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saying that if the Government is going to have to foot the b:lll 
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{2) Berlin Airlift - in your own home t onn _____ ..... ...,. --~ 
Another example of what pr ivc;1te indust ry has a ccomplis hed 
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subs i dy and how mucho The facts are tha t America.n ' s mail rate 
includes no subsldy and that less than 6% of our revenues come 
from the transport a tion of maj_le TM.s is a st.ory wort,h t elling 
a.nd we frequently find 'liha.t people who should knoVl t.he fac t s 
are incredulous when t,hia story is t ol d o Te-J.1 it when you have 
opportunity,, 
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flat Air 
A common misconception is that -all of the airlines are supported by government subsidy. · 

Let's discuss this: ,.. 

American Airlines is paid for the transportation of mail at rates established by 

order of the Civil Aeronautics Board. The rate at which American is being paid was 

certified by the Board to be "fair and reasonable in terms of quality of service and was 

not designed to meet the financial needs _ of the carrier." That rate includes no subsidy. 

The United States Post Office Department is American Airlines' largest cus

t~mer in dollar volume, and we continue to give it th_e best of service. 

It should be remembered also that we transport passengers, express and freight. 

1n 1948, our revenue from those sources was _$84,615,00Q. Our total revenue for the 

transportation of mail was $4,769,000. ' ' · 

Of the total revenue of American Airlines in 1948 more than ninety-four 

per cent (94%) came from the transportation of passengers, express and freight. 

Less than six per cent (6%) came from the transportation of mail. , 

If, during 1948, the total revenues received for the transportation of mail, 

$4,769,000, had been the only funds available to meet our expenses we would have been 

able to operate only 19 days during the year. We did operate 365 days. \ 

' 
American A"irlines is a business institutioo. We take pride · in the fact that we 

" 

have been able to make substantial progress and 1m provement, with private capital 

usefully employed in the public's service. 

AMERICAN AIRLINES INC. 
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• • • in your own home tOWn 
T HE Berlin A-irlift is a magnificent 

accomplishment, made possible by 

the courage of the U. S.' Airmen and the 

ability of the transport airplane. 

In the United States your city is 

.served by an Airlift, one which delivers 

your Air Freight with regularity and de..: 

pendability. This Airlift is provided by 
the Air Freight services of the scheduled 

airlines. 

The amazingly rapid advance of 

Air Freight service is a record worthy 

of public notice. Air Freight serves 

the producer, who enjoys wider distri

bution, faster turnover and greater . , 

economy of operation. It also serves 

the customer, who benefits from larger 

selections, year around availability and . 

lower prices on articles formerly avail

able only at luxury prices. 

As an example of the progress of 

Air Freight, consider the record of 

-American -Airlines, pioneer in the Air 

Frei g h t fie 1 d. Am er i can Ai rl in es an-

* 

, ~ 
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nounced in 1944 that it was prepared to 

deliver merchandise by Air Freight to -~ 

forty-three cities of the United States~ 

In the following year, 1945, 666,845 

ton miles of Air Freight were trans-

ported. • 

' 
I ' 

Three years later, 1n 1948, Air 

Freight tonnage had increased 3000%. 
Service was now available to seventy-

-three 'cities and 23,204,517 ton miles of 

Air Freight were 'transported. 

Meanwhile rates for Air Freight 

transportation were reduced. The 1948 

rate was 46% below the average rate of 
1945. Hence, while the cost of other 

services was INCREASING, the cost of 

i\i·r Freight service was constantly 

DECREASING. 

· _ Air Freight service is one of air 

transportation's most notable achieve-

ments. Its great progress demonstrates 

the value of this new public service 

and also promises continuing growth 

in the future. 
; 

JO 
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• In the United States air transportation is operated as a private enterprise. In 
other countries it is conducted by the government. The United States continues 
to lead, as it always has, in the development and utilization of air transportation. 
No other country has a comparable standard of airline service. We believe it is to 
the nation's interest, as well as to our own, to continue to operate under the system 
that made this possible. r . _ ~ 

If, however, private enterprise is to retain the spirit and initiative which 
makes for progress, it must be convinced that its service is useful and that results 
are largely_ dependent on its own effort. A result of our effort is: 

In three years, 1946, 1947 and 1948, American Airlines, Inc. invested 
$60,000,000 in new airplanes and equipment: 

This provided business for the aircraft factories and employment ,for their men, 
strengthening their ability to contribute to national air power. 

It provided one hundred twenty-five airplanes of the most modern design - the 
largest single fleet of modern transport aircraft in the world, and a direct contri-
bution to national air power. f 

It provided a new 300-mile-an-hour fleet for the air routes of the United States, 
assuring time-saving, dependability and safety ....... more comfort for the passenger · 
and greater speed for all forms of travel, transportation and communication. 

In the same three years, American Airlines,1 Inc. i~vested $6,000,000 in 
· more efficient shop buildings and 'equipment: 

This has provided jobs for trained technicians and modern machinery for their use. 

It, thereby, provides an important reserve of skilled personnel available for 
national air power. 

It has provided operating economies which wiil be reflected in contribution · to 
pr~fitable operation and, ultimately to reduction in charges for air transportation. 

It has provided maintenance and overhaul facilities, strategically located, which 
constitute a reserve for national air power . 

Every _ dolla,r of the $66,000,000 came from private investors. None of it was 
borrowed from any agency of the government nor was any of it government 
subsidy. 

AMERICAN AIRLINES INC. 

* 
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TESTIMONY OF C.R. SMITH 
BEFORE 

SENATE INTERSTATE AND FOREIGN COMMERCE COMMITTEE 

We appreciate the opportunity of this discussiono We share with you the 

belief that a strong, logical, well-operated air transportation system is essen

tial to the welfare of the countryo The reason for this is that no industry in 

the United States is more closely related to national interesto Scheduled air 

transportation providesi 

lo A basic system of modern transportation, for people and for goods, with 

direct effect upon the commerce of the country. 

2. A system of expedited communication, through the air mail service, per

mitting overnight delivery of mail to our principal cities. 

3. A direct contribution to national air power and national security, by 

providing the mobility so essential to modern warfare. 

In the four years since the end of the war, air line traffic has been avail

able in unprecedented volume . During the latter of those years there have been 

available for purchase and operation aircraft of modern design, capable of pro

ducing air transportation at a lower level of cost than can be attained by the 

continued operation of older types. If the availability of traffic and aircraft 

were the only factors which deserve our consideration, it would be reasonable to 

expect that the domestic air transport industry, with the exception of the feeder 

lines, should today be on a self-sustaining basis. 

Although the situation of individual companies vary, the industry as a 

whole is not self-sustaining. It is not self-sustaining when the national economy 

is at high level. If the future should bring a substantial recession or depres

sion, the situation of the air transport industry will be highly critical; there 
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is not sufficient reserve strength to weather difficult dayso 

For that reason it is essential that we discover and clearly mark the 

factors which have contributed to the present situationo We must also discover 

the remedies which will provide economic recovery and healtho The necessity for 

doing both of these without delay cannot be over-estimatedo 

Factors Contributing to Present Economic Situation 

First: Costs of operation began to rise substantially in 1945, and they 

have continued to rise since that time. The trend was not judged accurately, 

either by the Civil Aeronautics Board or by the air carriers, and rates were 

lowered in 1945. Mail rates for the principal carriers were reduced 25% and 

there was comparable reduction in the passenger tariff. 

Increased costs immediately narrowed the margin of profit and very soon the 

cost of production exceeded the price at which air transportation was sold. In 

spite of a very high volume of traffic the operation was conducted with loss. 

Rates were finally increased, but only after substantial losses had been sus

tained. The rates became effective when traffic was declining, with net effect 

that they produced an inadequate increase in gross income and the increase con

tributed to further decline in total potential volume. 

Second: The spirit of unbridled optimism about the potential of air trans

portation which followed the war produced a great speculative extension of the 

air transport route pattern. It was extended well beyond the reasonable require

ment of public convenience and necessity, resulting in illogical additions to 

the air map, in too much duplication of existing service, in wasteful competi

tion and low load factors, and in substantial and continuing operating losses. 

The duplication and triplication of the air transport system has left us, 

and you, with a pattern of routes and services which cannot be supported on 

self-sustaining basis by the existing or probable volume of traffic. 
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Third: While recognizing that there are presently too many routes and 

services, the Civil Aeronautics Board continues to certificate others. 

Fourth: The Civil Aeronautics Board has publicly recognized that this 

unsustained duplication has contributed directly to the present untenable situa

tion, and has encouraged merger and realignment of routes. At the same time it 

has administered the mail pay section of the Act in such fashion as to elimi

nate nearly all of the usual incentives for merger and re-grouping. 

~: Some members of the industry have failedi in whole or in part, to 

provide their systems with the most efficient aircraft types, resulting in con

tinued operation of types which will not produce a profit. 

Wasteful Competition 

Reasonable competition is one of the components of private ent~rprise, and 

on that basis and to that extent it should be encouraged. Reasonable competi

tion should produce increased efficiency and lower cost, intensive salesmanship 

and sensible load factors, profitable operation and ultimate reduction in rates 

to the public. But too much competition will thin the traffic to the point that 

no carrier can earn a living. When that point is reached, competition has become 

wasteful and should be discouraged. And we have reached that point already in 

many areas of the air transport map. 

During the four •years from 1945 through 1948 the Civil Aeronautics Board 

more than doubled the domestic air line route mileage, from about 63,000 to 

nearly 140,000 route miles. 

The air lines and the Board must share responsibility for the origin of 

this era of excessive expansion; the air lines asked for too many routes, and too 

many illogical routes, and the Board granted too many of both. The Board later 

ttsnowballed 11 the avalanche of excessive duplication by apparently accepting and 

following several interesting but highly expensive ideologies. 
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"Competition for the sake of competition" seemed to enter into too many 

dec i s i ons of the Board. When the hard facts of public convenience and necessity 

would not sustain an additional grant, the fundamental merits of competition, as 

such, found a prominent place in the discussion. 

"Making big ones out of the little ones 11 was an ideology which found warm 

reception i n many decisions of the Board. This happy catch-phrase was founded 

on the nebulous theory that 11 size 11 was the principal element of financial success, 

forgetting that a large company will lose more than a small one if the operation 

is basically unsound. I am sure that many of the companies which seek your aid 

can trace the beginning of their difficulty to an illogical expansion of their 

route struct ur e ; and their present financial problem is a part of the price they 

pay for the lack of logic in pinning their hope on sheer size alone. 

"Specialists 11 in Air Transportation 

An air l i ne i s a t ranspor t ation system, capable of transporting passengers, 

mail and car go. And the Ci vil Aeronautics Board has ample power under the law to 

require that t he compani es certificated by it provide all of the service reason

ably r ~quired. If t he s ervi ce is not provided 1 the certificate can be cancelled 

and the privilege of operation awarded t o some other carrier. 

The Boar d has shown too little inclination to exerci se the powers already 

available t o it to i nsure adequacy of servi ce by the air carriers already certifi

cated. Instead, it has shown an alarmi ng i ncl inat ion t o entirely disregard t he 

experience , investment and ability of the existing carriers and to authorize , by 

cer t ifi cation or exemption., entirely new companies as "specialists 11 to meet each 

new development i n t he progress of air transportation . Not only has that poli cy 

contribut ed t o t he losses of t he pioneer carriers, but it has also brought losses 

to some of the new carrier s and bankruptcy to otherso The net result has been 

wasteful. 

Expansion of Competition f r om Non-Certif i cated Ai r Lines 

If the provisions of t he Civi l Aeronautics Act of 1938 are t o be believed, , 

domestic air transportation i s a "regul at ed" i ndustryo You do not , according to 

the terms of the Act, provide s cheduled air t r ans port ation within the United 

States without first conforming to the requirements of public convenience and 

necessity set forth in that Acto The intent of t he Act s eems most obvious ; if 
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scheduled air transportation is to be regulated, all who engage in it will be 

regulatedo 

Irrespective of the intent of the Civil Peronautics Act of 19.38, 11 exemption11 

competition has been allowed to grow up within the past few years to startling 

size. In the so-called irregular passenger field, operations have been started, 

advertised and conducted in complete violation of the basic terms of the Civil 

Aeronautics Acto And of those willing to challenge the authority of the Govern

ment to regulate their conduct, a high proportion has come through completely 

unscathed, operating each and every day in public violation of the Act which is 

presumed to regulate scheduled air commerce. 

These operators, in large part, have paid no attention to the economic pro

visions of the Act, and with impunityo In addition, they have not been required 

to abide by the same operating and safety regulations required of the scheduled 

air lines by the Civil Aeronautics Administration and the Civil Aeronautics Board. 

The belief seems justified that those who require operating regulation the most 

are those most immune to uniform enforcemento 

If it is to be expected that scheduled air transportation will reach the 

stature you reasonably expect of it, it is entirely reasonable that we request 

a uniform set of rules for all who will engage in the businesso If the law of 

the land is to be enforced against the certificated air carriers, it should have 

similar enthusiasm of enforcement against the irregular carriers who compete 

directly for the same business of air transportationo We cannot live with eco

nomic health in an atmosphere half legal and half illegalo If this business is 

to be regulated, all should be regulatedo If the Civil Aeronautics Act is to 

mean but little, then let us return to the rules of the road which obtained be-

fore the Act was passed, when competition was direct and unregulated. We were 

in favor of the Act, we are in favor of continuation of the Act, but if we are 

to abide by the terms of the Act, we ask that our competitors are bound by the 

same rules of public conduct. 

We obviously share with you sympathy for some of those who have invested 

their money in non-scheduled operation, but that sympathy must be tempered by 

the fact that they went into the business with their eyes wide open, with a 

printed copy of the Civil Aeronautics Act selling for less than a dollar. They 

took a chance on operating without the lawo They continue, in many cases, to 
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operate without the lawo So long as that is permitted, is there reason to believe 

that there will be stability in scheduled air transportation or reasonable belief 

that the scheduled lines will gain self- sufficiency? 

As to the all- freight carriers, they have been operating for some two years 

now under an exemption giving them most of the advantages of a certificate, yet 

few of the responsibilities of a regulated industry. They have been generally free 

to operate as they pleased between the high traffic-generating centers of the 

nation, selling little more than price, while they divert hundreds of thousands of 

dollars of revenue from the certificated air lines who endeavor to attain self

sufficiency., 

The several public statements of the members of the Civil Aeronautics Board 

have lent confidence to the belief that we had come to the end of the era of need

less duplication and endless certification of routes. Each and every time we have 

become encouraged by the trend, we seem to be in for a rude awakening. In the All

Freight Air Line Route Case recently decided, involving the proposed certification 

of three additional carriers, two in the transcontinental field and one in the 

north-south field, we are faced with additional competition in a field in which the 

Board members had previously evidenced the belief that there was too much competi

tion already" 

The Civil Aeronautics Board's "Policy" on Certification 

I have great sympathy for the Civi* Aeronautics Board., It shares with the 

industry a multitude of vexing and complex problems, and I would not want my pre

sentation to have the appearance of placing the blame for too high a proportion 

of the problems on the Board. Yet, I believe it fair to say that the members of 

the air transport industry continue to be confused by the seeming ability of the 

Board, so often, to face in different directions at the same time, and to be will

ing by its actions to add to the already admitted problems another group of 

problems. 

The Board has talked about investigating the need for the present number of 

carriers between Detroit and New York, between Washington and Chicago, between 

Detroit and Washington, and between Washington and the Twin Citieso As recently 

as February 21, 1949, the Board announced an investigation the purpose of which 

is to decide if they have certificated too many carriers between those pointso 
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Now the Board proposes the issuance of two additional certificates in that general 

area under conditions which lead two of the five members to question directly the 

worth of the evidence which formed the basis of decision by the majority. 

What is going to be the policy of the Board? Will it spend its time straighten-

' out the illogical areas of the present air map or will it continue to add more 

illogical service to the present unfortunate pattern? You, and we, would be unduly 
' 

optimistic to believe thRt much progress is presently being accomplished toward mak

ing the national air map the sensible pattern it must be before air transportation 

will again be self-sustaining in total. 

Administration of Air Mail and Subsidy Payments 

There are, in our opinion, several basic defects in the present system of air 

mail and subsidy payment: 

1. As the Act is presently being administered, air transportation is essen

tially a "cost plus" operation for a high proportion of the industry. That, in our 

opinion, was not the intent of the Congress and is not the intent of the Civil Aero

nautics Act. 

2. There are no standards which provide for the payment of identical compen

sation for the rendition of identical service. 

3. The system of merging service mail rates with subsidy payments is confus

ing, discouraging and unfair to those air carriers which seek to keep their 

operation on service rate basis, and free from. subsidy. In addition, it is poor 

accounting, depriving you of accurate knowledge of how the money you provide is 

being spent and the purpose for which it is being expended. 

These defects can and should be corrected; their correction can and should 

be prompt. 

I believe that it was the intent of Congress, when it provided the wneed" 

section of the Civil Aeronautics Act, that the Civil Aeronautics Board should be 

equipped and empowered to 11 aid11 the air carriers, if and when facts and circum

stances justified that in the national interest. I can find no language in the 

Act and no clear statement of your int.ent which says that the Congress interned 

to "'guarantee'' the solvency and the continued operation of· in:iividual air carriers. · 

I can find no justification in the Act fo!'. a policy of "cost plus" operation. 

I doubt that the language of the Civil Aeronautics Act need be changed to 
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ef fect the administration of the Act in accordance with your basic intent 0 If it 

was your i ntent ion to 11 guarantee"1 the continued solvency of the individual air 

carrier s , which I very much doubt, then the Board should be reinforced in its pre

sent tendencyo If, on the other hand~ that was not your intention, then your view 

should be equally clearo 

I attach , as Appendix Noo II, a comparison of the mail payments for the years 

of 1947 and 1948, as well as a comparison of the profit or loss for the domes t i c 

trunklines during the same periodso 

This t abul ation shows that the s i xteen domestic trunklines reported a decrease 

i n loss of $15 , 000 , 000 from 1947 to 1948, before retroactive mail payo Look at the 

income figures, however, and you will see that the mail payments to them more than 

doubled in 1948 as compared with 1947, and that the 11 need 11 for mail pay was 

$10 , 000 , 000 more in 1948 than in 19470 That is discouraging progress toward the 

self-sufficiency which you reasonably expect f or the industryo 

Notice al so 9 from the tablel the great variety of standa~ds, if they can be 

called that , i n the payment of compensation to the carrierso The 1948 rate var i es 

from $16 .97 per ton mile down to 58¢0 The proportion of t otal revenues represented 

by mail pay vary f rom 28o7% down to 4o5%. · 

This complet e l a ck of s tandards in payment f or t he trans portation of mail obvi

ously represents a dis couragi ng situat ion to the efficient operat oro One company 

transports mail between t wo t erminal points , with modern equipment and adequate 

scheduleso Another company operates along the same route , serving the same terminal 

points , but providi ng a mail service of substantially less utility than the firsto 

But the second of the operators r eceives t wo to t en times as much as the firs t 

operator for trans porting a pound or ton of mail between t he two i dentical pointso 

And not only that, if the f irst oper at or finds a way of reducing hi s cost J he is 

quite apt to have his rat e reducedo He may, at the same t i me , find the rate of 

his competitor increased by reason of great er 0 need11 f or addit ional mail compen

sationo 

I know of no system whi ch will produce less incent i ve , or act so much as a 

drag on the exercise of the highest degr ee of mana gement abilityo Often, rather 

than an incentive t o do your best, the present system of mail payment seems to 

offer reward for lack of r esult o 
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I believe that you must insist on the establishment of a system' which will pro

vide identical rates for the provision of identical serviceso In no other way can 

you provide incentive for the development of total traffic potential and- the reduc

tion of costs, and the ultimate attainment of an operation which can be conducted 

at a profit without subsidy from the Federal Governmento Set the service rates on 

an identical basis, and if there be proveable need for subsidy, let the application 

for subsidy be considered separate and. apart, and if it be awarded, let it be called 

subsidy and not mail payo 

Financing and Re~eguipment 

Many of the aircraft presently operating cannot be profitably operated at 

present rates and with attainable load factorso So long as they are operated on 

any principal routes, they will continue to be a source of operating losso It is 

improbable that the industry can reach a basis of self-sufficiency until a much 

higher proportion of aircraft in operation is of modern typeo The members of the 

industry must find a way of securing modern aircraft; the Government cannot be ex

pected to continue indefinitely subsidizing the operation of inefficient aircraft 

when more efficient types are availableo 

That, of c9urse, raises the question of airline financing and the capital 

with which to make payment for the aircrafto There have been recommendations to 

the effect that the Reconstruction Finance Corporation should bear 100% of the 

cost of re-equipment for air transportationo The Reconstruction Finance Corpora

tion operates as a banking institution, operated by the Government for the purpose · 

of affording aid when aid from other sources may not be availableo If there is 

inability on the part of any air line to raise capital from usual sources, we 

favor participation by the Reconstruction Finance Corporation in the financingo 

But the Reconstruction Finance Corporation must remain a banking institution and 

its members will want to operate in accordance with the reasonable standards of 

good banking practiceso It is not good banking practice to lend 100% on equip

ment purchased either to the airlines or to any other industryo Where loans are 

sought on a basis which indicates reasonable ability to repay the loan, it would 

seem appropriate that the Reconstruction Finance Corporation lend from 75 to 80% 

of the total obligationo 
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Summary: of Recommendations 

Many members of the industry have spent a high proportion of their time in 

the last few years seeking new routes and services, and others a high proportion 

of their time defending the routes already certificated to them, with the result 

that too little time and attention was spent on the operation of the routes already 

in existence. When, a year or two ago, it looked like an end had come to the era 

of excessive expans ion, the operators devoted more attention to the operation of 

their services and substantial gains in economy have been effectedo Yet the indus

try is left with a pattern of too much duplication and too many routes which 

cannot be sustained by the volume of traffic reasonably availableo A much more 

determined effort must be made to correct some of the defects of the present air 

route structure and the service patterno Many agree that there are too many air 

lines and. many, including the Board, advocate encouragement of sensible mergerso 

But little happenso We have had two experiences with merger cases before the 

Boardo The first of these, a proposal to merge the routes of Mid-Continent Air

lines with those of American , took twelve months from the time the application was 
I 

filed until the date of decisiono The second, the proposal to merge Jmerican Over

seas Airlines with Pan American has beenpending before the Board since the date of 

filing in December 1948. The contract provides a total of nine months for review 

by the Board, after which it will terminateo Considering the fact that public 

hearing has not yet started, this case may not be decided within the nine-month 

period and the contract may expire before date of decision . 

If sensible mergers will aid in straightening out the air route system, cer

tainly a way must be found for reaching a decision in less than a yearo There 

will never be many mergers in the industry, no matter how meritorious, if the 

parties cannot rely on a prompt decisiono And nothing is more conducive to the 

discouragement of sensible merger proposals than the conduct of the industry on 

a "cost plus" basiso Most of the proposals for a merger must arise with the 

managements of the individual companies affected, and mergers usually result in 

a reduction of the number of managers requiredo Is it reasonable to expect that 

a manager will propose a merger that may result in the loss of his own employment 

if he is imbued with the belief that "cost plus" mail payment to his company, no 

matter how illogical, is guaranteed by the Civil Aeronautics Act? 
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Some of the defects of the existing route pattern can and should be cured by 

logical mergers; others can be accomplished by abandonment and by transfer of 

routes from one company to anothero The abandonment of illogical routes can be 

encouraged by exercise of discretion with respect to mail compensationo If a 

route is illogical in itself, it should be entirely abando~ed o If the company 

operating it will not take initiative for abandonment, it should be permitted to 

hold and operate the route only on the basis that the operation be conducted with

out subsidy. The same policy .should apply to routes which may be illogical in the 

system of the company presently operating the route but logical in the system of 

some other companyo 

It is essential for stability in the industry that we preserve respect for 

the certificates of convenience and necessity; that is, and will continue to be, 

the legal foundation for the entire business enterpriseo The Board should stop 

skirting around the edges of revoking certificates, all of the time lessening 

confidence in their wortho It should consider cancelling a certificate only after 

it has exhausted all other possibilities under the Act for effecting the result de

sired in some other fashiono 

In re-arranging routes and services to lessen the undesirable effect of 

excessive duplication, the Board should give · due weight to the rights of pioneers 

on the routeo That principle was established in the formation of the Civil Aero

nautics Act; it should continue to have the same strength and respect. 

The Board should continue to encourage interchange or through routing of air

craft by agreement between connecting carrierso This is sound in principle and if 

it had been more thoroughly explored and utilized some years ago, we could have 

avoided some of the endless duplication which we must now seek to eliminate. 

In summary, we believe these recommendations to be warranted: 

lo Nearly all agree that too much duplication of service has been a major 

contribution to the present situationo If so 1 it would be in order for tte Board 

to cease temporarily the certification and extension of new air serviceso We need 

no new problems until we find answers to those existingo 

2o The Civil Aeronautics Board should be encouraged and required to enforce 

the Civil Aeronautics Act uniformly, applying one standard to all carriers, certi

ficated or non~certificatedo 
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3. Logical mergers must continue to be encouraged and the industry should 

be encouraged to make reasonable and sensible transfers or exchanges of routes. 

4. Interchange of equipment and t hrough routing of aircraft should be en

couraged. 

5. Uneconomic services should be eliminat ed. If they not be eliminated by 

consent of the carriers, all subsidy f or t heir operation should be withdr awn. 

6. The theory of 11 cost plus" in the administration of mai l payments , and 

of subs idies, should be abandoned and not revived. Firm mail rates f or the 

futur e should be available whenever poss ible and "second guessing ~ on retroactive 

basis should be di scouraged and elimi nated. 

7 . There must remain a sys tem of incentive in the mail pay system. For 

that reason the bas ic principle should be established and followed t hat compar

able rates will always be paid for the rendering of comparable service. 

8 . Subsidy payments s hould be separated from servi ce ma i l payments and they 

should be separately report ed, i n the stat ements of t he carriers to the Boar d and 

in the statement of t he carriers to t he i r shareholders and to t he public. 

9. The ~rincipal carrj_ers shoul d be encouraged t o equi p t heir rout es with 

modern, more efficient aircraft , and financing , if not elsewhere avail able , should 

be accomplished through the Recons truction Finance Cor poration to the extent of 

80% of total cost. 

Air transportation in the United States is conducted by private enterprise; 

in other countries it is usually conducted by the Government. The United States 

continues to lead , as i t al ways has, in the development and use of air transpor

tation. It is our belief that air transportation should cont inue to operate for 

the good of the country and for our own good under the s ame sys t em which has made 

that possible. We believe in privat e enter prise and we are will ing that our work 

and its result shall be judged in accordance with the usual st andard of private 

enterprise. 

This industry will never have the stat ure of maturit y if we conduct it on a 

basis which presumes that the Government will support our individual enterprises 

if we fail in its management. Private enterprise has its rewards useful, 

stimulating, worthwhile rewards, but a system which is all awards and no penal

ties palls by its lack of challenge. We cannot have the guarantee of the 
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Government, its unfailing guarantee, and still expect the freedom and rewards of 

private enterpriseo It would be our choice to take private enterprise as it is; 

we expect to be rewarded when we do well, to be penalized when we do poorly. If 

we do better than our competitor there should be something tangible to show for 

it. If we do worse than our competitor for any extended period of time, we cannot 

expect to survive in the business. A grocery store which is either in an illogical 

location and without reasonable market, or is in a location where there are more 

grocery stores than customers, will expect the sheriff to call some morning unless 

the manager finds some way of making the situation more businesslike and logicalo 

I see no reason not to expect that in air transportation. I am sure that the 

Government should guarantee the existence of air transportation, for the United 

States cannot go without air transportation, but I see no reason why the Government 

should guarantee the existence of American Airlines, and we do not expect it. We 

do expect, and we have the right to expect, that all of those presumed to operate 

under the Civil Aeronautics Act shall have uniform and fair treatment, that our 

certificates shall be respected so long as we afford the service expected under 

them, that additional c"ompetitors shall not be foisted on us unless and until they 

meet the reasonable requirements of the public convenience and necessity sections 

of the Act. .We want the right to compete on an even and e_qui table bas is, we have 

no objection to competition from others on the same basis, and we are willing to 

be judged and to live by the resulto 
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FIRST 50 PAIRS OF CITlES IN PASSENGER MILES, SEPT 1940 

SEPTEMBER 1940 

NON 
coMPETITIVE 

54.1% 

20.1% 

• 

DECEMBER 1948 

29 .3% 

NON-COMPETITIVE 3 CARRIERS 

1111111111111111111 LJt.·.£$.-1Lt&i 
2 CARRIERS 4 CARRIERS 
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Increase In Competition 
September, 1940 - Decemper, 1948 

(First 50 pairs of Cities In Passenger Miles September, 1940) 

--------1940------- ---·-----1948--------
Number Percent Number Percent 

Number of Segments 

Total 50 100.o{o 50 100.01/o 

Competition 

None 37 74.·0 9 18.0 

2 Carrier 10 20.0 22 44.o 

3 Carrier 3 6.o 16 32.0 

4 Carrier -1 6.o 

Total Carrier Segments 66 113 

Percent Increase in Carrier Segments 1948/1940 - 71.';$ 

Passenger Miles 

Total 45,589,043 100.01/o 225,453,598 · 100 .01/o 

Competition 

None 24,688,415 54.1 19,649,095 8.7 

2 Carrier 9,141,514 20.1 66,029,298 29.3 

3 Carrier 11,759,114 25.8 111,991,575 49.7 

4 Carrier 27,783,630 12.3 

Source: C .A.B. Airline Traffic Surveys, September, 1940 and September 1947 

Note: September 1940 passenger 'tll.iles is used in determining 
amount of competition in 1940; and September, 1947 
passenger miles is used in determining amount of 
competition as of December 1948. 
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First 50 Pairs of Cities In 
Passenger Miles, September, 1940 
26. New York - Cincinnati 
27 r Chicago - St. Louis 
28. New York - New Orleans 
29. Chicago - -Seattle 
30. New York - Dallas 

31. New York - Houston 
32. New York - Atlanta 
33. New York - Minneapolis 
34. Washington - Detroit 
35r Chicago - Pittsburgh 

36.- Chicago - Philadelphia 
37. Washington - San Francisco 
38. New York - Providence 
39. New York - Portland, Ore. 
4o,. Los Angeles - Seattle 

41. Boston - Los Angeles 
42. San Francisco - Portland, Ore. 
43. Detroit - Cleveland 
44. Los Angeles - Dallas 
45. New York - Brownsville 

46. Washington - Boston 
47'. Detroit - Los Angeles 
48. Chicago - Dallas 
49. Seattle - Portland , Ore • 
50. New York - Rochester ; N. Y. 

Total 2nd 25 pairs of cities 
Total 1st 25 pairs of 'cities 
Total 50 'pairs of cities 

y Connecting service 

In.crease. In Competi ti op 
September, 1940 · - Deee~ber, 1948 

(September, 1940 Passenger Miles and· September, 1947 Passenger Miles) 

----------Number of Carrier·s - 1940---------- ----------Number of Carriers - 1948~--------~-
0ne · Two Thr_ee . Four 
543,290 

511,125 

490,998 

468,488 
429;965 
414,5611/ 
407,778 -
395,220 

513,797 

503,652 

. 393,890 
389,154 1/ 
382,382 -
362,934 
358,848 

358,695 
35~,530 
350,259 
348,348 
344;946 

321,982 
320,908 !/ 

298,596 
298,494 
279 ;344 

8,136,249 
16,552,166 
24,688,415 

1,709,935 
7,431,579 11,759,114 
9,141,514 11,759,114 

One 

2,346,319 

4,131,270 

1,770,390 
103,200 

942,086 
9,293,265 

10,355,830 
19,649,095 

Two 
1,945,125 
1,830,292 
3,319,614 
2,546,836 

2,208,276 
3,756,660 
1,100,995 
1,582,980 

1,853,799 

1,373,232 
4,486,503 

2,878,128 

1,370,565 

1,821,345 
1,552,095 

Three Four 

4,003,280 
1,106,534 

~,033,190 

748,755 

2,675,260 

33,626,445 10,567 ,019 
32,402,853 101,424,556 27,783 ,630 
66,029,298 111,991,575 27,783,630 

Source : C.A.B. Airline Traffic Surveys , September~ 1940 a nd September, 1947. 
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Increase In Competition 
September, 1940 - December, 1948 

(September, 1940 Passenger Miles and September, 1947 Passenger Miles) 

First 50 Pairs of Cities In --------- ... Number of Carriers - 1940----------- ------- ... --Number of Carriers - 1948--------- - -
· Passenger Miles,. September, .1940 One Two Three Four One Two Three Four 

1. New York - Chicago 5,311,264 19,094,052 
2. New York - Los Angeles 3,909,022 25,603,875 
·3. New York - Washington 2,823,730 j,477,125 
4. New York - Boston 2,610,776 8,856,472 
5. New York - -San Francisco 2,538,828 17,636,880 

6 • . New York - Detroit ,1, 792,854 5,313,378 
7. Los Angeles -San Francisco 1,679,799 10,852,460 
8. Chicago ~ .Los Angeles 1,389,081 13,876,675 
9. New York - Miami 1,289,182 13,314,400 

10. .Chicago - Detroit 1,181,895 3,112,209 

11. New York - Cleveland 976,866 2,839,474 
l2o .New Y~rk - Bu:ffalo 911,916 2,630,044 
13. Chicago - San Francisco 870,488 7,394,304 
14. . New York .- ·St . Loui s 857,808 3,.239,424 
15. .. New Yor k .. - Pi t t s'burgh 834,560 3,,293,.440 

16. Chicago~ Washington 7-65,522 3,376,200 
17. -Chicago - ioston 753,360 2,-375:,.135 
18. Chi ca.so .., Minneapolis 740,950 2,886,.450 
19. Chicago - lr.spsas CitT 724,,950 2,212,920 
20. New York• Montreal 7031731 2,205,450 

21. New York - Seattle 685,575 3,634,254 
22. se..n Francisco. Settle 609,840 4,961,514 
23 . New York• D,nDas Ci ty 606,531 2,633,886 
24. Chioago - Oleveumd 605,711 2,146,851 
25 . Washingtoo - ,tos Anseles 568,620 2,999,997 

16,552,166 7,431,579 11, 759 ,.114 10,355,830 32,4021853 101,424,556 27, 783 ,.630 

Source: C .A, • - liM 'I1ffiff :Lo Surveys, September, -1940 and September,- 194 7 
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Increase In Competition 
Septemi3er, 1 1940 - December, 1948 

Carriers Competing Between 

Append.ix I 
Page 5 of 6 pages 

First 25 .Pairs of Cities in Pe.ssenger Miles September, 1940 

C·ai:t'riers Competing Carriers Competing 
Pairs of Cities September 1940 December 1948 

1. New York - Chicago AA, TWA, UAL AA, TWA, UAL, CAP 
2. New York - Los Angeles AA, TWA, UAL AA., TWA, UAL 
3. N.ew York - Washington AA, Ji}AL AA, EAL, NAL 
4. New York - Boston AA AA, .EAL, NEA 
5 . New York - San Franciscd AA, TWA, UAL AA, TWA, .UAL 

6. New York - Detroit AA AA, .CAP, NWA, UAL 
7. Los Angeles - San Francisco UAL TWA, UAL, WAL 
8. Chicago - Los Angeles TWA, UAL AA, TWA, UAL 
9. New York - Miami EAL EAL, NAL 

10. Chicago - Detroit AA AA, CAP, UAL 

lL New York - Cleveland UAL CAP, UAL 
12. New Yq-rk - Buffalo AA AA 
13. Chicago - San Francisco TWA, UAL AA, TWA, UAL 

. 14. New York - St, Louis AA, TWA AA, EAL, TWA 
15 . New York - Pittsburgh TWA CAP, TWA 

16. Chicago - Washington AA, CAP AA, CAP, TWA, UAL 
17. Chicago - Boston AA AA, TWA, UAL 
18. Chicago - Minneapolis NWA NWA 
19. Chicago - Kansas City BNF, TWA BNF, TWA 
20. .New York - Montreal CAI CAI 

21. New York - Seattle UAL NWA, UAL 
22. San Francisco - Seattle UA1, UAL, .WAL 
23. New York - Kansas City TWA TWA 
24, Chicago - Cleveland UAL CAP, UAL 
25. ,Washington - Los Angeles AA AA, TWA, UAL 

Note: A competing carrier is: (1) a carrier whose route involves a circuity 
of less than 10% of .the nonstop distance; or (2) a carrier whose par
ticipation in the traffic equals 20% of the participation of t he lead 
carrier. 

Source~ C .. A.B. Route certificates and. Airline Traffic Surveys, September, 1940 
and September, 1947. 
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Increase In Competition 
September, 1940 - · December, .1948 

Carriers Competing Between 

Appendix I 
Page 6 of 6 pages 

· Pairs of Ci ties Ranking 26 - 50 in Pas:s_enger Miles September, . 1940 

Pairs of Cities . 

26 . New York - Cincinnati 
27. Chicago - St. Louis 
28. New York - New Orleans 
29. Chicago - Seattle 
30 . . New York - · DaLlas 

31. New York - Houston 
32. New York - Atlanta 
33. New York - Minneapolis 
34. Washington - Detroit 
35. Chicago - Pittsburgh 

36. Chicago - Philadelphia 
37. Washington - San Francisco 
38. New York~ Providence 
39. New York -- Portland, Ore. 
40. Los Angeles - Seattle 

41. Boston - Los Angeles 
42. San Francisco - Portland 
43. Detroit - · Cleveland 
44. Los Angeles - Dallas. 
45. New York .. Brownsville 

46. Washington - Boston 
47 • . Detroit - Los Angeles 
48v Chicago - Dallas 
49. Seattle - Portland, Ore. 
50. . New York ~ Rochester, N. Y. 

y Connecting service 

Carriers Competing 
September 1940 

AA 
AA, CHI 
EAL , 
NWA, UAL 
AA 

EAL 
EAL 
1/ 
CAP 
TWA 

TWA, UAL 
1/ 
AA 
UAL 
UAL 

AA 
UAL 
CAP 
AA 
EAL 

AA 
1/ 
AA, BNF 
UAL 
AA 

Carriers Competing 
December 1948 

AA, ·TWA 
AA, CHI 
CAP, EAL 
NWA, UAL 
AA 

EAL 
CAP, EAL 
CAP, NWA 
CAP, NWA 
CAP, .TWA 

TWA, UAL 
AA, TWA, UAL 
AA, EAL, NEA 
NWA, UAL 
UAL, WAL 

AA, .TWA, UAL 
UAL, WAL 
CAP, ·. NWA, EAL 
AA 
EAL 

AA, EAL 
AA, TWA, UAL 
AA, BNF 
UAL, WAL 
AA 

Note: A participating carrier is: (1) a carrier whose route involves a circuity 
of less than 10% of the nonstop distance or (2) a ·carrier whose participa
tion in the traffic equals 20% of the participation of the lead carrier. 

Source: · C.A.B. Route certificates and Airline Traffic Surveys, September, 1940 
and September, . 1947. 
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Comparison of Domestic Trunk Lines - Losses or Profits and Hail Pay 
For the Years 1947 and 1948 

Hail Pay 
Net Loss per 

Airline 1/ 
--Losses or Profits---- ----Mai1J8-y Received---

19472 19/4.8 
-----Before Nail Pay----- -TH Carried-

1947 

Amenican ($ 2,598,747) 
Braniff ( 1,148,762) 
Capital ( 2,652,265 
Chicago & Southern ( 758,448) 
Colonial ( 957,712) 
Continental 100,459 
elta ( 475,280) 

Eastern 1,373,302 
Inland ( 28,143) 
Mid-Continent 48,099 
National ( 725,254) 
Northeast ( 1,344,986) 
Northwest ( 953,756) 
TWA ( 5,5/42,494) 
United ( 3,661,050) 
Western ( 917,191) 

Total ($20,242,228 

Source: CAB Form 41 Reports 

1948 1947 1948 12!lJ. 19£& 

($2,596,639) $ 3,094,659 $4,652,773 ($ 5,693,406) ($7,249,412) .45 .5S 
/420,430 463,256 2,074,277 ( 1,612,018) ( 1,653,847) .60 2.19 · 
123,997 3,066,020 4,904,959 ( 5,718,285) ( 4,780,962) 6.44 5.55 
446,137 941,240 1,891,989 ( 1, 699 , 688 ) ( l,li-45,852) 2.43 10.50 

( 483,731) 576,998 1,052,610 ( 1,534,710~ ( 1,536,341) 7.60 12.90 
183,838 i,225,491 1,362,907 ( 1,125,032 1 1,179,069) 7.86 7.56 
858,440 452,548 3,258,139 ( 927,828) ( 2,399,699) .60 3.51 

2,405,825 1,549,822 2,969,157 ( 176,520) ( 563,332) .45 .68 
116,119 593,241 651,196 ( 621,384) ( 535,077) 6.20 5.09 
104,070 951,370 1,208,299 ( 903,271) ( 1,104,229) 4.12 4.05 

( 1,717,703) 300,916 1,41,8, 549 ( 1,026,170) ( 3,166,252) .59 4.4/, 
( 531,250) 670,423 1,272,398 ( 2,015,409) ( 1,803,648) 10.58 16.97 
( 2,065,815) 1,266,841 3,425,077 ( 2,220, 597) ( 5,490,892) .60 1.56 
( 1,134,505) 3,416,012 7, 769,9/42 - ( 8,958,506) ( 8, 904,M+?) .45 .88 
( 1,587,882) 3,779,910 8,410,708 ( 7,440,960) ( 9,998,590) .45 .91 

24,424 976,884 1,484,550 . ( 1,894,075) ( 1,460,126) _h21 ~ 

($5,434,245) $23,325,631 $47,837,530 ($43,567.,859) ($53,271,775) ~ 1.28 

1/ Does not include routes outside the continental U.S. except for C2nada. 

Y 1947 figures are as reported by the carriers. They do not include approxirr,ately 
$6,500,000 in retroactive mail pay awarded by the Civil Aeronautics Board since 
January, 1948 for the year 1947. · 

Appendix II 

% Mail Pay 
Hail Ton Miles of Total 

Carried --Ilevenue--
1947 1948 19/47 ~ 

6,905,725 8,093,657 4.0 5.4 
777,8ll 948,192 /4 .• 2 15.4 
6,42,69/4. 884,llO 15.95 21.0 
386,764 481,731 13.2 22.4 
75,940 81,616 19.5 28. 2 

155,991 180,181, 27.6 27.9 
754,802 927,025 4.1 22.7 

3,461,663 4,376,272 3.0 4.5 
95,729 107,015 28.1 28.7 

230,866 298,096 17.1 17.5 
507,535 326,189 3.2 19.6 
63,393 74,997 15.7 27.4 

2,112,007 2,197,432 6.4 1/4 .• 7 
7,607,219 8,871,096 6.9 12.6 
8,46.3,507 9,195,268 5.7 10.6 

637,179 467,042 ~ 18.1 

32,878,825 37,509,922 6.6 11.6 


