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This is an industry meeting, called by you for the purpose 

of discussing the level of air ~')ass e;v : er fares which, together 

with revenues from other trans~)ortation services, will best pro-

vide the air carrier inclu s try , .. •ri t h continue d ability to :;;erform 

:oublic service of high stai1dard. 

':' he S")ecific q_uestion is whe t her or not we shall netition the 

Board for authority to increase present air passenger fares. If 

the ouestion is decided in the affirmative, we r:1ust decide what 

increase to recommend, ana. give logical reas ons for the recornmen-

dation. 

These are irrportant q_uestions, 'b er;,ring dir ectly u::_:ion the 

growth and future welfare of air tra ns~)orta tion. 3'or that reason, 

their consia_eration deserves an atmos1)here ,vh ich vrill permit the 

exer~ise of sound judgment, with due regard for future potentiali­

ti es, both short rang e and long range. 

We meet here in a ·)eriod of difficult c onditions. The winter 

of 1946-47 has been a most severe one, characteri zed by flight 



inte rru·•)t i ons a nd r.eclining load fact or, both of which have had 

direct effect upon the profit and. lo ss a ccou..11t and on the finan-

cial condi t ion of the carri ers . 

1.re ar e most apt, unless Fe l)rocePd with caution, to permit 

the acute consci ousnes s of t h e 1,roblems of t ocl ay t o war ~, our jucl.g -

nent of future Ol)~1o rt1.mi ty and. ;Jr os~1ect; we may be prone to accord 

unclue weir-;ht_ t o the r emec";.ies ,-rhich i ndi cate i mDec3.ia te y romise. 

1.'le mus t make sur e that any l"locUfication of the rat e structure, 

even on a t f,mporary basis, uill have long range benefit, and will 

c ont ribu t e t o the c ontinued growt h a nd orderly develop;;ient of air 

transportation, 

On the long r ange basis t here are few, if any, 1:.rho will 

c:Usagre e wi th the }Jremise tha t t he future of air transpo r t a tion 

lies in making the inherent advantages of a ir tra nsporta tion 

available to a g r Eater numb er of people. s:'he ec onomic s t a t us a nd 

purchasing p owe r of the ~1o tential user of air tra ns·,)orta tion is a 

factor which we rn.rnt c ontinu e to ke ep in t he fore.~rounc1 in our 

t h ink inc ancl in our p l anning. It i s an ine s ca·Jabl e conclusion 

that he ~)ri c e of our product, and the c onseq_uen t ab ility of the 

averag e r:ian to purchase our procluct, i s the most impor tant s ingle 

f a ctor in the b roadening of our mar!:::et f or transJiorta tion. 

'i'he f utu re lies in c,,:0_:; i rn:ted. growth ; the ability to increase 

the numb er of a ircraft in oyeration, the ability to se cur e the 

ec onomica l benefits of quant i ty ~or oducti on anc. the ability to 

o,era te with ~r ofit with lower far e level s . 

~he long time trend in t he level of our f ares has been con-
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structively downward, a nd no one ca n succes sfully di s:;r.1te t hat the 

public s t atur e of air trans-,Jortation has grown correspor:d.i ng l;y. 

Whatev c- r c our se we take at :1r esent ti r:16 , we sho-ulcl not rev E- r se 

that l on,~ :.-e.;;ce tr e,~c'. . So .fa r as Am f- rican Airlines i s c onc er ned, 

we ,·rill u el c one the day vrh en the status of the i :10.ustr:r will ,_)er-

::iit further f a re reduct ion. 

ihe sho rt r a~ge obj ectivP is to i ncr ~ase g r oss i n c ome for 

:;he seat ca:_Jac i t;:r nov• in OJeration, or soon t o b e in o-'.)er ation. 

';:hat c an b e s t be a cc orrp li shec_ by i ncreasi ng the rn.1:i1ber anc3- t he 

:9ercentage of seats occ1.qied :Jy far e- ~,ayi ng :0assengers . 

If we are to incr ease t he busines s vo l ume of air trans:•)orta-

tion, 11110. thereby increa se t he load factor, that must o e accomp­

lished in a h i c',,;hl y' com:)e t i tive trans-JOrtation mar):et. ~-:e must 

have a 0, r ocluct ,,rhi ch wi ll bear c r it i c a l :,rice scrutin;r and come 

out we ll i!l cor:1petitive co m:,:,aris on . r;:'he -Jrice of an air tid:et 

a nd c om:;,1arison of that :price ,_,ri th the -orice of a rail ticket will 

cU r 2ctly affect the load fact or. 

lJhen air tra nsportation was s old at 12¢ a mile we operated 

a business with limit ed customer a~J~Jeal, and with a limited 

nuZlb er of custor'.ler·s . One of the "basic deficiencies of a ir trans-

-,orta tion was t ha t its cost c ould not -oe laid alonr; s icte the cos t 

of a rail t ic~et and bear c orn')a~ i son on t he banis of , rice alone . 

3ut, air tra 11s-,Jorta tio:1. i s no longer t r a ns-,)or t at i on of 

limi tee'. ap;1eal; the tra ffi c fis1.1res give cl ea r ~)roof of that 

asse rti on . Fe have today the op) ortuni ty of cU r ect c os t c ompari son 

and it is tha t 0~0~ortunit:, rh:i.ch has ')ernittec', t he a ir carriers to 
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~tt a in ,~ssence r i ncome s t a tus co~J~n~le wi t h clas s one ~~il 

-
ro :-.cls . I s t ~1 i s ) OSi tion , the o:11e u -~- h.--,v e l~'.oored so lo:c.:-:; t o ,:;2,in , 

c oinc to b E s va cuated ui t hout effort to ~olt. it ? 1~e e ~sies t 

\!c:,2' to lose t he }Os it io:::1 i s to ·;rice c: ir t r ,·.;1s~)o :..· t e .. tio:1 ou t 

of the rec:,c !-1 of t .c1.e ,werc:,ge citi ze:1, D,nc_ t l1:c, t He s:-acmlt. not do. 

Ai ::- t n ~:1S~:"JO rt :,,tiora e1;. t e r ed , for t ::.e fir s t time , t he f i elc1, of 

di r e ct cost C'JT:1)2.. ri s o:;.1 when c. ir ~)2.sse ,:c;er fo.r c= s we re est2,blished 

a t fou r ;o,nd o:1e- h£.J_f ce:cts t, mile , the ~J re s s n t l E;ve l. :Out , 2ven 

then, the e.rea of com~mrison w2,s 2,11 ss~)ec i s,l one; the cost of one 

wn,y r e,il , ~J l us lower "bert h . And t:1i s is nn e s)eci o..l r- .rea f or.as 

our frie:,-ids i -:i the r a il ro e.cl busines s heave ) Ointed out, most peop le 

trs,vel in "both c. irections, e.nd c2n secure rouna_ tri1J discount , and 

no t every Pul lman p::css e~1t ·e r tr2.ve ls with the int ention of stre tc h-

ing his fc'2.me out i:i ,'.:'. lowe r "ber t h . 

On the 1.·1ho le , z,ir t r -:::,ns·Jort ,0 .tion is i:1 the fi e lcl of ctirect 

co st com_')e.i~i son , out b 2, r e l y in. We, will be well e st 2.bli she a. in 

the fi el d of d irect c ris t c orn· ')~risor. only when the cost of the sir 

ti.c l:s t c ::,n f .::,,vorc:01:r cor~:x,r e u i V'.. t he 2.v e r c,c;e first cl2, s s r .ai l 

2.verages of f irst clc,ss r 2.il f ~0,res , ave r ar; inr, in some of the ro1.: nd 

tri:') cl iscou nt, 2.nd z,,v c r ,-:,e in,S out s oDe of t }1e lower "be rt h c hz.rge . 

At i,hr.t l 0ve l in our f 2, r e s t ructu r e cto we •J :ric e c.ir trc', ns-

)Ork .tion out of t he f ield of cH r ect cost co,n),'.'.rison? 

At four c.:1ct one- hc-,lf c er.ts 2. rn ile, e,, i!" tr2.:1S~:orta tion is 

c1i:csctl:r c om:::is titive with one wa:r r a il, 1)11.1..s lowe r b e rth . At four 

2,nd t h re e -qu .-:. rters c en t s :per mil e , sor:ic:- t hing lL:e fifty :pe r c ent 

of t ~·1e e,ir ticke ts mc:,y e::c eed the com:ia.r;:J) l e cost of r a il transp or-
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tat.ion. _:i.t five cents a mile, mor e t han seventy five "Der cent 

of the air tickets wi ll exceeci fn cost the COl"l})aran l e r a il tic '.rn t. 

Thus, at the extreme rate of five cents a mile, we seem, evidently, 

to have lJricect air transporta tion out of the fielcL of o.irect cost 

comi,arison. 

These comparisons relate to the cost of one way rail, plus 

lower berth. If, at five cents a mile, ve have :priced air trans­

portation out of t he fi eld of direct cos t com~,arison on that basis, 

it is entirely clea r that we have 1,ricea. it out n.t a lower level if 

the comparis on be wi th r ound tri·) r ail , or v:i th one wa~' rail ,-ri th-

out lower b e rth. 

:But, some will say, 1.-,e have not 6 i v en consideration to the 

~)rojected raise in r a il rates. That is true, but ,,re should deal 

with actualities, and there is no surety that there will be an 

increase in rail :passenger rat es . If there is, well and good; 

should we object if the rail roads explore ahead_ of us the area 

' of diminishing return. ~'Te •-rould be in good relative position if, 

b:r r eq_u5.r e:•1e:i1t, we should raise our rat es one-quarter cent and 

the rail lines should. raise their rates one-quarter cent; we would 

thereby have retrieved our competitive position . 

.As we have stated before, our p resent req_uirement is to 

secure greater gross r evenue from t he airplanes now in operation, 

or soon to be in operation. To accomplish that we must price the 

ticket at a level which will bring incr i=a.sed load factors. ':10 do 

that, we must make sure that we stay out of the area of diminishing 

return. 
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,\nd., hovr are ,·re 1;0 cLet e rmine w:,. ~h })r ec i s e .cwss the ,)o int a t 

which the c,.1s tomer ,·'i l l i nvoke the lw,, of dimi nishir1g ret1_u-n r 

'.i:he answe r to t hat is thi s 11 In :c.o 1.ray othe r tha:1 by ex}Jer i ence 11 • 

It may oe tha t the area of s:r eatest i ncor.1e :,_)ote:1tial i s a t 

prese:0.t f a r e level, four .ancl one-half c ents . '::h e majorit;:r of the 

i ndus try do e s no t bel i eve t hat to be true. 

At the eyt r eme r a t e of fi ve c ents e. mi le , I bel i eve t hat the 

ex ne ri enc ecl traffi c man would env is i o!l a r e duc t i on in a t tainab le 

load f a ct or, fo r t he salesman Las l ost :.he benef i t of dir ect c os t 

c ompari son , and tha t i n a marl,:et we hav e educa t e a., by ad.verti s i ng , 

t o expec t direct cost compa ri son • 

• .:. t four a nd t h r ee- ouart er s c ent s a mi le , y ou wil l have 

i ncree.sed far es by a bi t mo r e than five l)er c ent, but you have 

st il l r e tained some ab ility to make dire c t cos t comparison , and 

that espe c iall;r i n the ::::a.s t er n market of r el at i vely h i gh r a il r a t es , 

a product ive mar ~ret of hr eat )O t ent i a li ty . 

It seems to us tha t the lJot en t ial c onsequence of i nc r eas ing 

a ir fa r es a f ul l half c ent , from foc,1r cmd one half t o fiv e c en t s 

a mi le , makes it h i ghly advi sable that we ap::,r oach the 'Jrobl em 

wi th cauti on , and on an e:-:iJer i nental bo.sis . P..eac1 the news:Ja~,ers 

and you wil l f i nd evi denc e of mount i ng c onsu.rner d i s sat i sfaction 

wi th i ncreasing costs . In vi e1.,r of the i nclustn• sit,1at i on and 

posi tion, we a r e willi n~ to p a rt icipRte in a f a re i ncr ease , pr o-

v i dect it is a r ea sonable incr ease , p:r:ov i ded that i t i s tempo r a r y 

i n na ture, a nd :9rov i llec. t he Board fi"'ce's t he i n cret.s e t o b e r equired. 

S}Jecifi ca l ly , ,\me r ican Ai r lines r ec omJ:1ends that the bas ic f are 
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be established. at four and. thrE,1~ ct·.a:c~ ,~:i·s ce.:::~ s, that t he fa1'e be 

authorized on terr.porary basis ay.,_ 5_ -; ;hl : L. no q:proval be giv'sn for 

rou...11d trip clisc.:mmt . Some nay c.:onch;.cie tho/c profitable Ol)c. re.tion 

will not be pors ible with these r ates. :But, analysis may cHsclose 

that the rate is not the d.ifficulty. 

The Civil Aeronautics Act does not prescribe t ha t air passenger 

rates shall be es tablished on t he oasis of the req_uirement of the 

marginal operator. That was the reason, I believe, which actuated 

the Congress to provide an avenue of income differentials, through 

the establishment of differing rates of mail pay. The present 

discussion, while it relates principally to air passenger fares, 

cannot establish a single structure of air passenger fares which 

will reasonably guarantee profitable oneration to all members of 

the ind.ustry; some of any adjustment rec;_uired must be accomulished 

through mail rates. The best that this group can do, and the best 

that t he Civil Aeronautics Board can do, is to authorize and 

establish _a level of air }"Jassenger fares designed to accom-olish 

the ·nest overall goo d for the air trans~ort industry and, thereby, 

for the best interest of t he public. 

Another factor which may affect long range thinking is the 

earning capacity of t he Douglas DC J a.iri1laYJ.e. On that s core we 

mus t be realisi tc, and recogni ze the well established_ fact that 

t his airplane, which served us so long and so well, is, by the 

standards of today, an outmoded technical instrument and an out­

moded source of profitable operation. There is, in our opinion, 

no air fare level which will preserve for long an earning capacity 
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for the Doug las DCJ air1,lane, ancl. it is i dl e to atter:mt a rate 

structure to achieve that 1,ur;iose. 

There wi l l be isolated. O}Jerations which \vill presently war­

rant the operation of no airplane other than t he Douglas DCJ, but 

this will arise principally from the factors t hat the airplane is 

already ovrri.ed and paid for and the even su~Jerior factor that the 

reason for c ontinued utilization of the DCJ is low traffic density 

in the area where it is to be operated. 

Our plant, if our ulant consists of Douglas DCJ airplanes, 

is out of d.a.te, and must be replaced. No long range remedy for 

the present condition of the industry can be built around a plan 

which will insure the survival of the Douglas DCJ airplane as a 

source of operating profit. 

Round Tri-p Discount 

American Airlines is basically opposed, and will continue to 

oppos e the granting of discounts for round trip travel; on the 

basis that this historical implement of sales stimulation is 

outmoded, unwise, wasteful and not TJroperly designed to accomplish 

the purpose, increased gross revenues from the 02,eration of trans­

nortation services. American Airlines believes , and states its 

position t o be, t hat 1;ermis s i on of round. triiJ discounts would 

have the eff ect of reo.ucing its gr oss incor.1e, rather t han increas­

ing it. 

The volume of air transiJortation has r;rown far beyoncl the days 

when the major proportion of the business was derived from t he 

solicitation of individual salesmen. The cost of personal sol-
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icitation, as the }Jrimary tool of ·business o.eveloi')ment , is to'c 

ex_;_Jensi ve an6. consumes too h i gh a ~oroi,ortion of the total clolla.r 

sales. ".'h,, ::·c • w::.11 cont inue to oe many a:l. r +,rami-:Jortation sa:~es-

men, but their job will be principally larg e account servi ce and 

not inoividual tr ip so licitati on . · r•!ost of the r esponsibility for 

increased sales must oe borne by space adverti s ing, rather t han 

oy :9er son2"l solicitation, and we must :price our :::,roduct on a bas is 

which will l,ermit most effective sales effort t h rough SlJace 

advertising. We believe in the lJrinciple of advertisi ng , ano. 

salesmanshi1J, which 1,err:1i ts you to advertise the -orice of your 

product at the lowes t :9rice at which it can b e obtained, and 

permits such aclvertising to be direct. For insta..11.c e , we Hould 

much -,;refer advertising a fare of $90 .00 from point to point, 

rather than $100.00 in larg e ty-_pe, with lOfa discount dimly dis­

cernible thereunder. Successful merchandisers of nat ional ·,woducts 

have adopted thi s })rincip l e of salesnanship long ago a nd it is with 

great difficulty t hat you will find in any acl.vertising publication 

a recitation of the r.1erits of a produ ct, to which there is appended 

an arrangement unc.er wh ich a di s coun. t is available. Some success-

ful atvertisers have even ado-otecl. the i,ol icy of advertising in 

large t;r:.oe the basic :,;rice, wi th smal le r ty~_:ie reci t 2. tion of the 

c ollateral articl e s reou ir s d to be -,urchasecl bef ore the article 

can be ::,laced in OJ)sration. In very few inc'.ustries i s the system 

of adv ertised discount even a matter of sales de1Jate, much less 

the establi shed sales )olicy of the c oncern. 

Some will say t hat the travel agent de s ires anc-: requires t h is 



in Ne,.-, York can stimuJ.ate h::s busi nes s tc and from i,o s .Angeles by 

selling the custo;11er 2.t Hew York a round trip ticket, thus de:9riving 

the travel agent in Los Angeles of selling the return space to 

:i:Jew York. This is an illusory gain, for while the Hew York agent 

is selling a round trip to ~os Angeles, the Los Angeles travel agent 

will have similar op1Jort1.mi ty to sell round trip :passage from his 

Western city to New York. 

American Airlines :i.s, ci'bvj_ously, inte:;.·es -l;ed in any sales 

implement which will inc"ease its busl:1.ess, and increase the gross 

revenue from its operation. Were it of the opinion that a round 

trip cliscount would contribute to that objective, it would welcome 

the approval anc. institution of such 1')ractice. It is not of that 

opinion and considers t hat a substantial nronortion of the round 

trip discount would be gratuitous, ane. w'l.availing as an implement 

to increase gross revenue. 

Provided a round trip clisc01.rn.t is authorizec1 by the :Board, 

American Airlines will apply for permission to :,:)Ublish fares 

established on the basis of basic fares less the discount authorized. 

To be specific, if a fare of $10.00, with :potential round trip 

discount of lo%, should be available to those utilizing round trip 

c.iscounts, American Airlines will seek p er:nission to institute a 

fare of $9. 00, without discount, for the same journey. 
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