o p e r a t e  two d a i l y  round t r i p s  

from New York t o  Shannon and London a t  $125 and $140 

r e s p e c t i v e l y  which were  4 3  p e r c e n t  below t h e  s c h e d u l e d  

c a r r i e r s  coach f a r e s .  Because  o f  t h e  c h a r g e s  made b y  American 

A i r l i n e s  t h a t  i t s  name was b e i n g  confused  w i t h  Nor th  Amer ican ' s ,  

t h e  nonsked changed i t s  name t o  T r a n s  American i n  1956. 

T r a n s  American amended i t s  a p p l i c a t i o n  on June  11, 1956,  b y  

o f f e r i n g  t o  d i s c o n t i n u e  i t s  proposed  s e r v i c e  i f  t h e  C.A.B. 

cou ld  p r o v e  t h a t  any c o m p e t i t o r  was harmed b y  i t s  s e r v i c e .  

Even though t h i s  seemed t o  answer  t h e  C.A.B.'s d e n i a l  f o r  

e v e r y  o t h e r  nonsked a p p l i c a t i o n  t h e  Board r e j e c t  t h i s  a p p l i c a t i o n  

i n  J u l y .  T r a n s  Amer ican ' s  C.A.B. a u t h o r i z a t i o n  ended on 

J a n u a r y  1 9 ,  1957,  and was uphe ld  b y  t h e  U.S. Supreme C o u r t  

A p r i l  23, 1957,  t o  t a k e  e f f e c t  a t  12:Ol a.m., June  7 ,  1957.  

With t h e  end o f  t h e  Nor th  American-Trans American s y s t e m  

t h e  s c h e d u l e d  c a r r i e r s  w e r e  r i d  o f  a  c o m p e t i t i v e  o u t s i d e r  

who had f o r c e d  t h e  s c h e d u l e d  c a r r i e r s  and t h e  C.A.B. t o  l i v e  

up t o  some o f  t h e i r  r e s p o n s i b i l i t i e s  t o  t h e  p u b l i c .  

On November 1 5 ,  1955,  t h e  C.A.B. conc luded  t h a t  s i n c e  

t h e  L a r g e  I r r e g u l a r  C a r r i e r s  p r o v i d e d  a  u s e f u l  p u b l i c  

s e r v i c e  t h e i r  a u t h o r i t y  was t o  b e  e n l a r g e d  and  t h a t  t h e y  

s h o u l d  be c a l l e d  Supp lemen ta l  A i r  C a r r i e r s .  Congres s  

e n a c t e d  P u b l i c  Law 87-528 which conf i rmed t h e  s u p p l e m e n t a l  

a i r l i n e s '  role t o  c h a r t e r  and c o n t r a c t  f l i g h t s .  I n  1966,  



a  number o f  awards  w e r e  g r a n t e d  t o  t h e  s u p p l e m e n t a l s  t o  

p r o v i d e  i n t e r n a t i o n a l  and d o m e s t i c  c h a r t e r  and c o n t r a c t  

f l i g h t s .  A l a r g e  s h a r e  o f  t h e  growing t r a n s - A t l a n t i c  c h a r t e r  

b u s i n e s s  i s  now c a r r i e d  b y  t h e  U.S. s u p p l e m e n t a l  a i r  c a r r i e r s .  

B .  The  T r a n s - A t l a n t i c  C h a r t e r  Market  

The r a t e  o f  growth o n  t h e  Nor th  A t l a n t i c  r o u t e  h a s  

se ldom been  less t h a n  t w e n t y  p e r c e n t  a  y e a r ,  w i t h  p a r t i c u l a r l y  

s t e e p  rises i n  t h e  y e a r s  when a  new l o w e r  f a r e  l e v e l  was 

i n t r o d u c e d ,  t h a t  i s ,  i n  1952 ( t o u r i s t  f a r e s )  and i n  1958  

(economy f a r e s )  . 2 3  Schedu led  i n t e r n a t i o n a l  f a r e s  a r e  set  b y  

t h e  a i r l i n e  members o f  t h e  I n t e r n a t i o n a l  A i r  T r a n s p o r t  

A s s o c i a t i o n  (I.A.T.A.) which was formed i n  1945.  Because  t h e  

r o u t e  i s  h i g h l y  s e a s o n a l  f a r e s  a r e  a d j u s t e d  t o  be h i g h e s t  

d u r i n g  t h e  summer peak  p e r i o d .  Most o f  t h e  c a r r i e r s  a r e  

owned by  governments  and o p e r a t e  m a r g i n a l  r o u t e s  e l s e w h e r e  so 

t h e  I.A.T.A. c a r r i e r s  u s u a l l y  want t o  keep  t r a n s - A t l a n t i c  

f a r e s  a t  a  h i g h  l e v e l  i n  o r d e r  t o  r e a p  p r o f i t s  f rom t h a t  

r o u t e .  F o r t u n a t e l y  f o r  t h e  consumer,  I.A.T.A. had n o t  
24 

succeeded  i n  e s t a b l i s h i n g  minimum c h a r t e r  r a t e s .  

T r a n s - A t l a n t i c  c h a r t e r s  commenced i n  t h e  p e r i o d  a f t e r  

World War 11 c o i n c i d e n t  w i t h  t h e  a p p e a r a n c e  o f  t h e  U.S. 

23. R.E.G. D a v i e s ,  A H i s t o r y  o f  t h e  W o r l d ' s  A i r l i n e s ,  
(London: Oxford U n i v e r s i t y  P r e s s ,  1964)  470. 

24. K . G . J .  P i l l a i ,  The  A i r  N e t  ( ~ e w  York: Grossman P u b l i s h e r s ,  
1969)  157 .  



nonscheduled  c a r r i e r s .  I .A .T .A. r e a l i z e d  t h a t  t h e  c h a r t e r  

a i r l i n e s  cou ld  have become a  t h r e a t  t o  i t s  members and a s  

a  r e s u l t  c r e a t e d  an a s s o c i a t e  membership c l a s s  f o r  t h e  

c h a r t e r  companies.  S i n c e  f e w  c h a r t e r  c a r r i e r s  j o i n e d ,  

I . A . T . A .  developed a  two-fo ld  method t o  d e a l  w i t h  t h e  

growing c h a r t e r  b u s i n e s s .  F i r s t  it made a  s e t  o f  r u l e s  f o r  

i t s  own members when o p e r a t i n g  c h a r t e r  f l i g h t s  and t h e n  

it p r e s c r i b e d  minimum i n t e r n a t i o n a l  c h a r t e r  r a t e s .  

R e s o l u t i o n  045, t h e  infamous a f f i n i t y  group c l a u s e ,  

was adopted  b y  t h e  a i r l i n e  m e m b e r s  o f  I.A.T.A. a t  a  t r a f f i c  

c o n f e r e n c e  i n  Honolulu  i n  November 1953.  T h i s  c l a u s e  a l lowed  

t h e  a i r l i n e  m e m b e r s  o f  I .A .T .A .  t o  s e l l  c h a r t e r  f l i g h t s  t o  

g roups  whose c h i e f  p u r p o s e  was something  o t h e r  t h a n  t r a v e l .  

Not s u r p r i s i n g l y ,  governments  approved R e s o l u t i o n  045 and 

r e q u l r e d  t h e i r  c h a r t e r  a i r l i n e s  t o  a b i d e  by  it. I n  a d d i t i o n  

t h e  C.A.B. of  t h e  U.S.A. l i m i t e d  c h a r t e r  a i r l i n e s  t o  f l i g h t s  

which t h e  schedu led  c a r r i e r s  w e r e  u n w i l l i n g  o r  u n a b l e  t o  f l y  

and t o  t h o s e  c h a r t e r s  which were  n e c e s s a r y  t o  t h e  s u c c e s s f u l  

movement o f  t r a f f i c .  R e s o l u t i o n  045 l e f t  t h e  i m p r e s s i o n  

t h a t  t h e  schedu led  c a r r i e r s  were  d o i n g  t h e i r  b e s t  i n  

p r o v i d i n g  c h a r t e r  f l i g h t s  and t h a t  t h e  c h a r t e r  c a r r i e r s  

w e r e  u n n e c e s s a r y .  

The I .A .T .A. members have  h e l d  c o n f e r e n c e s  where 

t h e y  t r i e d  t o  e s t a b l i s h  minimum c h a r t e r  r a t e s .  They have  

n o t  y e t  succeeded b u t  it would a p p e a r  t h a t  t h e  purpose  o f  

e s t a b l i s h e d  c h a r t e r  r a t e s  would b e  t o  e l i m i n a t e  c h a r t e r  

c o m p e t i t i o n .  S i n c e  c h a r t e r  c a r r i e r s '  r a t e s  a r e  s e t  f r e e l y  

a c c o r d i n g  t o  each c h a r t e r  f l i g h t '  cos t - r evenue  r e l a t i o n s h i p  



t h e y  h a v e  b e e n  c o n s i d e r a b l y  lower  t h a n  schedu led  f l i g h t s .  

An e s t a b l i s h e d  c h a r t e r  r a t e  f o r  I.A.T.A. c a r r i e r s  c o u l d  be 

used  t o  p r o v e  t h a t  t h e  c h a r t e r  a i r l i n e s '  r a t e  a r e  t o o  low 

and t h e n  governments  would be f o r c e d  t o  react t o  p r o t e c t  

t h e i r  n a t i o n a l  c a r r i e r s '  i n t e r e s t s .  

The  r a p i d  growth i n  c h a r t e r  t r a f f i c ,  d e s p i t e  r e s t r i c t i v e  

r e g u l a t i o n s ,  h a s  f o r c e d  b o t h  governments  and I .A .T.A. t o  

t a k e  a r e a s o n a b l e  approach  t o  t h e  c h a r t e r  b u s i n e s s .  Few 

governments  c o u l d  r i s k  u p s e t t i n g  t h e i r  many v o t e r s  who h a v e  

en joyed  c h a r t e r  f l i g h t s  t o  Europe. A s  a  r e s u l t  s i n c e  1962 

U.S. s u p p l e m e n t a l  c a r r i e r s  have  been  a l l o w e d  t o  c a r r y  

i n c l u s i v e  t o u r s  and more t h a n  o n e  g roup  p e r  f l i g h t .  F o r  

e v e r y  t h r u s t  o f  e x t e r n a l  c o m p e t i t i o n  from s u p p l e m e n t a l s  and 

non-I  .A.T .A. s c h e d u l e d  a i r l i n e s ,  t h e r e  h a s  been  a c o r r e s p o n d i n g  

r e a c t i o n  w i t h i n  t h e  I.A.T.A. - o f t e n  marked by  i n i t i a l ,  

i n t e r n a l  d i s o r d e r s  and d i s a g r e e m e n t s  and a lways  l e a d i n g  

u l t i m a t e l y  t o  a p p r e c i a b l e  p r i c e  r e d u c t i o n s .  25  

T h e r e  i s  a  b r i g h t  n o t e  c o n c e r n i n g  s c h e d u l e d  T r a n s -  

A t l a n t i c  a i r  s e r v i c e s .  I n  t h e  S p r i n g  of 1973,  Lake r  Airways ,  

a B r i t i s h  company, p roposed  a  $90 one-way peak  f a r e  be tween 

London and New York, ($78 i n  w i n t e r )  and was p r o p o s i n g  t o  

o p e r a t e  two 345 s e a t  McDonnell-Douglas D C - l o ' s  i n  i t s  

" S k y t r a i n "  s e r v i c e .  A v a r i a n t  o f  E a s t e r n ' s  s h u t t l e ,  S k y t r a i n  

would have  n o  r e s e r v e d  s e a t s  and t i c k e t s  would o n l y  be s o l d  

25. P i l l a i ,  The A i r  N e t ,  p.  174 .  



w i t h i n  s i x  h o u r s  of d e p a r t u r e  a t  t h e  a i r p o r t .  I n  1973  t h e  

s t a n d a r d  I.A.T.A. economy f a r e  for  t h i s  r o u t e  was $590 

round t r i p .  While t h e  B r i t i s h  C i v i l  A v i a t i o n  A u t h o r i t y  h a s  

approved  S k y t r a i n  t h e  C .A.B. h a s  r e s e r v e d  judgement .  N o t  

s u r p r i s i n g l y ,  t h e  Lake r  S k y t r a i n  p r o p o s a l  was opposed  b y  

B r i t i s h  and American s c h e d u l e d  i n t e r n a t i o n a l  c a r r i e r s .  



SECTION 1 2  

IMPLICATIONS FOR CANADA 

The Canadian  P r o v i n c e s  d o  n o t  have  any  a u t h o r i t y  o v e r  

a v i a t i o n  u n l i k e  t h e  d i s p e r s i o n  o f  r e g u l a t o r y  powers  i n  t h e  

U.S.A. A l l  a e r o n a u t i c a l  r e g u l a t i o n  i s  embodied i n  t h e  Canadian  

F e d e r a l  Government a s  h a s  b e e n  o u t l i n e d  i n  S e c t i o n  5. 

A .  The E a r l y  P e r i o d  

An a i r  m a i l  s e r v i c e  was o p e r a t e d  i n  1 9 1 8  b e t w e e n  

M o n t r e a l  and  T o r o n t o  by  t h e  Canad ian  s e c t i o n  o f  t h e  Royal  

A i r  F o r c e  b u t  t r u e  commerc ia l  a v i a t i o n  had i t s  o r i g i n  i n  

1919  o v e r  t h e  S t .  M a u r i c e  V a l l e y  i n  t h e  P r o v i n c e  o f  Quebec ,  

whe re  s u r v e y  and f o r e s t r y  p r o t e c t i o n  f l i g h t s  w e r e  s u c c e s s f u l l y  

made. The y e a r  1920  saw a  number o f  commercial  s e r v i c e s  

commence i n c l u d i n g  t h e  f i r s t  o f f i c i a l  i n t e r n a t i o n a l  a i r  m a i l  

r o u t e  i n  Nor th  America b y  t h e  American E d d i e  Hubbard be tween  

S e a t t l e  and  V i c t o r i a .  A s  a  r e s u l t  o f  t h e  m i n i n g  deve lopmen t s  

i n  n o r t h e r n  Quebec ,  C a n a d a ' s  f i r s t  s c h e d u l e d  a i r l i n e  s e r v i c e  

was s t a r t e d  o n  September  11, 1924,  b y  L a u r e n t i d e  A i r  S e r v i c e s  

be tween  H a i l e y b u r y ,  O n t a r i o ,  and  t h e  Rouyn g o l d f i e l d s .  T h i s  

bush  t y p e  o f  o p e r a t i o n  was t y p i c a l  o f  s e r v i c e s  made w i t h  

f l o a t  p l a n e s  f rom t h e  e n d s  o f  r a i l  l i n e s  and  r o a d s  t o  m i n i n g  

a r e a s  which  f o l l o w e d  soon  a f t e r  i n  many o t h e r  p a r t s  o f  Canada. 

The  f i r s t  commercial  a i r  m a i l  c o n t r a c t  was awarded 

i n  1927  by  t h e  F e d e r a l  Government t o  Canad ian  T r a n s c o n t i n e n t a l  

A i rways ,  l a t e r  Canad ian  Airways ,  f o r  a  330 m i l e  r o u t e  f rom 

Ot tawa and  M o n t r e a l  t o  Rimouski  t o  s p e e d  t h e  T r a n s - A t l a n t i c  



m a i l  s e r v i c e .  Ten o t h e r  c o n t r a c t s  w e r e  l e t  i n  1927 and 

1928 i n c l u d i n g  o n e  t o  Canadian  Airways f o r  a  r o u t e  between 

T o r o n t o  and M o n t r e a l .  F a i r c h i l d  A v i a t i o n  a c q u i r e d  t h a t  

r o u t e  and on  October 1, 1928,  s t a r t e d  a  d a i l y  e x c e p t  Sunday 

s e r v i c e .  A f t e r  1 9 2 8  t h e  c a r r i a g e  o f  a i r m a i l  u n d e r  a u t h o r i z a -  

t i o n  or  c o n t r a c t  was ex tended  w i d e l y  so t h a t  s e r v i c e  was 

a v a i l a b l e  even  i n  t h e  Yukon and  Nor thwes t  T e r r i t o r i e s .  I n  

1929 Western  Canada Airways became t h e  w e s t e r n  d i v i s i o n  o f  

Canadian  Airways L t d .  T h a t  Company's o p e r a t i o n  o f  t h e  

P r a i r i e  A i r  Ma i l  from 1930 t o  1932 was a n  i m p o r t a n t  s t e p  

i n  t h e  advancement o f  Canadian  a v i a t i o n .  T h i s  was an  

o v e r n i g h t  s e r v i c e  from Winnipeg t o  Regina  and C a l g a r y  w i t h  

a  b r a n c h  from Regina  t o  Edmonton v i a  S a s k a t o o n  and Nor th  

B a t t l e f o r d .  With t h e  e x c e p t i o n  o f  Nova S c o t i a ,  b y  t h e  end  

o f  1930 e v e r y  p r o v i n c e  and t e r r i t o r y  was r e c e i v i n g  commercial  

a i r  s e r v i c e .  

The r e v a l u a t i o n  o f  go ld  by t h e  U.S.A. i n  1933 s p a r k e d  

p r o s p e c t i n g  a c t i v i t i e s  i n  t h e  n o r t h e r n  a r e a s  o f  Canada e a s i n g  

s o m e  o f  t h e  d i f f i c u l t i e s  f o r  t h e  bush  p i l o t s  caused  by t h e  

d e p r e s s i o n .  Two o f  t h e  l a r g e s t  o f  t h e s e  w e r e  Mackenzie  A i r  

S e r v i c e  owned by t h e  World War 1 f l y i n g  a c e  Wop May which 

r a n  from Edmonton t o  A k l a v i k  i n  t h e  Nor thwes t  T e r r i t o r i e s ,  

and Yukon S o u t h e r n  A i r l i n e s ,  owned b y  G r a n t  McConachie, who 

was t o  g a i n  g r e a t e r  fame l a t e r  a s  t h e  P r e s i d e n t  o f  Canadian  

P a c i f i c  A i r l i n e s ,  which r a n  from Vancouver  t o  Edmonton t o  

W h i t e h o r s e  i n  t h e  Yukon T e r r i t o r y .  Between 1939 and  1942 

t h e  Canadian  P a c i f i c  Ra i lway  bough t  t h e s e  two ma jo r  bush  

o p e r a t o r s  and  e i g h t  o t h e r s  a d d i n g  them t o  i t s  own Canadian  



Airways and s t a r t e d  t o  weld them i n t o  some semblance o f  a  

n a t i o n a l  company, see F i g u r e  20, and c a l l e d  it Canadian 

F i g u r e  20 

A i r l i n e s  Acquired  by t h e  Canadian P a c i f i c  Rai lway 1939-1942 

Source :  Davies  R.E.G. A H i s t o r y  o f  t h e  W o r l d ' s  A i r l i n e s ,  
p. 212. 

P a c i f i c  A i r l i n e s  (c.P.A.) . T h i s  was no l e s s  t h a n  a  r e s p o n s e  

t o  t h e  F e d e r a l  Government ' s  f o r m a t i o n  o f  T r a n s  Canada A i r  

L i n e s  (T.c.A.) i n  1937. 

B. - Canada E n t e r s  t h e  Modern A v i a t i o n  Age 

For  m o s t  o f  Canada ' s  modern a v i a t i o n  h i s t o r y ,  t h a t  i s  

s i n c e  1936,  t h e  F e d e r a l  Government used  i t s  own a i r l i n e  a s  

i t s  chosen i n s t r u m e n t  on major  d o m e s t i c  and i n t e r n a t i o n a l  

r o u t e s .  T h i s  a i r l i n e  i s  now c a l l e d  A i r  Canada b u t  was known 

a s  Trans-Canada when it was formed i n  1937. 



The F e d e r a l  Government wanted  a  t r a n s c o n t i n e n t a l  

a i r  s e r v i c e  and t r i e d  t o  i n t e r e s t  two p r i v a t e  companies  

e a r l y  i n  1937 i n t o  a  j o i n t  o p e r a t i o n  b u t  t h e s e  f i r m s  

r e q u e s t e d  c o n s i d e r a b l e  government a s s i s t a n c e .  Next  t h e  

Government approached  Canadian  Airways ,  Canadian  P a c i f i c  

Ra i lway  and i t s  own Canadian  N a t i o n a l  Rai lways  s u g g e s t i n g  

t h a t  t h e y  form a n o n - p r o f i t  a i r l i n e  b u t  g u a r a n t e e d  a g a i n s t  

loss b y  t h e  government .  I n  t h i s  p roposed  a i r l i n e  each  

company would h a v e  two members o n  t h e  Board of Directors and 

t h e  government would have  t h r e e  members. A s  t h i s  meant t h a t  

t h e  two p r i v a t e  companies  would p r o v i d e  t w o - t h i r d s  o f  t h e  

c a p i t a l  and have  o n l y  f o u r  d i r e c t o r s  and t h e  government 

would p r o v i d e  o n l y  o n e - t h i r d  o f  t h e  c a p i t a l  and  have  f i v e  

d i r e c t o r s  t h e  t w o  p r i v a t e  f i r m s  t u r n e d  t h e  p r o p o s a l  down. 

The  government r e a c t e d  q u i c k l y  b y  fo rming  T r a n s  Canada 

A i r l i n e s  (T.C.A.) on A p r i l  1 0 ,  1937.  T.C.A. was p r i n c i p a l l y  

t h e  c r e a t i o n  o f  t h e  Hon. C.D. Howe ,  t h e  M i n i s t e r  o f  T r a n s p o r t  

i n  t h e  1935  L i b e r a l  F e d e r a l  Government.  A s t r o n g - w i l l e d  

American immigrant  who was s u c c e s s f u l  i n  b u s i n e s s  h e  was 

b r o u g h t  i n t o  p o l i t i c s  by  Pr ime M i n i s t e r  Mackenzie  King. 

H i s  p rominence  i n  Canadian  a v i a t i o n  h a s  been  r e c o u n t e d  i n  h i s  

r o l e  i n  d e v e l o p i n g  t h e  c o u n t r y ' s  r e g u l a t i o n s  i n  S e c t l o n  5. 

But  it s h o u l d  b e  n o t e d  h e r e  t h a t  h e  remained t h e  M i n i s t e r  

r e s p o n s i b l e  f o r  T.C.A. and  t h e  r e g u l a t i o n  o f  a v i a t i o n  u n t i l  

t h e  L i b e r a l s  w e r e  f i n a l l y  d e f e a t e d  i n  1957.  

The Company's f i r s t  r o u t e  was from Vancouver  t o  S e a t t l e  

i n  1937,  t a k e n  o v e r  f rom Canad ian  Airways Ltd . ,  a t r a n s -  

c o n t i n e n t a l  c a r g o  r o u t e  f o l l o w e d  i n  1938.  T r a n s c o n t i n e n t a l  



p a s s e n g e r  s e r v i c e  commenced on A p r i l  1, 1939 ,  on a  r o u t e  

f rom M o n t r e a l  t o  S e a t t l e  v i a  Ot tawa,  T o r o n t o ,  Nor th  Bay, 

Kapuskas ing ,  Kenora ,  Winnipeg ,Regina ,  L e t h b r i d g e  and 

Vancouver.  Edmonton and C a l g a r y  w e r e  added t o  t h e  s e r v i c e  

b y  a  c o n n e c t i o n  a t  L e t h b r i d g e  on  August  1, 1939. A s  a  r e s u l t  

o f  t h e  demands caused  b y  World War Two, C a n a d a ' s  t w o  l a r g e s t  

c a r r i e r s  T.C.A. and C.P.A. a c h i e v e d  s i g n i f i c a n t  advances .  

T.C.A. opened T r a n s - A t l a n t i c  s e r v i c e  i n  1943 and C.P.A. s e r v e d  

t h e  American Army o n  i t s  r o u t e  t o  W h i t e h o r s e  and t h e  power 

and aluminum p r o j e c t s  i n  Quebec .  T h e r e  w e r e  a  few a r e a s  

d u r i n g  t h e  war  where  c o n f l i c t s  be tween t h e s e  t w o  ma jo r  

Canadian  c a r r i e r s  o c c u r r e d .  The p r i n c i p a l  c l a s h  was on t h e  

Vancouver -Vic to r i a  r o u t e .  

C.P.A. was t h e  l i c e n c e d  c a r r i e r  on t h e  Vancouver- 

V i c t o r i a  r o u t e .  A s  V i c t o r i a  d i d  n o t  h a v e  a  l a r g e  a i r f i e l d  

t h e  a i r c r a f t  u sed  w e r e  s e a p l a n e s .  I n  1942  a  new a i r f i e l d  

was b u i l t  a t  P a t r i c i a  Bay, a b o u t  1 5  m i l e s  n o r t h  o f  V i c t o r i a ,  

and  T.C.A. a p p l i e d  t o  t h e  Board o f  T r a n s p o r t  Commissioners  

(B.O.T.C.) i n  1943  f o r  a  l i c e n c e  be tween Vancouver and 

V i c t o r i a .  The B.O.T.C. a l l o w e d  T.C.A. a  l i c e n c e  f o r  t h a t  

r o u t e  b u t  o n l y  f o r  c a r r y i n g  a i r m a i l  and p a s s e n g e r s  t o  and 

from p o i n t s  e a s t  o f  Vancouver w h i l e  C.P.A. was a l l o w e d  

t o  r e t a i n  i t s  normal  a i r l i n e  r i g h t s .  The M i n i s t e r  r e s p o n s i b l e  

f o r  T.C.A., t h e  Hon. C O D .  Howe, responded by  i n s t r u c t i n g  t h e  

B.0.T .C. t o  n o t  i s s u e  a n y  more r o u t e  l i c e n c e s .  By v a r i o u s  

s p e e c h e s  i n  t h e  House of Commons i n  1943  it became v e r y  c l e a r  

t h a t  c o m p e t i t i o n  be tween c a r r i e r s  o v e r  t h e  same r o u t e ,  



such  a s  Vancouver -Vic to r i a ,  would n o t  be p e r m i t t e d  a g a i n  

and t h a t  t h e  m a i n l i n e  s e r v i c e s ,  a s  d e r i v e d  from t h e  ma jo r  

c e n t r e s  s e r v e d  b y  t h e  t w o  major t r anscon t inen ta l  r a i l w a y s ,  

would o n l y  be s e r v e d  by  T.C.A. T h i s  was f u r t h e r  r e i n f o r c e d  

when i n  1945 t h e  A i r  T r a n s p o r t  Board (A.T .B.) , formed i n  

1944,  gave T.C.A. t h e  r i g h t  t o  c a r r y  l o c a l  p a s s e n g e r s  between 

Vancouver and V i c t o r i a .  

A s  i n  t h e  U.S.A. t h e  p o s t w a r  p e r i o d  b r o u g h t  f u r t h e r  

growth t o  C a n a d a ' s  commercial  a i r l i n e s ,  e s p e c i a l l y  t h e  T .C.A. 

and C .P .A. T .C.A. expanded i t s  r o u t e s  w i t h i n  Canada, a l s o  

a d d i n g  a  few r o u t e s  t o  t h e  U.S.A. and o f f i c i a l l y  commenced 

i t s  T r a n s A t l a n t i c  s e r v i c e s  i n  1947. It added o t h e r  i n t e r -  

n a t i o n a l  r o u t e s  t o  t h e  W e s t  I n d i e s  i n  1948,  Mont rea l  - 
New York i n  1950 and European p o i n t s  i n  1951  and 1952.  

C.P.A. grew t o  some i n t e r n a t i o n a l  s t a t u r e  w i t h  t h e  a c q u i s i t i o n  

o f  r o u t e s  from Vancouver t o  A u s t r a l a s i a  and t h e  O r i e n t  i n  

1948. It added a  Sou th  American s e r v i c e  i n  1953 and a  p o l a r  

r o u t e  from Vancouver t o  Amsterdam i n  1955.  By t h e  t i m e  t h e  

L i b e r a l s  were  r e p l a c e d  b y  t h e  P r o g r e s s i v e  C o n s e r v a t i v e s  a s  

t h e  Government o f  Canada i n  1957 t h e  n a t i o n  had two v e r y  

p rominen t  a i r l i n e s .  

C. The Canadian S i t u a t i o n  

L i k e  most  m o n o p o l i s t i c  conce rns  Trans-Canada was 

s u b j e c t  t o  much c r i t i c i s m  a s  b e i n g  i n s e n s i t i v e  t o  t h e  p u b l i c .  

Trans-Canada was g u i l t y  o f  most o f  t h e  c o m p l a i n t s .  It c o u l d  

preempt a n o t h e r  c a r r i e r ' s  r o u t e s  a t  w i l l .  I t  o p e r a t e d  o l d e r  

a i r c r a f t  l o n g e r  t h a n  d i d  t h e  o t h e r  major  Nor th  American 



s c h e d u l e d  c a r r i e r s ,  A l l  o f  i t s  t o u r i s t  c l a s s  s e r v i c e s  

u n t i l  1 9 5 8  w e r e  o p e r a t e d  w i t h  t h e  1 9 4 7 - b u i l t  N o r t h  S t a r  

6 2  seat  a i r l i n e r ,  T h e  a i r l i n e ,  i n  f a c t ,  d i d  n o t  i n t r o d u c e  

t o u r i s t  c l a s s  o n  d o m e s t i c  s e r v i c e s  u n t i l  F e b r u a r y ,  1954 ,  

f i v e  y e a r s  a f t e r  coach  c l a s s  was i n t r o d u c e d  i n  t h e  U.S,A. 

b y  c e r t i f i c a t e d  c a r r i e r s ,  a n d  two  y e a r s  a f t e r  it had  b e e n  

i n t r o d u c e d  on  t h e  N o r t h  A t l a n t i c ,  
26  

With  s u c c e e d i n g  L i b e r a l  a d m i n i s t r a t i o n s  s i n c e  

1935  Trans-Canada was a b l e  t o  r e t a i n  i t s  m o n o p o l i s t i c  

p o s i t i o n  d e s p i t e  a  number o f  a p p l i c a t i o n s  t o  o p e r a t e  t r a n s -  

c o n t i n e n t a l  s e r v i c e s  b y  o t h e r  c a r r i e r s .  A change  was 

imminent  when t h e  P r o g r e s s i v e  C o n s e r v a t i v e s  w e r e  e l e c t e d  

i n  1 9 5 7 ,  Among t h e i r  campaign p r o m i s e s  had  b e e n  a c a l l  f o r  

t r a n s c o n t i n e n t a l  a i r l i n e  c o m p e t i t i o n ,  Canad ian  P a c i f i c  and 

P a c i f i c  Wes t e rn  f i l e d  a p p l i c a t i o n s  i n  November b u t  P a c i f i c  

Wes t e rn  l a t e r  w i t h d r e w  t h e i r  b i d ,  On December 31,  1958 ,  

t h e  A i r  T r a n s p o r t  Board recommended t h a t  Canad ian  P a c i f i c ' s  

a p p l i c a t i o n  f o r  s e v e r a l  t r a n s c o n t i n e n t a l  s c h e d u l e s  be d e n i e d  

b e c a u s e  p u b l i c  c o n v e n i e n c e  and  n e c e s s i t y  had  n o t  b e e n  p roved  

b u t  t h a t  it s h o u l d  be g i v e n  a  o n c e - d a i l y  f l i g h t  be tween  

Vancouver  and  M o n t r e a l  v i a  Winnipeg and T o r o n t o  i n  o r d e r  t o  

s t r e n g t h e n  t h e  company ' s  i n t e r n a t i o n a l  s e r v i c e s ,  

The  F e d e r a l  Government c o n c u r r e d  and  C a n a d i a n  P a c i f i c  

commenced t h i s  s e r v i c e  w i t h  t h e  t u r b o p r o p  B r i s t o l  B r i t a n n i a  

o n  May 4 ,  1959.  T h i s  400 m,p,h,  a i r c r a f t ,  wh ich  was f i t t e d  

2 6 ,  Hughes,  P u b l i c  P o l i c y  a n d  A i r l i n e  C o m p e t i t i o n  i n  Canada 
p ,  189 .  



w i t h  38 f i r s t - c l a s s  and 51 t o u r i s t  c l a s s  s e a t s ,  was used 

because  it gave Canadian P a c i f i c  a  c o m p e t i t i v e  edge  o v e r  

Trans-Canada which was u s i n g  t h e  335 m,p,h,Lockheed Super  

C o n s t e l l a t i o n  and r e s u l t e d  i n  a  f a s t e r  s e r v i c e .  It was 

a l s o  t h e  f i r s t  t u r b o p r o p  s e r v i c e  t h a t  a  t o u r i s t  p a s s e n g e r  

cou ld  f l y  w i t h i n  Canada. Both c a r r i e r s  i n t r o d u c e d  D O C  ,-8 

j e t  a i r c r a f t  a s  t h e y  became a v a i l a b l e ,  Some r e g u l a t o r y  

m o d i f i c a t i o n s  w e r e  made and i n  1967 t h e  Government announced 

t h a t  Canadian P a c i f i c  would be a l lowed up t o  25 p e r c e n t  o f  

t h e  t r a n s c o n t i n e n t a l  t r a f f i c  by  1970 w h i l e  t h e  b a l a n c e  would 

be a l l o c a t e d  t o  A i r  Canada, By 1973 t h i s  p o l i c y  a l lowed 

Canadian P a c i f i c  t o  o p e r a t e  seven d a i l y  t r a n s c o n t i n e n t a l  

f l i g h t s .  

I n  Canada, s i n c e  t h e r e  h a s  been c o m p e t i t i o n  on 

t r a n s c o n t i n e n t a l  r o u t e s ,  t h e  q u a l i t y  o f  meals  and r e s e r v a t i o n s  

f a c i l i t i e s  h a s  been improved c o n s i d e r a b l y .  27 T h i s  was t h e  

l o g i c a l  r e s u l t  o f  t r y i n g  t o  a t t r a c t  p a s s e n g e r s  under  c o n d i t i o n s  

o f  c o m p e t i t i o n  when f a r e s  a r e  i d e n t i c a l .  T h i s  i s  n o t  

n e c e s s a r i l y  t h e  c a s e ,  however, when f a r e s  are  n o t  i d e n t i c a l  

i f  s u f f i c i e n t  s e r v i c e  i s  g iven  f o r  one  f a r e  and bet ter  

s e r v i c e  f o r  a  h i g h e r  f a r e .  

The o n l y  r o u t e  i n  Canada t h a t  h a s  exper ienced  low- 

c o s t  f a r e s  i s  t h e  Calgary-Edmonton s e r v i c e .  When t h e  new 

Edmonton I n t e r n a t i o n a l  A i r p o r t  was opened 30 m i l e s  s o u t h  o f  

t h e  C i t y ,  A i r  Canada t r a n s f e r r e d  i t s  s e r v i c e  from t h e  down- 

town I n d u s t r i a l  A i r p o r t ,  Edmonton's r e s i d e n t s  demanded t h a t  

27, Hughes, P u b l i c  P o l i c y  and A i r l i n e  Compet i t ion  i n  Canada, 
p. 198 ,  



s e r v i c e s  be m a i n t a i n e d  a t  t h e  downtown a i r p o r t .  The Government 

a l lowed P a c i f i c  Western t o  p r o v i d e  t h i s  s e r v i c e  and t h e  f i r s t  

f l i g h t  s t a r t e d  on  May 2 2 ,  1963. The one-way f a r e  f o r  t h e  

C h i e f t a i n  A i r  Bus s e r v i c e  was $11.00; 6.40e p e r  m i l e ;  which 

compared t o  A i r  Canada ' s  $13.00 f a r e ;  9.15C p e r  m i l e .  A t  

t h i s  t i m e  r a t e s  i n  C a l i f o r n i a  w e r e  3.97C p e r  m i l e  and i n  t h e  

N o r t h e a s t  U.S. t h e y  ranged from 6.77e t o  7.10e p e r  m i l e .  

The C h i e f t a i n  A i r  Bus o f f e r e d  t r a v e l l e r s  a  f a r e  t h a t  compared 

f a v o u r a b l y  w i t h  o t h e r  r o u t e s .  A i r  Canada ' s t e r m i n a l  i n  

Edmonton n e c e s s i t a t e d  a  f u r t h e r  hour  o f  ground t r a n s p o r t a t i o n .  

Unpressu r i zed  66 s e a t  DOC.-4's covered  t h e  172 m i l e  r o u t e  i n  

o n e  hour  and made t h r e e  t r i p s  d a i l y  from Monday t o  F r i d a y  

on ly .  About 46 ,000 p a s s e n g e r s  were  c a r r i e d  i n  t h e  s e r v i c e ' s  

f i r s t  t w e l v e  months.  It  h a s  been  a  p r o f i t a b l e  s e r v i c e  

a lmos t  from t h e  s t a r t .  The f r e q u e n c y  was i n c r e a s e d  t o  f o u r  

d a i l y  f l i g h t s ,  e x c e p t  f o r  weekends, i n  1964 and t h e  f a r e  was 

upped t o  $12.00 i n  Oc tober .  More modern D.C.-6 a i r c r a f t  

r e p l a c e d  t h e  DOC.-4's i n  1965 and w e r e  s c h e d u l e d  a t  50 minu tes  

on f o u r  d a i l y  f l i g h t s .  By 1967 t r a f f i c  l e v e l s  had reached  

134,500 p a s s e n g e r s  a n n u a l l y .  I n  1968  Boeing 737 jet a i r c r a f t  

w e r e  i n t r o d u c e d  on t h i s  r o u t e .  I n  1973 t h e  company o f f e r e d  

e i g h t  d a i l y  f l i g h t s  and charged $18.00; 10.47e p e r  m i l e ;  

h a r d l y  a  low f a r e .  By t h i s  t ime,however ,  it was t h e  o n l y  

c a r r i e r  on t h e  r o u t e .  The t r a f f i c  l e v e l  f o r  1972 reached  

348,000 p a s s e n g e r s .  The b a s i c  f e a t u r e s  of t h e  s e r v i c e  a re  

no r e s e r v a t i o n s ,  g u a r a n t e e d  s e a t s ,  no check- in  and f a r e s  

a r e  c o l l e c t e d  en r o u t e .  T h i s  s e r v i c e ,  i n t r o d u c e d  by  a  



p r i v a t e  c a r r i e r ,  i s  t h e  o n l y  example o f  low f a r e s  b e i n g  

b r o u g h t  t o  t h e  Canadian p u b l i c .  The government c a r r i e r ,  

A i r  Canada, d e s p i t e  hav ing  t h e  d e n s e s t  r o u t e s  o f  any Canadian 

c a r r i e r  h a s  n o t  i n t r o d u c e d  any l o w  f a r e s  on  a  r e g u l a r  b a s i s .  

I t  was n o t  u n t i l  May 1972 t h a t  A i r  Canada i n t r o d u c e d  

commuter-s tyle  i n n o v a t i o n s  i n  Canada. I t  chose  Canada ' s  

l a r g e s t  a i r l i n e  marke t ,  Mont rea l  - T o r o n t o ,  t o  o p e r a t e  i t s  

R a p i d a i r  f l i g h t s .  I n  1971,  685,000 p a s s e n g e r s  were  flown 

between t h e  two c e n t r e s .  With R a p i d a i r ,  A i r  Canada s c h e d u l e d  

more t h a n  f i v e  t i m e s  a s  many f l i g h t s  on t h i s  315 m i l e -  

r o u t e  a s  Canadian P a c i f i c ,  i t s  l o n e  c o m p e t i t o r ,  which was 

r e s t r i c t e d  by Government r e g u l a t i o n s .  The a d v a n t a g e s  o f  

R a p i d a i r  w e r e  no r e s e r v a t i o n s ,  s p e c i a l  check-in a r e a s  and 

h o u r l y  f l i g h t s  i n c r e a s i n g  t o  h a l f - h o u r l y  d u r i n g  t h e  peak 

p e r i o d s .  T r a f f i c  f o r  t h e  two months May-June 1972 p e r i o d  

was 199,600 p a s s e n g e r s ,  up 44.6 p e r c e n t  from 138,000 

p a s s e n g e r s  d u r i n g  t h e  same two months i n  1971. Notab ly  

a b s e n t  was t h e  i n t r o d u c t i o n  o f  lower f a r e s .  R a p i d a i r  

r e t a i n e d  t h e  s t a n d a r d  $30.00 economy c l a s s  f a r e ,  9.52C 

p e r  m i l e , p r o b a b l y  b e c a u s e  o f  i t s  overwhelming dominance 

on t h e  r o u t e .  A i r  Canada had o n l y  r e a c t e d  t o  c o m p e t i t i o n .  

R a p i d a i r ' s  p r i n c i p a l  p u r p o s e  was i n t e n d e d  t o  r e d u c e  c i t y  

c e n t r e  t o  c i t y  c e n t r e  t r a v e l l i n g  t i m e .  T h i s  had become 

n e c e s s a r y  e v e r  s i n c e  Canadian N a t i o n a l  Rai lways  had i n t r o d u c e d  

t h e i r  p o p u l a r  f i v e  h o u r  Rapido e x p r e s s  p a s s e n g e r  t r a i n s  

between t h e  two c e n t r e s  on Oc tober  31, 1965.  More i m p o r t a n t  

i n  1972 was t h e  approach ing  i n t r o d u c t i o n  o f  t r a i n s  c a p a b l e  

o f  making t h e  run  i n  f o u r  h o u r s  and e v e n t u a l l y  t h r e e  h o u r s .  



I n  F e b r u a r y  1974 A i r  Canada announced t h a t  it was a c q u i r i n g  

o n e  c l a s s  Boeing  727 j e t  a i r c r a f t  t o  p l a c e  on  t h e  R a p i d a i r  

s e r v i c e  t h i s  f a l l .  

D. P o s s i b i l i t i e s :  

I t  i s  u n f o r t u n a t e  t h a t  A i r  Canada h a s  f a i l e d  t o  

r e c o g n i z e  t h a t  it c o u l d  p r o f i t a b l y  o p e r a t e  a t  l e a s t  t h e  

Montrea l -Toronto  s e r v i c e  a t  c o n s i d e r a b l y  l o w e r  f a r e s .  

I t  i s  n o t  l i k e l y  t o  i n t r o d u c e  c o m p e t i t i v e  p r i c i n g  when it 

i s  b y  f a r  t h e  m a j o r  c a r r i e r  on  a  r o u t e  w i t h  o n l y  two c a r r i e r s .  

I t  is a l s o  i n t e r e s t i n g  t o  n o t e  t h a t  i n  t h e  f i r s t  month o f  

1974 w h i l e  t h e  s c h e d u l e d  a i r l i n e s  o f  Canada w e r e  a s k i n g  

f o r  a  10.5 p e r c e n t  i n c r e a s e  i n  t h e i r  f a r e s ,  e f f e c t i v e  

F e b r u a r y  25, 1974,  S t a t i s t i c s  Canada r e p o r t e d  t h a t  t h e  

combined n e t  incomes o f  C a n a d a ' s  s even  m a j o r  d o m e s t i c  a i r l i n e s  

was up 33.8 p e r c e n t  i n  t h e  f i r s t  e i g h t  months o f  1973,  

i n c l u d i n g  p r o f i t s  o f  $7.8 m i l l i o n  f o r  A i r  Canada and $154,000 

f o r  CPA, I f  t h e  Canadian  Government were  t o  c e a s e  r e g u l a t i n g  

economic a f f a i r s  o f  a i r l i n e s ,  o t h e r  t h a n  r e q u i r i n g  p r o o f  o f  

t h e i r  f i n a n c i a l  r e s p o n s i b i l i t y ,  o n e  o f  t h e  f i r s t  b e n e f i t s  

t o  a i r  t r a v e l l e r s  on some r o u t e s  would be l o w e r  f a r e s ,  

The g e n e r a l l y  l o w e r  a i r  coach  f a r e s  a v a i l a b l e  w i t h i n  

C a l i f o r n i a  was d u e  t o  a  r e l a t i v e  l a c k  o f  r e g u l a t i o n  c a r r i e d  

o u t  b y  t h e  C a l i f o r n i a  P,U,C, p r i o r  t o  1965 ,  T h i s  l o o s e  

form o f  r e g u l a t i o n  h a s  b e e n  proved  s i n c e :  

1. t h e  P.U.C. had  no  c o n t r o l  o v e r  a i r l i n e  
e n t r y ;  

2. t h e  low f a r e s  w e r e  a  r e s u l t  o f  t h o s e  
i n t r o d u c e d  b y  t h e  i n t r a s t a t e  c a r r i e r s  
and  t h e  P , U , C ,  a c c e p t e d  t h e i r  i n i t i a l  
f a r e s  ; 



3 .  t h e  P.U.C. e v e n t u a l l y  approved e v e r y  
f a r e  i n c r e a s e  asked f o r  by  t h e  c a r r i e r s ;  
and,  

4. t h e  P.U.C. d i d  n o t  have  c o n t r o l  o v e r  
f a r e  d e c r e a s e s  and t h i s  a l lowed 
c a r r i e r s  t o  r educe  f a r e s  i f  t h e y  wished.  

C l e a r l y ,  it was t h e  independent  f a r e  p o l i c i e s  and a c t i o n s  o f  

t h e  i n t r a s t a t e  c a r r i e r s  and,  e v e n t u a l l y ,  t h e  c e r t i f i c a t e d  

c a r r i e r s  - working i n  a n  environment  o f  l i m i t e d  r e g u l a t i o n  - 
t h a t  de termined t h e  low coach f a r e s  i n  t h e  major  C a l i f o r n i a  

28 
marke t s .  

The e l i m i n a t i o n  o f  economic c o n t r o l s  o v e r  domes t i c  

a i r l i n e s  would mean a  s u b s t a n t i a l  r e a d j u s t m e n t  i n  a i r  s e r v i c e s .  

The i m p o r t a n t  f e a t u r e s  o f  any change i n  economic r e g u l a t i o n  

would be t o  a l l o w  f r e e  e n t r y  and e x i t  by  c a r r i e r s  and t o  l e t  

each c a r r i e r  set i t s  own f a r e s .  It i s  c l e a r  t h a t  b o t h  

c o m p e t i t i o n  and r e g u l a t i o n  can ,  i n  t h e  a p p r o p r i a t e  c i r c u m s t a n c e s ,  

be s u b s t i t u t e d  one  f o r  t h e  o t h e r ,  a s  mechanisms f o r  s e e k i n g  

t o  s e r v e  t h e  p u b l i c  good i n  t h e  economic p h a s e s  o f  t h e  a i r  

t r a n s p o r t a t  i o n  i n d u s t r y  . 2 9  

C r i t i c s  p o i n t  o u t  t h a t  t h e  s u c c e s s  o f  t h e  C a l i f o r n i a  

i n t r a s t a t e  c a r r i e r s  i s  un ique  and could  n o t  be cop ied  

e l sewhere .  The c r i t i c i s m s ,  a s  no ted  by  James R.  Atwood, 

28. Jo rdan ,  A i r l i n e  Compet i t ion  i n  America, p.114. 

29. Samuel B. Richmond, R e g u l a t i o n  and Compet i t ion  i n  
A i r  T r a n s p o r t a t i o n .  (New York: Columbia U n i v e r s i t y  P r e s s ,  
1961) p. 256. 



and t h e  r e a s o n s  t h a t  t h e y  a r e  n o t  t r u e  a r e :  

(1) I n t r a s t a t e  c a r r i e r s  a r e  a l l o w e d  t o  o p e r a t e  d i rec t  

o v e r l a n d  f l i g h t s  be tween Los Ange le s  a n d  San F r a n c i s c o  

w h i l e  i n t e r s t a t e  c a r r i e r s  must  u s e  a  roundabou t  r o u t e  

o v e r  t h e  P a c i f i c  Ocean. 

- An i n v e s t i g a t i o n  b y  t h e  F e d e r a l  A v i a t i o n  A d m i n i s t r a t i o n  

i n  1963  showed t h a t  t h i s  i t e m  was u n i m p o r t a n t  s i n c e  it saved  

o n l y  t h i r t y - f i v e  c e n t s  p e r  s e a t .  On a  200 s e a t  a e r o p l s n e  

t h i s  s a v i n g  would o n l y  t o t a l  s e v e n t y  d o l l a r s .  

( 2 )  I n t r a s t a t e  c a r r i e r s  employ u n u s u a l  t i c k e t i n g  p r a c t i c e s .  

- I n t e r s t a t e  c a r r i e r s  a r e  r e q u i r e d  by C.A.B. r e g u l a t i o n s  

t o  g i v e  t r a v e l  a g e n t s  f i v e  p e r c e n t  commissions.  P a c i f i c  

S o u t h w e s t ,  t h e  m a j o r  C a l i f o r n i a  i n t r a s t a t e  c a r r i e r ,  g i v e s  

e i g h t  p e r c e n t  commissions which e n c o u r a g e s  t r a v e l  a g e n t s  

t o  send  b u s i n e s s  t h e i r  way. 

( 3 )  The r a p i d  growth o f  t r a f f i c  on t h e  Los Ange le s  - San 

F r a n c i s c o  r o u t e  a l l o w e d  f o r  t h e  i n t r o d u c t i o n  o f  low f a r e s  

and  m u l t i - s c h e d u l e s  . 
- Examinat ion  h a s  shown, however,  t h a t  t h e  enormous 

e x p a n s i o n  i n  t r a f f i c  was l a r g e l y  d u e  t o  c o m p e t i t i o n .  The  

C.A.B. S t a f f  R e s e a r c h  R e p o r t  d e t e r m i n e d ,  by  e x t r a p o l a t i n g  

t r a f f i c  f i g u r e s  from t h e  p e r i o d  o f  s t a b l e  p r i c e s  (pre-1962)  

o v e r  t h e  p e r i o d  o f  f a l l i n g  a v e r a g e  f a r e s  ( p o s t - 1 9 6 2 ) ,  

t h a t  1964  t r a f f i c  was 35.5 p e r c e n t  h i g h e r  t h a n  it would h a v e  

been  had f a r e s  n o t  d e c l i n e d  25.4 p e r c e n t  s i n c e  1962.  
30 

30. James R. Atwood, " I n t r a s t a t e  C a r r i e r - C o m p e t i t i v e  Impact  
- P a c i f i c  Sou thwes t  A i r  i n e s " . ( J o u r n a l  o f  A i r  Law and 
Commerce: Autumn, 1966f  613. 



The conven ience  o f  a  g r e a t  number o f  s c h e d u l e s  and low f a r e s  

a t t r a c t e d  p a s s e n g e r s .  T h e r e  i s  no r e a s o n  t o  suppose  why t h i s  

c a n ' t  be d u p l i c a t e d  e l s e w h e r e  w i t h  t h e  same r e s u l t s .  

The p r e s e n t  sys t em o f  economic r e g u l a t i o n  h a s  a l lowed  

h idden  c r o s s - s u b s d i z a t i o n  whereby an  a i r l i n e ' s  p r o f i t a b l e  

r o u t e s  s u b s i d i z e  i t s  u n p r o f i t a b l e  o n e s .  D e r e g u l a t i o n  would 

n o t  a p p e a l  t o  t h e  p r e s e n t  s c h e d u l e d  c a r r i e r s ,  s i n c e  t h e  

p r e s e n t  sys t em p r o v i d e s  them w i t h  c o n s i d e r a b l e  p r o t e c t i o n  

from t h e  t h r e a t  o f  comple te  e x t i n c t i o n .  A r e a s  which d o  n o t  

c o v e r  t h e  c o s t s  o f  t h e i r  a i r  s e r v i c e s  would a l s o  p r o t e s t  

d e r e g u l a t i o n .  These  a r e a s  would r e c e i v e  fewer  f l i g h t s  b u t  

lower  f a r e s  i s  a n o t h e r  l i k e l y  r e s u l t  b y  u s i n g  s m a l l e r  and 

more economic a i r c r a f t .  A i r  c a r r i e r s  would t e n d  t o  become 

s p e c i a l i s t s  b y  r o u t e  l e n g t h s  and hence  t h e y  would need fewer 

t y p e s  o f  a i r c r a f t  and u s e  them more e f f i c i e n t l y ,  which d e s c r i b e s  

P a c i f i c  S o u t h w e s t ' s  s i t u a t i o n .  E f f i c i e n c y  h e r e  goes  beyond 

t h e  normal  meaning o f  a i r c r a f t  u t i l i z a t i o n  i n  t i m e  t o  i n c l u d e  

t h e  number o f  p a s s e n g e r  s e a t s  e a c h  a i r c r a f t  i s  f i t t e d  w i t h  

compared t o  t h e  maximum it c o u l d  c a r r y .  The W h e a t c r o f t  r e p o r t  

i n  1958 n o t e d  t h a t  on l o c a l  r o u t e s  s m a l l  r e g i o n a l  c a r r i e r s  

would have  lower  c o s t s  t h a n  m a i n l i n e  c a r r i e r s .  I n  t h e  

o p e r a t i o n  o f  s e c o n d a r y  r o u t e s  an  e n t i r e l y  d i f f e r e n t  t y p e  o f  

s e r v i c e  can be p r o v i d e d  and c o s t s  can  be c u t  v e r y  c o n s i d e r a b l y .  

It i s  v e r y  d i f f i c u l t ,  however,  f o r  a  ma jo r  o p e r a t o r  t o  mix 

31 
t h i s  t y p e  of s e r v i c e  w i t h  t h e  normal  m a i n l i n e  s t a n d a r d .  

31. Department o f  T r a n s p o r t ,  A i r l i n e  Compe t i t ion  i n  Canada, 
p.  36. 



Complete freedom o f  e n t r y  and r a t e s  would l e a d  t o  s t a b l e  

market  c o n d i t i o n s  i n  which competing a i r l i n e s  would have 

chang ing  s h a r e s  o f  t h e  market  o r  even go o u t  o f  b u s i n e s s .  

E n t r y  cos ts  i n  t h e  a i r l i n e  i n d u s t r y  a r e  n o t  h i g h  enough 

t o  d i s c o u r a g e  p o t e n t i a l  c o m p e t i t o r s  s o  t h a t  o p e r a t i n g  

a i r l i n e s  would keep t h e i r  f a r e s  low enough t o  a v o i d  a t t r a c t i n g  

p o t e n t i a l  o p e r a t o r s .  

D e r e g u l a t i o n  would have  t o  happen a t  t h e  same t i m e  

i n  t h e  e n t i r e  c o u n t r y  s i n c e  an e x p e r i m e n t a l  s i t u a t i o n  i n  

o n l y  one  l o c a t i o n  cou ld  l e a d  t o  e r r o n e o u s  c o n c l u s i o n s .  I f ,  

f o r  example, o n l y  one  r o u t e  was g i v e n  i t s  "economic freedom" 

t h e n  t h e  p r e s e n t  c a r r i e r s  would be tempted t o  p r i c e  t h e i r  

f a r e s  on t h a t  one  r o u t e  below t h e i r  m a r g i n a l  c o s t s  which 

would keep p o t e n t i a l  c o m p e t i t o r s  o u t  and d e m o n s t r a t e  t h a t  

such a  s e r v i c e  i s  u n p r o f i t a b l e .  

The l e v e l  o f  lower  a i r  f a r e s  t h a t  would o c c u r  a s  

a  r e s u l t  o f  d e r e g u l a t i o n  i n  Canada i s  a  m a t t e r  o f  c o n j e c t u r e  

b u t  some e s t i m a t e  i s  n e c e s s a r y  i n  o r d e r  t o  weigh t h e  b e n e f i t s  

o f  d e r e g u l a t i o n .  F i g u r e  2 1  a p p l i e s  t h e  1974 C a l i f o r n i a  p e r  

m i l e a g e  coach r a t e  o f  4.85e t o  some Canadian r o u t e s  and 

p r o v i d e s  some i d e a  o f  t h e  lower  s c a l e  o f  f a r e s  t h a t  would 

r e s u l t .  For  t h e  r o u t e s  s e l e c t e d  t h e  a p p l i c a t i o n  o f  t h e  1974 

C a l i f o r n i a  coach p e r  m i l e  r a t e s  r e s u l t s  i n  s a v i n g s  r a n g i n g  

from a  low o f  23.1 p e r c e n t  t o  a  h i g h  o f  55.0 p e r c e n t .  

C e r t a i n l y  t h i s  p o t e n t i a l  r a n g e  o f  s a v i n g s  would be o f  g r e a t  

b e n e f i t  t o  t h e  p u b l i c  and would a l l o w  many more p e o p l e  t o  

t r a v e l  t h a n  h a s  been  t h e  c a s e  h i t h e r t o .  
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P o t e n t i a l  Canadian  Coach F a r e s  Using  t h e  1974 
Ca l i fo rn ia  Per Mileaqe Coach Rate of 4.85C 

D i s t a n c e  P r e s e n t  
i n  Coach 

Rou te  M i l e s  F a r e  

Mont r e a l - T o r o n t o  315 $ 34.00 
Vancouver-Calgary 407 4 1  .OO 
Vancouver-Edmonton 522 46 -00  
Vancouver-Toronto 2078 1 3 1  -00 
Vancouver-Winnipeg 1144  83.00 

P o t e n t i a l  
Coach % 

F a r e  S a v i n g  S a v i n s  

$ 15.29 $ 18.71 55.0% 
19.74 21.26 51.9% 
25 -32 20.68 45.0% 

100.78 30.22 23.1% 
55 - 4 8  27.52 33.2% 

Source :  C u r r e n t  a i r l i n e  t i m e t a b l e s .  
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