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SUMMARY OF STATEMENT OF C. R. SMITH, 

CHAIRMAN OF THE BOARD, AMERICAN AIRLINES, me., 

BEFORE TEE PRESIDENT 1S AIB POLICY COMMISSION 

I. Our National Obj_ect~_~r Power 

We should state decisively that our objective is national air power 
and plot the course which will attain that objective. 

II. The Transport EJ.e~ of National Air Power 

National Air Power Require,ment 

Air transportation is one of the three basic elements in national 
air power, the other two being the strildng force and productive. 
capacity. 

Responsibility for ~termination and Provision 

Responsibility for the determination of our long range air power 
requirement for air transportation should be assigned t ·o the 
United States Air Forces •. The Air Forces should determine the 
required national air transportation reserve and state what pro
portion of capacity should be provided by the armed forces and by 
civilian operators. 

We must find a way to very substantially increase the volume of 
civilian air transportation capacity. 

Need for Continuance of Air Line Operation 

We must make sure that any reserve allocated for potential 
military purpose will actually be available for that purpose at 
time of requirement. The appropriate civilian agency of govern
ment should estimate the war time requirement for civil air 
transportation. 

Need for Military Air Transportation OrgaE_ization 

A nucleus transportation organization must be maintained in the 
armed forces. It must maintain leadership in continued develop
ment of air transportation technique and have basic responsibility 
for continued development of transport aircraft. 

Need for Civilian Reserve Units 

There is need for a balanced reserve corps in civilian air trans
portation, familiar with military organization and the require
ments of war logistics. 

Periodic Transportation Maneuvers 

Consideration should be given to periodic transportation maneuvers 
utilizing combined military - civilian air transportation resources. 

Advance Transport Development Program 

The Air Forces should take basic responsibility for development 
of transport aircraft and their budget should include funds for 
that purpose. 
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III. Development of C~.vil Air Transport 

Pattern of United States Air Routes ·-
The Commission should advocate a period of moratorium on the 
granting of additional air routes. 

~n1?2Echange of Egu!R~ 

Interchange of equipment can solve many of the air service 
problems and more sensibly than a continuation of paralleling 
route extensions. 

Governmental Administration 

There should be ·one centralized agency for the administration 
of Federal regulation, both economic and operational. The 
general trend should be for a substantial diminishment in the 
detail of government operating regulation, with greater d.ele
gation of responsibility to the carriers. 



STATEMENT OF C.R. SMITH 

CHAIBMAN OF TEE BOARD, AMERICAN AIBLINES, INC. 

BEFORE THE 

PRESIDENT'S AlR POLICY COMMISSION 

I. OUR NATIONAL OBJECTIVE -- AlR~~ 

The Commission has responsibility to make recommendations for the 

establishment of national policy which will have the effect of strength

ening United States aviation. Your first inquiry may well be "what is 

our present nat:t.onal air policy? 11 • To discover that, you will have re

course to two current documents. ]first is the Civil Aeronautics Act of 

1938, current for the reaaon that it represents the continuing policy of 

our government on certain aspects of aviation. The other document is a 

recent statement of certain policies, published on behalf of the Air 

Coordinating Committee, representing the policy views of our government 

agencies directly concerned with the conduct of United States aviation. 

The statement of policy in the Civil Aeronautics Act is clear. 

However, that statement was made before World War II, and, hence, before 

experience ·. had indicated the continuing requirement of national air 

power in adequate composition and strength. · 

The statement by the Air Coordinating Committee is disappointing 

in its seeming lack of willingness to state, with clarity our recogni

tion that we must have strong national air power, the reason for that 

requirement, and the definition of the component elements required in 

balanced proportion to attain specific national air power. 

We confuse no one except ourselves by refusing to be clear and , 

decisive in the statement of our national objective pertaining to air 

power. Of all of the potential elements of national defense, our proven 

air power has gained the greatest world respect. We have learned that 

we must have strong national air power, for the reasonable assurance of 

our national survival. If so, state that national air power is our ob

jective and plot a course which will aid us in attaining that objective. 
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II. THE TRANSPORT ELEMENTS OF NATION.AL Arn POWER 

IntrodUC:li.2!1 

The Civil Aeronautics Act prescribes several requirements and justifica

tions for national interest in the welfare of civil air transportation, i.e., com

merce, the postal serv'ice and the national defense. Of these three requirements 

the one which demands our primary attention, in view of present world conditions, 

is that relating to the national defense. This is especially true if experience 

proves that in attaining the st.rength required for national defense we will have 

provided air transportation of sufficient capacity to satisfy adequately the peace

time requirements of commerce and the postal service. This presentation will, 

therefore, initially consider ascertainment of the requirements for adequate 

national defense, judging the present situation in the light of our national ex

perience, during the recent war in operation of the Air 'lransport Command, the 

Troop Carrier Commands and the Naval Air '.transport Service. 

National Air Power Requirement 

Air transportation is one of the three basic elements in national air 

power, the other t-wo being the striking force and productive capacity. National 

air po-wer cannot be considered to be balanced or adequate unless each of these three 

elements is available in sufficient capacity and of proved capability. 

Deficiencies in Program 

In spite of widespread acceptance of that doctrine, including unreserved 

acceptance by the armed forces: 

1. We have not determined what amount of air transportation 
capacity we shall require for the future. 

2. We have not determined when that air transportation capacity 
should be available.-

3. We have not determined who shall be responsible for providng 
that air transportation capacity, and 

4. We have not formed a plan for the orderly mobilization of 
national air transportation capacity. 

Ascertainment of Requirement 

The air transportation organizations of the armed forces, principally the 

Air Transport Command, had about 200 transport planes available in the early days 
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of the war, including those secured from the air carriers~ the beginning of 

the war. At the end of the war the Allied Commands were operating about 10,000 

transport planes. In between there were days, ·weeks and months of woeful insuffi

ciency. 

Taking into cons.ideration the experience of the past, with evaluation of 

requirement for the future, what number, what types and what overall air transpor

tation capacity must be provided, the next time? Should our air transportation re

serve be 1,000 airplanes, 10,000 or 20,000? Until ·we determine what we shall rea

sonably require, we cannot have a program to fulfill the requirement. 

Responsibility for Determination 

Provision of national air power is the basic responsibility of the United 

States Air Forces. For that reason responsibility for the determination of our long 

range air power requirement for air transportation should be assigned to the Air 

Forces. What overall air transportation capacity do we require for national defense 

and over what period can we be safe in providing it? This determination, it seems 

to me, should be on the basis of the entire requirement being obtained by the ex

penditure of military appropriations; in other words, a basic, justifiable military 

requirement. 

Responsibility for Provision 

It is obvious that the greater proportion of the national air transporta

tion reserve must, in peacetime, be counted in the fleets of the civilian operators. 

The armed forces will have insufficient justification for the utilization of great 

numbers of transports in time·,of peace and the national economy will not permit 

them to be maintained in non-productive storage. 

In reaching its determination of the overall capacity requirement, the 

Air Forces should state ·what proportion of total capacity can and will be provided 

by the armed forces. The balance, obviously, must be provided from civilian 

sources if the national defense requirement is to be met. 

Maintenance of Civilian Reserve Element 

The next task is to determine how the required civilian air transportation 

capacity can be provided and maintained, with minimum drain on the national 
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treasury. The potential magnitude of the task is easy to visualize. Assume the 

Air Forces should state a requirement for three thousand airplanes in civilian 

service. We presently have about one thousand transports of suitable type in 

civilian service. To meet that hypothetical requirement we would have to triple 

the national civilian air transportation capacity. We would want to keep that 

number usefully employed and employed to the maximum extent in self-supporting 

service. 

Need for Detailed Definition of the Problem 

This hypothetical illustration of the problem has a tendency to raise 

immediately a multitude of detailed questions. Who is going to operate the air

planes? How are they going to be operated? Who is going to pay for their opera

tion? We seem always to want to discuss the detail of the solution before we know 

the detail of the problem. We do not yet know the detail of the problem, and will 

not know it until we know what capacity is required and over what period it will be 

required. For instance, notice the difference in intensity of the problem if the 

additional two thousand airplanes are to be provided over a period of two years 

with annual addition of one thousand, or over a period of five years with annual 

addition of four hundred, or if the total addition should be five thousand instead 

of two thousand. 

It seems obvious, however, that if experience of the recent past is a 

reasonable guide for requirements of the future, we must find a way to very sub

stantially increase the volume of civilian air transportation. We had ~roven re

quirement in the recent war for ten thousand transport aircraft; there is yet no 

proof the requirement ofthe future will not be as great~ or even greater. 

The first job of the Commission, it seems to me, is to establish the re

quirement; and this it should ask the Air Force to accomplish. The second job, and 

certainly the more difficult of the two, is to devise a program which will insure 

the requirement is met. Notwithstanding any difficulties attending the latter pro

gram, we must find a way of getting it done if it be established as a requirement 

for adequate national defense. 

Need For Continuance of Air Line Operation 

We must make sure that any reserve allocated for potential military 
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purpose will actually be available for that purpose at the time of requirement. 

Many made the mistake during the recent war of assuming the civil air lines could 

be taken entirely from their task of providing scheduled air transportation and the 

total of their resources could be transferred to the fulfillment of military t~ans

portation requirements. They entirely overlooked the fact that war brings with it 

an increased requirement for transportation, all forms of transportation, and that 

the tempo of modern warfare requires that the time~saving advantages of air trans

portation be available for the civilian production pro(sram, which supports the 

armed force. 

Only a part of the total transportation capacity of the carriers can be 

directly devoted to the military effort. The carriers, in the national interest, 

must continue the operation of essential services, in the domestic area and in the 

international area, excluding the war zone. In making est:J.mate of potential mili

tary transportation capacity we must also estimate the resources which surely must 

remain in civil air transportation, in order that we do not count as a military 

asset capacity which will not be available for direct military purpose. 

You shall, for that rea~on, have to secure from the appropriate civilian 

agency of the government, an estimate of the wartime requirement for air transpor

tation service, for the period comparable to that utilized by the Air Force for the 

definition of requirement. Both of these evaluations will be required before a 

final program can be considered to be firm. 

Need For Transport Mobilization Program 

Valuable time was lost in the recent war by lack of a formal, pre-war pro

gram for the orderly mobilization of national air transportation capacity. This is 

work to be done during the years of peace--not after war is upon us. The Air Force 

must have an orderly mobilization plan and it must continually be kept up-to-date. 

Need For Military Air Transportation Organization 

An obvious deficiency at the beginning of the recent war was the lack of 

an air transportation organization in the armed forces • . This was, of course, 

remedied during the war. A nucleus organization must be maintained, with military 

prestige sufficient to attract and hold men of initiative and ability. This need 

not be large in peacetime, but it needs to be modern, effective and well-equipped, 
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and it must maintain leadership in the continued development of air transportation 

technique and it must have basic responsibility for the development of advanced 

type transport aircraft. 

Need For Civilian Reserve Units 

There was a comparable deficiency in the ranks of civilian air transpor

tation; lack of a corps familiar with military organization and the requirements 

of war logistics. This must be provided by the creation and maintenance of a 

skilled, balanced reserve corps in civilian air t _ransportation. To some extent 

this has been accomplished but its present scope and composition is inadequate for 

the task. 

Coordination on Continuing Basls Required 

It is obvious that there must be close and continuing cooperation and co

ordination between the men in military air transportation and those in civilian air 

transportation with potential military responsibility. This is a job which will 

require the utmost of synchronization in time of war; they should have the experi

ence of working together in time of peace. 

Periodic Transportation Maneuvers 

Consideration should be given to the desirability of periodic transporta

tion maneuvers at appropriate times; established periods when hypothetical military 

problems are accomplished with combined military-civilian air transportation re

sources. We must know that the defense program is feasible, in practice as well a 

as in theory. 

Advanced Transport Development Program 

The Air Forces must assume leadership in the development of transport air

craft of advanced design. It is conceded that military requirements will include 

some transport aircraft of especial design, for the accomplishment of missions of 

especial requirement. But the "basic" vehicle of air transportation can be useful 

and reasonably interchangeable for military and civilian services alike. 

Unless this be done, and with reasonable promptness, transport design pro

gress will stagnate. The tremendous time factor and capital coat involved in the 

development of the large transport craft of the future will preclude their 
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development by a single agency--the air lines, manufacture re or military services. 

It must be a cooperative endeavor, in which all will participate. 

Our two most modern transports, the Douglas DC-6 and the :Boeing Strato

cruiser, are the direct result of the Air Forces transport development program, and 

without that program they would surely not be available. This policy of design 

contribution must continue. The Air Forces should take basic responsibility for 

transport development and their budget should include funds specifically allocated 
• 

for that purpose. 

Requirement for Preparedness 

We must recognize the changing tempo of modern warfare. We organized and 

equipped our military air transportation last time after the beginning of war; 

that will not be possible again. The final decision, next time, may come in the 

first 60 days. Air transportation is an essential element of national air power 

and air power is essential for our security. We must have equal relative prepared

ness in the field of air transportation, as in the field of combat aviation and in• 

the field of productive capacity, the other two elements of national air power. 

Time Element for Establishing the Objectiv2 

More than two years have gone by since the armed forces received the order 

to cease fire. In those tw0 years civil air transportation has made progress--re

markable progress in many fields--but it may be that the progress has been insuffi

cient for the national defense requirement. This paper cannot be dignified as being 

a program for the attainment of national air power or for the attainment of the air 

transportation element of national air power. Its purpose is to stress the need for 

a program and to point out some of the factors which experience dictates are worthy 

of consideration. 

We can no longer delay in establishing our national aviation plan for air 

transportation capacity. In devising and augmenting the plan all hands must join; 

there is much work yet to be done. 

III. DEVELOPMENT OF CIVIL AIR '.mANSPORT 

Pattern of United States Air Routes 

I take the liberty of attaching, as a part of my testimony, copy of an 
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address made by me in Chicago, February 28, 1947, and reprinted in the Journal of 

Air Law and Commerce. It bears directly upon this subject and, to the best of my 

ability, expresses my views thereon. 

This article calls attention to the trend of departure by the Civil Aero

nautics :Soard from the basic principles of public convenience and necessity express

ed in the Civil Aeronautics Act. It calls attention to the creation of wasteful 

competition. 

Since February 28, 1947, additional competition has been created, some of 

it difficult to justify on the basis of proven public convenience and necessity. 

Some of this additional competition will certainly have the effect of weakening 

United States civil air transportation. There is, I believe, no clear proof that 

the policies of the :Soard ·which brought about much of our ill-advised route exten

sion have materially changed, or that the trend has been substantially modified. 

The basic philosophy of air transportation development has gone from one 

extreme to another, with no long extended moderate middle course. Previous to the 

enactment of the Civil Aeronautics Act of 1938 the law was designed to prevent air 

route extension which would duplicate routes of another air mail contractor. The 

Civil Aeronautics Act wisely provided for the permission of competition reasonably 

required, and it established standards by which that requirement could be ascertain

ed. :But the very wide swing from almost complete absence of paralleling competition 

to what has seemed at times to be competition for the sheer sake of competition, 

can best, perhaps, be exemplified in the hi~tory of the air route between Chicago 

and Washington. Originally the responsibility for operating over this route was 

assigned to one air carrier. Then, in 1943, the Board certificated two additional 

carriers over the route. Later, the Board certificated a fourth carrier. Today 

these carriers are operating from forty to fifty flights per day over this route. 

This is taken by some, of course, as depicting the development of aviation which 

has been brought about by competition. But examine the load factors of the flights 

over this route and you will discover that the air carriers, every one of them, are 

operating this year without profit, some with losses ·which may endanger their con

tinued existence. All of these losses have not come from this one specific route, 

but the losses on this route have made substantial contribution. 

This is not the only example of extended competition in the industry, or 

affecting the same carriers. Some competition is reasonably required, but there is 
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no need for a number greater than the number reasonably able to satisfy the require

ments of public convenience and necessity. Would not two carriers, operating with 

fair rate structures and earning reasonable profit, be better than four with huge 

annual operating losses? .And, what assurance, under the policy which has created 

four carriers, have we that the succeeding years will not find additional competi

tion piled upon this route of insufficient traffic density? 

We should look with concern upon the seeming tendency of the :Board to re

gard the "need of the carrier" for additional routes as a ruling factor in its de

terminations. Such policy hoists the welfare of carriers above the welfare of the 

public. It creates artificial standards of judgment, and contributes to confusion 

and ill-advised economic results. The need of a weak line which desires to be 

strong or the need of a small line which desires to be large cannot establish the 

pattern for judgment of the requirements of convenience and necessity. 

Moratorium 

You would, in my opinion, be well advised to advocate a period of morator

ium on the granting of additional air routes. It must be evident that there is now 

sufficient air service available in the national pattern to generally satisfy im- · 

mediate requirements, and that the present route pattern is adequate to provide for 

the reasonable immediate requirements of public convenience and necessity. 

We need time to digest the many recent additions to the air map. The in

dustry needs, presently, more attention to route operation and less attention to 

route expansion. The Board requires time in which to clear its present corwded 

docket and to attend to matters of great economic consequence. Call a halt to the 

route extensions for a reasonable time, including in the moratorium all cases upon 

which no decisions have as yet been rendered. 

Interchange of Equipment 

A moratorium should also stimulate a more sensible and economical solution 

to the further development and refinement of the air transport service map. It may 

well bring about an application of the relatively untried principle of interchange 

of equipment between air carriers, as the more logical and efficient means of pro

viding direct -one plane serYice to the most people • . T.his solution, will not be· 

applied, as the railroads have done successfully for years, until the Civil 
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Aeronautics Board ceases the continuous granting of new duplicating routes. Inter

change or through routing of equipment will not provide all the answers to our pro

blems, but it can solve many of them, and more profitably, for both large and small 

carriers, than a continuation of duplicating, triplicating and quadruplicating route 

extensions. 

Governmental Administration 

I shall confine my remarks on this subject to a discussion of the Federal 

program for operational regulation of our domestic air lines. Mr. John Slater, 

Chairman of the Board of American Overseas Airlines, Inc., will in his testimony, 

discuss the economic regulation program as it pertains to and affects the inter

national operations of United States air carriers, 

We have had nine years of experience in Federal regulation of our opera

tions under the Civil Aeronautics Act. Presently, such regulation is the responsi

bility not of one agency, but two; the independent Civil Aeronautics Board, and the 

Civil Aeronautics Administration, a part of the Department of Commerce. 

On the one hand, the l3oarg, is responsible for the promulgation of regula
• 

tions; the Administration, for administering, policing, and enforcement. In the 

matter of accident investigation, both bodies participate. 

Such arbitrary division of authority is conducive to confusion. It. makes 

impossible the fixing of responsibility by creating a motive for "passing the buck" 

when the situation becomes dlfficul t. Of equal importance, it produces and gener-· ~- · 

ates extra~agant and complicated duplication and overlapping of functions. 

It would be much better, in my opinion, to have one centralized agency for 

the purpose of administering Federal regulation, both econom:l.c and operational. A 

centralized form of organization would fix responsibility, eliminate duplication and 

confusion, reduce the overall burden of detailed regulation, decrease the oost of 

Federal regulation and contribute to higher standards of air line operation. 

With respect to aircraft accident investigation, we had, during a two year 

period f!om 1938 to 1940, certain responsibilities assigned to an Air Safety Board, 

composed of three members and staff, created under the terms of the Act and abolish

ed under the prov~sions of the Federal Reorganization Act. 

Since July 1940 the conduct of accident investigation has been the primary 
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responsibility of the Civil Aeronautics Board, assisted by the Civil Aeronautics 

Administration. The results on the .whole have been meritorous, honest and produc

tive of contribution to higher standards of safety. The charge, often ma.de by cri• 

tics of the present form of organization, that the agencies have been unduly lax in 

the investigation of the acts of their own employees, is, in my opinion, not sus

tained by the record, 'Ille opinion of the industry is, I believe, that the investi

gators have honestly endeavored to discover the facts, have placed the blame where 

they have honestly believed it to lie, and have made recommendations for future con

duct in accordance with the facts available to them and in accordance with their 

best Judgment of the remedy those facts have justified. 

I have no complaint to make of the sincerity of the work of the members of 

the Air Safety ]oard, accomplished during the life of that organization. I do not 

consider it to be good organization to create an agency of our government which has 

as its inherent purpose the investigation of the acts of another agency, the pro

mulgation of recommendations with respect to future conduct, but with no direct 

responsibility for the effective results of those recommendations. The history of 

the Air Safety Board, in my opinion, indicates a tendency to which any similar 

organization might be entirely susceptible. It made many recommendations to other 

agencies so broad as to cover any reasonable contingency. 'Ihese recommendations at 

times were incapable of being put into effect within reaonable time, and the Air 

Safety Board had no direct responsibility for the results of the recommendations 

it ma.de. 

I see no reason for the resurrection of the Safety Board. There is no 

good reason, in my opinion, why aircraft accident investigation cannot be conducted 

within the organization of the central Federal agency entrusted with all phases of 

operational, safety and economic regulation. To condemn that form of organization 

only with the charge that such agency will, at times, be investigating the conduct 

of its own employees, and passing upon the result of its own acts, has of course, 

some appeal. Baseq, however, upon the excellent record of accident investigation 

attained since the disbandment of the Air Safety Board I can see nothing persuasive 

in the record which would warrant a recommendation for its reestablishment, Any 

system of organization has some inherent defects. I would prefer the ¢erects, what

ever they may be, of investigation within the centralized regulatory agency, ·to 
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that of investigation and profuse recommendations by an agency outside that organi

zation, on the basis that experience has proved that the former is the lesser of the 

two evils and will make greater contribution to a higher standard of safety. 

With respect to the general trend of Federal operational regulation, the 

continuing trend is toward the promulgation of more and more detailed regulation, 

contrary to the policy of the 75th Congress which enacted the present law, and con

trary to the beat interests of air transportation. The burden of minute regulation 

has become so great that it taxes the ability of the regulating pereormel to super

vise enforcement of the regulations they promulgate, and most severely taxes the 

ability of those who must operate the air routes, management and employees alike. 

It is fair to say that the onerous assembly of detailed regulation will lead to 

greater vigilance on the part of air line personnel to be "legal 11 , rather than to 

act with initiative, and good judgment. There should be a reversal of government 

policy with respect to the detail of air line operational 'regulation. It should 

seek to attach additional responsibility to the air carriers and seek to take the 

government from the field of detailed, meticulous operational regulation. It is, 

without doubt, fair to say that the United States has a heavier burden of detailed 

aviation regulation than any other country in the world. 

It is demonstrated that other forms of transportation can be regulated by 

the assiSI1ment of operating responsibility to the carrier, under eensible and well 

policed policies, as in the case of rail and maritime commerce. There is no reason 

why similar policies would not be effective in air transportation, more effective 

in my opinion, than the present system of meticulous, detailed, onerous operating 

regulation. 
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SUMMARY 

STATEMENT BEFORE THE PRESIDENT'S AIR POLICY COMMISSION 

BY 

JOHN E. SLATER 

CHAIRMAN OF BOARD, .AMERICAN OVERSEAS AIRLINES 

A summary and outline of recommendations: 

General Statement of :Broe.cl; Policy 

A. That an excellent general statement of national policy 
respecting air transportation is already included in the 
Civil Aeronautics Act of 1938. It ·would appear that the 
primary task; of the Air Policy Commission in this phase of 
their assignment is to determine the most effective means 
of implementing the policy there expressed. 

II Problems Involving Foreign Governments 

A. That the United States government joi.n in a multilat
eral air transport convention on condition it incorporates 
the following basic principles: 

1. The problems of capacities, frequencies, and Fifth 
Freedom traffic, should be covered by language closely 
patterned on that used in the British-American bilat
eral agreement. 

2. Problems of rates should be handled by the Inter
national Air Transport Association conference machin
ery, subject to the approval of the respective govern
mental authorities, as provided for in the one year 
test of the Ilermuda agreement. 

3. Prohibition against unfair and discriminatory prac
tices should be provided. 

4. Settlement of disputes should be made by ad hoc 
tribunals, chosen from a panel of technicians and jur
ists maintained by ICAO, the pattern to be similar to 
that of the Hague Tribunal. 

5. The route to be followed by the carrie~s of one 
country, including points at which traffic is picked 
up and discharged, should be covered by bilateral ar
rangements between the countries involved. 

If to accomplish a multilateral agreement it is necessa.ry 
to compromise these principles, that the United States re
frain from signing the convention and rely upon bilateral 
air transport agreements. 

III Problems Involving the Foreign Flag Carriers 

A. That the United States Government accept as part of 
the pattern of international air transport regulation the 
conference method of rate making, understanding that all 
conference agreements are subject to approval by the Civil 
Aeronautics Board. 
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B. That such Federal legislation be enacted as is neces
sary to give the Civil Aeronautics Board jurisdiction and 
authority to prevent rate wars and discriminatory practices 
by United States and foreign air carriers serving points 
within the United Stateso 

IV Problems Involving Ame:ij.can Air Carriers 

A. That regulated conipetition continue as a basic princ
iple in United States international air transport policy. 

B. That to the maximum extent practicable the route pat
tern fior American flag carriers be maintained on a zonal 
basis, mini~izing as far as possible duplicate organiza
tions and equipment at individual foreign points and that 
the number of American carriers now in the international 
field should be considered the maximum, at least until ex
perience has demonstrated that those United States air lines 
have attained sound financial and operating status. 

C. That where there is sufficient traffic to justify a 
commercial service, all traffic by air be transported by 
a certificated carrier, including the movement of person
nel, materiel, and mail required by the military in the 
areas involved. That routes unimportant commercially--
but important strategically and experimentally to the mi
litary be served by the military air transport services, 

D. That the government through its properly constituted 
authorities eliminate the present unwarranted delay in the 
fixing of rates and proceed promptly to establish such rates 
for the carriage of mail as will assure a sound financial 
condition for those companies under efficient and economi
cal management. 

V Stimulation of Travel 

A. That full support, including where practicable execu~ 
tive directives to the departments concerned, be given to 
the International Civil Aviation Organization, Internation
al Air Transport Association and Air Transport Association 
in their efforts to modify or eliminate arbitrary restric
tions to international travel in the form of Immigration, 
Public Health, Custom and Policy regulations. 

VI Conclusion 

A. Th:at the government recognize commercial air transport 
companies as an important component of our air power, and 
assure the strength of that component by mail payments suf
ficient to produce the financial stability which is essen
tial, and that it guard against destroying or weakening thru 
excessive regulation or inadequate financial support this 
comP,onent of our air po·wer. 

\ 
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The following statement expresses my opinion on the international 

aspects of certai~ of our national aviation problems. I have not a sufficient 

familiarity with the domestic problems to justify taking the Commission's time 

in discussions on those subjects. Furthermore, I have nothing to add to Mr. 

Smith's comments on the relationship of civil to military air transport. 

Respecting the other five items, my statement will deal with the 

following major subjects: 

I. A general statement of broad policy. 

II. Problems involving foreign governments with particular relation 
to bilateral and multilateral agreements 

III. Problems involving the foreign flag air carriers with particular 
relation to rates and fares 

IV. Problems involving the American carriers with particular refer
ence to route patterns, competition of American carriers, 
and the need for Government financial assistance. 

V. Stimulation of air travel 

I. GENERAL STATEMENT OF BROAD POLICY 

No better statement of national policy can be made than that which 

appears in the Civil Aeronautics Act of 1938. 

Briefly stated, that policy of the United States requires, in inter

national as well as domestic air transport, (1) the devel91?ment of a system 

best adapted to the Eresent and future needs of our commerce, Postal Service 

and national defense; (2) under competition between honest, economical and 

sufficient me.na6ements necessary to assure its sound development; ~d) reeated 

to assure continued, flexible development -with changing conditions. 

In my opinion, the problems with whioh the Air Policy Commission is 

confronted are the methods of implementing that statement of policy, and of 

analyzing the degree to which existing agencies have, or have not, succeeded in 
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carrying out the intent of Congreos expressed in that Act. 

II. PROBL~~OLV11JG .!.Q!iEIGN GOv'!fil~ 

It must be constantly kept in mind that air transport policieH are a 

most important factor in the foreign policies of most, if not all, other govern

ments in the world; and they, as much as we, recognize the enormous influence of 

air power and the importance of commercial air transport as an element of air 

power. It haa resulted in the desire of'. almost every government, no matter how 

small, to develop its commercial air transport s;rstem and to expand that system 

to the maximum extent possible. 

It explains the apparently narrow viewpoint shown by certain countries 

toward foreign carriers and the jealous guar~ing of every right in order to 

prevent the carriers of larger countries from taking the traffic and income from 

their own local carriers. The principle of sovereignty of the air in case after 

case is the immovable object into Vhich the policy of rapid expansion of air 

transportation runs head on. Not unt11 the proper compromising of these oppos

ing forces can be accdmplished will we have a system of international air trans~ 

portation which fulfills the needs expressed in the Congressional declaration of 

policy. 

It is my belief that no one will deny the desirability of a single air 

transport agreement as compared •with hundreds of bilateral agreements. The job 

of both governments and international air transport companies would be infinitely 

easier if we could deal with a single multilateral air transport agreement. 

The discussions at Chicago and in the International Civil Aviation 

Organization at Montreal have demonstrated that it 1s entirely possible to cover 

a very wide range of subjects in a :multilateral agreement and to implement that 

agreement by bodies, such as, the International Civil Aviation Organization and 

the International Air Transport Association. On the other hand, the discussions 

at Chicago showed that at that time it was impossible to handle in a multilateral 

agreement many fundamental questions affecting both governments and air trans

port companies. Now, the question is arising again as to whether those questions 

can be handled in a multilateral agreement. 

The fundamental points still outside of multilateral agreement are: 

(1) Problems of routes; (2) Problems of frequencies, capacities, and Fifth 
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Freedom traffic; (3) Problems of rates and traffic procedures; and (4) Methods of 

handling disputes. 

The bilateral discussions between this Government and the British Govern

ment at Bermuda resulted in an agreement which formed a pattern that experience 

has indicated could, and, in my opinion, should, be put into multilateral form. 

This pattern involves the following fundamental principles: 

1. The problem of capacities, frequencies, and Fifth Freedom traffic, 
should be covered by language closely patterned on that used in 
the British-American bilateral agreement. 

2. Problems of rates should be handled by the International Air 
Transport Association conference machinery, subject to the ap• 
proval of the respective governmental authorities, aa provided 
for in the one year test of the Bermuda agreement. 

3. Prohib:i.tion against unfair and discriminatory practices should 
be provided. 

4. Settlement of disputes should. be made by ad hoc tribunals, chosen 
from a panel of technicians and jurists maintained by ICAO, the 
pattern to be similar to that of the Hague Tribunal. 

5. A statement that the route to be followed by the carriers of one 
country, including points at which traffic is picked up and dis
charged, would be covered by bilateral arrangements between the 
countries involved. 

The foregoing principles I believe should be the basic objectives of 

our national aviation policy with respect to a multilateral agreement. Any multi

lateral which attains less than these will fail to give to American aviation the 

advantages which all agree can come from universal agreement on the problems of 

international air transport. 

My reasons for urging a multilateral agreement embracing the Bermuda 

principles is that without such an agreement it is increasingly difficult to 

maintain a consistent pattern in long-haul transpoitation in handling such prob

lems as capacities, frequencies and Fifth Freedom traffic. 

In the second place, the experience under the British-American agree

ment to date has not justified the fears of foreign countries as expressed by 

the British representatives at the Bermuda discussions, particularly the fear 

that the American carriers would take so much of the Fifth Freedom traffic that 

the local carriers of the countries involved would be seriously affected thereby. 

Experience also has shown that as the foreign carriers acquire the equipment 

and personnel to increase their frequencies, they have been able to and have 

handled a sufficient amount of traffic to justify those frequencies, 
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In the third place, experience has shown that in the difficult prob

lems of rates, carriers have cooperated to make the Conference method work; that 

they have attempted to relate rates to cost; that they generally have been able 

to effect an agreement; and that the fears that the Conference merely would 

produce a cartel were completely unjustified. 

The section of the Bermuda Agreement which has not yet been tested, 

has to do with the settlement of those disputes which cannot be handled between 

the governments affected. Nevertheless, there is some evidence that in the 

operation of the International Civil Aviation Organization, when commercial 

problems a.re involved, it is difficult, if not impossible, for the individual 

country•s member on the council and the assembly to vote other than the inter

ests of his country would demand. In the settlement of disputes involving com

mercial problems, it is essential that the board which listens to the dispute 

and renders a decision should be non-political and as objective as the ad hoc 

Hague Tribunals. 

If a multilateral agreement embodying the objectives to which I have 

referred can be obtained, it should receive the complete support• of this govern

ment and its air transport and aircraft manufacturing industry. As a matter of 

policy, however, we should not relax or deviate from these objectives merely for 

the purpose of having a multilateral. If a multilateral incorporating these 

basic principles is not generally acceptable, we should refrain from joining 

therein and continue under bilateral agreements, with all of their admitted 

deficiencies. 

III. PROBLEMS INVOLvmG TEE FOREIGN FLAG AIR CARRIERS 

Reference already has been made to the problems of international air 

transport rates and the method by which the rates can be fixed and regulated. 

The traditional American policy on this subject has been that there should be 

no regulation of international rates but that they should be fixed by the indi

vidual carrier, .American or foreign. Some rather bitter experience has proved 

that such a policy is completely unrealistic. At the Bermuda discussions, the 

American representatives made a concession and gave reluctant and temporary ap

proval to a year's trial of the so-called Conference method of rate making. 
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Upon the end of the first year, an additional year's trial was allowed by our 

Civil Aeronautics Board. 

?,zy- own business life has involved many years of experience with this 

problem. Whether dealing with surface shipping or air transport, international 

transportation involves competition between American and foreign companies. A 

wide variety of costs between the competing carriers inevitably appears. 

The steamship history includes far too many cases of rate wars which 

were of benefit to no one, excepting a few travelers or shippers who for a short 

period of time had the benefit of subnormal rates. These low rates did not 

stimulate business because the companies could not continue to exist on the basis 

of such rates. The companies went bankrupt or had to be reorganized. These 

decades of experience have proven beyond all doubt that some method of rate making 

which would prevent rate wars was essential to the rapid and orderly development 

of transportation between countries. Steamship conferences have been accepted 

by government as well as industrial representatives for many years ·and it has 

been expressly provided for in acts of Congress on shipping matters. 

We have not yet had rate wars in international air transportation but 

we have had some bitter experience which was indicative of the need of an order

ly process for handling rate problems. The Articles of the International Air 

Transport Association, which have been approved by the Civil Aeronautics Board, 

provide for rate Conferences and we have had a considerable amount of experience 

with the Conference method of handling rates during the past year and a half. 

In my opinion, it would aid greatly in the orderly development of our 

international air transport if the Conference method of rate making were definite

ly accepted by all countries as a part of the pat~ern of the regulation of inter

national air transport. Of course, it should be understood that the Conference 

method has as a basic requirement, government approval of all Conference Agree

ments. By requiring the approval of the necessary governmental authorities (the 

Civil Aeronautics Board in our case) prior to the use of any rate or traffic 

practice affecting costs, the public is fully protected. At the same time, when 

the initial study and decision is ma.de by the unanimous action of the carriers 

involved, the fundamental commercial responsibility is left with those carriers 



- 6 -

who, after all, are more cognizant of cost and traffic problems than is any govern

ment body. 

This particular feature is being stressed partly because there is not 

general recognition of the peculiar problems involved in international transporta

tion and partly because of my own profound conviction that this is literally the 

only method by which this enormously important subject can be efficiently handled 

either by the carriers or the goverrunents interested. 

There is another subject respecting the problems of the regulation of 

international air carriers to which attention should be directed. The success of 

the Conference method above described, is contingent upon there being clear au

thority on the part of our Civil Aeronautics Board to pass on the rates or traffic 

practices set up by the Conference. In view of the fact, that the Civil Aeronau

tics Act does not give power to the Civil Aeronautics Board to fix rates in foreign 

air transportation, questions have been raised as to the authority of the Board to 

pass upon rate agreements arrived at in the air carrier meetings. The Bermuda 

Agreement includes an agreement on the part of the American Government to request 

the authority of Congress to control rates in foreign air transportation. Whether 

or not Section 412 of the Civil Aeronautics Act, under which the Board must approve 

agreements between carriers is sufficient authority, is for la-wyers to determine. 

In my opinion, the Civil Aeronautics Board, without question, should 

have the right and the duty to approve Conference agreements. In addition there 

should be vested in the proper departments of the United States Government the 

same authority with respect to the rates and practice of foreign flag air carriers 

serving u. S. points as other governments in fact have exercised when they were in 

disagreement with the actions of an American flag air carrier. There are those 

who believe that Section 402 of the Civil Aeronautics Act providing for the is

suance of foreign air carrier permits, contains such authority, since the Civil 

Aeronautics Board may attach conditions to a permit given to a foreign flag air 

carrier, and thereby could exercise the necessary control. Whether or not legis

lation is necessary, again I state, is for the lawyers to decide. I merely wieh 

to stress the fact that there should be no question that the proper governmental 

departments have such control over both American and foreign flag air carriers as 

to prevent rate wars, or the use of discriminatory practices by foreign, as well 

as American, air carriers. 
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IV •. PROBLEMS INVOLVING TBE AMERICAN AIR CARRIERS 

The particular problems affecting the American flag air carrier in inter

national air transport are fundamentally two in number; First, the problem invol

ving route patterns; and, second, the problem of the financial needs of the Ameri

can air carriel'a. 

First for consideration under the general heading of route patterns is 

the question of competition. The position of this company and my personal views 

on the subject of monopoly versus competition have been very thoro~gbly covered 

recently in the presentation to the Senate and House Committee on the so-called 

"Chosen Instrument Billn. My personal position has consistently been in support 

of the thesis of regulated competition, which has been and still is the policy of 

this Government and there is no reason to change the statement previously r~ferred 

to. Competition should continue to be a basic element of the Unit~d States Air 

Policy in the International Field. The experience of the last several years under 

actual operation has strengthened my opinion that such a policy must be continued. 

Equally important, and, in my opinion, more difficult to answer is the 

question as to the nature of the competition which should be furnished. If a new 

pattern were being drawn and the country were starting from the beginning, argu

ments in favor of the regional or zonal pattern could be advanced with great 

strength. Looking at the matter realistically, however, the facts show that Pan 

American Airways System actually is in operation in all of the large areas and{' ' . 

therefore, a pattern under which there are a number of American carriers, each 

given sole American rights in such area, is not practical. Even under existing 

conditions, however, it is possible to divide the routes to be given to American 

air carriers in such a manner as to eliminate an excessive degree of competition 

amongst those carriers. 

In the original report made by the Examiner in the North Atlantic Case, 

the traffic between the United States and Europe was divided between two air car

riers and the amount of duplication of points to be served by them was reduced to 

a minimum. In the final decision by the Board, routes were awarded to three Amer

ican carriers but again there was an attempt to divide the routes between the 

United States and Europe and the Middle East in such a manner as to cut down the 

number of points where duplication existed. More recently, the tendency has been 
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away from this theory so that there is a considerable degree of duplication. In 

the area served by American Overseas Airlines not only are there two other air 

carriers serving Shannon and one other air carrier serving London, but in addition 

there is now one other air carrier serving Frankfurt. There also has been addi

tional duplication in the areas in Europe not served by American Overseas Airlines. 

In my judgment, a large proportion of the advantages of competition can 

be obtained in the application of the zonal pattern of routes if there is reduced 

to a minimum the duplication of service by American air carriers. At the same 

time, most of the di sad vantages which could be charged to competition in this 

field, such as duplication of personnel and facilities by two American carriers at 

one point, can also be avoided by the use of the zonal patterns to the maximum ex

tent practical. 

Turning to the important question as to the amount of competition be

tween American air carriers which is to be provided in the int;ernational route 

pattern, at the risk of being accused of attempting to protect those who have 

certificates to the prejudice of the "have-nots", but in a sincere desire to be 

completely objective, I am of the opinion that under present and foreseeable future 

conditions, the number of carriers which have been certificated for international 

atr transport is entirely adequate. The advantages of competition can be met with 

this ·number and it is of the greatest importance that those who have been certifi

cated should prove themselves capable of developing strong and financially sound 

institutions. If the carriers are weak, "competition" degenerates into a. struggle 

for survival. There has too often been a tendency to ignore or give little effect 

to the "fitness, willingness and ability" - particularly the financial fitness and 

ability - of a carrier to furnish competition, and to assume that the grant of a 

certificate would open the door of bank: vaults and provide all of the other essen

tials of a strong company. It is likewise important that before any other carriers 

are added to this route pattern, we obtain a clearer idea than is presently known 

of the total capacity for which we must provide. 

In my opinion, there has been a large amount of wishful thinking as to 

the total volume of traffic which can be developed within the near future by all 

the world air lines combined. Although it is true that there are untapped sources 

of international air traffic, it is nevertheless the fact that in the world today 
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there are many obstacles to air travel which cannot be removed by the air carriers 

themselves. These are not included in the lists of items which hinder air travel 

and which can be eliminated within a reasonable time. I am referring to such 

factors as the fundamental economic conditions of foreign countries and of their 

people who normally would wish to travel. I also refer to the rising trend of 

costs which if continued can only be met by a substantial increase in fares and 

rates or by a large increase in the amount of subsidy provided by this Government. 

Certainly, a substantial increase in fares will not add to the volume of traffic 

nor will it enable international air carriers to obtain traffic from those in the 

lower income groups. In my opinion, we cannot look in the international field to 

as great potential markets as many previously have anticipated. 

It is especially important, in my judgment, that the route pattern of 

American carriers as a whole should include service to all points in the world 

which are commerc:J.ally important, and, in addition., should cover such additional 

routes beyond those previously mentidned as are considered by the military to be 

important from a national defense viewpoint. If some of the latter require large 

subsidies., it then becomes the problem of the proper Government departments to 

determine to what extent those routes should be operated by military transport 

service. It is probable that there are enough of such routes to make possible 

the continuance of a nucleus of a military transport service without impinging 

upon the operations and income of commer9ial air carriers. 

It is my belief that a basic principle should be established that where 

there is sufficient traffic to justify a commercial service, then all of the serv

ice should be maintained by a certificated carrier., including the movement of 

personnel, materiel, and mail required by the military in the areas involved. In 

the long run a more efficfent air transport service will be developed from the 

imPo~tant view of the national defense where services which can be supported com

mercially are operated by the commercial air carriers, leaving the routes which 

are unimportant commercially but important strategically and routes on which ex

perimental services are required for the military air transport services. 

The second fundamental problem involving the American carriers alone ia 

that of the amount of support through mail pay or subsidy which should be given by 

this Government to the certificated carriers. In this respect, the experience of 

our company up to the present baa been disillusioning to say the least. American 
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Overseas Airlines bas been operating a commercial service across the Atlantic 

since January 1945. Prior to that time, while it charged commercial rates for the 

transportation of passengers and cargo, it was operating solely under a contract 

with the United States Navy, under v1hich it ·was reasonably assured of operating on 

a break-even basis. Since that time it bas been solely dependent upon the revenues 

it collects for the transportation of passengers, cargo and mail to meet its ex

pense requirements. 

No final determination has yet been reached as to the mail pay to which 

it is entitled for o~eration since January 1, 1945. Temporary rates of $1.50 per 

ton-mile were given by the Civil Aeronautics Board for operation during the year 

1945; and temporary rates of 75 cents per ton-mile were given for the period from 

January 1, 1946, to date. These rates admittedly 1•1ere temporary and, in our opin

ion, are completely inadequate. As a result, based upon these low temporary rates, 

the company has incurred losses in its income account, aggregating $2,100,000. In 

our opinion, a reasonable rate for the carriage of mail would eliminate that defi~ 

cit and provide a reasonable profit. 

In the meantime, it also has been necessary for the company to raise or 

provide for approximately $29,000,000 of new capital, most of it to be used for the 

acquisition of new equipment. In the discussions with the bankers who loaned a 

substantial amount of money, as well as discussions with the directors of both 

American Airlines and American Export Lines (who are the two largest owners of 

American Overseas Airlines capital stock), it was particularly embarrassing to 

have no real basis of judgment as to the amount of revenue to be received for the 

carriage of mail. With all due allowance for the volume of work to be handled 

and the other heavy demands upon the Board and its staff, we find it impossible 

to understand why in a period of over 32 months the Board has been unable to fix 

a permanent rate. 

With the long delays in establishing definite rates for the carriage of 

mail, there has come into being an "ex post facto" theory in the fixing of such 

rates. Under such a theory the Board and its staff, with all of the results of a 

period one or two years past in its possession, determines, after the fact, what 

they think the management of an air line should have done in advance of the facts. 

If, in their opinion, mistakes were made, the expenses or the capital costs of 
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those mistakes are eliminated on the ground that the stockholder -must assume those 

risks. If the policies established at the time were successful, no credtt is 

given. For the air line it is a case of "heads he loses and tails the other party 

wine." Such a policy_ carried on over a period of time will bankrupt any air line, 

because the coat of all mistakes will come out of the very low amount of return 

provided on the investment. If an air line is efficient, its total coats should 

be accepted; if it is inefficient, the pr9per corrective measures can be taken 

later. But the method now used penalizes the efficient as much as the inefficient 

and can only bring chaos to the industry. On the basis of our experience to date, 

it is possible that .Amerj_can. Overseas would operate for the entire seven years' 

period for which it is presently certificated, without ever having had a final 

mail rate fixed for a future period. It is of the greatest importance that the 

Board promptly proceeds to fix permanent rates for the carriage of the mail, that 

it abandons the "ex post facto" theory of determining such rates and that it 

changes the methods now used in rate hearings under which every phase of every 

operation is examined in the most meticulous detail, thus causing the enormous 

delays to which reference has been made. 

In addition, the ' lack of any statement of policy by the Civil Aero

nautics Board as to the basis on which payments for mail are to be made, has made 

it difficult to establish a logical rate pattern to be charged for the transporta

tion of passengers and cargo. Air transportation, like surface transportation, 

is an example of the classical economic theory of joint coats, in which the price 

to be charged for the production of one of several articles is dependent upon the 

prices to be charged for the other items produced. 

There can be no question that for a considerable period of time in the 

future, the amount of revenue which should be provided by this Government for the 

carriage of mail must be substantially in excess of the allocated cost of carrying 

the mail. This does not necessarily mean that the additional a.mount would be at 

the expense of the taxpayer because on many, if not all, of the major routes, the 

collections from the sale of air mail postage provide sufficient revenues to make 

possible an adequate rate for the air carriers who provide the transportation. 

The amount to be received by American Overseas Airlines for the carriage of United 

States mail from January 1945 thru July 1947 under existing rates represents ap

proximately 19 per cent of the amount the Post Office received in postage for the 
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same mail, For the year 1947 to date, when lower air postage rates to Europe were 

in effect, the present temporary rate of 75¢ per ton-mile produced air mail revenue 

for AOA which was but 24 psr cent of the Post Office Department receipts for the 

same mail. Air mail transportation, to a considerable extent at least, can be 

self-supporting if the ~arriers are given an adequate proportion of the collections 

for air mail postage for the service which those air carriers provide. In any 

event, the Government through :!.ts properly constituted authorities should fix the 

~olicy upon which the rates would be based and then pay the bill promptly, The 

first of these has not been done at all and only in the year 1947 has the second 

been done adequately. 

In concluding the section of my statement dealing with the relationship 

of Government to its air carriers, it is proper to reiterate the thesis that com

mercial air transport is an important element of air power and that in the regula

tion of these carriers this fact should be constantly borne in mind. There can be 

no doubt that adequate support of all phases of our air power will be an expensive 

process; there is likewise reason to believe that adequate support of the air 
\ 

transport phase of air power will be less costly, if our international air trans-

port system contains a relatively small number of substantial companies, soundly 

financed and efficiently operated. These companies must be supported in all their 

essential needs, particularly the need of adequate mail pay to assure financial 

stability. In that manner we can obtain that element of air power at the lowest 

cost. 

V. STIMULATION OF AIR TRAVEL 

In my opinion, the most important means of stimulating air travel in the 

international field is the method Just recently expressed to support the commer

cial air transport companies as a part of our air power, namely: first, give them 

route patterns on which they can develop adequate and efficient services; second, 

provide adequate financial payments for mail pay promptly so that they can estab

lish a logical pattern of passenger and cargo rates; and, third, restrict competi

tion to the present amount until the present pattern has had a thorough trial. 

Beyond this, there are many things which governments can do o stimulate 

air travel through the elimination of arbitrary restrictions of various kinds. 
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It is not necessary for me to go into detail on this point. 'Ille International 

Air 'Iransport Association, the International Civil Aviation Organization and the 

Air Transport Association of America have indicated very clearly the arbitrary 

restrictions involved in Passport, Immigration, Public Health, Customs and Police 

regulations of various types, and have pointed the way by which many of these regu~ 

lations have retarded air travel. Much work has been done and much more is in 

process of being done, and I suggest that this Commission give full support to 

these associations and their specific efforts to solve these problems. 

But, I repeat, as I close, that the most important and useful aid to 

air travel is the development of a sound governmental policy toward its carriers 

and the vigorous and consistent carrying out of that policy. 


